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Aerogen, Inc.
2071 Stierlin Court, Suite 100
Mountain View, California 94043
(650) 864-7300

Dear Stockholder:

We invite you to attend a special meeting of stockholders of Aerogen, Inc. ("Aerogen") to be held at Aerogen's offices at 2071 Stierlin
Court, Suite 100, Mountain View, California 94043, at 10:00 a.m., local time, on [ 1, 2005 (the "Special Meeting"). Holders of record of
Aerogen common stock at the close of business on [ 1, 2005 will be entitled to vote at the Special Meeting or any adjournment or
postponement of the Special Meeting.

At the Special Meeting, we will ask you to adopt the Agreement and Plan of Merger, dated as of August 12, 2005, among Nektar
Therapeutics. ("Nektar"), Oski Acquisition Corporation, an indirect wholly-owned subsidiary of Nektar, and Aerogen (the "Merger
Agreement"). As a result of the merger contemplated by the Merger Agreement (the "Merger"), Aerogen will become an indirect wholly-owned
subsidiary of Nektar.

We will also ask you to approve an amendment to Aerogen's Certificate of Designations, Preferences and Rights of the Series A-1 Preferred
Stock, which will be effected by filing with the Secretary of State of the State of Delaware a Certificate of Amendment to such Certificate of
Designations (the "Certificate of Amendment") as contemplated by the Merger Agreement prior to completing the Merger.

Additionally, we are asking you to expressly grant the authority to vote your shares to adjourn the Special Meeting, if necessary, to permit
further solicitation of proxies if there are not sufficient votes at the time of the Special Meeting to adopt the Merger Agreement and/or approve
the Certificate of Amendment.

If the Merger is completed, you will be entitled to receive $0.75 in cash, without interest, for each share of Aerogen common stock that you
own, $29.0251 in cash, without interest, for each share of Aerogen Series A-1 Preferred Stock you own, and you will have no ongoing
ownership interest in the continuing business of Aerogen. We cannot complete the Merger unless all of the conditions to closing are satisfied,
including the adoption of the Merger Agreement and the approval of the Certificate of Amendment by the holders of a majority of the total
combined voting power of Aerogen common stock and Series A-1 Preferred Stock, with each share of Series A-1 Preferred Stock entitled to ten
votes and each share of common stock entitled to one vote, and the holders of a majority of the outstanding shares of Series A-1 Preferred Stock,
including Xmark Fund, L.P. and Xmark Fund, Ltd.

Our board of directors has determined that the Merger, the Merger Agreement and the Certificate of Amendment are in the best interests of
Aerogen and its stockholders, approved the Merger, the Merger Agreement and the Certificate of Amendment and declared the Merger to be
advisable.

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE "FOR"
THE ADOPTION OF THE MERGER AGREEMENT AND "FOR"
THE APPROVAL OF THE CERTIFICATE OF AMENDMENT.
YOUR VOTE IS IMPORTANT.

In the materials accompanying this letter, you will find a Notice of Special Meeting of Stockholders, a proxy statement relating to the
actions to be taken by our stockholders at the Special Meeting and a proxy card. The proxy statement includes important information about the
proposed Merger. We encourage you to read the entire proxy statement carefully.

All of our stockholders are cordially invited to attend the Special Meeting in person. Whether or not you plan to attend the Special Meeting,
however, please complete, sign, date and return your proxy
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card in the enclosed envelope. It is important that your shares be represented and voted at the Special Meeting. If you attend the Special
Meeting, you may vote in person as you wish, even though you have previously returned your proxy card.

On behalf of our board of directors, I thank you for your support and urge you to vote both "FOR" the adoption of the Merger Agreement
and "FOR" the approval of the Certificate of Amendment.

Sincerely,

Robert S. Breuil

Secretary
[ 1, 2005
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Aerogen, Inc.
2071 Stierlin Court, Suite 100
Mountain View, California 94043
(650) 864-7300

NOTICE OF SPECIAL MEETING OF STOCKHOLDERS
TO BE HELD ON [ 1, 2005

Dear Stockholder:

You are cordially invited to attend the Special Meeting of Stockholders of Aerogen, Inc., a Delaware corporation ("Aerogen"), that will be
held at Aerogen's offices at 2071 Stierlin Court, Suite 100, Mountain View, California 94043, at 10:00 a.m., local time, on [ 1, 2005 (the
"Special Meeting"), for the following purposes:

To consider and vote upon a proposal to adopt the Agreement and Plan of Merger, dated as of August 12, 2005, among
Nektar Therapeutics. ("Nektar"), Oski Acquisition Corporation, an indirect wholly-owned subsidiary of Nektar ("Merger
Sub"), and Aerogen (the "Merger Agreement");

2.
To vote upon a proposal to amend Aerogen's Certificate of Designations, Preferences and Rights of the Series A-1 Preferred
Stock by filing with the Secretary of State of Delaware a Certificate of Amendment to such Certificate of Designations (the
"Certificate of Amendment");

3.
To vote to adjourn the Special Meeting, if necessary, for the purpose of soliciting additional proxies to vote in favor of
adoption of the Merger Agreement and/or in favor of approval of the Certificate of Amendment; and

4,

To transact such other business that may properly come before the Special Meeting or any postponement or adjournment of
the meeting.

Our board of directors has determined that the merger contemplated by the Merger Agreement, (the "Merger") and the Certificate of
Amendment are in the best interests of Aerogen and its stockholders and declared the Merger to be advisable and recommends that you vote
both to adopt the Merger Agreement and to approve the Certificate of Amendment. These items of business to be submitted to a vote of the
stockholders at the Special Meeting are more fully described in the attached proxy statement, which we urge you to read carefully. Our board of
directors also recommends that you expressly grant the authority to vote your shares to adjourn the Special Meeting, if necessary, to permit
further solicitation of proxies if there are not sufficient votes at the time of the Special Meeting both to adopt the Merger Agreement and to
approve the Certificate of Amendment. We are not aware of any other business to come before the Special Meeting.

Stockholders of record at the close of business on [ ], 2005 are entitled to notice of and to vote at the Special Meeting and any
adjournment or postponement of the meeting. All stockholders are cordially invited to attend the Special Meeting in person. Adoption of the
Merger Agreement and approval of the Certificate of Amendment will require the affirmative votes by holders of a majority of the total
combined voting power of Aerogen common stock and Series A-1 Preferred Stock, with the holder of each share of Series A-1 Preferred Stock
entitled to ten votes and the holder of each share of common stock entitled to one vote. These items will also require the affirmative vote of a
majority of the outstanding shares of Series A-1 Preferred Stock, including Xmark Fund, L.P. and Xmark Fund, Ltd.

Aerogen stockholders will have the right to demand appraisal of their shares of stock and obtain payment in cash for the fair value of their
shares of stock, but only if they submit a written demand for
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an appraisal before the vote is taken on the Merger Agreement and comply with the applicable provisions of Delaware law. A copy of the
Delaware statutory provisions relating to appraisal rights is included as Annex C to the attached proxy statement, and a summary of these
provisions can be found under "The Merger Appraisal Rights" in the attached proxy statement.

You should not send any certificates representing shares of Aerogen stock with your proxy card. Upon closing of the Merger, you will be
sent instructions regarding the procedure to exchange your stock certificates for the cash merger consideration.

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE "FOR" THE ADOPTION OF THE MERGER AGREEMENT
AND "FOR'" THE APPROVAL OF THE CERTIFICATE OF AMENDMENT.
YOUR VOTE IS IMPORTANT.

Even if you plan to attend the Special Meeting in person, we request that you complete, sign, date and return the enclosed proxy card to
ensure that your shares will be represented at the Special Meeting if you are unable to attend. If you sign, date and mail your proxy card without
indicating how you wish to vote, your proxy will be counted as a vote in favor of both adoption of the Merger Agreement and the approval of the
Certificate of Amendment. If you fail to return your proxy card, your shares will not be counted for purposes of determining whether a quorum
is present at the Special Meeting and will have the same effect as a vote against both adoption of the Merger Agreement and approval of the
Certificate of Amendment. If you do attend the Special Meeting and wish to vote in person, you may withdraw your proxy by voting in person.
If your shares are held in the name of your broker, bank or other nominee, you must obtain a proxy, executed in your favor, from the holder of
record to be able to vote in person at the Special Meeting.

No person has been authorized to give any information or to make any representations other than those set forth in the proxy statement in
connection with the solicitation of proxies made hereby, and, if given or made, such information must not be relied upon as having been
authorized by Aerogen or any other person.

By Order of the Board of Directors

Robert S. Breuil

Secretary
Mountain View, California
The proxy statement is dated [ ], 2005, and is first being mailed to stockholders of Aerogen on or about [ 1, 2005.

Neither the United States Securities and Exchange Commission nor any state securities regulator has approved or disapproved the
matters described in the proxy statement or determined if the proxy statement is adequate or accurate. Any representation to the
contrary is a criminal offense.
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SUMMARY

This summary highlights selected information from this proxy statement and may not contain all of the information that is important to you.
To fully understand the merger contemplated by the Merger Agreement, dated as of August 12, 2005, among Nektar, Merger Sub and
Aerogen, Inc. (the "Merger") and for a more complete description of the legal terms of the Merger Agreement, you should read carefully this
entire proxy statement and the documents to which we refer. See "Where You Can Find More Information" (page 55). We have included page
references in parentheses to direct you to a more complete description of the topics presented in this summary. The Merger Agreement is
attached as Annex A to this proxy statement. We encourage you to read the Merger Agreement as it is the legal document that governs the
Merger.

Aerogen, Inc. (page 9). We are a specialty pharmaceutical company focusing on respiratory therapy in the acute care setting. Our core
technology is our proprietary OnQ Aerosol Generator. Using our technology, we are developing respiratory products for marketing by us, and
products in collaboration with, and for marketing by, pharmaceutical and biotechnology companies for both respiratory therapy and for the
delivery of drugs through the lungs to the bloodstream.

Nektar Therapeutics and Oski Acquisition Corporation (page 9). Nektar is in the business of improving therapeutics through
improved drug delivery. Nektar currently has three technology platforms each with the ability to transform therapeutics with differentiating
properties based on the technology and the particular application of the technology. Nektar's strategy is to enable Nektar's partners' drugs
through partner-funded programs, and to selectively fund internal proprietary products. Oski Acquisition Corporation, or Merger Sub, is an
indirect wholly-owned subsidiary of Nektar and has not engaged in any business activity other than in connection with the Merger.

The Merger (page 13). Under the Merger Agreement, Merger Sub will merge with and into Aerogen. After the Merger, another
subsidiary of Nektar will own all of our outstanding stock. Our stockholders will receive cash in the Merger in exchange for their shares of
Aerogen common stock and Series A-1 Preferred Stock.

Merger Consideration (page 34). If the Merger is completed, you will receive $0.75 in cash, without interest and subject to any
applicable withholding taxes, in exchange for each share of Aerogen common stock that you own unless you dissent and seek appraisal of the
fair value of your shares. Additionally, if the Merger is completed, you will receive $29.0251 in cash, without interest and subject to any
applicable withholding taxes, in exchange for each share of Aerogen Series A-1 Preferred Stock that you own unless you dissent and seek
appraisal of the fair value of your shares. After the Merger is completed, you will have the right to receive the merger consideration, but you will
no longer have any rights as an Aerogen stockholder.

Effect on Stock Options (page 35). Each stock option to acquire Aerogen common stock outstanding at the effective time of the Merger,
whether or not then vested or exercisable, will become fully vested in accordance with the terms of our stock option plans and canceled. In
consideration for cancellation, Aerogen will pay to the holder of each such canceled stock option, as soon as practicable after the effective time
of the Merger, a cash payment equal to the product of (1) the excess of $0.75 over the per share exercise price of such stock option, if any,
multiplied by (2) the aggregate number of shares of common stock then subject to such stock option, taking into account the vesting acceleration
provided for under the terms of our stock option plans.

Effect on Aerogen Employee Stock Purchase Plan (page 35). Our Employee Stock Purchase Plan will be terminated immediately prior
to the effective time of the Merger with the last day of the then current offering period being the last business day prior to the effective time of
the Merger. Any purchase rights outstanding at the time of termination of the purchase plan will be exercised on such
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date, and each share of Aerogen common stock acquired upon exercise of such purchase right will be converted in the Merger into the right to
receive $0.75 in cash, without interest.

Market Price (page 54). Our common stock is listed on the Pink Sheets under the ticker symbol "AEGN.PK." On August 12, 2005, the
last full trading day prior to the public announcement of the proposed Merger, Aerogen common stock closed at $0.30 per share. On [ 1,
2005, the last full trading day prior to the date of this proxy statement, Aerogen common stock closed at $[ ] per share. Our stock price can
fluctuate broadly even over short periods of time. It is impossible to predict the actual price of our stock immediately prior to the effective time
of the Merger.

Reasons for the Merger (page 17). In the course of reaching its decision to approve the Merger and the Merger Agreement and to
recommend that you adopt the Merger Agreement and approve the Certificate of Amendment, the board of directors of Aerogen (the "Board")
considered a number of factors in its deliberations. Those factors are described below in this proxy statement.

Opinion of Financial Advisor (page 18). On August 12, 2005, Aquilo Partners, Inc., ("Aquilo Partners") financial advisor to the Board,
delivered its oral opinion, subsequently confirmed in writing, to the Board to the effect that, as of the date of its opinion and based upon and
subject to the qualifications, limitations and assumptions set forth therein, the merger consideration to be received by the holders of Aerogen
common stock was fair, from a financial point of view, to the holders of Aerogen common stock.

The full text of the opinion, which sets forth the assumptions made, matters considered and limitations on the respective reviews undertaken
by Aquilo Partners in connection with its opinion, is attached as Annex B to this proxy statement. Aquilo Partners provided its opinion for the
information and assistance of the Board in connection with its consideration of the Merger. The opinion of Aquilo Partners is not a
recommendation to any stockholder as to how such stockholder should vote or act with respect to any aspect of the Merger. We urge you to read
the opinion carefully and in its entirety.

Recommendation to Aerogen Stockholders (page 24). The Board has determined that the Merger is in the best interests of Aerogen and
its stockholders and declared the Merger to be advisable. The Board recommends that you vote "FOR" both adoption of the Merger Agreement
and approval of the Certificate of Amendment.

Voting Agreements and Waiver and Consent (page 24). Concurrently with the execution of the Merger Agreement, Nektar obtained
voting agreements and irrevocable proxies to vote in favor of both the Merger and the Certificate of Amendment from one of our directors, two
other senior executive officers of Aerogen and certain Series A-1 investors, including Xmark Fund, L.P. and Xmark Fund, Ltd, collectively
holding an aggregate of 709,755 shares of our common stock, 488,654 shares of our Series A-1 Preferred Stock (representing approximately
32.52% of the total combined voting power outstanding and approximately 55.1% of the Series A-1 Preferred Stock outstanding had the record
date been August 12, 2005), warrants to purchase 3,663,789 shares of our common stock and options to purchase 1,199,565 shares of our
common stock. In addition, we obtained a Waiver of Notice and Consent to Acquisition (the "Waiver and Consent") from certain Series A-1
investors holding 471,499 shares of Series A-1 Preferred Stock, including Xmark Fund, L.P. and Xmark Fund, Ltd. The Waiver and Consent
waived the rights of the holders of Series A-1 Preferred Stock to prior notice of the Merger Agreement and consented to our entering the Merger
Agreement with Nektar, as permitted by the Certificate of Designations.

