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ARQULE, INC.
NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

TO BE HELD MAY 13, 2010
To Our Stockholders,

Our 2010 Annual Meeting of Stockholderswé held at the offices of ArQule, Inc. at 19 Rdestial Way, Woburn, Massachusetts
01801-5140 at 10:00 a.m. Eastern Daylight SaviriggeTon Thursday, May 13, 2010 for the following jposes:

1. To elect Michael. D. Loberg and Nancy A. Simoniardaectors to hold office for a term of three yeand until their
respective successors are elected and qualified,;

2. To approve an amendment to our Amended and Rest@ftEquity Incentive Plan to increase the nunabshares of
common stock available for awards granted undePtae by 1,500,000 from 11,000,000 to 12,500,0@0eshof common
stock; and

3. To ratify the selection of PricewaterhouseCoopérB,lan independent registered public accounting,fto audit our financial

statements for the year ending December 31, 2010.

Only stockholders of record at the closbudiness on March 26, 2010 will be entitled tcevatt the meeting or any adjournment. A lis
these stockholders will be available during ordjnausiness hours at the offices of ArQule, Inc.dgreriod beginning ten days before the
meeting. Any stockholder may examine the list foy purpose germane to the meeting.

We look forward to seeing you at the megtin

IT IS IMPORTANT THAT YOUR SHARES ARE REPRESENTED AT THE MEETING. THEREFORE, WHETHER OR NOT
YOU PLAN TO ATTEND THE MEETING, PLEASE COMPLETE YOU R PROXY AND RETURN IT IN THE ENCLOSED
ENVELOPE, WHICH REQUIRES NO POSTAGE IF MAILED IN TH E UNITED STATES. YOU MAY ALSO SUBMIT YOUR
PROXY ELECTRONICALLY OR BY TELEPHONE, ACCORDING TO THE INSTRUCTIONS ON THE ENCLOSED PROXY
CARD. IF YOU ATTEND THE MEETING AND WISH TO VOTE IN PERSON, YOUR PROXY WILL NOT BE USED. YOU MAY
REVOKE YOUR PROXY AT ANY TIME BEFORE IT IS VOTED.

By order of our Board of Director

"

Peter S. Lawrence
President and Chief Operating Officer

Woburn, Massachusetts

Dated: April 12, 2010




ARQULE, INC.

19 Presidential Way
Woburn, Massachusetts 01801-5140
Telephone: (781) 994-0300

Proxy Statement

General Information

With the enclosed proxy card, our Boar®wokctors (the "Board") is soliciting your proxyrfase at our 2010 Annual Meeting of
Stockholders to be held at the offices of ArQuie. lat 19 Presidential Way, Woburn, Massachusé89D-5140 at 10:00 a.m. Eastern
Daylight Savings Time on Thursday, May 13, 2010 ang adjournment or postponement of the meeting pifoxy statement and
accompanying proxy card are first being sent oegito stockholders on or about April 12, 2010.

The principal business expected to be #etesl at the meeting, as more fully described beldgivbe the election of directors, the
approval of an amendment to our Amended and Rest®&@4 Equity Incentive Plan, and the ratificatadrselection of
PricewaterhouseCoopers LLP, an independent registiblic accounting firm, to audit our financitdtements for the fiscal year ending
December 31, 2010.

Stockholders may revoke the authority grdrity an executed proxy at any time before its@serby voting in person at the meeting or
by filing with our Secretary a written revocationabduly executed proxy bearing a later date.

We will bear the cost of solicitation ofbopies, including charges and expenses of brokefiage and others for forwarding solicitation
material by mail to beneficial owners of stock. Wave retained the Proxy Advisory Group, LLC to iaidhe solicitation of proxies by mail,
telephone, facsimile, e-mail and personal soligtatFor these services we will pay the Proxy AdwsGroup, LLC a fee of $18,000 plus
reimbursement of certain specified outpafeket expenses. In addition, our officers, empdsy@nd other representatives may solicit proxir
person or by telephone.

Only stockholders of record at the closéudiness on March 26, 2010 will be entitled tecevatt the meeting. On that date, we had
outstanding 44,729,014 shares of common stock 148a0value ("Common Stock"), each of which istéedito one vote. The presence at the
meeting, in person or by proxy, of a majority of outstanding shares of Common Stock entitled te abthe Annual Meeting shall
constitute a quorum for the transaction of business

You may submit your proxy in writing, eleamically, or by telephone according to the instiarts on the enclosed proxy card. If you
submit a proxy without directions as to votes amihatters to be considered at the Annual Meetirgptoxy will be voted "FOR" the electi
of the nominees listed below and "FOR" proposakn®, 3. The Company is not aware of any mattentfibbe brought before the annual
meeting (other than procedural matters) that iefetrred to herein. Abstentions and broker noresetill be considered present for purposes
of determining the presence of a quorum. Brokervaies are proxies submitted by brokers that ddnuitate a vote for one or more
proposals because the brokers have not receiveddtiens from the beneficial owners on how to votethese proposals and do not have
discretionary voting authority.

Important Notice Regarding the Availability of Proxy Materials for the Annual Meeting of Stockholdersto be Held May 13, 2010:

This Proxy Statement and the ArQule, Inc. 2009 Annal Report on Form 10-K for the year ended DecembeBl, 2009 are available at
WWW. pr oxyvote.com.
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PROPOSAL 1—ELECTION OF DIRECTORS

Our By-laws provide that the number of dices is established by our Board of Directors. Fait0, the number of directors is currently
fixed at seven, divided into three classes as equaimber as possible and defined by the expinatites of their terms of service. At the
meeting, two directors will be elected to a ternoffifce of three years, expiring in 2013, and utitéir respective successors are elected and
qualified.

Michael D. Loberg and Nancy A. Simonianttbof whom are presently serving as directors, lmeen nominated for re-election by our
Board of Directors for a term of three years. Uslggur proxy withholds authority to vote for eittadrthe nominees, the shares represente
your proxy will be voted for their election as tBeard's nominees. If either nominee is unable teesevhich is not expected, the sha
represented by your proxy will be voted for sudmeotcandidate as may be nominated by the Boardretirs.

Vote Required

The affirmative vote of a plurality of tkbares of Common Stock cast by the stockholdeseptat the meeting, in person or by proxy,
and entitled to vote on this proposal is requiedlect each of the nominees. Broker non-votesvatebs withheld will not affect the outcome
of the election of directors.

Set forth below is certain information abthe qualifications and other directorships of tloeninees and our continuing incumbent
directors.

Nominees for Terms Expiring at the 2013 Annual Meéhg

Michael D. Loberg, Ph.D.(Age: 62) Dr. Loberg has been a director since dgnR007. Dr. Loberg is Chairman of the Board of
Directors of Inotek Pharmaceuticals Corporatiodegeloper of ophthalmic medicines, and recentlyestas its Interim Chief Executive
Officer. Previously, he served as Chief ExecutiyBo®r and a member of the Board of Directors ofrdlVed, Inc., a pharmaceutical
company, from September 1997 to March 2006 antsd& ésident from September 2003 to March 2006nRA®79 to 1997, Dr. Loberg held
a number of senior management positions at Bridirs Squibb, including President of Bristol-My&guibb's Oncology and Immunology,
U.S. Primary Care, Northern Europe, Specialty Plaasuticals and Squibb Diagnostics divisions, a$ agetlirector and Vice President, E.R.
Squibb & Sons Research and Development. Priors@mmiployment with Bristol-Myers Squibb, Dr. Lob&vgs an associate professor of
medicine and pharmacy from 1976 to 1979 and astassiprofessor from 1973 to 1976 at the Universitilaryland. Since 2004, Dr. Lobe
has been a director of Kereos, Inc., a developtargkted molecular imaging agents and therapeltitsl May 2009 when he did not stand
for reelection, he was a director of AMAG, a bidteology company focused in renal disease. He foBIS. in Chemistry from Trinity
College and a Ph.D. in Chemistry from Washingtoriversity.

Nancy A. Simonian, M.D.(Age: 49) Dr. Simonian has been a director sincg R206. Dr. Simonian is currently Chief Medical ©O&r
and Senior Vice President of Clinical, Medical, &efulatory Affairs at Millennium Pharmaceuticdls;. The Takeda Oncology Company,
where she has worked since 2001. From 1995 to ZD0Kimonian was at Biogen, Inc. where she wagd/ibe President of Medical
Research, responsible for the development of Avphgsabri, and multiple gene-therapy clinical depshent programs. Prior to joining the
pharmaceutical industry, Dr. Simonian was on thoeiltg of Massachusetts General Hospital and Haréedical School as an assistant
professor of neurology. She was also engaged Imladic science and clinical research related tootkegenerative diseases. Dr. Simonian
graduated from Princeton University, received heDMrom the University of Pennsylvania Medical 8oh and completed her internship in
medicine and residency in neurology at MassachaiS&xheral Hospital.

OUR BOARD OF DIRECTORS RECOMMENDS A VOTE "FOR" THE ELECTION OF THE
NOMINEES LISTED ABOVE.




Continuing Incumbent Directors with Terms Expiring at the 2011 Annual Meeting

Ronald M. Lindsay, Ph.D.(Age: 62) Dr. Lindsay has been a director since R00D5. He currently operates Milestone Consuléng,
biopharmaceutical consulting enterprise. Dr. Liyda@as previously Chief Scientific Officer and ViBeesident, Research and Development,
at diaDexus Inc. from 2000 to 2004, and held a remolf positions at Millennium Pharmaceuticals, lfrecluding Senior Vice President,
Biotherapeutics, from 1997 to 2000. At Regeneroarflaceuticals, where he worked from 1989 to 1987%v&s a founding scientist and V
President, Neurobiology. Dr. Lindsay also workethatSandoz Institute for Medical Research, Lonfdom 1984 to 1989, where he was
Head of Cell Biology. He is a director of Sequenioim, HistoRx Inc., and a Senior Advisor to TVM-Gaph Munich. Dr. Lindsay is
Executive Chairman of NeuroCentRx Pharmaceutictds Edinburgh, Scotland, which he co-founded i@®®r. Lindsay completed post-
doctoral work at the Friedrich Miescher Institiaad he holds a B.Sc. (Hons) in chemistry from tinéversity of Glasgow and a Ph.D. in
biochemistry from the University of Calgary.

William G. Messenger, D. Min.(Age: 49) Dr. Messenger has been a director sianaaly 2005. He chairs the Company's
Compensation, Nominating and Governance Committddésaa member of its Audit Committee. From 1991984, Dr. Messenger was Vi
President of Marketing and Sales for Advanced Matalsystems. He has been the owner and managiegtdi of the Lexington Sycamore
Group, consultants in the fields of business sfsgterganization and leadership, since 1994. Fre@9ko 2008, Dr. Messenger served as
Director of the Mockler Center for Faith and Ethiegshe Workplace at Gordon-Cornwell Theologicairfagary. He currently serves as
adjunct professor of business ethics at RenssBlagtechnic Institute. Dr. Messenger received a Bi®hysics with highest honors from
Case Western Reserve University, an M.B.A. witthhdgstinction from Harvard Business School, a MasfeDivinity degree summa cum
laude , from Boston University School of Theology, anBactor of Ministry from Gordon-Conwell Theologicgkeminary.

Patrick J. Zenner (Age: 63) Mr. Zenner was named Chairman of the BaaMay 2004 and has been a director since 2002Zkhner
retired in 2001 from the position of President &idef Executive Officer of Hoffmann-La Roche InNorth America. Hoffmann-La
Roche Inc., based in Nutley, N.J., is the presiatiptirug unit of the Roche Group. Mr. Zenner hadiaus executive positions during his 32-
year career with the company. Mr. Zenner is culyesn the Board of Trustees of Creighton Universibd is Chairman of the Board
Trustees of Fairleigh Dickinson University. In aiioh, Mr. Zenner is a member of the Boards of Dtivex of Geron Corporation, Xoma Ltd.,
and West Pharmaceutical Services, Inc., and Chaiohthe Board of Exact Sciences, Inc. Until itesa September 2009, Mr. Zenner was a
director of CuraGen Corporation. He has a B.S./Brém Creighton University and an M.B.A. from Faidh Dickinson University.

Continuing Incumbent Directors with Terms Expiring at the 2012 Annual Meeting

Timothy C. Barabe (Age: 57) Mr. Barabe has been a director since Ndper 2001. Mr. Barabe is currently Executive SeNfiae
President and Chief Financial Officer of Affymetrixc. Previously, from July 2006 until March 20h@ was Senior Vice President and C
Financial Officer of Human Genome Sciences, Incwds with Regent Medical Limited, a U.K.-basedyately owned, surgical supply
company, where he was Chief Financial Officer frad04-2006. Mr. Barabe served with Novartis AG frb&82 through August 2004 in a
succession of senior executive positions in finagemeral management, and strategic planning, rmoshtly as the Chief Financial Officer
Sandoz GmbH, the generic pharmaceutical subsidiaovartis. Mr. Barabe received his B.B.A. degit@n the University of
Massachusetts (Amherst) and his M.B.A. degree ftwriniversity of Chicago.

Paolo Pucci(Age: 49) Mr. Pucci joined ArQule as Chief Execeti®fficer and a member of the board of directordune 2008 from
Bayer A.G., where he served as senior vice presalah




president in charge of the Bayer-Schering Pharmaedsl Global Oncology/Specialized TherapeuticsiBess Units. Previously, Mr. Pucci
was senior vice president of Bayer Pharmaceut@iibal Specialty Business Unit, president of U.Barfhaceutical Operations and a
member of the Bayer Pharmaceuticals Global Manage@emmittee. At Bayer, Mr. Pucci was involved ibraad range of activities related
to Nexavar® gorafenib), an oral multiple kinase inhibitor usedreat liver and kidney cancers. These activitietuded clinical developmei
regulatory review, corporate alliance managemeanotlyrct launch and marketing. Mr. Pucci joined Bag®head of its Italian Pharmaceutical
operations in 2001. Prior to Bayer, Mr. Pucci hataitions of increasing responsibility with Eli lyil culminating with his appointment as
Managing Director, Eli Lilly Sweden AB. At Lilly, i responsibilities included operations, sales kai@mg and strategic planning. Mr. Pucci
holds an MBA from the University of Chicago andaigraduate of the Universita Degli Studi Di NapoINaples, Italy.

CORPORATE GOVERNANCE
Corporate Governance Guidelines

At ArQule, we value honesty, integrity, aa@tness in our dealings with our fellow employeasr stockholders, our collaborators and
our communities. In addition to meeting both théeleand the spirit of regulations and rules add g the Securities and Exchange
Commission ("SEC"), other federal and state lawbragulations and the standards of the Nasdaq Glédket ("Nasdaqg"), our directors
have mandated that our business dealings compiythét highest ethical and corporate governancelatds.

We have adopted general corporate goveenpricciples, the ArQule Corporate Code of Condi€bde of Conduct") and related
policies to provide guidance to our directors arahagement in their efforts to provide effective apg@ropriate corporate governance. As is
the case with our other policies and practicestahets reflected in the Code of Conduct and pesieire intended to align the interests of our
directors, management and other employees witletbbeur stockholders. We will review and, if nexay in our judgment, modify the
guidelines from time to time. The governance pples, Code of Conduct, and certain related poliaiesavailable on our website at
http: //mww.argule.comin the "Investors and Media" Section under the mgpatiCorporate Governance.”

Corporate Code of Conduct

The Code of Conduct applies to our diresstemployees and officers, including our Chief e Officer, President and Chief
Operating Officer, Vice President of Finance, Cogte Controller and Treasurer (our principal exieubfficer, principal financial officer
and principal accounting officer, respectively)daur Chief Medical Officer and Chief Scientificf@er. The Code of Conduct addresses
standards of conduct expected of each directacesfand employee; conflicts of interest; discl@sprocess; compliance with laws, rules and
regulations (including insider trading laws); cori@ opportunities; confidentiality; fair dealirad protection and proper use of Company
assets. It also strongly encourages the reporfiagyillegal or unethical behavior. Waivers of tleguirements of the Code of Conduct or
associated policies with respect to members oBtheerd of Directors and executive officers are scitije the approval of the full Board or a
committee of the Board to which resolution of thetter is delegated and will be disclosed on oursiteb

Director Qualifications and Nomination Process
Director Qualifications

The Compensation, Nominating and Govern@memittee identifies nominees for directors froanigus sources including referrals
from current Board members and industry contantthé past, the




Compensation, Nominating and Governance CommitsaiBed third party consultants to assist in ifigng, evaluating, and recruiting
potential nominees, but no third party consultaas wsed during 2009. The directors have not setdocriteria or qualifications for
individuals to be nominated or re-nominated as whatds for Board membership. Instead, the Compemsaiominating and Governance
Committee has developed a general profile for aiatds reflecting the personal and professionalacieristics that our directors believe a
suitable individual should possess. Such charatiesiinclude integrity, suitable business acumaheducational background, relevant
industry experience, understanding of interpersoeiationships, no conflict of interest, a high deggof commitment to the functioning of the
Board of Directors and its committees, and thetgtiid meet the independence and financial liten@guirements defined by applicable
Nasdag and SEC rules. Additionally, while the Congagion, Nominating and Governance Committee doebawve a formal diversit
policy, it carefully considers diversity of backgral, professional experience, and business culiealuating candidates for Board
membership. The Company does not require membéhe doard (or our executive officers) to purchashold a minimum number of
shares of our Common Stock.

