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ARADIGM CORPORATION
3929 Point Eden Way
Hayward, California, 94545

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
To Be Held On May 14, 2010

Dear Shareholder:

You are cordially invited to attend the Annual Megtof Shareholders of Aradigm Corporation, a Gaiifa
corporation (“Aradigm”). The meeting will be held &riday, May 14, 2010, at 9:00 a.m. local timé&edigm’s
offices for the following purposes:

1. To reelect the four nominees for director nainectin to serve until the next annual meeting of
shareholders and until their successors are dabted and qualified.

2. To approve an amendment to Aradigm’s 2005 Edaitgntive Plan to increase the aggregate number of
shares of Common Stock authorized for issuancerudsh plan by 4,000,000 shares.

3. To approve an amendment to Aradigm’s AmendedRaslated Articles of Incorporation to increase the
authorized number of shares of Common Stock frofa®,000 to 225,000,000.

4. To ratify the selection of Odenberg, Ullakko, tdoishi & Co. LLP as Aradigm’s independent register
public accounting firm for the fiscal year endingd@mber 31, 2010.

5. To conduct any other business properly brougfudre the meeting.
These items of business are more fully describaldarProxy Statement accompanying this Notice.

The record date for the annual meeting is Marci2810. Only shareholders of record at the clodeusfness
on that date may vote at the meeting or any adjoam thereof.

By Order of the Board of Directors

i

Igor Gonda, Ph.D.
President and Chief Executive Officer

Hayward, California
April 9, 2010

Important Notice Regarding the Availability of Proxy Materials for the Shareholders’ Meeting to Be
Held on May 14, 2010 at 9:00 am at 3929 Point Ed&day, Hayward, California, 94545

The proxy statement and the Annual Report on Form Q-K are available at www.aradigm.com.

You are cordially invited to attend the meeting inperson. Whether or not you expect to attend the méeg,
please complete, date, sign and return the enclosptbxy as promptly as possible in order to ensurequr
representation at the meeting. A return envelope (hich is postage prepaid if mailed in the United Stes) has
been provided for your convenience. Even if you havwoted by proxy, you may still vote in person if gu
attend the meeting. Please note, however, that ibyr shares are held of record by a broker, bank oother
nominee and you wish to vote at the meeting, you rauobtain a proxy issued in your name from that reord
holder.
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ARADIGM CORPORATION

3929 Point Eden Way
Hayward, California, 94545

PROXY STATEMENT FOR ANNUAL MEETING OF SHAREHOLDERS
To Be Held On May 14, 2010

QUESTIONS AND ANSWERS ABOUT THIS PROXY MATERIAL AND VOTING

Why am | receiving these materials?

We have sent you these proxy materials becausgahel of Directors of Aradigm Corporation is sdiicg
your proxy to vote at the 2010 Annual Meeting ofi&tholders. You are invited to attend the annuadting to vote
on the proposals described in this proxy statentémivever, you do not need to attend the meetingte your
shares. Instead, you may simply complete, sigrreuoin the enclosed proxy card.

We intend to mail these proxy materials on or ak¥quil 9, 2010 to all shareholders of record eadtto vote ¢
the annual meeting.

Who can vote at the annual meeting?

Only shareholders of record at the close of busimesMarch 31, 2010 will be entitled to vote at &maual
meeting. On this record date, there were 102,381shares of Common Stock outstanding and entitiete.

Shareholder of Record: Shares Registered in Youmhi&a

If on March 31, 2010 your shares were registereetctly in your name with our transfer agent, Corepsfiare
Trust Company, N.A., then you are a shareholdeeadrd. As a shareholder of record, you may voteeirson at tt
meeting or vote by proxy. Whether or not you plaattend the meeting, we urge you to fill out agiim the
enclosed proxy card to ensure your vote is counted.

Beneficial Owner: Shares Registered in the NameadBroker or Bank

If on March 31, 2010 your shares were held in apant at a brokerage firm, bank, dealer, or othrailar
organization, then you are the beneficial ownestares held in “street name” and these proxy nadsgesire being
forwarded to you by that organization. The orgatidraholding your account is considered the shddshrmf recorc
for purposes of voting at the annual meeting. As@eficial owner, you have the right to direct ybtwker or other
agent regarding how to vote the shares in yourwadcd ou are also invited to attend the annual mgetHowever,
since you are not the shareholder of record, yoy moavote your shares in person at the meetingssnyou reque
and obtain a valid proxy from your broker or othgent.

What am | voting on?

There are four matters scheduled for a vote:

* Reelection of four director:

« Approval of an amendment to Aradigm’s 2005 Equitgdntive Plan (the “Equity Incentive Plar)increas
the aggregate number of shares of Common Stock@zshl for issuance under such plan by
4,000,000 share

« Approval of an amendment to Aradigm’s Amended ardt®ed Articles of Incorporation to increase the
authorized number of shares of Common Stock froa®,000 to 225,000,000 shares;

« Ratification of the selection by the Audit Committef the Board of Directors of Odenberg, Ullakko,
Muranishi & Co. LLP as our independent registeredlic accounting firm for the fiscal year ending
December 31, 201!
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How do | vote?

You may either vote “For” all the nominees for dit@ or you may “Withhold” your vote for any nommgou
specify. For each of the other matters to be voted/ou may vote “For” or “Against” or abstain fromting. The
procedures for voting are fairly simple:

Shareholder of Record: Shares Registered in Youmhi&a

If you are a shareholder of record, you may votgdrson at the annual meeting or vote by proxygisie
enclosed proxy card. Whether or not you plan teratthe meeting, we urge you to vote by proxy suesyour
vote is counted. You may still attend the meeting @ote in person even if you have already votegroxy.

« To vote in person, come to the annual meeting amavilV give you a ballot when you arriv

« To vote using the proxy card, simply complete, sigd date the enclosed proxy card and return mptly
in the envelope provided. If you return your sigpeodxy card to us before the annual meeting, wewotie
your shares as you dire

Beneficial Owner: Shares Registered in the NameBrbker or Bank

If you are a beneficial owner of shares registéngtie name of your broker, bank, or other agend, should
have received a proxy card and voting instructieite these proxy materials from that organizatiather than fror
Aradigm. Simply complete and mail the proxy car@tsure that your vote is counted. To vote in peetdhe
annual meeting, you must obtain a valid proxy fagmar broker, bank, or other agent. Follow the instions from
your broker or bank included with these proxy matsy or contact your broker or bank to requestoxyform.

How many votes do | have?

On each matter to be voted upon, you have onefeptach share of Common Stock you own as of Maigh
2010. However, you may be able to cumulate youewfr Proposal 1, the reelection of directorat ieast one
shareholder gives notice at the meeting, befor@dtiag, that he or she intends to cumulate vdiesler cumulativ:
voting, you have four votes for each share of Comi&twck you own. You may cast all of your votesdoe
candidate, or you may distribute your votes amdffgreént candidates as you choose. However, you coayulate
votes (cast more than one vote per share) for didate only if the candidate is nominated beformeubting and at
least one shareholder gives notice at the medigfgre the voting, that he or she intends to cutaulates. If you
do not specify how to distribute your votes, byiggvyour proxy you are authorizing the proxyholdghe
individuals named on your proxy card) to cumulatées in their discretion.

What if | return a proxy card or otherwise vote but do not make specific choices?

If you return a signed and dated proxy card ormtfse vote without marking any voting selectionsyyshare
will be voted, as applicable “For” the reelectidratl four nominees for director, “For” the amendmhé&o the Equity
Incentive Plan, “For” the amendment to the Amended Restated Articles of Incorporation and “Foe th
ratification of Odenberg, Ullakko, Muranishi & CbLP as our independent registered public accourftingfor the
fiscal year ending December 31, 2010. If any othatter is properly presented at the meeting, yoaxyholder
(one of the individuals named on your proxy card) wote your shares using his or her best judgment

Who is paying for this proxy solicitation?

We will pay for the entire cost of soliciting pres. In addition to these proxy materials, our doecand
employees and Georgeson, Inc. (“Georgeson”) maysalBcit proxies in person, by telephone, or dyeotmeans of
communication. Directors and employees will nophél any additional compensation for solicitingpes, but
Georgeson, if retained, would be paid its custonfieey estimated to be $10,000 plus out-of-pockpeeses, if it
solicits proxies.
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What does it mean if | receive more than one set giroxy materials?

If you receive more than one set of proxy materigdsir shares may be registered in more than ome roat in
different accounts. Please follow the voting instians on the proxy cards and proxy materials suemthat all of
your shares are vote

Can | change my vote after submitting my proxy?

Yes. You can revoke your proxy at any time befbeeftnal vote at the meeting. If you are the reduwottler of
the shares, you may revoke your proxy in any orfeltdwing ways:

« You may submit another properly completed proxylaaith a later date

* You may send a timely written notice that you aeoking your proxy to our Secretary at 3929 Poi¢i
Way, Hayward, California, 9454

* You may attend the annual meeting and vote in peiSmply attending the meeting will not, by itself
revoke your proxy

Your most current proxy card is the one that isnted.

If your shares are held by your broker or bank asrainee or agent, you should follow the instrutsio
provided by your broker or bank.

When are shareholder proposals due for next year'annual meeting?

To be considered for inclusion in next year’'s proxgterials, your proposal must be submitted inimgiby
December 21, 2010, to our Secretary at 3929 Palah&Vay, Hayward, California, 94545. If you wishstdomit a
proposal that is not to be included in next yeprisxy materials or nominate a director, you mussdmo later than
the close of business on March 16, 2011 and n&eénhn the close of business on February 16, 2044 are also
advised to review our bylaws, which contain addifibrequirements about advance notice of sharehptdgosals
and director nominations. A copy of our bylaws\vsitable via written request to our Secretary &3Boint Eden
Way, Hayward, California, 94545, or by accessingdR on the SEC’s website at www.sec.gov.

How are votes counted?

Votes will be counted by the inspector of eleciiqpointed for the meeting, who will separately ddior”
and (with respect to proposals other than the cteleof directors) “Against” votes, abstentionsldroker non-
votes. With respect to any proposal submittedviota of the shareholders, the inspector of eleatibimot count
abstentions and broker non-votes as shares towsrdste total for such proposal.

If your shares are held by your broker as your memi(that is, in “street name”), you will need tdain a
proxy form from the institution that holds your sbsiand follow the instructions included on thatrfaegarding
how to instruct your broker to vote your shareg.dfi do not give instructions to your broker, ybuoker can vote
your shares with respect“discretionary” items, but not with respect to “ndiscretionary” items. On non-
discretionary items for which you do not give ytwoker instructions, the shares will be treatetiraker nonvotes.

What are broker non-votes?

Broker non-votes occur when a beneficial ownerhafres held in “street namdbes not give instructions to t
broker or nominee holding the shares as to hovote en matters deemed “non-routine.” Generallghdres are
held in street name, the beneficial owner of therehiis entitled to give voting instructions to tieker or nominee
holding the shares. If the beneficial owner dodspnovide voting instructions, the broker or nongrean still vote
the shares with respect to matters that are comslde be “routine,” but not with respect to “nautine” matters.
Under the rules and interpretations of the New Y8idck Exchange (“NYSE”), “non-routine” matters gienerally
those involving a contest or a matter that may tsuttislly affect the rights or privileges of shanéters,
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such as mergers or shareholder proposals. Undemtrebanges to NYSE Rule 452, the election of threds now
also considered a “non-routine” matter.

How many votes are needed to approve each proposal?

 For the reelection of directors, the four nomineaiving the highest number of “For” votes (frame t
holders of votes of shares present in person sesepted by proxy and entitled to vote at the mgain the
reelection of directors) will be elected. Withhelotes and broker non-votes will have no effecthan t
outcome of the reelection of directo

» To be approved, Proposal 2 (approval of an amentitnerur 2005 Equity Incentive Plan to increase the
aggregate number of shares of Common Stock audtbftr issuance under such plan by 4,000,000 shares
must receive “For” votes from a majority of shapeesent either in person or by proxy and votinthat
meeting. The inspector of election will not coubsgntions and broker non-votes as shares towlaedsote
total for this proposal, in which case abstentiang broker non-votes will have no effect on thecomte of
this proposal

» To be approved, Proposal 3 (approval of an amentitnenur Amended and Restatement Articles of
Incorporation to increase the total authorized shaf Common Stock from 150,000,000 to 225,000,000)
must receive “For” votes from the holders of a mijoof shares present either in person or by prang
entitled to vote. The inspector of election willtmount abstentions and broker non-votes as sharesds
the vote total for this proposal, in which casetatisons and broker non-votes will have no effectie
outcome of this propos:

* To be approved, Proposal 4 (ratifying the selectib@denberg, Ullakko, Muranishi & Co. LLP as our
independent registered public accounting firm Fer fiscal year ending December 31, 2010) mustvecei
“For” votes from the holders of a majority of shaggesent either in person or by proxy and entitbeebte.
The inspector of election will not count abstensi@md broker non-votes as shares towards the atatefdr
this proposal, in which case abstentions and bro&earvotes will have no effect on the outcome @ th
proposal

What is the quorum requirement?

A quorum of shareholders is necessary to hold id wageting. A quorum will be present if sharehotdieolding
a majority of the outstanding shares entitled tee\aye present at the meeting in person or repiegsdéry proxy. On
the record date, there were 102,381,116 sharesmhion Stock outstanding and entitled to vote. Tthesholders
of 51,190,559 shares must be present in persapoesented by proxy at the meeting or by proxyateha quorurr

Your shares will be counted towards the quorum @nfpu submit a valid proxy (or one is submitted your
behalf by your broker, bank or other nominee) de\at the meeting. The inspector of election wéht abstentions
and broker non-votes as shares counted towardgitirem requirement. If there is no quorum, the adaf a
majority of the shares present in person or repitesieby proxy at the meeting may adjourn the mgetranother
date.

How can | find out the results of the voting at theannual meeting?

Preliminary voting results will be announced atéim@ual meeting. Final voting results will be pab&d on ou
Form 8-K filed with the SEC within four businessydaafter the annual meeting.

What proxy materials are available on the internet?

The proxy statement and Annual Report on Form ldrekavailable at www.aradigm.com.
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PROPOSAL 1
REELECTION OF DIRECTORS

Our Board of Directors (the “Board”) currently cists of four directors. There are four nomineesdioector
this year. Each director to be reelected will hafiiice until the next annual meeting and until fiiccessor is
elected, or until the direct@’death, resignation or removal. Each of the noesrtisted below is currently a mem
of our Board who was previously elected by the shalders. It is our policy to invite nominees tteatl the annual
meeting and to encourage attendance at meetingsiett substantial shareholder attendance is exgeateof the
nominees for reelection as a director at the 2008ual Meeting of Shareholders attended the 200U ANKeeting
of Shareholders.

The four candidates receiving the highest numbarffoimative votes by the holders of shares emtitebe
voted will be elected. Shares represented by ezdquibxies will be voted, if authority to do saist withheld, for
the reelection of the four nominees named beloanif nominee becomes unavailable for reelecticnrasult of ar
unexpected occurrence, your shares will be votethielection of a substitute nominee proposedshyEach
person nominated for reelection has agreed to skelected. Our management has no reason to leefieat any
nominee will be unable to serve.

Nominees

The following is a brief biography of each nomirdeedirector and their ages as of March 31, 20H:HE
nominee is currently serving as a director of Agadli

Name Age Principal Occupation/Position Held With Us
Frank H. Barke 79 Director

Igor Gonde 62 President, Chief Executive Officer and Direc
John M. Sieber 70 Director

Virgil D. Thompson 70 Chairman and Directc

Frank H. Barkerhas been a director since May 1999. From Janua9 i®January 1994, Mr. Barker served as
a company group chairman of Johnson & Johnson, dndiversified health care company, and was Caipovice
President from January 1989 to January 1996. Mikdaetired from Johnson & Johnson, Inc. in Japnu®96.
Mr. Barker holds a B.A. in Business Administratioom Rollins College, Winter Park, Florida.

Igor Gonda, Ph.Dhas served as our President and Chief Executiviegdince August 2006 and as a director
since September 2001. From December 2001 to A@@8, Dr. Gonda was the Chief Executive Officer and
Managing Director of Acrux Limited, a publicly trad specialty pharmaceutical company located in Methe,
Australia. From July 2001 to December 2001, Dr. @sowas our Chief Scientific Officer and, from Oa0old 995 to
July 2001, was our Vice President, Research an@lbpment. From February 1992 to September 1995GDnda
was a Senior Scientist and Group Leader at Genenitec. His key responsibilities at Genentech whee
development of the inhalation delivery of rhDNaBeltmozyme) for the treatment of cystic fibrosis aoa-
parenteral methods of delivery of biologics. Ptmthat, Dr. Gonda held academic positions at thvéfsity of
Aston in Birmingham, United Kingdom, and the Unisigy of Sydney, Australia. Dr. Gonda holds a Bi&c.
Chemistry and a Ph.D. in Physical Chemistry froredeUniversity, United Kingdom. Dr. Gonda was the&i@mar
of our Scientific Advisory Board until August 2006.

John M. Siebert, Ph.Dhas been a director since November 2006. From N3 2o October 2008, Dr. Siebert
was the Chairman and Chief Executive Officer of @Pharmaceuticals, Inc., a privately held specialt
pharmaceutical company. From September 1995 td 2pd3, he was President and Chief Executive Offide
CIMA Labs Inc., a publicly traded drug delivery cpamy, and from July 1995 to September 1995 he wesident
and Chief Operating Officer of CIMA Labs. From 19921995, Dr. Siebert was Vice President, Techmdtdirs at
Dey Laboratories, Inc., a privately held pharmaicaltompany. From 1988 to 1992, he worked at Bayer
Corporation. Prior to that, Dr. Siebert was emptbipg E.R. Squibb & Sons, Inc., G.D. Searle & Cal ahe
Procter & Gamble Company. Dr Siebert holds a Ba&hemistry from lllinois Benedictine Universityn 81.S. in




Table of Contents

Organic Chemistry from Wichita State University an&h.D. in Organic Chemistry from the UniversifyMissouri.

Virgil D. Thompsorhas been a director since June 1995 and has begm@ah of the Board since January
2005. Since July 2009, Mr. Thompson has been Ghietutive Officer and a director of Spinnaker Biesces,
Inc., a privately held ophthalmic drug delivery quemy. From November 2002 until July 2007, Mr. Thempwas
President and Chief Executive Officer of Angstrohafnaceuticals, Inc., a privately held pharmacautompany.
From September 2000 to November 2002, Mr. ThompsasPresident, Chief Executive Officer and a daeoft
Chimeric Therapies, Inc., a privately held biotedlogy company. From May 1999 until September 2000,

Mr. Thompson was the President, Chief Operatingc®ffand a director of Savient Pharmaceuticalsldigly
traded specialty pharmaceutical company. From Jaril#96 to April 1999, Mr. Thompson was the Prestdnd
Chief Executive Officer and a director of Cytel @oration, a publicly traded biopharmaceutical conypéhat was
subsequently acquired by IDM Pharma, Inc. From 1894996, Mr. Thompson was President and Chief Htee
Officer of Cibus Pharmaceuticals, Inc., a privatedyd drug delivery device company. From 1991 18319

Mr. Thompson was President of Syntex Laboratotigs, a U.S. subsidiary of Syntex Corporation, bljaly tradec
pharmaceutical company. Mr. Thompson holds a B.®harmacy from Kansas University and a J.D. frdra T
George Washington University Law School. Mr. Thoomps chairman of the board of directors of Questco
Pharmaceuticals, Inc., a publicly traded pharmacautompany, and is a director of Savient Pharmacals.

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

Qualifications of Directors and Nominees

The following is a brief discussion of the spec#ixperience, qualifications, attributes or skifiattled to the
conclusion that our directors and nominees sheerdesas one of our directors at this time:

We believe that our directors and nominees hawapanopriate balance of knowledge, experience pates,
skills and expertise required for our Board as aleland that we have sufficient independent dimsdim comply
with applicable laws and regulations. We beliea thur directors have a broad range of personabctexistics
including leadership, management, scientific, tedbgical, business, marketing and financial expegeand
abilities to act with integrity, with sound judgnteand collegiality, to consider strategic propostisassist with the
development of our strategic plan and overseenpdementation, to oversee our risk managementtsféord
executive compensation, to provide leadershiprooige required expertise on Board committees armbimmit the
requisite time for preparation and attendance ar@and committee meetings.

In addition, three of our four directors are indegent under the listing standards of the Nasdatp&lelarket
(“Nasdaq”) (Dr. Gonda, our Chief Executive Officbeing the only exception as he is an employee)and
Nominating and Corporate Governance Committee Wwedi¢hat all four directors are independent ofitifleence of
any particular shareholder or group of shareholdérsse interests may diverge from the interestsuof
shareholders as a whole.

We believe that each director brings a strong batkgd and set of skills to the Board, giving theaBbas a
whole competence and experience from a wide vaoketyeas.

Dr. Gonda has served as our Chief Executive Ofaaze 2006 and as one of our directors since 2001.
addition to his leadership, strategic planning exignsive knowledge of the day to day operatiormuotbusiness,
he has a commercial, scientific and academic backwgt in the delivery of pharmaceuticals using iatiah. His
education includes degrees in chemistry and phlysiwamistry.

Mr. Thompson, our Chairman of the Board, is ouglest serving director giving him substantial knage of
our company and its business. Mr. Thompson hasisixi experience in the life sciences industry lzeml served ¢
an executive with numerous pharmaceutical and deligery companies, both public and private. He &lsngs
experience as a director of other public and peiVié sciences companies. His education includgseks in
pharmacy and law.
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Mr. Barker’s career at Johnson & Johnson, Inciverdified health care company, has given him broad
experience in leadership, executive managemertigbliperations and consensus building. Mr. Barkegiwice on
our Board since 1999 has given him a substanti@viedge of our company and its business. His educaiclude:
a degree in business administration.

