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JAZZ PHARMACEUTICALS, INC.
3180 Porter Drive
Palo Alto, California 94304
NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
To be Held on June 7, 2010
Dear Stockholder:

You are cordially invited to attend the Annual Meeting of Stockholders of Jazz Pharmaceuticals, Inc., a Delaware corporation (the Company ).
The meeting will be held on Monday, June 7, 2010, at 10:00 a.m. local time at the Company s offices located at 3180 Porter Drive, Palo Alto,
California 94304 for the following purposes:

1. To elect the four nominees for director named in the accompanying Proxy Statement to hold office until the 2013 Annual Meeting
of Stockholders.

2. To ratify the selection by the Audit Committee of the Board of Directors of Ernst & Young LLP as the Company s independent
registered public accounting firm for the fiscal year ending December 31, 2010.

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

The record date for the Annual Meeting is April 14, 2010. Only stockholders of record at the close of business on that date may vote at the
meeting or any adjournment thereof.

Important Notice Regarding the Availability of Proxy Materials for the Annual Meeting of Stockholders to Be Held on June 7, 2010 at
10:00 a.m. local time at the Company s offices located at 3180 Porter Drive, Palo Alto, California 94304.

The proxy statement and annual report to stockholders are available at https://materials.proxyvote.com/472147.

By Order of the Board of Directors

/s/ Carol A. Gamble

Carol A. Gamble

Senior Vice President, General Counsel

and Corporate Secretary



Edgar Filing: JAZZ PHARMACEUTICALS INC - Form DEF 14A

Palo Alto, California

April 16,2010

You are cordially invited to attend the meeting in person. Whether or not you expect to attend the meeting, please vote as soon as
possible. You may vote your shares over the telephone or the internet. If you received a proxy card or voting instruction card by mail,
you may submit your proxy card or voting instruction card by completing, signing, dating and mailing your proxy card or voting
instruction card in the envelope provided. Even if you have voted by proxy, you may still vote in person if you attend the meeting. Please
note, however, that if your shares are held of record by a broker, bank or other nominee and you wish to vote at the meeting, you must
obtain a proxy issued in your name from that record holder.
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JAZZ PHARMACEUTICALS, INC.
3180 Porter Drive
Palo Alto, California 94304
PROXY STATEMENT
FOR THE 2010 ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD ON MONDAY, JUNE 7, 2010 AT 10:00 A.M.
QUESTIONS AND ANSWERS ABOUT THIS PROXY MATERIAL AND VOTING
Why am I receiving these materials?

The Board of Directors of Jazz Pharmaceuticals, Inc. is soliciting your proxy to vote at the Jazz Pharmaceuticals 2010 Annual Meeting of
Stockholders, or the Annual Meeting, including at any adjournments or postponements of the Annual Meeting. This proxy statement contains
important information regarding the Annual Meeting, the proposals on which you are being asked to vote, information you may find useful in
determining how to vote and voting procedures.

Why did I receive a Notice in the mail regarding the internet availability of proxy materials this year instead of a full set of proxy
materials?

Jazz Pharmaceuticals is pleased to take advantage of U.S. Securities and Exchange Commission, or SEC, rules that allow companies to furnish
their proxy materials over the internet. In this regard, most of our stockholders holding their shares in street name will not receive paper copies
of our proxy materials (unless requested), and will instead be sent a Notice of Internet Availability of Proxy Materials, or Notice. All
stockholders receiving a Notice will have the ability to access the proxy materials on the website referred to in the Notice and to request to
receive a printed set of the proxy materials. Instructions on how to access the proxy materials over the internet or to request a printed set of the
proxy materials may be found in the Notice.

Why did I receive a full set of proxy materials in the mail instead of a Notice regarding the internet availability of proxy materials?

Jazz Pharmaceuticals is providing stockholders of record who are holding shares in their own name and stockholders who have previously
requested to receive paper copies of our proxy materials with paper copies of our proxy materials instead of a Notice. Jazz Pharmaceuticals
intends to mail the full sets of proxy materials to the stockholders described in the previous sentence on or about April 19, 2010.

How do I attend the Annual Meeting?

You are invited to attend the Annual Meeting to vote on the proposals described in this proxy statement. The Annual Meeting will be held on
Monday, June 7, 2010 at 10:00 a.m. local time at Jazz Pharmaceuticals offices located at 3180 Porter Drive, Palo Alto, California, 94304.
Directions to the Annual Meeting may be found at https://materials.proxyvote.com/472147. Information on how to vote in person at the Annual
Meeting is discussed below. However, you do not need to attend the Annual Meeting to vote your shares.

Who can vote at the Annual Meeting?

Only stockholders of record at the close of business on April 14, 2010 will be entitled to vote at the Annual Meeting. On this record date, there
were 31,538,547 shares of common stock outstanding and entitled to vote.
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Stockholders of Record: Shares Registered in Your Name

If on April 14, 2010 your shares were registered directly in your name with Jazz Pharmaceuticals transfer agent, Computershare Trust Company,
then you are a stockholder of record. As a stockholder of record, you may vote in person at the Annual Meeting or vote by proxy. Whether or not
you plan to attend the Annual Meeting, we urge you to vote by proxy over the telephone or on the internet as instructed below, or fill out and
return a proxy card.

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

If on April 14, 2010 your shares were held, not in your name, but rather in an account at a brokerage firm, bank, dealer, or other similar
organization, then you are the beneficial owner of shares held in street name and a Notice is being sent to you by that organization. The
organization holding your account is considered to be the stockholder of record for purposes of voting at the Annual Meeting. As a beneficial
owner, you have the right to direct your broker or other agent regarding how to vote the shares in your account. You are also invited to attend the
Annual Meeting. However, since you are not the stockholder of record, you may not vote your shares in person at the Annual Meeting unless
you request and obtain a valid proxy from your broker or other agent.

What am I voting on?

There are two matters scheduled for a vote:

Election of the four nominees named herein for director to hold office until the 2013 Annual Meeting of Stockholders; and

Ratification of the selection by the Audit Committee of the Board of Directors of Ernst & Young LLP as Jazz Pharmaceuticals
independent registered public accounting firm for the fiscal year ending December 31, 2010.
What if another matter is properly brought before the Annual Meeting?

The Board of Directors knows of no other matters that will be presented for consideration at the Annual Meeting. If any other matters are
properly brought before the Annual Meeting, it is the intention of the persons named in the accompanying proxy to vote on those matters in
accordance with their best judgment.

How do I vote?

You may either vote For all the nominees to the Board of Directors or you may Withhold your vote for all or any of the nominees. For the
ratification of the Audit Committee s selection of Ernst & Young LLP as Jazz Pharmaceuticals independent registered public accounting firm for
the fiscal year ending December 31, 2010, you may vote For or Against or abstain from voting. The procedures for voting are fairly simple:

Stockholders of Record: Shares Registered in Your Name

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

proxy.

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

To vote using a proxy card, simply complete, sign and date the enclosed proxy card and return it promptly in the envelope provided.
If you return your signed proxy card to us before the Annual Meeting, we will vote your shares as you direct.
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To vote over the telephone, dial toll-free 1-800-652-VOTE (8683) within the U.S., U.S. territories and Canada using a touch-tone
phone and follow the recorded instructions. You will be asked to provide the company number and control number from the enclosed
proxy card. Your vote must be received by 1:00 a.m., Central Time, on June 7, 2010 to be counted.

To vote through the internet, go to www.investorvote.com/JAZZ to complete an electronic proxy card. You will be asked to provide
the company number and control number from the enclosed proxy card. Your vote must be received by 1:00 a.m., Central Time, on
June 7, 2010 to be counted.

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

If you are a beneficial owner of shares registered in the name of your broker, bank, or other agent, you should have received a Notice containing
voting instructions from that organization rather than from Jazz Pharmaceuticals. Simply follow the voting instructions in the Notice to ensure
that your vote is counted. Alternatively, you may vote by telephone or over the internet as instructed by your broker or bank. To vote in person
at the Annual Meeting, you must obtain a valid proxy from your broker, bank, or other agent. Follow the voting instructions from your broker or
bank included with the Notice, or contact your broker or bank to request a proxy form.

We provide internet proxy voting to allow you to vote your shares online, with procedures designed to ensure the authenticity and
correctness of your proxy vote instructions. However, please be aware that you must bear any costs associated with your internet access,
such as usage charges from internet access providers and telephone companies.

How many votes do I have?
On each matter to be voted upon, you have one vote for each share of common stock you own as of April 14, 2010.
What if I return a proxy card or otherwise vote but do not make specific choices?

If you return a signed and dated proxy card or otherwise vote without marking voting selections, your shares will be voted, as applicable, For the
election of all four nominees named herein for director, and For the ratification of the Audit Committee s selection of Ernst & Young LLP as
Jazz Pharmaceuticals independent registered public accounting firm for the fiscal year ending December 31, 2010. If any other matter is properly
presented at the Annual Meeting, your proxy holder (one of the individuals named on your proxy card) will vote your shares using his or her best
judgment.

Who is paying for this proxy solicitation?

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

What does it mean if I receive more than one set of proxy materials or more than one Notice, or combination thereof?

If you receive more than one set of proxy materials or more than one Notice or a combination thereof, your shares may be registered in more
than one name or are registered in different accounts. Please follow the voting instructions on each set of proxy materials or Notices to ensure
that all of your shares are voted.
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Can I change my vote after submitting my proxy?

Yes. You can revoke your proxy at any time before the final vote at the Annual Meeting. If you are the record holder of your shares, you may
revoke your proxy in any one of the following ways:

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

You may grant a subsequent proxy by telephone or through the internet.

You may send a timely written notice that you are revoking your proxy to Jazz Pharmaceuticals Secretary at 3180 Porter Drive, Palo
Alto, California 94304.

You may attend the Annual Meeting and vote in person. Simply attending the Annual Meeting will not, by itself, revoke your proxy.
Your most current proxy card or telephone or internet proxy is the one that is counted.

If your shares are held by your broker or bank as a nominee or agent, you should follow the instructions provided by your broker or bank.
When are stockholder proposals due for next year s annual meeting?

Stockholders of Jazz Pharmaceuticals may submit proposals on matters appropriate for stockholder action at meetings of its stockholders in
accordance with Rule 14a-8 promulgated under the Securities Exchange Act of 1934, as amended, or Exchange Act. For such proposals to be
included in Jazz Pharmaceuticals proxy materials relating to its 2011 Annual Meeting of Stockholders, all applicable requirements of Rule 14a-8
must be satisfied and, pursuant to Rule 14a-8, such proposals must be received by Jazz Pharmaceuticals no later than December 19, 2010.
However, if Jazz Pharmaceuticals 2011 Annual Meeting of Stockholders is not held between May 8, 2011 and July 7, 2011, then the deadline
will be a reasonable time prior to the time Jazz Pharmaceuticals begins to print and mail its proxy materials. Such proposals should be delivered
to Jazz Pharmaceuticals, Inc., Attn: Secretary, 3180 Porter Drive, Palo Alto, California 94304.

Pursuant to Jazz Pharmaceuticals bylaws, if you wish to bring a proposal before the stockholders or nominate a director at the 2011 Annual
Meeting of Stockholders, but you are not requesting that your proposal or nomination be included in next year s proxy materials, you must notify
Jazz Pharmaceuticals Secretary, in writing, not later than the close of business on March 9, 2011 nor earlier than the close of business on
February 7, 2011. However, if Jazz Pharmaceuticals 2011 Annual Meeting of Stockholders is not held between May 8, 2011 and July 7, 2011, to
be timely, notice by the stockholder must be so received not earlier than the close of business on the 120% day prior to the 2011 Annual Meeting
of Stockholders and not later than the close of business on the later of the ninetieth 90 day prior to the 2011 Annual Meeting of Stockholders or
the tenth day following the day on which public announcement of the date of the 2011 Annual Meeting of Stockholders is first made.

Jazz Pharmaceuticals also advises you to review its bylaws, which contain additional requirements about advance notice of stockholder

proposals and director nominations. Among other things, a stockholder s notice to Jazz Pharmaceuticals Secretary must set forth the information
required by Jazz Pharmaceuticals bylaws with respect to each matter the stockholder proposes to bring before the 2011 Annual Meeting of
Stockholders. The chairman of the 2011 Annual Meeting of Stockholders may determine, if the facts warrant, that a matter has not been properly
brought before the meeting and, therefore, may not be considered at the meeting. In addition, the proxy solicited by the Board of Directors for

the 2011 Annual Meeting of Stockholders will confer discretionary voting authority with respect to (i) any proposal presented by a stockholder

at that meeting for which Jazz Pharmaceuticals has not been provided with timely notice and (ii) any proposal made in accordance with the Jazz
Pharmaceuticals bylaws, if the 2011 proxy statement briefly describes the matter and how management s proxy holders intend to vote on it, if the
stockholder does not comply with the requirements of Rule 14a-4(c)(2) promulgated under the Exchange Act.
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How are votes counted?

Votes will be counted by the inspector of election appointed for the Annual Meeting, who will separately count For , Withhold and broker
non-votes, and, with respect to proposals other than the election of the nominees named herein for director, For , Against, Abstain and broker
non-votes. A broker non-vote occurs when a nominee, such as a broker or bank, holding shares for a beneficial owner does not vote on a
particular proposal because the nominee does not have discretionary voting power with respect to that proposal and has not received instructions
with respect to that proposal from the beneficial owner. In the event that a broker, bank, custodian, nominee or other record holder of our
common stock indicates that it does not have discretionary authority to vote certain shares on a particular proposal, then those shares will be
treated as broker non-votes with respect to that proposal. Accordingly, if you own shares through a nominee, such as a broker or bank, please be
sure to instruct your nominee how to vote to ensure that your vote is counted on both of the proposals. Please note that beginning in January
2010, brokers or banks holding shares for a beneficial owner are no longer permitted to vote shares with respect to the election of directors
without instructions from the beneficial owner. Therefore, if you are a beneficial owner of shares registered in the name of your broker or bank,
please be advised that, if you do not timely provide instructions to your broker or bank, your shares will not be voted in connection with the
election of directors. As noted above, please be sure to instruct your nominee how to vote to ensure that your vote is counted on both of the
proposals.

Abstentions and broker non-votes will be treated as shares present for the purpose of determining the presence of a quorum for the transaction of
business at the Annual Meeting. Abstentions will be counted towards the tabulation of shares present in person or represented by proxy and will

have the same effect as an Against vote on Proposal 2. Broker non-votes have no effect and will not be counted towards the vote total for any
proposal.

How many votes are needed to approve each proposal?

For the election of directors, the four nominees receiving the most For votes (among votes properly cast in person or by proxy) will
be elected.

To be approved, Proposal 2, the ratification of the Audit Committee s selection of Ernst & Young LLP as Jazz Pharmaceuticals
independent registered public accounting firm for the fiscal year ending December 31, 2010, must receive a For vote from at least a
majority of the shares represented and voting either in person or by proxy at the Annual Meeting on Proposal 2.

What is the quorum requirement?

A quorum of stockholders is necessary to hold a valid meeting. A quorum will be present if stockholders holding at least a majority of the
outstanding shares entitled to vote are present at the Annual Meeting in person or represented by proxy. On the record date, there were
31,538,547 shares outstanding and entitled to vote.

Your shares will be counted towards the quorum only if you submit a valid proxy (or one is submitted on your behalf by your broker, bank or
other nominee) or if you vote in person at the Annual Meeting. Abstentions and broker non-votes will be treated as shares present for the
purpose of determining the presence of a quorum. If there is no quorum, the chairman of the Annual Meeting or a majority of shares present at
the Annual Meeting in person or represented by proxy may adjourn the Annual Meeting to another date.

How can I find out the results of the voting at the Annual Meeting?

Preliminary voting results will be announced at the Annual Meeting. Final voting results are expected to be published in a current report on
Form 8-K filed by Jazz Pharmaceuticals with the SEC on or before the fourth business day following the Annual Meeting. If final voting results
are not available to us in time to file a Form 8-K within four business days following the Annual Meeting, we intend to file a Form 8-K to
publish preliminary results and, within four business days after the final results are known to us, file an additional Form 8-K to publish the final
results.
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What proxy materials are available on the internet?

Our letter to stockholders, proxy statement, and annual report to stockholders are available at https://materials.proxyvote.com/472147.
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PROPOSAL 1
ELECTION OF DIRECTORS

Jazz Pharmaceuticals Board of Directors is divided into three classes and each class has a three-year term. Vacancies on the Board of Directors
may be filled only by the affirmative vote of a majority of the remaining directors, even if the remaining directors constitute less than a quorum
of the Board of Directors. A director elected by the Board to fill a vacancy in a class will serve for the remainder of the full term of that class and
until the director s successor is elected and qualified. This applies to vacancies created by an increase in the authorized number of directors.

Jazz Pharmaceuticals Board of Directors presently has 11 members and there are no vacancies. There are four directors in Class III, the class
whose term of office expires at the Annual Meeting. Each of the nominees listed below was elected to the Board prior to Jazz Pharmaceuticals
initial public offering in June 2007. Each of the nominees listed below was recommended for reelection to the Board at the Annual Meeting by
the Nominating and Corporate Governance Committee of the Board of Directors. If elected at the Annual Meeting, each of these nominees
would serve until the 2013 Annual Meeting of Stockholders and until his successor is elected and has qualified, or until his death, resignation or
removal. It is Jazz Pharmaceuticals policy to invite directors and nominees for director to attend annual meetings of stockholders. One of our
non-employee directors attended the 2009 Annual Meeting of Stockholders.

Directors are elected by a plurality of the votes of the holders of shares present in person or represented by proxy and entitled to vote on the
election of directors. The four nominees receiving the highest number of affirmative votes will be elected. Shares represented by executed
proxies will be voted, if authority to do so is not withheld, for the election of the four nominees named below. If any nominee becomes
unavailable for election as a result of an unexpected occurrence, your shares will be voted for the election of a substitute nominee proposed by
the Nominating and Corporate Governance Committee of the Board. Each person nominated for election has agreed to serve if elected. Jazz
Pharmaceuticals management has no reason to believe that any nominee will be unable to serve.

The following includes a brief biography of each nominee and each director whose term of office will continue after the Annual Meeting,
including their respective ages as of April 14, 2010. Each biography includes information regarding the specific experience, qualifications,
attributes or skills that led the Nominating and Corporate Governance Committee and the Board to determine that the applicable nominee or
continuing director should serve as a member of the Board as of the date of this proxy statement.

Class III Director Nominees for Election for a Three-Year Term Expiring at the 2013 Annual Meeting

Bruce C. Cozadd, age 46, is a co-founder and has served as our Chairman and Chief Executive Officer since April 2009. From 2003 until 2009,
he served as our Executive Chairman. From 1991 until 2001, he held various positions with ALZA Corporation, a pharmaceutical company now
owned by Johnson & Johnson, most recently as its Executive Vice President and Chief Operating Officer, with responsibility for research and
development, manufacturing and sales and marketing. Previously at ALZA Corporation he held the roles of Chief Financial Officer and Vice
President, Corporate Planning and Analysis. He serves on the boards of Cerus Corporation, a biopharmaceutical company, Threshold
Pharmaceuticals, a biotechnology company, and The Nueva School and Stanford Hospital and Clinics, both non-profit organizations. In the past
five years he also served as a director of Genencor International. He received a B.S. from Yale University and an M.B.A. from the Stanford
Graduate School of Business. Mr. Cozadd brings to the Board significant experience and expertise in the management, operations and strategic
planning of pharmaceuticals companies, in financing, fund-raising and capital markets, and as a director of public and private companies and
nonprofit organizations. As our Chief Executive Officer, he brings to the Board a detailed knowledge of all of our activities.
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Michael W. Michelson, age 59, has served as a member of our Board of Directors since 2004. Since 1981, he has been employed by Kohlberg
Kravis Roberts & Co. L.P., or KKR, where he is a Member and also serves on KKR s Investment and Management Committees. Funds affiliated
with KKR are our company s largest stockholder. Mr. Michelson serves on the boards of HCA Inc., a healthcare services company and Biomet,
Inc., a healthcare manufacturing company. In the past five years he also served as a director of Accellent Inc. and Alliance Imaging. He received
an A.B. from Harvard College and a J.D. from Harvard Law School. As a senior Member of KKR, Mr. Michelson brings to the Board many
years of finance and financing expertise, and a breadth of expertise with many different types of companies.

Kenneth W. O Keefe, age 43, has served as a member of our Board of Directors since 2004. Since 1997, he has been Managing Director of
Beecken Petty O Keefe & Company, a private equity firm, which he co-founded; and funds affiliated with his firm are among our largest
stockholders. He serves on the boards of several privately-held healthcare companies. He received a B.A. from Northwestern University and an
M.B.A. from the University of Chicago. As a member of the private equity firm Beecken Petty O Keefe, Mr. O Keefe brings to the Board
expertise in financial matters and in analyzing and evaluating financial statements, as well as experience managing private equity investments.
He serves or has served on the audit committee of several companies in the health care industry, including as Chair of our Audit Committee.

Alan M. Sebulsky, age 51, has served as a member of our Board of Directors since 2004. Since 2003, he has served as a Managing Partner of
Apothecary Capital LLC, an investment advisory firm. From 2002 to 2003, he was an independent investor. From 1994 to 2002, he held various
positions, most recently as a Managing Director, at Lincoln Capital Management, a private investment management firm, where he was
responsible for investments in the health care industry. He received a B.B.A. and an M.S. from the University of Wisconsin, Madison. In the
past five years he served as a director of Arrow International. Mr. Sebulsky brings to the Board the perspectives of a former Wall Street
healthcare stock analyst and someone who actively follows the health care industry and manages a dedicated healthcare investment fund. He
also brings the perspective of an individual who is not affiliated with a firm that has a substantial ownership position in our company.

The Board of Directors recommends
avote For each named nominee.
Class I Directors Continuing in Office Until the 2011 Annual Meeting

Bryan C. Cressey, age 60, has served as a member of our Board of Directors since 2006. Since 2007 he has been a Partner of Cressey and
Company, LLC, and since 1998, he has been a Partner of Thoma Cressey Bravo, Inc., both private equity firms of which he is a founder. Funds
affiliated with the Thoma Cressey Bravo firm are among our largest stockholders. Mr. Cressey serves on the boards of Belden, Inc., a
networking cable technology company, Select Medical Corporation, a healthcare services company, and several privately-held healthcare
services companies. He received a B.A. from the University of Washington, a J.D. from Harvard Law School and an M.B.A. from Harvard
Business School. As the founder of the health care focused private equity firm Cressey and Company, LLC and board member of several health
care companies, Mr. Cressey brings to the Board many years of experience and expertise as an investor in and advisor to companies in the health
care sector.

Patrick G. Enright, age 48, has served as a member of our Board of Directors since July 2009, when funds affiliated with his firm made a
significant equity investment in our company. Since 2006, Mr. Enright has served as a Managing Member of Longitude Capital, a venture
capital firm, of which he is a founder. From 2002 through 2006, Mr. Enright was a Managing Director of Pequot Ventures where he co-led the
life sciences investment practice. Mr. Enright also has significant life sciences operations experience, beginning his career more than 25 years
ago at Sandoz (now Novartis). He currently serves on the boards of Corcept Therapeutics Incorporated, a pharmaceutical company, and several
privately-held companies. In the past five years he also served as a director of Threshold Pharmaceuticals, Sequenom Inc., and Valentis, Inc.
Mr. Enright received a B.S. from Stanford University and an M.B.A. from the Wharton School at the University of Pennsylvania. As a
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venture capital investor focused on life science companies and someone who has worked in the pharmaceutical industry, Mr. Enright brings to
the Board both operating experience and financial expertise in the life sciences industry.

James B. Tananbaum, M.D., age 46, has served as a member of our Board of Directors since 2003. Since 2000, Dr. Tananbaum has been a
Managing Director of Prospect Venture Partners, a venture capital firm he co-founded. He serves on the boards of Infinity Pharmaceuticals, Inc.,
and several privately-held companies. In the past five years he also served as a director of Critical Therapeutics and Vanda Pharmaceuticals.

Dr. Tananbaum was the founder of GelTex, Inc. and Theravance, Inc. He received a B.S.E.E. from Yale University, and an M.D. and an M.B.A.
from Harvard University. Dr. Tananbaum brings to the Board his scientific, financial and operational expertise gained as a physician, founder of
two life science companies and venture capital investor focused on life science companies. As a venture capitalist focused on life science
companies who sits on numerous boards, Dr. Tananbaum also provides financial and operational expertise regarding our industry.

Nathaniel M. Zilkha, age 34, has served as a member of our Board of Directors since October 2007. Since 2007, he has been employed by KKR,
where he is the Global Co-Head of Special Situations Investing at KKR, which includes the firm s activities in public and private distressed and
structured investments. Previously he was a member of KKR s North American Private Equity team. Funds affiliated with KKR are our
company s largest stockholder. Prior to joining KKR, Mr. Zilkha spent eight years in the Principal Investment Area of Goldman Sachs, where he
invested in private equity and principal debt transactions. Mr. Zilkha graduated cum laude from Princeton University. As an employee of KKR,
Mr. Zilkha brings to the Board a particular expertise in working with distressed companies and those in need of additional financing. His
financial expertise and experience is of particular use to the Board.

Class II Directors Continuing in Office Until the 2012 Annual Meeting

Samuel D. Colella, age 70, has served as a member of our Board of Directors since 2003. Since 1999, he has served as Managing Director of
Versant Ventures, a venture capital firm, which he co-founded. He serves on the boards of Genomic Health Inc., a molecular diagnostics
company, Alexza Pharmaceuticals, a drug delivery company, and several privately-held companies. In the past five years he also served as a
director of Solta Medical and Symyx, Inc. Mr. Colella received a B.S. from the University of Pittsburgh and an M.B.A. from the Stanford
Graduate School of Business. Mr. Colella brings to the Board many years of experience investing in, and serving on the boards of, public and
private life sciences companies. As an early investor in Jazz Pharmaceuticals, he has an intimate knowledge of the business and strategy of our
company.

