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The "Company," "Vertex," "we" and "us," as used in this Annual Report on Form 10-K, refer to Vertex Pharmaceuticals Incorporated,
a Massachusetts corporation, and its subsidiaries.

"Vertex," "UHTSS" and "Beacon" are registered trademarks of Vertex, and "Incel," "GeneBLAzer," "GenomeScreen," "Vivid" and
"PhosphoryLIGHT" aretrademarks of Vertex. "Agenerase" isaregistered trademark of GlaxoSmithKline. "Prozei" is atrademark of
Kissei Pharmaceutical Co., Ltd. Other brands, names and trademarks contained in thisAnnual Report arethe property of their
respective owners.

FORWARD-LOOKING STATEMENTS

Our disclosure in this Annual Report on Form 10-K contains some forward-looking statements. Forward-looking statements give our
current expectations or forecasts of future events. Y ou can identify these statements by thefact that they do not relate strictly to
historical or current facts. Such statements may includewords such as "anticipate,” "estimate," "expect,” "project,” "intend,” "plan,”
"believe" and other wordsand terms of similar meaning in connection with any discussion of future operating or financial
performance. In particular, these statementsinclude, among other things, statementsrelating to:

- our business strategy;

- our predicted development and commercial timelines;

- the selection, development and approval of our products,

- the establishment and development of collaborative partnerships;
- our ability to identify new potential products;

- our ability to achieve commercial acceptance of our products; - our ability to scale up our manufacturing capabilities and facilities;
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- thepotential for the acquisition of new and complementary technologies, resources and products;
- our projected capital expenditures; and
- our liquidity.

Any or al of our forward-looking statementsin this Annua Report may turn out to be wrong. They can be affected by inaccurate
assumptionswe might make or by known or unknown risks and uncertainties. Many factors mentioned in our discussion in this Annual
Report will be important in determining future results. Consequently, no forward-looking statement can be guaranteed. Actual future
results may vary materially. A more detailed reference to our forward-looking statements can be found under "Forward-looking
Statements' in Item 7 of this Annua Report.

We provide a cautionary discussion of risksand uncertainties under "Risk Factors" in Item 1 of this Annual Report. These are factors
that we think could cause our actual results to differ materially from expected results. Other factors besides those listed there could
also adversely affect us.

PART |

ITEM 1. BUSINESS

We are a biotechnology company that seeks to discover, develop and commercialize novel small molecule drugs that address
significant markets with major unmet medical needs, including the treatment of viral diseases, cancer, autoimmune and inflammatory
diseases, and neurological disorders. Our drug design platform integrates advanced biology, chemistry, biophysics, automation and
information technologies to make the drug discovery process more efficient and productive. To date, we have discovered and
advanced one product that hasreached the market--the HIV protease inhibitor Agenerase-Registered Trademark- (amprenavir)--and
we have more than 12 additional drug candidates in devel opment.

Weintend to commercialize some of our products independently and some with collaborators. We have collaborations with Aventis,
Eli Lilly, GlaxoSmithKline, Kissel, Novartis, Schering AG (Germany), Serono and Taisho and other companies. These collaborations
provide uswith financial support and other valuable resources for our research programs, development of our clinical drug candidates,
and marketing and sales of our products. We believe that we are positioned to commercialize multiple products in the coming years,
whichwe expect will generate increased milestone payments, product revenues and royalty payments. We have additional research
programs underway, and novel Vertex drug candidatestargeting bacterial gyrase, specific kinases, caspases and proteases could enter
preclinical studies withinthe next 12 months. These drug candidates may have application in the treatment of bacteria infection,
cancer, inflammation, neurological diseases, and HCV infection.

We believe that the emergence of large amounts of information from genomic research represents an unprecedented opportunity for
drug discovery directed at novel biological targets. Chemogenomics, our proprietary, systematic, genomics-based platform, is designed
to speed drug discovery aswell as to expand intellectual property coverage of drug candidate compounds and classes of related
compounds. Aspart of this approach, we are pursuing a strategy of parallel drugdesign directed at gene families, which are groups of
genes with similar sequences that code for structurally similar proteins. Using this strategy, weseek to identify classes of chemical
inhibitors (drug-like molecules) that are applicable for clusters of closely related targets that have different biological functions. We
believe that chemogenomicswill enhance the speed and productivity of drug design effortsdirected at novel biological targets, secure
for usvaluable intellectual property in genefamiliesof interest, and ultimately result in the discovery, development and market
introduction of major new drugs.

We are presently applying our expertise in chemogenomicsto focus on the protein kinase, caspase, human protease andion channel
genefamilies, four areas in which we believe we can leverage our drug design expertise to create product candidatesthat address a
variety of sizable therapeutic indications. In May 2000, we entered into a collaboration with Novartis which could provide usup to
$800 million in pre-commercia payments to discover, develop and commercialize up to eight kinase inhibitorsfor the treatment of a
range of diseases, including cancer, cardiovascular diseases, and inflammatory diseases. The financia and technological support
provided by Novartishave enabled usto expand both our infrastructure and our chemogenomicsefforts in the protein kinase gene
family. Technology and expertise acquired through our acquisition of Aurora Biosciences Corporation in July 2001 are leading to a
significant expansion of our drug discovery efforts directed ation channels, amajor class of membrane-bound drug targets, and other
drug targets. We anticipate establishing new collaborations with major pharmaceutical companies in order to obtain the funding and
resources needed to expand these and other discovery efforts.

Aurora, awholly-owned subsidiary of Vertex, develops and commercializestechnologies, products and servicesto accelerate the
discovery of new medicinesby the pharmaceutical and biopharmaceutical industries. Our acquisition of Aurora unites Aurora's
industry-leading assay development, screening and cell biology capabilities with our integrated drug discovery expertise, creating a
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comprehensive, scalable platform which we believe will systematically accelerate drug-candidate outputin target-rich gene families.

1

Over the next few years, weexpect to continue our research and devel opment efforts and to bring drug candidates through late stage
clinical development and intocommercialization. We a so expect to license and acquire technologies, resources and productsthat have
the potential to strengthen our drug discovery platform, product pipeline and commercial capabilities.

MARKETED AND DEVELOPMENT STAGE PRODUCTS

Our first product, Agenerase, received accelerated approval from the FDA in April 1999 and was launched in May 1999. Agenerase,
whichwas designed by Vertex, is marketed in the United States, Europe and certain other countries by GlaxoSmithKline. We
co-promote Agenerasein the United States andin key countries of the European Union (E.U.). Total sales of the drug worldwide for
the twelve months ended December 31, 2001 were$71.9 million, resulting in $10.8 million in royalty revenue to Vertex.

Ageneraseis thefirst of many Vertex-discovered products that we intend to commercialize, by ourselves and with partners, in the
coming years. The accompanying chart describes our product pipeline. One of our drug candidates is presently in Phaselll clinica
development, four are presently in Phase Il clinical development, three are presently in Phase | clinical development, and eight are in
preclinical development.

COVPANY W TH ESTI MATED U. S.
MARKETI NG RI GHTS PATI ENT POPULATI ON
DRUG CLI NI CAL | NDI CATI ONS PHASE (REG ON) (M LLI ONS)
| NFECTI QUS DI SEASE
VX-175 H vV 11 @ axoSni t hKl i ne 0.9

(Wor | dwi de except Far
East); Vertex co-
promote (U.S. and

E. U)
Meri mepodi b Chronic hepatitis C Il Vertex (Worl dw de) 2.7
(VX-497)
VX- 950 Chronic hepatitis C Preclin Eli Lilly 2.7
(Vorl dwi de); Vertex
co-promote (U.S)
VX- 799 Sepsi s Preclin Serono ( Europe, 0.7
Vertex profit sharing
in US.)*;, Taisho
(Japan and Far East)*
VX- 385 H VvV Preclin A axoSmit hKl i ne 0.9

(Wor | dwi de except Far
East); Vertex co-
promote (U.S. and

E. U)
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Rheumatoid arthritis

(RA); inflammatory
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Inflammatory di seases
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Mul tidrug resistant
solid tunmor cancers

Mul tidrug resistant
solid tunmor cancers

GENETI C DI SORDERS

VX- 563

Mul tiple indications

* Development option

RESEARCH PROGRAMS

PHASE
Il
I
Preclin
Preclin
Preclin
Preclin
I
1/11
Preclin

COVPANY W TH
MARKETI NG RI GHTS

(REGON)

Aventis (Worl dwi de);
Vertex co-pronote
(U S and E U.)

Vertex (Worl dw de)

Vertex (Worl dwi de)

Ki ssei (Japan)
Vertex (

Ki ssei
Vertex (RO W)

Vertex (Worldw de)

Vertex (Worl dw de)

Vertex (Worl dwi de)

Vertex (Worl dwi de)

ESTI MATED U. S,
PATI ENT POPULATI ON
(M LLI ONS)

=

=

0.5 (tunor incidence in
target diseases)

0.5 (tunor incidence in
target diseases)

We have several research programs underway at the discovery stage, including multi-target programs that are representative of our
gene family-based drug discovery approach, as well as single-target programs. We expect to advance numerousdrug candidates into
development in the next several yearsthat arebased on this ongoing research.
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GENE FAM LY/ TARGET

CLI NI CAL | NDI CATI ONS

COVPANY W TH MARKETI NG
Rl GHTS (REG ON)

Ki nases Cancer; inflammatory Novartis (Worl dw de); Vertex
di seases; neurodegenerative co-promote (U S. and E. U.)
di seases
Caspases Neur ol ogi cal di seases; Tai sho (Japan and Far East);
cardi ovascul ar di seases Serono (R O W); Vertex
profit sharing (North
Aneri ca)
Pr ot eases Viral diseases; Vertex (Worldw de)*

neur odegenerati ve di seases

| on channel s Pai n; cancer; inflammatory Vertex (Worl dwi de)
di seases; cardiovascul ar
di seases; netabolic diseases

Phosphat ases Pai n, cancer; netabolic Vertex (Worl dwi de)
di seases; inflanmmatory
di seases; cardiovascul ar
di seases

Bacterial DNA gyrase B Bacterial infections Vertex (Worl dwi de)
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COVPANY W TH MARKETI NG

CLI NI CAL | NDI CATI ONS R GHTS (REG ON)

Hepatitis C Eli Lilly (Worldw de); Vertex
co-promote (U.S. and E U.)

GENE FAM LY/ TARGET

HCV prot ease (2nd generati on)

HCV hel i case Hepatitis C Vertex (Worl dwi de)

Neur ophilins (2nd generation) Neurodegenerative disorders Schering AG (E. U.; Vertex

profit sharing in US.)

* Vertex retainsrightsin the protease gene family except for certain targets and compounds covered in existing collaborations

COMMERCIAL PRODUCT AND CLINICAL DEVELOPMENT PROGRAMS

We have one product on the market and morethan 12 additional drug candidatesin clinical and preclinical development to treat viral
diseases, inflammation, cancer, autoimmune diseases, neurological disorders, and genetic disorders.

INFECTIOUS DISEASE PROGRAMS
HIV/AIDS PROGRAM
AGENERASE

Our first marketed product is Agenerase (amprenavir), an orally deliverable drugfor thetreatment of HIV infection and AIDS. We
created and developed Agenerasein collaboration with GlaxoSmithKline, using our expertise in structure-based drug design, to
address unmet needsin the treatment of HIV. Agenerase received regulatory approval intheU.S. in April 1999, and it is now
marketed in more than 30 countries worldwide. GlaxoSmithKlineis marketing Agenerase worldwide except for the Far East. We
co-promote Agenerasein the U.S. and Europe. In Japan, we collaborated with Kissel Pharmaceutical Co., Ltd., in the development of
amprenavir, which is sold by Kissei under thetrade name Prozei-TM-. We receive royalties on sales of amprenavir by
GlaxoSmithKline and Kissei. We a so supply amprenavir bulk drug substance to Kissei. We believe that more than 14,000 patients
worldwide take Agenerase as part of combination therapy for thetreatment of HIV. Agenerase's share of theHIV protease inhibitor
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prescriptions in the U.S. was approximately 6.8% as of December 31, 2001.

To support the use of Agenerase in the marketplace, GlaxoSmithKline hasundertaken a broad Phase IV clinica program aimed at
evaluating thedrug's useas part of different drugcombinations in avariety of patient populations. In collaboration with
GlaxoSmithKline, we have initiated several of our own post-marketing clinical studies.

Kissel received approval for amprenavir under a special fast-track initiative by the Ministry of Health and Welfare in Japan in
September 1999. Amprenavir's market launch as Prozei followed shortly thereafter.

We believe that Agenerase is distinguished from other protease inhibitorsby its:
- longer half-life, which alowsfor convenient twice-daily dosing and provides high levels of thedrug in the bloodstream;
- ability to be dosed effectively withor without food, providing convenience for patients; and

- lower levelsof cross-resistance to other protease inhibitors.

Preliminary data indicate that Ageneraseisless associated with high cholesterol and triglyceride levels, and less associated with
syndromes of fat redistribution than have been reported for other anti-HIV drugs. Studies areongoing to confirmthis preliminary data.
Combination studies of Agenerase and the protease inhibitor ritonavir presented at major medical conferences, including the
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8th Conference on Retroviruses and Opportunistic Infectionsin Chicago in February 2001, suggest that ritonavir significantly boosts
levels of Agenerase in the bloodstream in both once-daily and twice-daily dosing regimens. Co-administration with ritonavir has
become progressively morefrequent in clinical practice as a strategy for achieving maximum antiviral activity, reducing the likelihood
of treatment failure (viral breakthrough), and lowering the overall pill count for patients. As of December 2001, more than 60% of
Agenerase used in the United States was in combination with ritonavir. In February 2002, Agenerase became thefirst HIV protease
inhibitor indicated as part of a once-daily dosing regimen, based on research resultsin combination withthe protease inhibitor
ritonavir.

VX-175

We are developing a second HIV protease inhibitor, VX-175 (also known as GW433908 or 908) as part of the GlaxoSmithKline
collaboration. A Phase 111 clinical program hasbeen initiated by our partner, GlaxoSmithKline. This pivotal program includestrials in
both treatment-naive and treatment- experienced patients. The first study compares VX-175 to nelfinavir in treatment-naive patients.
The second study compares VX-175 in combination withritonavir, administered once-daily, to nelfinavir in trestment-naive patients.
The third study evaluates both once-daily and twice-daily dosing of VX-175 in combination withritonavir, compared to
lopinavir/ritonavir, in treatment-experienced patients. In all of these studies, patients receive reverse transcriptase inhibitors aspart of
the combination regimen. More than 1,100 patients have been enrolled in these trials, which aredesigned to provide arobust data
package for anticipated regulatory filingsin 2002 for market approval inthe U.S. and E.U. VX-175 isa prodrug of amprenavir
designed to provide more compact dosing for patients. A prodrug is an inactive compound that is changed metabolically by thebody to
become active against disease. VX-175 was synthesized at Vertex and then selected for development by GlaxoSmithKline. Inview of
the large number of pillsthat HIV infected patients typically require daily as part of combination drug regimens, the prodrug's dosing
benefit could provide a material increase in physician acceptance of and patient compliance withthis product as compared to currently
marketed protease inhibitors.

A Phasell clinical study of VX-175 showed that VX-175 possesses potent antiviral activity and a strong pharmacokinetic and saf ety
profile. Preclinical studies and Phase | studies found that administration of VX-175 delivered amprenavir, the activeingredient of
Agenerase, and also showed dose-proportionality. The FDA has given V X-175 fast track designation. Fast track designation is granted
to products that may provide significant improvement in the safety or effectiveness of the treatment for a serious or life-threatening
disease. GlaxoSmithKlineis developing VX-175 and has marketing rights in the United States, Europe and certain countries of the Far
East. Vertex currently holds the option to devel op and commercialize VX-175 in Japan. Vertex has anoption to co-promote the
prodrug in the United States and the E.U., andwe will receive royalties on any sales of VX-175 by GlaxoSmithKline. We alsoretain
rights to supply bulk drug substance to GlaxoSmithKline.

VX-385

In 2001, GlaxoSmithKline advanced another novel, orally available HIV protease inhibitor, VX-385 (GW640385), into preclinical
development. VX-385 isthethird drug candidate that GlaxoSmithKline and Vertex have advanced into development aspart of an
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ongoing collaboration to develop and commercialize HIV protease inhibitors. VX-385 is chemicaly distinct from Agenerase, VX-175,
and other currently marketed proteaseinhibitors.

BACKGROUND: HIV/AIDS

Infection with the HIV virusleads to AIDS, a severe, life-threatening impairment of theimmune system. The World Health
Organization (WHO) estimates that approximately 36.1 million individuals worldwide, including approximately 920,000 patients in
North America, are infected with HIV.

Protease inhibitors (Pls) are used aspart of combination regimensfor the treatment of HIV. Pls block the cleavage of HIV
polyproteins into active proteins, and result in the production of
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non-infectious viral particles. Currently, more than 198,000 of theHIV patients receiving drug treatment in the U.S. take at least one
PI. The market for HIV Pls ishighly competitive, with seven different Plsvying for a share of the market. Worldwide sales of HIV Pls
were an estimated $1.75 billion in 2000, and U.S. sales aone were an estimated $1 billionin 2001.

There are now three classes of antiviral drugs approved for thetreatment of HIV infection and AlIDS: nucleoside reverse transcriptase
inhibitors (NRTIs), suchas AZT and 3TC; non-nucleoside reverse transcriptase inhibitors (NNRTIs), such asefavirenz; and PIs,
including Agenerase.

HEPATITIS CVIRUS (HCV) INFECTION

Vertex isdeveloping two drug candidates that target hepatitis C viral infection by different mechanisms. The most advanced
compound is merimepodib (V X-497), currently in Phase |1 development. Merimepodib targets hepatitis C indirectly through the
inhibition of inosine 5'-monophosphate dehydrogenase. The second compound, VX-950, isin preclinical development. It targets the
hepatitis C virus directly, by inhibiting the hepatitis C protease.

Identified in 1989, hepatitis C (HCV) causes chronic inflammation in theliver. In amagjority of patients, HCV establishesa chronic
infection that can persist for decades and eventually lead to cirrhosis, liver failure and liver cancer. HCV infection represents a
significant medical problem worldwide for which there isinadequate or no therapy for amajority of patients. Sources at the Centers
for Disease Control and Prevention (CDC) have estimated that approximately 2.7 million Americans, or morethan 1% of the
population, arechronically infected with HCV, and the WHO estimatesthat there are as many as 185 million chronic carriers of the
virusworldwide. Currently, there is no vaccine available to prevent hepatitis C infection. The current standard treatment of hepatitis C
isacombination of pegylated interferon-alpha and ribavirin. At present, however, approximately 50% of patients still fail to show
long-term sustained response to pegylated interferon-alpha/ribavirin combination therapy. As aresult, new safe and effective trestment
options for HCV infection are needed.

IMPDH PROGRAM

Vertex isdeveloping novel, orally administered inhibitors of the enzyme inosine 5'-monophosphate dehydrogenase (IMPDH),
targeting the treatment of both viral and autoimmune diseases. We retain all commercial rights to merimepodib and second generation
compounds resulting from our IMPDH research and devel opment program.

Our lead compound, merimepodib, has demonstrated potent biological activity and oral bioavailability in preclinical and early clinical
studies. Datafrom a Phasel trial in healthy volunteers, completed in 1998, show that merimepodib is well-tolerated in single
escalating doses and achieves blood levels well above those necessary to achieve potent inhibition of IMPDH IN VITRO. In
November 1999, we announced preliminary datafrom aPhasell clinical trial of merimepodib indicating that merimepodib, when
given as monotherapy to HCV patients who wereunresponsive to prior treatment withinterferon-alpha, was well tolerated and
appeared to reduce levels of serum alanine aminotransferase, a marker of liver inflammation, in HCV patientstreated for 28 days.

We conducted a Phase |1 study of merimepodib combined with interferon-alphain trestment-naive patients withHCV infection in
order to assess the safety, tolerability and clinical activity of the combination of merimepodib and interferon. The viral load datafrom
this study showed a trend toward enhanced antiviral activity in patients given one of two doses of merimepodib combined with
interferon as compared to patientsreceiving interferon alone. Thisis consistent with an additive antiviral effect mediated by
merimepodib, when given in combination with interferon-alpha. Recent IN VITRO data demonstrates that merimepodib also has an
additive antiviral effect in combination with pegylated interferon and ribavirin. We have initiated a 12-month triple combination Phase
Il study with merimepodib, pegylated interferon, and ribavirin with thegoal of evaluating safety, pharmacokinetics, and clinical
activity, including an assessment of whether patients show an enhanced additive antiviral
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effect as aresult of the triple combination. The study is designed to allow patientsto exit the study or continue treatment after six
months.

We have two additional IMPDH inhibitors, VX-148 and VX-944, in development or preclinical development, targeting antiviral and
autoimmune indications. VX-148 and V X-944 are chemically distinct from merimepodib. We began Phasel clinical development of
V' X-148 in December 2000. Three Phase | studies have been completed. We anticipate moving VX-148 into a Phase |1 clinical study
in an autoimmune indication during the second half of 2002. In addition, we planto begin Phase | clinical studies of VX-944 thisyear.
More information on VVX-148 and VVX-944 is available in the section titled Autoimmune Diseases.

BACKGROUND: IMPDH AND HCV

Cells require adequate nucleotide levelsto sustain RNA and DNA synthesis. Nucleotides can be made available for nucleic acid
synthesis viatwo distinct pathways, the "salvage pathway" and"DE NOV O synthesis." Using the salvage pathway, cells recycle
nucleosides derived from breakdown of nucleic acids, whereas with DE NOV O synthesis the purine or pyrimidine ring systems of the
nucleotides are assembled in a stepwise manner. The enzymeinosine 5-monophosphate dehydrogenase (IMPDH) catalyzes an
essential stepinthe DE NOV O hiosynthesis of guanine nucleotides, namely the conversion of inosine 5'-monophosphate (IMP) to
xanthosine 5'-monophosphate (XMP).

Different cell typesrely on these two pathwaysof nucleotide biosynthesis to varying degrees. Cells that proliferate relatively rapidly,
such aslymphocytes and virus-infected cells, often rely more on the DE NOV O pathway because they require more nucleotides than
can be provided by the salvage pathway. This observation makes enzymes of the DE NOV O pathway an attractive target for
pharmacological intervention aimed at selectively inhibiting proliferation of such cells.

HEPATITIS CPROTEASE PROGRAM

In December 2001, Vertex and Eli Lilly selected VX-950 (LY 570310), a potent, oral HCV protease inhibitor, for preclinical
development. We believe that this compound isthefirst reported drug development candidate of a new class of antiviral drugs being
studied to inhibit hepatitis C NS3-4A protease, an enzyme considered essential for HCV vira replication. We believe that therapeutics
such asV X-950 whichdirectly target viral replication may significantly increase the number of patients that achieve a complete vira
response, in which thevirusis cleared from the body permanently. VX-950 has shown promising resultsin cellular assays and
preclinical studies. VX-950 hasthe potential to become a first-in-class therapeutic and could provide an important treatment advance
for individuals with chronic HCV infection. Under our agreement, Eli Lilly holds primary responsibility for formulation, preclinical
and clinical development, and global marketing. We will receive royalties on product sales and retain the option to supply all of Eli
Lilly'scommercia drug substance supply needs. We have ongoing drug discovery efforts in the area of HCV protease inhibitors and
selection of one or moreadditional drug candidatesin the next 12-18 months is possible.

SEPSIS

In 2001, Vertex advanced VX-799, a small molecule caspase inhibitor, intopreclinical development targeting the treatment of sepsis.
Sepsisisalife-threatening bacterial infection of the bloodstream that overwhelms the body's immune systemand most commonly
occurs among patients who have underlying conditions such as trauma, surgery, burns, cancer and pneumonia. Caspases play integral
roles in both programmed cell death and inflammation, which have been implicated in sepsis. Sepsis may progress to multi-organ
failure, shock anddeath. A potent caspase inhibitor may have the potential to provide a powerful treatment option for sepsis patients.
Sepsis affects approximately 700,000 individuals intheU.S. eachyear and an additional 1.2 million in Europe and Japan. Sepsis
resultsin an estimated 200,000 deaths each year.

Vertex is currently conducting arange of preclinical studies withVX-799, and we anticipate that clinical studies will begin in 2003.
Under an agreement signed in 2000, Serono S.A. holds an option to
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develop and commercialize VX-799 in Europe and as part of ajoint venture withVertex inthe U.S. Taisho holds the option to develop
and commerciaize VX-799 in Japan and certain Asian markets.

BACKGROUND: CASPASES AND SEPSIS

Cagspases are afamily of 11 enzymesthat play roles in numerous biological processes, including programmed cell death (apoptosis)
and inflammation. More information on caspases is availablein the section titled " Caspase I nhibitor Program.” V X-799 has produced
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encouraging resultsin an apoptosis-dependent model of organ failure and several models of bacterial-induced sepsis. VX-799 may
also havethepotentia to treat other diseases in whichincreased caspase activity isimplicated.

INFLAMMATION AND AUTOIMMUNE DISEASE
INFLAMMATORY DISEASE
INTERLEUKIN-1 BETA CONVERTING ENZYME (ICE; CASPASE-1) PROGRAM

We are conducting research and development on inhibitors of interleukin-1 beta converting enzyme (ICE; caspase-1) for thetreatment
of acuteand chronic inflammatory conditions, including rheumatoid arthritis. We are collaborating with Aventis S.A. in the
development of thelead ICE inhibitor compound, pralnacasan (V X-740). Aventisis conducting a 250 patient Phase Il study in
rheumatoid arthritisto evaluate clinical activity using standard measures of response to treatment, including the American College of
Rheumatology (ACR) response criteria, which measure improvement in patient-and professionally-reported disease severity and
activity. We anticipate that Aventiswill begin a Phase 1l study in an additional indication in 2002. Inhibitors of ICE may have
application to awide range of chronic and acute inflammatory diseases, such as rheumatoid arthritis, osteoarthritis, congestive heart
failure, psoriasis and inflammatory bowel disease.

In 2000, Aventis completed a Phase I1a 28-day clinical trial of pralnacasan in patientswith rheumatoid arthritisto evaluate the safety
and pharmacokinetics of multiple doses of pralnacasan. Results showed dose-dependent suppression of interleukin-1 beta production,
an enzymethat plays arole in inflammation andtissue damage. A Phase | clinical trial of the compound, completed by Aventisin
1999, showed that the compound was well-tolerated in humansin arange of single doses. Under our 1999 agreement, Aventis holds an
exclusive worldwide license to develop, manufacture and market pralnacasan in any indication, as well as an exclusive option for all
other compounds discovered under our previous research collaboration with Aventis. We will receive royalties on any sales of
pralnacasan.

Vertex hascontinued research into second generation | CE inhibitors, as well as other caspase inhibitors. In 2000, we advanced
VX-765, an ICE inhibitor representing a chemical class distinct from pralnacasan, into preclinical development. Preclinical data
reported in 2001 showed that V X-765 reduces inflammation and cytokinelevels in animal dermatitis and arthritis models. We may
begin Phasel clinical studieswith VVX-765 by theend of 2002. We hold worldwide rights to compounds emerging from our second
generation ICE inhibitor research program.

BACKGROUND: ICE INHIBITORS FOR INFLAMMATORY DISEASE

ICE (caspase-1) is an enzymethat controls therelease of active interleukin-1 (1L-1) beta (one of two formsof IL-1) and IL-18 from
whiteblood cells intothe bloodstream and withintissues. IL-1 betaand 1L-18 are cytokinesthat mediate a widerange of immuneand
inflammatory responses in many cell types. Early in theinflammatory process, IL-1 betais released from whiteblood cells, initiating a
complex cascade of events that results in inflammation and tissue damage. 1L-18 is animportant factor in the activation of
lymphocytes, atype of whiteblood cell. Elevation of IL-1 beta and I1L-18 levelshas been correlated to disease statein a number of
acute and chronic inflammatory diseases.

Rheumatoid arthritisisthe lead indication of the pralnacasan development program. In patients with rheumatoid arthritis, increased
activity of 1L-1 betaand IL-18 isobserved in joint tissues during disease flare-ups, and IL-1 betaand IL-18 are known to activate
osteoclasts, a cell type important in bone erosion characteristic of rheumatoid arthritis. In micein which arthritisisinduced by collagen
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immunization, treatment with pral nacasan significantly reduces the severity of arthritis compared to vehicle-treatment.

There are more than 6 million patients with rheumatoid arthritis worldwide, including approximately 2.1 million in the United States.
The main drugs used to treat rheumatoid arthritis are non-steroidal anti-inflammatory drugs (NSAIDs) such as Motrin (ibuprofen) and
Celebrex (celecoxib). These drugsare palliative--they relieve pain and swelling but do not reverse or prevent the progression of the
disease. Methotrexate is a disease-modifying drug that iswidely used, but its use is associated with side effects that include bone
marrow suppression and liver toxicity. Evenwhen tolerated well, over thelong term many patients become unresponsive to
methotrexate. Newer therapiesincluding Enbrel-Registered Trademark- (etanercept) and Remicade-Registered Trademark-
(infliximab) provide a strong rationale for a new kind of disease-modifying therapy that involvesinhibition of the cytokinetumor
necrosis factor (TNF) apha. In2001 Kineret-Registered Trademark- (anakinra) became the first therapy approved for rheumatoid
arthritistargeting the cytokineIL-1b. However, these agents are injectable, and can be inconvenient and painful to administer. We
believe that an oral cytokineinhibitor such aspralnacasan may have significant commercial advantages.
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Vertex and Aventis scientists began collaborating in 1993 to discover and develop orally available inhibitors of ICE. Our design
effortswere based on the three-dimensional atomic structure of |CE, which wassolved by Vertex researchersin 1994. Asthe result of
an extensive, jointly conducted synthesis and research program, pralnacasan wasselected as a development candidate in 1997.
Pralnacasan isthe first caspase inhibitor to be advanced to Phase Il clinical trials.

P38 MAP KINASE PROGRAM

The p38 MAP kinase is a human enzyme involved with the onset and progression of inflammation and apoptosis. This enzyme playsa
central role in regulating the cytokines TNF-alpha and IL-1 beta. We have extensive clinical experience withp38 MAP kinase
inhibitors, which hold the potentia to be a powerful and broadly useful new classof oral anti-inflammatory drugs. Vertex and Kissei
selected V X-745 as a drug development candidate in 1998. In 2001, we obtained what we believeisthe first clinical "proof of
principle" data correlating inhibition of p38 MAP kinase witha significant anti-inflammatory effect, although we subsequently
suspended development of V X-745 based on adverse neurological effect findings in long-term, high dose studies in one of two species
of animals. We have refocused our p38 inhibitor development efforts around two second generation compounds, VX-702 and V X-850,
which do not cross the blood brain barrier and which we believe have commercial advantagesover VX-745. Phase | studies of one or
both drug candidates are scheduled to begin in thefirst half of 2002. Both VX-850 and VX-702 represent chemical classes that are
distinct fromV X-745. The objective of our research collaboration with Kissei is to identify and extensively evaluate compounds that
target p38 MAP kinase to develop novel, orally active drugs for the treatment of inflammatory diseases, such asrheumatoid arthritis,
asthma, Crohn's disease, certain hematologic disorders, congestive heart failure, and neurological diseases such as stroke.

In acollaboration with Kissai that began in 1997, Vertex is pioneering the discovery and development of novel p38 MAP kinase
inhibitors. Under the agreement, Vertex holds development and commercial rightsin the United States and Europe for its p38 MAP
kinase inhibitors. Kissei holds devel opment and commercial rightsin Japan and certain Asian countries for VX-745 and VX-702.

BACKGROUND: P38 INHIBITORS FOR INFLAMMATORY DISEASE

The mitogen-activated protein (MAP) kinases area family of structurally-related human enzymesinvolved inintracellular signaling
pathways that enable cellsto respond to their environment. When activated, the p38 MAP kinase triggers production of the cytokines
IL-1, TNF-alpha, and IL-6. Excess levels of IL-1 and TNF-apha are associated with a broad range of acute and chronic inflammatory
diseases. Webelievethat an oral cytokineinhibitor such asVX-702 or VX-850 has significant dosing advantages over other available
therapies.

Excess TNF-alphaand IL-1 levels also play an important role in programmed cell death associated with ischemia and stroke, and
possibly in neurodegenerative diseases such asAlzheimer's disease. We
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are aware of several other companies that are developing p38 MAP kinase inhibitors. In addition, there are other drugs, in
development or approved, that have different mechanisms of action for treating rheumatoid arthritis and other inflammatory diseases.

AUTOIMMUNE DISEASES
IMPDH PROGRAM

Vertex isdeveloping novel, orally administered inhibitors of the enzyme inosine 5-monophosphate dehydrogenase (IMPDH),
targeting the treatment of both viral and autoimmune diseases. In 2000, we designated the second-generation IMPDH inhibitors,
VX-148 and VX-944, as drug development candidates. V' X-148 and V X-944 are chemical compounds structurally distinct from
merimepodib. We are completing Phase | development of VX-148, and Phase Il studies are planned to begin during the second half of
2002. Preclinical studies of VX-944 are ongoing.

IMPDH isavalidated target for immunosuppressive drug development as evidenced by the presence of two marketed drugs that
function through theinhibition of this enzyme:

- Mycophenolate mofetil (MMF, or CellCept-Registered Trademark-), the prodrug ester of mycophenolic acid, has been developed
and approved for the prevention of acute rejection in kidney, heart, and liver transplantation when used in combination with steroids
and cyclosporin A (CsA).

- Mizoribine (Bredinin-Registered Trademark-) is approved in Japan for multipleindications, including prevention of rejection after
rena transplantation, idiopathic glomerulonephritis, lupus nephritis, and rheumatoid arthritis.
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Based on the broad role of IMPDH in the regulation of immunesystem activity, we believe that VV X-148 has the potential to treat a
wide variety of autoimmune diseases including such diseases as psoriasis, multiple sclerosis and rheumatoid arthritis.

NEUROLOGICAL DISEASES
BACKGROUND: NEUROLOGICAL DISEASES

Neurodegenerative disorders are among the diseases with the fewest available effective treatments. Central nervous systemdisorders
such asAlzheimer's disease, Parkinson's disease and multiple sclerosisaffect millionsof patients worldwide, and for some of these
there are no approved therapies that alter the course of disease progression. Peripheral neuropathies encompass awide spectrum of
clinical syndromesfor which treatmentsof only limited efficacy are available. Diabetic neuropathy is the most common identifiable
cause of neuropathy. There are approximately 1.3 million patients with moderate to severe diabetic neuropathy in the United States.

Effective treatment of both central and peripheral neurological disorders has long been hampered by the inability to slow, arrest, or
reverse nerve damage or progression. Other companies are devel oping various neurotrophic factors (proteins) for these indications, but
we believethat their clinical utility islikely to be limited because of thedifficulty of the delivery of protein drugsto nervous system
tissues. Based on our extensive research in the field of immunosuppressive drugs, we have generated alarge number of compounds,
known as neurophilin ligands or neurophilin compounds, that improve outcomes in various models of neurological diseases. Extensive
IN VITRO and IN VIVO studies conducted with a reference compound designed by Vertex support the broad potential of our
neurophilin ligands in thetreatment of degenerative central nervous systemand peripheral nervous system diseases. Our researchers
are seeking to determine the mechanism of action of neurophilin ligands.

RESEARCH COMPOUNDS

We are engaged in aworldwide strategic collaboration with Schering AG (Germany) for research, development and commercialization
of neurophilin ligands for the treatment of avariety of neurological disorders. During 1999, we announced that orally administered
neurophilin compounds
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discovered at Vertex, including compounds that do not interact with FKBP-12, significantly improve outcome in two different
preclinical models of Parkinson'sdisease. We aso reported for thefirst time that compoundsthat do not interact with FKBP-12 can
improve outcomesin animal models of peripheral neuropathies. We continue to characterize the potential of compounds from this
program in avariety of neurological disease models. We have used an integrated drug design technique to synthesize alibrary of orally
available small molecule compounds that have the potentia to prevent nerve damage or improverecovery following nerve injury. Our
research program remains active in this area, withthe objective of selecting additional compounds for preclinical development in the
future.

TIMCODAR

Timcodar dimesylate isanovel, orally administered drug candidate that may be useful in the treatment of neurological disorders such
as peripheral neuropathies (including diabetic neuropathy), Parkinson'sdisease, trauma, and amyotrophiclateral sclerosis (ALS). A
single-dose Phase | study of four different doses of timcodar in healthy volunteers was completed in 1998, providing support for Phase
Il clinical development inthe indication of diabetic neuropathy. IN VIV O resultsin animals have shown that timcodar can prevent
neural dysfunction in models of neuropathies. Schering AG has an option to co-devel op timcodar with us under the collaboration
agreement. We areevaluating novel testing approaches that have the potential to elucidate the clinical activity of timcodar in
neuropathies. We have completed a Phase lla 28-day study of more than 70 patients with diabetic neuropathy. The results showed that
timcodar is bioavailable and well-tolerated at arange of doses. An evauation of timcodar following topical administration of capsaicin
in 62 healthy volunteers has also been completed. This study was designed to measure timcodar's ability to accelerate innervation
following capsai cin-induced denervation of the epidermal layer. A goal wasto obtain data showing that timcodar has a positive effect
in recovery of human nerve function. The results of the study indicate that timcodar was well tolerated but did not enhance epidermal
nerve fiber regeneration significantly relativeto placebo. Given thesefindings, we do not currently planto conduct further
development of timcodar for the treatment of neurodegenerative diseases.

CANCER
MDR PROGRAM

We are developing novel compounds to treat and prevent the occurrence of drug resistance associated with the failure of cancer
chemotherapy. Incel (also referred to as biricodar dicitrate or VX-710), our lead compound, blocks major multidrug resistance (MDR)
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mechanisms, including P-glycoprotein, or P-gp, and multidrug resistance associated protein, or MRP. P-gp and MRP are proteins that
are overexpressed on the cell surface of many different tumor types that can prevent the effectiveness of chemotherapy by actively
pumping out cytotoxic agents from withinthe cancer cell. Incel isdesigned to block these molecular pumps, allowing chemotherapy to
affect the targeted tumor. Incel, an intravenous compound, is intended to be administered in combination with cancer chemotherapy
agents such as doxorubicin, paclitaxel, vincristine, etoposide and mitoxantrone. We have completed Phase |1 clinical trials of Incel in
ovarian, breast, small cell lungand prostate cancers and in soft tissue sarcoma. Anexploratory study has also been conducted in liver
cancer. |n addition, wehave conducted a Phase I/11 clinical trial of the compound VX-853, an oral MDR inhibitor, in patients with
solid tumors. We retain all commercial rightsto Incel worldwide. We are actively seeking corporate collaborators for our MDR
program to help support Phaselll clinical development and commercialization.

The American Cancer Society estimates that during 2001 more than
1.2 million people in the United States were diagnosed with invasive cancer and more than 550,000 people in the U.S. died from such
cancers. A significant number of these patients failed to respond or relapsed following chemotherapy because of MDR.
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GENETIC DISORDERS

At the end of 2001, Vertex advanced VX-563 into preclinical development. VX-563 isan orally available compound with potential
application across arange of genetic diseases. Itisbeing tested IN VITRO, and IN VIVO in anima models, for several disease
indications ranging from sicklecell disease to Huntington's disease. A Phase | clinical study could potentially be initiated in either late
2002 or early 2003.

V X-563 isthought to exert its effects pleiotropically, and we areworking to better understand its exact mechanismof action in
particular disease states. One mechanism that appears to be important is theinhibition of histone deacetylation. Histones are small
proteins that bind tightly to DNA and play a crucia role in the packing and folding of DNA into the nucleus. The acetylation state of
histones can modulate gene expression, and VX-563 hasbeen shown to affect histone acetylation IN VITRO.

Preclinical studies have demonstrated that V X-563 can selectively stimulate embryonic or fetal globin gene expression in avariety of
experimental systems, suggesting that VX-563 may have therapeutic potential for thetreatment of sicklecell disease (SCD). Current
treatments are ineffectiveand may requirea multi-disciplinary program including antibiotics, pain management, intravenous fluids,
blood transfusion, and surgery. Hydroxyureais the only chronic drug therapy commonly used to treat SCD. Due to safety concerns,
hydroxyurea is currently only used in patientswith severe disease.

V X-563 has the potential to be a novel, first-in-class treatment for SCD with the potential to treat asmany as 70,000 patients who
currently have limited treatment options. VX-563 also has potentia application to other genetic disorders such as Huntington's disease,
cystic fibrosis, and a-1 antitrypsindeficiency.

VERTEX DRUG DESIGN PLATFORM AND DRUG DISCOVERY STRATEGY

We believe that our integrated drug design approach, together with our strategy of parallel drug designin genefamilies, has
significantly enhanced our ability to discover and develop small molecule drugsdirected at biologically complex targets, including
novel targets identified in genomic research. Our approach has been validated through our collaborations and success in moving drug
candidates into clinical trials.

INTEGRATED DRUG DESIGN APPROACH. Our drug design platformintegrates advanced biology, biophysics, chemistry,
automation and information technologies in a coordinated and simultaneousfashion throughout the discovery process. The goal of this
interdisciplinary integrationisto increase the speed and certainty of drug discovery and development. Early inthedrug design process,
we focus on qualities that are critical to the successful development of oral small molecules, including sufficient potency, oral
bioavailahility, adequate pharmacokineticsand safety. Our consistent achievement of these parameters in discovery efforts directed at
biologically complex molecular targets has been a major reason for our high rate of productivity and success in competitive areas of
drug discovery.

GENE FAMILY-BASED DRUG DISCOVERY. Vertex haspioneered a novel approach to drug discovery in whichdrugs are
designed in parallel across gene families. Vertex's proprietary, systematic, gene family-based platformis designed to accelerate the
discovery of new drugsand to expand intellectual property coverage of drug candidate compounds and classes of related compounds.
This approach representsan intersection of medicinal chemistry with genomics: the organized pursuit of small molecule drugs directed
at genomically identified targets. To date, usingour integrated approach, we have been able to design multiple, distinct lead classes of
compoundsfor certain protein targets, and to identify many or all of the critical interactions that a compound must havein order to
bind to atarget or group of targets. Indoing so, we have been able to design and file patent applications covering many of the possible
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drugs for selected protein targets. For example, in our caspase program, we have obtained a pharmacophore patent that we believe
describes alarge number of the possible waysof inhibiting caspase-1 with drug-like small molecules, and we believe that chemical
scaffolds useful for caspase-1 inhibition may also be useful starting points for inhibiting other targets in the caspase gene family. In
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our kinase program, we have filed patents on more than 340 different chemical scaffolds that inhibit one or more kinases.

The complete sequence of the human genome, which represents al of thegenesthat code for proteins in the human body, is now
known. The number of human proteinsthat represent targets for currently marketed drugs is approximately

500. In the next several years, genomic and proteomic research is expected to reveal as many as 5,000 novel protein targets that
represent promising points of therapeutic intervention withsmall molecule drugs. We believe that the traditional approach to drug
discovery, which focuses on one target at atime, is not the most efficient way to exploit this expected increase in the number of
"druggable” targets.

To maximize productivity for drug discovery directed at novel protein targets, weare pursuing a strategy of parallel drug designin
genefamilies. This approach appliesour integrated strategy across groupsof structurally similar targets to pursue rapid and
simultaneous generation of lead compounds. Our goal isto use thisapproach to describe and patent many or all of the possible drug
candidates for a protein target or a group of targets. Specifically, we are seekingto:

- design multiple lead classes of compounds that are applicable to clusters of structurally similar targets;
- leverage our knowledge of one target's active site to design inhibitor classes for related targets; and

- identify all of the critical interactions a compound must have to bind to a particular target, and use this information as a basisfor
obtaining patents that describe many or al of the possible drugs for atarget or cluster of targets.

We believe that our integrated approach to drug design is unique among small molecule-based biotechnology companies, and has led
to significant collaborations and an extensive intellectual property portfolio covering lead classes of compounds directed at gene
families of interest.

We also have a single target research program underway for specific infectious diseases, in areas of high commercial potential and
significant unmet medical need.

MULTI-TARGET RESEARCH PROGRAMS

We have four major multi-target research programs underway that utilize our parallel drug design approach in the kinase, caspase,
protease, and ion channel gene families. We believe that our integrated approach and our proprietary technologies allow usto rapidly
identify appropriate chemical side chains for these scaffolds that will provide specificity for a particular target of interest within a
cluster of related protein targets. In thecoming years, we expect to initiate discovery efforts in one or moreadditional gene families.