Dr. Siebert has extensive experience in the liferges industry, including as President and Chiefchtive
Officer of a privately held specialty pharmaceutmampany, President and Chief Executive Officea @lublicly
traded drug delivery company and additional managerand executive management roles at drug delaedy
pharmaceutical companies. Our Board has deterntiveeDr. Siebert’s background, especially his ekgeu
management roles, qualifies him as our Audit Cort@rifinancial expert. His education includes degiee
chemistry and organic chemistry.

Independence of the Board of Directors

We have chosen to apply the listing standardseof\thsdaq in determining the independence of oecttirs.
The Board consults with counsel to ensure thaBtberd’s determinations are consistent with allvete securities
and other laws and regulations regarding the d&fimbf “independent,” including those set forthgertinent listing
standards of the Nasdaq, as in effect from tintérne.

Consistent with these considerations, after revoéall relevant transactions or relationships betmveach
director and nominee for director, or any of hismifig members, and us, our senior management anshdepender
registered public accounting firm, the Board affitively has determined that the following threesdiors and
nominees for directors are independent within tieammng of the applicable Nasdaq listing standavtisBarker,
Dr. Siebert, and Mr. Thompson. In making this daieation, the Board found that none of these danescor
nominees for director had a material or disqualiyielationship with the Company. Dr. Gonda, owesRtent and
Chief Executive Officer, is not an independent clioe within the meaning of the applicable Nasdamdards by
virtue of his employment with Aradigm. In additioasach person who served as a director for anygrodi 2009
was independent within the meaning of the apple&dsdaq listing standards, except for Dr. Gonda.

Board Leadership Structure and Role in Risk Oversigt

Mr. Thompson is our Chairman of the Board and lesigies at all Board of Directors’ and shareholders’
meetings. Our independent directors meet regularxecutive session (i.e., without managementgoigsvith no
agenda set by management.

Our Board of Directors oversees our risk managenTdns oversight is administered primarily througlk
following:

« The Board’s review and approval of our annual bessrplan (prepared and presented to the Boardrby ou
Chief Executive Officer and other management),udirlg the projected opportunities and challengemfa
our business each yei

* At least quarterly review of our business developisiebusiness plan implementation and financialltes

» Our Audit Committee’s oversight of our internal tiarts over financial reporting and its discussioithw
management and the independent accountants regdngimuality and adequacy of our internal contaold
financial reporting (and related reports to thé Bdard); anc

« Our Compensation Committee’s reviews and recommendato the Board regarding our executive officer
compensation and its relationship to our businéssst
Meetings of the Board of Directors

The Board held 13 meetings during the last fisearyEach of our current Board members attendedat5%
more of the aggregate of the meetings of the Baaddof the committees on which he served duringy éae.
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In fiscal 2009, our independent directors met dd helephonic Board meetings 8 times in reguladiyesiuled
executive sessions at which only independent direatere present. These meetings were chaired by
Mr. Thompson, the Chairman of the Board. Persotesésted in communicating with the independentotiims with
their concerns or issues may address correspondeacearticular director or to the independenectiors generally
in care of Aradigm at 3929 Point Eden Way, Hayw@&dlifornia, 94545.

Shareholder Communications with the Board of Direcbrs

We have implemented a process by which sharehaldayscommunicate with the Board or any of its dives:
Shareholders who wish to communicate with the Boaagt do so by sending written communications addme$o
the Secretary of Aradigm at 3929 Point Eden Wayytt#ad, California 94545. All communications will be
compiled by our Secretary and submitted to the 8oarthe individual directors on a periodic basi.
communications directed to the Audit Committeednadance with our whistleblower policy that reltde
guestionable accounting or auditing matters inv@wis will be forwarded directly to the Audit Conttae.

Code of Ethics

We have adopted the Aradigm Corporation Code ofri&iss Conduct and Ethics that applies to all of our
officers, directors and employees. The Code of &8 Conduct and Ethics is available on our website
www.aradigm.com. If we make any substantive amemdsn® the Code of Business Conduct and Ethicsantg
any waiver from a provision of the Code to any exee officer or director, we will promptly discleshe nature of
the amendment or waiver on our website.

Information Regarding the Committees of our Board & Directors

The Board has three committees: an Audit Commitg@pmpensation Committee and a Nominating and
Corporate Governance Committee. The following tgbtevides membership information and meeting infation
for each of the Board committees during 2009:

Nominating and

Corporate
Name Audit  Compensation Governance
Frank H. Barke X X X*
Igor Gonde
John M. Sieber X* X X
Virgil D. Thompson X X* X
Total meetings in fiscal year 20! 6 6 3

* Committee Chairpersc

Below is a description of each committee of ther8odhe Board has determined that each membercbf ea
committee meets the applicable Nasdaq rules andatéons regarding “independencarid that each member is fi
of any relationship that would impair his individé@xercise of independent judgment with regard tadigm.

Audit Committee

The Audit Committee of the Board was establishethieyBoard in accordance with Section 3(a)(58)(#he
Securities Exchange Act of 1934, as amended, toseeeur corporate accounting and financial repgmrocesses
and audits of our financial statements. For thippse, the Audit Committee performs several fumgiorhe Audit
Committee evaluates the performance of and asstesgsialifications of our independent registeretlic
accounting firm; determines and approves the engageof our independent registered public accogrftim;
determines whether to retain or terminate the iexjshdependent registered public accounting fimocappoint
and engage a new independent registered publiziating firm; reviews and approves the retentiothef
independent registered public accounting firm tdgren any proposed permissible non-audit servioamitors the
rotation of partners of the independent regist@ngalic accounting firm on our audit engagement teamequired
by law; confers with management and our independsgistered public accounting firm regarding the
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effectiveness of internal controls over financigpaorting; establishes procedures, as required wapjdicable law,
for the receipt, retention and treatment of conmitaieceived by us regarding accounting, internebanting
controls or auditing matters and the confidentiad anonymous submission by employees of concegasaimg
guestionable accounting or auditing matters; regiédve financial statements to be included in ounued Report on
Form 10-K and our quarterly financial statement$~orm 10-Q; and discusses with management and our
independent registered public accounting firm #sults of the annual audit. Currently, three doectomprise the
Audit Committee: Messrs. Barker and Thompson andSibert (chair). The Audit Committee is goveribgch
written charter that is available to shareholdersor website at www.aradigm.com.

The Board annually reviews the Nasdagq listing staaisl definition of independence for Audit Committee
members and has determined that all members ddwdit Committee are independent (as independencarisntly
defined in Rule 4350(d)(2)(A)(i) and (ii) of the Bdaq listing standards). The Board has determimetdlr. Siebert
qualifies as an “audit committee financial expeas’defined in applicable rules of the Securitied Bxchange
Commission (the “SEC”). The Board made a qualitaigsessment of Dr. Siebert’s level of knowledge an
experience based on a number of factors, inclutingal education and executive experience.

Compensation Committee

The Compensation Committee of the Board reviewsraodmmends to the Board the overall compensation
strategy and policies for us. The Compensation Citteenreviews and recommends to the Board corporate
performance goals and objectives relevant to tihepemsation of our executive officers and otheraeni
management; reviews and recommends to the Boambthpensation and other terms of employment ofCiuef
Executive Officer; reviews and recommends to tharBdor approval the compensation and other tefms o
employment of the other officers; and overseesatheinistration of our stock option and stock pusghplans,
health benefit plans, stock bonus plans, deferoetbensation plans and other similar programs. THireetors
currently comprise the Compensation Committee: Me&arker and Thompson (chair) and Dr. Siebett. Al
members of our Compensation Committee are indeperds independence is currently defined in Rulg04&)(15
of the Nasdagq listing standards). The Compens@mmmittee is governed by a written charter thatvigilable to
shareholders on our website at www.aradigm.com.

Nominating and Corporate Governance Committee

The Nominating and Corporate Governance CommittéleeoBoard is responsible for identifying, reviewi
and evaluating candidates to serve as directorsigtent with criteria approved by the Board), reaeending to th
Board candidates for election and reelection tdbard, making recommendations to the Board reggrttie
membership of the committees of the Board, assg$lseperformance of the Board and its committees a
monitoring compliance with our Code of Business @art and Ethics. Currently, the Nominating and ©oape
Governance Committee consists of three directorsSigbert and Messrs. Barker (chair) and Thompadrcurrent
members of the Nominating and Corporate Govern@uremittee are independent (as independence isntiyrre
defined in Rule 4200(a)(15) of the Nasdaq listitapdards). The Nominating and Corporate Govern@uremittee
is governed by a written charter that is availablehareholders on our website at www.aradigm.com.

Any potential candidates for director nomineesludimg candidates recommended by shareholders, are
reviewed in the context of the current compositibthe Board, our operating requirements and thg-kerm
interests of shareholders. In conducting this assest, the Committee considers such factors asind
appropriate given our current needs and those oBoard, to maintain a balance of knowledge, exqgee and
capability. The Nominating and Corporate Governanommittee reviews directors’ overall service dgriheir
term, including the number of meetings attendeéllef participation and quality of performance. T®e@mmittee
also determines whether the nominee would be imtip#, which determination is based upon applichlbledaq
listing standards, applicable SEC rules and reguiatand the advice of counsel, if necessary. Toram@ittee then
compiles a list of potential candidates from sugjgas it may receive, but may also engage, if @ds appropriate,
a professional search firm to generate additiongestions. The Committee conducts any appropiadienecessa
inquiries into the backgrounds and qualificatiohpassible candidates as it deems appropriate Cmemittee
meets to discuss and consider such candidatesfiga@bns and then selects a nominee for recomrmatoil to the
Board by majority vote. While the Committee and Buard have from time to
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time received and considered suggestions from Bbkters for nominations to the Board, the Committag
received no suggestions for which disclosure isiired in this proxy statement.

The Nominating and Corporate Governance Commiti#e@nsider director candidates recommended by
shareholders. The Committee will consider candglegeommended by shareholders in the same maniter as
considers recommendations from other sources. Bblalers who wish to recommend individuals for cdesation
by the Nominating and Corporate Governance Comenitidbecome nominees for election to the Board duaso
by delivering a written recommendation to the Noatiimg and Corporate Governance Committee at thevfoig
address: 3929 Point Eden Way, Hayward, Califordad% at least 60 days prior, but no more than 98 gaor, to
the anniversary date of the last annual meetirghafeholders. Submissions should include the &utie of the
proposed nominee, a description of the proposedne®is business experience for at least the previve years,
complete biographical information, a descriptioritedf proposed nominee’s qualifications as a direma a
representation that the nominating shareholdebisreficial or record owner of our stock.

The Nominating and Corporate Governance Commitiseniot established specific, minimum qualificatiéors
recommended nominees or specific qualities orskilt one or more of our directors to possess.Ndminating
and Corporate Governance Committee uses a sulgguidcess for identifying and evaluating nomineegifrector
based on the information available to, and theenibje judgments of, the members of the Nominasind
Corporate Governance Committee and our then cunesds for the Board as a whole, although the Ctteeniloe:
not believe there would be any difference in thennga in which it evaluates nominees based on whétlee
nominee is recommended by a shareholder. The Naiminand Corporate Governance Committee consithers t
needs for the Board as a whole when identifying@raduating nominees and, among other things, dersi
diversity in background, age, experience, qualiitcss, attributes and skills in identifying nomisealthough it do¢
not have a formal policy regarding the consideratibdiversity. In 2009, the Nominating and Corgera
Governance Committee did not recommend any newetdire for election to the Board. See “Qualificatiaf
Directors and Nominees” for a description of theedsity of our current directors.

REPORT OF THE AUDIT COMMITTEE OF THE BOARD OF DIREC TORS®)

The Audit Committee has reviewed and discusseauli&ed financial statements for the fiscal yeatezh
December 31, 2009 with our management. The Audib@itee has discussed with the independent register
public accounting firm the matters required to edlssed by Statement on Auditing Standards No. TH&
Auditors Communication with Those Charged with Governaaseadopted by the Public Company Accounting
Oversight Board (“PCAOB”) in Rule 3200T. The Audibmmittee has also received the written disclosanesthe
letter from the independent registered public antiog firm required by applicable requirementstd PCAOB
regarding the independent registered public acéogifirm’s communications with the audit committe@ncerning
independence, and has discussed with the indeperatgstered public accounting firm the independentstered
public accounting firns independence. Based on the foregoing, the Audiitr@ittee has recommended to the B«
of Directors that the audited financial statemdm@sncluded in the Company’s Annual Report on Fa¥K for the
fiscal year ended December 31, 2009.

From the members of the Audit Committee of AradiGorporation:

Frank H. Barker
John M. Siebert, Chairman
Virgil D. Thompson

) The material in this report is not “soliciting reatl,” is not deemed “filed” with the SEC, andhist to be
incorporated by reference into any filing of thengany under the Securities Act of 1933, as amerfeithe
Securities Act of 1934, as amended, whether mafiteder after the date hereof and irrespectivengfgeneral
incorporation language contained in such filing.
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PROPOSAL 2
APPROVAL OF EQUITY INCENTIVE PLAN, AS AMENDED

In March 2005, the Board of Directors adopted, #nedshareholders subsequently approved, the 200ByEq
Incentive Plan (the “2005 Plan”), an amended, tedtand retitled version of the 1996 Equity IncemtPlan. As of
February 28, 2010 a total of 9,218,638 shares ptommon stock have been authorized for issuanderithe 200
Plan.

During the 2009 fiscal year, under the 2005 Plasmgvanted to all current executive officers asaugroptions
to purchase 750,000 shares at exercise prices.26 $@r share. Additionally, we issued to our auirexecutive
officers as a group restricted stock awards urttetdrms of which they may receive up to 1,550 4l4res. During
the same period we granted to all employees amgdtdirs (excluding current executive officers) ag@up options
to purchase 1,328,000 shares at exercise prick3.0% to $0.25 per share and restricted stock anarteceive up
to 868,250 shares.

In March 2010, the Board of Directors of the Compadopted an amendment to the 2005 Plan, subject to
shareholder approval, to increase the number aéslauthorized for issuance under the 2005 Plah@30,000 to
13,218,638 shares. This amendment is intendeddodahe Company greater flexibility in providingheloyees
with stock incentives and ensures that the Comganycontinue to provide such incentives at levetgminined
appropriate by the Board. Given the limited nunmdfeshares that currently remain available unde2@5 Plan,
coupled with the fact that all outstanding optians underwater and of little or no retention vathe, Board of
Directors and Management believe it is importaat the share proposal be approved in order to aiaitite
Company’s ability to attract and retain key persrand continue to provide them with strong incezgito
contribute to the Company’s future success.

The following summary description of the 2005 Plasiamended, is qualified in its entirety by refieeeto the
full text of the 2005 Plan that is attached as Ajlbe A to the proxy statement filed via EDGAR witie SEC,
including all changes that this proposal would efféapproved by our shareholders at the annuaitimg.

Shareholders are requested in this Proposal 2pime@ the 2005 Plan, as amended. The affirmative from &
majority of shares present either in person ordmxpand voting at the meeting will be requirechfiprove the 20C
Plan, as amended. The inspector of election willcoant abstentions and broker non-votes as shanesds the
vote total for this proposal, in which case absterstand broker nometes will have no effect on the outcome of
proposal.

THE BOARD OF DIRECTORS RECOMMENDS
A VOTE IN FAVOR OF PROPOSAL 2.

The essential features of the 2005 Plan are odtliedow:

General

The 2005 Plan provides for the grant of incentiegls options, nonstatutory stock options, stockchase
awards, stock bonus awards, stock unit awardsk stegreciation rights and other forms of equity pemsation
(collectively, the “stock awards”). Incentive stoggtions granted under the 2005 Plan are interalgdalify as
“incentive stock options” within the meaning of 8en 422 of the Internal Revenue Code of 1986,nasraled, or
the “Code.” Nonstatutory stock options granted uride 2005 Plan are not intended to qualify asritige stock
options under the Code. See “Federal Income Taxhmdtion” for a discussion of the tax treatmenstoick awards.
To date, the Company has granted stock optionsestdcted stock awards under the 2005 Plan.
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Purpose

We adopted the 2005 Plan to provide a means bytwa@tected officers, directors, employees of and
consultants to us and our affiliates could be giaermpportunity to acquire an equity interest imdigm
Corporation, to assist in retaining the servicesraployees holding key positions, to secure araliréhe services
persons capable of filling such positions and wvjate incentives for such persons to exert maxineffiorts for our
success. All employees and directors are eligiblgatticipate in the 2005 Plan. As of March 31,201
approximately 34 employees, directors and constgitare eligible to participate in the 2005 Plan.

Administration

The Board administers the 2005 Plan. Subject tgtbeisions of the 2005 Plan, the Board has thkaity to
construe and interpret the plan, to determine #regns to whom and the dates on which stock awsitiise
granted, the type of stock award to grant to swegn, the number of shares of Common Stock tabjest to eac
stock award, the time or times during the termaafrestock award within which all or a portion o fward may be
exercised, the exercise, purchase, or strike pfieach stock award, the type of consideration fitgchto exercise
or purchase each stock award, and other termedatttk awards.

The Board is authorized to delegate administradifoiihe 2005 Plan to a committee composed of noefdahan
two members of the Board. The Board has delegatetngstration of the 2005 Plan to the Compensation
Committee of the Board. As used herein with respetiie 2005 Plan, the “Board” refers to the Congagion
Committee as well as to the Board itself. In theiis discretion, directors serving on the Compensatiommittes
will be “outside directors” within the meaning oé&ion 162(m) of the Code (“Section 162(m)”). SEederal
Income Tax Information” for a discussion of the bggtion of Section 162(m).

The Board may also delegate to one or more of fiineos the authority to designate officers and &ppes to
be recipients of stock awards and the terms thenedfor determine the number of shares of our Com&tock to
be subject to the stock awards granted to sucbevffiand employees, so long as the Board resoldéil@yating
such authority specifies the total number of shaféSdommon Stock underlying stock awards that fifieer may
grant, the officer does not grant any stock awsrdsmself or herself and the Board does not deéetie authority
to determine the fair market value on the daterahjof the Common Stock underlying the stock award

Eligibility
Incentive stock options may be granted under tts Zlan only to our employees (including officeanyl

employees of our affiliates. Employees, non-empdoBeard members and consultants of us and ouiatdfil are
eligible to receive all other types of stock awaudsler the 2005 Plan.

No incentive stock option may be granted unde20@5 Plan to any person who, at the time of thatgmawvns
(or is deemed to own) stock possessing more thétmdfGur total combined voting power or its affiéa, unless tr
exercise price of such option is at least 110%neffair market value of the stock subject to thiompon the date of
grant and the term of the option does not exceedyfears from the date of grant. In addition, thgragate fair
market value, determined on the date of granth@fhares of Common Stock with respect to whichritige stock
options are exercisable for the first time by aipgrant during any calendar year (under the 20@%5 Bnd any of
our other plans and those of our affiliates) mayexzeed $100,000.

No employee may be granted stock awards underdb® RPlan exercisable for more than 1,500,000 shwdres
Common Stock during any calendar year.

Stock Subject to the 2005 Plan

Subject to the approval of this Proposal, an aggeegf 13,218,638 shares of Common Stock will Isemesd
for issuance under the 2005 Plan. If stock awardstgd under the 2005 Plan expire or otherwiseitexta without
being exercised or if we reacquire shares of Com8tonk pursuant to the terms of unvested stoclongtithe
shares of Common Stock not acquired pursuant to stack awards again become available for issuander the
2005 Plan. If any shares of Common Stock subjeatdtmck award are not delivered because suchshere
withheld for payment of taxes or because such stemetendered as consideration for the exercise pf a stock
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award, the shares of Common Stock not delivereduaunt to such stock awards again become availablesuanc
under the 2005 Plan.

Terms of Options

The following is a description of the permissildens of options under the 2005 Plan. Individuatistoption
agreements may be more restrictive as to any af #fle permissible terms described below.

Exercise Price. The exercise price of incentive stock optionsarritie 2005 Plan may not be less than the fair
market value of our Common Stock subject to théoopdn the date of the option grant, and in sonsesdsee
“Eligibility” above), may not be less than 110%safch fair market value. The exercise price of retugbry options
under the 2005 Plan may not be less than 100%edbih market value of our Common Stock subje¢htooption
on the date of the option grant. At March 31, 2Qi8,closing price of our Common Stock as quotetherOTC
Bulletin Board, an electronic quotation service$ecurities traded over-the-counter, was $0.15pare.

Consideration. The exercise price of options granted under 6852lan must be paid either in cash at the
time the option is exercised or, at the discretibthe Board, (i) pursuant to a broker-assistednsalay sale”,
(ii) by delivery of other shares of our Common &td@i) pursuant to a deferred payment arrangenoerfiv) in any
other form of legal consideration acceptable toBbard.

Restrictions on Repricing.Under the terms of the 2005 Plan, the Board doésave the authority to reprice
any outstanding stock awards under the 2005 Plaarmel and re-grant any outstanding stock awandsnthe
2005 Plan, unless our shareholders have approwbdasuaction within 12 months prior to such an éven

Vesting. Options granted under the 2005 Plan may becomeisable in cumulative increments, or “vest,” as
determined by the Board. The Board has the authtriaccelerate the time during which an option mest. In
addition, options granted under the 2005 Plan neaynji exercise prior to vesting. However, any utegshares
acquired under such an early exercise arrangemaynbr subject to repurchase by us or to any o#gtriction the
Board determines to be appropriate. To the extentigeed by the terms of an option, a participany reatisfy any
federal, state or local tax withholding obligati@tating to the exercise of such option by a cashrgent upon
exercise, by authorizing us to withhold a portidrthe stock otherwise issuable to the participariiyosuch other
method as the Board determines to include in theksaward agreement.

Term. The Board has the discretion to determine tira t#ran option. However, the maximum term of an
incentive stock option granted under the 2005 Rld® years, except that in certain cases (segitillty” above)
the maximum permitted term of such award is 5 yeapgions under the 2005 Plan terminate three nsoaiftier
termination of the participant’s service unlesss(ith termination is due to the participant’s peremd and total
disability (as defined in the Code), in which cése option may be exercised (to the extent theoaptias
exercisable at the time of the termination of ssyat any time within 12 months of such terminationless the
option agreement provides otherwise; (ii) the pipéint dies before the participant’s service hasiteated, or
within a certain period after termination of segjitn which case the option may be exercised @aeient the
option was exercisable at the time of the partitijsadeath) within 18 months of the participant&ath by the
person or persons to whom the rights to such ogtass by will or by the laws of descent and distidn, unless th
option agreement provides otherwise; or (iii) tiian by its terms specifically provides otherwibeno event,
however, may an option be exercised beyond theatiqm of its term.