James C. Momtazee, age 38, has served as a member of our Board of Directors since 2004. Since 1996, he has been employed by KKR, where
he is a Member. Funds affiliated with KKR are our company s largest stockholder. He serves on the boards of HCA Inc., a healthcare services
company, and Accellent Inc., a manufacturing and engineering services company. In the past five years he also served as a director of Accuride
Corp. and Alliance Imaging. He received an A.B. from Stanford University and an M.B.A. from the Stanford Graduate School of Business. As a
Member of KKR and a board member of other health care companies, Mr. Momtazee brings to the Board significant expertise in financing and
financial matters, including expertise and experience in structuring complex financial transactions and a broad understanding of the market
related to those transactions, which is of particular use to the Board.

Robert M. Myers, age 46, is a co-founder and was appointed as our President in March 2007 and has served as a member of our Board of
Directors since April 2009. From 2003 until 2007, he served as our Executive Vice President and Chief Business Officer. From 2002 until 2003,
he served as Executive Vice President, Pharmaceuticals at Exelixis, a biotechnology company. He previously held various positions with ALZA
Corporation from 1992 to 2001, most recently as its Senior Vice President, Commercial Development. In this role, he was responsible for ALZA
Corporation s corporate development, mergers and acquisitions, new product
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planning and corporate planning. He received B.S. and M.S. degrees from Stanford University and an M.B.A. from the Stanford Graduate
School of Business. As President of our company, Mr. Myers is responsible for, and has detailed knowledge and expertise in, the sales,
marketing and development of our products and product candidates. He also brings to the Board many years of pharmaceutical company
transactional experience, which has been very important to the success of our company in our partnering and financing arrangements.

There are no family relationships among any of our executive officers and directors.
CORPORATE GOVERNANCE AND BOARD MATTERS
Independence of Jazz Pharmaceuticals Board of Directors

As required under the NASDAQ Stock Market LLC, or NASDAQ, listing standards, a majority of the members of a listed company s board of
directors must qualify as independent, as affirmatively determined by the board of directors. The Board of Directors consults with internal
counsel to ensure that the Board s determinations are consistent with relevant securities and other laws and regulations regarding the definition of
independent, including those set forth in pertinent listing standards of NASDAQ, as in effect time to time. Consistent with these considerations,
after review of all relevant transactions or relationships between each director, or any of his or her family members, and Jazz Pharmaceuticals,
its senior management and its independent registered public accounting firm, the Board has affirmatively determined that all of our directors are
independent directors within the meaning of the applicable NASDAQ listing standards, except that Mr. Cozadd, our Chairman and Chief
Executive Officer, and Mr. Myers, our President, are not independent directors by virtue of their employment with Jazz Pharmaceuticals. The
Board also determined that Dr. Saks, our former Chief Executive Officer, was not an independent director by virtue of his former employment
with Jazz Pharmaceuticals. In addition, the Board determined that each member of our Audit Committee, Compensation Committee and
Nominating and Corporate Governance Committee during 2009 was an independent director within the meaning of the applicable NASDAQ
listing standards and SEC rules.

Board Leadership Structure and Risk Oversight

Bruce Cozadd has served as our Chairman since the founding of Jazz Pharmaceuticals in 2003. He became our Chief Executive Officer, in
addition to his role as Chairman, upon the departure of Dr. Saks, our former Chief Executive Officer who was also a founder, in April 2009. We
believe that a combined Chairman/Chief Executive Officer role helps provide strong, unified leadership for our management team and optimizes
communication with our Board of Directors. Mr. Cozadd has a history, throughout the existence of our company, of communicating on a regular
basis with the independent members of our Board of Directors.

The Board believes that the Chief Executive Officer is best suited to serve as Chairman of our company because he is the member of the Board
who is most familiar with our business as a whole, and the most capable of identifying and bringing to the attention of the full Board the
strategic priorities and key issues facing Jazz Pharmaceuticals. As a person who has spent many years in executive management, and many years
serving as a director of public companies as well as private companies and non-profit organizations, he brings both the directorial and
operational perspectives to the combined position.

We are a small company, with constrained financial resources, and our Board of Directors is actively involved in our key business decisions. We
believe that having a single leader for our company is good for our business, efficiently and effectively promotes the strategic direction and
development of our company, provides the most efficient form of communication with our Board and promotes the active participation of our
independent Board members on a regular basis. We therefore believe that a combined Chairman/Chief Executive Officer position is currently the
best governance model for our company.

10
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Our Board of Directors is comprised of eleven directors, of whom nine are independent. Individuals affiliated with our earliest and longest term

stockholders, and of our largest stockholder, are members of our Board of Directors, providing continuity, a long-term understanding of our

business, and active involvement with our management team as our company has matured. Our independent Board members meet without

management after each regularly scheduled Board meeting, and also conduct more informal meetings and discussions among themselves

between meetings. When they do talk without management participation, one of them agrees to, and does, update management on the

discussions. Depending on the issue, one or another of them will take the lead in communicating with management. While there is no formal
lead independent director, several directors have played this role on different issues, providing management with insight and expertise.

The Board of Directors has three standing committees an Audit Committee, a Compensation Committee, and a Nominating and Corporate
Governance Committee. Each of these committees is comprised solely of independent directors, and each committee has a separate chair. Our
Audit Committee is responsible for reviewing and reporting to the Board on the company s risk management, and receives reports from our
General Counsel and our Chief Regulatory and Compliance Officer at each regularly scheduled Audit Committee meeting. Our full Board
receives regular reports concerning these reviews from the Audit Committee at Board meetings, and also receives reports concerning material
risks and concerns from our General Counsel and our Chief Regulatory and Compliance Officer at Board meetings if there are material matters
to be discussed, or if there are significant updates on outstanding matters. Our Compensation Committee approves all compensation plans for
Jazz Pharmaceuticals, and ensures that there are appropriate incentives for meeting both short-term and long-term objectives and increasing
stockholder value over time. Our Nominating and Corporate Governance Committee reviews the qualifications of all new directors and
recommends to the full Board whether the Board should elect or nominate them. Finally, our full Board of Directors approves all of our material
transactions, with full discussion and debate, and a review of the risks and rewards of the proposed transaction.

We believe that our directors provide effective oversight of risk management, especially through the work of the Audit Committee, the ongoing
dialogue between the full board and our Chairman/Chief Executive Officer, and the active participation in important company matters by our
independent directors.

Meetings of the Board of Directors

The Board of Directors met 26 times during the fiscal 2009. All directors attended at least 75% of the aggregate number of meetings of the
Board and of the committees on which they served, held during the portion of the last fiscal year for which they were directors or committee
members, respectively.

As required under applicable NASDAQ listing standards, in fiscal 2009, Jazz Pharmaceuticals independent directors generally met at regularly
scheduled Board meeting, in regularly scheduled executive sessions at which only independent directors were present.

11
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Committees of the Board

Our Board has three standing committees: an Audit Committee, a Compensation Committee, and a Nominating and Corporate Governance
Committee. The following table provides membership and meeting information for 2009 for each of the standing Board committees:

Nominating and

Corporate
Name Audit Compensation Governance
Samuel D. Colella X X
Bryan C. Cressey X
Patrick G. Enright" X
Michael W. Michelson X*
James C. Momtazee X*
Kenneth W. O Keefe X*
Alan M. Sebulsky X
James B. Tananbaum, M.D. X
Total meetings in fiscal 2009 8 4 1

M Joined the Audit Committee on September 30, 2009.

* Committee Chairperson

Below is a description of each standing committee of our Board of Directors. Our Board of Directors has determined that each member of each
committee meets the applicable NASDAQ rules and regulations regarding independence and that each member is free of any relationship that
would impair his individual exercise of independent judgment with regard to Jazz Pharmaceuticals.

Audit Committee

The Audit Committee of the Board of Directors oversees Jazz Pharmaceuticals corporate accounting and financial reporting processes and audits
of its financial statements. For this purpose, the Audit Committee performs several functions. In particular, the Audit Committee:

evaluates the performance of and assesses the qualifications of the independent auditors;

determines and approves the engagement of the independent auditors;

determines whether to retain or terminate the existing independent auditors or to appoint and engage new independent auditors;

determines and approves the engagement of the independent auditors to perform any proposed permissible non-audit services;

monitors the rotation of partners of the independent auditors on Jazz Pharmaceuticals audit engagement team as required by
applicable laws and rules;

reviews, provides oversight of and approves or rejects transactions between Jazz Pharmaceuticals and any related persons;
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confers with management and the independent auditors regarding the effectiveness of our internal control over financial reporting;

is responsible for receiving and reviewing reports concerning risk management, and reporting to the Board of Directors with respect
thereto;

establishes procedures, as required under applicable laws and rules, for the receipt, retention and treatment of complaints received by
Jazz Pharmaceuticals regarding accounting, internal accounting controls or auditing matters and the confidential and anonymous
submission by employees of concerns regarding questionable accounting or auditing matters; and

12
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meets to review the company s annual audited financial statements and quarterly financial statements and quarterly

earnings press releases with management and the independent auditor, including reviewing Jazz Pharmaceuticals

disclosures under Management s Discussion and Analysis of Financial Condition and Results of Operations included in

our annual and quarterly reports filed with the SEC.
The Audit Committee is currently composed of four directors (Messrs. Cressey, Enright, O Keefe and Sebulsky). Mr. Enright joined the Audit
Committee in September 2009. Our Board of Directors has determined that Messrs. Cressey, Enright, O Keefe and Sebulsky meet the
independence requirements of Rule 10A-3 of the Exchange Act and NASDAQ listing standards with respect to audit committee members. Our
Board of Directors has also determined that Mr. O Keefe qualifies as an audit committee financial expert within the meaning of SEC regulations.
In making this determination, our Board of Directors considered the overall knowledge, experience and familiarity of Mr. O Keefe with
accounting matters, in analyzing and evaluating financial statements, and in managing private equity investments. Mr. O Keefe serves as
chairperson of the Audit Committee.

The Audit Committee met eight times during 2009. The Audit Committee is governed by a written charter approved by our Board of Directors,
which charter reflects the applicable standards and requirements adopted by the SEC and the NASDAQ. A copy of the charter can be found on
our website, www.jazzpharmaceuticals.com, in the section titled Company under the subsection titled Board Committees.

Report of the Audit Committee of the Board of Directors™

The Audit Committee has reviewed and discussed the audited financial statements for the fiscal year ended December 31, 2009 with
management of Jazz Pharmaceuticals. The Audit Committee has discussed with the independent registered public accounting firm the matters
required to be discussed by Statement on Auditing Standards No. 61, as amended (AICPA, Professional Standards, Vol. 1. AU section 380), as
adopted by the Public Company Accounting Oversight Board, or the PCAOB, in Rule 3200T. The Audit Committee has also received the
written disclosures and the letter from the independent registered public accounting firm required by applicable requirements of the PCAOB
regarding the independent accountants communications with the audit committee concerning independence, and has discussed with the
independent registered public accounting firm that firm s independence. Based on the foregoing, the Audit Committee recommended to the

Board of Directors that the audited financial statements be included in Jazz Pharmaceuticals Annual Report on Form 10-K for the fiscal year
ended December 31, 2009.

Respectfully submitted,

The Audit Committee of the Board of Directors
Mr. Kenneth W. O Keefe (Chairperson)

Mr. Bryan C. Cressey

Mr. Patrick G. Enright

Mr. Alan M. Sebulsky

M The material in this report is not  soliciting material , is not deemed filed with the SEC and is not to be incorporated by reference in any filing
of Jazz Pharmaceuticals under the Securities Act of 1933, as amended, or the Exchange Act, whether made before or after the date hereof and
irrespective of any general incorporation language in any such filing.
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Compensation Committee

The Compensation Committee is composed of three directors: Messrs. Colella and Michelson and Dr. Tananbaum. Mr. Michelson serves as the
chairperson of the Compensation Committee. All members of the Compensation Committee are independent (as independence is currently
defined in Rule 5605(a)(2) of the NASDAQ listing standards). The Compensation Committee held four regular meetings during 2009 and acted
by unanimous written consent two times during the year. The Compensation Committee also had a number of informal discussions and
consultations with one another and with Mr. Cozadd, our Chairman and Chief Executive Officer. The Compensation Committee is governed by
a written charter that is available on Jazz Pharmaceuticals website at www.jazzpharmaceuticals.com in the section titled Company under the
subsection titled Board Committees.

The Compensation Committee reviews and oversees our compensation policies, plans and programs, and reviews and determines the
compensation to be paid to our executive officers and other senior management. Specific responsibilities of our Compensation Committee
include:

recommending to our Board of Directors for approval the compensation and other terms of employment of our Chairman and Chief
Executive Officer;

determining the compensation and other terms of employment of our other executive officers and senior management;

reviewing and approving the compensation of our executive officers and other senior management against objectives and goals
approved by the Board of Directors;

evaluating and recommending to our Board of Directors for approval the compensation plans and programs advisable for
us, and evaluating and recommending the modification or termination of existing plans and programs;

monitoring our compensation practices and policies to ensure that such practices and policies do not present material risks to our
company; and

reviewing and approving the terms of any employment agreements, severance arrangements, change of control protections and any
other compensatory arrangements for our executive officers and other senior management.
Compensation Committee Processes and Procedures

Typically, the Compensation Committee meets four to six times per year, generally on the same day as regularly scheduled Board meetings and
with greater frequency if necessary. The agenda for each meeting is usually developed by our Vice President, Human Resources, our General
Counsel and our Chairman and Chief Executive Officer, and reviewed with the Chairman of the Compensation Committee. However, from time
to time, various members of management and other employees as well as outside advisors or consultants may be invited by the Compensation
Committee to make presentations, provide financial or other background information or advice or otherwise participate in Compensation
Committee meetings. Mr. Cozadd may not participate in, or be present during, any deliberations or determinations of the Compensation
Committee regarding his compensation. The charter of the Compensation Committee grants the Compensation Committee full access to all
books, records, facilities and personnel of Jazz Pharmaceuticals, as well as authority to obtain, at the expense of Jazz Pharmaceuticals, advice
and assistance from internal and external legal, accounting or other advisors and consultants and other external resources that the Compensation
Committee considers necessary or appropriate in the performance of its duties. In particular, the Compensation Committee has the authority to
retain compensation consultants to assist in its evaluation of executive compensation (or we may do so on behalf of the Compensation
Committee at its request), including the authority to approve the consultant s reasonable fees and other retention terms.

Under its charter, the Compensation Committee may form and delegate authority to subcommittees as appropriate, including, but not limited to,
a subcommittee composed of one or more members of the Board, to
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grant stock awards under our equity compensation plans. In 2009, the Compensation Committee delegated authority to Mr. Cozadd and

Dr. Saks, our former Chief Executive Officer (until his resignation), and in September 2009, to Mr. Myers, our President (while still also
retaining authority for itself and for the Board), to approve discretionary options grants under our 2007 Equity Incentive Plan, or the 2007 Plan,
to newly hired employees who are below the Vice President level, to employees newly promoted to below the Vice President level, and to our
specialty sales consultants as part of a sales incentive plan. The purpose of this authority is to enhance the flexibility of option administration
within Jazz Pharmaceuticals and to facilitate the timely grant of options to new non-officer employees of Jazz Pharmaceuticals within the
specified guidelines approved by the Compensation Committee. No employee may be granted a stock option by Mr. Cozadd or Mr. Myers for
more than the number of shares of our common stock that is determined pursuant to the guidelines and policies established by the Compensation
Committee from time to time. During 2009, Mr. Cozadd exercised his authority to grant options to purchase an aggregate of 199,650 shares to
non-officer employees. As part of its oversight function, the Compensation Committee reviews, at each regularly-scheduled meeting of the
Compensation Committee, the list of all grants approved by Mr. Cozadd and Mr. Myers since the last regularly scheduled meeting.

As described under Executive Compensation Narrative Disclosure to Summary Compensation Table , in 2007 Compensia, Inc., a compensation
consulting firm, provided a competitive compensation assessment with respect to our executive officers, which consisted of providing the
Compensation Committee with certain benchmarking material to assist the Compensation Committee in determining executive compensation
levels, and in 2008, Compensia provided the Compensation Committee with an update of certain of the benchmarking material provided in

2007. As part of its engagement, Compensia was requested by the Compensation Committee to perform analyses of competitive compensation
levels for a group of comparative companies chosen by the Compensation Committee, as well as to provide the Compensation Committee with
additional survey data collected from the Radford Biotech Executive Survey. For 2009, as described under Executive Compensation Narrative
Disclosure to Summary Compensation Table , for 2009 there were no salary increases for executives, and our executives took temporary
voluntary pay reductions; no compensation consultants were involved in these decisions. In late 2009, the Compensation Committee engaged
Radford to provide advice to the Compensation Committee in 2010 with respect to 2010 executive compensation.

Historically, the Compensation Committee has made most significant adjustments to annual compensation, determined bonus and equity awards
at one or more meetings held during the first quarter of the year. However, the Compensation Committee also considers matters related to our
progress in achieving our corporate objectives under our annual Bonus Plan for the year, as well as high-level strategic issues, such as the
efficacy of our compensation strategy, potential modifications to that strategy and new trends, plans or approaches to compensation, at various
meetings throughout the year. For executives other than our Chief Executive Officer (currently Mr. Cozadd), the Compensation Committee
solicits and considers evaluations and recommendations submitted to the Compensation Committee by our Chief Executive Officer. While our
Chief Executive Officer discusses his recommendations with the Compensation Committee, he does not participate in determining his own
compensation. In making his recommendations, our Chief Executive Officer receives input from our Human Resources department and has
access to various third party compensation surveys and compensation data. Our General Counsel also participates in Compensation Committee
meetings, but does not participate in any discussions of executive officer compensation. For all executives, as part of its deliberations, the
Compensation Committee may review and consider, as appropriate, materials such as financial reports and projections, our progress against our
corporate performance objectives, operational data, tax and accounting information, executive and stock ownership information, company stock
performance data, analyses of historical executive compensation levels and current corporate compensation levels, and recommendations of any
compensation consultants engaged by the Compensation Committee (or by us on behalf of the Compensation Committee), including analyses of
executive compensation paid at other companies identified by any such consultants.

With respect to director compensation matters, our Board of Directors, upon the recommendation of the Nominating and Corporate Governance
Committee, determines and sets non-employee director compensation.
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Compensation arrangements for our non-employee directors for 2009 are described under Director Compensation. Our current level of director
compensation was set in 2007 and has not been reviewed since that time. In 2010 we intend to review our director compensation level, at the
request of the Nominating and Corporate Governance Committee, using data for comparable companies, including our peer group of
pharmaceutical companies used in connection with our executive compensation review. We expect that the Nominating and Corporate
Governance Committee will use this information in making its recommendations to the Board of Directors about whether and to what extent
director compensation should be modified. The Nominating and Corporate Governance Committee and the Board of Directors believe that:
director compensation should fairly compensate directors for work required in a company of our size and activities; the compensation should
align directors interests with the long-term interest of stockholders; and the structure of the compensation should be simple, transparent and easy
to understand. For information concerning the compensation of our non-employee directors, see Director Compensation below.

Nominating and Corporate Governance Committee

The Nominating and Corporate Governance Committee of our Board of Directors is responsible for, among other things:

overseeing all aspects of our corporate governance functions on behalf of the Board;

making recommendations to the Board regarding corporate governance issues;

identifying, reviewing, evaluating and recommending for selection candidates for membership to our Board of Directors;

reviewing, evaluating and considering the recommendation for nomination of incumbent members of our Board of Directors for
reelection to our Board of Directors and monitoring the size of our Board of Directors;

evaluating nominations by stockholders of candidates for election to our Board of Directors;

reviewing, discussing and reporting to our Board of Directors an assessment of our Board s performance;

recommending compensation paid to non-employee directors; and

determining adherence to our Code of Conduct of our policy statements.
The Nominating and Corporate Governance Committee believes that candidates for director should have certain minimum qualifications,
including the ability to read and understand basic financial statements, being over 21 years of age and having the highest personal integrity and
ethics. The Nominating and Corporate Governance Committee also intends to consider such factors as possessing relevant expertise upon which
to be able to offer advice and guidance to management, having sufficient time to devote to the affairs of Jazz Pharmaceuticals, demonstrated
excellence in his or her field, having the ability to exercise sound business judgment and having the commitment to rigorously represent the
long-term interests of Jazz Pharmaceuticals stockholders. However, the Nominating and Corporate Governance Committee retains the right to
modify these qualifications from time to time. Members of the Nominating and Corporate Governance Committee obtain recommendations for
potential directors from their and other Board members contacts in our industry, and may from time to time engage a search firm to assist in
identifying potential directors.

Candidates for director nominees are reviewed in the context of the current composition of the Board, the operating requirements of Jazz
Pharmaceuticals and the long-term interests of stockholders. While we do not have a formal policy on Board diversity, the Nominating and
Corporate Governance Committee takes into account a broad range of diversity considerations when assessing director candidates, including
individual backgrounds and skill sets, professional experience and other factors that contribute to our Board having an appropriate range of
expertise, talents, experiences and viewpoints, and considers those diversity considerations, in view of the needs of the Board
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as a whole, when making decisions on director nominations. In the case of incumbent directors whose terms of office are set to expire, the
Nominating and Corporate Governance Committee reviews these directors overall service to Jazz Pharmaceuticals during their terms, including
the number of meetings attended, level of participation, quality of performance and any other relationships and transactions that might impair the
directors independence. In the case of new director candidates, the Nominating and Corporate Governance Committee also determines whether
the nominee is independent for NASDAQ purposes, which determination is based upon applicable NASDAAQ listing standards, applicable SEC
rules and regulations and the advice of counsel, if necessary. The Nominating and Corporate Governance Committee may use its network of
contacts to compile a list of potential candidates, but may also engage, if it deems appropriate, a professional search firm. The Nominating and
Corporate Governance Committee conducts any appropriate and necessary inquiries into the backgrounds and qualifications of possible
candidates after considering the function and needs of the Board. The Nominating and Corporate Governance Committee meets to discuss and
consider the candidates qualifications and then selects a nominee for recommendation to the Board.

The Nominating and Corporate Governance Committee, to date, has not adopted a formal policy with regard to the consideration of director
candidates recommended by stockholders and will consider director candidates recommended by stockholders on a case-by-case basis, as
appropriate. Stockholders wishing to recommend individuals for consideration by the Nominating and Corporate Governance Committee may

do so by delivering a written recommendation to Jazz Pharmaceuticals Secretary at 3180 Porter Drive, Palo Alto, California 94304 and

providing the candidate s name, biographical data and qualifications and a document indicating the candidate s willingness to serve if elected. The
Nominating and Corporate Governance Committee does not intend to alter the manner in which it evaluates candidates based on whether the
candidate was recommended by a stockholder or not. To date, the Nominating and Corporate Governance Committee has not received any such
nominations nor has it rejected a director nominee from a stockholder or stockholders holding more than 5% of our voting stock.

The Nominating and Corporate Governance Committee is composed of two directors: Messrs. Colella and Momtazee. Mr. Momtazee is

Chairman of the Nominating and Corporate Governance Committee. Both members of the Nominating and Corporate Governance Committee

are independent (as independence is currently defined in Rule 5605(a)(2) of the NASDAQ listing standards). The Nominating and Corporate
Governance Committee met one time during 2009. The Nominating and Corporate Governance Committee is governed by a written charter that

is available on Jazz Pharmaceuticals website at www.jazzpharmaceuticals.com in the section titled Company under the subsection titled Board
Committees.

Stockholder Communications with the Board of Directors

To date, we have not adopted a formal process related to stockholder communications with the Board. Nevertheless, every effort has been made
to ensure that the views of stockholders are heard by the Board or individual directors, as applicable, and that appropriate responses are provided
to stockholders in a timely manner. We believe that our responsiveness to stockholder communications to the Board has been excellent. As a
result, the Board believes that there has not been a need to adopt a formal process for stockholder communications with the Board.

Code of Conduct

The Jazz Pharmaceuticals Code of Conduct applies to all officers, directors and employees, including our principal executive officer, principal
financial officer, principal accounting officer or controller, or persons performing similar functions. The Code of Conduct is available on our

website at www.jazzpharmaceuticals.com under the section entitled Company at Corporate Responsibility. Stockholders may request a free copy
of the Code of Conduct by submitting a written request to Jazz Pharmaceuticals, Inc., Attention: Investor Relations, 3180 Porter Drive, Palo

Alto, California 94304. If we make any substantive amendments to the Code of Conduct or grant any waiver from a provision of the Code of

Conduct to any executive officer or director, we will promptly disclose the nature of the amendment or waiver on our website.
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PROPOSAL 2
RATIFICATION OF SELECTION OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Audit Committee of the Board of Directors has selected Ernst & Young LLP as Jazz Pharmaceuticals independent registered public
accounting firm for the fiscal year ending December 31, 2010 and has further directed that management submit the selection of the independent
registered public accounting firm for ratification by the stockholders at the Annual Meeting. Ernst & Young LLP has audited Jazz
Pharmaceuticals financial statements since its inception in 2003. Representatives of Ernst & Young LLP are expected to be present at the Annual
Meeting and they will have an opportunity to make a statement if they so desire and will be available to respond to appropriate questions.

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

On behalf of the Audit Committee, the Board of Directors
recommends a vote For Proposal 2.
Independent Registered Public Accounting Firm Fees and Services

In connection with the audit of our 2009 financial statements, we entered into an engagement agreement with Ernst & Young LLP which sets
forth the terms by which Ernst & Young LLP will perform audit and interim services for Jazz Pharmaceuticals. That agreement is subject to
alternative dispute resolution procedures and an exclusion of punitive damages. We have entered into a similar agreement with Ernst & Young
LLP in relation to our 2010 financial statements.

The following table represents aggregate fees billed to Jazz Pharmaceuticals for the fiscal years ended December 31, 2009 and 2008 by Ernst &
Young LLP, Jazz Pharmaceuticals independent registered public accounting firm:

Fiscal Year Ended
2009 2008
Audit Fees $ 909,841 $ 970,948
Audit-Related Fees 70,000
Tax Fees 145,357 174,626
All Other Fees 1,500
Total Fees $ 1,055,198 $ 1,217,074

Audit Fees: Consists of fees for professional services rendered for the audit of our financial statements, review of interim financial statements,
assistance with registration statements filed with the Securities and Exchange Commission and services that are normally provided by Ernst &
Young LLP in connection with statutory and regulatory filings or engagements. Related to fiscal year ended December 31, 2009, fees of $54,841
were billed in connection with Registration Statements on Form S-1 and S-8 filings and other potential offerings. Related to fiscal year ended
December 31, 2008, fees of $134,000 were billed in connection with Registration Statements on Form S-3 and S-8 filings.
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Audit-Related Fees: Consists of fees for assurance and related services that are reasonably related to the performance of the audit or review of
our financial statements and are not reported under Audit Fees. During the fiscal year ended December 31 2008, fees of $70,000 were billed in
connection with accounting consultation services.