KINASE PROGRAM

We have a broad-based drug discovery effort targeting the human kinase protein family, which consists of approximately 500 kinases.
Kinases are enzymes that play akey role in transmitting signals between and within cells. Kinases exert their effect by phosphorylating
other proteins, which then become activated and perform a specific function. Kinases are implicated in most major diseases, including
cancer, autoimmune and inflammatory disease, cardiovascular disease, metabolic disease, and neurological disease. Thus, kinasescan
be ideal targets for intervention withsmall molecule drugs. In the next six to seven years, we envision advancing eight kinase
inhibitors into clinical devel opment targeting multipletherapeutic areas.
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We have advanced discovery efforts underway targeting several human MAP kinases. MAP kinases forma group of related enzymes
that include extracellular-signal regulated kinase (ERK), p38 MAP kinase, and Jun N-terminal kinase (INK). As a neuronal-specific
isoform of INK, INK3is amember of the MAP kinase family and isimplicated in the pathogenesis of certain neurological diseases
such asepilepsy, strokeand Alzheimer's disease. We have identified several novel classes of INK3 inhibitors and are advancing lead
compounds toward clinical candidate status. We are also engaged in the discovery of inhibitors of the enzyme ERK2, whichplays a
rolein cell proliferation. We believe that ERK?2 inhibitorsmay have arole in the treatment of cancer. Our p38 MAP kinase inhibitors
are discussed earlier in thesection titled "Autoimmune and | nflammatory Diseases.”

In addition, wehave made key research advances in our study of glycogen synthase kinase 3-b (GSK3-b), an enzymeinvolved inthe
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regulation of blood glucose and a potentially important diabetes target. 1n June 2001, we reported the three-dimensional atomic
structure of GSK 3-b. Our understanding of the structural biology of this enzymeis potentially useful in driving medicinal and
computational chemistry effortsfor enzymes across theentire kinasefamily.

Vertex hasadvanced drug discovery efforts underway targeting several additional, undisclosed kinase targets, including targets that
play aroleinthedevelopment and progression of cancer, inflammation and cardiovascular disease. As part of our kinase research
program, we have designed numerous kinase inhibitors that have demonstrated pharmacodynamic activity in animal models of
diabetes, cancer, restenosis, and stroke. We expect to advance two or more novel kinase inhibitors into preclinical development in the
next 12 months.

In May 2000 we entered into an agreement with Novartis Pharma AG to collaborate on the discovery, development and
commercialization of small molecule drugsdirected at targets in the kinase protein family. Certain targets, where we or Novartis
already had a substantial program underway prior to May 2000, are excluded fromthe collaboration. For example, p38 MAP kinase,
whichis themolecular target for VX-850 and VX-702, our compounds in development for inflammatory diseases, is not included
within the scope of the Novartis collaboration. The financial and technological support provided by Novartis is enabling us to further
expand both our infrastructure and parallel drug design effortsin the protein kinase gene family.

CASPASE PROGRAM

Caspases are a subfamily of proteases which play specific roles in apoptosis and inflammation. The human caspase family presently
includes 11 structurally related enzymes. We are designing novel small moleculeinhibitors of selected caspase enzymetargets to treat
avariety of diseasesin which inflammation and apoptosis play arole. Our scientists are leveraging the expertise gained through our
successful design and optimization of ICE inhibitors. We applied our knowledge of ICE and other caspases to the design of VX-799, a
small molecule caspase inhibitor withthe potential to treat sepsis, and we anticipate selecting an additional drug candidate for clinical
development in the yearsto come.

All cells have the ahility to self-destruct via a tightly-regul ated pathway known as apoptosis in response to certain signals. Apoptosisis
an essential component of numerousbiological processes, including tissue remodeling and immunesystem regulation. When not
properly regulated, apoptosis can have damaging effects and contributeto a variety of diseases. Our discovery effort isfocused on the
design of small molecules for inhibiting caspase-mediated apoptotic and inflammatory processes, thereby exerting a protective effect
on cells in specific tissues. Potential indications include tissue damage related to acute conditions such as strokeand myocardial
ischemia, and neurodegenerative disorders such as Alzheimer's disease and Parkinson's disease.

Through gene knockout studies, our scientists have gained important insight into the biological role of different caspases in the
activation of apoptosisin specific cellsand tissues. Vertex research teamshave solved the three-dimensional atomic structures of four
caspases, including one caspase from each of the three caspase subfamilies, and more than 50 enzyme/inhibitor complexes. Different
caspases share similar structural features, and by using parallel structural approaches combined with new
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medicinal and computational chemistry tools, Vertex scientists made rapid progress in thedesign and synthesisof multiple lead classes
of compounds. Our caspase research effort reflects theimplementation of our strategy for exploiting emerging genomic information by
targeting families of structurally-related proteins for drug discovery.

In September 1999, Vertex signed an expanded agreement with Aventis to collaborate on the development of pralnacasan, anorally
active inhibitor of ICE. In November 1999, we began collaborating with Taisho Pharmaceutical Co., Ltd. to discover, develop, and
commercialize caspase inhibitors in Japan and certain Far East markets. In December 2000, we entered into a collaboration with
Serono S.A. to discover, develop, and market caspase inhibitorsin other territories, including North America, where wehave agreed to
establish ajoint venture with Serono.

PROTEASE PROGRAM

We have a broad-based drug discovery effort targeting the human protease family. The protease gene family consists of approximately
400 proteasesthat play arole in many different diseases in severa therapeutic areas. Asin our kinase program, we areusing an
approach that leverages structural similarity to create chemical scaffolds applicable to arange of protease targets. We intend to
leverage our expertise in proteasesto discover and develop additional drug candidates targeting membersof the protease family. We
are currently establishing a research program in beta-secretase, an aspartic protease implicated in the pathogenesis of Alzheimer's
disease, and will target additional proteases in the coming years.

Vertex hasbroad experience across the protease family and has successfully designed drug candidates targeting aspartyl, cysteine, and

[T S— .
E=amas EDGARSr 9002, EDGAR Online. Inc.




serine proteases, representing three of the four protease subfamilies. Our efforts targeting HIV protease (an aspartyl protease) have
resulted in one marketed drug, Agenerase, and two additional drugs in clinical development. Vertex, together with Aventis, Serono and
Taisho have pioneered research and devel opment efforts to design drugstargeting caspases (which are cysteine proteases). Our lead
drug candidate targeting caspase-1, pralnacasan, is now in Phase Il clinical development. We also have two additional drug candidates
targeting caspases in development. In 2001, Vertex and Eli Lilly advanced V X-950, an inhibitor of HCV protease (a serine protease),
into preclinical development. We believe our extensive experience in proteases will allow usto design additional drugstargeting
protease enzymes that have high clinical and commercial potential.

ION CHANNEL PROGRAM

Vertex is making a significant investment in the creation of a broad-based ion channel drug discovery effort that incorporates our
medicinal chemistry and modeling expertise, augmented by significant technology and expertise obtained through our acquisition of
Aurora. Theion channel gene family contains numerous druggabl e targets that play arolein the pathogenesis of cancer as well as
inflammatory, cardiovascular and metabolic diseases. Existing therapies such as amlodipine and nifedipine, which are calcium channel
blockersfor thetreatment of hypertension, provide a strong rationale for developing drugstargeting ion channels. Important targets for
arange of therapeutic indications are potentially found acrossall ion channel subfamilies. For example, lamotrigine and
carbamezepine are sodium channel inhibitors for thetreatment of epilepsy. Vertex will utilize its expertisein assay development and
screening to advance discovery efforts withinthis family. We also have extensive experience in the development of proprietary and
highly sensitive instrumentswhich detect changesin a cell membrane's electrical potential due to ion channel activity. We are
developing next generation ion channel screening technology to enablethe discovery of ion channel modulators with appropriate
drug-like characteristics.
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ADDITIONAL GENE FAMILIES

Vertex plansto utilize its proprietary gene family-based platform and experience in structure based drug design to pursue targetsin
additional, medically important gene families. We have exploratory efforts underway in phosphatases, G protein coupled receptors
(GPCRs), and nuclear receptors.

SINGLE TARGET RESEARCH PROGRAM
BACTERIAL GYRASE

We are engaged in the discovery of novel antibiotics that target DNA gyrase B, anessential enzyme found in many bacteria. DNA
gyraseis utilized during the bacterial replication process. DNA gyraseinhibitors aready on the market have proven to be potent,
broad-spectrum antibiotics and are used to treat a variety of common gram-positive and gram-negative infectionsin varioustreatment
settings. Existing gyraseinhibitors, whichwork by interactingwith the gyrase A subunit, achieved sales of more than $2.85 billion in
2000. In contrast, weare targeting the gyrase B subunit, and specifically the ATP-binding site that is highly conserved across multiple
species of bacteria. We are currently optimizing lead classes of inhibitorsand plan to select a drug development candidate in 2002.

KEY COMPONENTS OF OUR TECHNOLOGY PLATFORM

We have created an integrated technology platformwhich employs avariety of technologies, and which uses information from many
different scientific disciplines early and continuously throughout the drug discovery process. We believe that our integrated approach,
as demonstrated by our track record in drug design directed at biologically complex targets, provides for faster and more productive
drug discovery compared to historical averagesfor the pharmaceutical industry. Selected technologiesinclude:

GENOMICS AND BIOINFORMATICS. We have an agreement with Incyte Pharmaceuticalsfor access to its Lifeseq Gold database,
a comprehensive portfolio of genomicinformation. We anticipate accessing or acquiring additional technology, as well as information
from both public and private databases, to further our parallel drug design strategy.

FUNCTIONAL GENOMICS. We usea number of functional genomics techniques, such as gene knock-out mice, to help guidetarget
selection and test the potential of chemical compounds in disease models. Site-directed mutagenesis is usedto identify critical residues
for drug interaction in the active site of amolecular target. Our patented GenomeScreen technology alowsusto identify and validate
targets by scanning the genomeof living human cells and identifying those genes activated or repressed in various disease states. We
have used GenomeScreen to assist us in mapping gene activation and cell signaling pathways and in characterizing poorly understood
cellular processes.

BIOPHY SICS. One of our core strengthsis the generation of atomic structural information on molecular targets using X-ray
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crystallography and nuclear magnetic resonance (NMR) spectroscopy to guidedesign and optimization of lead classes of drugs. Our
scientists have also pioneered innovative NMR techniques, including a proprietary technology called NMR SHAPES, which can
screen molecular subunits for weak affinity to a molecular target. Thisinitial screening can quickly identify lead classes of molecules
for further evaluation.

COMPUTER-BASED MODELING. We apply advanced, proprietary computational modeling tools to guide early evaluation of
compounds. During initial virtual compound screening ("IN SILICO"), we can evaluate up to 10(14) compounds in one day to select
fewer than 100 or as many as 1,000 compounds or more for synthesis and traditional screening, and repeat the cycle thereafter based
oninitial results. By using proprietary algorithmsto sort and filter compounds for specific properties, our scientists can efficiently
focus on compounds that are more likely to be useful leads.

MEDICINAL AND COMBINATORIAL CHEMISTRY. Medicina chemistry expertise isakey part of our drug discovery process.
Medicinal chemists visually evaluate each compound that emergesthrough IN SILICO
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screening processes and provide insight into the creation of focused libraries for screening. We use combinatorial chemistry to design
diverse libraries based on promising early leads.

PHARMACOLOGY . Weemploy a number of approaches designedto provide predictive information on the bioavailability and
pharmacokinetic profile of potential compounds at the earliest stages of thedrug discovery process. These approaches, whichinclude
IN VITRO metabolism and toxicological studies and IN VIVO assessment of leads in predictive anima models, provide greater
certainty that acompound will have thedesired properties of an oral drug.

ASSAY TECHNOLOGIES. Our 2001 acquisition of Aurora has provided uswith premier capabilities in assay development and
screening to rapidly generate large numbers of high quality lead compounds and drug candidates across all major gene families. We
can now conduct 200 assays per year, aleve of screening capability on par with that of major pharmaceutical companies. We are
leveraging our abilities in assay development, screening, proprietary reagents, proteomics, and ADM E/toxicology to accelerate drug
discovery. Our assay technology platform allows usto identify medically important targets and small, drug-likemolecules early in the
discovery process.

ASSAY DEVELOPMENT. Our patented cell-based assay technologies include GenomeScreen and GeneBLAzer. GeneBLAzer,
which enables fluorescence-activated cell sorting, isreadily adapted to a broad range of target classes. In addition, we utilize
fluorescence polarization technology to study molecular interactions and have developed a number of proprietary fluorescent proteins
and substrates. Drug discovery-related applications of our patented fluorescent proteins include various methods of functional
genomics, high throughput screening assays, and gene profiling to assess the potential toxicity of compounds.

HIGH THROUGHPUT SCREENING. Our patented ultra high throughput screening (UHTSS) platform is designed to screen over
100,000 compounds per day. The UHTSS Platform combines compound management, plate replication, assay preparation, hit
(potential lead) identification, selection and re-tests of the hits, fluorescence detection and data analysisinto one fully-integrated and
automated system. The ultra high throughput capability is achieved through the use of our NanoWell-Registered Trademark- Assay
Plate, which contains 3,456 wells in a standard microplate footprint.

ION CHANNEL PLATFORM. Our patented universal ion channel technology platform, whichincludes theVIPR subsystem, our
proprietary voltage ion sensor probes and voltage ion probe reader, wasfirst developed in 1997. This platform facilitates therapid
generation of screening assays and the high throughput screening of ion channel targets by optically measuring changesin membrane
potential in live cells in an automated, microtiter plate format. The second generation, VIPR |1 subsystemis capable of screeningin
96-well and 384-well microplate formatswith a significant increase in throughput over theorigina VIPR subsystem. We are
developing next-generationion channel screening technology to facilitate drug discovery in thisarea.

CORPORATE COLLABORATIONS

We have entered into corporate collaborations with pharmaceutical companies that provide financia and other resources, including
capabilities in research, development, manufacturing, and sales and marketing, to support our research and development programs. At
present, we have the followingmajor corporate collaborations:

NOVARTISPHARMA AG

In May 2000 we entered into an agreement with Novartis Pharma AG to collaborate on thediscovery, development and
commercialization of small molecule drugsdirected at targets in the kinase protein family. Under the agreement, Novartis agreed to
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pay us up to approximately $600 million in pre-commercial payments, comprised of $15 million paid upon signing of the agreement,
up to $200 million in product research funding over six yearsand up to approximately $400 million in further license fees, milestone
payments and cost reimbursements. These amounts are based on the
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development of eight drug candidates. In addition, Novartis created a$200 million loan facility to support certain clinical studies,
whichwe may draw downin incrementsof up to $25 million for each drug candidate. The loanisinterest free and Novartis will
forgive the full amount of any advances if Novartis accepts the drug candidate for development under our agreement. Wewill have the
responsibility for drug discovery and clinical proof-of-concept testing of drug candidates. Novartis will have exclusive worldwide
development, manufacturing and marketing rightsto clinically and commercially relevant drug candidates that it accepts from usfor
development. We will receive royalties on any products that are marketed as part of the collaboration. Subject to certain conditions,
we will have co-promotion rightsin the United States and Europe. Wewill retain the rightsto any intellectual property resulting from
this collaboration. Novartismay terminate thisagreement without cause after four years upon one year's written notice.

TAISHO PHARMACEUTICAL CO.,, LTD.

In November 1999, we entered into a collaboration with Taisho covering the discovery, development, and commercialization of
caspase inhibitors for thetreatment of cerebrovascular, cardiovascular and neurodegenerative diseases. Taisho will have an option to
obtain marketing rights in Japan and certain Far East markets for any compounds arising from the collaboration. Under the agreement,
Taisho agreed to pay us up to $43 million comprised of research funding and milestone payments, including $4.5 million for prior
research costs. These amounts are based on the development of two compounds. Wewill also receive royalties on future product sales,
if any. Inaddition, Taisho will also pay for certain costs of developing compounds that emerge from the caspase research program.

SERONO SA.

In December 2000, we entered into a collaboration with Serono S.A. to discover, develop, and market caspase inhibitors. Under the
terms of the agreement, we could receive up to $95 million to support and expand our drug discovery activitiesin the caspase protein
family, including milestone payments as drug candidates move through devel opment. Under the terms of the agreement, we will
receive atotal of up to $5 million in paymentsfor prior research, and could also receive up to $20 million in research funding over the
next fiveyears. We could also receive an additional $70 million in milestone payments for the successful development and
commercialization of more than one drug candidate. The two companies will share development costs. Vertex and Serono will
establish ajoint venture for the commerciaization of products in North America, where we will share marketing rights and profits
from the sale of caspase inhibitors. Serono will have exclusive rights to market caspase inhibitors in other territories, excluding Japan
and certain other countriesin the Far East, and will pay usfor the supply of drug substance. Serono has the right to terminate the
agreement without cause upon 90 days written notice, effective either at September 30, 2002 or September 30, 2004.

AVENTIS SA.

In September 1999, we entered into an expanded agreement with Hoechst Marion Roussel (HMR) covering the development of
pralnacasan. HMR and Rhone-Poulenc Rorer merged to form Aventisin December 1999. Aventis hasan exclusive worldwide license
to develop, manufacture and market pralnacasan, as well as an exclusive option for all other compounds discovered as part of the
research collaboration between Vertex and HMR that ended in 1997. Aventis will fund the development of pralnacasan. We may
co-promote the product in the United States and Europe and will receive royalties on global sales, if any. Under the agreement,
Aventisagreed to pay us $20 million for prior research costs, and $62 million in milestone paymentsfor successful development by
Aventisof pralnacasan in rheumatoid arthritis, the first targeted indication, as well as similar milestone paymentsfor each additional
indication. Aventis has theright to terminate thisagreement without cause upon six months' written notice.
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SCHERING AG (GERMANY)

In August 1998, we entered into a collaboration with Schering AG covering the research, development and commercialization of
novel, orally active neurophilin ligand compounds to promote nerve regeneration for thetreatment of a number of neurological
diseases. Vertex and Schering AG will have anequal role in management of neurophilin ligand research and product development. In
North America, we will have manufacturing rights, and we will share equally with Schering AG in the marketing expenses and profits
from commercialized compounds. Inaddition to having manufacturing rightsin North America, we retain the option to manufacture
bulk drug substance for sales in territories outside Europe, the Middle East and Africa. Schering AG will have the right to manufacture
and market any commerciaized compoundsin Europe, the Middle East and Africa, and will pay us aroyalty on any product sales.
Under the terms of the agreement, Schering AG will pay us up to $88 million, comprised of $6 million paid upon signingin September
1998, up to $22 million of product research funding over five yearsand $60 million of development and commercialization milestone
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payments. Schering AG has the right to terminate the agreement without cause upon six months' written notice.
KISSEI PHARMACEUTICAL CO.,LTD.

HIV PROTEASE INHIBITORS. In April 1993, we entered into a collaboration with Kissei covering the devel opment of amprenavir,
our HIV protease inhibitor. Kissel hasexclusive rights to develop and commercialize amprenavir in Japan and will pay usaroyalty on
sales. We are responsible for the manufacture of bulk product for Kissei. Under the collaborative agreement, Kissel agreed to pay us
up to $20 million, comprised of $9.8 million of product research funding over three years, $7 million of development and
commercialization milestone payments and a $3.2 million equity investment. We have received the full amount of research funding
specified under the agreement.

P38 MAP KINASE. In September 1997, we entered into a collaboration with Kissei to identify and develop compounds that target
p38 MAP kinase, including VX-745 and VX-702. Wewill collaborate with Kissel in the development and commercialization of novel,
orally active p38 MAP kinase inhibitors as drugsfor thetreatment of inflammatory and neurological diseases. Kissal has exclusive
rights to develop and commercialize these compounds in Japan and certain Southeast Asian countries and semi-exclusive rightsin
China, Taiwan and South Korea. We retain exclusive marketing rights in the United States, Canada, Europe, and therest of the world.
In addition, wewill have the right to supply bulk drug material to Kissei for sale in its territory, and will receive royalties and drug
supply paymentson any product sales. Under the termsof the agreement, Kissel agreed to pay usup to $22 million, comprised of a$4
million license payment paidin September 1997, $11 million of product research funding over three yearsand $7 million of
development and commercialization milestone payments. Additionally, Kissel agreed to pay certain costs. The research program ended
on June 30, 2000, and we have received thefull amount of research funding specified under the agreement. Kissei has the right to
terminate the agreement without cause upon six months' notice.

ELI LILLY & COMPANY

In June 1997, we entered into a collaboration with Eli Lilly covering the development of novel small molecule compoundsto treat
hepatitis C infection, including VX-950. Vertex and Eli Lilly will jointly manage theresearch, development, manufacturing and
marketing of drug candidates emerging from the collaboration. We will have primary responsibility for drug design, process
development and pre-commercial drug substance manufacturing, and Eli Lilly will have primary responsibility for formulation,
preclinical and clinical development and global marketing. Vertex has retained options to assist withthe promotion of drugsfrom the
collaboration in the United States and other selected territories. We have the option to supply 100% of Eli Lilly'scommercial drug
substance supply needs. We will receive royalties on future product sales, if any. If we exercise our commercial supply option, we will
receive drug supply payments, in addition. Under the termsof the agreement, Eli Lilly will pay usup to $51 million, comprised of a $3
million payment made in June 1997, $33 million of product
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research funding over six years and $15 million of development and commercialization milestone payments. Eli Lilly hasthe right to
terminate the agreement without cause upon six months' notice.

GLAXOSMITHKLINE

In December 1993, we entered into a collaboration with GlaxoSmithKline covering the research, development and commercialization
of HIV protease inhibitors, including Agenerase (amprenavir), its prodrug, VX-175 (also referred to as GW433908), and VX-385, a
chemically distinct proteaseinhibitor. GlaxoSmithKline has exclusive rights to develop and commercialize our HIV protease inhibitors
inall parts of the world except the Far East and pays us aroyalty on sales. We have retained certain bulk drug manufacturing rights
and certain co-promotion rightsin the territories licensed to GlaxoSmithKline. Under the collaborative agreement, GlaxoSmithKline
agreed to pay us up to $42 million, comprised of a $15 million license payment paid in 1993, $14 million of product research funding
over five years and $13 million of development and commercialization milestone paymentsfor an initial drug candidate.
GlaxoSmithKlineis aso obligated to pay usadditional development and commercialization milestone paymentsfor subsequent drug
candidates, including VX-175. We have received thefull amount of research funding specified under the agreement. In addition,
GlaxoSmithKlineis required to bear the costs of development inits territory under the collaboration.

GlaxoSmithKline has the right to terminate its agreement withus without cause upon twelve months' notice. Termination of the
agreement by GlaxoSmithKlinewill relieve it of itsobligation to makefurther commercidization and development milestone and
royalty payments, and will end any license granted to GlaxoSmithKline by us.

We and GlaxoSmithKline have a non-exclusive, worldwide license under certain Searle patent applications claiming HIV protease
inhibitors, to permit Vertex and GlaxoSmithKline to develop, manufacture and market Agenerase free of therisk of intellectual
property claims by Searle. The terms of the license require usto pay Searle aroyalty on net sales.
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AURORA BIOSCIENCES
OVERVIEW

We acquired Aurora Biosciences in July 2001. Aurorauses proprietary advances in biology, chemistry and automation to accel erate
the discovery of new medicines. Auroras core technologiesinclude a broad portfolio of proprietary fluorescence assay technologies
and screening platforms designed to provide an integrated solution for drug discovery. Its fluorescence assay technologiesinclude
GeneBLAzer-TM-, GenomeScreen-TM-, Vivid-TM- and PhosphoryLIGHT-TM- technologies, as well as a broad collection of
fluorescent proteins. Auroras screening platformsinclude its ultra-high throughput screening system, the UHT SS-Registered
Trademark- Platform, and its automated master compound store, the AMCS Platform, as well asitsion channel screening platform,
whichincludes proprietary voltage sensor probes and voltage ion probe reader, the VIPR-TM- subsystem. Aurora al so provides target
discovery, assay development, screening and other services to its customers.

Auroras technologies have been used by over 20 major life sciences companies and research organizations, including:

- Allergan - Genentech
- American Home Products - The Hereditary D sease
Foundat i on
- Bristol -Mers Squi bb - Johnson & Johnson
- The Cystic Fibrosis Foundation - Merck & Co.
- Fam lies of SMA - NV Organon Laboratories
- F. Hof fmann-La Roche - Pfizer
- d axoSm thKline - Pharmaci a & Upj ohn
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A number of these organizations currently contract directly with Aurorafor assay development, screening, target identification and
other services. The agreements vary in duration and size and typically provide that Aurora will develop assays, deliver
instrumentation, and provide ongoing scientific and technical support.

TECHNOLOGIES, PRODUCTS AND SERVICES

Aurora focuses on the development and commercialization of technologies, products and services that provide solutionsto bottlenecks
in the drug discovery process. Aurorahas developed and commercialized a broad range of technologies and products to facilitate drug
discovery. Itstechnologies and products assist scientists by improving their ability to rapidly identify targets, develop assays and
screen compounds to be used as potential new medicines.

TARGET IDENTIFICATION AND ASSAY DEVELOPMENT

- GENOMESCREEN TECHNOLOGY . Aurora usesits patented GenomeScreen technology to identify and validate targets by
scanning the genome of living human cells and identifying those genes activated or repressed in disease states. GenomeScreen also
facilitates the rapid development of cell-based assaysfor endogenously expressed targets, without having to utilize cloned cDNAsfor
those targets. Aurora hasused this technology to generate hundreds of cell-based assays. In addition, Aurora has used GenomeScreen
to assist in mapping gene activation and cell signaling pathways and characterizing poorly understood cellular processes.

- GENEBLAZER TECHNOLOGY . Auroras patented GeneBLAzer technology enables scientiststo rapidly develop cell-based assays
with fluorescence-activated cell sorting (FACS). GeneBLAzer isreadily adapted to a broad range of target classes, including G
protein-coupled receptors (GPCRs), chemokine receptors, transcription factors and intracellular cis-acting proteases. Using
GeneBLAzer, Aurora hasdevel oped over 150 assays relating to various therapeutic areas, including inflammation, oncology,
metabolic, infectious and central nervous system diseases, for our collaborators and ourselves.

- FLUORESCENCE POLARIZATION TECHNOLOGY. Scientistsuse Auroras fluorescence polarization technology to study
molecular interactions in a number of drug discovery-related applications, including protein-DNA interactions, immunoassays,

protease assays, epitope mapping, DNA hybridization and receptor-ligand binding studies. Aurora's fluorescence polarization
technology includesits Beacon-Registered Trademark- fluorescence polarization system and a widerange of homogeneous,
solution-based high-throughput screening assays.

[T S— .
E=amas EDGARSr 9002, EDGAR Online. Inc.




- FLUORESCENT PROTEINS. Fluorescent proteins are widely used asresearch tools, with over 2,300 related publications to date.
Drug discovery-related applications of Aurora's patented fluorescent proteins include various methods of functional genomics, high
throughput screening assays and gene profiling to assess the potential toxicity of compounds. Aurorasissued patentson fluorescent
proteins, which include over 400 claims, are directed toward nucleic acids encoding fluorescent proteins, the fluorescent proteins
themselves, various fusion proteins and methods of use.

- UNIVERSAL G-PROTEINS. Scientistscan use Aurora's patented universal G-proteins to measure the activity of different kinds of
receptors in living human cells and to identify the function of receptors without previously known function.

- VIVID FLUOROGENIC SUBSTRATES. Auroras patented Vivid fluorogenic substrates are useful for the rapid assessment of
individual compounds and compound libraries to determine whether they may have potentially unfavorable interactions with key
metabolic enzymes known as cytochrome P450 isozymes. Currently, these unwanted characteristics are identified later in the drug
development process, after significant investment hasbeen made in chemistry and pharmacol ogy research.
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- PHOSPHORYLIGHT TECHNOLOGY . Auroras PhosphoryLIGHT technology facilitates the development of assays to measure the
activity of enzymes controlling cellular activity. These enzymes are significant therapeutic targets for awide range of diseases,
including cancer, inflammation, nervous system conditions and metabolic diseases.

- CELLSENSOR TECHNOLOGY . Aurora usesits CellSensor technology to identify the function of novel biologics (such as orphan
secreted proteins) and compounds.

- LRET TECHNOLOGY . Aurora uses itsluminescent resonance energy transfer (LRET) technology to develop biochemical and
cell-based assays that require time resolved readouts. Time resolved assay formats avoid many of the common artifacts foundin
standard fluorescence readouts.

ION CHANNEL ASSAY DEVELOPMENT AND HIGH THROUGHPUT SCREENING

Aurora's patented ion channel technology platform, whichincludes the VIPR subsystem, its proprietary voltage sensor probes and
voltage ion probe reader, wasfirst released in 1997. This platform facilitates the rapid generation of screening assays and the high
throughput screening of ion channel targets by optically measuring changesin membrane potentia in live cellsin anautomated,
microtiter plate format. In late 2000, Aurora began marketing its second-generation voltageion probe reader, the VIPR |1 subsystem,
which has increased functionality and higher screening capacity. The VIPR |1 subsystem is capable of screening in 96-well and
384-well microplate formats, with a significant increase in throughput over theorigina VIPR subsystem. Because Aurorasion channel
technology platform focuses on changesin membrane potential, it isa universal platformthat isindependent of the particular ion being
transported by thetarget channel. It is applicable to the majority of ion channel families, including voltage-gated and ligand-gated
potassium, sodium, calcium and chloride channels, as well as other types of channels. Using this patented functional assay and
screening technology, Aurorahas developed over 50 assays relating to therapeutic areas, including cardiovascular, metabolic and
nervous system diseases, for our collaborators and ourselves.

ASSAY DEVELOPMENT AND SCREENING SERVICES

Aurora provides assay development and screening services which generate revenue and also provide Aurorawith valuable experience
working with difficult drug targets.

PROTEIN MANUFACTURING, SALESAND SERVICES

Aurora produces and sdlls proteins and provides protein cloning, expression and purification services through its subsidiary PanVera.
Pan Verahas produced hundreds of recombinant proteins for commercia sale, focusing on protein families that are of broad interest
from atherapeutic perspective, including nuclear receptors, protein kinases and drug metabolizing enzymes.

INTELLECTUAL PROPERTY

We vigorously pursue patents to protect our intellectual property. Asof December 31, 2001, we had 150 issued U.S. patents and 186
pending U.S. patent applications covering proprietary technologies and intellectual property within our discovery and development

programs, aswell as foreign counterparts in many other countries. As of January 18, 2002, Aurora and its subsidiary PanVera owned
or exclusively licensed 84 issued patents covering their technologies and had received notices of alowancewith respect to five patent
applications. Certain aspects of Auroras fluorescent protein technology and ion channel technology are exclusively licensed fromthe
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Regents of the University of Cdifornia.

We actively seek, when appropriate, protection for our products and proprietary information by meansof United States and foreign
patents, trademarks and contractual arrangements. In addition, we rely upon trade secrets and contractual arrangements to protect
certain of our proprietary information and products. Inaddition to patents and pending patent applications that relate to potential drug

22
targets, compounds we are developing to modulate those targets, and methods of using those compounds, we have severa patentsand
pending patent applications directed to proprietary elements of our drug discovery platform. These include a patent application on our
SHAPES approach to NMR-based screening and on the use of a protein or a mutant of that protein to design inhibitors of other related
proteins. We have also filed patent applications and obtained patentsrelated to the three-dimensional atomic structures of targets of
interest, the use of those structuresto design drugs, classes of compounds that bind to atarget of interest, and the interactionsrequired
between acompound and atarget of interest.

Much of our technology and many of our processes depend upon the knowledge, experience and skills of key scientific and technical
personnel. To protect our rights to our proprietary know-how and technology, we require all employees, consultants and advisorsto
enter into confidentiality agreementsthat prohibit thedisclosure of Vertex confidential information to anyone outside Vertex. These
agreements typically require disclosure and assignment to Vertex of ideas, developments, discoveries and inventions made by
employees, consultants and advisors.

PATENTSAND PENDING APPLICATIONS

We have issued patents and pending applications in the United States, and in foreign countries we deem appropriate, covering
intellectual property developed aspart of each of our most advanced research, development and commercialized programs. These
include:

- issued United States patents that cover classes of chemical compounds, pharmaceutical formulations and/or uses of the same for
treating HIV infection and AIDS. The patents include specific coverage for amprenavir, pharmaceutical formulations containing
amprenavir and methods of using of amprenavir to treat HIV infectionor AIDS-related central nervous system disorders. Another
issued United States patent covers processesfor preparing synthetic intermediates useful in the synthesisof a class of compounds that
includes amprenavir. We have a non-exclusive, worldwide license under certain Searle patent applications claiming HIV protease
inhibitors. We have applications pending in the United States and other countriesclaiming VX-175 and related compounds. We also
have applications pending in the United States and other countries claiming VX-385 and related compounds.

- issued United States patents that cover classes of chemical compounds, pharmaceutical compositions containing such compounds,
and methods of using those compounds to treat or prevent IMPDH-mediated diseases. The classof compounds covered by one of
these patents includes merimepodib. We also have applications pending in the United States and other countries claiming VV X-148,

V' X-944, and related compounds.

- issued United States patents claiming Incel and structurally related compounds, VX-853 and structurally related compounds, and
other compounds for treating multidrug resistance, as part of our MDR research and development program.

- issued United States patents covering pralnacasan, the active metabolite of pralnacasan, and several different classes of compounds
useful asinhibitors of ICE, as well as pharmaceutical compositions containing those compounds and methods of usingthose
compounds to treat | CE-related diseases. These patents and applications also include a series of patentsand applications purchased
from Sanofi S.A., in July 1997. We also have a United States patent obtained from Sanofi S.A. that covers DNA sequences encoding
ICE. We also have applications pending in the United States and other countries claiming V X-765 and related compounds.

- an issued patent that covers a class of chemical compounds that includes VX-745, aswell as applications claiming V X-745
specifically, compositions comprising those compounds and the use of those compoundsto treat p38-related disorders, aspart of our
p38 MAP kinase research and devel opment program. We aso have applications pending in the United States and other countries
claiming VX-702, VX-850, and related compounds.
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- issued United States patents covering various classes of chemical compounds and their use to treat a wide variety of neurological
disorders.

- issued United States patents and pending applications covering assays useful to evaluate potential inhibitors of hepatitis C protease.
We also haveissued United States patents covering the X-ray crystal structures of hepatitis C protease and hepatitis C helicase,
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including the use of those structures to develop hepatitis C protease inhibitors and hepatitis C helicase inhibitors, respectively. Other
issued United States patents and worldwide pending applications cover VX-950, additional hepatitis C protease inhibitors and hepatitis
C helicase inhibitors.

- applications pending in the United States and other countriesclaiming VX-799 and related compounds. We aso have filed
applications claiming other classes of caspase inhibitors and a caspase target discovered under our caspase inhibitors program.

- issued United States patents claiming pharmaceutical compositions comprising VX-563 and related compounds, and methods of
treating various diseases with such compositions.

- filed applications claiming inhibitors of multiple kinases, as part of our kinase research programs.

- filed applications and an issued United States patent for methods of designing novel chemical inhibitorsof protein kinases. The
patented method involves using mutagenesi s techniques to create hybrid kinasesthat act as surrogate targets for drug design and
compound screening. This method, which combines the disciplines of cell biology, structural genomics, computational chemistry and
medicinal chemistry, may accelerate the design and development of new drug candidates by reducing lead discovery and optimization
timelines.

- filed applications claiming inhibitors of bacterial gyrase.

We do not know whether any patents will issue from any of our patent applications or, even if patents issue or have issued, that the
issued claims will provide us with any significant protection against competitive products or otherwise be valuable commercially.
Legal standards relating to the validity of patents and the proper scope of their claims in the biopharmaceutical field are uncertain. We
also cannot be sure that we will be able to avoid infringing, and thus having to negotiate alicense under, any patents issued to others,
or that alicense to such patents would be available on commercially acceptable terms, if at all.

MANUFACTURING

Werely on third party manufacturers and collaborative partnersto produce our compounds for preclinical and clinical purposes and
may do so for commercia production of any compoundsthat are approved for marketing. Commercial manufacturing of Ageneraseis
being done by GlaxoSmithKline. We retain the option to manufacture a portion of GlaxoSmithKline's requirements for bulk drug
substance for Agenerase and itsprodrug, VX-175. If we were to exercise that option, we would rely upon one or more contract
manufacturers to manufacture the bulk drug substance on our behalf.

We have established a quality assurance program, including a set of standard operating procedures, intended to ensure that third party
manufacturers under contract produce our compounds in accordance withthe FDA's current Good Manufacturing Practices, or cGMP,
and other applicable regulations.

Webelieve that al of our existing compounds can be produced using established manufacturing methods, primarily through standard
techniques of pharmaceutical synthesis. We believe that we will be able to continue to negotiate third party manufacturing
arrangements on commercially reasonable terms and that it will not be necessary for usto develop internal manufacturing capability in
order to successfully commercialize our products. Our objective isto maintain flexibility in deciding whether to develop internal
manufacturing capabilities for certain of our potential products. However, in the event that we are unable to obtain contract
manufacturing, or obtain such manufacturing on commercially
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reasonable terms, we may not be able to commercialize our products as planned. We have limited experience in manufacturing
pharmaceutical or other products or in conducting manufacturing testing programs required to obtain FDA and other regulatory
approvals, and there can be no assurance that we will further develop such capabilities successfully.

Since most of our potential products are at an early stage of development, we will need to improve or modify our existing
manufacturing processes and capabilities to produce commercia quantities of any drug product economically. We cannot quantify the
time or expensethat may ultimately be required to improve or modify our existing process technologies, but it is possible that such
time or expense could be substantial.

The production of our compoundsis based in part ontechnology that we believe to be proprietary. We may license thistechnology to
contract manufacturers to enable them to manufacture compounds for us. In addition, a contract manufacturer may develop process
technology related to the manufacture of our compounds that the manufacturer owns either independently or jointly with us. This
would increase our reliance on such manufacturer or require usto obtain a license from such manufacturer in order to have our
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products manufactured.

Aurora manufacturesthe UHTSS Platform, the AMCS Platform, the sampledistribution system, and theVIPR and VIPR I at its
facilities in San Diego, Cadlifornia, except certain components of the UHTSS Platform and AMCS Platform, which are purchased from
Universal Technologies, Inc., and the enclosuresfor the UHTSS Platform and AMCS Platform, which are purchased from

Environmental Specidlties, Inc.
COMPETITION

We are engaged in biopharmaceutical fields characterized by extensive research efforts, rapid technological progress and intense
competition. Thereare many public and private companies, including pharmaceutical companies, chemical companies and
biotechnology companies, engaged in devel oping products for the same human therapeutic applications asthose that we are targeting.
In order for usto compete successfully, we must demonstrate improved safety, efficacy, ease of manufacturing and market acceptance
of our products over those of our competitors who have received regulatory approval and are currently marketing their drugs. In the
field of HIV protease inhibition, Merck & Co., Inc., Abbott Laboratories, Inc., Hoffmann-La Roche, and Pfizer Inc. have other HIV
protease inhibitor drugson the market. Many of our competitors have substantially greater financial, technical and human resources
than oursand more experience in the development of new drugs.

There are a number of companies that compete with Aurorain various aspects of its business. For instance, companies such as
Cellomics, Discovery Partners International, Evotec and Molecular Devices develop and commercialize proprietary researchtools,
reagents, instruments and systemswhich compete with Aurora's proprietary screening platforms and reagents. There are also a number
of companies such as Albany Molecular Research, ArQule, Array Biopharma, Cambridge Drug Discovery, Discovery Partners
International, Oxford Asymmetry, Pharmacopeia and Tripos, that develop and commercialize compound libraries and use chemistry
capabilities to test and screen potential drug candidates.

GOVERNMENT REGULATION

Our development, manufacture and potential sale of therapeutics are subject to extensive regulation by United States and foreign
governmental authorities. In particular, pharmaceutical products are subject to rigorous preclinical and clinical testing and to other
approval requirements by the FDA in the United States under the Food, Drug and Cosmetic Act, and by comparable agencies in most
foreign countries.

Asaninitial step inthe FDA regulatory approval process, preclinical studies are typically conducted in animalsto identify potential
safety problems. For certain diseases, animal models exist that are believed to be predictive of human efficacy. For such diseases, a
drug candidate istestedin an
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animal model. The results of the studies are submitted to the FDA as a part of the Investigational New Drug application (IND) which is
filed to comply with FDA regulations prior to commencement of human clinical testing inthe U.S. For diseases for whichno
appropriately predictive animal model exists, no such results can be filed. For several of our drug candidates, no appropriately
predictive model exists. As aresult, no IN VIVO evidence of efficacy would be available until such compounds progressto human
clinical trials.

Clinical trialsare typically conducted in three sequential phases, although the phases may overlap. InPhase I, which frequently begins
with theinitial introduction of the druginto healthy human subjects prior to introduction into patients, the compound will be tested for
safety, dosage tolerance, absorption, bioavailability, biodistribution, metabolism, excretion, clinical pharmacology and, if possible, for
early information on effectiveness. Phase Il typically involves studies in a small sample of the intended patient population to assess the
efficacy and duration of thedrug for a specific indication, to determine dose tolerance and the optimal dose range and to gather
additional information relating to safety and potential adverse effects. Phaselll trials are undertaken to further evaluate clinical safety
and efficacy in an expanded patient population at geographically dispersed study sites, to determine the overall risk-benefit ratio of the
drug and to provide an adequate basisfor physician labeling. Each trial is conducted in accordance with certain standards under
protocols that detail the objectives of the study, the parameters to be used to monitor safety and the efficacy criteria to be evaluated.
Each protocol must be submitted to the FDA as part of the IND. Further, each clinical study must be evaluated by an independent
Ingtitutional Review Board at theinstitution at which the study will be conducted. The Institutional Review Board will consider,
among other things, ethical factors, thesafety of human subjects and the possible liability of theinstitution.

Datafrom preclinical testing andclinical trials are submitted to the FDA in a New Drug Application (NDA) for marketing approval .
The process of completing clinical testing and obtaining FDA approval for anew drug is likely to take a number of years and require
the expenditure of substantial resources. Preparing an NDA involves considerable data collection, verification, analysis and expense,
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and there can be no assurance that approval will be granted on atimely basis, if atall. The approva processis affected by a number of
factors, including the severity of the disease, theavailability of aternative treatmentsand the risks and benefits demonstrated in
clinical trials. The FDA may deny an NDA if applicable regulatory criteria are not satisfied or may require additional testing or
information. Among the conditions for marketing approval istherequirement that the prospective manufacturer's quality control and
manufacturing procedures conform to the FDA's cGMP regulations, which must be followed at all times. In complying with standards

set forthin theseregulations, manufacturers must continue to expend time, monies and effort in thearea of production and quality
control to ensure full technical compliance. Manufacturing establishments, both foreign and domestic, also are subject to inspections
by or under the authority of the FDA and by or under the authority of other federal, stateor local agencies.

Even &fter initial FDA approval has been obtained, further studies, including post-marketing studies, may be required to provide
additional data on safety and will be required to gain approval for the useof a product as a treatment for clinical indications other than
those for whichthe product was initialy tested. Also, the FDA will require post-marketing reporting to monitor the side effects of the
drug. Results of post-marketing programs may limit or expand further marketing of the drug products. Further, if there are any
modifications to the drug, including changesin indication, manufacturing process, labeling or manufacturing facilities, an NDA
supplement may be required to be submitted to the FDA.

The Orphan Drug Act provides incentives to drug manufacturers to devel op and manufacture drugs for the treatment of diseases or
conditions that affect fewer than 200,000 individuals in the United States. Orphan drug status can also be sought for diseases or
conditions that affect more than 200,000 individuals in the United Statesif the sponsor does not redlistically anticipate its product
becoming profitable from sales in the United States. Under the Orphan Drug Act, a manufacturer of a designated orphan product can
seek tax benefits, and the holder of thefirst FDA approval of a
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designated orphan product will be granted a seven-year period of marketing exclusivity for that product for the orphan indication.
While the marketing exclusivity of anorphan drugwould prevent other sponsors from obtaining approval of the same compound for
the sameindication, it would not prevent other typesof drugs from being approved for the sameuse. We may apply for orphan drug
status for certain indications of MDR in cancer.

Under the Drug Price Competition and Patent Term Restoration Act of 1984, a sponsor may be granted marketing exclusivity for a
period of time following FDA approval of certaindrug applications if FDA approval is received before the expiration of the patent's
origina term. This marketing exclusivity would prevent athird party fromobtaining FDA approval for asimilar or identical drug
through an Abbreviated New Drug Application, whichis the application form typically used by manufacturers seeking approval of a
generic drug. The statute also alows a patent owner to extend theterm of the patent for a period equal to one-half the period of time
elapsed between the filingof an IND and the filing of the corresponding NDA plus the period of time between thefiling of the NDA
and FDA approval. We intend to seek the benefits of this statute, but there can be no assurance that we will be able to obtain any such
benefits.

Whether or not FDA approval hasbeen obtained, approval of adrug product by regulatory authoritiesin foreign countries must be
obtained prior to the commencement of commercial sales of the product in such countries. Historically, the requirements governing the
conduct of clinical trialsand product approvals, and thetime required for approval, have varied widely from country to country.

In addition to the statutes and regulations described above, weare also subject to regulation under the Occupational Safety and Health
Act, the Environmental Protection Act, the Toxic Substances Control Act, the Resource Conservation and Recovery Act and other
present and potential future federal, state and local regulations.