A participant’s option agreement may provide tli#hé exercise of the option following the terminatof the
participant’s service would be prohibited becalmeissuance of stock would violate the registrat&guirements
under the Securities Act, then the option will terate on the earlier of (i) the expiration of tleenh of the option or
(i) three months after the termination of the j#paint’s service during which the exercise of tption would not
be in violation of such registration requirements.

Restrictions on Transfer.Unless specified otherwise by the Board or reglbyy law, a participant in the 2005
Plan may not transfer a stock option other thamiyor by the laws of descent and distributionparsuant to a
domestic relations order. During the lifetime oé fparticipant, only the participant may exercistogk option. A
participant may designate a beneficiary who mayase an option following the participant’'s deafares
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subject to repurchase by us pursuant to an eaelicise arrangement may be subject to restrictiortsamsfer that
the Board deems appropriate.

Terms of Stock Purchase Awards and Stock Bonus Awds

Stock purchase awards and stock bonus awards mgrabted under the 2005 Plan pursuant to stockhpsec
award agreements and stock bonus award agreemespsctively.

Consideration. The purchase price for stock purchase awardsbaaaid in cash, or, at the discretion of the
Board, under a deferred payment or similar arrargnniby past services rendered to us or in any éthe of legal
consideration acceptable to the Board and perntéssiider applicable law. The Board may grant stomhus
awards in consideration for past services rendered or any other form of legal consideration atakle to the
Board and permissible under applicable law.

Vesting. Shares of stock acquired under a stock purchase Imut need not, be subject to a repurchase sight
option in our favor; and shares of stock acquinedar a stock bonus award may, but need not, beciioj
forfeiture to us in accordance with a vesting scite@s determined by the Board. The Board hasutiesty to
accelerate the vesting of stock acquired purswaatstock purchase or stock bonus award.

Termination of Service.Upon termination of a participant’s service, waymepurchase or otherwise reacquire
any forfeited shares of stock that have not veatedf such termination under the terms of the apple stock
purchase award or stock bonus award agreement.

Restrictions on Transfer.Rights to acquire shares under a stock purchasimck bonus award may be
transferred only upon such terms and conditionmsagbe approved by the Board.

Terms of Stock Unit Awards
Stock unit awards may be granted under the 2005 fRlesuant to stock unit award agreements.

Consideration. The purchase price for stock unit awards maydié im any form of legal consideration
acceptable to the Board.

Settlement of AwardsA stock unit award may be settled by the delivarghares of our Common Stock, cash,
in any combination of the two or in any other foofrconsideration, as determined by the Board.

Vesting. At the time of the grant of a stock unit, the Bbeay impose such restrictions or conditions & th
vesting of the stock unit as it, in its sole disicne, deems appropriate. Also, at the time of grdrg Board may
impose additional restrictions or conditions thelag the delivery of stock or cash subject to tielsunit award
after vesting. The Board has the authority to aeté the vesting of stock unit awards as it desppsopriate.

Dividend Equivalents.Dividend equivalent rights may be credited witspect to shares covered by a stock
unit award, as determined by the Board. We do ntitipate paying cash dividends on our Common Sfockhe
foreseeable future.

Termination of Service.Except as otherwise provided in the applicablardvagreement, stock units that have
not vested will be forfeited upon the participarigamination of service.

Terms of Stock Appreciation Rights
Stock appreciation rights may be granted undeR@® Plan pursuant to stock appreciation rightsements.

Exercise. Each stock appreciation right is denominatecharaes of Common Stock equivalents. Upon exercise
of a stock appreciation right, we will pay the pEpant an amount equal to the excess of (i) thgegate fair
market value on the date of exercise of a numb&osfimon Stock equivalents with respect to whichptheicipant
is exercising the stock appreciation right overtie strike price on the date of grant, as deteechby the Board.
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Settlement of AwardsThe appreciation distribution upon exercise efak appreciation right may be paid in
cash, in shares of our Common Stock, in any contibimaf the two or in any other form of consideoati
determined by the Board.

Vesting. The Board may impose such conditions and reistristas to the vesting of stock appreciation rigi
it deems appropriate. The Board has the autharictelerate the vesting of stock appreciatiortsigh it deems
appropriate.

Termination of Service.Upon termination of a participant’s service, faticipant generally may exercise any
vested stock appreciation right for three montlmss(h longer or shorter period specified in tleelstappreciation
right agreement) after the date such service ogigkiip ends. In no event may a stock appreciatim be exercise
beyond the expiration of its term.

Terms of Other Equity Awards

The Board may grant other equity awards based miembr in part by reference to the value of our Gam
Stock. See the full text of the 2005 Plan, setfantAppendix A to the Proxy Statement filed via GBR with the
SEC, for more details. Subject to the provisionthef2005 Plan, the Board has the authority tordeie the
persons to whom and the dates on which such othétyeawards will be granted, the number of shafgSommon
Stock (or cash equivalents) to be subject to eaardy and other terms and conditions of such awards

Performance-Based Stock Awards

Under the 2005 Plan, a stock award may be gramé=d,or be exercised based upon the attainmemiglari
certain period of time of certain performance goAlsemployees, consultants and directors aretdégo receive
performance-based stock awards under the 2005 Ptanength of any performance period, the perfarteagoals
to be achieved during the performance period, hadrteasure of whether and to what degree suchrperee
goals have been attained shall be determined bidhed.

In granting a performance-based stock award, treedBwill set a period of time (a “performance pdfjoover
which the attainment of one or more goals (“perfance goals”) will be measured for the purpose témiaining
whether the award recipient has a vested right io such award. Within the time period prescribgdsection 162
(m) of the Code (typically before the 90th day gfeaformance period), the Board will establish pleeformance
goals, based upon one or more pre-establishediarftperformance criteria”) enumerated in the 26G08n and
described below. As soon as administratively pcabtie following the end of the performance peribé, Board will
certify (in writing) whether the performance gohbre been satisfied.

Performance goals under the 2005 Plan shall berdieted by the Board, based on one or more of thewiong
performance criteria: (i) earnings per share;g@jnings before interest, taxes and depreciatignedrnings before
interest, taxes, depreciation and amortization TEB); (iv) net earnings; (v) total shareholder metu(vi) return on
equity; (vii) return on assets, investment or a@mployed; (viii) operating margin; (ix) gross mgia; (X) operatin:
income; (xi) net income (before or after taxes)i) fxet operating income; (xiii) net operating imee after tax;

(xiv) pre- and after-tax income; (xv) pre-tax ptpfixvi) operating cash flow; (xvii) sales or reventargets;

(xviii) increases in revenue or product revenu&)(gxpenses and cost reduction goals; (xx) impnua+at in or
attainment of expense levels; (xxi) improvementiimttainment of working capital levels; (xxii) emmic value
added (or an equivalent metric); (xxiii) market hdxxiv) cash flow; (xxv) cash flow per sharex¢x share price
performance; (xxvii) debt reduction; (xxviii) impteentation or completion of projects or processesx] customer
satisfaction; (xxx) total shareholder return; (xstareholders’ equity; and (xxxii) to the extemttan award is not
intended to comply with Section 162(m) of the Caatber measures of performance selected by thedBoar

The Board is authorized to adjust or modify theahkdtion of a performance goal for a performanagopen
order to prevent the dilution or enlargement ofrigats of participants, (a) in the event of, omimticipation of, any
unusual or extraordinary corporate item, transactwent or development; (b) in recognition ofjroanticipation
of, any other unusual or nonrecurring events affgatis, or our financial statements, or in respdoser in
anticipation of, changes in applicable laws, retioifes, accounting principles, or business condgjan (c) in view
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of the Boards assessment of our business strategy, perfornedcenparable organizations, economic and bus
conditions, and any other circumstances deemedamieieSpecifically, the Board is authorized to makigistments
in the method of calculating attainment of perfoneegoals and objectives for a performance pesdoliows:

(i) to exclude the dilutive effects of acquisitionisjoint ventures; (ii) to assume that any businge divested
achieved performance objectives at targeted leligiimng the balance of a performance period follgsnch
divestiture; and (iii) to exclude the effect of attyange in the outstanding shares of our Commork®ip reason of
any stock dividend or split, stock repurchase,ganization, recapitalization, merger, consolidatgpin-off,
combination or exchange of shares or other simibaporate change, or any distributions to commanettolders
other than regular cash dividends. In addition,Bbard is authorized to make adjustment in the peethf
calculating attainment of performance goals anéahbjes for a performance period as follows: (igkzlude
restructuring and/or other nonrecurring chargéstqiexclude exchange rate effects, as applicdbte,

non-U.S. dollar denominated net sales and operatingings; (iii) to exclude the effects of chantegenerally
accepted accounting standards required by the &imlalsccounting Standards Board; (iv) to exclude éffects to
any statutory adjustments to corporate tax ratggp(exclude the impact of any “extraordinary i&€ras determine
under generally accepted accounting principles;(@do exclude any other unusual, non-recurriagngr loss or
other extraordinary item.

Changes to Capital Structure

In the event any change is made to the outstargtiages of our Common Stock without our receipt of
consideration (whether through a stock split oeogpecified change in our capital structure), appate
adjustments will be made to: (i) the maximum nundoed/or class of securities issuable under the 2088, (ii) the
maximum number and/or class of securities issuablacentive stock options under the 2005 Plaip;tiie
maximum number and/or class of securities for wiaigi one person may be granted options and/or stock
appreciation rights or performance-based awardsgendar year pursuant to the limitation undetti§ed 62(m);
and (iv) the number and/or class of securitiestardrice per share in effect under each outstgrstiock award
under the 2005 Plan.

Effect of Certain Corporate Events

In the event of our dissolution or liquidation, astgck award which remains unvested or subjectrigta or
repurchase shall terminate immediately prior tchdiguidation or dissolution and the shares of Camr8tock
subject to such repurchase right may be repurchagsed notwithstanding that the holder of such awsuproviding
service to us. The Board may, in its discretiomseasome or all stock awards to become fully vesteercisable
and/or no longer subject to repurchase or forfeitafore the liquidation or dissolution is compietieut contingent
on its completion.

In the event of certain significant corporate tei®ns, all outstanding stock awards under thés Zlan may
be assumed, continued or substituted for by anyi\dog or acquiring entity (or its parent companif)the surviving
or acquiring entity (or its parent company) eleutsto assume, continue or substitute such stoekdsythen
(i) with respect to any such stock awards thahatd by individuals then performing services forouur affiliates,
the vesting and exercisability provisions of sutdtk awards will be accelerated in full and suclamig will be
terminated if not exercised prior to the effectilate of the corporate transaction; and (ii) aleothutstanding stock
awards will be terminated if not exercised priothe effective date of the corporate transaction.

A significant corporate transaction will be deemedccur in the event of (i) a sale or all or sabsally all of
our consolidated assets and those of our subsdid(i) the sale of at least 90% of our outstagdiacurities, (iii) a
merger or consolidation in which we are not thevisimg corporation or (iv) a merger, consolidati@nsimilar
transaction in which we are the surviving corpanatibut shares of our outstanding Common Stockamgerted
into other property by virtue of the transaction.

Following certain specified change in control tractfons, the vesting and exercisability of spedifitock
awards will be accelerated only if specifically pided by a participant’s award agreement. The acagbn of a
stock award in the event of certain significantpawate transactions or a change in control mayidged as an
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anti-takeover provision, which may have the effifaliscouraging a proposal to acquire or othenwisigin control
of us.

Duration, Termination and Amendment

The Board may suspend or terminate the 2005 Pldouti shareholder approval or ratification at amet
Unless sooner terminated, the 2005 Plan will teat@ron March 20, 2015.

The Board may amend the 2005 Plan at any timeoar fime to time. However, no amendment will be
effective unless approved by our shareholderseifattnendment would (i) modify the requirements asitpbility
for participation (to the extent such modificati@yuires shareholder approval in order for the 2B@h to satisfy
Section 422 of the Code, if applicable, or Rule-Baiif the Securities Exchange Act of 1934, as aredifthe
“Exchange Act”)); (ii) increase the number of stsareserved for issuance upon exercise of awardgi)arthange
any other provision of the 2005 Plan in any othay such modification requires shareholder apptav order to
comply with Rule 16b-8f the Exchange Act or satisfy the requirementSexdtion 422 of the Code or any securi
exchange listing requirements. The Board may submjtother amendment to the 2005 Plan for sharehold
approval, including, but not limited to, amendmentsnded to satisfy the requirements of Sectid(it§ regarding
the exclusion of performance-based compensatian the limitation on the deductibility of compensatipaid to
certain employees.

Federal Income Tax Information

The following is a summary of the principal Unit8thtes federal income taxation consequences toogegs
and us with respect to participation in the 200nPThis summary is not intended to be exhaustind,does not
discuss the income tax laws of any city, stateoogi§n jurisdiction in which a participant may i

Incentive Stock Optionslncentive stock options granted under the 20@b Rre intended to be eligible for the
favorable federal income tax treatment accordecdéfmive stock options” under the Code. There gédiyeaee no
federal income tax consequences to the participans by reason of the grant or exercise of amitoe stock
option. However, the exercise of an incentive stoygkon may give rise to or increase alternativaimum tax
liability for the participant.

If a participant holds stock acquired through elserof an incentive stock option for more than gears from
the date on which the option was granted and ni@e one year after the date the option was exeréisehose
shares, any gain or loss on a disposition of tisbsees (a “qualifying disposition”) will be a loigrm capital gain
or loss. Upon such a qualifying disposition, wel wdt be entitled to any income tax deduction.

Generally, if the participant disposes of the stbefore the expiration of either of these holdirgigds (a
“disqualifying disposition”), then at the time ofgosition the participant will realize taxable i@y income equal
to the lesser of (i) the excess of the stock’srfarket value on the date of exercise over theceseprice or (i) the
participant’s actual gain, if any, on the purchasd sale. The participant’s additional gain or Exsg upon the
disqualifying disposition will be a capital gainloss, which will be long-term or short-term depigigdon whether
the stock was held for more than one year.

To the extent the participant recognizes ordinacpime by reason of a disqualifying disposition,egatly we
will be entitled (subject to the requirement ofs@aableness, the provisions of Section 162(m) tlamdatisfaction
of a tax reporting obligation) to a correspondingame tax deduction in the tax year in which thegdalifying
disposition occurs.

Nonstatutory Stock Options, Restricted Stock Pgetfawvards and Stock BonuseShere generally are no tax
consequences to the participant or us by reastireajrant of these awards. Upon acquisition ostbek under any
of these awards, the participant normally will rgeize taxable ordinary income equal to the exdésasy, of the
stock’s fair market value on the acquisition daterche purchase price. However, to the extenstbek is subject
to certain types of vesting restrictions, the tdeawvent will be delayed until the vesting restaos lapse unless the
participant elects to be taxed on receipt of tbekstinder Section 83(b) of the Code. With respeemployees, we
are generally required to withhold from regular es@r supplemental wage payments an amount basiae on
ordinary income recognized. Subject to the requinetnof reasonableness, the provisions of
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Section 162(m) and the satisfaction of a tax répgrmbligation, we will generally be entitled tdasiness expense
deduction equal to the taxable ordinary incomezedlby the participant.

Upon disposition of the stock, the participant wél€ognize a capital gain or loss equal to theediffice
between the selling price and the sum of the ampaiak for such stock plus any amount recognizeadisiary
income upon acquisition (or vesting) of the stdgich gain or loss will be long-term or short-terepending on
whether the stock was held for more than one y&aghtly different rules may apply to participamtho acquire
stock subject to certain repurchase options or arkasubject to Section 16(b) of the Exchange Act.

Stock Unit Awards. No taxable income is generally recognized upaeip of a stock unit award. The
participant will recognize ordinary income in thegy in which the shares subject to that unit ateadly issued to
the participant in an amount equal to the fair reakkalue of the shares on the date of issuanceaiiéhe
participant will be required to satisfy certain taithholding requirements applicable to such incokive will be
entitled to an income tax deduction equal to thewmh of ordinary income recognized by the partioipat the time
the shares are issued. In general, the deductibbevallowed for the taxable year in which sucHinary income is
recognized by the participant. Section 409A of@wele may apply to the grant of a stock unit awhtlde award
permits the participant to defer receipt of thecktafter vesting, unless a deferral election anthoeother
requirements are met.

Stock Appreciation RightsNo taxable income is realized upon the receigt stock appreciation right. Upon
exercise of the stock appreciation right, the fiagrket value of the shares (or cash in lieu ofedjareceived is
recognized as ordinary income to the participarthényear of such exercise. Generally, with resfeemployees,
we are required to withhold from the payment madexercise of the stock appreciation right or fai@gular wage
or supplemental wage payments an amount baseceardmary income recognized. Subject to the reqguént of
reasonableness, Section 162(m) and the satisfaaftiameporting obligation, we will be entitled@o income tax
deduction equal to the amount of ordinary incont®gaized by the participant.

Section 409A. Certain awards, including stock options and stgmpreciation rights granted with an exercise
price that is less than fair market value, certastricted stock units, and certain awards thatansidered
modified, can be considered “non-qualified deferwethpensation” and subject to Section 409A of thdeC
Awards that are subject to but do not meet theirements of Code Section 409A will result in an iiddal 20%
tax obligation, plus penalties and interest toréw@pient, and may result in accelerated impositibimcome tax and
the related withholding.

Potential Limitation on Company Deduction&ection 162(m) denies a deduction to any publiellg
corporation for compensation paid to certain “cedeemployees” in a taxable year to the extentdbatpensation
to such covered employee exceeds $1 million.pbissible that compensation attributable to awawtien combine
with all other types of compensation received lxp@ered employee from us, may cause this limitatbobe
exceeded in any particular year.

Certain kinds of compensation, including qualiffpédrformance-based compensation,” are disregamied f
purposes of the deduction limitation. In accordanith Treasury Regulations issued under Sectior{rbh2
compensation attributable to stock options andkséppreciation rights will qualify as performancaskd
compensation if the award is granted by a compamsabmmittee comprised solely of “outside direstand eithe
(i) the plan contains a pemployee limitation on the number of shares forollsuch awards may be granted du
a specified period, the pemployee limitation is approved by the shareholdemsl the exercise price of the awar
no less than the fair market value of the stockhendate of grant or (ii) the award is grantedexercisable) only
upon the achievement (as certified in writing by tompensation committee) of an objective perfocaayoal
established in writing by the compensation committdile the outcome is substantially uncertain, dnredaward is
approved by shareholders.

Stock purchase awards, stock units and stock bawnvasds will qualify as performance-based compeosati
under the Treasury Regulations only if (i) the ahiargranted by a compensation committee compestaly of
“outside directors,” (ii) the award is granted éxercisable) only upon the achievement of an obegerformance
goal established in writing by the compensation mithee while the outcome is substantially uncertéii) the
compensation committee certifies in writing priorthe granting (or exercisability) of the awardtttiee
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performance goal has been satisfied and (iv) poidhe granting (or exercisability) of the awardaseholders have
approved the material terms of the award (includirggclass of employees eligible for such aware bihsiness
criteria on which the performance goal is based,the maximum amount — or formula used to calculage
amount — payable upon attainment of the performaoad). The Company intends to comply with these
regulations with respect to performance-based cosgi®n that it may award.

New Plan Benefits

Since benefits under the 2005 Plan will dependherinidividuals selected at the discretion of tharo
and/orthe Compensation Committee to receive awards, uhger of shares to be awarded and the fair madtat
of our common stock at various future dates, fitdspossible at this time to determine the benéiids will be
received under the 2005 Plan by all eligible emeésy officers, directors or consultants.

Equity Compensation Plan Information

Equity Compensation Plan Information

The following table summarizes our equity compenonsaplan information as of December 31, 2009.
Information is included for the equity compensatians approved by our shareholders. There areguitye
compensation plans not approved by our shareholders

Common Stock

Available for
Future Issuance
Common Stock to Under Equity
be Issued Upor Weighted-Average Compensation
Exercise of Exercise Price of Plans (Excluding
Outstanding Options Outstanding Options Securities Reflecte!
and Rights and Rights in Column (a))
Plan Category (a) (b) (c)
Equity compensation plans approved by
Aradigm shareholdel 5,088,44(1) $ 2.4¢ 3,832,06!(2)

Equity compensation plans not approved by
Aradigm shareholdel — — _

(1) Issuable pursuant to our 1996 Equity Incentive Plae 1996 Non-Employee Directors’ Plan and the5200
Equity Incentive Plar

(2) Includes 3,068,880 shares reserved under our Empl8yock Purchase Plan (See Note 10 to the fiancia
statements included in the Annual ReporForm 1(-K).

PROPOSAL 3

APPROVAL OF CERTIFICATE OF AMENDMENT TO AMENDED AND RESTATED ARTICLES OF
INCORPORATION TO INCREASE THE AUTHORIZED NUMBER OF SHARES OF COMMON STOCK.

The Board is requesting shareholder approval graendment to our Amended and Restated Articles of
Incorporation to increase the authorized numbeshafes of common stock from 150,000,000 shares to
225,000,000 shares.

The additional common stock to be authorized byp#ido of the amendment would have rights identioghe
currently outstanding common stock of Aradigm. Atilop of the proposed amendment and issuance afaimnon
stock would not affect the rights of the holdersofrently outstanding common stock of Aradigm,eptdor effect:
incidental to increasing the number of shares afroon stock outstanding, such as dilution of theiegs (loss) pe
share and voting rights of current holders of comrsimck. If the amendment is adopted, it will beecgffective
upon filing of a Certificate of Amendment of our Anded and Restated Articles of Incorporation with $ecretary
of State of the State of California.
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In addition to the 102,381,116 shares of commookstaitstanding on December 31, 2009, the Board has
reserved 5,851,628 shares for issuance upon egarcigptions and rights granted under our equitgimive plans
and 3,068,880 shares granted under our Employe& Siarchase Plan.

