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PART I
ITEM 1. BUSINESS
OVERVIEW

We are in the business of discovering, tigeg and commercializing small molecule drugstfa treatment of serious diseases.
Telaprevir, our lead drug candidate, is an oraklieip C protease inhibitor and one of the mostaaded of a new class of antiviral treatments
in clinical development that target hepatitis Qugiror HCV, infection. Telaprevir is being evaluhie a registration program focused on
treatment-naive and treatment-failure patients githotype 1 HCV infection. We currently intend tmit a new drug application, or NDA,
for telaprevir in the United States in the secoali bf 2010 and to initiate sales of telaprevittie United States in 2011, assuming the
successful completion of the registration program.

We are engaged in a number of other clideselopment programs and intend to continue teshin our research programs with the ¢
of adding promising new compounds to our drug dgwalent pipeline. VX#70, the lead drug candidate in our cystic fibrosisCF, program
being evaluated in a registration program that $eswon patients with CF who have the G551D mutdétidhe gene responsible for CF. We are
conducting or are planning to begin in 2010 a nunolb&hase 2a clinical trials of our earlier-stalgeg candidates. These clinical trials consist
of a planned clinical trial that will evaluate tptavir in combination with the HCV polymerase intlo VX-222, a planned clinical trial of VX-
809 in combination with VX-770 in patients with theost common mutation in the gene responsible fgraCclinical trial of VX-509 in
patients with moderate-to-severe rheumatoid aishaitd a clinical trial of VX-765 in patients witfeatment-resistant epilepsy.

OUR PIPELINE

Our pipeline is described in the followitadple. In addition to those listed below, we argaging in preclinical activities with respect to a
number of additional drug candidates.

Clinical Development

Drug or Drug Candidate Indication(s) Mechanism/Target Stage Collaborator(s)

HCV Infection

telaprevir (VX-950) HCV Infection HCV Protease Inhibitc Phase ! Janssen Pharmaceutica, N

Mitsubishi Tanabe Pharma

Corporatior

VX-222 HCV Infection HCV Polymerase Inhibitc Phase 2

VX-985 HCV Infection HCV Protease Inhibitc Phase :

VX-759 HCV Infection HCV Polymerase Inhibitc Phase :

Cystic Fibrosis

VX-770 Cystic Fibrosis CFTR Potentiato Phase ! Cystic Fibrosis Foundatic
Therapeutics Incorporate

VX-809 Cystic Fibrosis CFTR Correcto Phase 2 Cystic Fibrosis Foundatic

Therapeutics Incorporate

Immune-mediated Inflammatory Diseases

VX-509 Rheumatoid JAK3 Inhibitor Phase 2a
Arthritis
Epilepsy
VX-765 Epilepsy Caspas-1 Inhibitor Phase 2
HIV Infection
Lexiva/Telzir HIV Infection HIV Protease Inhibito Marketed GlaxoSmithKline plc*
* We sold our rights to future royalties from salé&exiva/Telzir in May 2008.
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OUR STRATEGY

Our goal is to become a fully-capable bempmaceutical company with industry-leading captédiin the research, development and
commercialization of innovative drugs that provaddstantial benefits to patients with serious dissaThe key elements of our strategy are:

Obtain FDA approval for and effectively aosrcialize telaprevir in the United States.We are focused on obtaining approval for and
effectively commercializing telaprevir as a treatrmnfor patients infected with genotype 1 HCV whad&aot received previous treatment for
their infections, referred to as treatment-naiviiepss, and patients infected with genotype 1 HChobwave failed to achieve a sustained viral
response, or SVR, after prior treatment with pegglanterferon, or peg-IFN, and ribavirin, or RB¥ferred to as treatment-failure patients.
Our registration program is designed to suppontveék response-guided telaprevir-based treatmeimhesg for treatment-naive patients, and
to support treatment of all categories of treatrfaittire patients, including null responders to pEd and RBV, who are the most difficult
category of patients with HCV infection to treatsessfully. We expect to receive final SVR datarfriihe ongoing registration clinical trials
for telaprevir during the second and third quart#r2010 and expect to submit the NDA for telaprévithe second half of 2010. If we obtain
positive results from the ongoing registration pesg and are able to obtain approval of telaprewioor current timeline, we plan to initiate
sales of telaprevir in the United States in 2011.

Become a fully-capable biopharmaceuticahpany. In order to become a fully-capable biopharmécalicompany, we believe we
need to build and establish an effective salesnaaudeting organization to augment our existing aese capabilities along with the late-stage
development organization and third-party manufaeturelationships that we have built over the kesteral years. Although we have been
expanding our commercial infrastructure, we wilkddo further expand these capabilities in ordeftectively launch telaprevir and to
position our company for the future.

Invest in research and early and mid-stdgeelopment programs. We intend to continue to invest significantowses in research
programs and early-stage and mid-stage clinicatldgwment programs as part of our strategy to dgvetag candidates in therapeutic areas
with significant unmet need. In 2010, we expeatdaduct Phase 2a clinical trials involving drug didates, which we have developed
internally or acquired through business developraetivities, that are intended to address signiticeamet needs in HCV, CF, rheumatoid
arthritis and epilepsy. We expect to continue faog®ur research activities toward therapies adilngsserious diseases, because we believe
these therapies have the potential to deliver thatgst value for patients, physicians and thetfheare system.

Capitalize on collaboration arrangementsidusiness development opportunitiesCollaborations have provided us with financial
support and other valuable resources for our devedmt and research programs, and business deveibpportunities have provided us w
drug candidates and important research resouraeflre contributed to a number of the drug canégdiam our current development pipeline.
We plan to continue to rely on collaborators tomup develop and commercialize some of our druglickates either worldwide or in markets
in which we are not concentrating our resources ale opportunistically seek to license and acqdiiteys, drug candidates and other
technologies that have the potential to strengtherpipeline, drug discovery platform or commerapportunities.

2
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DRUG CANDIDATES

HCYV Infection

Telaprevir (VX-950) (investigational oral HCV protease inhibitor for the treatment of HCV infection)

Telaprevir, our lead drug candidate, i®eaily-administered hepatitis C protease inhibitat is being evaluated in treatment-naive and
treatment-failure patients with genotype 1 HCV atien in combination with peg-IFN and RBV. Telapireg designed to inhibit the NS3-4A
serine protease, an enzyme necessary for HCV atiplic The United States Food and Drug Administrgtor FDA, has granted "Fast Track"
designation to telaprevir. We have completed dosirajl study drugs in the registration programtielaprevir. Assuming the successful
completion this year of our registration programtdaprevir, we intend to submit an NDA for telapir in the United States in the second half
of 2010 and to initiate commercial sales of telafprim the United States in 2011. In addition te tturrent registration program, we also are
planning to initiate a Phase 2a clinical trial t@keiate telaprevir in combination with VX-222, aymerase inhibitor, with and without pdgN
and RBV.

We have collaboration agreements relatinglaprevir with Janssen Pharmaceutica, N.V.aossen, a Johnson & Johnson company, anc
Mitsubishi Tanabe Pharma Corporation, or Mitsubismabe. Pursuant to these agreements, Janssdrewdésponsible for the
commercialization of telaprevir, including the méature of its own commercial supply of telaprewintside of North America and the Far
East. Mitsubishi Tanabe will be responsible for tbenmercialization of telaprevir, including the marcture of its own commercial supply of
telaprevir, in Japan and specified other countrighe Far East. Telaprevir was discovered in @llaboration, now ended, with Eli Lilly and
Company. We expect to pay Eli Lilly certain roya#tion future sales of telaprevir, if approved.

Background: Prevalence and Treatment of Hepatiti@s Infection

HCYV infection causes an inflammation of liver called chronic hepatitis. This condition ganogress to scarring of the liver, called
fibrosis, or more advanced scarring, called cirithd®atients with cirrhosis may go on to developiifailure or other complications of
cirrhosis, including liver cancer. The World Heallinganization has reported that HCV infection spansible for more than 50% of all liver
cancer cases and two-thirds of all liver transgamtthe developed world.

The World Health Organization has estimaled about 170 million people are chronically otésl with HCV worldwide and that an
additional 3 million to 4 million people are infect each year. The Centers for Disease Control emgeRtion have estimated that
approximately 3.2 million people in the United ®&are chronically infected with HCV.

Our clinical development activities relatedelaprevir are focused on genotype 1 HCV infegtwhich is the most prevalent form of Hr
infection in the United States, the European Urind Japan. We believe that approximately 2.6 milfatients in the United States have
genotype 1 HCV infection. We believe that theséepds include approximately 750,000 patients whealy have been diagnosed with
genotype 1 HCV infection and 1.8 million patientsonremain undiagnosed.

In addition to being the most prevalentriasf HCV infection, infection with genotype 1 HCY the most difficult to treat of the primary
HCV genotypes. The current standard treatmennfiection with genotype 1 HCV, which was first apped in 2001, is a combination of peg-
IFN and RBV, generally administered for 48 weelsisTireatment regimen is associated with significiahe-effects, including fatigue, flu-like
symptoms, rash, depression and anemia. Among &tiéro begin treatment, a significant percentageatients infected with genotype 1 H
fail to achieve a long-term sustained responsheapy. For example, on an intent-to-treat badi% 4nd 46%, respectively, of treatmeafive
patients in the standard therapy arms of our PRasginical trials known as PROVE 1 and PROVE 2iagbd an SVR. In another clinical trial
conducted by another
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company, involving approximately 3,070 treatmeritvagatients in the United States infected withaggpe 1 HCV, between 38% and 41% of
patients receiving peg-IFN and RBV achieved an SWR.believe that there are over 250,000 patieriéxiad with genotype 1 HCV in the
United States who have failed to achieve an SV&r #fierapy with peg-IFN and RBV.

Telaprevir Clinical Development

The three clinical trials in our registoatiprogram are ADVANCE and ILLUMINATE, Phase 3 dtial trials of telaprevir-based treatment
regimens in treatment-naive patients with genoflyptCV infection, and REALIZE, a Phase 3 clinicétiof telaprevir-based treatment
regimens in treatment-failure patients with genetpHCV infection. Dosing of all study groups ire$e three clinical trials has been
completed. SVR data are expected from ADVANCE mdbcond quarter of 2010 and from ILLUMINATE andREZE in the third quarter
of 2010.

The ADVANCE trial is a 3-arm double-blindpthcebo-controlled clinical trial that enrolledpepximately 1,050 patients with genotype 1
HCV infection. ADVANCE contains two telaprevir-bak&reatment arms, one in which patients receivevd@ks of telaprevir-based triple
combination therapy and one in which patients rex8iweeks of telaprevir-based triple combinatioerapy, in each case taking peg-IFN and
RBYV for a period of time after completing telapmedosing. Patients in both of the telaprevir-basedtment arms who meet extended rapid
viral response criteria, or eRVR, complete all tmeant after 24 weeks, while patients who are redjmonto treatment but do not meet the
eRVR criteria continue receiving peg-IFN and RBV &dotal of 48 weeks of therapy. To achieve an BRMatient must have undetectable
HCV RNA levels at the end of week 4 and week 18réfie start of treatment.

ADVANCE Clinical Trial Design

Weok 8 Weak 12 Week 24 Week 48 Week 72

aRVA: stop af Weoek 24/ Follow-Up
PEGREY

Mo oFVH: conlinue PEG/AEY 1o Waeah 48 Fallaw-Up

eRAVA: stop at Week 24/ Follow-Lip

M aBVA: conlinug PEGABY 1o Waeok 48 Fallow. Up

n=350 ABEY Follaw:Up

] Telaprewir (VX-950) + Peginterferon/Aibavirin [ Paginterferon/Ribavirin [l Follow-Up

@RVR = eutended rapid viral response (undatectabie HOV RMA at Wook 4 AND Wk 12)
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ILLUMINATE is a Phase 3 clinical trial, wtt includes evaluation of 24-week and 48-week to&gtment durations in treatment-naive
patients infected with genotype 1 HCV who achieneeRVR in response to telaprevir-based treatmeyitens. This clinical trial is a
randomized, open-label trial that enrolled appratigly 500 patients. ILLUMINATE is designed to sugplent SVR data obtained from the
ADVANCE trial to evaluate the benefits and risks;, patients who achieve an eRVR, of extending toéatment duration from 24 to
48 weeks.

ILLUMINATE Clinical Trial Design

Waak 12 Waak 24

Slop al Waeak 24/Follow: Up

Fallow:Lp

Continue PEG/ABY 10 Waek 48 Faliow-Up

) Tetapeevir (VX-950) + PeginterferonRibavirin [l PegimerferonsRibavisin [l Foliow-up

#RAVA = axtandod rapid viral responso (undioctabla HOCV ANA at Waek 4 AND Woek 12)

The REALIZE trial is a 3-arm clinical triaf telaprevir-based treatment regimens in appraxéty 650 patients with genotype 1 HCV
infection who failed to achieve an SVR after trearnwith peg-IFN and RBV alone. One treatment ar@mMaluating a leath strategy in whic
patients receive four weeks of pre-treatment wéb-fFN and RBV prior to starting telaprevir. REAIR4s being managed by our collaborator
Tibotec Pharmaceuticals Ltd., which is a Johnsaloinson company and an affiliate of Janssen. RERBLihludes the following patient
groups:

. null responder—those patients who experienced less than a ;jreduction in HCV RNA levels at week 12 of prior thpy;

. partial responders—those patients who experienckedst a 2 log,reduction in HCV RNA levels at week 12 of prior tagy,
but who failed to achieve undetectable HCV RNA ls\®y week 24; and

. relapsers—those patients who experienced undeted#i RNA levels at the completion of at leastwi@eks of prior
treatment, but who relapsed after treatment ended.