EMPLOYEES

Asof December 31, 2001, we had more than 1,000 employees, including approximately 570 in research and development, 260 in
support servicesand 161 in general and administrative functions. Approximately 66 of these employees were located at our U.K.
research and development facility, 103 of these employees werelocated at our PanVera facility in Madison, Wisconsin, and 350 of
these employees were located at our facility in San Diego (including Aurora). Our scientific staff members (246 of whom hold Ph.D.
and/or M.D. degrees, including 52 at Aurora and PanVera) have diversified experience and expertise in molecular and cell biology,
biochemistry, animal pharmacology, synthetic organic chemistry, protein X-ray crystallography, protein nuclear magnetic resonance
spectroscopy, computational chemistry, biophysical chemistry, medicinal chemistry, clinical pharmacology and clinical medicine. Our
employees are not covered by a collective bargaining agreement, and we consider our relations with our employees to be good.
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EXECUTIVE OFFICERSAND DIRECTORS
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The names, ages and positions held by our executive officers and directors are as follows:

NAVE AGE PCSI TI ON

:];)_s;lua S. Boger, Ph.D..................... 50 Chai rman and Chief"I_E;((-a(-:L_Jt_ive O ficer

Vicki L. Sato, Ph.D....................... 54 Presi dent

John J. Alam MD........ ... ... .. .. 40 Seni or Vice President of Drug Eval uation
and Approval

Lynne H Brum............. ... .. ..., 38 Vi ce President of Corporate Devel opnent

and Communi cati ons

lain P. M Buchanan....................... 48 Vice President of European Qperations;
Managi ng Director of Vertex
Phar maceuticals (Europe) Limted

Kenneth S. Boger...................c...... 55 Seni or Vice President and General Counsel
N. Anthony Coles, MD..................... 41 Seni or Vice President, Conmerci al

Qper ati ons- Phar naceuti cal Products
lan F. Smith.... ... ... . .. 36 Vi ce- President and Chief Financial Oficer
M chael G Wkasch........................ 50 Presi dent, Aurora Biosci ences and PanVera

Cor por ati on

Barry M Bloom Ph.D...................... 73 Director
Roger W Brinbl econbe, Ph.D., D.Sc........ 72 D rector
Stuart J. Collinson, Ph.D................. 42 D rector
Donald R Conklin...................... ... 65 Di rect or
Bruce |. Sachs............ ... ... ... ... ... 42 Di rector
Charles A Sanders, MD................... 70 Director
Elaine S. Ulian.......................... 54 Di rector

All executive officers areelected by the Board of Directors to servein their respective capacities until their successors are elected and
qudified or until their earlier resignation or removal.

Dr. JoshuaBoger isafounder of Vertex. He hasbeen Chief Executive Officer since1992 and Chairman of the Board since 1997. He
was our President from our inceptionin 1989 until December 2000, and Chief Scientific Officer from 1989 until May 1992. Dr. Boger
has been a director since Vertex'sinception. Prior to founding Vertex in 1989, Dr. Boger held the position of Senior Director of Basic
Chemistry at Merck Sharp & Dohme Research Laboratories in Rahway, New Jersey, where he headed both the Department of
Medicinal Chemistry of Immunology & Inflammation and the Department of Biophysical Chemistry. Dr. Boger holdsaB.A. in
chemistry and philosophy from Wesleyan University and M.S. and Ph.D. degrees in chemistry from Harvard University. Dr. Boger is
the brother of Mr. Kenneth Boger, the Company's Senior Vice President and General Counsel.

Dr. Sato joined Vertex in September 1992 as Vice President of Research and Chief Scientific Officer. She wasappointed Senior Vice
President of Research and Development in September 1994 and became President of Vertex in December 2000. She served as Chair
of the Scientific Advisory Board from 1992 until December 2000. Previoudly, she was Vice President, Research and a member of the
Scientific Board of Biogen, Inc. Asresearch head at Biogen, she directed research programs in the fields of inflammation,
immunology, AIDS therapy and cardiovascular therapy from early research into
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advanced product development. Dr. Sato received an A.B. in biology from Radcliffe College and A.M. and Ph.D. degrees from
Harvard University. Following postdoctoral work in chemistry and immunology at the University of California at Berkeley and
Stanford Medical School, she wasappointed to thefaculty of Harvard University in the Department of Biology.
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Dr. Alam served as Vice President of Clinical Development of the Company from October 1997 until January 2001, whenhe was
appointed Senior Vice President of Drug Evaluation and Approval. Dr. Alam came to Vertex from Biogen, Inc., where he helda
variety of positionsfrom 1991-1997, including Director of Medical Research and Program Executive for Avonex (beta interferon).
Prior to joining Biogen, Dr. Alam was a Research Fellow at the Dana Farber Cancer Institute and had completed an internal medicine
residency at The Brigham and Women's Hospital in Boston. Dr. Alam holds an M.D. from Northwestern University Medical School
and a S.B. in Chemical Engineering from the Massachusetts Institute of Technology.

Ms. Brum joined Vertex as Director, Corporate Communicationsin 1994 and was Vice President of Corporate Communications of the
Company from 1998 until January 2001, when she was appointed Vice President of Corporate Communications and Market
Development. Ms. Brum came to Vertex from Feinstein Kean Healthcare, a communications and business consulting practice, where
she wasa vice president. Previously, sheheld corporate communications and research positions at Biogen, Inc. Ms. Brum holds an
M.B.A. fromthe Simmons Graduate School of Management, and a B.A. in biological sciences from Wellesley College.

Mr. Buchanan joined Vertex in April 1994 from Cilag AG, a subsidiary of Johnson & Johnson based in Zug, Switzerland, where he
served asits Regional Licensing Director since 1987. He previoudly held the position of Marketing Director of Biogen, Inc. in
Switzerland. Prior to Biogen, Mr. Buchanan served in Product Management at Merck Sharp & Dohme (UK) Limited. Mr. Buchanan
holds a B.Sc. from the University of St. Andrews, Scotland.

Mr. Kenneth Boger joined Vertex as Senior Vice President and General Counsel in October 2001. He cameto Vertex from the law
firm of Kirkpatrick & Lockhart, wherehe was a partner speciaizing in business and corporate law and was amember of the firm's
Management Committee. Prior to the merger of Kirkpatrick & Lockhart with theBoston law firm of Warner & Stackpole in 1999, Mr.
Boger was a partner at Warner & Stackpole, where he served on the Executive Committee from 1988 to 1997. Mr. Boger holds aB.A.
in history from Duke University, an MBA fromthe Graduate School of Business at the University of Chicago, and a J.D. from Boston
College Law School. Mr. Boger isthe brother of Dr. JoshuaBoger, the Company's Chairman and Chief Executive Officer.

Dr. Colesjoined Vertex as Senior Vice President, Commercial Operations-Pharmaceutical Products in March, 2002. He came to
Vertex from Bristol-Myers Squibb, where heserved in avariety of positionssince joining BMSin 1996, including Senior Vice
President of Strategy and Policy, Senior Vice President, Marketing and Medical Affairs for the Neuroscience, Infectious Disease, and
Dermatology Division, and Vice President, West Area Sales--Cardiovascular and Metabolic BusinessUnit for U.S. Primary Care.
Prior to joining BMS, Dr. Coleswas Vice-President of the Hypertension and Heart Failure Business Group at Merck. Dr. Coles holds
an M.D. degree from Duke University, a Masters Degree in Public Health from Harvard Universty and a B.S. degree from Johns
Hopkins University.

Mr. Smith joined Vertex as Vice President and Chief Financial Officer in October 2001. He cameto Vertex from Ernst & Y oung,
LLP, an accounting firm, where he had served as a partner in their Life Science and Technology Practice since 1999. He had various
responsibilities in the accounting, auditing and mergers and acquisitions groups. Mr. Smith initially joined Ernst & Young's U.K. firm
in 1987, and then joined their Boston office in 1995. Mr. Smith holdsaB.A. in Accounting and Finance from Manchester
Metropolitan University, U.K., isamember of the American Institute of Certified Public Accountants and is a Chartered Accountant
of England and Wales.
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Mr. Wokasch joined PanVerain July 2001 and currently serves asPresident of PanVera and, effective March 2002, as President of
Aurora. Prior to joining PanVera, Mr. Wokasch served asChief Executive Officer and President of GalaDesign, Inc. Prior to Gala
Design, he served as Vice President, Marketing and Sales, at Promega Corporation. From 1997 to 1999, he wasSenior Vice President
and Group President at Covance. Prior to 1997, Mr. Wokasch held various management positions at Abbott Laboratories, as well as
sales and marketing positions at Merck & Co., Inc. He obtained his Bachelor of Science degree in Pharmacy from the University of
Minnesota.

Dr. Bloom has served as our director since 1994. He was formerly with Pfizer Inc., as Executive Vice President of Research and
Development from 1992 to 1993, as Vice President from 1990 to 1992, and asa director from 1973 to 1993. He also servesas a
director of Cubist Pharmaceuticals Inc., Incyte Genomics Inc., Neurogen Corporation and Microbia.

Dr. Brimblecombe has served as our director since 1993. He served asChairman of Vanguard Medica Ltd. from 1991 to 2000, as
Chairman of Core Group plc since 1997, and as Non-Executive Chairman of Oxford Asymmetry International plc from 1997 to 2000.
From 1979 to 1990, he held variousVice Presidential postsin SmithKline & French Laboratories research and development
organization. He also serves as a director of several companies located in Europe.

Dr. Collinson joined us asa member of the Board of Directors in July 2001. He currently serves as a Partner at Forward Ventures.
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Prior to our merger with Aurorain 2001, Dr. Collinson served as the President, Chief Executive Officer and Chairman of the Board of
Aurora. Before joining Aurora, Dr. Collinson served as a consultant to Aurora from December 1998 to May 1999 and as Chief
Executive Officer of Andaris, Ltd., aprivately held biopharmaceutical company, from June 1998 to November 1998. Prior to Andaris,
Dr. Collinson held senior management positions with Glaxo Wellcome from December 1994 through June 1998, most recently serving
as Co-Chairman, Hospital and Critical Care Therapy Management Team and Director of Hospital and Critical Care. Dr. Collinson
received his Ph.D. in physical chemistry fromthe University of Oxford, England and his M.B.A. from Harvard University.

Mr. Conklin hasserved as our director since 1994. He served as Executive Vice President of Schering Plough from 1986 to 1996,
when heretired. He also serves as a director of AlfaCell Inc. and Ventiv Inc.

Mr. Sachs has served as our director since 1998. He currently serves as a Genera Partner at Charles River Ventures. From 1998 to
1999, he served asExecutive Vice President and General Manager of Ascend Communications, Inc. From 1997 until 1998, Mr. Sachs
served asPresident and CEO of Stratus Computer, Inc. From 1995 to 1997, he served as Executive Vice President and General
Manager of theInternet Telecom Business Group at Bay Networks, Inc. From 1993 to 1995, he served as President and Chief
Executive Officer at Xylogics, Inc.

Dr. Sanders hasserved as our director since 1996. Heretired in 1994 as Chief Executive Officer andin 1995 as Chairman of Glaxo
Inc. From 1990 to 1995, he served as a member of theboard of Glaxo plc. From 1981 to 1989, Dr. Sanders held a number of positions
at the Squibb Corporation, including that of Vice Chairman. Dr. Sanders has served on the boards of Merrill Lynch, Reynolds Metals
Co. and Morton International Inc. Heis currently adirector of Biopure Corporation, Edgewater Inc., Genentech, Inc.,Genaera
Pharmaceuticals Inc., Pharmacopeia Inc., Scios, Inc., and Trimeris Inc.

Ms. Ullian has served as our director since 1997. Since 1996, she has served as President and Chief Executive Officer of Boston
Medical Center. From 1994 to 1996, she served as President and Chief Executive Officer of Boston University Medical Center
Hospital. From 1987 to 1994, Ms. Ullian served asPresident and Chief Executive Officer of Faulkner Hospital. She also servesas a
director of Hologic Inc.
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SCIENTIFIC ADVISORY BOARD

Vertex's Scientific Advisory Board consists of individualswith demonstrated expertise in various fieldswho advise us concerning
long-term scientific planning, research and development. The Scientific Advisory Board also evaluates our research programs,
recommends personnel to usand advises us on technological matters. The membersof the Scientific Advisory Board, which is chaired
by Dr. Mark Murcko, our Chief Technology Officer, are:

Mark Murcko, Ph.D............... Vice President and Chief Technology Oficer, Vertex
Phar maceuti cal s | ncor porat ed.

Vicki L. Sato, Ph.D............. President, Vertex Pharnaceuticals Incorporated.

Steven J. Burakoff, MD. ........ Laura and |saac Perlnutter Professor, New York University
School of Medicine; Director, New York University Cancer
Institute; Director, Skirball Institute of Bionolecular
Medi ci ne.

Eugene H Cordes, Ph.D.......... Prof essor of Medicinal Chemi stry, College of Pharnacy and

Adj unct Professor of Chemistry, College of Literature,

Science and the Arts, University of M chigan, Ann Arbor.
Stephen C. Harrison, Ph.D....... Hi ggi ns Professor of Biochenistry, Harvard University;

I nvestigator, Howard Hughes Medical Institute; Professor of

Bi ol ogi cal Chemistry and Ml ecul ar Pharnmacol ogy and

Prof essor of Pediatrics, Harvard Medical School.

Jereny R Knowles, D. Phil...... Dean of the Faculty of Art and Sciences, and Anory Houghton
Prof essor of Chemistry and Biochem stry, Harvard
Uni versity.

Robert T. Schooley, MD......... Tim Gl Professor of Medicine and Head of the Division of
Infectious Disease, University of Colorado Health Sci ences
Center.

Dr. Roger Tsien, Ph.D........... I nvestigator, Howard Hughes Medical Institute; Professor of

Phar macol ogy and Prof essor of Chem stry and Bi ochem stry,
University of California, San D ego.

Other than Dr. Murcko and Dr. Sato, hone of the membersof the Scientific Advisory Board is employed by Vertex, and members may
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have other commitmentsto or consulting or advisory contracts with their employers or other entities that may conflict or compete with
their obligationsto us. Accordingly, such persons are expected to devote only a small portion of their timeto us. Inaddition to our
Scientific Advisory Board, we have established consulting relationships with a number of scientific and medical experts who advise us
on a project-specific basis.

RISK FACTORS

WE DO NOT KNOW HOW SUCCESSFUL AGENERASE WILL BE IN EUROPE, ORWHETHER U.S. AGENERASE
SALESWILL CONTINUE AT CURRENT LEVELS.

Agenerase's share of the worldwide protease inhibitor market may decrease due to competitive forces and market dynamics. Six other
HIV protease inhibitors and a number of other products, including Gilead's Viread, DuPont's Sustivaand GlaxoSmithKline's Ziagen,
are on the market for the treatment of HIV infection and AIDS. Other drugs are till in development by our competitors, including
Bristol Myers Squibb and Boehringer Ingelheim, which may have better efficacy, fewer side effects, easier administration and/or lower
coststhan Agenerase. Moreover, the growthin theworldwide market for HIV protease inhibitors has, to a certain extent, occurred asa
result of early and aggressive treatment of HIV infection witha protease inhibitor-based regimen. Changesin treatment strategy, in
whichtreatment isinitiated later in the course of infection, or in which treatment is more ofteninitiated witha regimen that does not
include a protease inhibitor, may result in lessuse of HIV protease inhibitors. In addition, theclinical benefit of strategies used by
clinicians to boost drug levelsof Agenerase by co-administering other antiretrovirals may not prove to be effective, or may not result
inincreased revenues. Asaresult, the total market for protease inhibitors, in the U.S. and Europe, may decline, decreasing Agenerase
sales potential. Further, although we co-promote Agenerase inthe
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U.S. and Europe, GlaxoSmithKlineis making most of the marketing and sales effortsand we will have little control over the success of
those efforts. GlaxoSmithKline has theright to terminateits agreement with uswithout cause upon twelve months' notice.

IFWE DO NOT SUCCESSFULLY DEVELOP OUR DRUG PIPELINE, WE MAY NOT GENERATE SUFFICIENT FUNDS
TO ACHIEVE OR SUSTAIN PROFITABILITY IN THE FUTURE.

Asof December 31, 2001, our collaborators and wewere conducting clinical development of six product candidates resulting from our
research and devel opment programs, including additional clinical trials of VX-175, merimepodib, pralnacasan and VX-148, and
preclinical testingof eight product candidates from these programs. All of the products that we are pursuing will require extensive
additional development, testing and investment, as well as regulatory approvals, prior to commercialization. Our product research and
development efforts may not be successful. Our drug candidates may not enter preclinical or clinical studies as or whenanticipated or
receive the required regulatory approvals. Moreover, our products, if introduced, may not be commercially successful. The results of
preclinical and initial clinical trials of products under development by us are not necessarily predictive of results that will be obtained
from large-scale clinical testing. Clinical trials of productsunder development may not demonstrate the safety and efficacy of such
products or resultin a marketable product. In addition, the administration alone or in combination with other drugs of any product
developed by usmay produce undesirable side effects in humans.

The failure to demonstrate adequately the safety and efficacy of atherapeutic drug under development could delay or prevent
regulatory approval of the product and could have a material adverse effect on our company. Inaddition, the FDA may require
additional clinical trials, which could result in increased costs and significant development delays. While all or a portion of these
additional costs may be covered by paymentsunder our collaborative agreements, we bear all of the costs for our development
candidates that are not partnered.

IFDELAYSIN PATIENT ENROLLMENT SLOW OUR DEVELOPMENT PROCESSWE MAY LOSE OUR
COMPETITIVE ADVANTAGE OR BEUNABLE TO BRING OUR DRUGSTO MARKET.

The rate of completion of clinical trials of our products is dependent upon, among other factors, the rate of patient accrual. Patient
accrual isafunction of many factors, including thesize of the patient population, the proximity of patientsto clinical sites, the
eligibility criteria for the tria, thelevel of compliance by the clinical sitesto clinical tria protocols, and theavailability of clinical trial
meaterial. Delaysin patient enrollment in clinical trials may result in increased costs, program delays or both, which could have a
material adverse effect on our company. Whileall or a portion of these additional costs may be covered by payments under our
collaborative agreements, we bear all of the costs for our development candidates that arenot partnered. If our clinical trialsare not
completed, wemay not be able to submit a new drug application and any such application may not be reviewed and approved by the
FDA inatimely manner, if at all.

IFWE DO NOT OBTAIN REGULATORY APPROVAL FOR OUR PRODUCTSON ATIMELY BASIS, OR AT ALL, OUR
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REVENUESWILL BE NEGATIVELY IMPACTED.

The FDA and comparable agencies in foreign countries impose substantial requirements on the introduction of therapeutic
pharmaceutical products through lengthy and detailed laboratory and clinical testing procedures, sampling activities and other costly
and time-consuming procedures. Satisfaction of theserequirements typically takes several years or longer and may vary substantially
based upon thetype, complexity and novelty of the pharmaceutical product. Data obtained from preclinical and clinical activitiesare
susceptible to varying interpretations, which could delay, limit or prevent regulatory approval. In addition, delays or rejections may be
encountered based on changesin, or additions to, regulatory policies for drug approval during the period of product development and
regulatory review. The effect of government regulation may be to delay or prevent the commencement of planned clinical trialsfor our
drug candidatesin clinical development, includingV X-175,
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merimepodib, pralnacasan, and VX-148. It may also delay the commercialization of our products, if any are developed and submitted
for approval, for a considerable period of time, impose costly procedures upon our activities and provide competitive advantagesto
companies more experienced in regulatory affairs that compete withus. Moreover, evenif approva is granted, such approval may
entail limitationson theindicated usesfor which a compound may be marketed.

IFWE ARE UNABLE TO ATTRACT AND RETAIN COLLABORATIVE PARTNERS FOR RESEARCH SUPPORT AND THE
DEVELOPMENT AND COMMERCIALIZATION OF OUR PRODUCTS, WE MAY NOT BE ABLE TO FUND OUR RESEARCH
AND DEVELOPMENT ACTIVITIES.

Our collaborative partners have agreed to fund portions of our research and devel opment programs and/or to conduct certain research
and development relating to specified products. In exchange, we have given them technology, product and marketing rights relating to
those products. Some of our corporate partners, including Novartis, GlaxoSmithKline, Aventisand Eli Lilly, have rights to control the
planning and execution of product development and clinical programs. The corporate partnersmay exercise their control rightsin ways
that may negatively impact thetiming and success of those programs. Our collaborations are subject to termination rights by the
collaborators. If any of Novartis, GlaxoSmithKline, Aventisor Eli Lilly were to terminate its relationship with us, or fail to meetits
contractual obligations, it could have a material adverse effect on our ability to undertake research, to fund related and other programs
and to develop, manufacture and market any products that may have resulted from the collaboration. For example, if Novartis wereto
terminate its collaboration with us before the end of theresearch term specified in the contract, we would no longer be eligible to
receive milestone payments and reimbursementsworth as much as $600 million from Novartis. We expect to seek additional
collaborative arrangements to provide research support and to develop and commercializeour products in the future. We may not be
able to establish acceptable collaborative arrangements in the future and even if we establish such collaborations, they may not be
successful. Under certain of our collaborative agreements, our collaborators have agreed to provide funding for only a portion of our
research and development activities and we are committed to investing our own capital to fund the remainder of the agreed upon
programs. However, we may not have adequate financial resources to satisfy those requirements.

IFWE LOSE OUR TECHNOLOGICAL ADVANTAGES, WE MAY NOT BE ABLE TOCOMPETE IN THE
MARKETPLACE.

We believe that our chemogenomics platform and parallel drug design strategy give us atechnological advantage. However, the
pharmaceutical research field is characterized by rapid technological progress and intense competition. Asaresult, we may not realize
the expected benefits from these technologies. For example, alarge pharmaceutical company, with significantly more resources than
we have, could pursue a novel, systematic approach to discover drugs based on gene familiesusing proprietary drug targets, compound
libraries, compound approaches, structural protein analysisand information technologies. Such a company might identify broadly
applicable compound classes faster and more effectively than we do, impeding our ability to develop and market drugs based on our
approach. Further, we believe that interest in the application of structure-based drug design, parallel drug design and related
approaches may continue and may accelerate as the strategies become more widely understood. Businesses, academic institutions,
governmental agencies and other public and private research organizations are conducting research to develop technologiesthat may
compete with those we use. It is possible that our competitors could acquire or develop technol ogies that would render our technology
obsolete or noncompetitive. For example, a competitor could develop information technologies that accel erate the atomic-level
analysisof potential compounds that bind to the active site of a drugtarget, and predict the absorption, toxicity, and relative
ease-of-synthesis of candidate compounds. If we were unable to access the sametechnologies at an acceptable price, our business
could be adversely affected.
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IF OUR COMPETITORS BRING SUPERIOR PRODUCTSTO MARKET OR BRING THEIR PRODUCTSTO MARKET
BEFORE WE DO, WE MAY BE UNABLE TO FIND A MARKET FOR OUR PRODUCTS.
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Our products in development may not be able to compete effectively with products which are currently on the market or new products
that may be developed by others. There are many other companies developing products for the same indications that we are pursuing
in development. For example, weknow of at least 10 drugsin development for HIV, 5 drugsin development for the treatment of
hepatitis C infection, and 20 drugs in development for thetreatment of rheumatoid arthritis, by competitors in the pharmaceutical and
biotechnology industries. In order to compete successfully in these areas, we must demonstrate improved safety, efficacy, ease of
manufacturing and gain market acceptance over competing products which have received regulatory approval and are currently
marketed. Many of our competitors, including major pharmaceutical companies such as GlaxoSmithKline, Novartis, Abbott and
Merck, have substantially greater financial, technical and human resources than we do. In addition, many of our competitors have
significantly greater experience than we do in conducting preclinical testing and human clinical trials of new pharmaceutical products,
and in obtaining FDA and other regulatory approvals of products. Accordingly, our competitors may succeed in obtaining regulatory
approva for products more rapidly than we do. If we obtain regulatory approval and launch commercial sales of our products, we will
also compete with respect to manufacturing efficiency and sales and marketing capabilities, areas in whichwe currently have limited
experience.

THE LOSSOF THE SERVICES OF KEY EMPLOYEES OR THE FAILURE TO HIRE QUALIFIED EMPLOYEES
WOULD NEGATIVELY IMPACT OUR BUSINESS AND FUTURE GROWTH.

Because our products are highly technical in nature, we require the services of highly qualified and trained scientists who have the
necessary skillsto develop our products. Our future success will depend in large part on the continued services of our key scientific
and management personnel, including Dr. Joshua S. Boger, our Chief Executive Officer, andDr. Vicki L. Sato, our President. While
we have entered into employment agreementswith Dr. Boger and Dr. Sato, they may be terminated by the employee upon six months
notice.

We face intense competition for our scientific personnel from our competitors, our collaborative partners and other companies
throughout our industry. Moreover, the growth of local biotechnology companies and the expansion of major pharmaceutical
companies into the Cambridge area has increased competition for the available pool of skilled employees, especialy in technical
fields, and the high cost of livingin the Boston area makes it difficult to attract employees from other parts of the country. A failureto
retain, aswell as hire, train and effectively integrate into our organization, a sufficient number of qualified scientists and professionals
would negatively impact our business and our ability to grow our business. In addition, thelevel of funding under certain of our
collaborative agreements, in particular the Novartis collaboration, depends on the number of our scientistsperforming research under
those agreements. If we cannot hire andretain therequired personnel, funding received under the agreements may be reduced.

IFWE FAIL TO MANAGE OUR GROWTH EFFECTIVELY, OUR BUSINESS MAY SUFFER.

During theyear 2001, we added approximately 96 employees, increasing the size of our organization by almost 21%, exclusive of
approximately 450 employeeswho cameto usthrough our acquisition of Aurora, and we intend to continue to grow. This growth,
including growth resulting from the Auroraacquisition, requires a significant investment in personnel, management systems and
resources. Our ability to commercialize our products, achieve our research and development objectives, and satisfy our commitments
under our collaboration agreements depends on our ability to respond effectively to these demandsand expand our internal
organization to accommodate additional anticipated growth. If we are unable to manage our growth effectively, there could be a
meaterial adverse effect on our business.
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WE DEPEND ON THIRD PARTY MANUFACTURERS, AND IF WE ARE UNABLE TO OBTAIN CONTRACT
MANUFACTURING ON REASONABLE TERMS, WE MAY NOT BE ABLE TO DEVELOP OR COMMERCIALIZE OUR
PRODUCTS.

Our ahility to conduct clinical trialsand our ability to commercialize our potential products will depend, in part, on our ability to
manufacture our products on alarge scale, either directly or through third parties, at a competitive cost and in accordance with FDA
and other regulatory requirements. We have no experience in manufacturing pharmaceuticals or other products, and we may not be
able to develop such capabilities in the foreseeable future. Inaddition, some of our current corporate partners have manufacturing
rights with respect to our products under development. We are, therefore, dependent on third party manufacturers and our
collaborative partnersfor the production of our compounds for preclinical research, clinical trial purposes and commercia production.
Accordingly, if we are not able to obtain contract manufacturing fromthese third parties on commercially reasonable terms, we may
not be ableto conduct or complete clinical trials or commercialize our products as planned. Further, commercial formulation and
manufacturing processes have yet to be developed for our drug candidates other than Agenerase. As aresult, our collaborators or we
may encounter difficulties developing commercial formulations and manufacturing processesfor our drug candidates that could result
indelaysinclinica trias, regulatory submissions, regulatory approvals and commerciaization of our products.
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IF OUR PATENTSDO NOT PROTECT OUR PRODUCTS, OR OUR PRODUCTS INFRINGE THIRD-PARTY PATENTS,
WE COULD BE SUBJECT TO LITIGATION AND SUBSTANTIAL LIABILITIES.

Asof December 31, 2001, we had 186 patent applications pending in the United States, aswell as foreign counterparts in other
countries. Our success will depend, in significant part, on our ability to obtain and maintain United States and foreign patent protection
for our products, their uses and our processes to preserve our trade secrets and to operate without infringing the proprietary rights of
third parties. We do not know whether any patents will issue from any of our patent applications or, even if patentsissue or have
issued, that the issued claimswill provide us withany significant protection against competitive products or otherwise be valuable
commercially. Legal standards relating to thevalidity of patents andthe proper scope of their claimsin the biopharmaceutical field are
gtill evolving, and thereis no consistent law or policy regarding thevalid breadth of claimsin biopharmaceutical patents or the effect
of prior art onthem. If we are not able to obtain adequate patent protection, our ability to prevent competitors from making, using and
selling competing products will be limited. Furthermore, our activities may infringe the claims of patents held by third parties. We are
currently contesting a suit filed by Chiron Corporation claiming infringement of three U.S. patents issued to Chiron, and a suit filed by
Oregon Health Sciences University claiming part ownership of fiveof our neurophilia patents. Although we believe that the ultimate
outcome of theseactions will not have a material impact on our consolidated financial position, defense and prosecution of claims such
asthose at issuein the Chiron and Oregon Health Sciences University cases, as well as participation in other inter-party proceedings,
can be expensive and time-consuming, even in those instances in which the outcome isfavorable to us. If the outcome of any such
litigation or proceeding were adverse, we could be subject to significant liabilities to third parties, could be required to obtain licenses
from third parties or could be required to cease sales of affected products, any of which could have a material adverse effect on our
consolidated financial position.

WE EXPECT TO INCUR FUTURE LOSSESAND WE MAY NEVER BECOME PROFITABLE.

We have incurred significant operating losses each year since our inception and expect to incur a significant operating loss in 2002.
We believe that operating losses will continue beyond 2002, even if we receive significant future paymentsunder our existing and
future collaborative agreementsand royalties on Agenerase sales, because we are planning to make significant investments in research
and development, and will incur significant selling, general, and administrative expenses for our potential
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products. We expect that losses will fluctuate from quarter to quarter and year to year, and that such fluctuations may be substantial.
We may never achieve or sustain profitability.

WE MAY NEED TO RAISEADDITIONAL CAPITAL THAT MAY NOT BE AVAILABLE.

We expect to incur substantial research and development and related supporting expenses as wedesign and develop existing and future
compounds and undertake clinical trials of potential drugs resulting from such compounds. We also expect to incur substantial
administrative and commercialization expenditures in the future and substantial expensesrelated to the filing, prosecution, defense and
enforcement of patent and other intellectual property claims. We anticipate that we will finance these substantial cash needs with:

- future payments under our existing collaborative agreements,

- payments under new collaborative agreements;

- Agenerase royalty revenue;

- existing cash reserves, together with interest earned on those reserves;

- facilitiesand equipment financing; and

- future product sales to the extent that we market products directly.

We expect that funds from these sources will be sufficientto fund our planned activitiesfor at least the next 18 months. If not, it will
be necessary to raise additional funds through public offerings or private placements of equity or debt securities or other methods of
financing. Any equity financingscould result in dilution to our then-existing securityholders. Any debt financing, if availableat all,
may be on termswhich, among other things, restrict our ability to pay dividends and interest (although we do not intend to pay
dividends for the foreseeable future). The required interest payments associated withany significant additional debt financing could
materialy adversely impact our ability to service our convertible subordinated notes. The termsof any additional debt financing may

also, under certain circumstances, restrict or prohibit us frommaking interest payments on our convertible subordinated notes. If
adequate funds are not available, we may be required to curtail significantly or discontinue one or more of our research, drug
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discovery or development programs, including clinical trials, or attempt to obtain fundsthrough arrangementswith collaborative
partners or othersthat may require usto relinquish rights to certain of our technologies or products in research or devel opment.
Additional financing may not be available on acceptable terms, if at all.

OUR SALESAND MARKETING EXPERIENCE ISLIMITED.

We currently havelittle experiencein marketing and selling pharmaceutical products. We must either develop a marketing and sales
force or enter into arrangements with third parties to market and sell any of our product candidates which are approved by the FDA.
We do not know whether we will be able to enter into marketing and sales agreementswith others on acceptable terms, if atall. We
may bring merimepodib to market ourselves. If so, we may not be able to successfully develop our own sales and marketing force for
this drug candidate and our other drug candidates for which we have retained marketing or co-promotion rights. If we develop our own
marketing and sales capability, wemay be competing with other companies that currently have experienced and well-funded marketing
and sales operations. We have granted exclusive marketing rights for Agenerase and VX-175 to GlaxoSmithKline worldwide except
the Far East, andfor pralnacasan to Aventis worldwide. Kissel has exclusive marketing rights to Agenerase and VX-702 in Japan.
Even though we retain some co-promoation rights, to the extent that our collaborative partners have commercial rightsto our products,
any revenueswe receive fromthose products will depend primarily on the sales and marketing efforts of others.
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IFWE INCUR PRODUCT LIABILITY EXPENSES, OUR EARNINGS COULD BE NEGATIVELY IMPACTED.

Our business will expose usto potential product liability risks that arise from the testing, manufacturing and sales of our products. In
addition to direct expenditures for damages, settlement and defense costs, thereis the possibility of adverse publicity asaresult of
product liability claims. These riskswill increase asour products receive regulatory approval and are commercialized. We currently
carry $15 million (aggregate) of product liability insurance. Thislevel of insurance may not be sufficient. Moreover, we may not be
able to maintain our existing levels of insurance or be able to obtain or maintain additional insurance that we may need in thefuture on
acceptable terms.

In addition, our research and development activities may from time to time involve the controlled use of hazardous materials, including
hazardous chemicals and radioactive materias. Accordingly, we are subject to federal, state and local lawsgoverning the use, handling
and disposal of these materials. Although we believe that our safety procedures for handling and disposing of hazardous materials
comply with regulatory requirements, we cannot completely eliminate therisk that accidental contamination or injury from these
meaterials could expose usto significant liability.

WE HAVE ADOPTED ANTI-TAKEOVER PROVISIONS THAT MAY FRUSTRATE ANY ATTEMPT TOREMOVE OR
REPLACE OUR CURRENT MANAGEMENT.

Our corporate charter and by-law provisions and stockholder rights plan may discourage certain types of transactions involving an
actual or potential changeof control of Vertex which might be beneficial to the company or its securityholders. Our charter provides
for staggered termsfor the members of theBoard of Directors. Our by-laws grant thedirectors aright to adjourn annual meetings of
stockholders, and certain provisions of the by-laws may be amended only withan 80% stockholder vote. Pursuant to our stockholder
rights plan, each share of common stock hasan associated preferred share purchase right. The rights will not trade separately fromthe
common stock until, and are exercisable only upon, the acquisition or the potential acquisition through tender offer by a person or
group of 15% or more of the outstanding common stock. We may issue shares of any class or series of preferred stock in the future
without stockholder approval and upon such terms asour Board of Directors may determine. The rights of the holders of common
stock will be subject to, and may be adversely affected by, the rights of the holders of any class or series of preferred stock that may be
issued in thefuture. Asaresult, shareholders or other parties may find it more difficult to remove or replace our current management.

OUR STOCK PRICE MAY FLUCTUATE BASED ON FACTORS BEYOND OUR CONTROL.

Market prices for securities of companies suchas Vertex arehighly volatile. Within the 12 months ended December 31, 2001, our
common stock traded between $75.17 and $15.50. The market for our stock, like that of other companies in the biotechnology field,
has fromtime to time experienced significant price and volume fluctuationsthat are unrelated to our operating performance. The future
market price of our securities could be significantly and adversely affected by factors such as:

- announcements of resultsof clinical trials;

- technological innovations or theintroduction of new products by our competitors;

- government regulatory action;
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- public concern as to the safety of products developed by others;
- developmentsin patent or other intellectual property rights or announcements relating to these matters;

- developmentsin domestic and international governmental policy or regulation, for example relating to intellectual property rights;
and
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- developmentsand market conditions for pharmaceutical and biotechnology stocks, in general.

OUR OUTSTANDING INDEBTEDNESS MAY INCREASE OUR COSTSAND MAKE IT MORE DIFFICULT TO
OBTAIN ADDITIONAL FINANCING.

Asof December 31, 2001, we had approximately $323 million in long-term debt. The high level of our indebtedness will impact usby:
- significantly increasing our interest expense and related debt service costs;

- making it more difficult to obtain additional financing for working capital, capital expenditures, debt service requirements or other
purposes; and

- constraining our ability to react quickly in an unfavorable economic climate.

ITEM 2. PROPERTIES

We lease an aggregate of approximately 334,000 square feet of laboratory and office spacein seven facilitiesin Cambridge,
Massachusetts. The |eases have expiration dates ranging from 2002 to 2010. We have the option to extend the lease for our
headquarters facility at 130 Waverly Street, Cambridge, for up to two additional terms, ending in 2015 with respect to one portion of
the building, and in 2019 for the other portion of the building. The lease for the laboratory and office building adjacent to our
headquarters will expire in 2010 withthe option to extend the lease for up to two additional consecutive ten year terms. We have

entered into another agreement to lease approximately 275,000 square feet of laboratory and office space presently under construction
in Kendall Square, Cambridge, Massachusetts. That lease will expire in 2017, with the option to extend the lease for two consecutive
termsof 10 yearseach.

We also lease approximately 81,200 sguare feet of laboratory and office spacein San Diego, Cdifornia. The lease for this space will
expire on August 31, 2008, with an option to extend for up to two additional termsof 5 years each. We also sublease an additional
12,500 square feet of space for our administrative functionsin a nearby facility. The sublease for this additional space will expire on
March 31, 2004, subject to a six-month extension of the sublease upon the mutual agreement of the parties. We also sublease an
additional 19,670 squarefeet of laboratory, officeand equipment manufacturing space under a sublease that will expire on July 31,
2002, subject to an option to extend an additional three months expiring on October 31, 2002. To meet our expected growth needsin
San Diego, we arecurrently in negotiations for the purchase of a parcel of land adjacent to our current main building on which we plan
to construct additional facilities.

Wealso currently occupy 1,236 square feet of space in lowa City, lowaunder aleasethat expires April 30, 2003. Our lowafacility
houses the operations Aurora acquired from Quorum Sciencesin 2000. Inaddition, we own onebuilding in Madison, Wisconsin
housing PanV era's operations, consisting of approximately 52,000 square feet for research and development, manufacturing, marketing
and sales administrative functions. The building is on leased land. The term of the lease will expire on December 31, 2048, subject to
our option to extend for an additional twenty years.

We lease approximately 22,000 square feet of laboratory and office space in Milton Park, Abingdon, England, under alease expiring
in 2013, with aright of early termination in 2008, for our U.K. business and research and devel opment activities.

We believe our facilitiesare adequate for our current needs. We believe we can obtain additional space on commercially reasonable
terms.

ITEM 3. LEGAL PROCEEDINGS

Chiron Corporation filed suiton July 30, 1998 against Vertex and Eli Lilly in the United States District Court for the Northern District
of Cdifornia, aleging infringement by the defendants of three U.S. patents issued to Chiron. The infringement action relates to
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research activitiesby Vertex and Eli

38
Lilly inthe hepatitis C viral protease field and thealleged useof inventions claimed by Chiron in connection withthat research. Chiron
has requested damagesin an unspecified amount, aswell as an order permanently enjoining Vertex and Eli Lilly from unlicensed use
of theclaimed Chiron inventions. During 1999, Chiron requested and was granted a reexamination by the U.S. Patent and Trademark
Office of al three of the patents involved in the suit. Chiron also requested and, over the opposition of Vertex and Eli Lilly, was
granted a stay in theinfringement lawsuit, pending the outcome of the patent reexamination. The reexamination process is still ongoing
and the stay is still in effect. However, a Notice of Intent to Issue a Reexamination Certificate has been issued in two of thethree
Chiron patents in suit. While the length of the stay andthe final outcome of the lawsuit cannot be determined, we maintain that
Chiron's claims are without merit andintend to defend thelawsuit, if and when it resumes, vigorously.

On December 7, 2001, Oregon Hesalth Sciences University filed suit against Vertex in the District Court of Oregon. The complaint in

the suit seeksto name Dr. Bruce Gold, an employee of Oregon Health Sciences University, asan inventor and Oregon Health Sciences

University as part owner of five of Vertex's neurophilin patents. The suit stems from assays run on Vertex compounds by Dr. Gold

under a sponsored research agreement in 1996. We have investigated the inventorship on these patents and believe that Dr. Gold is not

an inventor, Oregon Health Sciences University hasno ownership interest in any of these patents, and that the claims made in this

complaint are without merit. We intend to contest this claim vigorously.

ITEM 4. SUBMISSION OF MATTERS TO AVOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of security holders during the fourth quarter of the fiscal year ended December 31, 2001.
PART I

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Our common stock trades on the Nasdaq Stock Market (Nasdag) under the symbol "VRTX." The following table setsforth for the
periods indicated the high and low sale prices per share of the common stock as reported by Nasdaq;

YEAR ENDED DECEMBER 31, 2000: H GH LOW

First quart er. .. ... e $45. 19 $16. 50
Second qUart er . . ... e 58. 00 18. 88
Third quart er. . ... 96. 00 46. 00
Fourth quarter. . ... ... 99. 25 51. 50

YEAR ENDED DECEMBER 31, 2001:

First quUart er. .. e $75. 17 $25. 63
Second qUArt er . ... o 52. 25 29.75
Third quart er. ... ... 49. 38 15. 50
Fourth quarter. . ....... .. e 28.84 16. 74

The last sale price of thecommon stock on March 26, 2002, as reported by Nasdag, was $27.33 per share. Asof March 26, 2002,
there were 439 holders of record of the common stock (approximately 23,500 beneficia holders).

We have never declared or paid any cash dividends on our common stock, and we currently expect that future earnings, if any, will be
retained for use in our business.
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA (UNAUDITED)

The following selected financial data for each of thefive years in the period ended December 31, 2001 are derived from our
consolidated financia statements. This data should be read in conjunction with our audited consolidated financial statementsand
related notes, and "Management's Discussion and Analysis of Financial Condition and Results of Operations.”
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Consol i dated Statement of COperations Data:
Revenues:

Col |l aborative and other R&D....................

Total revenue.......... ...
Costs and expenses:

Royalty payments.............. ... ...,
Cost of product sales........................
Cost of service revenues.....................
Research and developrment.....................
Sal es, general and administrative............
Merger related costs........ ... ... . ... ...

Total costs and expenses...................
Loss fromoperations..............cov ..

Qher income, net........... ...,
Debt conversion expense......................

Loss before cunul ative effects of changes in

Currul ative effect of change in accounting
principle--revenue recognition...............

Cunul ative effect of change in accounting
principle--derivatives.......................

Extraordinary gain on early extinguishment of
debt. . ...

Net 0SS, .. o

Basic and diluted net |oss per conmobn share....

Basi ¢ and dil uted wei ghted average numnber of
common shares outstanding....................

PRO FORVA AMOUNTS ASSUM NG THE 2001 ACCOUNTI NG
CHANGE RELATI NG TO REVENUE RECOGNI TION IS
APPLI ED RETRQOACTI VELY(1)

Net 1 0SS. ..o
Net | oss per wei ghted common share -- basic and
diluted. ... ...

Consol i dat ed Bal ance Sheet Dat a:
Cash, cash equival ents and narket abl e
SECUNiti @S, .
Total assets........ ...
Obligations under capital |ease, |oan and notes
payable, less current portion................
Accumul ated deficit................ ... ........
Total stockholders' equity.....................

YEAR ENDED DECEMBER 31,

2001(1) 2000( 2) 1999 1998 1997
(I'N THOUSANDS, EXCEPT PER SHARE AMOUNTS)
$ 11,119 $ 12,361 $ 8,398 .- --
59, 921 52, 437 44,208 $ 26,240 $ 14,735
27, 466 20, 245 12, 911 7,181 5, 053
68, 984 68, 239 43, 370 29, 145 29, 926
167, 490 153, 282 108, 887 62, 566 49, 714
3,786 4,134 3,108 .- --
25, 242 31, 127 27, 236 24,093 6,979
10, 601 8, 357 4,237 3,017 2,813
148, 673 101, 093 85, 029 76, 872 57, 792
47,337 46, 014 40, 918 26, 235 16, 242
23, 654 .- .- .- --
259, 293 190, 725 160, 528 130, 217 83, 826
(91, 803) (37, 443) (51, 641) (67, 651) (34,112)
23, 382 20, 239 10, 487 16, 644 14, 770
.- (14, 375) -- .- --
(68, 421) (31, 579) (41, 154) (51, 007) (19, 342)
(25, 901) (3, 161) -- -- --
17,749 .- .- .- .-
10, 340 -- -- .- --
$ (66,233) $ (34,740) $ (41,154) $ (51,007) $ (19,342)
$ (0.89) $ (0.51) $ (0.66) $ (0.83) $ (0.35)
74, 464 67, 682 62, 602 61, 741 55, 228
$ (40,332) $ (45,860) $ (38,234) $ (56,758) $ (23,121)
$ (0.54) $ (0.68) $ (0.61) $ (0.92) $ (0.42)
DECEMBER 31,

2001 2000 1999 1998 1997
$ 743,202 $ 814,061 $ 224,955 $ 274,638 $ 329, 900
925, 131 941, 136 307, 338 321,521 361, 704
323,026 357, 269 16, 003 12, 484 10, 179
(314,532)  (248,299)  (213,164)  (172,009) (121, 002)
475, 351 514, 011 251, 917 286, 056 331, 827

(2) During 2001 we implemented a changein accounting principle relating to revenue recognition that was retroactive to January 1,
2001. Please refer to Note C: "Change in Accounting Principle--Revenue Recognition” in the notes to our consolidated financial

statements for further information.