Interests of Our Directors and Executive Officers in the Merger (page 26). In considering the recommendation of the Board in favor
of the Merger, you should be aware that there are provisions of the Merger that will result in certain benefits to our directors and executive
officers, including with respect to continuation of certain indemnification and insurance arrangements.

10
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Appraisal Rights (page 28). If you do not wish to accept $0.75 per share of common stock and $29.0251 per share of Series A-1
Preferred Stock cash consideration in the Merger, you have the right under Delaware law to have your shares appraised by the Delaware
Chancery Court. This "right of appraisal” is subject to a number of restrictions and technical requirements. Generally, in order to exercise
appraisal rights, among other things, (1) you must NOT vote in favor of adoption of the Merger Agreement, (2) you must make a written
demand for appraisal in compliance with Delaware law BEFORE the vote on adoption of the Merger Agreement and (3) you must hold shares of
Aerogen common stock or Series A-1 Preferred Stock on the date of making the demand for appraisal and continuously hold such shares through
the effective time of the Merger. The fair value of your shares of Aerogen common stock or Series A-1 Preferred Stock as determined in
accordance with Delaware law may be more or less than, or the same as, the Merger consideration to be paid to non-dissenting stockholders in
the Merger. Merely voting against adoption of the Merger Agreement will not preserve your right of appraisal under Delaware law. Annex C to
this proxy statement contains a copy of the Delaware statute relating to stockholders' right of appraisal. Failure to follow all of the steps required
by this statute will result in the loss of your appraisal rights.

Material United States Federal Income Tax Consequences (page 30). The Merger will be taxable for U.S. federal income tax
purposes. This means that you will recognize taxable gain or loss equal to the difference between the cash you receive in the Merger and your

adjusted tax basis in your shares. Tax matters can be complicated and the tax consequences of the Merger to you will depend on the facts of
your own situation. You should consult your own tax advisor to understand fully the tax consequences of the Merger to you.

The Special Meeting of Aerogen Stockholders (page 10).

Time, Date and Place. The Special Meeting will be held to consider and vote upon the proposal to adopt the Merger Agreement, approve
the Certificate of Amendment, and, if necessary, to vote to adjourn the Special Meeting for the purpose of soliciting additional proxies to vote in
favor of adoption of the Merger Agreement and/or approval of the Certificate of Amendment, at our offices at 2071 Stierlin Court, Suite 100,
Mountain View, California 94043, at 10:00 a.m., local time, on [ 1, 2005.

Record Date and Voting Power. You are entitled to vote at the Special Meeting if you owned shares of Aerogen stock at the close of
business on [ 1, 2005, the record date for the Special Meeting. You will have one vote at the Special Meeting for each share of Aerogen
common stock you owned at the close of business on the record date. Each holder of record of the Aerogen Series A-1 Preferred Stock (the
"Series A-1 Preferred") on the record date will be entitled to ten votes for each share of Series A-1 Preferred held. On the record date, there were
[ | shares of common stock and [ ] shares of Series A-1 Preferred Stock outstanding and entitled to vote, for a total of [ ] shares on
an as-converted basis.

Procedure for Voting. To vote, you can either complete, sign, date and return the enclosed proxy card, or attend the Special Meeting and
vote in person. If your shares are held in "street name" by your broker, bank or other nominee, you should instruct your broker to vote your
shares by following the instructions provided by your broker. Your broker will not vote your shares without instruction from you. Failure to
instruct your broker to vote your shares will have the same effect as a vote "against" both adoption of the Merger Agreement and approval of the
Certificate of Amendment.

Required Vote. The adoption of the Merger Agreement and the approval of the Certificate of Amendment each require the affirmative
vote of the holders of a majority of the total combined voting power of the Series A-1 Preferred Stock and common stock outstanding at the
close of business on the record date. The adoption of the Merger Agreement and the approval of the Certificate of Amendment also each require
the affirmative vote of a majority of the shares of Series A-1 Preferred Stock outstanding on the record date, including Xmark Fund, L.P. and
Xmark Fund, Ltd. The proposal

11
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to adjourn the Special Meeting, if necessary, for the purpose of soliciting additional proxies to vote in favor of adoption of the Merger
Agreement and/or approval of the Certificate of Amendment, requires the approval of a majority of the of the total combined voting power of the
outstanding Series A-1 Preferred Stock and common stock present, in person or by proxy, at the Special Meeting (excluding abstentions).

The Merger Agreement (page 34).

Limitation on Considering Other Takeover Proposals. We have agreed not to solicit, initiate, knowingly facilitate, knowingly encourage
or knowingly induce any proposals that constitute or would reasonably be expected to lead to a takeover proposal while the Merger is pending,
and not to enter into discussions or negotiations with another party regarding a business combination or similar transaction while the Merger is
pending, except under specified circumstances set forth in the Merger Agreement.

Conditions to the Merger. The obligations of both Nektar and Aerogen to complete the Merger are subject to the satisfaction of specified
conditions set forth in the Merger Agreement.

Termination of the Merger Agreement. Nektar and Aerogen can terminate the Merger Agreement under specified circumstances set forth
in the Merger Agreement.

The Certificate of Amendment (page 46).

Suspension of Series A-1 Dividends. The Certificate of Amendment provides that dividends payable to the holders of Series A-1 Preferred
Stock, including the dividends for the quarters ended June 30, 2005 and September 30, 2005, shall not accrue or be payable so long as the
Merger Agreement is effective. Therefore, if the Certificate of Amendment is approved and the Merger closes as anticipated, no dividends
would accrue or be paid on the Series A-1 Preferred Stock for the quarter ended June 30, 2005 or thereafter.

Waiver of Series A-1 Liquidation Preference. The Certificate of Amendment provides that the Merger shall not constitute an event
entitling the Series A-1 Preferred Stock to the $30 per share liquidation preference set forth in the Certificate of Designations or to participate
beyond that amount in distributions made to holders of Aerogen common stock. If the Certificate of Amendment is approved, and the Merger is
consummated, the holders of Series A-1 Preferred Stock will have rights only to the consideration specified in the Merger Agreement.

4
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QUESTIONS AND ANSWERS ABOUT THE MERGER

What will happen to Aerogen as a result of the Merger?

If the Merger is completed, we will become an indirect wholly-owned subsidiary of Nektar.

What will happen to my shares of Aerogen common stock after the Merger?

Upon completion of the Merger, each outstanding share of Aerogen common stock will automatically be canceled and will be
converted into the right to receive $0.75 in cash, without interest, subject to any applicable withholding taxes.

What will happen to my shares of Aerogen Series A-1 Preferred Stock after the Merger?

Upon completion of the Merger, each outstanding share of Aerogen Series A-1 Preferred Stock will automatically be canceled and will
be converted into the right to receive $29.0251 in cash, without interest, subject to any applicable withholding taxes.

Will I own any shares of Aerogen stock or Nektar stock after the Merger?

No. You will be paid cash for your shares of Aerogen common stock and Series A-1 Preferred Stock. Our stockholders will not have
the option to receive Nektar stock in exchange for their shares instead of cash.

What happens to Aerogen stock options in the Merger?

All stock options held by our then-current employees will vest in full upon completion of the Merger and each Aerogen stock option
that is then outstanding will be automatically converted into the right to receive an amount in cash equal to, for each share of common
stock of Aerogen underlying such option, the excess (if any) of $0.75 over the exercise price per share of such option, without interest
and subject to any applicable withholding taxes.

Will the Merger be taxable to me?

Yes. For U.S. federal income tax purposes, generally you will recognize a taxable gain or loss as a result of the Merger measured by
the difference, if any, between the cash consideration you receive for each share of common stock or Series A-1 Preferred Stock and
your adjusted tax basis in that share. This gain or loss may be long-term capital gain or loss if you have held your Aerogen shares as a
capital asset more than one year as of the effective time of the Merger. You should read "The Merger Material U.S. Federal Income
Tax Consequences of the Merger" beginning on page 30 for a more complete discussion of the federal income tax consequences of the
Merger.

Why is the Certificate of Designations being amended?

Filing the Certificate of Amendment to the Certificate of Designations with the Secretary of State of Delaware is required to
complete the Merger. The Certificate of Amendment changes certain of the rights of the Series A-1 Preferred Stock, including
suspending dividend accrual by the Series A-1 Preferred Stockholders while the Merger Agreement is effective and excluding the
Merger from the definition of acquisitions for which the Series A-1 Preferred Stockholders have specified liquidation preference
rights.
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Does the Board recommend adoption of the Merger Agreement?

Yes. The Board recommends that our stockholders adopt the Merger Agreement. The Board considered many factors in deciding to
recommend the adoption of the Merger Agreement. These factors are described below in this proxy statement.
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Does the Board recommend approval of the Certificate of Amendment?

Yes. The Board recommends that our stockholders approve the Certificate of Amendment. Filing the Certificate of Amendment
with the Secretary of State of Delaware is necessary for the Merger to be completed.

What vote of the stockholders is required to adopt the Merger agreement?

To adopt the Merger Agreement, stockholders of record as of [ 1, 2005 holding a majority of the total combined voting power of
Aerogen common stock and Series A-1 Preferred Stock, with a holder of each share of Series A-1 Preferred Stock entitled to ten votes
and a holder of each share of common stock entitled to one vote, must vote "for" the adoption of the Merger Agreement. In addition, a
majority of the outstanding shares of Series A-1 Preferred Stock, including Xmark Fund, L.P. and Xmark Fund, Ltd must vote "for"
the adoption of the Merger Agreement. There are [ ] votes held by holders of Aerogen common stock and Aerogen Series A-1
Preferred Stock entitled to be voted at the Special Meeting. There are [ ] shares of Aerogen Series A-1 Preferred Stock entitled to

be voted at the Special Meeting. In addition, in order for the Merger to be completed, our stockholders must approve the
Certificate of Amendment.

What vote of the stockholders is required to approve the Certificate of Amendment?

To approve the Certificate of Amendment, stockholders of record as of [ 1, 2005 holding a majority of the total combined voting
power of Aerogen common stock and Series A-1 Preferred Stock, with a holder of each share of Series A-1 Preferred Stock entitled to
ten votes and a holder of each share of common stock entitled to one vote, must vote "for" the approval of the Certificate of
Amendment. In addition, a majority of the outstanding shares of Series A-1 Preferred Stock, including Xmark Fund, L.P. and Xmark
Fund, Ltd must vote "for" the approval of the Certificate of Amendment. There are [ ] votes held by holders of Aerogen common
stock and Aerogen Series A-1 Preferred Stock entitled to be voted at the Special Meeting. There are [ ] shares of Aerogen

Series A-1 Preferred Stock entitled to be voted at the Special Meeting.

Am I entitled to appraisal rights with respect to the Merger?

Yes. Under Delaware law, you have the right to seek appraisal of the fair value of your shares as determined by the Delaware Court of
Chancery if the Merger is completed, but only if you submit a written demand for an appraisal before the vote on the Merger
Agreement, do not vote in favor of adopting the Merger Agreement and comply with the Delaware law procedures explained in this
proxy statement.

What do I need to do now?

We urge you to read this proxy statement carefully, including its annexes, and consider how the Merger affects you. Then mail your
completed, dated and signed proxy card in the enclosed return envelope as soon as possible so that your shares can be voted at the
Special Meeting.

What happens if I do not return a proxy card?

The failure to return your proxy card will have the same effect as voting against both adoption of the Merger Agreement and approval
of the Certificate of Amendment.

May I vote in person?

Yes. You may vote in person at the meeting, rather than signing and returning your proxy card, if you own shares in your own name.
However, we encourage you to return your signed proxy card to ensure that your shares are voted. You may also vote in person at the
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Special Meeting if your shares are held in "street name" through a broker or bank provided that you bring a legal proxy

6
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from your broker or bank and present it at the Special Meeting. You may also be asked to present photo identification for admittance.

May I change my vote after I have mailed my signed proxy card?

Yes. You may change your vote at any time before the shares reflected on your proxy card are voted at the Special Meeting. You can

do this in one of three ways. First, you can send a written, dated notice to our corporate secretary stating that you would like to revoke
your proxy. Second, you can complete, sign, date and submit a new proxy card. Third, you can attend the meeting and vote in person.

Your attendance alone will not revoke your proxy. If you have instructed a broker to vote your shares, you must follow the directions

received from your broker to change your instructions.

If my shares are held in ''street name'' by my broker, will my broker vote my shares for me?

Your broker will not vote your shares without instructions from you. You should instruct your broker to vote your shares, following
the procedure provided by your broker. Without instructions, your shares will not be voted, which will have the same effect as voting
against both adoption of the Merger Agreement and approval of the Certificate of Amendment.

Should I send in my stock certificates now?

No. After the Merger is completed, you will receive written instructions for exchanging each of your shares of Aerogen common stock
for the merger consideration of $0.75 in cash, without interest, and each of your shares of Aerogen Series A-1 Preferred Stock for the
merger consideration of $29.0251 in cash, without interest.

When do you expect the Merger to be completed?

We are working toward completing the Merger as quickly as possible. In addition to obtaining stockholder approval for the Merger
agreement and the Certificate of Amendment, all closing conditions must be satisfied or waived. However, we cannot assure you that
all conditions to the Merger will be satisfied or, if satisfied, the date by which they will be satisfied.

When will I receive the cash consideration for my shares of Aerogen common stock?

After the Merger is completed, you will receive written instructions, including a letter of transmittal, that explain how to exchange
your shares for the cash consideration paid in the Merger. When you properly complete and return the required documentation
described in the written instructions, you will promptly receive from the paying agent a payment of the cash consideration for your
shares.

Who can help answer my questions?

If you would like additional copies, without charge, of this proxy statement or if you have questions about the Merger, including the
procedures for voting your shares, you should contact us, as follows:

Aerogen, Inc.

Investor Relations

2071 Stierlin Court

Suite 100

Mountain View, CA 94043
(650) 864-7300
investor_relations @aerogen.com
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RISK FACTORS

In connection with Proposals 1 and 2, you should consider the following factors in conjunction with the other information included in this
proxy statement, in addition to the risk factors detailed in Aerogen's Quarterly Report on Form 10-Q filed with the Securities and Exchange
Commission on July 27, 2005.

If the proposed Merger with Nektar is not completed, we may be unable to fund operations and continue as a going concern.

The Merger is subject to certain closing conditions, including the approval of our stockholders and the filing of the Certificate of
Amendment with the Secretary of State of the State of Delaware. If the Merger were not to be completed, we may be unable to fund operations
and continue as a going concern. Our business is not and has not been profitable. We believe that our cash balance is insufficient to sustain
operations through the first quarter of 2006. If the proposed Merger has not been completed by that time, we would be unable to continue as a
going concern without additional financing, which may not be available on acceptable terms, or at all.

The fact that there is a Merger pending could have an adverse effect on our business, revenue and results of operations.

While the Merger is pending, it creates uncertainty about our future. As a result of this uncertainty, customers and other business partners
may decide to delay, defer, or cancel purchases of our products or other business with us pending completion of the Merger or termination of the
Merger Agreement.