Tax Fees: Consists of fees for professional services for tax compliance, tax advice and tax planning. During the fiscal year ended December 31,
2009, fees of $78,750 were billed in connection with tax compliance services and fees of $66,607 were billed in connection with tax advice and
planning services. During the fiscal year ended December 31, 2008, fees of $78,750 were billed in connection with tax compliance services and
fees of $95,876 were billed in connection with tax advice and planning services.

All Other Fees: Consists of fees for products and services other than the services described above. Related to fiscal year ended December 31,
2008 fees of $1,500 were billed in connection with access to Ernst & Young s online accounting and tax research tool.

All fees described above were approved by the Audit Committee.
Pre-Approval Policies and Procedures

In February 2007, the Audit Committee adopted a policy and procedures for the pre-approval of audit and non-audit services rendered by our
independent registered public accounting firm, Ernst & Young LLP, and has pre-approved all new services since that time. The policy generally
pre-approves specified services in the defined categories of audit services, audit-related services, and tax services up to specified amounts.
Pre-approval may also be given as part of the Audit Committee s approval of the scope of the engagement of the independent auditor or on an
individual explicit case-by-case basis before the independent auditor is engaged to provide each service. The pre-approval of services may be
delegated to one or more of the Audit Committee s members, but the decision must be reported to the full Audit Committee at its next scheduled
meeting.

The Audit Committee has determined that the rendering of the services other than audit services by Ernst & Young LLP is compatible with
maintaining the principal accountant s independence.
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SECURITY OWNERSHIP OF
CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth certain information regarding the ownership of Jazz Pharmaceuticals common stock as of April 8, 2010 (except as
noted) by: (i) each director and nominee for director; (ii) each of the executive officers named in the Summary Compensation Table (referred to

in this proxy statement as our named executive officers ); (iii) all executive officers and directors of Jazz Pharmaceuticals as a group; and (iv) all
those known by us to be beneficial owners of more than five percent of our common stock.

Beneficial Ownership?®

Number of Percent of
Name and Address of Beneficial Owner™®) Shares Total
5% Stockholders:
Entities affiliated with Kohlberg Kravis Roberts & Co. L.P.
9 West 57 Street, Suite 4200
New York, NY 10019
KKR JP LLC® 10,504,338 32.69%
KKR JP III LLC® 36,445 *
KKR Financial Holdings IIT, LLC® 70,156 *
Entities affiliated with Longitude Capital Partners, LLC® 2,993,601 9.21%
800 El Camino Real, Suite 220
Menlo Park, CA 94025
Entities affiliated with Thoma Cressey Bravo, Inc.® 2,432,487 7.68%
Sears Tower, 92" Floor
22 South Wacker Drive
Chicago, IL 60606
Bridger Management, LLC® 1,942,050 6.16%

90 Park Avenue, 40" Floor
New York, NY 10016

Entities affiliated with Versant Ventures”) 1,663,392 5.25%
3000 Sand Hill Road, #4-210
Menlo Park, CA 94025

Entity affiliated with Beecken Petty O Keefe & Company, LL® 1,621,659 5.13%
131 Dearborn Street, Suite 2800
Chicago, IL 60603

Named Executive Officers and Directors:

Bruce C. Cozadd® 701,168 2.19%
Samuel R. Saks, M.D.(19 131,986 *
Robert M. Myers'P 520,704 1.63%
Carol A. Gamble? 191,315 e
Samuel D. Colella® 1,695,631 5.35%
Bryan C. Cressey'¥ 2,459,987 7.76%
Patrick G. Enright 3,006,359 9.25%
Michael W. Michelson('®) 15,211 *
James C. Momtazee!” 12,836 *
Kenneth W. O Keefé® 1,666,271 5.26%
Alan M. Sebulsky® 93,696 *
James B. Tananbaum, M.D.?? 1,537,645 4.86%
Nathaniel M. Zilkha?V 10,730 *
All directors and executive officers as a group (15 persons)?? 12,233,275 35.58%

* Represents beneficial ownership of less than 1%.
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1)

@)

3)

Unless otherwise provided in the table above or in the notes below, the address for each of the beneficial owners listed is c/o Jazz
Pharmaceuticals, Inc., 3180 Porter Drive, Palo Alto, California 94304.

This table is based upon information supplied by officers, directors and principal stockholders and Schedules 13G filed with the Securities
and Exchange Commission, or the SEC. Unless otherwise indicated in the footnotes to this table and subject to community property laws
where applicable, we believe that each of the stockholders named in this table has sole voting and investment power with respect to the
shares indicated as beneficially owned. Applicable percentages are based on 31,538,547 shares outstanding on April 8, 2010, adjusted as
required by rules promulgated by the SEC. The number of shares beneficially owned includes shares of common stock issuable pursuant to
the exercise of stock options that are exercisable within 60 days of April 8, 2010, as well as shares credited to individual non-employee
director phantom stock accounts under our Directors Deferred Compensation Plan as of April 8, 2010. Amounts credited to individual
non-employee director phantom stock accounts under our Directors Deferred Compensation Plan are payable solely in shares of our
common stock, but such shares do not have current voting or investment power. Shares issuable pursuant to our Directors Deferred
Compensation Plan and shares issuable pursuant to the exercise of stock options that are exercisable within 60 days of April 8, 2010 are
deemed to be outstanding and beneficially owned by the person to whom such shares are issuable for the purpose of computing the
percentage ownership of that person, but they are not treated as outstanding for the purpose of computing the percentage ownership of any
other person.

KKR JP LLC ( KKR JP ) directly holds 9,906,501 shares and warrants to purchase 597,837 shares. KKR Millennium Fund L.P. ( KKR
Millennium Fund ) is the sole member of KKR JP. KKR Associates Millennium L.P. ( KKR Associates Millennium ) is the sole general
partner of KKR Millennium Fund. KKR Millennium GP LLC ( KKR Millennium GP ) is the sole general partner of KKR Associates
Millennium. KKR Fund Holdings L.P. ( KKR Fund Holdings ) is the designated member of KKR Millennium GP. KKR Fund Holdings GP
Limited ( KKR Fund Holdings GP ) is a general partner of KKR Fund Holdings. KKR Millennium Fund, KKR Associates Millennium,
KKR Millennium GP, KKR Fund Holdings and KKR Fund Holdings GP disclaim beneficial ownership of the securities held by KKR JP.

KKR JP HI LLC ( KKR JPIII ) directly holds 36,445 shares. KKR Partners III, L.P. ( KKR Partners III ) is the sole member of KKR JP III.
KKR IIT GP LLC ( KKR III GP ) is the sole general partner of KKR Partners III. KKR Partners III and KKR III GP disclaim beneficial
ownership of the securities held by KKR JP III.

KKR Financial Holdings III, LLC ( KKR Financial Holdings III ) directly holds warrants to purchase 70,156 shares. KKR Financial
Holdings LLC ( KKR Financial Holdings ) is the sole member of KKR Financial Holdings III. KKR Financial Advisors LLC ( KKR
Financial Advisors ) is the manager of KKR Financial Holdings. Kohlberg Kravis Roberts & Co. (Fixed Income) LLC ( Kohlberg Kravis
Roberts & Co. (Fixed Income) ) is the sole member of KKR Financial Advisors. Kohlberg Kravis Roberts & Co. L.P. ( Kohlberg Kravis
Roberts & Co. ) is the holder of all of the outstanding equity interests in Kohlberg Kravis Roberts & Co. (Fixed Income). KKR
Management Holdings L.P. is the general partner of Kohlberg Kravis Roberts & Co. KKR Management Holdings Corp. is the general
partner of KKR Management Holdings L.P. KKR Financial Holdings, KKR Financial Advisors, Kohlberg Kravis Roberts & Co. (Fixed
Income), Kohlberg Kravis Roberts & Co., KKR Management Holdings L.P. and KKR Management Holdings Corp. disclaim beneficial
ownership of the securities held by KKR Financial Holdings III.

Each of KKR Group Holdings L.P. ( KKR Group Holdings ) (as the sole shareholder of KKR Fund Holdings GP, a general partner of KKR
Fund Holdings L.P. and the sole shareholder of KKR Management Holdings Corp.); KKR Group Limited ( KKR Group ) (as the general
partner of KKR Group Holdings); KKR & Co. L.P. ( KKR & Co. ) (as the sole shareholder of KKR Group); and KKR Management LLC

( KKR Management ) (as the general partner of KKR & Co.) disclaim beneficial ownership of the securities held by KKR JP and KKR
Financial Holdings III.

As the designated members of KKR Management LLC and the managers of KKR III GP LLC, Messrs. Henry R. Kravis and George R.
Roberts may be deemed to be the beneficial owner of the securities held by KKR JP, KKR JP III and KKR Financial Holdings III but
disclaim beneficial ownership of such securities. Messrs. Kravis and Roberts have also been designated as managers of KKR Millennium
GP by KKR Fund Holdings.
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[C))

(&)

(6)

(@)

®)

©)

The entities named in this footnote (3) are sometimes referred to as the KKR Entities. Michael W. Michelson, James C. Momtazee and
Nathaniel M. Zilkha are members of our Board of Directors and are executives of Kohlberg Kravis Roberts & Co. L.P. and/or one or more
of its affiliates. Each of Messrs. Michelson, Momtazee and Zilkha disclaim beneficial ownership of any securities beneficially owned by
the KKR Entities. The address of the KKR Entities (except KKR Financial Holdings III, KKR Financial Holdings, KKR Financial
Advisors and Kohlberg Kravis Roberts & Co. (Fixed Income)) and Mr. Kravis is c/o Kohlberg Kravis Roberts & Co. L.P., 9 West 57th
Street, New York, NY 10019. The address of KKR Financial Holdings III, LLC, KKR Financial Holdings LLC, KKR Financial Advisors
LLC and KKR Financial LLC is 555 California Street, 50th Floor, San Francisco, CA 94104. The address of Messrs. Roberts, Michelson,
Momtazee and Zilkha is c/o Kohlberg Kravis Roberts & Co. L.P., 2800 Sand Hill Road, Suite 200, Menlo Park, CA 94025.

Consists of 2,005,539 shares and a warrant to acquire 929,243 shares held by Longitude Venture Partners, L.P., and 40,195 shares and a
warrant to acquire 18,624 shares held by Longitude Capital Associates, L.P. Mr. Enright is a Managing Member of Longitude Capital
Partners, LLC, which is the sole general partner of each of these two entities. As such he may be deemed to have shared voting and
dispositive power with respect to shares and warrants held by those entities. Mr. Enright disclaims beneficial ownership of all such shares
and warrants, except to the extent of his proportionate pecuniary interest therein.

Consists of 2,259,250 shares and a warrant to acquire 135,841 shares held by Thoma Cressey Fund VII, LP and 35,275 shares and a
warrant to acquire 2,121 shares held by Thoma Cressey Friends Fund VII, LP. Mr. Cressey is a partner of Thoma Cressey Equity Partners,
the sponsor of these entities, the Thoma Cressey Funds, and is deemed to have shared voting and investment power over the shares held by
Thoma Cressey Equity Partners and its affiliated entities. Mr. Cressey disclaims beneficial ownership of the shares held by the Thoma
Cressey Funds, except to the extent of his pecuniary interest therein.

Based upon a Schedule 13G/A filed with the SEC on February 12, 2010 by Bridger Management, LLC on behalf of itself,
Swiftcurrent Offshore, Ltd. and Roberto Mignone, reporting beneficial ownership as of February 12, 2010. According to the
Schedule 13G/A filed by Bridger Management, LLC, the 1,942,050 of the shares are beneficially owned by Roberto Mignone in
his capacity as managing member of Bridger Management, LL.C as a result of the purchase of such shares by certain accounts
managed by Bridger Management, LLC. Swiftcurrent Offshore, Ltd., an account managed by Bridger Management, LL.C,
beneficially owns 835,250 of the shares. The Schedule 13G/A filed by Bridger Management, LL.C provides information only as
of February 12, 2010 and, consequently, the beneficial ownership of above-mentioned reporting persons may have changed
between February 12, 2010 and March 17, 2010.

Consists of 1,488,676 shares and a warrant to acquire 129,613 shares held by Versant Venture Capital II, L.P., 28,260 shares and a warrant
to acquire 2,464 shares held by Versant Affiliates Fund II-A, L.P. and 13,247 shares and a warrant to acquire 1,132 shares held by Versant
Side Fund II, L.P. Mr. Colella is a managing member of Versant Ventures II, LLC, which is the general partner of each of Versant Venture
Capital II, L.P., Versant Affiliates Fund II-A, L.P. and Versant Side Fund II, L.P., or the Versant Funds, and is deemed to have shared
voting and investment power over the shares held by the Versant Funds. Mr. Colella disclaims beneficial ownership of the shares held by
the Versant Funds, except to the extent of his pecuniary interest therein.

Consists of 1,529,684 shares and a warrant to acquire 91,975 shares held by Jazz Investors LLC. Beecken Petty O Keefe & Company, LLC
is the sole manager of Jazz Investors, LLC. Mr. O Keefe is one of the member managers of Beecken Petty O Keefe & Company, LLC, and
as such may be deemed to have shared voting and dispositive power with respect to the shares beneficially owned by Jazz Investors, LLC.
Mr. O Keefe disclaims beneficial ownership of such shares, except to the extent of his pecuniary interest therein. Mr. O Keefe is a member
of our Board of Directors. The address of Jazz Investors, LLC, Beecken Petty O Keefe & Company, LLC and Mr. O Keefe is 131 South
Dearborn Street, Suite 2800, Chicago, IL 60603.

Includes 434,830 shares Mr. Cozadd has the right to acquire pursuant to options exercisable within 60 days of April 8, 2010.
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(22)

Dr. Saks resigned as our Chief Executive Officer (and as a director) effective April 3, 2009.

Includes 382,781 shares Mr. Myers has the right to acquire pursuant to options exercisable within 60 days of April 8, 2010.

Includes 172,823 shares Ms. Gamble has the right to acquire pursuant to options exercisable within 60 days of April 8, 2010.

Includes 27,500 shares Mr. Colella has the right to acquire pursuant to options exercisable within 60 days of April 8, 2010, 4,739 shares
issuable to Mr. Colella pursuant to our Directors Deferred Compensation Plan, and the shares described in Note (7) above. Mr. Colella
disclaims beneficial ownership of the shares described in Note (7) above, except to the extent of his pecuniary interest therein.

Includes 27,500 shares Mr. Cressey has the right to acquire pursuant to options exercisable within 60 days of April 8, 2010 and the shares
described in Note (5) above. Mr. Cressey disclaims beneficial ownership of the shares described in Note (5) above, except to the extent of
his pecuniary interest therein.

Includes 7,500 shares Mr. Enright has the right to acquire pursuant to options exercisable within 60 days of April 8, 2010, 5,258 shares
issuable to Mr. Enright pursuant to our Directors Deferred Compensation Plan, and the shares described in Note (4) above. Mr. Enright
disclaims beneficial ownership of the shares described in Note (4) above, except to the extent of his pecuniary interest therein.

Consists solely of shares issuable to Mr. Michelson pursuant to our Directors Deferred Compensation Plan. Mr. Michelson disclaims
beneficial ownership of the shares described in Note (3) above.

Consists solely of shares issuable to Mr. Momtazee pursuant to our Directors Deferred Compensation Plan. Mr. Momtazee disclaims
beneficial ownership of the shares described in Note (3) above.

Includes 27,500 shares Mr. O Keefe has the right to acquire pursuant to options exercisable within 60 days of April 8, 2010, 17,112 shares
issuable to Mr. O Keefe pursuant to our Directors Deferred Compensation Plan, and the shares described in Note (8) above. Mr. O Keefe
disclaims beneficial ownership of the shares described in Note (8) above, except to the extent of his pecuniary interest therein.

Includes 54,036 shares Mr. Sebulsky has the right to acquire pursuant to options exercisable within 60 days of April 8, 2010 and 11,408
shares issuable to Mr. Sebulsky pursuant to our Directors Deferred Compensation Plan.

Includes 27,500 shares Dr. Tananbaum has the right to acquire pursuant to options exercisable within 60 days of April 8, 2010 and
1,403,129 shares and a warrant to acquire 84,365 shares held by Prospect Venture Partners II, L.P., and 21,366 shares and a warrant to
acquire 1,285 shares held by Prospect Associates II, L.P. Dr. Tananbaum is a managing member of Prospect Management Co. II, L.L.C.,
which serves as the sole general partner of each of Prospect Venture Partners II, L.P. and Prospect Associates II, L.P., or the Prospect
Funds. The managing members of Prospect Management Co. II, L.L.C. are deemed to have shared voting and investment power over the
shares held by the Prospect Funds. Dr. Tananbaum disclaims beneficial ownership of the shares held by the Prospect Funds, except to the
extent of his pecuniary interest therein.

Consists solely of shares issuable to Mr. Zilkha pursuant to our Directors Deferred Compensation Plan. Mr. Zilkha disclaims beneficial
ownership of the shares described in Note (3) above.
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Includes 8,824,621 shares and warrants to purchase 1,396,663 shares held by entities affiliated with certain of our directors, 1,370,894
shares that certain of our executive officers and directors have the right to acquire within 60 days of April 8, 2010 through the exercise of
options, and 77,294 shares issuable to our directors under our Directors Deferred Compensation Plan. Does not include the 131,986 shares
held by Dr. Saks as of April 8, 2010 due to his resignation in April 2009. See notes (2) through (21) above.

23

33



Edgar Filing: JAZZ PHARMACEUTICALS INC - Form DEF 14A

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Exchange Act requires our directors and executive officers, and persons who own more than ten percent of a registered class
of our equity securities, to file with the SEC initial reports of ownership and reports of changes in ownership of common stock and other equity
securities of Jazz Pharmaceuticals. Officers, directors and greater than ten percent stockholders are required by SEC regulation to furnish us with
copies of all Section 16(a) forms they file.

To our knowledge, based solely on a review of the copies of such reports furnished to us and written representations that no other reports were
required, during the fiscal year ended December 31, 2009, all Section 16(a) filing requirements applicable to our officers, directors and greater
than ten percent beneficial owners were complied with, except that, inadvertently, an initial report of ownership on Form 3 was filed late by Joan
Colligan, our executive director and principal accounting officer, who automatically became a Section 16(a) officer upon the departure of our
former Chief Financial Officer (and principal accounting officer) on December 31, 2008; and a stock option grant in January 2009 that otherwise
would have been included on Form 4 was reported on her initial Form 3.
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EXECUTIVE COMPENSATION
Summary of Compensation

The following table sets forth certain summary information for the year indicated with respect to the compensation earned by our Chief
Executive Officer and our two most highly compensated executive officers other than our Chief Executive Officer who were serving as
executive officers as of December 31, 2009, as well as our former Chief Executive Officer who resigned effective April 3, 2009. We refer to
these individuals in this proxy statement as our named executive officers.

SUMMARY COMPENSATION TABLE FISCAL 2008 AND 2009

Non-Equity
Incentive All
Option Plan Other
Awards  Compensation Compensation
Name and Principal Position Year  Salary ($)© $® %3 %@ Total ($)
Bruce C. Cozadd 2009 442,729 189,260 205,300 1,574 838,863
Chairman and Chief Executive Officer 2008 423,523 490,241 1,435 915,199
Samuel R. Saks, M.D.® 2009 141,392 189,260 520 331,172
Former Chief Executive Officer 2008 468,266 490,241 1,539 960,046
Robert M. Myers 2009 420,024 141,945 193,900 1,564 757,433
President 2008 444,096 345,240 1,499 790,835
Carol A. Gamble 2009 348,048 75,704 120,412 1,296 545,460
2008 357,267 207,144 1,239 565,650

Senior Vice President, General Counsel and Corporate Secretary

D The dollar amounts in this column represent base salary earned during the indicated fiscal year. For more information regarding salaries in
2008 and 2009, see Narrative Disclosure to Summary Compensation Table Base Salary.

@ The dollar amounts in this column represent the aggregate grant date fair value of all option awards granted during the indicated fiscal
year. These amounts have been calculated in accordance with FASB ASC Topic 718, or ASC 718, using the Black-Scholes option-pricing
model and excluding the effect of estimated forfeitures. Assumptions used in the calculation of these amounts are included in the notes to
Jazz Pharmaceuticals audited consolidated financial statements included in Jazz Pharmaceuticals Annual Report on Form 10-K for the year
ended December 31, 2009 filed with the Securities and Exchange Commission on March 4, 2010. These amounts do not necessarily
correspond to the actual value that may be recognized by the named executive officers.

®  The dollar amounts in this column represent the cash bonus awarded under our annual Bonus Plan for 2009. For more information, please
see Narrative Disclosure to Summary Compensation Table Annual Bonus Plan. No bonuses were awarded to our named executive officers
under our annual Bonus Plan for 2008.

@ Represents group term life insurance premiums paid by Jazz Pharmaceuticals.

®)  Effective April 3, 2009, Dr. Saks resigned as our Chief Executive Officer.
Narrative Disclosure to Summary Compensation Table
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Base Salary

We provide a base salary to our executive officers, the rate for which is set each year, effective March 1. In December 2008, our executive
officers proposed, and our Compensation Committee accepted that, in light of our then current economic situation, effective January 1, 2009, our
executive officers would take a temporary pay
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reduction of between 5% and 10% of their 2008 base salaries. Effective August 1, 2009 and based on our improved financial situation since the
beginning of the year, the temporary pay reduction ended, and our executive officer salaries returned to 2008 base salary levels. The 2008 and
2009 base salary rates for our named executive officers, without regard to the voluntary pay reductions, are set forth in the table below.

2008 and 2009 Base Salary

Name after August 1, 2009 ($)(D2
Bruce C. Cozadd® 468,000
Samuel R. Saks, M.D.® 468,000
Robert M. Myers 444,000
Carol A. Gamble 357,000

(M Base salary rate beginning March 1, 2008. The base salary rate for January and February 2008 was $450,000 for Mr. Cozadd, $450,000 for
Dr. Saks, $426,000 for Mr. Myers and $343,000 for Ms. Gamble.

@ The named executive officers offered to take voluntary temporary base salary rate reductions (10% for Messrs. Cozadd, Myers and
Dr. Saks, and 5% for Ms. Gamble) beginning January 1, 2009 through July 31, 2009, and the Compensation Committee accepted this
offer. During the period of their voluntary reductions, their base salary rates were $421,200 for Mr. Cozadd and Dr. Saks, $399,600 for
Mr. Myers and $339,150 for Ms. Gamble.

®  Mr. Cozadd s actual base salary for 2008 was prorated for the amount of his time devoted to his role as our Executive Chairman.
Mr. Cozadd devoted 90% of his time to his role as Executive Chairman during 2008 until December 22, 2008, when he began devoting
100% of his time to his role as Executive Chairman. In connection therewith, Mr. Cozadd s actual base salary for January 1, 2008 through
February 29, 2008 was $405,000; for March 1, 2008 through December 21, 2008 it was $421,200; and from December 22, 2008 through
December 31, 2008 it was $468,000. In April 2009 Mr. Cozadd became our Chief Executive Officer.

@ Dr. Saks resigned his position with the company effective April 3, 2009 and has not received any compensation from us since that date.
Annual Bonus Plan

In accordance with our annual Bonus Plan, we maintain an annual bonus award program to reward executive officers (and other employees) for
attaining our corporate performance objectives, as well as to reward them for their individual contributions to the achievement of those
objectives. Target bonus levels under the annual Bonus Plan are assigned based on various categories of employees. The actual bonus awarded
in any year, if any, may be more or less than the target, depending primarily on the achievement of our corporate objectives, and an individual
employee s achievement of his or her objectives. Whether or not a bonus is paid for any year is within the discretion of our Compensation
Committee, and our Compensation Committee has the discretion to award bonuses even if the applicable performance criteria set forth under the
annual Bonus Plan have not been met or to award a bonus based on other criteria. In this regard, in December 2008, Mr. Cozadd, then our
Executive Chairman, and Dr. Saks, then our Chief Executive Officer, recommended to the Compensation Committee that, in light of our cash
position at that time, no bonuses be paid for 2008. The Compensation Committee accepted this recommendation.

As set forth in our annual Bonus Plan, the target bonus levels for 2009 for our named executive officers were: 50% of the applicable annual base
salary rate for Dr. Saks and Messrs. Cozadd and Myers; and 40% of the applicable annual base salary rate for Ms. Gamble. Dr. Saks resigned his
position with us effective April 3, 2009 and was therefore not eligible for a bonus under the annual Bonus Plan for 2009. For 2009, our key
corporate objectives approved by the Board of Directors in early 2009 were to:

obtain and publicly disclose top-line results for our second pivotal Phase III trial of JZP-6 (sodium oxybate) for the treatment of
fibromyalgia during the third quarter of 2009, and submit a New Drug Application, or NDA, to the U.S. Food and Drug
Administration for JZP-6 by December 31, 2009;
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secure equity and nonequity financing sufficient to achieve our corporate objectives;

achieve total Xyrem and Luvox CR net sales of $97 million and EBITDA from commercial operations of $45 million in 2009;

achieve an operating loss of less than $10 million, measured by EBIDTA, by the end of the first quarter of 2009, and achieve
breakeven on an operating basis, measured by EBIDTA, in the fourth quarter of 2009;

ensure that employees are aligned with the corporate objectives and that our company operates in compliance with applicable laws
and regulations; and

partner a development project, secure rights to a new product opportunity and develop a revised strategic plan.
Each of the executive officers is responsible for meeting our corporate objectives, and each objective was deemed important in determining the
level of our performance during the year. Although the Compensation Committee did not set individual goals for individual executive officers,
certain of the named executive officer s responsibilities are more directly related to particular corporate objectives and may therefore given
greater weight in the determination of the bonus amount paid to a named executive officer. As Chairman and Chief Executive Officer,
Mr. Cozadd is responsible for the company meeting all of its objectives. Mr. Myers is responsible for all of our commercial operations, and our
corporate objective related to achieving Xyrem and Luvox CR net sales and commercial EBIDTA targets may be given somewhat greater weight
in the determination of his bonus. Ms Gamble, along with Mr. Cozadd and Mr. Myers, is particularly responsible for our obtaining equity and
non-equity financing, and their efforts in achieving this corporate objective had a greater impact on their bonus determination than it did for
other executive officers. Nevertheless, in a small company such as ours, each executive is expected to contribute in significant ways to the
achievement of most, if not all, of our corporate objectives.

