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Portions of the definitive Proxy Statement for the 2003 Annua Meeting of Stockholders to be held on May21, 2003 are incorporated by
reference into Partl|1.
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The "Company,” "Vertex," "we" and "us," as used in this Annual Report on Form10-K, refer to Vertex Pharmaceuticals Incorporated, a
Massachusetts corporation, and its subsidiaries.

"Vertex" and "NanoWell" are registered trademarks of Vertex, and "E-VIPR", "Flying Reagent Dispenser” or "FRD", "GenomeScreen,”
"Screening Iland" and "Topol ogy-Compensating Plate Reader” or "tcPR" are trademarks of Vertex. "Agenerase” is aregistered trademark of
GlaxoSmithKline. "Prozei” is atrademark of Kissei Pharmaceutical Co.,Ltd. "GeneBLAzer", "Vivid" and "PhosphoryLIGHT" are trademarks
assigned by Vertex to Invitrogen Corporation. 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 Form10-K contains some forward-looking statements. Forward-looking statements give our current
expectations or forecasts of future events. Y ou can identify thesestatements by the fact 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 words and

termsof similar meaning in connection with any discussion of future operating or financial performance. Inparticular, these statementsinclude,
among other things, statements relating to:

our business strategy;

our predicted development and commercial timelines;
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the selection, development and approval of our products;

the establishment, development and maintenance of collaborative partnerships;

prrt v S8 bman 2003, EDGAR Online, Inc.




our ability to identify new potential products;

our ability to achieve commercia acceptance of our products,

our ahility to scale up our manufacturing capabilities and facilities;

the potentia for theacquisition of new and complementary technologies, resources and products;

our projected capital expenditures; and

our liquidity.

Any or al of our forward-looking statementsin this Annual Report may turn out to be wrong. They can be affected by inaccurate assumptions
we 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
materialy. A more detailed referenceto our forward-looking statements can be found under "Forward-looking Statements' in Item 7 of this
Annual Report.

We also provide a cautionary discussion of risks and uncertainties under "Risk Factors' in Iltem 1 of thisAnnual Report. These arefactors that
we think could cause our actual resultsto differ materialy from expected results. Other factors besides those listed there could also adversely
affect us.
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PART I

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,
neurological disorders and genetic diseases. Our research 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 has reached the market, the HIV protease inhibitor Agenerase (amprenavir). We have one product, 908 (GW433908 or VX-175),
for which a New Drug Application (NDA) is pending with the U.S. FDA, and we have atotal of 15 drug candidates in clinical or preclinical
development. Vertex is currently devel oping approximately half of thesedrug candidates independently and half with pharmaceutical partners.

Weintend to concentrate our independent development and commercialization effortson certain products for high-value markets where Vertex
can effectively reach large patient populations with a sales force focused on specialists. At the same time, we are collaborating with partnersto
develop and market other Vertex-discovered products for selected major therapeutic areas. We believe this two-pronged approach will provide
uswith the opportunity to build long-term value for Vertex shareholders and create the greatest number of product development opportunities
for Vertex. In 2003, we are focusing internal development efforts on five major programs for which we presently retain most or al of the
downstream commercial rights. These development programs are: V' X-148, our second generation IMPDH inhibitor for the treatment of
psoriasis, VX-702, our second generation p38 MAP kinase inhibitor for the treatment of acute and chronic inflammatory diseases; VX-563, a
small molecule modulator of gene expression with potential application in genetic disorders; VX-765, a second generation | CE inhibitor for
chronic and acute inflammatory diseases; and V X-950, asmall molecule inhibitor of hepatitis C virus protease. Based on clinical activities
planned or underway for 2003, we expect to have clinical data in hand by theend of this year which will help us to select two drug candidates
from thisportfolio as priority candidates for clinical development and commerciaization by Vertex inthe U.S.

Partnerships remain a key component of Vertex's corporate strategy. We have collaborations with Aventis, GlaxoSmithKline, Kissel, Novartis,
Schering AG (Germany), Serono 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 through these partnerships, whichwe expect will generate significant downstream
economic benefit to Vertex in the form of increased milestone payments, product revenuesand royalty payments. We currently have drug
candidates in clinical development under collaborations with GlaxoSmithKline and Aventis. In December, 2002, GSK submitted regulatory
applications for market approval of 908 in the United States and Europe. With our partner Aventiswe have demonstrated clinical proof of
mechanism of pralnacasan (V X-740), anovel oral drug, in the treatment of rheumatoid arthritis, and haveinitiated a Phasell proof of concept
clinical study of pralnacasan in osteoarthritis. We anticipate that Aventiswill initiate a Phasel Ib study of pralnacasan in rheumatoid arthritis
during the first half of 2003.

Collaborations also are fueling progressin our early-stage pipeline. In 2002, as part of our broad research and development collaboration with
Novartis, signed May2000, Vertex selected three novel small molecule kinase inhibitorsfor preclinical development. We aso have drug
candidates in preclinical development under our collaboration with Serono. We have additional research programs underway, and additional
novel Vertex drug candidates targeting bacterial gyrase, specific kinases and proteases could enter preclinical studies withinthe next 12months.
These drug candidates may have application in the treatment of bacterial or viral infection, cancer, inflammation and neurological diseases.

1
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Recent advances in biological understanding, including the complete sequencing of the human genome, have elucidated a wide array of
biological targets and mechanisms that could be modulated by novel small molecule drugsfor the treatment of disease. We have dedicated a
substantial portion of our research organization to pursue what we believeis a highly efficient and proprietary approach to discovering novel
drugs directed at the most relevant of these targets and mechanisms. Our approach organizes and prioritizes targets within gene families, which
are groups of geneswith similar sequences that code for structurally similar proteins. This approach essentially clusters targets according to
how they interact with chemical inhibitors, and allows usto use high-throughput screening technologies, informatics and medicinal chemistry to
rapidly identify drug-like classes of compoundsin paralel for multipletargets. In concert with this approach, we usea variety of biological and
chemical methodol ogies that interrogate the function of newly discovered proteins in order to focus our drug discovery and development efforts
on the most promising targets within the most promising gene families. We believe that our systematic application of thisdrug discovery
approach isincreasing the speed and efficiency of drug design efforts directed at novel biological targets, and is securing valuable intellectual
property for usin gene familiesof interest. Ultimately, we believe that our use of thisapproach will result in the development and market
introduction of many major new drugs.

We are presently applying our expertise in drug discovery to focus on the protein kinase, protease, caspase, and ion channel gene families, four
areas in which we believe we can apply our drug design expertise to create product candidates that address a variety of sizable therapeutic
indications. Our collaboration with Novartis could provide us up to $800million in pre-commercial paymentsto discover, develop and
commercialize up to eight kinase inhibitorsfor thetreatment of arange of diseases, including cancer, cardiovascular diseases, and inflammatory
diseases. The financial and technological support provided by Novartis hasenabled usto expand both our infrastructure and our drug discovery
effortsin the protein kinase gene family. Technology and expertise acquired through our acquisition of Aurora Biosciences Corporation in
July2001 have led to a significant expansion of our drug discovery effortsdirected at ion channels, a mgjor class of membrane-bound drug
targets, and other target classes. We now have a substantial drug discovery organization focused on these target-rich gene families operating at
our San Diego, CA site. We are employing a number of proprietary technologies that enhance our drug discovery effortsin these gene families
including our E-VIPR system, a highthroughput electophysiology systemfor usein our ion channel drug discovery program, and Screening
Island, which includes our Topology-Compensating Plate Reader (tcPR) and Flying Reagent Dispenser (FRD). We anticipate establishing new
collaborations with magjor pharmaceutical companies in order to help provide the funding and resources needed to support these and other drug
discovery efforts.

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 into commercialization. We also expect to license and acquiretechnologies, resources and products that have the potential to
strengthen our drug discovery platform, product pipeline and commercial capabilities.

The Company's internet address is www.vrtx.com. The Company'sannual reports on Form10-K, quarterly reports on Form10-Q, current reports
on Form8-K, and all amendmentsto those reports are available to you free of charge through the "Investors" section of our website as soon as
reasonably practicable after those materials have been electronically filed with, or furnished to, the Securitiesand Exchange Commission.

Product Pipeline

Vertex hasa broad pipeline of novel, small molecule drug candidates targeted at areas of high unmet medical need. We have concentrated our
independent development and commercialization efforts on certain products for high-value marketswhere Vertex can effectively reach large
patient populations with asales force focused on specialists. At the same time, weare collaborating with partners to develop and market other
Vertex-discovered products for selected major therapeutic areas. We believe this two-pronged approach will provide uswith the opportunity to
build long-term value for
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Vertex shareholders and create the greatest number of product devel opment opportunities for the Company.

VERTEX-DRIVEN PROGRAMS

Drug Candidate

Clinical Indications Phase Company With

I nfectious Disease

Marketing Rights
(Region)

Merimepodib Chronic hepatitis C I Vertex (Worldwide)

(VX-497)

VX-950 Chronic hepatitis C Preclin Vertex (Worldwide)

Inflammation and Autoimmune Disease

VX-148 Psoriasis; autoimmunediseases I Vertex (Worldwide)

VX-702 Acute Coronary Syndromes; I Kissal (Japan); Vertex
Inflammatory diseases (R.O.W.)

VX-944 Autoimmunediseases I Vertex (Worldwide)

VX-765 Inflammatory diseases Preclin Vertex (Worldwide)

VX-850 Inflammatory diseases Preclin Vertex (Worldwide)

Genetic Disorders

VX-563

Multiple indications

PARTNER-DRIVEN PROGRAMS

Drug Candidate

I nfectious Disease

VX-175
(GW433908,
908)
VX-385

VX-799

Clinical Phase
Indications
HIV NDA/
MAA
filed
HIV |

Sepsis Preclin

Inflammation and Autoimmune

Disease

I Vertex (Worldwide)

Company With
Marketing Rights
(Region)

GlaxoSmithKline (Worldwide except Far East); Vertex
(Far East), co-promote (U.S. and E.U.)

GlaxoSmithKline (Worldwide except Far East); Vertex
co-promote (U.S. and E.U.)

Serono (Europe, Vertex profit sharing in U.S.)*; Vertex
(ROW.))
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Estimated U.S.
Patient Population
In Millions
(Disease I ndication)

2.7 (HCV)
2.7 (HCV)

2.7 (Psoriasis)
1.9 (ACS)

NA
NA
NA

NA

Estimated U.S.

Patient
Population
In Millions

(Disease
Indication)

0.9 (HIV)

0.9 (HIV)

0.7 (Sepsis)



Pralnacasan Rheumatoid arthritis (RA); Il

(VX-740) osteoarthritis (OA); other inflammatory
diseases

Cancer

VX-528 Oncology Preclin

VX-680 Oncology Preclin

Neur ology

V X-608 Stroke and other neurological diseases Preclin

Development option

Research Programs

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 numerous drug candidates into development in

the next several yearsthat arebased on this ongoing research.

GENE FAMILY/TARGET CLINICAL INDICATIONS

Aventis (Worldwide); 2.1 (RA);
Vertex co-promote (U.S. and 21 (OA)
E.U)

Novartis (Worldwide)*; NA

Vertex co-promote (U.S. and

E.U.)

Novartis (Worldwide)*; NA
Vertex co-promote (U.S. and

E.U.)

Novartis (Worldwide)*; 0.7
Vertex co-promote (U.S. and annually
E.U.) (Stroke)

COMPANY WITHMARKETING RIGHTS
(REGION)

Kinases Cancer; inflammatory diseases; Novartis(Worldwide); Vertex
neurodegenerative diseases co-promote (U.S. and E.U.)

Proteases/Caspases Neurological, inflammatory, Serono (Europe, Vertex profit
cardiovascular andviral diseases sharingin U.S.)*; Vertex

(ROW.)

lon channels Pain; cancer; inflammatory diseases; Vertex (Worldwide)
cardiovascular diseases; metabolic diseases

GPCRs Pain; high blood pressure; asthma Vertex (Worldwide)

Bacteriadl DNA gyrase B Bacterid infections Vertex (Worldwide)

HCV protease (2 nd HepatitisC Vertex (Worldwide)

generation)

Neurorestorative Agents Neurodegenerative disorders

Vertex retains rights in the protease gene family except for certain targets and compounds covered in existing collaborations

EGAF

— Faalfdalia

Schering AG (E.U.; Vertex profit
sharingin U.S))
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Commercial Product and Clinical Development Programs

Our first product, Agenerase, received accelerated approval from the FDA in April1999 and waslaunched in May1999. We have one product,
908, for which an NDA is pending with the U.S. FDA, and anMAA is pending in the European Union. We have atotal of 15drug candidates in
clinical and preclinical development to treat viral diseases, inflammation, cancer, autoimmune diseases, neurological disorders, and genetic
disorders.

VERTEX-DRIVEN DEVELOPMENT PROGRAMS
I nfectious Disease Programs
Hepatitis C Virus I nfection

Vertex isdeveloping two drug candidates that target hepatitis C virus (HCV) infection by different mechanisms. The most advanced compound
ismerimepodib (VX-497), currently in Phasell development. Merimepodib targets hepatitis C indirectly through theinhibition of the human
enzyme inosine 5'-monophosphate dehydrogenase (IMPDH). The second compound, VX-950, isin preclinical development. It targets the
hepatitis C virus directly, by inhibiting the hepatitis C viral protease enzyme.

IMPDH Program: Infectious Diseases

Cdlls require adequate nucleotide levelsto sustain RNA and DNA synthesis. Nucleotides can be made available for nucleic acid synthesisvia
two distinct pathways, the "salvage pathway" and " de novo synthesis." Using the salvage pathway, cellsrecycle nucleosides derived from
breakdown of nucleic acids, whereas with de novo synthesis the purine or pyrimidine ring systems of the nucleotides are assembled ina
stepwise manner. The enzyme IMPDH catalyzes an essentia step in the de novo biosynthesis of guanine nuclectides, namely the conversion of
inosine 5'-monophosphate (IMP) to xanthosine 5'-monophosphate.

Different cell typesrely on these two pathwaysof nucleotide biosynthesis to varying degrees. Cells that proliferate relatively rapidly, such as
lymphocytes and virus-infected cells, often rely more on the de novo pathway because they require more nucleotides than can be provided by
the salvage pathway. This observation makesenzymes of the de novo pathway, such asIMPDH, an attractive target for pharmacol ogical
intervention aimed at selectively inhibiting proliferation of such cells.

Vertex isdeveloping novel, oraly administered inhibitors of IMPDH, targeting the treatment of both viral and autoimmunediseases. Our most
advanced IMPDH-inhibiting compound, merimepodib, hasdemonstrated 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 November1999, we
announced preliminary data from a Phase 11 clinical trial of merimepodib indicating that merimepodib, when given as monotherapy to HCV
patients who were unresponsiveto prior treatment with interferon-alpha, waswell tolerated and appeared to reduce levels of serum alanine
aminotransferase, a marker of liver inflammation, in HCV patientstreated for 28days.

We conducted a Phase Il study of merimepodib combined with interferon-alphain treatment-nave patients with HCV infection in order to
assess the safety, tolerability and clinical activity of thiscombination. The viral load data from thisstudy showed a trend toward enhanced
antiviral activity in patients given one of two doses of merimepodib combined with interferon as compared to patients receiving interferon
alone. Thisisconsistent with an additive antiviral effect mediated by merimepodib, when given in combination with interferon-alpha. Recent in
vitro data generated by Vertex demonstrates that merimepodib also has an additive antiviral effect in combination with pegylated interferon and
ribavirin. In 2002, we initiated a triple combination Phase Il study of merimepodib with pegylated interferon and ribavirin. The study was
designed to establish the safety of the triple
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combination. Itisa6-month study, withan optional 6-month extension phase for patients who have responded to treatment. In addition, we will
look for evidence of an additive antiviral effect for merimepodib when combined with pegylated interferon and ribavirin. The enrollment period
for this study is complete. We expect to provide an update on the status of thisdevelopment program in the second half of 2003.

We have two additional IMPDH inhibitors, VX-148 and V X-944, in development, targeting autoimmune and oncology indications. More
information on VX-148 and V X-944 is available in the section titled " Autoimmune Diseases,”" beginning on pages8.

Weretain al commercial rightsto merimepodib and second generation compounds resulting from our IMPDH research and devel opment
program.

Hepatitis C Protease Program

In 2001, Vertex andEli Lilly selected VVX-950, a potent, oral HCV protease inhibitor, for preclinical development. In the first quarter of 2003,
Vertex announced that it had restructured itscollaboration with Eli Lilly and now holds worldwiderights to VX-950. Based on preclinical work
begun in 2002, we expect to begin Phase | clinical development of VX-950 in the second half of 2003. We believe that VVX-950 is among the
first reported drug development candidates of a new class of antiviral drugs being studied to inhibit hepatitis C NS3-4A protease, an enzyme
considered essentia for HCV replication. We believe that therapeutics such as VX-950 which directly target viral replication may significantly
increase the number of patients that achieve a complete viral response, in whichthe virusis cleared fromthe body permanently. VX-950 has
shown promising resultsin cellular assaysand preclinical studies. VX-950 has the potential to become a first-in-class therapeutic and could
provide an important treatment advance for individuals with chronic HCV infection. We have ongoing drug discovery efforts in the area of
HCV proteaseinhibitors and we planto select one additional drug candidate in the next 12months. We hold worldwide rightsto VX-950 and all
other second-generation HCV protease inhibitorsdiscovered in our collaboration withEli Lilly.

Background: Hepatitis C

Identified in 1989, hepatitis C virus (HCV) causes chronic inflammation in the liver. Inamgjority 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. Sources at the Centers for Disease Control and Prevention (CDC) have estimated that approximately 2.7million
Americans, or more than 1% of the population, are chronically infected withHCV, and the World Health Organization (WHO) estimates that
there are as many as 185million chronic carriers of thevirus worldwide. Currently, thereis no vaccine available to prevent hepatitis C infection.
The current standard treatment of hepatitis C viral infection isa combination of pegylated interferon-alphaand ribavirin. At present, however,
approximately 50% of patients still fail to show long-term sustained response to pegylated interferon-alphalribavirin combination therapy. Asa
result, new safe and effective treatment options for HCV infection are needed.

Inflammation and Autoimmune Disease

I nflammatory Disease

Interleukin-1 b Converting Enzyme Program

Vertex is conducting research and development on inhibitors of interleukin-1 b converting enzyme (ICE; caspase-1) for the treatment of acute
and chronic inflammatory conditions. We are collaborating with Aventis S.A. in the development of thelead I1CE inhibitor compound,
pralnacasan (VX-740). Vertex hasindependently continued research into second generation I CE inhibitors, as well as other caspase inhibitors.

In 2000, we advanced V X-765, an ICE inhibitor representing a chemical class distinct from pralnacasan, into preclinical development.
Preclinical datareported in 2001 showed that
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V X-765 reduces inflammation and cytokinelevels in animal dermatitis and arthritis models. We expect to begin Phasel clinical studies of
V X-765 in the second quarter of 2003. We hold worldwide rights to VX-765 and other compounds emerging from our second generation | CE

inhibitor research program. For more information on I CE inhibitors, see the Interleukin-1 b Converting EnzymeProgram section of
"Partner-Driven Programs' below.

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
rolein regulating the cytokines TNF-alphaand IL-1 b . We have extensive pre-clinical and clinical experience withp38 MAP kinase inhibitors,
which have the potential to be a powerful and broadly useful new class of oral anti-inflammatory drugs. The objective of our research
collaboration with Kissei wasto identify and extensively evaluate compounds that target p38 MAP kinase to develop novel, orally active drugs
for the treatment of inflammatory diseases, such as rheumatoid arthritis, asthma, Crohn's disease, certain hematologic disorders, congestive
heart failure, and neurological diseases such as stroke. We and Kissel selected VX-745 as a drug devel opment candidate in 1998. 1n 2001, we
obtained what webelieve isthefirst clinical "proof of principle" data correlating inhibition of p38 MAP kinasewith a significant
anti-inflammatory effect, although we subsegquently suspended development of V/X-745 based on adverse neurological effect findings in long-
term, high dose studiesin one of two species of animals. We have refocused our p38 MAP kinaseinhibitor development efforts with Kissel
around a second generation compound, V' X-702, which does not cross the blood brain barrier and represents a chemical classthat is distinct
from VX-745. We also have athird p38 MAP kinase inhibitor, VX-850, whichisin preclinical development.

In June2002, we initiated a Phase | clinical study of VX-702. The double-blind, placebo-controlled, randomized clinical trial was designed to
test the safety, tolerability, pharmacokinetics and pharmacodynamicsof VX-702 in single and multiple doses in healthy volunteers.

Vertex expectsto begin Phase Il development of VX-702 in the second quarter of 2003. Asanovel p38 MAP kinase inhibitor, VX-702 would
be expected to have benefit in avariety of diseases whereinflammation plays an essential role. We intend to explore the potential of VX-702in
avariety of disease settings and have made a strategic decision to advance the clinical development of VX-702 in both acute and chronic
disease indications. The initia focus of the Phase Il program will be aimed at the use of VX-702 in acute coronary syndromes (ACS). ACSisa
broad term that includes unstable anginaand certain types of myocardial infarctions. We expect to provide further information on our
development strategy for VX-702, including plans for a chronic indication, in the first half of 2003.

We have collaborated with Kissei on the discovery and development of novel p38 MAP kinase inhibitorssince 1997. The research portion of

our collaboration with Kissei was completed in 2000. Under the agreement with Kissel, we hold development and commercid rightsin the
United States and Europe for our p38 MAP kinase inhibitors. Kissei holds development and commercial rightsin Japan and certain Asian
countries for VX-745 and VX-702, but not VX-850.

Background: p38 MAP Kinase Inhibitors for Inflammatory Disease

The mitogen-activated protein (MAP) kinases areafamily of structurally-related human enzymesinvolved inintracellular signaling pathways
that enable cells to respond to their environment. When activated, the p38 MAP kinase triggersproduction of the cytokinesIL-1, TNF-apha,
and IL-6. Excesslevelsof 1L-1 and TNF-alpha are associated with a broad range of acute and chronic inflammatory diseases. We believe that
an oral cytokine inhibitor such as VX-702 or V X-850 has significant dosing advantages over other available therapies.

The central role of inflammationin many cardiovascular diseases has been well established in scientific literature. Specifically, inflammation is
being increasingly recognized asa key component of the overall process in the development of coronary artery disease and particularly acute
coronary syndromes. The p38 MAP kinase enzyme regul ates the production of key proinflammatory cytokines
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implicated in the pathogenesis of ACS, including tumor necrosis factor-alpha (TNF-alpha), interleukin-1 b (IL-1b ) and interleukin-6 (IL-6). As
apotential once-daily therapy addressing a novel target for ACS, VX-702 could provide afirst-in-class approach to complement current
therapies for thisdisease, which affects nearly 1.9million individuals inthe U.S. each year.

We are aware of several other companies that are developing p38 MAP kinaseinhibitors, and competition could also come from other drugs, in
development or approved, that have different mechanisms of action for treating rheumatoid arthritis and other inflammatory diseases.

Autoimmune Diseases
IMPDH program

We are independently developing novel, orally administered inhibitors of the enzymeinosine 5'-monophosphate dehydrogenase (IMPDH),
targeting the treatment of both autoimmune diseases and cancer. In 2000, we designated two second-generation IMPDH inhibitors, VX-148 and
V' X-944, as drug devel opment candidates. VX-148 and VV X-944 are chemical compounds structurally distinct from merimepodib, discussed
above under theheading "IMPDH Program: Infectious Diseases'. VX-148 and VVX-944 are in Phase 1| and Phase | devel opment, respectively.

In December2002, we initiated a Phase Il clinical trial with VVX-148 for the treatment of moderate to severe psoriasis. The Phasell double
blind, randomized, placebo-controlled study will evaluate two different doses of VX-148in 75 psoriasis patients who will be treated twicedaily

(BID) for 12 weeks, with a 12-week follow-up period. The primary objective of the study is to evaluate the safety, tolerability and
pharmacokinetics of VX-148. The secondary objective isto preliminarily evaluate theclinical activity of VX-148, asassessed by various

accepted measures of clinical outcomesfor psoriasis treatment evaluation.

Weaso initiated a Phase | clinical trial of VX-944 in healthy volunteers in November2002. The primary objective of this study will be to
evaluate the safety, tolerability, and pharmacokinetics of V X-944 compared to placebo.

IMPDH isavalidated target for immunosuppressive drug devel opment as evidenced by the presence of two marketed drugs that function
through the inhibition of thisenzyme:

Mycophenolate mofetil (MMF, or CellCept), the prodrug ester of mycophenolic acid, hasbeen developed and approved for the
prevention of acuterejection in kidney, heart, and liver transplantation when usedin combination with steroids and cyclosporin A
(CsA).

Mizoribine (Bredinin) is approved in Japan for multipleindications, including prevention of rejection after renal transplantation,
idiopathic glomerulonephritis, lupus nephritis, and rheumatoid arthritis.

Based on the broad role of IMPDH in the regulation of immunesystem activity and cell growth, we believe that VX-148 and V X-944 havethe
potential to treat a wide variety of autoimmune diseases including such diseases as psoriasis, multiple sclerosis and rheumatoid arthritis, aswell
as many hematological and solid tumors.

Genetic Disorders

In thefirst quarter of 2003, Vertex began aPhase | clinical trial of VX-563, an oral, small molecule modulator of gene expression that has
potential application in sickle cell disease and other genetic disorders. The primary objective of the study isto evaluate the safety, tolerability
and pharmacokinetics of VX-563 compared to placebo. VX-563 has been tested in vitro , and in vivo in anima models, for several disease
indications including sickle cell disease and Huntington's disease.

V X-563 isthought to exert its effects pleiotropically, and we areworking to better understand its exact mechanism of action in particular
disease states. One mechanism that appears to be important is
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the inhibition of histone deacetylation. Histones are small proteinsthat bind tightly to DNA and play a crucial role in the packing and folding of
DNA into the nucleus. The acetylation state of histones can modulate gene expression, and V X-563 has been 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 a variety of
experimental systems, suggesting that VX-563 may have therapeutic potential for thetreatment of sicklecell disease. Current treatments for
sickle cell disease are ineffective and often require a multi-disciplinary program including antibiotics, pain management, intravenous fluids,
blood transfusion, and surgery. Hydroxyurea is the only chronic drug therapy commonly used to treat sicklecell disease. Due to safety
concerns, hydroxyurea is currently only used in patients with severe disease.

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

PARTNER-DRIVEN DEVELOPMENT PROGRAMS
I nfectious Disease Programs

HIV/AIDS Program (GlaxoSmithKline)

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 expertisein structure-based drug design. Agenerase received regulatory
approva intheU.S. in April1999, and it is now marketed worldwide. GlaxoSmithKlineis marketing Agenerase worldwide except for the Far
East. We co-promote Agenerase in the U.S. and Europe. In Japan, we collaborated with Kissei Pharmaceutical Co.,Ltd., in the development of
amprenavir, which issold by Kissei under thetrade name Prozei ™. Kissel received approval for amprenavir under a specia fast-track initiative
by the Ministry of Health and Welfare in Japan in September1999. Amprenavir's market launch as Prozei followed shortly thereafter. We
receive royalties on sales of amprenavir by GlaxoSmithKline and Kissei. We aso supply amprenavir bulk drug substance to Kissei. We believe
that approximately 15,000 patients in 51 countries worldwidetake Agenerase as part of combination therapy for the treatment of HIV.
Agenerase's share of HIV proteaseinhibitor prescriptions in the U.S. was approximately 6.2% as of December31, 2002.

Agenerase has been approved for once-daily use based on data that demonstrates that the protease inhibitor ritonavir significantly boosts levels
of Agenerasein the bloodstream in both once-daily and twice-daily dosing regimens. Co-administration of protease inhibitors withritonavir has
become progressively morefrequent in clinical practice as a strategy for achieving maximum antiviral activity, reducing the likelihood of
treatment failure (viral breakthrough), and loweringthe overal pill count for patients. As of December2002, 60% to 70% of Ageneraseused in
the United States was estimated to be in combination with ritonavir.

908 (VX-175)

Our second HIV protease inhibitor, 908 (also known as VX-175) is being developed by our partner GlaxoSmithKline aspart of our
collaboration with them.

908 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. In view of the large number of pills that HIV-infected patientstypically require
daily as part of combination drug regimens, the dosing benefit of 908 could provide a material increase in physician
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acceptance of and patient compliance with this product as compared to currently marketed protease inhibitors. VX-175 wassynthesized at
Vertex and then selected for development by GlaxoSmithKline.

Our partner GlaxoSmithKline has conducted and substantially completed a state-of-the-art Phase 111 clinical program for 908. This pivotal
program included trialsin both treatment-nave and treatment-experienced patients. The first study (NEAT) compared 908 to nelfinavir in
treatment-nave patients. The second study (SOLO) compared 908 in combination with ritonavir, administered once-daily, to nelfinavir in
treatment-nave patients. The third study (CONTEXT) evaluated both once-daily and twice-daily dosing of 908 in combination with ritonavir,
compared to lopinavir/ritonavir, in treatment-experienced patients. Inall of these studies, patients received reverse transcriptase inhibitors as
part of the combination regimen. In 2002, Vertex and GlaxoSmithKline reported that the NEAT and SOL O studies met their endpoints at 48
weeks, and that the CONTEXT study met its endpoints at 24 weeks. Based on data collected from al three pivota trials, 908 demonstrated
good tolerability. On December20, 2002, GlaxoSmithKlinefiled a New Drug Application (NDA) with the U.S. Food and Drug Administration
(FDA) and a Marketing Authorization Application (MAA) in the European Union (E.U.) for marketing approval of 908in the U.S. and E.U.
The submissions for registration included data from more than 1,100 treatment-nave and treatment-experienced patients who participated in the
Phase I11 trials. The FDA hasinformed GlaxoSmithKline that the NDA covering 908 has been accepted for filing and that 908 will receive a
standard review. We have been informed by GlaxoSmithKline that its collection and submission of certain additional data requested by the
FDA regarding 908 is proceeding asplanned. We expect that 908 can be approved and launched in the U.S. in the fourth quarter of 2003.

Datafrom the Phaselll clinical program was presented at various medical conferences in 2002 and 2003. In the NEAT trial, 66% of 166 HIV
positive patients achieved an undetectable viral 1oad with 908, compared to 51% of 83 patients taking nelfinavir. In the SOL O study, 68% of
322 HIV-positive patients achieved undetectable viral 1oad with 908/ritonavir compared to 65% of 327 patientstaking nelfinavir. The
preliminary 24-week data from the CONTEXT study has shown similar efficacy responsesin both the 908/ritonavir regimens and the
lopinavir/ritonavir regimen, meeting the primary endpoint of non-inferiority in thestudy at 24 weeks. Datafrom the three pivotal trials has
shown that theincidence of adverse eventswas low in 908 treatment groups.

908 will offer important new benefits as well as retaining many of thefavorable properties associated with amprenavir including:

ahalf-life which alows for convenient twice-daily dosing and provides high levels of thedrug in the bloodstream,;

ability to be dosed once daily when co-administered withritonavir;

ability to be dosed effectively with or without food, providing convenience for patients;

well tolerated;

relatively low levelsof cross-resistance to other protease inhibitors; and

afavorable lipid profile.

GlaxoSmithKlineis developing 908 and has marketing rights in the United States, Europe and certain countries of the Far East. We currently
hold the option to develop and commercialize 908 in Japan. We also have a co-promation option in the United States and the European Union,
and we will receive royalties on any salesof 908 by GlaxoSmithKline. We also retain rights to supply bulk drug substance to GlaxoSmithKline.
VX-385

In 2001, GlaxoSmithKline advanced into preclinical development athird novel, oraly available HIV protease inhibitor discovered by Vertex,
V' X-385 (GW640385). In November2002, we announced

10

meres o SO irssss 2003, EDGAR Online, I nc.




that GlaxoSmithKIine had begun Phase | evaluation of V X-385. We expect that GlaxoSmithKlinewill continueclinical development of this
compound in 2003. VVX-385 is the third drug candidate that GlaxoSmithKline and Vertex have advanced into development as part of an
ongoing collaboration to develop and commercialize HIV protease inhibitors. VX-385 is chemically distinct from Agenerase, 908, and other
currently marketed protease inhibitors.

Background: Treatment of HIV/AIDS

Infection with HIV leads to AIDS, a severe, life-threatening impairment of theimmune system. The World Health Organization (WHO)
estimatesthat approximately 36.1millionindividuas worldwide areinfected with HIV. The U.S. Centers for Disease Control estimates that
there are 980,000 patients in the United States 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 non-infectious viral particles. Currently, more than 174,000 of the HIV patientsreceiving drug
treatment in the U.S. take at least one Pl. The market for HIV Plsishighly competitive, with seven different Pls vyingfor a share of the market.
Worldwide sales of HIV Pls wereestimated at more than $1.6billion in 2002, and U.S. salesaone wereestimated at morethan $950million in
2002.

There are now four classes of antiviral drugsapproved for the treatment of HIV infection and AIDS: nucleoside reverse transcriptase inhibitors
(NRTIs), such asAZT and 3TC; non-nucleoside reverse transcriptase inhibitors (NNRTIS), such as efavirenz; the fusion inhibitor enfuvirtide;
and PlIs, including Agenerase.

Sepsis (Serono; Taisho)

In 2001, Vertex advanced V X-799, a small molecule caspase inhibitor, intopreclinical development targeting thetreatment of sepsis. Sepsisis
alife-threatening bacterial infection of the bloodstream that overwhelmsthe 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 and death. A potent caspase
inhibitor may have the potential to provide a powerful treatment option for sepsis patients. Sepsis affects approximately 700,000 individualsin
the U.S. each year and an additional 1.2million in Europe and Japan. Sepsis results in an estimated 200,000 deaths each year.

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

Background: Caspases and Sepsis

Caspases are afamily of 11 enzymesthat play roles in numerous biological processes, including programmed cell death (apoptosis) and
inflammation. More information on caspases is available in the section titled "Caspase Program" on pagel5. V X-799 has produced encouraging
resultsin an apoptosis-dependent model of organ failure and several models of bacterial-induced sepsis. VX-799 may also have the potential to
treat other diseases in which increased caspase activity is implicated.

11

meres o SO irssss 2003, EDGAR Online, I nc.




Inflammation and Autoimmune Disease

I nflammatory Disease
Interleukin-1 b Converting Enzyme Program (Aventis)

We are conducting research and development on inhibitors of interleukin-1 b converting enzyme (1CE; caspase-1) for thetreatment of acute and
chronic inflammatory conditions. We are collaborating with Aventis S.A. in the development of thelead |CE inhibitor compound, pralnacasan
(VX-740), and Aventis isinvestingto develop pralnacasanin parallel for both rheumatoid arthritis and osteoarthritis. InJanuary2003, Aventis
began a Phase |1 proof-of-concept study of pralnacasan in patients with osteoarthritis. The study will evaluate 400 patientstreated with
pralnacasan or placebo for 12 weeks. The study isintended to enable VVertex and Aventisto evaluate the safety and efficacy of pralnacasanin
osteoarthritis patients. We expect that Aventiswill begin a Phase 11b study of pralnacasan in patients with rheumatoid arthritisin the second
quarter of 2003.

In 2002, Aventis completed a 250 patient Phase I1a study in rheumatoid arthritisto evaluate clinical activity using standard measures of
response to treatment, including the American College of Rheumatology (ACR) response criteria, which measureimprovement in patient- and
professionally-reported disease severity and activity. Data fromthe Phase Ilaclinical trial demonstrated that treatment with pralnacasan was
well tolerated and led to positive anti-inflammatory effects in patients with rheumatoid arthritis. More specifically, the Phase I1adata
demonstrated that:

Patients receiving pralnacasan exhibited a dose-dependent trend towards improvement in signsand symptoms of disease as measured
by ACR20 response rates after 12 weeks.

Patients receiving 1200 mg/day of pralnacasan in the intention-to-treat population exhibited ACR20 response rates of 44% compared
to aresponse rate of 32.7% in the group receiving placebo.

In post-hoc subset analyses, both patients receiving stable concomitant methotrexate (MTX) treatment for >6months and patients not
receiving concomitant MTX treatment exhibited statistically significant, dose-dependent improvement in ACR20 response rates with
pral nacasan treatment.

Patients receiving the higher dose of pralnacasan (1200 mg/day) had statistically significant reductions in theinflammatory
biomarkers C-reactive protein, erythrocyte sedimentation rate, and serum amyloid A.

Treatment with pralnacasan enabled patientsto reduce their concomitant corticosteroid therapy.

Pralnacasan waswell tolerated. The incidence of dose limiting adverse events (AEs) were similarly distributed among treatment
groups overal. The most common AESs judged to be treatment-related were mild to moderate diarrhea and nausea, whichwere seenin
<5% of the study population and were generally unrelated to dose.

In 2000, Aventis completed a Phase Ila 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 the production of interleukin-1b, a cytokine
that plays arole in inflammation and tissue damage. A Phase | clinical trial of thecompound, completed by Aventisin 1999, showed that the
compound waswell-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, aswell as anexclusive option for certain other compounds discovered under
our previous research collaboration with Aventis. We will receive milestone paymentsfor successful development of pralnacasan in rheumatoid
arthritis, as well as for each additional indication for whichit is developed (including osteoarthritis). Additionally, we will receive royaltieson
any sales of pralnacasan and Aventiswill partially fund a Vertex co-promotion effort inthe U.S.
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Background: ICE Inhibitors for Inflammatory Disease

ICE (caspase-1) is an enzymethat controls therelease of active interleukin-1 beta (IL-1 b) (one of two formsof IL-1) and IL-18 fromwhite
blood cells into the bloodstream and withintissues. IL-1 b and IL-18 are cytokinesthat mediate a widerange of immuneand inflammatory
responsesin many cell types. Early in theinflammatory process, IL-1 b isreleased from whiteblood cells, initiating a complex cascade of
events that results in inflammation and tissue damage. 1L-18 is an important factor in the activation of lymphocytes, atype of whiteblood cell.
Elevation of IL-1 band IL-18 levels has been correlated withdisease statesin a number of acute and chronic inflammatory diseases.

Rheumatoid arthritis (RA) isthe lead indication for the pralnacasan development program. In patients withRA, increased activity of IL-1 b and
IL-18 isobserved in joint tissues during disease flare-ups, and IL-1 b and I1L-18 areknown to activate osteoclasts, acell type important in bone
erosion characteristic of rheumatoid arthritis.

There are more than 6million patients withRA worldwide, including approximately 2.1millionin the United States. The main drugs currently
used to treat RA arenon-steroidal anti-inflammatory drugs (NSAIDs) such as Motrin (ibuprofen) and Celebrex (celecoxib). These drugsare
palliative—they relieve pain and swellingbut do not reverse or prevent the progression of the disease. Methotrexateis a disease-modifying drug
that iswidely used, but its use is associated with side effects that include liver toxicity. Even whentolerated well, over the long term many
patients become unresponsive to methotrexate. Newer therapiesincluding Enbrel (etanercept) and Remicade (infliximab) provide a strong
rationale for a new kind of disease-modifying therapy that involves inhibition of the cytokinetumor necrosis factor (TNF) apha. In 2001
Kineret (anakinra) became thefirst therapy approved for RA targeting thecytokine IL-1 b . However, these newer agentsare injectable, and can
be inconvenient and painful to administer. We believe that awell tolerated oral cytokine inhibitor such as pralnacasan may have significant
commercial advantages.

Osteoarthritis (OA) isthe second indication for which pralnacasan is being developed. The inflammatory response plays alarge role in the joint
damage characteristic of OA, and increased cytokine activity has been observed in OA. Specifically, IL-1 bisakey driver of pathology in OA,
and animal models provide a strong rationale for pursuing IL-1 b modulation for the treatment of OA.

OA, adegenerative joint disease, isthe most common form of arthritis, afflicting more than 240million patients worldwide, including more than
21million inthe United States alone. Onset generally occurs after middle age, and as the disease progresses, it causes theloss of cartilage,
damageto bone, formation of bonespurs, and inflammation of the soft tissues. OA may aso occur in jointsthat have suffered previous injury,
have been subjected to prolonged heavy use, or have been damaged by prior infection or inflammatory arthritis. Patients with OA experience
pain, tenderness, swelling and progressive loss of mobility. OA iscurrently treated with over-the-counter drugs aswell as palliative treatment
such asNSAIDS and COX-2inhibitors. These drugs do not address the underlying progressive joint destruction, while patients with more
severe cases may become candidates for partial or total joint replacement surgery.

Vertex and Aventis scientists began collaborating in 1993 to discover and develop orally available inhibitors of ICE. Our design effortswere
based on thethree-dimensional atomic structure of 1CE, which wassolved by Vertex researchersin 1994. Asthe result of an extensive, jointly
conducted synthesisand research program, pralnacasan was selected asa development candidate in 1997. We believe that pralnacasan isthe
only specific ICE inhibitor to be advanced into clinical trialsand isthe most advanced oral cytokine inhibitor in devel opment.
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RESEARCH PROGRAMS
Vertex Drug Design Platform and Drug Discovery Strategy

We believe that our integrated drug design approach hassignificantly enhanced our ability to discover and develop small molecule drugs
directed at biologicaly complex targets, including novel targets identified in genomic research. Our approach has been validated through our
collaborations and successin moving drug candidatesinto clinical trials.

Integrated Drug Design Approach. Our drug design platform integrates advanced biology, biophysics, chemistry, automation and information
technologies in a coordinated and simultaneousfashion throughout the discovery process. The goal of thisinterdisciplinary integrationisto
increase the speed and certainty of drug discovery and development. Early in the drug design process, we focus on qualitiesthat are critical to
the successful development of orally-available small molecules, including sufficient potency, oral bioavailability, adequate pharmacokinetics
and 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 successin competitive areas of drug discovery.

Focused Drug Discovery in Target-Rich Gene Families. Vertex has pioneered a novel approach to drug discovery in target-rich gene families.
Our approach organizes and prioritizes targets within gene families, which are groups of genes with similar sequences that code for structurally
similar proteins. This approach essentially clusters targets according to how they interact with chemical inhibitors, and alowsus to use
high-throughput screening technologies, informatics and medicinal chemistry to rapidly identify drug-like classes of compoundsin parallel for
multipletargets. In concert withthis approach, we use a variety of biological and chemical methodologies that interrogate the function of newly
discovered proteins in order to focus our drug discovery and development efforts on the most promising targets withinthe most promising gene
families. We believe that our systematic application of thisdrug discovery approach is increasing the speed and efficiency of drug design efforts
directed at novel biological targets, and is securing valuable intellectual property for us in gene families of interest. Ultimately, webelieve that
our use of this approach will result in the devel opment and market introduction of many major new drugs.

Target-Rich GeneFamily Drug Discovery Programs

We have four major research programs in target-rich gene families. These research programs utilize our focused drug design approach in the
kinase, caspase, protease, and ion channel gene families. We believe that our integrated approach and our proprietary technologiesallow usto
rapidly identify appropriate chemical side chains for these scaffolds that will provide specificity for a particular target of interest withina
cluster of related protein targets.

Kinase Program

We have a broad-based drug discovery effort targeting the human protein kinase family, which consists of approximately 500 members. Protein
kinases areenzymes that play a key 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. Kinase activity has been implicated in most major diseases, including
cancer and autoimmune, inflammatory, cardiovascular, metabolic, and neurological diseases. Thus, kinasescan be ideal targets for therapeutic
intervention. The clinical success of theoncology drugs Gleevec (Novartis) and Iressa (AstraZeneca) offer examples of how small molecule
kinase inhibitors can be tailored to address specific diseases.

In May 2000 we entered into an agreement with Novartis PharmaAG to collaborate on the discovery, development and commercialization of
small molecule drugsdirected at protein kinases. The support provided by Novartis is enabling us to further expand both our infrastructure and
paralel drug
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design efforts withinthis family. The collaboration addresses all human protein kinases excluding a small number of targets for which the two
companies had substantial efforts underway prior to initiation of the agreement. For example, the p38 MAP kinase, excluded from our Novartis
collaboration, isthe molecular target for the Vertex drug candidates VX-702 and V X-850, which are in different stagesof clinical development
for inflammatory disease.

In 2002, we selected three novel, small molecule kinase inhibitors from our program with Novartisfor preclinical and clinical development.
VX-528 isasmall molecule inhibitor of Aurorakinases, which are three closely-related proteins required in rapidly dividing cells. Inhibition of
Aurora kinase activity witha small molecule may provide ameans of slowing or reversing the uncontrolled cell growth observed in cancer.
VX-680 isa potent small molecule inhibitor of Aurora kinasesand of FLT3 kinase. More than 30% of patients with acute myel ogenous
leukemia (AML) have activating mutationsof FLT3. ThusV X-680 could provide therapeutic benefits for solid tumors and for hematol ogical
malignancies including AML. We also selected VX-608, a small molecule inhibitor of GSK3- b kinase. In June, 2001 we reported the
3-dimensional atomic structure of GSK3- b. Vertex researchers have developed proprietary information on the function of GSK3- b in the
onset and progression of stroke, and have used that information to design and optimize VX-608. V X-608 has demonstrated broad activity in
reducing tissue damage and improving outcomes in several preclinical models of stroke.

Vertex hasadvanced drug discovery efforts underway targeting several additional, undisclosed kinase targets, including targets that play arole
in the development and progression of cancer, inflammation and cardiovascular disease. As part of our kinaseresearch program, we have
designed numerous kinase inhibitors that have demonstrated pharmacodynamic activity in animal models of diabetes, cancer, restenosis, and
stroke.

The infrastructure created over thefirst 3 years of the Novartis/Vertex collaboration has enabled a parallel approach to drug discovery in the
kinase gene family. This unique approach hasVertex poised for continued productivity. Over the next five years, we envision advancing a
significant number of kinase inhibitorsinto clinical development targeting multiple therapeutic aress.

Caspase Program

Caspases are a subfamily of proteases that play specific roles in apoptosis and inflammation. The human caspase family presently includes 11
structurally related enzymes. We are designing novel small molecule inhibitors of selected caspase enzymetargets to treat a variety of diseases
in which inflammationand apoptosis play arole. Our scientistsare applying the expertise gained through our successful design and
optimization of ICE inhibitors. We applied our knowledgeof 1CE and other caspases to the design of VX-799, a small molecule caspase
inhibitor with the potential to treat sepsis, and we anticipate selecting an additional small molecule caspase inhibitor drug candidate for clinical
development in the coming years. VX-799 is currently in preclinical development.

All cells have the ability to self-destruct via a tightly-regul ated pathway known as apoptosis in response to certain signals. Apoptosisis an
essential component of numerous biological processes, including tissue remodeling and immune systemregulation. When not properly
regulated, apoptosis can have damaging effects and contribute to 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 stroke and myocardial ischemia, and neurodegenerative disorders
such asAlzheimer'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 cells and tissues. Vertex research teams have solved thethree-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 medicinal and computational chemistry tools, Vertex
scientists made rapid progressin thedesign and
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synthesis of multiple lead classes of compounds. Our caspase research effort reflects the implementation 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 1CE (caspase-1). In November1999, we began collaborating with Taisho Pharmaceutical Co.,Ltd. to discover, develop, and
commercialize other caspase inhibitors in Japan and certain Far East markets. In December2000, we entered into a collaboration with Serono
S.A. to discover, develop, and market caspase inhibitorsin other territories, including North America, where we have the option to establish a
joint venture with Serono.

lon 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 proprietary technologies. The ion channel gene family contains numerous
druggable 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 blockers for the treatment of hypertension, and lamotrigine and
carbamezepine which are sodium channel inhibitors for the treatment of epilepsy, provide a strong rationale for developing drugs targeting ion
channels. Important targets for arange of therapeutic indications are potentially found across all ion channel subfamilies. Vertex will utilize its
expertise in assay development and screening to advance discovery efforts withinthis family. We also have extensive experience in the
development of proprietary and highly sensitive instruments which detect changes in a cell membrane's electrical potential due to ion channel
activity. We are developing next generation ion channel screening technology to enable the discovery of ion channel modulators with
appropriate drug-like characteristics. Within the next 18 monthswe expect to select novel small molecule drug candidates from thisprogram for
preclinical devel opment.

Protease Program

We aso have a drug discovery effort targeting both human and viral proteases. The protease gene family consists of approximately 400
proteases that play arole in many different diseases. As in our kinase program, we are using an approach that leverages structural similarity to
create chemical scaffolds applicable to arange of protease targets. Weintend to leverage our expertisein proteasesto discover and develop
additional drug candidates targeting membersof the protease family.

Vertex hasbroad experience across the protease family and has successfully designed drug candidates targeting aspartyl, cysteine, and serine
proteases, representing three of the four protease subfamilies. Our efforts targeting HIV protease (an aspartyl protease) have resulted in one
marketed drug, Agenerase, andtwo additional drugs in clinical development, including 908, which has a pending NDA filed with the U.S. FDA.
Vertex, together with Aventis, Serono and Taisho have pioneered research and development effortsto design drugs targeting caspases (which
are cysteine proteases). Our lead drug candidate targeting caspase-1, pralnacasan, isnow in abroad Phasell development program. We aso
have two additional drug candidates targeting caspases in development. In 2003, Vertex expectsto advance VX-950, aninhibitor of HCV
protease (aserine protease), into Phase | development. We believe our extensive experiencein proteases will alow us to design additional
drugs targeting protease enzymes that have high clinical and commercial potential.

Additional Gene Families

We plan to utilize our proprietary gene family-based platform and experience in structure-based drug design to pursue targets in additional,
medically important gene families. We have exploratory efforts underway in g-protein coupled receptors (GPCRs), nuclear receptors and
phosphatases.
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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 bacteria replication process. DNA gyraseinhibitorsalready 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 various treatment settings. Existing gyrase
inhibitors, which work by interacting withthe gyrase A subunit, achieved worldwide sales of nearly $4billionin 2001. Incontrast, we are
targeting thegyrase B subunit, and specifically the ATP-binding site that is highly conserved across multiple species of bacteria. We have
discovered a class of molecules that also shows activity against the highly similar parE subunit of topoisomerase 1V, another essential bacterial
enzyme. These dual gyrB/parE inhibitorsnot only appear to be potent in preclinical testing, but may also be less susceptible to the devel opment
of drug resistance, amajor and growing problem with marketed antibiotics. We are currently optimizing this dual inhibitor class and plan to
select aclinical candidate in 2003.

Neurological Diseases
Background: Neurological Diseases

Neurodegenerative disorders are among the diseases with the fewest available effective treatments. Central nervous systemdisorders such as
Alzheimer's disease, Parkinson's disease and multiple sclerosis affect millions of patients worldwide, and for some of these there are no
approved therapiesthat alter the course of disease progression. Peripheral neuropathies encompass a wide spectrumof clinical syndromesfor
which treatments of only limited efficacy are available.

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 developing various neurotrophic factors (proteins) for these indications, but we believe that
their clinical utility is likely to be limited because of the difficulty of thedelivery of protein drugs to nervous systemtissues. Based on our
extensive research in thefield of immunosuppressive drugs, we have generated a large number of compounds, known as neurophilin ligands or
neurophilin compounds, that improve outcomes in various models of neurological diseases. Extensive invitro and in vivo studies conducted
with a reference compound designed by Vertex support the broad potential of our neurophilin ligandsin thetreatment of degenerative central
nervous system and peripheral nervous systemdiseases. 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
neurorestorative agents for the treatment of avariety of neurological disorders. During 1999, we announced that orally administered neurophilin
compounds discovered at Vertex, including compoundsthat 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 canimprove
outcomes in animal models of peripheral neuropathies. We continue to characterize the potential of compounds from this program in a variety
of neurological disease models. We have used anintegrated drug design technique to synthesize alibrary of orally available small molecule
compounds that have the potential to prevent nerve damage or improve recovery following nerve injury. Some compounds have been chosen
for amore detailed investigation with the objective of selecting compounds for preclinical development in the future.
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Key Components of Our Technology Platform

We have created an integrated technology platform which 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 averages for the pharmaceutica industry. Since our inception in 1989, we have advanced more than 15 drug candidates into
development directed at biologically complex targetsin areas of unmet medical need. Selected technologies include:

Genomics and Bioinformatics. To further our paralel drug design strategy, weplace a great emphasis on collecting, annotating, and organizing
scientific information from both public and private sources. This information can be from scientific sources (biological, genomic, chemical, or
clinical) and from patents. We have developed proprietary software to help scientists access andlearn from thisinformation.

Functional Genomics. We use a number of functional genomicstechniques, such as gene knock-out mice, to help guide target selection and test
the potential of chemical compoundsin disease models. Site-directed mutagenesisis used to identify critical residues for drug interaction in the
active site of amolecular target. Our patented GenomeScreen technology allows us to identify and validate targets by scanning the genome of
living human cellsand identifying those genes activated or repressed in variousdisease states. We have used GenomeScreen to assist usin
mapping gene activation and cell signaling pathwaysand in characterizing poorly understood cellular processes. We a so use antisense, SRNA,
dominant negative cell lines, and other biological approachesto better characterize therole played by specific targets in cellular processes.

Biophysics. One of our core strengthsis the generation of atomic structural information on molecular targets using X-ray crystallography and
nuclear magnetic resonance (NMR) spectroscopy to guide design and optimization of lead classes of drugs. Recent improvementsin protein
production and automated liquid handling have dramatically increased our ability to perform parallel crystallization trials. 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 guidethe evaluation and selection of compounds
for synthesis. During our virtual ("in silico") screening process, in excess of one billion compounds can be evaluated in one day to select several
hundred or several thousand candidate compounds for synthesis and screening. Thesein silico toolsenable usto analyzelibraries of compounds
for their potency, cell permeability, solubility, and other physical and biological propertiesrelevant for drug design. Based on experimental
results, new information is added to the process and the cycleis repeated. By using proprietary algorithms to sort and filter compounds for
specific properties, our chemists can focus on synthesizing compounds that are more likely to lead to the rapid identification of development
candidates.

Medicinal and combinatorial chemistry. Medicinal chemistry expertise isakey part of our drug discovery process. Medicinal chemists visually
evaluate each compound that emerges through in silico 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. We employ a number of approaches designed to 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 metabolismand
toxicological studiesand in vivo assessment of leads in predictive animal models, provide greater certainty that a compound will have the
desired properties of an oral drug.
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Assay Development. We have premier capabilities in assay development and screening that allow usto rapidly generate large numbersof high
quality lead compounds and drug candidates acrossal major gene families. We conduct several hundred assays per year, and are utilizing our

assay devel opment to develop novel proprietary assaysto establish the ADME/toxicology profiles for compoundsin our screening library. We
believe that our assay capabilities allow usto gain useful information about our compounds early in the discovery process, which furthers
research productivity.