Our Company is a clinical-stage biotechggloompany engaged in the research and developrhemovative cancer therapeutics. In
light of the Company's current needs and busingsstjes, the Compensation, Nominating and GovecgaCommittee believes that the
Board's membership should include directors wittigh level of scientific and relevant business eigrece. Our business requires an
understanding of the science behind our pre-clirdod clinical product candidates, as well as fh@aal development and commercialization
processes. Accordingly, the Compensation, Nomigadimd Governance Committee believes that scientifieg development and
commercialization experience should be represeametie Board. In addition, as a public company,Bagrd should include individuals who
are financially literate to serve as members ofaiheit and other committees. We also believe thahbers should have a firm grounding in
corporate governance and business ethics. Lasihhwsiness is dynamic and rapidly involving, aedéfits from having a Board that
includes individuals from a variety of backgrouragl professional experiences which contribute ¢cBbard's overall ability to identify and
ask difficult questions and to think innovatively.

The following table summarizes the spedi@lifications, attributes, skills and experiedescribed above that each individual director
contributes to the Board. An "X" in the chart belmdicates that an item is a specific reason thadirector has been appointed to serve on
the Company's Boardhe lack of an " X" for a particular qualification does not mean that the director does not possess that qualification
or skill. Rather, an "X" indicates a specific area of focuexgertise of a director on which the Board cuilserelies.

Timothy C. Ronald M. Michael William Paolo Nancy Patrick

Barabe Lindsay Loberg Messenger Pucci  Simonian  Zenner
@ (©) @G 6] (©) ()
High level of financial literac X X X X X
Relevant biotechnology
business experienc X X X X X X X
Extensive knowledge of drug
research and developme X X X X

Extensive knowledge of drug

commercialization and

marketing X X X X
Expertise in corporate

governance and business

ethics X X X
Diversity of background,

professional experience o

culture X X X

(1) Member of Audit Committee
(2 Member of Compensation, Nominating & Governance @ittee

(3)  Member of Science Committee




Sockholder Nominations

The Compensation, Nominating and Govern@wamittee has not established any special proesdor stockholder submissions to
Compensation, Nominating and Governance Committ@eminees for election to the Board of Direct@sir By-laws permit any
stockholder entitled to vote for the election akdtors to nominate directors. We believe that ldnig-standing mechanism, in place since
incorporation of the Company, provides the appadprineans for stockholder nominations. Pursuaotit@y-laws, a stockholder wishing to
nominate a director candidate must deliver or mvaiten notice of such nomination to the Chairméthe Board, the President, or the
Secretary of the Company at our principal executiffiee. If a stockholder is nominating a directandidate for election at the annual
meeting of stockholders, notice must be receivddagt 75 days before the anniversary date of ttlee year's meeting, assuming there was an
annual meeting in the prior year and the date ettivrent year's annual meeting is within 30 ddytk@anniversary date of the prior year's
meeting. Otherwise, notice must be received at #&aslays before the date of the current year's@mmeeting or a special meeting, if at le
60 days' notice or prior public disclosure of tlaedof the current year's annual meeting or theiapeeeting is provided. If neither of the
previous two sentences applies, notice must bevestao later than 15 days after the date on whatite of the date of the current year's
annual meeting or the special meeting was mailguliblic disclosure was made of such meeting ddte.nbtice must include the
stockholder's name and address, the class and naingigares of securities beneficially owned bytssiockholder, and each nominee's:

0] name, age, business address, and home address;
(i) principal occupation or employment;
(i)  beneficial ownership of Company securities, inahgrdihe class and number of shares of stock; and

(iv)  any other information relating to the nominee ibaequired to be disclosed in solicitations fompes for election of directors
by Regulation 14A under the Securities ExchangeoAd934, as amended (the "Exchange Act").

The Compensation, Nominating and Govern@wemittee will consider all nominees submittedsbyckholders in the manner
described above and will evaluate all potential im@®s using the same criteria.

The Board's Role in Risk Oversight

The role of our Board of Directors in ousr@pany's risk oversight process includes receivéigmilar reports from management on areas
of material risk to our Company, including operatf financial, legal and regulatory, and strategid reputational risks. The full Board (or
the appropriate committee in the case of risksanaunder the purview of a particular committegeives these reports from the member of
management responsible for the function from wihehrisk arises so that it can understand and ssseongoing risk identification, risk
management and risk mitigation strategies. Wheonantittee receives a report regarding a previouslgentified risk, the chairman of the
relevant committee reports on the discussion tdut@oard. This enables the Board and its comaestto coordinate the risk oversight role
and consult with management about implementaticappfopriate risk management and mitigation meas@ar Board also administers its
risk oversight function through the required ap@aidwy the Board (or a committee of the Board) ghgficant transactions and other material
decisions, and regular periodic reports from oungany's independent registered public accounting dind other outside consultants
regarding various areas of potential risk, inclgdiamong others, those relating to our internatrodand financial reporting. As part of its
charter, the Audit Committee discusses with managerand our independent registered public
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accounting firm significant risks and exposures timedsteps management has taken to minimize thglse r
Communications with Directors

We do not have a formal process for comeation by stockholders to our directors. Howevtclsholders and others who wish to
communicate may write to the Board as a wholeg andividual directors at:

Investor Relations
ArQule, Inc.
19 Presidential Way
Woburn, Massachusetts 01801-5140
Attn. William B. Boni
Vice President, Investor Relations/Corporate Coninations

Such communications will be forwarded dieto the addressee(s).
Director Independence

For a director to be designated as independs defined by the Nasdaq listing standardsétbelow, our Board must determine that
he or she has no "material relationship" with ArQather than that of a director. When assessingtteriality of a director's relationship
with ArQule, the Board considers:

. all relevant facts and circumstances, not onlyhefdirector's relationship with the Company, babdhat of the persons or
organizations with which the director is affiliated

. the frequency and regularity of any services theator performed for the Company outside of thepeaaf duties as a director;
. whether the director carried out those servicesrats length in the ordinary course of businesd; an
. whether the director provided those services ostamtially the same terms as those prevailingeatithe for unrelated parties

in comparable transactions.
For a Nasdag-listed company, a directooisconsidered independent if any of the followdirgumstances exist:

. the director is currently, or was at any time dgrihe preceding three years, employed by the lisbadpany, its parent or
subsidiaries, or if any of the director's familymgers is, or was, an executive officer of the dstempany, its parent or
subsidiaries, at any time during the precedingetlyesars;

. the director has accepted, or has a family memkerhas accepted, from the listed company, its paresubsidiaries, any
payment in excess of $120,000 during any twelveimperiod within the preceding three years, othant(a) compensation
for board or board committee services, (b) comp@rsaaid to a family member who is a nerecutive employee of the list
company, its parent or any subsidiary; or (c) bénehder a tax-qualified retirement plan or nosedetionary compensation;
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. the director is, or has a family member who is, lygd as an executive officer of any other entityeve at any time during tl
preceding three years any of the executive offiofthe company served on the compensation conenittsuch other entity;

. the director is, or has a family member who isagnger in, or a controlling stockholder or an exaeuofficer of, any
organization to which the listed company maderamfwhich the company received, payments (other gfayments arising
solely from investments in the listed company'suséies or payments under non-discretionary chialét@ontribution matching
programs) that exceed the greater of $200,000 ocofs¥te recipient's consolidated gross revenuesigihe current or any of
the past three fiscal years;

. the director is, or has a family member who isyaent partner of the listed company's outsidetausli or was a partner or
employee of the listed company's outside auditas whrked on the listed company's audit at any tilmeng the past three
years; or

. the director otherwise has a relationship thathéopinion of the listed company's board of dwesitwould interfere with the

exercise of independent judgment in carrying oatréssponsibilities of a director.

On January 21, 2010, our Board of Directlm®rmined that all of our Directors, other than Ghief Executive Officer, are "independ
directors" as defined in Rule 4200(a)(15) of tiséinig standards of the Nasdaq Marketplace Rulesttese directors constitute a majority of
the members of the Board.

Review and Approval of Related Person Transactions

Pursuant to our written Conflict of Inter®®licy, no director, director nominee, or exeeatfficer may enter into any transaction or
relationship that is disclosable by the Companypant to SEC Regulation S-K, Item 404, withoutgher approval of the disinterested
members of the Compensation Committee. No diremtexecutive officer may directly or indirectly appe, or represent the Company or
other party in arranging, the terms of any trarieadbetween the Company and a party with whichheelsas any relationship of a type that is
disclosable by the Company pursuant to SEC Regul&iK, Item 404. All transactions between ArQuie a party with which a director or
executive officer has such a relationship shalbbean arm's length basis.

Certain relationships or transactions nrégeahat would be deemed acceptable and apprepnmin full disclosure of the relationship or
transaction, after review of all of the relevartdtéas, including those specified in our Conflictinferest Policy, and approval by the
Compensation, Nominating and Governance Committee.

Compensation, Nominating and Governance Committeenterlocks and Insider Participation

No member of the Compensation, Nominatimg @Governance Committee during 2009 served asfaneigfformer officer, or employee
of the Company or had a relationship disclosabeuour policies. Further, during 2009, no exeautfficer of the Company served as:

. a member of the compensation committee (or equitiatd any other entity, one of whose executiveceifs served as one of
our directors or was an immediate family membea dfrector, or served on our Compensation, Nonmgadind Governance
Committee; or

. a director of any other entity, one of whose exigeutfficers or their immediate family member sehan our Compensation,
Nominating and Governance Committee.




BOARD COMMITTEES AND MEETINGS

The Board of Directors held seven meetohging 2009. Each director attended at least 75%efaggregate number of meetings of the
Board and the committees of the Board on whichrhghe served.

We do not have a policy regarding attendasfairectors at our annual meeting of stockhader May 2009, all our directors attended
our annual meeting. We also do not have a formiéadycegarding the separation of our Board Chairraad Chief Executive Officer
positions. At this time, the positions are currgiséparate, as the Board believes this structupe io the best interests of the Company and
our stockholders.

Committees of the Board

Our Board of Directors has a standing acalibmittee (the "Audit Committee"), compensatioominating, and governance committee
(the "Compensation, Nominating and Governance Cdteeft), and science committee (the "Science Coragiilt Independent directors cf
and entirely make up each of these committees Botaed of Directors has adopted written charterssfarh of our standing committees,
which may be viewed by accessing the "InvestorsMedia” Section of our website atvw.arqule.comand clicking on the headings
"Corporate Governance" and "Committee Charters."

Audit Committee

In 2009, the members of the Audit Committeze Mr. Barabe (Chairman), Dr. Messenger, and2dnner. The Audit Committee met
five times in 2009. Each member of the Audit Coniegitmeets the independence and financial literagyirements as defined by applicable
Nasdag and SEC rules. The Board of Directors hesmeed that Mr. Barabe is an "audit committearicial expert" as defined by the ru
and regulations of the SEC.

The duties and principal purposes of theiddommittee include:

. generally, to oversee the integrity of the Compafipancial reporting process;
. in particular, to monitor:
. the integrity of the Company's financial statemgnts
. the Company's compliance with legal and regulateguirements; and
. the qualifications, independence and performan¢beCompany's independent registered public adaatmand of its

internal audit function;
. pre-approval of all audit services; and

. preparing the audit committee report that is rezpliio be included in the proxy statement for ouruah meeting of
stockholders;

The Company's independent registered palltounting firm (currently, PricewaterhouseCoopér8, an independent registered public
accounting firm) are ultimately accountable to fhalit Committee in its capacity as a committeehaf Board. The Audit Committee has sole
authority and responsibility to select, hire, oeersevaluate, approve the compensation of, andevappropriate, replace our independent
registered public accounting firm.

Additional information regarding the respiilities of the Audit Committee is provided iretikommittee's charter.

The report of the Audit Committee is on @&.




Compensation, Nominating and Governance Committee

In 2009, the members of the CompensatiamiNating and Governance Committee were Dr. Messefghairman), Dr. Loberg and
Mr. Zenner. The Compensation, Nominating and Gauece Committee met six times in 2009.

The duties and purposes of the Compensatiominating and Governance Committee include:

. advising the Board concerning the Company's congiemsphilosophy and policies, in general, andhanticular, to determin
or recommend to the Board for determination, thpensation of the Company's Chief Executive Offad all other
executive officers and directors;

. advising the Board regarding succession planninghi® Company's Chief Executive Officer;

. identifying individuals qualified to become membefshe Board;

. recommending candidates to the Board to fill vatzsion the Board;

. recommending to the Board the directors to be ayedito its committees;

. assessing, or ensuring that the Board assessgeerfoemance of individual members of the Board #redBoard as a whole;

. administering our stock option, stock purchase,@hér stock compensation plans;

. reviewing and approving or rejecting proposed eglgiarty transactions;

. pr%paring the Committee's report that is requiceble included in the proxy statement for our anmueéting of stockholders;
an

. overseeing the Company's efforts to meet its catpagovernance, legal, and regulatory obligatiowkidentifying, reviewing,

and resolving issues relating to such matters.

Additional information regarding the respiilities of the Compensation, Nominating and Goaace Committee is provided in the
committee's charter.

The report of the Compensation, Nominating Governance Committee is on page 20.
Science Committee

In 2009, the members of the Science Coremittere Dr. Lindsay (Chairman), Dr. Loberg and®monian. The Science Committee |
three times during 2009.

The Science Committee is responsible for:

. reviewing the scientific direction of the Company;

. playing a role in assessing the manner by whiclCihimpany will continue to enhance its capabiliiesa drug discovery
organization (whether by acquisition, merger, gefising, internal growth, or a combination of thosghods);

. evaluating the scientific opportunities under cdesation by management; and
. as requested by management, to review data rekatingw scientific directions for the Company atioeo science-related
matters.

Additional information regarding the respiilities of the Science Committee is providedhia committee's charter.
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DIRECTOR COMPENSATION

The following table provides informationna@rning compensation paid by the Company to itseraployee directors during 2009. Any

director who is also an employee of the Compamptscompensated for his or her service as a direbiaring 2009 Mr. Pucci, the
Company's Chief Executive Officer, also servedimnBoard of Directors, but did not receive any cengation for services as a director.

Fees Earned or Option

Name Paid in Cash ($) Awards(1) ($) Total ($)

Timothy C. Barabe(2 $ 48,50 $ 23,00¢ $ 71,50¢
Ronald M. Lindsay, Ph.D 44,00( 23,00¢ 67,00¢
Michael D Loberg, Ph.D.(3 40,00( 23,00¢ 63,00¢
William G. Messenger, D. Min 50,00( 23,00¢ 73,00¢
Nancy A. Simonian, ML 32,00( 23,00¢ 55,00¢
Patrick J. Zenne 57,00( 34,51« 91,51«

(1)

(2)

(3)

This column reflects the aggregate grant datevidire for all option awards granted during 2009sukaptions used in the calculation
of this amount are included in Note 2 to the Conyfsaaudited financial statements for the year eridlecember 31, 2009, included in
the Company's Annual Report on Form 10-K filed viita SEC on March 2, 2010 ("2009 Annual Report omF10-K"). As of
December 31, 2009, for each director the aggregateer of shares of Common Stock that may be aedjuipon exercise of
outstanding option awards is as follows: Mr. Bar&d®&000; Dr. Lindsay, 50,000; Dr. Loberg, 50,000, Messenger, 55,000;

Dr. Simonian, 50,000; and Mr. Zenner, 82,500.

Mr. Barabe elected to have a portion of his feeséovice as a director in the amount of $29,068 fmahim in the form of 7,058
shares of our Common Stock in accordance with 60bDirector Stock Compensation Plan. The numbshafes was determined
the date of the payment of director fees basedherlbsing market price for a share on that date.

Mr. Loberg elected to have a portion of his fegssfrvice as a director in the amount of $19,958 fmahim in the form of 4,760
shares of our Common Stock in accordance with 60bDirector Stock Compensation Plan. The numbehafes was determined
the date of the payment of director fees basedherlbsing market price for a share on that date.

On January 21, 2010, pursuant to the Cogip@ylaws, the Directors set cash compensatiothfair services. Currently, each of our

non-employee directors who is serving as a dirgatior to and immediately following any annual megtof stockholders receives a $15,000
annual retainer. Commencing with the Company's 20iual Meeting of Stockholders, the annual retafoeeach such director will be
increased from $15,000 to $20,000. Each non-empldjyrector will continue to receive $2,000 for eaey on which the Board of Directors
meets and the director attends and $1,000 for @éaglon which a committee of the Board of Directmesets and the director attends (subject
to the limitation that a director will only be pdiar one meeting per day). In addition to the bam®pensation for directors, chairs of
committees receive additional compensation. Thecthir serving as Chairman of the Board of Direcowrently, Mr. Zenner) will continue
to receive an additional $15,000 annual retairer;director serving as Chairman of the Audit Corteritcurrently, Mr. Barabe) will receive
$15,000, an increase of $2,500 from the currenty@anount, the director serving as Chairman ofdbmpensation, Nominating and
Governance Committee (currently, Dr. Messenger)asiitinue to receive an additional $10,000 anmet@iner; and the director serving as
Chairman of the Science Committee (currently, Dndsay) will receive an additional $15,000 ann@giner, an increase of $5,000 from last
year's amoun
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All of our non-employee directors, currgrglx directors, are eligible to participate in dmended and Restated 1996 Director Stock
Option Plan. Pursuant to the terms of the Plarlastuary 21, 2010, the Directors voted to amengltoeto increase the number of shares
subject to options granted to directors. See AppeRd

Currently, pursuant to the Director Stoghtion Plan, an option to purchase 20,000 shar€oafmon Stock is automatically granted to
each non-employee director (other than the Chaiyratthe time that he or she is first elected goaqted to the Board of Directors.
Commencing with the Company's 2010 Annual Meetih§tockholders, the purchase option granted upitialielection will be increased to
30,000 shares of Common Stock. This initial optioth become exercisable as to 10,000 shares oddbeof the Company's next annual
meeting following the date of grant and as to 10,88ares on the date of each of the next two anmaatings.