REALIZE Clinical Trial Design

Wask 4 Wesk 12 Week 18 Week 48 Week 72
n=260 Heia, " Fallow-Lip
A=260 iy Fallow:Up

n=130 ABY Follow-Up

|| Telaprewir (VX-950) + Peginterferon/fibavirin [ Peginterferon/Ribavirin [ Follow-Up
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Telaprevir Clinical Data

PROVE Phase 2b Clinical Trials

We have completed three Phase 2b cliniizd$ tof telaprevir-based combination therapy itigyds infected with genotype 1 HCV,
referred to as the PROVE trials. The PROVE trialobed an aggregate of approximately 580 treatreaiite patients and 440 treatment-
failure patients. The SVR rates on an intent-tadtt®sis for patients in the 24-week telaprevirelaseatment arms and the control arms of
PROVE 1 and PROVE 2, the two Phase 2b clinicakttizat evaluated treatment-naive patients, arfogétin the table below:

PROVE 1 PROVE 2

24-week telaprevir-based treatment arm:
telaprevir in combination with p-IFN and RBV for 12 weeks, followed t

pec-IFN and RBV alone for 12 weel 61% 69%
48-week control arm:
48 weeks of therapy with p-IFN and RBV 41% 46%

PROVE 3 was a Phase 2b clinical trial thatluated telaprevir-based treatment of patients lndd failed at least one course of treatment
with peg-IFN and RBV, the current standard of catee SVR rates on an intent-to-treat basis forgpasiin the 24-week telaprevir-based
treatment arm, the 48-week telaprevir-based treattianen and the control arm of PROVE 3 are set fortihe table below. Non-responders are
patients who were not responsive to prior treatraadtconsist of a mixture of null and partial resgers. Relapsers are patients who had viral
rebound during the period following prior treatmeBteakthroughs are patients who experienced &rébmund during prior treatment.

Non-responders Relapsers Breakthroughs Total
24-week telaprevir-based triple-therapy treatment
arm:
telaprevir in combination with peg-1FN
and RBV for 12 weeks, followed by
pec-IFN and RBV alone for 12 weel 39% (n=66 69% (n=42 57% (n=7 51% (n=115
48-week telaprevir-based treatment
arm:
telaprevir in combination with peg-IFN
and RBV for 24 weeks, followed by
pec-IFN and RBV alone for 24 weel 38% (n=64 76% (n=41  50% (n=8 52% (n=113
48-week control arm:
48 weeks of therapy with p-IFN and
RBV 9% (=68 20% (n=41  40% (n=5 14% (n=114

The adverse event profile of telaprevirgrally was consistent across our Phase 2 cliniizdst which have principally involved clinical
trial sites in North America and Europe. Safetyadadm our Phase 2 clinical trials indicated tleg most common adverse events, regardle
treatment assignment, were fatigue, rash, headauh@ausea. The most common adverse events repootedrequently in patients receiving
telaprevir than in the control arms were gastraitit@l events, skin events—rash and pruritus—armdné There have been reports of severe
rashes in clinical trials involving telaprevir-bdseeeatments, including several reports from tladl trials being conducted by Mitsubishi
Tanabe in Japan, where telaprevir is being evaluat®hase 3 clinical trials in combination withgpE-N and RBV. Rash resulted in treatment
discontinuations in the telaprevir-based treatnaemis in approximately 7% of patients in PROVE 1 BROVE 2 and 5% of patients in
PROVE 3. Other adverse events reported in our Phalirical trials generally were similar in typedafrequency to those seen with peg-IFN
and RBV treatment. Our ongoing registration progmciudes a rash management program that was gectloased on the information from
the PROVE 1 and PROVE 2 clinical trials and firmplemented in our PROVE 3 clinical trial.

6




Table of Contents

Additional Phase 2 Clinical Trials of Telaprevir

In October 2009, we announced data fromC2@8 trial, which was an exploratory open-labélichl trial that enrolled 161 treatment-
naive patients infected with genotype 1 HCV in fp&roThe purpose of the C208 trial was to compaieetdaily dosing regimens of
telaprevir—1,125 mg every 12 hours—in combinatidgthyweg-IFN and RBV, with three-times daily dosimgimens—750 mg every
8 hours—in combination with peg-IFN and RBV. A thritmes daily dosing regimen is being used in thgoing registration program for
telaprevir and has also been used in the othecalitrials for telaprevir.

In the C208 trial, patients received tedsim, peg-IFN and RBV for 12 weeks followed by atd#ional period of therapy of peg-IFN and
RBV alone in a response-guided trial design. Tregieis response-guided because the time periddglathich a patient remains on therapy
with peg-IFN and RBV alone after completion of dygy with a combination of telaprevir, peg-IFN an@\Ris adjusted depending on the
nature of the patient's early response to treatniatients who achieved at week 4 HCV RNA leveles$ than 25 IU/mL, which is
undetectable in the test used and is referred ¢orapid viral response or RVR, and also demoretrahdetectable HCV RNA through week
20, were able to stop all treatment after 24 weBksients who did not meet the response-guideeriaitvere treated for a total of 48 weeks.
18% of patients across the treatment arms weréreghjto continue treatment for 48 weeks.

The following table summarizes the RVR &uR data on an intent-to-treat basis from the Q28

RVR SVR
Total (undetectable (undetectable
Number at week 4 on 24 weeks after
Telaprevir Dosing Combination Therapy of Patients treatment) end-of-treatment)
1,125 mg ever
12 hours alfa-2a (PEGASYS)/RB' 40 83% (n=33 83% (n=33
1,125 mg every
12 hours alfa-2b (PEGINTRON)/RB) 389  67% (n=26 82% (n=32
750 mg every 8 houl alfa-2a (PEGASYS)/RB' 40 80% (n=32 85% (n=34
750 mg every 8 hour  alfa-2b (PEGINTRON)/RB\ 42 69% (n=29 81% (n=34

The frequency and severity of adverse evantl the rate of treatment discontinuations wienéas to those reported in prior telaprevir
trials. The most common adverse events reportedtients in this clinical trial were pruritis, naas rash, anemia, flu-like illness, fatigue and
headache, and the adverse events were similarlbaerass the patient groups receiving three-tiaeyy dosing and those receiving twice-
daily dosing. Serious adverse events leading tmaeent treatment discontinuation of all drugs oemliin 5% of patients and were mainly
related to rash, which resulted in discontinuatbd out of 161, or 3%, of patients, and anemiactinesulted in discontinuation of 3 out of
161, or 2%, of patients.

We also provided interim data in 2009 framexploratory clinical trial, referred to as tt@7 Irial, in patients from the control arms of
PROVE 1, PROVE 2 or PROVE 3 clinical trials who diot achieve an SVR. We expect to present fina ffam the 107 Trial during 2010.

Mitsubishi Tanabe Clinical Prograi

Mitsubishi Tanabe has three ongoing Phasal3 of telaprevir-based combination therapwgproximately 300 treatment-naive and
treatment-failure patients with HCV infection irpaa. Mitsubishi Tanabe has completed the telapd®sdimg portion of these Phase 3 clinical
trials.
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VX-222 (investigational oral HCV polymerase inhibibr for the treatment of HCV infection)

HCV polymerase inhibitors, including our M@olymerase inhibitor VX-222, are direct-actingiaimal agents that inhibit the replication
of HCV, but through a mechanism distinct from HCMtease inhibitors such as telaprevir. VX-222 wasated by ViroChem Pharma Inc.,
or ViroChem, in Phase 1 clinical trials prior tor@cquisition of ViroChem in March 2009. In thisde 1 viral kinetics clinical trial, which
involved five treatment-naive patients with gen@ypHCYV infection, VX-222 dosed at 750 mg twicelglaésulted in a median 3.7 lqg

decrease in HCV RNA—equivalent to a 5,000-fold iiun in virus in the blood—at the end of three slaj dosing. The results were
consistent from patient to patient, and across HENotype 1 subtypes. We recently reported intedta fom a multiple-dose Phase 1b viral
kinetic clinical trial of VX-222 that we are condirg to evaluate the antiviral activity, safetylet@bility and pharmacokinetics of VX-222 in
patients with genotype 1 HCV infection. Interimukts were consistent with the findings of the poesly-conducted three-day viral kinetics
clinical trial. No serious adverse events were rigubin this trial.

We are engaged in late-stage discussiotistiné FDA and other international regulatory auties, regarding the initiation of a Phase 2a
combination trial of telaprevir and VX-222. Thisrgtal trial is expected to begin in the first giearrof 2010 and to evaluate SVR rates using
multiple regimens of telaprevir/VX-222-based therappatients with HCV infection.

Additional HCV Research Activities and DevelopmenPrograms

In addition to our development activitiestdised on telaprevir and VX-222, we are conduaimgimber of earlier-stage research and
development activities aimed at identifying compdsithat have advantageous characteristics for pateise against HCV infection. As we
obtain new data and scientific, business and comialénsights into our own drug candidates anddhey candidates being developed by other
companies, we may periodically change our focuspaiudity with respect to the drug candidates we developing and the research programs
we are pursuing. We currently consider VX-759, eose polymerase inhibitor that we acquired in oiro€hem acquisition, to be a back-up
drug candidate to VX-222. VX-759 has been evaluatdthase 1 clinical trials, and there are no omgaiinical trials for VX-759. VX-985, an
investigational HCV protease inhibitor that we digered, is currently in Phase 1 clinical developm¥®X-813, another investigational HCV
protease inhibitor, is no longer in development. Wdge an ongoing research program directed atifgiengt NS5A inhibitors, a third class of
specifically targeted anti-viral compounds thatlvedieve may be useful in the treatment of HCV itifet

Cystic Fibrosis

Cystic fibrosis is a genetic disorder tafiects about 30,000 people in the United States/@000 worldwide. The drug candidates that
we are developing for CF were selected becaudeeofpotential to address the underlying causefobZincreasing the function of a defective
protein in CF patients, known as the cystic fibsdsansmembrane conductance regulator, or CFTRIeV@H is a systemic disease, progressive
loss of lung function is the primary cause of ims®d mortality in patients with CF. Abnormally thimucus in the lungs of patients with CF
leads to chronic lung infections, lung inflammateomd progressive decline in lung function. Soméepéd with CF also experience problems
with digestion, due to a lack of CFTR function lire fpancreas, resulting in the need for enzyme cepiant therapy. According to the Cystic
Fibrosis Foundation in 2008, the predicted mediamigal for patients with cystic fibrosis is 37 yeaThe underlying cause of CF is a
genetically inherited deficiency in the productimmactivity of the CFTR protein. The CFTR protesdrinivolved in controlling the movement of
chloride ions into and out of cells in the lungesitvglands, pancreas and other organs.
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CF develops when neither of the two copiethe CFTRgene, referred to as alleles, produce sufficienttional CFTR protein. There are
numerous mutations in tlf@FTRgene that result in CF, including the G551D mutatad the F508del mutation. The G551D mutationltgsu
in a defect known as a gating defect, in whichGRE'R protein reaches the cell surface but doegffictently transport chloride ions across
cell membrane. The F508del mutation results infaalé&nown as a trafficking defect, in which theT®¥Fprotein does not reach the cell sur
in sufficient quantities.

According to the 2007 Cystic Fibrosis Foatiah Patient Registry Annual Data Report in thététhStates, approximately 4% of patients
with CF have the G551D mutation on at least oreleal19% of patients with CF have the F508del nartatn both alleles and an additional
approximately 38% of patients with CF have the Fs8nutation on one allele.

There is no available therapy that imprabesfunction of defective CFTR proteins. Insteadhilable treatments for CF pulmonary dise
focus on improving mucus clearance from the lurggwell as treating lung infections and inflammatibnproved mucus clearance is sought
through physical therapy, inhalation of a mucuanimg drug such as Pulmozyme, or inhalation of higpeéc saline. Lung infections are trea
with inhaled and systemic antibiotics while inflarmtion is treated with anti-inflammatory agents likaprofen. In addition, the majority of CF
patients take pancreatic enzyme supplements tstaggh food absorption in digestion.

FEV, , a test of the amount of air that an individual exhale in one second, is the lung function testtraommonly used to monitor CF
disease progression, which is characterized byrpssg/e decreases in FEValues compared to FEWalues observed in healthy individuals.
The FEV, test has been used as an efficacy end-point dtesimg of the currently approved pulmonary drugstie treatment of CF. Since
CF is a chronic disease, pivotal clinical trialsG# drug candidates have involved the measureniéf\d , values over a number of months.
Mean increases in percent predicted R between 5% and 10% over 24-week periods have beserved in the pivotal clinical trials of the
mucus thinning drugs and antibiotics most widelgdufor the management of CF.

We are conducting clinical trials of twaudrcandidates, VX-770 and VX-809, that were settbecause of their potential to improve the
function of defective CFTR proteins in patientshw@F. We discovered VX-770 and VX-809 in our reshatollaboration with The Cystic
Fibrosis Foundation Therapeutics Incorporated, BFT; and with the support and participation of @yestic Fibrosis Foundation. We hold
worldwide development and commercialization rigiot¥X-770 and VX-809, but we will pay royalties @FT on any future sales of VX-770
or VX-809.

VX-770 (investigational oral CFTR potentiator for the treatment of cystic fibrosis)

VX-770 is an investigational oral drug cafade that was selected because of its potentiactease chloride ion transport across cell
membranes by partially restoring the activity ofed¢ive CFTR protein. In May 2009, we initiatedegistration program, referred to as
ENDEAVOR, for VX-770. The VX770 registration program focuses on patients vigh@551D mutation. The registration program coasif
three clinical trials.

The primary clinical trial, which is refed to as STRIVE, is a Phase 3 clinical trial of VX0 that enrolled approximately 170 patients
12 years and older with the G551D mutation onastiene of the patient's tv@FTRgenes, or alleles. In this randomized, placeborodad,
double-blind, parallel-group clinical trial, pattsrwill receive either VX-770 or placebo for 48 weeThe second clinical trial, which is
referred to as ENVISION, is a Phase 3 clinical niavX-770 in patients between 6 to 11 years of agth the G551D mutation on at least one
allele. ENVISION is a two-part, randomized, placedmmtrolled, double-blind, parallel-group clinidal of VX-770. We have completed
part 1 of ENVISION, which evaluated single-dose phacokinetics to determine the dose selectiontiddien ages 6 to 11. We expect that
Part 2 of the ENVISION trial will enroll approxinely 30 patients who will receive either VX-770 daqebo for 48 weeks. The primary
endpoint for the STRIVE and ENVISION clinical trgails absolute change from baseline in FEV
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through week 24. Additional FEymeasurements will be taken through 48 weeks asandary endpoint. Secondary endpoints, including
sweat chloride levels, will be measured to evaltiaeeffectiveness of VX-770 in improving the fuoatof the defective CFTR protein.