In addition, while the Merger is pending, we are subject to a number of risks that may adversely affect our business, revenue and results of
operations, including:

the diversion of management and employee attention and the unavoidable disruption to our relationships with customers and
other partners may detract from our ability to grow revenues and achieve our corporate objectives;

we have and will continue to incur significant expenses related to the Merger prior to its closing; and

we may be unable to respond effectively to competitive pressures, industry developments and future opportunities.

CAUTION REGARDING FORWARD-LOOKING STATEMENTS

The statements contained in this proxy statement relating to the closing of the Merger and other future events are forward-looking
statements made pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. These statements involve risks
and uncertainties that could cause actual results to differ materially, including risks relating to receiving the affirmative vote of the holders of a
majority of the total combined voting power of Aerogen common stock and Series A-1 Preferred Stock in favor of both the Merger Agreement
and the Certificate of Amendment and satisfying other conditions to the closing of the Merger.

For a detailed discussion of these and other risk factors, please refer to our filings with the Securities and Exchange Commission (the
"SEC"), on Forms 10-K, 10-Q and 8-K. You can obtain copies of our Forms 10-K, 10-Q and 8-K and other filings for free at the Investors
section of our website at www.aerogen.com, at the SEC website at www.sec.gov or from commercial document retrieval services.

19



Edgar Filing: AEROGEN INC - Form PREM14A

We undertake no obligation to update any forward-looking statements, whether as a result of new information, future events or otherwise.

THE COMPANIES
Aerogen, Inc.

We are a specialty pharmaceutical company focusing on respiratory therapy in the acute care setting. Our core technology is our proprietary
OnQ( ) Aerosol Generator. Using our technology, we are developing respiratory products for marketing by us, and products in collaboration
with, and for marketing by, pharmaceutical and biotechnology companies for both respiratory therapy and for the delivery of drugs through the
lungs to the bloodstream. Our executive offices are located at 2071 Stierlin Court, Suite 100, Mountain View, California 94043. Our telephone
number is (650) 864-7300. Our website is www.aerogen.com. Information contained on our website does not constitute a part of this proxy
statement.

Nektar Therapeutics.

Nektar is in the business of improving therapeutics through improved drug delivery. Nektar currently has three technology platforms each
with the ability to transform therapeutics with differentiating properties based on the technology and the particular application of the technology.
Nektar's strategy is to enable Nektar's partners' drugs through partner-funded programs, and to selectively fund internal proprietary products.
Nektar's executive offices are located at 150 Industrial Road, San Carlos, California 94070. Nektar's phone number is (650) 631-3100.

Oski Acquisition Corporation

Oski Acquisition Corporation, or Merger Sub, is an indirect wholly-owned subsidiary of Nektar and has not engaged in any business
activity other than in connection with the Merger. Merger Sub is incorporated under the laws of the state of Delaware. Merger Sub's executive
offices are located at 150 Industrial Road, San Carlos, California 94070. Merger Sub's telephone number is (650) 631-3100.
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THE SPECIAL MEETING
We are furnishing this proxy statement to you as part of the solicitation of proxies by the Board for use at the Special Meeting.
Date, Time and Place

The Special Meeting will be held at our offices at 2071 Stierlin Court, Suite 100, Mountain View, California 94043, at 10:00 a.m., local
time, on [ 1, 2005.

Purpose of the Special Meeting

You will be asked at the Special Meeting to adopt the Merger Agreement and to approve the Certificate of Amendment. The Board has
determined that the Merger is in the best interests of Aerogen and its stockholders, declared the Merger to be advisable and recommended that
our stockholders vote both to adopt the Merger Agreement and to approve the Certificate of Amendment. If necessary, you will also be asked to
vote on a proposal to adjourn the Special Meeting for the purpose of soliciting proxies to vote in favor of adoption of the Merger Agreement
and/or approving the Certificate of Amendment.

Record Date; Stock Entitled to Vote; Quorum

Only holders of record of Aerogen common stock and Series A-1 Preferred Stock at the close of business on [ 1, 2005, the record date,
are entitled to notice of and to vote at the Special Meeting. On the record date, [ ] shares of Aerogen common stock were issued and
outstanding and held by approximately [ ] holders of record. On the record date, [ ] shares of Aerogen Series A-1 Preferred Stock were
issued and outstanding and held by approximately [ ] holders of record. A quorum will be present at the Special Meeting if the holders of a
majority of the total combined outstanding voting power held by Aerogen common stock and Series A-1 Preferred Stock holders entitled to vote
on the record date are represented in person or by proxy. In the event that a quorum is not present at the Special Meeting, or there are not
sufficient votes at the time of the Special Meeting to adopt the Merger Agreement and/or approve the Certificate of Amendment, it is expected
that the meeting will be adjourned or postponed to solicit additional proxies if the holders of a majority of the shares of our common stock and
Series A-1 Preferred Stock present, in person or by proxy, and entitled to vote at the Special Meeting approve an adjournment (excluding
abstentions). Holders of record of Aerogen common stock on the record date are entitled to one vote per share at the Special Meeting on each
proposal presented. Holders of record of Aerogen Series A-1 Preferred Stock on the record date are entitled to ten votes per share at the Special
Meeting on each proposal presented.

Vote Required

Both the adoption of the Merger Agreement and approval of the Certificate of Amendment require the affirmative vote of the holders, on
the record date, of a majority of the total combined outstanding voting power of Aerogen common stock and Series A-1 Preferred Stock. Both
the adoption of the Merger Agreement and approval of the Certificate of Amendment also require the affirmative vote of a majority of the shares
of Series A-1 Preferred Stock outstanding on the record date, including Xmark Fund, L.P. and Xmark Fund, Ltd. If you abstain from voting or
do not vote, either in person or by proxy, it will have the same effect as a vote against both the adoption of the Merger Agreement and the
approval of the Certificate of Amendment. The approval of the adjournment of the Special Meeting, if necessary, requires the affirmative vote of
the holders, on the record date, of a majority of the total combined outstanding voting power of Aerogen common stock and Series A-1 Preferred
Stock (excluding abstentions).
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Voting of Proxies

All shares represented by properly executed proxies received in time for the Special Meeting will be voted at the Special Meeting in the
manner specified in the proxies. Properly executed proxies that do not contain voting instructions will be voted "for" the adoption of the Merger
Agreement, "for" the approval of the Certificate of Amendment and "for" the approval of the proposal to adjourn the Special Meeting, if
necessary.

To vote, please complete, sign, date and return the enclosed proxy card. If you attend the Special Meeting and wish to vote in person, you
may withdraw your proxy and vote in person. If your shares are held in the name of your broker, bank or other nominee, you must obtain a
proxy, executed in your favor, from the holder of record to be able to vote at the Special Meeting.

Shares of Aerogen common stock and Series A-1 Preferred Stock represented at the Special Meeting but not voted, including shares of
Aerogen common stock and Series A-1 Preferred Stock for which proxies have been received but for which stockholders have abstained, will be
treated as present at the Special Meeting for purposes of determining the presence or absence of a quorum for the transaction of all business.

Only shares affirmatively voted for the adoption of the Merger Agreement, including properly executed proxies that do not contain specific
voting instructions, will be counted for that proposal. Only shares affirmatively voted for the approval of the Certificate of Amendment,
including properly executed proxies that do not contain specific voting instructions, will be counted for that proposal. If you abstain from voting
on the adoption of the Merger Agreement or the approval of the Certificate of Amendment, it will have the same effect as a vote against the
adoption of the Merger Agreement or the approval of the Certificate of Amendment, but will have no effect on the proposal to adjourn the
Special Meeting, if necessary. If you do not execute a proxy card, it will have the same effect as a vote against the adoption of the Merger
Agreement and against the approval of the Certificate of Amendment and will have no effect on the proposal to grant authority to adjourn the
Special Meeting. Brokers who hold shares in street name for customers have the authority to vote on "routine" proposals when they have not
received instructions from beneficial owners. However, brokers are precluded from exercising their voting discretion with respect to approval of
non-routine matters, such as the adoption of the Merger Agreement and approval of the Certificate of Amendment and, as a result, absent
specific instructions from the beneficial owner of such shares, brokers are not empowered to vote those shares, referred to generally as "broker
non-votes." Broker non-votes will be treated as shares that are present at the Special Meeting for purposes of determining whether a quorum
exists and will have the same effect as votes "against" the adoption of the Merger Agreement and the approval of the Certificate of Amendment,
and "for" the proposal to grant the persons named as proxies the authority to adjourn the Special Meeting.

We do not expect that any matter other than the proposal to adopt the Merger Agreement and the proposal to approve the Certificate of
Amendment, and, if necessary, the proposal to adjourn the Special Meeting will be brought before the Special Meeting. If, however, any other
matters are properly presented at the Special Meeting, the persons named as proxies will vote in accordance with their judgment as to matters
that they believe to be in the best interests of our stockholders.

Revocability of Proxies

The grant of a proxy on the enclosed proxy card does not preclude a stockholder from voting in person at the Special Meeting. You may

revoke your proxy at any time before the shares reflected on your proxy card are voted at the Special Meeting by:

filing with our corporate secretary a properly executed and dated revocation of proxy;
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submitting a properly completed, executed and dated proxy card to our corporate secretary bearing a later date; or

appearing at the Special Meeting and voting in person.

Your attendance at the Special Meeting will not in and of itself constitute the revocation of a proxy. If you have instructed your broker to
vote your shares, you must follow the directions received from your broker to change these instructions.

Solicitation of Proxies

All proxy solicitation costs will be borne by us. In addition to solicitation by mail, our directors, officers, employees and agents may solicit
proxies from stockholders by telephone, facsimile or other electronic means or in person. We also reimburse brokers and other custodians,
nominees and fiduciaries for their expenses in sending these materials to you and getting your voting instructions.

You should not send your stock certificates with your proxy. A letter of transmittal with instructions for the surrender of Aerogen common
stock and Series A-1 Preferred Stock certificates will be mailed to our stockholders as soon as practicable after completion of the Merger.

Delivery of this Proxy Statement to Multiple Stockholders with the Same Address

The SEC has adopted rules that permit companies and intermediaries (for example, brokers) to satisfy the delivery requirements for proxy
statements with respect to two or more stockholders sharing the same address if we believe the stockholders are members of the same family by
delivering a single proxy statement addressed to those stockholders. Each stockholder will continue to receive a separate proxy card or voting
instruction card. This process, which is commonly referred to as "householding," potentially means extra convenience for stockholders and cost
savings for companies by reducing the volume of duplicate information.

A number of brokers with account holders who are our stockholders will be "householding" our proxy materials. A single proxy statement
will be delivered to multiple stockholders sharing an address unless contrary instructions have been received from the affected stockholders.
Once you have received notice from your broker or us that they will be "householding" communications to your address, "householding" will
continue until you are notified otherwise or until you revoke your consent. If your household received a single proxy statement, but you would
prefer to receive your own copy, please notify your broker and direct your written request to Aerogen, Inc., Attention: Investor Relations, 2071
Stierlin Court, Suite 100 Mountain View, CA 94043, or contact us at (650) 864-7300. If you would like to receive your own set of our proxy
materials in the future, please contact your broker and Aerogen, Inc., Investor Relations and inform them of your request. Be sure to include
your name, the name of your brokerage firm and your account number.
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PROPOSAL ONE:
THE MERGER

The discussion under the sections of this proxy statement entitled "The Merger" and "The Merger Agreement" summarizes the material
terms of the Merger. Although we believe that the description covers the material terms of the Merger, this summary may not contain all of the
information that is important to you. We urge you to read this proxy statement, the Merger Agreement and the other documents referred to
herein carefully for a more complete understanding of the Merger.

Background of the Merger

As aregular part of Aerogen's business, from time to time Aerogen has considered opportunities to expand and strengthen its technology,
products, research and development capabilities and distribution channels, including opportunities through strategic acquisitions, business
combinations, investments, licenses, development agreements and joint ventures. This includes consideration of whether it would be in the best
interests of Aerogen and its stockholders to continue as a separate company and expand through organic growth, acquisitions or a combination
of the two, or to combine with or be acquired by another company.

At a meeting of Aerogen's board of directors (the "Board") on September 14, 2004, after a review of Aerogen's business prospects and
financial condition, the Board instructed management to actively explore all viable strategic alternatives, including a potential merger or
acquisition of Aerogen.

Following the September 14, 2004 Board meeting through July 2005, Aerogen and its advisors had initial contacts with numerous potential
acquirers regarding a potential acquisition of Aerogen and executed confidentiality agreements with 17 of those potential acquirers, including
Nektar. Of those 17, eleven engaged in preliminary discussions with Aerogen regarding a potential acquisition. Ultimately, Aerogen engaged in
advanced negotiations with two of those eleven, including Nektar and a company referred to herein as "Company A." Each of Nektar and
Company A were informed that Aerogen was engaging in a process of soliciting and evaluating bids for the potential sale of Aerogen.
Discussions with the remaining potential acquirers either did not result in acquisition proposals or resulted in proposals that Aerogen deemed to
be inadequate. Throughout this period, the Board was updated on the status of the various discussions during frequent Board meetings and in
discussions between individual directors and members of management. In these discussions, the Board and individual members reiterated the
Board's belief that Aerogen should continue to explore the possibility of being acquired. Board meetings that occurred during the period in
which Aerogen was negotiating with Nektar and Company A are discussed below.

On April 21, 2005, Adrian Smith, Vice President, Corporate Planning, Pulmonary, of Nektar contacted Mr. Breuil to discuss the possibility
of Nektar acquiring Aerogen. At various times from April 21, 2005 through the signing of the Merger Agreement, members of Nektar's
management engaged in discussions regarding the potential acquisition with members of Aerogen's management and representatives of Aquilo
Partners, whom the Board had previously engaged as its financial advisor.

On April 29, 2005, the Board held a meeting at which Robert Breuil, Aerogen's Chief Financial Officer, representatives of Aquilo Partners
and a representative of Cooley Godward LLP ("Cooley Godward") were also present. Representatives of Aquilo Partners updated the Board as
to the status of discussions with potential acquirers.

On May 9, 2005, Nektar executed a confidentiality agreement with Aerogen. Also on May 9, 2005, members of senior management of
Aerogen, including Mr. Breuil, among others, and Nektar, including, among others, Mr. Smith and Nevan Elam, Nektar's Senior VP Corporate
Operations and General Counsel, and representatives of Aquilo Partners met to discuss the respective businesses of Aerogen and Nektar and
further explore a potential transaction.
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The Board held a meeting on May 10, 2005, at which Mr. Breuil, representatives of Aquilo Partners and a representative of Cooley
Godward were also present. Representatives of Aquilo Partners updated the Board as to the status of discussions with potential acquirers.

Beginning on May 16, 2005 and continuing through June 23, 2005, Nektar engaged in a due diligence review of Aerogen, including having
calls and meetings with members of Aerogen's management and touring Aerogen's facilities. During that period, Aerogen made certain members
of its management team, as well as auditors and outside tax advisors, available to Nektar upon request for further diligence.

On May 20, 2005, the Board held a meeting at which Mr. Breuil, representatives of Aquilo Partners and a representative of Cooley
Godward were also present. Representatives of Aquilo Partners and Mr. Breuil updated the Board as to the status of discussions with potential
acquirers.

The Board held a meeting on June 3, 2005, at which Mr. Breuil, representatives of Aquilo Partners and a representative of Cooley Godward
were also present. Representatives of Aquilo Partners updated the Board as to the status of discussions with potential acquirers.