(2) In the fourth quarter of 2000, we changed our method of accounting for revenue recognitionin conjunction with our adoption of
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the SEC's Staff Accounting Bulletin No. 101, "Revenue Recognition in Financial Statements' which wasretroactive to January 1,
2000. Please refer to Note C: "Change in Accounting Principle--Revenue Recognition” in the notes to our consolidated financial
statementsfor further information.
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ITEM 7.MANAGEMENT'S DISCUSSION AND ANALY SIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Weare agloba biotechnology company. We seek to discover, develop, and commercialize major pharmaceutical products
independently and with collaborators. Chemogenomics, our proprietary, systematic, genomics-based platform, is designed to
accelerate thediscovery of new drugsand to expand intellectua property coverage of drug candidate compounds and classes of related
compounds. We believe thisapproach, which targets gene families, hasformed the basis for successful drug discovery and for the
advancement of drug candidates by Vertex and its collaborators. We are developing several drug candidates in commercial
collaborations in which we retain rights to downstream product revenue. We have four research facilities worldwidewith over 1,000
employees. Our facilities are located in Cambridge, MA, Madison, WI, San Diego, CA and Abingdon, UK.

Our first approved product is Agenerase (amprenavir), an HIV protease inhibitor, which we co-promote with GlaxoSmithKline. We
earn aroyalty from GlaxoSmithKline on salesof Agenerase. Agenerase hasreceived approval in 34 countries worldwide, including the
United States, the 15 member states of the European Union (E.U.), and Japan, where thedrug is sold under thetrade name Prozei. We
have more than twelvedrug candidates in development to treat viral diseases, cancer, autoimmuneand inflammatory diseases and
neurological disorders.

On July 18, 2001, we completed a merger with Aurora Biosciences Corporation (Aurora). The merger unites Aurora's industry-leading
cell biology capabilities with Vertex's integrated drug discovery expertise creating a comprehensive, scalable platformfor
systematically accelerating drug candidate output in target-rich gene families. Aurora specializesin assay development, screening and
cell biology capabilities. Aurora generates revenue primarily from product sales and servicesrelated to assay development and
specialized screening services and systems. We acquired all of Aurora's outstanding common stock in a tax-free, stock for stock
transaction, for approximately 14.1 million shares of Vertex common stock; Aurora's outstanding options were converted into options
to purchase 2.6 million shares of Vertex common stock. The merger was accounted for asa pooling of interests.

On March 1, 2001, Aurora completed a merger with PanVera Corporation (PanVera). PanVerais abiotechnology company engaged
in the development, manufacture and supply of proteinsfor evaluation of targets and drug screening assays for high-throughput
screening. Aurora acquired all of PanVera's outstanding common stock in a tax-free, stock for stock transaction. The merger was
accounted for as a pooling of interests. All referencesto "Aurora" refer to the combined company of Aurora and PanVera

Aurora will continue to operate as an independent commercial business, although Vertex has incorporated certain of Aurorasexisting
and emerging drug discovery technologiesinto its own gene family-based drug discovery platform.

All prior period consolidated financial statements presented have been restated to include the consolidated results of operations,
financial position and cash flowsof Aurora as thoughthe merger had been in effect on the dates indicated.

We have significant collaborations with large pharmaceutical companies including Aventis, Eli Lilly, GlaxoSmithKline, Novartis, and
Serono. With the addition of Aurora, wehave other collaborations with large pharmaceutical companies for assay development,
screening services and the development of specialized screening platforms. These collaborations and contracts provide uswith
financial support and other valuable resources for our research programs, development of our clinical drug candidates, and marketing
and sales of our products. We believe that we are positioned to commercialize multiple products in the coming years, which weexpect
will generate increased milestone payments, product revenues and royalty payments.

We consider our collaborations with Novartisand Aventis material to our business. Novartis has agreed to pay us up to approximately
$600 million in pre-commercia payments, comprised of $15 million paid upon thesigning of the agreement in May 2000, up to $200
million in product research funding over six years and up to approximately $400 millionin further license fees, milestone
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payments and cost reimbursements. These amounts are based on the development of eight drug candidates. In addition, Novartis
created a $200 million loan facility to support certain clinical studies, whichwe may draw downin incrementsof up to $25 million for
each drug candidate. To date we have not drawn down against the loan facility. The loanisinterest free and Novartis will forgive the
full amount of any advances if Novartis accepts the drug candidate for development under our agreement. We will receive royaltieson
any products marketed as a part of the collaboration and under certain conditions will have co-promotion rightsin the U.S. and
Europe. Weretain therights to any intellectual property resulting from the collaboration.
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Aventis has paid us $20 million for prior research costs associated with pralnacasan (VX-740) and has agreed to pay us $62 millionin
milestone paymentsfor successful development by Aventisof pralnacasan in rheumatoid arthritis, the first targeted indication, aswell
as similar milestone paymentsfor each additional indication. We have granted Aventis an exclusive worldwide license to develop,
manufacture and market pralnacasan as well asan exclusive option for other compounds discovered as part of the research
collaboration between Vertex and Aventis that ended in 1997.

Aurora hascontracts in place that require thedelivery of products, licenses and services throughout 2002. These contracts account for
over $70 million of potential 2002 revenue of which approximately $12 million relates to one specific contract.

We have incurred operating losses since our inception and expect to incur losses for the foreseeable future. We planto make

significant investments in research and development for our other potential products. We expect that 1osses will fluctuate fromyear to
year andthat such fluctuations may be substantial.

CRITICAL ACCOUNTING POLICIES

Our discussion and analysisof our financia condition and results of operations isbased upon our consolidated financial statements
that have been prepared in accordance with generally accepted accounting principles in the United States of America. The preparation
of these financial statements requires usto make certain estimates and assumptionsthat affect the reported amountsof assets and
liahilities, the disclosure of contingent assetsand liabilities at the date of the consolidated financial statements and the reported
amounts of revenue and expense during the reported periods. Theseitems are constantly monitored and analyzed by management for
changesin facts and circumstances, and material changesin these estimates could occur in the future. Changes in estimates are
recorded in theperiod in whichthey become known. We base our estimates on historical experience and various other assumptions
that we believe to be reasonable under the circumstances. Actual results may differ from our estimatesif past experience or other
assumptions do not turn out to be substantially accurate.

In December 2001, the SEC requested that all registrants discuss their "critical accounting policies’ in management's discussion and
analysisof financial condition and results of operations. A critical accounting policy isa policy that is both important to the portrayal
of thecompany's financial conditions and results, and requires management's most difficult, subjective or complex judgments and
estimates. While our significant accounting polices are more fully described in Note B to our consolidated financial statements
included in this Annua Report, we consider our revenuerecognition policy critical and therefore we have separately outlined this
policy below.

Our revenue recognition policies are in accordance with the SEC's Staff Accounting Bulletin No. 101 (SAB 101), "Revenue
Recognition in Financia Statements’. We generate revenue through collaborative research and development agreements, product
sales, assay development and screening services and royalty agreements.

Our collaborative and other research and devel opment revenue is primarily generated through collaborative research and devel opment
agreements with strategic partnersfor the development of small moleculedrugs that address major unmet medical needs. The terms of
the agreementstypically
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include non-refundable up-front license fees, funding of research and devel opment efforts, payments based upon achievement of
certain at-risk and substantive milestones and royalties on product sales.

Under the Substantive Milestone Method, adopted retroactively to January 1, 2001, we recognize revenue from non-refundable,
up-front license fees and milestones, not specifically tied to a separate earnings process, ratably over the contracted or estimated
period of performance. Changes in estimates could impact revenuein the period the estimate is changed. Research funding is
recognized as earned, ratably over the period of effort. Milestones that are based on designated achievement pointsand that are
considered at risk and substantive at theinception of the collaborative contract, are recognized as earned, whenthe corresponding
payment is considered reasonably assured. We eval uate whether milestones are at risk and substantive based on the contingent nature

of themilestone, specifically reviewing factors such as the technological and commercial risk that must be overcome and the level of
investment required.

Product sales includeinstrumentation system sales, technology licensing and biotechnology product sales as well as commercial drug
substance sales. Revenue from licenses where we have continuing obligations is recognized over the period of thelicense. Revenue
from perpetud licensesisrecognized whenthe license isissued, provided that there are no significant continuing obligations and the
payment is non-refundable and non-creditable.
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Revenue from sales of commercial drug substance, biotechnology productsand certain instrumentation systemsales, is recognized
upon shipment, whenthe title to the product and associated risk of loss haspassed to the customer, collectibility is reasonably assured
and, if applicable, upon acceptance when acceptance criteria are specified or upon expiration of the acceptance period. Salesunder
long-term production contracts are recognized using percentage of completion accounting, based on actual costsincurred to date
compared to total estimated coststo complete. Funding for prototype instrumentation systems was recognized ratably over the terms of
the agreements, which approximated costsincurred. Milestones related to delivery of the components of the prototype systemswere
recognized when earned, asevidenced by written acknowledgement of acceptance fromthe customer.

Service revenues include assay development, screening services and contracted product devel opment. Service revenue is recognized as
the services are performed or ratably over the service period if we believe such method will approximate the expense being incurred.
Revenue from upfront feesis deferred and recognized over the service period.

Aurora hascertain contracts under which it agrees to sell instrumentation systems and technology licenses in addition to providing
assay development and screening services. Each of these separable elementsmay be individually delivered and is not considered
essential to the functionality of the others. We allocate revenue under such contracts to each of the separable elements based on the
relative fair value of each element, which under most of our agreements approximates the stated price in the contract.

Royalty revenue is recognized based upon actual and estimated net sales of licensed products in licensed territories, as provided by our
collaborative partner, and is generally recognized in the period the sales occur. Differences between actual royalty revenues and
estimated royalty revenues, which have not been historically significant, are reconciled and adjusted for in the quarter they become
known.

RESULTS OF OPERATIONS

In thethird quarter of 2001, in connection with our overall review of accounting policies concurrent with our merger with Aurora, we
elected to change our revenuerecognition policy for collaborative and other research and development revenues from the Emerging
Issues Task Force No. 91-6 (EITF 91-6) method to the Substantive Milestone Method. We believe thismethod is preferable because it
isreflective of the Company's on-going business operations and is more consistent withthe industry practices following the prior year
implementation of SAB 101 throughout the biotechnology industry.
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In thefourth quarter of 2000, we changed our method of accounting for revenue recognition for collaborative and other research and
development revenues to the EITF 91-6 method in conjunction with our adoption of SAB 101. Under the EITF 91-6 method, adopted
retroactively to January 1, 2000, we recognized revenue from research and development arrangements, including non-refundable
upfront license fees, milestones and research and devel opment funding, over the period of our continuing involvement using the lesser
of thenon-refundable cash received or the result achieved using percentage of completion accounting. Where we had no continuing
involvement, non-refundable license feeswere recorded asrevenue upon receipt and milestones were recorded asrevenue upon
achievement of the milestone by the collaborative partner.

The cumulative effect of the 2001 changein accounting principle related to revenue recognition recorded in the third quarter of 2001,
retroactive to January 1, 2001, resulted in a non-cash charge to income of $25,901,000. The cumulative effect of the changein
accounting principle relating to the adoption of SAB 101 in thefourth quarter of 2000, retroactive to January 1, 2000, resulted ina
non-cash charge to income of $3,161,000.

The January 1, 2001 charge to income resulted in revenue of $7,748,000 being recognized in 2001 that was recognized in prior
periods. Additionally, $6,979,000, $2,809,000, $2,580,000 and $5,785,000 will be recognized as revenue in 2002, 2003, 2004 and
thereafter, respectively, which wasincluded in the January 2001 charge to income.

The following discussions relating to net loss, net loss per basic and diluted common share and revenue for theyears ended December
31, 2000 and 1999 reflect the pro formaresultsas if we had followed the Substantive Milestone Method of revenue recognition from
our inception. Actua resultsfor 2001 reflect the adoption of the Substantive Milestone Method as of January 1, 2001.

YEAR ENDED DECEMBER 31, 2001 COMPARED WITH YEAR ENDED DECEMBER 31, 2000

Our net loss for 2001 was $40,332,000 or $0.54 per basic and diluted common shareincluding merger related expenses of
$23,654,000, compared to a net loss of $45,860,000 or $0.68 per basic and diluted sharein 2000.

Total revenues increased to $167,490,000 in 2001 compared to $139,001,000 in 2000. In 2001, revenue was comprised of:
$11,119,000 inroyalty revenue, $59,921,000 in product sales revenue, $27,466,000 in servicerevenue and $68,984,000 in
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collaborative and other research and development revenue, ascompared with $12,361,000 in royalty revenue, $52,437,000 in product
sales revenue, $20,245,000 in service revenue and $53,958,000 in collaborative and other research and development revenue in 2000.

Royalties consist primarily of Agenerase royalty revenue. Agenerase royalty revenue is based on estimated and actual worldwide net
sales of Agenerase.

Product sales includeinstrumentation sales, technology licensing and biotechnology product sales as well as sales of commercia drug
substance.

Product sales increased $7,484,000, or 14%, to $59,921,000 in 2001 from $52,437,000 in 2000. The increase in product sales in 2001
from 2000 is dueto increased technology licensing revenue andincreased biotechnology product revenue, partialy offset by a
decrease in instrumentation revenue. Instrumentation revenue decreased in 2001 from 2000 due to the completion and delivery of
several significant products and servicesin late 2000 and early 2001, that have not been replaced, duein part to Aurora's strategic shift
in focus toward technology licensing and discovery service activity. The increase in biotechnology revenue is attributed to a continued
increase in demand for protein drug targets, drug screening assaysand other biotechnology products.

Service revenue includes assay development, screening services and contracted product devel opment.
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Service revenue increased to $27,466,000 in 2001 from $20,245,000 in 2000. The increase in service revenue is attributable to new
strategic alliances and screening collaborations entered into in late 2000 and early 2001.

Collaborative and other research and devel opment revenue consists of research support payments, development reimbursements,
milestones and amortization of previously received up-front or license payments.

Collaborative and other research and devel opment revenue increased in 2001 by 28% or $15,026,000 as compared with 2000 due
primarily to collaborative agreements signed in May and December of 2000. In 2001 we recognized $36,723,000 of revenue under the
Novartis collaboration compared with $14,823,000 in 2000. In an agreement signed in May 2000, we agreed with Novartis to
collaborate to discover, develop and commercialize small molecule drugs targeted at the kinase protein family. Effort related to the
kinase research program increased significantly in 2001. In December 2000 we entered into a collaboration with Serono to discover,
develop and market caspase inhibitors. In connection with the Serono agreement we recognized $4,802,000 in revenue during 2001
compared with $397,000 during 2000. InMay 2000 we received and recognized as revenue a $10,000,000 license payment from
Aventisunder a collaborative agreement covering the development of pralnacasan (V X-740), an orally active inhibitor of interleukin-1
beta converting enzyme (ICE). Aventis has exclusive worldwide license to develop, manufacture and market pralnacasan as well as an
exclusive option for other compounds discovered as part of the collaboration that ended in 1997. The balance of collaborative and

other research and development revenuefor 2001 and 2000 is made up of research support payments, development reimbursements
and milestones from other collaborative partners.

Royalty costs of $3,786,000 and $4,134,000 in 2001 and 2000, respectively, consist primarily of royalty payments on the salesof
Agenerase.

Product costs decreased $5,885,0000 or 19% to $25,242,000 in 2001 from $31,127,000 in 2000. The decrease in product costs is
attributabl e to a strategic shift in focus of the Aurora business towards technology licensing and discovery services activity.
Instrumentation revenue, which has lower gross margins, decreased during the year, while technology license and biotechnology
product revenue, which has higher gross margins, increased during the year.

Cost of servicerevenue increased from $8,357,000 in 2000 to $10,601,000 in 2001, primarily due to arelated increase in service
revenue.

Research and devel opment expensesincreased to $148,673,000 in 2001 from $101,093,000 in 2000 primarily due to the continued
expansion of our research and development operations, anincrease in the number of drug development candidates from eight
candidates at December 31, 2000 to more than twelve candidates at December 31, 2001 and the continued shift of Aurora's strategy
towards drug discovery activity. During 2001 there was a significant increase in research and discovery activities associated with our
gene family programs, specifically our kinase research program being conducted under our Novartiscollaboration, and our protease
research program. Devel opment expenses increased as we continued to advance our drug candidates with substantial investment in our
p38 MAP kinase (specifically VX-745) and our IMPDH programs. Also, related to our expansion were increases in personnel,
facilities expenses and equipment depreciation.

We have more than 12 drug candidates in development targeting a range of major diseases. Our collaborative partners have agreed to
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fund portions of our research and development programs and/or
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to conduct certain research and development related to specified drug candidates. Collaborator and Company-sponsored research and
development expensesfor 2001 and 2000 wereas follows:

2001 2000
RESEARCH DEVELOPMVENT TOTAL RESEARCH DEVELOPMENT TOTAL
(1 N THOUSANDS)
Col | abor at or - Sponsored. . ....... $49, 490 $20, 262 $ 69, 752 $43, 253 $ 8,757 $ 52,010
Conpany- Sponsored. . ............ 50, 112 28, 809 78,921 30, 508 18, 575 49, 083
Total ... $99, 602 $49, 071 $148, 673 $73, 761 $27, 332 $101, 093

To date we haveincurred in excess of $630,000,000 in research and devel opment costs associated with drug discovery and
development. As of December 31, 2001 we had 570 full-time employees dedicated to research and devel opment across our four
research facilities. We anticipate research and devel opment expenses will continue to increase as we add personnel and expand
research and development activities to accommodate our existing collaborations and additional commitmentswe may undertake in the
future.

We estimate that it takes 10 to 15 years (industry average is 12 years) to discover, develop and bring to market a pharmaceutical
product. Drug development in the U.S. is a process that includes several steps defined by the FDA asoutlined below:

ESTI MATED
PHASE: OBJECTI VE: DURATI ON\:
Di scovery Lead identification and target validation 2 to 4 years
Pre-d i nical Toxi cology to identify risks for humans; gather early 1to 2 years
phar macokentic data
Phase | Establ i sh safety in humans, study how the drug works, 1to 2 years
nmet abol i zes and interacts with other drugs
Phase 11 Establ i sh effectiveness of the drug and its optimal dosage 2 to 4 years
Phase 111 (Cj:onfi rmefficacy, dosage regine and safety profile of the 2 to 4 years
rug
FDA appr oval Approval by the FDA to sell and market the drug under 6 nths to 2 years

certain prescribed |abelling

The successful development of our products is highly uncertain and subject to a number of risk factors. The duration of clinical trials
may vary substantially according to the type, complexity and novelty of the pharmaceutical product. The FDA and comparable
agencies in foreign countries impose substantial requirements on theintroduction of therapeutic pharmaceutical products through
lengthy and detailed laboratory and clinical testing procedures, sampling activities and other costly and time-consuming procedures.
Data obtained from pre-clinical and clinical activitiesare susceptibleto varying interpretations, which could delay, limit or prevent
regulatory approval. The duration and the cost related to discovery, pre-clinical and clinical trials may vary significantly over the life
of aproject and are difficult to predict. The most significant costs associated withdrug discovery and development are those costs
associated withPhase Il and Phase |1 clinicd trials.
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Below is asummary of our drug candidates currently in clinical development:
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DRUG CLI NI CAL | NDI CATI ONS PHASE PROGRAM COLLABORATOR
IN;:ECT I QUS D SEAS-E ---------------------------------------------------------------------
VX-175 H VvV [ H VvV G axoSmit hKl i ne
Mer i nepodi b Chronic hepatitis C Il | MPDH --
(VX- 497)
VX- 950 Chronic hepatitis C Preclin Hepatitis C Eli Lilly
pr ot ease
VX- 799 Sepsi s Preclin Caspases Serono; Tai sho
VX- 385 H Vv Preclin H vV d axoSnit hKl i ne
| NFLAMVATI ON AND AUTO MMUNE DI SEASE
Pr al nacasan Rheumatoid arthritis (RA); Il | CE Aventi s
(VX-740) inflammat ory di seases
VX- 148 Psoriasi s; autoi mune di seases I | MPDH --
VX- 944 Aut oi mmune di seases Preclin | MPDH --
VX- 850 I nfl ammat ory di seases Preclin p38 MAP Ki nase Ki ssei
VX-702 I nfl ammat ory di seases Preclin p38 MAP Ki nase Ki ssei
VX- 765 I nfl ammat ory di seases Preclin | CE --
CANCER
I ncel -TM Mul tidrug resistant solid tunmor |1 MDR --
cancers
VX- 853 Mul tidrug resistant solid tunmor /11 MDR --
cancers
GENETI C DI SORDERS
VX- 563 Mul tiple indications Preclin Hi stone --

Deacet yl ase

Sales, general and administrative expenses remained relatively consistent totaling $47,337,000 in 2001 compared with $46,014,000 in
2000. We expect sales, general and administrative expenses to remain consistent with current levelsover the next year.

Merger related costs of $23,654,000 consisted of investment banking, legal and accounting fees associated with the acquisition of
Aurora completed on July 18, 2001.

Interest income increased approximately $11,821,000 to $45,133,000 in 2001 from $33,312,000 in 2000. Theincreaseisdueto a
higher level of cash and marketable securities for the full year of 2001 compared with 2000. The increase in cash and marketable
securitiesis primarily aresult of the proceeds received from theissuance in September 2000 of $345,000,000 of 5% convertible
subordinated notes due September 2007 (September Notes). In March 2000 we issued $175,000,000 of convertible subordinated notes
(March Notes), whichwe called for redemption in September 2000 and which were subsequently convertedto equity.

Interest expense increased to approximately $19,318,000 in 2001 from $11,653,000 in 2000. The increase is due to interest expense
associated withthe September Notes.

Using the equity method of accounting we recorded $662,000 as our share of lossin Altus Biologics Inc. (Altus), for the year ended
December 31, 2001, compared with $550,000 as our share of loss for the year ended December 31, 2000. The lossisincluded in other,
net on the Statement of
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Operations. Effective September 28, 2001, coincident with a financial restructuring of Altus, we changed our method of accounting for
Altus from the equity method to the cost method. Please see Note H to our consolidated financial statementsincluded in this report.

Effective July 1, 2001, we adopted Derivative Implementation Group Issue No. A17, "Contracts that Provide for Net Share
Settlement" (DIG A17). Pursuant to theadoption of DIG A17 we recorded a $17,749,000 cumulative effect of a change in accounting
principle to reflect the value of warrantsheld in Altus. This amount isincluded in investmentsin the December 31, 2001 balance sheet.
Asof September 30, 2001, thewarrants no longer qualified as derivatives under DIG A17 due to changes in theterms of thewarrants
coincident with afinancial restructuring of Altus.

In October 2001, we re-purchased $30,000,000 in principal amount of our September Notesfor cash consideration of $18,900,000. As
aresult of this transaction we recorded an extraordinary gain on theearly extinguishment of debt of $10,340,000, net of $760,000 of
deferred debt costsin the fourth quarter of 2001.

YEAR ENDED DECEMBER 31, 2000 COMPARED WITH YEAR ENDED DECEMBER 31, 1999

Our net loss for 2000 was $45,860,000, or $0.68 per basic and diluted share, compared to a net loss of $38,234,000 or $0.61 per basic
and diluted share in 1999.

Total revenues increased to $139,001,000 in 2000 from $111,807,000 in 1999. In 2000 revenue was comprised of $12,361,000 in
royalty revenue, $52,437,000 in product sales, $20,245,000 in servicerevenues, and $53,958,000 in collaborative and other research
and development revenue, compared with $8,398,000 in royalty revenue, $44,208,000 in product sales, $12,911,000 in service
revenues and $46,290,000 in collaborative and other research and devel opment revenue in 1999.

Product sales increased $8,229,000, or 19%, from $44,208,000 in 1999 to $52,437,000 in 2000. The increase in product sales is due
primarily to increases in licensing revenue and biotechnology product revenue. The increase in licensing revenue is attributable to
severa significant license agreements executed in mid to late 2000. The increase in biotechnology product revenue can be attributed to
increased demand for protein drug targets and drug screening assays.

Service revenue increased significantly during theyear 2000, from $12,911,000 in 1999 to $20,245,000 in 2000. Theincreasein
service revenue is attributable to several significant service agreementsentered into in late 1999 and early 2000.

In 2000 we recognized $53,958,000 in collaborative and other research and development revenue. Approximately $14,823,000 of our
collaborative and other research and development revenue earned in 2000 was earned under the Novartis collaboration. Additionally
we received and recognized as revenue a $10,000,000 license payment from Aventis under our collaborative agreement and a
$3,000,000 substantive milestone payment for the approval of Agenerasein the E.U. The balance of our collaborative and other
research and development revenuein 2000 was earned under other collaborations consisting of research support payments,
development reimbursements and amortization of previously received up-front or license payments. Comparatively, in 1999 we
recognized $46,290,000 in collaborative and other research and development revenue. This included a $10,000,000 initial license
payment and a $5,000,000 substantive milestone payment in connection with the signing of the Aventis agreement as well asa
$5,000,000 substantive milestone payment for the U.S. FDA approval of Agenerase. The balance of collaborative and other research
and development revenue recognized during 1999 was earned under other collaborations.

Product costs increased $3,890,000 or 14% to $31,127,000 in 2000 from $27,237,000 in 1999. The increase in product costs resulted
from increased purchases of materials and technology development expenses associated withinstrumentation revenue and increased
expenses associated with biotechnology product revenue. Instrumentation expensesincreased at a rate significantly greater thanthe
corresponding revenue dueto unanticipated additional resources required to complete certain projects.
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Cost of servicerevenue increased from $4,236,000 in 1999 to $8,357,000 in 2000. This wasconsistent withthe increase in service
revenue for the same period.

Royalty costs of $4,134,000 and $3,108,000 in 2000 and 1999, respectively, primarily consisted of royalty paymentson the sales of
Agenerase.

Research and devel opment expensesincreased to $101,093,000 in 2000 from $85,029,000 in 1999. The increase in research and
development expenses was principally dueto the continued expansion of our research and development operations and an increasein
the number of drug development candidates over theprior year. Related to our expansion were increases in personnel, facilities
expenses, equipment depreciation and increased technology license paymentsfor access to gene database information. The expenses
associated withthe expansion were partially offset by a decrease in external development activities associated with certain
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development candidates.

Sales, general and administrative expenses increased $5,096,000 during theyear 2000, from $40,918,000 in 1999 to $46,014,000 in
2000. The increase was primarily aresult of increased personnel and professional expenses associated with our growth. Additionally,
during 2000 marketing expenses associated with Agenerase increased.

Interest income increased from $12,954,000 in 1999 to $33,312,000 in 2000. The increase is due to a higher level of cash and
marketable securities throughout 2000 primarily asaresult of the proceeds received from theissuance of $520,0000,000 in principal
amount of the March Notes and the September Notes. Partially offsetting the increase in interest income wasa $1,400,000 net write
down of a marketable security due to management'sassessment that the decline in value was other-than-temporary.

Interest expense increased significantly from $1,704,000 in 1999 to $11,653,000 in 2000. The increase is due to interest expense
associated withthe March Notesand the September Notes.

In thethird quarter of 2000 we recognized debt conversion expense of $14,375,000, representing the"make-whole" payment resulting
from our call for redemption on September 15, 2000 of our March Notes. As aresult of the call for redemption, the holdersof the
Notes were entitled to a "make-whole" payment of $82.14 per $1,000 principal amount of the notes, which was paidin cash on
October 5, 2000.

Using the equity method of accounting we recorded $550,000 as our share of lossin Altus in 2000, compared with $724,000 as our
share of lossin 1999. Thelossisincluded in other, net on the Statement of Operations. Please see Note H to our consolidated financial
statementsincluded in this report.

LIQUIDITY AND CAPITAL RESOURCES

Our operations have been funded principally through strategic collaborative agreements, strategic technology alliances, revenues from
assay development and screening services, product sales, royalties, public offerings and private placements of our equity and debt
securities, equipment leasefinancing, and investmentincome. With the approval and launch of Agenerasein April 1999, we began
receiving product royalty revenues. In 2000, we completed private placements of the March Notes and the September Notes.

We have continued to increase and advance products in our research and development pipeline. Consequently, we expect to incur
losses on a quarterly and annual basis as we continue to develop existing and future compounds and to conduct clinical trias of
potential drugs. We also expect to incur substantial administrative and commercialization expendituresin the future and additional
expensesrelated to filing, prosecution, defense and enforcement of patent and other intellectua property rights.

We expect to finance these substantial cash needs with future paymentsunder our existing and future collaborative agreements,
strategic technology aliances, royaltiesfrom the salesof Agenerase, revenues from assay development and screening services, product
sales, royalties, existing cash and
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marketable securities of $743,202,000 at December 31, 2001, together with investment income earned thereon, and facilities and
equipment financing. To the extent that funds from these sources are not sufficient to fund our activities, it will be necessary toraise
additional funds through public offerings or private placements of securities or other methods of financing. There can be no assurance
that such financing will be available on acceptable terms, if at all.

Our aggregate cash and marketable securities decreased $70,859,000 to $743,202,000, including cash and cash eguivalents of
$189,205,000, at December 31, 2001 from $814,061,000, including cash and cash equivalentsof $346,659,000, at December 31,
2000. Net cash used in operations was $8,074,000 for the year ended December 31, 2001, which resulted from the net loss of
$66,233,000, offset by $17,069,000 of net non-cash chargesand gains, an increase in deferred revenue of $20,469,000 and
$20,621,000 of changesin operating assets and liabilities. Deferred revenue increased due to cash received for research funding and
receipt of amilestone payment, the majority of whichwas not recognized asrevenuein 2001. Net cash used in investing activities for
2001 was$145,087,000, whichincluded property and equipment expenditures of $53,899,000 and net purchases of marketable
securities of $76,595,000. Cash usedin financing activities during 2001 was$3,982,000 including approximately $18,900,000 for the
retirement of $30,000,000 of principal on our September Notes as well as $4,735,000 used for the repayment of capital lease and loan
obligations. The issuance of common stock under employee stock option and benefit plansfor the year ended December 31, 2001
provided $19,653,000.

COMMITMENTS
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At December 31, 2001, our future minimum commitments included facilities and certain equipment under non-cancel able operating
leases, as well as contractual commitmentsrelated to our research and development programs. In January 2001 we entered into an
agreement to lease approximately 275,000 square feet of laboratory and office space presently under construction. We will begin
paying rent in March 2003. The lease will expire in 2017 with the option to extend thelease for two consecutive terms of ten years
each ultimately expiring in 2037. Our commitments under this lease, as well as additional non-cancelable operating leases and
contractual, research and devel opment program commitments, areincluded in the table below (in thousands):

COPERATI NG LEASES R&D

CONTRACTUAL

YEAR COW TMENTS COW TMENTS
20002, .. $ 18, 706 $ 6, 859
2003, . . 33, 481 3,924
2004, . .. 32,916 2,209
2005, . 32, 804 865
2006. . .. 28, 902 --
Thereafter. ... ... .. i 255, 796 - -
Total minimumcommitments..................... $402, 605 $13, 857

FORWARD-LOOKING STATEMENTS

Thisreport containsforward-looking statements about our business, including our expectation that (i) we are positioned to
commercialize multiple products in the coming years that we expect will generate increased revenues

(ii) our losses will continue, (iii) our research and development expenses, our administrative and commercialization expenses and our
expensesrelated to filing, prosecuting and defending our patentsand intellectual property rights will increase, and sales, general and
administrative expenses will remain consistent with current levels, and (iv) the Chiron Corporation and Oregon Health Sciences
University litigation will not have a material adverse effect on us. While management makesits best effortsto be accurate in making
forward-looking statements, such statements are subject to risks and uncertainties that could cause our actual resultsto vary materialy.
These risks and uncertainties include, among other things, our inability to successfully integrate Aurora
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into our existing business, our inability to further identify, develop and achieve commercial success for new products and technologies,
the possibility of delays in the research and devel opment necessary to select drug development candidates and delaysin clinical trials,
the risk that clinical trialsmay not result in marketable products, therisk that we may be unable to successfully finance and secure
regulatory approval of and market our drug candidates, our dependence upon pharmaceutical and biotechnology collaborations, the
levels and timing of payments under our collaborative agreements, uncertainties about our ability to obtain new corporate
collaborations and acquire new technologies on satisfactory terms, if at al, the development of competing systems, our ability to
protect our proprietary technologies, patent-infringement claims, risks of new, changing and competitive technologies and regulations
inthe U.S. and internationally. Please see the "Risk Factors' appearing elsewhere in thisreport for more detailsregarding these and
other risks. We disclaim any intention or obligation to update or revise any forward-looking statements, whether as a result of new
information, future events or otherwise.

LEGAL PROCEEDINGS

Chiron Corporation (Chiron) filed suit on July 30, 1998 against Vertex and Eli Lilly and Company in the United States District Court
for the Northern District of California, aleging infringement by the defendants of three U.S. patents issued to Chiron. The
infringement action relates to research activitiesby Vertex and Eli Lilly in the hepatitis C vira protease field and the alleged use of
inventions claimed by Chiron in connection with that research. Chiron has requested damages in an unspecified amount, aswell as an
order permanently enjoining the defendants from unlicensed use of the claimed Chiron inventions. During 1999, Chiron requested and
was granted a reexamination by theU.S. Patent and Trademark Office of all three of the patents involved in the suit. Chiron aso
requested and, over the opposition of Vertex and Eli Lilly, was granted a stay in theinfringement lawsuit, pending the outcome of the
patent reexamination. That reexamination proceeding is still on going and the stay is still in effect. However, a Notice of Intent to Issue
a Reexamination Certificate has been issued in two of thethree Chiron patentsin suit. While thelength of the stay and the final
outcome of thelawsuit cannot be determined, we maintain that Chiron's claims are without merit and intend to defend the lawsuit, if
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and when it resumes, vigorously.

On December 7, 2001 Oregon Health Sciences University filed suit against Vertex in the District Court of Oregon. The complaint in
the suit seeks to name Bruce Gold, an employee of Oregon Health Sciences University, as an inventor and Oregon Health Sciences
University as part of owner, of five of Vertex's neurophilin patents. The suit stemsfrom assays run on Vertex compounds by Dr. Gold
under a sponsored research agreement in 1996. We have investigated the inventorship on these patents and have concluded that Bruce
Gold is not an inventor, Oregon Health Sciences University hasno ownership interest in any of these patents, and that the claims made
inthis complaint are without merit. We intend to contest this claim vigorously.

RECENT ACCOUNTING PRONOUNCEMENTS

In June 2001, theFinancial Accounting Standards Board ("FASB") issued Statement of Financial Accounting Standard ("SFAS") No.
141, "Business Combinations.” SFAS No. 141 requires that all business combinations be accounted for under the purchase method
only and that certain acquired intangible assets in a business combination be recognized as assets apart from goodwill. SFAS No. 141
is effective for al business combinations initiated after June 30, 2001 and for all business combinations accounted for by the purchase
method for which the date of acquisition is after June 30, 2001.

In June2001, the FASB issued SFAS No. 142, "Goodwill and Other Intangible Assets," which requires that ratable amortization of
goodwill be replaced with periodic tests of the goodwill'simpairment and that intangible assets other than goodwill be amortized over
their useful lives. The provisions of SFAS No. 142 will be effective for fiscal years beginning after December 15, 2001, and will thus
be adopted by the Company, as required, on January 1, 2002. We do not expect SFAS No. 142 will have amaterial effect on our
financial position and results of operations.
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In October 2001, the FASB issued SFAS No. 144, "Accounting for the Impairment of Long-Lived Assets." SFAS No. 144 supercedes
SFASNo. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of" and provides a
single accounting model for long-lived assets to be disposed of. The provisions of SFAS No. 144 will be effective for fiscal years
beginning after December 15, 2001. We do not expect SFAS No. 144 will have on our financia position and results of operations.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Aspart of itsinvestment portfolio, Vertex ownsfinancia instruments that are sensitive to market risks. The investment portfoliois
used to preserve Vertex's capital until it isrequired to fund operations, including Vertex's research and development activities. None of
these market risk sensitive instruments are held for trading purposes. Vertex does not have derivative financial instrumentsin its
investment portfolio.

INTEREST RATE RISK

Vertex investsitscash in avariety of financial instruments, principally securitiesissued by theU.S. government and its agencies,
investment grade corporate bonds and notes and money market instruments. These investments are denominatedin U.S. dollars. All of
its interest-bearing securities are subject to interest rate risk, and could decline in value if interest rates fluctuate. Substantialy all of
Vertex'sinvestment portfolio consists of marketable securities with active secondary or resale marketsto help ensure portfolio
liquidity, and Vertex has implemented guidelines limiting theterm to maturity of its investment instruments. Due to the conservative
nature of these instruments, Vertex does not believe that it has a material exposure to interest raterisk.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
The information required by thisltem 8is contained on pages F-1 through F-38 of this Report.

ITEM 9. CHANGES IN AND DISAGREEMENTSWITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

Not applicable.
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PART I11

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERSOF THE REGISTRANT
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The information regarding directors required by thisitem 10 isincluded in the definitive Proxy Statement for Vertex's 2002 Annual
Meeting of Stockholders, to be filed withthe Commission on or about April 9, 2002 (the "2002 Proxy Statement"), under "Election of
Directors' and isincorporated herein by reference. The information regarding executive officers required by this Item isincluded in
Part | of this Annual Report on Form 10-K.

ITEM 11. EXECUTIVE COMPENSATION

The information required by thisitem 11 isincluded in the 2002 Proxy Statement under "Executive Compensation™ and is
incorporated herein by reference (excluding, however, the"Report on Executive Compensation™ and the Performance Graph contained
inthe 2002 Proxy Statement, which shall not be deemed incorporated herein).

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The information required by thisitem 12 isincluded in the 2002 Proxy Statement under " Security Ownership of Certain Beneficial
Owners and Management” andis incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPSAND RELATED TRANSACTIONS

The information required by thisltem 13 isincluded in the 2002 Proxy Statement under "Employment Contracts and Changein
Control Arrangements" and is incorporated herein by reference.

PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTSON FORM 8-K

(a)(1) FINANCIAL STATEMENTS. The Financia Statements required to be filed by Item 8 of this Annual Report on Form 10-K,
and filed herewith, are as follows:

PAGE NUMBER
I'N
TH S FORM
10-K
Reports of Independent Accountants.......................... F-2 to F-4
Consol i dated Bal ance Sheets as of Decenber 31, 2001 and
2000, . . e F-5
Consol i dated Statenents of Cperations for the years ended
Decenber 31, 2001, 2000 and 1999.............. . ... F-6
Consol i dated Statenents of Stockhol ders' Equity and
Conpr ehensive Loss for the years ended Decenber 31, 2001,
2000 and 1999. . . ... .. F-7
Consol i dated Statenents of Cash Flows for the years ended
Decenber 31, 2001, 2000 and 1999............ ... ... F-8
Notes to Consolidated Financial Statenents.................. F-9 to F-38

(8)(2) FINANCIAL STATEMENT SCHEDULES. Financia Statement Schedules have been omitted because they are either not
applicable or therequired information isincluded in the consolidated financial statements or notes thereto.
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4.4
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ended

4.5
bet ween

S-3

4.6
2000

Pi er ce,

EXH BI T DESCRI PTI ON

Agreenment and Plan of Merger dated as of April 29, 2001, by
and anong Vertex, Aurora and Ahab Acquisition Sub Inc.
(filed as Exhibit 2 to Vertex's Current Report on Form 8-K
dated April 29, 2001 [File No. 000-19319] and i ncorporated
herei n by reference).

Restated Articles of Organization filed with the
Comonweal th of Massachusetts on July 31, 1991 (filed as
Exhibit 3.1 to Vertex's 1997 Annual Report on Form 10-K
[File No. 000-19319] and incorporated herein by reference).

Articles of Anendnent filed with the Conmonweal t h of
Massachusetts on June 4, 1997 (filed as Exhibit 3.2 to
Vertex's 1997 Annual Report on Form 10-K [File No.
000-19319] and incorporated herein by reference).

Certificate of Vote of Directors Establishing a Series of a
Class of Stock, as filed with the Secretary of the
Conmmonweal th of Massachusetts on July 31, 1991 (filed as
Exhibit 3.3 to Vertex's 1997 Annual Report on Form 10-K
[File No. 000-19319] and incorporated herein by reference).

By-l aws of Vertex as anmended and restated as of March 12,
2001 (filed as Exhibit 3.4 to Vertex's 2001 Annual Report

Form 10-K [File No. 000-19319] and incorporated herein by
ref erence).

Speci nen stock certificate (filed as Exhibit 4.1 to

Regi stration Statenment on Form S-1 [Registration No.
33-40966] or anendnments thereto and incorporated herein by
ref erence).

St ockhol der Rights Plan (filed as Exhibit 4.2 to Vertex's
Regi stration Statement on Form S-1 [Regi stration No.
33-40966] or anendnents thereto and incorporated herein by
ref erence).

First Amendnent to Rights Agreenent dated as of February
1997 (filed as Exhibit 4.3 to Vertex's 1996 Annual Report

Form 10-K [Fil e No. 000-19319]and incorporated herein by
ref erence).

Indenture dated as of Septenber 19, 2000 between Vertex and
State Street Bank and Trust Conpany (filed as Exhibit 4.1

Vertex's Quarterly Report on Form 10-Q for the quarter

Sept enber 30, 2000 [File No. 000-19319] and i ncor porated
herei n by reference).

Suppl emental | ndenture dated as of Decenber 12, 2000

Vertex and State Street Bank and Trust Conpany (filed as
Exhibit 4.2 to Pre-Effective Amendnent No. 1 to the Form

filed by Vertex [Registration No. 333-49844] and
i ncorporated herein by reference).

Regi stration Ri ahts Agreenent dated as of Septenber 19,
%Fnr.';m:. EDGARpra 00 i

. . ine, Inc
anong Vertex ana Ierri ync -, rrill Lynch,

Fenner & Smith Incorporated, Credit Suisse First Boston
Cornorati on Robhertecon <t enhene | ne Chacea <eciiriti ac
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10. 4

10.5

10.6

on

10. 7

10. 8
Joshua

ended

10.9

10. 10
Ri chard

10. 11

10. 12

10. 13

Form

EXH BI T DESCRI PTI ON

i ncorporated herein by reference).*
1996 Stock and Option Plan, Anended and Restated as of

12, 2001 (filed as Exhibit 10.3 to Vertex's 2001 Annua
Report on Form 10-K [File No. 000-19319] and i ncor porat ed
herein by reference).*

Non- Conpetition and Stock Repurchase Agreenent between
Vertex and Joshua Boger, dated April 20, 1989 (filed as
Exhibit 10.2 to Vertex's Registration Statement on Form S-1
[ Regi stration No. 33-40966] or amendnents thereto and

i ncorporated herein by reference).*

Form of Enpl oyee Stock Purchase Agreenent (filed as Exhibit
10.3 to Vertex's Registration Statement on Form S-1

[ Regi stration No. 33-40966] or amendnents thereto and

i ncorporated herein by reference).*

Form of Enpl oyee Non-Di scl osure and I nventions Agreenent
(filed as Exhibit 10.4 to Vertex's Registration Statenent

Form S-1 [Registration No. 33-40966] or anendnents thereto
and incorporated herein by reference).

Form of Executive Enpl oynent Agreenent executed by Joshua

Boger and Vicki L. Sato (filed as Exhibit 10.6 to Vertex's
1994 Annual Report on Form 10-K [File No. 000-19319] and
i ncorporated herein by reference).*

Form of Anendnent to Enpl oynent Agreenent executed by

S. Boger and Vicki L. Sato (filed as Exhibit 10.1 to
Vertex's Quarterly Report on Form 10-Q for the quarter

June 30, 1995 [File No. 000-19319] and incorporated herein
by reference).*

Executive Enpl oynent Agreenent between Vertex and lain P. M
Buchanan (filed as Exhibit 10.9 to Vertex's 2001 Annua
Report on Form 10-K [File No. 000-19319] and i ncorporated
herein by reference).*

Agreenent dated Decenber 21, 2000 between Vertex and

H Aldrich (filed as Exhibit 10.10 to Vertex's 2001 Annua
Report on Form 10-K [File No. 000-19319] and i ncor porat ed
herein by reference).*

Lease dated March 3, 1995, between Fort Washington Realty
Trust and Vertex, relating to the prem ses at 130 Waverly
Street, Canbridge, MA (filed as Exhibit 10.15 to Vertex's
1994 Annual Report on Form 10-K [File No. 000-19319] and
i ncorporated herein by reference).

First Arendnment to Lease dated March 3, 1995 between Fort
Washi ngton Realty Trust and Vertex (filed as Exhibit 10.15
to Vertex's 1995 Annual Report on Form 10-K [File No.
000-19319] and incorporated herein by reference).