The third clinical trial, which is referred as DISCOVER, is a Phase 2 exploratory cliniidal of VX-770 that enrolled approximately 1
patients with CF who are 12 years and older antl thié¢ F508del mutation on both alleles. In thisdanized, placebo-controlled, douliénd,
parallel-group trial, patients will receive eitRéX-770 or placebo for 16 weeks. The primary endof the DISCOVER clinical trial are
safety and change from baseline in FEY{rough week 16. Additional secondary endpointsluiding sweat chloride levels, will be measure

evaluate the effectiveness of VX-770 in improvihg function of the defective CFTR protein. We cotieanticipate that further clinical trials
in patients homozygous for the F508del mutatior wilolve a combination of VX-770 and VX-809.

STRIVE and DISCOVER are fully-enrolled and expect to complete enrollment in ENVISION in fimst half of 2010. If our
registration program for VX-770 is successful anthpleted on the timeline that we currently antitgpave could submit an NDA for VX-770
in the second half of 2011.

Completed Phase 2a Clinical Trial of VX-770

We have completed a Phase 2a clinical afisfX-770 that enrolled 39 patients with the G55@iDtation on at least one allele, 20 of
whom were enrolled in Part 1 of the clinical tgadd 19 of whom were enrolled in Part 2 of the chihtrial. Patients in Part 1 of this clinical
trial were dosed with VX-770 or placebo over 14 gayiods. In Part 2 of this Phase 2a clinical tpaltients were dosed over 28 days in the
following three arms: eight patients received 1590ahVX-770 twice daily; seven patients receive® 25g of VX-770 twice daily; and four
patients received a placebo twice daily.

Safety (primary endpoint)

The primary endpoint of this VX-770 PhasecBnical trial was safety. In Part 1, observedeaade events were similar between VX-770
and placebo treatment over the dosing period. Tenoss adverse events were observed in one pati®art 1, but were not attributed to VX-
770. In Part 2 of this clinical trial, no serioudvarse events were reported and no patients disoeat treatment over the 28-day dosing period.
Also in Part 2, all reported adverse advents welé on moderate in severity.

Lung Function and CFTR Protein Function (secon@agpoints)

In this VX-770 Phase 2a clinical trial, weeasured secondary endpoints of lung function @itRCprotein function. We measured
changes in lung function using FEV CFTR activity was evaluated through measuremeingsveat chloride levels and nasal potential

difference, or NPD. Elevated sweat chloride levelfsgh levels of salt in sweat—occur in CF patiemd eesult directly from defective CFTR
activity in epithelial cells in the sweat ductstiBats with CF typically have elevated sweat clderievels that are in excess of 60 mmol/L,
compared to normal values of less than 40 mmolRDNssesses several aspects of ion channel adtyvityeasuring voltage changes across
the nasal epithelia and is used as a direct mea$@ETR activity and chloride ion movement in uppéway epithelial cells. Typical
assessments of patient NPD show very low CFTR-nedlighloride ion transport in the nasal passagmtiénts with CF.

In Part 1 of the Phase 2a clinical triaMX-770, the eight patients who received 150 mgéadaily over 14 days had a 10.1%
improvement in lung function as measured by arease in FEV, . In these patients, sweat chloride levels had andecrease of 42.3 mmo

from a mean baseline of 95.5 mmol/L over the 14-diaging period. The NPD component decreased byn¥.dindicating increased CFTR
function. There were no statistically significahanges in any of the efficacy measures
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in the placebo arms of Part 1. The four patienteixéng placebo in Part 1 showed a slight decreéas&V , , no notable change in sweat
chloride levels and a -1.74 mV change in NPD.

A summary of data regarding lung functiowl diomarkers of the CFTR protein function, inchgli'p-values" from Part 2 of this Phase 2a
clinical trial, is set forth in the table below. &hesult of statistical testing is often definedeérms of a "p-value," with a p-value of 0.05 csde
generally considered to represent a statisticagfyificant difference.

FEV ; Mean Sweat Chloride NPD Mean
Increase from Mean Decrease Sweat Decrease from
Number of Treatment Baseline at from Baseline at Chloride Baseline at
Patients Arm Day 28 (p-value) Day 28 (p-value) Baseline Day 28 (p-value)
-52.8 mmol/l 10z
8 150 m¢ 11.6% (p<0.01 (p<0.01) mmol/L  -4.3 mV (p<0.05
-32.4 mmol/L 94.¢
7 250 m¢  7.4% (p<0.05 (p<0.05) mmol/L  -10.1 mV (p<0.05
+4.8 mmol/L 98.:
4 Placeb 7.0% (p=0.13 (p=0.38) mmol/L  +0.3 mV (p=0.88

The pattern of FEYresponse in the VX-770 arms was characterizedriapid and sustained increase in FEYrough 28 days. The
increase in FEV in the placebo arm was not considered statisticagjgificant.

VX-809 (investigational oral CFTR corrector compourd for the treatment of CF)

We are evaluating VX-809, an oral correctmmpound that was selected because of its potémiiecrease the concentration of CFTR
proteins on cell surfaces, in patients with the&e&) mutation, a mutation that results in a tr&ifig defectIn vitro , studies of correctors have
suggested that these compounds can restore furtftaefective F508del CFTR protein, with increasrdficking of F508del CFTR protein to
the cell surface and enhanced gating activity dfgelel CFTR protein on the cell surface.

We recently completed a Phase 2a, 28-daigal trial of VX-809 as a single agent in 89 patis 18 years or older with the F508del
mutation on both alleles. This Phase 2a clinidal tvas a randomized, double-blind, placebo-cotedyimultiple dose clinical trial. Patients
received one of four doses of VX-809, or placeh@ddition to standard therapies for 28 days. Tiaéwas designed primarily to evaluate the
safety and tolerability of VX-809. Multiple seconglaandpoints were utilized to determine any effecX-809 on CFTR protein function and
lung function.

Based on a preliminary analysis of the diat the trial, VX-809 was well-tolerated throug8 days of 25 mg, 50 mg, 100 mg and 200
mg once-daily dosing. In the trial, one patientdigtinued treatment in each of the VX-809 treatnaents due to adverse events. Respiratory-
related adverse events were the most commonlytegpadverse event in the trial. Safety and toldéitglwere the primary endpoints of the tr
and a detailed safety analysis is ongoing.

We also evaluated several secondary entipivithe Phase 2a clinical trial. In the triaktd was a statistically significant decline in stvea
chloride at both the 100 mg and 200 mg once-daiked, suggesting that the activity of the CFTRginolvas increased in patients during
dosing. Additionally, we observed a dose responshange in sweat chloride across the four dosapgtdA summary of the preliminary data
regarding sweat chloride levels from this Phaselid&cal trial is set forth in the table below. Thatients' mean baseline sweat chloride levels
were approximately 100 mmol/L, which is consisteith sweat chloride measurements of patients vétrese CF.

Mean Change in Sweat Chloride

Treatment Arm Levels from Baseline at Day 28 p-value
25 mg (onc-da?ly) 0.10 mmol/l .975;
50 mg (onc—dally) -4.61 mmol/l 1328
100 mg (onc-da!ly) -6.13 mmol/l .049¢
200 mg (onc-daily) -8.21 mmol/l .009:

11




Table of Contents

The trial also included additional secorydamdpoints to evaluate CFTR protein function, udaghg CFTR protein trafficking, and lung
function. Additional sub-analyses are ongoing ttedaine any potential trends in other measuresFafRGdependent chloride ion transport,
such as nasal potential difference; or CFTR maturaas measured by an exploratory Western blatyaseowever no statistically significant
changes in these measures were observed in thmipig@ly analysis of data from this trial. The résdltom this Phase 2a clinical trial did not
show any change in lung function, as measured by FEBBased on the results of this clinical trial, wgect to initiate a combination trial of

VX-770 and VX-809 in the second half of 2010 inipats with the F508del mutation on both alleles.

Prior to the above mentioned Phase 2acdlittiial, we completed two Phase 1 clinical triadd/X-809 in healthy volunteers and a Pha:
clinical trial of VX-809 in CF patients who carrigg F508del mutation on at least one of the twdealleThe first clinical trial in healthy
volunteers was a single and multiple-dose triak $acond was a single-dose clinical trial examitimegpharmacokinetics and safety of a solid
dosage form of VX-809. The Phase 1 clinical tnapatients with CF was an escalating dose pharnieetiés and safety clinical trial.

Immune-mediated Inflammatory Diseases
VX-509 (investigational oral JAK3 inhibitor for the treatment of immune-mediated inflammatory diseasés

VX-509 is designed to inhibit Janus kin8ser JAK3, which is involved in signaling pathwaysit control the survival and proliferation
of a type of white blood cells referred to as lyrapjtes. Because of JAKS3's role in lymphocyte bigloge believe it is a promising target for
the design of immunosuppressant drugs for treatwfemtvariety of immune-based diseases. Based witro data, VX-509 appears to be a
potent and selective inhibitor of JAK3. We have pbeted Phase 1 clinical trials of VX-509, includiad’hase 1 single dose and a multiple
dose-ranging 14-day clinical trial of VX-509 in g volunteers.

In January 2010, we initiated a Phase iécel trial of VX-509 in patients with moderate-severe rheumatoid arthritis, or RA, expected
to enroll approximately 200 patients. This doublied) randomized, placebo-controlled trial will dwate the safety, tolerability and clinical
activity of four doses of VX-509. Patients will ge 12 weeks of treatment with VX-509 dosed twdedy compared to placebo. The primary
endpoints of the clinical trial are to evaluateetafand to measure clinical signs and symptomsfofrRpatients after 12 weeks of treatment.
Efficacy assessments will include the American €yl of Rheumatology criteria—ACR20, ACR50 and ACRT0r defining clinical
improvement in patients with RA. ACR20, ACR50 an@R70 are standardized measures of the numberiehpmatvho achieve at least a 20,
50 or 70 percent improvement, respectively, in A§iReified measures of RA activity. The trial wika utilize disease activity score, or DAS,
and European League Against Rheumatism, or EULAByanse criteria as additional efficacy assessm@fasexpect to obtain interim clinic
data from this clinical trial, including measurertgeof safety, tolerability and clinical activitys @arly as the second half of 2010.

We plan to pursue collaborative opportesitior VX-509 with major pharmaceutical companias,expect that we would not enter into a
collaboration until after the receipt of clinicadtd from the Phase 2a trial.

Epilepsy
VX-765 (investigational oral Caspase-1 inhibitiondr the treatment of epilepsy)

VX-765 is designed to inhibit the interlédd converting enzyme, which is an enzyme thatrods the generation of cytokines, ILBlanc
IL-18, that are believed to mediate a wide rangienofiiune and inflammatory responses in many cebdsyjEpilepsy is a chronic neurological
disorder that
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is defined by recurrent seizures that are the re$§wlveractive neurons in the brain. Recent stdigggest that inflammation and
overproduction of IL-13 may be associated with the initiation and mainteeast epileptic seizures. While there are a nunalbeurrently
approved anticonvulsant medications used to traéémts with epilepsy, a substantial portion ofgrat are considered to be treatmessistan
because they continue to have seizures while taipgoved anti-epileptic drugs.

VX-765 has been shown to inhibit acute &g in preclinical models. In addition, VX-765 &mwn activity in preclinical models of
chronic epilepsy that do not respond to approvedegileptic drugs. VX-765 previously has been dbseover 100 patients in Phase 1 and
Phase 2a clinical trials relating to other indioa8, including a 28-day Phase 2a clinical trighatients with psoriasis. We terminated
development for psoriasis in 2006 because pat@idtaot show an adequate response to therapy WHY85. We believe that the data we h
from the nonclinical studies together with safetfprmation from previous clinical trials in humafies VX-765 provide a rationale to explore
the clinical potential of this drug candidate aseatment for epilepsy. We expect that VX-765 Wwél the first clinical drug candidate to target
epilepsy through the inflammation pathway.

The Phase 2a trial for VX-765 we initiatadhe first quarter of 2010 is expected to enaplbroximately 75 patients with treatment-
resistant epilepsy. The double-blind, randomizéal;gbo-controlled clinical trial is expected to kenxde the safety, tolerability and clinical
activity of VX-765. Patients will be monitored feeizure frequency during an initial six week baszperiod and then for six weeks while they
are receiving treatment with VX-765. The primarylpaints of the trial are safety and tolerabilitheTsecondary endpoints will evaluate
clinical efficacy relative to baseline measuredéguction in seizure frequency and number of ptieith a 50 percent or greater reduction in
seizure frequency versus baseline.

COMMERCIAL ORGANIZATION

We plan to market telaprevir in North Antari and we hold worldwide commercial rights to ¢liger drug candidates in our pipeline. C
the past several years, we have expanded our cari@in@mganization with a focus on building our urstanding of the HCV market,
developing our commercial strategy for the potégianch of telaprevir, and planning the infrasttwe necessary to support future commel
activities. In addition, our commercial organizatioas continued to provide market insight to oseagch and development organization
regarding VX-770 and our earlier-stage drug candsla

We believe that we have developed a dedprstanding of the HCV market in the United Sta@s: understanding incorporates
information regarding the current standard of egevell as both patient and health care providdtifides toward current and potential, future
therapies. Based on this information and the dataimed from our Phase 2 clinical trials of telafirewe have begun developing our marke
strategy for telaprevir, which we intend to updarel refine as we obtain additional information relgeg the potential commercial profile for
telaprevir. In particular, we plan to incorporate information we obtain regarding the efficacy aatkty of telaprevir from our registration
program into our marketing strategy.

In the period prior to the anticipated leliof telaprevir, we will expand our commercial @nigation to an even more significant extent.
This expansion will include implementation of intal systems and infrastructure in order to suppammmercial sales, incorporation of
appropriate compliance policies and procedureapishment of patient-focused programs and hirisglas force to promote telaprevir, if
approved, to health care providers. We are assegblgroup of executives with broad experience anketing, sales, distribution, and
reimbursement of drugs. We will continue to expandcommercial infrastructure by hiring a sales agment team followed by a
commercial sales force in the United States.

In addition, our government affairs and Ipupolicy group has begun the process of advogatiith state and federal legislatures,
government agencies, public health officials arfteopolicy-makers.
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We are advocating policies that promote life sodsnianovation and greater awareness regarding Hé&¢tion.