The Company desires to have the shares availalpitide additional flexibility to use the Compasyapital
stock for business and financial purposes in theé) such as for an equity participation compotiriat partnering
agreement. However, these additional shares magdxtfor various purposes without further sharedrodghproval.
These purposes may include: raising capital, dstdbg strategic relationships with other compangsganding the
Company’s business or product lines through theiatopn of other businesses or products, and gtheposes.

We could also use the additional shares of comrtaok $hat would become available for issuanceef th
proposal were adopted to oppose a hostile takexitemnpt or to delay or prevent changes in controhanagement
of Aradigm. For example, without further shareholdpproval, the Board could strategically sell sisaof common
stock in a private transaction to purchasers whol@voppose a takeover or favor the current Boatthoigh this
proposal to increase the authorized common stoslbban prompted by business and financial condidesaand
not by the threat of any hostile takeover attempt (s the Board currently aware of any such attsrdpected at
Aradigm), nevertheless, shareholders should beeathat approval of the proposal could facilitateifa efforts by
us to deter or prevent changes in control of Anadigncluding transactions in which Aradigm mighthetwise
receive a premium for their shares over then ctimmerket prices. For more information relating pposition of a
hostile takeover attempt or delay and preventiochainges in control or management, please seethgnaph
entitled “We have implemented certain anti-takequewisions”in the Risk Factors section of our Annual Repot
Form 10-K for the fiscal year ended December 30920

The affirmative vote of the holders of a majorifysbares present either in person or by proxy auided to
vote will be required to approve this amendmerdupAmended and Restated Articles of Incorporatidre
inspector of election will not count abstentionsl émoker non-votes as shares towards the voteftotéhis
proposal, in which case abstentions and brokervodes will have no effect on the outcome of thiggusal.

THE BOARD OF DIRECTORS RECOMMENDS
A VOTE IN FAVOR OF PROPOSAL 3.

PROPOSAL 4

RATIFICATION OF SELECTION OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

The Audit Committee of the Board of Directors hakested Odenberg, Ullakko, Muranishi & Co. LLP as o
independent registered public accounting firm Far fiscal year ending December 31, 2010 and h#sdiudirected
that management submit the selection of an indeperégistered public accounting firm for ratifiicet by our
shareholders at the annual meeting. Prior to tleeten of Odenberg, Ullakko, Muranishi & Co. LLB aur
independent registered public accounting firm inilA2007, Ernst & Young LLP had audited our finaailci
statements, since 1995. Representatives of Odenbhlagko, Muranishi & Co. LLP are expected to begent at
the annual meeting. They will have an opporturdtyniake a statement if they so desire and will lzlalvie to
respond to appropriate questions.

Neither our bylaws nor other governing documentiaarrequire shareholder ratification of the setatof
Odenberg, Ullakko, Muranishi & Co. LLP as our indagent registered public accounting firm. Howetlee, Audit
Committee is submitting the selection of Odenbeltgkko, Muranishi & Co. LLP to the shareholders fo
ratification as a matter of good corporate practitthe shareholders fail to ratify the selectitme Audit Committe:
will reconsider whether or not to retain that firBuen if the selection is ratified, the Audit Contt®e in its
discretion may direct the appointment of a difféiedependent registered public accounting firrarat time during
the year if they determine that such a change wbeloh the best interests of Aradigm and its shaldkrs.

The affirmative votes of the holders of a majodfythe shares present in person or representedoy pnd
voting at the annual meeting (which shares votffignaatively also constitute a majority of the rémad quorum)
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will be required to ratify the selection of Odenpedllakko, Muranishi & Co. LLP. For purposes ofsthote,
abstentions and broker non-votes will not be cadifite any purpose in determining whether this nidites been
approved.

Principal Accountant Fees and Services

The following table represents aggregate feesditheus for fiscal years ended December 31, 2002808,
by Odenberg, Ullakko, Muranishi & Co. LLP, our inmdent registered public accounting firm sinceil&07.
All services described below were pre-approvedigyAudit Committee.

Fiscal Year Ended
December 31,

2009 2008

(In thousands)
Audit Fees(1 $23C $271
Audit-related Fee — —
Tax Fees 18 46
All Other Fees — —
Total Fees $24¢ $317

(1) Audit fees represent fees for professional serviekded to the performance of the audit of ouruahfinancial
statements, review of our quarterly financial stetats and consents on SEC filin

Pre-Approval Policies and Procedures

The Audit Committee pre-approves audit servicedjtaelated services and non-audit services praligeour
independent registered public accounting firm, (eg, Ullakko, Muranishi & Co. LLP, and will not pove
services that the Audit Committee determines atside the bounds of applicable laws and regulatiBnsapprova
may also be given as part of the Audit Committegiproval of the scope of the engagement of thepimagent
registered public accounting firm or on an indivatlexplicit case-by-case basis before the indepamagistered
public accounting firm is engaged to provide eamtvise. The pre-approval of services may be deésbet one or
more of the Audit Committee’s members, but the sieni must be reported to the full Audit Committé@sinext
scheduled meeting.

The Audit Committee has determined that the rendesf the services, other than audit services, tgrDerg,
Ullakko, Muranishi & Co. LLP is compatible with nmaaining the principal accountant’s independence.

The affirmative vote from the holders of a majoiifyshares present either in person or by proxyesntiled to
vote will be required to ratify the selection of @dberg, Ullakko, Muranishi & Co. LLP as our indegent
registered public accounting firm. The inspectoeleiction will not count abstentions and broker+votes as shart
towards the vote total for this proposal, in whigtse abstentions and broker non-votes will haveffect on the
outcome of this proposal.

THE BOARD OF DIRECTORS RECOMMENDS
A VOTE IN FAVOR OF PROPOSAL 4.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth certain informatiggarding the ownership of our common stock as of
February 28, 2010 by: (i) each director and nomfoeelirector; (ii) each of the executive officeramed in the
Summary Compensation Table (provided below); diliof our executive officers and directors as augr; and
(iv) all those known by us to be beneficial ownefsnore than five percent of our common stock.

Beneficial Ownership Common(1)

Number of Shares Percent of Total (%)

First Eagle Investment Management, LLC. 38,064,00 37.1¢

1345 Avenue of the Americas

New York, NY 1010&
Igor Gonda, Ph.D.( 1,742,471 1.7¢
Nancy Pecota(4 381,87! *
D. Jeffery Grimes(5 526,22: *
Virgil D. Thompson(6] 463,25( *
Frank H. Barker(7 373,25( *
John M. Siebert, Ph.D. (i 317,75( *
All executive officers and directors as a groupédsons)(9 3,742,64! 3.7z

* Less than one perce

(1) This table is based upon information supplied Hicefs, directors and principal shareholders anairisc4 and
Schedules 13D and 13G filed with the Securitieslxchange Commission (“SEC')Inless otherwise indicat
in the footnotes to this table and subject to comityproperty laws where applicable, we believe #wch of
the shareholders named in this table has solegratid investment power with respect to the shadisated as
beneficially owned. Applicable percentages are td@ase102,381,116 shares of common stock outstarating
February 28, 2010. Unless otherwise indicatedattdress of each person on this table is
c/o AradigmCorporation, 3929 Point Eden Way, Hayward, Calif@r84545

(2) Based upon information contained in a Schedule AB@®ndment No. 5, filed with the SEC on February 10,
2010, First Eagle Management (“FEIM") (formerly Awid and S. Bleichroeder Advisors, LLC), an invesiin
adviser registered under Section 203 of the InvestrAdvisers Act of 1940, is deemed to be the beiabf
owner of 38,064,005 shares or 37.18% of the Com8took believed to be outstanding as a result afgets
investment advisor to various clients. Clients BIM have the right to receive and the ultimate poteedirect
the receipt of dividends from, or the proceeddefdale of, such securities. First Eagle Valueigidg@hnology
Master Fund, Ltd., a Cayman Islands company foctwREIM acts as investment adviser, may be deemed t
beneficially own 19,452,141 of these 38,064,005ehavhich equates to 19.00% of the Common Stack. |
addition, 21 April Fund, Ltd., a Cayman islands @amy for which FEIM acts as investment adviser, inay
deemed to beneficially own 9,870,442 of the 38,068 ,shares, which equates to 9.64% of the Commurk St
Finally, DEF Associates N.V., a Netherlands Ansiltompany for which FEIM acts as investment adyisety
be deemed to beneficially own 5,000,000 of the 88,005 shares, or 4.88% of the Common St

(3) Includes 883,644 stock options which are exercesalithin 60 days of February 28, 2010. The numliahares
also includes 640,000 shares pursuant to restrittedk awards that have not vested. Additionalig, iumber c
shares does not include a total of 700,000 shhets/ést only upon the occurrence of certain fuauents
pursuant to a restricted stock bonus agreementleet®r. Gonda and Aradigt

(4) Includes 146,875 stock options which are exercesalithin 60 days of February 28, 2010. The numliahare:
also includes 217,500 shares pursuant to restrittedk awards that have not vest

(5) Includes 181,562 stock options which are exercesalithin 60 days of February 28, 2010. The numlishares
also includes 217,500 shares pursuant to restrittedk awards that have not vest

(6) Includes 303,100 stock options which are exercesalithin 60 days of February 28, 2010. The numlishares
also includes 39,063 shares pursuant to restratterk awards that have not vest
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(7) Includes 239,500 stock options which are exercesalithin 60 days of February 28, 2010. The numlishares
also includes 23,438 shares pursuant to restratterk awards that have not vest

(8) Includes 220,000 stock options which are exercesalithin 60 days of February 28, 2010. The numlishares
also includes 23,438 shares pursuant to restratterk awards that have not vest

(9) See footnotes (3) through (8) abo

Section 16(a) Beneficial Ownership Reporting Compdince

Section 16(a) of the 1934 Act requires our directond executive officers, and persons who own riiae ten
percent of a registered class of our equity seesrito file with the SEC initial reports of ownkig and reports of
changes in ownership of our common stock and abeity securities. Officers, directors and gretttan ten
percent shareholders are required by SEC regultdifurnish us with copies of all Section 16(a)nfarthey file.

To our knowledge, based solely on a review of thaies of such reports furnished to us and written
representations that no other reports were requitéthg the fiscal year ended December 31, 200Se&tion 16(a
filing requirements applicable to our officers,atitors and greater than ten percent beneficial mwmere complied
with, other than two Forms 4, covering two trangar, that were filed late for Mr. Grimes.

COMPENSATION

The policies of the Compensation Committee, orGbenmittee, with respect to the compensation of atee
officers, including the Chief Executive Officer, GEO, are designed to provide compensation suffi¢i attract,
motivate and retain executives of outstanding télnd potential and to establish an appropridagiomship
between executive compensation and the creatishareholder value. To meet these goals, the Comenitt
recommends executive compensation packages toaard®f Directors that are based on a mix of salaopus an
equity awards.

Overall, the Board and the Committee seek to petatal compensation packages that are compeitititerms
of total potential value to our executives, and Hra tailored to the unique characteristics of@ampany in order
to create an executive compensation program tHeheéquately reward our executives for their ratesreating
value for our shareholders. The Board and the Cdteenintend to provide executive compensation pgekahat
are competitive with other similarly situated comias in our industry. Historically, the Board ahe Committee
generally weighted executives’ compensation packaggre heavily in favor of equity-based compensaviersus
salary, as they believe performance and equityebasmpensation is important to maintain a stronk tietween
executive incentives and the creation of sharehaldieie. The Board and the Committee believe tediopmance
and equity-based compensation are the most imgartanmponent of the total executive compensatiokage for
maximizing shareholder value while, at the same tiattracting, motivating and retaining high-quaéikecutives.
For 2009, the Board and the Committee continueid #mephasis on equity-based compensation. Given the
Company’s current financial situation and marketitzdization, the state of the equity markets ar@l@ompany’s
proposed business plan, the Board and the Committeeed the Company as somewhat analogous to a
“start-up” company and believed that a focus onitgepased compensation was even more importantas| &
motivate the Company’s executive officers.

The Board and the Committee have reviewed this @msgtion Discussion and Analysis with the Company’s
management.

Benchmarking of Compensation Practices

The Board and the Committee believe it is importeinén making compensation-related decisions to be
informed as to current practices of similarly siechpublicly held companies in the life sciencetustry. In late
2008, given the Board and Committee’s focus ontgepased compensation, the Board and the Commigtagmed
a consultant to review equity-based compensati@xetutives in the biotechnology industry. The citasit
prepared a study reviewing the equity-based congtiemspractices of 120 publicly held small-to-medisize
biotechnology companies. In addition to this benatkimg study, the Board and the Committee take actmunt
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input from other sources, including past benchnmaylstudies, and publicly available data relatinth®
compensation practices and policies of other conggamithin and outside of our industry.

Benchmarking studies were used primarily in maldampensation decisions for Dr. Igor Gonda, our idless
and Chief Executive Officer, Ms. Nancy Pecota, Wize President, Finance and Chief Financial Offiegrd Mr. D.
Jeffery Grimes, our Vice President, Legal AffaiBeneral Counsel & Corporate Secretary. Given tha@my’s
operating performance and continued need for dapit2010 the Board and the Committee retaineal twash
compensation for these three executive officete@asame level as paid in 2009. Based on the Bazatd
Committee’s last annual review of total cash conspéion, the Board and Committee believe theseisalare
substantially equivalent to the median cash congt@rspaid by comparable companies in the liferszgs industn
Consistent with the Board’'s and the Committee’agneemphasis on equity-based compensation, in 239
sought to establish equity compensation for thieseetexecutive officers at a level approximatelyado the
equity-based compensation paid at thé"7aercentile of comparable companies in the lifescés industry, based
on the survey conducted in late 2008.

While benchmarking may not always be appropriata steind-alone tool for setting compensation dubeo
aspects of our business and objectives that mayiogie to us, the Board and the Committee genevaligve that
gathering this information is an important partleéir compensation-related decision-making process.

The Committee has in the past retained and mayeifiuture retain the services of third-party exseut
compensation specialists, as the Committee seds fibnnection with the establishment of compensadnd
related policies. The Committee did not retaindbevices of third-party executive compensation mists for
establishing 2010 compensation and related polasgebese services are costly and the Companguséd on
conserving cash.

Compensation Components

Base Salary. Generally, the Board and the Committee beliea¢ éixecutive base salaries should be set ne
median of the range of salaries for executivesmilar positions and with similar responsibilitiescomparable
companies. The Board and the Committee believentlattaining base salary amounts at or near thesing
median minimizes competitive disadvantage whileseoving the Company’s cash resources and avoidigmg
amounts in excess of what they believe to be nacg$s motivate executives to meet corporate g@dse salaries
are typically reviewed annually. In the past, mamagnt has presented the Committee with its initial
recommendations for executive salary levels andCthmittee and Board have determined whether wsathese
base salary recommendations to realign such salaith median market levels after taking into actdadividual
responsibilities, performance, experience as veetha benchmarking data reviewed by the Committee.

For 2009, the Board, upon recommendation of the i@iti@e, established base salaries for Dr. Gonda,
Ms. Pecota and Mr. Grimes of $380,000, $238,000%230,000, respectively. For 2010, management remde:
to the Board and Committee that base salaries fo&GDnda, Ms. Pecota and Mr. Grimes be retainéldedt 2009
levels. Given the Company'’s financial position, mgement felt, and the Board agreed, that an ineredsase
salary for 2010 was not appropriate.

Annual Executive Bonus Plan.

In addition to base salaries, the Board and the r@ittiee believe that performance-based cash bormaseplay
an important role in providing incentives to oueentives to achieve defined annual corporate gBaisr to or nea
the beginning of each year, the Board, upon themasendation of the Committee, reviews the targetisamount
(defined as a set percentage of base salary) ébr eeecutive. The target bonus amount is setetel that, upon
achievement of 100% of the target goals, will reBubonus payments that the Board and the Comeniitidieve to
be at or near the median level for target bonusuamtscfor comparable companies included in the besack studies
and that, upon achievement beyond the target goabsresult in bonuses of up to 150% of the tavgetis amount.

The Committee also reviews a detailed set of oleaaporate performance goals (target goals) pexphy
management that are intended to apply to the exesubonus awards and, with some distinctionsh&bonus
awards for all of our other employees. The Committen works with management to develop final cateo
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performance goals that are set at a level the Cttearibelieves management can achieve over theypaxt For
each individual corporate goal, the Committee distads relative weights and then sets target pedoce for
Level 1 satisfaction (50% of target payout for thaal), Level 2 satisfaction (100% of target payfoutthat goal)
and Level 3 satisfaction (150% of target payoutifiat goal) of the corporate goal, with the attaémbof each
specified level of performance tied to a speciicgentage payout of the target bonus amount forgibe. The
relative weights for each individual corporate guay be changed by the Board during the year asutrof
external and internal events and their impact uperCompany.

The goals are designed to lead to results thatmékimize shareholder value. For example, at e of 2008,
the Board and Committee determined that the ARDIBIIB0 program (i.e., the Compasyiposomal ciprofloxaci
programs for the treatment of infections in pasemith cystic fibrosis and bronchiectasis) and wdikely drive the
Company’s value in 2008 and 2009, and so in thesesythey weighted the goal related to developmwietiie ARD-
3100/3150 program higher than the other operatipedbrmance goals.

At the end of each year, the Board, upon the recendgation of the Committee, determines the level of
achievement for each corporate goal, on a goabbylopsis, and awards credit for the achievemegoals as a
percentage of the target bonus. Final determinaigsnto bonus levels are then based on the achéewerhthese
corporate goals, which are the same for all exeestias well as the Board’s and the Committee'ssassent as to
the overall success of the Company and the devednpof the business.

Actual bonuses are targeted to be paid to the ¢ixesiat the end of each fiscal year and may beeabobelov
target bonus levels, at the discretion of the Bod@ftile the Board and Committee retain full distmetas to the
amount, if any, of bonus compensation paid to etvees, the Committee strives to develop corporatgthat are
objective and reliably measurable to deemphasie@&ded for subjective discretion. The Board and @itae strive
to limit their discretionary authority to unusu#otimstances.

Bonus payments under the annual bonus plan aréagent on continued employment with the Comparthat
end of the year.

In January 2009, the Board and Committee deterntime@xecutive team had satisfied corporate goads t
level that would have entitled them to a payous@¥o of their target bonus amounts. Management rewmded to
the Board and Committee not to pay the executiiesnais for 2008. Management felt, and the Boardefjrthat
given the Company’s cash position, the recent rdoluin force and the current economic climatepaus was not
appropriate.

In January 2009, the Board, upon recommendatidgheo€ommittee, established 2009 target bonus awasc
percentage of base salary) of 50% for Dr. Gondad®8d for Ms. Pecota and Mr. Grimes. For 2009, tbenfittee
determined the specific corporate performance goabe achieved for the executives’ bonus awardetearned,
with a continued emphasis on the development oARB-3100/3150 program.

In January 2010, the Board and Committee deterntime@xecutive team had satisfied corporate goads t
level that would have entitled them to a payou@¥o of their target bonus amounts. Management rewmded to
the Board and Committee not to pay the executivesnais for 2009. Management felt, and the Boardejrthat
given the Company’s cash position and the curreom@mic climate, a bonus was not appropriate.

In January 2010, the Board, upon recommendatidtheo€ommittee, revised the Executive Bonus Plan to
convert it from an annual performance evaluatiomiopgeto a multi-year performance evaluation peribde Board
established, upon recommendation of the Commitedormance objectives that are not dependent thpon
objective being achieved within a fixed time periodorder to incentivize the executives to focagtoe
achievement of longer term goals that could beifigmt value creation events for our sharehold€he objectives
focus on raising non-dilutive capital for the Compapartnering the Company’s programs and advarntiegARD-
3100/3150 program. The bonus will be paid uponaatment of the objective and will be in the forncash
restricted stock. In general, if the achievemenrthefobjective results in the receipt of cash ly@ompany then the
bonus will be paid in cash; if the achievementhaf dbjective is of strategic importance to the Canypbut does n«
generate cash then the bonus will be paid in tha faf restricted stock.
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Actual bonus awards for 2010 will be determinedhasobjectives are achieved and may be above onltble
target bonus levels, at the discretion of the Beard the Committee.

Equity Awards. The Board and the Committee believe that progdirsignificant portion of our executives’
total compensation package in stock options artdet=si stock awards aligns the incentives of owcatives with
the interests of our shareholders and with our-igmm success. The Board and the Committee devie&pequity
award determinations based on their judgments ahéther the complete compensation packages prbvadeur
executives, including prior equity awards, areisight to retain, motivate and adequately awardetkecutives. As
discussed above, the primary component of thismelg is based on information provided by benchnmarkiudies
The Board and the Committee seek to establishyeqampensation for our three executive officera ktvel
approximately equal to the equity-based compensatéid at the 75th percentile of the companiefénsurveys.
Initial equity award grants are proposed to the @ittee by management and the Board and the Conaften
work with management to ensure the award grantataadevel the Board and the Committee feel apeaypiate.

We grant equity awards through our 2005 Equity htiee Plan, which was adopted by our Board and
shareholders to permit the grant of stock optist@gk appreciation rights, restricted shares, iotstt stock units,
performance shares and other stock-based awaails tifficers, directors, scientific advisory boanémbers,
employees and consultants. All of our employeagcthrs, scientific advisory board members and albasts are
eligible to participate in the 2005 Equity InceetiRlan. The material terms of the 2005 Equity ItigerPlan are
further described in Proposal 2 of these proxy nete All options we grant have an exercise paqgeal to the fair
market value of our common stock on the date afitgra

For 2009, the Board and Committee decided to grguity awards as a combination of stock options and
restricted stock awards. The stock options vesttgra over four years and the restricted stockrawaest annuall
over two years. The awards were allocated with htyutyvo-thirds of the target grant amount as stopkons and
one-third of the target grant amount as restristedk. However, the Board and Committee determihatithe
restricted stock awards have a higher value t@xieeutives, and as a rough approximation of tHerdifice in valu
the Board and Committee valued a restricted staaé for one share as three times the value ajck siption for
one share. Accordingly, if the Board and Commitiad determined to grant an executive an award awthlue
equivalent to an option of 100,000 shares of carlstthe actual allocation of the award betweenkstptions and
restricted stock would have resulted in the grdist stock option of about 67,000 shares and aicesdrstock award
of about 11,000 shares.