Also on June 3, 2005 and subsequent to the meeting of the Board, Nektar submitted a non-binding, written expression of interest to acquire
Aerogen at a price which Aerogen deemed to be inadequate.

From June 6, 2005 though June 22, 2005, representatives of Aquilo Partners engaged in discussions with Mr. Elam regarding Nektar's
expression of interest and the valuation of Aerogen.

On June 6, 2005, Company A executed a confidentiality agreement with Aerogen. During the period from June 6, 2005 through July 26,
2005, Company A engaged in a due diligence review of Aerogen, including having calls and meetings with members of Aerogen's management
and touring Aerogen's facilities. During that period, Aerogen made certain members of its management team, as well as auditors and outside tax
advisors, available to Company A upon request for further diligence.

The Board held a meeting on June 17, 2005, which was also attended by Mr. Breuil and John Hodgman, Aerogen's Chief Executive Officer,
by representatives of Aquilo Partners and a representative of Cooley Godward. A representative of Aquilo Partners and Mr. Breuil provided the
Board with an update on the status of discussions with the various potential acquirers, including Nektar, Company A and others. The Board
considered the price range being proposed by Nektar to be inadequate and instructed Aquilo Partners and management to so inform Nektar.

On June 22, 2005, a representative of Aquilo Partners discussed with Mr. Elam Nektar's flexibility to increase its proposed price. Following
Mr. Elam's indication that Nektar had limited flexibility with respect to price, the representative of Aquilo Partners suggested that given that the
price range being discussed was not viewed by the Board as being adequate, it might not be productive to continue diligence. Mr. Elam
reiterated Nektar's unwillingness to significantly increase its proposed price and agreed that diligence should be suspended.

On June 30, 2005, Company A submitted to Aerogen a non-binding, written proposal to acquire Aerogen for a cash purchase price of
$32 million. The offer was based on a variety of assumptions and contingent upon a variety of conditions. Company A also requested that
Aerogen agree to negotiate exclusively with Company A through August 15, 2005. In subsequent discussions regarding this proposal between
representatives of Aquilo Partners and representatives of Company A, it was conveyed that Company A's assumption as to Aerogen's likely cash
balance at closing was incorrect and, as a result, Company A stated that the $32 million price would be subject to a downward adjustment.

Also on June 30, 2005, the Board held a meeting at which Mr. Breuil, representatives of Aquilo Partners and a representative of Cooley
Godward were present. Mr. Hodgman was also present and was appointed to the Board at the meeting. Representatives of Aquilo Partners,
Mr. Hodgman and
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Mr. Breuil updated the Board as to the status of discussions with the potential acquirers, including the terms of the proposal from Company A,
which was received by representatives of Aquilo Partners during the meeting. The Board instructed Aquilo Partners and management to continue
discussions with Company A and instructed Cooley Godward to prepare a draft merger agreement to be provided to Company A, but to inform
Company A that Aerogen would not agree to exclusively negotiate with Company A.

On July 7, 2005, Mr. Elam of Nektar contacted a representative of Aquilo Partners and indicated that Nektar might be willing to increase its
proposed price. The representative of Aquilo Partners informed Mr. Elam that if Nektar wanted to reengage in the process, it should do so
quickly as Aerogen was proceeding with negotiations with other bidders and that to be competitive, Nektar's bid would need to be in the
mid-$30 million range.

On July 8, 2005, Aquilo provided Company A with a draft merger agreement prepared by Cooley Godward. Representatives of Cooley
Godward engaged in negotiations, including exchanging drafts of a merger agreement, with representatives of Company A through August 2,
2005.

On July 9, 2005, Aquilo provided Nektar with the form of draft merger agreement that had been provided to Company A.

On July 14, 2005, Nektar informed a representative of Aquilo Partners that it would be willing to engage in discussions to acquire Aerogen
for $32 million, to be paid in a combination of $8 million of cash and $24 million of Nektar stock. From July 14, 2005 though the execution of
the Merger Agreement on August 12, 2005, representatives of Aerogen, Aquilo Partners and Cooley Godward negotiated the terms of the
acquisition (including by exchanging drafts of a merger agreement and related agreements and documents) with representatives of Nektar and
Wilson Sonsini Goodrich & Rosati, Professional Corporation ("WSGR"), counsel to Nektar for the transaction.

Also on July 14, 2005, the Board held a meeting at which Mr. Breuil and other members of Aerogen's management and representatives of
Aquilo Partners and Cooley Godward were present. Representatives of Aquilo Partners, Mr. Hodgman and Mr. Breuil updated the Board as to
the status of discussions with various potential acquirers, including the terms of the proposal from Nektar. The Board determined that Aerogen
should permit Nektar to resume due diligence and should continue negotiations with Nektar and Company A.

At a Board meeting on July 22, 2005 attended by Mr. Breuil, representatives of Aquilo Partners and a representative of Cooley Godward,
the Board discussed the status of negotiations with Nektar and Company A, including certain key issues raised by the initial mark-ups of the
draft merger agreements that had been received from each party.

On July 26, 2005, Company A's financial advisors informed a representative of Aquilo Partners that it was significantly reducing its cash
offer, which would be subject to further reduction for transaction expenses and based on Aerogen's cash balance at the time of the closing of the
proposed merger. The Aquilo Partners representative indicated that the reduced price would not be competitive. Company A's financial advisors
indicated that there may be some flexibility on price and it was agreed that it made sense for negotiations with Company A on the form of
Merger Agreement to continue.

At a Board meeting on July 29, 2005 attended by members of Aerogen's management and representatives of Aquilo Partners and Cooley
Godward, the Board discussed the status of negotiations with Nektar and Company A, including Company A's price reduction.

On August 3, 2005, Company A's financial advisors informed a representative of Aquilo Partners that Company A was not willing to
continue negotiating the merger agreement if Company A's offer was not competitive, but that Company A would be willing to continue to

discuss its valuation of Aerogen.
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At a Board meeting on August 5, 2005 attended by members of Aerogen's management and representatives of Aquilo Partners and Cooley
Godward, the Board discussed the status of negotiations with Nektar and Company A and reviewed the terms of a draft proposed merger
agreement with Nektar, which had been previously circulated to the Board. The Board also discussed providing the Specified Series A-1 Holders
(as defined below under "Waiver of Notice and Consent to Acquisition") a draft of the proposed merger agreement with Nektar and drafts of the
voting agreements and waivers of notice and consent (the terms of which are described under "Merger Agreement Voting Agreements and
Waivers") that Nektar was requiring be obtained from those Specified Series A-1 stockholders as a condition to the signing of the Merger
Agreement.

On August 9, 2005, John Hodgman, Aerogen's Chief Executive Officer, contacted representatives of the Specified Series A-1 Holders to
describe the terms of the proposed transaction with Nektar. Later that day, those representatives were provided with the draft merger agreement
as well as the voting agreement and other documents that they would be asked to sign as a condition to Nektar entering into the Merger
Agreement. From August 9, 2005 through August 12, 2005, representatives of Cooley Godward and Mr. Hodgman (who were also
communicating with representatives of WSGR and Nektar) negotiated the terms of those agreements and other documents with, and provided
revised drafts of the merger agreement as they were negotiated with Nektar to, the Specified Series A-1 Holders and their counsel.

Also on August 9, 2005, representatives of Company A's financial advisors informed a representative of Aquilo Partners that Company A's
revised proposal would not be subject to downward adjustments for transaction expenses or based on Aerogen's cash balance at the time of
closing. After the Aquilo Partners representative informed Company A's financial advisors that its revised proposal was still not competitive,
Company A's financial advisors indicated that while it could increase its bid, the increased bid would still be less than its original $32 million
proposal.

On August 12, 2005, the Board met and received an update on the status of negotiations from members of management and representatives
of Cooley Godward and Aquilo Partners. Representatives of Cooley Godward discussed the terms of the proposed merger agreement with
Nektar, a draft of which had been provided to the Board in advance of the meeting, including changes to the terms of the draft merger agreement
from the version that had been reviewed at the August 5, 2005 Board meeting. Representatives of Cooley Godward also discussed the Certificate
of Amendment, the voting agreements and the other documents that would be executed and delivered in connection with the transaction.
Representatives of Aquilo Partners then made a financial presentation regarding the proposed acquisition by Nektar. At the conclusion of the
financial presentation, Aquilo Partners provided the Board with its oral opinion (subsequently confirmed in writing) that, based upon and subject
to the various assumptions and limitations set forth in its opinion, as of August 12, 2005, the consideration to be paid to the holders of Aerogen
common stock in the Merger was fair, from a financial point of view, to those stockholders. The Board, having deliberated regarding the terms
of the proposed acquisition, then determined that the Merger Agreement, the Merger and the Certificate of Amendment were in the best interests
of Aerogen and its stockholders, approved the Merger Agreement, the Merger and the Certificate of Amendment, declared the Merger to be
advisable and recommended that Aerogen's stockholders adopt the Merger Agreement and approve the Certificate of Amendment.

The Merger Agreement and related documents were executed and delivered later in the day on August 12, 2005. Before the opening of the
stock market on August 15, 2005 (the next trading day), the parties jointly announced the execution of the Merger Agreement.

The Merger Agreement provided that Nektar had the option at any time prior to September 15, 2005, to elect to pay the purchase price all in
cash. On August 16, 2005, Nektar notified Aerogen that it was exercising its option to pay the entire purchase price in cash.
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Reasons for the Merger

In considering the Merger, the Board consulted with Aquilo Partners regarding the financial aspects of the Merger and sought and received
Aquilo Partners' written opinion as to the fairness, as of the date of such opinion, from a financial point of view, of the merger consideration to
be received by the holders of Aerogen common stock, which opinion is described below under "The Merger Opinion of Financial Advisor." The
Board also consulted with representatives of Cooley Godward regarding the fiduciary duties of the Board and the terms of the Merger
Agreement and related agreements. Based in part on these consultations and opinions, and the factors discussed below, the Board determined
that the Merger Agreement and the Merger were in the best interests of Aerogen and its stockholders, approved the Merger Agreement and the
Merger and recommended that Aerogen's stockholders adopt the Merger Agreement and approve the Certificate of Amendment.

In the course of reaching that determination and recommendation, the Board considered a number of potentially positive factors in its
deliberations, including the following:

the belief that, having engaged in a process involving multiple bidders, Aerogen obtained the highest price that Nektar is
willing to pay and that was reasonably available from any potential acquirer;

the fact that the merger consideration of $0.75 per share of Aerogen common stock is a premium of 140% to the amount that
the holders of Aerogen common stock would have received if the funds were distributed in accordance with the terms of
Aerogen's current certificate of incorporation;

the likelihood that the Merger would be consummated;

the business, market and execution risks associated with remaining independent and Aerogen's prospects if it remained
independent, including the need to raise substantial additional capital in the near term to continue to fund its business and the
stated intention of its lead preferred stock investor to veto any such financing;

the financial analyses of Aquilo Partners presented to the Board on August 12, 2005, and the opinion of Aquilo Partners
delivered to the Board to the effect that based upon and subject to the qualifications, limitations and assumptions set forth in
its opinion, as of August 12, 2005, the merger consideration to be received by the holders of Aerogen common stock was
fair, from a financial point of view, to the holders of Aerogen common stock (the full text of the written opinion setting forth
the assumptions made, matters considered and limitations in connection with the opinion is attached to this proxy statement
as Annex B, which stockholders are urged to read in its entirety);

the fact that, subject to specified conditions, Aerogen may provide information to and engage in negotiations with a third
party following receipt of a bona fide written unsolicited acquisition proposal that the Board determines in good faith is
reasonably likely to result in a superior proposal in the manner provided in the Merger Agreement;

the fact that, subject to specified conditions, Aerogen can terminate the Merger Agreement following the determination by
the Board to accept, or enter into a definitive agreement with respect to, a superior proposal in the manner provided in the
Merger Agreement, including the payment of a $1,120,000 termination fee; and

the fact that the Merger Agreement is subject to the approval of Aerogen's stockholders.

The Board also considered a number of potentially countervailing factors in its deliberations concerning the Merger, including the
following:

that Aerogen will no longer exist as an independent company and its stockholders will no longer participate in its growth or
from any future increase in the value of Aerogen or from any
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synergies that may be created by the Merger, unless, and to the extent that Nektar did not elect to pay the merger
consideration all in cash;

that, under the terms of the Merger Agreement, Aerogen cannot solicit other acquisition proposals and must pay or cause to
be paid to Nektar a termination fee of $1,120,000, if the Merger Agreement is terminated under certain circumstances
specified in the Merger Agreement, including if Aerogen exercises its right to terminate the Merger Agreement, which may
deter others from proposing an alternative transaction that may be more advantageous to its stockholders;

that, under the terms of the Merger Agreement, Aerogen agreed that it will carry on its business in the ordinary course of
business consistent with past practice and, subject to specified exceptions, that Aerogen will not take a number of actions
related to the conduct of its business without the prior consent of Nektar; and

that if the Merger does not close, Aerogen's officers and other employees will have expended extensive efforts attempting to
complete the transaction and will have experienced significant distractions from their work during the pendency of the
transaction and will have incurred substantial transaction costs in connection with the transaction.

The Board also considered the interests of Aerogen's executive officers in the Merger, which are described below under "The
Merger Interests of Our Directors and Executive Officers in the Merger."

The preceding discussion is not meant to be an exhaustive description of the information and factors considered by the Board but is
believed to address the material information and factors considered. In view of the wide variety of factors considered in connection with its
evaluation of the Merger and the complexity of these matters, the Board did not find it practicable to, and did not, quantify or otherwise attempt
to assign relative weights to the various factors considered in reaching its determination. In considering the factors described above, individual
members of the Board may have given different weight to different factors.

Opinion of Financial Advisor

Aquilo Partners has acted as financial advisor to the Board with respect to the Merger. In connection with Aquilo Partners' engagement as
financial advisor, the Board requested that Aquilo Partners evaluate the fairness, from a financial point of view, of the merger consideration to
be received by the holders of Aerogen common stock. On August 12, 2005, Aquilo Partners delivered its oral opinion, subsequently confirmed
in writing, to the Board to the effect that, as of the date of its opinion and based upon and subject to the qualifications, limitations and
assumptions set forth therein, the merger consideration to be received by the holders of Aerogen common stock was fair, from a financial point
of view, to the holders of Aerogen common stock.

The summary of the written opinion of Aquilo Partners in this proxy statement is qualified in its entirety by reference to the full
text of the written opinion of Aquilo Partners, dated August 12, 2005, attached to this proxy statement as Annex B. You are urged to,
and should, read the written opinion of Aquilo Partners carefully and in its entirety. The written opinion of Aquilo Partners addresses
only the fairness, from a financial point of view, of the merger consideration to be received by the holders of Aerogen common stock as
of the date of the written opinion of Aquilo Partners, and does not constitute a recommendation to any stockholder as to how such
stockholder should vote or act on any matter relating to the Merger.