In approving the corporate objectives for 2009, the expectation of our Board of Directors was that it would be highly unlikely that all of the
corporate objectives would be achieved for the year. In this regard, the Board of Directors has historically approved corporate objectives that
have been stretch objectives beyond those that would reasonably be expected to be attained in any given year, and our corporate objectives
historically have not been achieved at the 100% level. Our Compensation Committee determines the size of the total bonus pool under the
annual Bonus Plan, which is based primarily on our Board of Directors determination of our success in achieving our corporate objectives for
the plan year. The Compensation Committee also determines the portion of the pool, if any, that will be allocated to the executive officers as a
group and the individual bonuses for each of our executive officers and vice presidents. Mr. Cozadd provides input to the Compensation
Committee with respect to bonuses for executive officers and vice presidents other than his own compensation. For 2009, the Compensation
Committee did not quantify or assign specific percentage criteria to the various corporate objectives under the annual Bonus Plan, but rather
sought to approve a bonus payout that generally reflected our Board of Directors determination of the level of achievement of our corporate
objectives, after taking into account the key corporate objectives listed above and our company s cash position.

With respect to the achievement of our 2009 corporate objectives, after considering the input of Mr. Cozadd, our Board of Directors determined
that we had achieved most, but not all, of our key corporate objectives. Based on the Board of Directors determination of the level of
achievement of our corporate objectives for 2009, our Compensation Committee approved a total corporate bonus payout of 78% of the total
target bonus pool. In evaluating our performance against our corporate objectives for 2009, the Compensation Committee believed the following
were highly significant that (i) our net sales and commercial EBITDA targets for 2009 were achieved; (ii) the unblinding of the second pivotal
Phase III clinical trial of JZP-6 in June 2009 and the submission of the NDA for JZP-6 to the FDA in December 2009; (iii) our achievement of
an operating loss of less than $10 million by the end of the first quarter of 2009 and break even operating results, measured by EBITDA, in the
second
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quarter of 2009; and (iv) our resolution of defaults under our Senior Secured Note and Warrant Purchase Agreement dated as of March 14, 2008,
as amended, or the Senior Note Agreement, and successfully raising additional capital in a private placement.

Our actual bonus award amounts under the annual Bonus Plan are determined by multiplying the percentage achievement determined by the
Compensation Committee by the target bonus percentage set forth in our Bonus Plan (50% for Mr. Cozadd and Mr. Myers and 40% for

Ms. Gamble) by the actual salary earned during the year. In determining the specific bonus award amounts for our named executive officers for
2009 under the annual Bonus Plan, our Compensation Committee desired to ensure that the different voluntary salary reductions taken by
various executive officers (and other company officers) from January 1, 2009 through July 31, 2009 did not impact relative bonus awards among
executive officers. Accordingly, in setting individual bonuses, the Compensation Committee set aside from the executive portion of the total
bonus pool an amount sufficient to offset the individual voluntary salary reductions, and then allocated the remainder of the pool against salaries
without taking effect of the voluntary reductions. Because all of our named executive officers contributed significantly to our achievement of our
key objectives in 2009, the Compensation Committee (with approval from the Board of Directors with regard to Mr. Cozadd) determined that
the same achievement rate was applicable for each of Mr. Cozadd, Mr. Myers and Ms. Gamble. The cash bonus awards for 2009 under the
Bonus Plan for our named executive officers were as follows:

Total Bonus under 2009
Name Bonus Plan($)()
Bruce C. Cozadd 205,300
Robert M. Myers 193,900
Carol A. Gamble 120,412

@ The bonus for 2009 was calculated by determining the amount of the temporary voluntary salary reduction ($27,300 for

Mr. Cozadd, $25,900 for Mr. Myers and $10,412 for Ms. Gamble) for each executive, and adding to it to the bonus amount

determined under the Bonus Plan for 2009 as described above, but subject to the total amount of the bonus pool available for

executives.
In late 2009, the Compensation Committee engaged Radford to provide the Compensation Committee with advice concerning executive
compensation for 2010. In part as a result of its discussion with Radford, the Compensation Committee determined that the bonus target for the
Chief Executive Officer should be 60% (rather than the 50% target stated in the Bonus Plan) beginning with any bonus for 2010.

Stock Option Awards

In May 2008, we granted stock options to our named executive officers under our 2007 Equity Incentive Plan. In determining the number of
stock option grants to the named executive officers in May 2008, the Compensation Committee considered the 2007 Plan benchmark data from
our peer group companies provided by Compensia, Inc., a compensation consultant, as well as Radford survey data, with a goal of ensuring a
level of long-term incentive compensation for our named executive officers as a group at approximately the 50™ percentile of long-term
incentive compensation for executive officers in similar positions with similar responsibilities at our peer companies. Accordingly, after
considering these factors, Mr. Myers and Ms. Gamble each received grants of stock options reflecting their respective positions in the company,
and each of Mr. Cozadd and Dr. Saks was granted a stock option covering the same number of shares as each other. Each of Mr. Cozadd and
Dr. Saks received options for 106,500 shares; Mr. Myers received options for 75,000 shares; and Ms. Gamble received options for 45,000
shares. The options have a ten year term and will vest as to 50% of the shares in April 2010, and as to the remainder of the shares in 24 equal
monthly installments thereafter. The exercise price of the options is $7.96 per share, the fair market value of our common stock on the date of
the grant, determined in accordance with the terms of the 2007 Plan.
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In January 2009, the Compensation Committee again used Radford data in reviewing the levels of stock option grants to our named executive
officers and again sought to ensure a level of annual grants for our named executive officers as a group at approximately the 50" percentile of
the annual grants for executive officers in similar positions with similar responsibilities at our peer companies chosen for 2008. As a result, stock
options were granted under the 2007 Plan as follows: options for 200,000 shares to each of Mr. Cozadd and Dr. Saks, options for 150,000 shares
to Mr. Myers, and options for 80,000 shares to Ms. Gamble. The options have a 10 year term and vested as to 33' 3% of the shares in

January 2010, and vest as to the remainder of the shares in 24 equal monthly installments thereafter. The exercise price of the options is $1.25
per share, the fair market value of our common stock on the date of grant, determined in accordance with the terms of our 2007 Equity Incentive
Plan.

The 2007 Plan became effective in connection with our initial public offering. The following is a brief description of certain of the permissible
terms of stock options and other stock awards granted under the 2007 Plan:

Stock Options. Incentive and nonstatutory stock options may be granted pursuant to incentive and nonstatutory stock option agreements adopted
by the plan administrator. The plan administrator determines the exercise price for a stock option provided that the exercise price of an incentive
stock option and nonstatutory stock option cannot be less than 100% of the fair market value of our common stock on the date of grant. Options
granted under the 2007 Plan vest at the rate specified by the plan administrator. Acceptable consideration for the purchase of common stock
issued upon the exercise of a stock option will be determined by the plan administrator and may include (a) cash or check, (b) a broker-assisted
cashless exercise, (c) the tender of common stock previously owned by the optionee, (d) a net exercise of the option and (e) other legal
consideration approved by the plan administrator.

Generally, the plan administrator determines the term of stock options granted under the 2007 Plan, generally up to a maximum of ten years.
Unless the terms of an optionee s stock option agreement provide otherwise, if an optionee s relationship with us, or any of our affiliates, ceases
for any reason other than disability or death, the optionee may exercise any vested options for a period of three months following the cessation

of service. If an optionee s service relationship with us, or any of our affiliates, ceases due to disability or death (or an optionee dies within a
certain period following cessation of service), the optionee or a beneficiary may exercise any vested options for a period of 12 months in the
event of disability, and 18 months in the event of death. The option term may be extended in the event that exercise of the option following
termination of service is prohibited by applicable securities laws. In no event, however, may an option be exercised beyond the expiration of its
term.

Restricted Stock Awards. Restricted stock awards may be granted pursuant to restricted stock award agreements adopted by the plan
administrator. Restricted stock awards may be granted in consideration for (a) cash or check, (b) past or future services rendered to us or our
affiliates or (c) any other form of legal consideration. Shares of common stock acquired under a restricted stock award may, but need not, be
subject to a share repurchase option in our favor in accordance with a vesting schedule to be determined by the plan administrator. Rights to
acquire shares under a restricted stock award may be transferred only upon such terms and conditions as set by the plan administrator.

Restricted Stock Unit Awards. Restricted stock unit awards may be granted pursuant to restricted stock unit award agreements adopted by the
plan administrator. Restricted stock unit awards may be granted in consideration for any form of legal consideration. A restricted stock unit
award may be settled by cash, delivery of stock, a combination of cash and stock as deemed appropriate by the plan administrator, or in any
other form of consideration set forth in the restricted stock unit award agreement. Additionally, dividend equivalents may be credited in respect
to shares covered by a restricted stock unit award. Except as otherwise provided in the applicable award agreement, restricted stock units that
have not vested will be forfeited upon the participant s cessation of continuous service for any reason.
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Stock Appreciation Rights. Stock appreciation rights may be granted pursuant to stock appreciation rights agreements adopted by the plan
administrator. The plan administrator determines the strike price for a stock appreciation right which cannot be less than 100% of the fair market
value of our common stock on the date of grant. Upon the exercise of a stock appreciation right, we will pay the participant an amount equal to
the product of (a) the excess of the per share fair market value of our common stock on the date of exercise over the strike price, multiplied by
(b) the number of shares of common stock with respect to which the stock appreciation right is exercised. A stock appreciation right granted
under the 2007 Plan vests at the rate specified by the plan administrator.

The plan administrator determines the term of stock appreciation rights granted under the 2007 Plan, up to a maximum of ten years. If a
participant s service relationship with us, or any of our affiliates, ceases, then the participant, or the participant s beneficiary, may exercise any
vested stock appreciation right for three months (or such longer or shorter period specified in the stock appreciation right agreement) after the
date such service relationship ends. In no event, however, may a stock appreciation right be exercised beyond the expiration of its term.

Performance Stock Awards. The 2007 Plan permits the grant of performance stock awards that may qualify as performance-based compensation
that is not subject to the $1,000,000 limitation on the income tax deductibility of compensation paid per covered executive officer imposed by
Section 162(m) of the Internal Revenue Code. To assure that the compensation attributable to one or more performance stock awards will so
qualify, our Compensation Committee can structure one or more such awards so that stock will be issued or paid pursuant to such award only
upon the achievement of certain pre-established performance goals during a designated performance period. The maximum benefit to be
received by a participant in any calendar year attributable to performance stock awards may not exceed 2,000,000 shares of our common stock.

Other Stock Awards. The plan administrator may grant other awards based in whole or in part by reference to our common stock. The plan
administrator will set the number of shares under the award and all other terms and conditions of such awards.

Corporate Transactions. In the event of certain significant corporate transactions, our Board of Directors has the discretion to take one or more
of the following actions with respect to outstanding stock awards:

arrange for assumption, continuation, or substitution of a stock award by a surviving or acquiring entity (or its parent company);

arrange for the assignment of any reacquisition or repurchase rights applicable to any shares of our common stock issued pursuant to
a stock award to the surviving or acquiring corporation (or its parent company);

accelerate the vesting and exercisability of a stock award followed by the termination of the stock award;

arrange for the lapse of any reacquisition or repurchase rights applicable to any shares of our common stock issued pursuant to a
stock award;

cancel or arrange for the cancellation of a stock award, to the extent not vested or not exercised, in exchange for appropriate cash
consideration; and

arrange for the surrender of a stock award in exchange for a payment equal to the excess of (a) the value of the property the holder of
the stock award would have received upon the exercise of the stock award, over (b) any exercise price payable by such holder in
connection with such exercise.

Our Board of Directors need not take the same action for each stock award.

Changes in Control. The form of option agreement adopted by our Board of Directors under the 2007 Plan provides that in the event an
optionee s service relationship with us or a successor entity is terminated, actually
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without cause or constructively, within 12 months following, or one month prior to, the effective date of certain specified change in control
transactions, the vesting and exercisability of the option will accelerate in full. Our Board of Directors has the discretion to provide additional
acceleration of vesting and exercisability upon or after a change in control transaction as may be provided in a stock award agreement or any
other written agreement between us or any of our affiliates and a participant.

Outstanding Equity Awards at Fiscal Year-End

The following table sets forth, for the fiscal year ended December 31, 2009, certain information regarding outstanding equity awards at fiscal
year end for our named executive officers other than Dr. Saks, who resigned as our Chief Executive Officer effective April 3, 2009. All of
Dr. Saks options expired unexercised prior to December 31, 20009.

OUTSTANDING EQUITY AWARDS AT 2009 FISCAL-YEAR END TABLE

Option Awards
Number of Numbe_er. of
Securities Securities
Underlying Underly.ing
Unexercised Unexercised Option
Options Options Exercise Option
# #) Price Expiration
Name Exercisable Unexercisable [€)) Date
Bruce C. Cozadd 200,000 1.25 01/20/19
106,500 7.96 05/15/18
40,6620 19.37 02/26/17
164,120 0 15.09 02/17/14
54,707 0 30.18 02/17/14
54,707 0 45.27 02/17/14
Robert M. Myers 150,000 1.25 01/20/19
75,000 7.96 05/15/18
31,625® 19.37 02/26/17
164,120 0 15.09 02/17/14
54,707 0 30.18 02/17/14
54,707 0 45.27 02/17/14
Carol A. Gamble 80,000V 1.25 01/20/19
45,0002 7.96 05/15/18
22,590 19.37 02/26/17
62,652 0 15.09 02/17/14
20,884 0 30.18 02/17/14
20,884 0 45.27 02/17/14

(M The shares subject to this stock option award vested as to 33'% of the shares in January 2010, and vest as to the remainder of the shares
in 24 equal monthly installments thereafter.

@ The shares subject to this stock option award vested as to 50% of the shares subject to the option on April 8, 2010, and will vest as to the
remainder of the shares in 24 equal monthly installments thereafter.

& The shares subject to this stock option award vested as to one-third of the shares on February 27, 2010, and vest as to the remainder of the
shares in 24 equal monthly installments thereafter.
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Post-Termination Compensation
Executive Employment Agreements

In February 2009, the employment agreement dated February 18, 2004, as amended, between us and each of our named executive officers
expired in accordance with its terms. The employment agreements provided for an initial base salary, subject to annual increases determined by
the Compensation Committee, and provided for the participation of each of our named executive officers in our annual Bonus Plans. Under the
employment agreements, Dr. Saks and Messrs. Cozadd and Myers were each eligible to receive an annual performance bonus determined in
accordance with our annual Bonus Plans and targeted at 50% of their respective annual base salaries, subject to increases approved by our Board
of Directors. Under her employment agreement, Ms. Gamble was eligible to receive an annual performance bonus determined in accordance
with our annual Bonus Plans and targeted at 40% of her annual base salary, subject to increases approved by our Board of Directors.
Notwithstanding the expiration of the employment agreements, each of our continuing named executive officers will continue to be eligible for
annual salary increases and participation in our annual Bonus Plan. The employment agreements also provided for severance payments and other
benefits in the event of certain terminations of employment, including in connection with a change in control. In connection with the expiration
of the employment agreements, each of our current named executive officers became a participant in our Amended and Restated Executive
Change in Control and Severance Benefit Plan, which is described below.

Amended and Restated Executive Change in Control and Severance Benefit Plan

General. In May 2007, our Board of Directors adopted a Change in Control and Severance Benefit Plan, effective May 1, 2007, or the Severance
Benefit Plan, that provided for certain severance benefits to our non-executive officer Vice Presidents in connection with specified termination
events. In February 2009, our Board of Directors approved an amendment and restatement of the Severance Benefit Plan (as so amended and
restated, the Amended Severance Benefit Plan), to include our named executive officers in the Amended Severance Benefit Plan and to modify
the severance payments for Senior Vice Presidents who were previously Vice Presidents and were therefore covered by the Severance Benefit
Plan as Vice Presidents. Prior to such amendment and restatement, only Vice Presidents were covered by the Severance Benefit Plan. In
addition, the plan was amended to clarify that no benefits would be payable if a change of control resulted from arrangements with our senior
lenders.

Under the Amended Severance Benefit Plan, in the event that an officer s employment terminates due to an Involuntary Termination Without
Cause or a Constructive Termination, each as defined in the Amended Severance Benefit Plan, within 12 months following a Change in Control,
as defined in the Amended Severance Benefit Plan, and assuming all of the other conditions of the Amended Severance Benefit Plan are met,
then each officer who is a participant in the Amended Severance Benefit Plan would be entitled to the following benefits under the Amended
Severance Benefit Plan:

a single lump sum cash severance payment, payable on the first payroll date following the termination, equal to the sum of:

(1) the officer s base salary in effect during the last regularly scheduled payroll period immediately preceding the termination
(without, as a general matter, giving effect to any voluntary pay reduction taken by the officer during the 12 months preceding
the date of termination), or the Applicable Base Salary, plus (2) the product of (i) the Applicable Base Salary multiplied by
(ii) the greater of any annual bonus, as a percentage of annual base salary paid in the year of determination, paid to the officer
in respect of either of the last two calendar years prior to the date of termination (subject to an alternative calculation as well
as a reduction for officers who have not been employed for the entire calendar year prior to the date of termination),
multiplied by (iii) the quotient obtained by dividing: (a) the sum of the number of full months that an officer is employed in
the year of an applicable termination and 12, by (b) 12;
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multiplied by 150% for the Chairman and Chief Executive Officer or President (currently Mr. Cozadd and Mr. Myers), 125%
for Senior Vice Presidents (which currently includes Ms. Gamble), or 100% for Vice Presidents;

full payment of all of the applicable COBRA premiums for any health, dental or vision plan sponsored by Jazz Pharmaceuticals for a
period of up to (i) 18 months for the Chairman and Chief Executive Officer or President, (ii) 15 months for Senior Vice Presidents,
and (iii) 12 months for Vice Presidents, provided that the officer timely elects continued coverage; and

acceleration in full of the vesting and exercisability, and termination of any of our repurchase rights, with respect to outstanding

options and other equity awards held by the officers.
The double trigger for payment of benefits under the Amended Severance Benefit Plan was selected because it was considered to be industry
standard and appropriately protects our named executive officers and other officers in the event of termination of their employment following a
Change in Control, but not solely as a result of a Change in Control. In addition, as a general matter, in order to be eligible to receive benefits
under the Amended Severance Benefit Plan, our named executive officers and other officers must execute a general waiver and release of
claims, and such release must become effective in accordance with its terms. All other benefits (such as life insurance, disability coverage and
401(k) plan coverage) will terminate as of the officer s termination date (except to the extent that a conversion privilege may be available
thereunder).

If any of the severance benefits payable under the Amended Severance Benefit Plan would constitute a parachute payment within the meaning of
Section 280G of the Internal Revenue Code, subject to the excise tax imposed by Section 4999 of the Internal Revenue Code, a named executive
officer may receive a reduced amount of the affected severance benefits (the Amended Severance Benefit Plan does not provide for the gross up
of any excise taxes imposed by Section 4999 of the Internal Revenue Code). No named executive officer would receive benefits under the
Amended Severance Benefit Plan if (i) the named executive officer has entered into an individually negotiated employment agreement that
provides for severance or change in control benefits, (ii) the named executive officer is entitled to receive benefits under another severance
benefit plan maintained by us, (iii) the named executive officer voluntarily terminates employment with us to accept employment with another
entity that is controlled, directly or indirectly, by us or is otherwise affiliated with us or (iv) the named executive officer does not confirm in
writing that he or she is subject to agreements with us relating to proprietary and confidential information. In addition, benefits would be
terminated under the Amended Severance Benefit Plan if the named executive officer willfully breaches his or her agreements with us relating to
proprietary and confidential information or engages in certain non-solicitation or business interference activities.

Potential Payments Upon Termination. The following table sets forth the potential severance payments and benefits under the Amended
Severance Benefit Plan to which the named executive officers would be entitled in connection with specified termination events, as if the named
executive officers employment terminated as of December 31, 2009. Other than as described above under

Stock Option Awards, there are no other agreements, arrangements or plans that entitle any named executive officers to severance, perquisites or
other benefits upon termination of employment or a change in control. The following table does not include Dr. Saks, whose resignation was
effective as of April 3, 2009. Dr. Saks did not receive any severance benefits in connection with his resignation.
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POTENTIAL PAYMENTS UPON TERMINATION AS OF DECEMBER 31, 2009

Involuntary Termination

Without Cause or

Constructive Termination in
Connection
with a Change of
Name Benefit Control($)()

Bruce C. Cozadd Lump Sum Cash Severance Payment 1,150,500
COBRA Payments 20,901
Vesting Acceleration® 1,326,000
Benefit Total 2,497,401
Robert M. Myers Lump Sum Cash Severance Payment 1,103,746
COBRA Payments 39,757
Vesting Acceleration® 994,500
Benefit Total 2,138,003
Carol A. Gamble Lump Sum Cash Severance Payment 832,133
COBRA Payments 21,841
Vesting Acceleration® 530,400
Benefit Total 1,384,374

(M These benefits would be payable under the Amended Severance Benefit Plan if the Involuntary Termination Without Cause or
Constructive Termination occurred within 12 months following a Change in Control and assuming such termination took place on
December 31, 2009.

@ The value of stock option vesting acceleration is based on the closing stock price of $7.88 per share for our common stock as reported on
the NASDAQ Global Market on December 31, 2009, minus the exercise price of the unvested option shares subject to acceleration.
Other Compensatory Arrangements

Employee Stock Purchase Plan

Additional long-term equity incentives are provided through our 2007 Employee Stock Purchase Plan, or the ESPP, in which all regular
employees, including executive officers, employed by us or by any of our affiliates may participate and may contribute, normally through
payroll deductions, up to 15% of their earnings for the purchase of our common stock under the ESPP. The ESPP is implemented through a
series of offerings of purchase rights to eligible employees. Under the ESPP, we may specify offerings with a duration of not more than 27
months, and may specify shorter purchase periods within each offering. Each offering will have one or more purchase dates on which shares of
our common stock will be purchased for employees participating in the offering. Unless otherwise determined by our Board of Directors,
common stock is purchased for accounts of employees participating in the ESPP at a price per share equal to the lower of (a) 85% of the fair
market value of a share of our common stock on the first date of an offering or (b) 85% of the fair market value of a share of our common stock
on the date of purchase.

401(k) Plan

Our employees are eligible to participate in our 401(k) plan. Our 401(k) plan is intended to qualify as a tax qualified plan under Section 401 of
the Code. Our 401(k) plan provides that each participant may contribute a portion of his or her pretax compensation, up to a statutory limit,
which for most employees was $16,500 in 2009 (with a larger catch up limit for older employees). Employee contributions are held and invested
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by the plan s trustee. Our 401(k) plan also permits us to make discretionary contributions and matching contributions, subject to established
limits and a vesting schedule. To date, we have not made any contributions to the plan on behalf of participating employees.
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Additional Benefits

Executive officers are eligible to participate in all of Jazz Pharmaceuticals benefit plans, such as medical, dental, vision short-term disability,
long-term disability, group life insurance, Section 125 flexible spending accounts and our employee stock purchase plan, in each case generally
on the same basis as other employees. We also have a flexible benefits healthcare plan and a flexible benefits childcare plan under which
employees can set aside pre-tax funds to pay for qualified health care expenses and qualified childcare expenses not reimbursed by insurance.

Pension Benefits

Our named executive officers did not participate in, or otherwise receive any benefits under, any pension or retirement plan sponsored by us
during the year ended December 31, 2009.

Nonqualified Deferred Compensation

During the year ended December 31, 2009, our named executive officers did not contribute to, or earn any amounts with respect to, any defined
contribution or other plan sponsored by us that provides for the deferral of compensation on a basis that is not tax-qualified.

DIRECTOR COMPENSATION
Cash Compensation Arrangements

Pursuant to our current compensation program for non-employee directors, each member of our Board of Directors who is not an employee or an
officer of Jazz Pharmaceuticals currently receives the following cash compensation for Board services, as applicable:

a $30,000 annual retainer for service as a Board member;

a $15,000 supplemental annual retainer for service as chair of the Audit Committee;

a $10,000 supplemental annual retainer for service as chair of the Compensation Committee; and

a $5,000 supplemental annual retainer for service as chair of each other committee of the Board.
On December 18, 2007, our Board of Directors determined that for purposes of non-employee directors that are appointed or elected other than
on August 15 of any given year, a pro-rata portion of all cash retainers for the period from such non-employee director s appointment or election
to the next subsequent August 15 will be deemed earned and payable on the date of the first regularly scheduled meeting of the Board that takes
place not less than 31 days following the date of such non-employee director s appointment or election (provided such date is in a window period
as defined under Jazz Pharmaceuticals stock trading policy), or in the event such date is not in a window period, the next subsequent date which
is in a window period. Payments of cash retainers are subject to a non-employee s director s election pursuant to our Directors Deferred
Compensation Plan. Any amounts deferred pursuant to our Directors Deferred Compensation Plan are credited to a phantom stock account, as
described below. On August 14, 2008, our Board of Directors determined that any distributions from a phantom stock account will be in shares
of our common stock. Our non-employee directors are also reimbursed for their travel and other reasonable expenses incurred in attending Board
or committee meetings.