Also, at each annual meeting of stockhaldeach eligible director (other than the Chairnsnying as a member of the board of
directors prior to and immediately after such ahmueeting is automatically granted an immediatelgreisable option to purchase 10,000
shares of Common Stock (whether or not the dirdstarnominee for election at such annual meeti@ginmencing with the Company's 2!
Annual Meeting of Stockholders, the purchase opgiamted to each eligible director will be incredhse 15,000 shares of Common Stock.

Upon the initial election of a non-employdrector as Chairman of the Board, the mmnployee director will be automatically grantec
option to purchase 25,000 shares of Common Stdoksd options become exercisable as to 8,334 shiatbe date of the Company's next
annual meeting of stockholders following the ddtgrant and as to 8,333 shares on the date of @fatie next two annual meetings of
stockholders.

In addition, at each annual meeting ofldtotders, the eligible director serving as Chairrohthe Board prior to and immediately after
such annual meeting will be automatically grantednamediately exercisable option to purchase 15gG0es of Common Stock (whether or
not the Chairman is a nominee for election at sgiual meeting). Commencing with the Company's 28itual Meeting of Stockholders,
the purchase option granted to the Chairman wilhbeeased to 25,000 shares of Common Stock.

Pursuant to our 2005 Director Stock Compgas Plan, the Company's non-employee directorgetect to receive in lieu of all or a
part of their cash compensation for service agectlir, an equivalent amount of Common Stock. Asan the table above, in 2009
Mr. Barabe and Dr. Loberg received a portion ofrtbgector fees in the amount of $29,068 and $38,9espectively, in the form of
Common Stock. The number of shares was determineldeodate of the payment of director fees basetti®alosing market price for a share
of Common Stock.
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The following table provides informationna®@rning compensation to be paid by the Compaiitg toonemployee directors commenci
with the Company's 2010 Annual Meeting of Stockleodd

Company Stock Options

Annual Upon At each Annual
Retainer Fee Daily Meeting Attendance Fees(1) Election/Appointment Meeting
Non-Employee Director (not $20,000(2) - $2,000 per Board of 30,000 exercisable in three equal 15,000 exercisable
serving as Chairman in any Directors meeting tranches at each of the next three annuaimediately(4)
capacity) attended meetings(3)

. $1,000 per Board of
Directors committee
meeting attende

Chairman of Board of Directors $15,000(5) $2,000 per Board of 25,000 exercisable in three equal 25,000 exercisable
Directors meeting tranches at each of the next three annuatmediately(6)

attended meetings(1)

. $1,000 per Board of
Directors committee
meeting attende

Chairman of Audit Committee  $15,000(7) $2,000 per Board of N/A N/A
Directors meeting

attended

. $1,000 per Board of
Directors committee
meeting attende

Chairman of Compensation, $10,000(8) - $2,000 per Board of N/A N/A
Nominating and Governan Directors meeting
Committee attended

. $1,000 per Board of
Directors committee
meeting attende

Chairman of Science Committee $15,000(9) $2,000 per Board of N/A N/A
Directors meeting

attended

. $1,000 per Board of
Directors committee
meeting attende

(1)  Unchanged from 2009.

(2)  Anincrease of $5,000 from 2009.

(3)  Anincrease of 10,000 shares from 2009.

(4)  Anincrease of 5,000 shares from 2009.

(5) In addition to the base retainer for Directors ($20), for a total of $35,000.

(6) Anincrease of 10,000 shares from 2009.

(7)  Anincrease of $2,500 from 2009. In addition to lase retainer for Directors ($20,000), for a tofe$35,000.
(8) In addition to the base retainer for Directors ($20), for a total of $30,000.

(9)  Anincrease of $5,000 from 2009. In addition to blase retainer for Directors ($20,000), for a tofe$35,000.
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COMPENSATION DISCUSSION AND ANALYSIS

The Compensation, Nominating and Govern&uaramittee of the Board of Directors (the "CompéiosaCommittee"”) is responsible 1
determining the compensation of our named execufifigers, including our Chief Executive Officer.

Compensation Philosophy
Guiding Principles:

Our executive compensation program is aesigo be closely linked to corporate performanmwbraturns to stockholders. To this end,
we have developed an overall compensation stratedya specific compensation plan that establishpetitive base salaries and tie a
significant portion of executive compensation te @ompany's success in meeting specified and mezsuCompany-wide performance
goals. By using stock options and other stock-baseatds, we ensure that part of each executivepensation is closely tied to the
performance of our stock. We believe that a sigaiit part of overall compensation for senior exgestshould be "at risk," i.e., contingent
upon successful implementation of the Company&esiy and achievement of its goals. Individual$ie greatest influence on company-
wide performance should have the largest amoucasii benefits and stock options at risk. In ouwwyi balanced approach to compensation
decisions motivates management's efforts to drogitipe outcomes in both the current and futuréremments and mitigates the risk that :
one incentive could lead executive officers to takions that are not in our best interests. Intamhd the tying of compensation to
performance goals that must be achieved in a hesaglulated business environment such as oursadddditional layer of scrutiny to the
Company's actions and lessens greatly the opptasifior individuals to take inappropriate actiavithout discovery and sanctions.

Objectives:

. To attract and retain the best executive talenilava;

. To motivate our executives to achieve the goalsriaht in our business strategy;

. To link executive and stockholder interests throaghity-based compensation; and

. To provide a compensation package that recognmgidual contributions as well as corporate perfance.

Key compensation el ements:

. Base salary;

. Annual performance-based cash bonuses;
. Stock-based incentive awards; and

. Employee benefits.

Each of these elements is described in meta| below.
The Role of the Compensation Committee

The members of the Compensation Committeearently Michael D. Loberg, Ph.D., William G.ggsenger, D. Min. (Chairman), and
Patrick J. Zenner. Each of the current membera l$ralependent director” under Nasdagq listing séads, a "Non-Employee Director" within
the meaning of Section 16 of the Exchange Act,amtbutside director" within the meaning of Sectid@®(m) of the Internal Revenue Code
of 1986, as amended (the "Tax Code").
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The Compensation Committee advises ourdofbDirectors concerning the Company's compensativlosophy and policies, in
general, and, in particular, determines, or recontdado the Board for determination, the compensaifomur Chief Executive Officer and
other named executive officers and members of therd@of Directors. Recommendations and decisiorgenby the Compensation
Committee are reported to the full Board of Direstfior approval or ratification, as appropriate.

The Compensation Committee's Process
General

The Compensation Committee sets the mederhents of executive compensation including bakays annual performance-based
bonuses and stock options for our named executfies. While the Compensation Committee considieeselements of compensation
described below separately, it takes into accdumfull compensation package afforded to each diexcafficer in making its
recommendations. The Compensation Committee aléesr@commendations concerning the appropriatadi@lof executive compensation
to individual and corporate performance and finah@turns to stockholders.

The Compensation Committee considers tbwviof our Chief Executive Officer regarding acleieent of individual and departmental
objectives of those executives reporting direatiyiim. With the assistance of our Vice Presidertiofan Development, the Compensation
Committee reviews peer group data and additiorlattsd data from the Radford Life Sciences Exeeufiurvey produced by Radford
Surveys & Consulting, a division of Aon Consultifiadford"). In 2009, the Compensation Committeained Radford to review Board
compensation and executive compensation. Radfaed dot provide other consulting services to eitherBoard or the Company. Radford
consultants reviewed our selection of a peer gafugwmpanies and provided additional relevant miadiaga to the Compensation Commit
Our peer group of companies is comprised of nonrerial, life sciences companies in phase Il oisphd clinical trials that Radford
deemed to be most comparable to us in market ¢izaptian and head count. For 2009, the peer grauppanies consisted of the following
companies:

Allos Therapeutic: Micromet

Alnylam Pharmaceutica Novavax

Ariad Pharmaceutica Rigel Pharmaceutica
Array BioPharme Sangamo BioScienct
BioCyst Phramaceutica SuperGer
Cytokinetics Targacep

Dyax VIVUS

Geron XenoPort

Infinity Pharmaceutical
Maxygen

In addition, the Committee supplementedptber group survey data with broader competitiveketadata from the Radford Global Life
Sciences Executive Survey. Radford derived the flata non-commercial, public life sciences companigéth between 50 and 350
employees. The overall market composite consideyetie Compensation Committee was represented re@mqteby the peer group and
50 percent by the broader market reference group.
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Benchmarking

In general terms, as a basis for its recendations, the Compensation Committee benchmatdiscimmpensation for all of our
employees to the median compensatioe (50™ percentile) of employees performing similar jondtions at biotechnology companies
nationally, adjusted for differences in companyesitage of development, location, and performardomiever, we strongly believe in
retaining the best talent among our executive mamagt team. Therefore, we have recommended, andenasnmend in the future, total
compensation packages for senior executive managehra vary substantially from the median basedaetors such as industry experience,
scope of responsibility, knowledge, and unique ifjaations.

Elements of Compensation
Base Salary

Salary levels are considered annually aisgf@ur performance review process, but alsthvéndases of promotion or other change in the
job responsibilities of an executive officer. Fanmed executive officers, initial base salaries galeare established in connection w
negotiation of an offer of employment and employtragreement. Increases in base salary have s@lenagnts. In addition to promotion ¢
increased responsibilities, merit and compange general increases are also factored in. ®alafiour named executive officers for 2009
certain prior years are also reported in the Sum@ampensation Table on page 21.

The following table shows changes in theuatized base salaries of our named executiveasffifrom 2008 to 2009:

2008 2009
Annualized Base Annualized Base %

Name and Principal Position Salary ($) Salary ($) Increase Comment

Paolo Pucci, CEO 450,00( 450,00( — Base salary negotiated
in employment
agreementi

Peter S. Lawrence, COO 375,00( 384,00( 2.5 Base salary negotiated
in and adjusted per
amended employment
agreementi

Dr. Brian Schwartz, CMO 325,00( 332,00( 2.C Base salary negotiated
in and adjusted per
employment agreemer

Dr. Thomas C.K. Chan, CS! 286,00( 325,00( 13.€ 2009 base salary

negotiated in
employment agreemer

Performance-Based Bonuses

Cash bonuses represent a percentage oheaudd executive officer's salary. In determinimg target award opportunity for the bonu
a particular executive, we consider compensatida dad level of strategic contribution to the Comps performance. This determination is
made at the time an executive officer is hired gewerally is one of the negotiated terms of hisaremployment agreement. Adjustments to
bonus targets are also considered, subject teethérements of those employment agreements, asfidue annual review process.

At the beginning of each fiscal year, wea®porate goals at minimum, planned, and maxirtewals of performance and weight the
goals according to their importance to our corpositategy. Levels of performance for these gaal®gpressed as percentages which, when
determined by our Board of Directors following ctusion of the fiscal year, are aggregated to araiven overall level of performance for 1
Company. In determining individual bonus amountsofar named executive
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officers, our directors take into consideration @@mpany's overall performance, the degree of respibity of the named executive officer
for achievement of specific individual goals, ahd amount of the named executive officer's targatb.

The following is a summary description lné orimary corporate goals for 2009 used to deterperformance-based bonuses:

C-Met PrograrrARQ 197

. Complete enrollment for clinical trial in c-Met samas by a specified date.
. Complete enrollment for clinical trial in non-sme#ll lung cancer by a specified date.
. Complete enrollment in Phase 1 monotherapy trileipatocellular carcinoma and initiate Phase 2 rh@napy trial in this

indication by specified dates.

Discovery

. Continue to validate our kinase inhibition platfotechnology leading to continued financial supgann our collaboration
partner.

. Substantially complete pre-clinical developmentuding pre-clinical toxicology on a new product dadate by a specified
date.

Business Development

. Consummate a new collaboration during 2009 witltiieel financial goals.
Financial
. End 2009 with a cash balance sufficient to fundkmsiness through a specified period.

Following the recommendations of the Congagion Committee, our Board of Directors determitied, on a weighted basis, our ove
level of performance warranted payment of bonus@9% of the bonus targets. This determinatiorentéld results with respect to the C-Met
program, Discovery program and Finance goals tkegeded planned performance and results with regpéite Business Development
program that were less than planned. The followéie shows percentages of target and actual bempase to our named executive officers.

2009 2009
Bonus Target Bonus Actual

Name and Principal Position (% of Base Salary) (% of Base Salary) Comment

Paolo Pucci, CEO 50% 45%Target bonus set by terms of
employment agreement. Actual
Bonus 90% of targe

Peter S. Lawrence, COO 40% 36%Target bonus set by terms of
amended employment
agreement. Actual bonus 90%
of target.

Dr. Brian Schwartz, CMO 35% 32%Target bonus set by terms of
employment agreement. Actual
bonus 90% of targe

Dr. Thomas C.K. Chan, CS! 30% 27%Target bonus set by terms of

employment agreement. Actual
bonus 90% of targe

The amounts of cash bonus awards madertoammed executive officers are also reported irSBilnmary Compensation Table on
page 19.
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Sock-based Awards

We grant stock options and/or shares dfioésd stock to the named executive officers urmerAmended and Restated 1994 Equity
Incentive Plan. It is our current policy to gratdck options with an exercise price equal to thesicg price of our Common Stock as reported
by Nasdaq on the date of grant. Options vest oagows periods of time, generally four years. Ret&d stock awards have restrictions which
lapse over various periods of time, also genefally years. Stock option grants and restrictedkséaeards are designed to encourage the
creation of stockholder value over the long terntsithe full benefits of the options and restrictrtk cannot be realized unless stock price
appreciation is achieved, and, once achieved, istaiaed and increased. Accordingly, stock opticengs and restricted stock awards align
the interests of executive officers and employeitls those of stockholders. In determining the amairhese grants and awards, we eval
the executive's job level, promotions, respongibgdihe or she will assume in the upcoming yeat,rasponsibilities in prior years. In
addition, we take into account the size of the aiee's grants and awards in the past and marketrdkating to compensation. After
consideration of all of these factors, as well@porate and individual performance, in January02@t 2009, we awarded Mr. Pucci an
option to purchase 225,000 shares of our CommockSkr. Lawrence, an option to purchase 130,000eshaf our Common Stock;

Dr. Schwartz, an option to purchase 90,000 shd&rearaCommon Stock; and Dr. Chan, an option to pase 90,000 shares of our Common
Stock.

The Compensation Committee generally recenmts annual stock option awards at a meeting imaigrprior to the first meeting of the
Board of Directors in the calendar year. At thaetirey (usually in the third week of January), tr@aBl acts upon the recommendations o
Compensation Committee. The effective date for girahts is the date of such meeting of the fulliBoa

Employment Agreements

ArQule generally enters into employmenteagnents with named executive officers. Typicatgse agreements are offered in
connection with recruiting executive officers wharQule deems it necessary or appropriate to aftiaoéntivize and retain new hires.
Agreements of this type exist to establish inisialary and bonuses, benefits, initial option gramgorting lines, and change of control and
related severance provisions, among other thingsPMcci, Mr. Lawrence, Dr. Schwartz, and Dr. Chame such agreements. Additional
information regarding these agreements is set fmtpage 20 in the "Employment Agreements" sedimh page 26 in the "Payments Upon
Termination or Change in Control" section.

Other Elements of Compensation and Perquisites

We provide our named executive officerdweartain benefits and perquisites. The value ofhdienefits and perquisites provided in
2009 was less than $10,000 for each named exeaffizer. We provided these benefits on the sanmageas those applicable to all of our
other employees. The primary benefits are:

. health (medical, dental and vision) insurance fbrol the Company pays a portion of the premiums;

. a life insurance benefit equivalent to two timesdaalary up to a maximum of $400,000 for whichGbenpany pays the
premiums;

. long-term disability insurance equal to 60% of bsakary up to $15,000 per month, the premiums fackvare paid by the

Company with the amount of the premiums being idetlin the taxable compensation of employees;

. if necessary in given circumstances to attract mgameent talent, housing allowances and relocatistsco
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. a retirement plan (401(k) Plan) under which an eygé can choose to contribute up to 60% (subjetatoCode limits) o
compensation on a pre-tax basis with a matchingribartion from the Company of $0.50 for each $1c0@tributed up to the
first 6% of compensation;

. a tax-qualified stock purchase plan which permétgipipants to acquire shares of Common Stockpaice that is 85% of the
stock price on either the first day or last dayhaf designated offering period (generally six mejtiwvhichever is lower; and

. tuition reimbursement up to $3,000 per year forargcaduate courses and $6,000 for graduate courses.

Currently, the Company does not have a nalified deferred compensation plan, a pension,lanther defined benefit plan. In
addition, the Company does not have a policy onsadjents to, or recovery of, awards if the perfaroeameasures on which they were bz
are adjusted or restated.