Second Amendnent to Lease and Option Agreenent dated June
12, 19978 rurs EDGARpr El nwh | -FlEUSt and Vert ex
(filed as exnioit lu.1$£?6_V§Trﬁiaﬁgﬁéziﬁﬁual Report on

10-K [File No. 000-19319] and incorporated herein by

ref erence)
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10. 18

10. 19

t he

10. 20

ended

10. 21
Ki ssei

(filed,

10. 22

1998

10. 23
bet ween

1999

EXH BI T DESCRI PTI ON

Agreenment for Lease of Premises at 88 MIton Park

Oxfordshire between MIton Park Limted and Vertex

Phar maceuticals (Europe) Linmted and Vertex Pharmaceuticals
Incorporated (filed as Exhibit 10.18 to Vertex 1999 Annua
Report on Form 10-K [File No. 000-19319] and i ncor porat ed
herei n by reference).

Research and Devel opnent Agreenent dated April 13, 1993
between Vertex and Ki ssei Pharmaceutical Co., Ltd. (with
certain confidential information deleted) (filed as Exhibit
10.1 to Vertex's Quarterly Report on Form 10-Q for the
quarter ended March 31, 1993 [File No. 000-19319] and

i ncorporated herein by reference).

Research Agreenent and License Agreenent, both dated
Decenmber 16, 1993, between Vertex and Burroughs Wl | cone

(with certain confidential information deleted) (filed as
Exhibit 10.16 to Vertex's Annual Report on Form 10-K for

year ended December 31, 1993 [File No. 000-19319] and
i ncorporated herein by reference).

Research and Devel opment Agreenment between Vertex and Eli
Lilly and Conpany effective June 11, 1997 (filed with
certain confidential information deleted as Exhibit 10.1 to
Vertex's Quarterly Report on Form 10-Q for the quarter

June 30, 1997 [File No. 000-19319] and incorporated herein
by reference).

Research and Devel opnment Agreenent between Vertex and
Phar maceutical Co. Ltd. effective Septenber 10, 1997

with certain confidential information deleted, as Exhibit
10.1 to Vertex's Quarterly Report on Form 10-Q for the
quarter ended Septenber 30, 1997 [File No. 000-19319] and
i ncorporated herein by reference).

Research Agreenent between Vertex and Schering AG dated as
of August 24, 1998 (filed, with certain confidentia
information deleted, as Exhibit 10.1 to Vertex's Quarterly
Report on Form 10-Q for the quarter ended Septenber 30,

[File No. 000-19319] and incorporated herein by reference).
Li cense, Devel opnent and Conmerci alization Agreenent

Vertex and Hoechst Marion Roussel Deutschland GrbH dat ed
Septenber 1, 1999 (filed with certain confidentia
information deleted as Exhibit 10.27 to Vertex's Quarterly
Report on Form 10-Q for the quarter ended Septenber 30,

[File No. 000-19319], and incorporated herein by

ref erence).

10. 24
Tai sho

10. 25

Col | aboration and Option Agreenent between Vertex and

Phar maceutical Co., Ltd. dated Novenber 30, 1999 (filed,
with certain confidential information deleted, as Exhibit

10. 27 t OEE s pura EDGARRE )9 i%)% m % E)ll:fll |ng NQC. 000- 19319] and
i ncor poratea nerern oy rei erence).

Research and Early Devel opment Agreenent between Vertex and
Novarticec Pharm AC dated Mavy & 2000 (filed wwth cert ain
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EXH BI T
NUMBER EXH BI T DESCRI PTI ON
18.1 Letter from Pricewat erhouseCoopers LLP dated Novenber 14,
2001 re: Change in Accounting Principle (filed as
Exhibit 18.1 to Vertex's Quarterly Report on Form 10-Q for
the quarter ended September 30, 2001 [File No. 000-19319]
and incorporated herein by reference).
21 Subsi diaries of Vertex (filed herew th).
23.1 Consent of | ndependent Accountants, PricewaterhouseCoopers
LLP (filed herewth).
23.2 Consent of Ernst & Young LLP, |ndependent Auditors (filed
herew t h).
23.3 Consent of |ndependent Public Accountants, Arthur Andersen

LLP (filed herew th).

* Compensatory plan or agreement applicable to management and employees.
(b) Reports on Form 8-K. No reports on Form 8-K were filed by Vertex during the quarter ended December 31, 2001.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant hasduly caused this report
to be signed onits behalf by the undersigned, thereunto duly authorized.

VERTEX PHARVACEUTI CALS | NCORPORATED
By: /sl JOSHUA S. BOGER

Joshua S. Boger
March 29, 2001 CHI EF EXECUTI VE OFFI CER

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by thefollowing persons on
behalf of the registrant and in the capacities and on the dates indicated.
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NANME TITLE DATE

/sl JOSHUA S. BOGER Director, Chairman and Chi ef
------------------------------------------- Executive O ficer (Principal March 29, 2002
Joshua S. Boger Executive Oficer)
/sl 1ANF. SMTH
------------------------------------------- Chi ef Financial Oficer March 29, 2002
lan F. Smith
/sl JOHANNA MESSI NA PONER
------------------------------------------- Control |l er (Principal March 29, 2002
Johanna Messi na Power Accounting O ficer)
/'s/ BARRY M BLOOM
------------------------------------------- Di rector March 29, 2002
Barry M Bl oom
/'s/ ROGER W BRI MBLECOVBE
------------------------------------------- Director March 29, 2002
Roger W Bri nbl econbe
/'s/ DONALD R CONKLIN
------------------------------------------- Di rector March 29, 2002
Donald R Conklin
/'s/ STUART J. COLLI NSON
------------------------------------------- Di rect or March 29, 2002
Stuart J. Collinson
/sl BRUCE |. SACHS
------------------------------------------- Di rector March 29, 2002
Bruce |. Sachs
/'s/ CHARLES A. SANDERS
------------------------------------------- Di rector March 29, 2002
Charl es A Sanders
/'s/ ELAINE S. ULLIAN
------------------------------------------- Di rector March 29, 2002
Elaine S. Ulian
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F-1
REPORT OF INDEPENDENT ACCOUNTANTS

To theBoard of Directors and Stockholders of Vertex Pharmaceuticals Incorporated:

In our opinion, based on our audits and thereport of other auditors, the accompanying consolidated bal ance sheetsand the related
consolidated statements of operations, of stockholders equity and comprehensive loss and of cash flows present fairly, in al material
respects, the financial position of Vertex Pharmaceuticals Incorporated and its subsidiaries at December 31, 2001 and 2000, and the
results of their operations and their cash flowsfor each of thethree yearsin the period ended December 31, 2001 in conformity with
accounting principles generally accepted in the United States of America. These financial statements are theresponsibility of the
Company's management; our responsibility is to express an opinion on thesefinancia statements based on our audits. The
consolidated financial statements give retroactive effect to the merger of AuroraBiosciences Corporation (formed on March 1, 2001
as aresult of the consolidation of AuroraBiosciences Corporation and PanVera Corporation) on July 18, 2001 in a transaction
accounted for as a pooling of interests, as described in Note B to the consolidated financial statements. We did not audit the financia
statements of Aurora Biosciences Corporation at December 31, 2000 and for each of the years ended December 31, 2000 and 1999,
which statements reflect total assets of 18 percent of therelated consolidated totals as of December 31, 2000 and total revenues of 49
percent and 54 percent of the related consolidated totals for the years ended December 31, 2000 and 1999, respectively. Those
statements were audited by other auditors whose report thereon has been furnished to us, and our opinion expressed herein, insofar as
it relates to the amounts included for Aurora Biosciences Corporation, is based solely on thereport of the other auditors. We
conducted our audits of these statements in accordance with auditing standards generally accepted in the United States of America,
whichrequire that we plan and perform theaudit to obtain reasonable assurance about whether thefinancial statements arefree of
material misstatement. An audit includes examining, on atest basis, evidence supporting the amounts and disclosures in the financial
Statements, ng the accounting principles used and significant estimates made by management, and evaluating the overall
financial statement presentation. We believe that our audits and the report of other auditors provide a reasonable basis for our opinion.

Asdiscussed in Note C to the consolidated financial statements, during each of the years ended December 31, 2001 and 2000 the

Company changed itsmethod of accounting for revenuerecognition. Asdiscussed in Note H to the consolidated financial statements,
during the year ended December 31, 2001 the Company changed its method of accounting for certain derivatives.
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/s!/ Pricewat erhouseCoopers
LLP

Bost on, Massachusetts
February 5, 2002

F-2
REPORT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS

To theBoard of Directors and Stockholders Aurora Biosciences Corporation:

We have audited the accompanying consolidated balance sheet of Aurora Biosciences Corporation (formed as aresult of the
consolidation of Aurora Biosciences Corporation and PanVera Corporation) as of December 31, 2000 and therelated consolidated
statements of operations, stockholders' equity, and cash flowsfor theyears ended December 31, 2000 and 1999 (not included
separately herein). The consolidated financial statements giveretroactive effect to themerger of AuroraBiosciences Corporation and
PanVera Corporation on March 1, 2001, which hasbeen accounted for usingthe pooling of interests method asdescribed in the notes
to the consolidated financial statements; such notes also describe the process of consolidation, given that PanVera Corporation's fiscal
yearswere September 30. These consolidated financial statements are the responsibility of the Companies management. Our
responsibility isto express an opinion on these consolidated financial statementsbased on our audits. We did not audit the statement of
operations of PanVera Corporation for the years ended September 30, 2000 and 1999, which reflect revenues constituting
approximately 14.4% of the related combined total for thetwo-year period ended December 31, 2000. Those statements were audited
by other auditors whose reports have been furnished to us, and our opinion, insofar as it relatesto data included for PanVera
Corporation for the periods described aboveis based solely onthe report of the other auditors.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on atest basis, evidence supporting the amounts and disclosures in financial statements. An audit also
includes assessing the accounting principlesused and significant estimates made by management, as well asevaluating the overall
financial statement presentation. We believe that our audits and the reports of other auditors provide a reasonable basisfor our
opinion.

In our opinion, based on our audits and thereports of other auditors, thefinancia statements referred to above present fairly, in all
material respects, the consolidated financial position of Aurora Biosciences Corporation at December 31, 2000, and the consolidated
results of its operations and its cash flowsfor theyears ended December 31, 2000 and 1999, after giving retroactive effect to the
merger of PanVera Corporation, asdescribed in the notes to the consolidated financial statements, in conformity with accounting
principles generally accepted in the United States.

/sl ERNST & YOUNG
LLP

San Diego, California
April 27, 2001

F-3
REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To theBoard of Directors and Shareholders of PanVera Corporation:
We have audited the accompanying balance sheets of PanVera Corporation (aWisconsin corporation) asof September 30, 2000 and
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1999, and the related statements of income, stockholders' equity, and cash flowsfor theyears then ended (not included separately
herein). These financial statements are theresponsibility of the Company's management. Our responsibility isto express an opinion on
these financia statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted inthe United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financia statements are free of material misstatement.
An audit includes examining, on atest basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide areasonable basisfor our opinion.

In our opinion, the financia statementsreferred to above present fairly, in al material respects, the financia position of PanVera

Corporation as of September 30, 2000 and 1999, and the results of its operations and its cash flowsfor theyears then ended in
conformity with accounting principles generally accepted in the United States.

/'s/ ARTHUR ANDERSEN
LLP

M | waukee, W sconsin
Cct ober 20, 2000

F-4
VERTEX PHARMACEUTICALS INCORPORATED

CONSOLIDATED BALANCE SHEETS
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DECEMBER 31,

(I'N THOUSANDS, EXCEPT
SHARE AND PER SHARE AMOUNTS)

ASSETS
Current assets:

Cash and cash equivalents......... ... ... ... ... . ... i, $ 189, 205
Mar ket abl e securities, available for sale................. 553, 997
Accounts receivable. .. ... ... . . . . .. 20, 265
Prepai d eXpenses. . . ... 6, 636
QO her current asSetsS....... ... 5, 989

Total current asSetsS..........iiiiiiiiii i 776, 092
Restricted cash. ... ...... . .. . e 26, 190
Property and equipnment, net........... ..., 80, 377
I NVESt IMBNt S, . o 26, 433
Ot her aSSet S. . ..o i 16, 039

Total ASSelS. ..ottt $ 925,131

LI ABI LI TIES AND STOCKHOLDERS' EQUITY

Current liabilities:

Accounts payable........ .. .. ... .. $ 11,628
Accrued expenses and other current liabilities............ 31, 381
Accrued interest. . ...... .. 4, 467
Deferred revenue. . ... ... 39, 498
ol i gations under capital |eases and other obligations.... 4,579
Total current liabilities............ .. .. .. .. ......... 91, 553

Obligations under capital |eases and other obligations,
excluding current portion.............. ... 8, 026
Def erred revenue, excluding current portion................. 35, 201
Convertible subordinated notes............. .. ... 315, 000
Total liabilities..... ... .. .. ... 449, 780

Commitments and contingencies (Notes L and R
St ockhol ders' equity:

Preferred stock, $0.01 par value; 1,000,000 shares

aut hori zed; none issued and outstanding at Decenber 31,

2001 and 2000, respectively...... ... .. i, --
Common stock, $0.01 par val ue; 200, 000,000 shares

aut hori zed; 75,055,160 and 73,473,872 shares issued and

out standi ng at Decenber 31, 2001 and 2000,

respectively. . ... 751
Additional paid-in capital........... ... .. . .. .. 778,018
Deferred compensation, net............. .. .. ... .. ... ... . (20)
Accunul ated ot her conprehensive inconme.................... 11, 134
Accunulated deficit. ... ... . (314, 532)

Total stockholders' equity......... ... . . .. 475, 351
Total liabilities and stockholders' equity............ $ 925,131

The accompanying notes are anintegral part of the consolidated financial statements.

F-5
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CONSOLIDATED STATEMENT OF OPERATIONS
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$ 346, 659
467, 402
33, 906
3,494
5,970

735
757, 522
(174)
4,227
(248, 299)



YEARS ENDED DECEMBER 31,

2001 2000 1999
(I'N THOUSANDS, EXCEPT PER SHARE DATA)
Revenues:
Royal ti @S, ..o $ 11,119 $ 12,361 $ 8,398
Product sal es........ ... e 59, 921 52, 437 44, 208
SEIVIi CB FBVENUES. . o ittt et et et e e e et e e e 27, 466 20, 245 12,911
Col | aborative and other research and devel oprment
FEVENUEBS. . . ottt et e et et e 68, 984 68, 239 43, 370
Total revenues. . .......... .. 167, 490 153, 282 108, 887
Costs and expenses
Royal ty payments. ... ... ... 3,786 4,134 3,108
Cost of product sales......... ... i, 25, 242 31,127 27,237
Cost Of Service revenues. . .............uiiiiiininnnnnnen. 10, 601 8, 357 4,236
Research and developnment............ ... ... ... ..., 148, 673 101, 093 85, 029
Sal es, general and admnistrative......................... 47, 337 46,014 40, 918
Merger related COStS. ... .. 23, 654 -- --
Total costs and exXpenses. ... ........c..ouuiiiiiinnn.n 259, 293 190, 725 160, 528
Loss fromoperati ONS. ... ... (91, 803) (37,443) (51, 641)
Interest iNCOME. ... ... . . . e 45, 133 33, 312 12, 954
I Nt erest EXPENSE. ..ottt e (19, 318) (11, 653) (1,704)
Debt conversi on eXpense. . ... .. ... ..t -- (14, 375) --
QL her, Net. .. (2,433) (1, 420) (763)
Loss before cunmul ative effect of changes in accounting
principles and extraordinary itens........................ (68, 421) (31, 579) (41, 154)
Currul ative effect of changes in accounting
principle--revenue recognition (Note O ................... (25, 901) (3,161) --
Currul ative effect of change in accounting
principle--derivatives (Note H........ ... ... .. ... ........ 17,749 -- --
Extraordi nary gain on early extinguishnent of debt (Note
........................................................ 10, 340 -- --
Net | 0SS, ot $(66, 233) $(34, 740) $(41, 154)
Basic and diluted net |oss per comnmpn share before
cumul ative effects of changes in accounting principles and
extraordinary gain.............. .. $ (0.92) $ (0.47) $ (0.66)
Currul ative effect of changes in accounting principle revenue
recognition--basic and diluted............................ (0.35) (0.04) --
Currul ative effect of change in accounting principle
derivatives--basic and diluted............................ 0.24 -- --
Extraordi nary gain on early extingui shnent of debt--basic
and diluted. . ........ . .. 0.14 -- --
Basic and diluted net |oss per common share................. $ (0.89) $ (0.51) $ (0.66)
Basic and diluted wei ghted average nunber of common shares
outstandi NG. . . ... 74, 464 67, 682 62, 602
UNAUDI TED PRO FORVA AMOUNTS ASSUM NG THE 2001 ACCOUNTI NG
CHANGE RELATI NG TO REVENUE RECOGNI TION |'S APPLI ED
RETROACTI VELY (NOTE C):
Net | 0SS, ot $(40, 332) $(45, 860) $(38, 234)
Basic and diluted net |oss per common share................. $ (0.54) $ (0.68) $ (0.61)

The accompanying notes are anintegral part of the consolidated financial statements.
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Bal ance, Decenber 31, 1998.........
Net change in unrealized hol ding
gai ns/ (1 osses) on narketabl e
securities.............oiin..
Transl ation adjustments............
Net loss............. ... .. ... .....
Conprehensive loss.................
I ssuances of common stock:
Benefit plans......................
Equity conpensation for services
rendered................. ...,
Anmortization of deferred
conpensation.....................

Bal ance, Decenber 31, 1999.........
Net change in unrealized hol ding
gai ns/ (| osses) on narketabl e
SeCUrities...... ..o
Transl ation adjustrments............
Net loss............. ... .. ........
Conprehensive loss.................
| ssuances of conmon stock:
Benefit plans......................
Convertibl e subordinated notes.....
Equi ty conpensation for services
rendered. .......... ...
Anortization of deferred
conpensation.....................
Adj ustment for change in PanVera's
year end...... ... ...

Bal ance, Decenber 31, 2000.........
Net change in unrealized hol di ng
gai ns/ (| osses) on marketabl e
securities.......................
Transl ation adjustments............
Net 10SS.......cciiiiiiii,
Conprehensive loss.................
I ssuances of common stock:
Benefit plans......................
Equi ty conpensation for services
rendered. ............. ... .. ..., ..
Tax benefit of disqualifying
disposition......................
Anmortization of deferred
conpensation.....................

Bal ance, Decenber 31, 2001.........

Bal ance, Decenber 31, 1998.........
Net change in unrealized hol di ng
gai ns/ (| osses) on marketabl e
securities.......................
Transl ation adjustments............
Net 10SS........oiiiiiiiii,

Conprehensive loss.................

I ssuances of common stock:

Benefit plans......................

Equity conpensation for services
rendered. .......... .. .. .. ...,

Anortization of deferred
conpensation.....................

Bal ance, Decenber 31, 1999.........
Net change in unrealized hol di ng
gai ns/ (1 osses) on narketabl e
securities............. ... ...
Transl ation adjustments............
Net loss............. ... .. ........

Conprehensive loss.................

I ssuances of common stock:

Benefit plans......................

Convertibl e subordinated notes.....

Equity conpensation for services
rendered. ........ ... ... .. ...

Anortization of deferred
conpensation.....................

Adj ustment for change in PanVera's
year end.......... ...

Bal ance, Decenber 31, 2000.........
Net change in unrealized hol ding
gai ns/ (1 osses) on narketabl e
HE .

ACCUMULATED

ACCUMULATED
DEFICI T

$(172, 009)

(41, 154)

(213, 163)

(34, 740)

(248, 299)

(66, 233)

$(314, 532)

COVMON STOCK ADDI TI ONAL OTHER
------------------- PAI D- | N DEFERRED ~ COMPREHENSI VE
SHARES ANMOUNT CAPI TAL COVPENSATI ON I NCOVE (LGSS)
(1 N THOUSANDS)
62,317 $623 $459, 196 $(2, 408) $ 654
(1,721)
48
917 9 7,672
120
(577) 1,464
63, 234 632 466, 411 (944) (1,019)
5,762
(516)
5, 900 59 120, 832
4, 340 44 170, 040
372
(133) 770
73,474 735 757,522 (174) 4,227
7,218
(311)
1,581 16 19, 637
320
539
154
75, 055 $751 $778, 018 $ (20) $ 11,134
TOTAL
STOCKHOLDERS' COMPREHENSI VE
EQUI TY I NCOME (LOSS)
(1'N THOUSANDS)
$286, 056
(1,721) $ (1,721)
48 48
(41, 154) (41, 154)
$(42, 827)
7,681
120
887
251, 917
5,762 $ 5,762
(516) (516)
(34, 740) (34, 740)
$(29, 494)
120, 891
170, 084
372
r27
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The accompanying notes are anintegral part of the consolidated financial statements.
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YEARS ENDED DECEMBER 31

2001 2000 1999
(I'N THOUSANDS)
Cash flows fromoperating activities
Net 1 0SS, .ot $ (66,233) $ (34,740) $(41,154)
Adjustments to reconcile net loss to net cash used in
operating activities
Depreciation and anmortization................. .. ... ....... 17, 964 12,792 9,671
Non-cash based conpensation expense....................... 474 1, 009 1, 007
Wite-down of marketable securities and investnments....... 2,100 1, 369 --
Q her non-cash itens, net......... ... . . . ... 31 123 (245)
Loss on disposal of property and equipment................ 1,107 0 0
Real i zed (gains)/losses on narketable securities.......... (3,081) 270 655
Equity in losses of unconsolidated subsidiary............. 662 550 724
Adjustnment for PanVera year end........................... -- (396) --
Extraordi nary gain on early extinguishnment of
debentuUres. ... o (10, 340) -- --
Cumul ative effects of changes in accounting principles.... 8,152 3,161 --
Changes in operating assets and liabilities
Accounts receivable...... ... ... .. ... 13, 641 (21, 639) (5, 676)
Prepai d exXpenses. .. ... ... (3,142) (514) (833)
O her Current asSetsS............uuiiiiiiinnnn. 63 (3, 163) (723)
Accounts payable.. ... ... . ... 3,190 1,538 1,053
Accrued expenses and other current liabilities............ 7,313 8, 053 5,677
Accrued interest. . ... ... (444) 4,840 51
Deferred revenue. . ... ... 20, 469 12, 935 9, 532
Net cash used in operating activities................. (8,074) (13, 812) (20, 261)
Cash flows frominvesting activities
Purchases of nmarketable securities........................ (1, 252,781) (1, 403,737) (376,864)
Sales and maturities of marketable securities............. 1,176, 186 1,117,196 437,582
Expenditures for property and equiprment................... (53, 899) (18, 033) (18, 038)
Restricted cash...... ... .. (11, 477) 2,399 (13, 701)
Investments and other assets............ ... ... ... (3,116) (5, 284) (4, 745)
Net cash (used in) provided by investing activities... (145, 087) (307, 459) 24,234
Cash flows fromfinancing activities
Private placement of common stock, net.................... -- 70, 940 --
I ssuances of common stock, net............. ... ... ......... 19, 653 49, 951 7,646
Repurchase of convertible debentures...................... (18, 900) -- --
Proceeds from sale of convertible subordinated notes, net
of costs of $16,038. ... ... . . . i -- 503, 962 --
Proceeds from notes payable, capital |ease and |oan
obligations. . ... -- 1,120 6, 795
Princi pal paynents on capital |eases and ot her
Obligations. . ... e (4, 735) (5, 544) (5, 052)
Net cash (used in) provided by financing activities... (3,982) 620, 429 9, 389
Effect of changes in exchange rates on cash............... (311) (516) 48
Net increase (decrease) in cash and cash
equi val BNt S. ... (157, 454) 298, 642 13, 410
Cash and cash equival ents--beginning of period.............. 346, 659 48,017 34, 607
Cash and cash equival ents--end of period.................... $ 189,205 $ 346,659 $ 48,017
Suppl enent al di scl osure of cash flow information
Cash paid for interest............ i $ 18, 244 $ 20,390 $ 1,611
Cash paid for taxes.........c.ouiuinui i $ 156 % 360 $ --
Non- cash financing activities
Property acquired under capital leases...................... $ -- $ 591 $ 1,701
Conversion of convertible subordinated notes, net of
unanortized deferred debt issuance costs of $4,917........ $ -- $ 170,083 % --

The accompanying notes are anintegral part of the consolidated financia statements.
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A. THE COMPANY

Vertex Pharmaceuticals Incorporated ("Vertex" or the "Company") isaglobal biotechnology company that seeks to discover, develop,
and commerciaize major pharmaceutical products independently and with collaborators. The Company hasfour facilities worldwide
with over 1000 employees. The facilities are located in Cambridge, MA, Madison, WI, San Diego, CA and Abingdon, UK.
Chemogenomics, the Company's proprietary, systematic, genomics-based platform, is designed to accelerate the discovery of new
drugs andto expand intellectual property coverage of drug candidate compounds and classes of related compounds. This approach,
which targets gene families, has formed the basisfor successful drug discovery and for the advancement of drug candidates by Vertex
and its collaborators. We are developing severa drug candidates in commercial collaborations that retain rights to downstream product
revenue for the Company. Vertex hasmore than twelve drug candidates in development to treat viral diseases, cancer, autoimmune and
inflammatory diseases and neurological disorders. The Company's first approved product is Agenerase-Registered Trademark-
(amprenavir), an HIV protease inhibitor, which Vertex co-promotes with GlaxoSmithKline. The Company earns aroyalty on salesof
Agenerase. Agenerase has received approval in 34 countries worldwide, including the United States, the 15 member states of the
European Union, and Japan, where thedrug is sold under thetrade name Prozei-TM-. The Company expectsto incur operating losses
for the foreseeable future, as a result of expendituresfor its research and devel opment programs.

On July 18, 2001, the Company completed a merger with AuroraBiosciences Corporation ("Aurora"). Auroraspecializesin
industry-leading assay development, screening and cell biology capabilities. Aurora generates revenue primarily from product sales
and servicesrelated to assay development and specialized screening services and systems. The Company acquired al of Auroras
outstanding common stock in atax-free, stock for stock transaction, for approximately 14.1 million shares of Vertex common stock.
The merger wasaccounted for asa pooling of interests.

On March 1, 2001, Aurora completed a merger with PanVeraCorporation ("PanVera'). PanVera is a biotechnology company engaged
in the devel opment, manufacture and worldwide supply of proteins for evaluation as targets and drug screening assays for
high-throughput screening. Auroraacquired all of PanVera's outstanding common stock in atax-free, stock for stock transaction. The
merger hasbeen accounted for as apooling of interests. All references to "Aurora’ refer to the combined company of Aurora and
PanVera

The Company is subject to risks common to companies in the biotechnology industry including, but not limited to, rapid technological
change and competition, dependence on key personnel, uncertainty of protection of proprietary technology, clinical trial uncertainty,
dependence on collaborative partners, share price volatility, the possible need to obtain additional funding, uncertainties relating to
pharmaceutical pricing and reimbursement, limited experiencein manufacturing, sales and marketing, potential product liability and
the need for compliance with government regulations.

B. ACCOUNTING POLICIES
BASISOF PRESENTATION

The consolidated financial statements reflect the operations of the Company and its wholly owned subsidiaries. The mergerswith
Aurora and PanVera have been accounted for as a pooling of interestsunder Accounting Principles Board Opinion No. 16, "Business
Combinations' ("APB 16"). Accordingly, al prior period consolidated financial statements presented have been restated to include the
combined results of operations, financial position and cash flows of Auroraand PanVera as though the mergers had been in effect
since the inception of Aurora and PanVera. All significant intercompany balances and transactions have been eliminated.
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Prior to the merger, PanVerasfiscal year end was September 30. Inrecording the business combination, PanVera's results of
operations for the fiscal yearsended September 30, 2000 and 1999 have been combined withthe Company'sresults of operations for
the fiscal yearsended December 31, 2000 and 1999. In accordance with APB 16, PanVerasresults of operations and cash flowsfor
the three month period ended December 31, 2000 have been added directly to the Company's accumulated deficit and cash flows at
December 31, 2000, and are excluded from reported fiscal 2000 consolidated results of operations. PanVeras revenue and net loss for
the three months ended December 31, 2000 was $3,005,000 and $396,000, respectively. Included in PanVera's results of operations
for the three months ended December 31, 2000 were merger related costs of approximately $467,000. The combined balance sheet at
December 31, 2000 includes PanVera's balance sheet at December 31, 2000.
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RECLASSIFICATION IN THE PREPARATION OF FINANCIAL STATEMENTS

Certain amountsin prior years financia statements have been reclassified to conform to the current presentation. These
reclassifications had no effect on thereported net loss.

USE OF ESTIMATES

The preparation of consolidated financial statementsin conformity with generally accepted accounting principles requires management
to make certain estimates and assumptionsthat affect the reported amountsof assets and liabilities and disclosure of contingent assets
and liabilities at the date of the consolidated financia statements and the reported amounts of revenues and expenses during the
reported periods. Significant estimates in these consolidated financial statementsinclude useful livesfor depreciation and
amortization, warranty reserves, collectibility of accounts receivable, estimated fair value of equity instruments and whether any
decline in such fair value is other-than-temporary and estimates of cost to completion under long-term production contracts applying
percentage of completion accounting. Actual results could differ from those estimates.

CASH AND CASH EQUIVALENTS

Cash equivalents, which are money market fundsand debt securities, arevalued at cost plus accrued interest. The Company considers
all highly liquid investmentswith original maturities of three monthsor less at the date of purchase to be cash equivalents. Changesin
cash and cash equivalents may be affected by shifts in investment portfolio maturities aswell as by actual cash receipts and
disbursements.

MARKETABLE SECURITIES

Marketable securities consist of investments in high grade corporate bonds, asset-backed securities and U.S. government agency
securities and are classified as available for sale. Sincethese securities are available to fund current operations, they are classified as
current assetson the balance sheet. Marketable securities are stated at fair value with unrealized gains and losses included asa
component of accumulated other comprehensive income (10ss), whichis a separate component of stockholders' equity, until realized.
The fair value of these securitiesis based on quoted market prices. If adeclinein the fair value is considered other-than-temporary,
based on available evidence, theunrealized lossis re-classed from other comprehensiveincome (l0ss) to the consolidated statement of
operations. For the years ended December 31, 2001 and 2000, the Company recorded $600,000 and $1,369,000, respectively, in
charges to write down certain marketable securities because the decline in value was considered
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other-than-temporary. There wereno write-downs in 1999. Realized gains and losses are determined on the specific identification
method and are included in interest income.

INVESTMENTS

Investmentsinclude long term investmentsrecorded under both the cost and equity methods of accounting. The Company uses the
equity method of accounting for investments when it hasan ownership interest of 20%to 50%. When the Company holds an
ownership interest of less than 20%, and doesnot have theability to exercise significant influence over the investment entity's
operating activities, the Company accountsfor its investment usingthe cost method. If any adjustment to fair value reflectsadecline in
the value of the investment below cost, the Company considers available evidence, including the duration and extent to which the
market value has been lessthan cost, to evaluate the extent to which the decline is other-than-temporary. If thedecline is considered
other-than-temporary, the cost basis of the investment iswritten down to fair value as a new cost basis and the amount of the write
downis includedin the Company's consolidated statement of operations. For theyear ended December 31, 2001, the Company
recorded $1,500,000 in charges related to thewrite-down of an investment because the decline in the value of the investment was
considered other-than-temporary.

CONCENTRATION OF CREDIT RISK
Financial instruments, which potentially subject the Company to concentration of credit risk, consist principally of money market
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fundsand marketable securities. The Company places these investments in highly rated financial institutions, and, by policy, limitsthe
amounts of credit exposure to any onefinancial ingtitution. These amounts at times may exceed federally insured limits. The Company
has not experienced any credit lossesin such accounts and does not believe it is exposed to any significant credit risk on these funds.
The Company has no foreign exchange contracts, option contracts or other foreign hedging arrangements.

To date, the Company's revenue has been generated fromalimited number of customers in the biotechnology and pharmaceuticals
industriesin the US, Europe and Japan. In2001, the Company's revenue included transactions with each of thefollowing customers:
Novartis Pharma AG (22%) and Pfizer, Inc (17%), including Warner-Lambert, which Pfizer acquired in 2000. In 2000 the Company's
revenue included significant transactions with these sametwo customers, Novartis (18%) and Pfizer (17%). In 1999 the Company had
significant revenue transactions with Aventis S.A. (14%). The loss of such customers could have a material adverse impact onthe
Company.

GlaxoSmithKline, Kissei Pharmaceuticals, Co, Ltd. and Novartis PharmaAG represented approximately 20%, 15%, and 10%,
respectively, of the Company's accounts receivable balance at December 31, 2001. At December 31, 2000, Pfizer represented 33%
and GlaxoSmithKline represented 11% of the Company's accounts receivable balance. Management believesthat credit risks
associated withthese collaborative partners arenot significant.

PROPERTY AND EQUIPMENT

Property and equipment are recorded at cost. Depreciation and amortization are provided using the straight-line method over the lesser
of thelease termsor the estimated useful lives of the related assets, generally four to seven years for furniture and equipment, threeto
five yearsfor computers and software and forty years for buildings. Leasehold improvements are amortized over thelesser of the
useful lifeof the improvements or theremaining life of the lease. Major additions and betterments are
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capitalized; maintenance and repairs, which do not improve or extend the life of the respective assets, are charged to operations. When
assets areretired or otherwise disposed of, the assetsand related allowancesfor depreciation and amortization are eliminated from the
accounts and any resulting gain or loss isreflected in the Company's consolidated statement of operations.

WARRANTY RESERVE

Estimated expenses for warranty obligations in connection with instrumentation system sales are accrued asrevenue is recognized.
Reserve estimates are adjusted periodically to reflect actual experience.

STOCK-BASED COMPENSATION

In accounting for its stock-based compensation plans, the Company applies Accounting Principles Board Opinion No. 25, "Accounting
for Stock Issued to Employees’ ("APB 25") and related interpretations for all awards granted to employees. Under APB 25, provided
other criteria are met, when the exercise price of options granted to employees under these plans equals the market price of the
common stock on the date of grant, no compensation cost is required. When the exercise price of optionsgranted to employees under
these plansis less than the market price of the common stock on the date of grant, compensation costs are expensed over thevesting
period. Subsequent changesto option termscan also give rise to compensation. For stock options granted to nonempl oyees, the
Company recognizes compensation costsin accordance with the requirements of Statement of Financial Accounting Standards No.
123, "Accounting for Stock-Based Compensation™" ("SFAS 123"). SFAS 123 requires that companies recognize compensation expense
for grants of stock, stock options and other equity instruments based on fair value.

REVENUE RECOGNITION

The Company's revenuerecognition policies are in accordance with the Securitiesand Exchange Commission's ("SEC") Staff
Accounting Bulletin No. 101, "Revenue Recognition in Financial Statements® ("SAB 101"). The Company generates revenuesthrough
collaborative research and development agreements, assay development and screening services, product salesand royalty agreements.

COLLABORATIVE AND OTHER RESEARCH AND DEVELOPMENT REVENUE
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The Company's collaborative and other research and development revenue is primarily generated through collaborative research and
development agreementswith strategic partnersfor the development of small molecule drugs that address major unmet medical needs.
The terms of the agreements typically include non-refundable up-front license fees, funding of research and devel opment efforts,
payments based upon achievement of certain at-risk and substantive milestones and royaltieson product sales.

In thethird quarter of 2001, in connection with anoverall review of accounting policies concurrent with the merger with Aurora,
Vertex elected to changeits revenue recognition policy for collaborative and other research and development revenues from the
Emerging I ssues Task Force No. 91-6 ("EITF 91-6") method to the Substantive Milestone Method. Under the Substantive Milestone
Method, adopted retroactively to January 1, 2001, the Company recognizes revenue from non-refundable, up-front license fees and
milestones, not specifically tied to a separate earnings process, ratably over the contracted or estimated period of performance.
Research funding is recognized asearned, ratably
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over the period of effort. Milestones, based on designated achievement points that are considered at risk and substantive at the
inception of the collaborative contract, are recognized as earned, when the corresponding payment is reasonably assured. The
Company evaluates whether milestonesare at risk and substantive based on the contingent nature of the milestone, specifically
reviewing factors such as the technological and commercial risk that needs to be overcome and thelevel of investment required.

In thefourth quarter of 2000, Vertex had changed its method of accounting for revenue recognition to the EITF 91-6 method in
conjunction withthe adoption of SAB 101. Under the EITF 91-6 method, adopted retroactively to January 1, 2000, the Company
recognized revenue from research and devel opment arrangements, including non-refundable upfront license fees, milestones and
research and development funding, over the period of continuing involvement usingthe lesser of the non-refundable cash received or
the result achieved using percentage of completion accounting. Where the Company had no continuing involvement, non-refundable
license fees wererecorded as revenue upon receipt and milestones wererecorded as revenue upon achievement of the milestone by the
collaborative partner.

The cumulative effect of the change in accounting principle related to revenue recognition recorded in the third quarter of 2001,
retroactive to January 1, 2001, resulted in a non-cash charge to income of $25,901,000. Prior 2001 quarterly financial results have
been restated for the retroactive adoption of the Company'snew revenue recognition policy to January 1, 2001.

The cumulative effect of the change in accounting principle relatingto the adoption of SAB 101 in the fourth quarter of 2000,
retroactive to January 1, 2000, resulted in a non-cash charge to incomeof $3,161,000. Prior 2000 quarterly financia results have been
restated for theretroactive adoption of SAB 101 to January 1, 2000.

PRODUCT SALES

Product sales includeinstrumentation system sales, technology licensing and biotechnology product sales as well as commercial drug

substance sales. Revenue from licenses where Vertex hascontinuing obligations is recognized over the period of the license. Revenue
from perpetua licensesisrecognized whenthe license isissued, provided that there are no significant continuing obligations and the

payment is non-refundabl e and non-creditable.

Revenue from sales of commercial drug substance, biotechnology productsand certain instrumentation systemsales, is recognized
upon shipment, whenthe title to the product and associated risk of loss haspassed to the customer, collectibility is reasonably assured
and, if applicable, upon acceptance when acceptance criteria are specified or upon expiration of the acceptance period. Salesunder
long-term production contracts are recognized using percentage of completion accounting, based on actual costsincurred to date
compared to total estimated coststo complete. Funding for prototype instrumentation systems was recognized ratably over the terms of
the agreements, which approximated costsincurred. Milestones related to delivery of the components of the prototype systemswere
recognized when earned, asevidenced by written acknowledgement of acceptance fromthe customer.

SERVICE REVENUES
Service revenues include assay development, screening services, and contracted product devel opment. Service revenueis recognized

asthe services are performed or ratably over the service period if the Company believes such method will approximate the expense
being incurred. Revenue from up-front feesis deferred and recognized over the service period.
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Aurora hascertain contracts under whichit agrees to sell instrumentation systems and technology licenses, in addition to providing
assay development and screening services. Each of these separable elementsmay be individually delivered and is not considered
essential to the functionality of the others. The Company allocates revenue under such contracts to each of the separable elements
based on therelative fair value of each element, which under most of our agreements approximates the stated pricein the contract.

ROYALTY REVENUE

Royalty revenue is recognized based upon actual and estimated net sales of licensed products in licensed territories as provided by the
collaborative partner andis generally recognized in the period the sales occur. Differences between actual royalty revenues and
estimated royalty revenues, which have not been historically significant, are reconciled and adjusted for in the quarter they become
known.

Accounts receivable includes unbilled amounts on long-term production contracts totaling $3,441,000 and $11,666,000 at December
31, 2001 and 2000, respectively. Unbilled receivables represent amounts due from customers that will be billed at future dates in
accordance with contract terms. The unbilled receivables at December 31, 2001 are expected to be billed and collected withinone
year.

RESEARCH AND DEVELOPMENT

All research and development costs, including amounts funded in research collaborations, are expensed as incurred. Research and
development expenses are comprised of costsincurred in performing research and development activitiesincluding salaries and
benefits, facilities costs, overhead costs, clinical trial costs, contract services and other outside costs. Customer-sponsored research and
devel opment expenses totaled approximately $69,752,000, $52,010,000 and $38,507,000 in 2001, 2000 and 1999, respectively.
Revenue from customer-sponsored research and devel opment totaled approximately $68,984,000, $68,239,000 and $43,370,000 in
2001, 2000 and 1999, respectively. Company- sponsored research and devel opment expenses totaled approximately $78,921,000,
$49,083,000 and $46,522,000 in 2001, 2000 and 1999, respectively.

ADVERTISING

All advertising costs are expensed asincurred. During the years ended December 31, 2001, 2000 and 1999, advertising expenses
totaled $444,000, $1,794,000 and $2,538,000 respectively.

INCOME TAXES

Deferred tax assetsand liabilities are recognized for the expected future tax consequences of temporary differences between the
financial statement carrying amounts and theincome tax bases of assetsand liabilities. A valuation allowance is applied against any net
deferred tax assetif, based on the weighted available evidence, it is more likely than not that some or all of the deferred tax assets will
not be realized.

DEBT ISSUANCE COSTS
Debt issuance costs related to expensesincurred to complete convertible subordinated debenture offerings are deferred and amortized
based on the effective interest method over theterm of therelated debt issuance. The amortization expense isincluded in interest

expense on the consolidated statements of operations.
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Comprehensive income (loss) consists of netincome (loss) and other comprehensive income (loss), which includesforeign currency
trandation adjustments and unrealized gains and losses on certain marketable securities. For purposes of comprehensive income (10ss)
disclosures, the Company does not record tax provisions or benefits for the net changesin foreign currency trand ation adjustment, as
the Company intends to permanently reinvest undistributed earningsinits foreign subsidiaries.

FOREIGN CURRENCY TRANSLATION

The functional currency of the Company's foreign subsidiary isthe local currency. Assetsand liabilities of the foreign subsidiary are
remeasured into U.S. dollarsat rates of exchange in effect at the end of the year. Revenue and expense amountsare remeasured using
the average exchange rates for the period. Net unrealized gains and losses resulting from foreign currency remeasurement are included
in other comprehensive income (loss), whichis a separate component of stockholders' equity.

BASIC AND DILUTED LOSS PER COMMON SHARE

Basic earnings per common share is based upon the weighted average number of common shares outstanding during the period.
Diluted earnings per common shareis based upon the weighted average number of common shares outstanding during the period plus
additional weighted average common equivalent shares outstanding during the period whenthe effect is not anti-dilutive. Common
equivalent sharesresult from the assumed exercise of outstanding stock options, the proceeds of which are then assumed to have been
used to repurchase outstanding stock using thetreasury stock method, and the assumed conversion of subordinated convertible notes.
Common equivalent shares have not been included in the net loss per common share calculations as their effect would be anti-dilutive.

Potential common equivalent shares consist of the following at December 31, (shares in thousands):

2001 2000 1999
Stock options outstanding............... ... ... 16, 810 14, 615 15, 806
Wei ghted average exercise pricCe..........couuuuiiiiiinnnnnn.. $27. 37 $25. 97 $11. 49
Convertible notes. . ........ ... 3,414 3,739 --
Wi ghted average conversion pricCe...........c..uuiiuiiunnnn.. $92. 26 $92. 26 --

SEGMENT INFORMATION

The Company's business operations have been segregated into two reportable segments: (i) Vertex and (ii) Aurora. Vertex seeksto
discover, develop, and commercialize major pharmaceutical products independently and with partners. Aurora specializesin
industry-leading assay devel opment, screening and cell biology capabilities.

NEW ACCOUNTING PRONOUNCEMENTS

In June 2001, theFinancial Accounting Standards Board ("FASB") issued Statement of Financial Accounting Standard No. 141,
"Business Combinations' ("SFAS No. 141"). SFAS No. 141 requires that all business combinations be accounted for under the
purchase method only and that certain acquired intangible assets in a business combination be recognized as assets distinct from
goodwill. SFAS No. 141 is effective for all business combinations initiated after June 30, 2001 and for all business
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combinations accounted for by the purchase method for which thedate of acquisition is after June 30, 2001.

In June 2001, the FASB issued SFAS No. 142, "Goodwill and Other Intangible Assets’ ("SFAS No. 142"), whichrequires that ratable
amortization of goodwill be replaced with periodic tests of the goodwill'simpairment and that intangible assets other than goodwill be
amortized over their useful lives. The provisions of SFAS No. 142 areeffectivefor fiscal yearsbeginning after December 15, 2001,
and was adopted by the Company, as required, on January 1, 2002. The Company doesnot expect SFAS No. 142 will have a materia
effect on itsfinancial position and results of operations.
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In October 2001, the FASB issued SFAS No. 144, "Accounting for the Impairment of Long-Lived Assets' ("SFAS No. 144"). SFAS
No. 144 supercedes SFAS No. 121, "Accounting for the Impairment of Long-Lived Assetsand for Long-Lived Assetsto be Disposed
Of" and provides a single accounting model for long-lived assets to be disposed of. The provisions of SFAS No. 144 will be effective
for fiscal years beginning after December 15, 2001. The Company does not expect SFAS No. 144 will have a material effect onits
financial position and results of operations.