In arriving at its opinion, Aquilo Partners, among other things:

reviewed the Merger Agreement and certain related agreements, each dated as of August 12, 2005;
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reviewed certain publicly available business and financial information relating to Aerogen and Nektar;

reviewed certain other information relating to Aerogen and Nektar, including financial forecasts relating to Aerogen,
provided to or discussed with Aquilo Partners by Aerogen and Nektar;

discussed with the managements of Aerogen and Nektar the business and prospects of Aerogen and Nektar, respectively;

considered certain financial and stock market data of Aerogen and Nektar, and compared that data with similar data for other
publicly held companies in businesses Aquilo Partners deemed similar to those of Aerogen and Nektar;

considered, to the extent publicly available, the financial terms of certain other business combinations;

reviewed the rights, preferences and privileges of the Aerogen Series A-1 Preferred Stock;

reviewed Aerogen's projected cash burn rate and availability of capital, which was prepared and provided by Aerogen's
management; and

considered such other information, financial studies, analyses and investigations and financial, economic and market criteria
which Aquilo Partners deemed relevant.

In connection with its review, Aquilo Partners did not assume any responsibility for independent verification of any of the foregoing
information and relied on such information being complete and accurate in all material respects. With respect to the financial forecasts of
Aerogen that Aquilo Partners reviewed, Aquilo Partners was advised by Aerogen's management, and Aquilo Partners assumed, that such
forecasts had been reasonably prepared on bases reflecting the best currently available estimates and judgments of Aerogen's management as to
Aerogen's future financial performance. In this regard, Aerogen's management advised Aquilo Partners that, absent the Merger, Aerogen may
need additional financing that Aerogen may not be able to obtain on terms favorable to Aerogen or its stockholders, if at all.

Aquilo Partners also assumed, with Aerogen's consent, that in the course of obtaining any necessary regulatory or third party consents,
approvals or agreements in connection with the Merger, no delay, limitation, restriction or condition will be imposed that would have an adverse
effect on Aerogen or on the contemplated benefits of the Merger and that the Merger will be consummated in accordance with the terms of the
Merger Agreement, without waiver, modification or amendment of any material term, condition or agreement contained in the Merger
Agreement. Aquilo Partners was not requested to make, and did not make, an independent evaluation or appraisal of the assets or liabilities
(contingent or otherwise) of Aerogen or Nektar, nor has Aquilo Partners been furnished with any such evaluations or appraisals. Aquilo Partners'
opinion addresses only the fairness, from a financial point of view, of the merger consideration to the holders of Aerogen common stock and
does not address any other aspect or implication of the Merger or any other agreement, arrangement or understanding entered into in connection
with the Merger or otherwise. Aquilo Partners' opinion is necessarily based upon information made available to it as of the date of its opinion,
and upon financial, economic, market and other conditions as they existed and could be evaluated on the date of the Aquilo Partners' opinion.
The Aquilo Partners' opinion does not address the relative merits of the Merger as compared to other business strategies that might be available
to Aerogen, nor does it address Aerogen's underlying business decision to proceed with the Merger.

In preparing its opinion, Aquilo Partners performed a number of financial and comparative analyses. The preparation of a fairness opinion
is a complex process and is not necessarily susceptible to partial analysis or summary description. Aquilo Partners believes that its analyses must
be considered as a whole and that selecting portions of its analyses and of the factors considered by it, without considering all analyses and
factors, could create a misleading view of the processes underlying the
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Aquilo Partners' opinion. No company or transaction used in the analyses performed by Aquilo Partners as a comparison is identical to Aerogen
or the contemplated Merger. In addition, Aquilo Partners may have given some analyses more or less weight than other analyses, and may have
deemed various assumptions more or less probable than other assumptions, so that the range of valuation resulting from any particular analysis
described below should not be taken to be Aquilo Partners' view of the actual value of Aerogen. The analyses performed by Aquilo Partners are
not necessarily indicative of actual values or actual future results, which may be significantly more or less favorable than suggested by such
analyses. In addition, analyses relating to the value of businesses or assets do not purport to be appraisals or to necessarily reflect the prices at
which businesses or assets may actually be sold. The analyses performed were prepared solely as part of Aquilo Partners' analysis of the
fairness, from a financial point of view, of the merger consideration to be received by the holders of Aerogen common stock and were provided
to Aerogen in connection with the delivery of the Aquilo Partners' opinion.

The following is a summary of material financial analyses performed by Aquilo Partners in connection with the preparation of its opinion,
and reviewed with the Board at a meeting held on August 12, 2005. Certain of the following summaries of financial analyses that were
performed by Aquilo Partners include information presented in tabular format. In order to understand fully the material financial analyses that
were performed by Aquilo Partners, the tables should be read together with the text of each summary. The tables alone do not constitute a
complete description of the material financial analyses.

Implied Transactional Statistics. Aquilo Partners calculated enterprise values, calculated as equity value minus cash and short term
investments plus debt, implied by the equity consideration of $32 million as of different dates. As of June 30, 2005, Aerogen had $8.9 million in
cash and no debt, resulting in an implied enterprise value of $23.1 million as of June 30. Based on guidance from Aerogen's management,
Aquilo Partners assumed that Aerogen will have $6.0 million in cash and no debt at October 1, 2005, resulting in an implied enterprise value of
$26.0 million as of October 1, and $2.5 million in cash and no debt at December 1, 2005, resulting in an implied enterprise value of
$29.5 million as of December 1.

Comparable Public Company Analysis. Aquilo Partners compared selected financial information about Aerogen with that of other public
companies in the delivery/formulation and healthcare equipment industries. The delivery/formulation companies that Aquilo Partners considered
were:

Access Pharmaceuticals, Inc.
Advancis Pharmaceutical Corporation
Antares Pharma, Inc.

A.P. Pharma, Inc.

Aradigm Corporation

Bioject Medical Technologies Inc.
Generex Biotechnology Corporation
SIGA Technologies, Inc.

Valentis, Inc.

For these companies, Aquilo Partners reviewed enterprise values and enterprise value revenue multiples, calculated as enterprise value
divided by trailing twelve month revenue. Values were based on closing stock prices on August 11, 2005. Enterprise values for the
delivery/formulation companies ranged from $14.2 million to $73.7 million. From the multiples calculated for these selected comparable
companies, Aquilo Partners applied a range of multiples to Aerogen's trailing twelve month revenue of 0.9x to 14.5x. This analysis implied a
range of enterprise values for Aerogen of $6.3 million to $101.6 million.

20

32



Edgar Filing: AEROGEN INC - Form PREM14A

Aquilo Partners also considered the following healthcare equipment companies:

ResMed Inc

Respironics, Inc.

Utah Medical Products, Inc.
Viasys Healthcare Inc.
Vital Signs, Inc.

For these companies, Aquilo Partners reviewed enterprise value revenue multiples based on the trailing twelve months revenue and the
estimated revenue for 2005. Values were based on closing stock prices on August 11, 2005. Aerogen's estimated revenue for 2005 was based on
an internal estimate prepared by Aerogen's management. From the multiples calculated for these selected comparable companies, Aquilo
Partners applied a range of 1.7x to 5.7x to Aerogen's trailing twelve month revenue and calculated a range of implied enterprise values for
Aerogen of $11.9 million to $40.1 million. Aquilo Partners also applied a range of 1.5x to 4.8x to Aerogen's estimated 2005 revenue and
calculated a range of implied enterprise values for Aerogen of $14.5 million to $46.2 million.

Because Aerogen was delisted from the NASDAQ SmallCap Market, effective July 20, 2005, Aquilo Partners also conducted an analysis of
the following six healthcare companies delisted from NASDAQ:

Able Laboratories, Inc.
Autoimmune Inc.
Cardima, Inc.

Cortech, Inc.

Icoria, Inc.

Impax Laboratories, Inc.

For each company, Aquilo Partners compared the average of the closing prices in the five days preceding the delisting announcement with
the average of the closing prices in the five days after the delisting announcement, except in the case of Impax Laboratories where a four-day
average was used. The average decrease in closing price for the six companies was 26.4%.

Although the comparable companies were used for comparison purposes, none of those companies is directly comparable to Aerogen.
Accordingly, an analysis of the results of such a comparison is not purely mathematical, but instead involves complex considerations and
judgments concerning differences in historical and projected financial and operating characteristics of the comparable companies and other
factors that could affect the public trading value of the comparable companies and Aerogen.

Comparable Transaction Analysis. Aquilo Partners reviewed several financial metrics from the following seven selected transactions in
the healthcare equipment industry since January 1, 2001:

Target

Acquirer

Viasys Healthcare Inc.-Cardio
Physiometrix, Inc.

Mini-Mitter Company, Inc.
Cohesion Technologies Inc.
Novametrix Medical Systems, Inc.
Focal, Inc.

MAP Medizin-Technologie GmbH

Huntleigh Technology PLC
Hospira, Inc.

Respironics, Inc.

Angiotech Pharmaceuticals, Inc.
Respironics, Inc.

Genzyme Corporation

ResMed Inc

Aquilo Partners calculated the enterprise value multiples for the selected precedent transactions based on trailing twelve month revenue.
The derived multiple range of 0.5x to 10.0x applied to Aerogen's trailing twelve month revenue implied a range of enterprise values for Aerogen

of $3.3 million to $70.4 million.
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Aquilo Partners also considered the following twelve transactions in the biotechnology industry since January 1, 2004:

Target Acquirer
Targeted Molecules Corporation Chromos Molecular Systems Inc.
DELEX Therapeutics Inc. YM Biosciences Inc.
Epimmune Inc. IDM S.A.
Anosys, Inc. Chromos Molecular Systems Inc.
Tarpan Therapeutics, Inc. Manhattan Pharmaceuticals, Inc.
Opexa Pharmaceuticals, Inc. PharmaFrontiers Corporation
Biosyn, Inc. Cellegy Pharmaceuticals, Inc.
X-Ceptor Therapeutics, Inc. Exelixis, Inc.
Zycos Inc. MGI PHARMA, INC.
Empire Pharmaceuticals, Inc. Neurobiological Technologies, Inc.
ChemGenex Therapeutics, Inc. AGT Biosciences Limited
MitoKor, Inc. Micrologix Biotech Inc.

Six of these transactions involved target companies with a lead product in Phase II or Phase III testing. Of the six transactions in which the
target company's lead product was in Phase II or Phase III testing, the amount of the transactions ranged from $8.4 million to $50.0 million.

Although the transactions were used for comparison purposes, none of those transactions is directly comparable to the Merger, and none of
the companies in those transactions is directly comparable to Aerogen or Nektar. Accordingly, an analysis of the results of such a comparison is
not purely mathematical, but instead involves complex considerations and judgments concerning differences in historical financial and operating
characteristics of the companies involved and other factors that could affect the acquisition value of such companies or the company to which
they are being compared.

Discounted Cash Flow Analysis. Using a discounted cash flow analysis, Aquilo Partners calculated implied enterprise values of Aerogen
based on Aerogen's financial plans provided to Aquilo Partners by Aerogen's management. Aquilo Partners based its discounted cash flow
analysis on various operating assumptions provided by Aerogen's management, including assumptions relating to, among other items, revenue,
operating costs, taxes, working capital, capital expenditures and depreciation. Aquilo Partners' analysis used discount rates ranging from 30% to
50%. Aquilo Partners also used terminal values for 2011 taxed net income of $16.9 million and for 2011 revenue of $219.0 million.

For the taxed net income terminal value, Aquilo Partners applied multiples ranging from 22.5x to 27.5x. This range of multiples with a 40%
discount rate implied a range of enterprise values for Aerogen of $5.2 million to $15.5 million.

For the 2011 revenue terminal value, Aquilo Partners applied multiples ranging from 2.0x to 3.0x. This range of multiples with a 40%
discount rate implied a range of enterprise values for Aerogen of $12.4 million to $39.1 million.

Cash Analysis. Aquilo Partners considered that, if the proposed Merger with Nektar were not consummated, the expected amount of
Aerogen's cash could fall to $3.0 million by the end of 2005. The management of Aerogen further advised Aquilo Partners that, absent the
Merger, Aerogen may need additional financing that Aerogen may not be able to obtain on favorable terms to Aerogen or its stockholders, if at
all.

Nektar. Because the transaction could have involved Aerogen's stockholders receiving $24 million of the $32 million purchase price in
Nektar common stock, Aquilo Partners also considered Nektar, including its current value, its stock price performance over the last five years,
its volume traded over the last year, its stock performance relative to the NASDAQ composite index and the American Stock
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Exchange Biotechnology Index, its historical financial statements, analyst reports, comparable companies and upcoming milestones.

Premium Analysis. Aquilo Partners also calculated the implied premium paid in the following selected transactions that occurred between
January 1, 2001 and August 11, 2005: (i) 14 transactions involving biotechnology companies with values ranging from $10 million to
$200 million; (ii) 13 transactions involving biotechnology and healthcare equipment companies with values ranging from $15 million to
$50 million; (iii) four transactions involving biotechnology companies with values ranging from $15 million to $50 million; (iv) nine
transactions involving healthcare equipment companies with values ranging from $15 million to $50 million; and (v) 38 transactions involving
biotechnology and healthcare equipment companies with values ranging from $10 million to $200 million. Aquilo Partners derived the following
information from data observed for the selected transactions:

Average Average Average
Premium Over Premium Over Premium Over
Target Share Target Share Target Share
Price Price Price

One Day Prior One Week Prior  Four Weeks Prior
Selected Transactions to Announcement  to Announcement to Announcement
Biotechnology
($10 million ~ $200 million) 47% 57% 72%
Biotechnology/healthcare equip.
($15 million  $50 million) 63% 62% 79%
Biotechnology
($15 million  $50 million) 55% 51% 54%
Healthcare equipment
($15 million  $50 million) 66% 67% 89%
Biotechnology/healthcare equip.
($10 million ~ $200 million) 39% 46% 58%

Although the premiums paid in the selected transactions were used for comparison purposes, none of those transactions is directly
comparable to the Merger, and none of the companies in those transactions is directly comparable to Aerogen or Nektar. Accordingly, an
analysis of the results of such a comparison is not purely mathematical, but instead involves complex considerations and judgments concerning
differences in historical financial and operating characteristics of the companies involved and other factors that could affect the acquisition value
of such companies or the company to which they are being compared.

Consideration to Common Stockholders. ~Aquilo Partners conducted an analysis of the amount that the holders of Aerogen common stock
would receive if the $32 million were distributed in accordance with the terms of Aerogen's current certificate of incorporation. On that basis,
the amount that the holders of Aerogen common stock would receive would be $0.313 per share. The $0.75 per share that is to be delivered to
the holders of the Aerogen common stock represents a premium of 140% to the amount that the holders of Aerogen common stock would have
received if the funds were distributed in accordance with the terms of Aerogen's current certificate of incorporation.

Aquilo Partners calculated the premium of the merger consideration of $0.75 per share for the Aerogen common stock over the closing
trading price of the Aerogen common stock on August 11, 2005, one week prior to August 11, 2005, and four weeks prior to August 11, 2005.
Aquilo Partners also calculated the premium over the average closing prices during the one week prior to August 11, 2005,
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four weeks prior to August 11, 2005, and three months prior to August 11, 2005. The following table summarizes the results of this analysis:

Premium of Merger

Closing Stock Price Consideration
August 11, 2005 159%
One Week Prior 67%
Four Weeks Prior 14%
Premium of Merger
Average Closing Stock Price Consideration
One Week Prior to August 11, 2005 157%
Four Weeks Prior 49%
Three Months Prior 37%

Aquilo Partners' opinion and presentation to the Board was one of many factors taken into consideration by the Board in deciding to enter
into the Merger Agreement. Consequently, the analyses described above should not be viewed as determinative of the opinion of Aerogen, or
Aerogen's management with respect to whether the Board would have been willing to agree to a different aggregate merger consideration to be
received by holders of Aerogen common stock.