Under our collaboration agreement with §answve will be reliant on Janssen to effectivelykaatelaprevir in the European Union and
the rest of its territory. Mitsubishi Tanabe willnket telaprevir in Japan and specified other atesin the Far East. If we obtain approval, we
may further develop our own capabilities to maiked sell one or more of our other drug candidatesarkets outside North America. We are
assessing various scenarios to support VX-770, withn and beyond the United States. CF marketd te be highly concentrated and are
therefore accessible through a variety of prometi@pproaches.

RESEARCH PROGRAMS

We believe that our integrated drug desigproach has significantly enhanced our abilitgiszover and develop small molecule drug
candidates directed at biologically complex targstsociated with serious diseases. Our drug desadfiorm integrates biology, pharmacology,
drug metabolism and pharmacokinetics, toxicologgterial sciences, biophysics, medicinal chemistigy process chemistry, automation and
information technologies in a coordinated and stemdous fashion throughout the discovery processb®lleve that our approach has been
validated through our success in moving drug caatdglinto clinical trials. We have decided to foonsseveral core therapeutic areas, in order
to expand and develop our expertise in specificagpeutic areas and to permit a framewaork for pbafelanning and execution. Currently, the
four therapeutic areas of highest priority to wes &rfectious diseases, including viral and baaténfections; IMIDs; cancer; and neurological
diseases and disorders, including pain. Driverhleycomplexity of the therapeutic areas selectechnea@ttempting to identify multiple targets
within each indication that, either as a stand-althrerapy or combination therapy, could providatireent options that are transformational in
nature. The objective of this approach is to enabl® eventually provide multiple drugs in eachihe&fse therapeutic areas. We selected these
therapeutic areas by mapping our research strerigttigding expertise in kinases, proteases andlim@ne proteins, onto therapeutic areas
with high unmet need, with an emphasis on indiceti@here we believe we, independently or in collation with other pharmaceutical
companies, will be able to discover, develop, amdmercialize important medicines for serious diesa®Vithin each therapeutic area, we
intend to focus initially on specific indications.

Our past drug discovery efforts have predua variety of drug candidates that have been @cialized or are currently in preclinical or
clinical development. We believe our ongoing reskegrograms continue to create value for us by igeimg new drug candidates in areas of
significant unmet medical need. We have commencedipical activities for a number of additionalestigational compounds, one or mor:
which may enter clinical development in 2010.

To augment our internal research programesseek to collaborate with leading academic rebeastitutions, government laboratories,
foundations and other organizations in order tcaade research in our areas of therapeutic intasastell as in areas of basic technological
enablement. We have established relationshipsavganizations and organized consortia of orgardratirom around the world with expert
in areas of interest to us, and intend to levethgeexperience to further our research efforts.example, we have entered into a collaboration
with CHDI Foundation, Inc., a noprofit foundation committed to accelerating thecdigery and development of new drugs that delaytiset
or slow the progression of Huntington's diseasés €bllaboration is aimed at developing assaysifarin discovering novel compounds for
treatment of Huntington's disease.

CORPORATE COLLABORATIONS

We have entered into corporate collabonatieith pharmaceutical and other companies anchazgtions that provide financial and other
resources, including capabilities in research, gmeent, manufacturing, and sales and marketingypport our research and development
programs.
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Janssen Pharmaceutica, N.V.

In June 2006, we entered into a licenseeldpment, manufacturing and commercialization egrent with Janssen. Under the
collaboration agreement, we collaborate with Jamsselevelop and commercialize telaprevir. Undertdrms of the collaboration agreement,
we retain exclusive commercial rights to telapréviNorth America and lead the development plartétaprevir in North America and the
Janssen territories. Janssen has exclusive rigltsmmercialize telaprevir outside of North Amer&rad the Far East. In connection with the
execution of the collaboration agreement, we reban up-front payment of $165.0 million in JulyoBOAs of December 31, 2009, we had
received $100.0 million of contingent milestone p@yts related to the development of telaprevir utite collaboration agreement. In
addition, the agreement provides for additionalticgent milestone payments to us of up to $250l0anirelated to the regulatory filing with
and approval of telaprevir by the European MedigiBealuation Agency, and the launch of telapravithe European Union. In the third
quarter of 2009, we entered into two financial actions related to these $250.0 million in podrititure milestone payments, which are
discussed in detail in the consolidated finandiaiesnents and management's discussion and anedyg&ned in this Annual Report on
Form 10-K. In the first transaction, we issued terio the amount of $155.0 million secured by tingt $155.0 million of these milestone
payments, and in the second transaction we soldgits to the remaining $95.0 million in futurelestone payments. Our collaboration
agreement with Janssen was unchanged by thesadtions.

Janssen is responsible for 50% of drug ldeweent costs under the development program fotiN&merica and the Janssen territories.
Each of the parties to the collaboration agreeméhbe responsible for drug supply in their resipee territories. The collaboration agreement
also includes a tiered royalty payable to us avagam the mid-20% range, as a percentage of hes &a the Janssen territories, depending
upon successful commercialization. In additionsdan will be responsible for certain third-partyaities in its territories. Janssen may
terminate the collaboration agreement upon six hdmtotice to us. In such an event, all manufaegrtommercialization and intellectual
property rights to telaprevir in the Janssen tarigts under the collaboration agreement will reve@ns.

As part of the collaboration agreementipfeing regulatory approval and commercializatiortedprevir in both North America and
Janssen's territories, we have agreed to establgbbal health initiative with Tibotec, with theas of advancing the prevention, diagnosis,
treatment and cure of HCV infection, which will pencipally directed toward developing countries.

Mitsubishi Tanabe Pharma Corporatio

In June 2004, we entered into a collaboraéigreement with Mitsubishi Tanabe pursuant talwMitsubishi Tanabe agreed to provide
financial and other support for the development emdmercialization of telaprevir. Under the termishe agreement, Mitsubishi Tanabe has
the right to develop and commercialize telapravidapan and specified other Far East countriesolipmal agreement provided for payments
by Mitsubishi Tanabe to us through Phase 2 clindealelopment, including an up-front license feejaligoment stage milestone payments and
reimbursement of certain drug development costsefaprevir.
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In July 2009, we amended the collaboratigreement with Mitsubishi Tanabe. Under the ameadeeement, we received $105.0 million
in the third quarter of 2009, and will be eligiliereceive a further contingent milestone paymehich if realized would range between
$15.0 million and $65.0 million. The amended agreetiprovides Mitsubishi Tanabe with a fully-paiceinse to commercialize telaprevir to
treat HCV infection in Japan and specified othamtdes in the Far East, as well as the right toufecture telaprevir for sale in its territory.
Mitsubishi Tanabe is responsible for its own depeient and manufacturing costs in its territory.uliishi Tanabe may terminate the
agreement at any time without cause upon 60 daips'ritten notice to us.

Cystic Fibrosis Foundation Therapeutics Incorporate

In May 2004, we entered into a collabomagreement with CFFT, the non-profit drug discgveard development affiliate of the Cystic
Fibrosis Foundation, pursuant to which CFFT progtide with funding for our CF research and develaprpeograms, which funding was
completed in 2008. Two drug candidates currentlglimcal development for CF, VX-770 and VX-809, mealiscovered by us under this
research collaboration. We retain the right to tlgvend commercialize any compounds discoverebdarcourse of the research collaboration,
including VX-770 and VX-809, and we will pay a rdiyato CFFT on the net sales of any approved ddigsovered in the collaboration.

Merck & Co., Inc.

In June 2004, we entered into a collaboratvith Merck to discover, develop and commerceakairora kinase inhibitors. Under the
agreement, Merck was responsible for developingcamamercializing the drug candidates that resuiteh the collaboration worldwide and
would have paid us royalties on any product salksck may terminate the agreement at any time witlsause upon 90 days' advance written
notice, except that a longer notice period is neggliin certain circumstances. Merck is conductifthase 1 clinical trial of MK-5108 (V%89)
involving patients with advanced and/or refractmors, but has indicated to us, based on its arsabf its broader portfolio of drug
development programs, that it does not anticipatgicuing further development activities with respm MK-5108 after the completion of
dosing of patients currently enrolled in this Phasdinical trial. Merck is not conducting any othainical trials of drug candidates that resu
from the collaboration.

GlaxoSmithKline plc

In 1993, we entered into a collaboratiothvislaxoSmithKline plc covering the research, depeient and commercialization of HIV
protease inhibitors. The agreement provides thax@mithKline will pay us a royalty on all net sakdf the HIV protease inhibitors covered
the agreement. In May 2008, we sold our right teeinee future royalties from GlaxoSmithKline withspect to these HIV protease inhibitors,
excluding the amount necessary to pay a third pagybroyalty on these net sales, for a one-tirsb payment to us of $160.0 million.

INTELLECTUAL PROPERTY

We actively seek protection for our produahd proprietary information by means of Uniteat&t and foreign patents, trademarks and
copyrights, as appropriate. In addition, we relpmitrade secret protection and contractual arraegésro protect certain of our proprietary
information and products. We have patents and pgnattent applications that relate to potentiabdargets, compounds we are developing to
modulate those targets, methods of making or usioge compounds and proprietary elements of o discovery platform.

Much of our technology and many of our gsses depend upon the knowledge, experience disdaskiey scientific and technical
personnel. To protect our rights to our proprietampw-how and
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technology, we require all employees, as well asconsultants and advisors when feasible, to eénterconfidentiality agreements that require
disclosure and assignment to us of ideas, develofan@iscoveries and inventions made by these grapf) consultants and advisors in the
course of their service to us.

While we have numerous issued patents andipg patent applications in our patent portfole, believe that the patents and patent
applications in the United States and the Européson that are the most important to our businesdteose that claim the composition-of-
matter of drug candidates that have progresseghat into Phase 2 clinical trials. The followinpleasets forth the status of the primary patents
and patent applications in the United States aadttiropean Union covering the composition-of-maifehese drug candidates:

Status of United States Patent Status of European Union Patent
(Anticipated Expiration, (Anticipated Expiration,
Drug Candidate Subject to Potential Extensions) Subject to Potential Extensions)
telaprevir (VX-950) Application Pending (2021 Granted (2021
VX-770 Granted (2025 Application Pending (202¢
VX-222 Application Pending (2027 Application Pending (2027
VX-809 Application Pending (202¢ Application Pending (202¢
VX-509 Application Pending (202t Application Pending (202¢
VX-765 Granted (2021 Application Pending (2021

We hold issued patents and pending pafgiications in the United States, and in foreignrtdes we deem appropriate, claiming
intellectual property developed as part of eacowfsignificant research and development progrdmaddition to the composition-of-matter
patents and patent applications listed above,rdaliéctual property holdings include but are rmited to:

. United States and foreign patents and patent ajgits covering telaprevir, VX-222, VX-759, VX-98®Bid other HCV protease
and polymerase inhibitors and the use of these comgts to treat HCV infection.

. United States and foreign patent applications dogguotentiators and correctors of the CFTR proteicluding VX-770 anc
VX-809 and many other related compounds, and teeotithose potentiators and correctors to treat CF.

. United States and foreign patents and patent ajgits covering inhibitors of a variety of kinageteins, including V:-509, a
JAKS inhibitor.

. United States and foreign patents and patent aijgits covering caspase-1 inhibitors, including Y85.

. United States and foreign patent applications dogeghe manufacture, pharmaceutical compositicglated solid forms

formulations, dosing regimens and methods of ughexfe compounds, including telaprevir and VX-770.

We cannot be certain, however, that isqsdnts will be enforceable or provide adequatéeptimn or that pending patent applications
will result in issued patents

From time to time we enter into non-exchedicense agreements for proprietary third-pagghhology used in connection with our
research activities. These license agreementsafypiarovide for the payment by us of a license fag may also include terms providing for
milestone payments or royalties for the developna@for commercialization of our drug productsiagsrom the related research.
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MANUFACTURING
Manufacturing Approach and Philosop

As we advance our proprietary drug caneisl#tirough clinical development toward commercidion, we will continue to build and
maintain our supply chain and quality assuranceurees. We rely on an international network ofdhparties to manufacture and distribute
drug candidates for clinical trials, and we exgbet we will continue to rely on third parties tihie foreseeable future to meet our commercial
supply needs for any of our drug candidates ttetpproved for sale.

Our supply chain for sourcing raw materesl manufacturing drug product ready for distitruis a multi-step international endeavor.
Third-party contract manufacturers, including samaésia, supply us with raw materials, and contraeinufacturers in the European Union
and the United States convert these raw materitdsirug substance, and convert the drug substatacénal dosage form. Establishing and
managing this global supply chain requires a sigaift financial commitment and the creation andmtemiance of numerous third-party
contractual relationships.

We are focusing resources on the developpfesystems and processes to track, monitor aedsee our third-party manufacturers'
activities. We regularly evaluate the performantew third-party manufacturers with the objectofeconfirming their continuing capabilities
to meet our needs efficiently and economically. Mfanturing facilities, both foreign and domestig aubject to inspections by or under the
authority of the FDA and by or under the authodtyther federal, state, local or foreign authestiA failure by any of our third-party
manufacturers to pass an inspection could adveedtdygt our ability to launch telaprevir or VX-71®a timely manner, if we obtain marketing
approval, or adversely affect our ability to contrto distribute telaprevir or VX-770 after launch.

We have established a quality assuranagrano intended to ensure that our third-party mastufars and service providers produce
materials and provide services, when applicablactordance with the FDA's current Good ManufantuRractices, or cGMP, and other
applicable regulations.

Manufacture of Telaprevir Clinical and Commercialpplies

We require a supply of telaprevir for olinical trials and have agreed to exercise ourramttial rights from our thirgharty manufacturel
to provide a supply of telaprevir to Janssen antsidbishi Tanabe for their clinical trials. We widlquire a supply of telaprevir for sale in North
America if we obtain marketing approval and haveead to exercise our contractual rights from oirdtparty manufacturers to provide, until
April 2012, a supply of telaprevir drug substane@itsubishi Tanabe for their use in manufactuffingl dosage telaprevir for sale, if
approved, in its territory.