Directors Deferred Compensation Plan

In May 2007, our Board of Directors adopted the Directors Deferred Compensation Plan, which was amended by our Board of Directors in
December 2008. The Directors Deferred Compensation Plan allows each non-employee director to elect to defer receipt of all or a portion of his
or her annual retainer fees to a future date
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or dates. Any amounts deferred under the Directors Deferred Compensation Plan are credited to a phantom stock account. The number of
phantom shares of our common stock credited to each director s phantom stock account each year will be determined based on the amount of the
compensation deferred during any given year, divided by the fair market value of our common stock on the date the retainer fees are due to be
paid. Upon a separation from our Board of Directors, or as soon thereafter as practical once the non-employee director has provided the
necessary information for electronic deposit of shares of our common stock, or upon the occurrence of a change in control, each non-employee
director will receive (or commence receiving, depending upon whether the director has elected to receive distributions from his or her phantom
stock account in a lump sum or in installments over time) a distribution of his or her phantom stock account, in shares of our common stock
reserved under our 2007 Non-Employee Directors Stock Option Plan, which is described below. The Directors Deferred Compensation Plan

may be amended or terminated at any time by our Board of Directors, and in form and operation is intended to be compliant with Section 409A
of the Internal Revenue Code of 1986, as amended.

2007 Non-Employee Directors Stock Option Plan

Our 2007 Non-Employee Directors Stock Option Plan, or 2007 Directors Plan, became effective in connection with our initial public offering.
The 2007 Directors Plan provides for the automatic grant of nonstatutory stock options to purchase shares of our common stock to our
non-employee directors over their period of service on our Board of Directors. In addition, the 2007 Directors Plan provides the source of shares
to fund distributions of our common stock under the Directors Deferred Compensation Plan.

Pursuant to the terms of the 2007 Directors Plan, any individual who first becomes a non-employee director is automatically granted an option to
purchase 30,000 shares of our common stock. Each initial option vests with respect to one-third of the shares on the first anniversary of the date
of grant, and the balance in a series of 24 successive equal monthly installments thereafter. In addition, each individual who is serving as a
non-employee director on the first trading day on or after August 15 of each year is automatically granted an option to purchase 10,000 shares of
our common stock on such date. The shares subject to each such annual option vest in a series of 12 successive equal monthly installments
measured from the date of grant. All stock options granted under the 2007 Directors Plan have a maximum term of ten years, and the exercise
price of each option granted under the 2007 Directors Plan is equal to 100% of the fair market value of our common stock on the date of grant.

If a non-employee director s service relationship with us, or any of our affiliates, whether as a non-employee director or subsequently as an
employee, director or consultant of ours or an affiliate, ceases for any reason other than disability or death, or after any 12-month period
following a change in control, the optionee may exercise any vested options for a period of three months following the cessation of service. If
such an optionee s service relationship with us, or any of our affiliates, ceases due to disability or death (or an optionee dies within a certain
period following cessation of service), the optionee or a beneficiary may exercise the option for a period of 12 months in the event of disability,
and 18 months in the event of death. If such an optionee s service terminates within 12 months following a specified change in control
transaction, the optionee may exercise the option for a period of 12 months following the effective date of such a transaction. The option term
may be extended in the event that exercise of the option following termination of service is prohibited by applicable securities laws. In no event,
however, may an option be exercised beyond the expiration of its term.

In the event of certain significant corporate transactions, all outstanding options under the 2007 Directors Plan may be assumed, continued or
substituted for by any surviving or acquiring entity (or its parent company). If the surviving or acquiring entity (or its parent company) elects not
to assume, continue or substitute for such options, then (a) with respect to any such options that are held by optionees then performing services
for us or our affiliates, the vesting and exercisability of such options will be accelerated in full and such options will be terminated if not
exercised prior to the effective date of the corporate transaction and (b) all other outstanding options will terminate if not exercised prior to the
effective date of the corporate transaction. Our Board of Directors may also provide that the holder of an outstanding option not assumed in the
corporate transaction will surrender such option in exchange for a payment equal to the excess of (a) the value of the property that the

36

48



Edgar Filing: JAZZ PHARMACEUTICALS INC - Form DEF 14A

optionee would have received upon exercise of the option, over (b) the exercise price otherwise payable in connection with the option. In
addition, the vesting and exercisability of options held by non-employee directors who are either required to resign their position in connection
with a specified change in control transaction or are removed from their position in connection with such a change in control will be accelerated
in full.

Director Compensation Table

The following table sets forth certain information with respect to the compensation of all non-employee directors of Jazz Pharmaceuticals for the
fiscal year ended December 31, 2009. Mr. Cozadd, our Chairman and Chief Executive Officer, and Dr. Saks, our former Chief Executive Officer
and a former director, are not listed in the following table since they are, or were, employees of Jazz Pharmaceuticals and did not receive any
additional compensation for serving on our Board of Directors or its committees. On March 31, 2009, Mr. Myers was appointed to the Board
and he does not receive any additional compensation for serving on our Board of Directors or its committees.

2009 DIRECTOR COMPENSATION

Fees Earned or

Paid in Cash Option Awards Total

Name $H ($)?3 )]

E. Alexander Albert®

Samuel D. Colella 30,000 44,598 74,598
Bryan C. Cressey 30,000 44,598 74,598
Patrick G. Enright 33,288 135,459 168,747
Michael W. Michelson 40,000 40,000
James C. Momtazee 35,000 35,000
Kenneth W. O Keefe 45,000 44,598 89,598
Alan M. Sebulsky® 30,000 92,330 122,330
James B. Tananbaum, M.D.© 30,000 44,598 74,598
Nathaniel M. Zilkha 30,000 30,000

(@ Represents fees earned in 2009. Each director in the table above, other than Dr. Tananbaum and Mr. Cressey for 2009, elected to defer his
cash retainer fees pursuant to the Directors Deferred Compensation Plan. The number of shares credited to individual non-employee
director phantom stock accounts under our Directors Deferred Compensation Plan as of December 31, 2009 was as follows: 4,739 shares
for Mr. Colella; 5,258 shares for Mr. Enright; 6,319 shares for Mr. Michelson; 5,529 shares for Mr. Momtazee; 7,109 shares for
Mr. O Keefe; 4,739 shares for Mr. Sebulsky; and 4,739 shares for Mr. Zilkha. In connection with Mr. Albert s resignation from the Board,
the 3,826 shares then credited to Mr. Albert s individual non-employee director phantom stock account were distributed to Mr. Albert in
accordance with the terms of our Directors Deferred Compensation Plan.

@ The dollar amounts in this column represent the aggregate grant date fair value of all option awards granted during the year ended
December 31, 2009. These amounts have been calculated in accordance with FASB ASC Topic 718, or ASC 718, using the Black-Scholes
option-pricing model and excluding the effect of estimated forfeitures. Assumptions used in the calculation of these amounts are included
in the notes to Jazz Pharmaceuticals audited consolidated financial statements included in Jazz Pharmaceuticals Annual Report on Form
10-K for the year ended December 31, 2009 filed with the Securities and Exchange Commission on March 4, 2010. These amounts do not
necessarily correspond to the actual value that may be recognized by our directors.

®  The aggregate number of shares subject to outstanding stock options held by the directors listed in the table above as of December 31,
2009 was as follows: 30,000 shares for each of Dr. Tananbaum and Messrs. Colella, Cressey and O Keefe; 40,000 for Mr. Enright; and
66,536 shares for Mr. Sebulsky. Each of Messrs.
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Albert, Michelson, Momtazee and Zilkha declined any equity compensation for his service as a non-employee director in accordance with
certain internal policies of Kohlberg Kravis Roberts & Co. L.P., with which each such director is or was either associated or affiliated.

@ Mr. Albert resigned from the Board in September 2009.

®)  Effective in November 2009, in addition to his annual stock option grant of 10,000 shares in August 2009 under the 2007 Directors Plan,
Mr. Sebulsky received a stock option for 10,000 shares, exercisable beginning one year after the effective date of the grant at an exercise
price of $6.89, the fair market value of our common stock on the effective date of the grant, determined in accordance with the 2007
Directors Plan.

©  Dr. Tananbaum s cash retainer fees were paid to Prospect Management Co., II, LLC.
CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTIONS

Policy and Procedures for Review of Related Party Transactions

In 2007, we adopted a Related Party Transaction Policy that sets forth our procedures for the identification, review, consideration and approval

or ratification of related-person transactions. For purposes of our policy only, a related-person transaction is a transaction, arrangement or
relationship (or any series of similar transactions, arrangements or relationships) in which Jazz Pharmaceuticals and any related person are, were
or will be participants in which the amount involves exceeds $120,000. Transactions involving compensation for services provided to Jazz
Pharmaceuticals as an employee or director are not covered by this policy. A related person is any executive officer, director or beneficial owner
of more than 5% of any class of our voting securities, including any of their immediate family members and any entity owned or controlled by
such persons.

Under the policy, if a transaction has been identified as a related-person transaction (including any transaction that was not a related-person
transaction when originally consummated or any transaction that was not initially identified as a related-person transaction prior to
consummation), our management must present information regarding the related-person transaction to our Audit Committee (or, if Audit
Committee approval would be inappropriate, to another independent body of our Board of Directors) for review, consideration and approval or
ratification. The presentation must include a description of, among other things, the material facts, the interests, direct and indirect, of the related
persons, the benefits to us of the transaction and whether the transaction is on terms that are comparable to the terms available to or from, as the
case may be, an unrelated third party or to or from employees generally. Under the policy, we will, on an annual basis, collect information that
our General Counsel deems reasonably necessary from each director, executive officer and (to the extent feasible) significant stockholder to
enable us to identify any existing or potential related-person transactions and to effectuate the terms of the policy. In addition, under our Code of
Conduct, our employees and directors have an affirmative responsibility to disclose any transaction or relationship that reasonably could be
expected to give rise to a conflict of interest to our General Counsel, or, if the employee is an executive officer, to our Board of Directors. In
considering related-person transactions, our Audit Committee (or other independent body of our Board of Directors) will take into account the
relevant available facts and circumstances including, but not limited to, the risks, costs and benefits to us, the terms of the transaction, the
availability of other sources for comparable services or products and, if applicable the impact on a director s independence in the event that the
related person is a director, immediate family member of a director or an entity with which a director is affiliated.

The policy requires that, in determining whether to approve, ratify or reject a related-person transaction, our Audit Committee (or other
independent body of our Board of Directors) must consider, in light of known circumstances, whether the transaction is, or is not inconsistent
with, our best interests and those of our stockholders, as our Audit Committee (or other independent body of our Board of Directors) determines
in the good faith exercise of its discretion.
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Certain Transactions With or Involving Related Persons
Sales of Securities

Registered Direct Offering. In July 2008, we sold an aggregate of 3,848,289 immediately separable units in a registered direct offering to select
investors, with each unit consisting of one share of our common stock and a warrant to purchase 0.45 of a share of common stock at a price per
unit of $6.75625 for aggregate consideration of approximately $26.0 million. In the aggregate, we issued and sold 3,848,289 shares of our
common stock and warrants to purchase up to an aggregate of 1,731,724 shares of our common stock pursuant to the terms of a placement agent
agreement and the related subscription agreements. Each warrant has an exercise price of $7.37 per share. The investors in the registered direct
public offering included certain of our existing stockholders as set forth in the table below, and other select institutional investors. We refer to
these issuances below as the Registered Direct. As a result of the participation of related persons in the Registered Direct, such participation was
reviewed and pre-approved in accordance with our Related Party Transaction Policy by a special committee of our Board of Directors comprised
solely of independent directors who were not affiliated or associated with the investors in the Registered Direct.

July 2009 Private Placement. In July 2009, we sold an aggregate of 1,895,734 immediately separable units in a private placement to certain
entities affiliated with Longitude Capital Partners, LLC, or Longitude Capital, with each unit consisting of one share of our common stock and a
warrant to purchase 0.5 of a share of common stock at a price per unit of $3.6925 for aggregate consideration of approximately $7.0 million. In
the aggregate, we issued and sold 1,895,734 shares of common stock and warrants to purchase up to an aggregate of 947,867 additional shares of
common stock to the Longitude Capital purchasers pursuant to a securities purchase agreement. Each warrant has an exercise price of $4.00 per
share. We refer to these issuances below as the July 2009 Private Placement. Although the July 2009 Private Placement occurred after the
adoption of our Related Party Transaction Policy, our Related Party Transaction Policy did not require that we obtain prior approval of this
transaction by our Audit Committee (or other independent body of our Board of Directors) since at the time we entered into the securities
purchase agreement pursuant to which the July 2009 Private Placement was effected, neither the Longitude Capital purchasers nor Patrick G.
Enright, managing member of Longitude Capital and currently a member of our Board of Directors, were related persons within the meaning of
our Related Party Transaction Policy. However, in accordance with our Related Party Transaction Policy, we submitted the July 2009 Private
Placement to the Audit Committee for review and ratification at their first regularly-scheduled meeting following the transaction and the Audit
Committee ratified the transaction in accordance with our Related Party Transaction Policy.

Set forth in the table below is certain information regarding related person participation in the Registered Direct and the 2009 Private Placement,
including information regarding the number of shares of common stock purchased and warrants to purchase common stock acquired in each of
the Registered Direct and the 2009 Private Placement by related persons.

Common
Common Stock

Purchaser Stock Warrants
Principal Stockholders"
Entities affiliated with Kohlberg Kravis Roberts & Co. L.P.? 1,328,527 597,837
Entities affiliated with Thoma Cressey Bravo, Inc.® 306,583 137,962
Entity affiliated with Beecken Petty O Keefe & Company, LL& 204,389 91,975
Entities affiliated with Prospect Venture Partners® 190,334 85,650
Entities affiliated with Versant Ventures©® 296,022 133,209
Entities affiliated with Longitude Capital Partners, LLC") 1,895,734 947,867
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Certain of our directors are affiliated and/or associated with our principal stockholders as indicated in the table below:

Director Principal Stockholder

Bryan C. Cressey Entities affiliated with Thoma Cressey Bravo, Inc.

Samuel D. Colella Entities affiliated with Versant Ventures

Patrick G. Enright Entities affiliated with Longitude Capital Partners, LLC
Michael W. Michelson Entities affiliated with Kohlberg Kravis Roberts & Co. L.P.
James C. Momtazee Entities affiliated with Kohlberg Kravis Roberts & Co. L.P.
Kenneth W. O Keefe Entity affiliated with Beecken Petty O Keefe & Company, LLC
James B. Tananbaum, M.D. Entities affiliated with Prospect Venture Partners

Nathaniel M. Zilkha Entities affiliated with Kohlberg Kravis Roberts & Co. L.P.

Consists of 1,328,527 shares of common stock acquired by KKR JP LLC in the Registered Direct. Also consists of a warrant to purchase
597,837 shares of common stock acquired by KKR JP LLC.

Consists of 301,870 shares of common stock acquired by Thoma Cressey Fund VII, LP and 4,713 shares of common stock acquired by
Thoma Cressey Friends Fund VII, LP in the Registered Direct. Also consists of a warrant to purchase 135,841 shares of common stock
acquired by Thoma Cressey Fund VII, LP and a warrant to purchase 2,121 shares of common stock acquired by Thoma Cressey Friends
Fund VII, LP in the Registered Direct.

Consists of 204,389 shares of common stock acquired by Jazz Investors LLC in the Registered Direct, and a warrant to purchase 91,975
shares of common stock acquired by Jazz Investors LLC in the Registered Direct.

Consists of 187,479 shares of common stock acquired by Prospect Venture Partners II, L.P. and 2,855 shares of common stock acquired by
Prospect Associates II, L.P. in the Registered Direct. Also consists of a warrant to purchase 84,365 shares of common stock acquired by
Prospect Venture Partners II, L.P. and a warrant to purchase 1,285 shares of common stock acquired by Prospect Associates II, L.P. in the
Registered Direct.

Consists of 288,029 shares of common stock acquired by Versant Venture Capital II, L.P., 5,476 shares of common stock acquired by
Versant Affiliates Fund II-A, L.P. and 2,517 shares of common stock acquired by Versant Side Fund II, L.P. in the Registered Direct. Also
consists of a warrant to purchase 129,613 shares of common stock acquired by Versant Venture Capital II, L.P., a warrant to purchase
2,464 shares of common stock acquired by Versant Affiliates Fund II-A, L.P. and a warrant to purchase 1,132 shares of common stock
acquired by Versant Side Fund I, L.P. in the Registered Direct.

Consists of 1,858,486 shares of common stock acquired by Longitude Venture Partners, L.P. and 37,248 shares of common stock acquired
by Longitude Capital Associates, L.P. in the 2009 Private Placement. Also consists of a warrant to purchase 929,243 shares of common
stock acquired by Longitude Venture Partners, L.P. and a warrant to purchase 18,624 shares of common stock acquired by Longitude
Capital Associates, L.P. in the 2009 Private Placement.

Senior Secured Notes and Related Warrants

In June 2005, Orphan Medical, Inc., or Orphan Medical, a wholly-owned subsidiary of Jazz Pharmaceuticals, issued senior secured notes in the
aggregate principal amount of $80.0 million, or the Orphan Notes, with interest payable on the Orphan Notes at the rate of 15% per year,
payable quarterly in arrears. We guaranteed the obligations of Orphan Medical to repay the Orphan Notes pursuant to a senior secured note and
warrant purchase agreement we entered into with the purchasers of the Orphan Notes, and also issued warrants to purchase an aggregate of
785,728 shares of Series BB Preferred Stock originally having an exercise price of $20.36 per share. KKR Financial Holdings III, LLC, or KFN,
an entity affiliated with Kohlberg Kravis Roberts & Co. L.P., and LB I Group, Inc., an entity affiliated with Lehman Brothers Holdings Inc.,
both of which were
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significant stockholders during 2008 and 2009, purchased $25.0 million and $31.0 million principal amount of Orphan Notes, respectively, and
warrants to purchase 245,540 and 304,469 shares of our common stock, respectively. With respect to KFN, the $25.0 million principal amount
represented the largest aggregate amount of principal balance outstanding on the Orphan Notes to date. In March 2008, KFN sold $17.9 million
in principal amount of notes and warrants to purchase 175,384 shares of common stock to LB I Group. With respect to LB I Group, $56.0
million principal amount represented the largest aggregate amount of principal balance outstanding on the Orphan Notes to date. For the period
from January 1, 2006 to March 17, 2008, total interest payments under the Orphan Notes were $26.6 million, of which $7.7 million and $11.1
million was paid to KFN and LB I Group, respectively. The issuance of the Orphan Notes and related warrants were effected prior to the
adoption of our Related Party Transaction Policy and were approved by our Board of Directors.

In March 2008, JPI Commercial, LLC, or JPIC, a wholly-owned subsidiary of Jazz Pharmaceuticals, issued senior secured notes in the aggregate
principal amount of $120.0 million, or the JPIC Notes, with interest payable on the JPIC Notes at the rate of 15% per year, payable quarterly in
arrears commencing June 30, 2008. With respect to defaults, interest is payable at an annual default rate of 17%. We guaranteed the obligations
of JPIC to repay the JPIC Notes pursuant to a senior secured note and warrant purchase agreement, or the Senior Note Agreement, we entered
into with the purchasers of the JPIC Notes. Of the $120.0 million in principal amount of JPIC Notes issued in March 2008, $80.0 million in
principal amount of JPIC Notes were issued in exchange for the same principal amount of Orphan Notes and in connection therewith, the
Orphan Notes were retired. With respect to KFN, KFN was issued $7.1 million in principal amount of JPIC Notes in exchanges for its Orphan
Notes. LB I Group was issued $56.0 million in principal amount of JPIC Notes in exchanges for its Orphan Notes, and also purchased $33.5
million in principal amount of additional JPIC Notes. In connection with the purchase of additional JPIC Notes, LB I Group was issued a
warrant to purchase 470,836 shares of our common stock originally having an exercise price of $14.23 per share. Together, the $89.5 million in
aggregate principal amount of JPIC Notes issued to LB I Group represented the largest aggregate amount of principal balance outstanding to
date held by LB I Group. In August 2008, JPIC paid certain holders of the senior secured notes $504,000 aggregate principal amount plus
accrued interest as their pro rata share of the proceeds from the JPIC s sale of its rights to Antizol and Antizol-Vet and the principal amount was
reduced accordingly. Under the terms of the agreement with the senior secured note holders, JPIC is obligated to pay the holders of the senior
secured notes the proceeds from any future sale of the JPIC s rights to Xyrem, Luvox CR and JZP-6, if the holders so elect. Other than with
respect to the August 2008 payment and the retiring of the Orphan Notes in March 2008, no principal payments have been made on either the
Orphan Notes or the JPIC Notes. For the period from January 1, 2008 to December 31, 2009, total interest payments under the JPIC Notes were
$35.9 million, of which $2.1 million and $26.7 million was paid to KFN and LB I Group, respectively. Although the issuance of the JPIC Notes
and our entry into the Senior Note Agreement in connection therewith (and the issuance of warrants to purchase our common stock pursuant
thereto) occurred after the adoption of our Related Party Transaction Policy, our Related Party Transaction Policy did not require that we obtain
approval or ratification of this transaction by our Audit Committee (or other independent body of our Board of Directors) since at the time we
entered into the transaction, LB I Group and each other of the purchasers of the new JPIC Notes were not related persons within the meaning of
our Related Party Transaction Policy. Although KFN is affiliated with Kohlberg Kravis Roberts & Co. L.P., which is a related person within the
meaning of our Related Party Transaction, KFN did not purchase any additional notes or warrants in the transaction, and KFN s participation in
the transaction was limited to exchanging its Orphan Note for the same principal amount of JPIC Notes. Our Board of Directors was, however,
aware of KFN s participation in the transaction when it approved the transaction.

In November 2009, we entered into an amendment and waiver agreement pursuant to which the holders of the JPIC Notes waived our prior
events of default under the Senior Note Agreement and the other agreements related thereto, and pursuant to which the Senior Note Agreement
was amended to, among other things, (i) require us to make certain scheduled principal payments on the JPIC Notes totaling $40.0 million
commencing on March 31, 2010 and ending on March 31, 2011 and (ii) reduced the minimum cash balance required to be maintained by us
under certain circumstances. Pursuant to the amendment and waiver agreement, the warrants to
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purchase our common stock that we issued in connection with the issuance of the Orphan Notes and the JPIC Notes were each amended to
reduce the respective exercise prices of such warrants, such that the exercise price of the warrants we issued in connection with the issuance of
the Orphan Notes, or the Orphan Warrants, was reduced from $20.36 to $9.34 per share, and the exercise price of the warrants that we issued in
connection with the issuance of the JPIC Notes, or the JPIC Warrants, was reduced from $14.23 to $9.34 per share. As of the date of the
amendment and waiver agreement, KFN and LB I Group held Orphan Warrants exercisable for 70,156 shares and 550,010 shares, respectively,
and LB I Group held a JPIC Warrant exercisable for 470,836 shares. The amendment and waiver agreement also provides for certain
amendments to our registration obligations with respect to the JPIC Warrants. In addition, we agreed to pay to the holders of the JPIC Notes a
restructuring fee totaling $500,000, payable on the maturity date of the JPIC Notes (or upon earlier repayment in full of the JPIC Notes), of
which $28,500 and $374,500 is payable to KFN and LB I Group, respectively. The amendment and waiver agreement was reviewed and
pre-approved in accordance with our Related Party Transaction Policy.

Indemnification Agreements

We have entered into indemnity agreements with each of our directors, executive officers and vice presidents that require us to indemnify such
persons against any and all expenses (including attorneys fees), witness fees, judgments, fines, settlements and other amounts incurred
(including expenses of a derivative action) in connection with any action, suit or proceeding or alternative dispute resolution mechanism, inquiry
hearing or investigation, whether threatened, pending or completed, to which any such person may be made a party by reason of the fact that
such person is or was a director, an officer or an employee of us or any of our affiliated enterprises, provided that such person s conduct did not
constitute a breach of his or her duty of loyalty to us or our stockholders, and was not an act or omission not in good faith or which involved
intentional misconduct or a knowing violation of laws. The indemnity agreements also set forth certain procedures that will apply in the event of
a claim for indemnification thereunder. The indemnity agreements with certain of our directors further provide that, with respect to a director
that is serving on our Board of Directors at the direction of a venture or other investment fund or entity, or fund, with respect to such

indemnitee s service as a director, officer, employee, agent and/or fiduciary of Jazz Pharmaceuticals, our obligations under the indemnity
agreement are the primary source of indemnification and advancement, we are required to make all expense advances, and we are liable for all
of such indemnitee s expenses, to the extent required by the indemnity agreement, our amended and restated certificate of incorporation and
amended and restated bylaws, without regard to any rights the indemnitee may have against the fund, and we irrevocably waive, relinquishes and
releases any and all claims against the fund for contribution, subrogation or any other recovery of any kind in connection with our obligations
under the indemnity agreement. We believe that these agreements are necessary to attract and retain qualified persons as officers and directors of
Jazz Pharmaceuticals. We also maintain directors and officers liability insurance.

HOUSEHOLDING OF PROXY MATERIALS

The SEC has adopted rules that permit companies and intermediaries (such as brokers) to satisty the delivery requirements for Notices and proxy
materials with respect to two or more stockholders sharing the same address by delivering a single Notice or a single set of proxy materials, as
applicable, addressed to those stockholders. This process, which is commonly referred to as householding, potentially means extra convenience
for stockholders and cost savings for companies.

A number of brokers with account holders who are Jazz Pharmaceuticals stockholders will be householding Notices and our proxy materials. A
single Notice or a single set of proxy materials, as applicable, may 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 that it will be householding
communications to your address, householding will continue until you are notified otherwise or until you revoke your consent. If, at any time,
you no longer wish to participate in householding and would prefer to
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receive a separate Notice or set of proxy materials, as applicable, in the future you may: (1) notify your broker, (2) direct your written request to
Jazz Pharmaceuticals, Inc., Attention: Investor Relations, at 3180 Porter Drive, Palo Alto, California 94304 or (3) contact Jazz Pharmaceuticals
Investor Relations department at (650) 496-3777. Stockholders who currently receive multiple copies of Notices or proxy materials at their
address and would like to request householding of their communications should contact their broker. In addition, Jazz Pharmaceuticals will
promptly deliver, upon written or oral request to the address or telephone number above, a separate copy of a Notice or set of proxy materials to
a stockholder at a shared address to which a single Notice or set of proxy materials, as applicable, was delivered.

OTHER MATTERS

The Board of Directors knows of no other matters that will be presented for consideration at the Annual Meeting. If any other matters are
properly brought before the Annual Meeting, it is the intention of the persons named in the accompanying proxy to vote on such matters in
accordance with their best judgment.