Assay Technologies. Our assay development and screening platform is built upon a number of capabilities and gene reporter technol ogies, such
as green florescent protein (GFP) and beta lactamase, to which we acquired rights through our 2001 acquisition of Aurora Biosciences
Corporation. A key technology for the assay development platformis beta lactamase, which enables fluorescence-activated cell sorting, and is
readily adapted to a broad range of target classes. Vertex continues to find useful applications of beta-lactamase, such as GenomeScreen.

High-Throughput Screening. Vertex significantly enhanced its chemical management and screening capabilities with the acquisition of Aurora
Biosciences Corporation. These capabilities include aspects of the proprietary ultra high-throughput screening (UHTSS) system which
integrates compound management, plate replication with miniaturized screening, hit (potential lead) identification and follow-up. The ultra
high-throughput capability is achieved through the use of our NanoWell assay plate, which contains 3,456 wellsin a standard microplate
footprint. Assaysfor most enzyme and receptor targets are conducted in this format.

lon Channel Platform. Our patented universal ion channel technology platform, includes the VIPR (Voltage/l on Probe Reader) and VIPRII
subsystems, proprietary voltage sensor probes and assay methods. This platform facilitates the rapid generation of screening assays and the high
throughput screening of ion channel targets by optically measuring changesin membrane potential in live cellsin anautomated, microtiter plate
format. Vertex has developed advanced proprietary applications of these technol ogies which enable high-throughput, mechanistic studies of
compound action on ion channels. These applications include the development of our E-VIPR platform which enables optical membrane
potential assays for detecting activity of rapidly gating channels, such as certain voltage-gated channels.

Corporate Collaborations

We have entered into corporate collaborations with pharmaceutical companies that provide financial 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
following major corporate collaborations:

Novartis Pharma AG

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 kinaseprotein family. Under the agreement, Novartis agreed to pay us up to approximately
$600million in pre-commercia payments, comprised of a $15million up-front paid upon signing of the agreement, up to $200million in product
research funding over six years and up to approximately $400million in further license fees, milestone paymentsand cost reimbursements.
These further amounts are based on the devel opment of eight drug candidates. We are responsible for drug discovery and clinical
proof-of-concept testing of al drug candidates. Under our agreement, Novartishas also created a $200million loan facility to support our
clinical studies, which we may draw down in amounts of up to $25million for each drug candidate. The loans are interest free and Novartis will
forgive the full amount of any advances with respect to a particular drug candidate if Novartis accepts the drug candidate for further
development under our agreement. During 2002 we drew a $5million advance against the loan facility to support our early development efforts
related to a particular drug candidate. Novartis will have exclusive worldwide devel opment, manufacturing and marketing rightsto clinicaly
and commercialy
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relevant drug candidates that it accepts from usfor development. Wewill 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. Upon one year's written notice,
Novartis may terminate this agreement without cause, effective no earlier than May, 2004.

Aventis SA.

In September 1999, we entered into an expanded agreement with Hoechst Marion Roussel (HMR) covering the development of pral nacasan.
HMR and Rhone-Poulenc Rorer merged to form Aventis in December1999. Aventis has an exclusive worldwidelicense to develop,
manufacture and market pralnacasan, as well as an exclusive option for certain other compounds discovered aspart of the research
collaboration between HMR and usthat ended in 1997. Aventiswill fund the development of pralnacasan. We may co-promote the product in
the United States and Europe and will receive royaltieson global sales, if any. Under the agreement, Aventishaspaid us a$20million up-front
payment for prior research costs, and has agreed to pay usup to $62million in milestone paymentsfor successful development by Aventis of
pralnacasan in rheumatoid arthritis, the first targeted indication. Milestone payments are also due for each additional indication. Aventis
initiated a Phase lla clinical study of pralnacasan in osteoarthritisin January 2003. The agreement also provides that Aventiswill partially fund
a Vertex co-promotion effort in the U.S. Aventis has theright to terminate thisagreement without cause upon six months written notice.
Termination by Aventiswill end any license wehave granted Aventis under the agreement.

GlaxoSmithKline

In December 1993, we entered into a collaboration with GlaxoSmithKline covering theresearch, development and commercialization of HIV
protease inhibitors, including Agenerase (amprenavir), 908 (an amprenavir prodrug), and V X-385, a chemically distinct protease inhibitor.
GlaxoSmithKline has exclusive rights to devel op and commercialize our HIV protease inhibitors in all parts of the world except the Far East
and pays usaroyalty 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 $42million, comprised of a
$15million up-front license payment paid in 1993, $14million of product research funding over five yearsand $13million of development and
commercialization milestone payments for an initial drug candidate. We have received the entire $42million and in 1999 began receiving
royalties on sales of Agenerase. GlaxoSmithKlineis also obligated to pay usadditional development and commercialization milestone
paymentsfor subsequent drug candidates, including 908 and V X-385. In the fourth quarter of 2002 wereceived a milestone payment of
$1.5million from GlaxoSmithKline in connection with the submission of an application for marketing approval for 908 in the U.S. and the
European Union. Inaddition, GlaxoSmithKlineis requiredto bear the costs of development in itsterritory under the collaboration.

GlaxoSmithKline has the right to terminate its agreement with us without cause upon twelve months notice. Termination of the agreement by
GlaxoSmithKline will relieve it of its obligation to makefurther commercialization 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 (now owned by Pharmacia/Pfizer) patent applications
claiming HIV protease inhibitors, to permit Vertex and GlaxoSmithKline to devel op, manufacture and market Agenerase and 908 free of the
risk of intellectual property claimsby Searle. The termsof the license require usto pay Searle aroyalty on net sales.

Serono SA.

In December 2000, we entered into a collaboration with Serono S.A. to discover, develop, and market caspase inhibitors. The Agreement
covers caspase inhibitors other than certain ICE inhibitors
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and related compounds which are the subject of our agreement with Aventis described above. Under the termsof the agreement, we could
receive up to $95million to support and expand our drug discovery activitiesin the caspase protein family, including milestone payments as
drug candidates move through development. We have received $5million in up-front paymentsfor prior research, and could aso receive up to
$20million in research funding, some of which has been paid, over the fiveyear agreement term. We could also receive up to $70millionin
milestone paymentsfor the successful development and commercialization of one or more drug candidates. The two companies will share
development costs. We have the option to establish ajoint venture with Serono for the commerciaization of products in North America, where
we will share marketing rights and profitsfrom the sale of drug products. Serono will have exclusive rights to market caspase inhibitors in other
territories, excluding Japan and certain other countries in the Far East, and will pay us for supplies of drug substance. Serono hasthe right to
terminate the agreement without cause upon 90days written notice, effective at July1, 2004.

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's research program funding obligations
ended in thethird quarter of 2002, and its development options with respect to compounds generated in thisprogram ended in February 2003.
Taisho haspaid the full amount required to be paid by it under the program but hasnot elected to bring any compounds into development inits
territory.

Schering AG (Germany)

In August 1998, we entered into a collaboration with Schering AG covering the research, development and commercialization of nove, orally
active neurophilin ligand compounds to promote nerve regeneration for the treatment of a number of neurological diseases. Vertex and
Schering AG have an equal role in management of neurophilin ligand research and product development. The agreement provided that Schering
AG would pay usup to $88million, comprised of a $6million up-front payment made upon signing in September1998, $22million of product
research funding over five yearsand up to $60million of development and commercialization milestone payments. Research funding under this
agreement concluded in the fourth quarter of 2002, andwe received thefull amount of research funding specified in the agreement. Schering
AG has an option exercisable until February24, 2004 to designate a compound or compounds for 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. In
addition 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 theright to manufacture and market any commercialized compoundsin
Europe, the Middle East and Africa, and will pay us aroyalty on any product sales. Schering AG has theright to terminate the agreement
without cause upon six months' written notice.

Kissai Pharmaceutical Co.,Ltd.

HIV Protease Inhibitors. In April1993, we entered into a collaboration with Kissel covering the development of amprenavir, our HIV protease
inhibitor. Kissei hasexclusive rightsto develop and commercialize amprenavir in Japan and will pay usaroyalty on sales. We are responsible
for the manufacture of bulk drug substance for Kissei. Under the collaborative agreement, Kissel agreed to pay us up to $20million, comprised
of $9.8million of product research funding over threeyears, $7million of development and commercialization milestone paymentsand a
$3.2million equity investment upon signing the agreement. We have received the full amount of research funding specified under the
agreement.
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p38 MAP Kinase. In September1997, we entered into a collaboration with Kissei to identify and develop compounds that target p38 MAP
kinase. We are collaborating with Kissei in the development and commercialization of VX-702, anovel, oraly active p38 MAP kinase inhibitor
for the treatment of ACS and inflammatory diseases. Kissel has exclusive rightsto develop and commerciaize VX-702 in Japan and certain
Southeast Asian countries, and semi-exclusive rightsin China, Taiwan and South Korea. We retain exclusive marketing rightsin the United
States, Canada, Europe, andthe rest of theworld. Inaddition, we will have theright to supply bulk drug material to Kissei for salein its
territory, and will receive royaltiesand drug supply paymentson any product sales. Under the termsof the agreement, Kissei agreed to pay us
up to $22million, comprised of a $4million up-front license payment paid in September1997, $11million of product research funding over three
yearsand $7million of development and commercialization milestone payments. Additionally, Kissel agreed to pay certain development costs.
The research program ended on June30, 2000, and we have received thefull amount of research funding specified under the agreement. Kissel
has theright 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. In December 2001, together with Eli Lilly, we selected V X-950 for development. In December 2002, we
restructured our agreement with Eli Lilly ending theresearch collaboration approximately six months early and granting us worldwide rights to
compounds identified during the collaboration. We will lead development and commercialization of VX-950. Wewill pay Eli Lilly aroyalty on
future product sales of VX-950 and other HCV proteaseinhibitor compounds.

Discovery Tools and Services
Overview

We acquired Aurora Biosciences Corporation and its subsidiary PanV era Corporation (PanVera) in July2001. At thetime of the acquisition,
Aurorawasin the business of developing and commercializing core technologiesto accelerate the discovery of new medicines, including a
broad portfolio of proprietary fluorescence assay technologies and screening platforms designed to provide an integrated solution for drug
discovery. Fluorescence assay technologies developed and commercialized by Aurora include GeneBLAzer™, GenomeScreen™, Vivid™ and
PhosphoryLIGHT™ technologies, as well as abroad collection of fluorescent proteins. Auroras screening platformsinclude its ultra
high-throughput screening system, the UHTSS 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™ subsystem. Aurora
produced and sold proteins, and provided protein cloning, expression and purification servicesthrough PanVera. Aurora also provided target
discovery, assay development, screening and other services to its customers.

Asof Julyl, 2002, we began to commercialize Aurora instruments and services, together with PanVera's reagents and probes business, under
the namePanVera LLC. PanVera LLC's core business includes commercialization of fluorescence assay technologies, assay development
services, the manufacture and sale of proteins, reagents and probes and the development and sale of instrumentation systems. The former
Aurora sitein San Diego, now operating under the name Vertex Pharmaceuticals (San Diego) LLC (Vertex San Diego), focuses mainly on
pharmaceutical drug discovery. Vertex San Diego has retained exclusive rights to certain proprietary research tools, including particularly the
E-VIPR systemand certain voltage sensor probes, for usesolely in pharmaceutical research. We also retained freedomto operate and innovate
under all technologiestransferred to PanVera LLC for commercialization.
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On February 4, 2003, Vertex and PanVera LLC entered into an Asset Purchase Agreement with Invitrogen Corporation, pursuant to which
Invitrogen agreed to purchase certain assetsof PanVera LLC, including certain biochemical and cellular assay capabilities andits commercial
portfolio of proprietary reagents, probes and proteins, for approximately $95million in cash plus the assumption of certain liabilities. The
disposition did not include theinstrumentation system assets. The sale was completed on March28, 2003. In connection with the sale we have
agreed with Invitrogen that we may use in our drug discovery activities, but will not engagefor aterm of five yearsin the business of providing,
reagents, probes or assay development services. We will also purchase a minimumof $3million of products annually from Invitrogen for three
years after the completion of thesale.

The instrumentation business formerly conducted by Auroraand PanVera LLC will now be conducted under the name Auroralnstruments
LLC.

I nstruments

Our patented ion channel technology platform, whichincludes the VIPR subsystem, itsproprietary voltage sensor probes and voltage ion probe
reader, was first released in 1997. This platform facilitates the rapid generation of screening assaysand the high-throughput screening of ion
channel targets by optically measuring changesin membrane potential in live cells in an automated, microtiter plate format. Our
second-generation voltage ion prabe reader, the VIPR 11 subsystem, is capable of screening in 96-well and 384-well microplate formats, witha
significant increase in throughput over theoriginal VIPR subsystem. Because our ion channel technology platform focuses on changesin
membrane potential, it isa universa platform that isindependent of the particular ion being transported by the target channel. Itis applicable to
the majority of ion channel families, including voltage-gated and ligand-gated potassium, sodium, calciumand chloride channels, as well as
other types of channels. We are also developing other instruments that we believe will significantly impact the productivity of our drug
discoveries effort. Our Flying Reagent Dispenser (FRD) performs automated, high-speed, accurate liquid dispensing for stand-alone, benchtop
applications using high-density plate formats. The Topology-Compensating Plate Reader (tcPR) providesfast, multi-channel ratiometric
fluorescence reading on high-density assay plates. Accuracy is enhanced by adapting the opticsto thetopology of each plate, compensating for
small differences intopology ("warping") from one plate to the next. The multi-tip piezo dispenser delivers nanoliter to microliter volumes with
very high accuracy for reformatting compound libraries and other liquid stocks. The automated liquid handler can handle any combination of
plates from 96 to 3,456-wells per plate.

We continue to develop instrumentsto enable the decentralization of screening and dose response work in cell-based and biological based
assays. Screening Island | (SS), the first stage of this deployment, enables the unattended screening of »100,000 compoundsin a 10 hour time
period. It contains two FRDs, two incubators for mamalian cell culture or assay incubation, and a high speed dual channel fluorescent reader.
The instrument package isintegrated with commercially available scheduling software and a high precision laboratory scalerobot. The SS| was
first put into servicein February2002. Screening Island Il isthenext generation instrument that is designed to have an integrated, miniaturized
chemical handling feature. Asdesigned, the system will enable the preparation of dosed screening plates from aminiaturized library of
chemical samples contained in nanoplates.

E-VIPR isVertex's proprietary ion channel screening technology which usesfluorescent probes and waves of electrical stimulation to study ion
channels. E-VIPR provides an automated, high-throughput platform with which we can obtain data of comparable quality to patch clamping at
speeds up to athousand times faster. E-VIPR can be used to study both fast and slow channel activity andto study state dependence, a
phenomenon in which compounds bind preferentially to certain conformations of channels. E-VIPR can be used to study mechanism of action
as well as to determine the selectivity of compoundsfor specificion channels. With respect to voltage-gated channels, electrical stimulation
eliminates the need for the addition of liquids and pharmacological modifiers which often distort the native conformation and activity of ion
channels.
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Some of our instrumentsare available commercially through our wholly-owned subsidiary Aurora Instruments LLC.
Intellectual Property

We vigorously pursue patents to protect our intellectual property. Asof December31, 2002, we owned, inwholeor in part, 130 issued U.S.
patents and 204 pending U.S. patent applications covering proprietary technologiesand intellectual property within our discovery and
development programs, as well asforeign counterpartsin many other countries. We werealso exclusively licensed to 19 additional issued U.S.
patents and 14 pending U.S. applications, as well as foreign counterparts thereof. As of the same date, our subsidiary PanVera LLC owned or
exclusively licensed anadditional 33 issued U.S. patents and 25 pending U.S. applications as well as foreign counterparts thereof covering their
technologies. Upon the sale of certain assets of PanVera LLC on March28, 2003, we transferred to the buyer of those assets all of PanVera
LLC'srightsto the patentsand patent applications related to those assets, and entered into non-exclusive licenses permitting us freedom to
operate under the PanVera LL C patents and patent applications solely in the research field and to fulfill existing obligations.

We actively seek, when appropriate, protection for our products and proprietary information by meansof United States and foreign patents,
trademarks and contractual arrangements. Inaddition, 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 targets, compounds we
are devel oping to modulate those targets, and methods of using those compounds, we have several patents and pending patent applications
directed to proprietary elements of our drug discovery platform. These includea patent application on our SHAPES approach to NMR-based
screening and on theuse of aprotein or a mutant of that proteinto design inhibitors of other related proteins. We have aso 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 compoundsthat bind to atarget of interest, and the interactions required between a compound and atarget of interest.

Much of our technology and many of our processes depend upon the knowledge, experience and skillsof key scientific and technical personnel.
To protect our rightsto our proprietary know-how and technology, we require all employees, consultants and advisors to enter into
confidentiality agreements that prohibit the disclosure of Vertex confidential information to anyone outside Vertex. These agreementstypically
require disclosure and assignment to Vertex of ideas, devel opments, discoveries and inventions made by employees, consultants and advisors.

Patents and Pending Applications

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

issued United States patentsthat 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 an issued patent in the United States and patents and pending applications in other countries claiming 908 and
related compounds. We also have applications pending in the United States and other countries claiming VX-385 and related
compounds.

issued United States patentsthat cover classes of chemical compounds, pharmaceutical compaositions containing such compounds,
and methods of using those compounds to treat or
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prevent IMPDH-mediated diseases. The class of compounds covered by one of these patents includes merimepodib. We aso
have an issued patent in the United States and patents and pending applications in other countries claiming VX-148, V X-944,
and related compounds.

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.AA., in July1997. We aso 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 VX-765 and related compounds.

anissued patent that coversa class of chemical compounds that includes VV X-745, as well asapplications claiming VX-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 also have applications pending in the United States and other countries
claiming VX-702, VX-850, and related compounds.

issued United States patents covering various classes of chemical compounds and their useto treat awidevariety of neurological
disorders.

issued United States patentsand 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,
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 countries claiming VX-799 and related compounds. We also have filed
applications claiming other classes of caspase inhibitorsand have an issued U.S. patent on a mutent caspase target discovered under
our caspase inhibitors program.

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

issued United States patentsand filed applications worldwide claiming inhibitors of multiple kinases, aspart 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
clamswill provide uswith any significant protection against competitive products or otherwise be valuable commercialy. Lega standards
relating to the validity of patents and the proper scope of their claimsin the biopharmaceutica 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.
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Manufacturing

Werely on third party manufacturers and collaborative partnersto produce our compounds for clinical purposes and may do so for commercial
production of any compounds that are approved for marketing. Commercial manufacturing of Ageneraseis being done by GlaxoSmithKline.
Weretain theoption to manufacturea portion of GlaxoSmithKline's requirements for bulk drug substance for Agenerase and its prodrug, 908.
If we were to exercise that option, we would expect to need to rely upon one or more contract manufacturersto manufacture the bulk drug
substance on our behalf.

We have established a quality assurance program 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 andthat it will not be necessary for usto develop internal manufacturing capability in order to successfully
commercialize our products. Our objective is to 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 reasonable terms, we may not be able to commercialize our products asplanned. 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 thetime or expense that
may ultimately be required to improve or modify our existing process technologies, but it is possible that suchtime or expense could be
substantial.

The production of our compoundsisbased in part ontechnology that we believe to be proprietary. We may license thistechnology to contract
manufacturers to enable them to manufacture compounds for us. Inaddition, 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 that
manufacturer or require usto obtain a license from that manufacturer in order to have our products manufactured.

Our subsidiary Aurora Instruments L L C manufactures and supports the UHTSS Platform, the AMCS Platform, the sample distribution system,
and the VIPR |1 at itsfacilitiesin San Diego, California, 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 Specialties,Inc.

Competition

We are engaged in biopharmaceutical fields characterized by extensive research efforts, rapid technological progress and intense competition.
There are many public and private companies, including pharmaceutical companies, chemical companies and biotechnology companies,
engaged in developing productsfor the same human therapeutic applications as those 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 proteaseinhibition, Abbott
Laboratories,Inc., Bristol Myers Squibb, Hoffmann-La Roche, Merck& Co.,Inc. and PfizerInc. have other HIV protease inhibitor drugsin
development or on the market. Many of our
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competitors have substantially greater financial, technical and human resources than ours and are more experienced in the development of new
drugs.

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.

Asan initial 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 is
tested in an animal model. The results of the studies are submitted to the FDA asa part of the Investigational New Drug application (IND)
whichis filedto comply with FDA regulations prior to commencement of human clinical testingin theU.S. For diseases for which no
appropriately predictive animal model exists, no such results can be filed. For several of our drug candidates, no appropriately predictive model
exists. Asaresult, noin vivo evidence of efficacy will be available until such compounds progress to human clinical trials.

Clinical trialstypically are conducted in three sequential phases, athough the phases may overlap. InPhase I, which frequently begins withthe
initial introduction of the drug into 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 |1 typically involves studiesin a small sample of the intended patient population to assess the efficacy and duration of the
drug for a specific indication, to determine dose tolerance and the optimal dose range and to gather additional information relatingto safety and
potential adverse effects. Phase |11 trials are undertaken to further evaluateclinical safety and efficacy in anexpanded patient population at
geographically dispersed study sites, to determine theoverall risk-benefit ratio of thedrug and to provide an adequate basisfor physician
labeling. Eachtrial 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 Institutional Review Board at theinstitution at which the study will be conducted. The
Ingtitutional Review Board will consider, among other things, ethical factors, the safety of human subjects and the possible liability of the
institution.

Datafrom preclinical testing and clinical 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 drugis likely to take a number of years and requirethe
expenditure of substantial resources. Preparing an NDA involves considerable data collection, verification, analysisand expense, and there can
be no assurance that approva will be granted onatimely basis, if at al. The approval process is affected by a number of factors, including the
severity of thedisease, the availability of alternative treatments and therisks 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
approva 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 forth in these regulations, manufacturers must continue to
expend time, money and effort in thearea of production and quality control to ensurefull 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,
state or local agencies.
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Even after initial FDA approval has been obtained, further studies, including post-marketing studies, may be required to provide additional data
on safety andwill be required to gain approval for the use of a product asatreatment for clinical indications other than those for which the
product was initially 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 thedrug products. Further, if there areany 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 develop and manufacture drugs for thetreatment of diseases or conditions
that affect fewer than 200,000 individuals in the United States. Orphan drug status can aso be sought for diseases or conditions that affect more
than 200,000 individualsin the United Statesif the sponsor does not redlistically anticipate its product becoming profitable from salesin the
United States. Under the Orphan Drug Act, a manufacturer of a designated orphan product can seek tax benefits, and the holder of the first FDA
approva of a 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 same
indication, it would not prevent other typesof drugsfrom being approved for the same use.

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

Whether or not FDA approva hasbeen obtained, approval of adrug product by regulatory authoritiesin foreign countries must be obtained
prior to the commencement of commercial sales of theproduct in such countries. Historically, the requirements governing the conduct of
clinical trialsand product approvals, and the time 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 December3l, 2002, wehad more than 980 employees, including approximately 678 in research and devel opment, and 303 in general and
administrative functions. Approximately 75 of these employees werelocated at our U.K. research and development facility, 118 of these
employees were located at our PanVera LL C facility in Madison, Wisconsin, and 235 of these employees were located at our facility in San
Diego. Upon the sale of certain assets of PanVera LLC on March28, 2003, the PanVera LL C employees were hired by the buyer of those
assets, and are no longer our employees. Our scientific staff members (300 of whom hold Ph.D. and/or M.D. degrees, including 21 at PanVera
LLC) 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 arenot covered by a collective bargaining agreement, and we consider
our relations withour employees to be good.
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EXECUTIVE OFFICERSAND DIRECTORS

The names, ages and positions held by our executive officers and directors are as follows:

Name A Position
ge
JoshuaS. Boger, Ph.D. 5 Chairman and Chief Executive Officer
1
Vicki L. Sato, Ph.D. 5 President
4
John J. Alam, M.D. 4 Senior Vice President of Drug Evaluation and Approval
1
LynneH. Brum 3 VicePresident, Corporate Development and Communications
9
lain P. M. Buchanan 4 VicePresident, European Operations;, Managing Director, Vertex
9 Pharmaceuticals (Europe) Limited
Kenneth S. Boger 5 Senior Vice President and General Counsel
6
N. Anthony Coles, M.D. 4 Senior Vice President, Commercial Operations-Pharmaceutical Products
2
lan F. Smith, CPA 3 VicePresident and Chief Financial Officer
7
Barry M. Bloom, Ph.D. 7 Director
4
Roger W. Brimblecombe, 7 Director
Ph.D., D.Sc. 3
Stuart J. Collinson, Ph.D. 4 Director
3
Donad R. Conklin 6 Director
6
Brucel. Sachs 4 Director
3
Charles A. Sanders, M.D. 7 Director
1
Elaine S. Ullian 5 Director
5

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

Dr.Joshua Boger isafounder of Vertex. He has been Chief Executive Officer since 1992 and Chairman of the Board since 1997. He wasour
President from our inception in 1989 until December2000, and Chief Scientific Officer from 1989 until May1992. Dr.Boger hasbeen 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 heheaded both the Department of Medicina Chemistry of Immunology&
Inflammation and the Department of Biophysical Chemistry. Dr.Boger holds a B.A. in chemistry and philosophy from Wesleyan University and
M.S. and Ph.D. degrees in chemistry fromHarvard University. Dr.Boger is the brother of Mr.Kenneth Boger, the Company's Senior Vice
President and General Counsel.

Dr.Sato joined Vertex in September1992 as Vice President of Research and Chief Scientific Officer. She wasappointed Senior Vice President
of Research and Development in September1994 and became President of Vertex in December2000. She served as Chair of the Scientific
Advisory Board from 1992 until December2000. Previoudly, she wasVice 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, AlDStherapy and
cardiovascular therapy from early research into advanced product development. Dr.Sato received an A.B. in biology from Radcliffe College
andA.M. and Ph.D. degrees from Harvard University. Following postdoctoral work in chemistry and immunology at the University of
Cadlifornia at Berkeley and Stanford Medical School, shewas appointed to the faculty of Harvard University in the Department of Biology.

Dr.Alam served as Vice President of Clinical Development of the Company from October1997 until January2001, when he was appointed
Senior Vice President of Drug Evaluation and Approval. Dr.Alam cameto Vertex from Biogen,Inc., where he held a variety of positions from
1991-1997, including Director of Medical Research and Program Executive for Avonex (beta interferon). Prior to joining Biogen, Dr.Alam was
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a Research Fellow at the Dana Farber Cancer Institute and had
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completed an internal medicine residency at The Brigham and Women'sHospital in Boston. Dr.Alam holds an M.D. from Northwestern
University Medical School and a S.B. in Chemical Engineering fromthe Massachusetts | nstitute of Technology.

Ms.Brumjoined Vertex as Director, Corporate Communicationsin 1994 and was Vice President of Corporate Communications of the
Company from 1998 until January2001, when shewas appointed Vice President of Corporate Communications and Market Development. In
December 2001 she was appointed Vice President, Corporate Development and Communications. Ms.Brum came to Vertex from Feinstein
Kean Healthcare, a communications and business consulting practice, where shewas a vice president. Previoudly, she held 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. inbiologica sciences fromWellesley College.

Mr.Buchanan joined Vertexin April1994 from Cilag AG, a subsidiary of Johnson& Johnson based in Zug, Switzerland, wherehe served asits
Regional Licensing Director since 1987. He previously held the position of Marketing Director of BiogenS.A. 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 September2001. He came to Vertex fromthe law firm of
Kirkpatrick& Lockhart LLP , where he was a partner specializing in business and corporate law and wasa member of the firm's Management
Committee. Prior to themerger of Kirkpatrick& Lockhart with the Boston law firm of Warner& StackpoleLLP in 1999, Mr.Boger wasa
partner at Warner& Stackpole, where he served on the Executive Committee from 1988 to 1997. Mr.Boger holdsa B.A. in history from Duke
University, an MBA fromthe Graduate School of Business at the University of Chicago, and aJ.D. from Boston College Law Schooal.
Mr.Boger isthebrother of Dr.JoshuaBoger, the Company's Chairman and Chief Executive Officer.

Dr.Colesjoined Vertex as Senior Vice President, Commercial Operations-Pharmaceutical Productsin March, 2002. He cameto Vertex from
Bristol-Myers Squibb, where he served in avariety of positions since joining BMSin 1996, including Senior Vice President of Strategy and
Policy, Senior Vice President, Marketingand Medical Affairsfor the Neuroscience, Infectious Disease, and Dermatology Division, Vice
President, West Area Sales—Cardiovascular and Metabolic Business Unit for U.S. Primary Care, and Vice President, Cardiovascular Global
Marketing. Prior to joining BMS, Dr.Coles was Vice-President of the Hypertension and Heart Failure Business Group at Merck. Dr.Coles holds
an M.D. degree from Duke University, a Masters Degreein 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 October2001. He cameto Vertex from Ernst& Young, LLP, an
accounting firm, where hehad served as a partner in their Life Science and Technology Practice since 1999. He had various responsibilities in
the accounting, auditing and mergersand acquisitions groups. Mr.Smith initialy joined Ernst& Young's U.K. firmin 1987, and then joined
their Boston officein 1995. Mr.Smith holdsa B.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.

Dr.Bloom hasserved as our director since 1994. He was formerly with Pfizerlnc., as Executive Vice President of Research and Devel opment
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

Pharmaceuticalsinc., Neurogen Corporation and Microbia. Dr.Bloom will retire asa director of Vertex effective asof the 2003 Annual Meeting
of Shareholders.

Dr.Brimblecombe hasserved as our director since 1993. He served as Chairman of Vanguard Medical td. from 1991 to 2000, asChairman of
Core Group plc from 1997-1999, and as Chairman of Oxford Asymmetry International plc from 1997 to 2000. From 1979 to 1990, he held
various Vice
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Presidential postsin SmithKline& French Laboratories research and development organization. He also serves as adirector of several
companies located in Europe, Singaporeand Australia. He holds Ph.D. and D.Sc. degrees in Pharmacology fromthe University of Bristol,
England.

Dr.Collinson joined us as a member of the Board of Directors in July2001. He currently serves as a Partner at Forward Ventures. Prior to our
merger with Aurora in 2001, Dr.Collinson served as the President, Chief Executive Officer and Chairman of theBoard of Aurora. Before
joining Aurora, Dr.Collinson served asa consultant to Aurora from December1998 to May1999 and as Chief Executive Officer of Andaris,Ltd.,
aprivately held biopharmaceutical company, from June1998 to November1998. Prior to Andaris, Dr.Collinson held senior management
positions with Glaxo Wellcome from December1994 through Junel998, 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 from the
University of Oxford, England and his M.B.A. from Harvard University.

Mr.Conklin has served as our director since 1994. He served as Executive Vice President of Schering Plough from 1986 to 1996, whenhe
retired. He also servesas a director of AlfaCellinc. and Ventiv Healthinc.

Mr.Sachs has served asour director since 1998. He currently serves as a General 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 asExecutive Vice President and General Manager of the Internet Telecom
Business Group at Bay Networks,Inc. From 1993 to 1995, he served as President and Chief Executive Officer at Xylogics,Inc.

Dr.Sanders has served as our director since 1996. Heretired in 1994 as Chief Executive Officer and in 1995 as Chairman of Glaxolnc. From
1990 to 1995, he served asa member of the board 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 hasserved on the boards of Merrill Lynch, Reynolds Metals Co. and Morton
InternationalInc. Heis currently a director of Biopure Corporation, Cephalon Corporation, Genentech,Inc., Scios,Inc., and Trimerisinc.

Ms.Ullian hasserved as our director since 1997. Since 1996, she hasserved 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 as President and Chief Executive Officer of Faulkner Hospital. She also servesas adirector of Thermo Electron
Corporation.

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

us and advises uson
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technological matters. The members of the Scientific Advisory Board, whichis chaired by Dr.Mark Murcko, our Chief Technology Officer, are:

Mark Vice President and Chief Technology Officer, Vertex Pharmaceuticals Incorporated.
Murcko,

Ph.D.

Vicki L. Sato, President, Vertex Pharmaceuticals |ncorporated.

Ph.D.

Steven J. Lauraand Isaac Perlmutter Professor, New Y ork University School of Medicine; Director,
Burakoff, New York University Cancer Institute; Director, Skirball Institute of Biomolecular Medicine.
M.D.

Eugene H. Retired Professor of Medicinal Chemistry, College of Pharmacy and Adjunct Professor of
Cordes, Ph.D. Chemistry, College of Literature, Science and the Arts, University of Michigan, Ann Arbor.
Stephen C. HigginsProfessor of Biochemistry, Harvard University; Investigator, Howard Hughes

Harrison, Medical Institute; Professor of Biological Chemistry and Molecular Pharmacology and
Ph.D. Professor of Pediatrics, Harvard Medical School.

Jeremy R. Amory Houghton Professor of Chemistry and Biochemistry, Harvard University.

Knowles, D.

Phil.

Robert T. Tim Gill Professor of Medicine and Head of the Division of Infectious Diseases, University
Schooley, of Colorado Health Sciences Center.

M.D.

Dr. Roger Investigator, Howard HughesMedical Institute; Professor of Pharmacology and Professor of

Tsien, Ph.D. Chemistry and Biochemistry, University of California, San Diego.

Other than Dr.Murcko and Dr.Sato, none of the membersof the Scientific Advisory Board is employed by Vertex, and members may have
other commitmentsto or consulting or advisory contracts with their employersor other entities that may conflict or compete with their
obligations to us. Accordingly, such persons are expected to devote only a small portion of their timeto us. In addition to our Scientific
Advisory Board, we have established consulting relationships with a number of scientific and medical experts who advise uson a
project-specific basis.
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RISK FACTORS

WE DO NOT KNOW WHETHER AGENERASE SALESWILL CONTINUE AT CURRENT LEVELSOR IF 908 SALESWILL BE
AT A LEVEL AT OR ABOVE SALESLEVELSFOR AGENERASE.

Agenerase's share of the worldwide protease inhibitor market may decrease due to competitive forces and market dynamics, including the
launch of 908, whichwe expect could take place in the fourth quarter of 2003. Similarly, 908 may face similar competitive pressures, if it
receives marketing approval from U.S. and foreign regulatory authorities and is commercially launched. Other HIV protease inhibitorsand a
number of other products, including Gilead's Viread, DuPont's Sustiva and 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,
whichmay have better efficacy, fewer side effects, easier administration and/or lower coststhan Agenerase or 908. Moreover, thegrowth in the
worldwide market for HIV protease inhibitors has, to a certain extent, occurred asaresult of early and aggressive treatment of HIV infection
with a protease inhibitor-based regimen. Changesin treatment strategy, in which treatment isinitiated later in the course of infection, or in
which treatment is more often initiated with a regimen that does not include a protease inhibitor, may resultin less useof HIV protease
inhibitors. In addition, theclinical benefit of strategies used by clinicians to boost drug levelsof Agenerase (and possibly 908) by
co-administering other antiretroviral agents may not prove to be effective, or may not result in increased revenues. As aresult, thetotal market
for protease inhibitors, in the U.S. and Europe, may decline, decreasing the sales potential of Agenerase and 908. Further, although we
co-promote Agenerase and will co-promote 908 in theU.S. and key markets in Europe, GlaxoSmithKline directs the majority of the marketing
and sales effortsand we will have little control over the success of those efforts. GlaxoSmithKline has theright to terminate its agreement with
uswithout cause upon twelve months' notice.

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

Asof December3l, 2002, our collaborators and we were conducting clinical development of 8 product candidates resulting from our research
and development programs, including additional clinical trials of 908, merimepodib, pralnacasan, VX-148 and VV X-702, and preclinical testing
of 7 product candidates from these programs. All of the products that we are pursuing will require extensive additional devel opment, 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 asor when anticipated or receive the required regulatory approvals. Moreover,
our products, if introduced, may not be commercially successful. The results of preclinical and initia clinical trials of products under
development by us are not necessarily predictive of results that will be obtained fromlarge-scale clinical testing. Clinical trials of products
under development may not demonstrate the safety and efficacy of such products or result in a marketable product. Inaddition, the
administration alone or in combination with other drugs of any product developed by usmay produce undesirable side effectsin humans.

The failure to demonstrate adequately the safety and efficacy of atherapeutic drug under development could delay or prevent regulatory
approva of the product and could have a materia adverse effect on us. In addition, 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 devel opment candidates that are not partnered.
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IF DELAYSIN PATIENT ENROLLMENT SLOW OUR DEVELOPMENT PROCESSWE MAY LOSE OUR COMPETITIVE
ADVANTAGE OR BE UNABLE 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 isa
function of many factors, includingthe size of the patient population, the proximity of patientsto clinical sites, theeligibility criteria for the
tria, the level of compliance by the clinical sitesto clinical tria protocols, and the availability of clinical trial material. Delaysin patient
enrollment in clinical trials may result in increased costs, program delays or both, which could have amaterial adverse effect on our company.
While dl or a portion of these additional costs may be covered by paymentsunder our collaborative agreements, we bear al of the costsfor our
development candidates that are not partnered. If our clinical trials arenot completed, we may not be able to submit a new drug application. If
we are able to file a new drug application, such application may not be reviewed and approved in atimely manner, if at all.

IFWE DO NOT OBTAIN REGULATORY APPROVAL FOR OUR PRODUCTSON ATIMELY BASIS, OR AT ALL, OUR
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 |aboratory and clinical testing procedures, sampling activities and other costly and time-consuming
procedures. Satisfaction of these requirementstypically can take many years and may vary substantially based upon thetype, complexity and
novelty of the pharmaceutical product. Data obtained frompreclinical and clinical activities are susceptibleto 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, including merimepodib,
pralnacasan, VX-148 and VX-702. It may also delay or prevent thecommercialization of our products, including 908, which are developed and
submitted for approval, for a considerable period of time, impose costly procedures upon our activities and provide competitive advantages to
companies more experienced in regulatory affairs that compete withus. Moreover, evenif approva is granted, such approval may entail
limitations on the indicated uses for which a compound may be marketed. Although wehave been informed by GlaxoSmithKline that its NDA
covering 908 has been accepted by the FDA and that the collection and submission of additional data regarding 908 is proceeding as planned, a
significant delay in marketing approval of 908 could adversely impact our revenues.

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 and Aventis, have rightsto control the planning and execution
of product development and clinical programs. Our collaborative partnersmay exercise their control rightsin ways that may negatively impact
the timing and success of those programs. Our collaborations are subject to termination rights by the collaborators. If any of Novartis,
GlaxoSmithKline or Aventiswere to terminate its relationship with us, or fail to meet its 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 Novartiswere to terminate its collaboration with us before theend of the
research term specified in the contract, we would no longer be eligible to receive milestone payments and reimbursements worth asmuch as
$470million from Novartis. We expect to seek additional collaborative arrangements to provide research support and to develop and
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commercialize our 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 capita 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. As aresult, we may not realize the expected benefits
from these technol ogies. For example, a large 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 continueand may accelerate as the strategies
become morewidely understood. Businesses, academic ingtitutions, governmental agenciesand other public and private research organizations
are conducting research to develop technologiesthat may compete with those we use. Itis possible that our competitors could acquire or
develop technologies that would render our technology obsolete or noncompetitive. For example, a competitor could develop information
technol ogies that accel erate the atomic-level analysis of potential compounds that bind to the active site of a drug target, and predict the
absorption, toxicity, and relative ease-of-synthesisof candidate compounds. If we were unable to access the same technologies at an acceptable
price, our business could be adversely affected.

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.

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 devel oping products for the same indications that we are pursuing in development.
For example, we know of at least 15 drugs in development for HIV, fivedrugs in development for the treatment of hepatitis C infection, and 25
drugs in development for thetreatment of rheumatoid arthritis or psoriasis, by competitors in the pharmaceutical and biotechnology industries.
In order to compete successfully in these areas, we must demonstrate improved safety, efficacy and 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 asGlaxoSmithKline, 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 approval for products more rapidly than we do. If weobtain regulatory
approva andlaunch commercial salesof our products, wewill also compete with respect to manufacturing efficiency and sales and marketing
capabilities, areas in whichwe currently have limited experience.
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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.JoshuaBoger, our Chief Executive Officer, and Dr.Vicki L. Sato, our President. While we have entered into
employment agreementswith Dr.Boger and Dr.Sato, they provide for termination 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, thegrowth of local biotechnology companies and the expansion of major pharmaceutical companies into the Cambridge,
MA area hasincreased competition for the available pool of skilled employees, especially intechnical fields, and the high cost of living in the
Boston and San Diego areas makes it difficult to attract employees from other parts of the country. A failureto retain, as well as hire, train and
effectively integrate into our organization, asufficient number of qualified scientists and professionals would negatively impact our business
and our ability to grow our business. In addition, the level of funding under certain of our collaborative agreements, in particular the Novartis
collaboration, depends on the number of our scientists performing research under those agreements. If we cannot hire and retain the required
personnel, funding received under the agreements may be reduced.

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

We expect that if our clinical candidates continue to progress in development, we continueto build our commercial organization and our drug
discovery efforts continueto generate drug candidates, we will require significant additional investmentin 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 demands and expand our internal organization to accommodate
additional anticipated growth. If we are unable to manage our growth effectively, there could be a material adverse effect on our business.

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. In addition, 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 commercial production. Accordingly, if we arenot able to obtain contract manufacturing from
these third parties on commercially reasonable terms, we may not be able to 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 and 908. As aresult, our collaborators or we may encounter difficulties developing commercial formulations and manufacturing
processes for our drug candidatesthat could result in delaysin clinical trials, regulatory submissions, regulatory approvals and
commercialization of our products.
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IF OUR PATENTSDO NOT PROTECT OUR PRODUCTS, OR OUR PRODUCTS INFRINGE THIRD-PARTY PATENTS, WE
COULD BESUBJECT TO LITIGATION AND SUBSTANTIAL LIABILITIES.

Asof December3l, 2002, wehad 204 patent applications pending in the United States, as well as foreign counterparts in other countries. Our
successwill 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 infringingthe proprietary rights of third parties. We do not know
whether any patents will issue fromany of our patent applications or, even if patents issue or have issued, that theissued claimswill 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 claimsin the biopharmaceutical field arestill evolving, and there isno consistent law or policy regarding
the valid breadth of claims in biopharmaceutical patents or the effect of prior art on them. If we are not able to obtain adequate patent
protection, our ability to prevent competitors from making, usingand selling competing products will be limited. Furthermore, our activities
may infringe the claims of patentsheld by third parties. We are currently contesting a suit filed by Chiron Corporation claiming infringement of
three U.S. patentsissued to Chiron, and a suit filed by Oregon Health Sciences University claiming part ownership of four of our neurophilin
patents. Although we believe that the ultimate outcome of these actions will not have amaterial impact on our consolidated financial position,
defense and prosecution of claims such asthose at issuein the Chiron and Oregon Hesalth Sciences University cases, as well asparticipation in
other inter-party proceedings, can be expensive and time-consuming, even in those instances in which the outcome is favorable 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 2003. We believe
that operating losses will continue beyond 2003, even if we receive significant future payments under our existingand future collaborative
agreements and royaltieson Agenerase and 908 sales, because we are planning to make significant investments in research and devel opment,
and will incur significant selling, general, and administrative expenses for our potential products. We expect that losses will fluctuate from
guarter 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 & so expect to incur substantial administrative

and commercialization expenditures in thefuture and substantial expenses related to thefiling, prosecution, defense and enforcement of patent
and other intellectual property claims. We anticipate that we will finance these substantial cash needs with:

cash received from our existing collaborative agreements;

cash received from new collaborative agreements,

Agenerase and 908 royalty revenue;

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

facilitiesand equipment financing;

disposition of assetsthat arenot essential to our core pharmaceutical business; and

future product sales to the extent that wemarket products directly.
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We expect that funds from these sources will be sufficient to fund our planned activitiesfor at least the next 18months. 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 resultin dilution to our then-existing securityholders. Any debt financing, if available at all, may be onterms
which, among other things, restrict our ability to pay dividends andinterest (although we do not intend to pay dividends for the foreseeable
future). The required interest payments associated withany significant additional debt financing could materially adversely impact our ability to
service our convertible subordinated notes. The terms of any additional debt financing may also, under certain circumstances, restrict or
prohibit usfrom making interest paymentson our convertible subordinated notes. If adeguate funds are not available, we may be required to
curtail significantly or discontinue one or more of our research, drug discovery or development programs, includingclinical trials, or attempt to
obtain funds through arrangements with collaborative partnersor others that may require us to relinquish rightsto certain of our technologiesor
products in research or development. Additional financing may not be available on acceptable terms, if at all.

OUR SALESAND MARKETING EXPERIENCE ISCURRENTLY LIMITED.

We have little experience in 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 ableto enter into marketing and sales agreementswith others on acceptableterms, if at all. Based on clinical activities planned or
underway for 2003, we expect to initially select two drug candidates from our portfolio by theend of the year, for further clinical development
and commercia launch in the U.S. We may not be able to successfully develop our own salesand marketing force for these drug candidates and
other drug candidatesfor whichwe have retained marketing or co-promotion rights. If we develop our own marketing and sales capability, we
may be competing with other companies that currently have experienced and well-funded marketing and salesoperations. We have granted
exclusive marketing rights for Agenerase and 908 to GlaxoSmithKIine worldwide except the Far East, and for pralnacasan to Aventis
worldwide. Kissei hasexclusive marketing rights to Agenerase and VX-702 in Japan. Even thoughwe retain some co-promotion rights, to the
extent that our collaborative partners have commercial rightsto our products, any revenues we receive from those products will depend
primarily on the sales and marketing efforts of others.

IFWE INCUR PRODUCT LIABILITY EXPENSES, OUR EARNINGS COULD BE NEGATIVELY IMPACTED.

Our business will expose usto potentia product liability risks that arise from the testing, manufacturing and sales of our products. Inaddition to
direct expenditures for damages, settlement and defense costs, there is the possibility of adverse publicity as aresult of product liability claims.
These risks will increase as our products receive regulatory approval and are commercialized. We currently carry $15million (aggregate) of
product liability insurance. This level of insurance may not be sufficient. Moreover, we may not be able to maintain our existing levelsof
insurance or be able to obtain or maintain additional insurancethat wemay need in the future 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 materials. 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 materialscomply with
regulatory requirements, we cannot completely eliminatetherisk that accidental contamination or injury from these materials could expose us
to significant liability.
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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 change of control of Vertex which might be beneficial to the company or its securityholders. Our charter provides for staggered terms
for the members of the Board of Directors. Our by-laws grant the directors aright to adjourn annual meetings of stockholders, and certain
provisions of the by-laws may be amended only with an 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 from the 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 thefuture without stockholder approval and upon such terms as our
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 FACTORSBEYOND OUR CONTROL.

Market prices for securities of companies such as Vertex are highly volatile. Within the 12months ended December31, 2002, our common stock

traded between $32.45 and $12.67. The market for our stock, likethat of other companies in the biotechnology field, has fromtimeto time
experienced significant price and volume fluctuations that 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 results of clinical trials;

announcements of financial results and other operating performance measures, or capital structuring activities;

technological innovationsor the introduction of new products by our competitors;

government regulatory action;

public concern as to the safety of products devel oped 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

developmentsand market conditions for pharmaceutical and biotechnology stocks, in general.

OUR OUTSTANDING INDEBTEDNESS MAY MAKE IT MORE DIFFICULT TOOBTAIN ADDITIONAL FINANCING.

Asof December31, 2002, wehad approximately $326million in long-term debt, including $315million of 5% Convertible Subordinated Notes
due September2007. The high level of our indebtedness will impact us by:

exposing usto afixed rate of interest which may be in excess of prevailing market rates;

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

constraining our ability to react quickly in an unfavorable economic climate.
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ITEM 2. PROPERTIES

We lease an aggregate of approximately 624,000 sgquare feet of laboratory and office spacein eight facilities in Cambridge, Massachusetts. The
leases have expiration dates ranging from 2003 to 2017. We have the option to extend thelease 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 thebuilding. The lease for the laboratory and office building adjacent to our headquarters will expirein 2010 with the option to extend the
lease for upto two additional consecutiveten year terms. The leasefor our Kendall Square building will expirein 2017, with the option to
extend the lease for two consecutive termsof 10years each. The building is currently under construction and weare obligated to build out
finished space to specifications approved by our landlord. See "Management's Discussion and Analysis of Financial Condition and Results of
Operations—Commitments" at page56 for further discussion of our Kendall Square building.

We also lease approximately 81,200 square feet of laboratory and office spacein San Diego, California. The lease for this space will expire on
August31, 2008, with anoption to extend for up to two additional terms of Syears each. We also sublease anadditional 12,500 square feet of
space for our administrative functionsin a nearby facility. The sublease for this additional space will expire on March31, 2004, subject to a
six-month extension of the sublease upon the mutual agreement of the parties. We also sublease an additional 21,200 square feet of |aboratory,
office and equipment manufacturing space under a sublease that will expire May31, 2004.

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 development activities.

In addition, at December 31, 2002 we owned the building in Madison, Wisconsin housing PanVeralLC's operations. That building was
transferred to the buyer in connection with our sale of certain assets of PanVeraLLC on March28, 2002.

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 July30, 1998 against Vertex and Eli Lilly in the United States District Court for the Northern District of
Cdlifornia, aleging infringement by the defendants of three U.S. patents issued to Chiron. The infringement action relates to research activities
by Vertex and Eli Lilly inthehepatitis C viral protease field and thealleged use of inventions claimed by Chiron in connection withthat
research. Chiron has requested damagesin an unspecified amount, as well as an order permanently enjoining Vertex and Eli Lilly from
unlicensed use of the claimed Chiron inventions. During 1999, Chiron requested and wasgranted 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 Reexamination Certificate has been issued with respect to two of the three Chiron patents involved and a
Notice of Intent to | ssue a Reexamination Certificate hasbeen issued with respect to the third patent. While the length of the stay and thefinal
outcome of thelawsuit cannot be determined, we maintain that Chiron's claims are without merit, and we intend to defend the lawsuit, if and
when it resumes, vigoroudly.

On December7, 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, anemployee of Oregon Health Sciences University, asan inventor and Oregon Health Sciences University as
part owner of five of Vertex's neurophilin patents, and associated damages. One of the five patents wasrecently removed from the suit on a

motion by Vertex. The suit stems from assaysrun on Vertex compounds by Dr.Gold
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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 has no ownership interest in any of these patents, and that the claims made in thiscomplaint are
without merit. We intend to contest this suit vigorously.

The Company is not a party to any litigation in any court with, and management is not aware of any contemplated proceeding by, any
governmental authority against the Company.

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 December31, 2002.
PART Il

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

Market Information

Our common stock trades on the Nasdag 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 Nasdaqg:

Year Ended December 31, 2001: High Low
First quarter $ 7517 $ 2563
Second quarter 5225  29.75
Third quarter 4938 1550
Fourth quarter 2884 16.74
Year Ended December 31, 2002:

First quarter $ 2992 % 17.78
Second quarter 3245 15.02
Third quarter 2396 1267
Fourth quarter 21.60 1534

Stockholders
Asof March26, 2003, there were 328 holders of record of the common stock (approximately 23,000 beneficial holders).
Dividends

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 unaudited selected financial data for each of the five yearsin the period ended December31, 2002 are derived from our audited
consolidated financia statements. This data should be read in conjunction with our audited consolidated financial statementsand related notes
whichare included elsewhere in this Annual Report on Form10-K, and "Management's Discussion and Analysisof Financial Condition and

Results of Operations" included in Item7 below.

Consolidated Statement of Oper ations Data:
Pharmaceutical revenues:
Royalties $
Collaborative R& D revenues
Discovery tools and services revenues:
Product salesand royaties
Servicerevenues
Total revenue
Costsand expenses:
Royalty payments
Cost of product salesand royalties
Cost of servicerevenues
Research and devel opment
Sales, general and administrative
Merger related costs

Total costs and expenses
Loss from operations

Other income, net

Debt conversion expense

Gain onretirement of convertiblesubordinated notes
L oss before cumulative effects of changes in accounting principles

Cumulativeeffect of changein accounting principle— revenuerecognition
Cumulativeeffect of changein accounting principle— derivatives(3)
Net loss $

Basic and dilutednet lossper commonshare $

Basic and dilutedweighted average number of commonshares outstanding

Proforma amounts assuming the 2001 accounting changer elating torevenue recognitionis applied
retroactively (1)
Net loss $

Net lossper weighted commonshare—basic and diluted $

Consolidated Balance Sheet Data:

Cash, cash equivalents and marketable securities $
Total assets

Obligationsunder capital lease, loan and notes payable, less current portion
Accumulated deficit

Total stockholders' equity

®

2002

10209 $
77,135

51,772
21,969
161,085

3,434
13,684
11,163

203,018
49,390

280,689
(119,604 )

10,983

(108,621 )

(108621 ) $
(143) $

75,749

(108621 ) $

43) $

2002

634,984 $
815,720
325,944
(423153 )

378,581

Year Ended December 31,

2001(1)

2000(2)

1999

(Inthousands, except per share amounts)

11,119 % 12,361
68,984 68,239
59,921 52,437
27,466 20,245
167,490 153,282
3,786 4,134
27,089 33,502
12,544 9,294
150,173 102,441
42,047 41,354
23,654 —
259,293 190,725
(91,803 ) (37,443 )
23,382 20,239
— (14,375 )
10,340 —
(58,081 ) (31579 )
(25,901 ) (3,161 )
17,749 —
(66,233 ) $ (34,740 )
089) $ (051)
74,464 67,682
(40332 ) $ (45,860 )
054) $ (0.68 )
December 31,
2001 2000
743202 % 814,061 $
925,131 941,136
323,026 357,269
(314,532 ) (248,299 )
475,351 514,011

$

$

8398 $
43,370

44,208
12,911
108,887

3,108
27,236
4,237
85,029
40,918

160,528
(51,641 )

10,487

(41,154 )

(41,154 ) $
(066 ) $

62,602

(38234) $

(061) $

1999

224955 $

307,338
16,003

(213,164 )

251,917

1998

29,145

26,240
7,181
62,566

24,093

3,017
76,872
26,235

130,217
(67,651 )

16,644

(51,007 )

(51,007 )
(083 )

61,741

(56,758 )

0.92)

1998

274,638

321,521
12,484

(172,009 )

286,056

During 2001 we implemented achange in accountingprinciplerelating to revenuerecognition that was retroactiveto January1, 2001. For further information please refer to NoteC: "Changein
Accounting Principle—RevenueRecognition” in the notesto our consolidatedfinancial statementsand our Management's Discussion and Analysis of Financia Condition and Results of Operations.