Potential Payments to Named Executive Officers Upomermination or Change in Control

The employment agreements of Mr. Pucci, IMivrence, Dr. Schwartz, and Dr. Chan provide &tain payments to be made to ther
the event that their employment with the Companypiiss deemed to be (as provided in the employragreaements), terminated without
"cause." Severance benefits are an important moaftracting and retaining key employees, and pegi degree of financial security to such
employees where their employment is terminatedujinano fault of their own. Each of the agreemel#s provides for acceleration of
vesting of the executive's options in certain ginstances following the occurrence of a change imrobof the Company. We believe that it
is generally appropriate to vest option awardsetp émployees in a change in control transactiospak a transaction may often result in the
elimination or reduction of the employee's abitiyrealize value from his or her options.

For information regarding the severance @rahge in control benefits provided to Mr. Pusti, Lawrence, Dr. Schwartz, and Dr. Chan
under their employment agreements, see "Paymeris Uprmination or Change of Control" on page 26.

Tax Considerations

Section 409A of the Tax Code is a relativedw federal tax provision. If an executive isided to nonqualified deferred compensation
benefits that are subject to Section 409A, and sectefits do not comply with Section 409A, the exte® would be subject to adverse tax
treatment, including accelerated income recogntitioithe first year that benefits are no longerjsctito a substantial risk of forfeiture) anc
additional income tax of 20% of the amount so reized. The employment agreements of our named &xeafficers described herein
contain provisions intended to limit or eliminatdvarse tax consequences through timing of payments.

Section 162(m) of the Tax Code generallyiee a deduction to any publicly held corporationdompensation paid to its named
executive officers to the extent that any suchviiltial's compensation exceeds $1 million, subgciettain exceptions, including one for
"performance-based compensation.” Generally, thefemsation Committee seeks to maximize executimgensation deductions for
federal income tax purposes. However, certain asvandler the Company's Amended and Restated 1994y Haeentive Plan may result in
an amount of compensation not being deductible u8detion 162(m) of the Tax Code. At the Compapyesent stage of development,
management and the Compensation Committee behevéhe loss of a deduction is not significantii® Company. Management and the
Compensation Committee intend to consider futuengps to the Amended and Restated 1994 Equity timedPlan and other benefit plans.
The Compensation Committee believes that noneso€ttmpany's named executive officers received cosgim®n in 2009 that was
nondeductible under Section 162(m) of the Tax Code.
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COMPENSATION COMMITTEE REPORT

The Compensation, Nominating and Govern&uaramittee of the Board of Directors of ArQule, Inmomposed entirely of independent
directors in accordance with applicable laws, ratjohs, Nasdagq listing requirements and our govermguidelines, sets and administers
policies that govern the Company's executive corsg@ion programs and various incentive and stociraras. The Compensation,
Nominating and Governance Committee has reviewddl@atussed the Compensation Discussion and Asaklithh the management
ArQule, Inc. Based on this review and discussiba,Eommittee recommended to the full Board of Roecthat the Compensation
Discussion and Analysis be included in this protatesment.

Submitted by the Compensation,
Nominating and Governance Committ

William G. Messenger, Chairman
Michael D. Loberg
Patrick J. Zenne
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EXECUTIVE COMPENSATION

The tables and text below describe the eashadditional incentive compensation paid toGbenpany's Chief Executive Officer,
President and Chief Operating Officer (principakiicial officer for SEC reporting purposes), Cl8efentific Officer and Chief Medical
Officer (the "named executive officers") for thedal years ended December 31, 2009, 2008 and 2007.

SUMMARY COMPENSATION TABLE

The following table summarizes total comgstion earned during the fiscal years ended Dece81h009, 2008 and 2007 by each of
our named executive officers:

Non-Equity
Stock Option Incentive Plan All Other
Salary Awards Awards Compensation Compensation
$) Bonus $) $) %) $) Total
Name and Principal Position  Year (1) ($) (2) (3) (4) (5) ($)
Paolo Pucc 200¢  450,00( —  238,95( — 202,50( 11,89(  903,34(
Chief Executive Office 200¢ 250,96: 200,00( 493,75( 1,039,55! 225,00( 20,75¢ 2,230,011
Peter S. Lawrenc 200¢ 383,651 — 265,50( — 138,375 7,89( 795,41f
President, Chie 200¢ 373,84t — — 518,02( 150,00( 7,428 1,049,29.
Operating Officer 2007 359,98( — — 590,76! 144,00( 7,23C 1,101,97!
General Counsel ar
Secretary
Dr. Brian Schwart; 200¢ 331,12( — 41,41¢ — 104,46: 7,67:  484,67:
Chief Medical Officer 200¢  150,00( — — 387,70( 47,40( 5,95¢  591,05¢
and Senior Vict
Presiden
Dr. Thomas C. K. Cha 200¢ 323,76¢ — 70,80( — 87,75( 54C  482,85¢
Chief Scientific Officel 200¢  287,80¢ — — 288,81! 73,267 52€  650,41¢
and Senior Vict
Presiden
1) The amounts in this column include compensationehbut deferred at the election of the named eieafficer, such as salary deferrals under the
Company's retirement savings plan established uBéetion 401(k) of the Tax Code.
) This column reflects the aggregate grant datevidlire for all stock awards granted during the figear. Assumptions used in the calculation of grisount ar
included in Note 2 to the Company's audited finahsiatements for the year ended December 31, 20€@ded in the Company's Annual Report on Form 10
K filed with the SEC on March 2, 2010 (2010 Ann&aport on Form 10-K"). Additional information reding stock options issued to the named executive
officers is provided in the tables "Outstanding Bg@wards at Fiscal Year-End".
3) This column reflects the aggregate grant datevilire for all option awards granted during thedlsgear. Assumptions used in the calculation of #rount
are included in Note 2 to the Company's auditedrfaial statements for the year ended December0®B, 2ncluded in the Company's Annual Report on
Form 10-K filed with the SEC on March 2, 2010 ("BOAnnual Report on Form 10-K"). Additional inforniat regarding stock options issued to the named
executive officers is provided in the tables "Oansting Equity Awards at Fiscal Year-End".
4) Represents bonus amounts earned under our anceative program for 2009 and paid in the first ¢qeraof 2010. Additional information regarding thenaial
incentive program is provided in the "Compensafiscussion and Analysis—Performance-Based Bonussgihning on page 16.
(5) In 2009, for each named executive officer, the amdncludes the Company's contributions to a 40p{&h account for the executive and payment of grou

term life insurance premiums. Reimbursed tempadnawysing and living expenses of $17,211 in 2008%h800 in 2009 for Mr. Pucci are included in atiet
compensatior
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EMPLOYMENT AGREEMENTS

The Company is party to employment agredswith four of its named executive officers. A suary of the material terms of these
agreements follows below. For information regardimg post-employment and change in control bengfisided by these agreements, see
"Payments Upon Termination or Change in Controlpage 26.

Employment Agreement with Paolo Pucci

Mr. Pucci's agreement provides that the gamy will employ him as its Chief Executive Officeffective June 9, 2008, at an initial
annual base salary of $450,000. The base salagbjsct to annual review and upward adjustmenhbyGompany. Mr. Pucci is also eligible
to receive a discretionary annual cash bonus barsedtarget amount of 50% of his base salary. Wardof a bonus is in the discretion of
Company's Board of Directors based on Company rdigidual performance.

Employment Agreement with Peter S. Lawrence

Mr. Lawrence's agreement, as amended, gesthat we will employ Mr. Lawrence President &hief Operating Officer at an initial
base salary of $375,000 per year. The base salanbiect to annual review and upward adjustmenii@yompany. Mr. Lawrence is also
eligible to receive a discretionary annual cashusdmased on a target amount of 40% of his baseysalae award of a bonus is in the
discretion of the Company's Board of Directors base Company and individual performance.

Employment Agreement with Brian Schwartz

Dr. Schwartz's agreement provides thaCthmpany will employ Dr. Schwartz as its Chief MediOfficer at an initial annual base
salary of $325,000. The base salary is subjeattoia review and upward or downward adjustmentiey@Gompany. Dr. Schwartz is also
eligible to receive a discretionary annual cashusdmased on a target amount of 35% of base sdlaeyaward of a bonus is in the discretion
of the Company's Board of Directors based on Compad individual performance.

Employment Agreement with Thomas C. K. Chan

Dr. Chan's agreement provides that the Goywill employ Dr. Chan as its Chief Scientificfioér at an initial annual base salary of
$309,000. The base salary is subject to annuaweand upward or downward adjustment by the CompanyChan is also eligible to
receive a discretionary annual cash bonus basedanget amount of 30% of base salary. The awaedbainus is in the discretion of the
Company's Board of Directors based on Company rdigidual performance.
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GRANTS OF PLAN-BASED AWARDS FOR FISCAL YEAR 2009

The following table sets forth certain infation with respect to awards granted during ibeaf year ended December 31, 2009 to our
named executive officers under our equity and rouritg incentive plans.

All Other All Other

) Stock Option
ESULTI?(;:? Eg;urEe Izietlyouts Awards: Awards: Grant Date
quity Number of  Number of  Exercise or Fair

Incentive Plan Awards(1)

Shares of Securities Base Price  Value of Stock
Stock Underlying of Option and Option

Threshold Target Maximum or Units Options Awards Awards(3)
Name Grant Date ($) ($) ($) (#) (2) (#) ($) ($)
Paolo Puc N/A — 225,00( 337,50(
1/20/200¢ 67,50( — 238,95(
Peter S.
Lawrenct N/A — 153,75( 230,62!
1/20/200¢ 75,00( — 265,50(
Dr. Brian
Schwart. N/A —  116,07: 174,10t
1/20/200¢ 11,70( — 41,41¢
Dr. Thoma
C.K.
Chan N/A — 97,50( 146,25(
1/20/200¢ 20,00( — 70,80(
) The threshold amount under the cash bonus progsaero. The target amount is based on the indiV&loarrent salary. The target represents 50% of

Mr. Pucci's base salary, 40%, 35% and 30% of tlse kalaries of Mr. Lawrence, Dr. Schwartz and DraiCrespectively. The maximum amount is 150% o
target amount.

) All Other Stock Awards consist of restricted shasestock granted under our Amended and Restat@d E@uity Incentive Plan during 2009.

3) The dollar amount for restricted stock grants iswated as the number of restricted shares okggoanted times the market price on the date ofrdwa
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OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END

The following table sets forth certain infation with respect to the value of all unexerdisgptions previously awarded to our named
executive officers as of December 31, 2009:

Option Awards Stock Awards

Number of Number of
Securities Securities Number of Shares Market Value
Underlying Underlying or Units of Shares or
Unexercised Unexercised Option of Stock Units of Stock
Options (#) Options (#)(1) Exercise Option that Have that Have
Name Exercisable Unexercisable Price ($)  Expiration Date Not Vested Not Vested (3)
Paolo Pucc
) 250,00( 250,000 $ 3.9t 6/9/201¢
67,50( $ 238,95(
Peter S.
Lawrenct 225,00( 75,00( 6.2C 4/13/201¢
25,00( 25,00( 6.1€ 1/16/201°
50,00( 50,00( 7.5€ 10/4/201°
50,00(¢ 150,00( 4.7¢ 1/17/201¢
75,000 $ 265,50(
Dr. Brian
Schwart. 50,00( 150,00( 3.62 7/14/201¢
11,70 $ 41,41¢
Dr. Thoma
C.K.
Chan 50,00( 6.92 12/1/201!
25,00( 25,00( 6.1€ 1/16/201°
12,50( 37,50( 4.7¢ 1/17/201¢
25,00( 75,00( 2.8€ 11/21/201:
20,000 $ 70,80(
1) Except as otherwise noted, each option vests aatleof one-fourth of the underlying shares angusginning on the anniversary of the date of gran
) In accordance with Mr. Pucci's employment agreendated as of April 15, 2008, Mr. Pucci was grargacption to purchase 500,000 shares of the Con'g
Common Stock, of which 125,000 vested on June 882a8nd 125,000 vest on the anniversary of the afageant for the following three years. On June 9,
2008, Mr. Pucci was also awarded 125,000 sharesstriicted stock 50% of which vested immediatelgt e remaining shares vested on June 9, 2009.
3) Market Value is calculated as the number of shafe®n vested stock awarded times the market jnicthe date of award.
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OPTION EXERCISES AND STOCK VESTED IN FISCAL YEAR 20 09.

The table below sets forth certain inforim@tegarding stock option exercises and vestetkswards for the Company's executive
officers during the last fiscal year.

Option Awards Stock Awards
Value Realized Value Realized on
Number of Securities Upon Exercise Number of Shares Vesting
Name Acquired on Exercise ($) Acquired on Vesting ($)
Paolo Pucci(1 — — 62,50( $ 341,87!

Q) On June 9, 2008, Mr. Pucci was awarded 125,00@sladrestricted stock, 50% of which vested immiedifaand the
remaining shares vested on June 9, 2008. The takehvalue of the Company's stock was $5.47 omldte the shares
vested.
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PAYMENTS UPON TERMINATION OR CHANGE IN CONTROL

The Company is party to employment agredswith four of its named executive officers. Eatlthe employment agreements provides
for the payment of severance and change in congnoéfits. The following discussion and table previaformation about the severance and
change in control provisions of these employmené@ments, and are qualified by reference to tHedut of the agreements, each of whic

on file with the SEC.

The following terms are used in the discusdelow:

. " Changein Control " means any of the following:

the acquisition by any person or entity of our Casnnstock so that such person or entity holds otrot50% or mor
of our outstanding Common Stock;

the merger or consolidation of the Company witinés any other entity in circumstances where thielérs of the
Company's outstanding shares of capital stock bafar transaction do not retain stock represetimgjority of the
voting power of the surviving entity;

a sale of all or substantially all of the assetthefCompany to a third party;

within any 24-month period, the election by the @amy's stockholders of 20% or more of the Compattiystors
other than pursuant to nomination by management; or

the execution of an agreement approved by the Barandding for any of the above.

. " Cause " means any of the following:

arbitrary, unreasonable, or willful failure of tegecutive to follow the reasonable instructionshef Chief Executive
Officer (or, in the case of the Chief Executive i€df, the Board), or otherwise perform his or haties;

willful misconduct by the executive that is matélyianjurious to the Company;
willful commission by the executive of an act catsing fraud with respect to the Company;
conviction of the executive for a felony under stat federal law; or

material breach by the executive of his or hergations to the Company regarding confidentialityndérmation, right:
in intellectual property or, in the case of Dr.IHiloncompetition.

. Termination "without Cause " means any of the following:

the Company terminates the executive's employméhout Cause; or

the executive terminates his employment upon tleeimence of any of the following: (a) the Companpstantially
reduces or diminishes the executive's respongdsilir title without cause; (b) the Company redubesexecutive's ba
salary or bonus target (other than in connectich wiCompany-wide decrease in salary or bonuseotisgly); (c) the
Company materially breaches any of its obligatitnthe executive under his or her employment ages¢nand fails to
cure such breach; (d) the Company relocates theuéixe's place of employment without his or hersmnt by a
distance of more than fifty (50) miles; or (e) @sessor in interest to the Company fails to assima@bligations of the
employment agreement.
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Employment Agreement with Paolo Pucci

Mr. Pucci's agreement provides for contthamployment for a four-year period. If Mr. Pucsitérminated without Cause, the Company
will be required to pay Mr. Pucci an amount eqoalenty-four months of his base salary in effédha time of termination, plus an amount
equal to the total of bonuses paid to him with eespo the two years preceding the year in whiclstterminated. These amounts will be paid
in substantially equal installments according ® @ompany's normal payroll schedule during the ty#sur month period following
termination. In addition, the Company will, at @&spense, continue to provide Mr. Pucci with cerimployee benefits for a period of twenty-
four months from the date of termination. Fina#if,of Mr. Pucci's unvested stock options and retstd stock that would have become
exercisable or vested within one year from the teation date will immediately become exercisable@sted free of restrictions without
regard to the original vesting schedule. TermimatbMr. Pucci's employment by reason of schedebguration of his employment
agreement will not be considered as terminatiohaut Cause. If a Change in Control occurs, ancCibrapany subsequently terminates
Mr. Pucci's employment without Cause within a sfiediperiod, 100% of his unvested stock options r@stricted stock will become
immediately exercisable or vested free of restidiwithout regard to the original vesting schedule

Employment Agreement with Peter S. Lawrence

Mr. Lawrence's employment agreement pravitiat, in the event that his employment is termeichavithout Cause, he is entitled, subject
to the execution of a general release of claima,ltonp sum severance payment equal to twelve redbdise salary as of the date of
termination, plus the average of the annual perémee bonuses that he received in the precedingéas. In addition, 50% of any then
unvested options that were granted at the timettiga¢mployment agreement was executed will becomreediately exercisable on the
termination date, and the Company will pay, for tiivelve-month period following the date of terminat the cost of continuing the health
and other employee benefits that Mr. Lawrence iiled to receive under his employment agreemethiatevel in effect as of the terminat
date. The employment agreement further provides tipen a Change in Control of the Company, alirf then unvested options held by
Mr. Lawrence will become immediately exercisable.