We have completed the technical developmemk for our commercial formulation of telaprevéstablished relationships with multiple
third-party manufacturers for the manufacture of clinabadl commercial supply of telaprevir, and completestracts for our primary supply
drug substance, drug product and key raw mateMétsare manufacturing telaprevir, through our tigedty manufacturer network, to meet
our, Janssen's and Mitsubishi Tanabe's clinicgblgupeeds. We believe our past and continuing &fftar expand our relationships with third-
party manufacturers and oversee their activitidshei important to support a timely and effectiveranercial launch of telaprevir and its
consistent supply in subsequent years.

We have completed the transfer of techriidarmation regarding the manufacture of telapréwiJanssen so that Janssen will be able to
manufacture telaprevir, if approved, for sale ins&en's territories and as a secondary supplysadfidrug substance for us. While we believe
there are multiple third parties capable of prawidimost of the materials and services we needderdo
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manufacture and distribute telaprevir, and thapsupf materials that cannot be second-sourcedbeamanaged with inventory planning, there
is always a risk that we may underestimate demamdl that our manufacturing capacity through thiagip manufacturers may not be
sufficient. In addition, because of the significedd times involved in our supply chain for telapr, we may have less flexibility to adjust our
supply in response to changes in demand than Haseshorter lead times.

Manufacture of V:770 Clinical and Commercial Supplies

We require VX-770 for clinical trials in Kb America and Europe, and will require a supgdlyy®-770 for sale in North America and
Europe if we obtain marketing approval. We obtalX+¥%70 to meet our clinical supply needs throughiedtparty manufacturer network and
are focused on completing the technical developmenk required to produce VX-770 at a commercialecWe are in the process of
expanding our existing relationships with our thirakty manufacturers and establishing new relakignsswith third-party manufacturers, in
order to establish a supply chain for VX-770 tomup the potential commercial launch of VX-770.

COMPETITION

The pharmaceutical industry is characterizg extensive research efforts, rapid technoldgicagress and intense competition. There are
many public and private companies, including phamsuéical companies, chemical companies and biotdogy companies, engaged in
developing products for the same human therapautias that we are targeting. Many of our competitave substantially greater financial,
technical and human resources than we do and ae emperienced in the development of new drugs Weare. In order for us to compete
successfully, we may need to demonstrate improaéatys efficacy, ease of manufacturing and markeeptance of our products relative to
our competitors' products that have received drreddeive regulatory approval for marketing.

We face competition based on the safetyedfichcy of our drug candidates, the timing andpscof regulatory approvals, the availability
and cost of supply, marketing and sales capalsilititimbursement coverage, price, patent proteatimhother factors. Our competitors may
develop or commercialize more effective, safer oremaffordable products than we are able to devetammercialize or obtain more
effective patent protection. As a result, our cotitpes may commercialize products more rapidly ffecively than we do, which would
adversely affect our competitive position, the liftkeod that our drug candidates, if approved, wadtieve initial market acceptance and our
ability to generate meaningful revenues from thdrsgys. Even if our drug candidates are approvedaghive initial market acceptance,
competitive products may render our drugs obsaeteoncompetitive. If any such drug is renderectdie, we may not be able to recover the
expenses of developing, stockpiling and commeumiiadithat drug. With respect to all of our drugs @nug candidates, we are aware of
existing treatments and numerous drug candidatdsvelopment by our competitors.

HCV Infection
Current HCV Market

A 48 week course of both peg-IFN, whichuiegs weekly injections, and RBV, which is an atalg, is the current standard treatment for
genotype 1 HCV infection. This treatment regimeadsociated with significant side-effects, inclypfatigue, flu-like symptoms, rash,
depression and anemia. A significant portion ofgras who begin treatment do not achieve an SVReBa&n discussions with physicians who
treat patients infected with HCV, we believe thedre are a significant number of patients with HE86 have been diagnosed but not yet
achieved an SVR that may consider treatment with therapies that are more effective.
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Initial Anticipated Competitive Landsca

While we are aware of numerous companiasdte developing potentially competitive drug dgdates, Merck's (previously Schering-
Plough's) protease inhibitor, boceprevir, is thiy @motease inhibitor that is being developed dimeline comparable to telaprevir. Merck is
conducting Phase 3 clinical trials of boceprevid &as indicated that it expects to submit an NDibiaceprevir in 2010, which would put it on
a timeline to potentially launch boceprevir in 20Merck's Phase 3 clinical trials include a clinicgl that enrolled approximately 404
treatment-failure patients but excluded null resfara to prior treatment and a Phase 3 clinicdlitriaolving approximately 1,100 treatment-
naive patients with genotype 1 HCV infection. Inddmber 2009, Merck initiated another Phase 3 dirtigal for boceprevir that it estimates
will enroll approximately 660 patients infected vigenotype 1 HCV to compare the effect on efficaicgrythropoietin use versus reducing the
dose of RBV for the management of anemia.

If telaprevir and boceprevir are both appdon a comparable timeline, we believe that tgslwould compete in the marketplace based
on, among other things, safety and efficacy dataftheir respective clinical trials, breadth of epged use, dosing regimen, cost, cost of co-
therapies and side-effect profiles.

Longterm Competitive Landscape

We are aware of numerous other compoundsriital trials that target HCV infection througlinumber of different mechanisms of
action, and we believe that there are many additipatential HCV treatments in research or earlettspment. There are a number of earlier-
stage protease inhibitors, HCV polymerase inhibitord HCV NS5A inhibitors, each of which is a sfieally targeted anti-viral compound.
We believe that these earlier-stage drug candidéitagproved, would be launched several years &dtaprevir. If any of these drug candidates
is approved as a treatment for HCV infection, wpeet that such drug candidates would compete wiéiptevir on the basis of the factors
described above.

Future competition in the HCV treatment ketrmay result from the administration of combioas of new oral therapies, and we are
aware of a number of companies focusing on devetppombinations of specifically-targeted antivicampounds. We are planning a Phase 2a
clinical trial to evaluate a combination of VX-223r lead polymerase inhibitor, and telaprevir vatid without pedFN and RBV. We also a
aware that Bristol-Myers Squibb Company is condigcfhase 2 clinical trials of an NS5A inhibitorsitdeveloping in combination with a
protease inhibitor it is developing, and Intermune, and Pharmasset, Inc., in collaboration witithe, are evaluating a combination of a
protease inhibitor being developed by Intermuneapdlymerase inhibitor being developed by Pharptass

CF

Several companies are engaged in the pafateveloping treatments for CF, including a tedinumber of drug candidates that are
designed to improve the function of CFTR protears] a number of antibiotics and anti-inflammatonygdcandidates. PTC Therapeutics, Inc.
is evaluating ataluren, which was formerly knowrPa&124, in a Phase 3 clinical trial in patientthw@F. Ataluren is a drug candidate
designed to improve the production of CFTR proté@ingatients with nonsense genetic mutations thhtthe production of CFTR proteins
before the protein is fully formed. Inspire Phareaticals Inc. is conducting Phase 3 clinical trizflslenufosol tetrasodium, an inhaled
molecule designed to stimulate chloride and licggdretions in the airways of patients with CF.
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GOVERNMENT REGULATION

The research, development, testing, matwfacquality control, approval, labeling, packagistorage, record keeping, promotion,
advertising, distribution and marketing of the doagndidates that we are developing are subjecttemsive regulation by United States and
foreign governmental authorities. In particularaphaceutical products are subject to rigorous jmieel, nonclinical and clinical testing and
other approval requirements by the FDA in the UhB¢ates under the Federal Food, Drug and Coswetj@and by comparable agencies in
most foreign countries. In addition to prohibititige sale and distribution of pharmaceutical proslpetor to regulatory approval, the FDA and
comparable agencies in most foreign countries pibthie pre-approval promotion of investigationalgs. We have summarized the FDA
process below, but other countries may have difteapproval processes with which we or our collabans will need to comply if we seek to
conduct clinical trials or obtain marketing apprbwethose countries. In addition, even if we ulditaly intend to seek initial marketing apprc
in the United States, we may conduct early clinidals in other countries, for a variety of reasoand therefore the submission of our initial
investigational new drug, or IND, application iretbinited States might not occur until after onenore foreign-sited clinical trials have been
initiated.

FDA Approval Process

As an initial step in the FDA regulatoryiew process, toxicity studies in animals and oti@nrclinical studies typically are conducted to
help identify potential safety problems that migktassociated with administration of the drug cdaudi being tested. For certain diseases,
animal models exist that are believed to be pradiaif efficacy in humans. For such diseases, g dandidate typically is tested for efficacy
that animal model. The results of these initiahaadi safety and disease model studies are subnbitténd FDA as a part of the IND submission,
prior to commencement of human clinical trialshe tUnited States. For several of our drug candsgate appropriately predictive animal
model exists. As a result, movivo evidence of efficacy will be available until thadeig candidates progress to human clinical trialgariety
of nonclinical studies in a number of animal specad other nonclinical studies, ordinarily araducted while human clinical trials are
underway, to provide supplemental toxicology arfteoinformation. This information as well as theuks from the early clinical trials provit
a foundation for the design of broader and morgtlenhuman clinical trials.

Clinical trials typically are conductedthree sequential phases, although the phases nealapyvPhase 1 frequently begins with the in
introduction of the drug candidate into healthy laumnsubjects prior to introduction into patientseThiug candidate may then be tested in a
relatively small number of patients for preliminanjormation, dosage tolerance, absorption, metsimplexcretion, clinical pharmacology and,
if possible, for early information on efficacy. Blga2 typically involves trials in a small samplelod intended patient population to assess the
efficacy of the drug for a specific indication,determine dose tolerance and the optimal dose ramgjéo gather additional information relat
to safety and potential adverse effects. Phasal8 &re undertaken to further evaluate clinicéétyaand efficacy in an expanded patient
population at geographically dispersed trial sitegbtain information on the overall risk-beneéitio of the drug candidate and to provide an
adequate basis for proposed labeling. Each trizdfiglucted in accordance with standards set faréhgrotocol that details the design and
objectives of the trial, the parameters to be usedonitor safety and the efficacy criteria to valaated. For clinical trials in the United States,
each protocol must be submitted to the FDA to sempeht the original IND submission. Further, ea@hichl trial must be evaluated by an
independent Institutional Review Board, or IRB, ethevaluates clinical research at or for eachtirtitin at which the trial will be conducted.
The IRBs will consider, among other things, ethieakors and the safety of human subjects in tbpgsed trials.
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Data from nonclinical testing and all ctial trials, along with descriptions of the manutfiictg process, analytical tests, proposed labeling
and the proposed risk evaluation and mitigatioatsgies and other relevant information, are sulechitb the FDA as part of requesting
approval to market the drug in the NDA. The proagfssompleting nonclinical and clinical testing psuitting the NDA and obtaining FDA
approval for a new drug is likely to take a numbkyears and require the expenditure of substarggdurces. Preparing an NDA involves
extensive data collection, verification, analysisl &xpense, and there can be no assurance thawapef the drug candidate that is the subject
of a particular NDA will be granted on a timely gsf at all. The FDA reviews all NDAs to ensutat they are sufficiently complete for
substantive review before it accepts them fordiliihe approval process is affected by a numb&atbrs, including the severity of the
targeted disease, the availability of alternatireatments and the risks and benefits demonstratelihical trials. The FDA may deny an NDA
if applicable regulatory criteria are not satisf@mdmay require additional testing or informatidmong the conditions for marketing approve
the requirement that the prospective manufactugeigdity control and manufacturing procedures canfto the FDA's cGMP regulations,
which must be followed at all times. In complyingwstandards set forth in these regulations, mastufers must continue to expend time,
money and effort in the area of production anditpabntrol to ensure full compliance. Manufactyyifacilities, both foreign and domestic,
also are subject to inspections by the FDA andthgrdfederal, state, local agencies or foreign@ities. In addition, the company developing
a drug candidate typically must submit a plan sgttorth its risk evaluation and mitigation strateg

Under the FDA Modernization Act of 1997e thDA may grant "Fast Track" designation to fagiktthe development of a drug intended
for the treatment of a serious or life-threatentogdition if the drug demonstrates, among othergi the potential to address an unmet
medical need. The benefits of Fast Track designatiolude scheduled meetings with the FDA to reeéiyput on development plans, the
option of submitting an NDA in sections rather tlsatvmitting all sections simultaneously, and th&aopof requesting evaluation of trials
using surrogate endpoints. Fast Track designaties dot necessarily lead to a priority review areéerated approval of a drug candidate by
the FDA. Telaprevir and VX-770 have received Fasick designation by the FDA.

Timing to Approval

We estimate that it generally takes 108qg@ars, or possibly longer, to discover, develog laring to market a new pharmaceutical
product in the United States as outlined below:

Phase: Objective: Estimated Duration:
Discovery Lead identification and target validati 2 to 4 year:
Preclinical Initial toxicology for preliminary identificationfaisks

for humans; gather early pharmacokinetic « 1to 2 year:
Phase 1 Initial evaluation of safety in humans; study hdwe t

drug candidate works and is metaboli: 1to 2 year:
Phase : Gather data on the effectiveness of the drug cate

and its optimal dosage; continue safety evaluz 2 to 4 year:
Phase 3 Confirm efficacy, dosage regimen and safety praffl

the drug candidate; submit NC 2 to 4 year:
FDA approval Approval by the FDA to sell and market the drug fo

the approved indicatio 6 months to 2 yeal

A drug candidate may fail to progress at jpoint during this process. Animal and other narichl studies typically are conducted during
each phase of human clinical trials.
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Patent Term Restoration

Pursuant to the Drug Price Competition Batent Term Restoration Act of 1984, referred tthasHatch-Waxman Amendments, some of
our patents, under certain conditions, may beldkdor limited patent term extension for a peraddip to five years as compensation for pa
term lost during drug development and the FDA ratpuly review process. However, this extension gec@nnot be extended beyond 14 years
from the drug's approval date. The patent ternoragon period is generally orfealf the period of time elapsed between the effedtiate of al
IND application and the submission date of an NpWus the period of time between the submission dbtee NDA and FDA approval. The
United States Patent and Trademark Office, in deeison with the FDA, reviews and approves applaas for any patent term extension or
restoration. We intend to seek the benefits ofdtasute, but there can be no assurance that weendble to obtain any such benefits.