@

Inthefourth quarter of 2000, we changed our method of accounting for revenuerecognition in conjunctionwith our adoption of the SEC's Staff AccountingBulletin No.101, "Revenue Recognitionin
Financial Statements' whichwas retroactive to January1, 2000. Please referto NoteC: "Change in Accounting Principle—Revenue Recognition” in the notesto our consolidated financial statementsfor
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further information.
(€)

During 2001, we recorded a cumulative effect of changein accounting principlerelatedto the adoptionof Derivative ImplementationGroup Issue No.A17 ("DIG A17") in connection with the valuation
of derivative instruments. Pleaserefer to NoteH: "Investments' in the notesto our consolidated financial statements for further information.
4

On July 18, 2001, we completed a merger with Aurora BiosciencesCorporation. The merger was accountedfor as a poolingof interests. All prior period consolidated financial statements presented have
been restated to includethe consolidated results of operations, financial position and cash flows of Aurora BiosciencesCorporation asthough the merger had been in effect on the dates indicated. Pleaserefer
to NoteD: "Business Combinations' in the notes to our consolidated financial statements for further information.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALY SIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Overview

Weare agloba biotechnology company with employeeslocated in Cambridge, MA, San Diego, CA and Abingdon, UK. During 2002 we had
two operating segments. Pharmaceuticals and Discovery Tools and Services. See NoteT: "Segment Information” in the notes to our
consolidated financia statementsfor financia information regarding our operating segments.

Our Pharmaceuticals business seeks to discover, develop, and commercialize major pharmaceutical products independently and with
collaborators. Our proprietary, systematic, genomics-based discovery platform is designed to accelerate the discovery of new drugsand to
expand intellectual property coverage of drug candidate compounds and classes of related compounds. We believe thisapproach, which targets
genefamilies, has formed the basisfor successful drug discovery and for the advancement of drug candidates by Vertex and itscollaborators.

Our first approved product is Agenerase (amprenavir), an HIV protease inhibitor, which we co-promote with GlaxoSmithKline. We earn a
royalty from GlaxoSmithKline on sales of Agenerase. Ageneraseis marketed worldwide. In Japan thedrug is sold under thetrade name Prozei.
We have one drug candidate, 908 (GW 433908 or V X-175), for whicha New Drug Application (NDA) is pending with theU.S. FDA. We have
atotal of 15 drug candidates in clinical or pre-clinical development including drug candidates focused on infectious diseases, autoimmune and
inflammatory diseases and cancer, as well as other drug candidates targeting neurological disorders and genetic disorders. We intend to
independently develop and commercialize certain of our own products for high-value markets where wecan effectively reach large patient
populations with a sales force focused on specialists. At the sametime, we are collaborating with partnersto develop and market other
Vertex-discovered products for selected major therapeutic areas. We have significant collaborations with major pharmaceutical companies
including Novartis, Aventis, GlaxoSmithKline and Serono, to develop and commercialize drug candidates serving markets wherewe believe
our partner can more effectively compete. In these collaborations, we have retained rights to downstream product revenue.

Our collaborations and contracts in the pharmaceuticals business 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, both independently and with our partners, in the coming years, which we expect will generate increased
milestone payments, royalty payments and product revenues.

Our Discovery Tools and Services business, part of which we operated through our subsidiary PanVeral L C, specializes in assay development,
screening services, the development, manufactureand sale of instruments, and the manufacture and sale of proteins and reagents. This business
had contractsin placethat required the delivery of products, licenses and services throughout 2002 and early 2003.

On February4, 2003, Vertex and PanVera LLC signed a definitive agreement under which Invitrogen Corporation agreed to purchasefor
approximately $95million in cash certain PanVera LLC assets, including its biochemical and cellular assay capabilities and its commercia
portfolio of proprietary reagents, probes and proteins. The buyer also assumed certain liabilities of PanVera LLC. The sale does not include the
instrumentation assets of the Discovery Tools and Services Business. This sale of assets wascompleted on March28, 2003. In connection with
the PanVera LLC asset sale, we have agreed with Invitrogen that we may use in our drug discovery activities, but will not engagefor aterm of
fiveyearsin the business of providing, reagents, probes, or assay development services. We will aso purchase a minimum of $3million of
products annually from Invitrogen for three years after completion of the asset sale.

On July18, 2001, we completed a merger with AuroraBiosciences Corporation. The merger united Aurora’sindustry-leading cell biology
capabilities with Vertex'sintegrated drug discovery expertise,
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creating acomprehensive, scalable platform for systematically accelerating drug candidate output in target-rich gene families. We acquired all
of Auroras outstanding common stock in atax-free, stock for stock transaction, for approximately 14.1million shares of Vertex common stock.
Aurora's outstanding options were converted into options to purchase 2.6million shares of Vertex common stock. The merger wasaccounted for
as apooling of interests.

On Marchl, 2001, Aurora completed a merger with PanVera Corporation. Aurora acquired all of PanVera Corporation's outstanding common
stock in atax-free, stock for stock transaction. The merger was accounted for as a pooling of interests. All references to "Aurora" refer to the
combined company of Aurora and PanV era Corporation.

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

We consider our collaborations with Novartis, GlaxoSmithKline, Aventisand Serono to be material to our business. Novartishas agreed to pay
us up to approximately $600million in pre-commercial payments, comprised of a $15million up-front payment made upon the signing of the
agreement in May2000, up to $200million in product research funding over six yearsand up to approximately $400million in further license
fees, milestone paymentsand cost reimbursements. These amounts are based on the successful development of eight drug candidates. We have
the responsibility for drug discovery and clinical proof-of-concept testing for all drug candidates. Under our agreement, Novartis hascreated a
$200million loan facility to support our clinica studies, which we may draw down in increments of up to $25million for each drug candidate.
The loans areinterest free and Novartis will forgive thefull amount of any advances if Novartis accepts the drug candidate for devel opment
under our agreement. During 2002 we drew down $5million against theloan facility to support our early development efforts related to a
particular drug candidate. Additionally, we will receive royalties on any products marketed as a part of the collaboration. Subject to certain
conditions, wewill have co-promotion rightsinthe U.S. and Europe. Upon oneyear's written notice, Novartis may terminate this agreement
without cause, effective no earlier than May,2004.

We are engaged in a collaborative agreement with GlaxoSmithKline (GSK) to develop and commercialize HIV protease inhibitors, including
Agenerase (amprenavir), its prodrug 908, and V X-385. Under our agreement, GSK agreed to pay the Company up to $42million comprised of
an up-front license payment, product research funding over five years, and development and commercialization milestone paymentsfor an
initial drug candidate. We have received the entire $42million andin 1999 began receiving royalties on sales of Agenerase. GSK isalso
obligated to pay additional development and commercialization milestone payments for subsequent drug candidates, including 908. In the
fourth quarter of 2002 we received a milestone payment of $1.5million for the submission of a new drug application for market approval of 908
inthe US and European Union. GSK isrequired to bear the costs of development inits territory of drug candidates under the collaboration and
has exclusive rights to develop and commercialize Vertex HIV protease inhibitorsin all parts of theworld except the Far East andwill pay
Vertex aroyalty on sales. We haveretained certain bulk drug manufacturing rights and certain co-promotion rightsin territories licensed to
GSK. GSK has the right to terminate its arrangement without cause upon twelve months' notice. Termination of the agreement by GSK will
relieve it of its obligation to make further commercialization and development milestone and royalty payments and will end any license granted
to GSK by Vertex under the agreement.

Aventis has paid us $20million up-front for prior research costs associated with pralnacasan (VX-740) and has agreed to pay us up to
$62million in milestone payments for successful development by Aventis of pralnacasan in rheumatoid arthritis, the first targeted indication.
Milestone payments arealso due for each additional indication under devel opment. Aventisinitiated a Phasella study for an additional
indication, osteoarthritis, in January 2003. We have granted Aventis an exclusiveworldwide license to devel op, manufacture and market
pralnacasan, as well as an exclusive option for certain other compounds discovered as part of theresearch collaboration between Vertex and
Aventisthat
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ended in 1997. We will receive royalties on product sales and reimbursement of certain co-promotion expenses. Aventis has the right to
terminate this agreement without cause upon six months notice.

Serono has agreed to pay us up to $95million in pre-commercial payments in conjunction with the December 2000 agreement to collaborate on
the discovery, development, and commercialization of caspase inhibitors. The $95million in pre-commercia paymentsis comprised of
$5million in up-front payments for prior research, up to $20million in product research funding over five years and up to $70million in further
license fees and milestone paymentsfor the successful development and commercialization of one or moredrug candidates. We will share
development costs. We have the option to establish ajoint venture for the commercialization of products in North America, wherewe will share
marketing rights and profits from thesale of drug products. Serono will have exclusive rights to market caspase inhibitors in other territories,
excluding Japan and certain other countries in the Far East, and will pay us for supplies of drug substance. Serono has theright to terminate the
agreement without cause upon 90days written notice, effective September30, 2004.

2003 Financial Guidance

On February4, 2003 we provided financia guidance for 2003 which we believed reflected the stage of development of our business, research
and development opportunities, our infrastructure needs and our capital structure and liquidity profile. The key financial metrics on which we
provided guidance areas follows:

Pharmaceutical collaborative and royalty revenues are expected to be between $90million and $105million, including $65million
from existing collaborations, $10million from royalty arrangements and between $15million and $30million from new collaborations.

Discovery Tools and Services revenues will be lessthan $10million, reflecting the PanVera LLC asset sale closed on March28, 2003.

Aswe advance the development of Vertex-driven drug candidates and continueto invest in drug discovery, we project that research
and development costswill be between $215million and $230million for thefull year. This compares to 2002 research and
devel opment expense of $203million. Thisincrease in expense is due to increased investmentin the development of Vertex-driven
drug candidates, while maintaining an investment in research consistent with 2002.

We expect sales, general and administrative expenses to be between $38million and $43million for the full year.

The full year 2003 net loss is expected to be between $140million and $160million, excluding gain from the close of the sale of
certain net assets of PanVera LLC, which we expect to be in excess of $75million. The 2003 net loss rangeis expected to be consistent
with the 2002 net loss from the Pharmaceuticals segment of our business.

We expect cash, cash equivalents and availablefor sale securities to be in excess of $600million at the end of 2003.

We have incurred operating losses since our inception and expect to incur losses for the foreseeabl e future. We plan to make significant
investments in research and development for our drug candidates. We also expect that losses will fluctuate from year to year and that such
fluctuations may be substantial. The results set forth above are subject to risks and uncertainties that could cause our actual results to vary
materialy, as referenced in the section below entitled "Forward-L ooking Statements."

Critical Accounting Policiesand Estimates
Our discussion and analysis of our financia condition and results of operations is based upon our consolidated financial statementsthat have
been prepared in accordance with generally accepted accounting principlesin the United States of America. The preparation of these financia

statements requires us to make certain estimates and assumptions that affect the reported amounts of assets and
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liabilities, the disclosure of contingent assetsand liabilities at the date of the consolidated financial statements and the reported amounts of
revenue and expense during thereported periods. These items are constantly monitored and analyzed by management for changes in factsand
circumstances, and material changesin these estimates could occur in the future. Changesin estimates arerecorded in the period in which they
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 al registrants discuss their "critical accounting policies' in the section of their periodic reports
entitled "Management's Discussion and Analysis of Financial Condition and Resultsof Operations." A critical accounting policy isa policy that
is both important to the portrayal of the company's financial condition and results, and requires management's most difficult, subjective or
complex judgmentsand estimates. While our significant accounting polices are more fully described in NoteB to our consolidated financial
statements included in this Annual Report on Form10-K, we consider our revenue recognition and research and development policies critical
and therefore we separately outline these policies below.

Our revenue recognition policies are in accordance with the SEC's Staff Accounting Bulletin No.101 (SAB 101), "Revenue Recognition in
Financial Statements." Our Pharmaceuticals business generates revenue mainly from collaborative research and development agreements and
royalty agreements, while our Discovery Tools and Services business generates revenue mainly from product sales, assay development and
screening services. Following the sale of the PanV eraassets we expect our near termrevenue to be generated mainly from our Pharmaceuticals
business.

Our collaborative research and development revenue is primarily generated through collaborative research and devel opment agreements with
strategic partners for the development of small molecule drugs that address major unmet medical needs. The terms of the agreementstypically
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.

Under the Substantive Milestone Method, adopted retroactively to Januaryl, 2001, we recognize revenue from non-refundable, up-front license
fees and milestones, not specificaly tied to a separate earnings process, ratably over the contracted or estimated period of performance.
Changes in estimates could impact revenue in the period the estimateis changed. If our estimate of the period of performance shortens or
lengthens, the amount of revenue we recognize from non-refundable, up-front license feesand milestones, not specifically tied to a separate
earnings process, could increase or decrease in the period the change in estimate becomes known; future related revenues would be adjusted
accordingly. Research funding is recognized as earned, ratably over the period of effort. Milestones that are based on designated achievement
points and that are considered at risk and substantive at the inception of the collaborative contract, are recognized as earned, when the
corresponding payment is considered reasonably assured. We evaluate whether milestones areat risk and substantive based on the contingent
nature of the milestone, specifically reviewing factors such asthe technological and commercial risk that must be overcome and the level of
investment required.

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 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.

Product sales includetechnology licensing, instrumentation system sales, and biotechnology product sales. Revenue from licenses involving
continuing obligations on our part isrecognized over the period of the license. Revenue from perpetual licenses is recognized when the license
isissued, provided that there are no significant continuing obligations and the payment is non-refundable and non-creditable.

Revenue from biotechnology products and certain instrumentati on system sales, is recognized upon shipment, when the title to the product and
associated risk of loss haspassed to the customer,
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collectibility is reasonably assured and, if applicable, upon acceptance whenacceptance criteria are specified, or upon expiration of the
acceptance period. Sales under long-term production contracts are recognized using percentage of completion accounting, based on actual costs
incurred to date compared to total estimated costs to complete. Changes in estimates of costs to complete will impact revenue recognition under
the percentage of completion accounting model in the period the change becomes known and all future periods would be adjusted accordingly.
Funding for the development of prototype instrumentation systems was recognized ratably over the term of the related development agreements,
which approximated costsincurred. Milestones related to delivery of the components of the prototype systemswere recognized when earned, as
evidenced by written acknowledgement of acceptance from the customer.

Service revenues include assay development, screening services and contracted product development. 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. Changesin the length of the service period could impact revenue in the period
the changein the estimate of the service period becomes known and related future period revenues would be adjusted accordingly.

Certain contracts of our Discovery Tools and Services business contain obligationsto sell instrumentation systems and technology licensesin
addition to providing assay development and screening services. Each of these separable elements may be individually delivered and is not
considered essentia to thefunctionality of the others. We allocate revenue under such contractsto 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.

All research and development costs, including amounts funded in research collaborations, are expensed as incurred. Research and devel opment
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.

Resultsof 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 revenue recognition policy for collaborative research and devel opment revenues fromthe Emerging I ssues Task Force N0.91-6
(EITF 91-6) method to the Substantive Milestone Method, adopted retroactive to Januaryl, 2001. We believe this method 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.

Pursuant to the 2001 change, we recorded aone-time, non-cash charge of $25,901,000, representing a cumulative change in accounting
principle for periods prior to 2001. The amount of revenue recognized in 2002 and 2001 which was included in the one-time, non-cash charge
was $6,979,000 and $7,748,000.

Additionally, $2,809,000, $2,580,000 and $5,785,000 will be recognized as revenue in 2003, 2004 and thereafter, respectively, which was
included in the January2001 charge to income.

Prior to our change of revenue recognition to the Substantive Milestone Method, in the fourth quarter of 2000 we changed our method of
accounting for revenue recognition for collaborative 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 retroactive to Januaryl, 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 the non-refundable cash received or the result achieved using percentage of completion
accounting. Where we had no continuing involvement, non-refundable license fees were recorded as revenue upon
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receipt and milestones wererecorded as revenue upon achievement of the milestone by the collaborative partner.

Pursuant to the adoption of SAB101 and the EITF91-6 method in 2000, we recorded a one-time, non-cash charge of $3,161,000, representinga
cumulative effect of a change in accounting principle for periods prior to 2000.

Year Ended December31, 2002 Compared with Year Ended December31, 2001

Our net loss for 2002 was $108,621,000 or $1.43 per basic and diluted common share, compared to a net loss for 2001 of $66,233,000 or $0.89
per basic and diluted common share. Our loss in 2001 includes the effect of changes in accounting principles related to revenue recognition, as

discussed above, and the adoption of Derivative Implementation Group No.A17, of $8,152,000, merger related expenses of $23,654,000 and a
gain of $10,340,000 on theretirement of $30,000,000 in principal of our convertible subordinated notes.

Total revenues decreased to $161,085,000 in 2002 compared to $167,490,000 in 2001. In 2002, Pharmaceuticals revenue, totaling
$87,344,000, was comprised of $10,209,000 in royalties and $77,135,000 in collaborative research and development revenue, as compared
with $80,103,000, comprised of $11,119,000 in royalties and $68,984,000 in collaborative research and devel opment revenue in 2001. In 2002,
Discovery Tools and Services revenue, totaling $73,741,000, wascomprised of $51,772,000 in product sales and royalties and $21,969,000 in
service revenue, as compared with $87,387,000, comprised of $59,921,000 in product sales and royalties, and $27,466,000 in service revenue
in 2001.

Pharmaceuticals royalties consist primarily of Ageneraseroyalty revenue. Ageneraseroyalty revenue is based on actual and estimated
worldwide net sales of Agenerase.

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

Collaborative research and development revenue increased in 2002 by 12% or $8,151,000 as compared with 2001, due primarily to additional
revenue earned under our Novartis collaboration. 1n 2002 we recognized $41,894,000 of revenue under the Novartis collaboration compared
with $36,723,000 in 2001. We increased our effort related to the kinase research program under the Novartis collaboration in 2002. Revenue
recognized under the HCV Protease program under the Eli Lilly (Lilly) contract was$12,054,000 for the year ended December31, 2002
compared with $6,686,000 for theyear ended December31, 2001. Inthe fourth quarter of 2002, our research and devel opment agreement with
Lilly wasrestructured. The original contractual research term wasto conclude in June2003. In connection withthe restructuring of the
agreement and termination of theresearch term, described more fully in NoteO in the notesto our consolidated financia statementsincluded in
this report, we recognized $1,637,324 in revenue that had been previously deferred. That revenue related to the milestone paidin
December2001 and the upfront payment received in Junel997 at the commencement of the research and devel opment collaboration.
Additionally, in the fourth quarter of 2002 we received and recognized a milestone payment of $1,500,000 from GlaxoSmithKline in
connection with the submission of a new drug application for market approval of 908 in the US and the European Union. Theseincreases in
revenue were partially offset by a decrease in research funding of $875,000 related to the conclusion of our collaboration with Taisho in the
third quarter of 2002 aswell as decreasesin devel opment reimbursement revenue earned under our collaboration withKissei. We expect that
collaborative research and development revenues will continueto be a significant source of our revenue. Our research programs with Taisho,
Schering and Eli Lilly concluded during 2002. Therefore, research funding which we expect to receive from existing collaborators will be lower
in 2003 as compared with2002.
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Product sales and royalties include instrumentation sales, technology licensing and biotechnology product sales.

Product sales and royalties decreased $8,149,000, or 14%, to $51,772,000 in 2002 from $59,921,000 in 2001. The decrease in product salesin
2002 from 2001 is due primarily to a decrease in instrumentation revenue and biotechnology product revenue from our Discovery Tools and
Services business. Instrumentation revenue decreased as theresult of the completion of certain significant projectsin late 2001 as well as a
large equipment sale in late 2001 that was not repeated in 2002. Additionally, during late 2001 and throughout 2002 the Discovery Tools and
Services business continued to shift its strategic focus away frominstrumentation sales and towardstechnology licensing, assay devel opment
and the manufactureand sale of proteins, reagents and probes. The strategic shift of certain resources and technologies from our Discovery
Tools and Services businessto our Pharmaceuticals business hasalso impacted Discovery Tools and Services revenue. However, this shift
contributed to the establishment of a fully integrated drug discovery operation focused on molecular targets, includingthe ion channels gene
family.

Service revenue includes assay development, screening services and contracted product devel opment.

Service revenue decreased to $21,969,000 in 2002 from $27,466,000 in 2001. The decrease is aresult of the completion of several significant
screening arrangementsin late 2001 that were not replaced as aresult of the shift in strategic focus of our business towards Pharmaceuticals.

We expect Discovery Tools and Services revenue to decrease in 2003 as aresult of the sale of certain PanVera LLC assets to Invitrogen in the
first quarter of 2003. See Note R: "Subsequent Event"” for further information regarding thesale.

Pharmaceutical royalty costs of $3,434,000 and $3,786,000 in 2002 and 2001, respectively, consists of royalty payments on the sales of
Agenerase.

Cost of product sales and royalties decreased $13,405,0000 or 49% to $13,684,000 in 2002 from $27,089,000 in 2001. The decrease in product
and royalty costs is the result of the completion of certain projects that were not replaced in the current year. Additionally, thefocusin our
Discovery Tools and Services business toward technology licensing and discovery tools, which have higher gross margins, and away from
instrumentation sales, with lower gross margins, contributed to alarger decrease in product costs from 2002 to 2001, ascompared with the
relative decrease in product salesfrom 2002 to 2001.

Cost of servicerevenue decreased from $12,544,000 in 2001 to $11,163,000 in 2002. The decrease is primarily due to decreased service
revenue partially offset by higher overhead costsfor the year ended December31, 2002. The increased overhead isaresult of a strategic shiftin
focus away from instrumentation in the Discovery Tools and Services business and a resulting reallocation of fixed overhead.

Asaresult of thesale of certain PanVera LLC assets to Invitrogen in thefirst quarter of 2003, we expect the cost of revenues related to
Discovery Tools and Services revenue to decrease in 2003.

Research and development expensesincreased to $203,018,000 in 2002 from $150,173,000 in 2001, primarily due to our continued investment
in advancing our broad clinical pipeline and broadening our research efforts. Our clinical investment was focused primarily on the advancement
of our second generation p38 MAP kinase, IMPDH, HCV protease and ICE inhibitors. We currently are concentrating on large market
opportunities such as certain inflammatory, autoimmune and viral diseases. We continued to expand our multi-target gene family research
programs, of which our kinasesprogram is the most advanced, along with investments in target families such as ion channels and proteases. As
aresult of our continued expansion, personnel and facilities expenses also increased.

We have 15 drug candidates in devel opment targeting a range of major diseases. Our collaborative partners have agreed to fund portions of our
research and development programs and/or to conduct
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certain research and development related to specified drug candidates. Our research and devel opment expenses for 2002, 2001 and 2000 were
as follows:

2002 2001 2000
Research Development Total Research Development Total Research Development Total
Collaborator-Sponsored $ 54509 $ 35675 $ 90,184 $ 49,490 $ 20,262 $ 69,752 $ 43253 $ 8,757 $ 52,010
Company-Sponsored 70,577 42,257 112,834 51,612 28,809 80,421 31,856 18,575 50,431
Total $ 125,086 $ 77932 $ 203018 $ 101,102 $ 49071 $ 150173 $ 75109 $ 27,332 $ 102,441

To date we have incurred in excess of $833,000,000 in research and development costs associated with drug discovery and development. We
anticipate that research and development expenses will continue to increase as we add personnel and capabilities to support the advancement of
Vertex-driven drug candidates. We do not expect a significant increase in research expenses without significant new funding from
collaborations.

Sales, general and administrative expensesincreased $7,343,000, or 17%, to 49,390,000 in 2002 from $42,047,000 in 2001. Theincreaseis
primarily attributable to increased personnel and professional expenses. Included in theincrease in personnel and professional expensesisan
increase in our legal and patent expensesin the period related to continued protection of our intellectual property and activities contesting a suit
filed by Oregon Health Sciences University.

Merger related costs of $23,654,000 in 2001 consisted of investment banking, legal and accounting fees associated withthe acquisition of
Aurora completed on July18, 2001.

Interest income decreased approximately $16,411,000 to $28,722,000 in 2002 from $45,133,000 in 2001. The decrease is aresult of lower
fundsinvested and lower portfolio yields due to a depressed interest rate environment.

Interest expense decreased to approximately $17,684,000 in 2002 from $19,318,000 in 2001. The decrease isaresult of the reduction in
principal amount of our convertible notes. In October2001, we repurchased $30,000,0000 in principal amount of our 5% convertible
subordinated notes due September2007 and recorded a gain of $10,340,000 on the retirement of the convertible subordinated notesin the fourth
quarter of 2001.

In April2002, the Financial Accounting StandardsBoard ("FASB") issued Statement of Financial Accounting Standard ("SFAS') 145,
"Recission of FASB Statements No.4, 44 and 64, Amendment of FASB Statement No.13, and Technical Corrections." FAS145 recinds FAS4
and FAS 64, which addressed the accounting for gains and losses from extinguishment of debt. Under FAS145 thegain on retirement of
convertible subordinated notes is considered an ordinary item. Previoudly, the gain on retirement of convertible subordinated noteswas
classified as an extraordinary item. The item has been reclassified. At December31, 2002 and 2001, $315,000,000 of the convertible
subordinated notes wasoutstanding.

Using the equity method of accounting, we recorded $662,000 as our share of lossin Altus Biologicsinc. (Altus), for the year ended
December31, 2001. The lossisincluded in other expense on the Statement of Operations. Effective September28, 2001, coincident with a
financial restructuring of Altus, we changed our method of accounting for Altus from the equity method to the cost method. See NoteH to our
consolidated financia statementsincluded in this report.

Effective July1, 2001, weadopted Derivative Implementation Group Issue No. A17, "Contracts that Provide for Net Share Settlement” (DIG
A17). Pursuant to the adoption of DIG A17, werecorded 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 December31, 2001 balance sheet. As of September30, 2001, the
warrants no longer qualified as derivatives under DIG A17 due to changesin theterms of the warrants coincident withafinancial restructuring
of Altus.
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Overview of Research and Development I nvestment

We estimate that it takes 10 to 15years (the industry average is 12years) to discover, develop and bring to market a pharmaceutical product.
Drug development inthe U.S. isa processthat includes several steps defined by the FDA as outlined bel ow:

Phase: Objective:

Discovery Lead identification and target validation

Pre-Clinica Toxicology toidentify risksfor humans; gather early pharmacokentic data

Phase | Establish safety in humans, study how the drug works, metabolizes and interacts with other drugs
Phase 1 Establish effectiveness of the drug and its optimal dosage

Phase 111 Confirm efficacy, dosage regime and safety profile of the drug

FDA approval Approval by the FDA to sell and market the drug under certain prescribed labeling

Estimated
Duration:

2104 years
1to2 years
1to2 years
2104 years
2104 years
6 mthsto 2 years

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 thetype, 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 activities are susceptible to varying interpretations, which could delay, limit or prevent regulatory approval. The duration and the cost
related to discovery, pre-clinical andclinical trials may vary significantly over the lifeof aproject and are difficult to predict. The most
significant costs associated with drug discovery and devel opment arethose costs associated with Phase Il and Phase |1 clinical trials.

Set forth below is a description of our drug candidates currently in preclinical and clinical devel opment:

VERTEX-DRIVEN PROGRAMS

Drug Candidate Clinical Indications Phase

Infectious Disease

Merimepodib (VX-497)  Chronic hepatitis C I
VX-950 Chronic hepatitisC Preclin
Inflammation and Autoimmune Disease
VX-148 Psoriasis; autoimmune diseases I
VX-702 Acute Coronary Syndromes; Inflammatory diseases I
VX-944 Autoimmune diseases I
VX-765 Inflammatory diseases Preclin
VX-850 Inflammatory diseases Preclin
Genetic Disorders
VX-563 Multiple indications I
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Program

IMPDH
Hepatitis C protease

IMPDH

p38 MAp Kinase
IMPDH

ICE

p38 MAP Kinease

Histone deacetylase

Collaborator



PARTNER-DRIVEN PROGRAMS

Drug Candidate Clinical Indications Phase Program Collaborator

I nfectious Disease

VX-175 HIV NDA/ HIV GlaxoSmithKline
(GW433908, MAA

908) filed

VX-385 HIV I HIV GlaxoSmithKline
VX-799 Sepsis Preclin Caspases  Serono
Inflammation and Autoimmune Disease

Pralnacasan Rheumatoid arthritis (RA); osteoarthritis I ICE Aventis
(VX-740) (OA); other inflammatory diseases

Cancer

VX-528 Oncology Preclin Kinase Novartis

VX-680 Oncology Preclin Kinase Novartis

Neur ology

VX-608 Stroke and other neurological indications Preclin Kinase Novartis

In 2003, our clinical and commercial teamsare focused on key devel opment activities for five mgjor Vertex-driven programs, where we
currently retain most or all of the downstream commercia rights.

VX-148isin Phasell clinical development for the treatment of psoriasis, an autoimmune disease affecting an estimated 2.7million individuals
inthe United States. A safe, oral therapy would provide an important new treatment option for patients with moderate to severe psoriasis.

VX-702 isap38 MAP kinase inhibitor targeting treatment of inflammatory diseases including acute coronary syndromes (ACS). P38 MAP
kinase inhibition represents a novel approach directed at the underlying inflammatory response observed in acute cardiovascular events, which
afflict nearly 1.9million patientsin the U.S. each year. We expect to begin a Phasell study in ACS in the second quarter of 2003. Additionally,
we are planning to investigate the clinica potential of VX-702 in one or more chronic inflammatory diseases.

VX-765 isan oral ICE inhibitor that we expect to enter Phasel clinical evaluation targeting inflammatory diseases in the second quarter of
2003. Our first ICE inhibitor, pralnacasan, has demonstrated excellent tolerability in clinical studies and hasshown clinical benefit in patients
with rheumatoid arthritis.

V X-950 represents a new class of antiviral drugs that could directly inhibit hepatitis C vira replication. We are confident that direct antiviral
therapies for hepatitis C vira infection have the potential to be an important new treatment option. We expect to begin Phasel clinical studies of
V X-950 in the second half of year 2003.

V X-563 isasmall molecule modulator of gene expression currently in Phasel clinical evaluation. By increasing the expression of proteins
absent or deficient in certain disorders, VX-563 may provide a novel approach for the treatment of sicklecell and other genetic diseases.
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Based on clinical activities planned or underway for 2003, we expect to have clinical datain hand by the end of thisyear whichwill help usto
select two drug candidates from our Vertex-driven portfolio as priority candidates for clinical development and commercialization by Vertex in
the U.S.

Partnerships have played an important role in the growth and advancement of our pipeline. Our first drug, the HIV protease inhibitor
Agenerase, was devel oped and commercialized in collaboration with GlaxoSmithKline (GSK). Our most advanced drug candidate, currently
named 908 or VX-175, isan HIV protease inhibitor that we will also co-promote with GSK, if the new drug application filed by GSK in
December is approved by the FDA, which we believe could happen during the fourth quarter of 2003. We believe that 908's convenient dosing
regimen, low pill count and good tolerability will make it competitive withmarket-leading HIV protease inhibitors.

Vertex and Aventisaremaking clinical progress withpralnacasan, afirst-in-class, oral anti-cytokine therapy which has shown
anti-inflammatory effectsin Phase 1 clinical studies of patientswith rheumatoid arthritis(RA). In the first half of 2003, Aventisis planning to
initiate alarge Phasel Ib study in patientswith RA. Aventishas also initiated a Phasell, 400-patient proof-of-concept study of pralnacasan in
osteoarthritis (OA), a debilitating disease that afflicts an estimated 240million people worldwide.

In our broad-based kinase research program, which we are conducting in collaboration withNovartis, we selected three novel kinase inhibitors
during 2002, for preclinical development targeting cancer and stroke.

Year Ended December31, 2001 Compared with Year Ended December31, 2000

Our net loss for 2001 was $66,233,000 or $0.89 per basic and diluted common share compared to a net loss of $34,740,000 or $0.51 per basic
and diluted common share.

The following discussions relating to revenue for the year ended December31, 2000 reflect the pro formaresultsas if wehad followed the
Substantive Milestone Method of revenuerecognition from our inception. Actual resultsfor 2001 reflect the adoption of the Substantive
Milestone Method as of Januaryl, 2001. The table below details actual revenue recorded for the year ended December31, 2000 compared to
proforma revenue asif we had followed the Substantive Milestone Method from our inception:

For theyear ended
December 31, 2000

Actual *Proforma
Pharmaceutical s revenues:
Collaborative research and devel opment revenues $ 68,239 $ 53,958
Royalties 12,361 12,361
Discovery tools and services revenues:
Product sales androyalties 52,437 52,437
Service revenues 20,245 20,245
Total revenues $ 153,282 $ 139,001

Substantive Milestone Method of revenue recognition applied.

Total revenues increased to $167,490,000 in 2001 compared to $139,001,000 in 2000. In 2001, Pharmaceuticals revenue totaling $80,103,000
was comprised of: $11,119,000 in royalties and $68,984,000 in collaborative research and development revenue, as compared with
$66,319,000 comprised of: $12,361,000 in royalties, $53,958,000 in collaborative research and development revenue in 2000. In 2001,
Discovery Tools and Services revenue totaling $87,387,000 wascomprised of: $59,921,000 in product sales and royalties and $27,466,000 in
service revenue, as compared with
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$72,682,000 comprised of: $52,437,000 in product sales and royalties, and $20,245,000 in service revenue 2000.

Collaborative research and development revenue increased in 2001 by 28% or $15,026,000 as compared with 2000. In 2001 we recognized
$36,723,000 of revenue under the Novartis collaboration compared with $14,823,000 in 2000. Inan agreement signed in May2000, we agreed
with Novartis to collaborate to discover, develop and commercialize small molecule drugstargeted at thekinase protein family. Effort related to
the kinaseresearch program increased significantly in 2001. In December2000 we entered into a collaboration agreement with Seronoto
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. In May2000 we received and recognized as revenuea $10,000,000 license payment from Aventis under
a collaborative agreement covering the development of pralnacasan (V X-740), an orally active inhibitor of interleukin-1 beta converting
enzyme. The balance of collaborative and other research and devel opment revenue for 2001 and 2000 is made up of research support payments,
development reimbursements and milestones from other collaborative partners.

Pharmaceutical royalty costs of $3,786,000 and $4,134,000 in 2001 and 2000, respectively, consist primarily of royalty paymentson thesales
of Agenerase.

Product sales and royalties increased $7,484,000, or 14%, to $59,921,000 in 2001 from $52,437,000 in 2000. The increase in product salesin
2001 from 2000 is due to increased technology licensing revenue and increased biotechnology product revenue, partially offset by a decrease in
instrumentation revenue. I nstrumentation 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, due in part to a strategic shift in focus towards technology
licensing and discovery service activity. The increase in biotechnology revenue is attributed to a continued increase in demand for proteins,
drug screening assays and other biotechnology products.

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.

Cost of product sales and royalties decreased $6,413,0000 or 19% to $27,089,000 in 2001 from $33,502,000 in 2000. The decrease in product
and royalty costs is attributable to a strategic shift in focus towards technology licensing and discovery services activity. Instrumentation
revenue, which has lower gross margins, decreased during the year, whiletechnology license and biotechnology product revenue, which has
higher gross margins, increased during theyear.

Cost of servicerevenue increased from $9,294,000 in 2000 to $12,544,000 in 2001, primarily due to arelated increase in service revenue.

Research and development expensesincreased to $150,173,000 in 2001 from $102,441,000 in 2000 primarily due to the continued expansion
of our research and development operations, an increase in the number of drug development candidates from eight candidates at December31,
2000 to more than twelve candidates at December31, 2001 and the continued shift of Aurord'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 Novartis collaboration, and our protease research program. Development expensesincreased 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 expansionwere increases in personnel, facilities expenses and equipment depreciation.

Sales, general and administrative expenses remained relatively consistent totaling $42,047,000 in 2001 compared with $41,354,000 in 2000.

Merger related costs of $23,654,000 in 2001 consisted of investment banking, legal and accounting fees associated withthe acquisition of
Aurora, which wascompleted on July18, 2001.
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Interest income increased approximately $11,821,000 to $45,133,000 in 2001 from $33,312,000 in 2000. The increaseis due to a higher level
of cash and marketable securities for thefull year of 2001 compared with 2000. The increase in cash and marketable securitiesis primarily a
result of the proceeds received fromthe issuance in September2000 of $345,000,000 of 5% convertible subordinated notes due September2007
(September Notes). In March2000 we issued $175,000,000 of convertible subordinated notes (March Notes), which we called for redemption
in September2000 and which were subsequently converted to equity.

Interest expense increased to approximately $19,318,000 in 2001 from $11,653,000 in 2000. Theincrease is due to interest expense associated
with the September Notes.

Using the equity method of accounting, we recorded $662,000 as our share of lossin Altus Biologicslnc. (Altus), for the year ended
December31, 2001, compared with $550,000 as our share of loss for the year ended December31, 2000. The lossisincluded in other expense
on the Statement of Operations. Effective September28, 2001, coincident with a financial restructuring of Altus, we changed our method of
accounting for Altus from theequity method to the cost method. Please see NoteH to our consolidated financial statementsincluded in this

report.
Liquidity and Capital Resour ces

We have financed our operations principally through strategic collaborative agreements, strategic technology alliances, revenuesfrom assay
development and screening services, product sales, royalties, public offerings and private placements of our equity and debt securities,
equipment and facilities financing, and investment income. With the approval and launch of Agenerase in April1999, we began receiving
product royalty revenues. In 2000, we completed private placements of the March Notes and the September Notes. At December31, 2002, we
had cash and marketable securities of $634,984,000.

We have continued to increase and advance products in our research and development pipeline. Consequently, we expect to incur losses ona
guarterly and annual basis aswe continue to develop existing and future compounds andto conduct clinical trials of potential drugs. We aso
expect to incur substantial administrative and commercialization expenditures in the future and additional expensesrelated to filing,
prosecution, defenseand enforcement of patent and other intellectual property rights.

In order to help finance our substantial cash needsin the future, weanticipate entering into additional strategic collaborations, specifically in
our Pharmaceuticals business. We expect these collaborations to provide uswith significant sources of cash and revenue in the near and long
term. In 2002, we did not enter into any new strategic collaborations. Additionally, we will rely on cash receipts from research funding,
development reimbursements and potential milestone paymentsfrom our existing collaborators, as wecontinue to advance our research and
development programs in 2003. Our collaboration with Taisho, and our research programs with Schering and Eli Lilly reached conclusion
during 2002. Fundingto be received fromexisting collaborators therefore will be lower in 2003 as compared with 2002.

In connection with the sale of certain assetsof PanVera LLC to Invitrogen (described more fully in NoteR to our consolidated financial
statementsincluded in this report), we will receive approximately $95million in cash in thefirst quarter of 2003. We expect to record a gain, net
of transaction costs, in excess of $75million. At December31, 2002, wehad cash and marketable securities of $634,984,000, and with the
addition of the cash from the closing of the PanVera LL C transaction we have a strong cash and marketable securities position entering 2003.

We have $315million of September Notes, which arerepayable in September 2007. We will continue to focus on our capital structure and
consider financing opportunities to strengthen our long term liquidity profile.
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To theextent that funds from these sources are not sufficient to fund our activities, it will be necessary to raise 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 al.

Our aggregate cash and marketable securities decreased $108,218,000 to $634,984,000, including cash and cash equivalents of $108,098,000,
at December31, 2002 from $743,202,000, including cash and cash equivalentsof $189,205,000, at December31, 2001. Net cash usedin
operations was $79,539,000 for the year ended December31, 2002, which resulted from the net loss of $108,621,000 and a decrease in deferred
revenue of $16,213,000, offset by $28,215,000 of net non-cash charges and gains, and $17,080,000 of changes in operating assets and
liabilities. Deferred revenue decreased due to contractual commitments being fulfilled in 2002 for which cash wasreceived in 2001 or earlier.
Net cash used ininvesting activities for 2002 was $15,962,000, whichincluded property and equipment expenditures of $41,219,000 and net
sales of marketable securities of $25,051,000. Cash provided by financing activities during 2002 was$13,842,000 including $13,327,000 from
the issuance of common stock under employee stock option and benefit plans, offset by $4,485,000 in principal payments on capital leases and
other obligations. Cash provided by financing activities also included a $5,000,000 draw down from aloan facility created by Novartis.
Novartis created a $200,000,000 loan facility to support certain clinica studies, which wemay draw down in amounts aggregating up to
$25,000,000 for each drug candidate. The loansare interest free and Novartis will forgive thefull amount of any advances with respect to a
particular drug candidate if Novartis accepts that drug candidate for development under the agreement. We expect to continueto draw down on
the loan facility to fund certain development activitiesfor drug candidates in the kinaseresearch program.

Commitments

At December31, 2002, our future minimum commitmentsincluded facilities and certain equipment under non-cancelable operating leases, as
well as contractual commitmentsrelated to our research and development programs. In January2001 we entered into an agreement to lease
approximately 290,000 sguare feet of laboratory and office space presently under constructionin Cambridge, Massachusetts. The lease term
began in January 2003 and lease payments commencein May 2003. The spaceis currently in an unfinished state, and we have an obligation,
staged over a number of years, to build it out into finished laboratory and office space. The lease will expire in 2017 with options to extend the
leasefor two consecutive terms of tenyears each, ultimately expiring in 2037. The table below includes our rent obligations under this lease of
$14,356,000 in 2003, $19,202,000 in each of the years 2004 through 2007 and an aggregate of $203,690,000 for all yearsthereafter. We are
actively exploring aternatives to minimize our financial obligation under thislease. These aternativesinclude sharing, subleasing or even
exiting the |ease space. We expect to finalize plansfor this lease in the second quarter of 2003. Actions taken to minimize our financial
obligation under the lease may result in a charge to our statement of operations whichis not determinable at this time. Our commitments under
this lease, as well as additional non-cancelable operating leases and contractual, research and development program commitments, are included
in the table below (in thousands):

Year Operating L eases R&D Contractual
Commitments Commitments
2003 $ 31,572 $ 3,966
2004 35,056 2,209
2005 34,497 865
2006 31,121 —
2007 30,852 —
Theresfter 244,262 —
Total minimum commitments $ 407,360 $ 7,040
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In connection with the asset sale to Invitrogen we agreed to purchase a minimum of $3million of products from Invitrogen annually for three
years after the completion of thesale.

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 losseswill continue, (iii)research and
development expenseswill continue to increase, but research expenseswill not increase without new funding from collaborations, (iv)the
Chiron Corporation and Oregon Health Sciences University litigation will not have a materia adverse effect on us, (v)our financia resultsfor
2003 will be as set forth in thefinancial guidance provided on February4, 2003, (vi)wewill finalize plansto share, sublet or exit the Kendall
Square facility lease during the second quarter of 2003, (vii)we and our partnerswill begin clinical trials on a number of our development stage
drug candidates during 2003, (viii)we will select two priority drug candidates for clinical development and commercialization by year-end, and
(ix)908 will be approved andlaunched inthe U.S. in the fourth quarter of 2003. While management makesits best effortsto be accuratein
making forward-looking statements, such statements are subject to risks and uncertainties that could cause our actual resultsto vary materially.
These risks and uncertainties include, among other things, our inability to further identify, develop and achieve commercial success for new
products and technol ogies, the possibility of delays in the research and development necessary to select drug development candidates, the
possihility of delays in thecommencement or completion of clinical trials, the risk that clinical activities planned for 2003 may not be
completed or adequate to provide us the data required to alow usto select two priority Vertex-driven development candidates by year-end, the
risk that clinical trials may not result in marketable products, the risk that we may be unable to successfully finance and secure regulatory
approva of and market our drug candidates, including 908, our dependence upon existing and new pharmaceutical and biotechnology
collaborations, thelevels and timing of paymentsunder our collaborative agreements, uncertainties about our ability to obtain new corporate
collaborations on satisfactory terms, if at al, the devel opment of competing systems, our ability to protect our proprietary technologies,
patent-infringement claims, risks of new, changing and competitive technologies, the risk that there may be changing and new regulationsin the
U.S. and internationally and uncertainty about our ability to minimizeour financial obligation under the Kendall Square facility lease. Please
seethe "Risk Factors' appearing elsewherein this report for more details regarding these and other risks. We disclaim any intention or
obligation to update or revise any forward-looking statements, whether asaresult of new information, future events or otherwise.

Legal Proceedings

Chiron Corporation filed suit on July30, 1998 against Vertex and Eli Lilly and Company inthe United States District Court for the Northern
District of Cdlifornia, aleging infringement by the defendants of three U.S. patents issued to Chiron. The infringement action relates to research
activitiesby the defendants in the hepatitis C viral protease field and the alleged use of inventionsclaimed by Chiron in connection with that
research. Chiron has requested damages in an unspecified amount, as well 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 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 the
infringement lawsuit, pending the outcome of the patent re-examination. That reexamination proceeding is still on-going and the stay is till in
effect. However, a Reexamination Certificate has been issued in two of the three Chiron patentsinvolved and a Notice of Intent to Issue a
Reexamination Certificate has been issued with respect to the third patent. Whilethe length of the stay and thefinal outcome of thelawsuit
cannot be determined, we maintain that Chiron's claims are without merit, and we intend to defend the lawsuit, if and whenit resumes,
vigorously.

57

meres o SO irssss 2003, EDGAR Online, I nc.




On December7, 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, anemployee of Oregon Health Sciences University, asan inventor and Oregon Health Sciences University as
part owner of five of Vertex's neurophilin patents, and associated damages. One of the five patents hasrecently been removed from the suiton a
motion by Vertex. The suit stems from assaysrun on Vertex compounds by Dr.Gold under a sponsored research agreement in 1996. We have
investigated the inventorship on these patentsand believe that Dr.Gold is not an inventor, Oregon Health Sciences has no ownership interest in
any of these patents, andthat the claims made in this complaint are without merit. We intend to contest thissuit vigorously.

Recent Accounting Pronouncements

In October 2001, the FASB issued SFAS No.144, "Accounting for the Impairment of Long-Lived Assets." SFAS No0.144 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 assetsto be disposed of. The provisions of SFAS No.144 will be effective for fiscal years beginning after December15,
2001. We adopted the provisions of SFAS144 on Januaryl, 2002 asrequired; the adoption did not have a material effect on our financial
position and results of operations.

In April 2002, the FASB issued SFAS No0.145, "Rescission of FASB Nos. 4, 44 and 64, Amendment of FASB Statement No.13, and Technical
Corrections as of April2002." This Statement rescinds FASB No.4, "Reporting Gains and Losses from Extinguishment of Debt,” and an
amendment of that Statement and FASB Statement No.64, "Extinguishments of Debt Made to Satisfy Sinking-Fund Requirements' and SFAS
No.44, "Accounting for Intangible Assets of Motor Carriers.” SFASN0.145 also amends SFAS No.13, "Accountingfor Leases," to eliminate
an inconsistency between therequired accounting for sale-leaseback transactions and the required accounting for certain lease modifications
that have the same economic effect as a sale-leaseback transaction. SFAS No.145 also amends other existing authoritative pronouncements to
make various technical corrections, clarify meanings, or describe their applicability under changed conditions. Adoption of certain provisions of
this standard was required after May15, 2002, while other provisions must be adopted within financial statementsissued after May15, 2002 or
the year beginning after May15, 2002. Under SFAS145 the gain on retirement of convertible subordinated notes is considered an ordinary item.
Previousdly, the gain on convertible subordinated notes was classified as an extraordinary item.

In September 2002, the FASB issued SFAS N0.146, "Accounting for Costs Associated with Exit or Disposal Activities," which supersedes
EITF 94-3, "Liability Recognition for Certain Employee Termination Benefits and Other Coststo Exit an Activity (including Certain Costs
Incurred in a Restructuring).” The standard affects the accounting for restructuring charges and related activities. The provisions of this
statement are required to be adopted for exit or disposal activities that are initiated after December31, 2002. We do not expect the adoption of
SFAS N0.146 to have an impact on our financial position and results of operations.

In November 2002, the FASB issued Interpretation No.45, "Guarantor's Accounting and Disclosure Requirementsfor Guarantees, Including
Indirect Guarantees of Indebtedness of Others' (FIN 45). FIN 45 elaborates on the disclosures the Company must make about obligations under
certain guarantees that we have issued. It also requires the Company to recognize, at the inception of a guarantee, aliability for thefair value of
the obligationswe have undertaken in issuing the guarantee. The initial recognition and initial measurement provisions are to be applied only to
guarantees issued or modified after December31, 2002. We have adopted the disclosure provisions as required by FIN45. We are still
evaluating the potential impact of FIN45 on our financial position and results of operations.

In January 2003, the FASB issued FASB Interpretation No.46 ("FIN 46"), "Consolidation of Variable Interest Entities, an Interpretation of
ARB No.51." FIN 46 requires certain variable interest
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entities to be consolidated by the primary beneficiary of the entity if the equity investorsin theentity do not have the characteristics of a
controlling financia interest or do not have sufficient equity at risk for the entity to finance itsactivities without additional subordinated
financial support from other parties. FIN 46 is effective for all new variable interest entities created or acquired after January31, 2003. For
variable interest entities created or acquired prior to Februaryl, 2003, the provisions of FIN 46 must be applied for thefirst interim or annual
period beginning after Junel5, 2003. We do not expect FIN 46 to have amateria effect on our consolidated financial statements.

In November 2002, the Emerging I ssues Task Force reached a consensus on Issue No.00-21 ("EITF 00-21"), "Revenue Arrangements with
Multiple Deliverables." EITF 00-21 provides guidance on how to account for arrangements that involve the delivery or performance of multiple
products, services and/or rights to use assets. The provisions of EITF 00-21 will apply to revenue arrangements entered into in fiscal periods
beginning after Junel5, 2003. Although we do not expect the adoption of EITF00-21 to have a material impact, we aretill evaluating the
potential impact of EITF00-21 on our financia position and results of operations.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Aspart of itsinvestment portfolio, Vertex ownsfinancial instruments that are sensitive to market risks. The investment portfolio is 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 instrumentsare held for trading purposes. Vertex does not have derivative financial instruments in its investment portfolio.

Interest Rate Risk

Vertex investsitscash in avariety of financial instruments, principally securities issued by the U.S. government and its agencies, investment
grade corporate bonds and notes and money market instruments. These investments are denominated in U.S. dollars. All of its interest-bearing
securities are subject to interest raterisk, and could declinein value if interest rates fluctuate. Substantially all of Vertex'sinvestment portfolio
consists of marketable securities with active secondary or resale markets to 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 hasamaterial exposure to interest raterisk.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The information required by thisitem 8is contained on pages F-1 through F-44 of this Report.

ITEM 9. CHANGES IN AND DISAGREEMENTSWITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
Not applicable.
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PART I
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERSOF THE REGISTRANT

The information regarding directors required by thisltem 10 isincluded in the definitive Proxy Statement for Vertex's 2003 Annual Meeting of
Stockholders, to be filed with the Commission on or about April9, 2003 (the "2003 Proxy Statement"), under "Election of Directors' and
"Section16(a) Beneficial Ownership Reporting Compliance" and isincorporated herein by reference. The information regarding executive
officers required by this Itemis includedin Partl of this Annual Report on Form10-K.

ITEM 11. EXECUTIVE COMPENSATION

The information required by thisitem 11 isincluded in the 2003 Proxy Statement under "Executive Compensation” and isincorporated herein
by reference (excluding, however, the "Report on Executive Compensation” and the Performance Graph contained in the 2003 Proxy
Statement, which shall not be deemed incorporated herein).

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by thisltem 12 isincluded in the 2003 Proxy Statement under " Security Ownership of Certain Beneficial Ownersand
Management" and " Executive Compensation—Equity Compensation Plan Information” and isincorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPSAND RELATED TRANSACTIONS

The information required by thisltem 13 isincluded in the 2003 Proxy Statement under "Employment Contracts and Change-in-Control
Arrangements' and isincorporated herein by reference.

ITEM 14. CONTROLS AND PROCEDURES

(a) Evaluation of Disclosure Controlsand Procedures. The Company's chief executive officer and chief financia officer, after evaluating the
effectiveness of the Company'sdisclosure control and procedures (as defined in Exchange Act Rules13(a)—14(c)) as of adate within 90days of
the filing date of this Annual Report on Form10-K, have concluded that, based on such evaluation, the Company's disclosure controls and
procedures were adequate and effective to ensure that material information relating to the Company, including itsconsolidated subsidiaries, was
made known to them by others withinthose entities, particularly during the period in which thisAnnual Report on Form10-K wasbeing
prepared. In designing and evaluating the disclosure controls and procedures, the Company's management recognized that any controlsand
procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the desired control objectives, and
our management necessarily was required to apply its judgmentin evaluating the cost-benefit relationship of possible controls and procedures.

(b) Changesin Internal Controls. There wereno significant changesin the Company's internal controls or in other factors that could
significantly affect these controls subsequent to the date of their evaluation, nor were there any significant deficiencies or material weaknesses
in the Company'sinternal controls. Accordingly, no corrective actionswere required or undertaken.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTSON FORM 8-K

(&(1) Financial Statements. The Financial Statements required to be filed by Item 8 of this Annual Report on Form10-K, and filed herewith,
are as follows:

Page
Number in
thisForm
10-K
Reports of Independent Accountants F-2to
F-4
Consolidated Balance Sheets as of December31, 2002 and2001 F-5
Consolidated Statements of Operations for the years ended December31, 2002, 2001 and2000 F-6
Consolidated Statements of Stockholders Equity and Comprehensive L oss for theyears ended F-7
December31, 2002, 2001 and2000
Consolidated Statements of Cash Flows for theyears ended December31, 2002, 2001 and2000 F-8
Notes to Consolidated Financial Statements F-9to
F-44

(8)(2) Financial Statement Schedules. Financial Statement Schedules have been omitted because they are either not applicable or the required
information isincluded in the consolidated financial statements or notes thereto.

(a)(3) Exhibits.

Exhibit
Number

21

2.2

31

3.2

3.3

34

35

4.1

4.2

Exhibit Description

Agreement and Plan of Merger dated as of April29, 2001, by and among Vertex, Auroraand Ahab
Acquisition Sub Inc. (filed as Exhibit2 to Vertex's Current Report on Form8-K dated April29, 2001 [File
N0.000-19319] and incorporated herein by reference).

Asset Purchase Agreement among Vertex, PanVeraLLC and Invitrogen Corporation dated February4,
2003 (filed herewith).

Restated Articlesof Organization filed with The Commonweslth of Massachusetts on July31, 1991
(filed as Exhibit3.1 to Vertex's 1997 Annua Report on Form10-K [File N0.000-19319] and incorporated
herein by reference).