Employment Agreement with Brian Schwartz

Dr. Schwartz's employment agreement pravitiat, in the event that his employment is termaichavithout Cause, he is entitled, subject
to the execution of a general release of claima,geverance payment equal to twelve months' lzdaey s of the date of termination, plus
the average of the annual performance bonusebé¢hatceived in the preceding two years. This amatlhbe paid in substantially equal
installments according to the Company's normal glagchedule during the twelve-month period follagiitermination. In addition, the
Company will pay, for the 1#onth period following the date of termination, twst of continuing the benefits that Dr. Schwéstentitled tc
receive under his employment agreement at the Iievaffect as of the termination date. If Dr. Schi@a employment is terminated without
Cause within one year after a change in contréth@fCompany, in addition to the severance bengéiseribed above, 100% of any then
unvested stock options will become immediately eisable without regard to the original vesting stlle and any shares of Restricted Stock
previously granted shall immediately be free amscbf any restrictions.

Employment Agreement with Thomas C. K. Chan

Dr. Chan's employment agreement providast th the event that his employment is terminatétiout Cause, he is entitled, subject to
the execution of a general release of claims,gevarance payment equal to twelve months' basey salaf the date of termination, plus the
average of the annual performance bonuses thatdeé/ed in the preceding two years. This amouritheilpaid in
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substantially equal installments according to teenany's normal payroll schedule during the twehath period following termination. In
addition, the Company will pay, for the twelve-mioperiod following the date of termination, the tcokcontinuing the benefits that

Dr. Chan is entitled to receive under his employnagmeement at the level in effect as of the teatidm date. If Dr. Chan's employment is
terminated without Cause within one year after angfe in control of the Company, in addition to $keerance benefits described above,
100% of any then unvested stock options will becammaediately exercisable without regard to the ioajvesting schedule and any shares
of Restricted Stock previously granted shall imraggly be free and clear of any restrictions.

The following table sets forth informatiaith respect to compensation that would have besalpe to Mr. Pucci, Mr. Lawrence,
Dr. Schwartz and Dr. Chan if the named executifie@fs employment had been terminated without €assof December 31, 2009
immediately following a change in control of ther@many:

Cash Equity Benefits and
Payment(1) Acceleration(2) Perquisites(3) Total
Name $) (©)] (%) )
Paolo Pucc $ 1,327,501 — 9 21,00 $ 1,348,50:
Peter S. Lawrenc 538,12! — 20,22 558,34¢
Dr. Brian Schwart: 447,70( 10,50¢( 20,00 478,20°
Dr. Tom C.K. Char 422,50( 62,25( 13,27¢ 498,02¢

@ For Mr. Pucci, the cash payment is calculated asthm of an amount equal to two times his annudalhsas of December 31, 2009,
plus a bonus payment equal to the sum of the 26082809 bonus. For each of Mr. Lawrence, Dr. Scteand Dr. Chan, the cash
payment is calculated as the sum of the execuiveisial salary as of December 31, 2009, plus adpayment equal to 40%, 35%
and 30%, respectively, of annual salary.

2 Reflects the aggregate intrinsic value of unvestedk options as of December 31, 2009. Aggregatm&ic value represents the value
for only those options which have an exercise pgass than the market value of our stock on Decei®bg2009.

3) Reflects the premiums for twelve months for growgdinal, dental, life and disability programs. Amtsiare based on the premium
effect at December 31, 2009.
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SECURITIES AUTHORIZED FOR ISSUANCE UNDER EQUITY COM PENSATION PLANS

The following table provides information@sDecember 31, 2009 regarding compensation glankiding individual compensation
arrangements) under which our equity securitiesatkorized for issuance.

@ (b) (©)(1)
Number of securities
remaining available for
future issuance under

Number of securities to Weighted-average equity compensation
be issued upon exercise exercise price of plans (excluding
of outstanding options, outstanding options, securities reflected
Plan Category warrants and rights warrants and rights in column (a))
Equity compensation plans
approved by security holde 5,215,18' $ 6.04 2,949,80!
Equity compensation plans no
approved by security holde — — —
Total 5,215,18' $ 6.04 2,949,80!

(1) Column "(c)" includes 547,985 shares availabledgsuance under the ArQule, Inc. Amended and Res1£186
Employee Stock Purchase Plan, 2,160,320 availablissuance under the ArQule, Inc. Amended andaRe$t1 994

Equity Incentive Plan and 241,500 available fougsge under the ArQule, Inc. Amended and Rest&386 Director
Stock Option Plar
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REPORT OF THE AUDIT COMMITTEE
In the course of its oversight of the Comps financial reporting process, the Audit Comestbf the Board of Directors has:

0] reviewed and discussed with management the Congauglited financial statements for the fiscal yeated December 31,
2009;

(i) discussed with our independent registered pubbiowaating firm, PricewaterhouseCoopers LLP, an iedelent registered
public accounting firm, matters required to be dssed by Statement on Auditing Standards No. 6ameshded (AICPA,
Professional Sandards, Vol. 1, AU section 380), as adopted by the Publienpany Accounting Oversight Board in
Rule 3200T;

(i)  received the written disclosures and the lettenfRricewaterhouseCoopers LLP pursuant to appliaaipjeirements of the
Public Company Accounting Oversight Board regardimgindependent accountant’'s communications wehAudit
Committee concerning independence;

(iv)  discussed with PricewaterhouseCoopers LLP thedimadependence; and

(v) considered whether the provision of non-audit sewiby PricewaterhouseCoopers LLP is compatible maintaining
independence.

Based on the foregoing review and discussithe Audit Committee recommended to the Boalifctors that the Company's audited
financial statements be included in the Companysual Report on Form 1R-for the year ended December 31, 2009 for filinthwhe SEC

By the Audit Committee

Timothy C. Barabe, Chairman
William G. Messenger
Patrick J. Zenne
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PROPOSAL 2—AMENDMENTS TO OUR AMENDED AND RESTATED
1994 EQUITY INCENTIVE PLAN

General

We are asking our stockholders to approvaraendment to our Amended and Restated 1994 Haaiytive Plan, referred to as the
Equity Plan, to increase the aggregate numberareshof Common Stock that may be issued underlémely 1,500,000 shares, from
11,000,000 to 12,500,000 shares;

The following summary of the material teraighe Equity Plan, as proposed to be amendegqijaified by reference to the full text of
the Equity Plan. A copy of the Equity Plan showihg proposed amendments is attached to this PriatgrSent as Appendix A. You may
also request and obtain a copy by writing to:

ArQule, Inc.
19 Presidential Way
Woburn, MA 01801
Attn.: William B. Boni
Vice President, Investor Relations/Corporate Conipations.

Unless otherwise specified, capitalizednteused in this discussion have the meanings assigrthem in the Equity Plan.

The purpose of the Equity Plan is to atteand retain key employees and consultants andotade an incentive for these persons to
achieve long-range performance goals. The Equén Buirrently permits us to authorize the grantihtpevards"” to our employees and
consultants in any of the following forms:

. options to purchase shares of the Company's Con8tawk, which may be nonstatutory stock optionsoentive stock
options under the Tax Code;

. stock appreciation rights, which give the holder tight to receive the difference between therfarket value per share the
Company's Common Stock on the date of exercisetbeggrant price;

. performance shares upon the attainment of speggeidrmance goals;

. restricted stock, which is subject to restrictionstransferability and subject to forfeiture omtsrset by the Compensation
Committee;

. stock units, which represent the right to recelharss of the Company's Common Stock in the fusirgject to terms,

restrictions, conditions, performance criteria,tiresrequirements and payment rules as set by timepénsation Committee;

. other stock-based awards in the discretion of the@nsation Committee, including convertible preféistock, convertible
debentures, exchangeable securities and Commok 8i@rds or options.

To date, we have granted only incentivelstaptions, non-statutory stock options and regdstock under the Equity Plan. Currently,
we plan to issue only stock options and restristedk under the Equity Plan but wish to retainftegibility to make Awards in other forms.

On March 11, 2010, our Board of Directoosed to amend the Equity Plan, subject to stocldradgbproval, in order to increase the
aggregate number of shares of Common Stock thatxmagsued under the plan by 1,500,000 shares ¥ig600,000 shares to 12,500,000
shares. If the stockholders approve the proposehdment, Awards may be granted under the Equity laup

31




to 12,500,000 shares of Common Stock, subjectjtssadent for stock splits and similar capital chesig

As of March 26, 2010, options to purchas@aggregate of 16,248,495 shares of Common Stogkleen granted. Pursuant to the Ec
Plan, 1,192,285 restricted shares of Common Statk been awarded, of which 86,052 restricted sheres been cancelled, 769,269 shares
have been issued as restrictions lapsed and 336t2ds remain reserved for issuance if and whatriations lapse. Options to purchase
7,446,120 shares have been cancelled, optionsthase 3,063,545 shares have been exercised, todsojp purchase 5,738,830 shares
remained outstanding, leaving 1,188,592 sharegutiyravailable for issuance of new options orrietstd shares under the Equity Plan. The
closing price of our Common Stock as reported bgddg on March 26, 2010 was $3.41.

The Company does not believe that the meg@mendments to the Equity Plan would have affeitte number or types of Awards that
were awarded for performance in 2009. Future gramgsiot presently determinable, and it is not ipbsso predict the benefits or amounts
that will be received by or allocated to particutadividuals or groups for 2010. However, if theeamdments are not approved the total
amount of options awarded may be curtailed. Alkrsbavailable for grant under the Equity Plan camed for Awards in the form of
options, restricted stock, stock appreciation ggperformance shares, stock units, and othersrigditing a Common Stock element.

Administration and Eligibility

The selection of persons who receive Awarttder the Equity Plan and the sizes and typesaafrds are generally determined by the
Compensation Committee. All of the Company's emgésyare eligible to participate in the Equity Pkas.of March 26, 2010, the Company
had 108 employees. Consultants of the Companyyoafiitiate, who are capable of contributing sigecafntly to the successful performance
the Company, are also eligible to participate s Bguity Plan, but only for Awards other than intbem stock options.

Options under the Equity Plan are grantateadiscretion of the Compensation Committeedaty, with ratification of the
Compensation Committee's actions by the Board oédbors. The Compensation Committee determineeettipients and establishes the
terms and conditions of each Award. In the casgtaifk options, the terms and conditions includeettexcise price, the form of payment of
the exercise price, the number of shares subjgbetoption, and the dates at which the option lmesoexercisable. However, the exercise
price of any incentive stock option granted undier Equity Plan may not be less than the fair marakte of the Common Stock on the date
of grant and the term of any such option cannaireater than 10 years. The Compensation Commigezrdines the exercise price of any
non-statutory stock option. In the case of resdatock, the terms and conditions include theicisins on ownership and the dates upon
which the restrictions lapse.

Subject to certain limitations, the Compim Committee may delegate to one or more ofesecutive officers the power to make
Awards to participants who are not subject to ®acti6 of the Exchange Act or "covered employeesbtoposes of Section 162(m) of the
Tax Code. In January 2010, the Compensation Comengftanted such authority to Mr. Pucci and Mr. Lexvee.

Federal Income Tax Considerations

The following discussion briefly summarizestain federal income tax consequences of Awander the Equity Plan and does not
attempt to describe all possible federal or angitpr, state, local, or other tax consequencesecttat Awards or tax consequences based
particular circumstances.

Incentive Sock Options.  Generally, a participant who is granted aniiize stock option will not recognize income on frant or
exercise of the option. However, the differencevMeein the exercise
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price and the fair market value of the stock ondhte of exercise is an adjustment item for purp@$é¢he alternative minimum tax. If a
participant does not exercise an incentive stodlonpvithin certain specified periods after terntina of employment, the participant will
recognize ordinary income on the exercise of tleritive stock option in the same manner as onxéecise of a non-statutory stock option,
as described below.

Non-statutory Stock Options. A participant generally is not required to rgeize income on the grant of a non-statutory staation.
Generally, ordinary income is instead requireddadxognized on the date the non-statutory stotkrofs exercised. In general, the amount
of ordinary income required to be recognized isekeess, if any, of the fair market value of thares of Common Stock on the date of
exercise over the exercise price.

Restricted Stock.  Unless a participant who is granted sharegstficted stock makes an election under Sectiob)&8(the Tax Code
as described below, the participant generally ts@guired to recognize ordinary income on the avedrestricted stock. Instead, on the date
that the restrictions lapse (i.e. the shares bedosneferable or no longer subject to a substarisklof forfeiture), the participant will be
required to recognize ordinary income in an ameguial to the excess, if any, of the fair marketigadf the shares of restricted stock on such
date over the amount, if any, paid for such shadfesparticipant makes a Section 83(b) electioretmgnize ordinary income on the date the
shares of restricted stock are awarded, the anadfutinary income required to be recognized ismrount equal to the excess, if any, of the
fair market value of the shares on the date of dwaer the amount, if any, paid for such sharesukh case, the participant will not be
required to recognize additional ordinary incomeewlhe restrictions lapse.

Sock Appreciation Rights, Performance Shares, Sock Units and Other Sock Based Awards. A participant generally is not required to
recognize income on the grant of a stock appreciatght, an award of performance shares, an aafastbck units, or any other stock based
award. Generally, ordinary income is instead rexfuto be recognized upon the issuance of sharésrazash pursuant to the terms of the
award. In general, the amount of ordinary incontgiired to be recognized is the excess, if anyhefamount of cash and the fair market
value of any shares received, over the amountyif paid for the Award.

Gain or Loss on Sale or Exchange of Shares.  In general, gain or loss from the sale or ergeaof shares of Common Stock granted or
awarded under the Equity Plan will be treated adtalgain or loss, if the shares are held as abpfisets at the time of the sale or exchange.
However, if certain holding period requirements raoé satisfied at the time of a sale or exchangghafes of Common Stock acquired upon
exercise of an incentive stock option (a "disqyalid disposition™), a participant generally will bequired to recognize ordinary income upon
such disposition.

Deductibility by Company. The Company generally is not allowed a deduadticconnection with the grant or exercise of aremtive
stock option. However, if a participant is requitedecognize ordinary income as a result of auditifying disposition, the Company
generally will be entitled to a deduction equattte amount of ordinary income so recognized. Iregainfor a non-statutory stock option
(including an incentive stock option that is treb#es a non-statutory stock option, as describedegba restricted stock award, a stock
appreciation right, a performance shares awarthck sinits award, or any other stock-based awaslCtompany will be allowed to deduct
the amount of ordinary income recognized by théigipant, provided certain income tax reportinguiegments are satisfied.

Performance-Based Compensation.  Subject to certain exceptions, Section 162(hhe Tax Code disallows federal income tax
deductions for compensation paid by a publicly-teglboration to certain executives to the exteataimount paid to an executive exceeds
$1 million for the taxable year. The Equity Plars lieeen designed to allow the grant of awards thalifyg under an exception to the deduc!
limit of Section 162(m) for "performance-based cemgation."
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Tax Rules Affecting Nonqualified Deferred Compensation Plans.  Section 409A of the Tax Code imposes tax rtilasapply to
"nonqualified deferred compensation plans.” Faitoreomply with, or to qualify for an exemption fing the rules with respect to an award
could result in significant adverse tax resultgh® award recipient including immediate taxatioompesting, an additional income tax of
20 percent of the amount of income so recognizied, @tax in the nature of interest. The EquitynR&intended to comply with, or qualify
for an exemption from, Section 409A of the Tax Ctmléhe extent applicable.

Parachute Payments.  Where payments to certain persons that aréngmrit on a change in control exceed limits spedifn the Tax
Code, the person generally is liable for a 20 p#regcise tax on, and the corporation or othetentaking the payment generally is not
entitled to any deduction for, a specified portadrsuch payments. Any award under which vestiracielerated by a change in control of the
Company, would be relevant in determining whetherexcise tax and deduction disallowance rules avbaltriggered.

Vote Required

The affirmative vote of a majority of thatadl votes cast by the stockholders present anéneting, in person or by proxy, and entitled to
vote on this proposal is needed to approve the dments to the Equity Plan. If you submit a proxyheut direction as to a vote on this
matter, your proxy will be treated as a vote "FQ@RS proposal. Broker non-votes will not be treadsdsotes cast and will have no effect on
the outcome of the vote on this proposal. Abstastiwill be treated as a vote against this proposal.

OUR BOARD OF DIRECTORS RECOMMENDS A VOTE "FOR" THIS PROPOSAL.

34




PROPOSAL 3—RATIFICATION OF THE SELECTION OF INDEPEN DENT
REGISTERED PUBLIC ACCOUNTING FIRM

We are asking our stockholders to ratify skelection by our Audit Committee of Pricewatedeioopers LLP, an independent regist
public accounting firm, to audit our financial gatents for the fiscal year ending December 31, 2BfiBewaterhouseCoopers LLP has
audited our financial statements since our inceptio

The Audit Committee of our Board of Direct@elected PricewaterhouseCoopers LLP to audifimamcial statements for the year
ending December 31, 2009. We expect that reprasergaf PricewaterhouseCoopers LLP will attend 2009 Annual Meeting of
Stockholders to respond to appropriate questiohsy Will also have the opportunity to make a staenif they so desire.
PricewaterhouseCoopers LLP has no direct or intlfieancial interest in the Company or in any sfsubsidiaries, nor has it had any
connection with the Company or any of its subsid&im the capacity of promoter, underwriter, vgttrustee, director, officer or employee.