Orphan Drug Designation

Under the Orphan Drug Act, the FDA may gi@phan drug designation to drugs intended td &i¢aare disease or condition” that affects
fewer than 200,000 individuals in the United Sta@sgphan drug designation must be requested bstdmitting an NDA. Orphan drug
designation does not convey any advantage in,antesihthe duration of, the regulatory review angrapal process. If a drug that has an
orphan drug designation subsequently receivedr$teFDA approval for the indication for which ial such designation, the product is entitled
to orphan exclusivity, which means the FDA may aygprove any other application to market the sarmg tbr the same indication for a period
of seven years, except in limited circumstancesh sis a showing of clinical superiority to the prodwith orphan exclusivity. Nevertheless,
competitors may receive approval of different dragbiologics for the indications for which the bgm product has exclusivity. VX-770 has
been granted orphan drug designation.

Post-approval Studies

Even after FDA approval has been obtaifigther studies, including post-approval trials,ynhe required to provide additional data on
safety and will be required to gain approval far fale of a drug as a treatment for clinical intlices other than those for which the drug
initially was approved. Also, the FDA will requipost-approval reporting to monitor the side-effedtthe drug. Results of post-approval
programs may limit or expand the indications foiiehhthe drug may be marketed. Further, if theresamerequests for modifications to the
initial FDA approval for the drug, including charggi@ indication, manufacturing process, labelingnanufacturing facilities, submission of a
supplemental NDA to the FDA may be required.

Reimbursement

Sales of drugs depend in significant parthe availability of third-party reimbursement.ihparty payors include government health
administrative authorities, managed care providaisate health insurers and other organizations.aMicipate third-party payors will provide
reimbursement for our drugs if we are successfobitaining marketing approval. However, third-pgrayors are increasingly challenging
pricing, and in some cases, examining the cost#éffness of drugs. In the future, we may needtalact expensive pharmacoeconomic
studies for some of our drug candidates in ordeletmonstrate their cost-effectiveness, if we swgfalg obtain marketing approval. The
process of seeking reimbursement from third-paatyops in the future may be time-consuming and esiven

The Medicare Prescription Drug Improvenmemd Modernization Act of 2003, or the MMA, extendegrescription drug benefit to
Medicare beneficiaries and imposed requirementghiodistribution and pricing of prescription drugsder Medicare Part D. Unlike other
Medicare benefits,
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the drug benefit available under Part D is notdéadized and there is no guarantee that any diugHich we obtain approval will be covered
under Part D.

We expect that there may continue to beraber of federal and state proposals to implemeweigimental pricing controls and limit the
growth of health care costs, including the cogtrefscription drugs. At the present time, Medicarprohibited from negotiating directly with
pharmaceutical companies for drugs. However, Casggeconsidering passing legislation that wodtdhie ban on federal negotiations.

In addition, in some foreign countries, flieposed pricing for a drug must be approved leefomay be marketed lawfully. The
requirements governing drug pricing vary widelynfrgountry to country. For example, the Europearobigrovides options for its member
states to restrict the range of medicinal prodfartsvhich their national health insurance systemwvigle reimbursement and to control the
prices of medicinal products for human use. A manshkete may approve a specific price for the medigdproduct or it may instead adopt a
system of direct or indirect controls on the piadfitity of the company placing the medicinal protoe the market.

Foreign Regulation

In addition to regulations in the Unitect®s, we and our collaborators are and will beesatltp a variety of foreign regulations governing
clinical trials and commercial sales and distribntof drugs. Whether or not we obtain FDA apprdeak drug, approval of a drug candidate
by the comparable regulatory authorities of foredgnntries must be obtained before we or our coftators can commence clinical trials or
marketing of the drug in those countries. The apalrprocess varies from country to country andtiime may be longer or shorter than that
required for FDA approval. The requirements gowegrthe conduct of clinical trials, product licergipricing and reimbursement vary greatly
from country to country.

Under European Union regulatory systemsketang authorization applications may be submitéter under a centralized or
decentralized procedure. The centralized proceduigh is compulsory for medicines produced byaiarbiotechnological processes and
optional for those that are highly innovative, goms for the grant of a single marketing authorirathat is valid for all European Union
member states. For drugs without approval in anpjean Union member state, the decentralized ptwegutovides for assessment of a
marketing application by one member state, knowtha@seference member state, and review and pesgibroval of that assessment by on
more other, or concerned, member states. Undeptbéedure, an applicant submits an applicationlossier, and related materials—draft
summary of product characteristics, draft labeling package leaflet—to the reference member state@cerned member states. The
reference member state prepares a draft assesamedtafts of the related materials within 120 dafysr receipt of a valid application. Within
90 days of receiving the reference member statessament report, each concerned member stateletide whether to approve the
assessment report and related materials. If a nestédte cannot approve the assessment report Eteld-enaterials on the grounds of potential
serious risk to public health, the disputed pomts/ eventually be referred to the European Commonissivhose decision is binding on all
member states of the European Union.

Other Regulations

Pharmaceutical companies also are suljaarious federal and state laws pertaining tothezre "fraud and abuse," including anti-
kickback laws and false claims laws. Akitkback laws make it illegal for any entity or pen to solicit, offer, receive or pay any remuniera
in exchange for or to induce the referral of businéncluding the purchase or prescription of di@aear drug. False claims laws prohibit
anyone from knowingly and willingly presenting tartl-party payors including Medicare and Medicaid, arsiag to be presented, for paym
claims for reimbursed drugs or services that are
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false or fraudulent, claims for items or servicesprovided as claimed or claims for medically uressary items or services.

In addition to the statutes and regulatidescribed above, we also are subject to regulatioier the Occupational Safety and Health Act,
the Environmental Protection Act, the Toxic SubstnControl Act, the Resource Conservation and VagdAct and other federal, state, lo
and foreign statutes and regulations, now or hegeaf effect.

EMPLOYEES

As of December 31, 2009, we had 1,432 eygas (1,422 full-time, 10 part-time). The numbepof full-time employees increased by
during 2009, from 1,339 on December 31, 2008. Vedikely to further increase our headcount in 26%Qve invest in expanding our
commercialization capabilities. Of our employee4 19 were based in Massachusetts, 177 were basgalifarnia, 103 were based in Europe
and 33 were based in Canada. Our scientific staffilers have diversified experience and expertisgolecular and cell biology,
biochemistry, synthetic organic chemistry, protéinay crystallography, protein nuclear magneticoremce spectroscopy, microbiology,
computational chemistry, biophysical chemistry, mig@l chemistry, clinical pharmacology and clidiegedicine. Our clinical development
personnel have extensive expertise in designingeaaduting clinical trials, and we are building @@mmercialization organization. Our
employees are not covered by a collective barggiagreement, and we consider our relations witheoyployees to be good.

OTHER MATTERS
Information Available on the Internet

Our internet addressvisvw.vrtx.com Our annual reports on Form 10-K, quarterly report Form 10-Q, current reports on Forri,8and
all amendments to those reports, are availabletofiee of charge through the "Finances/Investm-BEC Filings" section of our website as
soon as reasonably practicable after those magdréale been electronically filed with, or furnisiiedthe Securities and Exchange
Commission.

Corporate Information

Vertex was incorporated in Massachuseti®BO, and our principal executive offices are tedaat 130 Waverly Street, Cambridge,
Massachusetts 02139. We have research sites ldoa$eoh Diego, California; Coralville, lowa; Monéde Canada and Milton Park, U.K. We
also have an office in Washington, D.C.
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EXECUTIVE OFFICERS AND DIRECTORS

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

Name Age Position
Matthew W. Emmen 58 Chief Executive Officer, Chairman of the Board ddrésiden
Peter Mueller, Ph.D 53 Executive Vice President, Global Research and eveént,

and Chief Scientific Office
lan F. Smith, C.P.A., A.C.A 44 Executive Vice President and Chief Financial Offi

Nancy J. Wysens} 52 Executive Vice President and Chief Commercial @ff
Kenneth S. Boger, M.B.A., 63 Senior Vice President and General Counsel
J.D.
Lisa Kelly-Croswell 43 Senior Vice President, Human Resour
Amit K. Sachdev, J.D 42 Senior Vice President, Corporate Affairs and PuBladicy
Paul M. Silva 44 Vice President and Corporate Contro
Charles A. Sanders, M.LC 78 Lead Independent Direct
Joshua S. Boger, Ph.I 58 Director
Roger W. Brimblecombe
Ph.D., D.Sc. 80 Director
Stuart J.M. Collinson, Ph.C 50 Director
Eugene H. Cordes, Ph.I 73 Director
Jeffrey M. Leiden, M.D., 54 Director
Ph.D.
Bruce I. Sach 50 Director
Elaine S. Ulliar 62 Director
Dennis L. Wingel 62 Director

Mr. Emmens has been our Chairman, Chiettitkee Officer and President since May 2009. Helieen a member of our Board of
Directors since 2004 and became our Presidentbnugey 2009. Mr. Emmens is the Chairman of the BadiDirectors of Shire plc, a
specialty biopharmaceutical company, and has besamaber of Shire's board since March 2003. Fronckl@003 to June 2008, Mr. Emmens
was also the Chief Executive Officer of Shire pihich had more than 2,500 employees and revenugs.8tillion in 2006. Before joining
Shire in 2003, Mr. Emmens served as President sEMi€GaA's global prescription pharmaceuticals bess in Darmstadt, Germany. In 1€
he joined Merck KGaA and established EMD Pharmacalst Inc., its United States prescription pharewgical business. Mr. Emmens held
the position of President and Chief Executive Giffiat EMD Pharmaceuticals from 1999 to 2001. Rddhis, Mr. Emmens held various
positions, including Chief Executive Officer, attfsMerck, Inc. as well as several positions atdle& Co., Inc. Mr. Emmens was a member
of the Board of Directors of Incyte Corporationrfr@006 through February 2009. Mr. Emmens receivBdBa degree in business management
from Farleigh Dickinson University.

Dr. Mueller is our Executive Vice Preside@tobal Research and Development, a position kéhbhll since May 2009, and has been our
Chief Scientific Officer since July 2003. Dr. Musllwas our Executive Vice President, Drug Innovatiad Realization, from February 200t
May 2009, and our Senior Vice President, Drug Discg and Innovation, from July 2003 to February@@®rior to joining us, Dr. Mueller
was the Senior Vice President, Research and Dewelop of Boehringer Ingelheim Pharmaceuticals, Wwith responsibility for the
development of all drug candidates in the
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company's worldwide portfolio in North America. i¢gl research programs in the areas of immunolodiammatory cardiovascular disease
and gene therapy on a global basis. During his tuitie Boehringer Ingelheim, Dr. Mueller oversaw tfiscovery of numerous development
candidates and held several positions in basi@aresemedicinal chemistry and management. Dr. Muediceived both an undergraduate
degree and a Ph.D. in chemistry at the Albert Eindtniversity of Ulm, Germany, where he also hald@rofessorship in Theoretic Organic
Chemistry. He completed fellowships in quantum ptegology at Oxford University and in biophysicRaichester University.

Mr. Smith is our Executive Vice Presidentla&Chief Financial Officer, a position he has hgittte February 2006. From November 2003
to February 2006, he was our Senior Vice PresidedtChief Financial Officer, and from October 280 November 2003, he served as our
Vice President and Chief Financial Officer. Priofjdining us, Mr. Smith served as a partner inltlie Science and Technology Practice Gr
of Ernst & Young LLP, an accounting firm, from 19892001. Mr. Smith initially joined Ernst & YourgU.K. firm in 1987, and then joined
its Boston office in 1995. Mr. Smith currently isreember of the Boards of Directors of Acorda Thetdjes, Inc., Infinity
Pharmaceuticals, Inc. and TolerRx Inc. Mr. Smitkde@ B.A. in accounting and finance from Manchebtetropolitan University, U.K., is a
member of the American Institute of Certified Paliccountants and is a Chartered Accountant of &rbhnd Wales.

Ms. Wysenski is our Executive Vice Prestdamd Chief Commercial Officer, a position she hakl since December 2009. Prior to joir
us, Ms. Wysenski held the position of Chief OpergqDfficer of Endo Pharmaceuticals, a 1,200-pesgm@tialty pharmaceutical company,
where she led sales, marketing, commercial operstsupply chain management, human resources aiodigdusiness development
initiatives. Prior to her role at Endo, Ms. Wyseins&rticipated in the establishment of EMD Pharmdicals, Inc., where she held various
leadership positions, including the role of Prestdend Chief Executive Officer from 2001 to 200l afice President of Commercial from
1999 to 2001. From 1984 to 1998, Ms. Wysenski keleeral sales-focused roles at major pharmacegticapanies, including Vice President
of Field Sales for Astra Merck, Inc. Ms. Wysenskinges on the North Carolina Central University Bbaf Trustees and is a founder of the
Research Triangle Park chapter of the HealthcasinBas Women's Association. Ms. Wysenski holdssa Bom Kent State University and an
Executive Masters in Business Administration froald®vin Wallace College.

Mr. Kenneth Boger is our Senior Vice Presidand General Counsel, a position he has hete giining us in 2001. He came to us from
the law firm of Kirkpatrick & Lockhart LLP, now krvan as K&L Gates, where he was a partner speciglizirbusiness and corporate law and
was a member of the firm's Management Committéer Ry the merger of Kirkpatrick & Lockhart withehBoston law firm of Warner &
Stackpole LLP in 1999, Mr. Boger was a partner arieér & Stackpole, where he served on its Execi@imemittee from 1988 to 1997.