Articles of Amendment filed with The Commonwealth of Massachusettson Juned, 1997 (filed as
Exhibit3.2 to Vertex's 1997 Annua Report on Form10-K [File N0.000-19319] and incorporated herein
by reference).

Certificate of Vote of Directors Establishing a Series of aClass of Stock, as filed with the Secretary of
The Commonwealth of Massachusetts on July31, 1991 (filed asExhibit3.3 to Vertex's 1997 Annual
Report on Form10-K [File N0.000-19319] and incorporated herein by reference).

Articles of Amendment filed with The Commonwealth of Massachusettson May?21, 2001 (filed as
Exhibit3.4 to Vertex's registration statement on FormS-4 [Registration Number 333-61480] and
incorporated herein by reference.)

By-lawsof Vertex as amended and restated as of March 12, 2001 (filed as Exhibit 3.4 to Vertex's 2000
Annual Report on Form 10-K [File N0.000-19319] and incorporated herein by reference).

Specimen stock certificate (filed as Exhibit 4.1 to Vertex's Registration Statement on Form S-1
[Registration No. 33-40966] or amendmentsthereto and incorporated herein by reference).
Stockholder Rights Plan (filed as Exhibit 4.2 to Vertex's Registration Statement on Form S-1
[Registration No. 33-40966] or amendmentsthereto and incorporated herein by reference).
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4.3

4.4

4.5

4.6

4.7

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

109

10.10

First Amendment to Rights Agreement dated as of February 21, 1997 (filed asExhibit4.3 to Vertex's
1996 Annual Report on Form 10-K [File No.000-19319] and incorporated herein by reference).
Indenture dated asof September 19, 2000 between Vertex and State Street Bank and Trust Company
(filed as Exhibit 4.1 to Vertex's Quarterly Report on Form 10-Q for the quarter ended September 30,
2000 [File No. 000-19319] and incorporated herein by reference).

Supplemental Indenture dated asof December 12, 2000 between Vertex and State Street Bank and Trust
Company (filed asExhibit 4.2 to Pre-Effective Amendment No.1 to the Form S-3 filed by Vertex
[Registration No. 333-49844] and incorporated herein by reference).

Registration Rights Agreement dated asof September 19, 2000 among Vertex and Merrill Lynch& Co.,
Merrill Lynch, Pierce, Fenner & Smith Incorporated, Credit SuisseFirst Boston Corporation, Robertson
Stephens, Inc., Chase Securities Inc. and J.P. Morgan Securities Inc., as Initial Purchasers (filed as
Exhibit4.2 to Vertex's Quarterly Report on Form 10-Q for the quarter ended September 30, 2000 [File
No. 000-19319] and incorporated herein by reference).

Second Amendment to Rights Agreement dated as of June 30, 2001 (filed as Exhibit 4.4 to Vertex's
Quarterly Report on Form 10-Q for the quarter ended June 30, 2001 [File No. 000-19319] and
incorporated herein by reference).

1991 Stock Option Plan, as amended and restated as of September 14, 1999 (filed as Exhibit 10.1 to
Vertex 1999 Annual Report on Form 10-K [File No. 000- 19319] and incorporated herein by
reference).*

1994 Stock and Option Plan, as amended and restated as of September 14, 1999 (filed asExhibit 10.1 to
Vertex 1999 Annual Report on Form 10-K [File No. 000-19319] and incorporated herein by reference).*
1996 Stock and Option Plan, Amended and Restated as of July 17, 2002 (filed herewith).*
Non-Competition and Stock Repurchase Agreement between Vertex and JoshuaBoger, dated April 20,
1989 (filed as Exhibit 10.2 to Vertex's Registration Statement on Form S-1 [Registration No. 33-40966]
or amendmentsthereto and incorporated herein by reference).*

Form of Employee Stock Purchase Agreement (filed as Exhibit 10.3 to Vertex's Registration Statement
on Form S-1[Registration N0.33-40966] or amendmentsthereto and incorporated herein by reference).*
Form of Employee Non-Disclosure and Inventions Agreement (filed as Exhibit 10.4 to Vertex's
Registration Statement on Form S-1 [Registration No. 33-40966] or amendments thereto and
incorporated herein by reference).

Form of Executive Employment Agreement executed by Joshua S. 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 incorporated
herein by reference).*

Form of Amendment to Employment Agreement executed by Joshua S. Boger and Vicki L. Sato (filed
asExhibit 10.1 to Vertex's Quarterly Report on Form 10-Q for the quarter ended June30, 1995 [File
N0.000-19319] and incorporated herein by reference).*

Executive Employment Agreement between Vertex and lain P.M. Buchanan (filed as Exhibit10.9 to
Vertex's 2001 Annua Report on Form10-K [File No.000-19319] and incorporated herein by reference).*
Agreement dated December 21, 2000 between Vertex and Richard H. Aldrich (filed as Exhibit10.10 to
Vertex's 2001 Annua Report on Form10-K [File No.000-19319] and incorporated herein by reference).*
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10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

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

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

Second Amendment to L ease and Option Agreement dated June 12, 1997 between Fort Washington
Realty Trust and Vertex (filed as Exhibit 10.17 to Vertex 1999 Annual Report on Form 10-K [File No.
000-19319] and incorporated herein by reference).

Third, Fourth and Fifth Amendments to Lease between Fort Washington Realty Trust and Vertex (with
certain confidential information deleted) (filed as Exhibit 10.14 to Vertex's 2001 Annual Report on Form
10-K [File No. 000-19319] and incorporated herein by reference).

Leaseby and between Trustees of Fort Washington Realty Trust, Landlord, and Vertex, executed
September 17, 1999 (filed asExhibit 10.27 to Vertex's Quarterly Report on Form 10-Q for the quarter
ended September 30, 1999, with certain confidential information deleted [File No. 000-19319], and
incorporated herein by reference).

Leaseby and between Kendall Square, LLC, Landlord, and Vertex, executed January 18, 2001 (with
certain confidential information deleted) (filed as Exhibit 10.16 to Vertex's 2001 Annual Report on Form
10-K [File No. 000-19319] and incorporated herein by reference).

Agreement for Lease of Premisesat 88 Milton Park, Abingdon, Oxfordshire between Milton Park
Limitedand Vertex Pharmaceuticals (Europe) Limited and Vertex Pharmaceuticals Incorporated (filed
asExhibit 10.18 to Vertex 1999 Annual Report on Form 10-K [File No. 000-19319] and incorporated
herein by reference).

Research and Devel opment Agreement dated April 13, 1993 between Vertex and Kissei Pharmaceutical
Co., Ltd. (with certain confidential information deleted) (filed asExhibit 10.1 to Vertex's Quarterly
Report on Form 10-Q for the quarter ended March 31, 1993 [File N0.000-19319] and incorporated
herein by reference).

Research Agreement and License Agreement, both dated December 16, 1993, between Vertex and
Burroughs Wellcome Co. (with certain confidential information deleted) (filed as Exhibit 10.16 to
Vertex's Annual Report on Form 10-K for theyear ended December 31, 1993 [File No. 000-19319] and
incorporated herein by reference).

Research and Development Agreement between Vertex and Eli Lilly and Company effective June 11,
1997 (filed with certain confidential information deleted asExhibit 10.1 to Vertex's Quarterly Report on
Form 10-Q for the quarter ended June 30, 1997 [File No. 000-19319] and incorporated herein by
reference).

Research and Devel opment Agreement between Vertex and Kissel Pharmaceutical Co. Ltd. effective
September 10, 1997 (filed, with certain confidential information deleted, as Exhibit 10.1 to Vertex's
Quarterly Report on Form 10-Q for thegquarter ended September 30, 1997 [File No. 000-19319] and
incorporated herein by reference).

Research Agreement between Vertex and Schering AG dated as of August 24, 1998 (filed, with certain
confidential information deleted, as Exhibit 10.1 to Vertex's Quarterly Report on Form 10-Q for the
quarter ended September 30, 1998 [File No. 000-19319] and incorporated herein by reference).
License, Development and Commercialization Agreement between Vertex and Hoechst Marion Roussel
Deutschland GmbH dated September 1, 1999 (filed withcertain confidential information deleted as
Exhibit 10.27 to Vertex's Quarterly Report on Form 10-Q for the quarter ended September 30, 1999 [File
No. 000-19319], and incorporated herein by reference).
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10.24 Collaboration and Option Agreement between Vertex and Taisho Pharmaceutical Co., Ltd. dated
November 30, 1999 (filed, withcertain confidentia information deleted, as Exhibit 10.27 to Vertex's
1999 Form 10-K [File No. 000-19319] and incorporated herein by reference).

10.25 Research and Early Development Agreement between Vertex and Novartis Pharma AG dated May 8,
2000 (filed, with certain confidential information deleted, asExhibit 10.1 to Vertex's Quarterly Report
on Form 10-Q for the quarter ended March 31, 2000 [File No. 000-19319] and incorporated herein by
reference).

10.26 Research Agreement between Vertex and Laboratoires Serono S.A. dated December 11, 2000 (with
certain confidential information deleted) (filed as Exhibit 10.26 to Vertex's 2000 Annual Report on Form
10-K [File No. 000-19319] and incorporated herein by reference).

10.27 Letter Agreement between Aurora and Stuart J. Collinson (filed as Exhibit 10.26 to Vertex's registration
statement on Form S-4 [Registration No. 333-61480] and incorporated herein by reference).*

10.28 Executive Employment Agreement between Vertex and Kenneth S. Boger (filed as Exhibit 10.28 to
Vertex's 2001 Annua Report on Form10-K [File No.000-19319] and incorporated herein by reference).*

10.29 Executive Employment Agreement between Vertex and lan F. Smith (filed as Exhibit 10.29 to Vertex's
2001 Annual Report on Form 10-K [File N0.000-19319] and incorporated herein by reference).*

10.30 Letter Agreement between Vertex and N. Anthony Coles, M.D. (filed as Exhibit 10.30 to Vertex's 2001
Annual Report on Form 10-K [File N0.000-19319] and incorporated herein by reference).*

10.31 Form of Non-Competition Agreement between Vertex and Invitrogen Corporation dated March28, 2003
(filed herewith).

10.32 Form of letter agreement with John J. Alam, Senior Vice President of Drug Evaluation and Approval;
LynneH. Brum, Vice President of Corporate Devel opment and Communications, Pamela Fritz, Vice
President, Human Resources, Mark Murcko, Vice President and Chief Technology Officer; Steven
Schmidt, Vice President, Information Systems; John A. Thomson, Vice President, Research; and
JeffreyD. Wilson, Vice President, Pharmaceutical Operations, covering specia rights upon a change of
control transaction (filed herewith).*

18.1 Letter from PricewaterhouseCoopers LLP dated November 14, 2001 re: Change in Accounting Principle
(filed as Exhibit 18.1 to Vertex's Quarterly Report on Form10-Q for the quarter ended September30,
2001 [File N0.000-19319] and incorporated herein by reference).

21 Subsidiaries of Vertex (filed herewith).

23.1 Consent of Independent Accountants, PricewaterhouseCoopers LLP (filed herewith).

23.2 Consent of Ernst & Young LLP, Independent Auditors (filed herewith).

23.3 Notice Regarding Consent of Arthur Andersen LLP (filed herewith).

99.1 Certification of the Chief Executive Officer under Section302 of the Sarbanes-Oxley Act of 2002 (filed
herewith).

99.2 Certification of the Chief Financial Officer under Section302 of the Sarbanes-Oxley Act of 2002 (filed
herewith).

99.3 Certification of the Chief Executive Officer and the Chief Financial Officer under Section906 of the
Sarbanes-Oxley Act of 2002 (filed herewith).

Compensatory plan or agreement applicable to management and employees.

(b)
Reportson Form8-K. On November14, 2002, we filed a report on Form8-K-Item 9-Regulation FD Disclosure, reporting certifications
required pursuant to Section906 of the Sarbanes-Oxley Act of 2002.
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SIGNATURES

Pursuant to the requirements of Section13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

VERTEX PHARMACEUTICALS INCORPORATED

March 31, 2003 By:

/s/ JOSHUA S. BOGER Joshua S.
Boger
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report hasbeen signed below by the following persons on behalf of
the registrant and in the capacities and on the dates indicated.

Name

/s/ JOSHUA S. BOGER Director, Chairman and Chief Executive Officer (Principal Executive Officer)

Joshua S. Boger

Title

/' IAN F. SMITH lanF. Chief Financial Officer (Principal Financial Officer)

Smith

/s JOHANNA MESSINA Controller (Principal Accounting Officer)

POWER Johanna

Messina Power

/s BARRY M. BLOOM Director
Barry M. Bloom
/9 ROGER W. Director

BRIMBLECOMBE
Roger W. Brimblecombe
/s DONALD R. Director
CONKLIN Donad R.
Conklin
/9 STUART J. Director
COLLINSON Stuart J.
Collinson
/9 BRUCE |. SACHS Director
Brucel. Sachs
/sy CHARLESA. Director
SANDERS Charles A.
Sanders
/s ELAINES. ULLIAN Director
Elaine S. Ullian
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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 balance sheetsand the related consolidated
statements of operations, of stockholders equity and comprehensive loss and of cash flows present fairly, in all material respects, the financial
position of Vertex Pharmaceuticals Incorporated and its subsidiaries at December31, 2002 and 2001, and the results of their operations and
their cash flowsfor each of the three yearsin the period ended December31, 2002 in conformity with accounting principles generally accepted
inthe United States of America. These financial statements are the responsibility of the Company's management; our responsibility isto express
an opinion on these financial statements based on our audits. The consolidated financial statements give retroactive effect to the merger of
Aurora Biosciences Corporation (formed on Marchl, 2001 asaresult of the consolidation of Aurora Biosciences Corporation and PanVera
Corporation) on July18, 2001 in a transaction accounted for as a pooling of interests, as described in NoteD to the consolidated financial
statements. We did not audit the financial statements of Aurora Biosciences Corporation for theyear ended December31, 2000, which
statements reflect total revenues of 49percent of therelated consolidated totals for the year ended December31, 2000. Those statements were
audited by other auditors whose report thereon has been furnishedto us, and our opinion expressed herein, insofar as it relatesto theamounts
included for Aurora Biosciences Corporation, is based solely on the report of the other auditors. We conducted our audits of these statementsin
accordance withauditing standards generally accepted in the United States of America, whichrequire that weplan and perform the audit to
obtain reasonable assurance about whether thefinancial statements are free of material misstatement. An audit includes examining, on atest
basis, evidence supporting the amountsand disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating theoverall financial statement presentation. We believe that our audits and thereport of other
auditors provide areasonable basisfor our opinion.

Asdiscussed in NoteC to the consolidated financial statements, during each of theyears ended December31, 2001 and 2000 the Company
changed itsmethod of accounting for revenue recognition. Asdiscussed in NoteH to the consolidated financial statements, during theyear
ended December31, 2001 the Company changed its method of accounting for certain derivatives.

/< PricewaterhouseCoopers LLP

Boston, Massachusetts
March31, 2003
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Report of Ernst & Young LLP, Independent Auditors

To theBoard of Directors and Stockholders
Aurora Biosciences Corporation:

We have audited the accompanying consolidated statements of operations, stockholders' equity, and cash flows of AuroraBiosciences
Corporation (formed as aresult of the consolidation of Aurora Biosciences Corporation and PanVera Corporation) for the year ended
December31, 2000 (not included separately herein). The consolidated financial statements giveretroactive effect to themerger of Aurora
Biosciences Corporation and PanVera Corporation on Marchl, 2001, which has been accounted for using the pooling of interests method as
described in the notesto the consolidated financial statements; such notesalso describe the process of consolidation, giventhat PanVera
Corporation's fiscal years were September30. These consolidated financial statements are theresponsibility of the Companies management.
Our responsibility isto express an opinion on these consolidated financial statements based on our audits. We did not audit the statement of
operations of PanVera Corporation for the year ended September30, 2000, which reflect revenues constituting approximately 15.1% of the
related combined total for the year ended December31, 2000. Those statements were audited by other auditors whosereports have been
furnished to us, and our opinion, insofar as it relates to dataincluded for PanVera Corporation for the periods described above is based solely
on the 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 thefinancial statements arefree of material misstatement. An audit includes
examining, on atest basis, evidence supporting the amounts and disclosuresin financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financia 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, thefinancial statements referred to above present fairly, in all material
respects, the consolidated results of its operations and its cash flows of Aurora Biosciences Corporation for the year ended December31, 2000,
after giving retroactive effect to the merger of PanVera Corporation, as described in the notesto the consolidated financial statements, in
conformity with accounting principles generally accepted in the United States.

/s ERNST& YOUNGLLP

San Diego, Cdlifornia
April 27, 2001
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THE FOLLOWING REPORT ISA COPY OF A REPORT PREVIOUSLY ISSUED BY ARTHUR ANDERSEN LLP AND HASNOT
BEEN REISSUED BY ARTHUR ANDERSEN LLP.

Report of Independent Public Accountants

To theBoard of Directors and Shareholders of
PanVera Corporation:

We have audited the accompanying balance sheets of PanVera Corporation (a Wisconsin corporation) asof September30, 2000 and 1999*, and
the related statements of income, stockholders' equity, and cash flowsfor the yearsthen ended (not included separately herein). These financia

statements are the responsibility of the Company's management. Our responsibility isto express an opinion on these financia statements based
onour audits.

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 thefinancial statements arefree of material misstatement. An audit includes
examining, on atest basis, evidence supporting the amounts and disclosuresin thefinancial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financia statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financia statementsreferred to above present fairly, in all material respects, the financial position of PanVera Corporation
as of September30, 2000 and 1999, and the results of its operations and its cash flowsfor the yearsthen ended in conformity with accounting
principles generally accepted in the United States.

/sy ARTHUR ANDERSEN LLP

Milwaukee, Wisconsin
October20, 2000

*

The 1999 consolidated financial statements are not required to be presented in the 2002 annual report.
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VERTEX PHARMACEUTICALS INCORPORATED
Consolidated Balance Sheets

December 31,
2002 2001

(In thousands, except
share and per share amounts)

Assets
Current assets:

Cash and cash equivalents $ 108,098 $ 189,205
Marketable securities, available for sale 526,886 553,997
Accounts receivable 13,200 20,265
Prepaid expenses 4,349 6,636
Other current assets 4,039 5,989

Total current assets 656,572 776,092
Restricted cash 26,091 26,190
Property and equipment, net 95,991 80,377
Investments 26,433 26,433
Other assets 10,633 16,039

Total assets $ 815,720 $ 925,131

Liabilities and Stockholders Equity
Current ligbilities:

Accounts payable $ 16,745 $ 11,628
Accrued expenses and other current liabilities 29,306 31,381
Accrued interest 4,463 4,467
Deferred revenue 11,888 39,498
Obligations under capital |eases and other obligations 2,195 4,579
Total current ligbilities 64,597 91,553
Obligations under capital leases and other obligations, excluding current portion 10,944 8,026
Deferred revenue, excluding current portion 46,598 35,201
Convertible subordinated notes (due September 2007) 315,000 315,000
Totdl ligbilities 437,139 449,780
Commitmentsand contingencies (Notes K and S)
Stockholders equity:

Preferred stock, $0.01par vaue; 1,000,000shares authorized; none issued and — —
outstanding at December31, 2002 and2001, respectively

Common stock, $0.01par value; 200,000,000shares authorized; 76,357,412 764 751

and 75,055,160shares issued and outstanding at December31, 2002 and2001,

respectively

Additional paid-in capital 794,206 778,018

Deferred compensation, net — (20)

Accumulated other comprehensive income 6,764 11,134

Accumulated deficit (423,153 ) (314,532 )
Total stockholders' equity 378,581 475,351
Totdl lighilities and stockholders $ 815,720 $ 925,131
equity

The accompanying notes are an integral part of the consolidated financial statements.
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VERTEX PHARMACEUTICALS INCORPORATED

Consolidated Statement of Operations

Pharmaceutical revenues:
Royalties

Collaborative research and development revenues
Discovery tools and service revenues:
Product salesand royalties
Service revenues
Total revenues
Costsand expenses.
Royalty payments
Cost of product salesand royalties
Cost of service revenues
Research and development
Sales, general and administrative
Merger related costs
Total costs and expenses
Lossfrom operations

Interest income
Interest expense

Gain on retirement of convertible subordinated notes (Note L)
Debt conversion expense

Other expense
Loss before cumulative effect of changes in accounting principles

Cumulativeeffect of changes in accounting principle—revenue recognition
(Note C)
Cumulativeeffect of change in accounting principle—derivatives (Note H)
Net loss

Basic and diluted netloss per common share before cumulative effect of
changesin accounting principles

Cumulativeeffect of changes in accounting principle revenue
recognition—nbasic and diluted

Cumulative effect of change in accounting principle derivatives—basic and
diluted

Basic and diluted net loss per common share

Basic and diluted weighted average number of common shares outstanding
Unaudited pro formaamounts assuming the 2001 accounting change
relating to revenue recognition isapplied retroactively (Note C):

Net loss

Basic and diluted net loss per common share

$

Y ears Ended December 31,

2002

(Inthousands, except per share data)

10,209 $
77,135
51,772
21,969
161,085
3,434
13,684
11,163
203,018
49,390

280,689
(119,604 )

28,722
(17,684 )

(55)

(108,621 )

(108,621) $

(143) $

(143) $

75,749

(108,621) $

(143) $

2001

11,119 $
68,984
59,921
27,466
167,490
3,786
27,089
12,544
150,173
42,047
23,654
259,293
(91,803 )

45,133
(19,318 )

10,340

(2,433 )
(58,081 )
(25,901 )

17,749
(66,233 ) $

078) $

(0.35)
0.24

089) $

74,464

(40,332 ) $

(054) $

The accompanying notes are an integral part of the consolidated financial statements.
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2000

12,361
68,239
52,437
20,245
153,282
4,134
33,502
9,294
102,441
41,354

190,725
(37,443 )

33,312
(11,653 )

(14,375 )
(1,420 )
(31,579 )

(3,161 )

(34740 )
(0.47)

(0.04)
(0.51)
67,682

(45,860 )

(0.68)



Balance, December 31, 1999

Net changein unrealized holding
gaing/(losses) on marketable securities
Tranglation adjustments

Net loss
Comprehensive loss

Issuances of commonstock:
Benefit plans
Convertible subordinated notes

Equity compensation for services
rendered
Amortization of deferred compensation

Adjustmentfor changein PanVera's
year end

Balance, December 31, 2000

Net changein unrealized holding
gaing/(losses) on marketable securities
Translation adjustments

Net loss
Comprehensiveloss

Issuances of commonstock:
Benefit plans

Equity compensation for services
rendered
Tax benefit of disqualifying disposition

Amortization of deferred compensation
Balance, December 31, 2001

Net changein unrealized holding
gaing/(losses) on marketable securities

Tranglation adjustments
Net loss

Comprehensiveloss

Issuances of commonstock:

Benefit plans

Equity compensation for services
rendered
Amortization of deferred compensation

Balance, December 31, 2002

Consolidated Statements of Stockholders' Equity and Comprehensive L oss

VERTEX PHARMACEUTICALS INCORPORATED

Common Stock

Shares

63,234

5,900
4,340

73,474

1,581

75,055

1,302

76,357

Additional
Paid-In
Capital
Amount
$ 632 $ 466,411 $
59 120,832
44 170,040
372
(133 )
735 757,522
16 19,637
320
539
751 778,018
13 15,896
292
764 794,206

DL ' —_—

Deferred
Compensation

(944) %

770

(174 )

154
(20)

20

F-7

2003.

Accumulated
Other
Comprehensive
Income (L 0ss)
Accumulated
Deficit
(inthousands)
(1,019 ) $ (213,163 ) $
5,762
(516 )
(34,740 )
(396 )
4,227 (248,299 )
7,218
(311 )
(66,233 )
11,134 (314,532 )
(4,922 )
552
(108,621 )
6,764 (423,153 )

The accompanying notes are an integral part of the consolidated financial statements.

EDGAR Online, Inc.

Stockholders
Equity

Total Comprehensive
Income (L 0ss)
251,917
5762 $ 5,762
(516 ) (516 )
(34,740 ) (34,740 )
$ (29,494 )
120,891
170,084
372
637
(396 )
514,011
7218 $ 7,218
(311 ) (311)
(66,233 ) (66,233 )
$ (59,326 )
19,653
320
539
154
475,351
(4922 )% (4,922 )
552 552
(108,621 ) (108,621 )
$ (112,991 )
15,909
292
20
378,581



VERTEX PHARMACEUTICALS INCORPORATED

Consolidated Statementsof Cash Flows

Cash flowsfrom operating activities:
Net loss

Adjustments to reconcile net loss to net cash used in operating

activities:
Depreciation and amortization
Non-cash based compensation expense
Write-down of marketable securities and investments
Other non-cash items, net
Losson disposal of property and equipment
Realized (gains)/losses on marketable securities
Equity inlosses of unconsolidated subsidiary
Adjustment for PanVera year end
Gain onretirement of convertible subordinated notes
Cumulative effects of changes in accounting principles
Changes in operating assets and ligbilities:

Accounts receivable

Prepaid expenses

Other current assets

Accounts payable

Accrued expenses and other current liabilities

Accrued interest
Deferred revenue

Net cash used in operating

activities

Cash flowsfrom investing activities:

Purchases of marketable securities

Sales and maturities of marketable securities

Expenditures for property and equipment

Proceeds from sale of equipment

Restricted cash

Investments and other assets

Net cash used ininvesting

activities
Cash flowsfrom financing activities:
Private placement of common stock, net
I ssuances of common stock, net
Repurchase of convertible debentures

Proceeds from sale of convertible subordinated notes, net of costs of

$16,038

Proceeds from notes payable, capital lease and |oan obligations

Principal paymentson capital leases and other obligations

Net cash (used in) provided by

financing activities
Effect of changesin exchange rates on cash

Net increase (decrease) in cash and

cash equivalents
Cash and cash equival ents—beginning of period
Cash and cash equivalents—end of period
Supplemental disclosure of cash flow information:
Cash paid for interest
Cash paid for taxes
Non-cash financing activities:
Property acquired under capital |eases

kY 2 - f——

2003.

$

B B ©

Years Ended December 31,

2002

(108,621 ) $

25,432
2,894
666
1,220
51
(2,048 )

7,065
2,287
3,101
5117

(580 )

(16,213 )

(79,539 )

(702,986 )
728,037
(41,219 )

6

99

101
(15,962 )

13,327

5,000
(4,485 )
13,842

552
(81,107 )

189,205
108,098

16,078
118

B e &

EDGAR Online, Inc.

2001

(Inthousands)

(66,233 ) $

17,964
1,501
2,100

31
1,107
(3,081 )

662

(10,340 )
8,152

13,641
(3142)
63
3,190
7,313
(444 )
20,469
(7,047 )

(1,252,781 )

1,176,186
(53,899 )
(11,477 )

(3116 )

(145,087 )

18,626
(18,900 )

(4,7% )
(5,009 )

(311)
(157,454 )

346,659
189,205

18,244
156

»n BB &

2000

(34,740 )

12,792
2,113
1,369

123
0
270
550
(396 )

3,161

(21,639)
(514 )
(3,163)
1,538
8,053
4,840
12,935
(12,708)

(1,403,737 )
1,117,196
(18,033)
2,399
(5,284)
(307,459 )

70,940
48,847

503,962
1,120
(5,544 )

619,325

(516 )
298,642

48,017
346,659

20,390
360

591



Conversion of convertible subordinated notes, net of unamortized deferred  $ — $ — % 170,083
debt issuance costs of $4,917

The accompanying notes are an integral part of the consolidated financia statements.
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VERTEX PHARMACEUTICALS INCORPORATED
Notesto Consolidated Financial Statements

A. The Company

Vertex Pharmaceuticals Incorporated ("Vertex" or the "Company") isaglobal biotechnology company that seeks to discover, develop, and
commercialize major pharmaceutical products independently and with collaborators. At December31, 2002 the Company had four facilities
worldwide with approximately 1,000 employees. The facilities are located in Cambridge, MA, Madison, WI, San Diego, CA and Abingdon,
UK. The Company has two operating segments: (i)Pharmaceuticals and (ii)Discovery Tools and Services.

The Company's Pharmaceutical s business seeks to discover, develop and commercialize major pharmaceutical productsindependently and with
collaborators. The Company's proprietary, systematic, genomics-based platform, is designed to accelerate the discovery of new drugsand to
expand intellectual property coverage of drug candidate compounds and classes of related compounds. This approach, which targets gene
families, has formed thebasis for successful drug discovery and for the advancement of drug candidates by Vertex andits collaborators. The
Company has fifteen drug candidatesin clinical or pre-clinical development, including drug candidates focused on the therapeutic areas of
infectious diseases, autoimmune and inflammatory diseases and cancer as well as other drug candidates targeting neurological and genetic
disorders.

The Company has significant collaborations with large pharmaceutical companies including Novartis, Aventis, GlaxoSmithKline and Serono.
The Company is developing several drug candidates in commercia collaborations in whichit retains rights to downstream product revenue. The
drug candidates are derived from our research and development collaborations, and serving markets wherewe believe our partner can more
effectively compete and provide uswith a significant commercial return. Additionally, we intend to independently develop and commercialize
products for high-volume markets wherewe can effectively reach large patient populations with a small sales force focused on specialists. The
Company'sfirst approved product is Agenerase (amprenavir), an HIV protease inhibitor, whichit co-promotes with GlaxoSmithKline. The
Company earnsaroyalty on sales of Agenerase, whichis marketed worldwide. In Japan, thedrug is sold under the trade nameProzei™. The
Company has one drug candidate, 908 (GW 433908 or VX 175) for which a New Drug Application (NDA) is pending with the U.S. FDA.

The Company's Discovery Tools and Services business specializesin assay development, screening services, the development, manufacture and
sale of instrumentation, and the manufacture and sale of proteins and reagents. This business had contractsin placethat required the delivery of
products, licenses and services throughout 2002.

On July18, 2001, the Company completed a merger with Aurora Biosciences Corporation ("Aurora"). Aurora specialized in industry-leading
assay devel opment, screening and cell biology capabilities. The Company acquired all of Aurora's outstanding common stock in atax-free,
stock for stock transaction, for approximately 14.1million shares of Vertex common stock. The merger was accounted for as a pooling of
interests.

On Marchl, 2001, Aurora completed a merger with PanVera Corporation ("PanVera'). At thetime of the merger, PanV era wasa biotechnology
company engaged in the devel opment, manufacture and worldwide supply of proteinsfor 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
was accounted for as a pooling of interests.

Asof Julyl, 2002, the Company began to commercialize the Aurorainstruments and services, along with PanVera's reagents and probes
business, under the name PanVera LLC. PanVera LLC'score business includes commercialization of fluorescence assay technologies, assay
development services, the
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manufacture and sale of proteins, reagent and probes, and the devel opment and sale of instrumentation systems. The former AuroraSan Diego
site operations focus mainly on pharmaceutical drug discovery and operate under the name Vertex Pharmaceuticals (San Diego) LLC. Upon
completion of the Julyl, 2002 reorganization, PanVeralL LC comprised most of the Discovery Tools and Services segment of the Company's
business, and Vertex Pharmaceuticals (San Diego)L L C conducted operations principally in the Pharmaceuticals operating segment.

On February4, 2003, Vertex and PanVera LLC entered into an Asset Purchase Agreement with Invitrogen Corporation (Invitrogen) pursuant to
which Invitrogen agreed to purchase certain assets of PanVeral LC for approximately $95,000,000 in cash andto assumecertain liabilities. The
disposition did not include theinstrumentation assetsof PanVeralL L C. Please refer to NoteR: "Subsequent Event" for further information. The
sale was completed on March28, 2003.

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 experience in manufacturing, sales and marketing, potential product liability and the need to comply with government
regulations. The Company expects to incur operating losses for the foreseeable future, asa result of expendituresfor its research and
development programs.

B. Accounting Palicies
Basis of Presentation

The consolidated financial statements reflect the operations of the Company and its wholly owned subsidiaries. The mergerswith Aurora and
PanV era have been accounted for asa pooling of interests under Accounting Principles Board Opinion No.16, "Business Combinations' ("APB
16"). Accordingly, al prior period consolidated financial statements presented have been restated to includethe combined results of operations,
financial position and cash flowsof Aurora and PanVera asthough the mergers had been in effect since theinception of Auroraand PanVera.
All significant intercompany balances and transactions have been eliminated.

Prior to the merger, PanVerasfiscal year end was September30. In recording the business combination, PanVeras results of operations for the
fiscal year ended September30, 2000 have been combined with the Company's results of operations for the fiscal year ended December31,
2000. In accordance withAPB 16, PanVera's results of operations and cash flows for thethree month period ended December31, 2000 have
been added directly to the Company'saccumulated deficit and cash flowsat December31, 2000, and are excluded from reported fiscal 2000
consolidated results of operations. PanVerasrevenue and net loss for the three monthsended December31, 2000 was$3,005,000 and
$396,000, respectively. Included in PanVera's results of operations for the three months ended December31, 2000 were merger related costs of
approximately $467,000.

Reclassification in the Preparation of Financial Satements

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

The preparation of consolidated financial statementsin conformity with accounting principles generally accepted in the United States of
America requires management to make certain estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the reported amounts of revenues and
expenses during thereported periods. Significant estimatesin these consolidated financial statements include useful livesfor depreciation and
amortization, warranty reserves, collectibility of accountsreceivable, 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. Changesin estimates arerecorded in the period in which they become known. We base our estimates on historical experience and
various other assumptionsthat webelieve to be reasonable under the circumstances. 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 equivaents. Changesin cash and cash
equivalents may be affected by shiftsin investment portfolio maturities as well asby 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 that
are classified as available for sale. Sincethese securities are available to fund current operations, they are classified as current assets on the
balance sheet. Marketable securities are stated at fair value with unrealized gains and losses included as a component of accumulated other
comprehensive income (loss), which is a separate component of stockholders' equity, until realized. The fair value of these securities is based
on quoted market prices. If adeclinein thefair value is considered other-than-temporary, based on available evidence, theunrealized loss is
transferred from other comprehensive income (loss) to the consolidated statement of operations. For theyears ended December31, 2002, 2001
and 2000, the Company recorded $666,000, $600,000 and $1,369,000, respectively, in charges to write down certain marketable securities
because the decline in value was considered other-than-temporary. Realized gainsand 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 ownershipinterest of less
than 20%, and does not have the ability to exercise significant influence over theinvestment entity's operating activities, the Company accounts
for its investment using the cost method. If any adjustment to fair value reflects a decline in the value of the investment below cogt, the
Company considers available evidence, including the duration and extent to which the market value has been lessthan cogt, to evaluate the
extent to which the decline is other-than-temporary. If the decline is considered other-than-temporary, the cost basis of the investment iswritten
downto fair value as a new cost basis
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and the amount of the write down isincluded in the Company's consolidated statement of operations. For theyear ended December31, 2001,
the Company recorded $1,500,000 in charges related to the write-down of aninvestment because the decline in the value of theinvestment 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 funds and
marketable securities. The Company places these investmentsin highly rated financial institutions, and, by policy, limits the amounts of credit
exposure to any one financial institution. These amounts at times may exceed federally insured limits. The Company has not experienced any
credit losses in such accounts and doesnot believeit 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 from a limited number of customers in the biotechnology and pharmaceuticals industriesin
the US, Europe and Japan. In 2002 the Company had significant revenue transactions with Novartis Pharma AG, which accounted for 26% of
the Company'stotal revenue. 1n 2001, the Company's revenue included transactions with each of thefollowing customers: Novartis (22%) and
Pfizer, Inc (17%), including Warner-Lambert, which Pfizer acquired in 2000. In 2000 the Company's revenueincluded significant transactions
with these same two customers, Novartis (18%) and Pfizer (17%). The loss of such customers could have a material adverse impact on the
Company.

Kissel Pharmaceuticals, Co.,Ltd. and GlaxoSmithKIine represented approximately 27% and 19%, respectively, of the Company's accounts
receivable balance at December31, 2002. GlaxoSmithKline, Kissei Pharmaceuticals, Co,Ltd. and Novartis PharmaAG represented
approximately 20%, 15%, and 10%, respectively, of the Company's accounts receivable balance at December31, 2001. Management believes
that credit risks associated with these collaborative partners are not 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 the
lease terms or the estimated useful lives of therelated assets, generally four to seven yearsfor furniture and eguipment, three to five yearsfor
computers and software and forty yearsfor buildings. Leasehold improvements are amortized over the lesser of the useful life of the
improvements or the remaining life of thelease. Mgjor additions and betterments are capitalized; maintenance and repairs, which do not
improve or extend thelife of the respective assets, are charged to operations. When assets are retired or otherwise disposed of, the assets and
related allowancesfor depreciation and amortization are eliminated from the accounts and any resulting gain or loss isreflected in the
Company'sconsolidated statement of operations.

Assets Held for Sale

The Company classifies long-lived assets as held for sale so long as such assets are available for immediate sale in their present condition, the
Company has theintent and ability to transfer the assetsto a buyer within one year and the sale of such assetsis considered probable at the
balance sheet date. The Company considers a sale probable when a definitive purchase and sale agreement has been signed. Assets held for sale
are measured at the lower of book value or fair value less cost to sell. No assets wereclassified as held for sale at December31, 2002 or 2001.
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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.

Retirement of Convertible Subordinated Notes

In October of 2001, the Company re-purchased and retired $30,000,000 in principal amount of its5% Convertible Subordinated Notesdue
September2007, whichresulted in again of $10,340,000. In April2002, the FASB issued SFAS145, "Recission of FASB StatementsNo.4, 44
and 64, Amendment of FASB Statement No.13, and Technical Corrections." SFAS145 recinds SFAS 4 and SFAS 64, which addressed the
accounting for gains andlosses from extinguishment of debt. Under SFAS145 the gain on retirement of convertible subordinated notes is
considered an ordinary item. Previously, thegain on retirement of convertible subordinated notes was classified as an extraordinary item.

Sock-Based Compensation

In December 2002, the FASB issued SFAS N0.148, "Accounting for Stock-Based Compensation, Transition and Disclosure” ("SFAS148").
SFAS148 amends SFAS N0.123 "Accounting for Stock-Based Compensation” ("SFAS123"), to provide aternative methods of transition for a
voluntary change to the fair-value based method of accounting for stock-based employee compensation. In addition, SFAS148 amends the
disclosure requirements of SFAS123 to require prominent disclosuresin both annual and interim financial statements about the method of
accounting for stock-based compensation and the effect of themethod used on reported results. The transition and annual disclosure
requirements of SFAS148 are effective for the company'sfiscal year ending December31, 2002. The Company hasadopted SFAS148 as
required for the fiscal year ending December31, 2002.

In accordance with SFAS148, the Company has adopted the disclosure-only provisions of SFAS123 and applies Accounting Principles Board
Opinion No.25, "Accounting for Stock Issued to Employees’ ("APB 25") and related interpretations in accounting 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 thedate of grant, no compensation cost isrequired. When the exercise price of options granted to
employees under these plansis lessthan the market price of the common stock on the date of grant, compensation costs are expensed over the

vesting period. Subsequent changesto option terms can also give rise to compensation.

At December31, 2002 the Company had three stock-based employee compensation plans, which are described more fully in NoteN. No
stock-based employee compensation cost isreflected in net loss, as all options granted under the plans had an exercise price equal to the market
value of theunderlying common stock on thedate of grant. For stock options granted to nonemployees, the Company recognizes compensation
costsin accordance with the requirements of SFAS123. SFAS123 requiresthat companies recognize compensation expense for grants of stock,
stock optionsand other equity instrumentsbased on fair value.
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The following table illustrates the effect on net loss and net loss per shareif we had applied the fair value recognition of SFAS123 to the
Company's stock-based employee compensation.

Year Ended December 31,
2002 2001 2000

(In thousands, except per share data)

Net loss attributable to common shareholders, as reported $ (108621) $ (66,233 ) $ (34,740)
Deduct: Tota stock-based employee compensation expense determined (54,686 ) (55,295 ) (30,878 )
under the fair value based method for all awards

Pro formanet loss $ (163307) % (121528) $ (65618)
Basic and diluted net loss per common share, asreported $ (143) % 089) % (0.51)
Basic and diluted net loss per common share, pro forma $ (216) $ (163) $ (0.97)

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 sales and royalty agreements.

Pharmaceuticals—Collaborative Research and Development Revenue

The Company's collaborative research and development revenue is primarily generated through collaborative research and devel opment
agreements with strategic partnersfor the development of major pharmaceutical products. 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 royalties on product sales.

In thethird quarter of 2001, in connection with anoverall review of accounting policies concurrent with the merger with Aurora, Vertex elected
to change its revenue recognition policy for collaborative and other research and development revenues from the Emerging I ssues Task Force
N0.91-6 ("EITF 91-6") Method to the Substantive Milestone Method, adopted retroactively to Januaryl, 2001. Under the Substantive
Milestone Method, the Company recognizes revenue from non-refundable, up-front license fees and milestones, not specifically tiedto 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 theinception of the
collaborative contract, are recognized as earned, when the earnings process is complete and the corresponding payment is reasonably assured.
The Company evaluates whether milestones areat 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. Since Vertex's adoption
of the Substantive Milestone Method in the third quarter of 2001 was retroactive to Januaryl, 2001, theresults of thefirst two quarters of 2001
have been restated in accordance with the new revenue policy. Pursuant to the 2001 change, Vertex recorded a one-time non-cash charge of
$25,901,000, representing a cumulative change in accounting principle for periods prior to 2001.

In conjunction with the adoption of SAB 101 in thefourth quarter of 2000, Vertex changed its revenue recognition policy for collaborative
research and development revenuesto the EITF 91-6
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method, retroactive to Januaryl, 2000. Under the EITF 91-6 method 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 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 asrevenue upon receipt and milestones were recorded as
revenue upon achievement of the milestone by the collaborative partner.

Since the Company's adoption of the EITF91-6 Method in the fourth quarter of 2000 was retroactive to Januaryl, 2000, the results of the first

three quarters of 2000 have been restated in accordance with the new revenue recognition policy. Pursuant to the adoption of SAB101 and the
EITF91-6 Method in 2000, the Company recorded a one-time non-cash charge of $3,161,000, representing a cumulative effect of a change in

accounting principle for periods prior to 2000.

Pharmaceuticals—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 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.

Discovery Tools and Services—Product Sales and Royalties

Product sales includeinstrumentation system sales, technology licensing and biotechnology product sales. Revenue from licenses where Vertex
has continuing obligations is recognized over theperiod of the license. Revenue from perpetual licenses is recognized whenthe licenseis
issued, provided that there are no significant continuing obligations and the payment is non-refundable and non-creditable.

Revenue from sales of biotechnology products and certain instrumentation system salesis recognized upon shipment, when the 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. Sales under long-term production contracts are recognized using
percentage of completion accounting, based on actual costs incurred to date compared to total estimated coststo complete.

Discovery Tools and Services—Service Revenues

Service revenues include assay development, screening services, and contracted product development. Service revenueis recognized as the
services are performed or ratably over theservice 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.

Certain contracts under the Discovery Tools and Services business contain obligationsto sell instrumentation systemsand technology licenses,
in addition to providing assay development and screening services. Each of these separable elementsmay be individually delivered andis not
considered essential to thefunctionality of the others. The Company alocates revenue under such contracts to each of the separable elements
based on therelative fair value of each element, which under most of the agreements approximates the stated price in the contract.

Accounts receivable includes unbilled amounts on long-term production contracts totaling $949,000 and $3,441,000 at December31, 2002 and
2001, respectively. Unbilled receivables represent amounts
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due from customersthat will be billed at future dates in accordance with contract terms. The unbilled receivables at December31, 2002 are
expected to be billed and collected within one year.

Research and Development

All research and development costs, including amounts funded in research collaborations, are expensed as incurred. Research and devel opment
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. Collaborator and Company-sponsored research and development
expensesfor 2002, 2001 and 2000 were as follows:

2002 2001 2000
Resear ch Development Total Research Development Total Resear ch Development Total
Collaborator-Sponsored $ 54509 $ 35675 $ 90,184 $ 49,490 $ 20,262 $ 69,752 $ 43253 $ 8757 $ 52,010
Company-Sponsored 70,577 42,257 112,834 51,612 28,809 80,421 31,856 18,575 50,431
Total $ 125,086 $ 77932 $ 203,018 $ 101,102 $ 49,071 $ 150,173 $ 75109 $ 27332 $ 102,441

Advertising

All advertising costs are expensed asincurred. During the years ended December31, 2002, 2001 and 2000, advertising expensestotaled
$431,000, $444,000 and $1,794,000, 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 asset
if, based on theweighted available evidence, it ismore likely than not that some or all of the deferred tax assetswill not be realized.

Debt Issuance Costs

Debt issuance costs related to expensesincurred to complete convertible subordinated debenture offerings aredeferred and included in other
assets on the consolidated balance sheet. The costs are 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.

Comprehensive Income (L0ss)

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 comprehensiveincome (loss) disclosures, the
Company does not record tax provisions or benefits for the net changesin foreign currency trandation adjustment, as the Company intends to
permanently reinvest undistributed earningsin its 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
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the period. Net unrealized gains andlosses resulting from foreign currency remeasurement are included in other comprehensive income (10ss),
whichis a separate component of stockholders' equity.

Basic and Diluted Loss per Common Share

Basic loss per share is based upon the weighted average number of common shares outstanding during the period. Diluted loss per share is
based upon the weighted average number of common shares outstanding during the period plus additional weighted average common equival ent
shares outstanding during the period when the effect is not anti-dilutive. Common equiva ent shares result from the exercise of outstanding
stock options, the proceeds of which are then assumed to have been used to repurchase outstanding stock usingthe treasury stock method, and
the assumed conversion of convertible notes. Common equivalent shares have not been included in the net 1oss per share calculations astheir
effect would be anti-dilutive. Total potential grosscommon equivaent shares, before applying the treasury stock method, at December31, 2002,
2001 and 2000 consisted of 17,065,000, 16,810,000 and 14,615,000 stock options outstanding, respectively, with a weighted average exercise
price of $25.73, $27.37 and $25.97, respectively. At December31, 2002 and 2001 there were notes convertible into 3,414,264 shares of
common stock at a conversion price of $92.26 per share and at December31, 2000 there werenotes convertible into 3,739,000shares of
common stock at a conversion price of $92.26.

Segment Information

The Company has two operating segments: (i)Pharmaceuticals and (ii)Discovery Tools and Services. The Company's Pharmaceuticals business
seeks to discover, develop and commercialize magjor pharmaceutical products independently and with partners. The Company's Discovery

Tools and Services business speciaizesin assay development, screening services, instrumentation and the manufacture and sale of proteins and
reagents. Please refer to NoteR: " Subsequent Event" for further information.

New Accounting Pronouncements

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 No0.121, "Accounting for the Impairment of Long-Lived Assets andfor 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 are effective for fiscal years beginning after
December15, 2001. The Company adopted the provisions of SFAS144 on Januaryl, 2002 as required; the adoption did not have a material
effect on the Company's financia position and results of operations.

In September 2002, the FASB issued SFAS N0.146, "Accounting for Costs Associated with Exit or Disposal Activities," which supersedes
EITF 94-3, "Liability Recognition for Certain Employee Termination Benefits and Other Coststo Exit an Activity (including Certain Costs
Incurred in a Restructuring).” Statement No0.146 states that a liability for a cost associated with an exit or disposal activity shall be recognized
and measured initially asits fair value in the period in whichthe liability isincurred, except for aliability for one-time termination benefits that
are incurred over aperiod of time. The standard will be effective for exit or disposal activities initiated after December31, 2002. The Company
does not expect theadoption of SFAS N0.146 to have a materia effect onits financial position and results of operations.

In November 2002, the FASB issued Interpretation No.45, "Guarantor's Accounting and Disclosure Requirementsfor Guarantees, Including
Indirect Guarantees of Indebtedness of Others’

F-17

meres o SO irssss 2003, EDGAR Online, I nc.




("FIN 45"). FIN 45 elaborates on the disclosures the Company must make about obligations under certain guarantees that the company has
issued. It also requires the Company to recognize, at the inception of a guarantee, aliability for thefair value of the obligations undertakenin
issuing the guarantee. The initial recognition and initial measurement provisions are to be applied only to guarantees issued or modified after
December31, 2002. The Company has adopted the disclosure provision as required by FIN45. The Company is still evauating the potential
impact of FIN45 onits financial position and results of operations.

In November 2002, the Emerging I ssues Task Force reached a consensus on Issue No.00-21 ("EITF 00-21"), "Revenue Arrangements with
Multiple Deliverables." EITF 00-21 provides guidance on how to account for arrangements that involve the delivery or performance of multiple
products, services and/or rights to use assets. The provisions of EITF 00-21 will apply to revenue arrangements entered into in fiscal periods
beginning after Junel5, 2003. Although the Company doesnot expect EITF00-21 to have a material impact, the Company is still evaluating the
potential impact of EITF00-21 onits financia position and results of operations.

In January 2003, the FASB issued FASB Interpretation No.46 ("FIN 46"), "Consolidation of Variable Interest Entities, an Interpretation of
ARB No.51." FIN 46 requires certain variable interest entitiesto be consolidated by the primary beneficiary of the entity if the equity investors
in the entity do not have the characteristics of a controlling financial interest or do not have sufficient equity at risk for theentity to finance its
activitieswithout additional subordinated financial support from other parties. FIN 46 is effective for all new variable interest entities created or
acquired after January31, 2003. For variable interest entities created or acquired prior to Februaryl, 2003, the provisions of FIN 46 must be
applied for the first interim or annual period beginning after Junel5, 2003. The Company does not expect FIN 46 to have a material effect on
its consolidated financial statements.

C. Changein 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 change its revenue recognition policy for collaborative and other research and development revenues fromthe EITF 91-6 Method to the
Substantive Milestone Method adopted retroactively to Januaryl, 2001. Vertex believes this method is preferable because it is more reflective
of the Company's on-going business operations and is more consistent with industry practices following the prior year implementation of SAB
101 throughout the biotechnology industry in 2000. Under the Substantive Milestone Method, 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 pointsthat are considered at risk and substantive at inception of the contract, are recognized as earned, and a separate earnings
process is complete, when the corresponding payment is reasonably assured. The Company evaluates whether milestones areat risk and
substantive based on the contingent nature of the milestone, specifically reviewing factors such as the technological and commercial risk that
needsto be overcome and the level of investment required.

Pursuant to the 2001 changein accounting principle to the Substantive Milestone Method, Vertex recorded a one-time non-cash charge of
$25,901,000, representing a cumulative effect of a change in accounting principle for periods prior to 2001. The impact of the adoption of this
new accounting policy for revenue recognition for collaborative and other research and development revenues was to defer revenue recognition
for certain portions of revenue previously recognized under our collaborative
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agreements into future accounting periods. Since Vertex's adoption of the Substantive Milestone Method in thethird quarter of 2001 was
retroactive to Januaryl, 2001, theresults 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 statements of
operations were cal culated assuming the accounting change wasmade retroactively to all periods prior to 2001. Included in collaborative and
other research and development revenueis $6,979,000 and $7,748,000 of revenue recognized in 2002 and 2001, respectively, that wasincluded
in the one-time non-cash charge of $25,901,000. The amount of revenue to be recognized in future yearsthat was included in the one-time
non-cash charge of $25,901,000 is $2,809,000, $2,580,000 and $5,785,000 in 2003, 2004 and thereafter, respectively.

In connection with theadoption of SAB 101 in the fourth quarter of 2000, Vertex had changed itsrevenue recognition policy for collaborative
research and devel opment agreementsto the EITF 91-6 Method, retroactive to Januaryl, 2000. Since the Company's adoption of the EITF91-6
Method in thefourth quarter of 2000 was retroactive to Januaryl, 2000, theresults of the first three quarters of 2000 have been restated in
accordance withthe new revenue recognition policy. Pursuant to the adoption of SAB 101 in 2000, the Company recorded a one-time non-cash
charge of $3,161,000, representing a cumulative effect of a change in accounting principle for periods prior to 2000.

D. Business Combinations

On July18, 2001, the Company completed a merger with Aurora in atax-free, stock for stock transaction, which has been accounted for as a
pooling of interests. Shares of Auroracommon 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 14.1million shares of Vertex common stock were
exchanged for all of Auroras outstanding common stock, and Aurora's outstanding stock options were converted into approximately 2.6million
options to purchase Vertex common stock, based upon the same fixed ratio.

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

The Company's consolidated financial statements have been restated for all periods prior to the business combinations to include the combined
financial results of Vertex, Aurora and PanVera
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Revenue and net income (loss) for the individual companies reported prior to the mergers were asfollows (in thousands):

Six MonthsEnded Year Ended

June3d0, 2001 December 31, 2000

Revenue:

Vertex $ 35715 * $ 78,127

Aurora 30,788 63,790

PanVera 9,129 11,365

Inter Company (35) —
Total $ 75597 $ 153,282
Net Income (Loss):

Vertex $ (51,663 )* $ (39,658 )

Aurora (826 ) 4,353

PanVera 996 565
Total $ (54,493 ) $ (34,740 )

Revenue and net loss for the six monthsended June30, 2001 for Vertex hasbeen restated to reflect the adoption of the Substantive
Milestone Method of revenue recognition, retroactive to Januaryl1, 2001 (NoteC).

The conforming of accounting policiesof Vertex, Aurora and PanVera did not result in adjustments to net income or stockholders' equity.
There were no significant intercompany transactions between or among the three entities for the year ended December31, 2000.
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E. Marketable Securities

A summary of cash equivalentsand available-for-sale securities is shown below (in thousands):

December 31, 2002

Cash and cash equivalents
Cash and money market funds
Municipal bonds
Total cash and cash equivalents
Marketable securities
Total equity securities
US government securities
Due within 1 year
Due within 1to 5years
Total US government securities
Corporate debt securities
Due within 1 year
Due within 1to 5years
Total corporate debt securities
Total marketable securities
Total cash, cash equivalents and marketable securities

December 31,2001

Cash and cash equivalents
Cash and money market funds
Corporate debt securities
Total cash and cash equivalents
Marketable securities
Total equity securities
US government securities
Due within 1year
Due within 1to 5years
Total US government securities
Corporate debt securities
Due within 1 year
Due within 1to 5years
Total corporate debt securities
Total marketable securities
Total cash, cash equivalents and marketable securities

EGAF

— Faalfdalia

F-21

2003.

EDGAR Online, Inc.