C.CHANGE IN ACCOUNTING PRINCIPLE--REVENUE RECOGNITION

In thethird quarter of 2001, in connection with anoverall review of accounting policies concurrent with the merger with Aurora,
Vertex elected to changeits revenue recognition policy for collaborative and other research and development revenues from the EITF
91-6 method to the Substantive Milestone Method. Vertex believes this method is preferable because it is more reflective of the
Company'son-going business operations and is more consistent with industry practices following the prior year implementation of
SAB 101 throughout the biotechnology industry. Under the Substantive Milestone Method, adopted retroactively to January 1, 2001,
the Company recognizes revenue from non-refundable up-front, license fees and milestones, not specifically tied to a separate earnings
process, ratably over the contracted or estimated period of performance. Research funding is recognized as earned, ratably over the
period of effort. Milestones, based on designated achievement points that are considered at risk and substantive at inception of the
contract, are recognized as earned, whenthe corresponding payment is reasonably assured. The Company evaluates whether
milestones are at risk and substantive based on the contingent nature of the milestone, specifically reviewing factors such as the
technological and commercial risk that needsto be overcomeand the level of investment required.

During 2000, the Company had recognized revenue from collaborative research and development arrangements in a manner consistent
to that prescribed by EITF 91-6. Under that model, revenue was recognized for non-refundable license fees, milestones, and
collaborative research and development funding using the lesser of the non-refundable cash received or the result achieved using
percentage of completion accounting. Where the Company had no continuing involvement, non-refundable license feeswere recorded
as revenue upon receipt and milestones wererecorded as revenue upon achievement of the milestone by the collaborative partner.

Pursuant to the 2001 changein accounting principle to the Substantive Milestone Method, Vertex recorded a one-time non-cash charge
of $25,901,000. The impact of theadoption of thisnew accounting policy for revenue recognition for collaborative and other research
and development revenues wasto defer revenue recognition for certain portions of revenue previously recognized under our
collaborative agreementsinto future accounting periods. The results of the first two quarters of 2001 have been restated in accordance
with the new revenue recognition policy. The pro formaamounts for net loss and net loss per basic and diluted common share,
presented in the consolidated
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C. CHANGE IN ACCOUNTING PRINCIPLE--REVENUE RECOGNITION (CONTINUED)

statements of operations were cal culated assuming the accounting change wasmade retroactively to al prior periods. Included inthe
2001 collaborative and other research and development revenue is $7,748,000 of revenuethat was included in the cumulative effect of
the changein accounting principle. The amount of revenue to be recognized in future yearsthat was included in the cumulative effect
of the change in accounting principle is $6,979,000, $2,809,000, $2,580,000 and $5,785,000 in 2002, 2003, 2004 and thereafter,

respectively.

In connection with the adoption of SAB 101 in the fourth quarter of 2000, Vertex changed itsaccounting for revenue recognition to
the EITF 91-6 model. In 1999, prior to the adoption of SAB 101, Vertex recognized revenue from collaborative research and
development arrangements as earned under theterms of the arrangements. License paymentswere recorded asrevenue when payment
was assured and contractual obligations met. Payments from contractual milestones wererecognized whenachieved, and product
research funding was recorded on a quarterly basis, when research effort was incurred. Under the EITF 91-6 model, adopted
retroactively to January 1, 2000, the Company recognized revenue from research and development arrangements, including
non-refundabl e license fees, milestones and research and devel opment funding, over the period of continuing involvement usingthe
lesser of the non-refundable cash received or the result achieved using percentage of completion accounting. Where the Company had
no continuing involvement, non-refundable license feeswere recorded as revenueupon receipt and milestoneswere recorded as
revenue upon achievement of the milestone by the collaborative partner. Pursuant to the adoption of SAB 101 in 2000, the Company
recorded a one-timenon-cash charge of $3,161,000, representing a cumulative effect of a changein accounting principle.

D. BUSINESS COMBINATIONS

[T S— .
E=amas EDGARSr 9002, EDGAR Online. Inc.




On July 18, 2001, the Company completed a merger with Aurorain atax-free, stock for stock transaction, which hasbeen accounted
for as a pooling of interests. Each share of Aurora common stock converted into shares of newly issued Vertex common stock at a
fixed ratio of 0.62 shares of Vertex common stock for each share of Aurora common stock. A total of approximately 14.1 million
shares of Vertex common stock were exchanged for all of Aurora's outstanding common stock, and Auroras outstanding stock options
were converted into approximately 2.6 million options to purchase Vertex common stock, based upon the samefixed ratio.

On March 1, 2001, Aurora completed a merger with PanVera. The merger qualified asa tax-free exchange and was accounted for as a
pooling of interests. A total of approximately 1.6 million shares of Auroracommon stock, which converted into approximately 1.0
million shares of Vertex common stock, were exchangedfor al of PanVeras outstanding stock. PanVera's outstanding stock options
were converted into optionsto purchase approximately 260,000 shares of Aurora common stock which converted into approximately
161,000 shares of Vertex common stock.

The Company's consolidated financial statements have been restated for al periods prior to the business combinations to include the
combined financial resultsof Vertex, Aurora and PanVera
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D. BUSINESS COMBINATIONS (CONTINUED)
Revenue and net income (loss) for the individual companies reported prior to the mergers were asfollows (in thousands):

SI X MONTHS ENDED YEAR ENDED YEAR ENDED
JUNE 30, 2001 DECEMBER 31, 2000 DECEMBER 31, 1999

Revenue:

VeIt X, ottt $ 35, 715* $ 78,127 $ 50, 560

AUT OF @, . ot e 30, 788 63, 790 50, 521

PanVera. ...... ... 9,129 11, 365 7,806

Inter Company. ............uuiiiiiiinnnnn..n (35) -- --
Total ... $ 75,597 $153, 282 $108, 887
Net |ncone (Loss):

Vet X, ottt $(51, 663) * $(39, 658) $(40, 966)

AUFOTa. . oo (826) 4,353 (209)

PanVera. . ........ ... 996 565 21
Total ... $(51, 493) $(34, 740) $(41, 154)

* Revenue and net loss for the six monthsended June 30, 2001 for Vertex has been restated to reflect the adoption of the Substantive
Milestone Method of revenue recognition, retroactive to January 1, 2001 (Note C).

The conforming of accounting policies of Vertex, Aurora and PanVera did not result in adjustments to net income or stockholders
equity. There wereno significant intercompany transactions between the three entities for the years ended December 31, 2000 and
1999.
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E. MARKETABLE SECURITIES
A summary of cash equivalentsand available-for-sale securities is shown below (in thousands):
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GRCSS GRCSS
AMORTI ZED UNREALI ZED  UNREALI ZED

DECEMBER 31, 2001 COoST GAI NS LOSSES FAI R VALUE
Cash and cash equival ents
Cash and noney market funds....................... $183, 810 $183, 810
Corporate debt securities......................... 5,395 5,395
Total cash and cash equivalents..................... $189, 205 $189, 205
Mar ket abl e securities
Total equity securities................covvuinin... $ 931 $ 52 $ 68 $ 915
US governnent securities
Due within lyear........ ..., 26,016 26, 199
Due within 1 to 5years...............ovvvu. .. 94, 342 95, 726
Total US government securities.................... 120, 358 1,574 7 121, 925
Corporate debt securities
Due within lyear....... ... i, 196, 600 199, 828
Due within 1 to 5years......................... 224,199 231, 329
Total corporate debt securities................... 420, 799 10, 422 64 431, 157
Total marketable securities......................... $542, 088 $12, 048 $139 $553, 997
Total cash, cash equival ents and narketabl e
SECUM  ti BS. ot $731, 293 $12, 048 $139 $743, 202
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E. MARKETABLE SECURITIES (CONTINUED)

GRCSS GRCSS
AMORTI ZED  UNREALI ZED  UNREALI ZED
DECEMBER 31, 2000 CosT GAI NS LOSSES FAI R VALUE
Cash and cash equival ents
Cash and noney market funds....................... $311, 270 $311, 270
Minicipal bonds........ ... ... . . . . ... 14, 327 14, 327
Corporate debt securities......................... 21,062 21,062
Total cash and cash equivalents..................... $346, 659 $346, 659
Mar ket abl e securities
Total equity securities.......... ... ..., $ 631 $ 631
US governnent securities
Due within 1 year........ ..., 26, 735 26, 768
Due within 1 to 5years............ooviiiiin... 43, 359 43, 819
Due over 5 years..........oiiiiiii 2,003 1,975
Total US governnent securities.................... 72,097 $ 506 $ 41 72,562
Corporate debt securities
Due within lyear........ ... 85, 786 85, 863
Due within 1 to 5years............oviiiiin... 297, 305 301, 131
Due over 5 years.........o i 7,092 7,215
Total corporate debt securities................... 390, 183 4,286 260 394, 209
Total marketable securities......................... $462, 911 $4, 792 $301 $467, 402
Total cash, cash equivalents and marketable T
SECUNI Ll BS. $809, 570 $4, 792 $301 $814, 061

[T — 3 .
FE s EDGARRS 2002, EDGAR Online, Inc.




Gross realized gainsand losses for 2001 were $3,134,000 and $53,000, respectively. Gross redized gainsand losses for 2000 were
$69,000 and $339,000, respectively. Gross realized gains and losses for 1999 were $106,000 and $761,000, respectively. Maturities
stated are effective maturities.

F.RESTRICTED CASH

At December 31, 2001 and 2000, the Company held $26,190,000 and $14,713,000 in restricted cash, respectively. At December 31,
2001 the balance was comprised of $26,087,000 held in deposit with certain banks predominantly to collateralize conditional, standby
letters of credit in the namesof the respective landlordsin accordance with certain operating lease agreements, and $103,000 in
connection with a Variable Rate Demand Industrial Revenue Bond held by the Company. At December 31, 2000 the balance was
comprised of $10,121,000 restricted in connection with certain operating lease agreementsfor facilitiesand $4,592,000 in connection
with a Variable Rate Demand Industrial Revenue Bond.
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G. PROPERTY AND EQUIPMENT

Property and equipment consist of the following at December 31 (in thousands):

2001 2000
Furniture and equipment. . ........... ... $ 47,910 $26, 971
Leasehol d inprovenments. .. ... ... .. ... 48, 132 24,511
Equi prent under capital leases........ ... ... .. ... . ... ... 26, 288 27, 245
oM PUL B S, . ot 11, 351 6, 908
SO f L WAL €. . o ot 8, 057 6, 443
Bui | ding. . ... ... 5,960 --
ConStruCtion I N ProOCESS. . ..ottt e e 1,578 5,004
Total property and equipment, grosSS...................... 149, 276 97, 082
Less accumnul ated depreciation and anortization........... 68, 899 53,121
Total property and equipnent, net........................ $ 80, 377 $43, 961

Depreciation expense for theyears ended December 31, 2001, 2000 and 1999 was $16,385,000, $11,798,000 and $9,576,000,
respectively. The accumulated depreciation and amortization of equipment under capital leases was $25,025,000 and $26,957,000 at
December 31, 2001 and 2000, respectively. Assets under capital leases collateralize therelated lease obligations.

H. INVESTMENTS

In February 1999, Vertex restructured its investment in Altus, which wasa majority owned subsidiary, so that Altus operates
independently from Vertex. Aspart of the transaction, Vertex provided Altus $3,000,000 of cash and surrendered its sharesin Altus
preferred stock in exchange for two new classes of preferred stock and warrants. Vertex had a 23.5% equity investment in Altus witha
balance sheet value of approximately $1,726,000 at December 31, 2000. For the years ending December 31, 2000 and December 31,

1999, Vertex recorded $550,000 and $724,000, respectively, asits share of Altus'losses under the equity method of accounting.
Vertex does not have any revenuerelated or other significant operational contractswith Altus.

In September and November of 2001, Altus underwent financial restructurings, which reduced Vertex's relative ownership in Altusto
approximately 14% and 11% on the respective dates. Accordingly, effective September 28, 2001, Vertex accountsfor its investment in
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Altus using the cost method. For the period from January 1, 2001 through September 28, 2001, Vertex recorded $662,000 as its share
of Altus losses under the equity method of accounting.

In thethird quarter of 2001, Vertex adopted Derivative Implementation Group Issue No. A17, "Contracts that Provide for Net Share
Settlement” ("DIG AL17"). Subsequent to the issuance of SFAS No. 133, "Accounting for Certain Derivative Instruments and Certain
Hedging Activities," the FASB established the Derivatives Implementation Group to address and interpret practice issues relatingto
that standard. On April 10, 2001, the FASB published DIG A17 relating to contracts that provide for net share settlement, including
warrants of a privately held company. Pursuant to theadoption of DIG A17 on July 1, 2001, Vertex recorded a $17,749,000
cumulative effect of a change in accounting principle to reflect the value of warrantsheld in Altus as incomewith a corresponding
increase to Investments. The valuation of the warrants wasdetermined based on an independent appraisal that used the Black-Scholes
option pricing model to value the warrants. Significant assumptions used in the Black-Scholes model included thefair value of Altus
common stock whichwas based on a valuation of
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H. INVESTMENTS (CONTINUED)

Altus using projected discounted cash flowsand comparable market values using multiples of revenue, volatility of 70%, risk free
interest rates between 4.9% to 5.6% and warrant terms per the agreementsranging from 3.5 to 11.6 years. As of September 30, 2001,
the warrantsno longer qualified as derivatives under DIG A17 due to changesin the terms of the warrants coincident with the financial
restructuring of Altus. The Company's cost basis carrying value in its outstanding equity and warrants of Altuswas $18,813,000 at

December 31, 2001. The Company also held investments at cost in other privately held companies at December 31, 2001 and 2000.
I. ACCRUED EXPENSES AND OTHER CURRENT LIABILITIES

Accrued expenses and other current liabilities consist of thefollowing at December 31 (in thousands):

2001 2000
Research and devel opment contract costs................... $10, 716 $ 6,417
Payroll and benefits........ .. . . . . . . 12, 888 7,369
Professional fees......... .. ... 2,508 3,261
e . 5, 269 6, 060

J. CAPITAL LEASES AND OTHER OBLIGATIONS

At December 31, 2001, long-term capital lease, loan and other obligations were due asfollows (in thousands):
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CAPI TAL OTHER

YEAR ENDED DECEMBER 31, LEASES OBLI GATI ONS TOTAL
20002, . $2, 945 $1, 850 $4, 795
2003, L 1, 028 1,103 2,131
2004, . . 101 240 341
20005, -- 255 255
20006, . . -- 245 245
Thereaf t er. . ... -- 5,105 5,105
Total minimum | ease and | oan payments..................... 4,074 8, 798 12,872
Less anount representing interest payments.................. 267 -- 267
Present value of mninumlease and | oan payments............ 3, 807 8, 798 12, 605
Less current portion. . ......... .. 2,729 1, 850 4,579
$1, 078 $6, 948 $8, 026

CAPITAL LEASE OBLIGATIONS
The Company leases certain equipment and improvements under capital leases, which expire at various dates through June 2004.
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J. CAPITAL LEASES AND OTHER OBLIGATIONS (CONTINUED)
OTHER OBLIGATIONS:

LOAN AGREEMENTS

During 1998, the Company financed assets under a master |oan agreement with a cost of $1,574,000, $1,506,000 and $1,005,000, with
interest rates of 7.89%,

8.06% and 8.08%, respectively. During 1997, the Company financed assets under a master loan agreement with a cost of $676,000 and
$1,137,000, with interest rates of 8.59% and 8.38%, respectively. The Company has certain equipment with a net book value of
$1,407,000 designated as collateral under these agreementsat December 31, 2001. These agreements have aterm of five years, and
require that the Company maintain a certain level of cash and investments. The carrying valueof these loan obligations at December
31, 2001 and 2000 approximates fair value.

PROMISSORY NOTE

In July 1997 the Company re-purchased shares of its common stock from a common stockholder by makinga cash payment and
issuing a promissory note. Interest isimputed at 4.91%. The balance of thenote is $274,000 at December 31, 2001. Payments of
principal and interest are due in quarterly installmentsthrough July 1, 2002.

VARIABLE RATE DEMAND BONDS

In October 1998, the City of Madison, Wisconsin ("City") issued $6,300,000 of Variable Rate Demand Industrial Revenue Bonds,
Series 1998 and then loaned the proceeds to the Company. The Company utilized the proceeds to financethe construction of a new
laboratory, production and officefacility in Madison, Wisconsin, which the Company began occupying in June 2001. Terms of the
loan agreement are subject to the termsof the bonds. The loan bears interest payable monthly at a rate that isthe lesser of avariable
rate based upon the prevailing market conditions required to resell thebonds at par value, or 12%. Variable rate adjustments are made
at specified periodic determination dates. The interest rate on the bonds may be converted to afixed rate at the option of the Company.
At December 31, 2001, the variablerate of interest was 1.85%. Interest incurred in 2001, 2000 and 1999 was $285,000, $386,000 and
$281,000, respectively. Interest capitalized, during construction in 2001 and 2000, was$106,000 and $9,375, respectively. No interest
was capitalized during 1999. Principal paymentsare due in annual installments beginning in October 2002 through October 2018.
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Asacondition of the sale of the aforementioned Variable Rate Demand Industrial Revenue Bonds, the Company entered into an
irrevocable letter of credit withabank. Assecurity for the bonds, a replacement letter wasobtained in June 2000 for an initial fiveyear
term withannual extensions thereafter through October 15, 2001. The letter of credit is secured by a General Business Security
Agreement, subject to certain financial covenants.

LINE OF CREDIT AGREEMENTS

At December 31, 2001, the Company had available on demand a $1 million line of credit with a bank. The interest rate on outstanding
borrowings is 1.9% over the thirty day LIBOR rate. Borrowings are limited to specified percentages of eligible accounts receivable
and inventory. There wereno borrowings outstanding on thisline of credit during 2001.

At December 31, 2001, the Company also had available a $1 million transaction note subject to the same termsand conditions as the
line of credit. There were no borrowings outstanding on this note during 2001.
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Both the line of credit and transaction note are cross-collateralized withaletter of credit.

In December 1999, the Company obtained aline of credit allowing for borrowings in aggregate of up to $20,000,000 for equipment
and leasehold improvement expenditures. No amounts were drawn down against theline of credit and it expired unused in 2001.

K. CONVERTIBLE SUBORDINATED NOTES

On March 14, 2000, the Company issued $175,000,000 of 5% Convertible Subordinated Notes due March 2007 (“March Notes'). The
notes were convertible, at the option of the holder, into common stock at a price equal to $40.32 per share, subject to adjustment under
certain circumstances. The deferred costs associated with issuance of the March Notes were $5,340,000, of which $423,000 was
amortized to interest expense in 2000.

On September 15, 2000, the Company announced the call for redemption of its March Notes. By October 4, 2000, al of the March
Notes were converted by holders into 4,340,260 shares of common stock at a price of $40.32 per share. The Company reclassified
$4,917,000 of related unamortized deferred debt issuance costs to stockholders' eguity as part of the conversion. In connection with
the call for redemption, the holders of the March Notes were entitled to a"make-whol€" payment of $82.14 per $1,000 principal
amount of notes, whichresulted in a one-timecharge to earnings of $14,375,000 in the third quarter of 2000. The "make-whole"
payment was paid in cash in the fourth quarter of 2000.

On September 19, 2000, the Company issued $345,000,000 of 5% Convertible Subordinated Notes due September 2007 (" September
Notes"). The September Notes are convertible, at the option of theholder, into common stock at a price equal to $92.26 per share,
subject to adjustment under certain circumstances. The September Notes bear an interest rate of 5% per annum, and the Company is
required to make semi-annual interest payments on the outstanding principal balance of the noteson March 19 and September 19 of
each year. The September Notes are redeemable by the Company at any time on or after September 19, 2003 at specific redemption
pricesif the closing price of the Company'scommon stock exceeds 120% of the conversion price thenin effect for at least 20 trading
days withina period of 30 consecutive trading days. Before September 19, 2003 the Company may redeem the notes at a redemption
price equal to the principal amount of notes, plus accrued and unpaid interest, if any, and a specified additional payment amount, if the
closing price of the Company's common stock exceeds 150% of the conversion pricethen in effect for at least 20 trading days withina
period of 30 consecutivetrading days. The deferred costs associated with the sale of the convertible notes, which areclassified as
long-term other assets, were $10,698,000 of which $1,498,000 and $428,000 wasamortized to interest expensein 2001 and 2000,
respectively.

In October 2001, the Company re-purchased $30,000,000 in principal amount of its September Notes for cash consideration of
$18,900,000. As aresult of this transaction the Company recorded an extraordinary gain on the early extinguishment of debt of
$10,340,000, net of $760,000 of deferred debt costsin the fourth quarter of 2001. At December 31, 2001, the September Notes had an
outstanding balance of $315,000,000 andafair value of $212,121,000, as obtained from a quoted market source.

L. COMMITMENTS
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The Company leasesiits facilities and certain equipment under non-cancelable operating leases. The Company's|eases have terms
through the year 2017. InJanuary of 2001, the Company entered into a lease agreement to lease approximately 275,000 square feet of
laboratory and office space
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presently under construction. The Company will begin paying rent on this new facility in March 2003. The lease will expire in 2017
with the option to extend thelease for two consecutive termsof ten years each, ultimately expiring in 2037. The Company'sfuture
minimum commitments under thislease are included in thetable below.

At December 31, 2001, future minimum commitments under facility operating leases with non-cancelable terms of more than one year
are as follows (in thousands):

YEAR OPERATI NG
LEASES

20002, . . $ 18, 706
2003, . L 33,481
2004, . o 32,916
20005, . 32, 804
2000, . . 28, 902
Thereaf t er. . ... . e 255, 796
Total minimumlease payments. . .......... .. $402, 605

Rental expense was $15,447,000, $8,892,000 and $8,139,000 for the years ended December 31, 2001, 2000 and 1999, respectively.

The Company has future contractual commitmentsin connection with its research and development programs. For the years 2002,
2003, 2004 and 2005 the amounts committed under these contracts are $6,859,000, $3,924,000, $2,209,000 and $865,000,

respectively.
M. INCOME TAXES

For the year ended December 31, 2001, the Company provided approximately $630,000 for income taxes which wasrecorded in
Other, net on the Consolidated Statement of Operations. The provision principally relates to certain foreign and state tax obligations,
in addition to recording a valuation allowance for certain deferred tax assetsacquired in the merger with Aurora. The Company's
federal statutory income tax rate for 2001, 2000 and 1999 was 34%. The Company has incurred losses from operations but has not
recorded an incometax benefit for 2001, 2000 and 1999 asthe Company has recorded a valuation allowanceagainst its net operating
losses and other net deferred tax assets due to uncertainties related to the realizability of these tax assets.

Deferred tax liabilities and assets are determined based on the difference between financial statement and tax bases using enacted tax
ratesin effect for theyear in which the differences are expected to reverse. The components of deferred taxes at December 31 wereas
follows (in thousands):
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Deferred Tax Assets:

Net operating 1 OSS........... .. $ 151, 168 $ 137,723
Tax credits carryforward. ........ ... . ... .. ... ..... 26, 512 25, 304
Property, plant and equipment....................... 3,984 1,931
Deferred revenue. . ........... i, 7,442 4,128
Capitalized research and developnent................ 33, 239 28, 879
L 1 1,918 1, 308
Goss deferred tax asset......... ... . i 224, 263 199, 273
Valuation allowance. . ........... .. ... .. (224, 263)

(199, 076)

Net deferred tax asset...........coiiiiiiiiiiinnnn... $ -- $ 197
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Of the $224,263,000 valuation allowance at December 31, 2001, $95,027,000 relates to deductions for nonqualified stock options,
whichwill be credited to additional paid-in capital, if realized.

For federal incometax purposes, as of December 31, 2001, the Company has net operating |oss carryforwards of approximately
$384,338,000 and $17,597,000 of tax credits, which may be usedto offset future income. These operating loss carryforwards expire

beginning in 2005, and the tax credit carryforwards begin to expirein 2004. A valuation allowance has been established for the full
amount of the 2001 deferred tax asset sinceit is morelikely than not that the deferred tax asset will not be realized.

N. COMMON AND PREFERRED STOCK
COMMON STOCK

In August 2000, the Company effected a two-for-one stock split of al common stock in theform of a stock dividend. All common
stock share and per share amounts in these consolidated financia statements have been restated to reflect thisstock split.

STOCK OPTION PLANS

The Company has a 1991 Stock Option Plan (the 1991 Plan"), 21994 Stock and Option Plan (the "1994 Plan") and a 1996 Stock and
Option Plan (the "1996 Plan"). Stock options may be granted under the Plans either as options intended to qualify as"incentive stock
options' ("1SOs") under theInternal Revenue Code or as non-qualified stock options ("NQSOs"). Under the 1991 Plan, stock options
may be granted to employees (including officers and directors who are employees) and to consultants of the Company (NQSOs only).
Under the 1994 Plan and the 1996 Plan, stock rights, which may be (i) 1ISOswhen Internal Revenue Code requirements are met, (ii)
NQSOs, or (iii) shares of common stock or the opportunity to make a direct purchase of shares of common stock (" Stock Awards"),
may be granted to employees (including officers and directors who are employees, consultants, advisors and non-employee directors
(NQSOs and stock awards only). Under the 1991 and 1994 Plans | SOs may be granted at a price not lessthan the fair market value of
the common stock on the date of the grant, and NQSOs may be granted at an exercise price established by the Compensation
Committee of the Board of Directors, which may be lessthan, equal to or greater than the fair value of the common stock on the date
of thegrant. Stock options granted under the 1996 Plan may not be granted at a price lessthan thefair market value of the common
stock on the date of grant. Vesting periods for all plansare generally four or five years, and are determined by the Compensation
Committee. 1SOs granted under the Plans must expire not more than ten yearsfrom the date of grant.

In July 2001, in connection with the acquisition of Aurora, the Company assumed the obligations under the Aurora 1996 Stock Plan
(the "Aurora Stock Plan"), the 1993 Stock Plan of PanVera Corporation (the "PanVera Plan") and certain non-plan stock option
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agreements ("Non-Plan Stock Option Agreements") under which 2,393,000, 109,000, 3,000 shares of Vertex's common stock,
respectively, were reserved for issuance at December 31, 2001.

The Aurora Stock Plan provides for the granting of 1SOs and stock appreciation rights to employees and NQSOs and stock purchase
rights to employees, directors and consultants. The exercise price of ISOs must be equal to thefair market value of the Company's
common stock on the date of grant, and the exercise price of NQSOs may be no less than 85% of thefair market value of the
Company'scommon stock on the date of grant. The PanVeraPlan provides for thegranting of 1SOsto employees of PanVera and the
exercise price must be equal to thefair market valueof the Company's
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common stock onthe date of grant. Vesting periods for the Aurora Stock Plan and Pan Vera Plan are generally four years and options
expire not more than ten yearsfrom the date of grant.

The Company has reserved 8,000,000 shares under the 1991 Plan and 1994 Plan. The 1996 Plan reserved an additional 16,000,000
shares, of which 5,500,000 were reserved during 2001. At December 31, 2001, the Company had a total of 3,108,000 shares of
common stock available for future grant under its 1991, 1994 and 1996 stock option plans. No shares remain available for grant under
the Aurora Stock Plan, the PanVera Plan or Non-Plan Stock Option Agreements.

Consolidated stock option activity for the years ended December 31, 2001, 2000 and 1999 is asfollows (sharesin thousands):

2001 2000 1999
\EI GHTED VEI GHTED \EI GHTED
AVERAGE AVERAGE AVERAGE
EXERCI SE EXERCI SE EXERCI SE
SHARES PRI CE SHARES PRI CE SHARES PRI CE
Qut standi ng at beginning of year.......... 14, 615 $25. 97 15, 806 $11. 49 13, 515 $10. 88
Ganted. . ... 4,451 28.98 3,703 67.79 3,468 13. 05
EXErcised. .. ..o (1, 401) 11. 65 (4, 446) 10. 25 (636) 7.19
Cancel €d. . ..o (855) 38.58 (448) 16. 51 (541) 12.31
Qutstanding at end of year................ 16, 810 $27. 37 14, 615 $25. 97 15, 806 $11. 49
Options exercisable at year-end........... 7,476 $19. 04 5,874 $11. 56 7,532 $ 9.99
Wi ght ed average fair value of options
granted during the year:................ $14. 97 $37.04 $ 6.03

The fair value of each option granted under the 1991, 1994 and 1996 plansduring 2001, 2000 and 1999 was estimated on the date of
grant using the Black-Scholes option pricing model with the following weighted average assumptions:

2001 2000 1999
Expected life (years).......... i, 5.50 5.50 5.50
Expected volatility............ ... ... 58. 00% 58. 00% 45. 00%
Risk free interest rate.......... ... .. ... ... ..... 4.86% 5. 63% 6. 20%

Dividend yield........ ... i -- -- --

The fair value of each option granted under the Aurora Stock Plan, PanVera Plan and Non-plan Stock Option Agreements during
2001, 2000 and 1999 wasestimated on the date of grant using the Black-Scholes option pricing model with the following weighted
average assumptions:
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Expected life (years)........ .. .. 5.50 5.00 5.00
Expected volatility............ ... ... 93. 00% 100. 00% 60. 00%
Risk free interest rate............... ... ........ 4. 35% 4.69% 6.57%

Dividend yield....... .. ... .. . . i -- -- --
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The following table summarizes information about stock options outstanding and exercisable at December 31, 2001 (sharesin
thousands):

OPTI ONS OUTSTANDI NG OPTI ONS EXERCI SABLE

VEI GHTED VEI GHTED VEI GHTED

AVERAGE AVERAGE AVERAGE

RANGE OF NUMBER REVAI NI NG EXERCI SE NUMBER EXERCI SE
EXERCI SE PRI CES QUTSTANDI NG CONTRACTUAL LI FE PRI CE EXERCI SABLE PRI CE
$0.15-$9.50. . ... ... 2,279 3.34 $ 7.66 2,175 $ 7.61
9.68-12.22. . ... ... . 1, 262 6. 85 10. 34 765 10. 33
12.25-13.11. ... 1,948 7.82 13. 05 712 13.01
13.17-13.67. . ..o 2,014 6. 39 13. 64 1, 285 13. 64
13.69-20.91. ... 1, 957 6. 06 16. 33 1, 509 15. 95
20.97-24.66. . ... ... 2,812 9.87 24.61 29 23.21
24.69-58.88.......... .. . L 1,939 9. 05 41.56 366 47.58
59.37-70.75. . ... .. 2,140 8.91 70.13 482 69. 90
71.62-197.59. ... ... .. 459 8. 56 97. 86 153 99. 62
$0.15-$197.59. ... ... 16, 810 7.41 $27. 37 7,476 $19. 04

STOCK BASED COMPENSATION

The Company records and amortizes over the related vesting periods deferred compensation representing the difference between the
exercise price of stock options granted or the price per share of restricted stock issued and the fair value of the Company's common
stock at the date of grant or issuance. Amortization of deferred compensation expense of $154,000, $637,000 and $887,000 was
recognized during 2001, 2000 and 1999, respectively.

Compensation cost, calculated using a Black-Scholes option pricing model, recognized in connection with theissuance of stock
options to nonemployees was $320,000, $372,000 and $120,000 in 2001, 2000 and 1999, respectively.

EMPLOYEE STOCK PURCHASE PLANS

Under the Vertex Employee Stock Purchase Plan (the "Vertex Purchase Plan"), substantially all permanent employees may, through
payroll withholdings, purchase shares of the Company'scommon stock at a price of 85% of thelesser of fair market value at the
beginning or at theend of each six-month withholding period.

In connection with theacquisition of Aurora in July 2001, the Company assumed the obligations under the Aurora Employee Stock
Purchase Plan (the "Aurora Purchase Plan"). The AuroraPurchase Plan provides for al digible employees to purchase the Company's
common stock, through payroll withholdings, at a price of 85% of the lesser of fair market value on the start date of each overlapping
two-year offering period or on thedate on which each semi-annual purchase period ends. The Company does not anticipate issuing any
additional shares under the AuroraPurchase Plan.
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During 2001, 2000, and 1999 thefollowing shares were issued to employees under the plans (shares in thousands):

2001 2000 1999
Number of shares......... ... ... . . 155 289 228
Average price paid.......... ... .. .. ... $20. 54 $9. 50 $7. 53

Had the Company adopted SFAS 123, the weighted average fair value of each purchase right granted during 2001, 2000 and 1999
would have been $7.45, $5.93 and $6.20, respectively. The fair value wasestimated at the beginning of the withholding period using
the Black-Scholes option-pricing model with the following weighted average assumptions:

2001 2000 1999
Expected life (years)...... ..., .50 .50 .50
Expected volatility........ ... .. ... ... .. .. ... .... 58. 00% 58. 00% 45. 00%
Risk free interest rate.......... ... ... .. ........ 2.97% 5. 98% 5.72%

Dividend yield........ ... .. .. . . . . .. -- -- --

PRO FORMA DISCLOSURES

Had compensation expensefor all stock awardsbeen determined consistent with SFAS 123, the Company'snet loss and net loss per
common share would approximate the pro forma amounts below (in thousands except per share data):

2001 2000 1999
NEet LOSS. .ottt As reported $ (66,233) $(34,740) $(41,154)
Pro forma  $(121,528) $(65,618) $(57,416)
Basi ¢ and diluted net |oss per common share...... As reported $ (0.89 $ (0.51) $ (0.66)

Pro forma $ (1.63) $ (0.97) $ (0.92)

RIGHTS

Each holder of ashare of outstanding Common Stock also holds one share purchase right (a"Right") for each share of Common Stock.
Each Right entitles the holder to purchase from the Company one half of one-hundredth of a share of Series A junior participating
preferred stock, $0.01 par vaue (the "Junior Preferred Shares'), of the Company at a price of $135 per onehalf of one-hundredth of a
Junior Preferred Share (the "Purchase Price"). The Rights arenot exercisable until theearlier of acquisition by a person or group of
15% or more of the outstanding Common Stock (an "Acquiring Person™) or the announcement of an intention to make or
commencement of atender offer or exchange offer, the consummation of which would resultin the beneficial ownership by a person
or group of 15% or more of the outstanding Common Stock. In the eventthat any person or group becomes an Acquiring Person, each
holder of a Right other than the Acquiring Person will thereafter have the right to receive upon exercise that number of shares of
Common Stock having a market value of two timesthe Purchase Price and, in the event that the Company is acquired in a business
combination transaction or 50% or more of its assetsare sold, each holder of a Right will thereafter have the right to receive upon
exercise that number of shares of Common Stock of the acquiring company which at thetime of the transaction will have a market
value of two times the Purchase Price. Under certain specified circumstances, the Board of Directors of the Company may cause the
Rights
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(other than Rights owned by such person or group) to be exchanged, in whole or in part, for Common Stock or Junior Preferred
Shares, at an exchange rate of one share of Common Stock per Right or one half of one-hundredth of a Junior Preferred Share per
Right. At any time prior to the acquisition by a person or group of beneficial ownership of 15% or more of the outstanding Common
Stock, theBoard of Directors of the Company may redeem the Rightsin whole at a price of $0.01 per Right.

COMMON STOCK RESERVED FOR FUTURE ISSUANCE

At December 31, 2001, the Company hasreserved shares of common stock for future issuance as follows (sharesin thousands):

Common stock under stock option plans.......................
19, 918

Conmon stock under the Vertex Purchase Plan.................
247

Common stock under the Vertex 401(k) Plan...................
181

O. SIGNIFICANT REVENUE ARRANGEMENTS

The Company has formed strategic collaborations with major pharmaceutical companies in the areas of drug discovery and
development, assay development, screening services and instrumentation products. These collaborations include partnered research
and development arrangements and system, service and licensing arrangementsfocused on assay development. Research and
development agreements provide the Company with financial support and other valuable resources for research programs and
development of clinical drug candidates, product development and marketing and salesof products. Assay development, screening
services andinstrumentation contracts provide contracted revenue to the Aurorabusiness.

COLLABORATIVE RESEARCH AND DEVELOPMENT AGREEMENTS

In the Company's collaborative research and development programs the Company seeks to discover and develop novel drug candidates
in conjunction with and supported by our collaborators. Collaborative research and devel opment arrangements provide research
funding over aninitial contract period with renewal and termination options that vary by agreement. The agreements also include
milestone payments based on the achievement or the occurrence of a designated event. The agreements may also contain devel opment
reimbursement provisions, royalty rights or profit sharing rights and manufacturing options. The terms of each agreement vary. We
have entered into research and devel opment collaborations with large pharmaceutical companies.

In May 2000, the Company and Novartis Pharma AG ("Novartis') entered into an agreement to collaborate on thediscovery,
development and commercialization of small molecule drugsdirected at targets in the kinase protein family. Under the agreement,
Novartis agreed to pay the Company approximately $600,000,000 in pre-commercial payments, comprised of $15,000,000 paid upon
signing of the agreement, up to $200,000,000 in product research funding over six years and up to approximately $400,000,000 in
further license fees, milestone paymentsand cost reimbursements. These amounts are based on the development of eight drug
candidates. In addition, Novartiscreated a $200,000,000 |oan facility to support certain clinical studies, whichthe Company may draw
down in increments up to $25,000,000 for each drug candidate. The loan isinterest free and Novartiswill forgive the full amount of
any advances if Novartis accepts the drug candidate for development under the agreement. The
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Company will have theresponsibility for drug discovery and clinical proof-of-concept testing of drug candidates. Novartis will have
exclusive worldwide devel opment, manufacturing and marketing rights to clinically and commercially relevant drug candidates that it
accepts for development from the Company. Vertex will receive royalties on any products that are marketed aspart of the
collaboration. Subject to certain conditions, the Company will have co-promotion rightsin the United States and Europe, and will
retain the rightsto any intellectual property resulting fromthe collaboration. Novartis may terminate this agreement without cause after
four years upon one year's written notice. In2001 and 2000, the Company recognized approximately $36,723,000 and $27,910,000,
respectively, in revenue under the kinase program.

TAISHO PHARMACEUTICAL CO., LTDAND SERONO SA.

In November 1999, the Company and Taisho Pharmaceutical Co., LTD ("Taisho") entered into an agreement to collaborate on the
discovery, development and commercialization of caspase inhibitorsfor the treatment of cerebrovascular, cardiovascular and
neurdegenerative diseases. Under the agreement, Taisho will have anoption to obtain marketing rights in Japan and certain Far East
markets for any compounds arising from the collaboration. Taisho agreed to pay the Company up to $43,000,000 in pre-commercial
payments, comprised of research funding and milestone payments, including $4,500,000 for prior research costs. These amounts are
based on the development of two compounds. In addition, Taishowill also pay for certain costs of developing compounds that emerge
from the caspase research program. Vertex will also receive royalties on future product sales.

In December 2000, the Company and Serono S.A. ("Serono") entered into an agreement to collaborate on the discovery, development,
and commercidization of caspase inhibitors. Under the agreement, the Company could receive up to $95,000,000 in pre-commercial
payments, comprised of $5,000,000 in paymentsfor prior research, up to $20,000,000 in product research funding over fiveyears and
up to $70,000,000 in further license fees and milestone payments. These amounts are based on the development of more than one drug
candidate. The two companies will share devel opment costs. The Company and Serono will establish ajoint venture for the
commercialization of products in North America, where they will share marketing rights and profits from the sale of caspase inhibitors.
Serono will have exclusive rights to market caspase inhibitors in other territories, excluding Japan and certain other countriesin the
Far East, and will pay Vertex for the supply of drug substance. Serono hasthe right to terminate the agreement without cause upon 90
days written notice, effective either at September 30, 2002 or September 30, 2004.

In 2001, 2000 and 1999, the Company recognized approximately $10,385,000, $6,974,000 and $3,900,000 asrevenue, respectively,
under the caspase program.

AVENTIS SA.

In September 1999, the Company and Aventis S.A. ("Aventis"), formerly Hoechst Marion Roussel Deutschland GmbH ("HMR"),
entered into an expanded agreement covering the development of pralnacasan,, an orally active inhibitor of interleukin-1 beta
converting enzyme ("ICE"). Under the agreement, Aventis agreed to pay the Company $20,000,000 for prior research costs, and up to
$62,000,000 in milestone paymentsfor successful development by Aventisof pralnacasan in rheumatoid arthritis, the first targeted
indication, as well as similar milestone paymentsfor each additional indication. Aventishas an exclusive worldwide license to
develop, manufacture and market pralnacasan, aswell as anexclusive option for all other compounds discovered as part of the
research collaboration between the Company and HMR that ended in 1997, under which the Company received research
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funding. Aventiswill fund the development of pralnacasan. Vertex may co-promote the product in theU.S. and Europe and will
receive royalties on global sales, if any. Aventis may terminate this agreement without cause upon six months written notice.
Collaborative and other research and development revenues earned under the agreement were $10,000,000 and $15,000,000, in 2000
and 1999, respectively. The Company did not earn any revenue in connection with the Aventis collaboration in 2001.

SCHERING AG
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In 1998 the Company and Schering AG, Germany ("Schering") entered into an agreement to collaborate on the research, development
and commercidization of novel, orally active neurophilin ligand compounds to promote nerve regeneration for the treatment of a
number of neurological diseases. Under the termsof the agreement, Schering agreed to pay the Company up to $88,000,000 comprised
of $6,000,000 paid upon signingin September 1998, up to $22,000,000 of product research funding over fiveyears and $60,000,000
of development and commercialization milestone payments. Under terms of the agreement, Vertex and Schering will have an equal
role in management of neurophilin ligand research and product development. InNorth America, Vertex will have manufacturing
rights, and Vertex and Schering will share equally in the marketing expenses and profits from commercialized compounds. In addition
to having manufacturing rights in North America, the Company retains the option to manufacture bulk drug substance for sales and
marketing in territories outside Europe, the Middle East and Africa. Schering will have theright to manufacture and market any
commercialized compoundsin Europe, the Middle East and Africa, and pay Vertex aroyalty on product sales, if any. Schering has the
right to terminate without cause upon six months' written notice. The Company recognized $5,000,000, $6,027,000 and $4,000,000 as
revenue under the Schering agreement in 2001, 2000 and 1999, respectively.

ELI LILLY & COMPANY

The Company and Eli Lilly and Company ("Lilly") entered into a collaborative agreement to design inhibitors of the hepatitis C
protease enzyme for development as novel drugs to treat hepatitis C infection. Under the terms of the agreement, Lilly agreed to pay
the Company up to $51,000,000 comprised of a $3,000,000 payment paid in June 1997, $33,000,000 of product research funding over
six years and $15,000,000 of development and commercialization milestone payments. The Company has the option to supply 100
percent of Lilly'scommercial drug substance supply needs. If the Company exercises its commercial supply option, the Company will
receive drug supply paymentsin addition to royalties on future product sales, if any. Lilly has theright to terminatethe agreement
without cause upon six months' written notice. Revenue recognized under the HCV Protease program under the Lilly contract was
$6,686,000, $5,948,000, $5,452,000 in 2001, 2000, 1999, respectively.

KI1SSEI PHARMACEUTICAL CO. LTD.

P38 MAP KINASE. The Company and Kissel Pharmaceutical Co., Ltd. ("Kissel") entered into an agreement to collaborate on the
identification of inhibitors of p38 MAP kinaseand the development of those compounds as novel, orally active drugs for thetreatment
of inflammatory and neurological diseases. Under the termsof the agreement, Kissei agreed to pay the Company up to $22,000,000
composed of a $4,000,000 license payment, $11,000,000 of product research funding over three years and $7,000,000 of development
and commercialization milestone payments. Research funding ended under this program on June 30, 2000 and the Company has
received the full amount of research funding specified under the agreement. Kissel has exclusiverightsto develop and commercialize
certain compounds in Japan and various Southeast Asian countries and semi-exclusiverightsin China, Taiwan
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and South Korea. The Company retains exclusive marketing rightsin the United States, Canada, Europe and therest of the world. In
addition, the Company will havethe right to supply bulk drug material to Kissei for saleinitsterritory and will receive royaltiesand
drug supply paymentson future product sales, if any. Additionally, Kissel agreed to pay certain development costs. Kissai has theright
to terminate the agreement without cause upon six months' notice. In2001, 2000 and 1999, approximately $6,248,000, $5,615,000,
and $6,286,000 was recognized as revenue under the p38 MAP kinase research and devel opment program, respectively.

HIV PROTEASE INHIBITORS. The Company and Kissei are collaborating in the development and commercialization of
amprenavir. Under the collaborative agreement, Kissei agreed to pay the Company up to $20,000,000, comprised of $9,800,000 of
product research funding through 1995, $7,000,000 of devel opment milestone and territory option paymentsand a $3,200,000 equity
investment. The Company received thefull amount of research funding specified under the agreement. Under the collaboration, Kissei
has exclusive rights to devel op and commercialize amprenavir in Japan and will pay Vertex aroyalty on sales. Vertex isresponsible
for the manufacture of bulk product for Kissei. Revenue earned under the Kissei agreement in 2001, 2000 and 1999 were $1,157,000,
$7,000, and $1,000,000, respectively.