By Order of the Board of Directors,
/s/ Carol A. Gamble

Carol A. Gamble
Senior Vice President, General Counsel

and Corporate Secretary
April 16, 2010

Jazz Pharmaceuticals will mail without charge, upon written request, a copy of Jazz Pharmaceuticals Annual Report on Form 10-K for
the fiscal year ended December 31, 2009, including the consolidated financial statements, schedules and list of exhibits, and any
particular exhibit specifically requested. Requests should be sent to: Jazz Pharmaceuticals, Inc., Corporate Secretary, 3180 Porter
Drive, Palo Alto, California 94304. The Annual Report on Form 10-K is also available at www.jazzpharmaceuticals.com.

43

56



Edgar Filing: JAZZ PHARMACEUTICALS INC - Form DEF 14A

57



Edgar Filing: JAZZ PHARMACEUTICALS INC - Form DEF 14A

58



Edgar Filing: JAZZ PHARMACEUTICALS INC - Form DEF 14A

g:0pt;">

Three months ended January 31

Six months ended January 31

59



Edgar Filing: JAZZ PHARMACEUTICALS INC - Form DEF 14A

2014

2013

2014

2013

Amortization of internally developed technology

$

35

60



Edgar Filing

Amortization of intangible assets

17

67

Acquisition-related professional fees

(790)

: JAZZ PHARMACEUTICALS INC - Form DEF 14A

61



(790)

Interest expense

43

172

Income tax benefit

Edgar Filing: JAZZ PHARMACEUTICALS INC - Form DEF 14A

62



Edgar Filing: JAZZ PHARMACEUTICALS INC - Form DEF 14A

(110)

(438)

On August 17, 2012, the Company acquired substantially all of the assets of Ready2Ride, Incorporated (“Ready2Ride”)
pursuant to an Asset Purchase Agreement dated August 17, 2012. Ready2Ride was a marketer of aftermarket fitment
data to the powersports industry, which furthers ARI’s differentiated content strategy and expands ARI’s product
offerings into aftermarket PG&A.

Consideration for the acquisition included $500,000 in cash, 100,000 shares of the Company’s common stock, assumed
liabilities totaling approximately $419,000, a contingent hold-back purchase price of up to $250,000 and a contingent
earn-out purchase price ranging from, in aggregate, $0 to $1,500,000.

On October 22, 2013, the Company amended the Asset Purchase Agreement in relation to the earn-out payments as
follows: (i) the first earn-out payment is composed of $125,000 paid in October 2013 and 10,000 shares of common
stock issued in November 2013; (ii) the second earn-out payment is composed of $125,000 and 15,000 shares of
common stock payable in September 2014; and (iii) the third earn-out payment is composed of $125,000 and 15,000
shares of common stock payable in September 2015.

Page 16
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The contingent earn-out payable was initially measured at fair value on a recurring basis calculated using the present
value of future estimated revenue over the next three years, which was originally estimated at $500,000. Prior to the
amendment, because the contingent earn-out payable had no comparable market data or significant observable inputs
to determine fair value, it was classified as a Level 3 measurement. Because the amended Asset Purchase Agreement
defines the future payments based on cash and Company stock actively traded, and the payments are no longer
contingent on future events, the earn-out is now classified as a Level 1 fair value measurement. Unrealized gains and
losses for changes in fair value are recognized in earnings.

The following table shows changes in the estimated holdback and earn-out payable (in thousands):

Three months ~ Six months
ended January ended January

31 31

2014 2013 2014 2013
Beginning balance $469 $749 $ 721 § -
Original fair value of holdback and earn-out payable - - - 749
Payments made (33) - (283) -
Imputed interest recognized 19 76 43 76
Gain on change in fair market value - - (26) -
Ending Balance $455 $825 $455 $ 825

The balance of the holdback and the earn-out payable includes $286,000 and $303,000 in current portion of earn-out
payable and $169,000 and $418,000 in long-term portion of earn-out payable on the unaudited balance sheet at
January 31, 2014 and July 31, 2013, respectively, with estimated payments as follows (in thousands):

Holdback

and

Earn-out
Year Ending July 31, Payable
2014 $ -
2015 315
2016 190
Total estimated payments 505
Less imputed interest (50)

Present value of holdback and earn-out payable  $ 455

The following tables show the estimated fair value and the allocation of the purchase price (in thousands):
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Cash- net
Assumed liabilities
Holdback

Earnout

Common Stock
Purchase Price

Accounts receivable
Furniture and equipment
Unearned revenue
Developed technology
Customer Relationships
Goodwill

Purchase

Price

$ 478
419
250
500
101

$ 1,748

Purchase
Price
Allocation
$ 43
12
(36)
366
880
533

Purchase Price Allocation $ 1,748
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Intangible assets consist primarily of customer contracts and relationships with an estimated useful life of 16
years. Goodwill consists of operating synergies, vendor relationships, new sales territories and industries. The
Company determined that the Ready2Ride assets acquired as described above did not constitute a business that is
“significant” as defined in the applicable SEC regulations.

The results of operations related to the 50 Below, Ready2Ride and DUO acquisitions since the date of acquisition are
included in the consolidated statements of income for the periods presented. It is impracticable to segregate this
information as the acquired businesses have been integrated into the operations of ARI and are no longer readily
identifiable.

5. Disposition of a Component of an Entity

On March 1, 2011, the Company entered into an Asset Purchase Agreement (the “Agreement”) with Globalrange
Corporation (“Globalrange”). Under the terms of the Agreement, the Company sold to Globalrange certain rights and
assets relating to our electronic data interchange business for the agricultural chemicals industry (the “AgChem EDI
Business”). Because the AgChem EDI Business was not a separate entity or reportable segment, the transaction was
recorded as a disposition of a component of an entity.

As part of the purchase price for the AgChem EDI Business, Globalrange agreed to assume certain liabilities of ARI
relating to the AgChem EDI Business, primarily consisting of unearned revenue (as defined in the

Agreement). Globalrange will make earn-out payments to ARI annually over a four-year period following the closing
date, with an initial pre-payment of $80,000. The amounts of such earn-out payments are determined based on
collections received by Globalrange relating to the AgChem EDI Business during such period, and will be subject to a
floor and cap, in accordance with the terms of the Agreement.

The contingent earn-out receivable is measured at fair value on a recurring basis calculated using the present value of
future estimated revenue over the next three years. Unrealized gains and losses for changes in fair value are
recognized in earnings. Because the contingent earn-out receivable has no comparable market data or significant
observable inputs to determine fair value, it is classified as a Level 3 measurement. The primary factors used to
determine the fair value include: (i) the estimated future revenue related to the business recognized by the buyer over
the next three years; and (ii) the estimated risk free interest rate of a market participant. Increases in the estimated
future revenue related to the business sold, which has the most impact on the fair value of the contingent earn-out
receivable, would cause the fair value of the earn-out to increase.
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The amount of the earn-out receivable was originally estimated at $580,000 less an imputed discount of $97,000,
based on the present value of the estimated earn-out payments, discounted at 14%, which was the prevailing rate of
interest charged on the Company’s debt at the time of the sale. The discount is amortized to interest income, which is
included in other income on the consolidated statements of income, over the life of the earn-out.

An assessment of the expected future cash flows of the earn-out receivable is performed annually in the third fiscal
quarter based on historical receipts over the previous twelve-month period. Changes in estimate and cash received in
excess of expected cash receipts are recorded as a gain or loss in other expense (income).

The remaining earn-out receivable is composed of $122,000 included in prepaid expenses and other and
$9,000 included in other long term assets on the unaudited balance sheet at January 31, 2014, with estimated
receivables as follows (in thousands):

Year Ending July 31,

2014 $ 91
2015 51
Total estimated payments 142
Less imputed interest (11D

Present value of earn-out receivable  $ 131
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The following table shows changes in the earn-out receivable during the three and six months ended January 31, 2014
and 2013 respectively (in thousands):

Three months ~ Six months
ended January ended January

31 31

2014 2013 2014 2013
Beginning balance $ 127 $177 $ 160 $ 218
Net receipts - (53) 37 (102)
Imputed interest recognized 4 8 8 16
Ending balance $ 131 $ 132 $ 131 $ 132

6. Other Intangible Assets

Amortizable intangible assets include customer relationships, trade names and employee non-compete agreements
associated with the Company’s acquisitions.

Amortizable intangible assets are composed of the following at January 31, 2014 and 2013 (in thousands):

Customer Relationships Wgtd avg

Cost Accumulated Net remaining

Basis Amortization Value  life
Balance 7/31/12  $ 4,004 $ (2,654) $ 1,350

Activity 880 (84) 796
Balance 10/31/12 $ 4,884 $ (2,738) $ 2,146
Activity 2,180 (115) 2,065

Balance 1/31/13 $ 7,064 $ (2,853) $ 4211

Balance 7/31/13  $ 7,064 $ (3,090) $ 3,974

Activity - (121) (121)
Balance 10/31/13 $ 7,064 $ (3,211) $ 3,853
Activity 110 (129) (19)

Balance 1/31/14  $ 7,174 '$ (3,340) $ 3,834 11.29

Trade Names

Cost Accumulated Net

Basis Amortization Value
Balance 7/31/12  $ 253 $ (164) $ 89
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Activity (11) (11)
Balance 10/31/12 $ 253 $ (175) $ 78

Activity 130 (25) 105
Balance 1/31/13 $ 383 $ (200) $ 183
Balance 7/31/13 $ 383 $ (258) $ 125
Activity (29) (29)
Balance 10/31/13 $ 383 $ (287) $ 96

Activity (29) (29)
Balance 1/31/14  $ 383 $ (316) $ 67 0.72

Total Intangibles

Cost Accumulated Net
Basis Amortization Value
Balance 7/31/12  $ 4257 $ (2,818) $ 1,439

Activity 880 (95) 785
Balance 10/31/12 $ 5,137 $ (2,913) $ 2,224
Activity 2,310 (140) 2,170

Balance 1/31/13 $ 7,447 $ (3,053) $ 4,394

Balance 7/31/13  $ 7,447 $ (3,348) $ 4,099

Activity (150) (150)
Balance 10/31/13 $ 7447 $ (3,499 $ 3,949
Activity 110 (158) (48)

Balance 1/31/14  $ 7,557 $ (3,656) $ 3,901 11.11
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The estimated amortization expense related to intangible assets by fiscal year at January 31, 2014 is as follows (in
thousands):

2014 $ 289
2015 518
2016 497
2017 426
2018 213
Thereafter 1,958
$ 3,901
7. Debt
Silicon Valley Bank

On April 26, 2013, the Company entered into a Loan and Security Agreement (the “Agreement”) with Silicon Valley
Bank (“SVB”), pursuant to which SVB extended to the Company credit facilities consisting of a $3,000,000 revolving
credit facility with a maturity date of April 26, 2015 and a $4,500,000 term loan with a maturity date of April 26,
2018. The Agreement replaced the Company’s Loan and Security Agreement with Fifth Third Bank, which is
described below.

The term loan and any loans made under the SVB revolving credit facility accrue interest at a per annum rate equal to
one or more of the following as may be selected by the Company: (a) the one, two or three-month LIBOR Rate (as
defined in the Agreement, subject to a floor of 1.00%), plus the Applicable Margin for LIBOR Loans set forth in the
chart below, determined based on the most recent Senior Leverage Ratio, defined as total senior indebtedness to
earnings before interest, taxes, depreciation and amortization (“EBITDA”), calculated by SVB on a quarterly basis (the
“Senior Leverage Ratio”); or (b) the Prime rate plus the Applicable Margin for Prime Rate Loans set forth in the chart
below determined based on the Senior Leverage Ratio (effective rate of 3.75% at January 31, 2014).

Applicable Applicable

Senior Leverage Margin Margin
for Prime
for Libor Rate
Ratio Loans Loans
>=1.75to 1.0: 325 % 1.00 %
> 1.25to 1.00 but <1.75 to 1.00: 3200 % 075 %
<=1.25to 1.00: 275 % 050 %
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Principal in respect of any loans made under the revolving facility is required to be paid in its entirety on or before
April 26, 2015. Principal in respect of the term loan is required to be paid in quarterly installments on the first day of
each fiscal quarter of the Company as follows: $112,500 commencing on August 1, 2013 through May 1, 2014;
$168,750 commencing on August 1, 2014 through May 1, 2015; and $281,250 commencing on August 1, 2015
through February 1, 2018. All remaining principal in respect of the term loan is due and payable on April 26,

2018. The Company is permitted to prepay all of, but not less than all of, the outstanding principal amount of the term
loan upon certain notice to SVB and, in certain circumstances, the payment of a prepayment penalty of up to $90,000.

The Agreement contains covenants that restrict, among other things and subject to certain conditions, the ability of the
Company to permit a change of control, incur debt, create liens on its assets, make certain investments, enter into
merger or acquisition transactions and make distributions to its shareholders. Financial covenants include the
maintenance of a minimum Senior Leverage Ratio equal to or less than 2.00 to 1.00, and the maintenance of a Fixed
Charge Coverage Ratio (as defined in the Agreement) equal to or greater than 1.25 to 1.00. The Agreement also
contains customary events of default that, if triggered, could result in an acceleration of the Company’s obligations
under the Agreement. The loans are secured by a first priority security interest in substantially all assets of the
Company. The Company was in compliance with its debt covenants at January 31, 2014.

Fifth Third Bank

On July 27, 2011, the Company entered into a Loan and Security Agreement (the “Loan and Security Agreement”) with
Fifth Third Bank (“Fifth Third”). Pursuant to the terms of the Loan and Security Agreement, Fifth Third extended to the
Company credit facilities consisting of a $1,500,000 revolving credit facility (the “Revolving Loan”) and a $5,000,000
term loan facility (the “Term Loan” and, together with the Revolving Loan, the “Credit Facilities™).
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On August 17, 2012, the Credit Facilities were amended to increase the principal amount of the Term Loan by
$1,000,000, and extend the maturity date to December 15, 2014. Each of the Credit Facilities bore interest at a rate
based on the one, two, three or six month LIBOR (as selected by the Company on the last business day of each
month) plus 4.0%

On November 28, 2012 the Credit Facilities were further amended to waive the provisions of the Agreement that
would prohibit ARI’s acquisition of 50 Below and the financing of $3,500,000 of the acquisition with a secured
subordinated promissory note in the same amount. Under the amendment, Fifth Third consented to the acquisition of
the 50 Below assets and the related transactions and provided waivers of certain provisions of the Credit Facilities,
subject to certain terms and conditions. Such terms and conditions included, among others: (i) amendments to the
fixed charge coverage ratio and senior leverage (maximum senior funded debt to EBITDA) ratio financial covenants;
(i1) the addition of a maximum total funded debt to EBITDA ratio financial covenant; (iii) amendment of the
revolving loan and term loan maturity dates from July 27, 2014 to December 15, 2013; and (iv) other customary terms
and conditions.

On March 8, 2013, the Company entered into the Third Amendment to the Loan and Security Agreement. The Third
Amendment was intended for the following purposes: (i) to amend the definition of EBITDA to permit adjustments
for certain non-recurring transaction expenses and certain other non-cash expenses; (ii) to amend the required fixed
charge coverage ratio for the rolling four fiscal quarter periods ending January 31, 2013 and April 30, 2013 to 0.90 x
and 1.00 x, respectively; (iii) to restrict the Company’s ability to enter into certain transactions without the prior
written consent of Fifth Third, including, without limitation, certain change in control transactions, reclassifications,
reorganizations and recapitalizations of the Company’s Common Stock; and (iv) to permit the Company to use the net
cash proceeds from an equity raise transaction in excess of $1,500,000 for working capital or to prepay the
outstanding principal balance under other debt obligations described below. The Loan Agreement Amendment also
contained Fifth Third Bank’s consent to the Company raising additional capital by selling and issuing additional equity
securities, and waivers by Fifth Third of the provisions of the Loan and Security Agreement that would otherwise
have prohibited such a transaction, subject to certain terms and conditions. All amounts owed under the Loan and
Security Agreement were paid in full as of April 26, 2013 in connection with the Company’s entry into the Agreement
with SVB, as described above.

Sifen Note

On November 28, 2012, the Company issued a Secured Non-Negotiable Subordinated Promissory Note (the “Sifen
Note”) to Michael D. Sifen, Inc. (the “Holder”), an affiliate of an existing shareholder of the Company, in aggregate
principal amount of $3,500,000, the proceeds of which were used to partially fund the 50 Below acquisition. Interest
accrued on the outstanding unpaid principal under the Sifen Note at a rate of 10.0% per annum. Accrued interest only
was payable quarterly commencing on February 28, 2013 and continuing until May 28, 2016, at which time all
accrued interest and outstanding principal would be due and payable in full. As partial consideration for the Sifen
Note, the Company issued 440,000 shares of the Company’s common stock to the Holder valued at approximately
$585,000, which was recorded as a reduction to long-term debt and was being amortized to interest expense over the
life of the note. A portion of the outstanding balance on the Sifen Note was retired in March 2013 in connection with
the Holder’s acquisition of Company common stock under the Securities Purchase Agreement, described in Note 9,
and the remaining balance on the Sifen Note was paid in full as of April 26, 2013.

In the third quarter of fiscal 2013, the Company recognized a loss on the early extinguishment of primarily the Sifen
Note and Fifth Third Bank debt totaling $682,000 related to unamortized deferred loan fees and debt discount.

The following table sets forth certain information related to the Company’s long-term debt, derived from our unaudited
balance sheet as of January 31, 2014 and audited balance sheet as of July 31, 2013 (in thousands):
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January

31

2014
Long-term debt $ 4,276
Less current maturities (562)

Long-term debt, non-current $ 3,714
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July 31

2013

$ 4,500
(450)

$ 4,050
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Minimum principal payments due on the Term Loan are as follows for the fiscal years ending (in thousands):

2014 $ 226
2015 675
2016 1,125
2017 1,125
2018 1,125
$ 4,276

8. Income Taxes

The unaudited provision for income taxes for the three and six months ended January 31, 2014 and 2013 is composed

of the following (in thousands):

Current:

Federal

State

Change in valuation allowance
Deferred, net

Income tax benefit (expense)

The provision for income taxes is based on taxes payable under currently enacted tax laws and an analysis of
temporary differences between the book and tax bases of the Company’s assets and liabilities, including various

Three months ~ Six months
ended January ended January
31 31

2014 2013 2014 2013

$- $22 % - $(2
- (15)  (6) (36)
32 941 32 941
194  (69) 116  (174)

$226 $835 $ 142 $ 709

accruals, allowances, depreciation and amortization, and does not represent current taxes due. The tax effect of these
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temporary differences and the estimated future benefit from tax net operating loss carryforwards are reported as
deferred tax assets and liabilities in the balance sheet. We have unused net operating loss carry forwards ("NOLs") for
federal income tax purposes, and as a result, we generally only incur alternative minimum taxes at the federal level.

As of January 31, 2014, the Company had accumulated net operating loss carryforwards for federal and state tax
purposes of approximately $7,526,000 and $3,856,000, respectively, which expire as follows (in thousands):

Year ended July 31, *  Federal State

2014 $ - $ 482
2015 - 3,258
2019 182 4
2020 6,043 -
2024 4 -
2025 - 75
2030 946 -
2034 351 37

$ 7,526 § 3,856

* Years not shown have no amounts that expire and the year ended July 31, 2034 includes

current year to date estimated tax loss carryforwards .

A detailed assessment is performed semi-annually or when events occur that would warrant an assessment of the
likelihood that the Company’s net deferred tax assets will be realized from future taxable income. To the extent
management believes it is more likely than not that some portion, or all, of the deferred tax assets will not be realized,
a valuation allowance is established. This assessment is based on all available evidence, both positive and negative, in
evaluating the likelihood of realizability. Issues considered in the assessment include future reversals of existing
taxable temporary differences, estimates of future taxable income (exclusive of reversing temporary differences and
carryforwards) and prudent tax planning strategies available in future periods. Because the ultimate realizability of
deferred tax assets is highly subject to the outcome of future
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events, the amount established as a valuation allowance is considered to be a significant estimate that is subject to
change in the near term. To the extent a valuation allowance is established or there is a change in the allowance
during a period, the change is reflected with a corresponding increase or decrease in the tax provision in the
Consolidated Statements of Operations.

The Company recorded a benefit related to a net change in estimate on our valuation allowance of approximately
$32,000 or $0.00 per basic and diluted share, and $941,000 or $0.11 per basic and diluted share, during the three
months ended January 31, 2014 and 2013, respectively, as a result of our evaluation of the likelihood that our net
deferred tax assets will be realized from future taxable income. Our remaining valuation allowance against deferred
tax assets was approximately $184,000 at January 31, 2014, which primarily relates to state NOLs expected to expire
in fiscal 2014 through 2015.

A reconciliation between income tax expense and income taxes computed by applying the statutory federal income tax
rate of 34% and a state rate of approximately 3% to U.S. based income before income taxes is as follows (in
thousands):

Three months
ended January

31

2014 2013
Computed
income
taxes at

37% $ 218 $ 278
Permanent

items 9) (17
Change in

estimated

valuation

allowance 32 941

Other (15)  (366)

Income

tax

(expense)

benefit $ 226 $ 835

Six months
ended January
31

2014 2013

$ 154 $ 157
(32) @D
32 941
(12)  (367)

$ 142 $ 709

We perform an evaluation of uncertain tax positions as a component of income tax expense on an annual basis. We
determined that ARI did not have any significant risk related to income tax expense and therefore no amounts were
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reserved for uncertain tax positions as of January 31, 2014 and 2013. We will accrue and recognize interest and

penalties related to uncertain tax positions as a component of income tax expense if it becomes necessary. Fiscal
years subsequent to 2009 remain open and subject to examination by state tax jurisdictions and the United States
federal tax authorities.

9. Stockholders’ Equity

During the six months ended January 31, 2014, the Company issued 148,904 shares of common stock with a fair
market value of $438,000 related to director and employee compensation, 50,000 shares with a fair market value of
$164,000 related to acquisitions and 192,500 shares related to the exercise of stock options with exercise proceeds of
$141,000.

During the six months ended January 31, 2013, the Company issued 464,967 shares of common stock with a fair
market value of $623,000 related to debt financing, 169,272 shares of common stock with a fair market value of
$260,000 related to director and employee compensation, 100,000 shares with a fair market value of $101,000 related
to acquisitions and 15,800 shares related to the exercise of stock options with exercise proceeds of $10,000.

On March 12, 2013, the Company entered into a Securities Purchase Agreement (the “Purchase Agreement”) with
certain institutional and accredited investors (the “Purchasers’) whereby the Company agreed to sell and the Purchasers
agreed to purchase (1) an aggregate of 3,200,000 shares (the “Shares”) of the Company’s common stock for an amount
equal to a per share purchase price of $1.50, and (2) warrants (the “Warrants”) to purchase an aggregate of

1,066,667 shares of common stock (the “Warrant Shares”). The Warrants, which were issued pursuant to Common
Stock Purchase Warrant agreements dated March 15, 2013 (the “Warrant Agreements”), were exercisable immediately
upon issuance (with certain exceptions) at an exercise price of $2.00 per share. Outstanding Warrants will expire on
March 15, 2018. In addition to such issuances, on March 15, 2013, the Company issued a warrant to purchase in the
aggregate 64,000 shares of common stock to Ascendiant Capital Partners, LLC and an Ascendiant Affiliate
(““Ascendiant”) on the same terms as the Warrant Agreements described above pursuant to the terms of the Company’s
placement agency arrangement with Ascendiant.

In connection with the transaction, the Company received gross cash proceeds of $4,500,000 and retirement of
$300,000 of indebtedness under the Sifen Note. The transactions contemplated by the Purchase Agreement, including
the issuance of the Shares and the Warrants, were completed on March 15, 2013.
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On July 26, 2013 and July 29, 2013, the Warrant Agreements between the Company and the holders of 916,667 of the
Warrants were amended to temporarily reduce the exercise price of the Warrants from $2.00 per share to $1.80 per
share through the close of business on July 30, 2013. All 916,667 of the amended Warrants were exercised at $1.80
per share on July 30, 2013. There were 214,000 Warrants outstanding at January 31, 2014 with a strike price of $2.00
per share and a fair value of $286,000 and $254,000 classified as common stock warrants at fair value on the balance
sheet at January 31, 2014 and July 31, 2013, respectively.

Fair Value of Warrants

The Warrant Agreements include a down-round protection feature which reduces the strike price of the Warrants from
$2.00 to $1.50 if there is a private placement for less than the $2.00 strike price, which resulted in the Warrants being
treated as a derivative instrument. The Warrants are recorded as a liability on the balance sheet at fair value. Changes
in fair value are recorded to gain or loss on change in fair value of stock warrants on the statements of operations. The
down-round protection feature expires on March 12, 2014, at which time any remaining balance of Warrants
outstanding would no longer have a derivative feature and would be reclassified to equity.

Because the Warrants have no comparable market data to determine fair value, the Company hired an independent
valuation firm to do an initial valuation of the Warrants at the estimated price that would be received to sell an asset or
paid to transfer a liability in an orderly transaction between market participants at the measurement date using an open
form simulation model. The primary factors used to determine the fair value include: (i) the fair value of the
Company’s common stock; (ii) the volatility of the Company’s common stock; (iii) the risk free interest rate; (iv) the
estimated likelihood and timing of exercise; and (v) the estimated likelihood and timing of a future financing
arrangement. Increases in the market value of the Company’s common stock and volatility, which have the most
impact on the fair value of the Warrants, would cause the fair value of the Warrants to increase. Because of the
significant unobservable inputs used to calculate fair value, the Warrants are classified as Level 3 measurements.