Amortized Gross Gross
Cost Unrealized Unrealized
Gains L osses
$ 102,598 $
5,500
$ 108,098 $
$ 265 $ 75 $
44,770
75,969
120,739 2,037
257,347
141,548
398,895 4,881 6
$ 519,899 $ 6,993 $ 6%
$ 627,997 $ 6,993 $ 63
Amortized Gross Gross
Cost Unrealized Unrealized
Gains L osses
$ 183,810 $
5,395
$ 189,205 $
$ 931 % 52 $ 68 $
26,016
94,342
120,358 1,574 7
196,600
224,199
420,799 10,422 64
$ 542,088 $ 12,048 $ 139 $
$ 731,293 $ 12,048 $ 139 $

Fair Value

102,598
5,500
108,098

340

45,056
77,720
122,776

259,619
144,151
403,770
526,886
634,984

Fair Value

183,810
5,395
189,205

915

26,199
95,726
121,925

199,828
231,329
431,157
553,997
743,202



Gross realized gainsand losses for 2002 were $2,281,000 and $233,000, respectively. Gross realized gainsand losses for 2001 were
$3,134,000 and $53,000, respectively. Grossrealized gainsand losses for 2000 were $69,000 and $339,000, respectively. Maturities stated are
effective maturities.

F. Restricted Cash

At December31, 2002 and 2001, the Company held $26,091,000 and $26,190,000 in restricted cash, respectively. At December31, 2002 the
balance of $26,091,000 was held in deposit with certain banks predominantly to collateralize conditional, standby letters of credit in the names
of the Company's landlords in accordance with certain operating lease agreements. At December31, 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 names of the
Company'slandlords in accordance with certain operating lease agreements, and $103,000 in connection witha Variable Rate Demand
Industrial Revenue Bond held by the Company.

G. Property and Equipment

Property and equipment consist of the following at December31 (in thousands):

2002 2001
Furniture and equipment $ 70994 $ 47910
Leasehold improvements 56,177 48,132
Equipment under capital leases 21,336 26,288
Computers 14,271 11,351
Software 11,564 8,057
Building 6,133 5,960
Construction in process 1,519 1,578
Total property and equipment, gross 181,994 149,276
Less accumulated depreciation and amortization 86,003 68,899
Total property and equipment, net $ 95991 $ 80,377

Depreciation expense for theyears ended December31, 2002, 2001 and 2000 was $24,003,000 $16,385,000 and $11,798,000, respectively.
The accumulated depreciation and amortization of equipment under capital leases was $20,381,000 and $25,025,000 at December31, 2002 and
2001, respectively. Assets under capital leases collateralize therelated lease obligations.

In December2002, the Company wrote off certain assets that were fully utilized and depreciated. There was no effect on the Company's net
property and equipment.

H. Investments

In February1999, Vertex restructured itsinvestment in Altus, whichwas a majority owned subsidiary, so that Altus operates independently from
Vertex. As part 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 with a balance sheet value of approximately
$1,726,000 at December31, 2000. For the year ending December31, 2000 Vertex recorded $550,000 as its share of Altus' losses under the
equity method of
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accounting. Vertex does not have any revenue related or other significant operational contracts with Altus.

In September and November of 2001, Altus underwent financial restructurings, which reduced Vertex'srelative ownership in Altusto
approximately 14% and 11% on the respective dates. Accordingly, effective September28, 2001, Vertex began accounting for its investmentin
Altus using the cost method. For the period from January1, 2001 through September28, 2001, Vertex recorded $662,000 as its share of Altus
losses under the equity method of accounting. For all periods thelossisincluded in other expense on the statement of operations.

In thethird quarter of 2001, Vertex adopted Derivative Implementation Group Issue No. A17, "Contracts that Providefor Net Share
Settlement” ("DIG A17"). Subsequent to the issuance of SFASN0.133, "Accounting for Certain Derivative Instruments and Certain Hedging
Activities," the FASB established the Derivatives |mplementation Group to address and interpret practice issues relating to that standard. On
April10, 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 Julyl, 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
was determined based on an independent appraisal that used the Black-Scholes option pricing model to valuethe warrants. Significant
assumptions used in the Black-Scholes model included the fair value of Altus common stock which was based on a valuation of 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 agreements ranging from 3.5 to 11.6years. Asof September30, 2001, the warrantsno longer qualified
as derivatives under DIG A17 due to changes in theterms of thewarrants coincident with thefinancial restructuring of Altus. The Company's
cost basis carrying valuein itsoutstanding equity and warrants of Altus was$18,813,000 at December31, 2002 and 2001, respectively. The
Company aso held investments at cost in other privately held companies at December31, 2002 and 2001.

In accordance with the Company's policy, as outlined in NoteB, the Company hasassessed its investmentin Altusand certain other privately
held companies and determined that there have not been any adjustments to the respective fair values that would indicate a decline in thefair
value of theinvestments below cost and would require the Company to write-down the cost basis of some or any of these investments at
December31, 2002.

I. Accrued Expenses and Other Current Liabilities

Accrued expenses and other current liabilities consist of thefollowing at December31 (in thousands):

2002 2001
Research and development contract costs $ 11435 $ 10,716
Payroll and benefits 11,100 12,888
Professional fees 3,324 2,508
Other 3,447 5,269

$ 29306 $ 31,381

F-23

meres o SO irssss 2003, EDGAR Online, I nc.




Warranty Reserves. Vertex provides for the estimated cost of warranty obligations in connection with instrumentation system sales as revenue
isrecognized. Reserve estimates are adjusted periodically to reflect actual experience. Below isasummary of changesin accrued warranty
expense for instrumentation sales for the year ended December31, 2002 (in thousands):

Balance at December31, 2001 $ 1,715
Provision for warranty expense 200
Provision for changein estimate of prior warranty expense (115)
Settlement of warranty liability (1,522 )

Balance at December31, 2002 $ 278

J. Capital Leases and Other Obligations

At December31, 2002, long-term capital lease, loan and other obligationswere due as follows (in thousands):

Year ended December 31, Capital Other Obligations Total
L eases

2003 $ 1028 % 1217 $ 2,245
2004 101 240 341
2005 — 245 245
2006 — 255 255
2007 — 260 260
Thereafter — 4,845 4,845
Total minimumlease and loan payments 1,129 7,062 8,191
Lessamount representing interest payments 52 — 52
Present value of minimum lease and loan payments 1,077 7,062 8,139
Lesscurrent portion 978 1,217 2,195
$ P9 $ 5845 $ 5944

Capital LeaseObligations

The Company leases certain equipment and improvements under capital leases, which expire at various dates through June2004. Excluded from
the table above is a debt obligation to Novartis for $5,000,000. The loan isto support certain clinical studies for a particular drug candidate and
isinterest free. Novartis will forgive the full amount of theloan if they accept the drug candidate for further development under the
collaborative agreement. There is $195million remaining under theloan facility for the development of future drug candidates. Refer to NoteO
for further information.

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 hascertain equipment
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with a net book value of $408,000 designated as collateral under these agreementsat December31, 2002. These agreements have aterm of five
years, and require that the Company maintain a certain level of cash and investments. The carrying value of these |oan obligations at
December31, 2002 and 2001 approximates fair value.

Promissory Note

In July1997 the Company re-purchased shares of itscommon stock from a common stockholder by making a cash payment andissuing a
promissory note. Interest isimputed at 4.91%. At December31, 2001 thebalance of the note was $274,000. In 2002, paymentsof principal and
interest weremade in quarterly installments through July1, 2002 and the balance outstanding on the note is zero.

Variable Rate Demand Bonds

In October1998, the City of Madison, Wisconsin issued $6,300,000 of Variable Rate Demand Industrial Revenue Bonds, Series1998 and then
loaned the proceeds to the Company. The Company utilized the proceeds to financethe construction of a new laboratory, production and office
facility in Madison, Wisconsin, which the Company began occupying in June2001. Terms of theloan agreement are subject to theterms of the
bonds. The loan bearsinterest payable monthly at a rate that isthe lesser of a variable rate based upon the prevailing market conditions required
toresell the bonds 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 December31, 2002, the variablerate of interest was 1.8%. Interest
incurred in 2002, 2001 and 2000 was $106,000, $285,000 and $386,000, respectively. Principal paymentsare due in annual installments

beginning in October2002 through October2018. In October2002 a payment of $225,000 was made; the remaining balance at December31,
2002 was $6,075,000.

Asacondition of the sale of theaforementioned Variable Rate Demand Industrial Revenue Bonds, the Company entered into an irrevocable
letter of credit with a bank. As security for the bonds, a replacement letter of credit was obtained in June2000 for an initial fiveyear term with
annual extensionsthereafter through Octoberl5, 2001. The letter of credit is secured by a General Business Security Agreement, subject to
certain financial covenants.

Effective upon the sale of certain assets of PanVera LLC on March28, 2003, the Revenue Bonds and the Company's obligations thereunder
were assigned to the buyer.

Line of Credit Agreements
At December3l, 2002, the Company had available on demand a $1million line of credit with a bank. The interest rate on outstanding
borrowings is 1.8% over the thirty day LIBOR rate. Borrowings are limited to specified percentages of eligible accounts receivable and

inventory. There wereno borrowings outstanding on this line of credit during 2002.

At December3l, 2002, the Company aso had available a $1million transaction note subject to the same termsand conditions as theline of
credit. There wereno borrowings outstanding on this note during 2002.

Both the line of credit and transaction note are cross-collateralized withaletter of credit. Effective upon the sale of certain assets of PanVera
LLC on March 28, 2003, the line of credit, transaction note and |etter of credit wereterminated.
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In December1999, the Company obtained a line 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 the line of credit and it expired unused in 2001.

K. Commitments

The Company leases its facilities and certain equipment under non-cancelable operating leases. The Company'sleases have termsthrough the
year 2017. In January 2001 the Company entered into an agreement to |ease approximately 290,000square feet of laboratory and office space
presently under construction in Cambridge, Massachusetts. The term of this lease began January1, 2003 and lease payments commencein
May2003. The Company has an obligation, staged over anumber of years, to build out the space into finished laboratory and office space. The
lease will expire in 2017 with options to extend thelease for two consecutive terms of ten years each, ultimately expiring in 2037. The
Company is actively exploring alternatives to minimize its financial obligation under thislease. These alternatives include sharing, subleasing
or even exiting the |ease space. The Company expects to finalize plans for this leasein the second quarter of 2003. Actionstaken to minimize
our financial obligation under the lease may result in a charge to our statement of operations which is not determinable at this time. The
Company'sfuture minimum commitments under this lease are included in the table below.

At December31, 2002, future minimum commitments under facility operating leases with non-cancelable termsof more than oneyear are as
follows (in thousands):

Year Operating L eases

2003 $ 31,572
2004 35,056
2005 34,497
2006 31,121
2007 30,852
Thereafter 244,262
Total minimum lease payments $ 407,360

Rental expense, primarily related to facilities, was $15,847,000, $15,447,000 and $8,892,000 for the years ended December31, 2002, 2001 and
2000, respectively.

The Company has future contractual commitmentsin connection with its research and development programs. For the years 2003, 2004 and
2005 the amounts committed under these contracts are $3,966,000, $2,209,000 and $865,000, respectively.

L. Convertible Subordinated Notes

On March14, 2000, the Company issued $175,000,000 of 5% Convertible Subordinated Notes due March2007 ("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 wasamortized to interest

expense in 2000.

On September15, 2000, the Company announced thecall for redemption of its March Notes. By October4, 2000, all of the March Noteswere
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 coststo stockholders equity aspart of the conversion. In connection with the
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call for redemption, the holders of the March Notes wereentitled to a"make-whole" payment of $82.14 per $1,000 principal amount of notes,
whichresulted in a one-time charge to earnings of $14,375,000 in thethird quarter of 2000. The "make-whol€" payment was paid in cashin the
fourth quarter of 2000.

On September19, 2000, the Company issued $345,000,000 of 5% Convertible Subordinated Notes due September2007 (' 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 notes on March19 and September19 of each year. The September Notes are
redeemable by the Company at any time on or after September19, 2003 at specific redemption prices if the closing price of the Company's
common stock exceeds 120% of the conversion price thenin effect for at least 20 trading days withina period of 30 consecutive trading days.
Before September19, 2003, the Company may redeem the notesat a redemption price equal to theprincipal 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 price thenin effect for at least 20 trading days withina period of 30 consecutive trading days. The deferred costs associated with the
sale of the convertible notes, which are classified as long-term other assets, were $9,297,000 of which $1,401,000, $1,498,000 and $420,000
was amortized to interest expense in 2002, 2001 and 2000, respectively.

In October2001, the Company re-purchased $30,000,000 in principal amount of the September Notes for cash consideration of $18,900,000.
Asaresult of this transaction the Company recorded a gain on theearly extinguishment of debt of $10,340,000, net of $760,000 of deferred
debt costsin the fourth quarter of 2001. At December31, 2002, the September Notes had an outstanding balance of $315,000,000 and afair
value of $236,840,000 as obtained from a quoted market source.

M. IncomeTaxes

For the year ended December31, 2002, the Company provided approximately $276,000 for income taxes which was recorded in Other expense
net on the Consolidated Statement of Operations. The provision principally relates to certain foreign obligations. The Company's federal
statutory income tax rate for 2002, 2001 and 2000 was 34%. The Company hasincurred losses from operations but has not recorded an income
tax benefit for 2002, 2001 and 2000 as the Company hasrecorded a valuation allowance against its net operating losses and other net deferred
tax assetsdue to uncertainties related to therealizability of these tax assets.
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Deferred tax liabilities and assets are determined based on the difference between financial statement and tax bases using enacted tax rates in
effect for the year in which the differences are expected to reverse. The components of deferred taxesat December31 wereas follows (in
thousands):

2002 2001
Deferred Tax Assets:
Net operating loss $ 207691 $ 151,168
Tax credits carryforward 23471 26,512
Property, plant and egquipment 6,400 3,984
Deferred revenue 1,690 7,442
Capitalized research and devel opment 43,193 44,297
Other 2,688 1,918
Grossdeferred tax asset 285,133 235,321
Valuation allowance (274,075 ) (224,263 )
Deferred Tax Liabilities:
Gainon Investment (11,058 ) (11,058 )
Net deferred tax asset $ — $ —

Of the $274,075,000 val uation allowance at December31, 2002, $101,254,000 relatesto deductions for nonqualified stock options, whichwill
be credited to additional paid-in capital, if realized.

For federal incometax purposes, as of December31, 2002, the Company has net operating loss carryforwards of approximately $533,697,000
and $14,495,000 of tax credits, which may be used to offset future income. These operating loss carryforwards expire beginning in 2005, and
the tax credit carryforwards beginto expirein 2004. A valuation allowance has been established for the full amount of the 2002 deferred tax
asset since it ismore likely than not that the deferred tax asset will not be realized.
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N. Common and Preferred Stock
Common Stock

In August2000, the Company effected a two-for-one stock split of all common stock in the form of a stock dividend. All common stock share
and per share amounts in these consolidated financial statements have been restated to reflect thisstock split.

Sock Option Plans

The Company has a 1991 Stock Option Plan (the "1991 Plan"), a 1994 Stock and Option Plan (the "1994 Plan") and a 1996 Stock and Option
Plan (the 1996 Plan"). Stock optionsmay be granted under the Plans either as options intended to qualify as "incentive stock options' ("1S0s")
under the Internal 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)ISOs when 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 directorswho are employees), consultants, advisors and non-employee directors (NQSOs and stock awards only). Under the 1991
and 1994 Plans 1 SOs may be granted at a price not less than the fair market value of the common stock on the date of thegrant, and NQSOs
may be granted at an exercise price established by the Compensation Committee of the Board of Directors, which may be less than, equal to or
greater than thefair 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 the fair market value of the common stock on the date of grant. Vesting isratable periods for all plans are generally four or five
years, and are determined by the Compensation Committee. 1SOs granted under the Plans must expire not more than ten years from the date of
grant.

In July2001, 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 agreements
("Non-Plan Stock Option Agreements") under which 2,393,000, 109,000, 3,000 shares of Vertex's common stock, respectively, werereserved
for issuance at December31, 2001.

The Company has reserved 8,000,000 shares under the 1991 Plan and 1994 Plan. The 1996 Plan reserved an additional 22,000,000 shares, of
which 5,500,000 were reserved during 2001 and 6,000,000 were reserved in 2002. At December31, 2002, the Company had atotal of
7,567,000shares 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.
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Consolidated stock option activity for the years ended December31, 2002, 2001 and 2000 is as follows (shares in thousands):

2002 2001 2000
Shares Weighted Shares Weighted Shares Weighted
Avg’ age Av_er age Avgr age
ExercisePrice ExercisePrice ExercisePrice

Outstanding at beginning of year 16,810 $ 27.37 14615 $ 2597 15806 $ 11.49
Granted 2,952 1749 4451 2898 3,703 67.79
Exercised (944 ) 1043 (1,401 ) 11.65 (4,446) 10.25
Canceled (1,753 ) 36.44  (855) 3858  (448) 16.51
Outstanding at end of year 17,065 $ 2573 16810 $ 27.37 14615 $ 25.97
Options exercisable at year-end 9566 $ 2285 7476 $ 1904 5874 $ 11.56
Weighted average fair value of optionsgranted during the $ 11.60 $ 14.97 $ 37.04

year

The fair value of each option granted under the 1991, 1994 and 1996 plans during 2002, 2001 and 2000 was estimated on the date of grant
using the Black-Scholes option pricing model with the following weighted average assumptions:

2002 2001 2000
Expected life (years) 5.50 5.50 5.50

Expected volatility 75.00 % 58.00 % 58.00 %
Risk free interest rate 418 % 4.86% 5.63 %

Dividend yield — — —

The fair value of each option granted under the Aurora Stock Plan, PanVera Plan and Non-plan Stock Option Agreements during 2001 and
2000 wasestimated on the date of grant using the Black-Scholes option pricing model with the following weighted average assumptions:

2001 2000
Expected life (years) 5.50 5.00
Expected volatility 93.00 % 100.00 %
Risk free interest rate 435%  4.69 %
Dividend yield — —
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The following table summarizes information about stock options outstanding and exercisable at December31, 2002 (shares in thousands):

Options Outstanding Options Exercisable
Rangeof Number Weighted Weighted Number Weighted
Exercise Prices Outstanding Average Average Exercisable Average
Remaining Exercise Price Exercise
Contractual Life Price
$0.15-$9.50 1,907 229 % 7.90 1,882 $ 7.89
9.68-13.11 2,690 6.46 $ 12.00 1,874 $ 11.72
13.17-13.67 1,806 537 $ 13.64 1,625 $ 13.64
13.69-15.56 1,137 436 $ 15.29 1,094 $ 15.32
15.57-15.87 1,961 951 $ 15.87 115 $ 15.84
15.88-24.65 1,405 791 $ 19.28 612 $ 18.99
24.66-24.68 2,212 894  $ 24.66 452 $ 24.66
24.69-65.93 1,815 813 $ 41.50 956 $ 45.10
66.74-70.75 1,730 792 $ 70.70 704 $ 70.70
71.62-197.59 402 756 $ 97.69 252 $ 100.21
$0.15-$197.59 17,065 688 $ 25.73 9,566 $ 22.85

Sock 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'scommon stock at the date of
grant or issuance. Amortization of deferred compensation expense of $20,000 $154,000 and $637,000 was recognized during 2002, 2001 and
2000, respectively.

Compensation cost, calculated using a Black-Scholes option pricing model, recognized in connection with theissuance of stock options to
nonemployees was $292,000, $320,000 and $372,000 in 2002, 2001 and 2000, respectively.

Employee Stock Purchase Plans

On Julyl, 1992, Vertex adopted the Vertex Pharmaceuticals Incorporated Employee Stock Purchase Plan (the "Vertex Purchase Plan”). On
May17, 2002 at the Company's annual meeting the shareholders approved certain amendmentsto the Vertex Purchase Plan. One of the
amendmentsreserved an additional 600,000 shares for issuance under the Vertex Purchase Plan. The Vertex Purchase Plan permitseligible
employees to enroll in a twelve month offering period comprising two six month purchase periods to purchase shares of the Company's
common stock, through payroll deductions, at a price equal to 85% of thefair market value of the common stock on thefirst day of the
applicable twelvemonth offering period or thelast day of the applicable six month purchase period, whicheverislower. In September, 2002,
the Vertex Purchase Plan further was amended by the Company'sBoard of Directors to make certain changes to the administration of the
Purchase Plan.

In connection with theacquisition of Aurora in July2001, the Company assumed the obligations under the Aurora Employee Stock Purchase
Plan (the "Aurora Purchase Plan"). The Aurora Purchase Plan provided for all eligible employeesto 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
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two-year offering period or on thedate on which each semi-annual purchase period ends. The Aurora Purchase Plan wasterminated in the
second quarter of 2002 following a semi-annual purchase.

During 2002, 2001, and 2000 thefollowing shares were issued to employees under the Vertex Purchase Plan (sharesin thousands):

2002 2001 2000
Number of shares 220 155 289
Average price paid $ 1585% 2054 $ 950

Had the Company adopted SFAS123, theweighted average fair value of each purchase right granted during 2002, 2001 and 2000 would have
been $6.04, $7.45 and $5.93, respectively. The fair value was estimated at the beginning of thewithholding period using the Black-Scholes
option-pricing model with the following weighted average assumptions:

2002 2001 2000
Expected life (years) .50 .50 .50
Expected volatility 75.00 % 58.00 % 58.00 %
Risk free interest rate 153% 297 % 5.98 %

Dividend yield — — —

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 purchasefrom the Company one half of one-hundredth of a share of SeriesA junior participating preferred stock,
$0.01 par value (the"Junior Preferred Shares'), of the Company at a price of $135 per one half of one-hundredth of a Junior Preferred Share
(the "Purchase Price"). The Rightsare not exercisable until the earlier of acquisition by a person or group of 15% or more of the outstanding
Common Stock (an "Acquiring Person”) or theannouncement of an intention to make or commencement of a tender offer or exchange offer, the
consummation of which would result in the beneficial ownership by a person or group of 15% or more of the outstanding Common Stock. Inthe
event that 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 times the 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 (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, the
Board of Directors of the Company may redeem the Rightsin whole at a price of $0.01 per Right.
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Common Stock Reserved for Future |ssuance

At December31, 2002, the Company has reserved shares of common stock for future issuance as follows (shares in thousands):

Common stock under stock option plans 24,632
Common stock under the Vertex Purchase Plan 628
Common stock under the Vertex 401(k) Plan 75
Tota 25,335

O. Significant Revenue Arrangements

The Company has formed strategic collaborations with major pharmaceutical companies in the areas of drug discovery and devel opment, assay
development, screening services and instrumentation products. Research and devel opment agreements provide the Company's Pharmaceuticals
business with financial support and other valuable resources for research programs and development of clinical drug candidates, product
development and marketing and sales of products. Assay development, screening services and instrumentation contracts provide contracted
revenue to the Discovery Tools and Services business.

Collaborative Research and Development Agreements

In the Company's collaborative research and development programs the Company seeks to discover, develop and commercialize major
pharmaceutical products in conjunction with and supported by our collaborators. Collaborative research and devel opment arrangements provide
research funding over an initial 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. The Company
has entered into significant research and development collaborations with large pharmaceutical companies.

Novartis

In May2000, the Company and Novartis Pharma AG ("Novartis') entered into an agreement to collaborate on the discovery, 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 an up-front payment of $15,000,000 made upon signing of
the agreement, up to $200,000,000 in product research funding over six yearsand up to approximately $400,000,000 in further license fees,
milestone paymentsand cost reimbursements. These further amounts are based on the development of eight drug candidates. The Company is
responsible for drug discovery and clinical proof-of-concept testing of all drug candidates. Under the agreement, Novartis has also created a
$200,000,000 loan facility to support certain clinical studies, whichthe Company may draw down in amounts up to $25,000,000 for each drug
candidate. The loans are interest free and Novartis will forgive the full amount of any advances with respect to a particular drug candidate if
Novartis accepts the drug candidate for development under the agreement. In thefourth quarter of 2002 the Company drew down $5,000,000
under this loan facility. Novartis has exclusive worldwide devel opment, manufacturing and marketing rights to clinically and commercially
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relevant drug candidates that it accepts from the Company for development. Vertex will receive royalties on any products that are marketed as
part of the collaboration. Subject to certain conditions, the Company will have co-promotion rightsin the United States and Europe. Upon one
year's written notice, Novartis may terminate this agreement without cause effective no earlier than May 2004. 1n 2002, 2001 and 2000 the
Company recognized approximately $41,894,000, $36,723,000 and $27,910,000, respectively, in revenue under this agreement.

GlaxoSmithKline

In December 1993, The Company and GlaxoSmithKline ("GSK") entered into a collaborative agreement to research, develop and
commercialize HIV protease inhibitors, including Agenerase (amprenavir), 908 (an amprenavir prodrug) and VX-385, achemicaly distinct
protease inhibitor. Under the collaborative agreement, GSK agreed to pay the Company up to $42,000,000 comprised of an up-front
$15,000,000 license payment made in 1993, $14,000,000 of product research funding over five yearsand $13,000,000 of development and
commercialization milestone payments for an initial drug candidate. Research funding under thisagreement ended on December31, 1998 and
Vertex hasreceived the entire $42 million referenced above. GSK isalso obligated to pay additional development and commercialization
milestone paymentsfor subsequent drug candidates, including 908 and V' X-385. In the fourth quarter of 2002 GSK paid the Company a
milestone payment of $1,500,000 for the submission of a new drug application for market approval of 908 in the United States and European
Union. GSK isrequired to bear the costs of development initsterritory of drug candidates under the collaboration. GSK has exclusive rightsto
develop and commercialize Vertex HIV protease inhibitorsin all parts of theworld except the Far East and will pay Vertex aroyalty on sales.
In 1999, the Company began earning a royalty from GSK from sales of Agenerase. The Company hasretained certain bulk drug manufacturing
rights and certain co-promotion rightsin territories licensed to GSK. GSK hasthe right to terminate its arrangement with the Company without
cause upon twelve months' notice. Termination of the agreement by GSK will relieveit of its obligation to make further commercialization and
development milestone and royalty payments andwill end any license granted to GSK by Vertex under the agreement. Revenues and royalties
earned from GSK were $12,039,000, $11,211,000, and $15,646,000 in 2002, 2001 and 2000, respectively.

In Junel996, the Company and GSK obtained a worldwide, non-exclusive license under certain G.D. Searle& Co. ("Searle") patent applications
inthe area of HIV protease inhibition. The Company pays Searle aroyalty based on sales of Agenerase.

Aventis SA.

In September1999, the Company and AventisSA. ("Aventis"), formerly Hoechst Marion Roussel Deutschland GmbH ("HMR"), enteredinto
an expanded agreement covering the devel opment of pralnacasan, an orally active inhibitor of interleukin-1 beta converting enzyme ("ICE").
Under the agreement, Aventis agreed to pay the Company a $20,000,000 up-front payment 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. Milestone
paymentsare also due for each additional indication. The research collaboration under this agreement ended in 1997. Aventis has an exclusive
worldwide license to develop, manufacture and market pralnacasan. Aventiswill fund the devel opment of pralnacasan. Vertex may co-promote
pralnacasan inthe U.S. and Europe. Vertex will receive reimbursement of certain co-promotion expenses and royalties on globa sales, if any.
Aventismay terminatethis agreement without cause upon six months' written notice. Termination by Aventis will end any license granted to
Aventisby Vertex under the agreement. Collaborative and other
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research and devel opment revenuesearned under the agreement was $10,000,000 in 2000. The Company did not earn any revenuein
connection with the Aventis collaboration in 2002 or 2001.

Kissal Pharmaceutical Co.Ltd.

P38 MAP Kinase. The Company and Kissei Pharmaceutical Co.,Ltd. ("Kissei") entered into an agreement in September 1997 to collaborate on
the identification of inhibitors of p38 MAP kinase and the development of those compounds as novel, orally active drugsfor the treatment of
inflammatory and neurological diseases. Under the terms of the agreement, Kissel agreed to pay the Company up to $22,000,000 comprised of
an up-front $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 June30, 2000 and the Company hasreceived thefull
amount of research funding specified under the agreement. Under this agreement, Kissel has exclusive rightsto develop and commercialize
VX-702 in Japan and various Southeast Asian countries, and semi-exclusive rightsin China, Taiwan and South Korea. The Company retains
exclusive marketing rights in the United States, Canada, Europe and therest of the world. In addition, the Company will have theright to supply
bulk drug material to Kissei for sale inits territory and will receive royaltiesand drug supply paymentson future product sales, if any. Kissel
agreed to pay certain development costs. Kissel has theright to terminate the agreement without cause upon six months notice. In 2002, 2001
and 2000, approximately $4,565,000, $6,248,000, and $5,615,000, respectively, was recognized as revenue under the p38 MAP kinase research
and development program.

HIV Protease Inhibitors. The Company and Kissel are collaborating in the development and commercialization of amprenavir. Under the
collaborative agreement, Kissel 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 development milestone and territory option paymentsand a $3,200,000 equity investment upon signing the agreement. The
Company has received the full amount of research funding specified under the agreement. Under the collaboration, Kissei has exclusive rights
to develop and commercialize amprenavir in Japan and pays Vertex aroyalty on sales. Vertex is responsible for the manufacture of bulk drug
substance for Kissel. Revenue earned under the Kissei agreementin 2002, 2001 and 2000 were $9,000, $1,157,000, and $7,000, 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 theterms of the agreement, Lilly agreed to pay the Company up to
$51,000,000 comprised of an up-front $3,000,000 payment paid in June1997, $33,000,000 of product research funding over six years and
$15,000,000 of development and commercialization milestone payments.

In December2001 the Company and Lilly selected VVX-950, a hovel, oral hepatitisC viral protease inhibitor, for development and Lilly paid the
Company a $5,000,000 selection milestone. In December2002 Vertex and Lilly restructured the agreement. Pursuant to the restructured
agreement, the research and devel opment agreement between the Company and Lilly concluded in the fourth quarter of 2002, rather than in
June 2003, as provided in the original agreement. The Company recognized the remaining revenue for the selection milestone for VX-950 and
for the upfront research payment of $1,637,324 and $19,025, respectively. Vertex will lead development and commerciaization of VX-950 and
has obtained the worldwide rights to other compounds identified during the collaboration. Lilly will retain afinancial interestin VX-950 and
other HCV protease compounds through royalties
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on future net product sales. Revenue recognized in connection with the HCV Protease program under the Lilly contract was $12,054,000,
$6,686,000, and $5,948,000 in 2002, 2001, and 2000, respectively.

Taisho Pharmaceutical Co.,LTD and Serono SA.

In November1999, the Company and Taisho Pharmaceutical Co.,LTD ("Taisho") entered into an agreement to collaborate on the discovery,
development and commercialization of caspase inhibitors for the treatment of cerebrovascular, cardiovascular and neurodegenerative diseases.
Under the agreement, Taisho had an option to obtain marketing rightsin Japan and certain Far East marketsfor 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 a $4,500,000 up-front payment for prior research costs. These amounts are based on the development of two compounds.

In thethird quarter of 2002, research funding under the Company's collaboration with Taisho concluded. The Company received and
recognized as revenue the full amount of research funding specified under the agreement. Taisho has not elected to bring any compoundsinto
development in its territory and its development option under the agreement has expired.

In December2000, the Company and Serono S.A. ("Serono") entered into an agreement to collaborate on the discovery, development, and
commercialization of caspase inhibitors. Under the agreement, the Company could receive up to $95,000,000 in pre-commercia payments,
comprised of $5,000,000 in up-front paymentsfor prior research, up to $20,000,000 in product research funding over five yearsand 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 development costs. Vertex has the option to establish ajoint venture with Serono for the commercialization of
products in North America, where the two companies will share marketing rights and profits fromthe sale of drug products, if any. Serono will
have exclusive rights to market caspase inhibitors in other territories, excluding Japan and certain other countries in the Far East, and will pay
Vertex for the supply of drug substance. Serono has the right to terminate the agreement without cause upon 90days written notice, effective at
July1, 2004.

In 2002, 2001 and 2000, the Company recognized approximately $9,468,000, $10,385,000 and $6,974,000 asrevenue, respectively, from
Taisho and Serono under the caspase program.

Schering AG

In August 1998 the Company and Schering AG, Germany (" Schering") entered into an agreement to collaborate on the research, devel opment
and commercidization of novel, orally active neurophilin ligand compounds to promote nerve regeneration for the treatment of a number of
neurological diseases. Under the terms of the agreement, Schering agreed to pay the Company up to $88,000,000 comprised of $6,000,000
up-front payment made upon signing in September1998, $22,000,000 of product research funding over five years and up to $60,000,000 of
development and commercialization milestone payments. Research funding under the agreement concluded in the fourth quarter of 2002 and
the Company hasreceived thefull amount of funding specified under the agreement. Under terms of the agreement, Schering has an option,
exercisable until February24, 2004, to designate a compound or compounds for development, after which Vertex and Schering will have an
equal role in management of product development. In North 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 rightsin North
America, the Company retains the option to manufacturebulk drug substance for salesand marketing in territories outside Europe, the
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Middle East and Africa. Schering will have the right to manufacture and market any commercialized compounds in Europe, theMiddle East
and Africa, and will pay Vertex aroyalty on product saes, if any. Schering has theright to terminate the agreement without cause upon six
months written notice. The Company recognized $5,000,000, $5,000,000 and $6,027,000 as revenue under the Schering agreement in 2002,
2001 and 2000, respectively.

Assay Development, Screening Services and Instrumentation Agreements

PanVera LLC has certain contracts under whichit agrees to sell instrumentation systemsand technology licenses, in addition to providing assay
development and screening services. Each of these separable elementsmay be individually delivered and arenot considered essential to the
functionality of one another. The Company allocates revenue under such contractsto each of the separable elements based oniits relative fair
value which under most of our agreements approximates the stated price in the contract. Most of the Company's obligations to provide assay
development and screening services are winding down, and were assigned to Invitrogen Corporation in connection with the sale of certain
assets of PanVeral LC on March28, 2003. The Company will continueto sell instrumentation systems, but does not planto enter into future
agreements to provide assay development or screening services.

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 2002, 2001 and 2000 are as follows:

2002 2001 2000
(Inthousands)

Pfizer

Product sales (instrumentation and technology licensing) $ 13314 $ 12298 $ 15,955
Assay development and screening services — 6,357 2,877
Warner-Lambert

Product sales (instrumentation and technology licensing) — 4,926 4,739
Assay development and screening services — 55 2,125

$ 13314 $ 23636 $ 25696
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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 eligible to
participate. Participants may contribute up to 20% of their annual compensation to the plan, 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 matchis paidin
fully vested Company shares and employees have the ability to transfer fundsfrom Company stock as they choose. The Company declared
matching contributions to the Vertex 401(k) Plan as follows (in thousands, except share data):

2002 2001 2000
Discretionary matching contributions for theyear ended December  $ 2558 $ 1399 $ 1,148
31,

Shares issued for the year ended December 31, 104,344 15,215 20,880
Shares issuable as of theyear ended December 31, 64,931 32,284 10,000

In connection with theacquisition of Aurora in July2001, 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 Aurora and itswholly-owned subsidiarieswho have
completed certain servicerequirements. Effective Aprill, 2002, the Aurora plan was merged into the Vertex 401(k) Plan, and all employees
eligibleto participatein the Aurora plan wereoffered eligibility to participate in the Vertex 401(k)Plan. Participants in the Aurora Plan
contributed a portion of their compensation to the Aurora Plan through payroll deductions. Company-paid Aurora Plan matching contributions,
if any, weredetermined by the Company at its sole discretion and payable in the formof cash. The Company's cash contributions under the
Aurora Plan totaled $77,000, $453,000 and $338,000 in 2002, 2001 and 2000, respectively.

Q. Related Party Transactions

Asof December3l, 2002, the Company had aloan outstandingto an officer in theamount of $103,486. A second installment in the amount of
$125,000 will be paid to the officer in 2003 aspart of the loan agreement. The loan isinterest free and will be forgiven prorated over a
four-year term.

A sibling of the Company's Chairman and Chief Executive Officer was a partner in alaw firm representing the Company to which $200,000 and
$736,000 in legal fees were paid in 2001 and 2000, respectively. As of September24, 2001 he was no longer a partner withthat firm and was
hired as Senior Vice President and General Counsel of Vertex.

Asof December31, 2001, the Company had aloan outstanding to a director in the amount of $132,000. The loanwas interest free and was
forgiven in January2002 as aresult of aretention and non-compete agreement executed by the Company in April2001.

In 2001, the Company entered into a 4year consulting agreement with a director of the Company for the provision of part-time consulting
services over aperiod of four yearsat $80,000 per year, commencing in January2002.

In April2001, Aurora entered into an agreement with a customer, which included assay devel opment 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. Asof July18, 2001, following theacquisition of Aurora by Vertex, the Chief Executive Officer of the customer was no longer a
director of Aurora. The total investment in the customer was approximately $4,120,000 at December31, 2002 and represented approximately
10% of the outstanding equity interest
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of thecustomer. The stock in the customer was transferred to Invitrogen Corporation in connection with the sale of certain of assets of PanVera
LLC on March28, 2003. 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 investment is accounted for using the cost method andis included in Investments on the balance sheet. Total
revenue recognized from this agreement was $3,035,000 and $3,348,000 in 2002 and 2001, respectively.

R. Subsequent Event

On February4, 2003, the Company announced that it had signed a definitive agreement whereby Invitrogen Corporation agreed to acquire
certain of PanVera LLC's assets, including certain biochemical and cellular assay capabilities and its commercial portfolio of proprietary
reagents, probes and proteins, for approximately $95million in cash and to assume certain liabilities. PanVeralLLC, isincluded in the
Company's Discovery Tools and Services business segment and provides services and products that accel erate the discovery of new medicines
by the pharmaceutical and biopharmaceutical industries. The sale does not include theinstrumentation assets of the Discovery Tools and
Services business segment. In connection with the sale Vertex has agreed with Invitrogen that we may use in our drug discovery activities, but
will not engagefor aterm of fiveyearsin thebusiness of providing, reagents, probes or assay development services. We will also purchase a
minimumof $3million of products annually from Invitrogen for threeyears after the completion of thesale. The transaction closed on March28,
2003.

The Company expectsto record again on thesale of these net assetsin excess of $75million (unaudited) in conjunction with the closing of the
transaction. The expected gain on thesale is net of transaction costs.

S. Contingencies

Chiron Corporation filed suit on July30, 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. patents issued to Chiron. The infringement actionrelates to research
activitiesby the defendants in the hepatitis C viral protease field and the alleged use of inventionsclaimed by Chiron in connection with that
research. Chiron has requested damages in an unspecified amount, as well 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 the U.S. Patent and Trademark Office
of al 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 and the stay istill in
effect. However, a Reexamination Certificate has been issued in two of the three Chiron patentsinvolved and a Notice of Intent to Issue a
Reexamination Certificate has been issued with respect to the third patent. Whilethe length of the stay and thefinal outcome of thelawsuit
cannot be determined, Vertex maintains that Chiron'sclaims are without merit and intends to defend the lawsuit, if and whenit resumes,
vigorously.

On December7, 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, anemployee of Oregon Health Sciences University, asan inventor and Oregon Health Sciences University as
part owner of five of Vertex's neurophilin patents, and associated damages. One of the five patents hasrecently been
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removed from the suit on amotion by Vertex. The suit stems fromassays run on Vertex compounds by Dr.Gold under a sponsored research
agreement in 1996. The Company has investigated the inventorship on these patents and believes that Dr.Gold is not an inventor, Oregon
Health Sciences has no ownership interest in any of thesepatents, and that the claims made in this complaint are without merit. Vertex intends
to contest this claim vigoroudly.

Guarantees

Aspermitted under Massachusetts law, Vertex's Articles of Organization and Bylaws provide that the Company will indemnify certain of its
officers and directorsfor certain claims asserts against them in connection with their service as an officer or director. The maximum potential
amount of future paymentsthat the Company could be required to make under these indemnification provisions is unlimited. However, the
Company has purchased certain directors and officers' liability insurance policiesthat reduce its monetary exposure and enableit to recover a
portion of any future amounts paid. The Company believes the estimated fair value of theseindemnification arrangementsis minimal.

Vertex customarily agrees in theordinary course of its business to indemnification provisions in agreementswith clinical trialsinvestigatorsin
its drug development programs, in sponsored research agreements with academic and not-for-profit institutions, in various comparable
agreements involving parties performing services for the Company in theordinary course of business, and initsrea estate leases. The Company
also customarily agrees to certain indemnification provisions in its drug discovery and development collaboration agreements. With respect to
the Company'sclinical trialsand sponsored research agreements, these indemnification provisions typically apply to any claim asserted against
the investigator or theinvestigator's institution relating to personal injury or property damage, violationsof law or certain breaches of the
Company'scontractual obligations arising out of the research or clinical testing of the Company'scompounds or drug candidates. With respect
to lease agreements, theindemnification provisions typically apply to claims asserted against the landlord relating to personal injury or property
damage caused by the Company, to violationsof law by the Company or to certain breaches of the Company's contractual obligations. The
indemnification provisions appearing in the Company's collaboration agreementsare similar, but in addition provide some limited
indemnification for its collaborator in the event of third party claimsalleging infringement of intellectual property rights. In each of the cases
above, the term of these indemnification provisions generally survives thetermination of the agreement, although the provision has the most
relevance during the contract term and for a short period of time thereafter. The maximum potential amount of future paymentsthat the
Company could be required to make under these provisions is generaly unlimited. Vertex haspurchased insurance policies covering personal
injury, property damage and general liability that reduce our exposure for indemnification and would enable usin many casesto recover a
portion of any future amounts paid. The Company has never paid any material amounts to defend lawsuits or settle claimsrelated to these
indemnification provisions. Accordingly, the Company believes the estimated fair value of these indemnification arrangementsis minimal.

Asdiscussed elsewherein this report, effective on March28, 2003 the Company sold certain assets of PanVeral L C to Invitrogen Corporation
for approximately $95million. The agreement with Invitrogen requires the Company to indemnify Invitrogen against any loss whichit may
suffer by reason of our breach of certain representations and warranties, or our failure to perform certain covenants, contained in the agreement.
The representations, warranties and covenants are of atype customary in agreements of thissort. The Company's aggregate obligations under
the indemnity are, with a few exceptions which the Company believes are not material, capped at one-half of the purchase price, and
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apply to claims under representations and warranties made within fifteen monthsafter closing, although thereis no corresponding time limit for
claims made based on breaches of covenants.

T. Segment Information

The Company has two operating segments: (i)Pharmaceuticals and (ii)Discovery Tools and Services. The Company's Pharmaceuticals business
seeks to discover, develop and commercialize major pharmaceutical products independently and with partners. The Company's Discovery
Tools and Services business speciaizesin assay devel opment, screening services, instrumentation and the manufacture and sale of proteins and
reagents. Please refer to NoteR: " Subsequent Event" for disclosure describing the sale of certain assetsof the Discovery Tools and Services
business.

The accounting policies of the segments are described in the summary of significant accounting policies (NoteB). The Company evaluates
segment performance based on loss before merger related charges, debt conversion costs, the cumulative effects related to changesin
accounting principles and gains(losses) on the retirement of convertible subordinated notes. The Company does not eval uate segment
performance based on the segment's total assets and therefore the Company's assetsare not reported by segment. The following table presents,
by segment, the results of operations for the year ended December31, 2002. For theyears ended December31, 2001 and 2000 the Company was
unable to restate theresults of operations into the new operating segments. Thus, for comparative purposes, the table also presents results of
operations information for theyear ended December31, 2002, 2001 and 2000 by the former segments; Vertex and Aurora.

(Inthousands) Pharmaceuticals Discovery Tools Total
and Services

Y ear Ended December 31, 2002:

Revenues $ 87,344 % 73880 $ 161,224
I nter-segment revenue (139) (139)
Interest income 28471 251 28,722
Interest expense (17,463 ) (221) (17,684 )
Depreciation and amortization (24,163 ) (1,269 ) (25,432)
Reportable segment income (loss) $ (143,785) $ 35164 $ (108,621 )
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Y ear Ended December 31, 2002:

Revenues $

I nter-segment revenue

Interest income
Interest expense

Depreciation and amortization

Reportable segment loss $

Y ear Ended December 31, 2001:

Revenues $

I nter-segment revenue

Interest income
Interest expense

Depreciation and amortization

Equity in losses of unconsolidated subsidiary

Reportable segment income (l0ss) $

Y ear Ended December 31, 2000:

Revenues $

I nter-segment revenue

Interest income

Interest expense

Depreciation and amortization

Equity inlosses of unconsolidated subsidiary

Reportable segment income (l0ss) $

Total loss for reportable segments
Merger related charges
Debt conversion costs

Gain on retirement of convertible subordinated notes
Cumulativeeffect of changes in accounting principles—revenue recognition

Cumulativeeffect of change in accounting principle—derivatives
Total netloss
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Vertex Aurora

85975 $ 75249 $

25,415
(17,285 )

18,942
(106,210 ) $

77,408 $

39,894
(18,671 )

(13,534 )
(662 )
(56,875 ) $

78,127 $

27,679
(10,569 )

(9,095 )
(550 )

(22122)$

2002
$ (108621 )%

$ (108621)%

EDGAR Online, Inc.

(139 )

3,307
(399 )

6,490
(2411)$
91,370 $
(1,288 )

5,239
(647)

(4,430 )

12,108 $

75155 $

5,633
(1,084 )

(3,697 )

4918 $

2001

Total

161,224
(139)

28,722
(17,684 )

25,432
(108,621 )
168,778

(1,288)

45,133
(19,318)

(17,964 )
(662 )
(44,767 )

153,282

33,312
(11,653 )

(12,792 )
(550 )

(17,204 )

2000

(44,767 )$  (17,204)

(23,654 )

10,340
(25,901 )

17,749

(14,375)

(3.161)

(66,233 ) $ (34,75 )



U. Quarterly Financial Data (unaudited)

(in thousands, except per share data)

Pharmaceutical revenues:

Royalties

Collaborative research and development revenues
Discovery tools and service revenue:

Product sales and royalties
Service revenues

Costsand expenses:

Net |oss

Royalty payments

Total revenues

Cost of product sales and royalties

Cost of service revenues
Research and development

Sales, general and administrative

Lossfrom operations
Interest income

Interest expense
Debt conversion expense

Other expense

Total costsand expenses

Basic and diluted netloss per common share
Basic and diluted weighted average number of common shares
outstanding

EGAF

— Faalfdalia

March 31,
2002

A B

F-43

2003.

2474 %
18,077

15,210
4,934
40,695

817
4,590
3,234

47,022
11,095
66,758

(26,063 )

8,458
(4,450 )

(12)
(22,067 ) $
029 ) $
75,161

EDGAR Onl i ne,

Three MonthsEnded

June 30,
2002

2384 $
18,859

15,587
5,500
42,330

828
2,662
2,972

46,546
13,348
66,356

(24,026 )

7,467
(4,431 )

(29)
(21,019 ) $
0.28)$
75,660

I nc.

Sept. 30, Dec. 31,
2002 2002
2610 $ 2,741
18,792 21,407
8,147 12,828
4,727 6,808
34,276 43,784
880 909
2,875 3,557
2,822 2,135
50,622 58,828
12,928 12,019
70,127 77,448
(35,851 ) (33,664 )
6,811 5,986
(4,412 ) (4,391 )
— (14)
(33452 ) $  (32,083)
0.44) $ (0.42)
75,979 76,287



ThreeMonthsEnded

March 31, June 30, Sept. 30, Dec. 31,
2001(1) 2001(1) 2001 2001
(inthousands, except per share data)

Pharmaceutical revenues:

Royalties $ 25% $ 2,862 $ 2592 % 3,069
Collaborative research and development revenues 15,573 16,273 17,889 19,249
Discovery tools and service revenues:
Product sales and royalties 11,529 15,423 13,442 19,527
Service revenues 5,258 6,083 6,445 9,680
Total revenues 34,956 40,641 40,368 51,525
Costsand expenses.
Royalty payments 881 972 880 1,053
Cost of product sales and royalties 6,869 6,828 7,318 6,074
Cost of service revenues 2,790 2,396 3,235 4,123
Research and devel opment 32,540 34,577 38,596 44,460
Sales, general and administrative 10,948 11,380 10,741 8,978
Merger related costs 1,179 4,363 15,751 2,361
Total costs and expenses 55,207 60,516 76,521 67,049
Lossfrom operations (20,251) (19,875 ) (36,153 ) (15,524 )
Interest income 13,070 11,768 12,223 8,072
Interest expense (5,003) (4,879) (4,927 ) (4,509 )
Gainon retirement of convertible subordinated notes — — — 10,340
(Notel)(2)
Other expense (30) (392) (372) (1,639)
Loss before cumulative effect of changes in accounting principles (12,214) (13,378 ) (29,229 ) (3,260)
Cumulativeeffect of changes in accounting principle — revenue (25,901) — — —
recognition (Note C)
Cumulativeeffect of changes in accounting principle — derivatives — — 17,749 —
(Note H)
Net loss $ (38,115) $ (13,378 ) $ (11,480 ) $ (3,260 )
Basic and diluted net loss per common share $ (052) % (0.18) % (015) % (0.04)
Basic and diluted weighted average number of common shares 73,922 74,381 74,682 74,926
outstanding

D

Prior 2001 quarterly financial results have been restated for the retroactive adoption of the Substantive Milestone Method of revenue
recognition to Januaryl, 2001. Please refer to "NoteC: Change in Accounting Principle—Revenue Recognition” in the notes to the consolidated
financial statementsfor further information.

2

Inthe fourth quarter of 2001, the Company recorded a gain on retirement of convertible subordinated notesrelated to abuy-back of
outstanding debt. In accordance with FAS145 the gain on retirement of convertible subordinated notes is classified as anordinary item. At the
time of the conversion, the gain on retirement of convertible subordinated notes wasclassified as an extraordinary item. Please refer to "NoteB:

Accounting Policies’ in the notesto the consolidated financial statements for further information.
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ASSET PURCHASE AGREEMENT
ThisASSET PURCHASE AGREEMENT (the "AGREEMENT") is entered into as of February 4, 2003, by and among Vertex Pharmaceuticals
Incorporated, a Massachusetts corporation (the "OWNER"), PanVera LLC, a Delawarelimited liability company (the "SELLER") and
Invitrogen Corporation, a Delaware corporation (the "BUY ER"). The Owner, the Seller and the Buyer are referred to hereinindividually as a
"PARTY" and collectively as the "PARTIES."
INTRODUCTION

The Seller isengaged in, among other matters, the business of developing, manufacturing and selling life sciences discovery products, probes,
proteins and reagents, and assay development services,

The Owner is engaged in, among other matters, the business of discovering, developing and commercializing ethical pharmaceutical products
independently and with partners; and

The Buyer desires to purchase from the Seller, and the Seller desiresto sell to the Buyer, all of the Seller'sright, title and interestin andto
substantially all of theassets and properties of the Seller, subject to the assumption by the Buyer of specified related liabilities, upon theterms
and conditions set forth herein.

TERMS

NOW, THEREFORE, in consideration of therepresentations, warranties, covenants and agreements contained in this Agreement and other
good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the Parties agree as follows:

ARTICLE I
DEFINITIONS

1.1 DEFINITIONS. Whenever usedin thisAgreement, the terms defined below shall have theindicated meaning:
"ACCOUNT PARTIES' shdl have themeaning set forth in Section 10.1.

"ACCOUNTING FIRM" shall have the meaning set forthin Section 2.2(b)(iii).

"ACQUIRED ASSETS" shdl have the meaning set forthin Section 2.1(a).

"ADJUSTMENT AMOUNT" shall have the meaning set forth in Section 2.2(b)(i).

"AFFILIATE" means, with respect to any Person, any Person which directly or indirectly through stock ownership or otherwise either controls,
or is controlled by or under common control with, such Person.

"AGREEMENT" shall have the meaning set forth in the preamble.

meres o SO irssss 2003, EDGAR Online, I nc.




"AMENDED AND RESTATED TECHNOLOGY AGREEMENTS" shall mean the agreements in the formsattached hereto as Exhibits H-1
through H-11.

"ANCILLARY AGREEMENTS" shall have the meaning set forthin Section 2.3(b).

"APPLICABLE ACCOUNTING PRINCIPLES" means United States generally accepted accounting principles ("GAAP") (applied on a"going
concern” basis without reflecting the transactions contemplated under this Agreement).

"APPLICABLE PERMITS" shall have the meaning set forth in Section 3.13 and shall not include Environmental Permits.

"ASSIGNED CONTRACTS' shdll have the meaning set forth in Section
2.1(3)(ii).

"ASSIGNMENT AND ASSUMPTION AGREEMENT" shall mean the Assignment and Assumption Agreement in the form of EXHIBIT B
hereto.

"ASSIGNMENT OF GROUND LEASE" means an Assignment of Ground Leasein form reasonably acceptable to the Buyer.
"ASSUMED LIABILITIES" shall have the meaning set forth in Section 2.1(c).

"AURORA" meansAurora Biosciences Corporation, formerly a Delaware corporation and wholly owned subsidiary of Owner, which was
merged with and into Vertex San Diego on July 1, 2002.

"BENEFIT PLANS" shall have the meaning set forth in Section 3.5(a).
"BILL OF SALE" meansthe Bill of Sale intheform of EXHIBIT A hereto.

"BUSINESS' means, collectively, (a) the business of the Vertex Parties, at thetime this Agreement is executed, of developing, manufacturing
and/or commercializing proteins, reagents and/or assays listed on SCHEDULE 1.1(a), providing servicesrelated thereto and/or licensing of
intellectual property or confidential information related thereto, (b) performing the obligations of the Vertex Parties under the Assigned
Contracts and (c¢) devel oping, manufacturing and/or commercializing products and providing servicesthat would require rights under any
Proprietary Assetthatislisted on SCHEDULE 2.1(a)(iii) to this Agreement or in Parts 1 or 2 of SECTION 3.8(a) OF THE SELLER
DISCLOSURE SCHEDULE or Part 2 of SECTION 3.8(b) OF THE SELLER DISCLOSURE SCHEDULE, and/or licensing of intellectual
property or confidential information related thereto; provided, however, that "Business' excludes the Instrumentation Assets, and further
excludesthe activities of the Vertex Parties (other than the Seller) whichwould not be prohibited by the Non-Competition Agreement or would
be permitted under the Amended and Restated Technology Agreements.