The following table summarizes fees fovsms provided by PricewaterhouseCoopers LLP tim 2009 and 2008:

2009 2008

Audit Fees $ 400,00 $ 475,00(
Audit-Related Fee — 23,00¢(
Tax Fees — —
All Other Fees — —
Total $ 400,00 $ 498,00(

"Audit Fees" are fees for the audit of oansolidated financial statements and internalroésbver financial reporting, included in our
Annual Reports on Form 10-K, the review of intefimancial statements included in our Quarterly Repon Form 10-Q and other services
normally associated with statutory and regulatdipgs or engagements.

"Audit-Related Fees" are fees for assuramzkrelated services that are reasonably relat#tetperformance of the audit and the review
of ArQule's financial statements and which arerapbrted under "Audit Fees." In 2008, these sesvietated to consultations with respect to
the implementation of new accounting standardstarstcounting for a business collaboration.

The Audit Committee pre-approves each psedaervice by PricewaterhouseCoopers LLP on alasase basis. The Audit
Committee does not have any pre-approval policiggacedures for PricewaterhouseCoopers LLP's@esvilrhe Audit Committee approved
100% of the audit and audit-related services PriterouseCoopers LLP provided to us in 2009 an&.200

Vote Required

The affirmative vote of a majority of thetdl votes cast by the stockholders present anéneting, in person or by proxy, and entitled to
vote on this proposal is necessary to ratify thecti®on of PricewaterhouseCoopers LLP to auditfmancial statements. If you submit a
proxy without direction as to a vote on this matyeur proxy will be treated as a vote "FOR" thisgosal. Broker non-votes will not be
treated as votes cast and will have no effect erotlicome of the vote on this proposal. Abstentigitishe treated as votes against this
proposal.

OUR BOARD OF DIRECTORS RECOMMENDS A VOTE "FOR" THIS PROPOSAL.
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

There is no amount due to or from a relatdy as of December 31, 2009 and there was remtevfrom a related party in 2009.

SHARE OWNERSHIP OF CERTAIN BENEFICIAL OWNERS

The following table and footnotes set faréntain information regarding the beneficial owstgp of the Company's Common Stock by
persons known by us to be beneficial owners of riwaa 5% of our Common Stock. We had approximatdly 29,014 shares of Common
Stock outstanding on March 26, 2010.

Total Stock
Options to and
Common Purchase Stock-based Percent

Name Stock Owned Common Stock Holdings of Class
Biotechnology Value Fund, L.P.(1) 9,092,07. — 9,092,07 20.3%

900 North Michigan Avenue, Suite 11

Chicago, IL 6061:
Pfizer Inc(2) 3,273,67! — 3,273,67! 7.32%

235 East 42nd Street

New York, New York 1001
BlackRock, Inc.(3) 3,187,76. — 3,187,76: 7.14%

55 East 529 Street
New York, NY 1005&

(1) These shares are beneficially owned by a groupistong of Biotechnology Value Fund, L.P., Biotectogy Value
Fund II, L.P., BVF Investments, L.L.C., Investmé®@; L.L.C., BVF Partners L.P. and BVF Inc., basadite
Schedule 13D/A filed with the SEC on September2209 by Biotechnology Value Fund, L.P. Pursuanh&operating
agreement of BVF Investments, L.L.C., BVF PartrieRs is authorized, among other things, to inviestfunds of Ziff
Asset Management, L.P., the majority member of BMFestments, L.L.C., in shares of the Common Stoakeficially
owned by BVF Investments, L.L.C. and to vote anéreise dispositive power over those shares of Com&tock. BVF
Partners L.P. and BVF Inc. share voting and disjyespower over shares of Common Stock beneficialiyjed by
Biotechnology Value Fund, L.P., Biotechnology Vakund Il, BVF Investments, L.L.C., and Investme@t L.L.C., on
whose behalf BVF Partners L.P. acts as an investmanager and, accordingly, BVF Partners L.P. avi& Bic. have
beneficial ownership of all of the shares of Comrsdock owned by such parties. The percentage oéoship is
calculated as of the filing date of the SchedulB/A3

(2) These shares (issued to Pfizer Holdings Europeucaie House, International Financial Services @emiublin 1,
Ireland, a subsidiary of Pfizer Inc) are benefigiawned by Pfizer Inc based on the Schedule 1&fd fivith the SEC on
February 14, 2006 by Pfizer Inc. The percentagaenafership is calculated as of March 26, 2010.

(3)  These shares are beneficially owned by BlackRaouk,based on the Schedule 13G it filed with the $BQanuary 29,
2010. On December 1, 2009 Blackrock, Inc. complé@tedcquisition of Barclays Global Investors fr@arclays
Bank PLC. As a result, substantially all of the @ays Global Investors, NA. entities are now inédds subsidiaries of
BlackRock, Inc. for purposes of Schedule 13G f#éinghe percentage of ownership is calculated #sedfiling date of
the Schedule 13C
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SHARE OWNERSHIP OF MANAGEMENT

The following table and footnotes set faréntain information regarding the beneficial ovaip of the Company's Common Stock as of
March 26, 2010 by (i) our directors and nomineesefection as director, (ii) our named executivicefs, and (jii) all current directors and
named executive officers and as a group. Shar€swimon Stock underlying options includes sharesvfich options are currently
exercisable or will become exercisable within 6@gdafter March 26, 2010. Those options are deemée butstanding for computing the
percentage of the person or group holding suctongtibut are not deemed outstanding for compultiagercentage of any other person or

group.

Total Stock
Options to and
Common Purchase Stock-based  Percent
Directors, Nominees and Named Executive Officers(1) Stock Owned Common Stock Holdings of Class
Timothy C. Barabe(2 30,89 66,00( 96,89 *
Ronald M. Lindsay 20,00( 50,00( 70,00( *
Michael D. Loberc 63,49: 50,00( 113,49: *
William G. Messenge 1,50C 55,00( 56,50( *
Nancy A. Simoniat — 50,00( 50,00( *
Patrick J. Zenne 26,90( 82,50( 109,40( *
Thomas C. K. Cha 3,10z 137,50( 140,60: &
Peter S. Lawrenc 21,63¢ 487,50( 509,13« 1.1%
Paolo Pucc 158,81: 250,00( 408,81 *
Brian Schwart: 15,32t 50,00( 65,32¢ *
All current directors and named executive
officers as a group (10 persol 341,65¢ 1,278,500 1,620,15¢  3.6%
* Indicates less than 1%.

(1) The persons named in the table have sole votingrevedtment power with respect to the shares beia#fi owned by
them, except as noted below or as otherwise prdwicieler community property laws. Total Stock amackthased
Holdings numbers include shares of Common Stoclatsie pursuant to outstanding options that mayxkecesed
within 60 days after March 26, 2010.

2 Mr. Barabe disclaims any direct, indirect or beciafiownership of 420 shares of Common Stock owmelis spouse

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLI ANCE

Our executive officers and directors aguiged under Section 16(a) of the Exchange Acti¢aréports of ownership and changes in
ownership of our securities with the SEC. Copiethoke reports must also be furnished to us, umlessnd the person reporting have agreed
that we will file on his or her behalf pursuantt@ower of attorney. We file reports required urnBlection 16(a) on behalf of our executive
officers and directors pursuant to powers of agrn

Based solely on a review of the copiesepbrts furnished to, or filed by, us and writtepresentations that no other reports were
required, we believe that during 2009, our exeeutifficers and directors complied with all applieaBection 16(a) filing requirements with
the exceptions described below.

We file reports required under Section 1@fabehalf of our directors pursuant to powerattdrney. As a result of administrative errors,
(i) we did not timely file a report on Form 4 for.C5chwartz relating to an open market stock pwsehensaction; (ii) we did not timely file
reports on Form 4 for Messrs. Pucci and Weiskolatirgy to income tax withholding on the vesting of
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restricted stock, and (iii). we did not timely fileports on Form 4 for Messrs. Lawrence, Pucci,\&eiskopf and Drs. Chan and Schwartz
relating to grants of restricted stock. The reqlifiengs were made immediately after discoveryh# errors.

STOCKHOLDER PROPOSALS

If you wish to bring business before th& P&nnual Meeting of Stockholders and have youppsal included in the proxy statement
and card for that meeting, you must give writtetiaeoto ArQule by December 15, 2010, provided that2011 Annual Meeting of
Stockholders is within 30 days of May 13, 2010 (8raber 15, 2010 being the date 120 days beforenthigexsary of the date the 2010 proxy
statement was mailed to stockholders).

If you intend to bring such a proposalhet 2011 Annual Meeting outside the SEC's stockingid®posal rules, or wish to propose a
director nomination at the 2010 Annual Meeting, youst provide written notice to ArQule of such pwegal or nomination by March 1, 2011
(the date 75 days before the anniversary of th® 20thual Meeting).

Notices of stockholder proposals and notiona should be given in writing to:

Peter S. Lawrence
President and Chief Operating Officer
ArQule, Inc.
19 Presidential Way
Woburn, Massachusetts, 01801

OTHER MATTERS

Our Board of Directors does not know of &dginess to come before the Annual Meeting otean the matters described in the Notice
of Annual Meeting. If other business is properlggented for consideration at the meeting, the sadlproxy authorizes the persons named
therein to vote the shares represented therelheindiscretion.

A copy of our Annual Report on Form 10-K for the yar ended December 31, 2009, as filed with the SE@ #March 2, 2010,
accompanies this Proxy Statement. Any exhibit to Fm 10-K is also available upon written request at aeasonable charge for copying
and mailing. Written requests should be addressedt

William B. Boni
Vice President, Investor Relations/Corporate Conigations
ArQule, Inc.
19 Presidential Way
Woburn, Massachusetts 01801

Copies of these documents may also be accessedtmeaally by means of the SEC's website atttp://mmw.sec.gov and
http: //mww.proxyvote.com . The Annual Report on Form 10-K is not part of theproxy solicitation materials.
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Appendix A

ARQULE, INC.
Amended and Restated
1994 Equity Incentive Plan

Section 1. Purpose

The purpose of the Plan is to attract ataim key employees and consultants of the Compadyits Affiliates, to provide an incentive
for them to achieve long-range performance goald,ta enable them to participate in the long-terowgh of the Company. Independent
contractors and leased employees of the Compatiynstidoe eligible to participate in the Plan ndtvgtanding that they may be deemed ti
"common law" employees of the Company for otheppses.

Section 2. Definitions

"Affiliate" means any business entity thaectly, or indirectly through one or more intemirezries, controls, is controlled by or is under
common control with the Company. For purposes Hel€wntrol" (and with correlative meanings, thents "controlled by" and "under
common control with") shall mean the possessioth@fpower to direct or cause the direction of tlemagement and policies of the Compi
whether through the ownership of voting stock, bgtcact or otherwise. In the case of a corpordtoamtrol” shall mean, among other things,
the direct or indirect ownership of more than fiftgrcent (50%) of its outstanding voting stocktha case of an Incentive Stock Option, the
term "Affiliate" shall only include each entity wdfi is either a "parent corporation” or a "subsidi@rporation,” both as defined in
Section 424 of the Code, with respect to the Compgand any entity which becomes such a "parentaratpn” or "subsidiary corporation”
after the adoption of the Plan).

"Award" means any Option, Stock AppreciatiRight, Performance Share, Restricted Stock, Sthikor Other Stock-Based Award
awarded under the Plan or any Award previously tgchnnder the 1994 Equity Incentive Plan of the @any or the Amended and Restated
1994 Equity Incentive Plan of the Company as ieafprior to date this Plan was adopted by the @o&Directors.

"Board" means the Board of Directors of @@mpany.
"Code" means the Internal Revenue Cod®861las amended from time to time, and any succéssoich Code.

"Committee" means a committee of not fethan two members of the Board appointed by the @taadminister the Plan. If a
Committee is authorized to grant Options to a ReépgiPerson or a "covered employee" within the nreanf Section 162(m) of the Code,
each member shall be a "non-employee directoti®@etjuivalent within the meaning of Rule 16b-3 uritle Securities Exchange Act of
1934 and an "outside director" or the equivalerihinithe meaning of Section 162(m) of the Codepeestvely. Until such committee is
appointed, "Committee" means the Board.

"Common Stock" or "Stock" means the ComrBtuock, $0.01 par value, of the Company.
"Company" means ArQule, Inc.

"Designated Beneficiary" means the benaficdesignated by a Participant, in a manner déteairby the Committee, to receive
amounts due or exercise rights of the Participatité event of the Participant's death. In the adesef an effective designation of a
beneficiary by a Participant, "Designated Benefic¢ighall mean (i) the Participant's estate, iffrsamounts or rights are, under
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applicable law, deemed to be part of the Partidipastate, or (ii) such person who acquired thiet fio receive amounts due or exercise ri
of the Participant by bequest or inheritance.

"Effective Date" means October 28, 1994.

"Fair Market Value" means, with respecCmmmon Stock or any other property, the fair maviedtie of such property as determined by
the Committee in good faith or in the manner esthbd by the Committee from time to time.(1)

@) On January 16, 2007, the Board determined thataireMarket Value of a share of Common Stock shealits closing price on the
NASDAQ National Market on the date an Award is made

"Incentive Stock Option" means an optioptochase shares of Common Stock awarded to a&ipartt under Section 6 that is intended
to meet the requirements of Section 422 of the @uday successor provision and is designated dthmmittee as such.

"Nonstatutory Stock Option" means an optmpurchase shares of Common Stock awarded tatiaipant under Section 6 that is not
intended to be an Incentive Stock Option.

"Option" means an Incentive Stock Optioradonstatutory Stock Option.

"Other Stock-Based Award" means an Awatkeiothan an Option, Stock Appreciation Right, Berfance Share, Restricted Stock or
Stock Unit, having a Common Stock element and agdtd a Participant under Section 11.

"Participant” means, subject to Sectioretebf, a person selected by the Committee to re@ivAward under the Plan.

"Performance Cycle" or "Cycle" means theqbof time selected by the Committee during whieinformance is measured for the
purpose of determining the extent to which an avediiderformance Shares has been earned.

"Performance Shares" mean shares of Con8taxk, which may be earned by the achievementdbpeance goals, awarded to a
Participant under Section 8.

"Reporting Person" means a person subjeBettion 16 of the Securities Exchange Act of 183dny successor provision.

"Restricted Period" means the period oktelected by the Committee during which an Awaag fre forfeited to the Company
pursuant to the terms and conditions of such Award.

"Restricted Stock" means shares of CommonkSsubject to forfeiture awarded to a Participamder Section 9.

"Stock Appreciation Right" or "SAR" meansight to receive any excess in value of sharegSashmon Stock over the exercise price
awarded to a Participant under Section 7.

"Stock Unit" means an award of Common Stacknits that are valued in whole or in part bigrence to, or otherwise based on, the
value of Common Stock, awarded to a Participaneusgction 10.

"Ten-Percent Stockholder" shall mean ai€ipent who, at the time of grant of an Incentiteck Option, owns, applying Section 424(d)
of the Code, stock possessing more than ten peotéme total combined voting power of all classéstock of the Company or a "parent
corporation" or "subsidiary corporation” (both afided in Section 424 of the Code) with respe¢htoCompany.
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Section 3. Administration

The Plan shall be administered by the Catemi The Committee shall have authority and dismrdo adopt, alter and repeal such
administrative rules, guidelines and practices guwg the operation of the Plan as it shall frometito time consider advisable, to interpret
the provisions of the Plan, subject to the provisiof the Plan, to grant Awards to Participants @etermine the terms of all such Awards, to
determine the identity of a Participant's Desigddeneficiary and to determine the identity of atiegant's (or Designated Beneficiary's)
legal representative in the event such person besdegally disabled. The Committee's decisiond 8ledlinal and binding. To the extent
permitted by applicable law, the Committee may gate to one or more executive officers of the Camyghe power to make Awards to
Participants who are not Reporting Persons or eavemployees and all determinations under the Wildnrespect thereto, provided that the
Committee shall fix the maximum amount of such Adgafor all such Participants and a maximum for ang Participant.

Section 4. Eligibility

All employees (but excluding any indepertd@mtractor or leased employee who is deemed t'"semmon law" employee of the
Company or any Affiliate) and, in the case of Awsaadher than Incentive Stock Options, any consutththe Company or any Affiliate,
capable of contributing significantly to the sucfesperformance of the Company, other than a pewgdw has irrevocably elected not to be
eligible, are eligible to be Participants in thar®I

Section 5. Sock Available for Awards

(@ Subject to adjustment under subsection (b), theiimam number of shares of Common Stock that mag$feed under the Pl
is 12,500,000 shares of Common Stock. If any Awamgspect of shares of Common Stock expires mriminated
unexercised or is forfeited without the Participhating had the benefits of ownership (other thating rights), the shares
subject to such Award, to the extent of such exipinatermination or forfeiture, shall again be éafale for award under the
Plan. Common Stock issued through the assumptisnlgstitution of outstanding grants from an acqu@empany shall not
reduce the shares available for Awards under the ol the extent permitted under Section 422 oftbée. Shares issued
under the Plan may consist in whole or in partutharized but unissued shares or treasury shares.