The Warrants are measured at fair value on a recurring basis. Unrealized gains and losses on items measured at fair
value are recognized in earnings. We incurred a loss of $10,000 and $32,000 for the three and six months ended
January 31, 2014 related to the Warrants primarily as a result of an increase in the market value of the Company’s
common stock. The following table shows changes to the Warrants during the three months ended January 31, 2014
(in thousands):

Fair value measurements using: Level 1 Level 2 Level 3
inputs:  inputs: inputs:
quoted  significant significant
prices in  other unobservable
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active observable inputs

markets  inputs

for

identical

assets
Balance 7/31/13 $ - $ - $ 254
Unrealized loss - - 22
Balance 10/31/13 $ - $ - $ 276
Unrealized loss 10
Balance 1/31/14 $ - $ - $ 286
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion of our results of operations and financial condition should be read together with our

unaudited consolidated financial statements for the three months ended January 31, 2014 and 2013, including the

notes thereto, which appear elsewhere in this quarterly report on Form 10-Q. All amounts are in thousands, except per
share data. This discussion, including, without limitation, the section entitled “Summary of Operating Results”, contains
forward-looking statements regarding future events and our future results that are subject to the safe harbors created

under the Securities Act of 1933 (the “Securities Act”) and the Securities Exchange Act of 1934 (the “Exchange Act”). All
statements other than statements of historical facts are statements that could be deemed to be forward-looking

statements. These statements are based on current expectations, estimates, forecasts, and projections about the markets

in which we operate and the beliefs and assumptions of our management. Words such as “expects,” “anticipates,” “targets,”
“goals,” “projects,” “intends,” “plans,” “believes,” “seeks,” “estimates,” “endeavors,” “strives,” “may,” variations of such wor
similar expressions are intended to identify such forward-looking statements. In addition, any statements that refer to
projections of our future financial performance, our anticipated growth and trends in our businesses, and other
characterizations of future events or circumstances are forward-looking statements. Readers are cautioned that these
forward-looking statements are only predictions and are subject to risks, uncertainties, and assumptions that are

difficult to predict, estimate, or verify, including those identified in Part I, Item 1A of our annual report on Form 10-K

for the year ended July 31, 2013, and elsewhere herein. Therefore, actual results may differ materially and adversely

from those expressed in any forward-looking statements. We undertake no obligation to revise or update any
forward-looking statements for any reason.

LR T3

LR T3 99 ¢ 99 ¢ LR INT3 LT3 EEINT3

Overview

ARI Network Services, Inc. creates award-winning software as a service (“SaaS”’) and data as a service (“DaaS”) solutions
that help equipment manufacturers, distributors and dealers in selected vertical markets Sell More Stuff!TM — online

and in-store. We remove the complexity of selling and servicing parts, garments and accessories (“PG&A”) for our
customers in the outdoor power equipment (“OPE”), powersports, automotive tire and wheel (“ATW”), durable medical
equipment (“DME”), marine, recreational vehicle (“RV”’) and white goods industries. Our innovative products are
powered by a proprietary library of enriched original equipment and aftermarket content that spans more than 469,000
models from over 1,400 manufacturers. Our customers include nearly all of the largest manufacturers and distributors

in each of the vertical markets we serve, and we estimate that more than 22,000 equipment dealers, 195 distributors

and 140 manufacturers worldwide leverage our web or eCatalog platforms to Sell More Stuff! TM.

Our Solutions

Our SaaS and DaaS solutions include: (i) eCommerce-enabled websites, which provide a web presence for dealers and
serve as a platform for driving leads and eCommerce sales; (ii) eCatalogs, which drive sales of inventory and PG&A
both online and within the dealership; and (iii) lead management software designed to increase sales for dealers
through more efficient management and improved closure of leads. Our solutions also improve our customers’ overall
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customer satisfaction through a highly efficient and accurate data lookup experience at the parts counter and a quicker
response time to online inquiries, both of which serve to significantly improve a customer’s overall experience with the
dealer.

Our SaaS and DaaS solutions are sold through our internal sales force and are composed primarily of recurring license
and eCatalog subscriptions. Customers typically sign annual, auto-renewing contracts. Today, more than 90% of our
revenues are recurring.

In addition to our award-winning SaaS and DaaS solutions, ARI offers a suite of complementary products and
services designed to supplement our three primary offerings in order to help our customers Sell More Stuff!

Web Platform Solutions

Our eCommerce-enabled websites provide consumers with information about a dealership and its product lines and
allow consumers to obtain information on whole goods and purchase PG&A through the dealers’ website 24 hours a
day, 7 days a week. Our website solutions are tailored to each of the vertical markets we serve and tightly integrated
with our electronic library of inventory and PG&A content. We also offer a mobile solution that allows dealers’
websites to be fully functional on smart mobile phones.

Websites are sold through our inside sales teams, which are aligned by vertical market. The sales process will
typically include a live demo of the site and may even include a free trial period (we refer to these as “test drives”). We
typically charge a nominal,
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one-time set-up fee to develop a new dealer website, monthly recurring subscription fees and variable transaction
fees. Our websites are typically sold under one year, renewable contracts with monthly payment terms. We currently
host and maintain more than 5,500 websites for dealers in all of our vertical markets. Websites have become ARI’s
largest source of revenue and accounted for 51% of total revenue during the first half of fiscal 2014.

eCatalog Platform Solutions

Our eCatalog solutions, which encompass our PartSmart®, PartSmart Web™ and PartStream™ products, leverage our
industry-leading library of electronic whole goods and PG&A content to allow distributors and dealers to view and
interact with this information to efficiently support the sales and service of equipment. We believe that our eCatalog
solution is the fastest and most efficient in the market, as it allows multi-line dealers to quickly access data for any of
the brands serviced from within the same software, allowing the dealer’s parts and service operations to more quickly
identify, locate and sell products and services to their customers. Our eCatalog solutions include:

PartSmart®, our CD-based electronic parts catalog, is used by dealers worldwide in the OPE, powersports, marine,
appliance and agricultural equipment industries to increase productivity by significantly reducing parts lookup

time. Our PartSmart® software allows multi-line dealers to look up parts and service information for all manufacturer
product lines that the dealer carries, and integrates with more than 90 of the leading dealer business management
systems.

PartSmart Web™, a SaaS solution, is used by distributors and manufacturers to provide their dealers with access to parts
and pricing information via the Internet.

PartStream™, a SaaS solution, is a modular, consumer-focused illustrated parts lookup application that integrates with
existing dealer and distributor websites and shopping carts and allows consumers to quickly identify the desired part,
add the part to their electronic shopping cart and check out. It leverages ARI’s parts content, delivering it to
PartStream™ users on demand from ARI servers.

AccessorySmartTM, a SaaS solution, is the only aftermarket PG&A lookup product of its kind, providing access to
more than 500,000 SKUs from more than 1,400 powersports aftermarket manufacturers. AccessorySmart provides
parts and service counter personnel a one-stop resource to look up products, cost and availability for all of the leading
aftermarket PG&A distributors. AccessorySmart significantly decreases the time it takes to look up PG&A
information and availability, allowing dealers to service and sell more stuff to customers on a given day. This product
is powered by the fitment data we acquired with the assets of Ready2Ride, Inc. (“Ready2Ride”) in August 2012.
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We derived approximately 44% of our revenues from our eCatalog solutions during the six months ended January 31,
2014. Our eCatalog products are sold through our dedicated internal sales team, and fees charged include a recurring
license fee, subscription fees for subscribed catalogs, and in some cases, page view fees.

Lead Management Product

Our award-winning SaaS solution, Footsteps™, is designed to efficiently manage and nurture generated leads, increasing
conversion rates and ultimately revenues for our customers. Footsteps™ connects equipment manufacturers with their
dealer channel through lead consolidation and distribution, and allows the dealers to handle leads more efficiently and
professionally through marketing automation and business management system integration. The product is used as a
complete database of customers and prospects, and manages the dealer-to-customer relationship, from generating

email campaigns and automated responses, to providing sales teams with a daily follow-up calendar and reminder
notices. We derived approximately 3% of our revenues from Footsteps™ in the first half of fiscal 2014.

Other Solutions

We also offer a suite of complementary solutions, which include search engine marketing, software and website
customization services and website hosting. On a combined basis, these other services accounted for approximately
2% of revenue during the six months ended January 31, 2014.
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Our Growth Strategy

ART’s goal is to become the leading provider of SaaS and DaaS solutions that help our customers, in selected vertical
markets, efficiently and effectively sell and service more whole goods and PG&A — in other words, to Sell More
Stuff! Our goal is to grow revenues at a double-digit rate and to grow earnings faster than revenues through
scalability. We will provide our solutions to dealers, distributors, manufacturers, service providers, and consumers in
vertical markets where the finished goods are complex equipment requiring service and are primarily sold and
serviced through an independent dealer channel. We believe this strategy will drive increased value to our
shareholders, employees, and customers.

We also believe the execution of the following strategic pillars will enable us to achieve the growth and profitability
needed to drive long-term sustainable value for our shareholders. These strategic foundations are primarily centered
on enhancing the value proposition to our customers, which will lead to additional revenues through pricing actions,
product and feature upsells, and reduced customer churn rates, and expansion by leveraging our core competencies in
new markets where appropriate. Each of these strategic pillars is a long-term foundation for growth; within each one
we have established near-term goals, as discussed below.

Drive organic growth through innovative new solutions, differentiated content, entering new markets and expanding
geographically

As a subscription-based, recurring revenue (“RR”) business, the most important drivers of future growth are increasing
the level of our RR and reducing the rate of our customer churn. We define RR as revenue from products and services
which are subscription-based and renewable, including license fees, maintenance fees, catalog subscription fees and
hosting fees, and we define churn as the percentage of RR that does not renew. During the six months ended January
31, 2014, our RR increased 34.5% over the same period last year and the percentage of our total revenues that were
RR increased to 94.7% from 85.5% in fiscal 2013.

- Develop and deploy innovative new solutions. We have resources assigned to each of our core products that
continue to research and develop new value-added features and functionality for our existing. The introduction of
new solutions, upgrades to existing products, and new feature sets are all designed to grow our average revenue per
dealer (“ARPD”), an important measure for a subscription-based business, and the increase in our customer base
serves to quickly compound the benefits of an increased ARPD.

In the second quarter of fiscal 2014, we completed a number of new enhancements to our services, including the
following:

o Web Platform — During the quarter we made several enhancements to our Endeavor website solution, including new
application programming interfaces (‘“APIs”) that enable our customers to update information via external applications
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such as smartphones; value-added consumer usage and feedback analytics capability; expanded integration with
ADP, the leading business management system in PowerSports; and a new administration panel with improved site
performance metrics and various new content management tools.

eCatalog — During the quarter we launched a new version of PartSmart Web, which includes enhanced security
encryption, error detection and expanded web browsing capabilities. We completed the development of additional
electronic marketing capabilities and integration with two new dealer management systems in our AccessorySmart
service, as well as consumer usage and feedback analytics capability. We also released several updates to our
eCatalog suite of products which include: new search functionality using manufacturer serial numbers, allowing
consumers to uniquely identify the exact part needed for a specific model; expanded integration with several new
manufacturer parts catalogs; and a new automatic parts diagram hot-spotting tool with optical character recognition
technology.

- Differentiate our content. We believe we have the largest library of whole goods and PG&A content in the vertical
markets we serve. However, simply offering the largest content library in the markets we serve is not sufficient to
drive the long-term revenue growth we desire. We strive to deliver more value to our customers through
enrichment of our content. Content enrichment can take several forms, including the incorporation of user reviews
and feedback into our existing content, further enhancing content provided to us by our OEM customers, and
creating new forms of content that further our customers’ ability to efficiently service and sell more whole goods and
PG&A. Our content library includes aftermarket fitment data for the powersports industry, which is the only content
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of its type available electronically. We have developed consumer analytic tools to several of our products, offering

value-added feedback to our customers to help them “Sell More Stuff!”

- Enter new markets. ARI currently maintains a significant share of the OPE and white goods markets. Accordingly,
we anticipate low single-digit growth in these markets. The acquisition of 50 Below more than doubled our website
business, providing ARI entrance into two new potentially high-growth markets — ATW and DME, and catapulting
the Company into one of the leaders in the powersports industry. As we continue to increase our share in our current
markets, leveraging our technology in new and underserved markets will be important to maintaining substantial
organic growth rates. ARI currently has more than 2,000 dealer websites in the ATW market. We estimate that the
total market approximates 18,000 dealers and further, the broader automotive aftermarket comprises nearly 80,000
dealers, more than all of our other markets combined. We intend to continue to invest heavily in this market,
including seeking opportunities to leverage our products and services in the broader automotive aftermarket. 50
Below was one of the first website providers to service the DME. We estimate that this market comprises nearly
25,000 dealers, and believe the market to be in its infancy with respect to eCommerce. We recently invested in
dedicated resources designed to expedite our growth in this market.

Ready2Ride was the first to market with electronic aftermarket fitment data for the power sports industry. We
estimate that the availability of this data almost doubles the size of our addressable market in the powersports
industry. In February 2013, we launched our new AccessorySmartTM product. AccessorySmart is the only
aftermarket PG&A lookup solution of its kind, providing access to more than 500,000 SKUs from more than 1,400
aftermarket manufacturers. AccessorySmart provides parts and service counter personnel a one-stop resource to look
up products, cost and availability for all of the leading aftermarket PG&A distributors. AccessorySmart significantly
decreases the time it takes to look up PG&A information and availability, allowing dealers to service and sell more
customers on a given day. We plan to leverage our aftermarket publishing experience and product capabilities in our
other vertical markets where the market will support it.

- Expand geographically. Although we maintain relationships with dealers throughout the world, we have very low
penetration into international markets. Growing our international business will require us to secure and publish
electronic content from OEMs outside the U.S. and make changes to our existing products that will allow us to
rapidly deploy these products in a scalable and efficient manner and without the need to have “boots on the ground” in
those countries.

To this end we have a business development resource solely dedicated to obtaining new international content and to
date, we have added 10 new catalog content offerings in the international OPE market and begun to establish
relationships with OEMs in China and Europe. Also, we have upgraded our product roadmaps to allow us to rapidly
deploy our products in these markets as discussed above.

Nurture and retain existing customers through world-class customer service and value-added product feature updates

In order to achieve sustained double-digit organic growth, we not only need to execute the new growth strategies
described above, we must also retain our existing customers. In a SaaS business, the cost to retain an existing
customer is much less than the cost to acquire a new customer. Accordingly, customer churn is one of the most
important metrics we track and manage. We experienced marked improvements in our churn rates the past several
years as a result of strategic actions taken by the Company, all of which are designed to enhance the “stickiness” of our
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product within our customers’ operations. We will continue to leverage our relationships with existing customers and
closely monitor and manage the level of customer churn. On a trailing twelve month basis, customer churn increased
from 12.4% in January 2013 to 12.5% in January 2014. We will continue to leverage our relationships with existing
customers and closely monitor and manage the level of customer churn.

Lead the market with open integration to related platforms

One of our strategic advantages is our focus on integrating our solutions with dealer business management systems
(“DMS”) in order to pass key information, including customer and transactional data, between our solutions and the
DMS, saving our customers valuable time and eliminating redundant data entry. We currently have integration
capabilities with over 90 DMSs (we refer to these relationships as “Compass Partners”) and we continue to seek other
strategic alliances that can be integrated with our product and service offerings. We integrated our AccessorySmart
service with two new business management systems in the first quarter of fiscal 2014.
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Successfully execute acquisitions that align with our core strategy

Since 1995 we have had a formal corporate development program aimed at identifying, evaluating and closing
acquisitions that align with our strategy. Since the program’s inception, we have closed twelve acquisitions. A
summary of some of our most recent acquisitions is as follows:

Acquisition Date Strategy
January New website
OC-Net, Inc. 2007 platform

Market-leading
entrance into
white goods
Info Access July 2008 market
Market-leading
entrance into
Channel Blade April marine and RV
Technologies 2009 markets
New lead
management
product,
Footsteps™
First of its kind
aftermarket
Ready2Ride, = August fitment data for
Inc. 2012 the
powersports
industry
A market
50 Below Sales leader in the
& Marketing, November powersports
Inc. 2012 industry
Entrance into
ATW and
(Retail Division) HME industries
New
award-winning
website
platform
A leading
provider of
DUO Web November social media
Solutions 2013 and online
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marketing
services in the
powersports
industry

All of these acquisitions, with the exception of 50 Below and DUO Web Solutions, have been fully integrated into our
operations. We continue to integrate the 50 Below operations into ARI and anticipate that the 50 Below and DUO
Web Solutions operations will be fully integrated into ARI during fiscal 2014.

Summary of Operating Results

We achieved 8.8% total revenue growth in the second quarter of fiscal 2014, and 21.4% total revenue growth year to
date, over the same periods last year. Recurring revenue now constitutes 94.7% of our total revenue for the six
months ended January 31, 2014, compared to 85.8% for the same period last year. Recurring revenue increased 17.1%
for the quarter and 34.5% year to date during fiscal 2014 compared to the same periods last year. The growth in both
total and recurring revenue is largely attributable to revenue from the 50 Below acquisition in November 2012.

Loss from operations decreased 7.1% or $40,000 for the three months ended January 31, 2014, compared to the same
period last year and increased 66.9% or $176,000 for the six months ended January 31, 2014, compared to the same
period last year. Operating expenses increased $732,000 and $2,934,000 for the three and six month periods ended
January 31, 2014, compared to the same periods last year, primarily due to the additional costs of the 50 Below
operation, an increase in our sales and marketing resources and termination benefits incurred in connection with a
workforce reduction in January 2014.

During January 2014, the Company implemented a 14% reduction in workforce as a result of consolidating operations
and other operational efficiencies achieved as we have continued to integrate the 50 Below operation, primarily in the
catalog conversion and website implementation and support areas, thereby eliminating duplicate efforts. The
Company expensed approximately $234,000 in severance and related costs as a result of this workforce reduction.

Net loss was $461,000 and $436,000 for the three and six months ended January 31, 2014, compared to net income of
$4,000 and $117,000 for the same periods last year. The decrease in earnings is primarily due to a non-cash tax gain
of $941,000 recognized in the second quarter of fiscal 2013 related to a reduction in the valuation allowance against
our net operating loss carryforwards.

Cash flows from operations were $55,000 and $29,000 during the three and six months ended January 31, 2014
compared to $868,000 and $1,377,000 during the same periods last year. The decline in cash generation was primarily
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due to costs associated with the integration of the 50 Below operation, the timing of customer receipts and the timing
of vendor payments. We expect cash from operations to improve during the remainder of fiscal 2014 due to the cost
savings from the operational efficiency improvements made in the second quarter of fiscal 2014 and an increase in
cash receipts as a result of RR growth.
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Revenue

The following table summarizes our RR and non-recurring revenue by product (in thousands). Certain
reclassifications were made to amounts previously reported in our financial statements in order to conform to the
current presentation.

Three months ended Six months ended January

January 31 Percent 31 Percent

2014 2013 Change 2014 2013 Change
Recurring revenue
Websites $ 3,973 $ 2,955 345 % $ 8,041 $ 4,213 90.8 %
eCatalog 3,391 3,293 30 % 6,758 6,575 28 %
Lead management 212 211 05 % 424 423 02 %
Other 124 115 83 % 206 262 (21.2)%

Total recurring revenue $ 7,700 $ 6,573 171 % $ 15,429 $ 11,473 345 %

Non-recurring revenue

Lead generation $ 72 $ 276 (73.9% $ 136 $ 583 (76.7) %
Professional services 127 409 (68.9) % 248 856 (71.0) %
Usage fees 129 110 17.1 % 284 285 0.4) %
Other 107 110 2.5 % 198 223 (11.D)%
Total non-recurring revenue $ 435 $ 905 B19% $ 866 $ 1,947 (55.5)%
Total revenues $ 8,135 $ 7,478 88 % $ 16,295 $ 13,420 214 %
Recurring revenue 947 % 879 % 947 % 855 %
Non-recurring revenue 53 % 12.1 % 5.3 % 145 %

100.0 % 100.0 % 100.0 % 100.0 %

Total revenue increased 8.8% or $657,000 and 21.4% or $2,875,000 for the three and six months ended January 31,
2014, compared to the same periods last year. Recurring revenue increased 17.1% or $1,127,000 and 34.5% or
$3,956,000 for the three and six months ended January 31, 2014, compared to the same periods last year. RR
represented 94.7% of total revenues in the first six months of fiscal 2014 versus 85.5% in the first six months of fiscal
2013. We anticipate that RR will continue to increase over the comparable prior year period, for the remainder of
fiscal 2014.

Recurring Revenue
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RR is one of the most important growth drivers of our business. Increasing the percentage of our revenues that are
recurring while at the same time reducing the rate of customer churn enhances our ability to generate profitable
growth. Our subscription-based SaaS and DaaS products generate higher margins than our non-recurring products
and services, and the incremental cost of selling these products to new dealers (we refer to these as new “logos”) is
relatively low. Reducing the rate of our customer churn, which is the percentage of RR that do not renew, helps drive
organic growth as it allows for a greater percentage of our new logos to be incremental to the top line (versus making
up for lost logos) and also increases the base upon which we can apply price increases and sell additional products and
features.

We generate RR from each of our three primary product categories. Web platform products generate RR from
monthly subscription fees. Web platform RR increased 34.5% or $1,018,000 and 90.8% or $3,828,000 for the three
and six months ended January 31, 2014, compared to the same periods last year. Web platform RR represented 52.1%
of total RR in the first half of fiscal 2014 and is our largest source of RR.

The growth in Web platform RR was largely the result of our acquisition of 50 Below in November 2012. Since the
acquisition, we have integrated our sales, support and implementation teams related to our website products. As part
of the 50 Below acquisition, the Company assumed a significant recurring revenue service obligation and has had a
high success rate in renewing those contracts. We anticipate that our web platforms will continue to be the Company’s
largest source of growth, much of this growth coming in the ATW and HME markets, both of which are new to ARI.

Our eCatalog products generate RR from software license and renewal fees, catalog subscriptions, and software
maintenance and support fees. eCatalog RR increased 3.0% or $98,000 and 2.8% or $183,000 for the three and six
months ended January 31, 2014, compared to the same periods in fiscal 2013. eCatalog is now our second largest
source of RR, representing 43.8% of total RR for the six months ended January 31, 2014.
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eCatalog revenues have historically had the Company’s lowest revenue growth rates, primarily attributable to ARI’s
already strong market position. We have seen eCatalog growth rates begin to increase since our new AccessorySmart
product was introduced to the market and expect this growth to accelerate in the second half of fiscal

2014. AccessorySmart is a fitment-powered aftermarket PG&A lookup solution and is a first-of-its-kind in the
powersports industry. The product won a “Nifty 50 Award” from Powersports Business, a leading industry trade
publication, at the powersports industry’s largest trade show in February 2014.

Lead management RR is generated from subscription fees for the use of our Footsteps™ products. Lead management
RR was $212,000 and $424,000 for the three and six months ended January 31, 2014, which was relatively consistent
with the same periods in fiscal 2013. The Company is currently reviewing various options with respect to the
Footsteps™ product, including the possibility of including the core functionality of the product within our web platforms
and expects this product to continue to be instrumental in our goal of helping our customers Sell More Stuff!TM.

Non-recurring Revenues

Non-recurring revenues are generated from the Company’s SearchEngineSmart™ lead generation service, professional
services related to software customization and data conversion, usage fees charged on our RR products, and other
complementary products and services. Total non-recurring revenues were $435,000 for the three months ended
January 31, 2014, versus $905,000 for the same period in fiscal 2013, a decline of 51.9% and $866,000 for the six
months ended January 31, 2014, versus $1,947,000 for the same period last year, a decline of 55.5%. As a percentage
of total revenues, non-recurring revenues were 5.3% in the first half of fiscal 2014, versus 14.5% for the same period
in fiscal 2013. Our goal is to maintain non-recurring revenues of less than 10% of total revenues, as the margins on
these revenues tend to be lower than our RR products. Furthermore, these revenues must be resold each year. We
expect non-recurring revenues to be less than 10% of total revenues for the remainder of fiscal 2014.

The fiscal 2014 decline in non-recurring revenues was primarily driven by a change in business model for our lead
generation service. The largest cost associated with this service is the purchase of ad words from Internet search
providers such as Google. Historically, the revenues recognized on this service included the cost associated with the
ad word spend. These costs were then “passed through” directly to the Internet search provider. Under this model,
GAAP requires these costs to be recognized as both a revenue and a cost of sale. Not only did this treatment have the
impact of reducing gross margins as a percentage of revenue, but also provided negative float to ARI as the ad word
costs were at times paid to the Internet search provider prior to receiving the funds from the customer.

During the latter part of fiscal 2013, we made a change to this business model whereby the customer is now
responsible for paying the cost of the ad words directly to the Internet search provider. ARI now simply charges the
customer a fee for the service provided. This change had the impact of reducing GAAP revenues associated with this
service, as discussed above. However, the change had little or no net impact on the gross profit or net cash receipts
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associated with the service.

Non-recurring revenues from our professional services business declined 68.9% or $282,000 and 71.0% or

$608,000 during the three and six months ended January 31, 2014, compared to the same periods in fiscal 2013. This

decline is due to our goal of focusing on RR, which generates higher gross profits. Revenues from non-recurring
professional services will fluctuate from period to period based on the timing of custom projects.

Pro forma Revenue

The following unaudited pro forma revenue information for the three and six months ended January 31, 2013 reflects
the historical results of operations of both companies, with pro forma adjustments as if the acquisition had occurred on
August 1, 2012. The unaudited pro forma financial information presented is for information purposes only and does

not purport to represent what the Company's and 50 Below's revenue would have been had the acquisition in fact
occurred on such date or at the beginning of the period indicated, nor any future date or period.

Three months

ended January 31  Percent

2014 2013 Change
Recurring revenue $ 7700 $ 7374 44 %
Non-recurring revenue  $ 435 $ 905  (51.9)%
Total pro forma revenue $ 8,135 $ 8,279 (1.7) %
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Six months ended

January 31 Percent
2014 2013 Change
$ 15429 $ 14,675 5.1 %
$ 866 $ 1,947  (55.5)%
$ 16,295 $ 16,622 (2.0) %
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50 Below revenues are all classified as recurring revenue. Pro forma recurring revenue grew 4.4% or $326,000 and

5.1% or $754,000 for the three and six months ended January 31, 2014, compared to the same periods last

year. Non-recurring revenue decreased 51.9% or $470,000 and 55.5% or $1,081,000 for the three and six months
ended January 31, 2014, compared to the same periods in fiscal 2013, primarily due to the change in our lead
generation business model described above. Management expects recurring revenue to continue to increase over the
previous year pro forma recurring revenue for the remainder of fiscal 2014.

Cost of Revenue and Gross Margin

We classify as cost of revenue those costs directly attributable to the provision of services. These costs include (i)
software amortization, which represents the periodic amortization of costs for internally developed or purchased
software sold to customers; (ii) direct labor for the provision of catalog production, product implementations and
professional services revenue; and (iii) other direct costs, which represent amounts paid to third party vendors for data
royalties, as well as data conversion and replication fees directly attributable to the services we provide our customers.