GLAXOSMITHKLINE
The Company and GlaxoSmithKline ("Glaxo") entered into a collaborative agreement to develop and commercialize Agenerase

(amprenavir) and its prodrug VX-175. Under the collaborative agreement for research and development of HIV protease inhibitors,
Glaxo agreed to pay the Company up to $42,000,000 comprised of a $15,000,000 license payment paidin 1993, $14,000,000 of
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product research funding over five years and $13,000,000 of development and commercialization milestone payments for an initial
drug candidate. Glaxo is also obligated to pay additional development and commercialization milestone paymentsfor subsequent drug
candidates, including VX-175. Research funding under this agreement ended on December 31, 1998. In addition, Glaxo isrequired to
bear the costs of development inits territory of drug candidates under the collaboration. Glaxo has exclusive rights to develop and
commercialize Vertex HIV protease inhibitorsin al parts of theworld except the Far East andwill pay Vertex aroyaty onsaes. The
Company has retained certain bulk drug manufacturing rights and certain co-promotion rightsin territories licensed to Glaxo. Glaxo
has theright to terminate its arrangement without cause upon twelve months' notice. Termination of the agreement by Glaxowill
relieve it of its obligation to make further commercialization and devel opment milestone and royalty payments and will end any license
granted to Glaxo by Vertex under the agreement. In 1999, the Company began earning a royalty from Glaxo from sales of Agenerase.
Revenues and royalties earned from Glaxo were $11,211,000, $15,646,000, and $13,927,000 in 2001, 2000 and 1999, respectively.

In June 1996, the Company and Glaxo obtained a worldwide, non-exclusive license under certain G.D. Searle & Co. ("Searle") patent
applications in the area of HIV protease inhibition. The Company pays Searle aroyalty based on salesof Agenerase.

ASSAY DEVELOPMENT, SCREENING SERVICES AND INSTRUMENTATION AGREEMENTS

Aurora hascertain contracts under whichit agrees to sell instrumentation systems and technology licenses, in addition to providing
assay development and screening services. Each of these separable elementsmay be individually delivered and are not considered
essential to the functionality of one another. The Company allocates revenueunder such contracts to each of the separable elements
based
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onitsrelative fair value which under most of our agreements approximates the stated price in the contract.

PFIZER AND WARNER-LAMBERT (ACQUIRED BY PFIZER IN 2000)
Prior to the acquisition of Warner-Lambert by Pfizer in 2000 the Company had separate contracts with each company. Following the

acquisition, the Company continued to deliver on theindividual contracts until the contracts were amended and consolidated in 2001.
The revenues recognized from such contracts for 1999, 2000 and 2001 areas follows:

2001 2000 1999
(' N THOUSANDS)

Pfi zer

Product sales (instrumentation and technology licensing).... $12,298 $15, 955 $ 9,542
Assay devel opment and screening Services.................... 6, 357 2,877 1,184
Vr ner - Lanbert

Product sales (instrunentation and technol ogy licensing).... 4,926 4,739 6, 867
Assay devel opment and screening Services.................... 55 2,125 2,695

Following the amendment and consolidation of the contracts the Company has acontinuing obligation to deliver instrumentation and
technology licenses. If such commitments are delivered and accepted the Company will record as much as $12,000,000 in revenue.

P. EMPLOYEE BENEFITS

The Company has a 401(K) retirement plan (the "Vertex 401(k) Plan") in which substantially all of its permanent employees are
eligibleto participate. Participants may contribute up to 20% of their annual compensation to theplan, subject to statutory limitations.
The Company may declare discretionary matching contributions to the Vertex 401(k) Plan which are payable in the form of Company
shares. The match ispaidin fully vested Company shares and employees have the ability to transfer funds from Company stock as they
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choose. The Company declared matching contributions to the Vertex 401(k) plan as follows (in thousands except per share data):

2001 2000 1999

Di scretionary matching contributions for the year ended
December B, .. $ 1,399 $ 1,148 $ 866
Shares issued for the year ended Decenmber 31,............... 15, 215 20, 880 47,708
Shares issuable as of the year ended Decenber 31,........... 32,284 10, 000 13, 400

In connection with theacquisition of Aurorain July 2001, the Company assumed the Aurora 401(k) Retirement Savings Plan and
401(K) Profit Sharing Plan Trust (collectively, the "Aurora Plan") covering substantially all employees of Auroraand its wholly-owned
subsidiaries who have completed certain service requirements. Participants may contribute a portion of their compensation to the
Aurora Plan through payroll deductions. Company-paid AuroraPlan matching contributions, if any, are determined by the Company at
its solediscretion and payable in theform of cash. The Company's cash contributions under the Aurora Plan totaled $453,000,
$338,000 and $225,000 in 2001, 2000 and 1999, respectively.
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A sibling of the Company's Chairman and Chief Executive Officer was a partner in alaw firm representing the Company to which
$200,000, $736,000 and $480,000 in legal fees were paidin 2001, 2000 and 1999, respectively. Asof September 24, 2001 heisno
longer a partner with that firm and was hired as Senior Vice President and General Counsel of Vertex.

In April 2001, Aurora entered into an agreement witha customer, whichincluded assay development services, product sales and
licenses combined with the purchase of stock in the customer. At thetime of the transaction, the Chief Executive Officer of the
customer was a director of Aurora. As of July 18, 2001, following the acquisition of Aurora by Vertex, the Chief Executive Officer of
the customer is nolonger adirector of Aurora. The total investment in the customer is approximately $4,120,000 at December 31,
2001 and represents approximately 6% of the outstanding equity interest of the customer. The Company believes that the amounts
charged by the Company for services, products and licenses are comparable to what the Company would have charged had it not
purchased the stock in the customer and had the former director of Aurora not been affiliated with the customer. The investmentis
accounted for using the cost method and isincluded in Investments on the balance sheet. Total revenue recognized from this
agreement in 2001 was $3,348,000.

Asof December 31, 2001, the Company had aloan outstanding to a director in theamount of $132,000. The loan was interest free and
was forgiven in January 2002 as aresult of a retention and non-compete agreement executed by the Company in April 2001.

In 2001, the Company entered into a consulting agreement with a director of the Company for the provision of part-time consulting
services over a period of four yearsat $80,000 per year, commencing in January 2002.

R.LEGAL PROCEEDINGS

Chiron Corporation filed suit on July 30, 1998 against Vertex and Eli Lilly and Company in the United States District Court for the
Northern District of California, alleging infringement by the defendants of three U.S. patentsissued to Chiron. The infringement action
relates to research activities by the defendants in the hepatitis C viral protease field and thealleged useof inventions claimed by
Chiron in connection with that research. Chiron has requested damages in an unspecified amount, aswell as anorder permanently
enjoining the defendants from unlicensed use of the claimed Chiron inventions. During 1999, Chiron requested and wasgranted a
reexamination by theU.S. Patent and Trademark Office of all three of the patents involved in the suit. Chiron aso requested and, over
the opposition of Vertex and Eli Lilly, was granted a stay in the infringement lawsuit, pending the outcome of the patent
re-examination. That reexamination proceeding is still on-going andthe stay is still in effect. However, aNotice of Intentto Issue a
Reexamination Certificate has been issued in two of thethree Chiron patentsin suit. While thelength of the stay and the final outcome
of thelawsuit cannot be determined, Vertex maintains that Chiron's claims are without merit and intends to defend the lawsuit, if and
when it resumes, vigorougly.
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On December 7, 2001 Oregon Health Sciences University filed suit against Vertex in the District Court of Oregon. The complaint in
the suit seeks to name Dr. Bruce Gold, an employee of Oregon Health Sciences University, asan inventor and Oregon Health Sciences
University as part owner of five of Vertex's neurophilin patents. The suit stems from assays runon Vertex compounds by Dr. Gold
under a sponsored research agreement in 1996. Vertex hasinvestigated theinventorship on these patents and believes that Dr. Goldis
not an inventor, Oregon Health Sciences hasno ownership interest in any of these patents, and that the claims made in this complaint
are without merit. Vertex intends to contest this claim vigoroudly.
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The accounting policies of the segments are described in the summary of significant accounting policies (Note B). The Company
evaluates segment performance based on loss before merger related charges, debt conversion costs, the cumulative effects related to
changesin accounting principlesand extraordinary items. The Company does not eval uate segment performance based on the
segment's total assets and therefore the Company's assets are not reported by segment. The following tables contain information about
resultsfor theyears ended December 31, 2001, 2000 and 1999.

(1' N THOUSANDS) VERTEX AURCRA TOTAL
Year Ended Decenber 31, 2001:

REVENUES. . . ot ot e e $ 77,408 $91, 370 $168, 778
INter-segment revenUEe. . ... ...ttt e -- (1, 288) (1, 288)
I Nterest I NCOMB. .. ... i e e e e e 39, 894 5,239 45,133
[Nt erest EXPENSE. . .ottt (18,671) (647) (19, 318)
Depreciation and amortization................. .. (13, 534) (4, 430) (17, 964)
Equity in |losses of unconsolidated subsidiary............... (662) -- (662)
Reportabl e segment incone (10SS)...... ..., $(56,875) $12,108 $(44, 767)

Year Ended Decenber 31, 2000:

REVENUES. . . ot ot e e $ 78,127 $75, 155 $153, 282
INter-segment revenuUEe. . . ...t -- -- --
I Nterest I NCOMB. .. ... e e e e e e 27,679 5,633 33, 312
[Nt erest EXPeNSE. . .ot (10, 569) (1, 084) (11, 653)
Depreciation and amortization................. .. (9, 095) (3,697) (12, 792)
Equity in |losses of unconsolidated subsidiary............... (550) -- (550)
Reportabl e segment incone (10SS)...... ..., $(22,122) $ 4,918 $(17, 204)

Year Ended Decenber 31, 1999:

REVENUES. . . ot ot e e $ 50, 560 $58, 327 $108, 887

INter-segment revenuUEe. . . ...t -- -- --

I Nterest I NCOMB. .. ... e e e e e e 11, 088 1, 866 12, 954
[Nt erest EXPeNSE. . .ottt (654) (1, 050) (1, 704)
Depreciation and amortization.................iiiiinenan. (6, 206) (3, 465) (9, 671)
Equity in |losses of unconsolidated subsidiary............... (724) -- (724)
Reportabl e segment 10SS. . ... $(40,966) $ (188) $(41, 154)
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Total loss for reportable segnents............ ... ... ....... $(44, 767)
Merger related charges. ........... .. i (23, 654)
Debt conversion COStS........... i --
Cunul ative effect of changes in accounting

$(17, 204)
(14, 375)
(3, 161)

$( 34, 740)

$(41, 154)

$(41, 154)

principles--revenue recognition........................... (25, 901)
Cunul ative effect of change in accounting
principle--derivatives. . ......... .. 17, 749
Extraordi nary gain on early extinguishment of debt.......... 10, 340
Total net [ 0SS. ... $(66, 233)
F-36

VERTEX PHARMACEUTICALS INCORPORATED

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

T. QUARTERLY FINANCIAL DATA (UNAUDITED)

(IN THOUSANDS, EXCEPT PER SHARE DATA)

[T — 3
FE s EDGARRS 2002, EDGAR Online, Inc.




THREE MONTHS ENDED

MARCH 31, JUNE 30, SEPT. 30, DEC. 31

2001* 2001* 2001 2001
Revenues:
Royal ties. ..o $ 2,596 $ 2,862 $ 2,592 $ 3,069
Product sales........ ... 11, 529 15, 423 13, 442 19, 527
SErVIiCe FBVENUES. . . ittt ittt et e et et et e e e 5, 258 6, 083 6, 445 9, 680
Col | aborative and other research and devel oprent
FEVENUES. . oottt ettt et e e e 15, 573 16, 273 17, 889 19, 249
Total revenues. .............iiiiiiiiiinee... 34, 956 40, 641 40, 368 51, 525
Costs and expenses
Royal ty payments..............uiiiiiiiiiiiinn... 881 972 880 1, 053
Cost of product sales.............. ... ... .. .. ... ... 6,371 6, 314 6, 815 5,742
Cost Of Service revenues. ...............c..uuuiuuunn. 2,589 2,169 2,968 2,875
Research and developrment.............. .. ........... 31, 963 33, 969 38,116 44,625
Sal es, general and admnistrative.................. 12, 224 12,729 11,991 10, 393
Merger related costs....... ... i 1,179 4, 363 15, 751 2,361
Total costs and expenses....................... 55, 207 60, 516 76, 521 67, 049
Loss fromoperations.............ou i (20, 251) (19, 875) (36, 153) (15, 524)
Interest iNCOMB. . ..... ... ..., 13, 070 11, 768 12, 223 8,072
Interest eXPense. ... .. ...t (5, 003) (4, 879) (4,927) (4, 509)
Debt conversion expense............ ... .. ... -- -- -- --
A her, Net.. ... (30) (392) (372) (1, 639)
Loss before cunmul ative effect of changes in
accounting principles and extraordinary itens...... (12, 214) (13, 378) (29, 229) (13, 600)
Currul ati ve effect of changes in accounting
principle--revenue recognition (Note Q............ (25,901) -- -- --
Cunul ative effect of changes in accounting
principle--derivatives (Note H.................... -- -- 17,749 --
Extraordinary gain on early extinguishment of
debt (Note K)........ ... -- -- -- 10, 340
Net 1 0SS. .ot $(38, 115) $(13,378) $(11, 480) $ (3,260)
Basic and diluted net |oss per common share $ (0.52) $ (0.18) $ (0.15) $ (0.04)
Basi ¢ and diluted wei ghted average nunber of conmon
shares outstanding.............. ... 73,922 74, 381 74, 682 74,926

* Prior 2001 quarterly financial results have been restated for theretroactive adoption of the Substantive Milestone Method of revenue
recognition to January 1, 2001. Please refer to "Note C: Change in Accounting Principle--Revenue Recognition” in the notesto the
consolidated financial statementsfor further information.
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THREE MONTHS ENDED

MARCH 31, JUNE 30, SEPT. 30, DEC. 31

2000 2000 2000 2000
Revenues:
Royal ties. ... $ 2,686 $ 3,393 $ 3,309 $ 2,973
Product sales........ ... 10, 060 15,917 13, 809 12, 651
SErViCe IeVENUES. . . .ttt et et e e e e 4,843 4,330 5,068 6, 004
Col | aborative and other research and devel oprent
FEVENUES. . oottt ettt et e e e 5, 830 24, 087 14, 664 23, 658
Total revenues. .............iiiiiiiiiinee... 23, 419 47,727 36, 850 45, 286
Costs and expenses
Royal ty payments..............uiiiiiiiiiiiinn... 907 1, 145 1,194 888
Cost of product sales.............. ... ... .. .. ... ... 6, 795 8, 495 8, 059 7,778
Cost Of Service revenues. ...............c..uuuiuuunn. 2,166 2,140 2,043 2,008
Research and developrment.............. .. ........... 21, 560 23,679 26, 230 29, 624
Sal es, general and admnistrative.................. 10, 613 11, 245 11, 028 13,128
Total costs and expenses....................... 42,041 46, 704 48, 554 53, 426
Loss fromoperations.............. ...y (18, 622) 1,023 (11, 704) (8,140)
Interest iNCOMB. ... ... ..t 4,432 9, 063 9, 243 10, 574
Interest exXpense. ... ... ... (1, 168) (2,762) (2, 666) (5, 057)
Debt conversion expense.................o.iuiuiiieen.. -- -- (14, 375) --
Qther, Net. ... ... e (38) (297) (722) (363)
I ncome (loss) before cumulative effect of change in
accounting principle. ... ... ... . i (15, 396) 7,027 (20, 224) (2,986)
Cunul ative effect of changes in accounting
principle--revenue recognition (Note O ............ (3,161) -- -- --
Net income (10SS). ... $(18, 557) $ 7,027  $(20,224) $ (2,986)
Basi c net inconme (loss) per common share $ (0.29) $ 0.11 $ (0.30) $ (0.04)
Diluted net incone (loss) per common share........... $ (0.29) $ 0.10 $ (0.30) $ (0.04)
Basi ¢ wei ghted average nunber of common shares
outstandi Ng. .. ...ttt 64, 526 66, 064 67, 462 72,662
Di | uted wei ghted average nunber of common shares
outstandi NQ. .. ..o 64, 526 73, 940 67, 462 72,662
F-38
EXHIBIT 10.28

EMPLOYMENT AGREEMENT

AGREEMENT, made and entered into as of the 24th day of September, 2001 by and between Vertex Pharmaceuticals Incorporated, a
Massachusetts corporation (together with its successors and assigns, the"Company"), and Kenneth S. Boger (the "Executive").

WITNESSETH
WHEREAS, the Company hasoffered to employ the Executive as the General Counsel and a Senior Vice President of the Company;

WHEREAS, the Company and the Executive desire to enter into an employment agreement, which shall set forth the termsof such
employment (this"Agreement™); and

WHEREAS, the Executive desires to enter into this Agreement and to accept such employment, subject to the termsand provisions of
this Agreement.

NOW, THEREFORE, in consideration of the promises and mutual covenants contained herein and for other good and valuable
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consideration, thereceipt of whichis mutually acknowledged, the Company and the Executive (each individually a"Party", and
together the "Parties") agree as follows:

1. DEFINITIONS.
(a) "Base Sdlary" shall be deemed to have occurred if the Executive'sbase salary in accordance withSECTION 4 below.
(b) "Board" shall mean theBoard of Directors of the Company.

(c) "Cause" shall mean (i) the Executive is convicted of a crime involving moral turpitude, or (ii) the Executive commitsa material
breach of any provision of thisAgreement, or (iii) the Executive, in carrying out his duties, acts or fails to act in a manner which is
determined, in the solediscretion of theBoard, to be (A) willful gross neglect or (B) willful gross misconduct resulting, in either case,
in material harm to the Company unless such act, or failureto act, was believed by the Executive, in good faith, to be in the best
interests of the Company.

(d) "Change of Control" shall mean

(i) any "person” or "group" as such termsare used in Sections

13(d) and 14(d)(2) of the Securities Exchange Act of 1934 (the "Act"), becomes a beneficial owner, as suchterm isused in Rule 13d-3
promulgated under the Act, of securities of the Company representing more than 50% of the combined voting power of the outstanding
securities of the Company, as

the casemay be, having the right to vote in the election of directors (any such owner being herein referred to as an "Acquiring
Person");

(ii) amajority of the Company's Board at any time during the Term of this Agreement consists of individuals other than individuals
nominated or approved by a mgjority of the Disinterested Directors;

(iii) al or substantially al the business or assets of the Company are sold or disposed of, or the Company or a Subsidiary of the
Company combineswith another company pursuant to a merger, consolidation, or other similar transaction, other than

(1) atransaction solely for the purpose of reincorporating the company in a different jurisdiction or recapitalizing or reclassifying the
Company'sstock, or (2) amerger or consolidation in which the shareholders of the Company immediately prior to such merger or
consolidation continue to own at least a majority of the outstanding voting securities of the Company or the surviving entity
immediately after the merger or consolidation.

(e) "Common Stock" shall meanthe common stock of the Company.

(f) "Competitive Activity" shall mean engagement directly or indirectly, individually or through any corporation, partnership, joint
venture, trust, limited liability company or person, as an officer, director, employee, agent, consultant, partner, proprietor, shareholder
(other than a business whichis an independent general practice law firm whichis so "associated" only by reason of the business of one
or more of itsclients) or otherwise, in any business associated with the biopharmaceutical or pharmaceutical industry, which, in the
sole discretion of the Company, is determined to compete with the business and/or interestsor future interests of the Company, or any
of its effiliates, at any placein whichit, or any such affiliate, is then conducting its business, or at any place where products
manufactured or sold by it, or any such affiliate, are offered for sale, or any place in the United States or any possession or
protectorates thereof, provided, however, that ownership of five percent (5%) or less of the outstanding voting securities or equity
interests of any company shall not initself be deemed to be competition with the Company.

(g) "Disahility" or "Disabled" shall mean adisability as determined under the Company'slong-term disability plan or program in effect
at thetime the disability first occurs, or if no such plan or program exists at thetime of disability, then a"disability" as defined under
Internal Revenue Code Section 22(e)(3).

(h) "Disinterested Director" shall meanany member of the Company's Board (i) whois not anofficer or employee of the Company or
any of their subsidiaries, (ii) whois not an Acquiring Person or an affiliate or associate of an Acquiring Person or of any such affiliate
or associate and (iii) whowas a member of the Company's Board prior to the date of thisAgreement or was recommended for election
or elected by amajority of the Disinterested Directors on the Company's Board at thetime of such recommendation or election.

(i) "Effective Date" shall mean thefirst date written above.
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(j) "Good Reason" shall mean that, without the Executive's consent, one or more of thefollowing events occurs either (1) during the
Initial Term of this Agreement, or (2) within 90 days prior to a Change of Control or within 12 months after a Changeof Control, and
the Executive, of hisowninitiative, terminates his employment:

(i) The Executiveisassigned to any material duties or responsibilities that are inconsistent, in any significant respect, with the scope of
duties and responsibilities customarily associated with the Executive's position and office as described in SECTION 3, provided that
such reassignment of duties or responsibilities is not for Cause, or due to Executive's Disability, and is not at the Executive's request;

(if) The Executive suffersareduction in the authorities, duties, and responsibilities customarily associated with his position and office
as described in SECTION 3 on thebasis of which Executive makes a determination in good faith that Executive can no longer carry
out such position or office in the manner contemplated at thetime this Agreement wasentered into, provided that such reduction in the
authorities, duties or responsibilities isnot for Cause, or dueto Executive'sDisability, andis not at the Executive's request;

(iii) The Executive'sBase Salary is decreased below the minimumlevel provided in SECTION 4;

(iv) The principal executive office of the Company, or the Executive's own officelocation as assignedto himby the Company at the
Effective Dateis relocated to a placethirty-five (35) or more miles away, without the Executive'sagreement; or

(v) Failure of the Company's successor, in the event of a Change of Control, to assumeall obligationsand liabilities of this Agreement;
or

(vi) The Company shall materially breach any of the termsof this Agreement.

(k) "Severance Pay" shall meanan amount equal to the Base Salary in effect on thedate of termination of Executive's employment,
plus a pro rated Target Bonus which hasbeen earned by Executive but not paid prior to thedate of termination of employment,
divided by twelve (12) (each of the 12 sharesto constitute a"month's' Severance Pay); PROVIDED, HOWEVER, that in the event
Executive terminates his employment for Good Reason based on areduction in Base Salary, thenthe Base Salary to be used in
calculating Severance Pay shall be the Base Salary in effect immediately prior to suchreduction in Base Salary.

() "Subsidiary" shal meana corporation of whichthe Company owns50% or more of the combined voting power of the outstanding
securities having the right to vote in an election of directors, or any other business entity in which the Company directly or indirectly
has an ownershipinterest of 50% or more.

3
(m) "Target Bonus' shall mean a bonus to be paid annually by the Company under its Target Bonus Program which shall be the
product of a specified percentage, asdetermined in thesole discretion of the Board pursuant to the termsof the Target Bonus Program,
multiplied by the Base Salary paid during the relevant performance period, and asotherwise declared and authorized by the
Compensation Committee.

2. TERM OF EMPLOYMENT.

The Company hereby employs the Executive, and the Executive hereby accepts such employment, for the period commencing on the
Effective Date and ending on the fourth anniversary of the Effective Date, subject to earlier termination in accordance with the terms
of this Agreement. Thereafter, the Term of employment shall automatically renew on each anniversary of the Effective Date for
additional one-year period(s), UNLESS (i) the Company notifies the Executivein writingin accordance with SECTION 23 below, at
least 90 days prior to the expiration of thethen-current Term that it does not want the Term of employment to so renew, or (ii) the
Executive has notified the Company in writing in accordance with SECTION 23 below that Executive does not want the Term of
employment to so renew. The initial four year term of employment hereunder is referred to herein as the "Initial Term"”, and thenitial
Term plus all additional one-year renewal periods (if any), are collectively referred to herein as the"Term of employment” or the
"Term of the Agreement".

3. POSITION, DUTIES AND RESPONSIBILITIES.

On the Effective Date and continuing for the remainder of the Term of employment, the Executive shall be employed as the General
Counsel and Senior Vice President of the Company, and shall be responsible for duties customarily associated withthe position of
chief legal officer of the Company. The Executive shall represent and serve the Company faithfully, conscientioudly and to the best of
the Executive'sability and shall promote the interests, reputation and current and long term plans, objectives and policies of the
Company. The Executive shall devote al of the Executive's time, attention, knowledge, energy and skills, during normal working
hours, and at such other times as the Executive'sduties may reasonably require, to the duties of the Executive's employment, provided,
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however, nothing set forth herein shall prohibit the Executive from engaging in other activitiesto the extent such activities do not
impair the ability of the Executiveto perform his duties and obligations under this Agreement, nor are contrary to the interests,
reputation, current and long term plans, objectives and policies of the Company. The Executive, in carrying out his duties under this
Agreement, shall report to the President of the Company.

4. BASE SALARY.

During the Term of this Agreement, the Executive shall be paid an annualized Base Salary of $320,000, payable in accordance with
the regular payroll practices of the Company. The Base Salary shall be reviewed no less frequently than annually, and any increase
thereto (which shall thereafter be deemed the Executive's Base Salary) shall be solely in the discretion of the Board.

4
5. TARGET BONUS/IINCENTIVE COMPENSATION PROGRAM.

a) TARGET BONUS PROGRAM: The Executive shall participate in the Company's Target Bonus program (and other incentive
compensation programs) applicable to the Company's senior executives, as any such programs are established and modified from time
to time by the Board in itssole discretion, and in accordance with theterms of such program.

b) SIGN-ON CASH BONUS: The Executive shall receive a sign-on cash bonusin the amount of $70,000 payable to the Executive on
the Effective Date. In the event the Executive terminates this Agreement without "Good Reason™ during the period commencing on the
Effective Date and ending on the first anniversary of the Effective Date, then the Executive shall repay the sign-on cash bonusto the
Company withinthirty (30) daysof such termination.

c) SIGN-ON STOCK OPTION GRANT: Aninitia stock option grant shall be awarded to the Executive pursuant to theterms of the
Company'sstock option plan. Theinitial stock option grant shall be for 120,000 shares of Company capital stock, the option for which
will vest and become exercisable in equal amounts quarterly over thefive (5) year period commencing on the Effective Date, and as
otherwise specified herein and in the Company's stock option plan, and shall be subject to the other termsand conditions specifiedin a
separate grant agreement.

6. LONG-TERM INCENTIVE COMPENSATION PROGRAMS.

During the Term of employment, the Executive shall be digible to participate in the Company's long-term incentive compensation
programs applicable to the Company's senior executives, as such programs may be established and modified fromtime to time by the
Board inits sole discretion.

7. EMPLOY EE BENEFIT PROGRAMS.

During the Term of employment, the Executive shall be entitled to participate to the sameextent and on the same termsin al employee
welfare and pension benefit plans, programs and/or arrangements offered by the Company fromtime to timeto its senior executives.

8. REIMBURSEMENT OF BUSINESS EXPENSES.

During the Term of employment, the Executive is authorized to incur reasonable business expenses in carrying out his duties and
responsibilities under this Agreement, and the Company shall reimburse him for all such reasonable business expenses reasonably
incurred in connection with carrying out the business of the Company, subject to documentation in accordance with the Company's

policy.

9. VACATION.

During the Term of employment, the Executive shall be entitled to paid vacation days each calendar year in accordance with the
Company'svacation policy.

10. TERMINATION OF EMPLOYMENT.

(8 TERMINATION DUE TO DEATH OR DISABILITY. In the event Executive'semployment is terminated due to Executive's death

or Disahility, the Term of employment shall end as of the date of the Executive's death or termination of employment due to Disability,
and Executive, his estate and/or beneficiaries, as the case may be, shall be entitled to the following:

[T S— .
E=amas EDGARSr 9002, EDGAR Online. Inc.




(i) Base Salary earned by Executive but not paid through the date of termination under thisSECTION 10(a);

(i) al long-term incentive compensation awards earned by Executive but not paid prior to the date of termination under this
SECTION 10(a);

(iii) apro rata Target Bonusaward for the year in which termination under this SECTION 10(a) occurs,

(iv) in the event this Agreement terminatesunder thisSECTION

10(a) at any time from the Effective Date hereof, up through and including the fourth anniversary of the Effective Date, al
unexercisable stock options held by the Executive as of the date of thetermination under this SECTION 10(a) shall be deemed to have
been held by the Executive for an additional 12 months, for purposes of vesting and exercise rights, and any unexercisable stock
options which become exercisable as aresult thereof shall remain exercisable as provided in SECTION

10(a)(v) below; PROVIDED, HOWEVER, that in the event this Agreement terminates under this SECTION 10(a) after the fourth
anniversary of the Effective Date, all unexercisable stock options held by the Executive asof the date of thetermination under this
SECTION 10(a) shall be deemed to have been held by the Executive for an additional 12 months, for purposes of vesting and exercise
rights, and any unexercisable stock options which become exercisable as a result thereof shall remain exercisable until the earlier of (1)
the end of the of the 90-day period following the date of termination, or

(2) the date the stock option would otherwise expire;

(v) al exercisable stock options held by the Executive as of thedate of termination under thisSECTION 10(a) shall remain
exercisable until the earlier of (1) theend of the 1-year period followingthe date of termination, or
(2) the date the option would otherwise expire;

(vi) any amountsearned, accrued or owing to the Executive but not yet paid under SECTIONS 6, 7, 8, or 9 above, and in the event of
termination due to Disability, benefits due to Executive under the Company'sthen-current disability program; and

6
(vii) six monthsof Severance Pay, commencing on the first day of the month following the month in which termination under this
SECTION 10(A) occurred.

(b) TERMINATION BY THE COMPANY FOR CAUSE; TERMINATION BY THE EXECUTIVE WITHOUT GOOD REASON;
OR NONRENEWAL OF THE AGREEMENT BY THE COMPANY OR THE EXECUTIVE. Inthe event the Company terminates
the Executive'semployment for Cause, or if Executive terminates his employment without Good Reason, or if either Party gives notice
of nonrenewa of this Agreement, the Term of employment shall end as of the date specified below, andthe Executive shall be entitled
to the following:

(i) Base Salary earned by Executive but not paid through the date of termination of Executive's employment under this
SECTION 10(b);

(i) any amounts earned, accrued or owing to the Executive but not yet paid under SECTIONS 6, 7, 8, or 9 above; and
(iii) apro rata Target Bonusaward for the year in which termination under this SECTION 10(b) occurs.

Termination by Company for Cause shall be effective as of the date noticed by the Company. Termination by Executive without Good
Reason shall be effective upon 90 days prior written notice to the Company, and shall not be deemed a breach of this Agreement. In
the event that the Company or the Executive gives notice of non-renewal in accordance with SECTION 2 above, the Term of
employment shall end on the last day of thethen-current Term.

In theevent of termination by Executive without Good Reason, the Company may elect to waive the period of notice, or any portion
thereof, and, if the Company so elects, the Company will pay the Executive his Base Salary for the notice period or for any remaining
portion thereof.

(c) TERMINATION BY THE COMPANY WITHOUT CAUSE; OR TERMINATION BY THE EXECUTIVE FOR GOOD
REASON. If the Executive's employment is terminated by the Company without Cause (other than due to death, Disability or
nonrenewal of the Agreement), or isterminated by the Executive for Good Reason, the Executive shall be entitled to the following:

(i) Base Salary earned by Executive but not paid through the date of termination of Executive's employment under this
SECTION 10(c);
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(ii) al long-term incentive compensation awards earned by Executive but not paid prior to the date of termination of Executive's
employment under this SECTION 10(c);

7
(iii) Twelve monthsof Severance Pay, commencing on the first day of the month following the month during which the Executive's
employment is terminated under this SECTION
10(c); PROVIDED, HOWEVER, that if the Executive dieswhilereceiving benefits under this Section, all payments shall immediately
cease, but in no event shall the Executive or his estate or beneficiaries receive lessthan atotal of six monthsof Severance Pay.

(iv) apro rata Target Bonus award for theyear in which the termination of the Executive'semployment occurs under this SECTION
10(c);

(v) al exercisable stock options held by the Executive as of thedate of the termination of his employment under this
SECTION 10(c) shall remain exercisable until theearlier of (1) the end of the one-year period followingthe date of the termination of
his employment or (2) the date the stock option would otherwise expire;

(vi) inthe event thisAgreement terminatesunder thisSECTION

10(c) at any time from the Effective Date hereof, up through and including the fourth anniversary of the Effective Date, all
unexercisable stock options held by the Executive as of the date of thetermination under this SECTION 10(c) shall be deemed to have
been held by the Executive for an additional 18 months, for purposes of vesting and exercise rights, and any unexercisable stock
options which become exercisable as a result thereof shall remain exercisable as provided in SECTION

10(c)(v) above; PROVIDED, HOWEVER, that in the event this Agreement terminates under this SECTION 10(c) after the fourth
anniversary of the Effective Date, all unexercisable stock options held by the Executive asof the date of thetermination of his
employment under this

SECTION 10(c) shall be deemed to have been held by the Executive for an additional 18 months, for purposes of vesting and exercise,
and any unexercisable stock options which become exercisable asaresult thereof shall remain exercisable until theearlier of (1) the
end of the 90-day period following thedate of the termination or

(2) the date the stock option would otherwise expire.

(vii) any amounts earned, accrued or owing to the Executive but not yet paid under SECTIONS 6, 7, 8, or 9 above;

(viii) continued participation, asif the Executive werestill an employee, in the Company'smedical, dental, hospitalization and life
insurance plansin which Executive participated on the date of termination of employment under thisSECTION 10(c), until theearlier
of:

8
(A) the end of the period during which Severance Pay is payable under SECTION 10(D)(I11) above; or

(B) the date, or dates, the Executive receives equivalent coverage and benefits under the plans, programs and/or arrangementsof a
subsequent employer (such coverage and benefits to be determined on a coverage-by-coverage or benefit-by-benefit basis);

PROVIDED, HOWEVER, that:

(C) if the Executiveis (i) precluded from continuing his participation in medical, dental, hospitalization and lifeinsurance plansas
provided in SECTION 10(c)(viii) because Executiveis not an employee of the Company, and

(i) not receiving equivalent coverage and benefits through a subsequent employer, Executive shall be provided with the after-tax
economic equivalent of the benefits provided under the plan, program or arrangement in which Executive is unable to participate for
the period specified in SECTION 10(c)(viii). The economic equivaent of any benefit foregone shall be deemed to be thelowest cost
that would be incurred by the Executivein obtaining an equivalent benefit himself on an individual basis. Payment of such after tax
economic equivalent shall be made quarterly in advance.

11. MITIGATION. In the event of any termination of this Agreement, Company is hereby authorized to offset against any Severance
Pay due the Executive during the period for which Severance Pay is due under SECTION 10 any remuneration earned by the
Executive during that period and attributable to any subsequent employment or engagement that the Executive may obtain. Executive
shall provide Company written noticeof subsequent employment or engagement no later than five (5) business days after
commencement by Executive of such employment or engagement.

12. CONFIDENTIALITY; ASSIGNMENT OF RIGHTS.
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(a) During the Term of employment and thereafter, the Executive shall not discloseto anyone or makeuse of any trade secret or
proprietary or confidential information of the Company, including such trade secret or proprietary or confidential information of any
customer of the company or other entity that has provided such information to the Company, which Executive acquires during the
Term of employment, including but not limited to records kept in the ordinary course of business, except (i) as such disclosure or use
may be required or appropriate in connection withhiswork as an employee of the Company, (ii) when required to do so by a court of
law, by any governmental agency having supervisory authority over the business of the Company or by any administrative or
legidlative body (including a committee thereof) with apparent jurisdiction to order him to divulge, disclose or make accessible such

9
information, or (iii) as to such confidential information that becomes generally knownto the public or trade without violation of this
SECTION 12(a).

(b) The Executive hereby sells, assigns and transfersto the Company all of hisright, title and interest in and to all inventions,
discoveries, improvements and copyrightable subject matter (the "rights") which during the Term of employment are made or
conceived by him, alone or withothers, and which are withinor arise out of any general field of the Company's business or arise out of
any work Executive performs or information Executive receives regarding the business of the Company while employed by the
Company. The Executive shall fully disclose to the Company as promptly as available all information known or possessed by him
concerning therights referred to in the preceding sentence, and upon request by the Company and without any further remunerationin
any formto himby the Company, but at the expense of the Company, executeall applications for patentsand for copyright
registration, assignments thereof and other instrumentsand do al things which the Company may deem necessary to vest and maintain
init the entireright, title andinterest in and to all such rights.

13. NONCOMPETITION; NONSOLICITATION.

(a) Notwithstanding any of the provisions herein to the contrary, in the event that the Executive's employment withthe Company is
terminated for any reason other than due to Executive's death or termination by Executive for Good Reason, the Executive shall not
engage in Competitive Activity for a period not to exceed the lesser of 12 months from the date of termination under such applicable
provision listed above or the maximum length of time allowed under then current Massachusetts State law. The Company may, at its
election, waiveitsrights of enforcement under this SECTION 13(a).

(b) The Parties acknowledge that in the event of a breach or threatened breach of SECTIONS 12 or 13(a), the Company shall not have
an adequate remedy at law. Accordingly, in theevent of any breach or threatened breach of SECTIONS 12 OR 13(a), the Company
shall be entitled to such equitable and injunctive relief as may be available to restrain the Executive and any business, firm,
partnership, individual, corporation or entity participatingin the breach or threatened breach from the violation of the provisions of
SECTIONS 12 or 13(a) above. Nothing in this Agreement shall be construed as prohibiting the Company from pursuing any other
remedies available at law or in equity for breach or threatened breach of SECTIONS 12 or 13(a) including the recovery of damages.

14. ASSIGNABILITY; BINDING NATURE.

This Agreement shall be binding upon and inure to the benefit of the Parties and their respective successors, heirs(in the case of the
Executive) and assigns. No rights or obligations of the Company under this Agreement may be assigned or transferred by the Company
except that such rights or obligations may be assigned or transferred pursuant to a merger or consolidation in which the Company is
not the continuing entity, or the sale or liquidation of all or substantially all of the assetsof the Company; PROVIDED, HOWEVER,
that the assignee or transferee isthe successor to al or substantially al of theassets of the Company and such assignee or transferee
assumesthe liahilities, obligations and duties of the Company, as contained in this Agreement, either contractually or as a matter of
law.
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15. REPRESENTATIONS.

The Company represents and warrantsthat it is fully authorized and empowered to enter into this Agreement and that the performance
of its obligationsunder thisAgreement will not violate any agreement between it and any other person, firm or organization. The
Executive represents and warrants that no agreement exists between himand any other person, firm or organization that would be
violated by the performanceof his obligations under this Agreement.

16. ENTIRE AGREEMENT.

This Agreement containsthe entire understanding and agreement between the Parties concerning the subject matter hereof and
supersedes al prior agreements, understandings, discussions, negotiations and undertakings, whether written or oral, between the
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Parties with respect thereto.
17. AMENDMENT OR WAIVER.

No provision in this Agreement may be amended unless such amendment is agreed to in writing and signed by the Executive and an
authorized officer of the Company. No waiver by either Party of any breach by theother Party of any condition or provision contained
inthis Agreement to be performed by such other Party shall be deemed awaiver of asimilar or dissimilar condition or provision at the
same or any prior or subsequent time. Any waiver must be in writing and signed by the Executive or an authorized officer of the
Company, as the case may be.

18. SEVERABILITY.

In theevent that any provision or portion of thisAgreement shall be determined to be invalid or unenforceable for any reason, in whole
or in part, theremaining provisions of thisAgreement shall be unaffected thereby and shall remain in full force and effect to the fullest
extent permitted by law.

19. SURVIVORSHIP.

The respective rights and obligations of the Parties hereunder shall survive any termination of the Executive's employment to the
extent necessary to the intended preservation of such rights and obligations.

20. BENEFICIARIES'REFERENCES.

The Executive shall be entitled, to the extent permitted under any applicable law, to select and change a beneficiary or beneficiaries to
receive any compensation or benefit payable hereunder following the Executive's death by giving the Company written noticethereof.
In theevent of the Executive'sdeath or ajudicial determination of hisincompetence, referencein this Agreement to the Executive shall
be deemed, where appropriate, to refer to his beneficiary, estate or other legal representative.

21. GOVERNING LAW/JURISDICTION.
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This Agreement shall be governed by and construed and interpreted in accordance with the laws of the Commonwealth of
M assachusetts without reference to principles of conflict of laws.

22. RESOLUTION OF DISPUTES.

Any disputes arising under or in connection with this Agreement may, at the election of the Executive or the Company, be resolved by
binding arbitration, to be heldin Massachusettsin accordance with the Rules and Procedures of the American Arbitration Association.
If arbitration is elected, the Executive and the Company shall mutually select thearbitrator. If the Executive and the Company cannot
agree on the selection of an arbitrator, each Party shall select an arbitrator and the two arbitrators shall select athird arbitrator, and the
three arbitrators shall form an arbitration panel which shall resolve the dispute by majority vote. Judgment upon the award rendered by
the arbitrator or arbitrators may be entered in any court having jurisdiction thereof. Costs of thearbitrator or arbitrators and other
similar costsin connection with anarbitration shall be shared equally by the Parties; al other costs, such as attorneys feesincurred by
each Party, shall be borne by the Party incurring such costs.

23. NOTICES.

If to the Conpany: Vertex Pharmaceutical s

I ncor por at ed
130 Waverly Street
Canbri dge, MA 02139-4242
Attn: Chairman of the Board
with a copy to:
Vice President of HR

If to the Executive: Kenneth S. Boger

200 Church Street Rear
Newt on, MA 02458
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24. HEADINGS.

The headings of the sections contained in this Agreement are for convenience only and shall not be deemed to control or affect the
meaning or construction of any provision of this Agreement.

25. COUNTERPARTS.
This Agreement may be executed in two or more counterparts.
26. CERTAIN ADDITIONAL PAYMENTS BY THE COMPANY.

(a) From the Effective Date of this Agreement, up through andincluding the fourth anniversary of the Effective Date, if any payment
or benefit received by Executive pursuant to this Agreement, but determined without regard to any additional paymentsrequired under
this Agreement, would be subject to the excise tax imposed by Section 4999 of the Internal Revenue Code of 1986, as amended (the
"Codge"), or any interest or penalties are
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incurred by the Executive with respect to such excise tax, the Company will pay to Executive an additional amount in cash (the
"Additional Amount™) equal to the amount necessary to cause the aggregate payments and benefits received by Executive, including
such Additional Amount (net of all federal, state, and local incomeand payroll taxes and all taxes payable as aresult of theapplication
of Sections 280G and 4999 of the Code andincluding any interest and penaltieswith respect to such taxes) to be equal to the aggregate
payments and benefits Executive would have received, excluding such Additional Amount (net of al federal, stateand local income
and payroll taxes) as if Sections 280G and 4999 of the Code (and any successor provisions thereto) had not been enacted into law.

If the Company and the Executive do not agree on the calculation of the amount of any such Additional Amount, Executive may
submit to the Company a written opinion (the "Opinion™) of a nationally recognized accounting firm, employment consulting firm, or
law firm selected by Executive setting forth a statement and a calculation of the Additional Amount. The determination of suchfirm
concerning the extent of the Additional Amount (which determination need not be free from doubt), shall be final and binding on both
Executive and the Company. The Company will pay to Executive the Additional Amount not later than ten (10) business days after
such firm has rendered the Opinion. The Company agrees to pay the reasonable fees and expenses of such firmin preparing and
rendering the Opinion.

If, following the payment to Executive of the Additional Amount, Executive'sliability for theexcise tax imposed by Section 4999 of
the Code on the payments and benefitsreceived by Executive isfinaly determined (at suchtime as the Internal Revenue Service is
unable to make any further adjustment to theamount of such liability) to be lessthan the amount thereof set forthin the Opinion, the
Executive shall promptly file for a refund with respect thereof, and the Executive shall promptly pay to the Company the amount of
such refund when received (together withany interest paid or credited thereon after taxes applicable thereto). If, following the payment
to Executive of the Additional Amount, Executive's liability for the excise tax imposed by Section 4999 of the Code on the payments
and benefits received by Executive isfinally determined (at such time as theInternal Revenue Serviceis unable to makeany further
adjustment to the amount of such liability) to be more than the amount thereof set forth in the Opinion and the Executive thereafter is
required to make a further payment of any such excise tax, the Company shall promptly pay to or for the benefit of the Executive an
additional Additional Amountin respect of such underpayment.

(b) Following the fourth anniversary of the Effective Date, and for the remainder of the Term of this Agreement, anything in this
Agreement to the contrary notwithstanding, intheevent it shall be determined that, asaresult, directly or indirectly, of the operation of
any of the Company's existing stock option plans, or any successor option or restricted stock plans (collectively the"Option and
Restricted Stock Acceleration), either standing alone or taken together with thereceipt of any other payment or distribution by the
Company to or for the benefit of the Executive whether paid or payable or distributed or distributable pursuant to the terms of this
Agreement or otherwise (a "Payment") the Executive would be subject to the excise tax imposed by Section 4999 of the Code or any
interest or penalties areincurred by the Executive with respect to such excise tax (such excise tax, together with any suchinterest and
penalties, are hereinafter collectively referred to as the"Excise Tax"), then the amount payable to the Executive hereunder or as a
result of the Option and Restricted Stock Acceleration shall be reduced in an amount that would result in the Executive being in the
most advantageous net after-tax position (taking into account both
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income taxes and any Excise Tax). For purposes of this determination, the "base amount” asdefined in Section 280G(b)(3)(A) of the
Code shall be alocated between the Option and restricted Stock Acceleration, on the onehand, and Payments, on the other hand, in
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accordance with Section 280G(b)(3)(B) of the Code.
IN WITNESS WHEREOF, the undersigned have executed this Agreement as of thedate first written above.