In July 2009, the Committee granted Dr. Gonda, Réxota and Mr. Grimes restricted stock awards for
600,000, 200,000 and 200,000 shares of our comtook,gespectively. These grants vest 100% on Aubua010
In addition, Dr. Gonda was granted two awards @&,Q00 shares each, which will vest upon achievemkcgrtain
objectives related to the ARD-3100 program. The @ttee felt that the 2009 equity awards were nergs®
bring our executives’ equity compensation levela tevel the Committee believes is necessary tirret talented
and capable management team during a critical pieni@d for the ARD-3100 program.

The Committee anticipates making future equity @agants to executives annually, subject to itsreison.
The Committee believes this award structure is isterst with our executive compensation policies.

Severance BenefitsThe Board, upon recommendation of the Committesyiously adopted an Amended and
Restated Executive Officer Severance Plan, dated Becember 31, 2008, and approved change of@ontr
agreements with each of our executive officersténms of which are more fully described belowha section
entitled “Potential Payments Upon Termination oa@pe in Control.” The Board and the Committee belithese
severance and change in control benefits are amggiselement of our executive compensation paeleagl assist
us in recruiting and retaining talented individu&sir business is inherently risky and the Boardi thie Committee
believe the severance benefits encourage our exesub take necessary but reasonable businesstosikcrease
shareholder value. The Board and the Committeevethe change of control benefits align our exeest
interests more greatly in favor of corporate lidyyictvents that can be potentially valuable to shareholders. They
have established these severance and change obldmemefits at levels that they feel are comparablbenefits
offered to executives in similar positions and vaimilar responsibilities at comparable companies.
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Other Compensation.All of our executives are eligible to participateour employee benefit plans, including
medical, dental, life insurance and 401(k) plarigsk plans are available to all employees and tdiscriminate il
favor of executive officers. It is generally ouripy to not extend significant perquisites to oxeeutives that are
not available to our employees generally. We haveurent plans to make changes to levels of besnafid
perquisites provided to executives.

Summary Compensation Table

The following table sets forth information regamglicompensation earned in 2009 and 2008 by theithdiV
serving as our principal executive officer durir@9 and our two most highly compensated execufifieeos (othe
than our principal executive officer) who were $egvas executive officers at the end of 2009 (thed&iduals are
collectively referred to as our “named executivicefs”):

Non-Equity

Stock Option  Incentive Plan All Other
Salary Bonus Awards(1l) Awards(1) Compensation Compensation  Total

Year (%) (%) (%) (%) (%) (%) (%)

Igor Gonda, PhL 200¢ 380,00 — 172,00( 52,67¢ — 30,57¢ 635,25:
President and Chit 200¢ 380,000 —  53,00: 266,19 — 25,10 724,30(
Executive Officel

Nancy Pecota(z 200¢ 238,000 —  46,75( 30,10¢( — 4,75( 319,60(
Vice President, Financ 200¢ 66,82 — — 2,47: — 1,76( 71,05¢
and Chief Financial Office

D. Jeffery Grimes(3 200¢ 230,00 — 46,75 30,10¢( — 14,74: 321,59:
Vice President, Leg: 200¢ 226,71t — 15,46 18,35¢ — 15,23: 275,77:

Affairs, General Counsel and
Corporate Secretal

(1) For 2009, amounts represent the grant date faileval awards and options that were issued in 28602008,
the amounts represent the expense recorded farcfadaeporting purposes. See Note 7 of the firgnci
statements included in the 2008 Annual Report amF0-K for methods and assumptions that were tsed
calculate expense amour

(2) Ms. Pecota was appointed as an officer on Septe#het008
(3) Mr. Grimes was appointed as an officer on JulydD&

All Other Compensation in the summary compensatbfe above includes the following components:

Employee
Life 401(k) Stock
Health Care Insurance Matching Equity
Contribution Premiums  Contributions Incentive All Other Total
Name Year ($) $) $) ($) $) (%)
Igor Gonda, Ph.D 200¢ 18,42¢ 2,10( 8,25( 1,25( — 30,57¢
200¢ 11,93: 2,10( 7,75(C 2,96¢ 35C 25,10:
Nancy Pecot: 200¢ 57:¢ 1,49¢ 2,67¢ — — 4,75(
200¢ 287 37¢ 1,09¢ — — 1,76(
D. Jeffery Grime: 200¢ 5,43: 1,44¢ 6,20¢ 1,25(C — 14,74:
200¢ 3,04¢ 1,281 6,56 3,981 35C 15,23:
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2009 Grants of Plar-Based Award

The following table sets forth information regagliplanbased awards to our named executive officers i9Z

All Other

Option Grant
Estimated Future Estimated Future ~ Awards: Exercise Date Fair
Payouts Under Nor- Payouts Under ~ Number of or Base Value of
Equity Incentive Equity Incentive Securities Price of Stock and

Plan Awards(1) Plan Awards Underlying Option  Option
Grant Approval Target Maximum Target Maximum Options Awards Awards(2)

Name Date Date ($) ($) (#) (#) #) ($/sh) $
Igor Gonda, Ph.D 7/30/200¢ 7/30/20043) — — - — 400,00 0.0C 38,00(
7/30/200¢ 7/30/200¢ — — — — 600,00 0.0C 114,00(
1/21/200¢ 1/21/200¢ — — — — 80,00C 0.0C 20,00¢
1/21/200¢ 1/21/200¢ — — - — 350,00 0.2t 52,67¢
1/1/200¢ 1/1/200¢ 190,00( 285,000 — — — — —
Nancy Pecot 7/30/200¢ 7/30/200¢ — —_- - — 200,00 0.0C 38,00(
1/21/200¢ 1/21/200¢ — —_ — — 35,00C 0.0C 8,75(
1/21/200¢ 1/21/200¢ — —_- - — 200,00 0.28 30,10(
1/1/200¢  1/1/200¢ 95,20( 142,80( — — — — —
D. Jeffery Grime: 7/30/200¢ 7/30/200¢ — — - — 200,00 0.0C 38,00(
1/21/200¢ 1/21/200¢ — — — — 35,00C 0.0C 8,75(
1/21/200¢ 1/21/200¢ — — - — 200,00 0.2¢ 30,10(
1/1/200¢ 1/1/200¢ 92,00( 138,000 — — — — —

(1) Reflects each executive officer’s participatioroim 2009 Executive Bonus Plan. The amount of bawtisally
earned by each executive officer was zero, asatelicin the summary compensation table ah

(2) The method of and assumptions used to calculateaine of stock and option awards granted to ourath
executive officers is discussed in Note 10 of th&es to our financial statements included in ouy®Annual

Report orForm 1(-K.

(3) Represents performance based stock awards thatndgst certain milestones are achieved by a detdate.

28




Table of Contents

Outstanding Equity Awards at December 31, 2009

The following table provides information regardisach unexercised stock equity award held by eaclurof

named executive officers as of December 31, 2009:

Option Awards

Stock Awards

Number of Securities

Number of
Unearned
Shares, Unit:
or Other

Market or
Payout Value of
Unearned Shares

Underlying Unexercised Option Rights That Units or Other
Options Exercise Option Have Not Rights That
Exercisable ~ Unexercisable Price(l) Expiration Vested Have Not Vestec
Name (#) #) $) Date #) $)
Igor Gonda, Ph.D 8 — — — — 400,00 56,00(
7 - - - —  600,00( 84,00(
(6) — — — — 80,00( 11,20(
(2) 65,62t 284,370 0.25  1/21/201¢ — —
(2) 250,00( 250,00 1.6C 12/04/201 — —
©) - - - —  300,00( 42,00(
(4) 416,66t 83,33« 1.87 08/10/201 — —
4,00(¢ — 1.5z 05/18/201 — —
4,00(¢ —  5.3C 05/19/201! — —
4,00C —  5.3C 05/20/201. — —
2,00( — 5.3C 05/13/201. — —
4,00( —  6.5C 05/15/201: — —
4,00( — 4.7t 02/19/201: — —
2,00( — 17.2% 05/21/201: — —
4,00(¢ — 17.1% 05/17/201: — —
3,00( — 24.1(C 02/11/201: — —
50C — 17.2C 09/20/201. — —
1,317 — 30.0C 03/15/201. — —
1,87¢ — 107.8: 09/22/201i — —
2,62¢ — 112.5( 02/15/201! — —
Nancy Pecot: @) — — — — 200,00 28,00(
(6) — — — — 35,00( 4,90(
(20 37,50( 162,50 0.2t 1/21/201¢ — —
(5) 70,31: 154,68¢  0.3¢ 09/30/201: — —
D. Jeffery Grime: @) — — — — 200,00t 28,00(
(6) — — — —  35,00( 4,90(
(2) 37,50( 162,50 0.28 1/21/201¢ — —
(20 70,31: 154,68t 0.8C 07/01/201: — —
(5) 18,75( 11,25( 1.37 06/20/201 — —

(1) Represents the fair market value of a share otonmmon stock on the grant date of the opt
(2) The option vests over four years with 1/16 of tharss of underlying common stock vesting everyehmenths

from the grant date

(3) The restricted stock award vests in full if witfiour years following the grant of the award the pamy

achieves certain product and proc-pipeline development milestone

(4) The option vests over four years with 1/4 of thareb of underlying common stock vesting on the firs
anniversary of the grant date and 1/48 of the shafrenderlying common stock vesting each monthetifeer.
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(5) The option vests over four years with 1/4 of tharsk of underlying common stock vesting on thée firs
anniversary of the grant date and 1/16 of the shafrenderlying common stock vesting every threain®
thereafter

(6) Each restricted stock award will vest 1/2 of tharsk on the first anniversary of the grant dateldBaf the
shares on the second anniversary of the grant

(7) Each restricted stock award will vest on Augus2a10.
(8) These restricted stock awards vest in full if witbine year following the grant of the award the pany

achieves certain product development milesta
2009 Option Exercises and Stock Vested
None of our named executive officers exercisedonmgti Mr. Grimes had 30,000 shares of restrictecksto
awards vest in 2009.
Pension Benefits

None of our named executive officers participaterilmave account balances in qualified or non-gjedli
defined benefit plans sponsored by us. The Comenittay elect to adopt qualified or non-qualifiedined benefit
plans in the future if the Committee determines timang so is in our best interests.

Nonqualified Deferred Compensation

None of our named executive officers participaterilmave account balances in nonqualified defined
contribution plans or other nonqualified deferredhpensation plans maintained by us. The Commitigefect to
provide our officers and other employees with noatified defined contribution or other nonqualifiddferred
compensation benefits in the future if the Commitdetermines that doing so is in our best interests
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Potential Payments Upon Termination or Change in Cotrol

The following table sets forth potential paymendyable to our current executive officers upon teation of
employment or a change in control. The Committeg mdts discretion revise, amend or add to thedfienif it
deems advisable. The table below reflects amouwayalge to our executive officers assuming their legrpent was
terminated on December 31, 2009:

Termination

Without

Cause or
Constructive
Termination
Termination Without Following a

Cause Prior to a Change ir Change

Change in Control Control in Control

Name Benefit ($) ($) ($)

Igor Gonda, Ph.D Salary 380,00( — 760,00(
Bonus 125,02( — 250,04(
Option acceleration(] — — —
Stock award acceleration( — 42,00( 193,20(
Benefits continuatiol 20,56: — 41,12¢
Career transition assistan — — 20,00(
Total value: 525,58: 42,00( 1,264,36!
Nancy Pecot: Salary 238,00( — 238,00(
Bonus 62,64: — 62,64:
Option acceleration(] — — —
Stock award acceleration( — — 32,90(
Benefits continuatiol 71€ — 71€
Career transition assistan — — 10,00(
Total value: 301,35¢ — 344,25t
D. Jeffery Grime: Salary 230,00( — 230,00t
Bonus 60,53¢ — 60,53¢
Option acceleration(] — — —
Stock award acceleration( — — 32,90(
Benefits continuatiol 6,41¢ — 6,41¢
Career transition assistan — — 10,00(
Total value: 296,95 — 339,85:

(1) The value of the stock and option award accelaratias calculated using a value of $0.14 per shiaceromon
stock, which was the last reported closing saleepof our common stock on December 31, 2

Termination without cause prior to a change in ¢coht If any of our executives is terminated by us with
cause prior to a change in control, upon execuwiggneral release and waiver, such executive itteeito receive
(less applicable withholding taxes) in a lump suagrpent or in installments, at our discretion:

« an amount equal to such execu’'s annual base salal

* an amount equal to such executive’s current tdrgetis multiplied by the average annual percentage
achievement of corporate goals for the three compigcal years preceding the termination date;

« continuation of such executi's health insurance benefits for 12 mon

Acceleration upon a change in controlf we undergo a change in control on or priob&cember 4, 2010, the
300,000 share restricted stock award granted t@&bBnda will vest in full.
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Termination without cause or constructive termioatfollowing a change in controllf any of our executives
is terminated by us without cause or constructiteiyninated (which includes a material reductiotitle or duties,
a material reduction in salary or benefits or acation of 50 miles or more) during the 18-monthquefollowing a
change in control, upon executing a general releadavaiver, such executive is entitled to recéiess applicable
withholding taxes):

« alump sum payment equal to twice such executiaeigial base salary, in the case of Dr. Gonda, @cid s
executivés annual base salary, in the case of Ms. Pecotdan@rimes;

< alump sum payment equal to such executive’s ctitegget bonus multiplied by (i) twice the averagmual
percentage achievement of corporate goals forifeetcomplete fiscal years preceding the terminatate,
in the case of Dr. Gonda, and (ii) the average ahpercentage achievement of corporate goals éottttee
complete fiscal years preceding the terminatioe datthe case of Ms. Pecota and Mr. Grin

« continuation of such executive’s health insuraneediits for 24 months, in the case of Dr. Gondd, an
12 months, in the case of Ms. Pecota and Mr. Gri

« reimbursement of actual career transition assistématplacement services) incurred by such exegutithin
six months of termination in an amount up to $20,00 the case of Dr. Gonda, and $10,000, in tise cd
Ms. Pecota and Mr. Grimes; a

« acceleration of vesting of any stock options ofrieted stock awards that remain unvested as ofighe of
such executiv's termination
Compensation Committee Interlocks and Insider Parttipation
No interlocking relationship exists between our Boar the Committee and the board of directordier t
compensation committee of any other company, nsrng such interlocking relationship existed inplast.
Report of the Compensation Committee

The Committee reviewed and discussed with managetineiCompensation Discussion and Analysis required
by Item 402(b) of Regulation S-K, which is containe this Proxy Statement. Based on this reviewdiadussion,
the Committee recommended to the Board that thepggasation Discussion and Analysis be includedisPinoxy
Statement.

From the members of the Compensation Committeeradi§m Corporation:

Frank H. Barker

John M. Siebert

Virgil D. Thompson, Chairman
Non-Employee Director Compensation

The following table sets forth a summary of the pemsation we paid to our non-employee directo20ip0:

Fees Earned o Option Restricted Stoc}
Paid in Cash Awards(1) Awards(1) Total
Name ©) ©) ©) ©)
Frank H. Barker(2 49,94 19,94( 15,00( 84,88:
Timothy P. Lynch(3 — — — —
John M. Siebert(4 54,07 19,94( 15,00( 89,01:
Virgil D. Thompson(5) 68,87¢ 19,94( 25,000  113,81!

(1) Amount represents the grant date fair value ofomgtiand restricted stock awards granted in 2
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(2) Mr. Barker owns stock options for 292,136 sharesufcommon stock as of December 31, 2009, of which
192,136 shares are vested as of December 31, R088dition, Mr. Barker owns 46,876 restricted &tagvards
at December 31, 2009, none of which has ve:

(3) Mr. Lynch resigned from the Board on February 1002 He did not receive any compensation from Ayadin
20009.

(4) Dr. Siebert owns stock options for 270,000 shafesiocommon stock as of December 31, 2009, of kvhic
170,000 shares are vested as of December 31, RDA8dition, Dr. Siebert owns 46,876 restrictedktawards
at December 31, 2009, none of which has ve:

(5) Mr. Thompson owns stock options for 354,600 shafesir common stock as of December 31, 2009, otkvhi
254,600 shares are vested as of December 31, R088dition, Mr. Thompson owns 78,126 restrictextkt
awards at December 31, 2009, none of which hagds

In 2010, the Chairman of the Board will receiveammual retainer in the value of $50,000 and akotion-
employee directors will receive an annual retainghe value of $30,000. The retainers may be pagash or an
equivalent value of restricted stock at the optibthe director. Board members also receive addifiannual
retainers for serving on Board committees. Thetaatdil annual retainer for the Chairman of the A@bhmmittee
will be $15,000 and the additional annual retafoell other members of the Audit Committee wil $5,000. The
additional annual retainer for the Chairman of@mmpensation Committee and the Chairman of the Natimig
and Corporate Governance Committee will be $10&0@Dthe additional annual retainer for all othembers will
be $5,000. The Board retainer covers six meetimgsyiear and, if exceeded, the Chairman of the®Bwidt receive
$1,500 for each additional meeting and the other8onembers will receive $1,000 for each additionaéting. If
the number of meetings in a year for any given c@temexceeds four, the chairman of the committdlereceive
$1,500 for each additional meeting and the othermitee members will receive $1,000 for each addil
meeting. Our directors are also entitled to recedmmbursement of reasonable out-of-pocket expensesred by
them to attend Board meetings.

In addition to the cash and restricted stock corapton, each non-employee director will be gramtednnual
stock option grant.

Limitation of Liability of Officers and Directors a nd Indemnification

Our articles of incorporation and bylaws includevssions to (i) eliminate the personal liability @dir directors
for monetary damages resulting from breaches af figeiciary duty, to the extent permitted by Califiia law and
(i) permit us to indemnify our directors and offts, employees and other agents to the fulleshegtrmitted by
the California Corporations Code. Pursuant to 8ac3il7 of the California Corporations Code, a coaipon
generally has the power to indemnify its presentfanmer directors, officers, employees and agagtsnst any
expenses incurred by them in connection with arytswhich they are, or are threatened to be madgmyrty by
reason of their serving in such positions so lanthay acted in good faith and in a manner theyarably believed
to be in, or not opposed to, the best interestsarrporation and, with respect to any criminalaagtthey had no
reasonable cause to believe their conduct was fulawe believe that these provisions are necedseajtract and
retain qualified persons as directors and officEhese provisions do not eliminate liability foelch of the
directors’ duty of loyalty to us or our sharehokldor acts or omissions not in good faith or imiag intentional
misconduct or knowing violations of law, for angrisaction from which the director derived an imgmpersonal
benefit or for any willful or negligent payment afiy unlawful dividend.

We entered into indemnification agreements withaterofficers, including each of our named exeaitiv
officers, and each of our directors that providapag other things, that we will indemnify such oéfi or director,
under the circumstances and to the extent proviettherein, for expenses, damages, judgmentss fime
settlements such officer or director may be realicepay in actions or proceedings to which sudicef or director
is or may be made a party by reason of such offiaerdirectors position as an officer, director or other agdnisy
and otherwise to the full extent permitted undelif@aia law and our bylaws.
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CERTAIN TRANSACTIONS

Review, Approval or Ratification of Transactions wih Related Persons

The Board has adopted, in writing, a policy andccptures for the review of related person transastiény
related person transaction we propose to entemiist be reported to our Chief Financial Officeoar Vice
President of Legal Affairs and, unless otherwiséewed and approved by the Board, shall be reviesvet
approved by the Audit Committee in accordance withterms of the policy, prior to effectivenessonsummatiol
of any related person transaction, whenever puc The policy defines a “related person transathas any
financial transaction, arrangement or relationghipluding any indebtedness or guarantee of indktass), or any
series of similar transactions, arrangements atiogiships in which Aradigm (i) was or is to beaatjzipant, (ii) the
amount involved exceeds $120,000 and (iii)) a Rdl&erson (as defined therein) had or will haverecdior indirec
material interest. In addition, any related persansaction previously approved by the Audit Conteeitor
otherwise already existing that is ongoing in natsinall be reviewed by the Audit Committee annullgnsure th:
such related person transaction has been condncéadordance with the previous approval grantethbyAudit
Committee, if any, and that all required discloswegarding the related person transaction are nTadesactions
involving compensation of executive officers shmdlreviewed and approved by the Compensation Cdeaniit the
manner specified in the charter of the Compensa&immmittee. As appropriate for the circumstandes Audit
Committee shall review and consider the Relatedd?es interest in the related person transacttomapproximate
dollar value of the amount involved in the relapedson transaction, the approximate dollar valu@amount of
the Related Person’s interest in the transactidhout regard to the amount of any profit or loskether the
transaction was undertaken in the ordinary couffeisiness, whether the transaction with the RdlR&rson is
proposed to be, or was, entered into on termss®féa/orable to the Company than terms that coane lbeen
reached with an unrelated third party, the purgdsand the potential benefits to us of the tratisa@nd any other
information regarding the related person transaatiothe Related Person in the context of the ppegdransaction
that would be material to investors in light of tiEcumstances of the particular transaction.

HOUSEHOLDING OF PROXY MATERIALS

The SEC has adopted rules that permit companiesggrthediaries (e.g., brokers) to satisfy thevabely
requirements for proxy statements and annual repdgth respect to two or more shareholders shahiagame
address by delivering a single proxy statementaammdial report addressed to those shareholderspildisss,
which is commonly referred to as “householding,tqmtially means extra convenience for shareholdedscost
savings for companies.