Aquilo Partners was retained by the Board to act as its financial advisor in connection with exploring and evaluating opportunities for
Aerogen to combine with or be acquired by another company. Aquilo Partners was selected by Aerogen based on Aquilo Partners' qualifications,
expertise and reputation. Aquilo Partners is a life sciences investment banking firm. Aquilo Partners, as part of its investment banking business,
is continuously engaged in the valuation of businesses and securities in connection with mergers and acquisitions, private placements and
valuations for corporate and other purposes.

Pursuant to an engagement letter dated as of April 20, 2005, the Board engaged Aquilo Partners to provide financial advisory services to
Aerogen in connection with the Merger, including, among other things, rendering its opinion to the Board. Pursuant to the terms of the
engagement letter, Aerogen has agreed to pay Aquilo Partners a customary fee in connection therewith, a portion of which was payable upon
delivery of the opinion and a significant portion of which is contingent upon consummation of the Merger. In addition, Aerogen has agreed to
reimburse Aquilo Partners for its out-of-pocket expenses, including attorney's fees, incurred in connection with its engagement and has agreed to
indemnify Aquilo Partners for certain liabilities and expenses arising out of or in conjunction with its rendering of services under its
engagement, including liabilities arising under the federal securities laws.

Recommendation of the Board of Directors

At a meeting of the Board held on August 12, 2005, the Board determined that the Merger Agreement and the Merger were in the best
interests of Aerogen and its stockholders, approved the Merger Agreement, the Merger and the Certificate of Amendment and recommended that
Aerogen's stockholders approve the Merger Agreement and approve the Certificate of Amendment.

Aerogen's board of directors recommends that its stockholders vote "FOR' the merger proposal.
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Voting Agreements

In connection with the execution of the Merger Agreement, each of Jane E. Shaw, Yehuda and Zipora Ivri, John Power, Xmark Fund, L.P.,
Xmark Fund, Ltd., Caduceus Capital II, LP, Caduceus Capital Master Fund Limited, UBS Eucalyptus Fund LLC, Finsbury Worldwide
Pharmaceutical Trust, HFC SHC Aggressive Master Fund, HealthCap IV Bis, L.P., HealthCap IV, L.P. and HealthCap IV KB executed voting
agreements with, and delivered irrevocable proxies to, Nektar relating to the shares of Aerogen common stock, preferred stock and options and
warrants to purchase such shares owned by them. These individuals and entities hold an aggregate of (i) 709,755 shares of our common stock,
representing approximately 8.51% of the outstanding shares of common stock on August 12, 2005, (ii) 488,654 shares of Series A-1 Preferred
Stock representing, together with the shares of common stock, approximately 32.52% of the total combined voting power outstanding and
approximately 55.1% of the outstanding Series A-1 Preferred Stock as of August 12, 2005, (iii) warrants to purchase 3,663,789 shares of our
common stock and (iv) options to purchase 1,199,565 shares of our common stock.

Under the voting agreements, these stockholders have agreed to vote their shares of Aerogen common stock and preferred stock or other
securities and any newly acquired shares or other securities of Aerogen:

in favor of the adoption of the Merger Agreement, each of the other transactions contemplated by the Merger Agreement and
any action in furtherance of the foregoing;

against the following actions (other than the Merger and the transactions contemplated by the Merger Agreement): (i) any
merger, consolidation or other business combination involving Aerogen or any subsidiary of Aerogen; (ii) any sale or other
transfer of all or substantially all of the assets of Aerogen and its subsidiaries taken as a whole; (iii) any sale, lease, license or
transfer of any significant part of the assets of Aerogen or any subsidiary of Aerogen; (iv) any reorganization,
recapitalization, dissolution, liquidation or winding up of Aerogen or any subsidiary of Aerogen; or (v) any other action
which is intended, or would reasonably be expected, to interfere with or delay in any material respect the Merger or any of
the other transactions contemplated by the Merger Agreement or voting agreement (including any action or agreement that
would result in a breach of any representation, warranty, covenant, agreement or other obligation of Aerogen in the Merger
Agreement); and

in favor of approving the Certificate of Amendment and any action in furtherance of the foregoing.

Each of these stockholders also agreed not to sell, encumber, grant an option with respect to or dispose of any of the securities or options of
Aerogen owned by such stockholder other than to Nektar, or enter into any agreement or commitment other than with Nektar contemplating any
of the foregoing, except, subject to certain conditions, for transfers to affiliates of the stockholder.

The voting agreements terminate upon the earlier of the consummation of the Merger or the termination of the Merger Agreement.
Waiver of Notice and Consent to Acquisition

In connection with the Merger Agreement, we obtained a Waiver of Notice and Consent to Acquisition (the "Waiver and Consent") from
Xmark Fund, L.P., Xmark Fund, Ltd., Caduceus Capital II, LP, Caduceus Capital Master Fund Limited, UBS Eucalyptus Fund LLC, Finsbury
Worldwide Pharmaceutical Trust, HFC SHC Aggressive Master Fund, HealthCap IV Bis, L.P., HealthCap IV, L.P., HealthCap IV KB, PW
Eucalyptus Fund Ltd. and OFCO Club 1V (the "Specified Series A-1 Holders"). These entities hold an aggregate of (i) 316,514 shares of our
common stock (representing approximately 3.80% of the outstanding shares of common stock on August 12, 2005), (ii) 471,499
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shares of Series A-1 Preferred Stock representing approximately 29.2% of the total combined voting power outstanding and approximately
53.2% of the outstanding Series A-1 Preferred Stock, and (iii) warrants to purchase 3,666,600 shares of our common stock. The Waiver and
Consent waived the rights of the holders of Series A-1 Preferred Stock to prior notice of an "acquisition" (as defined in the Certificate of
Designations) and of the Merger, of the Merger Agreement and the transactions contemplated by the Merger Agreement and consented to our
entering into the Merger Agreement with Nektar, as permitted by the Certificate of Designations. However, the Specified Series A-1 Holders did
not waive any rights to notice with respect to any modification or amendment to the Merger Agreement. In addition, the foregoing waivers
expire, and all notice rights relating to an "acquisition" and the other transactions contemplated by the Merger Agreement are reinstated if the
Merger Agreement is terminated in accordance with its terms.

Interests of Our Directors and Executive Officers in the Merger

In considering the recommendation of the Board in favor of the Merger, you should be aware that there are provisions of the Merger
Agreement and other arrangements that will result in benefits to certain directors and executive officers, but not to stockholders generally.
Stockholders should take these benefits into account in deciding whether to vote for adoption of the Merger Agreement. No officers or directors
will receive any monetary benefits from outstanding stock options held by them because the exercise price of all such options is above $0.75 per
share. A description of the benefits available to certain of our directors and executive officers resulting from the Merger follows below.

Management Incentive Plan

The management incentive plan provides, among other things, that each participant is eligible for an incentive bonus of between
approximately twenty and forty percent of each such participant's current base annual salary to be paid upon earliest of (i) the closing of a
strategic transaction of a type approved by the Board, (ii) a liquidation of Aerogen, or (iii) March 31, 2006. The Board has named the following
participants and fixed the following incentive bonuses under the management incentive plan:

Name and Title Bonus Amount
John Hodgman, Chief Executive Officer $ 120,000
Robert S. Breuil, Chief Financial Officer, Vice President Corporate

Development $ 99,840
Angela Strand, Vice President, Marketing $ 50,000
Stacy Pryce, Vice President, Business Development $ 50,000
Robert S. Fishman, M.D., Vice President, Scientific Affairs $ 49,920
Nancy Isaac, Vice President, Regulatory Affairs and Quality $ 46,051
Yehuda Ivri, Chief Technical Officer $ 45,780
John S. Power, Managing Director Aerogen (Ireland) Limited and Senior

Vice President, Sales $ 35,000
Total $ 496,591

Restated Executive Severance Plan

The restated executive severance plan provides, among other things, that in the event that an eligible employee is involuntarily terminated
without cause or voluntarily terminated for good reason
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(as defined in the restated executive severance plan) during the period commencing one month prior to and ending thirteen months following a
change of control of Aerogen, the employee would be entitled to the following benefits:

continued base salary for twelve months following termination;

continued coverage under COBRA if the employee so chooses, for a period not to exceed twelve months following
termination;

full acceleration of vesting of all unvested stock options to purchase shares of Aerogen common stock, with such options
vesting in twelve equal monthly installments beginning on the date of termination and allowing fifteen months from the date
of termination within which to exercise such stock options;

lapse in any repurchase rights on any shares of Aerogen common stock, in favor of Aerogen in twelve equal monthly
installments beginning on the date of termination;

indemnification for a period of no less than six years following the date or termination of employment for any act, or
omission, taken while the participant was employed by Aerogen (or any successor entity);

insurance coverage which is either at least equivalent to indemnification insurance coverage provided prior to termination, or
if such equivalent coverage is not available at a commercially reasonable price, then at least equivalent to the
indemnification coverage provided to the then current executive officers of Aerogen; and

any additional benefits that the Board may, in its sole discretion, provide.

In addition, if any payment or benefit that an eligible employee would receive under the restated executive severance plan pursuant to a
change in control or otherwise would constitute "parachute payments" within the meaning of Section 280G of the Internal Revenue Code of
1986, as amended, (the "Code"), and would be subject to the excise tax imposed by Section 4999 of the Code, or any comparable successor
provision, then benefits shall be either provided to the employee in full, or provided to the employee as to such lesser extent which would result
in no portion of such benefits being subject to the excise tax.

John Hodgman, Robert S. Breuil, Robert S. Fishman, Nancy Isaac, Yehuda Ivri, John S. Power, Angela Strand, Mauro Folena and Stacy
Pryce are the eligible employees entitled to benefits provided in the restated executive severance benefit plan.

Indemnification of Directors and Executive Officers and Insurance.

The Merger Agreement provides that from and after the effective time of the Merger, Nektar and Aerogen will indemnify, defend and hold
harmless, and advance expenses to, the individuals who at or prior to the effective time of the Merger were directors or officers of Aerogen with
respect to all acts or omissions by them in their capacities as such at any time prior to the effective time of the Merger, to the fullest extent
required by Aerogen's certificate of incorporation, bylaws and any applicable indemnification agreement as in effect on the date of the Merger
Agreement, provided a copy of such indemnification agreement has been provided to Nektar. Nektar has further agreed that following the
Merger or Aerogen will provide, for a period not less than six years following the effective time of the Merger, directors' and officers' liability
insurance covering those persons who were, as of the date of the Merger Agreement, covered by our directors' and officers' liability insurance
policy, on terms with respect to coverage and amounts no less favorable than those in effect on the date of the Merger Agreement or, if
substantially equivalent insurance coverage is unavailable, the best available coverage. Nektar will not be required to pay an annual premium for
such insurance that exceeds 250% of the annual premium that we currently pay for such insurance.
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Appraisal Rights

If the Merger is completed, holders of Aerogen common stock are entitled to appraisal rights under Section 262 of the Delaware General
Corporation Law ("Section 262"), provided that they comply with the conditions established by Section 262.

The discussion below is not a complete summary regarding your appraisal rights under Delaware law and is qualified in its entirety by
reference to the text of the relevant provisions of Delaware law, which are attached to this proxy statement as Annex C. Stockholders intending
to exercise appraisal rights should carefully review Annex C. Failure to follow precisely any of the statutory procedures set forth in Annex C
may result in a termination or waiver of these rights.

A record holder of shares of Aerogen common stock who makes the demand described below with respect to such shares, who continuously
is the record holder of such shares through the effective time of the Merger, who otherwise complies with the statutory requirements of
Section 262 and who neither votes in favor of the Merger nor consents thereto in writing will be entitled to an appraisal by the Delaware Court
of Chancery (the "Delaware Court") of the fair value of his or her shares of Aerogen common stock in lieu of the consideration that such
stockholder would otherwise be entitled to receive pursuant to the Merger Agreement. All references in this summary of appraisal rights to a
"stockholder" or "holders of shares of Aerogen common stock" are to the record holder or holders of shares of Aerogen common stock. Except
as set forth herein, stockholders of Aerogen will not be entitled to appraisal rights in connection with the Merger.

Under Section 262, where a merger is to be submitted for approval at a meeting of stockholders, such as the Special Meeting, not less than
20 days prior to the meeting a constituent corporation must notify each of the holders of its stock for whom appraisal rights are available that
such appraisal rights are available and include in each such notice a copy of Section 262. This proxy statement shall constitute such notice to the
record holders of Aerogen common stock.

Stockholders who desire to exercise their appraisal rights must satisfy all of the conditions of Section 262. Those conditions include the
following:

Stockholders electing to exercise appraisal rights must not vote "for" the adoption of the Merger Agreement. Also, because a
submitted proxy not marked "against" or "abstain" will be voted "for" the proposal to adopt the Merger Agreement, the
submission of a proxy not marked "against" or "abstain" will result in the waiver of appraisal rights.

A written demand for appraisal of shares must be filed with us before the taking of the vote on the Merger Agreement at the
Special Meeting on [ 1, 2005. The written demand for appraisal should specify the stockholder's name and mailing
address, and that the stockholder is thereby demanding appraisal of his or her Aerogen common stock. The written demand
for appraisal of shares is in addition to and separate from a vote against the Merger Agreement or an abstention from such
vote. That is, failure to return your proxy, voting against, or abstaining from voting on, the Merger will not satisfy your
obligation to make a written demand for appraisal.

A demand for appraisal should be executed by or for the stockholder of record, fully and correctly, as such stockholder's
name appears on the share certificate. If the shares are owned of record in a fiduciary capacity, such as by a trustee, guardian
or custodian, this demand must be executed by or for the fiduciary. If the shares are owned by or for more than one person,
as in a joint tenancy or tenancy in common, such demand should be executed by or for all joint owners. An authorized agent,
including an agent for two or more joint owners, may execute the demand for appraisal for a stockholder of record.
However, the agent must identify the record owner and expressly disclose the fact that, in exercising the demand, he is
acting as agent for the record owner. A person having a beneficial interest in Aerogen common stock held of record in the
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name of another person, such as a broker or nominee, must act promptly to cause the record holder to follow the steps
summarized below in a timely manner to perfect whatever appraisal rights the beneficial owners may have.

A stockholder who elects to exercise appraisal rights should mail or deliver his, her or its written demand to Aerogen at 2071
Stierlin Court, Suite 100, California 94043, Attention: Corporate Secretary.

Within ten days after the effective time of the Merger, we must provide notice of the effective time of the Merger to all of our stockholders
who have complied with Section 262 and have not voted for the Merger.

Within 120 days after the effective time of the Merger, either Aerogen or any stockholder who has complied with the required conditions of
Section 262 may file a petition in the Delaware Court, with a copy served on Aerogen in the case of a petition filed by a stockholder, demanding
a determination of the fair value of the shares of all dissenting stockholders. There is no present intent on the part of Aerogen to file an appraisal
petition and stockholders seeking to exercise appraisal rights should not assume that Aerogen will file such a petition or that Aerogen will
initiate any negotiations with respect to the fair value of such shares. Accordingly, holders of Aerogen common stock who desire to have their
shares appraised should initiate any petitions necessary for the perfection of their appraisal rights within the time periods and in the manner
prescribed in Section 262.