Vertex Pharmaceuticals I ncorporated

/sl Vicki L. Sato
Pr esi dent

/s/ Kenneth S.

Boger
Executive
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EXHIBIT 10.29
EMPLOYMENT AGREEMENT

AGREEMENT, made and entered into as of the 26th day of October, 2001 by and between Vertex PharmaceuticalsIncorporated, a
Massachusetts corporation (together with its successors and assigns, the"Company”), and lan F. Smith (the "Executive").

WITNESSETH
WHEREAS, the Executiveis being hired asthe Chief Financial Officer of the Company;

WHEREAS, the Company and the Executive desire to enter into an employment agreement, which shall set forth the termsof such
employment (this"Agreement"); and

WHEREAS, the Executive desires to enter into this Agreement and to accept such employment, subject to the termsand provisions of
this Agreement.

NOW, THEREFORE, in consideration of the promises and mutual covenants contained herein and for other good and valuable
consideration, thereceipt of whichis mutually acknowledged, the Company and the Executive (individually a"Party" and together the
"Parties’) agree asfollows:

1. DEFINITIONS.

(8) "Base Salary" shall mean the Executive's base salary in accordance with SECTION 4 below.

(b) "Board" shall mean theBoard of Directors of the Company.

(c) "Cause" shall mean (i) the Executive is convicted of a crimeinvolving moral turpitude, or (ii) the Executive commitsa material
breach of any provision of thisAgreement, or (iii) the Executive, in carrying out his duties, acts or fails to act in such a manner which
is determined, in the solediscretion of the Board, to be (A) willful gross neglect or (B) willful gross misconduct resulting, in either

case, in material harm to the Company unless such act, or failure to act, wasbelieved by the Executive, in good faith, to be in the best
interests of the Company.

(d) "Change of Control" shall mean
(i) any "person" or "group" as such termsare used in Sections

13(d) and 14(d)(2) of the Securities Exchange Act of 1934 (the "Act"), becomes a beneficial owner, as suchterm isused in Rule 13d-3
promulgated under
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the Act, of securities of the Company representing 51% or moreof the combined voting power of the outstanding securities of the
Company, as the case may be, having theright to votein the election of directors (any such owner being herein referred to asan
"Acquiring Person");

(if) amajority of the Company's Board during any 12-month period, is replaced at a Company Board meeting or a Company
shareholders meeting, with individuals other than individuals nominated or approved by a mgjority of the Disinterested Directors,

(iii) al or substantially al the business of the Company is disposed of pursuant to a merger, consolidation or other transaction (other
than amerger, consolidation or other transaction with a company of which 50% or more of the combined voting power of the
outstanding securities having aright to vote at the election of directors is owned, directly or indirectly, by the Company both before
and immediately after the merger, consolidation or other transaction) in which the Company is not the surviving corporation or is
materialy or completely liquidated; or

(iv) the Company combines with another company and is the surviving corporation (other than a merger, consolidation or other
transaction with a company of which 50% or more of the combined voting power of the outstanding securities having aright to vote at
the election of directors is owned, directly or indirectly, by the Company both before and immediately after the merger, consolidation
or other transaction) but, immediately after the combination, the shareholders of the Company hold, directly or indirectly, less than
50% of thetotal outstanding securities of the combined company having theright to votein the election of directors.

(e) "Common Stock" shall meanthe common stock of the Company.

(f) "Competitive Activity" shall mean engagement directly or indirectly, individually or through any corporation, partnership, joint
venture, trust, limited liability company or person, as an officer, director, employee, agent, consultant, partner, proprietor, shareholder
or otherwise, in any business associated with the biopharmaceutical or pharmaceutical industry, which, in the solediscretion of the
Company, is determined to compete with the business and/or interests or future interests of the Company, or any of its affiliates, at any
place in whichit, or any such affiliate, isthen conducting its business, or at any place where products manufactured or sold by it, or
any such affiliate, are offered for sale, or any place in the United States or any possession or protectorates thereof, provided, however,
that ownership of five percent (5%) or less of the outstanding stock of any company whose shares trade on any national exchangeor
market shall not be deemed to be competition with the Company.

(g) "Disahility" or "Disabled" shall mean adisability as determined under the Company'slong-term disability plan or program in effect
at thetime the disability first occurs, or if no such plan or program exists at thetime of disability, then a"disability" as defined under
Internal Revenue Code Section 22(e)(3).
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(h) "Disinterested Director" shall meanany member of the Company's Board (i) whois not anofficer or employee of the Company or
any of their subsidiaries, (ii) whois not an Acquiring Person or an affiliate or associate of an Acquiring Person or of any such affiliate
or associate and (iii) whowas a member of the Company's Board prior to the date of thisAgreement or was recommended for election
or elected by amagjority of the Disinterested Directorsthen on the Company's Board.

(i) "Effective Date" shall mean October 26, 2001.

(j) "Good Reason” shall mean that, without the Executive's consent, one or more of thefollowing events occurs andthe Executive, of
his owninitiative, terminates his employment:

() The Executiveis assigned to any duties or responsibilities that are inconsistent, in any significant respect, with the scope of duties
and responsibilities currently performed in his positions and offices as described in SECTION 3, provided that such reassignment of
duties or responsihilities is not due to the Executive's Disability or the Executive's performance, nor is at the Executive's request;

(i) The Executive suffersareduction in the authorities, duties, and responsibilities associated with his positions and officesas
described in SECTION 3 on thebasis of whichthe Executive makes a determinationin good faith that the Executive can no longer
carry out such positions or offices in themanner contemplated at the time this Agreement was entered into, provided that such
reassignment of duties or responsibilitiesis not due to the Executive's Disability or the Executive's performance, nor isat the
Executive's request;

(iii) The Executive'sBase Salary is decreased below the minimumlevel provided in SECTION 4;

(iv) The Executive's own office location as assigned to him by the Company is relocated thirty-five (35) or more milesfrom
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Cambridge, Massachusetts; or
(v) Failure of any entity, intheevent of a Change of Control to assumeall obligations andliabilities of this Agreement.

(k) "Severance Pay" shall meanan amount equal to the Base Salary in effect on thedate of termination of the Executive's employment,
plus a pro rated Target Bonus Award which has been earned by the Executive but not paid prior to thedate of termination of
employment, divided by twelve (12) (each of the 12 shares to constitute a "month's’ Severance Pay); PROVIDED, HOWEVER, that
in the event the Executive terminates his employment for Good Reason based on areduction in Base Salary, then the Base Salary to be
used in calculating Severance Pay shall be the Base Salary in effect immediately prior to suchreduction in Base Salary.
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() "Target Bonus' shall mean abonusto be paid annually by the Company under its Target Bonus program which shall be the product
of a specified percentage, asdetermined in the sole discretion of the Board, multiplied by the Base Salary paid during the relevant
performance period, and as otherwise declared and authorized by the Compensation Committee.

2. TERM OF EMPLOYMENT.

The Company hereby employs the Executive, and the Executive hereby accepts such employment, for the period commencing on the
Effective Date and ending on the third anniversary of the Effective Date, subject to earlier termination in accordance with theterms of
this Agreement. Absent such earlier termination, the Term of employment shall automatically renew on each anniversary of the
Effective Date for additional one-year period(s), UNLESS (i) the Company notifies the Executive in writing in accordance with
SECTION 23 below, at least 90 daysprior to theanniversary of the Effective Date that it does not want the Term of employment to so
renew, or (ii) the Executive has notified the Company in writing in accordance with SECTION 23 below that the Executive does not
want the Term of employment to so renew.

3. POSITION, DUTIES AND RESPONSIBILITIES.

On the Effective Date and continuing for the remainder of the Term of employment, as extended or renewed, the Executive shall be
employed asthe Chief Financial Officer of the Company, and shall be responsible for duties reasonably associated withsuch position.
The Executive shall represent and serve the Company faithfully, conscientiously and to the best of the Executive's ability and shall
promote theinterests, reputation and current and long term plans, objectives and policies of the Company. The Executive shall devote
all of the Executive's time, attention, knowledge, energy and skills, during normal working hours, and at such other times asthe
Executive's duties may reasonably require, to the duties of the Executive'semployment, provided, however, nothing set forth herein
shall prohibit the Executive from engagingin other activitiesto the extent such activities do not impair theability of the Executive to
perform his duties and obligations under this Agreement, nor are contrary to theinterests, reputation, current and long term plans,
objectives and policies of the Company.

4. BASE SALARY.

During the Term of this Agreement, the Executive shall be paid an annualized Base Salary of $300,000, payable in accordance with
the regular payroll practices of the Company. The Base Salary shall be reviewed no less frequently than annually, and any increase
thereto shall be solely in thediscretion of the Board.
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5. TARGET BONUS/INCENTIVE COMPENSATION PROGRAM.

a) TARGET BONUS PROGRAM: The Executive shall participate in the Company's Target Bonus program (or other incentive
compensation program) applicable to executives, as established and modified from time to time by the Board in its sole discretion, and
in accordance with theterms of such program.

b) SIGN-ON CASH BONUS: The Executive shall receive a sign-on cash bonusin theamount of $150,000. Two-thirds ($100,000) of
the sign-on cash bonus will be paid to the Executive on the Effective Date, and the remaining one-third ($50,000) which is hereby
deemed accrued and owed to the Executive will be paid to the Executive upon the one-year anniversary of the Effective Date,
regardless of whether the executiveis employed by the Company on the one year anniversary of the effective date; PROVIDED,
HOWEVER, that in the event the Executive terminatesthis Agreement without "Good Reason" during the period commencing on the
Effective Date and ending on the first anniversary of the Effective Date, then the Executive shall repay to the Company within thirty
(30) days of suchtermination the sign-on cash bonus previously paid to the Executive.

¢) SIGN-ON STOCK OPTION GRANT: Aninitia stock option grant shall be awarded to the Executive pursuant to theterms of the

[T S— .
E=amas EDGARSr 9002, EDGAR Online. Inc.




Company'sstock option plan. Theinitial stock option grant shall be for 110,000 shares of Company capital stock and shall be subject
to the terms and conditions specified in a separate grant agreement.

6. LONG-TERM INCENTIVE COMPENSATION PROGRAMS.

During the Term of employment, the Executive shall be eligible to participate in the Company's applicable long-termincentive
compensation programs, as may be established and modified from time to time by the Board in its sole discretion.

7. EMPLOY EE BENEFIT PROGRAMS.

During the Term of employment, the Executive shal be entitled to participate in various employee welfare and pension benefit plans,
programs and/or arrangements so offered by the Company and applicable to the Executive.

8. REIMBURSEMENT OF BUSINESS EXPENSES.

During the Term of employment, the Executive is authorized to incur reasonable business expenses in carrying out his duties and
responsibilities under this Agreement, and the Company shall reimburse him for all such reasonable business expenses reasonably
incurred in connection with carrying out the business of the Company, subject to documentation in accordance with the Company's

policy.
9. VACATION.

During the Term of employment, the Executive shall be entitled to paid vacation days each calendar year in accordance with the
Company'svacation policy.

10. TERMINATION OF EMPLOYMENT.

() TERMINATION DUE TO DEATH OR DISABILITY. In the event the Executive's employment is terminated due to the
Executive's death or Disability, the Term of employment shall end as of thedate of the Executive's death or termination of employment
due to Disability, and the Executive shall be entitled to thefollowing:

(i) Base Salary earned by the Executive but not paid through the date of termination under this SECTION 10(a);

(ii) al long-term incentive compensation awards earned by the Executive but not paid prior to thedate of termination under this
SECTION 10(a);

(iii) apro rata Target Bonusaward for the year in which termination under this SECTION 10(a) occurs,

(iv) all unexercisable and/or unvested stock options held by the Executive as of the date of thetermination under thisSECTION 10(a)
shall be deemed to have been held by the Executive for an additional 12 months, and any unexercisable and/or unvested stock options
which become vested and exercisable as aresult thereof shall remain exercisable until the earlier of (1) the end of the of the 90-day
period following the date of termination, or

(2) the date the stock option would otherwise expire;

(v) al exercisable and/or vested stock options held by the Executive as of the date of termination under this
SECTION 10(a) shall remain exercisable until theearlier of (1) the end of the 1-year period following the date of termination, or (2)
the date the option would otherwise expire;

(vi) any amountsearned, accrued or owing to the Executive but not yet paid under SECTIONS 5(b), 6, 7, 8, or 9 above, and in the
event of termination due to Disability, benefits due to the Executive under the Company'sthen-current disability program; and

(vii) six month's of Severance Pay, commencing on thefirst day of the month following the month in which termination under this
SECTION 10(a) occurred.

Any and al paymentsdue under SUBSECTIONS (i), (ii), (iii) and
(vi) of thisSECTION 10(a) shall be paid, in the case of the Executive's death, to his estate and/or beneficiaries within 60 daysof his
death and, in the case of Disability, to the Executive within 60 days of his termination due to Disability.
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(b) TERMINATION BY THE COMPANY FOR CAUSE; TERMINATION BY THE EXECUTIVE WITHOUT GOOD REASON;
OR NONRENEWAL OF AGREEMENT BY THE COMPANY OR THE
EXECUTIVE. In the

6
event the Company terminates the Executive's employment for Cause, or if the Executive terminates his employment without Good
Reason, or if either Party gives notice of nonrenewal of this Agreement, the Term of employment shall end as of the date specified
below, and the Executive shall be entitled to thefollowing:

(i) Base Salary earned by the Executive but not paid through the date of termination of the Executive'semployment under this
SECTION 10(b);

(i) any amounts earned, accrued or owing to the Executive but not yet paid under SECTIONS 6, 7, 8, or 9 above;
(iii) apro rata Target Bonusaward for the year in which termination under this SECTION 10(b) occurs;

(iv) any amount not yet paid under SECTION 5(b); PROVIDED, HOWEVER, that paymentsunder SECTION 5(b) shall not be made
by the Company in the event the Executive terminates this Agreement without "Good Cause" during the period commencing on the
Effective Date and ending on the first anniversary of the Effective Date; and

(v) the Executive shall retain any rights associated with his stock options consistent with his grant agreement and the applicable stock
option plan.

Termination by Company for Cause shall be effective as of the date noticed by the Company. Termination by the Executive without
Good Reason shall be effective upon 90 days prior written notice to the Company, and shall not be deemed a breach of this
Agreement. In the event that the Company or the Executive gives notice of non-renewal in accordance with SECTION 2 above, the
Term of employment shall end onthe last day of thethen-current Term.

In theevent of termination by the Executive without Good Reason, the Company may elect to waive the period of notice, or any
portion thereof, and, if the Company so elects, the Company will pay the Executive his Base Salary for the notice period or for any
remaining portion thereof.

Any and al paymentsdue under this SECTION 10(b) shall be paid to the Executive within 60 days of the date his employment
terminates.

(c) TERMINATION BY THE COMPANY WITHOUT CAUSE; OR TERMINATION BY THE EXECUTIVE FOR GOOD
REASON. If the Executive's employment is terminated by the Company without Cause (other than due to death, Disability or
nonrenewal of the Agreement), or isterminated by the Executive for Good Reason, the Executive shall be entitled to the following:

(i) Base Sdlary earned by the Executive but not paid through the date of termination of the Executive'semployment under this
SECTION 10(c);
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(i1) al long-term incentive compensation awards earned by the Executive but not paid prior to thedate of termination of the
Executive's employment under thisSECTION 10(c);

(iii) Twelve monthsof Severance Pay, commencing on the first day of the month following the month during which the Executive's
employment is terminated under this SECTION

10(c); PROVIDED, HOWEVER, that if the Executive dieswhilereceiving benefits under this Section, al payments shall immediately
cease, but in no event shall the Executive or his estate or beneficiaries receive lessthan atotal of six monthsof Severance Pay;

(iv) apro rata Target Bonus award for theyear in which the termination of the Executive'semployment occurs under this SECTION
10(c);

(vi) all exercisable and/or vested stock options held by the Executive as of the date of the termination of his employment under this
SECTION 10(c) shall remain exercisable until theearlier of (1) the end of the 90-day period followingthe date of the termination of
his employment or (2) the date the stock option would otherwise expire;

(vii) all unexercisable and/or unvested stock optionsheld by the Executive as of thedate of the termination of his employment under
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this SECTION 10(c) shall be deemed to have been held by the Executive for an additional 18 monthsand any unexercisable and/or
unvested stock options which become exercisable asaresult thereof shall remain vested and exercisable until the earlier of

(2) the end of the 90-day period followingthe date of the termination or (2) thedate the stock option would otherwise expire;
PROVIDED, HOWEVER, that in the event this Agreement is terminated at any time up through and including the third anniversary of
the Effective Date and such termination (1) is by the Company without Cause or by the Executive for Good Reason, and (2) takes
place within (90) days prior to a Change in Control or within twelve (12) monthsafter a Change in Control, then all unexercisable
and/or unvested stock options held by the Executive as of thedate of the termination under this

SECTION 10(c)(vi) shall be deemed exercisable, and any unexercisable and/or unvested stock options which become exercisable as a
result thereof shall remain exercisable until the earlier of (a) the end of the 90-day period following the date of the termination or (b)
the date the stock option would otherwise expire;

(vii) any amounts earned, accrued or owing to the Executive but not yet paid under SECTIONS 5(b), 6, 7, 8, or 9 above; and
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(viii) continued participation, asif the Executive werestill an employee, in the Company'smedical, dental, hospitalization and life
insurance plansin which the Executive participated on the date of termination of employment, until the earlier of:

(A) exhaustion of Severance Pay; or

(B) the date, or dates, the Executive receives equivalent coverage and benefits under the plans, programs and/or arrangementsof a
subsequent employer (such coverage and benefits to be determined on a coverage-by-coverage or benefit-by-benefit basis);

PROVIDED, HOWEVER, that:

(C) if the Executiveis (i) precluded from continuing his participation in medical, dental, hospitalization and lifeinsurance plansas
provided in SECTION 10(c)(viii) because the Executive is not an employee of the Company, and

(i) not receiving equivalent coverage and benefits through a subsequent employer, the Executive shall be provided with the after-tax
economic equivalent of the benefits provided under the plan, program or arrangement in which the Executive is unable to participate
for the period specified in SECTION 10(c)(viii). The economic equivalent of any benefit foregone shall be deemed to be the lowest
cost that would be incurred by the Executive in obtaining such benefit himself on an individual basis. Payment of such after tax
economic equivalent shall be made quarterly in advance.

Any and al payments due under subsections (i), (ii), (iv) and
(vii) of this SECTION 10(C) shall be paid to the Executive within 60 days of the date his employment terminates.

11. MITIGATION. In the event of any termination of this Agreement, the Executive shall be obligated to seek other employment, and
the Company is hereby authorized to offset against Severance Pay due the Executive under SECTION 10 any Base Salary attributable
to any subsequent employment or engagement that the Executive may obtain. The Executive shall provide Company written notice of
subsequent employment or engagement no later than five (5) business days after commencement by the Executive of such employment
or engagement.

12. CONFIDENTIALITY; ASSIGNMENT OF RIGHTS.

(a) During the Term of employment, as extended or renewed, and thereafter, the Executive shall not disclose to anyone or make use of
any trade secret or proprietary or confidential information of the Company, including such trade secret or proprietary or
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confidential information of any customer of the Company or other entity that has provided such information to the Company, which
the Executive acquires during the Term of employment, asextended or renewed, including but not limited to records kept in the
ordinary course of business, except (i) assuch disclosure or use may be required or appropriate in connection with hiswork as an
employee of the Company, (ii) whenrequired to do so by a court of law, by any governmental agency having supervisory authority
over the business of the Company or by any administrative or legidative body (including a committee thereof) with apparent
jurisdiction to order him to divulge, disclose or make accessible such information, or (iii) as to such confidential information that
becomes generally known to the public or trade without violation of this
SECTION 12(a).

(b) The Executive hereby sells, assigns and transfersto the Company all of hisright, title and interest in and to all inventions,
discoveries, improvements and copyrightable subject matter (the "rights") which during the Term of employment are made or
conceived by him, alone or withothers, and which are withinor arise out of any general field of the Company's business or arise out of
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any work the Executive performs or information the Executive receives regarding the business of the Company while employed by the
Company. The Executive shall fully disclose to the Company as promptly as available all information known or possessed by him
concerning therights referred to in the preceding sentence, and upon request by the Company and without any further remunerationin
any formto himby the Company, but at the expense of the Company, executeall applications for patentsand for copyright
registration, assignments thereof and other instrumentsand do al things which the Company may deem necessary to vest and maintain
init the entireright, title andinterest in and to all such rights.

13. NONCOMPETITION; NONSOLICITATION.

(a) Notwithstanding any of the provisions herein to the contrary, in the event that the Executive's employment withthe Company is
terminated for any reason other than due to the Executive'sdeath or termination by the Executive for Good Reason, the Executive shall
not engage in Competitive Activity for a period not to exceed the lesser of 12 months from thedate of termination under such
applicable provision listed above or the maximum time allowed under then current Massachusetts State Law. The Company may, at its
election, waive itsrights of enforcement under this SECTION 13(a).

(b) The Parties acknowledge that in the event of a breach or threatened breach of SECTIONS 12 or 13(a), the Company shall not have
an adequate remedy at law. Accordingly, in theevent of any breach or threatened breach OF SECTIONS 12 OR 13(a), the Company
shall be entitled to such equitable and injunctive relief as may be available to restrain the Executive and any business, firm,
partnership, individual, corporation or entity participatingin the breach or threatened breach from the violation of the provisions of
SECTIONS 12 or 13(a) above. Nothing in this Agreement shall be construed as prohibiting the Company from pursuing any other
remedies available at law or in equity for breach or threatened breach of SECTIONS 12 or 13(a) including the recovery of damages.

14. ASSIGNABILITY; BINDING NATURE.
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This Agreement shall be binding upon and inure to the benefit of the Parties and their respective successors, heirs(in the case of the
Executive) andassigns. No rights or obligations of the Company under this Agreement may be assigned or transferred by the Company
except that such rights or obligations may be assigned or transferred pursuant to a merger or consolidation in whichthe Companyis
not the continuing entity, or thesale or liquidation of all or substantially al of the assets of the Company; PROVIDED, HOWEVER,
that the assignee or transferee isthe successor to al or substantially al of theassets of the Company and such assignee or transferee
assumesthe liabilities, obligations and duties of the Company, as contained in this Agreement, either contractually or as a matter of
law.

15. REPRESENTATIONS.

The Company represents and warrantsthat it isfully authorized and empowered to enter into this Agreement and that the performance
of its obligationsunder thisAgreement will not violate any agreement between it and any other person, firm or organization. The
Executive represents and warrants that no agreement exists between himand any other person, firm or organization that would be
violated by the performanceof his obligations under this Agreement.

16. ENTIRE AGREEMENT.

This Agreement containsthe entire understanding and agreement between the Parties concerning the subject matter hereof and
supersedes all prior agreements, understandings, discussions, negotiations and undertakings, whether written or oral, between the
Parties with respect thereto.

17. AMENDMENT OR WAIVER.

No provision in this Agreement may be amended unless such amendment is agreed to in writing and signed by the Executive and an
authorized officer of the Company. No waiver by either Party of any breach by theother Party of any condition or provision contained
inthis Agreement to be performed by such other Party shall be deemed awaiver of asimilar or dissimilar condition or provision at the
same or any prior or subsequent time. Any waiver must be in writing and signed by the Executive or an authorized officer of the
Company, as the case may be.

18. SEVERABILITY.

In theevent that any provision or portion of thisAgreement shall be determined to be invalid or unenforceable for any reason, in whole
or in part, theremaining provisions of thisAgreement shall be unaffected thereby and shall remainin full force and effect to the fullest
extent permitted by law.
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19. SURVIVORSHIP.

The respective rights and obligations of the Parties hereunder shall survive any termination of the Executive's employment to the
extent necessary to the intended preservation of such rights and obligations.
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20. BENEFICIARIES'REFERENCES.

The Executive shall be entitled, to theextent permitted under any applicable law, to select and change a beneficiary or beneficiaries to
receive any compensation or benefit payable hereunder following the Executive's death by giving the Company written noticethereof.
In theevent of the Executive'sdeath or ajudicial determination of hisincompetence, referencein this Agreement to the Executive shall
be deemed, where appropriate, to refer to his beneficiary, estate or other legal representative.

21. GOVERNING LAW/JURISDICTION.

This Agreement shall be governed by and construed and interpreted in accordance with the lawsof the Commonwealth of
Massachusetts without reference to principles of conflict of laws.

22. RESOLUTION OF DISPUTES.

Any disputes arising under or in connection with this Agreement may, at the election of the Executive or the Company, be resolved by
binding arbitration, to be heldin Massachusettsin accordance with the Rules and Procedures of the American Arbitration Association.
If arbitration is elected, the Executive and the Company shall mutually select thearbitrator. If the Executive and the Company cannot
agree on the selection of an arbitrator, each Party shall select an arbitrator and the two arbitrators shall select athird arbitrator, and the
three arbitrators shall form an arbitration panel which shall resolve the dispute by majority vote. Judgment upon the award rendered by
the arbitrator or arbitrators may be entered in any court having jurisdiction thereof. Costs of thearbitrator or arbitrators and other
similar costsin connection with anarbitration shall be shared equally by the Parties; al other costs, such as attorneys' feesincurred by
each Party, shall be borne by the Party incurring such costs.

23. NOTICES.

If to the Conpany: Vertex Pharmaceuticals

I ncor por at ed
130 Waverly Street
Canbri dge, MA 02139-4242
Attn: Chairman of the Board
with a copy to:

If to the Executive:
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24. HEADINGS.

The headings of the sections contained in this Agreement are for convenience only and shall not be deemed to control or affect the
meaning or construction of any provision of this Agreement.

25. COUNTERPARTS.
This Agreement may be executed in two or more counterparts.

26. CERTAIN ADDITIONAL PAYMENTS BY THE COMPANY .

[T S— .
E=amas EDGARSr 9002, EDGAR Online. Inc.




(a) From the Effective Date of this Agreement, up through andincluding the third anniversary of the Effective Date, if any payment or
benefit received by the Executive pursuant to thisAgreement, but determined without regard to any additional paymentsrequired
under this Agreement, would be subject to the excise tax imposed by Section 4999 of the Internal Revenue Code of 1986, as amended
(the "Code"), or any interest or penalties are incurred by the Executive withrespect to such excisetax, the Company will pay to the
Executive an additional amount in cash (the "Additional Amount™) equal to theamount necessary to cause the aggregate paymentsand
benefits received by the Executive, including such Additional Amount (net of al federal, state, and local income and payroll taxesand
all taxes payable as aresult of the application of Sections 280G and 4999 of the Code and including any interest and penalties with
respect to such taxes) to be equal to the aggregate payments and benefits the Executive would have received, excluding such
Additional Amount (net of all federal, state andloca income and payroll taxes) as if Sections 280G and 4999 of the Code (and any
successor provisions thereto) had not been enacted into law.

Following the termination of the Executive's employment, the Executive may submit to the Company a written opinion (the "Opinion")
of anationally recognized accounting firm, employment consulting firm, or law firm selected by the Executive setting forth a statement
and a calculation of the Additional Amount. The determination of such firm concerning the extent of the Additional Amount (which
determination need not be free from doubt), shall be final and binding on both the Executive and the Company. The Company will pay
to the Executive the Additional Amount not later than ten (10) business days after such firm has rendered the Opinion. The Company
agrees to pay the reasonable fees and expenses of suchfirm in preparing and rendering the Opinion.

If, following the payment to the Executive of the Additional Amount, the Executive's liability for the excise tax imposed by Section
4999 of the Code on the payments and benefits received by the Executiveis finally determined (at such time asthe Internal Revenue
Serviceis unable to make any further adjustment to the amount of such liahility) to be less than the amount thereof set forth inthe
Opinion, the Executive shall promptly file for arefund withrespect thereof, and the Executive shall promptly pay to the Company the
amount of such refund when received (together with any interest paid or credited thereon after taxes applicable thereto). If, following
the payment to the Executive of the Additional Amount, the Executive's liability for the excise tax imposed by Section 4999 of the
Code on the paymentsand benefits received by the Executive isfinally determined (at suchtime as the Internal Revenue Service is
unable to make any further adjustment to theamount of such liability) to be
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more than the amount thereof set forth in the Opinion and the Executive thereafter is required to makea further payment of any such
excisetax, the Company shall promptly pay to or for the benefit of the Executive an additional amount in respect of such
underpayment.

(b) Following the third anniversary of the Effective Date, and for the remainder of the Term of this Agreement, anything in this
Agreement to the contrary notwithstanding, in theevent it shall be determined that, asaresult, directly or indirectly, of the operation of
any of the Company's existing stock option plans, or any successor option or restricted stock plans (collectively the"Option and
Restricted Stock Acceleration”), either standing alone or taken together with thereceipt of any other payment or distribution by the
Company to or for the benefit of the Executive whether paid or payable or distributed or distributable pursuant to the termsof this
Agreement or otherwise (a "Payment™) the Executive would be subject to the excise tax imposed by Section 4999 of the Code or any
interest or penalties areincurred by the Executive with respect to such excise tax (such excise tax, together with any suchinterest and
penalties, are hereinafter collectively referred to as the"Excise Tax"), then the amount payable to the Executive hereunder or as a
result of the Option and Restricted Stock Acceleration shall be reduced in an amount that would result in the Executive being in the
most advantageous net after-tax position (taking into account both incometaxes and any Excise Tax). For purposes of this
determination, the "base amount” asdefined in Section 280G(b)(3)(A) of the Code shall be allocated between the Option and
restricted Stock Acceleration, on the one hand, and Payments, on the other hand, in accordance with Section 280G(b)(3)(B) of the
Code.

IN WITNESS WHEREOF, the undersigned have executed this Agreement as of thedate first written above.

Vertex Pharmaceuticals I ncor porated
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/sl Vicki L.
Sat o
Pr esi dent

/sl lan F. Smith
Executi ve
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EXHIBIT 10.30
[LETTERHEAD OF VERTEX PHARMACEUTICALS INCORPORATED]
February 21, 2002

VIA E-MAIL
ORIGINAL TO FOLLOW VIA OVERNIGHT MAIL

N. Anthony Coles, M.D.
151 Highland Terrace
Princeton, NJ 08540

Dear Tony:

On behalf of Vertex Pharmaceuticals Incorporated and myself, | am pleased to extend an offer to you for a position withVertex onthe
following specified terms:

- JOB TITLE: Senior Vice President, Commercial Operations-Pharmaceutical Products, reporting to Vicki Sato, President.
- DUTIES: Asrequested by the President, but generally would includethe following items:

- Lead new product marketing; recruit for and supervise the clinical liaison field force; within 2-3 years of commencement of
employment, build and oversee a sales force; lead product in-licensing initiatives.

- Provide commercia analyses and recommendations with respect to new projects, pipeline products, and in and out licensing of drugs;
design and execute product launches on behalf of the Company andin conjunction with Company partners; formulate a strategic
marketing visionwith a 3-5 year time horizon for marketing Company products; generally, provide on-going assistance, efforts and
guidancein your areas of expertise, as directed by the Company from time to time.

- Participate in the review of research and technology collaborations and the approval process for drug candidate selectionsand new
project initiatives.

- Asamember of the Company's senior executiveteam, participate in strategic planning and operations of the Company and its
subsidiaries.

- COMPENSATION: You will receive a biweekly salary of $12,500 (annualized salary of $325,000).

- BONUS PROGRAM: Youwill participate in thebonus program applicable to the Company's senior executives, in accordance with
its termsas modified fromtimeto time by theBoard in its solediscretion. Under the current bonus program, participants are eligible to
receive a bonus of up to twenty (20%) percent of their annualized salary. Awards under the bonus program are granted at the
discretion of theBoard of Directors.

- SIGN-ON BONUS: Y ou will receive a sign-on bonusin the amount of Fifty-Five Thousand ($55,000) Dollars, payable onthe first
regular payroll date following commencement of employment. Inthe event you voluntarily terminate your employment or if your
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employment is terminated by the Company for Cause during the twelve-month period following the commencement of your
employment, you will be required to repay the sign-on bonus to the Company withintwelve (12) months of your employment
termination. Termination of employment for Good Reason (as defined below), or death or as aresult of a Change of Control (as
defined below) shall be deemed an involuntary termination.

- ONE-TIME FORGIVABLE LOAN: Upon execution of a promissory note, the Company will make you an interest-freeloan in the
principal amount of Two Hundred and Fifty Thousand ($250,000) Dallars, to be advanced in two installments. The firstinstallment, in
the amount of One Hundred and Twenty Five Thousand ($125,000) Dallars, will be advanced on the first regular payroll date
following commencement of your employment; the second installment, in the amount of One Hundred and Twenty Five Thousand
($125,000) Dallars, will be advanced on thefirst regular payroll date following the first anniversary date of your employment. The
loan termwill be four (4) years fromthe date of issuance of the promissory note (the "Loan Term").

The principal amount on thefirst advance under the promissory notewill be forgiven by the Company during the Loan Term ona
monthly basis, at therate of $2,604.17 at the end of each of the forty eight (48) months following the commencement of the Loan
Term. The principal amount on the second advance under the promissory note will be forgiven by the Company during the Loan Term
onamonthly basis, at the rate of $3,472.22 at theend of each of thethirty six (36) months following receipt of the second advance.

In theevent your employment terminatesfor any reason (other than due to a Change of Control) prior to expiration of theLoan Term,
the principal not forgiven by the Company as of your date of termination will be payable to the Company within twelve(12) months of
such termination.

- RELOCATION REIMBURSEMENT: Youwill be promptly reimbursed for out-of-pocket expenses reasonably and necessarily
incurred by you from the commencement date of your employment through August 31, 2002 in connection with the following items:

- Temporary housingfor you in thegreater Boston metropolitan area reasonably acceptableto you and the Company, pending a
permanent move to Boston.

- Coach airfare associated with commuting to and from your current home in New Jersey from time to time, but no more than one
round-trip a week.

- One-time moving and transportation costs associated with therelocation of your household goods (the "Relocation Costs') to the
Boston metropolitan area. The
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Company will continueto makeRelocation Costs reimbursement available after August 31, 2002 in the event you are engaged beyond
that timein actual and substantial effortsto relocate your household to the Boston metropolitan area (where, for example, the closing
of your Boston home is delayed by theseller beyond August 31, 2002).

All reimbursement amounts will be "grossed up" to provide you with the expense benefit on a post-tax basis.

In theevent you voluntarily terminate your employment or if your employment is terminated by the Company for Causeduring the
twelve-month period following the commencement of your employment, you will be required to repay the aggregate relocation benefit
provided to you by the Company withintwelve (12) months of termination. Termination of employment for Good Reason (as defined
below), or death or asaresult of a Changeof Control (as defined below) shall be deemed an involuntary termination.

- EQUITY: As an important part of thisoffer, we will grant to you a stock option under our existing stock option plan to purchase
100,000 shares of the Company's common stock at a price equal to the average market price of the Company'sshareson thefirst
business day on which your employment commences. The stock option shall be an incentive stock option to the fullest extent permitted
by law. This stock option allows you to benefit directly from any increase in the market value of the Company, which webelieve will
be due to your hard work and that of our other dedicated employees. This option will vest over five (5) yearsand have atotal term of
ten (10) years, solong as you remain with Vertex.

- EMPLOY EE BENEFITS: We currently offer a comprehensive range of employee benefits including major medical and dental
coverage, three weeks vacation,

401(k) plan with a matching Company contribution, long term disability, and Company paid lifeinsurance. Enclosed is a summary
description of al of the benefits offered by the Company at present. We may advise you to undergo a baseline medical surveillance
exam, at our expense, for the purpose of occupational health screening. In the event your employment terminatesfor any reason, you
will be paid for al accrued, but unused vacation and all accrued, but unpaid wages on your termination date.

[T S— .
E=amas EDGARSr 9002, EDGAR Online. Inc.




In addition, the Company will promptly reimburse you for all business expenses reasonably incurred in connection with your
employment, providing you provide receiptsfor or other proof of the expenses, and your claim for reimbursement is otherwisein
accordance withgeneral Company policy.

- SEVERANCE PAYMENT UPON TERMINATION BY THE COMPANY WITHOUT CAUSE OR BY YOU
FOR GOOD REASON: If your employment is terminated by the Company without Cause or by you for Good Reason, then you will
receive the following:

- The Company shall continue paying your then-current salary for a period of twelve(12) months, or the Company may elect to pay
you alump sum representing the total value of the forgoing.

- At the Company'sexpense, you will continue participating, as if you werestill an employee, in the Company's standard health, dental
and life insurance plans for a period of eighteen (18) months, or the Company may elect to pay you alump sum representing thetotal
value of theforgoing.
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- All exercisable stock options held by you as of the date of the termination shall remain exercisable until the earlier of (i) the end of
the 90-day period following the date of the termination, or (ii) the date the stock option would otherwise expire. For purposes of the
foregoing, all unexercisable stock options held by you as of the date of termination shall be deemed to have been held by you for an
additional 18-months, for purposes of calculating the number of options which are exercisable on your termination date.

- SEVERANCE PAYMENT UPON CHANGE OF CONTROL.: If your employmentis terminated by the Company without Cause
within ninety (90) days prior to a Change of Control or within twelve (12) monthsafter a Change of Control, or if you, of your own
initiative, terminate your employment within ninety (90) days prior to a Change of Control or withintwelve (12) months after a
Change of Control for Good Reason, then you will receive thefollowing:

- The Company shall continue paying your then-current salary for a period of twelve(12) months, or the Company may elect to pay
you alump sum representing the total value of the forgoing.

- At the Company'sexpense, you will continue participating, as if you werestill an employee, in the Company'sstandard health, dental
and life insurance plans for a period of eighteen (18) months, or the Company may elect to pay you alump sum representing thetotal
value of theforgoing.

- All exercisable stock options held by you as of thedate of the termination shall remain exercisable until the earlier of (i) the end of
the 90-day period following the date of the termination, or (ii) the date the stock option would otherwise expire. For purposes of the
foregoing, all unexercisable stock options held by you as of the date of termination shall be deemed to have been held by you for an
additional 18-months, for purposes of calculating the number of options which are exercisable on your termination date.

For purposes of this offer, "Change of Control" shall mean:

(i) any "person” or "group" as such termsare used in Sections 13(d) and

14(d)(2) of the Securities Exchange Act of 1934 (the "Act"), becomes a beneficial owner, as suchterm isused in Rule 13d-3
promulgated under the Act, of securities of the Company representing more than 50% of the combined voting power of the outstanding
securities of the Company, as the case may be, having the right to vote in the election of directors; or

(i) al or substantially al the business or assetsof the Company aresold or disposed of, or the Company or a subsidiary of the
Company combineswith another company pursuant to a merger, consolidation, or other similar transaction, other than (1) atransaction
solely for the purpose of reincorporating the Company in a different jurisdiction or recapitalizing or reclassifying the Company's stock,
or (2) amerger or consolidation in which the shareholders of the Company immediately prior to such merger or consolidation continue
to own at least amgjority of the outstanding voting securities of the Company or the surviving entity immediately after the merger or
consolidation;

and "Good Reason" shall mean:

- you are assigned to materia duties or responsibilities that are inconsistent, in any significant respect, withthe scope of duties and
responsibilities associated with your
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position and officeimmediately prior to the assignment and/or Change of Control, PROVIDED that such reassignment of duties or
responsibilities is not for Cause, or due to your disability, and isnot at your request;

- you suffer amaterial reduction in the authorities, or duties, or job title and responsibilities associated with your position and office
immediately prior to the reduction and/or Change of Control on thebasis of whichyou make a good faith determination that you can
no longer carry out your position or officein the manner contemplated before the reduction, PROVIDED that such reassignment of
duties or responsihilities is not for Cause, or due to your disability, and is not at your request;

- your base salary is decreased below your then current base salary; or - the principa executive offices of the Company, or your own
office location as assigned to you at the commencement of your employment, is relocated to a place thirty-five (35) or more miles
away, without your agreement.

- any successor in interest to the company failsto assumeany of theterms and conditions of this offer

For purposes of this offer, "Cause" shall mean only:

- your willful refusal or failure to follow alawful directive or instruction of the Company's Board of Directors or the individual(s) to
whom you report, PROVIDED that you receive prior written noticeof the directive(s) or instruction(s) that you failed to follow, and
PROVIDED FURTHER that the Company, in good faith, givesyou thirty (30) daysto correct any problemsand FURTHER
PROVIDED if you correct the problem(s) you may not be terminated for Cause in that instance. - your conviction of afelony crime of
moral turpitude.

- in carrying out your employment duties, you commit (i) willful gross negligence, or (ii) willful gross misconduct resulting, in either
case, in material harm to the Company unless such act, or failure to act, wasbelieved by you, in good faith, to be in the best interests of
the Company.

- your violation of the Company's policies made known to you regarding confidentiality, securities trading or inside information.

Although you are being hired for your particular expertise, we are counting on the fact that the Company team will be highly
interactive, with people who areinterested not in building and maintaining artificial barriers around disciplines and skills, but in
breaking down those barriers and applying new insights and initiatives across related fields. The position to which you have been hired
isan important position in the Company, and we know it will be a challenging and exciting one.

Please note that this offer is contingent upon the completion of an Employment Eligibility Verification Form, you providing Vertex
evidence of your legal eligibility to work inthe United States, and the execution of the Company's standard form of non-disclosure,
non-competition and inventions agreement, a copy of which has been enclosed withthis letter for your reference. These documents
must be signed withinthree (3) business days of commencement employment.

You will not have any duty to mitigate any breach of this offer |etter by the Company. As an officer of the Company, you shall be
indemnified in accordance with the indemnity provisions applicable to officers and directors under the Company's By-Laws, as such
By-Laws may be amended from time to time. The Company hasapplied for Directorsand Officer (D& O) liability
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insurance to cover itssenior management team. Although the application is pending, the Company expects that it will receive D& O
coverage for its senior management team and you will be covered at the same levels as other membersof the Company's senior
management team.

We hope that you will be able to commence your employment on March 11, 2002 athough we would be happy to discuss an alternate
starting date, and would prefer you to start assoon as possible. | look forward to your favorable response to this offer. We would like
to have aconfirming response accepting this offer, in writing, by February 22, 2002. Please return one copy of this letter indicating
your acceptance.

Please fedl free to contact me withquestions or comments. | will be happy to answer any questions you have, or direct you to the most
appropriate person.

Sincerely yours,
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/'s/ Mchael S. Wal sh
Vi ce President,

Human

Resour ces

| accept the terms of employment offered in this letter.

/sl N. Anthony Col es

Dat e
M D.
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EXHIBIT 21

SUBSIDIARIES OF VERTEX PHARMACEUTICALS INCORPORATED
Aurora Biosciences Corporation, a Delaware corporation
*PanVera Corporation, a Wisconsin corporation
Vertex Holdings, Inc., a Delaware corporation
**\ertex Securities Trust, a Massachusetts business trust
**\ertex Pharmaceuticals (Europe) Ltd., a UK limited liability company

*asubsidiary of Aurora
**indirect subsidiaries of Vertex

EXHIBIT 23.1
CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation in the Registration Statements on Forms S-8 (File N0s.33-48030, 33-438348, 33-65472,
33-93224, 333-12325, 333-27011, 333-56179, 333-79549, 333-65664, and 333-65666) and Forms S-3 (File Nos. 333-37794,
333-49844) of Vertex Pharmaceuticals Incorporated of our report dated February 5, 2002, relating to the consolidated financial
statementsincluded in this Annual Report on Form 10-K.

PricewaterhouseCoopers LLP
Boston, Massachusetts
March 27, 2002

EXHIBIT 23.2
CONSENT OF ERNST & YOUNG LLP,INDEPENDENT AUDITORS

We consent to theincorporation by reference in the Registration Statements on Form S-8 (Nos. 33-48030, 33-48348, 33-65742,
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33-93224, 333-12325, 333-27011, 333-56179, 333-79549, 333-65664, 333-65666) and Form S-3 (Nos. 333-37794, 333-49844) of
Vertex Pharmaceuticals Incorporated of our report dated April 27, 2001, with respect to the consolidated financial statements of
Aurora Biosciences Corporation (not presented), included in this Annual Report (Form 10-K) of Vertex Pharmaceuticals Incorporated
for the year ended December 31, 2001.

/sl ERNST & YOUNG
LLP

San Diego, California
March 27, 2002

EXHIBIT 23.3
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

Asindependent public accountants, we hereby consent to theincorporation by referencein the Registration Statements (33-48030,
33-48348, 33-65472, 33-93224, 333-12325, 333-27011, 333-56179, 333-79549, 333-65664, 333-65666, 333-37794 and 333-49844)
of our report dated October 20, 2000 with respect to the financial statements of PanVera Corporation referred to in Vertex
Pharmaceutical Incorporated Form 10-K.

It should be noted that we have not audited any financial statements of PanVera Corporation subsequent to September 30, 2000, or
performed any audit procedures subsequent to the date of our report.

ARTHUR ANDERSEN LLP

Milwaukee, Wisconsin
March 27, 2002

End of Filing
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