This year, a number of brokers with account holdére are our shareholders will be “householding’ proxy
materials. A single proxy statement will be delagto multiple shareholders sharing an addresssiglentrary
instructions have been received from the affechedleholders. Once you have received notice from poaker that
they will be “householding” communications to y@ddress, “householding” will continue until you atified
otherwise or until you revoke your consent. Ifaay time, you no longer wish to participate in “Bebolding” and
would prefer to receive a separate proxy statermeditannual report, please notify your broker, diyecir written
request to Aradigm Corporation, Secretary, 3929Biden Way, Hayward, CA 94545 or contact our Sacyet
(510) 265-9000. Shareholders who currently receiuétiple copies of the proxy statement at theirradd and
would like to request “householding” of their commizations should contact their broker.
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OTHER MATTERS

The Board of Directors knows of no other mattees thill be presented for consideration at the ahmeseting.
If any other matters are properly brought befoeerteeting, it is the intention of the persons nametie
accompanying proxy to vote on such matters in alzwre with their best judgment.

By Order of the Board of Directors

i

Igor Gonda, Ph.D.
President and Chief Executive Officer

April 9, 2010
A copy of our Annual Report on Form 10-K for the fiscal year ended December 31, 2009 is available vatht

charge upon written request to: Secretary, AradigmCorporation, 3929 Point Eden Way, Hayward, CA 9454
Copies may also be obtained without charge througthe SEC’s website at http://www.sec.gov.

35




Table of Contents

Appendix A

ARADIGM CORPORATION
2005 Equity Incentive Plan

Adopted: March 21, 2005

Approved By Shareholders: May 19, 2005

Termination Date: March 20, 2015

Amended by Board (including to reflect January 2006L-for-5 reverse stock split): March 30, 2006

Approved By Shareholders: May 18, 2006
Approved by Shareholders: June 20, 2007
Approved by Shareholders: May 15, 2008

Amended by Board: March 17, 2010

1. General.

(&) Amendment and Restatemerithe Plan is a complete amendment and restateshém Company’s 1996
Equity Incentive Plan that was previously adoptedpril 1996 (as thereafter amended, the “PrionBlaAll
outstanding awards granted under the Prior Plalhrgmain subject to the terms of the Prior Plah.S¥ock Award:
granted on or after the effective date of this Rlaall be subject to the terms of this Plan.

(b) Eligible Stock Award RecipientsThe persons eligible to receive Stock AwardsEargloyees, Directors
and Consultants.

(c) Available Stock Awards.The Plan provides for the grant of the followBipck Awards: (i) Incentive Sto
Options, (ii) Nonstatutory Stock Options, (iii) $toPurchase Awards, (iv) Stock Bonus Awards, (ocit
Appreciation Rights, (vi) Stock Unit Awards andi{ther Stock Awards.

(d) General Purpose.The Company, by means of the Plan, seeks tosarwf retain the services of the group
of persons eligible to receive Stock Awards adath in Section 1(a), to provide incentives fockpersons to
exert maximum efforts for the success of the Comzant any Affiliate and to provide a means by whscleh
eligible recipients may be given an opportunitpémefit from increases in value of the Common Stbcugh the
granting of Stock Awards.

2. Definitions.
As used in the Plan, the following definitions s$tagiply to the capitalized terms indicated below:

(a) “Affiliate” means (i) any corporation (other than the Compangh unbroken chain of corporations
ending with the Company, provided each corporaitidie unbroken chain (other than the Company) oans
the time of the determination, stock possessityg fiércent (50%) or more of the total combined ngtpower
of all classes of stock in one of the other corpons in such chain, and (ii) any corporation (otthan the
Company) in an unbroken chain of corporations b@gimwith the Company, provided each corporatidhgo
than the last corporation) in the unbroken chaingvat the time of the determination, stock possgdity
percent (50%) or more of the total combined vopogver of all classes of stock in one of the otleporation:
in such chain. The Board shall have the authooitgdtermine (i) the time or times at which the omsh@ tests
are applied, and (ii) whether “Affiliate” includestities other than corporations within the foregodefinition.

(b) “Board” means the Board of Directors of the Company.
(c) “Capitalization Adjustment’has the meaning ascribed to that term in Sectiga)11

(d) “Cause” means, with respect to a Participant, the occuer@fh@ny of the following: (i) such
Participant’s commission of any felony or any crimeolving fraud, dishonesty or moral turpitude enthe
laws of the United States or any state theregfs(ich Participant’s attempted commission of, atigipation
in, a fraud or act of dishonesty against the Compfiii) such Participant’s intentional, materiablation of

A-1




Table of Contents

any material contract or agreement between théciRemt and the Company or any statutory duty oteeithe
Company; (iv) such Participant’s unauthorized usdisclosure of the Company’s confidential inforioator
trade secrets; or (v) such Participant’s gross omduact. The determination that a termination isGause shall
be made by the Company in its sole discretion. detgrmination by the Company that the ContinuousiGe
of a Participant was terminated by reason of disatiwithout Cause for the purposes of outstandingksS
Awards held by such Participant shall have no éffipon any determination of the rights or obligat®f the
Company or such Participant for any other purpose.

(e) “Change in Control” means the occurrence, in a single transaction arseries of related transactions,
of any one or more of the following events:

(i) any Exchange Act Person becomes the Ownewttiirer indirectly, of securities of the Company
representing more than fifty percent (50%) of tbmbined voting power of the Company’s then
outstanding securities other than by virtue of agee consolidation or similar transaction.
Notwithstanding the foregoing, a Change in Corgtall not be deemed to occur (A) on account of the
acquisition of securities of the Company by an gteg any affiliate thereof or any other Exchangs A
Person from the Company in a transaction or sefieslated transactions the primary purpose of isc
to obtain financing for the Company through theiésxe of equity securities or (B) solely becausdekie
of Ownership held by any Exchange Act Person ‘(Bubject Person”) exceeds the designated percentage
threshold of the outstanding voting securities essalt of a repurchase or other acquisition ofngpt
securities by the Company reducing the number afeshoutstanding, provided that if a Change in @bnt
would occur (but for the operation of this sentgra®a result of the acquisition of voting secastby the
Company, and after such share acquisition, theeSubBjerson becomes the Owner of any additionahgoti
securities that, assuming the repurchase or otwgiigition had not occurred, increases the pergené
the then outstanding voting securities Owned bySthisject Person over the designated percentage
threshold, then a Change in Control shall be deamedcur;

(ii) there is consummated a merger, consolidatiosimilar transaction involving (directly or
indirectly) the Company and, immediately after to@summation of such merger, consolidation or simil
transaction, the shareholders of the Company imatelgli prior thereto do not Own, directly or inditlg¢c
either (A) outstanding voting securities represantnore than fifty percent (50%) of the combined
outstanding voting power of the surviving Entitysmch merger, consolidation or similar transaction
(B) more than fifty percent (50%) of the combinedstanding voting power of the parent of the sungv
Entity in such merger, consolidation or similamsaction, in each case in substantially the same
proportions as their Ownership of the outstandioting securities of the Company immediately prar t
such transaction;

(iii) the shareholders of the Company approve erBbard approves a plan of complete dissolution or
liquidation of the Company, or a complete dissolutor liquidation of the Company shall otherwisewt

(iv) there is consummated a sale, lease, excllisigrse or other disposition of all or substanyiailll
of the consolidated assets of the Company andultsiSiaries, other than a sale, lease, licensé¢her o
disposition of all or substantially all of the cofidated assets of the Company and its Subsiditzias
Entity, more than fifty percent (50%) of the comdxinvoting power of the voting securities of whick a
Owned by shareholders of the Company in substintied same proportions as their Ownership of the
outstanding voting securities of the Company imratady prior to such sale, lease, license or other
disposition; or

(v) individuals who, on the date this Plan is agdpby the Board, are members of the Board (the
“Incumbent Board” ) cease for any reason to constitute at least arityapf the members of the Board;
provided, however, that if the appointment or étac{or nomination for election) of any new Board
member was approved or recommended by a majorigyafcthe members of the Incumbent Board then
still in office, such new member shall, for purpeeé this Plan, be considered as a member of the
Incumbent Board.
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The term Change in Control shall not include a sal@ssets, merger or other transaction effectetuisively
for the purpose of changing the domicile of the @any.

Notwithstanding the foregoing or any other provisaf this Plan, the definition of Change in Confjmi any
analogous term) in an individual written agreentsgttveen the Company or any Affiliate and the Pgoaiat shall
supersede the foregoing definition with respe@ttack Awards subject to such agreement; providedeher, that
if no definition of Change in Control or any anadoig term is set forth in such an individual writegreement, the
foregoing definition shall apply.

(f) “Code” means the Internal Revenue Code of 1986, as amended

(9) “Committee” means a committee of one (1) or more members dBtiaed to whom authority has be
delegated by the Board in accordance with Sectjon 3

(h) “Common Stock’means the common stock of the Company.
(i) “Company” means Aradigm Corporation, a California corporation

() “Consultant” means any person, including an advisor, who isr@aged by the Company or an
Affiliate to render consulting or advisory serviaasd is compensated for such services or (ii) egras a
member of the Board of Directors of an Affiliatedais compensated for such services. However, sepately
as a Director, or payment of a fee for such sepghall not cause a Director to be considered ax8Ghant for
purposes of the Plan.

(k) “Continuous Service'means that the Participant’s service with the Campa an Affiliate, whether
as an Employee, Director or Consultant, is notrinfged or terminated. A change in the capacityliich the
Participant renders service to the Company or difighé as an Employee, Consultant or Director @hange il
the entity for which the Participant renders suetviee, provided that there is no interruptionemiination of
the Participant’s service with the Company or afiliafe, shall not terminate a Participant's Contis
Service. For example, a change in status from griame of the Company to a consultant to an Affiliar to ¢
Director shall not constitute an interruption ofrfiauous Service. To the extent permitted by lde, Board or
the chief executive officer of the Company, in thatty’s sole discretion, may determine whethertDoous
Service shall be considered interrupted in the odsmy leave of absence approved by that partyidting sick
leave, military leave or any other personal ledN@twithstanding the foregoing, a leave of absemed be
treated as Continuous Service for purposes ofngtia Stock Award only to such extent as mayroeiged
in the Company’s leave of absence policy or invihitten terms of the Participant’s leave of absence

() “Corporate Transaction’means the occurrence, in a single transaction arseries of related
transactions, of any one or more of the followingrs:

(i) a sale or other disposition of all or substalhyiall, as determined by the Board in its sole
discretion, of the consolidated assets of the Caypad its Subsidiaries;

(ii) a sale or other disposition of at least ninpgycent (90%) of the outstanding securities of the
Company;

(iif) the consummation of a merger, consolidatiorsinilar transaction following which the Company
is not the surviving corporation; or

(iv) the consummation of a merger, consolidatiosiorilar transaction following which the Company
is the surviving corporation but the shares of Camr8tock outstanding immediately preceding the
merger, consolidation or similar transaction anevested or exchanged by virtue of the merger,
consolidation or similar transaction into othergeay, whether in the form of securities, cashtbeowvise

(m) “Covered Employee'means the chief executive officer and the fourofier highest compensated
officers of the Company for whom total compensatorequired to be reported to shareholders urider t
Exchange Act, as determined for purposes of Sed@im) of the Code.
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(n) “Director” means a member of the Board.

(o) “Disability” means the permanent and total disability of a pevathin the meaning of Section 22(e)
(3) of the Code.

(p) “Employee” means any person employed by the Company or ahatdfi However, service solely as a
Director, or payment of a fee for such services|lIstot cause a Director to be considered an “Eggsd for
purposes of the Plan.

(q) “Entity” means a corporation, partnership or other entity.
() “Exchange Act’means the Securities Exchange Act of 1934, as apdend

(s) “Exchange Act Personineans any natural person, Entity or “group” (wittiie meaning of Section 13
(d) or 14(d) of the Exchange Act), except that “Exege Act Person” shall not include (i) the Compangny
Subsidiary of the Company, (ii) any employee berméin of the Company or any Subsidiary of the Canyp
or any trustee or other fiduciary holding secusitimder an employee benefit plan of the Comparangr
Subsidiary of the Company, (iii) an underwriter prarily holding securities pursuant to an offerafgsuch
securities, (iv) an Entity Owned, directly or inglitly, by the shareholders of the Company in sulbistily the
same proportions as their Ownership of stock ofGbmpany; or (v) any natural person, Entity or
“group” (within the meaning of Section 13(d) or @%6f the Exchange Act) that, as of the effectiagedof the
Plan as set forth in Section 14, is the Owner ctliyeor indirectly, of securities of the Companyresenting
more than fifty percent (50%) of the combined vgtpower of the Company’s then outstanding secusritie

(t) “Fair Market Value” means, as of any date, the value of the Commork Setermined as follows:

(i) If the Common Stock is listed on any establiktock exchange or traded on the Nasdag National
Market or the Nasdag SmallCap Market, the Fair Maxkalue of a share of Common Stock shall be the
closing sales price for such stock (or the closiiny if no sales were reported) as quoted on suchange
or market (or the exchange or market with the gstatolume of trading in the Common Stock) on the
in question, as reported in The Wall Street Joupnaluch other source as the Board deems relidbless
otherwise provided by the Board, if there is nasilg sales price (or closing bid if no sales wegorted)
for the Common Stock on the date in question, therfair Market Value shall be the closing sellpmige
(or closing bid if no sales were reported) on s preceding date for which such quotation exists.

(i) In the absence of such markets for the Comi@torck, the Fair Market Value shall be determined
by the Board in good faith.

(u) “Incentive Stock Option’means an Option intended to qualify as an incerstiwek option within the
meaning of Section 422 of the Code and the reguiatpromulgated thereunder.

(v) “Non-Employee Director’'means a Director who either (i) is not a currenplaryee or officer of the
Company or an Affiliate, does not receive compedosatither directly or indirectly, from the Compear an
Affiliate for services rendered as a consultaninany capacity other than as a Director (excepafoamount
as to which disclosure would not be required uritdgn 404(a) of Regulation S-K promulgated pursuarihe
Securities Ac(“Regulation S-K”) ), does not possess an interest in any other whasdor which disclosure
would be required under Item 404(a) of Regulatiel}, &nd is not engaged in a business relationgtigvhich
disclosure would be required pursuant to Item 4pd{tiRegulation S-K; or (ii) is otherwise considé® “non-
employee director” for purposes of Rule 16b-3.

(w) “Nonstatutory Stock Optionineans an Option not intended to qualify as an hineistock Option.

(x) “Officer” means a person who is an officer of the Companimithe meaning of Section 16 of the
Exchange Act and the rules and regulations prontedbdnereunder.

(y) “Option” means an Incentive Stock Option or a NonstatuttwgkSOption to purchase shares of
Common Stock granted pursuant to the Plan.
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(z) “Option Agreement’means a written agreement between the Companyra@gi@onholder
evidencing the terms and conditions of an Opti@angrEach Option Agreement shall be subject tadiras
and conditions of the Plan.

(aa) “Optionholder” means a person to whom an Option is granted pursoigime Plan or, if applicable,
such other person who holds an outstanding Option.

(bb) “Other Stock Award’means an award based in whole or in part by reéeremthe Common Stock
which is granted pursuant to the terms and conditaf Section 7(e).

(cc) “Other Stock Award Agreementheans a written agreement between the Company haldler of an
Other Stock Award evidencing the terms and conuiitiof an Other Stock Award grant. Each Other Stock
Award Agreement shall be subject to the terms amdiitions of the Plan.

(dd) “Outside Director” means a Director who either (i) is not a currenpletyee of the Company or an
“affiliated corporation” (within the meaning of Tasury Regulations promulgated under Section 168{rti)e
Code), is not a former employee of the Companyndiaffiliated corporation” who receives compensatior
prior services (other than benefits under a taxiige retirement plan) during the taxable years hat been an
officer of the Company or an “affiliated corporatjb and does not receive remuneration from the Gompor
an “affiliated corporation,” either directly or indctly, in any capacity other than as a Director(ii) is
otherwise considered an “outside director” for fuags of Section 162(m) of the Code.

(ee) “Own,” “Owned,” “Owner,” “Ownership” A person or Entity shall be deemed to “Own, “ tedna
“Owned,” to be the “Owner” of, or to have acquir&iwnership” of securities if such person or Entityrectly
or indirectly, through any contract, arrangemengerstanding, relationship or otherwise, has oresheoting
power, which includes the power to vote or to ditee voting, with respect to such securities.

(ff) “Participant” means a person to whom a Stock Award is grantesbput to the Plan or, if applicable,
such other person who holds an outstanding Stockréw

(gg) “Performance Criteria” means the one or more criteria that the Board skéict for purposes of
establishing the Performance Goals for a Perform&weiod. The Performance Criteria that shall lesl us
establish such Performance Goals may be basedyoonaof, or combination of, the following: (i) @&mgs pe
share; (ii) earnings before interest, taxes andeségtion; (iii) earnings before interest, taxespikciation and
amortization (EBITDA); (iv) net earnings; (v) totsthareholder return; (vi) return on equity; (v&furn on
assets, investment or capital employed; (viii) agiag margin; (ix) gross margin; (x) operating imeg (xi) net
income (before or after taxes); (xii) net operatimgpme; (xiii) net operating income after tax;\xpre- and
after-tax income; (xv) pre-tax profit; (xvi) opeirag cash flow; (xvii) sales or revenue targetsji{xincreases
in revenue or product revenue; (xix) expenses asstireduction goals; (xx) improvement in or attagmmof
expense levels; (xxi) improvement in or attainma&ntorking capital levels; (xxii) economic valuedsdi (or al
equivalent metric); (xxiii) market share; (xxiv)staflow; (xxv) cash flow per share; (xxvi) sharécpr
performance; (xxvii) debt reduction; (xxviii) impteentation or completion of projects or processes;

(xxix) customer satisfaction; (xxx) total shareteideturn; (xxxi) shareholders’ equity; and (xxxther
measures of performance selected by the BoardaPachievement of the specified criteria may resuthe
payment or vesting corresponding to the degreelibaement as specified in the Stock Award AgregmBEme
Board shall, in its sole discretion, define the mamof calculating the Performance Criteria it sdo use for
such Performance Period.

(hh) “Performance Goals"means, for a Performance Period, the one or malks gstablished by the
Board for the Performance Period based upon thHerRence Criteria. The Board is authorized at amgtin
its sole discretion, to adjust or modify the cadtigdn of a Performance Goal for such Performance&@
order to prevent the dilution or enlargement ofrilgats of Participants, (a) in the event of, oaitticipation of,
any unusual or extraordinary corporate item, treti@a, event or development; (b) in recognitionafjn
anticipation of, any other unusual or nonrecurengnts affecting the Company, or the financialestegnts of
the Company, or in response to, or in anticipatifrchanges in applicable laws, regulations, actingn
principles, or business conditions; or (c) in vieiathe Board’'s assessment of the business stratfeiiye
Company, performance of comparable organizatiaccm@mic and business conditions, and any other
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circumstances deemed relevant. Specifically, tha&r@¢ authorized to make adjustment in the metifod
calculating attainment of Performance Goals andaibjes for a Performance Period as follows: (xolude
the dilutive effects of acquisitions or joint vergs; (ii) to assume that any business divesteti&y¥ompany
achieved performance objectives at targeted leliging the balance of a Performance Period follgvgach
divestiture; and (iii) to exclude the effect of attyange in the outstanding shares of common stbitieo
Company by reason of any stock dividend or siitgls repurchase, reorganization, recapitalizatioerger,
consolidation, spin-off, combination or exchangeloéres or other similar corporate change, or any
distributions to common shareholders other thanleggcash dividends. In addition, the Board is ati#fed to
make adjustment in the method of calculating att@int of Performance Goals and objectives for a
Performance Period as follows: (i) to exclude redtiring and/or other nonrecurring charges; (iigxclude
exchange rate effects, as applicable, for non-tbfar denominated net sales and operating eam{iig$o
exclude the effects of changes to generally acdesateounting standards required by the FinanciabAnting
Standards Board; (iv) to exclude the effects to stayutory adjustments to corporate tax ratesta(exclude th
impact of any “extraordinary items” as determinedieér generally accepted accounting principles;(aido
exclude any other unusual, non-recurring gain ss lar other extraordinary item.

(i) “Performance Period’means the one or more periods of time, which magfbarying and
overlapping durations, as the Board may select, eiéch the attainment of one or more Performanoal&
will be measured for the purpose of determininggi€ipant’s right to and the payment of a Stockakek

(i “Plan” means this Aradigm Corporation 2005 Equity Incemfilan.

(kk) “Rule 16b-3" means Rule 16b-3 promulgated under the Exchangerfaty successor to
as in effect from time to time.

(I “Securities Act”means the Securities Act of 1933, as amended.

(mm) “Stock Appreciation Rightmeans a right to receive the appreciation on Com&took that is
granted pursuant to the terms and conditions ofi@e@(d).

(nn) “Stock Appreciation Right Agreementiieans a written agreement between the Company holdie
of a Stock Appreciation Right evidencing the telans conditions of a Stock Appreciation Right gr&f#ch
Stock Appreciation Right Agreement shall be subjedhe terms and conditions of the Plan.

(o0) “Stock Award” means any right granted under the Plan, includm@agation, a Stock Purchase Aw:
Stock Bonus Award, a Stock Appreciation Right, ac&tUnit Award or any Other Stock Award.

(pp) “Stock Award Agreementfheans a written agreement between the Company Badiaipant
evidencing the terms and conditions of a Stock Algaant. Each Stock Award Agreement shall be stilgec
the terms and conditions of the Plan.

(qq) “Stock Bonus Award’'means an award of shares of Common Stock whictaiged pursuant to the
terms and conditions of Section 7(b).

(rr) “Stock Bonus Award Agreementiieans a written agreement between the Company haldier of a
Stock Bonus Award evidencing the terms and condfitiof a Stock Bonus Award grant. Each Stock Bonus
Award Agreement shall be subject to the terms amdlitions of the Plan.

(ss) “Stock Purchase Awardineans an award of shares of Common Stock whicharsted pursuant to t
terms and conditions of Section 7(a).

(tt) “Stock Purchase Award Agreementieans a written agreement between the Company haldler of
a Stock Purchase Award evidencing the terms andittons of a Stock Purchase Award grant. Each Stock
Purchase Award Agreement shall be subject to ttmestand conditions of the Plan.