Within 120 days after the effective time of the Merger, any stockholder who has satisfied the requirements of Section 262 will be entitled,
upon written request, to receive from Aerogen a statement setting forth the aggregate number of shares of Aerogen common stock not voting in
favor of the Merger and with respect to which demands for appraisal were received by Aerogen and the aggregate number of holders of such
shares. Such statement must be mailed within 10 days after the stockholders' request has been received by Aerogen or within 10 days after the
expiration of the period for the delivery of demands as described above, whichever is later.

If a petition for an appraisal is timely filed, at the hearing on such petition, the Delaware Court will determine which stockholders are
entitled to appraisal rights. The Delaware Court may require the stockholders who have demanded an appraisal for their shares and who hold
stock represented by certificates to submit their certificates of stock to the Register in Chancery for notation thereon of the pendency of the
appraisal proceedings; and if any stockholder fails to comply with such direction, the Delaware Court may dismiss the proceedings as to such
stockholder. Where proceedings are not dismissed, the Delaware Court will appraise the shares of Aerogen common stock owned by such
stockholders, determining the fair value of such shares exclusive of any element of value arising from the accomplishment or expectation of the
Merger, together with a fair rate of interest, if any, to be paid upon the amount determined to be the fair value.

Although we believe that the merger consideration is fair, no representation is made as to the outcome of the appraisal of fair value as
determined by the Delaware Court and stockholders should recognize that such an appraisal could result in a determination of a value higher or
lower than, or the same as, the consideration they would receive pursuant to the Merger Agreement. Moreover, we do not anticipate offering
more than the Merger consideration to any stockholder exercising appraisal rights and reserve the right to assert, in any appraisal proceeding,
that, for purposes of Section 262, the "fair value" of a share of Aerogen common stock is less than the Merger consideration. In determining "fair
value", the Delaware Court is required to take into account all relevant factors. The Delaware Supreme Court has stated that "proof of value by
any techniques or methods which are generally considered acceptable in the financial community and otherwise admissible in court" should be
considered and that "fair price obviously requires consideration of all relevant factors involving the value of a company." The Delaware
Supreme Court has stated that in making this determination of fair value the court must consider market value, asset value, dividends, earnings
prospects, the nature of the
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enterprise and any other facts which could be ascertained as of the date of the Merger which throw any light on future prospects of the merged
corporation. Section 262 provides that fair value is to be exclusive of any element of value arising from the accomplishment or expectation of
the Merger. The Delaware Supreme Court has stated that such exclusion is a narrow exclusion that does not encompass known elements of
value, but which rather applies only to the speculative elements of value arising from such accomplishment or expectation. The Delaware
Supreme Court has construed Section 262 to mean that elements of future value, including the nature of the enterprise, which are known or
susceptible of proof as of the date of the Merger and not the product of speculation, may be considered.

The cost of the appraisal proceeding may be determined by the Delaware Court and taxed against the parties as the Delaware Court deems
equitable in the circumstances. However, costs do not include attorneys' and expert witness fees. Each dissenting stockholder is responsible for
his or her attorneys' and expert witness expenses, although, upon application of a dissenting stockholder, the Delaware Court may order that all
or a portion of the expenses incurred by any dissenting stockholder in connection with the appraisal proceeding, including without limitation,
reasonable attorneys' fees and the fees and expenses of experts, be charged pro rata against the value of all shares of stock entitled to appraisal.

Any stockholder who has duly demanded appraisal in compliance with Section 262 will not, after the effective time of the Merger, be
entitled to vote for any purpose any shares subject to such demand or to receive payment of dividends or other distributions on such shares,
except for dividends or distributions payable to stockholders of record at a date prior to the effective time of the Merger.

At any time within 60 days after the effective time of the Merger, any stockholder will have the right to withdraw his demand for appraisal
and to accept the terms offered in the Merger Agreement. After this period, a stockholder may withdraw his, her or its demand for appraisal and
receive payment for his, her or its shares as provided in the Merger Agreement only with our consent. If no petition for appraisal is filed with the
court within 120 days after the effective time of the Merger, stockholders' rights to appraisal (if available) will cease. Inasmuch as we have no
obligation to file such a petition, any stockholder who desires a petition to be filed is advised to file it on a timely basis. Any stockholder may
withdraw such stockholder's demand for appraisal by delivering to Aerogen a written withdrawal of his or her demand for appraisal and
acceptance of the merger consideration, except (i) that any such attempt to withdraw made more than 60 days after the Effective Time will
require written approval of Aerogen and (ii) that no appraisal proceeding in the Delaware Court shall be dismissed as to any stockholder without
the approval of the Delaware Court, and such approval may be conditioned upon such terms as the Delaware Court deems just.

Failure by any Aerogen stockholder to comply fully with the procedures described above and set forth in Annex C to this proxy statement
may result in termination of such stockholder's appraisal rights. In view of the complexity of exercising your appraisal rights under Delaware
law, if you are considering exercising these rights you should consult with your legal counsel.

Delisting and Deregistration of Our Common Stock

If the Merger is completed, Aerogen common stock will cease to be listed on the Pink Sheets and will be deregistered under the Securities
Exchange Act of 1934.

Material United States Federal Income Tax Consequences of the Merger

The following summary is a general discussion of the material federal income tax consequences to our stockholders whose Aerogen
common stock and Series A-1 Preferred Stock ("Aerogen Capital Stock") is converted into cash in the Merger. This summary is based on the
current provisions of the Internal Revenue Code of 1986, as amended, or the Code, applicable Treasury Regulations, judicial
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authority and administrative rulings, all of which are subject to change, possibly with retroactive effect. Any such change could alter the tax
consequences to our stockholders as described herein. No ruling from the Internal Revenue Service has been or will be sought with respect to
any aspect of the transactions described herein.

This discussion only applies to an Aerogen stockholder that is (1) a citizen or resident of the United States, (2) a corporation created or
organized in or under the laws of the United States, or any political subdivision thereof (including the District of Columbia), (3) an estate the
income of which is subject to United States Federal income taxation regardless of its source, (4) a trust if either (a) a court within the United
States is able to exercise primary supervision over the administration of such trust and one or more United States persons have the authority to
control all substantial decisions of such trust or (b) the trust has a valid election in effect to be treated as a United States person for United States
Federal income tax purposes or (5) any other person or entity that is treated for United States Federal income tax purposes as if it were one of the
foregoing. If a partnership holds Aerogen Capital Stock, the tax treatment of a partner will generally depend on the status of the partner and the
activities of the partnership. If you are a partner of a partnership holding Aerogen Capital Stock, you should consult your tax advisor.

This summary is for the general information of our stockholders only and does not purport to be a complete analysis of all potential tax
effects of the Merger. For example, it does not consider the effect of any applicable state, local or foreign tax laws, or of any non-income tax
laws. In addition, this discussion does not address the tax consequences of transactions effectuated prior to or after the Merger (whether or not
such transactions occur in connection with the Merger), including, without limitation, any exercise of an Aerogen option or the acquisition or
disposition of Aerogen shares other than pursuant to the Merger. In addition, it does not address all Federal income tax considerations that may
be relevant to an Aerogen stockholder in light of such Aerogen stockholder's particular circumstances, or to types of Aerogen stockholders that
may be subject to special tax rules, including, without limitation:

stockholders subject to special treatment under the federal income tax laws (for example, dealers in securities, financial
institutions, mutual funds, life insurance companies, tax-exempt organizations, foreign persons, or employees of Aerogen
who will become employees of Nektar);

stockholders that are financial institutions or broker-dealers;

stockholders who hold their Aerogen Capital Stock as part of an integrated transaction such as a hedge, straddle, conversion,
or other risk reduction transaction or strategy;

stockholders that hold common stock which constitutes either "qualified small business stock" for purposes of Section 1202
of the Code or "section 1244 stock" for purposes of Section 1244 of the Code;

stockholders who are subject to the federal alternative minimum tax;

stockholders who are partnerships;

stockholders who acquired their Aerogen Capital Stock pursuant to the exercise of a warrant; and

stockholders who acquired their Aerogen Capital Stock pursuant to the exercise of a stock option, or pursuant to an
employee stock purchase plan or other compensation arrangement.

The following summary also does not address holders of stock options. The following summary assumes that Aerogen stockholders hold
their Aerogen Capital Stock as a "capital asset" (generally, property held for investment).
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Treatment of Holders of Aerogen Capital Stock

The conversion of Aerogen Capital Stock into the right to receive cash in the Merger will be a taxable transaction. Generally, this means
that our stockholders will recognize a capital gain or loss equal to the difference between (1) the amount of cash stockholders receive in the
Merger and (2) their adjusted tax basis in the Aerogen Capital Stock (which is usually a stockholder's original cost for the stock). For this
purpose, Aerogen stockholders who acquired different blocks of Aerogen shares at different times for different prices must calculate gain or loss
separately for each identifiable block of Aerogen shares surrendered in the exchange.

This gain or loss will be long-term if the holder has held Aerogen Capital Stock for more than one year as of the date of the Merger. Under
current law, long-term capital gains of stockholders who are individuals, trusts and estates are subject to a maximum federal income tax rate of
15%, whereas the maximum federal income tax rate on ordinary income and short-term capital gains (that is, gain on capital assets held for not
more than one year) of an individual is currently 35% (not taking into account any phase-out of tax benefits such as personal exemptions and
certain itemized deductions). For corporations, capital gains and ordinary income are taxed at the same maximum rate of 35%. Capital losses are
subject to limitations on deductibility for both corporations and individuals. Capital losses not offset by capital gains may be deducted against a
non-corporate stockholder's ordinary income only up to a maximum annual amount of $3,000, and non-corporate stockholders may carry
forward unused capital losses. A corporate stockholder can deduct capital losses only to the extent of capital gains; unused capital losses may be
carried back three years and forward five years.

Backup Withholding

To prevent federal backup income tax withholding with respect to certain "reportable payments" including taxable proceeds received in
exchange for the stockholder's Aerogen shares in the Merger, an Aerogen stockholder must either (i) provide the paying agent with a correct
taxpayer identification number and certify whether such stockholder is subject to backup withholding of federal income tax by completing the
substitute Form W-9 included in the letter of transmittal or (ii) establish a basis for exemption from backup withholding, if any. Backup
withholding will generally not apply, however, to an Aerogen stockholder who furnishes the paying agent with a correct taxpayer identification
number on Form W-9 (and who does not subsequently become subject to backup withholding) or who is otherwise exempt from backup
withholding, such as a corporation. In addition, certain foreign persons such as certain nonresident aliens may establish an exemption from, or a
reduced rate of, backup withholding by delivering the proper version of Form W-8. Each Aerogen stockholder and, if applicable, each other
payee, should complete and sign the Form W-9 included with the letter of transmittal (or other applicable form such as a Form W-8) in order to
provide the information and certification necessary to avoid the imposition of backup withholding, unless an exemption applies and is
established in a manner satisfactory to the paying agent. Aerogen stockholders who fail to provide their correct taxpayer identification numbers
and the appropriate certifications or to establish an exemption as described above will be subject to backup withholding on taxable proceeds
received in the Merger (at a current rate of 28%) and may be subject to a $50 penalty imposed by the IRS. Additional amounts may be withheld
as a result of state, local, and foreign taxes. Any amounts withheld from payments to an Aerogen stockholder under the backup withholding
rules generally will be allowed as a credit against the Aerogen stockholder's United States federal income tax liability. If the paying agent
withholds on a payment to a stockholder and the withholding results in an overpayment of taxes, the stockholder may request a refund from the
IRS.

The foregoing discussion of the federal income tax consequences of the Merger is for our stockholders' general information only.
Accordingly, our stockholders should consult their own tax advisors with respect to the particular tax consequences to them of the
Merger, including the applicable federal, state, local and foreign tax consequences.
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Regulatory Matters
The transaction is not subject to the requirements of the Hart-Scott-Rodino Act, which prevents transactions meeting certain size tests, and
not otherwise exempt, from being completed until required information and materials are furnished to the Antitrust Division of the Department

of Justice and the Federal Trade Commission and the related waiting period expires or is terminated early.
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THE MERGER AGREEMENT

The following description summarizes the material provisions of the Merger Agreement and is qualified in its entirety by reference to the
complete text of the Merger Agreement. The Merger Agreement is included as Annex A to this proxy statement. We encourage you to read it
carefully and in its entirety. The Merger Agreement has been included to provide you with information regarding its terms. It is not intended to
provide any other factual information about Aerogen. Such information can be found elsewhere in this proxy statement and in the other public
filings Aerogen makes with the SEC, which are available without charge at www.sec.gov.

Merger Consideration

Upon completion of the Merger, each outstanding share of Aerogen common stock, other than shares held by stockholders who perfect their
appraisal rights, will be converted into the right to receive $0.75 in cash, without interest and each outstanding share of Aerogen Series A-1
Preferred Stock, other than shares held by stockholders who perfect their appraisal rights, will be converted into the right to receive $29.0251 in
cash, without interest. Upon completion of the Merger, no shares of Aerogen Capital Stock will remain outstanding and all shares will
automatically be converted into the right to receive the applicable merger consideration and will cease to exist.

Conversion of Shares; Procedures for Exchange of Certificates

Effective automatically upon completion of the Merger, our common stockholders will have the right to receive $0.75 per share in cash and
our Series A-1 Preferred stockholders will have the right to receive $29.0251 per share in cash, in each case without interest. Prior to the
effective time of the Merger, Nektar will enter into an agreement with a bank, trust company or other institution to act as paying agent under the
Merger Agreement. Promptly after the effective time of the Merger, the paying agent will mail to each record holder of Aerogen shares a letter
of transmittal and instructions for use in surrendering certificates in exchange for the merger consideration. No stockholder should surrender
any certificates until the stockholder receives the letter of transmittal and other materials for such surrender. Upon surrender of a stock
certificate for cancellation to the paying agent, together with a letter of transmittal, duly completed and validly executed in accordance with the
instructions, and such other customary documents as the paying agent may reasonably require, the holder of such certificate will be entitled to
receive the merger consideration described above pursuant to the Merger Agreement, without any interest thereon. The certificates so
surrendered will be canceled.

In the event of a transfer of ownership of shares of Aerogen Capital Stock which is not registered in our transfer records, payment of the
merger consideration may be made with respect to such shares to the transferee if the stock certificate representing such shares is presented to
the paying agent, accompanied by all documents reasonably required by the paying agent to evidence such transfer and to evidence that any
applicable stock transfer taxes relating to such transfer have been paid.

If your stock certificate has been lost, stolen or destroyed, the paying agent will deliver to you the applicable merger consideration for the
shares represented by that certificate if:

you make an affidavit claiming such certificate has been lost, stolen or destroyed; and

if required by Nektar, you post a bond in such reasonable amount as Nektar may direct as indemnity against any claim that
may be made with respect to that certificate against Nektar.

You should not send your certificates now and should send them only pursuant to instructions set forth in the letters of transmittal
to be mailed to stockholders promptly after the effective time of the Merger. In all cases, the merger consideration will be provided only
in accordance with the procedures set forth in this proxy statement and such letters of transmittal.
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One year after the effective time of the Merger, the paying agent will deliver to the surviving corporation any funds made available to the
paying agent which have not been disbursed to holders of Aerogen stock certificates. Any holders of certificates who have not complied with the
above-described procedures to receive payment of the merger consideration during such one year period may thereafter look only to the
surviving corporation for payment of the merger consideration to which they are entitled.