Mr. Boger holds an A.B. in history from Duke Unigéy, an M.B.A. from the Graduate School of Busgatsthe University of Chicago, and a
J.D. from Boston College Law School. Mr. Bogertie brother of Dr. Joshua Boger, one of our director

Ms. Kelly-Croswell is our Senior Vice Présint, Human Resources, a position she has held dutg 2007. Ms. Kelly-Croswell served as
our Vice President, Human Resources from July 2668.1gh June 2007. From November 2005 through 2008, Ms. Kelly-Croswell served
as Vice President of Human Resources of NitroMed,, la pharmaceutical company. From February 200dovember 2005, Ms. Kelly-
Croswell served as Senior Vice President, Humamess, for the Health Care Division and Servicem@pons, of CIGNA, an employee
benefits company. From September 2001 to Februady,2Vs. Kelly-Croswell served as Vice Presidentiaman Resources for Global
Research and Development for the Monsanto Compamggricultural products and solutions company shatjoined in 1998. Ms. Kelly-
Croswell holds a B.S. in Finance and an M.A. indaénd Industrial Relations from the Universityllificis at Urbana-Champaign.
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Mr. Sachdev is our Senior Vice Presidemt;pOrate Affairs and Public Policy, a position tastneld since he joined us in July 2007.
Mr. Sachdev served as Executive Vice Presidentlthleathe Biotechnology Industry Organization (Blftom April 2005 through June 2007.
At BIO, he was the senior executive responsiblarianaging BIO's Health Section and its Governingrpand for directing all health care
policy and execution. Mr. Sachdev was the Deputsn@dssioner for Policy at the FDA from April 2004rdkugh April 2005, and held several
other senior positions within the FDA from Septem®@02 through April 2004. From 1998 to 2002, MacBdev served as Majority Counse
the Committee on Energy and Commerce in the U.Biselof Representatives, where he was responsibibedi@rrorism, food safety and
environmental issues. From 1993 to 1997, Mr. Saclpdacticed law, first at the Chemical Manufactar@ssociation, and then with the law
firm of Ropes & Gray. Mr. Sachdev holds a B.S frGarnegie Mellon University, and a J.D. from Emonyikgrsity School of Law.

Mr. Silva is our Vice President and Corger@ontroller, a position he has held since Sep&rB008. Mr. Silva joined us in August 2007
as Senior Director, Accounting Operations. Prigjoining us, he was the Vice President, Interngddgng at Iron Mountain Incorporated frc
July 2006 until August 2007 and a consultant ta Ikountain's financing department from April 200&iLUJuly 2006. He was the Finance
Director of the Bioscience Technologies DivisionTdfermo Electron Corporation from 2002 to April 3004r. Silva holds a B.S. in account
from Assumption College.

Dr. Sanders has been a member of our Bafdbirectors since 1996 and has been our leaddritfirector since May 2009. Dr. Sanders
served as our Chairman from May 2006 through M&392&nd was our lead outside director from 2003uphaVay 2006. He retired in 1994
as Chief Executive Officer and in 1995 as Chairm&@laxo Inc. From 1990 to 1995, he served as alneerof the board of Glaxo plc. From
1981 to 1989, Dr. Sanders held a number of positadrsquibb Corporation, including that of Vice €hmean. He is currently a director of
Biodel Inc., Biocryst Pharmaceuticals Inc., Cephalac., and Icagen, Inc. Dr. Sanders was a mewithie Board of Directors of
Genentech, Inc. from 1999 through its acquisitigrRmche in March 2009, Fisher Scientific Internatibfrom 2004 through its merger in
November 2006, BioPure Corporation from 1997 thto8§07 and Trimeris, Inc. from 1996 through 2006.$anders also has served in
past on the boards of Merrill Lynch, Reynolds Mgtab. and Morton International Inc. Dr. Sanders hiadundergraduate education at the
University of Texas, and earned an M.D. from théversity of Texas Southwestern Medical School.

Dr. Joshua Boger is the founder of Verted has been a director since our inception in 1B@9was our Chief Executive Officer from
1992 through May 2009. He was our Chairman of tbarB from 1997 until May 2006 and our Presidentrfimur inception until December
2000, and from 2005 through February 2009. He wahief Scientific Officer from 1989 until May 199Prior to founding Vertex in 1989,
Dr. Boger held the position of Senior Director aidic Chemistry at Merck Sharp & Dohme Research tatbdes in Rahway, New Jersey,
where he headed both the Department of Medicinah@s$try of Immunology & Inflammation and the Depaent of Biophysical Chemistry.
Dr. Boger holds a B.A. in chemistry and philosofitgm Wesleyan University and M.S. and Ph.D. degireehemistry from Harvard
University. Dr. Boger is the brother of Mr. Kenn@&bger, our Senior Vice President and General Galuns

Dr. Brimblecombe has been a member of mar# of Directors since 1993 and a member of ther@of Vertex Pharmaceuticals
(Europe) Ltd. since 2005. He served as Chairmareofjuard Medica plc from 1991 to 2000, of Core @rpic from 1997 to 1999, of Oxford
Asymmetry International plc from 1997 to 2000 ar@ivida Ltd. from 2002 to 2007. From 1979 to 1998 held various Vice Presidential pc
in SmithKline & French Laboratories' research aededopment organization, including Vice Preside&CRor Europe and Japan. He is
currently an advisor to MVM Life Science Partnetd, a venture capital firm. He holds Ph.D. and Dd&grees in pharmacology from the
University of Bristol, England.
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Dr. Collinson has been a member of our BadiDirectors since July 2001. He currently ser@es Partner at Forward Ventures, a vel
capital firm. Prior to our acquisition of Auroradsiciences Corporation in 2001, Dr. Collinson semethe President, Chief Executive Officer
and Chairman of the Board of Aurora. Dr. Collingwid senior management positions with Glaxo Welledram December 1994 to June
1998, most recently serving as Co-Chairman, Holspitd Critical Care Therapy Management Team anddbar of Hospital and Critical Care.
Dr. Collinson received his Ph.D. in physical chemgidrom the University of Oxford, England and IMsB.A. from Harvard University.

Dr. Cordes has been a member of our BoBdrectors since 2005, and a scientific advisousosince 1996. Dr. Cordes was the Chair
of Vitae Pharmaceuticals, Inc., a position he Higlch January 2002 to March 2006. Prior to joininigge Pharmaceuticals, Dr. Cordes was a
professor of pharmacy at the University of MichigBm. Cordes received a B.S. degree in chemistny fthe California Institute of Technolo
and a Ph.D. in biochemistry from Brandeis Univegrsit

Dr. Leiden has been a member of our Bo&llirectors since July 2009. He has more than 200g/ef experience in the biomedical and
pharmaceutical sectors. Dr. Leiden was PresideshCdmief Operating Officer of Abbott LaboratoriefydPmaceuticals Products Group, and a
member of the Board of Directors of Abbott Laborae from 2001 to 2006. From 1987 to 2000, Dr. keitield several academic
appointments, including the Rawson Professor ofiblee and Pathology and Chief of Cardiology andebior of the Cardiovascular Research
Institute at the University of Chicago, the ElkanBRout Professor of Biological Sciences at thewdad School of Public Health, and Professor
of Medicine at Harvard Medical School. He is arctdd member of both the American Academy of Artd 8niences, and the Institute of
Medicine of the National Academy of Sciences. Dgiden is currently a Managing Director at ClarusiVees, a life sciences venture capital
firm he joined in 2006. Dr. Leiden is also currgrdldirector and the non-executive Vice Chairmathefboard of Shire plc, and a director of
several private biotechnology companies. Dr. Leidas a member of the Board of Directors of MillaimiPharmaceuticals, Inc. from Octo
2007 until it was acquired in June 2008. Dr. Leidereived both his M.D. and Ph.D. degrees fromthizersity of Chicago.

Mr. Sachs has been a member of our BoaRirettors since 1998. He is a General Partneharl€s River Ventures, a venture capital
firm he joined in 1999. From 1998 to 1999, he sdrage Executive Vice President and General Managésaend Communications, Inc. From
1997 until 1998, Mr. Sachs served as PresidenCdmef Executive Officer of Stratus Computer, Incofa 1995 to 1997, he served as
Executive Vice President and General Manager ofrite¥net Telecom Business Group at Bay Networks, From 1993 to 1995, he served as
President and Chief Executive Officer at Xylogiles;. Mr. Sachs was a director of BigBand Netwotks, from 2005 through June 2009.

Mr. Sachs holds a B.S.E.E. in electrical enginegfiom Bucknell University, an M.E.E. in electricahgineering from Cornell University, and
an M.B.A. from Northeastern University.

Ms. Ullian has been a member of our BodrDicectors since 1997. From 1996 through Janu@®02 she served as President and Chief
Executive Officer of Boston Medical Center, a ptejanot-for-profit, 626-bed, academic medical cemtgh a community-based focus. From
1994 to 1996, she served as President and Chieluixe Officer of Boston University Medical Centdospital. From 1987 to 1994,

Ms. Ullian served as President and Chief Execufiffecer of Faulkner Hospital. She also serves dsector of Thermo Fisher Scientific Inc.
and Hologic, Inc. In addition, Ms. Ullian was a nimen of the Board of Directors of Valeant Pharmaicailg, Inc. during 2005 through 2007.
Ms. Ullian holds a B.A. in political science fromuffs University and an M.P.H. from the UniversitiyMichigan.

Mr. Winger has been a member of our Bodifdirectors since July 2009. Mr. Winger has overy8@rs of experience as a financial
executive, the majority of which has focused onlifieesciences industry. He retired in 2008 frompfgra Corporation, a life sciences compi
where he had been
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Senior Vice President and Chief Financial Offidece 1997. He was previously Senior Vice Presidéftinance and Administration, and
Chief Financial Officer at Chiron Corporation. Bedqoining Chiron, Mr. Winger held various finanléxecutive positions, including Chief
Financial Officer of The Cooper Companies, Inc. Mifinger is currently a director of the following lgic companies: Accuray Incorporated,;
Cephalon Inc.; and Nektar Therapeutics. In additdn Winger was a member of the Board of Directfré\.P. Pharma, Inc. during 2005 and
2006 and a member of the Board of Directors of Gelhesys, Inc. until its merger with BioSante Ptareuticals in October 2009. He holds
M.B.A. from Columbia University Graduate SchoolRisiness and he earned his undergraduate degreeSiema College.
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ITEM 1A. RISK FACTORS
RISK FACTORS

Investing in our common stock involves a high degrferisk, and you should carefully consider theksiand uncertainties described
below in addition to the other information includedincorporated by reference in this Annual RepmrtForm 10-K. If any of the following
risks or uncertainties actually occurs, our busmefnancial condition or results of operations vablikely suffer, possibly materially. In that
case, the trading price of our common stock coelclide.

Risks Related to Our Business
We expect to incur future losses, and we may néwezome profitable.

We have incurred significant operating é&sseach year since our inception, including netde®f $642.2 million, $459.9 million and
$391.3 million during the years ended Decembe2809, 2008 and 2007, respectively, and expectdar isignificant operating losses in 2010.
We expect to continue to incur operating lossdeaat until we are able to obtain approval for andcessfully commercialize telaprevir,
because we are continuing to invest significant@amin the late-stage development of telaprewir\@K-770, and in clinical development of
our earlier-stage drug candidates and researclitasi As a result, we believe that it is likehat our expenses will exceed our revenues at
least until we begin receiving substantial prodesenues. There can be no assurance that any dfugicandidates will be approved or, if
approved, will be commercially successful. Ourlneses have had and will continue to have an adwdfect on, among other things, our
stockholders' equity, total assets and workingteapiVe expect that losses will fluctuate from deato quarter and year to year, and that such
fluctuations may be substantial. We cannot proasiurance that we will ever become profitable.

We depend heavily on the success of our lead draigdidate, telaprevir, which is still being evaluatén a registration program. If we are
unable to commercialize telaprevir, or experiencelays in doing so, our business will be materiatigrmed.

We are investing a substantial portion wf personnel and financial resources in the devedoy of telaprevir, and we believe that a
significant portion of the value attributed to mampany by investors relates to the commercialriateof telaprevir. We expect that we will
be making significant additional investments irapgkvir in order to be prepared for the potentimhmercial launch of telaprevir in the United
States in 2011, including the establishment oflessfarce and marketing capabilities and additiomakstment in commercial inventory. The
clinical development and commercial success optelar will depend on many factors, including tleidwing:

. successful completion of clinical trials with faabte outcomes relative to current standards of @adefuture competitive
therapies;

. receipt and timing of marketing approvals for teéir from the FDA and comparable foreign regulgtauthorities:

. receipt and timing of marketing approvals from Ei2A and comparable foreign regulatory authorit@sgroducts being

developed for the treatment of HCV infection by oampetitors, including Merck's bocepreuvir;
. additional discussions with the FDA and similareign authorities regarding the quality of our matifiring process fc

telaprevir and our clinical trial results, includithe results we expect to obtain in the secondlasind quarters of 2010 from our
Phase 3 clinical trials of telapreuvir;
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. interactions with regulatory authorities regardihg contents of any NDA submission, including théadrom our clinical trials
and nonclinical studies, any plan setting forthk ggaluation and mitigation strategies and our mecturing processes;

. maintaining commercial manufacturing arrangementtsdlaprevir with third-party manufacturers theg aubject to extensive
regulation by the FDA, and successfully monitorihgse manufacturing operations to ensure they megettandards and those
of regulatory authorities, including the FDA, tleattensively monitor pharmaceutical manufacturirglitzes;

. our ability to establish telaprevir, if approved,asignificant component of any oral combinativerapies that may be approved
as a treatment for HCV infection;

. the efficacy and other characteristics, including sid«-effect profile, of telaprevir relative to existimad future treatments fi
HCYV infection;

. the effect of new health care legislation currebiyng considered in the United States;

. our ability to increase awareness of the benefitsady treatment for HCV infection if telaprevs approved, and to increase
rates of diagnosis of currently undiagnosed pagierith HCV infection; and

. the acceptance of telaprevir by patients, the na¢dimmmunity and with third-party payors.

If the data from our ongoing clinical tdadr nonclinical studies regarding the safety éicafy of telaprevir are not favorable, we may be
forced to delay or terminate the clinical developing telaprevir, which would materially harm owrdiness. Further, even if we gain
marketing approvals from the FDA and comparableifpr regulatory authorities in a timely manner,ag@@not be sure that telaprevir will be
commercially successful in the pharmaceutical matkéhe results of clinical trials of telaprevihe anticipated or actual timing of marketing
approvals for telaprevir, or the market acceptasfdelaprevir, if approved, including treatmentméiursement levels agreed to by third-party
payors, do not meet the expectations of investopblic market analysts, the market price of cmmon stock would likely decline.

All of our drug candidates remain subject to clirattesting and regulatory approval. If we are unabto successfully develop and test «
drug candidates, we will not be successful.