"BUSINESS ASSETS" shall have themeaning set forth in Section 2.1(a).
"BUSINESS DAY" shall have the meaning set forth in Section 2.3(a).
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"BUSINESS MATERIAL ADVERSE EFFECT" means(i) any effect that is materially adverse to the Business Assets or the Business, as
operated, and asproposed to be operated, by Seller on the date of this Agreement, taken as a whole, other than (a) any such effect resulting
from changesin the general financial markets or from changes in theinternational or national markets for the products made or proposed to be
made by use of the Business Assets which have not had a materially disproportionate impact on the Business, (b) any such effect resulting
solely from the occurrence of the matters set forth on SCHEDULE 1 hereto or (c) any such effect resulting solely from theidentity of Buyer,
each of (b) and (c) as proven by the Seller; or (ii) any matter that materially impairsthe ability of the Seller or the Owner to consummatethe
transactions contemplated by this Agreement.

"BUYER" shall have the meaning set forthin the preamble.

"BUYER CERTIFICATE" shall have the meaning set forth in Section 6.2(d).

"BUYER INDEMNITEES" shall havethemeaning set forth in Section 7.1.

"BUYER MATERIAL ADVERSE EFFECT" shall have themeaning set forth in
Section 4.3(b).

"BUYER RECEIVABLESACCOUNT" shall have themeaning set forth in Section 10.1.
"CERCLA" shal have the meaning set forth in Section 3.11(f).

"CLAIM NOTICE" shal have the meaning set forth in Section 7.3(b).

"CLOSING" shall have the meaning set forth in Section 2.3(a).

"CLOSING BALANCE SHEET" shall have the meaning set forth in Section
2.2(b)(i).

"CLOSING DATE" shal have themeaning set forth in Section 2.3(a).
"CODE" means theInternal Revenue Code of 1986, asamended.
"CONFIDENTIALITY AGREEMENT" shall have the meaning set forth in Section 5.3.

"CONTRACT ADMINISTRATION AGREEMENT (ASSAY)" shall meanthe Contract Administration Agreement in theform of EXHIBIT
G-1 hereto.

"CONTRACT ADMINISTRATION AGREEMENT (INSTRUMENTATION)" shall mean the
Contract Administration Agreement in theform of EXHIBIT G-2 hereto.

"DAMAGES" shall have the meaning set forth in Section 7.1.
"EMPLQOYEES" shall have the meaning set forthin Section 3.5(g)(iii).

"ENVIRONMENTAL LAW" means any foreign, federal, state, provincial, or municipal statute, rule, regulation, ordinance, directives, orders
or decrees of any Governmental Authority in effect on or before the Closing Date and relating to the protection of the environment, including
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without limitation pertaining to the presence, manufacture, processing, use, treatment, storage, disposal, transportation, handling, generation or
Release of Hazardous Substances.

"ENVIRONMENTAL LIABILITIES' means any and all Liabilities(including without limitation the costs of investigation, clean up actions,
remedial actions or other response costs) arising out of or relatingto any of the following conditions or events to the extent such conditions or
events occur on or before the Closing Date: (a) environmental conditions, including the presence or Release or exposureto Hazardous
Substances at, on, in, from or around the Real Estate, (b) the off-site transportation, storage, treatment, recycling, disposal or arrangement for
disposal of or distribution of Hazardous Substances by or on behalf of the Seller or any of its predecessorsin connection withthe Business or
the Business Assets, and (c) any violation of any Environmental Law (including any costs and expenses reasonably incurred after Closing to
come into compliance with such Environmental Law).

"ENVIRONMENTAL PERMITS" shall have the meaning set forth in Section
3.11(a).

"ERISA" shall have the meaning set forthin Section 3.5(g)(i).

"ERISA AFFILIATE" shall have themeaning set forth in Section 3.5(g)(ii).
"EXCLUDED ASSETS" shall have the meaning set forth in Section 2.1(b).
"EXCLUDED LIABILITIES' shal have the meaning set forth in Section 2.1(d).
"FINANCIAL STATEMENTS' shall have the meaning set forth in Section 3.6(a).
"FORMER EMPLOYEES' shal have the meaning set forth in Section 3.5(g)(iv).

"FORMER SELLEREMPLOYEE" shall havethemeaning set forth in Section
9.6(a).

"GAAP' shal have the meaning set forth in the definition of "APPLICABLE
ACCOUNTING PRINCIPLES"

"GOVERNMENTAL AUTHORITY" means any governmental department, commission, board, bureau, agency, court or other instrumentality
of the United States or foreign country or any county, jurisdiction, municipality or other political subdivision thereof or any other supranational
organization of sovereign states.

"GOVERNMENTAL FILINGS' shall have the meaning set forthin Section
5.1(a)(ii).

"HART-SCOTT-RODINO ACT" shall have the meaning set forthin Section
3.2(c)3.

"HAZARDOUS SUBSTANCE" meansany hazardous or toxic substance, pollutant, material, waste or contaminant that is regulated by an
Environmental Law.

"INDEMNIFIED PARTY" shall have the meaning set forthin Section 7.3(a).
"INDEMNIFYING PARTY" shall have the meaning set forth in Section 7.3(a).
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"IRS" means the Internal Revenue Service of the United State of America

"INSTRUMENTATION ASSETS" shall have the meaning set forth in Section
2.1(b)(i).

"INVESTMENTS" shall have themeaning set forth in Section 2.1(a)(vi).

"KEY CUSTOMER" shall have the meaning set forth in Section 3.25.

"KNOW-HOW" means any andall confidential information and data of any kind and in any form whatsoever owned by the Seller and
generated or used by the Seller in connection with the Business including, without limitation, techniques, inventions, practices, methods,
knowledge, know-how, skill, software, experience, test data (including pharmacological, toxicological and clinica test data), analytical and
quality assurance and quality control data and information, marketing, cost, and salesinformation and manufacturing technology, data and

descriptions, compositions and assays.

"KNOWLEDGE OF THE BUYER" means theactua knowledge of any senior officer of the Buyer after reasonable inquiry within Buyer and
its Affiliates with respect to the matter in question.

"KNOWLEDGE OF THE SELLER" meansthe actual knowledge of any senior officer of the Seller, Owner and Vertex San Diego after
reasonable inquiry within Seller and its Affiliates with respect to the matter in question.

"LEASE" meansthat certain University Research Park Ground Lease, asamended, dated October 1, 1998, by and between University Research
Park, Inc. and PanVera Corporation.

"LETTER" shall have themeaning set forth in Section 10.1.

"LIABILITY" means any liability or obligation (whether known or unknown, whether asserted or unasserted, whether absolute or contingent,
whether accrued or unaccrued, whether liquidated or unliquidated and whether due or to become due).

"LIEN" meansany lien, charge, claim, pledge, security interest, conditional sale agreement or other title retention agreement, lease, mortgage,
security agreement, right of first refusal, option, restriction, license, covenant, or other encumbrance (including title defects of any kind
whatsoever, or the filing of, or agreement to give any financing statement under the Uniform Commercial Code or statute or law of any
jurisdiction).

"MANAGED" shall have the meaning set forthin Section 3.11(c).

"MANAGEMENT" shall have the meaning set forth in Section 3.11(c).

"MATERIAL CONTRACT" shall have the meaning set forthin Section 3.9.

"MATERIAL LOSS" shall mean aloss or damage suffered or incurred by a Party or other adverse circumstance affecting a Party which has a
reasonable likelihood of being valued at $2,500,000 or more.

-5-

meres o SO irssss 2003, EDGAR Online, I nc.




"NON-COMPETITION AGREEMENT" means the Non-Competition Agreement in the form of EXHIBIT C hereto.

"NOVEMBER 30 BALANCE SHEET" shall have themeaning set forth in Section
3.6(a).

"NOVEMBER 30 INCOME STATEMENT" shall have the meaning set forth in Section
3.6(a).

"OWNER" shall have the meaning set forth in the preamble.

"PANVERA CORPORATION" means PanVera Corporation, formerly a Wisconsin corporation, whichwas indirectly merged into the Seller on
July 1, 2002.

"PARTIES' shal havethemeaning set forth in the preamble.
"PATENT RIGHTS" shall have the meaning set forth in Section 2.1(8)(iii).

"PERMITTED ENCUMBRANCES" meansany (i) liensfor Taxes and assessments arising in the ordinary course of business that are not yet
due and payable,

(if) mechanic's, workmen's, repairmen's, warehousemen'’s, carrier's or other likeliensarising or incurred in the ordinary course of business and
not material in amount and (iii) those Liens set forth on SCHEDULE 1.1 hereto.

"PERSON" means an individual, a corporation, alimited liability company, a partnership, an association, atrust or other entity or organization,
including afederal, state, local or foreign government or regulatory entity or political subdivision or an agency or instrumentality thereof.

"PROPRIETARY ASSET" means any andall of thefollowing in any country: (a) patents (including utility models, design patents,
certifications of invention, extensions, reissues, reexaminations and thelike), patent applications (including provisionals, divisionals,
continuations and continuations-in-part), trademarks (whether registered or unregistered), trademark applications, trade names, fictitious
business names, service marks (whether registered or unregistered), service mark applications, copyrights (whether registered or unregistered),
copyright applications, moral rights, maskworks, maskwork applications, trade secrets, Know- How, computer software, computer programs,
source code, algorithms, inventions, discoveries, technology and other intellectual property rights and intangible assets; and (b) the right
(whether at law, in equity by contract or otherwise) to use or otherwise exploit any of theforegoing.

"PURCHASE PRICE" shall have the meaning set forthin Section 2.2(a).

"REAL ESTATE" meansthe real property set forth on SCHEDULE 2.1(a)(i).

"REFERENCE AMOUNT" shall have themeaning set forth in Section 2.2(b)(i).

"RELEASE" means any spilling, leaking, pumping, pouring, emitting, emptying, discharging, injecting, escaping, leaching, dumping, or
disposing (including the abandonment or discarding of barrels, containers, and other closed receptacles containing any Hazardous Substances)

or the threat thereof.
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"SELLER" shall have the meaning set forth in the preamble.
"SELLER CERTIFICATE" shall have the meaning set forth in Section 6.1(d).

"SELLER DISCLOSURE SCHEDULE" means the Seller Disclosure Scheduleprovided for in Article |11, as supplemented and amended in
accordance withthe provisions of Section 5.6(a). The disclosure of any itemin any Section of the Seller Disclosure Schedule shall constitute
disclosure of that item in any and al Sections of the Seller Disclosure Schedule asto which such disclosure would reasonably pertain and be
readily apparent on itsface.

"SELLER EMPLOYEES" shall havethemeaning set forth in Section 9.6(a).

"SELLER INDEMNITEES' shall have the meaning set forth in Section 7.2.

"SHARED KNOW-HOW" shall have the meaning given such termin the Shared Know-How Agreement.

"SHARED KNOW-HOW AGREEMENT" means the Shared Know-How Agreement in theform of EXHIBIT D hereto.

"STRADDLE PERIOD" means any Taxable period that includes, but does not end on the Closing Date.

"SUPPLY AGREEMENT" means the Supply Agreement in theform of EXHIBIT F hereto.

"TAXES' (including, with correlative meaning, theterms "TAX" and "TAXABLE") shall mean al taxes of any kind imposed by a federal,
state, local or foreign Governmental Authority, including but not limited to (i) al taxes, domestic or foreign, including without limitation any
income (net, gross or other, including recapture of any tax itemssuch as investment tax credits), alternative or add-on minimumtax, gross
income, gross receipts, gains, sales, use, leasing, lease, user, ad valorem, transfer, recording, franchise, profits, property (real or personal,
tangible orintangible), fuel, license, withholding, payroll, employment, unemployment, social security, excise, severance, stamp, occupation,
premium, environmental or windfall profit tax, custom, duty or other tax, or other like assessment or charge of any kind whatsoever, together
with any interest, levies, assessments, charges, penalties and additions, (ii) any joint or several liability of such Person with any other Person for
the payment of any amountsof the type described in (i) of this definition and (iii) any liability for the payment of any amounts of thetype

described in (i) as aresult of any expressor implied obligation to indemnify any other Person.

"TAX RETURNS" means all reports, returns, schedules and any other documentsrequired to be filed with respect to Taxesand al claimsfor
refunds of Taxes.

"THIRD-PARTY" shall mean any Person who is not a Party to this Agreement or an Affiliate of a Party to this Agreement.
"THIRD-PARTY CLAIM" shall have the meaning set forth in Section 7.3(a).

"THIRD-PARTY CONSENTS' shall have the meaning set forthin Section
5.1(3)(i).
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"TRADEMARKS" shall have themeaning set forth in Section 2.1(a)(iii).
"TRANSFER DOCUMENTS' shall have themeaning set forth in Section 2.3(b).
"TRANSITION SERVICES AGREEMENT" means the Transition Services Agreement in the formof EXHIBIT E hereto.

"TRANSFERRED EMPLOYEES' shall have the meaning set forth in Section
9.6(b).

"VERTEX PARTIES"' meansthe Seller, the Owner, Vertex San Diego, PanVera Corporation, Aurora, each of their successors and assigns, and
each of their respective Affiliates.

"VERTEX SAN DIEGO" means Vertex Pharmaceuticals (San Diego) LLC, a Delaware limited liability company and a wholly owned
subsidiary of the Owner.

"WARN ACT" shall have the meaning set forth in Section 3.23.

ARTICLEII
ASSET PURCHASE

2.1 PURCHASE AND SALE OF ASSETS; ASSUMPTION OF LIABILITIES.

(&) TRANSFER OF ASSETS. At the Closing the Sdller shall, and the Owner shall causethe Sdller to, sell, convey, assign, transfer and deliver
to the Buyer (or one or more of its assignees), and the Buyer shall purchase and acquire from the Seller, al of the Seller'sright, title and interest
in and to the Business Assets, free and clear of al Liensother than Permitted Encumbrances. For purposes of thisAgreement, the "BUSINESS
ASSETS" shall mean all assets used in the operation of the Business by the Seller on the date of thisAgreement (other than those assets
disposed of by the Seller on or prior to the Closing Date but only to the extent permitted by Section 5.2 hereof) plus any assets acquired by the
Seller following thedate of this Agreement and on or prior to the Closing Date, but excluding the Excluded Assets. The Business Assetswhich
are owned by the Seller, including the Assigned Contracts (pursuant to which Assigned Contracts the Seller has been provided itsrightsin
certain of the Business Assets), are referred to hereinafter as the"ACQUIRED ASSETS." The Business Assets to whichthe Seller is
transferring all of itsright, titleand interest include without limitation the following:

(i) the real property, leaseholds, subleases andinterests therein, options or similar rights to purchase, lease, use or occupy real property and
buildings, structures, facilities, fixturesand other improvements thereon and appurtenances thereto, that are listed by premises, building or
street address, and tax ot number on SCHEDULE 2.1(a)(i) hereto (collectively, the "REAL ESTATE");

(ii) al oral and written contracts, agreements, leases, subleases, licenses, and other arrangements used in the Business, including, without
limitation, the Material Contracts (the "ASSIGNED CONTRACTS");

(iii) all Proprietary Assets generated or used by or on behalf of the Seller in connection with the Business, including, without limitation, those
trademarks and trade
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names and registrationsthereof and registration applicationstherefor set forth on SCHEDULE 2.1(a)(iii) hereto (the "TRADEMARKS') and
those patents (including any extension, reissue, reexamination or thelike relating thereto) and patent applications (including any provisional,
divisional, continuation or continuation in part) set forth on SCHEDULE 2.1(a)(iii) hereto (the"PATENT RIGHTS");

(iv) dl actions, claims, causes of action, rights of recovery, chosesin action or rightsto set off, whether arising out of occurrences before or
after the Closing Date, including Third-Party warranties and guarantees and other similar contractual rights asto third parties held by or in favor
of any of the Vertex Parties with respect to any of the Business Assets, except for those described in clauses (i) and (iii) of the definition of
"EXCLUDED ASSETS';

(v) dl of the Seller's accounts receivable and other receivables relating to the Business Assetsor arising out of the conduct of the Business;

(vi) subject to the provisions of Section 2.2(c), below, those equity securities set forth on SCHEDULE 2.1(a)(vi) (the "INVESTMENTS'); and
(vii) all other assets and properties reflected on the Closing Balance Sheet.

(b) EXCLUDED ASSETS. The Buyer shall not be entitled or obligated to purchase any of the Excluded Assets. "EXCLUDED ASSETS' shall
mean any assets, properties or rights of any Vertex Party other than the Seller, together with the following assets, properties and rights of the

Seller:

(i) those assets described on SCHEDULE 2.1(b)(i) hereto, which wereconveyed by Seller to Aurora BiosystemsLLC, prior to the date of this
Agreement but subsequent to thedate of the November 30 Balance Sheet (the "INSTRUMENTATION ASSETS");

(i) any cash or short-term marketable securities (which for purposes hereof shall be deemed to not include any of the Investments);

(iii) rights to insurance claims, related refunds and proceeds of claims asserted against third parties which arise out of occurrences before or
after the Closing Date, includingrights with respect to Third-Party warranties and guarantees and other similar contractual rights held by or in
favor of any of theVertex Parties with respect to any of the Business Assets, solely to the extent the Seller, and not the Buyer, bears oris
responsible for the matter to which such right or action relates (whether because the matter relates to an Excluded Liability or otherwise), and
then only to the extent of amounts paid by the Seller with respect thereto (including by way of any reduction in the Purchase Price);

(iv) all assets relating to the Benefit Plans and other policies, programs and agreementsset forthin SECTION 3.5(a) OF THE SELLER
DISCLOSURE SCHEDULE;

(v) al refunds of any Tax, except as provided in
Section 5.2(d)(viii);
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(vi) Shared Know-How including that Shared Know-How whichisthe subject of the Shared Know-How Agreement;
(vii) asprovided for more fully in Section 2.2(c), below, any Investmentswith respect to which a Third-Party exercises aright of first refusal;

(viii) any trade namesor trademarks not used in the Businessand owned by Vertex San Diego, including without limitation those previously
used by Aurorg;

(ix) any andall agreementsby and between the Seller and either of Takara Shuzo Co., Ltd. or Fisher Scientific Company, LLC, any accounts
receivable related to such agreements and any inventory related to the Takara Shuzo Agreement;

(x) Seller'slimited liability company membership interest in Aurora Biosystems LLC;

(xi) Sublease dated June 29, 2002 between OMM, Inc. and PanVera LLC to Master L ease between OMM, Inc. and CalWest Industrial
Holdings, LLC for real property located at 9645 Scranton Road, Suite 140, San Diego, CA; and

(xii) that certain Credit Agreement dated asof May 22, 2002, by and between PanVera Corporation and M& 1 Bank of Southern Wisconsin, and
all related rights and documents.

(c) ASSUMED LIABILITIES. The Buyer shall (x) be responsible for al Liabilities associated with the Buyer's ownership, operation and use of
the Business Assets and the Business from and after the Closing and (y) at the Closing, assume and agree to pay, perform and discharge when
due the following additional Liahilities (the Liabilitiesspecified in the foregoing clauses (x) and (y) being herein referred to as the "ASSUMED
LIABILITIES"):

() al Liahilities set forth or reflected on the Closing Balance Shest;

(i) al Liabilities arising out of or relating to the replacement or return of, or any claim for breach of warranty in respect of or refund of the
purchase price of, products sold out of inventory by the Seller on or prior to the Closing Date (although the Parties recognize that the Buyer
may be entitled to indemnification for such Liabilities to the extent their assertion indicates a breach of a representation or warranty of the
Seller made herein);

(iii) al Liabilities with respect to actions, suits, proceedings, disputes, claimsor investigations arising out of or related to the use of the
Business Assets after the Closing Date;

(iv) dl Liabilities arising out of or relating to thereplacement or return of, or any claim for breach of warranty in respect of or refund of the
purchase price of products, instrumentation, servicesand technologies which constitute Business Assets or which are manufactured or provided
through the use of the Business Assets, in each case after the Closing Date;
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(V) subject to Section 2.1(d)(i) below, any Liability with respect to the period after the Closing Date under the Assigned Contracts other than
Liabilities under the Assigned Contracts being retained by the Seller pursuant to the Ancillary Agreements; and

(vi) al Liabilities in respect of Taxes for which the Buyer isliable pursuant to Section 9.1.

(d) EXCLUDED LIABILITIES. Except asotherwise set forth in Section
2.1(c), theBuyer shall not assume or be responsible for any of thefollowing Liabilities of the Seller (the "EXCLUDED LIABILITIES"):

(i) any Liabilitiesof the Seller or any other Vertex Party relating to the Business Assets and the Businesswith respect to the period on or prior
to the Closing Date and not set forth or reflected on the Closing Balance Sheet, to the extent of such Liability for the period up to and including
the Closing Date;

(ii) al Environmental Liabilities;

(iii) al Liabilities under any employee benefit plan established or maintained by the Seller or to which the Seller contributes or in which any
employee of the Seller participates prior to the Closing Date or any Liability for thetermination of any such employee benefit plan;

(iv) all Liabilities in respect of Taxesfor which the Seller and the Owner are liable pursuant to Section 9.1; and

(v) al liabilitiesrelated to the Excluded Assets.

(e) CONSENT OF THIRD PARTIES. To theextent that the assignment of all or any portion of any Assigned Contract shall require the consent
of the other party thereto or any other Third-Party, thisAgreement shall not constitute an agreement to assign any such Assigned Contract if an
attempted assignment without any such consent would constitute a breach or violation thereof. Inorder, however, to provide the Buyer the full
realization and valueof every Assigned Contract, each of the Owner and the Seller agree that on and after the Closing it will, and will cause
each Vertex Party as appropriate to, at the request and under the direction of the Buyer and at the Buyer's sole cost and expense, in the name of
the Sdller or otherwise as the Buyer shall specify, take al reasonable actions (including the appointment of the Buyer asattorney-in-fact for the
Seller) and do or causeto be done al suchthings as shal in the reasonable opinion of the Buyer or its counsel be necessary or proper (i) to
assure that therights of the Seller and each applicable Vertex Party under such Assigned Contracts shall be preserved for the benefit of or
transferred or issued to the Buyer, (ii) to facilitate receipt of the consideration to be received by the Seller or the applicable Vertex Party in and
under every such Assigned Contract, which consideration shall be held for the benefit of, and shall be delivered to, the Buyer, and (iii) to
enforce provisions under such Assigned Contractsrestricting or prohibiting use, transfer or disclosure of any confidential information relating
to the Business or any Acquired Asset against third parties bound by such provisions. Nothing in this Section 2.1(e) shall in any way diminish
the Owner's and the Seller's obligations under Sections 5.1(a)(i) and 6.1(h) hereof.
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2.2 PURCHASE PRICEAND RELATED MATTERS.

(8) PURCHASE PRICE. In consideration of the sale and transfer of the Seller'sright, title and interest in the Business Assets, the Buyer shall
assume the Assumed Liabilities as provided in Section 2.1(c) and shall pay to the Seller an aggregate purchase price of Ninety Five Million
Doallars ($95,000,000) (the "PURCHASE PRICE"). At the Closing, the Buyer shall pay the Purchase Price to the Seller by wire transfer of
immediately available funds to the account designated by the Seller in writing at least two (2) Business Daysprior to the Closing Date.

(b) POST-CLOSING ADJUSTMENT TO PURCHASE PRICE.

(i) Within sixty (60) days after the Closing, the Buyer shall prepare and deliver to the Seller a balance sheet (the "CLOSING BALANCE
SHEET") of the Sdller as of the Closing Date, determined in accordance with the Applicable Accounting Principles applied on a consistent
basis and this Agreement, except that there shall be no accrual for any Liabilities which are Excluded Liabilities under Sections 2.1(d)(ii)
through (v), together with a calculation of the Adjustment Amount; provided, that thevalue of the Investments asset forth onthe Closing
Balance Sheet shall be the same as thevalue of the Investments as set forth on the November 30 Balance Sheet. For purposes hereof (y)
"ADJUSTMENT AMOUNT" means thedollar amount, if any, by whichthe net assets of the Seller as set forth on the Closing Balance Sheet is
greater or less than the Reference Amount; and (z) "REFERENCE AMOUNT" meansTen Million Dallars ($10,000,000), lessthe amount set
forth on the November 30 Balance Sheet with respect to any Investment that is not conveyed to the Buyer hereunder on the Closing Date as
provided for in Section 2.2(c) below.

(i1) If withinforty-five (45) days following delivery of the Closing Balance Sheet, the Seller has not given the Buyer written notice of its
objection as to any item set forth or reflected therein or omitted therefrom or asto the calculation of any amount set forth or reflected therein
(which notice shall state thebasis of its objection), then the Closing Balance Sheet shall be binding and conclusiveon the Partiesand be used in
computing the Adjustment Amount.

(iii) If the Seller duly givesthe Buyer such notice of objection, and if the Seller and the Buyer fail to resolve the issues outstanding with respect
to the Closing Balance Sheet within thirty (30) days of the Buyer'sreceipt of the Seller's objection notice, the Seller and the Buyer shall submit
the mattersin dispute for resolution to KPMG (the "ACCOUNTING FIRM"), which shall, withinthirty (30) days after such submission,
determine and report to the Parties upon such disputed matters, and such report shall be final, binding and conclusive on the Parties with respect
to the matters in dispute. The feesand disbursements of the Accounting Firm shall be allocated between the Buyer and the Seller so that the
Seller's share of such fees and disbursements shall be in the same proportion that the aggregate dollar amount of the matters in dispute so
submitted by the Seller to the Accounting Firm that is unsuccessfully disputed by the Seller (asfinally determined by the Accounting Firm)
bears to the total dollar amount of such disputed matters so submitted by the Seller to the Accounting Firm.

(iv) The Purchase Price shall be decreased (or increased, as the case may be), on adollar for dollar basis, by the Adjustment Amount as finally
determined, and the
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Seller shall, and Owner shall cause the Seller to, pay the Buyer (or, in the case of an increase in the Purchase Price, the Buyer shall pay to the
Seller) the Adjustment Amount in cash by wire transfer of immediately available funds. The Seller or the Buyer shall make any payment
required as aresult of an adjustment to the Purchase Price pursuant to this Section 2.2(b) within ten (10) Business Days after the Adjustment
Amount hasbeen finally determined in accordance with this Section 2.2(b).

(c) ADJUSTMENT OF PURCHASE PRICE FOR INVESTMENTS.

(i) Theright of the Seller to sell and convey certain of the Investmentsto the Buyer pursuant hereto, and the right of Vertex San Diego to
convey certain of the Investmentsto Seller, are subject to rights of first refusal, which, if exercised, will resultin Seller not being able to so sell
and convey, or the Buyer to purchase, such Investments. If any such right of first refusal is exercised, then the Purchase Price shall be reduced,
onadollar for dollar basis, by thevalue set forth in SCHEDULE 2.1(a)(vi) with respect to the particular Investment not conveyed to the Buyer
hereunder due to the exercise of such right of first refusal. Such reduction in the Purchase Price shall be made prior to the Closing, and shall
reduce the Purchase Price, if the right of first refusal is exercised with respect to an Investment on or before the Closing Date. If aright of first
refusal isnot exercised on or before the Closing Date in accordance with its terms asin effect on the Closing Date, but remains exercisable
thereafter, the Investment in question shall not be conveyed at the Closing pursuant to this Agreement, the Purchase Price shall be reduced, and
such Investment shall be conveyed to the Buyer upon the expiration of such right of first refusal; at which time the Purchase Price shall be
increased, onadollar for dollar basis, following the Closing by the value of such Investment set forth in SCHEDULE 2.1(a)(vi) and the Buyer
shall pay the Seller such amount in cash by wire transfer of immediately available funds promptly (and not more than three (3) Business Days)
following the conveyance of such Investment.

(i) The Parties acknowledgethat as of the date of this Agreement SCHEDULE 2.1(a)(vi) does not contain a definitive value for one of the
Investmentsthat is subject to aright of first refusal. To the extent the right of first refusal related to such Investment hasnot been terminated or
waived by the date thirty (30) days from thedate hereof, Buyer and the Seller shall negotiate in good faithto agree on avaue to ascribe to such
Investment, and SCHEDULE 2.1(a)(vi) shall be amended to reflect the agreed to value. In the event Buyer and the Seller have not been able to
agree on avalueto ascribe to such Investment by the date forty (40) days from the date hereof, the value proposed by Buyer, as determined by
Buyer pursuant to Section 1060 of the Code, shall be used for purposes of this Section 2.2(c) and SCHEDULE 2.1(a)(vi) shall be amended to
reflect such value.

(d) ALLOCATION OF PURCHASE PRICE. The aggregate amount of the Purchase Price paid by the Buyer hereunder and the Assumed
Liabilities shall be allocated among the Acquired Assets and the Non-Competition Agreement for Tax purposes, in compliance with Section
1060 of the Code, and any comparable provisions of state, local, foreign or other applicable Tax laws.
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2.3 THE CLOSING.

(& TIME AND LOCATION. The closing of thetransactions contemplated by this Agreement (the "CLOSING") shall take place at the offices
of Gray Cary Ware & Freidenrich LLP onamutually agreed date as soon as practicable, but in no event morethan three (3) Business Days after
the first date on which the conditions to the obligations of the Parties to consummate the transactions contemplated hereby have been satisfied
or waived (the "CLOSING DATE"). A "BUSINESS DAY" shall meanany day other than (i) a Saturday or Sunday or (ii) aday on which
banking institutions located in San Diego, California are permitted or required by law, executive order or governmental decreeto remain
closed. The transfer of the Seller'sright, title and interest in the Business Assetsby the Seller to the Buyer shall be deemed to occur at 12:01
am., PST time, on the Closing Date.

(b) ACTIONS AT THE CLOSING. At the Closing:

(i) the Seller shall deliver (or cause to be delivered) to the Buyer thevarious certificates, instrumentsand documentsrequired to be delivered
under Section 6.1;

(ii) theBuyer shall deliver (or causeto be delivered) to the Seller the various certificates, instruments and documents required to be delivered
under Section 6.2;

(iii) the Seller shall execute and deliver to the Buyer theBill of Sale;

(iv) theBuyer and the Seller shall executeand deliver the Assignment and Assumption Agreement;

(v) the Buyer and the Owner shall execute and deliver the Non-Competition Agreement;

(vi) theBuyer, the Seller and the Owner shall execute and deliver the Shared Know-How Agreement;

(vii) the Buyer, the Seller and the Owner shall execute and déliver the Transition Services Agreement;

(viii) the Buyer and Vertex San Diego shall (and the Owner shall cause Vertex San Diegoto) execute and deliver the Contract Administration
Agreement (Assay) and the Buyer and AuroraBiosystems LLC shall (and the Owner shall cause Aurora Biosystems LL C to) executed and

deliver the Contract Administration Agreement (Instrumentation);

(ix) the Buyer and the appropriate Vertex Partiesshall (and the Owner shall causethe appropriate Vertex Parties to) execute and deliver the
Amended and Restated Technology Agreements;

(x) the Buyer shall pay to the Seller the Purchase Price in accordance with the provisions of, and subject to the adjustment described in, Section
2.2 hereof;
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(xi) the Seller shall deliver to the Buyer, or otherwise put the Buyer in possession and control of, al of the Acquired Assets of a tangible nature
(including any certificates representing Investmentstransferred to the Buyer, in theform duly endorsed for transfer);

(xii) the Buyer and the Seller shall execute and deliver to each other a cross-receipt evidencing thetransactions referred to above;
(xiii) the Owner and the Buyer shall execute and deliver the Supply Agreement;

(xiv) the Seller shall execute and deliver to the Buyer the Assignment of Ground Lease, and shall deliver all tenant files, tenant correspondence
and repair records;

(xv) the Seller shall have delivered to the Buyer lien releases, pay-off lettersand UCC-3 termination statements as may be necessary to
evidence the release and termination of all liens (other than Permitted Encumbrances) on the Acquired Assets and on the Seller'sright, titleand
interest in the Business Assets that are not owned by the Seller;

(xvi) theOwner and the Seller shall execute and deliver certificates as required under Section 1445 of the Code and Section 1.1445-2(b) of the
Treasury regulations, PROVIDED, HOWEVER, that if either the Owner or the Seller failsor refuses to deliver the certificate required to
confirm it isnot a"foreign person” as suchterm is defined in Section 1445(f)(3) of the Code, or the Buyer has actual knowledge that such
certificate isfalse, the Buyer shall deduct and withhold from the Purchase Price a Tax as required by Section 1445 of the Code; and,
PROVIDED, FURTHER, that, in the event of any such withholding, the Closing hereunder shall not be otherwise affected, the Buyer shall
remit such amount to and file the required form with the IRS, and each of the Owner and the Seller, in the event of any claimed
over-withholding, (A) shall be limited solely to an action against the IRS for arefund, and (B) hereby waives any right of action against the
Buyer on account of such withholding; and

(xvii) the Seller shall deliver all keys, access codes and combinations to all locks, and other security devices to the Real Estate.

The agreements and instrumentsreferred to in clauses (iii), (iv), (xii),

(xiv) and (xv) above are referred to herein asthe "TRANSFER DOCUMENTS," and the Transfer Documentsand the agreementsreferred toin
clauses (v), (vi), (vii),

(viii), (ix) and (xiii) above are collectively referred to herein asthe"ANCILLARY AGREEMENTS".

2.4 FURTHER ASSURANCES. At any time and from time to time after the Closing Date, as and whenrequested by any Party hereto and at
such Party's expense, the Buyer, the Owner and the Seller shall, and the Owner and the Seller shall cause Vertex San Diego and Aurora
Biosystems LL C to, promptly execute and deliver, or cause to be executed and delivered, al such documents, instruments and certificates and
shall take, or causeto be taken, all such further or other actions as are reasonably necessary to fully vestin the Buyer title to the Seller's right,
title and interest in the Business Assets.

-15-

meres o SO irssss 2003, EDGAR Online, I nc.




2.5 OWNER OBLIGATIONS. The Owner hereby undertakes to cause theVertex Parties to performall of their obligations under this
Agreement and the Ancillary Agreements, including, without limitation, sale and transfer of the Seller'sright, title and interest in the Business
Assets and performance of any indemnification obligations of the Seller to the Buyer. To the extent that any Vertex Party failsto perform or
discharge any of such obligations, the Owner acknowledges and agrees that it shall do so and that its obligation to do so shall be joint and
several withtheoriginal Vertex Party to such obligation.

ARTICLEIII
REPRESENTATIONS AND WARRANTIES OF THE
OWNER AND THE SELLER

Each of the Owner and the Seller jointly and severally represents and warrantsto the Buyer that the statements contained in thisArticlelll are
true and correct as of thedate hereof, except asotherwise set forth in the Seller Disclosure Schedule provided by the Seller to the Buyer.

3.1 ORGANIZATION, QUALIFICATION AND LIMITED LIABILITY COMPANY POWER.

(8) The Owner isacorporation duly organized, validly existing and in good standing under thelaws of The Commonwealth of Massachusetts.
The Seller isalimited liability company duly organized, validly existing andin good standing under the laws of the State of Delaware, and is
duly qualified to transact business and in good standing in each jurisdiction in which the nature of itsoperations requires such qualification,
except wherethe failureto so qualify is not reasonably likely to have aBusinessMaterial Adverse Effect.

(b) The Seller has all requisite limited liability company power and authority to carry on thebusinessin whichit is now engaged and to own and
use the properties now owned and used by it. A true and correct copy of the certificate of formation and operating agreement of the Seller, as
well as the articles of organization and by-laws of Owner, have been provided to the Buyer prior to the date hereof.

(c) Except as set forth in SECTION 3.1(c) OF THE SELLER DISCLOSURE SCHEDULE, the Seller does not own any shares of capital stock
of, or equity interest of any naturein, any Person. The Selleris not obligated to makeany futureinvestment in or capital contribution to any
Person.

3.2AUTHORITY; REQUIRED FILINGSAND CONSENTS.

(a) The Owner has al corporate power and authority to execute and deliver this Agreement and the Ancillary Agreementsto which it will bea
party and to perform its obligations hereunder and thereunder. The execution and delivery by the Owner of this Agreement and the Ancillary
Agreementsto whichit will be a party and the consummation by the Owner of the transactions contemplated hereby and thereby have been duly
authorized by all necessary corporate action on the part of the Owner and no other authorization or consent of the Owner's directors or
stockholders is necessary. This Agreement has been, and such Ancillary Agreementswill be, duly executed and delivered by the Owner and,
assuming thisAgreement and each such Ancillary Agreement constitute the legal, valid and binding obligation of the other
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Parties thereto (other than any Affiliate of Owner), this Agreement constitutes, and each such Ancillary Agreement will constitute, alegd, valid
and binding obligation of the Owner, enforceable against the Owner in accordance with its terms, except as such enforceability may be limited
by general principles of equity (whether asserted in a proceeding at law or in equity) or by bankruptcy or similar laws affecting therights of
creditors generally.

(b) The Seller has al limited liability company power and authority to executeand deliver thisAgreement and the Ancillary Agreementsto
whichit will be a party and to perform its obligations hereunder and thereunder. The execution and delivery by the Seller of this Agreement and
the Ancillary Agreements to whichit will be a party and the consummation by the Seller of the transactions contemplated hereby and thereby
have been duly authorized by all necessary limited liability company action on the part of the Seller and no other authorization or consent of the
Seller's managers or membersis necessary. This Agreement hasbeen, and such Ancillary Agreementswill be, duly executed and delivered by
the Sdller and, assumingthis Agreement and each such Ancillary Agreement constitute the legal, valid and binding obligation of the other
Parties thereto (other than any Affiliate of Owner), this Agreement constitutes, and each such Ancillary Agreement will congtitute, alegd, valid
and binding obligation of the Seller, enforceable against the Seller in accordance with its terms, except as such enforceability may be limited by
general principles of equity (whether asserted in a proceeding at law or in equity) or by bankruptcy or similar laws affecting the rights of
creditors generally.

(c) Subject to compliance with the applicable requirements of the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended (the
"HART-SCOTT-RODINO ACT") no consent, approval, order or authorization of, or registration, declaration or filing with, any Governmental
Authority isrequired by or with respect to the Owner or Seller in connection with the execution and delivery of this Agreement or the
consummation of the transactions contemplated hereby, except for such other consents, authorizations, filings, approvals and registrations
which, if not obtained or made, would not prevent or materially alter or delay any of thetransactions contemplated by this Agreement or have a
Business Material Adverse Effect.

3.3 NONCONTRAVENTION. Subject to compliance with the applicable requirements of the Hart-Scott-Rodino Act, and applicable foreign
antitrust or trade regulation laws, none of (i) the execution and delivery by the Owner and the Seller of thisAgreement and the Ancillary
Agreementsto which each will be a party, (ii) the execution and deliver by Vertex San Diego or Aurora Biosystems LLC of the Ancillary
Agreementsto which each will be a party, (iii) the consummation by the Owner and the Seller of thetransactions contemplated hereby or
thereby and (iv) the consummation by Vertex San Diego and Aurora Biosystems LLC of the transactions contemplated by the Ancillary
Agreementsto which each of themisa party, will:

(a) conflict withor violate any provision of the articles of organization or the bylaws of the Owner;

(b) conflict with or violate any provision of the certificate of formation or limited liability company agreement of the Seller, Vertex San Diego
or Aurora BiosystemsLLC;

(c) except as set forthin SECTION 3.3(c) OF THE SELLER DISCLOSURE SCHEDULE, conflict with, result in a breach of, constitute (with
or without due notice or lapse of time or both) a
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default under, result in the acceleration of obligationsunder, createin any party the right to terminate or modify, or require any notice, consent
or waiver under any Material Contract, or any other contract or agreement that is material to Vertex San Diego or Aurora BiosystemsLLC;

(d) violate any order, writ, injunction or decree to which the Seller or any other Vertex Party or any of their respective properties or assetsis
subject; or

(e) violate any statute, rule or regulation applicable to the Seller or any other Vertex Party or any of their respective properties or assets.
34 TITLE TO BUSINESSASSETS.

(a) Except for Permitted Encumbrances, the Seller has good and valid title to the Business Assets that it owns, and avalid leasehold or license
interest in the BusinessAssets it leases or licenses, free and clear of all Liens. The tangible assets included in the Business Assetsthat the Seller
owns, leases or otherwise controls arein good operating condition and repair, normal wear and tear excepted.

(b) The Business Assets, together with the rights granted to the Buyer pursuant to this Agreement andthe Ancillary Agreements, constitute and
on the Closing Date will congtitute all of the assets used in the Businessand properties in which any Vertex Party has an ownershipinterest or
contractual right, other than those assets or properties used by the Vertex Parties (other than the Seller) in activities which would not be
prohibited by the Non-Competition Agreement or would be permitted under the Amended and Restated Technology Agreements.

3.5 EMPLOYEE BENEFIT PLANS.

(a) Set forth on SECTION 3.5(a) OF THE SELLER DISCLOSURE SCHEDULE isatrue and complete list of each (i) "employee benefit plan”
as definedin

Section 3(3) of ERISA (including any "multiemployer plan” as defined in Section 3(37) of ERISA) and (ii) al other pension, retirement,
supplemental retirement, deferred compensation, excess benefit, profit sharing, employment, bonus, incentive, equity purchase, equity
ownership, equity option, equity appreciation right, severance, salary continuation, termination, change-of-control, health, life, disability, group
insurance, vacation, holiday, sick-day, sabbatical and fringe benefit plan, program, contract, or arrangement (whether written or unwritten,
qualified or nonqualified, funded or unfunded, foreign or domestic and subject to ERISA or naot, including any that have been frozen or
terminated ) maintained, contributed to, or required to be contributed to, by the Seller or any of its ERISA Affiliates in respect of any Employee
or Former Employee, or under whichthe Seller or any of its ERISA Affiliates has any liability withrespect to any Employee or Former
Employee (the "BENEFIT PLANS").

(b) As applicable with respect to each Benefit Plan, the Seller has made available to the Buyer, true and complete copies of each Benefit Plan,
including al amendments thereto, and in the case of anunwritten Benefit Plan, a written description thereof.

(c) Each Benefit Plan has been maintained, operated and administered in material compliance in all respects with itsterms and any related
documents or agreements and the applicable provisions of all laws including ERISA and the Code.
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(d) No Benefit Planisnow or at any time hasbeen a"multiemployer plan™ within the meaning of Section 3(37) of ERISA. Neither the Seller
nor any ERISA Affiliate hasever contributed to or been required to contribute to a multiemployer plan and neither the Seller nor any ERISA
Affiliate has any liability (contract or otherwise) relating to the withdrawal or partial withdrawal from a multiemployer plan. No Benefit Planis
now or at any time hasbeen subject to Part 3, Subtitle B of Titlel of ERISA or Title IV of ERISA.

(e) No Benefit Plan provides material benefits, including death or medical benefits, beyond termination of service or retirement other than (i)
coverage mandated by law or (ii) death or retirement benefitsunder a Benefit Plan qualified under Section 401(a) of the Code. Neither the
Seller nor any of its ERISA Affiliates have made a written or oral representation to any Employee or Former Employeepromising or
guaranteeing any employer paid continuation of medical, dental, lifeor disability coverage for any period of time beyond retirement or
termination of employment.

(f) Except asset forth on SECTION 3.5(f) OF THE SELLER DISCLOSURE SCHEDULE, no Benefit Plan provides for payments or benefits
that would result in the payment of any "parachute payments® withinthe meaning of Sections 280G or 4999 of the Code either individually or

in conjunction with other Benefit Plans.

(g) As used herein,
(i) "ERISA" meansthe Employee Retirement Income Security Act of 1974, asamended.

(i) "ERISA AFFILIATE" means (i) any corporation included with the Seller in a controlled group of corporations within the meaning of
Section 414(b) of the Code; (ii) any trade or business (whether or not incorporated) whichisunder common control with the Seller within the
meaning of Section 414(c) of the Code; (iii) any member of an affiliated service group of which the Sdller is a member within the meaning of
Section 414(m) of the Code; or (iv) any other person or entity treated as an affiliate of the Seller under Section 414(o) of the Code.

(iii) "EMPLOYEES' shall mean dl individualswith whom the Seller or any ERISA Affiliate maintains on the specified date, an
employer-employee relationship and whose primary responsibilities relateto the Business.

(iv) "FORMER EMPLOYEES" means all individuals who were previously employed by the Seller or any of its ERISA Affiliates and whose
primary responsibilities related to the Business but who areno longer so employed on the Closing Date, including any suchindividual receiving
long-term disability benefits.

3.6 FINANCIAL INFORMATION.

(a) The pro-forma balance sheet of the Business asof November 30, 2002, which is set forth on SECTION 3.6(a) OF THE SELLER
DISCLOSURE SCHEDULE (the "NOVEMBER 30 BALANCE SHEET") and the pro-forma income statement of the Businessas of
November 30, 2002, whichis set forth on SECTION 3.6(a) OF THE

SELLER DISCLOSURE SCHEDULE (the "NOVEMBER 30 INCOME
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STATEMENT" and collectively with the November 30 Balance Shest, the "FINANCIAL STATEMENTS"), have been derived fromthe books
of account of the Seller by the Seller in the ordinary course of business.

(b) The Financial Statements aretrue and correct in all material respects, were prepared in accordance with GAAP applied on a consistent basis
and fairly reflect in reasonable detail all assets and liabilities and the financial position of the Business as of the date thereof, subject to year-end
and audit adjustments which will not, in the aggregate, be material, and except that the Financial Statements do not contain footnotes.

3.7 ABSENCE OF CERTAIN CHANGES. Since November 30, 2002, except asdisclosed in Section 3.7 of the Seller Disclosure Schedule,
with respect to the Businessand the Business Assets, there has not been:

(a) any incurrence, assumption or guarantee of any Liability other thanin the ordinary course of business consistent with past practice;

(b) any discharge or satisfaction of any Liensor payment or satisfaction of any obligation or Liability thereof or associated therewith other than
inthe ordinary course of business consistent withpast practice;

(c) any change or any threat of any change in any relations with, or any loss or threat of loss of, any of thematerial suppliers, clients or
customers thereof or otherwise relating thereto;

(d) any disposition of or failureto keep in effect any rightsin, to or for theuse of any Applicable Permit;

(e) any modification, amendment or termination of, or the entering into of any new Material Contract or any cancellation, modification or
waiver of any material debtsor claims held by the Seller or any waiver of any other rights of the Seller;

(f) any damage, destruction or casualty loss affecting the Business or an Acquired Asset in excess of $100,000 per incident or in the aggregate,
whether or not covered by insurance;

(g9) any change by the Seller in its method of accounting or keeping of its books of account or accounting practice that relatesto the Business,
an Acquired Asset or an Assumed Liability, including any changein any assumptions underlying or methods of calculating any bad debt,
contingency, Tax or other reserves or any change in estimates or valuations,

(h) any sale, transfer or other disposition of any assets, properties or rights of the Business, except inthe ordinary course of business consistent
with past practice which are not material in the aggregate, except with respect to any cash or short-term marketable securities (other than the
Investments) set forth or reflected on the November 30 Balance Sheet, and except for the conveyance by Seller of the Instrumentation Assets;
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(i) any commitments or agreementsfor capital expenditures or capital additions or betterments relating to the Business exceeding $50,000 in
the aggregate, except such as may be involved in theordinary repair, maintenance or replacement of assets not exceeding an additional $50,000
inthe aggregate;

(j) other than withrespect to travel expense reimbursement and employee compensation and benefitsin theordinary course of business
consistent with past practice, any payment, distribution, loan or advance of any amount to, or sale, transfer or lease of properties or assets (real,
personal, or mixed, tangible or intangible) to, or the entering into of any agreement or arrangement to do so with, any officers or managers of
the Seller (or any of its officers, managers or directors), or any "associate”" (as suchterm isdefined in Rule 405 under the Securities Act of
1933, as amended) thereof;

(k) any mortgage, pledge or subjection to Lien of any kind on any assets, tangible or intangible, of the Business except for Permitted
Encumbrances;

(1) the granting of any material increase in the compensation payable or to become payable by the Seller to its managers, officers or employees
other than increases in the ordinary course of business to employees who are not managers or officers;

(m) any material transaction, agreement or event outside the ordinary course of the conduct of the Business,

(n) the agreement, whether in writing or otherwise, to take any action described in thisSection 3.7, or which would constitute a breach of any of
the representations and warranties of the Owner and the Seller contained in thisAgreement;

(o) any other changesin the financia condition of the Business, except for any changes that would not reasonably be expected to result ina
Business Materia Adverse Effect and except for any changesthat involve or affect only Excluded Assets or Excluded Liabilities (including,
without limitation, the conveyance by Seller of the Instrumentation Assets subsequent to such date); or

(p) any Business Materia Adverse Effect.
3.8 INTELLECTUAL PROPERTY.

(a) Part 1 of SECTION 3.8(a) OF THE SELLER DISCLOSURE SCHEDULE listsall of the Proprietary Assetsincluded inthe Business Assets
which are patents, patent applications, trademarksor trademark applications wholly owned by Seller, setting forthin each case the jurisdictions
inwhich patents have been issued, patent applications have been filed, trademarks have been registered and trademark applications have been
filed. Part 2 of SECTION 3.8(a) OF THE SELLER DISCLOSURE SCHEDULE lists all of the Proprietary Assets includedin the Business
Assetswhich are patents, patent applications, trademarks and trademark applications, other than those wholly or co-owned by Seller, setting
forth in each casethe jurisdictions in which patents have been issued, patent applications have been filed, trademarks have been registered and
trademark applications have been filed. Part 3 of SECTION 3.8(a) OF THE SELLER DISCLOSURE SCHEDULE listsall oral andwritten
contracts, agreements, licenses and other arrangements under which any Vertex
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Party islicensed or otherwise permitted to useany Proprietary Assets included in the Business Assets, other than standardized nonexclusive
licenses that are available to the public generally and were obtained by Seller in the ordinary course of business.

(b) Except as set forth in Part 1 of SECTION 3.8(b) OF THE SELLER DISCLOSURE SCHEDULE, no Third Party has asserted a claim, nor,
to the knowledge of the Seller, are there any facts which could giverise to aclaim, which would adversely affect the Seller's ownership rights
to, or rights under, (i) any of the Proprietary Assetsincluded in the Business Assetswhich are owned by Seller, or (ii) any contracts,
agreements, licenses and other arrangements under whichany Vertex Party islicensed or otherwise permitted to use any Proprietary Asset
included in the Business Assets, other than those described in clause (i) above. Except asset forth in Part 2 of SECTION 3.8(b) OF THE

SEL LER DISCLOSURE SCHEDULE, the Seller does not jointly own or license with any other Person any Proprietary Assetsincluded inthe
Business Assetswhich are patents, patent applications, trademarksor trademark applications.

(c) Nocurrent, or (to the knowledge of Seller) former, officer, manager, director, stockholder, member, employee, consultant or independent
contractor of theVertex Parties has any right, title or interestin, to or under any Proprietary Asset included in the Business Assets.

(d) Except as set forth in SECTION 3.8(d) OF THE SELLER DISCLOSURE SCHEDULE, all Proprietary Assetsthat (i) arefiled or registered
with any Governmental Authority, and (ii) either (A) are required to be listed in Part 1 of SECTION 3.8(a) OF THE SELLER DISCLOSURE
SCHEDULE or (B) a Vertex Party has the right to control the prosecution thereof and are required to be listed in

Part 2 of SECTION 3.8(a) OF THE SELLER DISCLOSURE SCHEDULE or Part 2 of SECTION
3.8(b) OF THE SELLER DISCLOSURE SCHEDULE, have been duly filed or registered (as applicable), and maintained, including the
submission of all necessary filings and feesin accordance with the legal and administrative requirements or the appropriate jurisdictions, and
have not lapsed, expired or been abandoned. Except as set forthin SECTION 3.8(d) OF THE SELLER DISCLOSURE SCHEDULE, with
respect to all of the issued patents and pending patent applications that either arerequired to be listed in Part 1 of SECTION 3.8(a) OF THE
SELLER DISCLOSURE SCHEDULE, or a Vertex Party has the right to control the prosecution thereof and are required to be listed in Part 2
of SECTION 3.8(a) OF THE SELLER DISCLOSURE SCHEDULE or Part 2 of SECTION 3.8(b) OF THE SELLER DISCLOSURE
SCHEDULE, (i) to the knowledge of the Seller, all of such patents and patent applications disclose patentable subject matter, and (ii) to the
knowledge of the Sdller with respect to events prior to July 18, 2001 regarding patentsand patent applications included in the Business Assets
to which rights wereacquired by virtue of the Owner's acquisition of Auroraby merger effective on July 18, 2001, and without such
qualification as to al other events, (A) there are no inventorship challenges, and (B) no interference been declared or provoked. Except as set
forth in SECTION 3.8(d) OF THE SELLER DISCLOSURE SCHEDULE, to theknowledge of the Seller, with respect to all of the issued
patents and pending patent applications that a Vertex Party does not have the right to control the prosecution thereof and arerequired to be
listed in Part 2 of SECTION 3.8(a) OF THE SELLERDISCLOSURE SCHEDULE, (i) al of such patentsand patent applications disclose
patentable subject matter, (ii) there are no inventorship challenges, and (iii) no interference been declared or provoked. Except asexpressly
disclosed inwriting to Buyer prior to the date of thisAgreement, to theknowledge of the Seller, there does not exist any material fact with
respect to the issued patents and pending patent applications included in the Business Assetsthat would (i) preclude the issuance of any patents
from patent applicationsincluded in the Business Assets (with valid
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claimsno lessbroad in scope than the claims ascurrently pending in those applications), (ii) render any patentsincluded in the Business Assets
invalid or unenforceable, or (iii) causethe claimsof any patentsincluded in the Business Assetsto be narrowed. Except as expressly disclosed
inwriting to Buyer prior to the date of this Agreement, to the knowledgeof the Seller, there does not exist any material fact with respect to the
trademarks and trademark applications included in the Business Assets that would (i) preclude the issuance of any trademarks from trademark
applications included in the Business Assets, or (ii) render any trademarks included in the Business Assets invalid or unenforceable. No Vertex
Party hasreceived written, or (to the knowledge of the Seller) oral, noticethat a Third Party has challenged or has threatened to challenge such
Vertex Party'srights to, the validity, enforceability or claim construction of any Proprietary Assetincluded inthe Business Assets.

(e) Except as set forth in SECTION 3.8(e) OF THE SELLER DISCLOSURE SCHEDULE, no Vertex Party has entered into any covenant not
to compete or contract limiting its ability to transact businessin any market, field or geographical area or with any Person with respect to the
Business.