The table below breaks out cost of revenue into each of these three categories (in thousands):

Three months ended January 31

% of

2014 Revenue 2013

Net revenues $ 8,135
Cost of revenues:
Amortization of capitalized

software costs 519 64 %
Direct labor 605 74 %
Other direct costs 562 69 %
Total cost of revenues 1,686 20.7 %
Gross profit $ 6,449 793 %

$ 7,478

464
566
691
1,721
$ 5,757

% of

Six months ended January 31

Revenue 2014

62 %
7.6 %
92 %
23.0 %
77.0 %

$ 16,295

962
1,249
1,035
3,246
$ 13,049

% of

Revenue 2013

59 %
77 %
64 %
199 %
80.1 %

$ 13,420

860
1,014
1,255
3,129
$ 10,291

% of
Revenue

64 %
7.6 %
94 %
233 %
76.7 %

Gross profit was $6,449,000 or 79.3% of revenue for the three months ended January 31, 2014, compared to

$5,757,000 or 77.0% of revenue for the same period last year and $13,049,000 or 80.1% of revenue for the six months
ended January 31, 2014, compared to $10,291,000 or 76.7% of revenue for the same period last year. The increase in
gross profit margin was primarily attributed to our strategy to focus on recurring SaaS and DaaS services, which have
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a much higher gross margin than our non-recurring services. In conjunction with this, we made a change to our lead
generation service business model, eliminating the pass-through cost of purchased ad words from the search engine
providers on behalf of our customers. The Company expects fluctuations in gross margin from quarter to quarter and
year over year based on the mix of products sold.

Operating Expenses

We categorize net operating expenses as follows:

- Sales and marketing expenses consist primarily of personnel and related costs, including commissions for our sales
and marketing employees, and the cost of marketing programs and trade show attendance;

- Customer operations and support expenses are composed of our customer hosting operations, software maintenance
agreements for our core network, and personnel and related costs for operations and support employees;

- Software development and technical support expenses are composed primarily of personnel and related costs; we
capitalize certain of these costs in accordance with GAAP, which is discussed below, while the remaining costs are
primarily related to technical support and research and development;

- General and administrative expenses primarily consist of personnel and related costs for executive, finance, human
resources and administrative personnel, legal and other professional fees and other corporate expenses and overhead;
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Depreciation and amortization expenses consist of depreciation on fixed assets, which are composed
of leasehold improvements and information technology assets, and the amortization of
acquisition-related intangible assets. Costs associated with the amortization of software products are a
component of cost of revenue; and
- We allocate certain shared costs among the various net operating expense classifications. Allocated costs include
facilities, insurance, and telecommunications. These costs are generally allocated based on headcount, unless
circumstances dictate otherwise. Note that all public company costs, including legal and accounting fees, investor
relations costs, board fees and directors and officers liability insurance, remain in general and administrative.

The following table summarizes our unaudited operating expenses by expense category (in thousands). Certain
reclassifications were made to amounts previously reported in our financial statements in order to conform to the
current presentation related to certain shared corporate overhead expenses which were reclassified between sales and
marketing, customer operations and support, software development and technical support and general and
administrative expenses.

Three months ended January 31

Percent Percent
of of Percent
2014 Revenue 2013 Revenue Change
Sales and marketing $2442 300 % $ 1913 256 % 27.6 %
Customer operations and support 1,780 219 % 1,515 203 % 175 %
Software development and technical support 781 96 % 710 95 % 10.0 %
General and administrative 1,713  21.1 % 1,846 247 % (71.2)%
Depreciation and amortization (1) 339 42 % 339 45 % - %D
Net operating expenses $ 7055 867 % $6323 846 % 11.6 %

Six months ended January 31

Percent Percent

of of Percent
%

2014 Revenue 2013 Revenue Change
Sales and marketing $489 301 % $3,135 234 % 563 %
Customer operations and support 3391 20.8 % 2,561 19.1 % 324 %
Software development and technical support 1,337 82 % 1,323 99 % 11 %
General and administrative 3,201 19.6 % 2917 217 % 98 %
Depreciation and amortization (1) 660 41 % 619 46 % 66 %
Net operating expenses $ 13488 828 % $ 10,554 78.6 % 27.8 %

(1) Exclusive of amortization of software products of $518, $464, $962 and $860 for the three and six months ended
January 31, 2014 and 2013, respectively, which are included in cost of revenue.

Net operating expenses increased 11.6% or $732,000 and 27.8% or $2,934,000 for the three and six months ended
January 31, 2014, compared to the same periods last year. The increase in net operating expenses was largely due to
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the costs necessary to operate the 50 Below business, primarily in the sales and marketing and general and
administrative categories. During January 2014, the Company implemented a 14% reduction in workforce as a result
of consolidating operations and other operational efficiencies achieved as we have continued to integrate the 50 Below
operation, primarily in the catalog conversion and website implementation and support areas, thereby eliminating
duplicate efforts. The Company expensed approximately $234,000 in severance and related costs as a result of this
workforce reduction. Management expects net operating expenses to decline, as a percentage of total revenues, over
time as we leverage the growth of our core RR products, for which the incremental costs related to these products
decrease for every dollar of new revenue and we realize the cost savings related to the operating efficiencies deployed
in January 2014.

Sales and Marketing

Sales and marketing expense increased 27.6% or $529,000 and 56.3% or $1,764,000 for the three and six months
ended January 31, 2014, compared to the same periods last year. Sales and marketing expense as a percentage of
revenue increased from 23.4% of revenue for the first half of fiscal 2013 to 30.1% for the same period in fiscal
2014. The Company has focused its resources in the sales and marketing area designed to drive revenue growth,
including: the hire of a Vice President of Marketing; increasing staff in both sales and marketing; and increasing
involvement in trade shows and online publications. Management expects sales and marketing expense as a
percentage of revenue to decrease as the Company recognizes revenue on new sales from the first half of fiscal 2014
and continues to increase new sales for the remainder of fiscal 2014.
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Customer Operations and Support

Customer operations and support expense increased 17.5% or $265,000 and 32.4% or $830,000 for the three and six
months ended January 31, 2014, compared to the same periods last year. Customer operations and support expense as
a percentage of revenue increased from 19.1% of revenue for the first half of fiscal 2013 to 20.8% for the same period
in fiscal 2014. Management expects customer operations and support expenses to decline, as a percentage of total
revenues, over time as we realize the cost savings related to the efficiencies implemented in the catalog conversion
and customer implementation and support areas, while RR continues to grow.

Software Development and Technical Support

Our software development and technical support staff have three essential responsibilities for which the accounting
treatment varies depending upon the work performed: (i) costs associated with internal software development efforts
(after technological feasibility is established) are typically capitalized as software product costs and amortized over
the estimated useful lives of the product; (ii) professional services performed for customers related to software
customization projects are classified as cost of revenue; and (iii) all other activities, including research and
development, are considered operating expenses and included within the software development and technical support
operating expense category.

The table below summarizes our internal software development and technical support (in thousands):

Three months Six months ended

ended January 31 Percent January 31
%

2014 2013 Change 2014 2013 Change

Total software development and

technical support costs $1719 $1,695 14 % $3423 $3,149 87 %
Less: amount capitalized as

software development* (333) 420) (20.7)% (837) 813) 30 %
Less: direct labor classified as

cost of revenues (605) 565 71 % (1,249) (1,013) 233 %
Net software development and technical support

costs classified as operating expenses $781 $710 100 % $ 1337 $1323 1.1 %
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*Does not include outside vendor costs or capitalized interest costs

Total software development and technical support costs increased 1.4% or $24,000 and 8.7% or $274,000 for the three
and six months ended January 31, 2014 versus the same periods last year. The increase was primarily driven by the
development costs associated with our two acquisitions.

During the three and six months ended January 31, 2014, we capitalized $333,000 and $837,000 of software
development labor and overhead, versus $420,000 and $813,000 during the same periods last year. We have devoted
resources to several enhancements of our newly acquired website product, including search engine optimization and
integration with inventory management systems in the ATW and powersports industries and the development of new
APIs that enable our customers to update information via external applications such as smartphones. We have also
completed additional electronic marketing capabilities and integration with two new dealer management systems in
our AccessorySmart service, as well as consumer usage and feedback analytics capability.

We expect fluctuations in the percentage of software development and technical support costs classified as operating
expenses from period to period, based on the mix of research and prototype work versus capitalized software
development and professional services activities.
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Other Income and Expense

The table below summarizes the components of other income and expenses (in thousands):

Three months
ended January  Six months ended

31 January 31

2014 2013 2014 2013
Interest expense $(78) $ (269) $ (148) $ (337)
Loss on change in fair value of stock warrants (10) - (32) -
Gain on change in fair value of earn-out payable - - 26 -
Other, net 7 4 15 8
Total other income (expense) $ 81 $ (265 $ (139) $ (329)

Interest Expense

Interest expense is composed of both interest paid on the Company’s debt financing arrangements and amortization of
non-cash interest charges related to deferred finance costs. Interest expense decreased 71.0% or $191,000 and 56.1%
or $189,000 for the three and six months ended January 31, 2014, compared to the same periods last year. The
decrease in interest expense is a result of the April 2013 restructuring of debt that the Company incurred in November
2012 to finance the 50 Below acquisition.

Loss on Change in Fair Value of Stock Warrants

In March 2013, we executed a private placement with certain institutional and accredited investors. As part of the
transaction, the Company issued warrants to purchase an aggregate of 1,130,667 shares of common stock at an
exercise price of $2.00 per share. The warrants contain a down-round protection feature which reduces the strike price
of the warrants from $2.00 to $1.50 if there is a private placement for less than the $2.00 strike price. This feature
resulted in the warrants being treated as a derivative instrument. Accordingly, the warrants are recorded as a liability
on the balance sheet at fair market value and changes in the fair market value are recorded to gain or loss on change in
fair market value of stock warrants on the statement of operations.

During the three and six months ended January 31, 2014, we incurred non-cash losses of $10,000 and $32,000 related
to the warrants, primarily as a result of an increase in the market value of the Company’s common stock. We have
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214,000 warrants outstanding at January 31, 2014, which will require fair value accounting treatment until the earlier
of their exercise or expiration of the down-round protection feature. Changes in the market price of the Company’s
common stock are likely to have the most significant impact on the fair value of the warrants. The down-round
protection feature expires on June 20, 2014, at which time any remaining balance of warrants outstanding would no
longer have a derivative feature and would be reclassified to equity.

Gain on Change in Fair Value of Earn-out Payable

The Company incurred a liability as part of the consideration for the Ready2Ride acquisition in August 2012,
contingent on future revenues earned related to the acquired business. On October 22, 2013, the Company amended
the Purchase Agreement in relation to the earn-out payments resulting in three fixed payments of $125,000 and an
aggregate of 40,000 shares of common stock. During the six months ended January 31, 2014, we recorded a gain on
change in fair value of earn-out payable of $26,000, or $0.00 per basic and diluted common related to this
amendment.

Acquisitions

On November 28, 2012, the Company, through a wholly-owned subsidiary, completed the acquisition of the assets of
the Retail Services Division of Fifty Below Sales & Marketing, Inc., a leading provider of eCommerce websites in the
powersports, ATW and HME industries for a purchase price of $5,000,000 and the assumption of contracts having
deferred revenue originally valued in the amount of $4,601,000. The Company funded $1,500,000 of the purchase
price through a combination of the Company’s operating cash flows and availability under its existing credit
facilities. The balance of the purchase price was funded through a term note with a significant shareholder.

On August 17, 2012, the Company acquired substantially all of the assets of Ready2Ride, Incorporated (“Ready2Ride”)
pursuant to the terms of an Asset Purchase Agreement dated August 17, 2012. Ready2Ride marketed aftermarket
fitment data to the
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powersports industry, which furthers ARI’s differentiated content strategy and expands ARI’s product offerings into
aftermarket PG&A. Consideration for the acquisition included $500,000 in cash, 100,000 shares of the Company’s
common stock and assumed liabilities totaling approximately $419,000 and contingent liabilities with an estimated
fair market value of approximately $600,000.

On November 5, 2013, the Company acquired the assets of DUO Web Solutions, a leading provider of social media
and online marketing services for the powersports industry. The transaction is not considered material to the financial
statements.

Income Taxes

The Company has net deferred tax assets of $6,533,000, primarily consisting of net operating loss carryforwards
(“NOLs”) and book to tax temporary differences. Income tax expense is provided for at the applicable statutory tax rate
applied to current U.S. income before taxes, plus or minus any adjustments to the deferred tax assets and to the
estimated valuation allowance against deferred tax assets. Income tax expense, if any, does not represent a significant
current cash obligation, as we continue to have NOLSs to offset substantially all of the taxable income.

We had an income tax benefit of $226,000 and $142,000 during the three and six months ended January 31, 2014,
compared to $835,000 and $709,000 during the same periods last year. We recorded a tax benefit related to a change
in estimate of the valuation allowance against future NOLs of $32,000 for the three and six months ended January 31,
2014 and $941,000 for the three and six months ended January 31, 2013, because of an expected increase in future
taxable income. We paid income taxes of $70,000 and $29,000 for the six month periods ended January 31, 2014 and
2013, respectively, primarily related to statutory alternative minimum taxes. Income tax expense may vary from
period to period as we continue to evaluate the valuation allowance against net deferred tax assets on a semi-annual
basis.

Liquidity and Capital Resources

The following table sets forth certain cash flow information derived from our unaudited financial statements (in
thousands):
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Three months Six months ended

ended January 31  January 31

2014 2013 2014 2013
Net cash provided by operating activities $ 53 $ 868 $ 27 $ 1,377

Net cash used in investing activities 997) (1,103) (1,949 (3,629)
Net cash provided by financing activities 408 172 312 1,104
Effect of foreign currency exchange rate

changes on cash 4 (8) 4 (12)
Net change in cash $ (540) $ (71) $ (1,614) $ (1,160)
Cash at end of period $ 581 $ 190 $ 581 $ 190

We utilized $540,000 and $1,614,000 of cash during the three and six months ended January 31, 2014, compared to
$71,000 and $1,160,000 during the same periods in fiscal 2013. Net cash provided by operating activities was
$53,000 and $27,000 during the three and six months ended January 31, 2014, respectively, compared to $868,000
and $1,377,000 during the same periods last year. The decline in cash generation was primarily due to costs and
assumed liabilities associated with the integration of the 50 Below operation, the timing of customer receipts and the
timing of vendor payments. We expect cash from operations to improve during the remainder of fiscal 2014 due to
the cost savings from the operational efficiency improvements made in the second quarter of fiscal 2014, the
completion of assumed non-cash service obligations related to the 50 Below acquisition and an increase in cash
receipts as a result of growth in RR.

Cash used in investing activities decreased $104,000 and $1,678,000 during the three and six months ended January
31, 2014, compared to the same periods last year. The year to date decrease in investing was primarily due to the
$1,798,000 investment in the acquisitions of Ready2Ride and 50 Below in the first quarter of fiscal 2013. We
invested $1,013,000 in capitalized software development costs, acquired $523,000 worth of technology equipment and
leasehold improvements and invested $200,000 for the DUO acquisition during the first half of fiscal 2014. We will
continue to invest cash in the business to further our growth strategies previously discussed.

Cash provided by financing activities was $408,000 and $312,000 for the three and six months ended January 31,
2014, as the Company borrowed $400,000 on its line of credit to partially fund its investments. Cash provided by
financing activities was $172,000 and $1,104,000 for the three and six months ended January 31, 2013 as the
Company borrowed an additional $1,500,000 of debt from Fifth Third, under its previous credit facilities, to fund its
acquisitions of Ready2Ride and 50 Below.
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Management believes that current cash balances and its ability to generate cash from operations, as well as the
existing availability under our line of credit are sufficient to fund our needs over the next 12 months, although
additional financing may be necessary if the Company were to complete a material acquisition or to make a large

investment in its business.

Debt

Silicon Valley Bank

On April 26, 2013, the Company entered into a Loan and Security Agreement (the “Agreement”) with Silicon Valley
Bank (“SVB”), pursuant to which SVB extended to the Company credit facilities consisting of a $3,000,000 revolving

credit facility with a maturity date of April 26, 2015 and a $4,500,000 term loan with a maturity date of April 26,
2018. The Agreement replaced the Company’s Loan and Security Agreement with Fifth Third Bank, which is

described below.

The term loan and any loans made under the SVB revolving credit facility accrue interest at a per annum rate equal to
one or more of the following as may be selected by the Company: (a) the one, two or three-month LIBOR Rate (as
defined in the Agreement, subject to a floor of 1.00%), plus the Applicable Margin for LIBOR Loans set forth in the
chart below, determined based on the most recent senior leverage ratio, which is defined as total senior indebtedness
to earnings before interest, taxes, depreciation and amortization (“EBITDA”), calculated by SVB on a quarterly basis
(the “Senior Leverage Ratio”); or (b) the Prime rate plus the Applicable Margin for Prime Rate Loans set forth in the

chart below determined based on the Senior Leverage Ratio (effective rate of 3.75% at January 31, 2014).

Senior Leverage

Ratio

>=1.75t0 1.0:

> 1.25 to 1.00 but <1.75 to 1.00:

<=1.25to0 1.00:

Applicable Applicable

Margin

for Libor
Loans

325 %
3.00 %
275 %

Margin
for Prime
Rate
Loans

1.00 %
075 %
0.50 %
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Principal in respect of any loans made under the revolving facility is required to be paid in its entirety on or before
April 26, 2015. Principal in respect of the term loan is required to be paid in quarterly installments on the first day of
each fiscal quarter of the Company as follows: $112,500 commencing on August 1, 2013 through May 1, 2014;
$168,750 commencing on August 1, 2014 through May 1, 2015; and $281,250 commencing on August 1, 2015
through February 1, 2018. All remaining principal in respect of the term loan is due and payable on April 26,

2018. The Company is permitted to prepay all of, but not less than all of, the outstanding principal amount of the term
loan upon certain notice to SVB and, in certain circumstances, the payment of a prepayment penalty of up to $90,000.

The Agreement contains covenants that restrict, among other things and subject to certain conditions, the ability of the
Company to permit a change of control, incur debt, create liens on its assets, make certain investments, enter into
merger or acquisition transactions and make distributions to its shareholders. Financial covenants include the
maintenance of a minimum Senior Leverage Ratio equal to or less than 2.00 to 1.00, and the maintenance of a Fixed
Charge Coverage Ratio (as defined in the Agreement) equal to or greater than 1.25 to 1.00. The Agreement also
contains customary events of default that, if triggered, could result in an acceleration of the Company’s obligations
under the Agreement. The loans are secured by a first priority security interest in substantially all assets of the
Company. The Company was in compliance with its debt covenants at January 31, 2014.

Off-Balance Sheet Arrangements

The Company has no significant off-balance sheet arrangements that have or are reasonably likely to have a current or
future effect on its financial condition, revenue or expenses, results of operations, liquidity, capital expenditures or
capital resources.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk

Not Applicable.

Item 4. Controls and Procedures

The Company has established disclosure controls and procedures to ensure that material information relating to it,
including its consolidated subsidiaries, is made known on a timely basis to the officers who certify our financial
reports and to other members of senior management and the Board of Directors.

The Company’s management, with the participation of our Chief Executive Officer and Chief Financial Officer, has
evaluated the effectiveness of our disclosure controls and procedures (as such term is defined in Rules 13a-15(e) and
15d-15(e) under the Exchange Act) as of the end of the period covered by this report. Based on such evaluation, our
Chief Executive Officer and Chief Financial Officer have concluded that, as of such date, the Company’s disclosure
controls and procedures are effective (1) in recording, processing, summarizing and reporting, on a timely basis,
information required to be disclosed by the Company in the reports that it files or submits under the Exchange Act and
(2) to ensure that information required to be disclosed in the reports it files or submits under the Exchange Act is
accumulated and communicated to its management, including the Chief Executive Officer and Chief Financial
Officer, to allow timely decisions regarding required disclosure.

There have not been any changes in our internal control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) that occurred during the quarter ended January 31, 2014 that have materially affected, or are
reasonably likely to materially affect the Company’s internal control over financial reporting.

PART II - OTHER INFORMATION

Item 1. Legal Proceedings

From time to time, the Company may be involved in litigation relating to claims arising out of its operations in the
usual course of business. No material legal proceedings to which the Company is a party arose during the three
months ended January 31, 2014.
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Item 1A. Risk Factors

The Company’s risks and uncertainties are described in Part I, Item 1A of the Company’s annual report on Form 10-K
for the fiscal year ended July 31, 2013. There have been no significant changes to the risks described in our Form
10-K.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

On August 17, 2012, the Company acquired substantially all of the assets of Ready2Ride pursuant to an Asset
Purchase Agreement dated August 17, 2012 by and among Ready2Ride, Jamie Amy-Longacre and Ronald L.
Longacre, Jr. Consideration for the acquisition included, among other things, a contingent earn-out payment. On
October 22, 2013, the Company and the seller amended the earn-out provisions of the Asset Purchase Agreement as
follows: (i) the first earn-out payment was composed of $125,000 paid in October 2013 and 10,000 shares of common
stock issued in November 2013; (ii) the second earn-out payment is to be composed of $125,000 and 15,000 shares of
common stock payable in September 2014; and (iii) the third earn-out payment is to be composed

of $125,000 and 15,000 shares of common stock payable in September 2015. On November 7, 2013, the Company
issued 10,000 shares of common stock to the sellers pursuant to the amended earn-out provisions. The Company
believes that this transaction was exempt from registration requirements pursuant to Section 4(a)(2) of the Securities
Act. The recipient of the shares represented, in the Asset Purchase Agreement, its intention to acquire the securities
for investment only and not with a view toward their distribution, and appropriate legends were affixed to the share
certificates.

On November 1, 2013, the Company agreed to issue 40,000 shares of common stock to McGaw Group, LLC (“McGaw
Group”) (d/b/a DUO Web Solutions) as a portion of the consideration paid by the Company in connection with the
Company’s acquisition of certain assets of McGaw Group pursuant to an Asset Purchase Agreement dated

November 1, 2013 by and among the Company, McGaw Group, and Heather Blessington, the sole member of McGaw
Group. The Company believes that this transaction was exempt from registration requirements pursuant to Section
4(a)(2) of the Securities Act. The recipient of the shares represented its intention to acquire the securities for
investment only and not with a view toward their distribution, and appropriate legends were affixed to the share
certificates.
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Item 3. Defaults upon Senior Securities

None.

Item 4. Mine Safety Disclosures

Not applicable.

Item 5. Other Information

Not applicable.

Item 6. Exhibits

10.1Amended and Restated ARI Network Services, Inc. 2010 Equity Incentive Plan incorporated by reference to the
Company’s Current Report on Form 8-K filed on January 8, 2014.

10.2ARI Network Services, Inc. 2000 Employee Stock Purchase Plan, as amended, incorporated by reference to the
Company’s Current Report on Form 8-K filed on January 8, 2014.

31.1 Rule 13a-14(a)/15d-14(a) Certification of Chief Executive Officer.

31.2 Rule 13a-14(a)/15d-14(a) Certification of Chief Financial Officer.

32.1 Section 1350 Certification of Chief Executive Officer.
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32.2 Section 1350 Certification of Chief Financial Officer.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized, on this 17th day of March, 2014.

ARI NETWORK SERVICES, INC.

(Registrant)

By:/s/ Roy W. Olivier_
Roy W. Olivier

President and Chief Executive Officer

By:/s/ William A. Nurthen _
William A. Nurthen

Vice President of Finance and Chief Financial Officer
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Exhibit 31.1

CERTIFICATION

I, Roy W. Olivier, certify that:

N =

I have reviewed this quarterly report on Form 10-Q of ARI Network Services, Inc.;

. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a

material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

. Based on my knowledge, the financial statements, and other financial information included in this report, fairly

present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls

and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

. Designed such internal control over financial reporting, or caused such internal control over financial reporting to

be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our

conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

. Disclosed in this report any change in registrant’s internal control over financial reporting that occurred during the

registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal

control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

. Any fraud, whether or not material, that involves management or other employees who have a significant role in

the registrant’s internal control over financial reporting.

Dated: March 17, 2014

/s/ Roy W. Olivier
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Roy W. Olivier
President and Chief Executive Officer
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Exhibit 31.2

CERTIFICATION

I, William A. Nurthen, certify that:

6.
7.

I have reviewed this quarterly report on Form 10-Q of ARI Network Services, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

. Based on my knowledge, the financial statements, and other financial information included in this report, fairly

present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls

and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

. Designed such internal control over financial reporting, or caused such internal control over financial reporting to

be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our

conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

. Disclosed in this report any change in registrant’s internal control over financial reporting that occurred during the

registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

10. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal

control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):
All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

. Any fraud, whether or not material, that involves management or other employees who have a significant role in

the registrant’s internal control over financial reporting.

Dated: March 17, 2014

/s/ William A. Nurthen
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William A. Nurthen
Vice President of Finance and Chief Financial Officer
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Exhibit 32.1
CERTIFICATIONS

I, Roy W. Olivier, certify that:

1. T have reviewed this quarterly report on Form 10-Q of ARI Network Services, Inc. (the “Company”);
2. Based on my knowledge, this quarterly report fully complies with the requirements of Section 13(a) or 15(d), as

applicable, of the Securities Exchange Act of 1934; and
3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report,
fairly present in all material respects the financial condition, results of operations and cash flows of the Company

as of, and for, the periods presented in this report;
Dated: March 17, 2014
/s/ Roy W. Olivier

Roy W. Olivier
President and Chief Executive Officer
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Exhibit 32.2
CERTIFICATIONS

I, William A. Nurthen, certify that:

4. Thave reviewed this quarterly report on Form 10-Q of ARI Network Services, Inc. (the “Company”);
5. Based on my knowledge, this quarterly report fully complies with the requirements of Section 13(a) or 15(d), as

applicable, of the Securities Exchange Act of 1934; and
6. Based on my knowledge, the financial statements, and other financial information included in this quarterly report,

fairly present in all material respects the financial condition, results of operations and cash flows of the Company
as of, and for, the periods presented in this report;
Dated: March 17, 2014

/s/ William A. Nurthen

William A. Nurthen
President and Chief Executive Officer
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