(b) In the event that the Committee determines thatsémgk dividend, extraordinary cash dividend, doeaodf a class of equity
securities, recapitalization, reorganization, mergensolidation, split-up, spin-off, combinati@xchange of shares, warrants
or rights offering to purchase Common Stock atiegpsubstantially below fair market value, or othienilar transaction affec
the Common Stock such that an adjustment is redjoirelesirable in order to preserve the benefifsotential benefits
intended to be made available under the Plan,tthre@ommittee (subject, in the case of IncentiveISOptions, to any
limitation required under the Code) may in its dition equitably adjust any or all of, or providédstitution for, (i) the numb
and kind of shares in respect of which Awards maynade under the Plan, (ii) the number and kinghafes subject to
outstanding Awards, and (iii) the award, exerciseanversion price with respect to any of the faiag, and if considered
appropriate, the Committee may make provision foash payment with respect to an outstanding Awaajided that the
number of shares subject to any Award shall alvieeya whole number.

Section 6. Stock Options

(@ Subject to the provisions of the Plan, the Committeny award Incentive Stock Options and Nonstajustock Options and
determine the number of shares to be covered by eac
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Option, the option price therefor and the condgiand limitations applicable to the exercise of@pion. The terms and
conditions of Incentive Stock Options shall be sgbjo and comply with Section 422 of the Codergr successor provision
and any regulations thereunder, and no Incentigek3Dption may be granted hereunder more thanaarsyafter May 19,
2004.(2)

(2)  This Plan was amended by the Board with subseaecitholder approval to extend the period durindgctviincentive Stock Option
may be granted to ten years after May 19, 2004d#te of the 2004 Annual Meeting of Stockholderghef Company.

(b)

(©

(d)

(e)

Section 7.

(@)

(b)

The Committee shall establish the option pricédattime each Option is awarded, which price ind&e of an Incentive Stock
Option shall not be less than 100% (110% in the cds Ten-Percent Stockholder) of the Fair Makkatie of the Common
Stock on the date of award with respect to Incen8tock Options. Nonstatutory Stock Options magramted at such prices
as the Committee may determine.

Each Option shall be exercisable at such timessabgct to such terms and conditions as the Comenittay specify in the
applicable Award or thereafter, provided, howetast an Incentive Stock Option may not be exercisede than ten years
(five years in the case of a Ten-Percent Stockipfdem the date of award. The Committee may impsszh conditions with
respect to the exercise of Options, including chowis relating to applicable federal or state siiesrlaws, as it considers
necessary or advisable.

No shares shall be delivered pursuant to any eseeafian Option until payment in full of the optiprice therefor is received
by the Company. Such payment may be made in whategart in cash ofA) to the extent permitted by the Committee at or
after the award of the Option, by delivéiyof a note o(ii) shares of Common Stock owned by the optionee, diivody if
vested, shares of Restricted Stock, or (B) to #terg permitted under the terms of the written agrent evidencing the grant
of an Option, by (i) retaining shares otherwiseigsde pursuant to the Option, in each case valudtea Fair Market Value on
the date of delivery or retention, or (ii) suchetkawful consideration as the Committee may deiteem

The Committee may provide that, subject to suchditmms as it considers appropriate, upon the dejivr retention of shares
to the Company in payment of an Option, the Pgdict automatically be awarded an Option for ugnéortumber of shares so
delivered.

Sock Appreciation Rights

Subject to the provisions of the Plan, the Committeny award SARs in tandem with an Option (at tarahe award of the
Option), or alone and unrelated to an Option. SARandem with an Option shall terminate to theeakthat the related
Option is exercised, and the related Option skathinate to the extent that the tandem SARs aneiseel. SARs granted in
tandem with Options shall have an exercise pri¢dass than the exercise price of the related @p&#Rs granted alone and
unrelated to an Option may be granted at such iseepeices as the Committee may determine.

An SAR related to an Option, which SAR can onlyelxercised upon or during limited periods followaghange in control of
the Company, may entitle the Participant to recaivemount based upon the highest price paid eraafffor Common Stock
in any transaction relating to the change in cdmtrgaid during the thirty-day period immediatgiseceding the occurrence of
the change in control in any transaction repontetthé stock market in which the Common Stock ismadly traded.
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Section 8.

(@)

(b)

(©

Section 9.

(@)

(b)

Section 10.

(@)

(b)

Section 11.

(@)

Performance Shares

Subject to the provisions of the Plan, the Committeny award Performance Shares and determine theanwf such shares
for each Performance Cycle and the duration of €a&sformance Cycle. There may be more than oneiPeshce Cycle in
existence at any one time, and the duration ofdP@dnce Cycles may differ from each other. The payrwalue of
Performance Shares shall be equal to the Fair Matkiee of the Common Stock on the date the Perdoica Shares are
earned or, in the discretion of the Committee,lendate the Committee determines that the Perfaren8hares have been
earned.

The Committee shall establish performance goaledoh Cycle, for the purpose of determining themxo which
Performance Shares awarded for such Cycle aredganéhe basis of such criteria and to accomgigth objectives as the
Committee may from time to time select. During &ygcle, the Committee may adjust the performancdésgoasuch Cycle as
it deems equitable in recognition of unusual or-necurring events affecting the Company, changegpplicable tax laws or
accounting principles, or such other factors agtbmmittee may determine.

As soon as practicable after the end of a Perfocm@ycle, the Committee shall determine the nurnb@erformance Shares
that have been earned on the basis of performanetation to the established performance goals.gdyment values of
earned Performance Shares shall be distributdtket®articipant or, if the Participant has diedh® Participant's Designated
Beneficiary, as soon as practicable thereafter.Jdvamittee shall determine, at or after the timawérd, whether payment
values will be settled in whole or in part in caslother property, including Common Stock or Awards

Restricted Sock

Subject to the provisions of the Plan, the Committeny award shares of Restricted Stock and deterthenduration of the
Restricted Period during which, and the conditionder which, the shares may be forfeited to the @omw and the other terr
and conditions of such Awards. Shares of RestriStedk may be issued for no cash considerationar minimum
consideration as may be required by applicable law.

Shares of Restricted Stock may not be sold, assjgrensferred, pledged or otherwise encumberempas permitted by the
Committee, during the Restricted Period. ShardResfricted Stock shall be evidenced in such maasi¢éhe Committee may
determine. Any certificates issued in respect afes of Restricted Stock shall be registered imtme of the Participant and
unless otherwise determined by the Committee, digbly the Participant, together with a stock poamrdorsed in blank,
with the Company. At the expiration of the RestaitPeriod, the Company shall deliver such certifisdo the Participant or if
the Participant has died, to the Participant's @restied Beneficiary.

Sock Units

Subject to the provisions of the Plan, the Committery award Stock Units subject to such termsticéshs, conditions,
performance criteria, vesting requirements and patrrules as the Committee shall determine.

Shares of Common Stock awarded in connection w8koak Unit Award shall be issued for no cash abersition or such
minimum consideration as may be required by appleaw.

Other Sock-Based Awards

Subject to the provisions of the Plan, the Committeay make other awards of Common Stock and otix@rds that are value
in whole or in part by reference to, or are otheewi
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(b)

Section 12.

(@)

(b)

(©

(d)

()

(f)

(9)

based on, Common Stock, including without limitat@onvertible preferred stock, convertible debezguexchangeable
securities and Common Stock awards or options.rGRtuck-Based Awards may be granted either alore mndem with
other Awards granted under the Plan and/or cashdswaade outside of the Plan.

The Committee may establish performance goals,wmiay be based on performance goals related to ok, subsidiary
performance or such other criteria as the Committag determine, Restricted Periods, Performancée€yconversion prices,
maturities and security, if any, for any Other &t@ased Award. Other Stock-Based Awards may be teoRhrticipants at the
face value thereof or any discount therefrom orrdem for no consideration or such minimum consiti@naas may be requir
by applicable law.

General Provisions Applicable to Awards

Documentation.  Each Award under the Plan shall be evidenced Wyiting delivered to the Participant specifythg terms
and conditions thereof and containing such othengeand conditions not inconsistent with the priovis of the Plan as the
Committee considers necessary or advisable toaetie purposes of the Plan or to comply with aygtlie tax and regulatory
laws and accounting principles.

Committee Discretion.  Each type of Award may be made alone, in aoiditd or in relation to any other type of Award.eTh
terms of each type of Award need not be identaad, the Committee need not treat Participants imifo Except as otherwit
provided by the Plan or a particular Award, anyed®ination with respect to an Award may be madéhkyCommittee at the
time of award or at any time thereafter.

Settlement.  The Committee shall determine whether Awardssattled in whole or in part in cash, Common Stotier
securities of the Company, Awards or other propdrhe Committee may permit a Participant to defleoraany portion of a
payment under the Plan, including the creditinghtérest on deferred amounts denominated in cagldimdend equivalents
on amounts denominated in Common Stock.

Dividends and Cash Awards.  In the discretion of the Committee, any Awandler the Plan may provide the Participant with
(i) dividends or dividend equivalents payable cotiseor deferred with or without interest, and @8sh payments in lieu of or
in addition to an Award.

Termination of Employment.  The Committee shall determine the effect ovamard of the disability, death, retirement or
other termination of employment of a Participard #me extent to which, and the period during whtble, Participant's legal
representative, guardian or Designated Benefigtaay receive payment of an Award or exercise ritfitseunder.

Changein Control. In order to preserve a Participant's rightsaurah Award in the event of a change in contrdhef
Company, the Committee in its discretion may, attttne an Award is made or at any time thereafitd®e one or more of the
following actions: (i) provide for the acceleratiohany time period relating to the exercise otizasion of the Award,

(i) provide for the purchase of the Award upon Beeticipant's request for an amount of cash agrgthoperty that could have
been received upon the exercise or realizatioh@ftward had the Award been currently exercisablgagable, (iii) adjust the
terms of the Award in a manner determined by the@adtee to reflect the change in control, (iv) aatlse Award to be
assumed, or new rights substituted therefor, byrema@ntity, or (v) make such other provision as@ommittee may consider
equitable and in the best interests of the Company.

Withholding Taxes. The Participant shall pay to the Company, okenarovision satisfactory to the Committee for payin
of, any taxes required by law to be withheld irpexs of
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(h)

()

Section 13.

(@)

(b)

(©

(d)

Awards under the Plan no later than the date oétemt creating the tax liability. The Company'figdiion to issue or deliver
shares of Common Stock or pay any amount pursoaariyt Award shall be subject to the Participardtstaction of his or her
obligations under the preceding sentence. In thar@ittee's discretion, such tax obligations may &€ | whole or in part in
shares of Common Stock, including shares retairmd the Award creating the tax obligation, valuétheir Fair Market
Value on the date of delivery. The Company andffgiates may, to the extent permitted by law, detlany such tax
obligations from any payment of any kind otherwdsr to the Participant.

Foreign Nationals. Awards may be made to Participants who aredoreationals or employed outside the United States
such terms and conditions different from those Ejgekin the Plan as the Committee considers necgsy advisable to
achieve the purposes of the Plan or to comply eithlicable laws.

Amendment of Award. The Committee may amend, modify or terminate @rtstanding Award, including substituting
therefor another Award of the same or a differgpet changing the date of exercise or realizatrmh@nverting an Incentive
Stock Option to a Nonstatutory Stock Option, predidhat the Participant's consent to such actialt ba required unless the
Committee determines that the action, taking imimant any related action, would not materially addersely affect the
Participant Notwithstanding the foregoing sentencdess such action is approved by the Compargekisolders or is an
adjustment resulting from the operation of Sectdb) of the Plan: (A) no outstanding Option grantader the Plan may be
amended to provide an exercise price per sharésth@aver than the then-current exercise pricegbare stated in such
outstanding Option, and (B) the Committee may awicel any outstanding Option and grant in subgiituherefor new
Awards under the Plan covering the same or a diffenumber of shares of Common Stock and havirgxarcise price per
share lower than the then-current exercise pricesipgre of the cancelled Option.

Transferability.  In the discretion of the Committee, any Awaraynbe made transferable upon such terms and consliéind
to such extent as the Committee determines (wleichd and conditions may be waived by the Committéts discretion),
provided that Incentive Stock Options may be traradfle only to the extent permitted by the Code.

Miscellaneous

No Right To Employment.  No person shall have any claim or right to kenged an Award, and the grant of an Award shall
not be construed as giving a Participant the rigltontinued employment. The Company expresslyvesahe right at any
time to dismiss a Participant free from any liagitr claim under the Plan, except as expresslyigea in the applicable
Award.

No Rights As Sockholder.  Subject to the provisions of the applicable Adyano Participant or Designated Beneficiary shall
have any rights as a stockholder with respect yoshares of Common Stock to be distributed undePtlan until he or she
becomes the holder thereof. A Participant to wham@on Stock is awarded shall be considered theshaolidthe Stock at the
time of the Award except as otherwise providechimapplicable Award.

Effective Date.  Subject to the approval of the stockholderhefCompany, the Plan shall be effective on thedgffe Date.
Before such approval, Awards may be made undePldae expressly subject to such approval.

Amendment of Plan.  The Board may amend, suspend or terminatelttred? any portion thereof at any time, subjecingy
stockholder approval that the Board determinestadressary or advisable.
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(e) Governing Law.  The provisions of the Plan shall be governediy interpreted in accordance with the laws otldake.

This Plan was approved by the Board of Directors on October 17, 1994.

This Plan was approved by the stockholdar®ctober 17, 1994.
The Board of Directors amended and restated this Plan on April 8, 1998.

The amendment and restatement was applyvéte stockholders at the Annual Meeting of Stadétrs on May 14, 1998.
The Board of Directors amended and restated this Plan on March 16, 2000.

The amendment and restatement was applyvéte stockholders at the Annual Meeting of Stadétrs on May 18, 2000.
The Board of Directors amended and restated this Plan on March 23, 2001.

The amendment and restatement was applyvéte stockholders at the Annual Meeting of Stadétrs on May 17, 2001.
The Board of Directors amended and restated this Plan on March 21, 2002.

The amendment and restatement was applyvéte stockholders at the Annual Meeting of Stadétrs on May 16, 2002.
The Board of Directors amended and restated this Plan on April 7, 2004.

The amendment and restatement was applyvéte stockholders at the Annual Meeting of Stadétrs on May 19, 2004.
The Board of Directors amended and restated this Plan on April 4, 2005.

The amendment and restatement was applyvéte stockholders at the Annual Meeting of Stadétrs on May 18, 2005.

The Board of Directors authorized the amendment and restatement of this Plan on May 11, 2005, effective September 13, 2005.

Pursuant to Section 13 (d) of the PlanBbard determined that it was not necessary orsathé to obtain stockholder approval of the
amendment and restatement.

The Board of Directors amended and restated this Plan January 21, 2008.

These amendments and restatements werdtgin the stockholders for approval at the AnrMieeting of Stockholders on May 14,
2008 but were not approved.

The Board of Directors amended and restated this Plan January 21, 2009.
The amendments and restatements were agaptvthe stockholders at the Annual Meeting otlgtolders on May 13, 2009.
The Board of Directors amended and restated this Plan March 11, 2010.
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Appendix B

ARQULE, INC.
Amended and Restated 1996 Director Stock Option Pfa

The purpose of this Amended and Restat86é Director Stock Option Plan (the "Plan”) of Ar@ulnc. (the "Company") is to attract ¢
retain highly qualified non-employee directors lné {Company and to encourage ownership of stodkeo€ompany by such directors so as to
provide additional incentives to promote the susadghe Company.

1. ADMINISTRATION OF THE PLAN.

Grants of stock options under the Planldiebhutomatic as provided in Section 6. Howevitgquestions of interpretation with respect to
the Plan and options granted under it shall berohéted by the Board of Directors of the Company (tBoard") or by a committee consisti
of one or more directors appointed by the Boardsarwth determination shall be final and binding upbhpersons having an interest in the
Plan.

2. PERSONS ELIGIBLE TO PARTICIPATE IN THE PLAN.

Each director of the Company who is noeaiployee of the Company or of any subsidiary of@oenpany shall be eligible to particip
in the Plan unless such director irrevocably elaotsto participate.

3. SHARES SUBJECT TO THE PLAN.

(8) The aggregate number of shares o€tirapany's Common Stock, $0.01 par value ("ComntookS) which may be optioned under
this Plan is 750,500 shares. Shares issued ungl®dn may consist in whole or in part of authatibet unissued shares or treasury shares.

(b) Inthe event of a stock dividend jtspp, combination or reclassification of sharexapitalization or other similar capital change
relating to the Company's Common Stock, the maxiraggregate number and kind of shares or secudtif®e Company as to which optic
may be granted under this Plan and as to whicloegthen outstanding shall be exercisable, andphien price of such options shall be
appropriately adjusted so that the proportionatelyer of shares or other securities as to whictoaptmay be granted and the proportionate
interest of holders of outstanding options shalii@ntained as before the occurrence of such event.

(c) Inthe event of a consolidation orrgez of the Company with another corporation witkeeCompany's stockholders do not own a
majority in interest of the surviving or resultingrporation, or the sale or exchange of all or tariglly all of the assets of the Company,
reorganization or liquidation of the Company, aejyedred exercise period shall be automatically lacated and each holder of an outstan
option shall be entitled to receive upon exercisg ayment in accordance with the terms of theooptie same shares, securities or property
as he would have been entitled to receive upowndtharrence of such event if he had been, immegiatébr to such event, the holder of the
number of shares of Common Stock purchasable urig@r her option; provided, however, that in legithe foregoing the Board may upon
written notice to each holder of an outstandingarpor right under the Plan, provide that suchaptr right shall terminate on a date not
than 20 days after the date of such notice unkesgtofore exercised.