(f) Except asset forth in SECTION 3.8(f) OF THE SELLER DISCLOSURE SCHEDULE, no Vertex Party (or to theknowledge of Seller, with
respect to events prior to July 18, 2001, any predecessor in interest to the Business, such asAurora) hasgranted, licensed, conveyed or
permitted to any Third Party, pursuant to any written, or (to the knowledge of the Seller) oral, contract, agreement, license or other arrangement,
any license or other right in, to or under (i) any of the Proprietary Assets (or tangible embodiments thereof) included in the Business Assets, or
(i) any future Proprietary Assetsto be developed from the Business Assets (or tangible embodiments thereof). Except as set forth in SECTION
3.8(f) OF THE SELLER DISCLOSURE SCHEDULE, there have been no instances, sinceJuly 18, 2001, wherea Vertex Party transferred or
disclosed Proprietary Assets included in the Business Assets (or any tangible embodiments thereof) to a Third Party without having the
recipient thereof execute a written agreement regarding the non-disclosure and non-use (other than research usesonly) thereof. There have been
no instances, wherea Vertex Party transferred or disclosed Proprietary Assets includedin the Business Assets (or any tangible embodiments
thereof) to another Vertex Party with rightsin favor of the recipient greater than therights retained by the Seller pursuant to the Ancillary
Agreements.

(9) Except as set forthin SECTION 3.8(g) TO THE SELLER DISCLOSURE SCHEDULE, there are no outstanding material obligations to pay
aroyalty, make milestone payments or provide other considerations to any other Person in connection with any Proprietary Asset that is
included in the Business Assets.

(h) Except as disclosed inwriting to the Buyer prior to the date of this Agreement, to the knowledge of the Seller, the conduct of the Business
as conducted as of the Closing Date does not infringe, constitute contributory infringement, inducement to infringe or the misappropriation of
Proprietary Assetsof any other Person and, without regard to the knowledge of the Seller, neither the Owner nor the Seller hasreceived a
written notice asserting any of the foregoing.
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(i) Part 1 of SECTION 3.8(i) TO THE SELLER DISCLOSURE SCHEDULE identifies those instances where (to the knowledge of Seller with
respect to Aurora) a Vertex Party has provided written noticeto a Third Party asserting that a Proprietary Asset that isincluded in the Business
Assets has been infringed or misappropriated by any Third Party. Part 2 of SECTION 3.8(i) TO THE SELLER DISCLOSURE SCHEDULE
identifies those instances, to theknowledge of (i) any patent agent or patent attorney currently employed by the Owner, Seller or Vertex San
Diego or Paul Negulescu and Jesus "TITO" Gonzalez, where a Vertex Party reasonably believesthat a Proprietary Asset that is includedin the
Business Assets has been infringed or misappropriated by any Third Party.

3.9 MATERIAL CONTRACTS. SECTION 3.9 OF THE SELLER DISCLOSURE SCHEDULE lists al of the followingtypes of contracts or
agreements to whichthe Seller isa party or by whichit isbound (each a"MATERIAL CONTRACT" and collectively the "MATERIAL
CONTRACTS"):

(a) contract or agreement related to the Businessinvolving thereceipt or payment by the Seller of aggregate consideration of more than
$100,000;

(b) contract or agreement that restricts the Seller from operating the Business (as currently being conducted and as proposed to be conducted by
it onthe date of this Agreement) anywherein the world or any portion thereof;

(c) contract or agreement granting any exclusive rightsto any party;

(d) contract or agreement evidencing indebtedness for borrowed or loaned money in excess of $100,000 or mortgaging, pledging or otherwise
placing a Lienon any of the Business Assets;

(e) contract or agreement evidencing the in-licensing of technology that is used in the conduct of the Business, other than standardized
nonexclusive licenses that are available to the public generally and were obtained by Seller in theordinary course of business;

(f) contract or agreement to provide funds to or make any investment in any other Person (inthe formof aloan, capital contribution or
otherwise);

(9) contract or agreement creating a partnership or joint venture pursuant to which the Seller isa partner or joint venturer; and
(h) contract or agreement that is otherwise material to the operation of the Business and the Business Assets taken as awhole.

The Seller has made available or delivered to the Buyer a complete and accurate copy of each written Material Contract including any
modifications or amendmentsthereto. Each Material Contract isavalid and binding obligation of the Seller, and, to the knowledge of the
Seller, of each other party thereto. Each Material Contract that was oral when entered into by the Seller has been reduced to writing. Except as
set forthon SECTION 3.9 OF THE SELLER DISCLOSURE SCHEDULE, neither the Seller nor any other Vertex Party isin material breach
of any condition, term or provision of, or in material default under, any Material Contract. To the knowledgeof Seller, no other party isin
material default under or in material breach or violation of, noristhere
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any valid basis for any claim of material default by another party under, or any material breach or violation by another party of, any Materia
Contract.

3.10 PRODUCT LIABILITY; LITIGATION. SECTION 3.10 OF THE SELLER DISCLOSURE SCHEDULE lists each of the following, and
except asset forth on SECTION 3.10 OF THE SELLER DISCLOSURE SCHEDULE, none of the following exist: (a) any asserted product
liability claim, including such claimsbased on strict product liability, negligence, other tort theories, or breach of expressor implied warranty,
or to the knowledge of the Seller, any such claim which hasbeen threatened against any Vertex Party relating to any products of the Business
nor to the knowledge of Seller isthere areasonable basisfor such claim; (b) judgment, order, decree, stipulation or injunction of any
Governmental Authority specifically naming any Vertex Party or, to theknowledge of the Seller, to which any Vertex Party is subject to (other
than orders of general applicability), that relates to the Business; and (c) action, suit or proceeding by or before any Governmenta Authority to
whichany Vertex Party isa party that relatesto the Business. Except as set forth in SECTION 3.10 OF THE SELLER DISCLOSURE
SCHEDULE, thereisno civil, criminal or administrative action, suit, hearing, or proceeding pending before any court, arbitrator or authority
or, to theknowledge of the Seller, (i) threatened against any Vertex Party and (ii) relating to the Business or any of the Business Assets. Except
asdisclosed in

SECTION 3.10 OF THE SELLER DISCLOSURE SCHEDULE, there are currently no outstanding judgments, decrees or orders of any court or
Governmental Authority against any Vertex Party, whichrelate to or arise out of the conduct of the Businessor the use of the Business Assets.

3.11 ENVIRONMENTAL MATTERS.

(8) The Seller holds and is and hasbeen in material compliance with all material permits, certificates, licenses, approvals, registrations and
authorizations required pursuant to Environmental Laws ("ENVIRONMENTAL PERMITS') necessary or required in connection with the
Business or the ownership and operation of the Acquired Assets and the use of the Business Assets, and al of such Environmental Permits are
infull force and effect and timely applications for renewal filed. All such Environmental Permits arelisted in SECTION 3.11(a) OF THE
SELLER DISCLOSURE SCHEDULE and any that are not transferable to the Buyer are so designated. The Seller will assist the Buyer in
preparing and filingall applications for transfer of applicable Environmental Permits.

(b) Except as otherwise set forth on SECTION 3.11(b) OF THE SELLER DISCLOSURE SCHEDULE, the Sdller isnot in material violation of
applicable Environmental Laws.

(c) Nonatice, citation, summonsor order has been issued, no complaint has been filed, no penalty has been assessed and no investigation or
review is pending, or to theknowledge of the Seller, threatened, by any Governmental Authority or other entity with respect to the Business, the
Acquired Assetsor the Seller's use of the Business Assetsthat are not owned by the Seller: (i) withrespect to any alleged violation by the Seller
of any Environmental Law, or (ii) with respect to any aleged failure by the Seller or any other Vertex Party to have any Environmental Permit
in connection with the Business or a Business Asset, or (C) with respect to any use, possession generation, treatment, storage, recycling,
transportation, disposal or distribution (collectively, "MANAGEMENT", or as averb, "MANAGED") of, Release of or exposure to
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any Hazardous Substances relating to or in connection with the Business, the Acquired Assetsor the Seller's use of the Business Assetsthat are
not owned by the Sdller.

(d) The Seller has not received any request for information, notice of claim, demand or notification that it is or may be potentialy responsible
with respect to any investigation or clean-up of any Release of any Hazardous Substancerelating to or in connection with the Business or the
Business Assets.

(e) Tothe knowledge of the Seller, no polychlorinated biphenyls, formaldehyde or insulating material containing ureaformaldehyde or
ashestos-containing materials are present at any property owned, or operated or leased, but not owned, by the Seller in connection withthe
Business, the Acquired Assets or the Seller's use of the Business Assets that are not owned by the Seller, nor are there any underground storage
tanksat any property to be transferred to the Buyer hereunder.

(f) No Hazardous Substance Managed by the Seller in connection with the Business has come to be located at any site which islisted or
proposed for listing under the Comprehensive Environmental Response, Compensation and Liability Act of 1980, as amended, ("CERCLA"),
CERCLISor on any similar state list of which any Vertex Party hasreceived notice, whichis the subject of federal, stateor local enforcement
actions or other investigationswhich may lead to claims against the Seller or the Buyer for clean-up costs, remedial work, damagesto natural
resources or for personal injury claims, including, but not limited to, claims under CERCLA.

(g) Except as otherwise set forthon SECTION 3.11(g) OF THE SELLER DISCLOSURE SCHEDULE, to the knowledge of the Seller, no
Hazardous Substance has been Released in connection with the Business, or to theknowledge of Seller, has otherwise been Released at, on,
about or under the Real Estate.

(h) Except as set forthon SECTION 3.11(h) OF THE SELLER DISCLOSURE SCHEDULE, no consent, approval or authorization of, or
registration or filing withany person, including any environmental Governmental Authority, isrequired pursuant to Environmental Lawsin
connection with the execution and ddlivery of this Agreement or the consummation of thetransactions contemplated hereby.

(i) To theknowledge of the Seller, except as listed in SECTION

3.11(i) OF THE SELLER DISCLOSURE SCHEDULE, there have been no environmental inspections, investigations, studies, audits, tests,
reviewsor other analyses conducted with respect to the Real Estate. The Seller and the Owner have delivered or made available to the Buyer
true and complete copies of al inspections, investigations, reports, studies, audits, tests, sampling results, monitoring, evaluations or analyses
possessed by the Seller and/or the Owner pertaining to any Hazardous Substancein, on, beneath or adjacent to any of the Real Estate, or to
whichthe Seller and/or the Owner have sent any Hazardous Substance in connection with the Business, or concerning compliance by the Seller
and/or the Owner, or any Person for whose conduct they are legally responsible, with any Environmental Law with respect to the Business.
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3.12 LEGAL COMPLIANCE. The Seller isin material compliance with al laws (including rules and regulations thereunder) of any federal,
state or foreign government, or any Governmental Authority, relating to the Business or its conduct, or the Business Assetsor their use. The
Parties recognize and agree that the representation and warranty contained in thefirst sentence of this

SECTION 3.12 shall not be applicable to the following matters as to which specific representations and warranties have been agreed to by the
Parties as set forth in the following Sections of thisAgreement: SECTION 3.5 (Benefit Plans), SECTION 3.11 (Environmental Matters),
SECTION 3.16 (Taxes), SECTION 3.13 (certificates of occupancy), SECTION 3.19(g) (zoning and access), SECTION 3.20 (Exports and
Customs), SECTION 3.22 (Labor Relations) and SECTION 3.23 (WARN Act).

3.13 APPLICABLE PERMITS. SECTION 3.13 OF THE SELLER DISCLOSURE SCHEDULE lists all material permits, licenses, franchises,
certificates of occupancy or authorizations from any Governmental Authority required to conduct the Business and to use the Business Assetsin
the conduct of the Business (other than Environmental Permits which are listed in SECTION 3.11(a) OF THE SELLER DISCLOSURE
SCHEDULE), which are hereinafter referred to collectively as the "APPLICABLE PERMITS". The Seller possesses each Applicable Permit,
each Applicable Permit isin full force and effect, the Seller is not in violation of or default under any Applicable Permit and all applicable fees
and charges for such Applicable Permits that are already due and payable have been paid in full. To theknowledge of the Seller, no suspension
or cancellation of any such Applicable Permit has been threatened in writing or otherwise.

3.14 BROKERS FEES. Except asset forth in SECTION 3.14 OF THE SELLER DISCLOSURE SCHEDULE, the Seller does not have any
liability or obligation to pay any feesor commissionsto any broker, finder or agent withrespect to the transactions contemplated by this
Agreement.

3.15 WARRANTY CLAIMS. SECTION 3.15 OF THE SELLER DISCLOSURE SCHEDULE setsforth the aggregate amountsincurred by
Aurora and by the Sdller in fulfilling warranty obligations in respect of its Beacon instruments in each full fiscal year since January 1, 1999 and
during the eleven-month period ended November 30, 2002, along with the applicable guaranty, warranty and indemnity provisions. Owner and
Seller have not incurred more than $50,000 in fulfilling warrant obligations in respect of al other products of the Business in each full fiscal
year sinceJanuary 1, 1999 and during the eleven-month period ended November 30, 2002.

3.16 TAXES.

(a) Except as disclosed in SECTION 3.16(a) OF THE SELLER DISCLOSURE SCHEDULE, to theknowledge of the Seller, (i) the Seller (or
other applicable Vertex Party) has timely filed (or will timely file) all Tax Returns required to be filed by it for Tax periods ending on or before
the Closing Date relating to the Business Assets or the Business, (ii) all such Tax Returnsare (or will be) true, complete, and correct in al
materia respects and disclose (or will disclose) all Taxesrequired to be paid by the Seller (or other applicable Vertex Party) for the periods
covered thereby and all Taxes shown to be due on such Tax Returns have been (or will be) timely paid; (iii) all Taxes (whether or not shown on
any Tax Return) owed by the Seller (or other applicable Vertex Party) relating to the Business Assets or the Business and required to be paid
with respect to Tax periods ending on or before the Closing Date have been (or will be) timely paid or are being presently or will be contested
in good faith; (iv) neither the Seller nor any other applicable
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Vertex Party has waived or been requested to waive any statute of limitations in respect of Taxesrelating to the Business Assetsor the
Business; (V) thereisno action, suit, investigation, audit, claim or assessment pending, proposed or threatened with respect to Taxes owed by
the Seller (or other applicable Vertex Party) relating to the Business Assets or the Business; (vi) al deficiencies asserted or assessments made
as aresult of any examination of the Tax Returnsreferred toin clause (i) have been paid in full; (vii) all moniesrequired to be withheld by the
Seller (including from Employeesfor income Taxes and social security and other payroll and employment Taxes) have been collected or
withheld, and either paidto the respective Governmental Authorities, set aside in accounts for such purpose, or accrued, reserved against and
entered upon the books and records of the Business; (viii) noneof the Acquired Assets is "tax-exempt use property” within the meaning of
Section 168(h) of the Code; (ix) there areno Liensfor Taxes upon the Acquired Assets except Permitted Encumbrances; (x) no Governmental
Authority with respect to whichthe Seller does not file Tax Returns has claimed that the Seller (or other applicable Vertex Party) isor may be
subject to Taxes relatingto the Business Assets or Business by that Governmental Authority; (xi) none of the Acquired Assets consistsof an
interest in an entity that is classified as a partnership for United States federal incometax purposes; (xii) hone of the Acquired Assets consists
of equity securities in an entity that, at any time, hasbeen a member of any federal, state, local or foreign consolidated, unitary, combined,
affiliated or similar group of corporations of which the Seller is or was a member; (xiii) the Seller isnot a United States shareholder (as defined
in

Section 951(b) of the Code) with respect to any Acquired Asset that constitutes an interest in aforeign corporation; (xiv) the Seller isnot a
party to any tax-sharing agreement or similar arrangement with any other party (nor isany other Vertex Party with respect to the Business and
the Business Assets), and neither the Seller nor any other Vertex Party has assumed or agreed to pay any Tax obligationsof, or withrespect to
any transaction relating to, any other Person or agreed to indemnify any other Person with respect to any Tax related to the Business or the
Business Assets; (xv) neither the Seller nor any Vertex Party has filed any consent agreement under Section 341(f) of the Code or agreed to
have Section 341(f)(4) apply to any disposition of assetsowned by the Seller; (xvi) the Seller is not a party to any contract, agreement, plan or
arrangement, including but not limited to the provisions of this Agreement, covering any Employee or former Employeewhich, individually or
collectively, could reasonably be expected to giverise to the payment of any amount that would not be deductible as an expense by the Sdller
pursuant to Sections 280G, 404 or 162(m) of the Code or by similar applicable law; (xvii) the Seller is not required to makeany adjustment
under Section 481 of the Code or corresponding provision of state, local or foreign law by reason of any changein accounting method; and
(xviii) the Seller does not have any liability for the Taxes of any Person under Treasury Regulation Section 1.1502-6 (or any similar provision
of state, local or foreign law) as atransferee or successor, by contract or otherwise.

(b) No transaction contemplated by thisAgreement is subject to withholding under Section 1445 of the Code and no sales Taxes, use Taxes,
other similar Taxes will be imposed on thetransfer of the Seller'sright, title andinterest in the Business Assets or the assumption of the
Assumed Liabilities.

3.17 INVENTORY. Except asset forth on SECTION 3.17 OF THE SELLER DISCLOSURE SCHEDULE, theinventory reflected on the
November 30 Balance Sheet

(i) iscarried at not in excess of thelower of cost or net realizable value in accordance with GAAP; (ii) was acquired and maintainedin the
ordinary course of business; (iii) is of good and merchantable quality within industry
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standards; and (iv) except with respect to obsolete inventory reflected in the November 30 Balance Shest, is usable and/or saleable within a
period of not less than one (1) year. Except for claimsdisclosed in SECTION 3.15 OF THE SELLER DISCLOSURE SCHEDULE and claims
within the $50,000 limitation described in

Section 3.15, neither the Owner nor the Seller has withinthe past two (2) yearsreceived notice of any liability or obligation with respect to the
return of inventory purchased from the Businessand in the possession of wholesalers, retailersor other customers for breach of warranty or
otherwise, andto the knowledge of the Seller, thereis no reasonable basis for suchliability or obligation. All material inventory of the Business
islocated onthe premisesof the Seller in Madison, Wisconsin.

3.18 ABSENCE OF UNDISCLOSED LIABILITIES. Except as disclosed in SECTION
3.18 OF THE SELLER DISCLOSURE SCHEDULE, the Seller has no Liabilities required to be reflected on the face of a balance sheet
prepared in accordance with GAAP, except:

(a) those Liabilities set forth or reflected on the November 30 Balance Sheet and not heretofore paid or discharged;

(b) Liabilities incurred by the Seller in the ordinary cause of business since November 30, 2002 which arenot material individually or in the
aggregate; and

(c) Liabilitiesarising in the ordinary course of business under the Assigned Contracts (specifically excluding any Liabilities arising out of any
breach or default (including for thispurpose any event which, with notice or passage of time or both would constitute such a breach or default)
by the Seller of any provision of any Assigned Contract).

3.19 REAL ESTATE.

(a) SECTION 3.19(a) OF THE SELLER DISCLOSURE SCHEDULE setsforth acorrect list by premises, building, street address and tax lot
number, and summary descriptions of all Real Estate owned, leased or used by the Owner or the Sdller in the Businessand identifies al surveys
and title insurance policies in the Seller's possession covering any of, and all |eases (whether astenant or landlord) relating to, such properties.
SECTION 3.19(a) OF THE SELLER DISCLOSURE SCHEDULE aso identifiesas to the Lease: (i) square footage; (ii) name of the landlord;
(iii) the date and effective date; (iv) the expiration date, if any; (v) the monthly minimum charge, if any; (vi) arrearages, if any, and whether the
latest payment due has been paid; (vii) any amount prepaid;

(viii) adescription of al documents constituting the Lease, including without limitation (A) landlord waiver of landlord liens, (B)
subordination, non-disturbance and attornment agreements, (C) estoppel certificates and (D) recognition agreements; (iX) the amount or
description of any concessions, allowances, rebates, refunds, deposits, setoffs, or escrows relating to it; (x) any options to renew, extend,
purchase, cancel or terminate; (xi) any defaults, outstanding notices of defaults of any kind or nature whatsoever, claims of defaults or similar
claim; (xii) any guaranties, letters of credit or other Third-Party credit enhancements; and (xiii) any written or oral notices of increasesin
operating expenses, taxes or of expendituresfor capital improvements.

(b) The Seller has avalid and existing leasehold interest under the Leasefor the term set forth thereto in SECTION 3.19(a) OF THE SELLER
DISCLOSURE SCHEDULE.
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(c) The Seller hasprovided to the Buyer atrue and complete copy of the Lease.

(d) Except as set forth on SECTION 3.19(a) OF THE SELLER DISCLOSURE SCHEDULE, (i) the Sdller is entitled to and hasexclusive
possession of the Real Estate, (ii) the Real Estate is not subject to any lease, tenancy or license or any agreement to grant such lease, tenancy or
license, (iii) thereis no person in possession or occupation of or who hasor claims any right to possession or occupation of the Real Estate, and
(iv) there are no easements of any kind in respect of the Real Estate adversely affecting the rights of the Seller therein to usethe Real Estatefor
the conduct of the Business as presently conducted.

(e) With respect to the Red Estate:
(i) Atthe effective date of the Lease, to the knowledge the Seller, thelessor had good title to its leasehold interestin the Real Estate covered

thereby and either (A) all consents necessary for the lessor to execute and deliver the Lease were obtained or (B) no such consents were
required under the Lease.

(i) To theknowledge of the Seller, there are no circumstances that would entitle or requirethe lessor to exercise any power of entry upon or of
taking possession of any of such Real Estate.

(iii) The Sellerisnot in default under any of the terms of the Lease.
(iv) No noticeof any alleged breach of any of theterms of the Lease hasbeen served on or received by the Seller.

(V) Except as set forthon SECTION 3.19(a) OF THE SELLER DISCLOSURE SCHEDULE, the Seller has paid all rents and servicechargesto
the extent such rents and chargesare due and payable.

(vi) To theknowledge of the Sdller, thelessor isnot in default under any of the termsof the Lease.

(f) Each of the properties comprising the Real Estate is available for immediate use in the operation of the Business and for the purpose for
which such property currently is being utilized.

(9) No written notice of violation of any applicable lawsrelating to zoning, health and safety of, and access to, the improvements on the Real
Estate (including without limitation, the Americans With Disabilities Act) has been served on or received by the Seller, and, to the knowledge
of Seller, the Real Estate is zoned for the purposes for whichit is being used by the Seller. Further, no written notice of violation of any
applicable laws, rules or regulations, or licenses and permits required by governmental or regulatory authorities, in connection with the use,
occupancy, ownership or operation of the Real Estate (including the buildings located thereon) has been served on or received by the Seller.

(h) Subject to the termsand conditions of the Lease and except as set forth on SECTION 3.19(a) OF THE SELLER DISCLOSURE
SCHEDULE, the Seller has full legal rights under the L ease
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to the use and enjoyment of all of the Real Estate for the operation of the Business as presently conducted by the Seller.

(i) The Sdller has not entered into any commitment (whether legally binding or not) with any Person who owns or occupies any property
adjacent or near to any of the Real Estateto do any act or thing or makeany payment to any person in connection with or relating to any use or
occupancy of the Real Estate by any Person.

(1) No resolution, proposal, order, act or other notice of any acquisition by condemnation or otherwise of any of the Real Estate or the roads
abutting the Real Estate by any Governmental Authority has been served on or received by the Seller, nor hasany notice of aproposed or filed
suit, action or proceeding for condemnation of the Real Estate, the roads abutting the Real Estate or affecting the Real Estate been served on or
received by the Seller, nor does Seller have any actual knowledge thereof.

(k) The Real Estate is served by drainage, water, electricity, gasand telecommunications serviceswhich is adequate for the operation of the
Business as presently conducted by the Seller.

() Except as set forthon SECTION 3.19(a) OF THE SELLER DISCLOSURE SCHEDULE, the Seller has not assigned any lease or tenancy in
the Redl Estate.

(m) Other than the rights of the Buyer pursuant to this Agreement, there are no outstanding options or rights of first refusal to purchase the Real
Estate, or any portion thereof or interest therein.

(n) There has been no labor performed, material purchased or any other construction, whether direct or indirect, in connection with the Real
Estate which could be the basis of any liens, claims or actions of any subcontractor, laborer, mechanic or materialman for labor performed or
material supplied which are not being paid in the ordinary course of business.

(o) There are no suits, actions or proceedings pending against the Seller with respect to the Real Estateor any part thereof which, if adversely
decided, would affect the Buyer's use of the Real Estate or would adversely affect the Real Estate in any manner.

(p) Other than Permitted Encumbrances, all fixtures, furniture and equipment located on or in the Real Estate arefree and clear of any and all
claims, liens, demands, charges, attachments or encumbrances.

(g) The Seller has not received notice of any unpaid private assessments or liens under any declarations of covenants, conditions and
restrictions.

(r) The Seller has not received any written notice fromany Governmental Authority in connection with the Seller's occupancy, useor operation,
or the condition of, the Real Estate, including any notice regarding any non-compliance with laws, whichwould adversely affect the Real Estate
inany material respect after the Closing.
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3.20 EXPORTS AND CUSTOMS. Except asset forth in SECTION 3.20 OF THE SELLER DISCLOSURE SCHEDULE, the Seller isin
compliancein all material respects with al applicable export and customs statutes, rules and regulations of the United States and any applicable
foreign Governmental Authority relating to the products, services and technologies of the Business.

3.21 INSURANCE. SECTION 3.21 OF THE SELLER DISCLOSURE SCHEDULE contains a complete and correct list of al policies of
insurance held by any Vertex Party covering any of the Business Assets, true, correct and complete copies of which have been made available
to the Buyer. All such policiesare in full force and effect. All premiums due on such policies have been paid in full. There is no default with
respect to any provision contained in any such policy that could have an adverse effect upon the ability of theinsured to collect insurance
proceeds under such policy, nor hasthere been any failure by the insured to give any notice or present any claim under any such policy ina
timely fashionor in the manner or detail required by thepolicy. No notice of cancellation or non-renewal with respect to, or disallowance of
any claim under, any such policy has been received by the Seller.

3.22 LABOR RELATIONS.

(8 No Employee isrepresented by any union or other labor organization. There isno unfair labor practice charge pending or, to the knowledge
of the Seller, threatened against the Seller relatingto any of the Employeesor Former Employees. There are no negotiations or strikes, disputes,
slow downs or stoppages relating to the Business pending or, to the knowledge of the Seller, threatened against or involving Employeesor the
Business. No labor grievance relating to any of the Employees or Former Employeesis pending. The Seller has not in the past three years
experienced any work stoppage or other labor difficulty or organizational activity relating to any of the Employees or the Business.

(b) There are no pending claims against the Seller or the Business

(whether under federal or state law, employment agreements or otherwise) asserted or to the knowledge of the Seller, threatened by any
Employee or Former Employee on account of or for (i) overtime pay, other than overtime pay for work done during the current payroll period;
(i) wages or salary for any period other than the current payroll period; (iii) any amount of vacation or sabbatical pay or pay in lieu of vacation
or time off; or (iv) any violation of any statute, ordinance or regulation relating to minimumwages or maximum hoursat work. To the
knowledge of the Sdller, nobasisfor such claims exist.

3.23 WARN ACT. Since the enactment of the Worker Adjustment and Retraining Notification Act, asamended (the "WARN ACT"), the Seller
has not effectuated (i) a"plant closing” (as defined inthe WARN Act) affecting any site of employment or one or more facilitiesor operating
units withinany site of employment or facility of the Business; or (ii) a"masslayofF" (as defined inthe WARN Act) affecting any site of
employment or one or morefacilities or operating units within any site of employment or facility of the Business; nor has the Seller been
affected by any transaction or engaged in layoffs or employment terminations with respect to the Businesssufficient in number to trigger
application of any similar state or local law. None of the current Employees hassuffered an"employment loss" (as defined in the WARN Act)
within six monthsprior to date hereof.
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3.24 ACCOUNTS RECEIVABLE. Except as set forth on SECTION 3.24 OF THE SELLER DISCLOSURE SCHEDULE, the accounts
receivable of the Seller arising from the Business as set forth on the November 30 Balance Sheet and arising since the date thereof are valid
receivables arising from salesactually made and services actually performed by the Seller in the ordinary course of business and consistent with
GAAP; are not subject to any valid defenses, setoffs or counterclaims; and are generally collectible within ninety (90) days after billing at the
full recorded amount thereof, less in the case of accounts receivable appearing onthe November 30 Balance Sheet, the recorded allowancefor
doubtful accounts reflected thereon (and withrespect to those arising sincethe November 30 Balance Sheet, lessa comparable provision for
doubtful accounts). The alowance for doubtful accounts onthe November 30 Balance Sheet has been determined in accordance with GAAP
applied on aconsistent basis.

3.25 CUSTOMERS. SECTION 3.25 OF THE SELLER DISCLOSURE SCHEDULE setsforth

(i) the namesof the five (5) largest customersof the Business (direct or indirect), in terms of sales over the eleven (11) monthsended
November 30, 2002 (the "KEY CUSTOMERS"), and (ii) the sales of the Seller to each of the Key Customers. Except as set forth in SECTION
3.25 OF THE SELLER DISCLOSURE SCHEDULE, neither the Owner nor Seller has received any notice in the twelve

(12) months preceding the date of this Agreement nor has any present knowledge that any Key Customer intends to terminate or materially
reduce its business with Seller.

3.26 DISCLOSURES REGARDING BUSINESS ASSETS. EXCEPT FOR THE REPRESENTATIONS AND WARRANTIES SET FORTH
IN THIS AGREEMENT, THE SELLER EXPRESSLY DISCLAIMS ANY REPRESENTATIONS OR WARRANTIES OF ANY KIND OR
NATURE, EXPRESS OR IMPLIED, AS TO LIABILITIES, OPERATIONS, TITLE, CONDITION, VALUE OR QUALITY OF THE
BUSINESS ASSETS OR THE PROSPECTS, FINANCIAL OR OTHERWISE, RISKS AND OTHER INCIDENTS OF THE BUSINESS
ASSETS. EXCEPT FOR THE REPRESENTATIONS AND WARRANTIES SET FORTH IN THIS AGREEMENT, THE SELLER
SPECIFICALLY DISCLAIMS ANY REPRESENTATION ORWARRANTY OF MERCHANTABILITY, USAGE, OR SUITABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE WITH RESPECT TO THE BUSINESS ASSETSOR ANY PART THEREOF, ORASTO
THE WORKMANSHIP THEREOF, OR THE ABSENCE OF ANY DEFECTS THEREIN, WHETHER LATENT OR PATENT, OR
COMPLIANCE WITH ENVIRONMENTAL REQUIREMENTS, OR WHETHER THE SELLER POSSESSES SUFFICIENT REAL
PROPERTY, PERSONAL PROPERTY ORINTELLECTUAL PROPERTY TO OPERATE THE BUSINESS. OTHER THAN THE SELLER
DISCLOSURE SCHEDULE, NO SCHEDULE OR EXHIBIT TO THIS AGREEMENT ORANY RELATED COMMUNICATIONS MADE
BY THE SELLER OR ANY VERTEX PARTY, OR BY ANY BROKER OR INVESTMENT BANKER, ORANY ORAL, WRITTEN OR
ELECTRONIC RESPONSE TO ANY INFORMATION REQUEST PROVIDED TO BUYER, WILL CAUSE OR CREATE ANY
REPRESENTATION ORWARRANTY, EXPRESS OR IMPLIED, OTHER THAN THOSE SET FORTH IN THIS AGREEMENT.
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ARTICLE IV
REPRESENTATIONS AND WARRANTIES OF THE
BUYER

The Buyer represents and warrantsto the Owner and the Seller that the statements contained in this Article IV are true and correct as of the date
hereof.

4.1 ORGANIZATION. The Buyer isa corporation, duly organized, validly existing and in good standing under thelaws of the state of
Delaware.

4.2 AUTHORITY. The Buyer has all requisite corporate power and authority to execute and deliver this Agreement and the Ancillary
Agreements and to perform its obligations hereunder and thereunder. The execution and delivery by the Buyer of this Agreement and the
Ancillary Agreements and the consummation by the Buyer of thetransactions contemplated hereby and thereby have been duly authorized by
all necessary corporate action on the part of the Buyer and no other authorization or consent of the Buyer or its shareholders is necessary. This
Agreement has been, and such Ancillary Agreements will be, duly executed and delivered by the Buyer and, assuming this Agreement and each
such Ancillary Agreement constitute the valid and binding obligation of the other Parties thereto, this Agreement constitutes, and each such
Ancillary Agreement will congtitute, avalid and binding obligation of the Buyer, enforceable against the Buyer in accordance with itsterms.

4.3 NONCONTRAVENTION. Subject to compliance with the applicable requirements of the Hart-Scott-Rodino Act and applicable foreign
antitrust or trade regulation laws, neither the execution and delivery by the Buyer of this Agreement and the Ancillary Agreements nor the
consummation by the Buyer of the transactions contemplated hereby or thereby, will:

(a) conflict withor violate any provision of the certificate of incorporation or by-laws of the Buyer;

(b) require on the part of the Buyer any filing with, or permit, authorization, consent or approval of, any Governmental Authority, except for
any filing, permit, authorization, consent or approval whichif not obtained or made would not reasonably be expected to materially impair the
ability of the Buyer to consummate thetransactions contemplated by thisAgreement (a"BUYER MATERIAL ADVERSE EFFECT");

(c) conflict with, resultin a breach of, constitute (with or without due notice or lapse of time or both) a default under, result in the acceleration
of obligations under, create in any party any right to terminate or modify, or require any notice, consent or waiver under, any contract or
agreement to which the Buyer isaparty or by whichthe Buyer isbound, except for (i) any conflict, breach, default, acceleration or right to
terminate or modify that would not reasonably be expected to result in a Buyer Material Adverse Effect or (ii) any notice, consent or waiver the
absence of whichwould not reasonably be expected to resultin a Buyer Material Adverse Effect;

(d) violate any order, writ, injunction or decree specifically naming the Buyer or any of its respective properties or assets whichwould
reasonably be expected to have a Buyer Material Adverse Effect; or

-34-

meres o SO irssss 2003, EDGAR Online, I nc.




(e) violate any statute, rule or regulation applicable to the Buyer or any of its properties or assets, except for any violation that would not
reasonably be expected to result in a Buyer Material Adverse Effect.

4.4 LITIGATION. There are no actions, suits, claimsor legal, administrative or arbitratorial proceedings pending against, or, to the knowledge
of the Buyer, threatened against, the Buyer whichwould reasonably be expected to have a Buyer Material Adverse Effect.

4.5 BROKERS FEES. The Buyer has no liability or obligationto pay any fees or commissionsto any broker, finder or agent with respect to the
transactions contemplated by this Agreement.

4.6 REPRESENTATIONS AND WARRANTIES. The representations and warranties set forth in thisAgreement constitute the sole and
exclusive representations and warrantiesof the Seller and the Owner in connection with the transactions contemplated hereby. There are no
representations, warranties, covenants, understandings or agreementsamong the Parties regarding the Business Assets, the Assumed Liabilities
or the Businessor their transfer other than those contained in this Agreement and the Ancillary Agreements. Except for the representations and
warranties expressy set forth in this Agreement, the Buyer disclaims reliance on any representations, warrantiesor guarantees, either express or
implied, by the Seller or the Owner or any of their Affiliates including, without limitation, any oral, written or electronic response to any
information request provided to the Buyer. PRIOR TO THE EXECUTION OF THISAGREEMENT, THE BUYER HAS CONDUCTED TO
ITS SATISFACTION ALL NECESSARY AND SUFFICIENT EXAMINATION OF THE BUSINESSASSETS AND THE BUSINESS, AND
ISRELYING ONITS OWN EXAMINATION OF THE BUSINESS ASSETS, AND ISNOT RELYING ON ANY REPRESENTATION OR
WARRANTY MADE BY THE SELLER (OTHER THAN THOSE SET FORTH IN THIS AGREEMENT), OR ANY PERSON
PURPORTING TO ACT ON BEHALF OF THE SELLER.

ARTICLE V
PRE-CLOSING COVENANTS

5.1 CLOSING EFFORTS; HART-SCOTT-RODINO ACT; OBLIGATIONS OF OTHER VERTEX PARTIES.

(a) Subject to the terms hereof, including Sections 5.1(b) and
5.1(c), the Buyer, the Owner andthe Seller shall, and the Owner and the Seller shall cause each of the other Vertex Parties to, usecommercialy
reasonable efforts to take all actionsand to do al things reasonably necessary or advisable to consummate the transactions contemplated by this
Agreement, including using reasonable commercial efforts to:

(i) obtain al waivers, permits, consents, approvals or other authorizations from Governmental Authorities and from other third parties
(including those consentslisted in SECTION 3.3(c) OF THE SELLER DISCLOSURE SCHEDULE) (the"THIRD-PARTY CONSENTS");
provided that the Buyer shall not be required to make any payment to obtain any consent listed in SECTION 3.3(c) OF THE SELLER
DISCLOSURE SCHEDULE, and no Vertex Party shall be required to make any payment to obtain any such consent other than as set forth on
SCHEDULE

5.1(a)(i) attached hereto;
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(i) effect al registrations, filings and notices with or to Governmental Authorities (the "GOVERNMENTAL FILINGS");

(iii) obtain from each of the counterparties to the contemplated Contract Administration Agreements, prior to Closing, the novations described
in Section 2.7 of the Contract Administration Agreement; and

(iv) Prior to the Closing, the Owner shall cause Vertex San Diego to have taken the actions describedin SCHEDULE 5.1(a)(iv).

(v) otherwise comply in al material respects withall applicable lawsand regulations in connection with the consummation of thetransactions
contemplated by thisAgreement.

The Owner and the Seller shall not, and the Owner and the Seller shall cause the other Vertex Partiesnot to, without prior consent of the Buyer,
agree to any condition for obtaining any of the Third-Party Consents that would affect in an adverse manner the Business Assets or the
Business. Each of the Parties shall promptly notify the other Parties hereto in writing of any fact, condition or event known to it that would
reasonably be expected to prohibit, makeunlawful or delay the consummation of thetransactions contemplated by this Agreement, including
any material default under any Material Contract or event that becomes known to the Seller that, with notice or lapse of time or both, would
become amateria default under any Material Contract.

(b) Without limiting the generality of the foregoing, the Buyer, the Owner and the Seller shall:

(i) promptly file any Notification and Report Forms and related material that it may be required to filewith the Federal Trade Commission and
the Antitrust Division of the United States Department of Justice under the Hart-Scott-Rodino Act;

(i) usecommercially reasonable effortsto obtain an early termination of the applicable waiting period under the Hart-Scott-Rodino Act;
(iii) make any further filings or information submissions pursuant thereto that may be reasonably necessary or advisable; and
(iv) promptly make any filings or submissions required under any applicable foreign antitrust or trade regulation law.

The Buyer, the Owner and the Seller shall act diligently and reasonably, and will cooperate with each other, to transfer al transferable
Governmental Authority licenses of the Seller or any other Vertex Party relating to the Business Assets and secure any approvals of any
Governmental Authority required to be obtained by them that relate to such transactions. The Owner andthe Seller shall not, without the prior
consent of the Buyer, agree to any condition for obtaining any of the approvals that would affect the Business Assets or the Business in an
adverse manner. Each of the Parties shall use commercially reasonable efforts to resolve any objections that may be asserted by any
Governmental Authority with respect to the transactions contemplated hereby, and shall cooperate with each other to contest any challengesto
the transactions contemplated
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hereby by any Governmental Authority. Each of the Parties shall promptly inform the othersof any material communication received by such
Party fromthe Federa Trade Commission, the Antitrust Division of the Department of Justice or any other Governmental Authority regarding
any of the transactions contemplated hereby (unlessthe provision of suchinformation would (x) violate the provisions of any applicable laws or
regulations (including without limitation those relating to security clearance or export controls) or any confidentiality agreement or (y) cause the
loss of theattorney-client privilege withrespect thereto).

(c) Notwithstanding the foregoing, nothing contained in this Agreement shall require or obligate the Buyer or its Affiliates:

(i) toiinitiate, pursue or defend any litigation (or threatened litigation) to which any Governmental Authority (including the Antitrust Division of
the Department of Justice and the Federal Trade Commission) isa party;

(i) to agree or otherwise become subject to any material limitations on (A) theright of the Buyer effectively to control or operate the Business
or the Buyer'sright, title and interest in the Business Assets, (B) the right of the Buyer or its Affiliates to acquire or use the Business Assets, or
(C) theright of the Buyer to exercise full rights of ownership of the Acquired Assets; or

(iii) to agree or otherwise be required to sell or otherwise dispose of, hold separate (through the establishment of atrust or otherwise), or divest
itself of all or any portion of the business, assetsor operations of the Buyer, any Affiliate of the Buyer, the Businessor any of the Buyer's right,
title and interest in the Business Assets.

5.2 OPERATION OF THE BUSINESS. Except as contemplated by this Agreement, during the period from the date of this Agreement until the
Closing Date, the Buyer, the Seller and the Owner agree that, prior to the Closing, unlessthe Buyer shall otherwise consentin writing, the
following provisions shall apply:

(a) the Seller shall carry on the Business in the ordinary course;

(b) the Seller shall use commercially reasonable effortsto maintain and preserve the Business intact, maintain the insurance of the Businessat
historic levels, comply with all material laws, preserve the goodwill of suppliers, customers and others having business relations with the
Business and maintain the Business, aswell as the Seller's books of account, records and filesrelated to the conduct of the Business, all in the
ordinary course of business;

(c) the Owner or the Seller shall inform the Buyer in writing of any event or circumstance that (i) has or could reasonably be expected to have a
Business Materia Adverse Effect, (ii) isabreach of arepresentation, warranty, covenant or agreement of the Seller or Owner herein or that (iii)
islisted on SCHEDULE 1 hereof, each no later than three (3) Business Days after obtaining knowledge of such an event or circumstance;

(d) the Owner and the Seller shall inform the Buyer in writing of any event or circumstancethat hasor could reasonably be expected to havea
material adverse effect with
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respect to the Real Estate no later than three (3) Business Days after obtaining knowledgeof such an event or circumstance, including, without
limitation:

(i) afireor other casualty causing significant damageto the Real Estate;
(i) receipt of notice of eminent domain proceedings or condemnation of al or any part of the Real Estate;

(iii) receipt of anotice from any Governmental Authority or insurance underwriter relating to the condition, use or occupancy of the Real Estate
or any real estate adjacent to the Real Estate or setting forth any requirements with respect thereto;

(iv) receipt or delivery of any default or termination notice or claim of offset or defense to the payment of rent from any tenant of all or any
portion of the Real Estate;

(v) receipt of any notice of default from the holder of any lien or security interest inthe Real Estate or any portion thereof;
(vi) notice of any actual or threatened litigation against the Seller affecting or relating to the Real Estate;
(vii) thecommencement of any strike, lock-out, boycott or other labor trouble affecting the Real Estate; or

(viii) receipt of any Tax assessment disputes prior to Closing, and the Seller will not agree to any changesin the real estate Tax assessment, nor
settle, withdraw or otherwise compromise any pending claims withrespect to prior Tax assessments without the Buyer's prior written consent,
and, if any proceedingsshall resultin any reduction of assessment and/or Tax for the Tax year in whichthe Closing occurs, it is agreed that the
amount of Tax savings or refund for such Tax year lessthe feesand disbursementsin connection with such proceedings, shall be apportioned
between the parties as of thedate thereal estate Taxes are apportioned under thisAgreement;

(e) except as contemplated by thisAgreement, or except withthe Buyer's express written approval, the Seller shall not, except as otherwise
provided for in SCHEDULE 5.2(e):

(i) commit to make, or make, any capital expenditure in excess of $100,000 in the aggregate relating to the Business;

(ii) except as otherwise permitted by Section 5.2(€)(vii) below, enter into any contract, agreement or arrangement (oral or written) whichwould
congtitute a Material Contract of the typeidentified in Section 3.9(a),

3.9(b), 3.9(c), 3.9(d), 3.9(f), 3.9(g) or 3.9(h);

(iii) enter into any other type of contract, agreement or arrangement (oral or written) whichwould constitute a Material Contract under

Section 3.9(e) hereof, unless such contract, agreement or arrangement is entered into in the ordinary course of business pursuant to standard

termsand conditions and does not involve thereceipt or payment by the
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Seller of aggregate consideration or value of morethan $50,000, and then only after first consulting with the Buyer (although, as to this type of
Material Contract, Buyer's prior written consent shall not be required as a precondition to the Seller's entering into such Materia Contract);

(iv) enter into any contract, agreement or arrangement (oral or written) that requires the consent or approval of any Third-Party to consummate
the transactions described in thisAgreement or any Ancillary Agreement;

(v) cancel or make any modifications or amendments to any Material Contract;

(vi) sall, lease (as lessor), transfer or otherwise dispose of any Business Assets, other than inventory sold in the ordinary course of business and
other than cash or short-term marketable securities (other than the Investments);

(vii) grant or transfer any rights to the Proprietary Assets that are part of the Business Assets (other than any non-exclusive, non-perpetual
licenses entered into in the ordinary course of business pursuant to standard termsand conditions which (a) do not involve the receipt or
payment by the Seller of aggregate consideration or value of more than $200,000 and (b) do not provide for the useof rights that were exclusive
to the Vertex Partiesprior to such license, and then only after first consulting with the Buyer (although Buyer's prior written consent shall not be
required as a pre-condition to the Seller's entering into such license));

(viii) fail to prosecute, defend and maintain in a manner consistent withpast practice any Proprietary Assets that are part of the Business Assets,
(ix) mortgage or pledge any Business Assets, except for Permitted Encumbrances;

(x) cancel any debtsowed to or claimsheld by the Seller relating to the Business (including the settlement of any claim or litigation) other than
inthe ordinary course of business;

(xi) accelerate or delay collection of any notesor accounts receivable generated by the Business in advance of or beyond their regular due dates
or the dates whenthe receivable would have been collected in the ordinary course of the Business;

(xii) changethe accounting policies applied in the preparation of the November 30 Balance Sheet, or make or revoke any Tax election or settle
or compromise any Tax liability that would affect the Business Assetsor the Assumed Liabilitiesafter the Closing;

(xiii) prepare or file any Tax Return with respect to the Business Assets or the Assumed Liabilities inconsistent with past practice or, on any
such Tax Return, take any position, makeany election, or adopt any method that isinconsistent withthe position taken, el ections made or
methods used in preparing similar Tax Returns with respect to the Business Assets or the Assumed Liabilitiesin prior periods;
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(xiv) make or promiseto make any severance or termination benefits or any increase in any salaries, rates of pay or other compensation or
benefits of any Seller Employees, except for customary increases and progressions for employeesconsistent withpast practices which increases
and progressions were made in the ordinary course of business and except for mattersset forth on SCHEDULE 5.2(¢)(xiV);

(xv) hire any additional Employees, except asset forth on SCHEDULE 5.2(€)(xv); or
(xvi) enter into any agreement or commitment to take any action prohibited by thisSection 5.2.

5.3 ACCESS. Duringthe period from the date of this Agreement until the Closing Date, the Owner andthe Seller shall permit representatives of
the Buyer to have access (at reasonable times, on reasonable (and in any event not less than three Business Days) prior written notice andin a
manner that in thereasonable opinion of Owner will not interfere with thenormal business operations of the Business or the business of the
Vertex Parties) to the Real Estate and other operational locations of the Businessfor inspecting, investigating, measuring, surveying and making
related inquiries and audits of the Real Estate, financial and accounting records, contracts, personnel and other records and documents of the
Seller pertaining to the Business (including for the purpose of conducting environmental investigations). Notwithstanding the foregoing, the
Owner and the Seller shall not be obligated to provide any information, documents or access to any person unless the Buyer is responsible,
pursuant to the terms of the Confidentiality Agreement dated September 25, 2002 (the "CONFIDENTIALITY AGREEMENT") betweenthe
Owner and the Buyer, for the use and disclosure of any information obtained by such person from the Vertex Parties, or such person entersinto
a confidentiality agreement with the Owner and the Seller on termsthat are substantially the same as those set forth in the Confidentiality
Agreement. The Buyer, the Owner and the Seller acknowledge and agree that the Confidentiality Agreement remainsin full force and effect and
that information provided by the Owner or the Seller to the Buyer or the Parent or their Affiliates pursuant to this Agreement prior to the
Closing shall be treated in accordance with the Confidentiality Agreement. If this Agreement isterminated prior to the Closing, the
Confidentiality Agreement shall remain in full force and effect in accordance with its terms. If the Closing occurs, the Confidentiality
Agreement, insofar as it coversinformation relating to the Business Assets, shall terminate effective as of the Closing, but shall remain in effect
insofar as it covers other information disclosed thereunder.

5.4 EXCLUSIVITY. During the period from the date of thisAgreement until the Closing Date, or, if earlier, thetermination of this Agreement,
each of the Owner andthe Seller shall not, directly orindirectly, authorize or permit any of its officers, directors, managers, employees, agents,
advisors or representatives to, (@) initiate, solicit or encourage any proposal, offer or discussion with any party (other than the Buyer)
concerning any acquisition of any portion of the Businessor any of theequity of the Seller; (b) engagein discussions or negotiations with any
party (other than the Buyer) concerning any such acquisition transaction; (c) enter into any agreement relating to any such acquisition
transaction; (d) furnish to any Person nonpublic information relating to the Business; or (€) take any other action to cooperate in any way, or
facilitate any inquiries or the making of any proposal that constitutes, or may reasonably be
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expected to lead to, any such acquisition transaction. The Owner and the Seller shall notify the Buyer if it receives a proposal for the acquisition
of theBusiness or the Seller on or after thedate hereof and prior to the Closing; provided, that the Owner and the Seller shall be under no
obligation to disclose to the Buyer theidentity of the Person making any such acquisition proposal nor the termsthereof; and provided, further,
that nothing in this Section 5.4 shall obligatethe Seller or the Owner to discloseto the Buyer any proposal to acquire the Owner or any of the
Owner's other subsidiaries or businesses other than the Business and the Seller.

5.5 NOTICE OF LITIGATION. The Buyer will promptly notify the Owner and the Seller of any action, suit or proceeding that isinstituted or
threatened against the Buyer to restrain, prohibit or otherwise challenge thelegality of any transaction described in this Agreement arising prior
to the Closing Date. The Owner andthe Seller will promptly notify the Buyer of any action, suit or proceeding that isinstituted or threatened
against the Seller to restrain, prohibit or otherwise challenge thelegality of any transaction described in this Agreement arising prior to the
Closing Date. The Owner and the Seller will promptly notify the Buyer of any lawsuit, claim, proceeding or investigation that is threatened,
brought or asserted against Seller that would have been listed in Article 111 if thelawsuit, claim, proceeding or investigation had arisen prior to
the date of thisAgreement.

5.6 SUPPLEMENTS TO THE SELLER DISCLOSURE SCHEDULE.

(8) Aspromptly as practicable, the Owner and the Seller will provide the Buyer with a supplement or amendment to the Seller Disclosure
Schedule with respect to any matter, condition or occurrence hereafter arising which, if existing or occurring on the date of this Agreement,
would have been required to be set forth or described in such Seller Disclosure Schedule, and if not so set forth or described, would have
congtituted a material breach of this Agreement. Inaddition, the Owner and the Seller shall promptly inform the Buyer, and the Buyer will
promptly inform the Owner and the Seller, of any fact or event which comes to its attention, the existence of which constitutes or likely will
constitute a material breach of any representation or warranty of the other party in thisAgreement; PROVIDED, that except as otherwise
provided in Section 7.7 hereof, no such action shall be deemed to cure any breach of or alter any representation or warranty made in this
Agreement so asto (a) permit the Closing to occur unlessthe Buyer (or the Seller, as the case may be) specifically agrees thereto inwriting or
(b) affect the Buyer's (or the Seller's, as the case may be) rights to indemnification hereunder.

(b) As promptly aspracticable after thedate of this Agreement, the Owner and the Buyer shall make a good faith determination of whether or
not the materia transfer agreementslisted on SCHEDULE 5.6(b) attached hereto are to become Assigned Contracts. In making such
determination, the Parties will be guided by the principle that the provisions of such materia transfer agreements which relate to materias
transferred to the Seller prior to the Closing Date (or the entire materia transfer agreement, if the agreement relates only to such materials) will
be assigned to the Seller, for subsequent assignment to the Buyer. Inthe event a dispute arises between the Parties with respect to the
determination by the Owner and the Buyer, there shall be a rebuttable presumption that the agreementsthat arethe subject of thedispute areto
be Assigned Contracts. Upon a determination that a material transfer agreement (or a portion thereof) isto be an Assigned Contract, such
material transfer agreement (or the portion of such agreement which relates to materials previously transferred to the Seller) will be assigned to
the
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Seller prior to the Closing Date, and in connection with the Closing the Buyer will grant suchlicenses to the Vertex Partiesas may be
reasonably necessary to permit the Vertex Partiesto sharethe benefit of any rights under such materia transfer agreementswhich are granted
back to the Buyer (as the assignee of such agreements).

ARTICLE VI
CONDITIONSPRECEDENT TO CLOSING

6.1 CONDITIONS TO OBLIGATIONS OF THE BUYER. The obligation of the Buyer to consummate the transactions contemplated hereby at
the Closing is subject to the satisfaction (or waiver by the Buyer) of the following conditions:

(a) without giving effect to any supplement or amendment to the Seller Disclosure Schedule, the representations and warranties of the Owner
and the Seller set forth in Article 11 shall have been true and correct in all material respects (other than thosethat are qualified as to materiality,
which shall have been true and correct in all respects) when made (except whereany such failure of such representations and warranties to be
truein all material respectsdoes not result in or involve a Material Loss to the Seller, the Business Assets or the Business) and as of the Closing
Date as though made again on the Closing Date (except whereany suchfailure of such representations and warranties to be truein all material
aspects as though made again on the Closing Date would not constitute a Business Material Adverse Effect);

(b) each of the Vertex Parties shall have performed or complied in al material respects with the agreements and covenants required to be
performed or complied withby it under this Agreement as of or prior to the Closing;

(c) no action, suit or proceeding shall be pending by or before any Governmental Authority seekingto prevent consummation of the
transactions contemplated by thisAgreement or any of the Ancillary Agreements, and no judgment, order, decree, stipulation or injunction
enjoining or preventing the consummation of the transactions contemplated by this Agreement or any of the Ancillary Agreementsshall bein
effect;

(d) the Owner and the Seller shall have delivered to the Buyer a certificate (the "SELLER CERTIFICATE") signed by a duly authorized officer
of the Seller to the effect that each of the conditions specified in clauses (a) through (c) (insofar asclause () relates to an action, suit or
proceeding involving, or ajudgment, order, decree, stipulation or injunction against, the Seller) of this Section 6.1 have been satisfied;

(e) the Buyer shall have received fromKenneth S. Boger, Esg., Senior Vice President and General Counsel of Owner, an opinion dated the
Closing Date, in form and substance satisfactory to the Buyer;

(f) the Applicable Permits listed on SCHEDULE 6.1(f) shall have been renewed or be in effect and, if required, transferred or reissued to the
Buyer;

(9) the applicable waiting period (and any extensions thereof) under the Hart-Scott-Rodino Act shall have expired or otherwise been terminated;
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(h) the Owner and the Seller shall have obtained (or caused to be obtained) in form reasonably acceptableto the Buyer al of the Third-Party
Consents set forth on SCHEDULE 6.1(h), and effected al of the Governmental Filings which are required on the part of the Owner and the
Seller to consummate the transactions contemplated by this Agreement;

(i) the Buyer shall have received such other customary certificates (such as a certificate of good standing of the Seller in the jurisdiction of
formation of the Seller and a certified copy of the Seller'slimited liability company agreement, and certificates as to the incumbency of officers
and the adoption of authorizing resolutions by the Seller's members and managers) as it shall reasonably request in connection withthe Closing;

(j) the Owner and the Seller shall have delivered all certificates, instruments, contracts and other documentsto be delivered by each of them
pursuant to Section 2.3(b) (including al applicable Ancillary Agreements);

(k) no BusinessMaterial Adverse Effect shall have occurred;

(1) the Seller shall executeand deliver such affidavit of no mechanics' lien or partiesin possession as shall be required by atitle company to
insure the Buyer's title to the Real Estate without exception for such; and

(m) the Buyer shall have obtained atitle policy for the Real Property excluding from coverage only standard exceptions and the Permitted
Encumbrances and in an amount reasonably satisfactory toit.