(uu) “Stock Unit Award” means a right to receive shares of Common Stockhikigranted pursuant to
the terms and conditions of Section 7(c).
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(vv) “Stock Unit Award Agreementtheans a written agreement between the Company haldler of a
Stock Unit Award evidencing the terms and condgiofia Stock Unit Award grant. Each Stock Unit Adar
Agreement shall be subject to the terms and canditof the Plan.

(ww) “Subsidiary” means, with respect to the Company, (i) any cotpmraf which more than fifty
percent (50%) of the outstanding capital stock igardinary voting power to elect a majority of theard of
directors of such corporation (irrespective of vilget at the time, stock of any other class or elsgs such
corporation shall have or might have voting powerdason of the happening of any contingency) thatime
directly or indirectly, Owned by the Company, aiilgny partnership in which the Company has aafios
indirect interest (whether in the form of votinggarticipation in profits or capital contribution) more than
fifty percent (50%).

(xx) “Ten Percent Shareholdertheans a person who Owns (or is deemed to Own pirsu&ection 424
(d) of the Code) stock possessing more than terepe(10%) of the total combined voting power dicidsses
of stock of the Company or any Affiliate.

3. Administration.

(a) Administration by Board. The Board shall administer the Plan unless anidithe Board delegates
administration of the Plan to a Committee, as mtediin Section 3(c).

(b) Powers of Board. The Board shall have the power, subject to, aitliimthe limitations of, the express
provisions of the Plan:

(i) To determine from time to time (1) which of thersons eligible under the Plan shall be grantedkS
Awards; (2) when and how each Stock Award shaljfaated; (3) what type or combination of types tfck
Award shall be granted; (4) the provisions of eGtdck Award granted (which need not be identiéabluding
the time or times when a person shall be permitigdceive Common Stock pursuant to a Stock Awand;
(5) the number of shares of Common Stock with ressfgewhich a Stock Award shall be granted to esath
person.

(il) To construe and interpret the Plan and StoakaAds granted under it, and to establish, amend and
revoke rules and regulations for its administratibine Board, in the exercise of this power, mayeaxrany
defect, omission or inconsistency in the Plan arig Stock Award Agreement, in a manner and teitent it
shall deem necessary or expedient to make thef@llgreffective.

(iii) To amend the Plan or a Stock Award as progideSection 12.
(iv) To terminate or suspend the Plan as provide8ection 13.

(v) Generally, to exercise such powers and to perfeuch acts as the Board deems necessary or erpedi
to promote the best interests of the Company amidatfe not in conflict with the provisions of thiauf.

(vi) To adopt such procedures and sub-plans asear@ssary or appropriate to permit participatiotinén
Plan by Employees who are foreign nationals or eyed outside the United States.

(c) Delegation to Committee.

(i) General. The Board may delegate some or all of the adtnaiien of the Plan to a Committee or
Committees. If administration is delegated to a @uttee, the Committee shall have, in connectiorhn e
administration of the Plan, the powers theretofimesessed by the Board that have been delegatteel @>mmittee
including the power to delegate to a subcommitteecd the administrative powers the Committee ihatized to
exercise (and references in this Plan to the Bshadl thereafter be to the Committee or subcomasjitteubject,
however, to such resolutions, not inconsistent withprovisions of the Plan, as may be adopted froma to time
by the Board. The Board may retain the authoritgcocurrently administer the Plan with the Comneitéed may,
at any time, revest in the Board some or all ofgbeers previously delegated.
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(i) Section 162(m) and Rule 16b-3 Compliaringhe sole discretion of the Board, the Committesy consist
solely of two or more Outside Directors, in accarckawith Section 162(m) of the Code, and/or sodéliwo or
more Non-Employee Directors, in accordance witheRi@b-3. In addition, the Board or the Committedts sole
discretion, may (1) delegate to a committee of @nmore members of the Board who need not be GuiBickctors
the authority to grant Stock Awards to eligiblegmers who are either (a) not then Covered Emplogedsare not
expected to be Covered Employees at the time ofjretion of income resulting from such Stock Awardb) not
persons with respect to whom the Company wishesruply with Section 162(m) of the Code, and/ord@legate
to a committee of one or more members of the Badmal need not be NoBmployee Directors the authority to gr
Stock Awards to eligible persons who are not thésjext to Section 16 of the Exchange Act.

(d) Delegation to an Officer. The Board may delegate to one or more Officetb@Company the authority to
do one or both of the following (i) designate Oéfis and Employees of the Company or any of its iflisvies to be
recipients of Stock Awards and the terms therewd, @) determine the number of shares of CommarliSto be
subject to such Stock Awards granted to such Qffie@d Employees of the Compapyovided, howevethat the
Board resolutions regarding such delegation sipaitify the total number of shares of Common Stbek tay be
subject to the Stock Awards granted by such Offégat that such Officer may not grant a Stock Avtardimself ol
herself. Notwithstanding anything to the contraryhis Section 3(d), the Board may not delegatnt®fficer
authority to determine the Fair Market Value of @@mmon Stock pursuant to Section 2(t)(ii) above.

(e) Effect of Board’'s Decision.All determinations, interpretations and consirts made by the Board in
good faith shall not be subject to review by angspa and shall be final, binding and conclusiveathpersons.

(f) Cancellation and Re-Grant of Stock Awardleither the Board nor any Committee shall haeeaththority
to: (i) reprice any outstanding Stock Awards urttier Plan, or (ii) cancel and grant any outstanding Stock Awa
under the Plan, unless the shareholders of the @aoynipave approved such an action within twelve (@@hths
prior to such an event.

4. Shares Subject to the Plan.

(a) Share Reserve.Subject to the provisions of Section 11(a) ratato Capitalization Adjustments, the
number of shares of Common Stock that may be isguesiiant to Stock Awards shall not exceed, iradgregate,
thirteen million two hundred eighteen thousandhairdred thirty-eight (13,218,638) shares of Comi@tock
(including shares underlying Stock Awards issuedsipant to the Prior Plan).

(b) Reversion of Shares to the Share Reser&ay shares of Common Stock subject to outstandimgrds
granted under the Prior Plan that would otherweseetreverted to the share reserve of the Prior $Hah revert to
and again become available for issuance undePthis If any Stock Award shall for any reason exjgir otherwise
terminate, in whole or in part, without having besercised in full, or if any shares of Common &tmsued to a
Participant pursuant to a Stock Award are forfettedr repurchased by the Company, including, logtimited to,
any repurchase or forfeiture caused by the fatoimaeet a contingency or condition required forthsting of such
shares, then the shares of Common Stock not issudst such Stock Award, or forfeited to or repusgthby the
Company, shall revert to and again become avaifablssuance under the Plan. If any shares sutyjexiStock
Award are not delivered to a Participant becausé shares are withheld for the payment of taxesntimber of
shares that are not delivered to the Participaait stmain available for issuance under the Platind exercise price
of any Stock Award is satisfied by tendering shafeSommon Stock held by the Participant (eitheabtual
delivery or attestation), then the number of shatetendered shall remain available for issuancieutine Plan.
Notwithstanding anything to the contrary in thictan 4(b), subject to the provisions of Sectiofa) ¥elating tc
Capitalization Adjustments the aggregate maximumber of shares of Common Stock that may be issuestipn
to the exercise of Incentive Stock Options shaliigeen million two hundred eighteen thousandhsirdred thirty-
eight (13,218,638) shares of Common Stock plusitheunt of any increase in the number of sharesilgtbe
available for issuance pursuant to Stock Awardsypmt to Section 4(a).

(c) Source of SharesThe stock issuable under the Plan shall be slvdirasthorized but unissued or
reacquired Common Stock, including shares repusthbyg the Company on the open market.
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5. Eligibility.

(a) Eligibility for Specific Stock Awardslncentive Stock Options may be granted only tgpkyees. Stock
Awards other than Incentive Stock Options may lzantgd to Employees, Directors and Consultants.

(b) Ten Percent ShareholdersA Ten Percent Shareholder shall not be grantdda@mtive Stock Option
unless the exercise price of such Option is at leas hundred ten percent (110%) of the Fair Maviadtie of the
Common Stock on the date of grant and the Optiowiexercisable after the expiration of five (8ays from the
date of grant.

(c) Section 162(m) Limitation on Annual Grant§ubject to the provisions of Section 11(a) ratato
Capitalization Adjustments, at such time as the gamy may be subject to the applicable provisionSeaftion 162
(m) of the Code, no Employee shall be eligible@éambanted Stock Awards whose value is determinestgyence
to an increase over an exercise or strike prica éfast one hundred percent (100%) of the Faikbtavalue of the
Common Stock on the date the Stock Award is gracteedring more than five hundred thousand (500,868)es
of Common Stock during any calendar year.

(d) Consultants. A Consultant shall not be eligible for the graht Stock Award if, at the time of grant, a
Form S-8 Registration Statement under the Secsiite (“Form S-8") is not available to registertait the offer or
the sale of the Company’s securities to such Cearsubecause of the nature of the services thattimsultant is
providing to the Company, because the Consultambtis natural person, or because of any othergaterning the
use of Form S-8.

6. Option Provisions.

Each Option shall be in such form and shall consaich terms and conditions as the Board shall deem
appropriate. All Options shall be separately desigd Incentive Stock Options or Nonstatutory StOgkions at the
time of grant, and, if certificates are issuedepasate certificate or certificates shall be isdfoedhares of Common
Stock purchased on exercise of each type of Opftiba.provisions of separate Options need not betiich;
provided, however, that each Option Agreement shellide (through incorporation of provisions hédrep
reference in the Option or otherwise) the substafi@ach of the following provisions:

(&) Term. The Board shall determine the term of an Optoyided, however, that subject to the
provisions of Section 5(b) regarding Ten Percerr&olders, no Incentive Stock Option shall be @geble
after the expiration of ten (10) years from theedaftgrant.

(b) Exercise Price of an Incentive Stock OptioSubject to the provisions of Section 5(b) regagdien
Percent Shareholders, the exercise price of eaantive Stock Option shall be not less than oneltem
percent (100%) of the Fair Market Value of the CamnnS$tock subject to the Option on the date thedDps
granted. Notwithstanding the foregoing, an Incen®tock Option may be granted with an exerciseegawer
than that set forth in the preceding sentencedh $Dption is granted pursuant to an assumptiomifastgution
for another option in a manner consistent withghavisions of Section 424(a) of the Code.

(c) Exercise Price of a Nonstatutory Stock Optiofhe exercise price of each Nonstatutory Stockdbpt
shall be not less than one hundred percent (100%ed-air Market Value of the Common Stock subfedhe
Option on the date the Option is granted. Notwéhding the foregoing, a Nonstatutory Stock Optiayrbe
granted with an exercise price lower than thafa#h in the preceding sentence if such Optionrénted
pursuant to an assumption or substitution for agrodption in a manner consistent with the provisioh
Section 424(a) of the Code.

(d) Consideration. The purchase price of Common Stock acquired puntsto the exercise of an Option
shall be paid, to the extent permitted by appliedalv and as determined by the Board in its saerdtion, by
any combination of the methods of payment set foetlow. The Board shall have the authority to g@ptions
that do not permit all of the following methodspafyment (or otherwise restrict the ability to ueetain
methods) and to grant Options that require theamnsf the Company to utilize a particular methéd o
payment. The methods of payment permitted by taiiGn 6(d) are:

(i) by cash or check;
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(i) pursuant to a program developed under Reguiafi as promulgated by the Federal Reserve Board
that, prior to the issuance of Common Stock, resualeither the receipt of cash (or check) by then@any
or the receipt of irrevocable instructions to plag ggregate exercise price to the Company frorsdles
proceeds;

(i) by delivery to the Company (either by actaalivery or attestation) of shares of Common Stock;

(iv) according to a deferred payment or similanagement with the Optionholdgmovided, howevel
that interest shall compound at least annuallysiradl be charged at the minimum rate of interesésgan
to avoid (i) the imputation of interest income be tCompany and compensation income to the
Optionholder under any applicable provisions of@wele and (i) the treatment of the Option as éabte
award for financial accounting purposes; or

(v) in any other form of legal consideration thatyrbe acceptable to the Board.

(e) Transferability of Options. The Board may, in its sole discretion, imposehdimitations on the
transferability of Options as the Board shall deiiee. In the absence of such a determination byatiaed to
the contrary, the following restrictions on thenggerability of Options shall apply:

(i) Restrictions on Transfer.An Option shall not be transferable except by arilby the laws of
descent and distribution and shall be exercisabimg the lifetime of the Optionholder only by the
Optionholder.

(i) Domestic Relations OrdersNotwithstanding the foregoing, an Option may taasferred
pursuant to a domestic relations order.

(iif) Beneficiary Designation.Notwithstanding the foregoing, the Optionholdexymby delivering
written notice to the Company, in a form providgddn otherwise satisfactory to the Company, desgaa
third party who, in the event of the death of th&ti@hholder, shall thereafter be entitled to exs¥dhe
Option.

() Vesting Generally. The total number of shares of Common Stock stibjean Option may vest and
therefore become exercisable in periodic installmémat may or may not be equal. The Option maguigect
to such other terms and conditions on the timénoeg when it may or may not be exercised (which bay
based on performance or other criteria) as thedweay deem appropriate. The vesting provisionsdifidual
Options may vary. The provisions of this Sectiof) &(e subject to any Option provisions governing t
minimum number of shares of Common Stock as to lvhit Option may be exercised.

(g) Termination of Continuous Servicdn the event that an OptionholdeContinuous Service termina
(other than upon the Optionholdedeath or Disability), the Optionholder may exsedhis or her Option (to tl
extent that the Optionholder was entitled to exsersiuch Option as of the date of termination oftdaous
Service) but only within such period of time endomythe earlier of (i) the date three (3) montHbfaing the
termination of the Optionholder’s Continuous Segevior such longer or shorter period specified an@ption
Agreement) or (ii) the expiration of the term oét@ption as set forth in the Option Agreementatter
termination of Continuous Service, the Optionholdees not exercise his or her Option within thestim
specified herein or in the Option Agreement (adiagble), the Option shall terminate.

(h) Extension of Termination DateAn Optionholder's Option Agreement may providetth the exercise
of the Option following the termination of the Qptholder’'s Continuous Service (other than upon the
Optionholder’s death or Disability or upon a Chaimg€ontrol) would be prohibited at any time solblcause
the issuance of shares of Common Stock would \ddla registration requirements under the Secsiiti,
then the Option shall terminate on the earlieri)athie expiration of a period of three (3) montfigathe
termination of the Optionholder’s Continuous Seeviltiring which the exercise of the Option would
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not be in violation of such registration requirertseor (ii) the expiration of the term of the Optias set forth in
the Option Agreement.

(i) Disability of Optionholder. In the event that an Optionholder’s Continuous/i8e terminates as a
result of the Optionholder’s Disability, the Optlavider may exercise his or her Option (to the exdieat the
Optionholder was entitled to exercise such Opt®ofahe date of termination of Continuous Seryibe} only
within such period of time ending on the earlie(ipthe date twelve (12) months following suchmeration of
Continuous Service (or such longer or shorter gesjeecified in the Option Agreement) or (ii) thepeation of
the term of the Option as set forth in the Optigréement. If, after termination of Continuous Sesyithe
Optionholder does not exercise his or her Optiahiwithe time specified herein or in the Option égment (a
applicable), the Option shall terminate.

() Death of Optionholder.In the event that (i) an Optionholder’s Conting@ervice terminates as a
result of the Optionholder’s death or (ii) the @ptiolder dies within the period (if any) specifiadhe Option
Agreement after the termination of the Optionholsl€ontinuous Service for a reason other than ddagh,th
Option may be exercised (to the extent the Optitdrovas entitled to exercise such Option as ofidite of
death) by the Optionholder’s estate, by a persom adyuired the right to exercise the Option by lestjor
inheritance or by a person designated to exerbiseption upon the Optionholder’s death, but onithiw the
period ending on the earlier of (i) the date eight€l8) months following the date of death (or slactyer or
shorter period specified in the Option Agreementjiipthe expiration of the term of such Optionsa forth in
the Option Agreement. If, after the Optionholdat&ath, the Option is not exercised within the tspecified
herein or in the Option Agreement (as applicatite),Option shall terminate.

(k) Early Exercise. The Option may include a provision whereby thdi@holder may elect at any time
before the Optionholdes’Continuous Service terminates to exercise the@®pk to any part or all of the she
of Common Stock subject to the Option prior tofillevesting of the Option. Any unvested share€ofmmon
Stock so purchased may be subject to a repurchpiss én favor of the Company or to any other riesin the
Board determines to be appropriate. The Companyrsetzbe required to exercise its repurchase optiotil at
least six (6) months (or such longer or shorteiggeof time necessary to avoid a charge to earrfimgs
financial accounting purposes) have elapsed foligveixercise of the Option unless the Board otherwis
specifically provides in the Option.

7. Provisions of Stock Awards other than Options

(a) Stock Purchase AwardsEach Stock Purchase Award Agreement shall badh form and shall contain
such terms and conditions as the Board shall dggmopriate. At the Board's election, shares of Camr8tock
may be (i) held in book entry form subject to thenfpany’s instructions until any restrictions redgtio the Stock
Purchase Award lapse or (ii) evidenced by a cedié, which certificate shall be held in such famnad manner as
determined by the Board. The terms and conditidr&ack Purchase Award Agreements may change firom tb
time, and the terms and conditions of separatek3tacchase Award Agreements need not be idenpoayided,
however, that each Stock Purchase Award Agreenmatitinclude (through incorporation of the provissohereof
by reference in the agreement or otherwise) thetanbe of each of the following provisions:

(i) Purchase Price. At the time of the grant of a Stock Purchase Alyéite Board will determine the pr
to be paid by the Participant for each share stibjeihie Stock Purchase Award. To the extent requiy
applicable law, the price to be paid by the Partint for each share of the Stock Purchase Awaldwtlbe
less than the par value of a share of Common Stock.

(i) Consideration. At the time of the grant of a Stock Purchase Aly#tre Board will determine the
consideration permissible for the payment of thelpase price of the Stock Purchase Award. The pisech
price of Common Stock acquired pursuant to thelSRagchase Award shall be paid either: (A) in cashy
check at the time of purchase, (B) at the discnetibthe Board, according to a deferred paymeiwottoer
similar arrangement with the Participant, (C) bgtpservices rendered to the Company or (D) in dhgrdorm
of legal consideration that may be acceptablee¢dtbard in its sole discretion and permissible urgplicable
law.
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(iii) Vesting. Shares of Common Stock acquired under a Stoath@se Award may be subject to a share
repurchase right or option in favor of the Compangiccordance with a vesting schedule to be deteyanby
the Board.

(iv) Termination of Participant’s Continuous Servicén the event that a Participant’s Continuous Berv
terminates, the Company shall have the right, butlre obligation, to repurchase or otherwise raaegany o
all of the shares of Common Stock held by the Bigent that have not vested as of the date of textizin
under the terms of the Stock Purchase Award Agreem the Boards election, the price paid for all share:
Common Stock so repurchased or reacquired by tihep@oy may be at the lesser of: (A) the Fair MaXkatie
on the relevant date, or (B) the Participant’siaagcost for such shares. The Company shall noegeired to
exercise its repurchase or reacquisition optioil ahteast six (6) months (or such longer or stoperiod of
time necessary to avoid a charge to earningstianfiial accounting purposes) have elapsed followirg
Participant’s purchase of the shares of stock aequiursuant to the Stock Purchase Award unlesswibe
determined by the Board or provided in the StocicRase Award Agreement.

(v) Transferability. Rights to purchase or receive shares of CommaockSfranted under a Stock
Purchase Award shall be transferable by the Ppatitionly upon such terms and conditions as arfogatin
the Stock Purchase Award Agreement, as the Boailtidgtermine in its sole discretion, and so loag a
Common Stock awarded under the Stock Purchase Amgardins subject to the terms of the Stock Purchase
Award Agreement.

(b) Stock Bonus AwardsEach Stock Bonus Award Agreement shall be in $agh and shall contain such
terms and conditions as the Board shall deem apptepAt the Board’s election, shares of CommarcEimay be
(i) held in book entry form subject to the Companiyistructions until any restrictions relating e tStock Bonus
Award lapse or (ii) evidenced by a certificate, géhcertificate shall be held in such form and marmasedetermined
by the Board. The terms and conditions of StockuBofward Agreements may change from time to timd, the
terms and conditions of separate Stock Bonus Awaréements need not be identical, provided, howeat eacl
Stock Bonus Award Agreement shall include (throirgiorporation of provisions hereof by referencéhia
agreement or otherwise) the substance of eactedbtlowing provisions:

(i) Consideration. A Stock Bonus Award may be awarded in considenafor (A) past services actually
rendered to the Company or an Affiliate, or (B) alyer form of legal consideration that may be ptagle to
the Board in its sole discretion and permissibldeurapplicable law.

(i) Vesting. Shares of Common Stock awarded under the Stook8Award Agreement may be subject
to forfeiture to the Company in accordance witheating schedule to be determined by the Board.

(iii) Termination of Participant’s Continuous Servicén the event a Participant’s Continuous Service
terminates, the Company may receive via a forfeitandition, any or all of the shares of Commorcsteeld
by the Participant which have not vested as ofitite of termination of Continuous Service undertéims of
the Stock Bonus Award Agreement.

(iv) Transferability. Rights to acquire shares of Common Stock undetthck Bonus Award Agreeme
shall be transferable by the Participant only upach terms and conditions as are set forth in tbek8Bonus
Award Agreement, as the Board shall determinesisdle discretion, so long as Common Stock awandeer
the Stock Bonus Award Agreement remains subjetttaderms of the Stock Bonus Award Agreement.