(d) Whenever options under this Plandapsterminate or otherwise become unexercisablshtiares of Common Stock which were
subject to such options may again be subjectegtiorts under this Plan. The Company shall at mies while this Plan is in force reserve
such number of shares of Common Stock as will fiicgnt to satisfy the requirements of this Plan.
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4. NONMSTATUTORY STOCK OPTIONS.

All options granted under this Plan shallnmn-statutory options not entitled to specialttaatment under Section 422 of the Internal
Revenue Code of 1986, as amended (the "Code").

5. FORM OF OPTIONS.

Options granted hereunder shall be in suilbisily the form of the attached EXHIBIT A or inch other form as the Board or any
committee appointed pursuant to Section 1 abovefroaytime to time determine.

6. GRANT OF OPTIONS AND OPTION TERMS

(a) AUTOMATIC GRANT OF OPTIONS. Upon tlgtial election or appointment of any person asember of the Board who is an
eligible director (whether or not such electiomisn annual meeting of stockholders or otherwme)h person shall automatically be granted
(i) an option to purchase 30,000 shares of ComntookSan "Initial Option"). In addition, at eachraral meeting of stockholders, each
eligible director serving as a member of the Bdatter than the Chairman of the Board) prior to mnchediately after such annual meeting
(whether or not such director was reelected at susgting) shall automatically be granted an anoptibn to purchase 15,000 shares of
Common Stock (an "Annual Option"); Upon the initidéction or appointment of any person who is &yitdé director (whether or not such
election is at an annual meeting of stockholdemstloerwise) as the Chairman of the Board of Dinegtsuch person shall automatically be
granted (i) an option to purchase 25,000 shar€oaimon Stock (the "Initial Chairman Option"). Indiibn, at each annual meeting of
stockholders, such eligible director serving asifman of the Board prior to and immediately aftects annual meeting (whether or not such
director was reelected at such meeting) shall aatically be granted an annual option to purchas@e@bshares of Common Stock (the
"Annual Chairman Option" and, together with thdaiiiChairman Option, (the "Chairman Options"). Thenual Options together with the
Initial Options and Chairman Options are sometio@kectively referred to as "Options™). No Opticstwall be granted hereunder after
May 18, 2016.(1)

(b) DATE OF GRANT. The "Date of Grant'rfoptions granted under this Plan shall be the dfitatial election as a director or
appointment as Chairman or the date of the annockisolder meeting at which such Option was grardsdhe case may be in accordance
with Section 6(a).

(c) OPTION PRICE. The option price focka@ption granted under this Plan shall be noebs than 100% of the Fair Market Value
the Company's Common Stock on the Date of GramtpEigposes of this Plan, "Fair Market Value" meamdess otherwise determined by
Board, the closing price for the Company's CommimtiSas reported by the NASDAQ Stock Market, Inttlee Date of Grant; provided,
however, that in all events shall Fair Market Valhgedetermined pursuant to a method that complissRvoposed Treasury Regulation
81.409A-1(b)(5) or any successor provision.(2)

(1) This Plan was amended by the Board to extend thiedpduring which Options may be granted to terryedter May 18, 2006, the
date of the 2006 Annual Meeting of Stockholderghef Company at which the stockholders approvedihendment.

(2)  This section was amended by the Board on Januar3QDF to make the date of determination of FairkdaValue, the Date of Gral
(d) TERM OF OPTION. The term of each ©ptgranted under this Plan shall be ten years thenbate of Grant.

(e) EXERCISABILITY OF OPTIONS. (1) Theitial Options granted under this Plan shall becaxercisable with respect to 6,666
shares on the date of the Company's next annuaingex
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stockholders from the Date of Grant and with res®6,667 shares on the date of each of the mexahnual meetings of stockholders
following such annual meeting of stockholders, inull cases if, and only if, the Option holdeaisnember of the Board at the opening of
business on that date. The Initial Chairman Optgmasited under this Plan shall become exercisaitferespect to 8,334 shares on the da
the Company's next annual meeting of stockholdera the Date of Grant and with respect to 8,333eshan the date of each of the next two
annual meetings of stockholders following such ahmeeting of stockholders, but in all cases if] anly if, the Option holder is a member
of the Board at the opening of business on tha.qa) The Annual Options and Annual Chairman Qptigranted under this Plan shall
become exercisable with respect to all shares @Dtte of Grant.

(f GENERAL EXERCISE TERMS. Directorsltimg exercisable Options under this Plan who céaserve as members of the Board
may, during their lifetime, exercise the rightsytead under such Options at the time they ceasied laedirector for the full unexpired term
such Option. Any rights that have not yet beconer@gable shall terminate upon cessation of merhijeos the Board. Upon the death of a
director, those entitled to do so shall have tghtriat any time within twelve months after theedaft death, to exercise in whole or in part any
rights which were available to the director attinge of his or her death. The rights of the Optmtder may be exercised by the holder's
guardian or legal representative in the case aibilisy and by the beneficiary designated by thileoin writing delivered to the Company
if none has been designated, by the holder's emstditis or her transferee in accordance with thas An the case of death. Options granted
under the Plan shall terminate, and no rights theder may be exercised, after the expiration ofaih@icable exercise period.
Notwithstanding the foregoing provisions of thigtsen, no rights under any Options may be exercedest the expiration of ten years frc
their Date of Grant.

() METHOD OF EXERCISE AND PAYMENT. Optis may be exercised only by written notice to toenfany at its head office
accompanied by payment of the full Option pricetfar shares of Common Stock as to which they azecesed. The Option price shall be
paid in cash or by check or in shares of CommonkStd the Company, or in any combination theretfai®s of Common Stock surrendered
in payment of the Option price shall have been bglthe person exercising the Option for at leest®nths, unless otherwise permitted by
the Board. The value of shares delivered in payroktite Option price shall be their fair marketuslas determined in accordance with
Section 6(c) above, as of the date of exercisenUpoceipt of such notice and payment, the Comphalf promptly issue and deliver to the
optionee (or other person entitled to exercisegdpgon) a certificate or certificates for the numbéshares as to which the exercise is made.

(h) NONTRANSFERABILITY. Options granted under this PlaraBmot be transferable by the holder thereof atlise than by will ol
the laws of descent and distribution or as peruhitte Rule 16b-3 (or any successor provision) utideiSecurities Exchange Act of 1934, as
amended ("Rule 16b-3").

7. LIMITATION OF RIGHTS.

(@) NO RIGHT TO CONTINUE AS A DIRECTOR eiNher the Plan, nor the granting of an Optionror ather action taken pursuant
the Plan, shall constitute an agreement or undetistg, express or implied, that the Company wiihire an Option holder as a director for
period of time or at any particular rate of comzius.

(b) NO STOCKHOLDERS' RIGHTS FOR OPTIONSdirector shall have no rights as a stockholdehwespect to the shares covered
by Options until the date the director exercisehdDptions and pays the Option price to the Compang no adjustment will be made for
dividends or other rights for which the record datprior to the date such Option is exercised fzaid for.
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8. AMENDMENT OR TERMINATION.

The Board may amend or terminate this Rteany time, provided that, to the extent necessadesirable to comply with Rule 16b-3,
this Plan shall not be amended more than once eemonths, other than to comport with changehénCode, ERISA or the rules
thereunder.

9. STOCKHOLDER APPROVAL.

The 1996 Director Stock Option Plan wasraped by the stockholders of the Company by amraéftive vote of the holders of a
majority of the shares of Common Stock presentepresented and entitled to vote, at the Compd®@3 annual meeting of stockholders
and any further amendments hereto shall be sutgjestbckholder approval to the extent (i) requibgdaw, (ii) required by Nasdaq or stock
exchange listing requirements, as determined byterd of Directors, or (iii) as desirable, as detieed by the Board of Directors, to
comply with Rule 16b-3. In the event any approsatot obtained, all Options granted under this Rfter such further amendment shall be
void and without effect.

10. GOVERNING LAW.
This Plan shall be governed by and integalén accordance with the laws of the State oaidare.
11. COMPLIANCE WITH SECTION 409A OF THE CODE.

Notwithstanding any other provision of tRin to the contrary, to the extent any grant(orodification of a grant) of options under t
Plan results in the deferral of compensation (fmppses of Section 409A0f the Code), the termscanditions of the grant shall comply with
Section 409A of the Code.

The Board of Directors amended and restated this Plan on March 16, 2000.

The amendment and restatement was applyvdte stockholders at the Annual Meeting of Stadétrs on May 18, 2000.
The Board of Directors amended and restated this Plan on March 21, 2002.

The amendment and restatement was applyvdte stockholders at the Annual Meeting of Stadétrs on May 16, 2002.
The Board of Directors amended and restated this Plan on March 14, 2003.

The amendment and restatement was applyvdte stockholders at the Annual Meeting of Stadétrs on May 21, 2003.
The Board of Directors amended and restated this Plan on April 7, 2004.

The amendment and restatement was applyvdte stockholders at the Annual Meeting of Stadétrs on May 19, 2004.
The Board of Directors amended and restated this Plan on April 4, 2005.

The amendment and restatement was applyvdte stockholders at the Annual Meeting of Stadétrs on May 18, 2005.
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The Board of Directors amended and restated this Plan on March 13, 2006.

The amendment and restatement was applyvdte stockholders at the Annual Meeting of Stadétrs on May 18, 2006.
The Board of Directors amended and restated this Plan on January 16, 2007.

The amendment and restatement was applyvdte stockholders at the Annual Meeting of Stadétrs on May 18, 2007.
Pursuant to Section 13 (d) of the Plan, the Board of Directors amended and restated this Plan on January 21, 2010.

The Board of Directors determined thati@sordance with the terms of the Plan, applicabtaisties laws and regulations and Nasdaq
market rules it was not necessary to obtain thekbtmder approval for the amendment and restatement
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oiw ARQULE:

Dear Stockholders:

During 2009, ArQule's progress was highkghby clinical advancements with our lead prodactdidate, ARQ 197, an orally
administered, small molecule inhibitor of the c-Meteptor tyrosine kinase. We have cast a broaditieour clinical trials, which now
encompass six indications and four combinationmegis that target a kinase with multiple roles inceaious cell proliferation, tumor spread,
new blood vessel formation and drug resistance.

The timely execution of our Phase 2, ARQ@-&8lotinib combination therapy trial in n@mall cell lung cancer resulted in the comple
of patient enrollment in September 2009, aheadloédule, and the reporting of data in March, 20¥6.enrolled nearly 170 patients in this
randomized, placeboentrolled trial, data from which have begun tadate the clinical utility of this combination ttegy and demonstrate
clinical benefit in the overall intent-to-treat pdation and in a major sub-population.

These data represent both a significargrgiat! inflection point for ArQule and a valuableipt of reference in determining the clinical
path forward for ARQ 197 in an area of high unmexteh The American Cancer Society estimates thab@hew cases of lung cancer,
approximately 85 percent of which are non-small, egdre diagnosed in 2009, with 159,000 deathsltiagurom the disease during the year.
Lung cancer is the leading cause of cancer deatimginoth men and women.

The non-small cell lung trial is the firdtseveral that offer the potential for proofywinciple data with ARQ 197 beginning this year
extending through next. We completed enrollmerapgdroximately 50 patients with a rare group of tisno-Met sarcomas (previously
referred to as MiT tumors) in a Phase 2, singlenggpen label trial in February 2010. Data frons thial will be analyzed in the first half of
2010.

We have also begun a safety trial with AREJ and gemcitabine in pancreatic cancer and géracitabinesensitive tumor types, whic
we expect to complete this year. Pending data aisalwe may move this combination forward into RhasWe have also initiated a Phase 1-
2 clinical program in hepatocellular carcinoma WNRQ 197 as both single agent and in combinatiah s@rafenib. We are enrolling patie
in the Phase 2 portion of the single agent triadl we are in an advanced stage of testing theysaffi¢he combination therapy trial.

Finally, patient enroliment was initiateariéer this year by our partner, Daiichi SankyoaiPhase 2, single agent trial in germ cell tui
and a Phase 1-2 combination therapy trial withotéigan and cetuximab in colorectal cancer. We laaspd that Daiichi Sankyo has
supported the expansion of the clinical progranhRQ 197.

Relative to future possible developmentthefARQ 197 clinical program, under our agreemwtit Daiichi Sankyo the two companies
share equally the costs of Phase 2 and Phasei@ctlinals with ARQ 197. It is important to noteowever, that ArQule's share of Phase 3
costs will be funded solely from milestone and tyypayments. This provision should allow ArQuleni@nage its financial profile more
efficiently, and it should better preserve our iptio advance unpartnered product candidates iipipeline, based on their respective merits.

Our pipeline consists of ARQ 621, an intdbibf the Eg5 kinesin motor protein in Phase tiigsand pre-clinical programs with
inhibitors of the B-RAF kinase and fibroblast groviactor receptor. We believe the Phase 1 trigh WiRQ 621 should be concluded in the
first half of 2010, following which we will determe if and how we proceed with Phase 2. We alsoattpdile an investigational new drug
application this year with a candidate from onewf two pre-clinical programs.




Our kinase inhibitor discovery collaboratiwith Daiichi Sankyo is progressing well, leadiogDaiichi Sankyo's renewed financial
commitment for this year. This collaboration isdeed on two targets in the field of oncology. Th€Ale Kinase Inhibitor Platform
(AKIP™) is the basis of this collaboration, and may consider additional partnerships that couldrigeArQule with the opportunity to
apply the capabilities of this proprietary techrigldo the research field of oncology and beyond.

We ended 2009 with $117.4 million in nesttand marketable securities. Our net loss foyéae decreased to $36.1 million from
$50.8 million for 2008. We have achieved savinga mumber of areas, including consulting and psifesl fees, energy costs and travel,
we have reduced capital expenditures. We are cdethrtid manage our resources in a highly disciplfastiion, monitoring spending in all
aspects of our operations to reduce costs whepmgsible without impacting our objectives.

Our initial guidance for 2010 projects & mge of cash ranging between $43 and $47 milaamet loss between $34 and $38 million and
an estimated $7078 million in cash and marketable securities atethé of the year. These projections take into c@ration the full range
our operational priorities.

During the past year, we executed our agrakbnt objectives while managing our financial teses in a highly disciplined way. We ¢
committed to ensuring that these resources wilpstipour business plan and the achievement ofikiéscition points through this year and
next.

A ‘
Paolo Pucci
Chief Executive Officer
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Important Motice Regarding the Availability of Proxy Materials for the Annual Meeting:
The Motice and Proxy Statement and Form 10-K are available at wins prosgyvote.com

THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS
OF
ARQULE, INC.
ANNUAL MEETING OF STOCKHOLDERS
May 13, 2010

The undersigned stockholder of ArQule, Inc. hereby appoints Peter 5. Lawrence and Robert ). Connaughtan, I,
and aach of them acting individually as proxies, each with the power to appoint his substitute, and hereby
authorizes them to represent and to vole, as designated on the reverse side of this ballot, all of the shares of
cormmon stack of ArQule, Inc. that the undersigned is entitled to vote at the Annual Mesting of Stockholders o
be held at the offices of ArQule, Inc. at 19 Presidential Way, Woburn, Massachusetts 01801-5140 at 10:00 a.m.
Eastern Daylight Saving Time on Thursday, May 13, 2000 and any adjournment or postponement thereof

THIS PROXY, WHEN PROPERLY EXECUTED, WILL BE VOTED AS DIRECTED BY THE UNDERSIGNED
STOCKHOLDER. IF NO SUCH DIRECTIONS ARE GIVEN, THIS PROXY WILL BE VOTED “FOR" THE ELECTION
OF EACH OF THE NOMINEES LISTED ON THE REVERSE 5IDE AND "FOR"™ PROPOSALS 2 AND 3.

PLEASE MARK, 5I1GN, DATE AND RETURN THIS PROXY CARD PROMPTLY USING THE ENCLOSED
REPLY ENVELOPE.

CONTINUED AND TO BE SIGNED ON REVERSE SIDE.

QuickLinks

ARQULE, INC. NOTICE OF ANNUAL MEETING OF STOCKHOLDES TO BE HELD MAY 13, 201!



ARQULE, INC.

PROPOSAL 1—ELECTION OF DIRECTORS

Continuing Incumbent Directors with Terms Expiriaigthe 2011 Annual Meeting
CORPORATE GOVERNANCE

BOARD COMMITTEES AND MEETINGS

DIRECTOR COMPENSATION

COMPENSATION DISCUSSION AND ANALYSIS

COMPENSATION COMMITTEE REPORT

EXECUTIVE COMPENSATION

SUMMARY COMPENSATION TABLE

EMPLOYMENT AGREEMENTS

GRANTS OF PLAN-BASED AWARDS FOR FISCAL YEAR 2009

OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END

OPTION EXERCISES AND STOCK VESTED IN FISCAL YEAR Q9.

PAYMENTS UPON TERMINATION OR CHANGE IN CONTROL

SECURITIES AUTHORIZED FOR ISSUANCE UNDER EQUITY COMENSATION PLANS
REPORT OF THE AUDIT COMMITTEE

PROPOSAL 2—AMENDMENTS TO OUR AMENDED AND RESTATED24 EQUITY INCENTIVE PLAN
PROPOSAL 3—RATIFICATION OF THE SELECTION OF INDEPEMENT REGISTERED PUBLIC ACCOUNTING FIRM
CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

SHARE OWNERSHIP OF CERTAIN BENEFICIAL OWNERS

SHARE OWNERSHIP OF MANAGEMENT
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