The cash paid to you upon conversion of your shares of Aerogen Capital Stock will be issued in full satisfaction of all rights relating to the
shares of Aerogen Capital Stock.

Effect on Aerogen Stock Options

Each stock option to acquire Aerogen common stock outstanding at the effective time of the Merger, whether or not then vested or
exercisable, will be fully vested in accordance with the terms of our stock option plans and canceled. In consideration of such cancellation,
Aerogen will pay to the holder of each such canceled stock option, as soon as practicable after the effective time, a cash payment equal to the
product of (1) the excess of $0.75 over the per share exercise price of such stock option, if any, multiplied by (2) the aggregate number of shares
of common stock then subject to such stock option, taking into account the vesting acceleration provided for under the terms of our stock option
plans.

Effect on Aerogen Employee Stock Purchase Plan

Our Employee Stock Purchase Plan will be terminated immediately prior to the effective time of the Merger with the last day of the then
current offering period being the last business day prior to the effective time. Any purchase rights outstanding at the time of termination of the
purchase plan will be exercised, and each share of Aerogen common stock acquired upon exercise of such purchase right will be converted in the
Merger into the right to receive $0.75 in cash, without interest.

Effective Time of the Merger

The Merger will become effective upon the filing of a certificate of merger with the Delaware Secretary of State or at such later time as is
agreed upon by Nektar and Aerogen and specified in the certificate of merger. The filing of the certificate of merger will occur on the closing
date. Subject to the terms and conditions of the Merger Agreement and in accordance with Delaware law, at the effective time of the Merger,
Merger Sub, an indirect wholly-owned subsidiary of Nektar and a party to the Merger Agreement, will merge with and into Aerogen. Aerogen
will survive the Merger as an indirect wholly-owned Delaware subsidiary of Nektar.

Representations and Warranties

The Merger Agreement contains representations and warranties of each party to the agreement. The representations and warranties in the
Merger Agreement are complicated and not easily summarized. You are urged to read carefully and in their entirety the sections of the Merger
Agreement entitled "Representations and Warranties of the Company" and "Representations and Warranties of Parent and Merger Sub" in
Annex A to this proxy statement. However, the assertions embodied in these representations and warranties are qualified by information in a
confidential disclosure schedule that Aerogen provided to Nektar in connection with the signing of the Merger Agreement. While Aerogen does
not believe that the confidential disclosure schedule contains information that securities laws require it to publicly disclose, other than
information that has already been so disclosed, the disclosure schedule does contain information that modifies, qualifies and creates exceptions
to the representations and warranties set forth in the attached Merger Agreement. Accordingly, you should not rely on the representations and
warranties as characterizations of the
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actual state of facts, since they are modified in important part by the underlying disclosure schedule. The disclosure schedule contains
information that has been included in Aerogen's general prior public disclosures, as well as additional non-public information. Moreover,
information concerning the subject matter of the representations and warranties may have changed since the date of the agreement, which
subsequent information may or may not be fully reflected in Aerogen's public disclosures.

The Merger Agreement contains customary representations and warranties of Aerogen as to, among other things:

our organization, good standing and corporate power;

our capitalization;

authorization, execution, delivery, performance and enforceability of, and required consents, approvals, orders and
authorizations of our stockholders, third parties and governmental authorities relating to, the Merger Agreement and the
transactions contemplated by the Merger Agreement;

our SEC documents, undisclosed liabilities and internal controls;

certain changes or events since June 30, 2005;

legal proceedings;

compliance with applicable laws and permits;

information in this proxy statement;

tax matters;

employee benefits and labor matters;

environmental matters;

contracts;

real property;

title to properties;

intellectual property;

insurance;

48



Edgar Filing: AEROGEN INC - Form PREM14A

opinion of our financial advisor;

brokers and other advisors; and

state takeover statutes.

In addition, the Merger Agreement contains representations and warranties by Nektar and Merger Sub as to:

organization, good standing and corporate power;

authorization, execution, delivery, performance and enforceability of, and required consents, approvals, orders and
authorizations of third parties and governmental authorities relating to, the Merger Agreement;

governmental approvals;

information supplied in this proxy statement;

ownership and operations of Merger Sub;
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the sufficiency of cash resources to pay the merger consideration;

brokers and other advisors;

non-ownership of capital stock of Aerogen; and

Nektar's SEC documents and undisclosed liabilities.

The representations and warranties of Aerogen, Nektar and Merger Sub will expire upon completion of the Merger or termination of the
Merger Agreement.

Covenants
Conduct of Aerogen Business

We have agreed in the Merger Agreement that, except as permitted or contemplated by the Merger Agreement or required by law and
except for certain actions set forth on a schedule or otherwise consented to by Nektar in writing (which consent, if requested by Aerogen on or
after November 10, 2005, may not be unreasonably withheld or delayed), we will carry on our business in the ordinary course, consistent with
past practice, comply in all material respects with all applicable laws and the requirements of all material contracts, and use commercially
reasonable efforts to maintain and preserve intact our business organization and the goodwill of those having business relationships with us and
retain the services of our present officers and key employees.

In addition, we have agreed that until the effective time of the Merger, subject to specified exceptions, neither we nor any of our
subsidiaries may, without Nektar's prior written consent (which, if requested by Aerogen on or after November 10, 2005 may not be
unreasonably withheld or delayed):

issue, sell, grant, dispose of, pledge or otherwise encumber any shares of our capital stock, voting securities or equity
interests, or any securities or rights convertible into, exchangeable or exercisable for, or evidencing the right to subscribe for
any shares of our capital stock, voting securities or equity interests, or any rights, warrants, options, calls, commitments or
any other agreements of any character to purchase or acquire any shares of our capital stock, voting securities or equity
interests or any securities or rights convertible into, exchangeable or exercisable for, or evidencing the right to subscribe for,
any shares of our capital stock, voting securities or equity interests;

redeem, purchase or otherwise acquire any of our outstanding shares of capital stock or any rights, warrants or options to
acquire any shares of our capital stock;

except for the quarterly dividends to the holders of Aerogen's Series A-1 Preferred Stock, declare, set aside for payment or
pay any dividend on, or make any other distribution in respect of, any shares of our capital stock or otherwise make any
payments to our stockholders in their capacity as such;

split, combine, subdivide or reclassify any shares of our capital stock;

waive any stock repurchase rights, accelerate, amend or change the period of exercisability of options or reprice any options
or authorize cash payments in exchange for any options;

incur any indebtedness for borrowed money or guarantee any indebtedness;

sell, transfer, lease, license, mortgage, encumber or otherwise dispose of (including pursuant to a sale-leaseback transaction
or an asset securitization transaction) any of our properties or assets (including securities of our subsidiaries) to any person;

50



Edgar Filing: AEROGEN INC - Form PREM14A

37

51



Edgar Filing: AEROGEN INC - Form PREM14A

make any capital expenditures, except in the ordinary course of business consistent with past practice and in an amount not
in excess of $1,000,000 in the aggregate during any three-consecutive month period;

make any acquisition (by purchase of securities or assets, merger or consolidation, or otherwise) of any other entity,
business, division or assets;

make any investment (by contribution to capital, property transfers, purchase of securities or otherwise) in, or loan or
advance to, any person;

increase in any manner the compensation of or the fringe benefits of, pay or grant any bonus, change of control, severance or
termination pay to any of our directors, officers or employees other than increases in salaries, wages and benefits of
non-officer employees made in the ordinary course of business consistent with past practice;

enter into, establish, amend or terminate any employment, consulting, retention, change in control, collective bargaining,
bonus or other incentive compensation, profit sharing, health or other welfare, pension, retirement, severance, deferred
compensation or other compensation or benefit plan or agreement with, for or in respect of, any stockholder, director,
officer, other employee or consultant;

hire officers or directors or non-officer employees other than pursuant to offer letters and agreements in the ordinary course
of business consistent with past practice and which are "at will";

make or change any material election concerning taxes or tax returns, settle or compromise any tax liability or refund, file
any amendment to a tax return, enter into any closing agreement or consent to any extension or waiver of any limitation
period with respect to taxes;

make any material changes in financial or tax accounting methods, principles or practices or change an annual accounting
period, except insofar as may be required by a change in generally accepted accounting principles or applicable law;

except for the charter amendment, amend our charter documents or the charter documents of our subsidiaries;

adopt a plan or agreement of complete or partial liquidation, dissolution, restructuring, recapitalization, merger,
consolidation or other reorganization;

enter into any binding agreement, agreement in principle, letter or intent, memorandum of understanding or similar
agreement with respect to any material joint venture, strategic partnership or alliance;

commence or settle any lawsuit, threat of any lawsuit or proceeding or other investigation by or against Aerogen or any
subsidiary or relating to any of their businesses, properties or assets;

grant any exclusive rights with respect to any of Aerogen's intellectual property;

enter into or renew any contracts containing, or otherwise subject Aerogen or Nektar to, any non-competition, exclusivity,
"most favored nations" or other preferential pricing or other material restrictions on Aerogen or Nektar, or any of their
respective businesses, following the closing of the Merger;

modify or amend in a manner adverse in any material respect to Aerogen, or terminate any material contract in effect as of
the date of the Merger Agreement, or waive, release or assign any material rights or claims thereunder, in each case, in a
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manner adverse in any material respect to Aerogen, other than any modification, amendment or termination of any such
material contract in the ordinary course of business, consistent with past practice; or
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agree, in writing or otherwise, to take any of the foregoing actions.

The covenants in the Merger Agreement relating to the conduct of our business are complicated and not easily summarized. You are urged
to read carefully and in its entirety the section of the Merger Agreement entitled "Conduct of Business of the Company" in Annex A to this
proxy statement.

No Solicitation of Transactions by Aerogen

We have agreed, prior to the Merger becoming effective or the Merger Agreement being terminated in accordance with its terms, to certain
limitations on our ability to take action with respect to other acquisition transactions. Except as set forth below, we have agreed not to (and to
cause our subsidiaries' respective directors, officers and agents not to):

solicit, initiate, knowingly facilitate, knowingly encourage or knowingly induce any announcement of, or the initiation of
any proposals that constitute, or any inquiry or proposal from any third party that would reasonably be expected to lead to,
any Takeover Proposal (as defined below);

participate in any discussions or negotiations regarding, or furnish any non-public information with respect to, any takeover
proposal; or

enter into any agreement, arrangement or understanding with respect to, or otherwise endorse, any Takeover Proposal;

and have agreed that:

as promptly as practicable after any member of our Board or any of our officers becomes aware of the receipt by Aerogen of
any Takeover Proposal or any request for non-public information or inquiry that could reasonably be expected to lead to a
Takeover Proposal, we must provide Nektar with oral and written notice of the material terms and conditions of the
Takeover Proposal, request or inquiry; the identity of the party(ies) making the Takeover Proposal, request or inquiry and a
copy of the Takeover Proposal, request for non-public information or inquiry that is in writing, and keep Nektar currently
and reasonably informed regarding the status and material details of the Takeover Proposal, request or inquiry;

neither the Board nor any committee thereof will withdraw or modify, or propose publicly to withdraw or modify, in a
manner adverse to Nektar, the Board's recommendation that our stockholders adopt the Merger Agreement;

neither Aerogen nor any of its officers or members of the Board will recommend, and neither the Board nor any committee
thereof will approve or recommend, or propose publicly to approve or recommend, any Takeover Proposal; and

neither the Board nor any committee thereof will authorize or cause Aerogen to enter into any letter of intent, agreement in
principle, memorandum of understanding, merger, acquisition, purchase or similar agreement related to any Takeover
Proposal.

Notwithstanding these limitations:

if we receive a bona fide written Takeover Proposal not solicited by Aerogen in violation of the non-solicitation provisions
of the Merger Agreement that the Board determines in good faith (after consultation with its financial advisor) is reasonably
likely to result in a Superior Proposal (as defined below) and with respect to which the Board determines in good faith, after
consulting with outside legal counsel, that the failure to take such action would be inconsistent with its fiduciary duties to
our stockholders, then we may (but only prior to obtaining stockholder approval of the Merger), in response to such
Takeover Proposal (1) furnish information to the person making such Takeover Proposal, but only after such person enters
nto
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a confidentiality agreement with us and provided that we concurrently with the delivery to such person, we deliver to Nektar
written notice of our intent to furnish such information to such person and furnish to Nektar all such information not
previously provided to it, and (2) participate in discussions and negotiations with such person regarding such Takeover
Proposal (provided that Aerogen gives Nektar written notice of Aerogen's intent to enter into such discussions and
negotiations); and

prior to obtaining stockholder approval of the Merger Agreement the Board may, in response to the receipt of a Superior
Proposal (which has not been withdrawn), withdraw or modify its recommendation that our stockholders adopt the Merger
Agreement (a "Change in Recommendation"), and following any such Change in Recommendation, may approve or
recommend (and propose publicly to approve or recommend) such Superior Proposal, and may, contemporaneously with the
termination of the Merger Agreement, cause Aerogen to enter into a letter of intent, agreement, in principle, memorandum of
understanding, merger, acquisition or purchase agreement or other agreement related to any superior Proposal if (1) Aerogen
has delivered written notice that Aerogen intends to effect a Change of Recommendation at least two business days (the
"Match Period") prior to publicly effecting the Change of Recommendation, (2) Aerogen has provided to Nektar a copy of
all written information related to Aerogen that was delivered to the person making the Superior Proposal, (3) during the
Match Period, Aerogen provides Nektar with a reasonable opportunity to make such adjustments in the terms and conditions
of the Merger Agreement, and negotiates in good faith with respect to any such adjustments proposed by Nektar, as would
enable Aerogen to recommend that the stockholders adopt the Merger Agreement and not make a Change of
Recommendation; (4) the Board has concluded in good faith, after receipt of advice of its outside legal counsel, that, in light
of such Superior Proposal and after considering any binding written offer made by Nektar, the failure of the Board to effect a
Change of Recommendation is reasonably likely to result in a breach of its fiduciary obligations under applicable law; and
(5) such Superior Proposal has not resulted from Aerogen willfully and materially breaching any of the non-solicitation
provisions.

We cannot submit to the vote of our stockholders any Takeaway Proposal, or publicly propose to do so, unless the Merger Agreement has
been validly terminated in accordance with its terms.

Under the Merger Agreement, "Takeover Proposal” means any proposal or offer from any person (other than Nektar and its affiliates)

providing for any:

acquisition (whether in a single transaction or a series of related transactions) of our assets having a fair market value equal
to 20% or more of our consolidated assets;

direct or indirect acquisition (whether in a single transaction or a series of related transactions) of 20% or more of the voting
power of Aerogen;

tender offer or exchange offer that if consummated would result in any person beneficially owning 20% or more of the
voting power of Aerogen;

merger, consolidation, share exchange, business combination, recapitalization or similar transaction involving us (other than
mergers, consolidations, business combinations or similar transactions involving solely us and/or one or more of our
subsidiaries or that if consummated would result in a person beneficially owning not more than 20% of any class of our
equity securities, in each case excluding the Merger); or

any liquidation or dissolution of Aerogen.

However, for purposes of the termination fee provisions of the Merger Agreement, as described below under "Fees and Expenses," the
references to "20%" in the definition of Takeover Proposal will instead refer to "50%".