(c) Stock Unit Awards. Each Stock Unit Award Agreement shall be in siocm and shall contain such terms
and conditions as the Board shall deem appropfidie terms and conditions of Stock Unit Award Agneats may
change from time to time, and the terms and cambtof separate Stock Unit Award Agreements ne¢teo
identical, provided, however, that each Stock Waitard Agreement shall include (through incorponatid the
provisions hereof by reference in the agreementimerwise) the substance of each of the followirayisions:

(i) Consideration. At the time of grant of a Stock Unit Award, thedd will determine the consideratit
if any, to be paid by the Participant upon delivefyach share of Common Stock subject to the Stock
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Unit Award. The consideration to be paid (if any)the Participant for each share of Common Stoblest to
a Stock Unit Award may be paid in any form of legahsideration that may be acceptable to the Bioeitd
sole discretion and permissible under applicabe la

(i) Vesting. At the time of the grant of a Stock Unit AwardetBoard may impose such restrictions or
conditions to the vesting of the Stock Unit Awasdiain its sole discretion, deems appropriate.

(iii) Payment. A Stock Unit Award may be settled by the delivefyshares of Common Stock, their cash
equivalent, any combination thereof or in any offieem of consideration, as determined by the B@ard
contained in the Stock Unit Award Agreement.

(iv) Additional Restrictions. At the time of the grant of a Stock Unit AwardetBoard, as it deems
appropriate, may impose such restrictions or camditthat delay the delivery of the shares of Comi@twck
(or their cash equivalent) subject to a Stock Wmitrd after the vesting of such Stock Unit Award.

(v) Dividend Equivalents.Dividend equivalents may be credited in respéshares of Common Stock
covered by a Stock Unit Award, as determined byBbard and contained in the Stock Unit Award Agream
At the sole discretion of the Board, such dividegdivalents may be converted into additional shafes
Common Stock covered by the Stock Unit Award inhsomanner as determined by the Board. Any additional
shares covered by the Stock Unit Award creditedelagon of such dividend equivalents will be sublectll
the terms and conditions of the underlying Stoclt Bward Agreement to which they relate.

(vi) Termination of Participant’'s Continuous Servic&xcept as otherwise provided in the applicable
Stock Unit Award Agreement, such portion of thecBttnit Award that has not vested will be forfeitagon
the Participant’s termination of Continuous Service

(d) Stock Appreciation RightsEach Stock Appreciation Right Agreement shalinbguch form and shall
contain such terms and conditions as the Board dbaim appropriate. The terms and conditions oflSto
Appreciation Right Agreements may change from timgme, and the terms and conditions of separtuekS
Appreciation Right Agreements need not be identalvided, however, that each Stock AppreciatigghR
Agreement shall include (through incorporationha provisions hereof by reference in the agreemeatherwise)
the substance of each of the following provisions:

(i) Strike Price and Calculation of AppreciatiorEach Stock Appreciation Right will be denominaited
shares of Common Stock equivalents. The apprenidigiribution payable on the exercise of a Stock
Appreciation Right will be not greater than an amtoequal to the excess of (A) the aggregate Fankdta
Value (on the date of the exercise of the StockrApiation Right) of a number of shares of Commatkst
equal to the number of share of Common Stock etgnt&in which the Participant is vested under ssititk
Appreciation Right, and with respect to which ttetRipant is exercising the Stock Appreciation iRign sucl
date, over (B) an amount (the strike price) thdltlvdé determined by the Board at the time of giHrthe Stock
Appreciation Right.

(i) Vesting. At the time of the grant of a Stock AppreciatRight, the Board may impose such
restrictions or conditions to the vesting of sutbc® Appreciation Right as it, in its sole discoetj deems
appropriate.

(iii) Exercise. To exercise any outstanding Stock AppreciatioghRithe Participant must provide written
notice of exercise to the Company in compliancé it provisions of the Stock Appreciation Rightrégmer
evidencing such Stock Appreciation Right.

(iv) Payment. The appreciation distribution in respect to acBtAppreciation Right may be paid in
Common Stock, in cash, in any combination of the twin any other form of consideration, as detasdiby
the Board and contained in the Stock AppreciatighRAgreement evidencing such Stock AppreciatioghiR

(v) Termination of Continuous Servicdn the event that a Participant’s Continuous Berterminates,
the Participant may exercise his or her Stock Agiptn Right (to the extent that the Participaasventitled t
exercise such Stock Appreciation Right as of the datermination) but only within such period ohe
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ending on the earlier of (i) the date three (3) theriollowing the termination of the Participan€entinuous
Service (or such longer or shorter period specifieithe Stock Appreciation Right Agreement) or {fig
expiration of the term of the Stock AppreciatiomRias set forth in the Stock Appreciation Rightéement.
If, after termination, the Participant does notreige his or her Stock Appreciation Right withire tfime
specified herein or in the Stock Appreciation Riglgreement (as applicable), the Stock AppreciaRaght
shall terminate.

(e) Other Stock Awards.Other forms of Stock Awards valued in whole opart by reference to, or otherwise
based on, Common Stock may be granted either aloimeaddition to Stock Awards provided for undeicton 6
and the preceding provisions of this Section 7 j&tuho the provisions of the Plan, the Board shalle sole and
complete authority to determine the persons to whaththe time or times at which such Other Stoclarls will
be granted, the number of shares of Common Stadkéacash equivalent thereof) to be granted putsoasuch
Other Stock Awards and all other terms and conditiof such Other Stock Awards.

8. Covenants of the Company.

(a) Availability of Shares. During the terms of the Stock Awards, the Compstmgll keep available at all tim
the number of shares of Common Stock requiredtisfgauch Stock Awards.

(b) Securities Law ComplianceThe Company shall seek to obtain from each reégl@ommission or agen
having jurisdiction over the Plan such authorityreesy be required to grant Stock Awards and to isswksell shar
of Common Stock upon exercise of the Stock Awapdayided, however, that this undertaking shallnegjuire the
Company to register under the Securities Act tlam PAny Stock Award or any Common Stock issuedswable
pursuant to any such Stock Award. If, after reabtmafforts, the Company is unable to obtain fram such
regulatory commission or agency the authority twainsel for the Company deems necessary for thiallésguanc
and sale of Common Stock under the Plan, the Coynglaall be relieved from any liability for failute issue and
sell Common Stock upon exercise of such Stock Awardess and until such authority is obtained.

9. Use of Proceeds from Sales of Common Stoc

Proceeds from the sale of shares of Common Stockupnt to Stock Awards shall constitute generatl suof
the Company.

10. Miscellaneous.

(a) Acceleration of Exercisability and Vestingrhe Board shall have the power to acceleratéitieat which
a Stock Award may first be exercised or the timamduwhich a Stock Award or any part thereof widlst in
accordance with the Plan, notwithstanding the mionss in the Stock Award stating the time at whiahay first be
exercised or the time during which it will vest.

(b) Shareholder Rights.No Participant shall be deemed to be the holflesrdo have any of the rights of a
holder with respect to, any shares of Common Ssodfect to such Stock Award unless and until suartid?pant
has satisfied all requirements for exercise ofSteck Award pursuant to its terms.

(c) No Employment or Other Service Rightslothing in the Plan, any Stock Award Agreemenotbier
instrument executed thereunder or any Stock Aweadtgd pursuant thereto shall confer upon any ¢daatit any
right to continue to serve the Company or an Affdiin the capacity in effect at the time the Staalard was
granted or shall affect the right of the Companpoffiliate to terminate (i) the employment of Employee with
or without notice and with or without cause, (ligtservice of a Consultant pursuant to the ternssici
Consultant’s agreement with the Company or an iafl or (iii) the service of a Director pursuanthe Bylaws of
the Company or an Affiliate, and any applicablevisimns of the corporate law of the state in whitd Company ¢
the Affiliate is incorporated, as the case may be.

(d) Incentive Stock Option $100,000 Limitatioff.o the extent that the aggregate Fair Market &alu
(determined at the time of grant) of Common Stodk wespect to which Incentive Stock Options arereisable fo
the first time by any Optionholder during any calanyear (under all plans of the Company and ariji#tés)
exceeds one hundred thousand dollars ($100,0@0Dtions or portions thereof that exceed sucht [jaticording
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to the order in which they were granted) shallrbated as Nonstatutory Stock Options, notwithstagndny contrar
provision of the applicable Option Agreement(s).

(e) Investment AssurancesThe Company may require a Participant, as a tionddf exercising or acquiring
Common Stock under any Stock Award, (i) to givetteri assurances satisfactory to the Company &eto t
Participant’s knowledge and experience in finanaied business matters andoremploy a purchaser represente
reasonably satisfactory to the Company who is kedggable and experienced in financial and busimesters and
that he or she is capable of evaluating, alonegether with the purchaser representative, thetsnand risks of
exercising the Stock Award and (ii) to give writtessurances satisfactory to the Company statingttedarticipar
is acquiring Common Stock subject to the Stock Alxfar the Participant’s own account and not witly present
intention of selling or otherwise distributing tB®@mmon Stock. The foregoing requirements, and aayrances
given pursuant to such requirements, shall be iratie if (i) the issuance of the shares upon tter@se or
acquisition of Common Stock under the Stock Awaad been registered under a then currently effectigistratior
statement under the Securities Act or (ii) as tp @articular requirement, a determination is magedunsel for the
Company that such requirement need not be metigitbumstances under the then applicable seculéies. The
Company may, upon advice of counsel to the Compalage legends on stock certificates issued uraePtan as
such counsel deems necessary or appropriate intordemply with applicable securities laws, indhgl but not
limited to, legends restricting the transfer of @@mmon Stock.

(f) Withholding Obligations. To the extent provided by the terms of a StoclafdvAgreement, the Company
may, in its sole discretion, satisfy any federtdtesor local tax withholding obligation relatinga Stock Award by
any of the following means (in addition to the Ca@mp's right to withhold from any compensation paidhe
Participant by the Company) or by a combinatioswth means: (i) causing the Participant to tendish paymer
(i) withholding shares of Common Stock from theuss of Common Stock issued or otherwise issualileet
Participant in connection with the Stock Award{id} by such other method as may be set forthis $tock Award
Agreement.

(9) Electronic Delivery. Any reference herein to a “written” agreementiocument shall include any
agreement or document delivered electronicallyosted on the Company’s intranet.

(h) Performance Stock AwardsA Stock Award may be granted, may vest, or magx®rcised based upon
service conditions, upon the attainment during doP@ance Period of certain Performance Goalsotin.bThe
length of any Performance Period, the Performarmasxo be achieved during the Performance Pegiodi the
measure of whether and to what degree such Penf@er@oals have been attained shall be conclusidetrmined
by the Board in its sole discretion. The maximumddi to be received by any individual in any calanyear
attributable to Stock Awards described in this Bac10(h) shall not exceed the value of one hunthiedsand
(100,000) shares of Common Stock.

11. Adjustments upon Changes in Common Stock; Corporat&ransactions.

(a) Capitalization Adjustmentslf any change is made in, or other events ocgtir iespect to, the Common
Stock subject to the Plan or subject to any Stosle after the effective date of the Plan set fortBection 14
without the receipt of consideration by the Compéhyough merger, consolidation, reorganizationapatalization
reincorporation, stock dividend, dividend in prdgesther than cash, stock split, liquidating divide combination
of shares, exchange of shares, change in corpatratgture or other transaction not involving theeipt of
consideration by the Company (each@apitalization Adjustment)), the Plan shall be appropriately adjusted in:
(i) the class(es) and maximum number of securdiggect to the Plan pursuant to Sections 4(a) ényq @i) the
class(es) and maximum number of securities thatlmeagsued pursuant to the exercise of Incentivek3Dptions
pursuant to Section 4(b), (i) the maximum numbgsecurities that may be awarded to any persosuaumt to
Sections 5(c) and 10(h) and (iv) the class(es)ramber of securities and price per share of stabjest to
outstanding Stock Awards. The Board shall make suiphstments, and its determination shall be fibiaiding and
conclusive. (Notwithstanding the foregoing, theansion of any convertible securities of the Comypsimall not be
treated as a transaction “without receipt of comsition” by the Company.)

(b) Dissolution or Liquidation. In the event of a dissolution or liquidation bétCompany, all outstanding
Stock Awards (other than Stock Awards consistingesited and outstanding shares of Common Stockutnjé¢ct
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to the Company’s right of repurchase) shall tert@namediately prior to the completion of such dlasion or
liquidation, and the shares of Common Stock sulifetite Company repurchase option may be repurchased b
Company notwithstanding the fact that the holdesuah Stock Award is providing Continuous Servjgreyided,
however, that the Board may, in its sole discretaause some or all Stock Awards to become fultea
exercisable and/or no longer subject to repurcbasgerfeiture (to the extent such Stock Awards hagtpreviously
expired or terminated) before the dissolution quililation is completed but contingent on its cortipie

(c) Corporate Transaction. The following provisions shall apply to Stock Amda in the event of a Corporate
Transaction unless otherwise provided in a writlgreement between the Company or any Affiliatetaecholder
of the Stock Award:

(i) Stock Awards May Be Assumeth the event of a Corporate Transaction, anyisimy corporation or
acquiring corporation (or the surviving or acquiricorporation’s parent company) may assume or goatany
or all Stock Awards outstanding under the Plan ay isubstitute similar stock awards for Stock Awards
outstanding under the Plan (including but not lgdito, awards to acquire the same consideratiahtpahe
shareholders of the Company pursuant to the Caigdiransaction), and any reacquisition or repurehights
held by the Company in respect of Common Stockedgursuant to Stock Awards may be assigned by the
Company to the successor of the Company (or theesgor’s parent company, if any), in connectioinwiich
Corporate Transaction. A surviving corporation cguring corporation may choose to assume or coatonly
a portion of a Stock Award or substitute a simgaock award for only a portion of a Stock AwardeTthrms of
any assumption, continuation or substitution shalset by the Board in accordance with the pronssiaf
Section 3.

(i) Stock Awards Held by Current Participant$n the event of a Corporate Transaction in whiah
surviving corporation or acquiring corporation {@@rparent company) does not assume or continue suc
outstanding Stock Awards or substitute similar stawards for such outstanding Stock Awards, theh wi
respect to Stock Awards that have not been asswoatinued or substituted and that are held byiddaants
whose Continuous Service has not terminated poitheé effective time of the Corporate Transactiefefred
to as the ‘Current Participants”), the vesting of such Stock Awards (and, if apable, the time at which such
Stock Awards may be exercised) shall (contingeonupe effectiveness of the Corporate Transactien)
accelerated in full to a date prior to the effegetiime of such Corporate Transaction as the Bdzatl s
determine (or, if the Board shall not determinehsaiclate, to the date that is five (5) days podhe effective
time of the Corporate Transaction), and such Sfoaghkrds shall terminate if not exercised (if applilsg at or
prior to the effective time of the Corporate Trastgm, and any reacquisition or repurchase rigketd by the
Company with respect to such Stock Awards shafldggontingent upon the effectiveness of the Caitpor
Transaction).

(iii) Stock Awards Held by Persons other than CurrentiBigants. In the event of a Corporate
Transaction in which the surviving corporation ogairing corporation (or its parent company) doesassum
or continue such outstanding Stock Awards or stutstsimilar stock awards for such outstanding Stoc
Awards, then with respect to Stock Awards that hastebeen assumed, continued or substituted ancitba
held by persons other than Current Participanesyésting of such Stock Awards (and, if applicatiie,time at
which such Stock Award may be exercised) shalbecdccelerated and such Stock Awards (other ti&tock
Award consisting of vested and outstanding shafr€mmon Stock not subject to the Company’s right o
repurchase) shall terminate if not exercised (ffliapble) prior to the effective time of the Corpte
Transaction; provided, however, that any reacqaisior repurchase rights held by the Company vétpect tc
such Stock Awards shall not terminate and may oastto be exercised notwithstanding the Corporate
Transaction.

(iv) Payment for Stock Awards in Lieu of Exercigdotwithstanding the foregoing, in the event acgto
Award will terminate if not exercised prior to thfective time of a Corporate Transaction, the Baaay
provide, in its sole discretion, that the holdeso€th Stock Award may not exercise such Stock Aveatdwill
receive a payment, in such form as may be detedhbgehe Board, equal in value to the excess,yf ah
(A) the value of the property the holder of thecktéward would have received upon the exercisdef3tock
Award, over (B) any exercise price payable by sualder in connection with such exercise.
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(d) Change in Control. A Stock Award may be subject to additional acelen of vesting and exercisability
upon or after a Change in Control as may be pravideéhe Stock Award Agreement for such Stock Awarés
may be provided in any other written agreement betwthe Company or any Affiliate and the Participbat in the
absence of such provision, no such acceleratioh@taur.

12. Amendment of the Plan and Stock Awards

(&) Amendment of Plan.Subject to the limitations, if any, of applicaldev, the Board at any time, and from
time to time, may amend the Plan. However, exceptrravided in Section 11(a) relating to Capitalmat
Adjustments, no amendment shall be effective urdpgsoved by the shareholders of the Company textent
shareholder approval is necessary to satisfy agigbdaw.

(b) Shareholder Approval.The Board, in its sole discretion, may submit ather amendment to the Plan for
shareholder approval, including, but not limitedamendments to the Plan intended to satisfy tha@inements of
Section 162(m) of the Code and the regulationsetiveder regarding the exclusion of performance-based
compensation from the limit on corporate dedudtipidf compensation paid to Covered Employees.

(c) Contemplated Amendmentdt is expressly contemplated that the Board nragrad the Plan in any respect
the Board deems necessary or advisable to proligible Employees with the maximum benefits prowdde to be
provided under the provisions of the Code and d¢geilations promulgated thereunder relating to IticerStock
Options and/or to bring the Plan and/or Incentiteck Options granted under it into compliance thétte

(d) No Impairment of Rights.Rights under any Stock Award granted before ammemd of the Plan shall not
be impaired by any amendment of the Plan unlesbdilCompany requests the consent of the affeceitipant
and (ii) such Participant consents in writing.

(e) Amendment of Stock Award§.he Board, at any time and from time to time, ramend the terms of any
one or more Stock Awards, including, but not lirdite, amendments to provide terms more favoralala th
previously provided in the Stock Award Agreemenbject to any specified limits in the Plan that aoé subject to
Board discretion; provided, however, that the ggimder any Stock Award shall not be impaired bysrch
amendment unless (i) the Company requests the mbokthe affected Participant and (ii) such Pgrtat consents
in writing.

13. Termination or Suspension of the Plan

(a) Plan Term. The Board may suspend or terminate the Planyatime. Unless sooner terminated, the Plan
shall terminate on the day before the tenth (1@tmjversary of the date the Plan is adopted bBtad or
approved by the shareholders of the Company, whéathie earlier. No Stock Awards may be granted utide Plar
while the Plan is suspended or after it is tern@dat

(b) No Impairment of Rights.Suspension or termination of the Plan shall mggair rights and obligations
under any Stock Award granted while the Plan isffact except with the written consent of the affecParticipant.
14. Effective Date of Plan.

This Plan (as an amendment and restatement ofritveFan) shall become effective on the date thatPlan i
adopted by the Board, but no Stock Award shallXsrased (or, in the case of a Stock Purchase Av&tratk
Bonus Award, Stock Unit Award, or Other Stock Awatthll be granted) unless and until the Plan haa be
approved by the shareholders of the Company, wigighoval shall be within twelve (12) months beforafter the
date the Plan is adopted by the Board.

15. Choice of Law.

The law of the State of California shall governalestions concerning the construction, validitg an
interpretation of this Plan, without regard to sstdte’s conflict of laws rules.
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PROXY
ARADIGM CORPORATION
PROXY SOLICITED BY THE BOARD OF DIRECTORS
FOR THE ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD ON MAY 14, 2010

The undersigned hereby appoints IGOR GONDARNIEFFERY GRIMES, and each of them, as attoraegsproxies of the
undersigned, with full power of substitution, tat@a@ll shares of stock of Aradigm Corporation tit undersigned may be entitled to vote at
the 2010 Annual Meeting of Shareholders of Aradigarporation to be held at Aradigm Corporation’sa$ located at 3929 Point Eden
Way, Hayward, California on Friday, May 14, 201®40 a.m. local time, and at any and all postpamés) continuations and adjournments
thereof, with all powers that the undersigned wqaddsess if personally present, upon and in regee following matters and in
accordance with the following instructions, witlsclietionary authority as to any and all other mattieat may properly come before the
meeting.

M Please mark votes as in this example.

MANAGEMENT RECOMMENDS A VOTE FOR THE NOMINEEBOR DIRECTOR LISTED BELOW AND A VOTE “FOR”
PROPOSALS 2, 3 AND 4

UNLESS A CONTRARY DIRECTION IS INDICATED, THI®ROXY WILL BE VOTED FOR ALL NOMINEES LISTED IN
PROPOSAL 1 AND FOR PROPOSALS 2, 3 AND 4, AS MOREESHFICALLY DESCRIBED IN THE PROXY STATEMENT. IF
SPECIFIC INSTRUCTIONS ARE INDICATED, THIS PROXY WILLBE VOTED IN ACCORDANCE THEREWITH.

1. Toreelect (01) Frank H. Barker, (02) Igor Gonds)( FOR ALL NOMINEES
John M. Siebert and (04) Virgil D. Thompson as WITHHELD FROM ALL NOMINEES
directors to hold office until the next annual niegtof FOR ALL NOMINEES EXCEPT:
shareholders and until their successors are ele

ooo

2. To approve an amendment to Aradigm’s 2005 Equity FOR AGAINST ABSTAIN
Incentive Plan to increase the aggregate number of O O O
shares of Common Stock authorized for issuancerunde
such plan by 4,000,000 shar

3. To approve an amendment to Aradigm’s Amended and FOR AGAINST ABSTAIN
Restated Articles of Incorporation to increase the O O O
authorized number of shares of Common Stock from
150,000,000 to 225,000,0C

4. To ratify the selection of Odenberg, Ullakko, Muisdm FOR AGAINST ABSTAIN
& Co. LLP as Aradigm’s independent registered publi O O O
accounting firm for the fiscal year ending Decembgr
2010.

Please vote, date and promptly return thigyno the enclosed return envelope which is posfageaid if mailed in the United States.

Please sign exactly as your name appearsrdfestock is registered in the names of two orengersons, each should sign. Executors,
administrators, trustees, guardians and attorrmeyaeit should add their titles. If signer is a amation, please give full corporate name and
have a duly authorized officer sign. If signer igaatnership, please sign in partnership name gradithorized person.

Signature Date

Signature Date