6.2 CONDITIONS TO OBLIGATIONS OF THE OWNER AND THE SELLER. The obligation of the Owner and the Seller to consummate
the transactions contemplated hereby at the Closing is subject to the satisfaction (or waiver by the Owner and the Seller) of thefollowing
conditions:

(a) therepresentations and warranties of the Buyer set forth in Article IV shall have been true and correct in all material respects (other than
those that are qualified asto materiality, which shall have been true and correct in all respects) when made (except where any such failure of
such representations and warranties to be true in all material respects would not result in or involve a Material Lossto the Buyer), and as of the
Closing Date asthough made again on the Closing Date (except where any such failure of such representations and warranties to be truein all
materia aspects as though made again on the Closing Date would not constitute a Buyer Material Adverse Effect);

(b) the Buyer shall have performed or complied in al material respects with its agreementsand covenants required to be performed or complied
with by it under this Agreement asof or prior to the Closing;

(c) no action, suit or proceeding shall be pending by or before any Governmental Authority seekingto prevent consummation of the
transactions contemplated by thisAgreement or any of the Ancillary Agreements, and no judgment, order, decree, stipulation or injunction
enjoining or preventing consummation of the transactions contemplated by this Agreement or any of the Ancillary Agreements shall bein
effect;
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(d) the Buyer shall have delivered to the Seller a certificate (the "BUYER CERTIFICATE") signed by a duly authorized officer of the Buyerto
the effect that each of the conditions specified in clauses (a) through (¢) (insofar as clause (c) relatesto an action, suit or proceeding involving,
or ajudgment, order, decree, stipulation or injunction against, the Buyer) of this

Section 6.2 have been satified;

(e) the Seller shall have received fromin house counsel of the Buyer opinions dated the Closing Date in formand substance satisfactory to the
Sdler;

(f) the applicable waiting period (and any extensions thereof) under the Hart-Scott-Rodino Act shall have expired or otherwise been terminated;

(9) the Buyer shall have effected all of the Governmental Filings which are required on thepart of the Buyer to consummate the transactions
contemplated by thisAgreement;

(h) the Seller shall have received such other customary certificates (such ascertificates asto theincumbency of officers and the adoption of
authorizing resolutions by the Buyer's board of directors) as it shall reasonably request in connection with the Closing;

(i) the Buyer shall have delivered all certificates, instruments, contracts and other documentsto be delivered by it pursuant to Section 2.3(b)
(including all applicable Ancillary Agreements); and

(j) no Buyer Material Adverse Effect shall have occurred.

ARTICLE VII
INDEMNIFICATION

7.1 INDEMNIFICATION BY THE OWNER AND THE SELLER. Subject to the termsand conditions of this Article VI, fromand after the
Closing, the Owner and the Seller shall, onajoint and several basis, indemnify the Buyer and itsofficers, directors, managers, employees,
agents, representatives and its Affiliates and their officers, directors, managers, employees, agentsand representatives (the "BUYER
INDEMNITEES") in respect of, and hold the Buyer Indemnitees harmless against, any and all liabilities, obligations, judgments, interest,
losses, assessments, damages, fines, fees, penalties, costs and expenses (determined on a pre-tax basis, but after credit for applicableinsurance
proceeds actually received by an Indemnified Party with respect to such previously described liabilities, losses and the like, whether such
receipt is before or after payment by an Indemnifying Party, subrogation rights of the Indemnified Party'sinsurers being hereby waived, and
also including, without limitation, reasonable attorneys fees and reasonable expenses of investigating and defending claims, lawsuits,
complaints, actionsor other pending or threatened litigation) (collectively the "DAMAGES") incurred or suffered by any of the Buyer
Indemnitees to the extent resulting fromor attributable to:

(a) any breach of any representation or warranty of the Owner or the Seller contained in this Agreement;
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(b) any failure by any Vertex Party to perform or observe any covenant or agreement required to be performed or observed by that Vertex Party
contained in this Agreement or any Transfer Document;

(c) any failure by the Vertex Parties to pay, perform or discharge any Excluded Liabilities; or

(d) the items set forth on SCHEDULE 7.1(d), which items will be deemed to be Third-Party Claims in the event claims are made with respect
thereto.

7.2 INDEMNIFICATION BY THE BUY ER. Subject to theterms and conditions of this Article V11, from and after the Closing, the Buyer shall
indemnify each of the Owner and the Seller and itsofficers, directors, managers, employees, agents, representatives and itsAffiliates and their
officers, directors, managers, employees, agents and representatives (the "SELLER INDEMNITEES") in respect of, and hold the Seller
Indemnitees harmless against, any and all Damagesincurred or suffered by any of the Seller Indemnitees to the extent resulting from or
attributable to:

(8) any breach of any representation or warranty of the Buyer contained in this Agreement;

(b) any failure by the Buyer to perform or observe any covenant or agreement required to be performed or observed by it contained in this
Agreement or any Transfer Document; or

(c) any failure by the Buyer to pay, perform or discharge any Assumed Liabilities.
7.3 CLAIMS FOR INDEMNIFICATION.

() THIRD-PARTY CLAIMS. All claims for indemnification made under this Agreement resulting from, related to or arising out of aclaim
made by a Third-Party against an Indemnified Party (as defined below) shall be made in accordance with thefollowing procedures. A person
entitled to indemnification under this Article VII (an"INDEMNIFIED PARTY") shall give prompt written notification to the person from
whom indemnification is sought (the "INDEMNIFYING PARTY") of the commencement of any action, suit or proceeding relating to aclaim
by a Third-Party (a "THIRD-PARTY CLAIM") for which indemnification may be sought or, if earlier, upon theassertion of any suchclaim by
a Third-Party. Such notification shall include a description in reasonable detail (to the extent known by the Indemnified Party) of thefacts
constituting the basisfor such Third-Party Claim and the amount of the Damages claimed. Within thirty (30) daysafter delivery of such
notification, the Indemnifying Party may, upon written noticethereof to the Indemnified Party, assume control of the defense of such
Third-Party Claim. If the Indemnifying Party does not assume control of such defense, the Indemnified Party shall control such defense. The
party not controlling such defense may participate therein at itsown expense; provided that if the Indemnifying Party assumes control of such
defense and the Indemnified Party reasonably concludes, based on advice from counsel, that the Indemnifying Party and the Indemnified Party
have conflicting interestswith respect to such Third-Party Claim, the reasonable fees and expenses of counsdl to the Indemnified Party solely in
connection therewith shall be considered "Damages' for purposes of thisAgreement;
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PROVIDED, HOWEVER, that in no event shall thelndemnifying Party be responsible for the fees and expenses of more than one counsel for
all Indemnified Parties. The Party controlling such defense shall keep the other Parties advised of the status of such Third-Party Claimand the
defense thereof and shall consider recommendations made by the other Parties with respect thereto. Unless and until an Indemnified Party has
waived its claim for indemnification under this Article V11 with respect to a Third-Party Claim, the Indemnified Party shall not agree to any
settlement of such Third-Party Claimwithout the prior written consent of the Indemnifying Party, which will not be unreasonably withheld. The
Indemnifying Party shall not agree to any settlement of such Third-Party Claimthat doesnot include a complete release of the Indemnified
Party fromall liability with respect thereto or that imposes any liability or obligation on the Indemnified Party or that restricts any of the rights
purported to be transferred pursuant to this Agreement without the prior written consent of the Indemnified Party, which consent will not be
unreasonably withheld.

(b) PROCEDURE FOR OTHER CLAIMS. An Indemnified Party wishing to assert a claimfor indemnification under this Article VIl which is
not subject to Section 7.3(a) shall deliver to the Indemnifying Party a written notice (a"CLAIM NOTICE") which contains a statement that the
Indemnified Party is entitled to indemnification under thisArticle V11, the amount of Damagesincurred, if then ascertainable, and a reasonable
explanation of thebasis of theclaim for indemnification and the Damages incurred. Within thirty (30) days after delivery of a Claim Notice, the
Indemnifying Party shall deliver to the Indemnified Party a written response in which the Indemnifying Party shal: (i) agree that the
Indemnified Party is entitled to indemnification hereunder (inwhich casethe Indemnifying Party shall make payment to the Indemnified Party,
by check or by wire transfer, in an amount equal to the Damagesincurred or suffered), or (ii) contest that the Indemnified Party is entitled to
indemnification hereunder or the amount of Damages claimed by the Indemnifying Party. If the Indemnifying Party in such response contests
the right to indemnification hereunder, or if the Parties are unable to agree on the amount of Damagesincurred or suffered, the Indemnifying
Party andthe Indemnified Party shall each have theright to submit such dispute to a court of competent jurisdiction in accordance withthe
provisions of Section 11.9.

7.4 SURVIVAL.

(a) The representations and warrantiesof the Owner, the Sdller, and the Buyer set forth in this Agreement shall survive the Closing and the
consummation of the transactions contemplated hereby and continue until fifteen

(15) months after the Closing Date, at whichtimethey shall expire; PROVIDED, HOWEVER, (i) the representations and warranties contained
in Sections 3.11 and

3.16 shall survive for sixty (60) days beyond the applicable statute of limitations and (ii) the representations and warrantiesof the Owner and
the Seller contained in Sections 3.1, 3.2, and 3.14 and of the Buyer contained in Sections 4.1, 4.2, and 4.5 shall survive the Closing and the
consummation of the transactions contemplated hereby without limitation.

(b) If an indemnification claim under Section 7.1(a) or Section

7.2(a) isproperly asserted in writing pursuant to Section 7.3 prior to the expiration asprovided in Section 7.4(a) of the representation or
warranty that is the basisfor such claim, then such representation or warranty shall survive until, but only for the purpose of, theresolution of
such claim.
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(c) The covenants and agreementsof the Parties contained in this Agreement and the Transfer Documents shall survivethe Closing and the
consummation of the transactions contemplated hereby.

75 LIMITATIONS.

(a) Notwithstanding anything to the contrary contained in this Agreement, the following limitations shall apply to indemnification claims under
this Agreement:

(i) noclaim shall be valid and assertable under Section

7.1(a) or Section 7.2(a) unless the aggregate amount of Damagesincurred by the Indemnified Party under Section 7.1(a) or Section 7.2(a), as
applicable, exceeds Three Hundred Thousand Dollars ($300,000), in which casethe Indemnified Party will have the right to indemnification for
all Damages incurred in excess of Three Hundred Thousand Dollars ($300,000);

(i) notwithstanding anything to the contrary contained in thisArticle V11, the Owner and the Seller shall not have any abligation to indemnify
the Buyer Indemnitees under Section 7.1(a) and with respect to Items 1 and 5 of SCHEDULE 7.1(d) in anamount in excess of fifty percent
(50%) of the Purchase Price in the aggregate;

(iii) notwithstanding anythingto the contrary contained in this Article V11, the Owner and the Seller shall not have any obligationto indemnify
the Buyer Indemnitees with respect to Item 2 on SCHEDULE 7.1(d) in excess of theamount set forth in Item 2 of SCHEDULE 7.1(d);

(iv) notwithstanding anything to the contrary contained in thisArticle V11, the Owner and the Seller shall not have any obligation to indemnify
the Buyer Indemnitees under Section 7.1(a) with respect to any matter with respect to which they are also entitled to indemnification under
Section

7.1(d); and

(v) notwithstanding anything to the contrary contained in this Article V11, the Buyer shall not have any obligation under Section
7.2(a) to indemnify the Seller Indemnitees in an amount in excess of fifty percent (50%) of the Purchase Price in the aggregate.

(b) Notwithstanding anything to the contrary contained in this Article V11, no limitation or condition of liability provided in Section 7.5(a) shall
apply to abreach of Sections3.1, 3.2, 3.14, 3.16, 4.1, 4.2 or 4.5 hereof.

(c) Theindemnification rights of the Parties under this Article VII arethe sole and exclusive remedies for any breach of representation or
warranty made by any Party in this Agreement; provided, that the foregoing

(including but not limited to the limitations set forth in Section 7.5(a) hereof) shall not be deemed to limit theright of any Party to pursue
indemnification or other remedies for claimsinvolving fraud or intentional misconduct.

7.6 TREATMENT OF INDEMNIFICATION PAYMENTS. All indemnification payments made under thisAgreement shall be treated by the
Parties as an adjustment to the Purchase Price to the maximum extent allowable under applicable law.
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7.7 EFFECT OF CLOSING. Upon theClosing, any condition to the obligations of any Party hereunder contained in Article VI that hasnot
been satisfied, including any representation, warranty or covenant which to the actual knowledge of any Party hasbeen materially breached or
left unsatisfied by any other Party and which material breach or failureto satisfy by such other Party is acondition precedent to the first Party's
obligation to consummate the transactions contemplated hereby, will be deemed to be waived by the Parties, and each Party will be deemed to
fully release and forever discharge the other Parties on account of any and all claims, demands, or charges, known or unknown, with respect to
the same. Nothing in this Section 7.7 shall be deemed to affect any provision herein which expressly survivesthe Closing or pertains to matters
which occur after the Closing.

ARTICLE VIII
TERMINATION

8.1 TERMINATION OF AGREEMENT. The Parties may terminate this Agreement prior to the Closing as provided below:
(a) the Parties may terminate this Agreement by mutual written consent;

(b) the Buyer may terminate this Agreement by giving written notice to the Seller and the Owner if the Seller or the Owner has materially
breached any representation, warranty, covenant or agreement contained in this Agreement and such breach (i) would cause the conditions set
forth in Section

6.1 not to be satisfied and (ii) is not cured withinthirty (30) days following delivery by the Buyer to the Owner and the Seller of written notice
of such breach;

(c) the Owner and the Seller may terminate this Agreement by givingwritten noticeto the Buyer if the Buyer has materially breached any
representation, warranty, covenant or agreement contained in this Agreement and such breach (i) would cause the conditions set forthin Section
6.1 not to be satisfied and (ii) is not cured withinthirty (30) days following delivery by the Seller and the Owner to the Buyer of written notice
of such breach;

(d) the Buyer may terminate this Agreement by giving written notice to the Owner and the Seller if the Closing shall not have occurred on or
before May 15, 2003 provided that the Buyer is not in material breach under this Agreement at the time it seeks to terminate under this Section

8.1(d);

(e) the Owner and the Seller may terminate this Agreement by giving written noticeto the Buyer if the Closing shall not have occurred on or
before May 15, 2003 provided that the Owner and the Seller are not in material breach under thisAgreement at thetime they seek to terminate

under this
Section 8.1(e).

8.2 EFFECT OF TERMINATION. If any Party terminatesthis Agreement pursuant to Section 8.1, al obligations of the Parties hereunder shall
terminate without any liability of any Party to the other Parties except for the provisions of Sections 3.14 and 4.5 relating to brokerage, Section
9.5 relating to press rel eases and announcements, Section 9.7 relating to solicitation of employees and Section 11.7 relating to expenses shall
survive such termination, as shall the provisions of the Confidentiality Agreement in accordance with its terms. Notwithstanding the foregoing,
termination of this Agreement shall not relieve any Party of
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liability for any breach by such Party, prior to thetermination of this Agreement, of any covenant or agreement contained in thisAgreement or
impair the right of any Party to obtain such remedies as may be availableto it inlaw or equity with respect to such a breach of any covenant or
agreement contained in this Agreement by ancther Party.

ARTICLE IX
ADDITIONAL COVENANTS

9.1 TAXES.

(a) Except to extent included withinthe Assumed Liahilities, the Owner and the Seller shall be jointly and severally liable for and pay, and
pursuant to Article V11 shall indemnify each Buyer Indemnitee from and against, all Taxes (including, without limitation, any amounts owed by
a Buyer Indemnitee relating to Taxes pursuant to a contract or otherwise) applicable to the Business, and the Seller's right, title and interest in
Business Assets, in each case attributable to Taxable years or periods ending on or prior to the Closing Date and, with respect to any Straddle
Period, the portion of such Straddle Period ending on and including the Closing Date. In addition to the Assumed Liabilities, the Buyer shall be
solely liable for and pay, and pursuant to Article V1 shall indemnify each Seller Indemnitee from and against, all Taxes applicableto the
Business, the Buyer'sright, title and interest in the Business Assets and the Assumed Liabilities that are attributable to taxable years or periods
beginning after the Closing Date and, with respect to any Straddle Period, the portion of such Straddle Period beginning after the Closing Date.
For purposes of this Agreement, any Straddle Period shall be treated on a"closing of thebooks® basis as two partial periods, one ending at the
close of business on the Closing Date and the other beginning on theday after the Closing Date, except that Taxes (such as property Taxes)
imposed on a periodic basis shall be allocated on adaily basis.

(b) Notwithstanding paragraph (a), any sales Tax, use Tax, real property transfer or gains Tax, asset transfer Tax, documentary stamp Tax or
similar Tax attributable to the sale or transfer of the Business, the Acquired Assets, the Seller'sright, title and interest in the Business Assets not
owned by the Seller or the Assumed Liabilities shall be paid by the Owner and the Seller. The Buyer agrees to timely sign and deliver such
certificates or forms asmay be necessary or appropriate to establish an exemption from (or otherwise reduce), or file Tax Returns with respect
to, such Taxes.

(c) The Owner and the Seller or the Buyer, as the case may be, shall provide reimbursement for any Tax paid by one party all or a portion of
whichis theresponsibility of theother party in accordance with theterms of this Section 9.1. Not later than thirty (30) daysprior to the payment
of any such Tax, the party paying such Tax shall give notice to the other party of the Tax payable and the portion which isthe liability of each
party, although failureto do so will not relieve the other party from its liability hereunder.

(d) After the Closing Date, the Buyer, the Owner and the Seller shall reasonably (i) cooperate in preparing for any audits of, or disputes with
Governmental Authorities regarding, any Tax Returns of the Business or the Business Assetsrequired to be filed by any of the Parties, and (ii)
make availableto the other and to any Governmental Authority as reasonably requested
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all information, records, and documentsin their possession or control relating to Taxes of the Businessor the Business Assets.

9.2 UCC MATTERS. From and after the Closing Date, the Owner and the Seller shall promptly refer all inquiries with respect to ownership or
operation of the Business Assets or the Business to the Buyer. In addition, the Owner and the Seller shall execute such documents and financing
statements as the Buyer may request from time to time to evidence transfer of the Seller's right, title and interest in the Business Assets to the
Buyer, including, without limitation, any necessary assignment of financing statements.

9.30 DISCHARGE OF BUSINESS OBLIGATIONS. Except withrespect to the Assumed Liabilities, fromand after the Closing, each of the
Owner and the Seller shall pay and discharge, in accordance with past practice, all obligations and liabilitiesincurred prior to the Closing in
respect of the Business, itsoperations or the assets and properties used therein, including any liabilities or obligations to Employees, any
Governmental Authority and clients and customers of the Business.

9.4 CHANGE OF THE SELLER'SNAME. Asof the Closing Date, the Seller shall, and the Owner shall causethe Seller to, change its limited
liability company name and its fictitiousname to such name not containing theword "PanVera," or any name similar to or derivative of such
name, as the Buyer shall reasonably approve. The Seller and the Owner, at the request of the Buyer, will take such action as may be necessary
or appropriate to permit the Buyer to qualify as aforeign corporation to do business in the Seller's nameor conduct business using the Seller's
name in the State of Wisconsin and other states and jurisdictions.

9.5 PUBLIC ANNOUNCEMENT. Prior to Closing, no Party hereto shall make or issue, or cause to be made or issued, any public
announcement or written statement concerning this Agreement or the transactions contemplated hereby (except to the respective
representatives, directors, managersand officers of the Buyer, the Owner, the Seller and their Affiliates) without the prior written consent of the
other Parties (which will not be unreasonably withheld or delayed); provided, however, that any Party may make any such announcement or
statement it believes in good faith isrequired by applicable law or any listing or trading agreement concerning its publicly-traded securities
without such consent, solong as thedisclosing Party provides the other Parties with a reasonable opportunity to review and comment on such
disclosure in advance of its being made, if doing so will not cause thedisclosing Party to fail to meetthe legal or other requirements mandating
such disclosure.

9.6 POST CLOSING OBLIGATION TO EMPLOYEES.

(8) SCHEDULE 9.6(a) contains atrue and correct list of the name, job title, current base salary or hourly wage, date of hire, current vacation
entitlement and assigned location of all Employees actively employed (as of the date of this Agreement), including any suchindividua on
short-term disability or approved leave of absence who was so employed immediately before such disability or absence. At the Closing, the
Owner and the Seller shall provide to the Buyer an updated SCHEDULE 9.6(a) which shall disclose al the information required under the
preceding sentence asof the day prior to Closing. All individualsincluded on the origind SCHEDULE 9.6(a), plus al individuals included on
the updated SCHEDULE 9.6(a) whose hiring was approved by
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Buyer, are herein referred to as the"SELLER EMPLOY EES." With respect to any Seller Employee whois not actively employed due to
short-term disability or approved leave of absence, the updated SCHEDULE 9.6(a) shall indicate the reason for such absence andthe date such
individual is reasonably expected to return to active employment. If a Seller Employeewho is not actively employed at the time of Closing due
to short-term disability or approved leave of absenceis, in the reasonable opinion of the Buyer, unfit to return to active employment with the
Buyer within 30 daysof the expected return date indicated on the updated SCHEDULE 9.6(&) or otherwise does not commence active
employment with the Buyer within such 30 day period, such individual shall be considered a"FORMER SELLER EMPLOYEE" for all
purposes under this Agreement.

(b) Effective as of 12:01 am. on the Closing Date, the Owner and the Seller shall cause theemployment of al Seller Employees (other than
those individualswho arenot actively employed due to short-term disability or approved leave of absence, whose employment shall be
terminated upon their return to active employment) to be terminated. Effective asof 12:01 am. on the Closing Date, the Buyer shall offer
employment to all Seller Employees terminated in accordance withthe preceding sentence (except that with respect to thoseindividuals on
short-term disability or an approved leave of absence, subject to their commencement of active employment with the Buyer withinthirty

(30) days of their expected return date as indicated on updated SCHEDULE 9.6(a), the Buyer shall offer employment to such individuals upon
their return from short-term disability or approved leave of absence) on termsand conditions determined by the Buyer in its sole discretion. All
Seller Employeesto whom the Buyer offers employment and who accept such employment are herein referred to as the"TRANSFERRED
EMPLOYEES." Nothing in this Section 9.6 shall limit the Buyer's authority to terminate the employment of any Transferred Employee at any
time and for whatever reason. Beginning on the first Business Day following the execution of this Agreement, the Seller shall provide or make
available to the Buyer, to the extent permitted by applicable law, such information regarding the Transferred Employees as is contained in the
Seller's personnel records, including without limitationinformation regarding accrued or incurred but unpaid liabilities for wages, vacations,
deferred compensation, medical/dental/vision, workers' compensation, disability and other welfare benefit claims.

(c) The Owner and the Seller shall be responsible for the payment of any Seller Employee benefits that become due to any Transferred
Employees asaresult of their termination by the Seller in accordance with Section 9.6(b).

(d) The Owner and the Seller shall be responsible for all legally mandated health care continuation coverage for Seller Employeesand Former
Seller Employeesand their covered dependents who had or have aloss of coverage due to a"qualifying event”" (within the meaning of Section
603 of ERISA) which occurred or occurson or prior to the Closing Date including without limitation, any loss of coveragethat results directly
or indirectly from the transaction contemplated by this Agreement.

(e) The Seller andthe Owner shall retain liability for payment of any long-term or short-term disability benefits to any Seller Employee or
Former Seller Employeethat relateto a disability whichwas first disclosed prior to the Closing Date.

(f) The Seller, the Owner and the Buyer hereby acknowledge and agree that in conformity with the Standard Procedure of IRS Revenue
Procedure 96-60, 1996-2 C.B. 399,
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(i) the Owner and the Seller will be responsible for and perform all Tax withholding, payment and reporting duties with respect to any wages
and other compensation paid by the Owner or the Seller to any Seller Employeein connection with employment on or prior to the Closing Date;
and (i) the Buyer will be responsible for and perform all Tax withholding, payment, and reporting duties with respect to any wages and other
compensation paid by the Buyer to any Transferred Employee in connection with employment after the Closing Date.

(g) The Seller and the Buyer hereby acknowledgeand agree that (i) in accordance with Section 2101(b)(i) of the WARN Act, the Seller will be
responsible for al required notices prior to the Closing Date, and the Buyer will be responsible for all required noticeson or after the Closing
Date, and

(ii) al of the Seller Employees as of the Closing Date (other than those individuals who are not actively employed on the Closing Date due to
short-term disability or approved leave of absence) will be deemed to have become employees of the Buyer immediately on the Closing Date
for purposes of the WARN Act.

9.7 NON-SOLICITATION OF EMPLOY EES. Other than with respect to the offer of employment made by Buyer to the Seller Employees
contemplated in Section 9.6 hereof, the Parties covenant and agree, for themselvesand their Affiliates, that they will not at any time on or
before the Closing, or at any time during the two (2) year period following the Closing or, if thisAgreement isterminated prior to the Closing,
then at any time during the one-year period following the effective date of suchtermination, solicit to employ (other than by general
advertisements) any person who is, at thetime of such solicitation or immediately prior to such employment, an employee of the other Parties or
any of their respective Affiliates without thewritten consent of the Party that employs such employee.

9.8 DELIVERY OF CERTAIN BUSINESS RECORDS. Within fifteen (15) days following the Closing, the Seller shall deliver to the Buyer
copies of al invoices to customers and other customer records, customer and supplier lists, credit files, correspondence, marketing studies, sales
presentations, consultant reports, research and devel opment studies, product development studies or reports, quality control test results and
other quality control records and reports, patent files, regulatory files, quality filesand all other records, files, documents and information in the
Seller's possession or control however maintained or stored (including computer diskettes and other electronic media), used or developed
primarily in connection withthe use of the Business Assetsor the conduct of the Business. The Seller shall also deliver to the Buyer copies of

all brochures and other promotional and printed materials, trade show materials (including displays), videos, advertising and/or marketing
materias in the Seller's possession or control whichwere used or developed primarily in connection with the use of the Business Assets or the
conduct of the Business.

9.9 CONFIDENTIALITY AND NONUSE OBLIGATIONS. The Owner and the Seller acknowledge and agree that the Vertex Parties shall
continue to be bound by their obligations of confidentiality and nonuse under the Assigned Contracts (in the formthey exist on the Closing Date
and without regard to any amendment or modification after the Closing Date unless otherwise agreed to in writing by the Owner or the Seller)
to the same extent as if they remained a party thereto.

9.10 LIMITATIONS ON GRANTED OR RETAINED RIGHTS. If and to the extent that the Seller, Vertex San Diego, or any predecessor
entity to the Business, has granted, licensed, permitted or
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conveyed to any Affiliate, pursuant to any written or oral contract, agreement, license or other arrangement, any license or other right in, to or
under the intellectual property rights that are included inthe Acquired Assets (or any tangible embodiments thereof) that are broader than the
rights that are granted to or retained by Vertex San Diego under the Amended and Restated Technology Agreements, then such license or other

right granted, licensed, permitted or conveyed to such Affiliate shall be limited hereafter to the extent of therightsthat aregranted to or retained
by Vertex San Diego under the Amended and Restated Technology Agreements.

ARTICLE X
POST-CLOSING AGREEMENTS

10.1 COLLECTION OF RECEIVABLES. The Owner and the Seller shall, by letter prepared by the Buyer and reasonably acceptable to the
Seller (the"LETTER"), authorize, instruct and direct that the account parties of all accounts, notes and receivables (including insurance
proceeds) constituting Acquired Assets (such parties, the "ACCOUNT PARTIES") shall makeand deliver all paymentsrelating thereto on or
after the Closing to such location, bank and account (the "BUY ER RECEIVABLES ACCOUNT") as the Buyer shall specify. The Letter shall
cover al such mattersas the Buyer andthe Seller shall reasonably determine. If, notwithstanding such Letter, any of the Account Parties remit
paymentson or after the Closing directly or indirectly to the Seller instead of to the Buyer Receivables Account, the Owner andthe Seller shall
promptly deliver al such payments (including but not limited to negotiable instrumentswhich shall be duly endorsed by the Seller to the order
of the Buyer) to theBuyer. The Seller hereby irrevocably designates, makes, constitutes and appoints the Buyer (and all persons designated by
the Buyer) asits true and lawful attorney-in-fact to do any of the following in the sole discretion of the Buyer: to receive, givereceipts for, take,
endorse, assign, deliver, deposit, demand, collect, sueon, compound, and give acquittancefor any and all information, documents, payments
forms (including negotiable and non-negotiable instruments) and proceeds received by the Buyer viathe Buyer Receivables Account or from
the Owner or the Seller that relateto the accounts, notes and receivables (including insurance proceeds) of the Account Parties constituting
Acquired Assets.

10.2 USE OF AURORA TRADE NAME. The Buyer agrees that it will not, andwill not permit any of its Affiliates to, useany trade nameor
trade mark containing the Aurora name, whether in connection with the use of the Business Assets and the conduct of the Business or otherwise;
provided, that for a period of twenty-four (24) months following the Closing the Buyer shall be permitted to state in its marketing materials with

respect to products produced through the use of the Business Assetsthat certain of such Business Assetswere formerly owned or operated by
Aurora.

10.3 ACCESS TO BUSINESS RECORDS. The Buyer agrees that the Seller, the Owner and their representatives (provided such
representatives are subject to aduty of confidentiality with the Seller or the Owner with respect to such matters) shall have reasonable access
during normal business hours to al of the financial books and records with respect to the Business and the Business Assets delivered to the
Buyer at or following the Closing, andto make copies thereof (which copies shall not be disclosed by the Seller or the Owner to any third party
other than (a) in confidence to their attorneys, accountants, tax preparers, financial advisors, and lenders, (b) as necessary to fulfill standard or
legally required corporate or regulatory reporting or disclosure
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requirements, or (c) as may be necessary to enforce the termsof, or otherwise comply with, this Agreement, or asmay be otherwise required by
law). The Seller and Owner agree that the Buyer and its representatives shall have reasonable access during normal business hours to the
financial books and records of Seller and Owner as necessary to fulfill standard or legally required corporate or regulatory reporting or
disclosure requirements arising from the transactions contemplated by this Agreement, and to make copies thereof (which copies shall not be
disclosed by the Buyer to any third party other than (a) in confidence to their attorneys, accountants, tax preparers, financial advisors, and
lenders,

(b) as necessary to fulfill standard or legally required corporate or regulatory reporting or disclosure requirements, or (¢) asmay be necessary to
enforce the termsof, or otherwise comply with, this Agreement, or as may be otherwise required by law)

ARTICLE Xl
MISCELLANEOUS

11.1 NO THIRD-PARTY BENEFICIARIES. This Agreement shall not confer any rights or remedies upon any person other than the Parties
and their respective successors and permitted assigns and, to the extent specified herein, their respective Affiliates.

11.2 ENTIRE AGREEMENT. This Agreement (including the documents referred to herein), the Ancillary Agreements and the Confidentiality
Agreement constitute the entire agreement among the Owner, the Seller and the Buyer with respect to the subject matter hereof. This Agreement
and the Ancillary Agreements supersede any prior agreements or understandings among the Owner, the Seller or the Buyer and any
representations or statements made by or on behalf of the Owner, the Seller or the Buyer, whether written or oral, withrespect to the subject
matter hereof, other than the Confidentiality Agreement which shall terminate effective at the Closing.

11.3 SUCCESSION AND ASSIGNMENT. No Party may assign or delegate either this Agreement or any of its rights, interests, or obligations
hereunder without the prior written approval of the other Parties. Notwithstanding the foregoing, thisAgreement, and all rights hereunder may
be assigned in wholeor in part, without such consent, by the Buyer to any other wholly owned subsidiary of the Buyer, provided that such
assignee agrees in writing to be bound by the provisions of thisSection 11.3 and such assignment shall not release the Buyer from its
obligations hereunder. This Agreement shall be binding upon and inureto the benefit of the Parties andtheir respective successors and
permitted assigns.

11.4 NOTICES. All notices, requests, demands, claimsand other communications hereunder shall be inwriting. Any notice, request, demand,
claimor other communication hereunder shall be sent to theintended recipient as set forth below:
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If to the Buyer or the Parent:

I nvitrogen Corporation
1600 Faraday Avenue

Car | sbad, CA 92008
Tel ecopy: 760-603-7229
Attention: General Counsel

Wth a Copy to:

Gay Cary Ware & Freidenrich LLP

If to the Seller or the Oaner:

Vertex Pharmaceuticals |ncorporated
130 Waverly Street

Canbri dge, MA 02139
Tel ecopy: 617-444-6580
Attention: Chairnman and CEO

Wth a Copy to:

Seni or Vice President and General

Counsel
4365 Executive Drive, Suite 1100 Vertex Pharmaceutical s |ncorporated
San Di ego, CA 92121-2133 130 Waverly Street

Tel ecopy: 858-677-1477
Attention: Jeffrey T. Baglio

Canbri dge, MA 02139
Tel ecopy: 617-444-6483

Any Party may give any notice, request,demand, claim, or other communication hereunder using any reasonable means (including personal
delivery, expedited courier, messenger service, telecopy, telex, ordinary mail, or electronic mail), but no such notice, request, demand, claim or
other communication shall be deemed to have been duly given unlessand until it actually is received by the Party for whom it is intended. Any
Party may changethe address to which notices, requests, demands, claims and other communicationshereunder are to be delivered by giving
the other Partiesnotice in the manner herein set forth.

11.5 AMENDMENTS AND WAIVERS. The Partiesmay mutually amend or waive any provision of this Agreement at any time. Except as
otherwise provided in Section

7.7, no amendment or waiver of any provision of this Agreement shall be valid unlessthe same shall be in writing and signed by the Parties. No
waiver by any Party of any default, misrepresentation, or breach of warranty or covenant hereunder, whether intentional or not, shall be deemed
to extend to any prior or subsequent default, misrepresentation or breach of warranty or covenant hereunder or affect in any way any rights
arising by virtue of any prior or subsequent such occurrence.

11.6 SEVERABILITY. Any term or provision of this Agreement that isinvalid or unenforceable in any situationin any jurisdiction shall not
affect the validity or enforceability of theremaining termsand provisions hereof or the validity or enforceability of the offending term or
provision in any other situation or in any other jurisdiction.

11.7 EXPENSES. Except as otherwise specifically provided to the contrary in thisAgreement, each of the Parties shall bear its own costs and
expenses (including legal fees and expenses) incurred in connection withthis Agreement and the transactions contemplated hereby.

11.8 SPECIFIC PERFORMANCE. Each Party acknowledgesand agrees that the other Parties will be damaged irreparably in the event any of

the provisions of this Agreement arenot performed in accordance with their specific terms or otherwise are breached. Accordingly, each Party
agrees that the other Parties shall be entitled to seek an injunction or injunctions to prevent breaches of the provisions of this Agreement and to
enforce specifically thisAgreement and the
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termsand provisions hereof in any action instituted in any state or federal court sitting in the State of California in accordance with Section
11.9.

11.9 GOVERNING LAW. This Agreement and any disputes hereunder shall be governed by and construed in accordance with the internal laws
of the State of Californiawithout giving effect to any choice or conflict of law provision or rule (whether of the State of Californiaor any other
jurisdiction) that would cause the application of lawsof any jurisdiction other than those of the State of California.

11.10 CONSTRUCTION.

(a) The language used in this Agreement shall be deemed to be the language chosen by the Parties to express their mutual intent, and no rule of
strict construction shall be applied against any Party.

(b) Any referenceto any federal, state, local, or foreign statute or law shall be deemed also to refer to all rules and regulations promulgated
thereunder, unless the context requires otherwise.

(c) The Section headings contained in this Agreement are inserted for convenience only and shall not affect in any way the meaning or
interpretation of this Agreement.

(d) Any reference hereinto an Article, Section or clause shall be deemed to refer to an Article, Section or clause of this Agreement, unlessthe
context clearly indicates otherwise.

(e) All referencesto "$" or "Dollars" refer to currency of the United States of America

11.11 WAIVER OF JURY TRIAL. Tothe extent permitted by applicable law, each Party hereby irrevocably waives al rightsto trial by jury in
any action, proceeding or counterclaim (whether based on contract, tort or otherwise) arising out of or relating to this Agreement or the
transactions contemplated hereby or the actions of any Party in the negotiation, administration, performanceand enforcement of this
Agreement.

11.12 INCORPORATION OF EXHIBITS AND SCHEDULES. The Exhibits and Schedulesidentified in this Agreement are incorporated
herein by reference and made a part hereof.

11.13 COUNTERPARTS AND FACSIMILE SIGNATURE. This Agreement may be executed in one or more counterparts, each of which shall
be deemed anorigina but all of which together shall constitute one and the same instrument. This Agreement may be executed by facsimile
signature.
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IN WITNESS WHEREOF, the Parties have executed thisAgreement as of the date first above written.

VERTEX PHARMACEUTICALS
INCORPORATED

By: /s/ Joshua S. Boger

Name: Joshua S. Boger
Title: Chairman and CEO

PANVERA LLC

By: /s/ Joshua S. Boger

Nanme: Joshua S. Boger
Title: President

INVITROGEN CORPORATION

By: /s/ John Thonpson

Nane: John Thonpson
Title: Vice President, Corporate
Devel opnent

[SIGNATURE PAGE TO ASSET PURCHASE AGREEMENT]
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Exhibit 10.31
NON COMPETITION AGREEMENT

ThisNON-COMPETITION AGREEMENT (this"Agreement") is entered into as of March 28, 2003 (the "Closing Date"), by and among
Vertex Pharmaceuticals Incorporated, aMassachusetts corporation ("Vertex"), and Invitrogen Corporation, a Delaware corporation
("Invitrogen").

INTRODUCTION

WHEREAS, pursuant to the Asset Purchase Agreement by and among Vertex, PanVera LLC, a Delaware limited liability company (the
"Seller"), and Invitrogen dated as of February 4, 2003 (the "Asset Purchase Agreement"), the Seller hassold to Invitrogen the Business Assets
(as such termis defined in the Asset Purchase Agreement), and Invitrogen hasassumed from the Seller the Assumed Liabilities (as suchtermis
defined in the Asset Purchase Agreement); and

WHEREAS, Vertex isthe sole member of Vertex Pharmaceuticals (San Diego) LLC, a Delaware limited liability company ("Vertex SD") and
Vertex SD isthe sole member of Seller; and

WHEREAS, this Agreement is entered into pursuant to, and wasa condition precedent to the closing of thetransactions contemplated by, the
Asset Purchase Agreement. Vertex acknowledgesthat Invitrogen would not consummate the purchase of the Acquired Assets and assumption
of the Assumed Liabilitiespursuant to the Asset Purchase Agreement without the benefit of the agreements set forth herein. Vertex further
acknowledges that without therestrictions set forth herein, Invitrogen's business andthe value of the Business Assets and the Assumed
Liabilities will be materially adversely affected.

TERMS

NOW, THEREFORE, in consideration of the covenants and agreements contained in this Agreement and other good and valuable
consideration, thereceipt and sufficiency of which is hereby acknowledged, the parties agree as follows:

SECTION 1. DEFINITIONS. Any term not otherwise specifically defined herein shall have the meaning ascribed to it in the Asset Purchase
Agreement. For the purposes of this Agreement, the terms set forth in this Section 1 have the meanings asset forth below:

Section 1.1 "Affiliate" means any trust, business trust, joint venture, partnership, corporation, limited liability company, company, association
or any other entity which owns, isowned by or is under common ownership with, a party. For the purposes of thisdefinition, theterm "owns'
(including, with correlative meanings, theterms "owned by" and "under common ownershipwith") asused with respect to each party, will mean
the possession (directly or indirectly) of morethan fifty percent (50%) of the outstanding voting or equity interestin such corporation or
comparable equity interest in any other type of entity, or the possession of the power to otherwise control the management and policies of such
entity.
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Section 1.2 "Assay" means atest used in the context of drug discovery research for determining the effect of achemical compound ona
biomolecular target.

Section 1.3 "Assay Development Collaboration Agreement” means a written agreement between Vertex SD and/or any of its Affiliatesanda
non-Affiliated third party, the sole purpose of which isto fund the development of an Assay or Assaysby Vertex SD and/or any of its Affiliates
and under which the non-Affiliated third party and Vertex SD and/or any of its Affiliatesshall each have rightsto use such Assay or Assaysfor
ongoing research solely directed to the development of therapeutic products for use in humans and/or other vertebrates, such agreement to be
identified to Invitrogen by Vertex SD promptly uponits being enteredinto; PROVIDED THAT:

(i) the value of al consideration received by Vertex SD and/or itsAffiliates (whether directly or indirectly) in connection with the development
and delivery of the Assay or Assaysunder all such agreements will not exceed $4,000,000 in any calendar year;

(i) the Assay or Assaysto be developed under such agreement areto be utilized by Vertex SD and/or its Affiliates for ongoing research solely
directed to the development of therapeutic products for use in humans and/or other vertebrates and are developed for the purpose of advancing
such research;

(iii) neither party to such agreement shall at any time assign, transfer or convey any technology or intellectual property rights (if any) devel oped
under such agreement to any party which isnot an Affiliate to a party to such agreement;

(iv) each party to such agreement shall be prohibited from providing any Assaysdeveloped thereunder to any other non-Affiliated party;

(v) at notime shall Vertex SD and/or its Affiliates perform in any manner under such an agreement until such time as (i) a Non-Affiliated third
party to an earlier agreement has accepted all Assaysunder any earlier agreement, or (ii) Vertex SD hasterminated any earlier agreement
previously in existence;

(vi) promptly following execution of any such agreement, Vertex SD will provide to Invitrogen a summary certified by an officer of Vertex SD
of each such agreement with sufficient information for Invitrogen to determine whether theterms and conditions of such agreement comply with
the provisions of this Agreement; provided, however, that if Invitrogen reasonably cannot determine that such agreement complies withthe
provisions of this Agreement, then Invitrogen shall provide written notification to Vertex SD and promptly following receipt of such notice,
Vertex SD shall provide aredacted copy of such agreement to Invitrogen's outside counsel for the sole purpose of enabling such counsel to
determine that such agreement complieswith the provisions of this Agreement; and

(vii) nosuch third party will acquireany rightsto use any Assay provided under such agreement for any purpose other thanitsinternal research
purposes.
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Section 1.4 "Assay Development Collaboration Partner" means athird party who isnot an Affiliate of Vertex SD and who entersinto an Assay
Development Collaboration Agreement with Vertex SD or any of its Affiliates.

Section 1.5 "Bona Fide Collaboration Agreement” meansa written collaboration agreement between Vertex SD and/or any of its Affiliates and
anon-Affiliated third party who contributesto research and/or development (either by actively conducting research and/or funding research by
Vertex SD and/or any of its Affiliates) pursuant to which (a) Vertex SD and/or its Affiliate, asapplicable, and anon-Affiliated third party each
has rights to commercially exploit in the field of human therapeutics a materia share of the technology and the intellectual property rights
therein that are developed in the collaboration; (b) Vertex SD and/or its Affiliate, as applicable, has, as of the date of execution of such Bona
Fide Collaboration Agreement, a bona fide intent to commercially exploit suchrights as it acquires; and (c) the activities anticipated by the
agreement include research, pre-clinical development and/or clinical development, such pre-clinical development to include at least two animal
studies, of therapeutic products for use in humans and/or other vertebrates.

Section 1.6 "Bona Fide Research Partner" means any non-Affiliated third party to a Bona Fide Collaboration Agreement with Vertex SD or any
of its Affiliates.

Section 1.7 "Controlling Affiliate" shall mean an Affiliate of Vertex which was not previously formed or acquired by any Affiliate of Vertex
(other than a Controlling Affiliate) that hasthe right to elect a majority of the Board of Directors of Vertex.

Section 1.8 "DNA Product” meansany product, other than a Fast Dye Product, that is covered by an intellectual property right acquired by the
Buyer pursuant to the Asset Purchase Agreement and is comprised of DNA or a peptide encoded by DNA. To the extent that a cell which
contains DNA that is covered by anintellectual property right acquired by the Buyer pursuant to the Asset Purchase Agreement, such cell shall
be a DNA Product.

Section 1.9 "Fast Dye Products' means a composition of matter that comprises a first reagent whichis a dye capable of redistributing from one
face of a cellular membraneto a second face of the membrane in responseto changesin membrane potential with atime constant of lessthan 15
milliseconds asdetermined in accordance with the methodology described in Example IV of U.S. Patent No. 6,342,379, and asecond reagent
selected fromthe group consisting of fluorophores capable of undergoing energy transfer withthe first reagent by either (i) donating excited
state energy to the first reagent, or (ii) accepting excited state energy from the first reagent, said second reagent being located adjacent to either
the first face of the membrane or the second face of the membrane; provided, however, that the first reagent described above shall not include
DiSBACA(3).

Section 1.10 "Fast Dye Restricted Period" meansthe period commencing on the Closing Date and ending on December 31, 2004.
Section 1.11 "GeneDriver Patent Rights' means all rights under the patents and patent applications listed on Exhibit A-1 hereto and al
continuations, divisions, reissues, reexaminations, extensions, substitutions and continuations-in-part with respect thereto, and all United States

and foreign patents issuing therefrom.
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Section 1.12 "Genomescreen Patent Rights' means all rights under the patents and patent applicationslisted on Exhibit A-2 hereto and all
continuations, divisions, reissues, reexaminations, extensions, substitutions and continuations-in-part with respect thereto, and all United States
and foreign patents issuing therefrom.

Section 1.13 "Non-DNA Product” means any product, other than a Fast Dye Product or a DNA Product, which is covered by an intellectua
property right acquired by the Buyer pursuant to the Asset Purchase Agreement.

Section 1.14 "Product” meansassays, proteins, probes or reagents, including the products listed on Schedule 1.1(a) to the Asset Purchase
Agreement, but excluding Fast Dye Products.

Section 1.15 "Research Field" means theinvestigation of biological and/or biochemical processes, and/or research and development of
biological and/or biochemical products and/or drug discovery.

Section 1.16 "Research Services' means any service rendered to Vertex SD and/or any of its Affiliates by a non-Affiliated person, other than
pursuant to a Bona Fide Collaboration Agreement or an Assay Development Collaboration Agreement, to the extent the provision of such
services requiresthat such person obtain alicense or sublicense of rights retained by Vertex SD pursuant to the Asset Purchase Agreement.

Section 1.17 "Restricted Period" meansthe period beginning on the Closing Date and ending on thefifth anniversary thereof, subject to any
applicable extension pursuant to Section 2(i) hereof.

Section 1.18 "Service" means any service which employs, consumes or manufacturesany Product.

Section 1.19 "Supply" means to make available for use at alocation other than a Vertex Party's facility.

Section 1.20 "Vertex Parties' means any of Vertex's Affiliates.

SECTION 2. COVENANTS NOT TO COMPETE.

(a) Except as expressy provided in the next sentence, during the Fast Dye Restricted Period, neither Vertex nor any Vertex Party shal (i)
Supply, nor attempt or purport to Supply any Fast Dye Product, nor (ii) provide, nor attempt or purport to provide, any service employing a Fast
Dye Product other than pursuant to a Bona Fide Collaboration Agreement, and in such case, only if theactivities involving the Fast Dye
Products are performed at a Vertex Party's facilities. Notwithstanding the foregoing, during the Fast Dye Restricted Period Vertex shall be
entitled to Supply Fast Dye Products and provide any services employing Fast Dye Productsto up to two (2) BonaFide Research Partners
(which are parties to Bona Fide Collaboration Agreements) per each calendar year period ending on December 31 during the Fast Dye
Restricted Period.
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(b) RESEARCH FIELD.

(i) During the Restricted Period, except as otherwise expressy provided in this Section 2, neither Vertex nor any Vertex Party shall sell or
otherwise transfer to a party other than aVertex Party, nor attempt or purport to sell or otherwise transfer to a party other than a Vertex Party,
any Product for usein the Research Field or provide any Serviceinthe Research Field.

(ii) During the Restricted Period, neither Vertex nor any Affiliate of Vertex shall sell or otherwise transfer, nor attempt or purport to sell or
otherwise transfer, any Product for use in the Research Field or provide any Servicein the Research Field that employs any technology claimed
or covered in the Genomescreen Patent Rights or GeneDriver Patent Rights.

(c) Other thanthe restrictions set forth in Section 2(a) which shall remain applicable, the provisions of this Section 2 shall not (i) restrict Vertex
or its Affiliates from entering into or performing its obligations under any BonaFide Collaboration Agreementsand Assay Devel opment
Collaboration Agreements; (ii) limit the rights of Vertex and its Affiliates to Supply DNA Productsto any unaffiliated third party who is a party
to any Bona Fide Collaboration Agreements or an Assay Development Collaboration Agreement; (iii) limit the right of Vertex and its Affiliates
to Supply DNA Productsto any unaffiliated third party whois providing Research Services for the benefit of Vertex or its Affiliates; (iv)
restrict Vertex or its Affiliatesfrom making available to any third party any drug or drug candidate; or (v) limit the rights exercisable by Vertex
and its Affiliates under the Amended and Restated Technology Agreements (as defined in the Asset Purchase Agreement).

(d) If Vertex or any of its affiliates shall transfer, assign, sell or otherwise convey any third party (the "Transferee") any interest in any
intellectual property right associated with the Business and licensed to or retained by Vertex or any of its Affiliates under the Asset Purchase
Agreement or any of its Ancillary Agreements, Vertex or its applicable Affiliate shall require that such Transferee shall restrict its useof such
intellectual property rights so as to comply withall of the obligations set forthin Sections 2(a) and 2(b) herein.

(e) If acourt of competent jurisdiction shall declare any provision or restriction contained in this Agreement unenforceable or void, the other
provisions of this Agreement shall nonetheless remain in full force and effect, and Vertex and Invitrogen hereby authorize and empower such
court to treat any such unenforceable provision as having been modified, but only to the minimum extent deemed necessary by the court to
render it enforceable and for the court to enforce it fully to such extent.

(f) Vertex expressly acknowledges that any material breach of this

Section 2 by or on behalf of Vertex or any Vertex Party shall be presumed to resultin irreparable harm to Invitrogen and that the remedy at law
shall be presumed to be inadequate and that upon any such materia breach, Invitrogen shall be presumed to be entitled (without the need for
posting any bond or other security) to injunctive relief inany court of competent jurisdiction, in equity or otherwise, and to enforce the specific
performance of Vertex or such Vertex Parties obligations under these provisions, which presumptions shall be required to be rebutted by
Vertex. The
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rights conferred upon Invitrogen by the preceding sentence shall not be exclusive of, but shall be in addition to, any other rights or remedies
which Invitrogen may have at law, in equity or otherwise.

(g) Vertex recognizes that Vertex and its Affiliateshave become familiar with the Proprietary Assetsof the Businessthat are being conveyed
and assigned to Invitrogen pursuant to the Asset Purchase Agreement. Vertex further recognizes that the scope of the Business is independent of
location (such that it is not practica to limit therestrictions contained in this

Section 2 to a specified county, city, state, country, continent or part thereof), and that, accordingly, the restrictions contained in this Section 2
are reasonable in all respects and necessary to protect the goodwill and Proprietary Assetsof Invitrogen and that, without such protection,
Invitrogen's customer and client relationsand competitive advantage would be materially adversely affected. It is specifically recognized by
Vertex that Invitrogen would not enter thisAgreement and the Asset Purchase Agreement without the restrictions contained in this Section 2.
Vertex acknowledgesthat therestrictions contained in this Section 2 do not impose an undue hardship on Vertex or any of theVertex Parties
and that Vertex and the Seller have received adequate consideration in respect thereof.

(h) Other than therestrictions set forthin Sections 2(a) and

2(b)(ii) whichshall remain applicable, nothing in this Section 2 shall limit the right of Vertex and its Affiliates to acquire any business through a
merger, consolidation, purchase of stock or assets, or otherwise, andto operate any such acquired business thereafter if the annual consolidated
gross revenueof such acquired business attributable to activities otherwise prohibited by this Agreement does not exceed 20% of the annual
consolidated gross revenuesof such acquired business as awhole, asdemonstrated by reference to the most recently available financial
statements of such acquired business as of the time of the consummation of the acquisition thereof by the applicable Vertex Party; PROVIDED
that Vertex or its Affiliate that acquired such business shall in good faith use its commercially reasonable effortsto divest to a non-Affiliate,
through sale or other similar transaction, the portion of the acquired business the operation of whichis otherwise prohibited by this Agreement
as soon as possible, but in no event later than two (2) yearsfollowing the acquisition of such business (even if such two (2) year period
concludes after the expiration of the Restricted Period).

(i) Other than therestrictions set forthin Sections 2(a) and

2(b)(ii) whichshall remain applicable, nothing in this Section 2 shall apply to a Controlling Affiliate of Vertex or to any Affiliates of the
Controlling Affiliate (other than the Owner and the Owner'sdirect and indirect subsidiaries at thetime such Controlling Affiliate becomes an
Affiliate).

SECTION 3. NOTICES. All notices and other communications provided for under this Agreement will be in English in writing, shall expressly
reference the section(s) of this Agreement to whichthey pertain, and shall be delivered to the other party, effective upon receipt, and in each
case will be addressed