The success of our business depends phynugrdn our ability, and the ability of our collatadors, if any, to develop and commercialize
our drug candidates, including telaprevir and V>3,73uccessfully. Due to the development effortswofcompetitors, in order to be successful
in a therapeutic area it is often necessary toldpviellow-on compounds and/or new combination #pées. Our drug candidates are in various
stages of development and must satisfy rigorousistals of safety and efficacy before they can Ipeayed by the FDA or comparable foreign
regulatory authorities for sale. To satisfy thesedards, we and/or our collaborators must alloegeurces among our various development
programs and must engage in expensive and lengsting of our drug candidates. These discoverydanvelopment efforts for a new
pharmaceutical product, including follow-on compdspare resource-intensive and may take 10 to 46y longer for each drug candidate.
Despite our efforts, our drug candidates may not:

. offer therapeutic or other improvement over exgtiompetitive drugs;

. be proven safe and effective in clinical trie

. meet applicable regulatory standar

. be capable of being produced in commercial quastiit acceptable costs; or

. if approved for commercial sale, be successfullykaied as pharmaceutical products.
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In addition to our ongoing registration grams for telaprevir and VX-770, we have ongoind ptanned Phase 2a clinical trials for a
number of our earlier-stage drug candidates, inetyd planned clinical trial of telaprevir in comhition with VX-222 in patients infected with
HCV, a planned clinical trial of VX-809 in combinait with VX-770 in patients with the most common @ktation, a clinical trial of VX-509
in patients with moderate-to-severe RA and a dihiigal of VX-765 in patients with epilepsy. Whitee are heavily dependent on the success
of our registration programs, the strength of mmpany's pipeline of drug candidates and potedtiad candidates will depend in large part
upon the outcomes of these ongoing and plannedePtaaslinical trials. Findings, including toxicoléindings, in nonclinical studies
conducted concurrently with clinical trials as wedl results of our clinical trials could lead tawgli changes in our development activities,
including the possible cessation of developmeritvities associated with a particular drug candidaterogram, including telaprevir or VX-
770. Furthermore, results from our clinical trieday not meet the level of statistical significanequired by the FDA or other regulatory
authorities for approval of a drug candidate.

We and many other companies in the pharoiged and biotechnology industries have suffeiigdificant setbacks in late-stage clinical
trials even after achieving promising results irlieestage clinical trials. Accordingly, the resifrom the completed preclinical studies and
clinical trials, positive results in preclinicaligsies and early clinical trials may not be repkchin later clinical trials, and ongoing clinicabts
for our drug candidates may not be predictive efrésults we may obtain in later-stage trials aheflikelihood of approval of a drug
candidate for commercial sale. In addition, fromeito time we report interim data from our clinit@ls, including with respect to our HCV
program data regarding patients' HCV RNA leveldriytreatment, at the end-of-treatment or 12 westes completion of treatment. Interim
data are subject to change, and there can be nmasss that interim data will be confirmed upos dmalysis of final data. In addition, interim
data with respect to patients’ HCV RNA levels may e predictive of the final SVR rates that wil &chieved in the clinical trial.

If we are unable to obtain United States and/or &gn regulatory approval, we will be unable to coramialize our drug candidate

Our drug candidates are subject to extengdwernmental regulations relating to their depelent, clinical evaluation, manufacturing and
commercialization. Rigorous nonclinical testing afidical trials and an extensive regulatory appigwocess are required in the United States
and in most other countries prior to the commersdde of drug candidates. Satisfaction of theseoimelr regulatory requirements is costly,
time-consuming, uncertain and subject to unantiegbaelays. It is possible that none of the druglaiates we are developing independently,
or in collaboration with others, will be approvest farketing.

We have limited experience in conductind amanaging the late-stage clinical trials and NDAcess necessary to obtain regulatory
approvals, including approval by the FDA. The tirequired to complete clinical trials and to satigfg FDA and other countries' regulatory
review processes is uncertain and typically takaesynyears. Our analysis of data obtained from risicell and clinical activities is subject to
confirmation and interpretation by regulatory autti@s, which could delay, limit or prevent reguat approval. We may also encounter
unanticipated delays or increased costs due torgment regulation from future legislation or adrstréitive action or changes in FDA policy
during the period of drug development, clinicahlsiand FDA regulatory review.

Any delay in obtaining or failure to obtagquired approvals could materially adversely@ftair ability to successfully commercialize
any drug candidate. Furthermore, any regulatorya@ to market a drug may be subject to limitasitimat we do not currently expect on the
indicated uses for which we may market the drugy sunch limitations could limit the size of the marifor the drug.
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We are also subject to numerous foreignleggry requirements governing the conduct of chhtrials, manufacturing and marketing
authorization, pricing and third-party reimbursemdine foreign regulatory approval process inclualésf the risks associated with the FDA
approval process described above, as well asaisilsutable to the satisfaction of foreign reqmments. Approval by the FDA does not ensure
approval by regulatory authorities outside the EchiStates. Foreign jurisdictions may have diffeegagroval procedures than those require
the FDA and may impose additional testing requiretséor our drug candidates.

If clinical trials for our drug candidates are prainged or delayed, we will be unable to commercelir drug candidates as current
planned, which would require us to incur additionabsts, would delay our receipt of any product reue and could harm our competitiv
position.

We cannot predict whether or not we wilteanter problems with any of our completed, ongainglanned clinical trials that will cause
us or regulatory authorities to delay or suspeimdaell trials, or delay the analysis of data froor csompleted or ongoing clinical trials. Any of
the following could delay the clinical developmefiour drug candidates:

. ongoing discussions with the FDA or comparableifprauthorities regarding the scope or design ofctinical trials and the
number of clinical trials we must conduct;

. delays in enrolling volunteers or patients intmidal trials, including as a result of low numbefgatients that meet tt
eligibility criteria for the trial,

. a lower than anticipated retention rate of volurge® patients in clinical trials;

. the need to repeat clinical trials as a resulhobnclusive results, unforeseen complicationsstirtg or clinical investigatc
error;

. inadequate supply or deficient quality of drug ddate materials or other materials necessary ®ctnduct of our clinical
trials;

. unfavorable FDA or foreign regulatory authoritypestion and review of a manufacturing facility éodrug candidate or its

relevant manufacturing records or a clinical tsis or records of any clinical or preclinical istigation;

. unfavorable results from clinical trials of our groandidates
. serious and unexpected d-related sid-effects experienced by participants in our cliniclls;
. favorable results in testing of our competitorsigicandidates, or FDA or foreign regulatory auttyospproval of our

competitors' products; or

. action by the FDA or a foreign regulatory authotiyplace a clinical hold on a tri

Our ability to enroll patients in our clail trials in sufficient numbers and on a timelgisawill be subject to a number of factors,
including the size of the patient population, tlaune of the protocol, the proximity of patientsctimical sites, the availability of effective
treatments for the relevant disease, the numbethef clinical trials ongoing and competing foripats in the same indication and the
eligibility criteria for the clinical trial. In adtlon, subjects may drop out of our clinical trimismay be lost to follow-up medical evaluation
after treatment ends, and this could possibly imibes validity or statistical significance of théats. Delays in patient enroliment or unforeseen
drop-out rates may result in increased costs amgelodevelopment times. We are currently invedtinge amounts of money in research and
development, the building of our commercial orgation and the building of commercial supplies ddpeevir. Our revenues constitute only a
small fraction of our total investment, which isrgefunded from various sources, including the sdilghares and convertible debt and
payments from collaborators. Any significant dellayur planned timetable for launch of telaprewirdisappointing sales post-launch would
require us to either
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seek additional financing, which might not be aadalié, or attempt to reduce costs through termigagiisting programs, or the sale of assets,
either of which might be difficult or insufficient.

We, our collaborators, the FDA or otherlaggble regulatory authorities may suspend clinticals of a drug candidate at any time if wi
they believe the subjects or patients participaitinguch clinical trials are being exposed to ueatable health risks or for other reasons. Any
such suspension could materially adversely affeeidevelopment of a particular drug candidate amdasiness.

In addition, it is impossible to predict @her legislative changes will be enacted, or wereBDA or other applicable regulatory authority
regulations, guidance or interpretations will baroped, or what the impact of such changes, if amay, be. If we experience any such
problems, we may not have the financial resource®ntinue development of the drug candidate thaffected or the development of any of
our other drug candidates. Any delay in the apgdrofrany of our drug candidates, including telajresould also have a material adverse
impact on our ability to effectively commercialittee drug candidate after approval if one or morewfcompetitors are able to bring
competing therapies to market before or in closeximity to the launch date for our drug candidates

The results from our and our collaborators' clinidalevelopment activities and the clinical developmhactivities of our competitors are
released periodically, and have often resulted igrsficant volatility in the price of our common sick.

Any new information regarding our drug ciladies or potentially competitive drugs or drugdidates, and in particular any new
information regarding telaprevir and potentiallymgmetitive HCV drug candidates, can substantialfgafinvestors' perceptions regarding our
future prospects. We, our collaborators and ourpsditors periodically provide updates regardinggddevelopment programs, typically
through press releases, conference calls and pagiseis at medical conferences. These periodictegdsten include interim or final results
from clinical trials conducted by us, our collabtora or our competitors and/or information about @uour competitors' expectations regarc
future clinical development of our drug candidatepotentially competitive drugs or drug candidafdse timing of the release of information
by us regarding our drug development programstendfeyond our control and is influenced by wherreaeive data from our clinical trials
and by the general preference among pharmaceuatogpanies to disclose clinical data during medicsiferences. In addition, because
clinical trials of drug candidates for the treatmehHCV infection often occur over more than oreas; the information that we, our
collaborators and our competitors disclose maydset on interim rather than final data that maplver interpretation difficulties and may in
any event not accurately reflect final results.

If our competitors bring superior drugs to market dring their drugs to market before we do, we miag unable to find a market for ou
drug candidates.

Our drug candidates in development maybeatble to compete effectively with drugs thatameently on the market or new drugs that
may be developed by others. There are many othepanies developing drugs for the same indicatibaswe are pursuing in development, in
particular for the treatment of HCV infection. Irder to compete successfully in these areas, wé demsonstrate improved safety, efficacy
and ease of manufacturing and gain market acceptarer competing drugs, such as Merck's bocepitiat,may receive regulatory approval
before or after our drug candidates, and over thwastecurrently are marketed. Many of our compeditincluding major pharmaceutical
companies such as Merck, Bristol-Myers Squibb, G&mithKline, Pfizer, Roche, Amgen, Novartis andrkin & Johnson, possess
substantially greater financial, technical and hnmesources than we possess. In addition, manyrafampetitors have significantly greater
experience than we have in conducting noncliniestimg and human clinical trials of drug candidasesling up manufacturing operations and
obtaining regulatory approvals of drugs and martufég facilities. Accordingly, our competitors maycceed in obtaining regulatory appre
for drugs more rapidly than
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we do. No assurances can be given that telaprélibevapproved for marketing prior to bocepreVirve obtain regulatory approval and
launch commercial sales of our drug candidatesala® will compete with respect to manufacturingoéhcy and sales and marketing
capabilities, areas in which we currently have tiédiexperience.

We are aware of a number of companiesafeatieveloping new treatments for HCV infectior@uding protease inhibitor compounds
like telaprevir and boceprevir, polymerase inhibtompounds, NS5A inhibitor compounds and advaiitedferons. Even if we are able to
obtain marketing approval for telaprevir, it is pitde that one or more of these competing theragnesd be approved prior to or shortly after
we obtain such approval for telaprevir, or may ppraved later but with an equal or better safety efficacy profile, which we believe may
negatively impact telaprevir sales.

If we are unable to develop effective independegies and marketing capabilities or establish th-party relationships for the
commercialization of our drug candidates, we wilbnhbe able to successfully commercialize our driagndidates, particularly telaprevir, evi
if we are able to obtain regulatory approval.

We currently have limited experience ag@gany in sales and marketing or with respect g and obtaining adequate third-party
reimbursement for drugs. We are developing margeatapabilities and will need to develop an indegenndales force in order to market
telaprevir in North America and have entered irgliaborations in order to market telaprevir in test of the world if it is approved. We will
need to expand these capabilities and/or entermiditional arrangements with third parties to aali market our other drug candidates, if they
are approved for sale by regulatory authorities.

In order to market telaprevir in North Arioarif it is approved, we are building a marketorganization and will need to build a
specialized sales force, which requires substaetiafts and significant management and finan@aburces. In addition, if VX-770 is
approved, we would also need to establish a safee fn North America and Europe for VX-770. While intend to stage our commitments to
the extent possible in consideration of the develent timelines, in order to support an effectivenieh of telaprevir, we will need to make
significant financial commitments to our marketimganization prior to receiving regulatory appro&le will need to devote significant effc
in particular, to recruiting individuals with expence in the sales and marketing of pharmaceuyticalucts. Competition for personnel with
these skills is very high and may be particulaifficlt for us since telaprevir is still an invégational drug candidate and we will be
competing with companies that are currently mankesiuccessful drugs. As a result, difficulties uiceessfully developing our own marketing
capabilities or independent sales force for tekapia North America may adversely affect an effeetlaunch of telaprevir if it is approved for
sale.

We have granted commercialization rightetteer pharmaceutical companies with respect tiaiceof our drug candidates, including
telaprevir, in specific geographic locations. Te #xtent that our collaborators have commerciditsigo our drugs, any revenues we receive
from sales of any approved drugs in those locatwitisiepend primarily on the sales and marketiffgrés of others, which we do not control
and may not be able to effectively influence.

We are investing significant resources in our despient program for VX-770, based primarily on déeftam a relatively small clinical trial
in which patients received VX-770 over a short dtica. If we are unable to show the safety and effay of VX-770, or experience delays in
doing so, our business could be materially harmed.

We are increasing the resources that wanaesting in the development of VX-770 and begaagistration program for VX-770 in the
first half of 2009 focused on CF patients with @851D mutation. We initiated this registration merm based primarily on data from a
Phase 2a clinical trial of VX-770 in 39 patientswCF, in which patients received VX-770 over 14-dad 28-day periods.
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This is a relatively small database from which ttojgct the final outcomes of a drug developmengpm. In order to receive approval for VX-
770, we will need to show that VX-770 is safe affdaive in a larger number of patients than weneolved in the Phase 2a clinical trial, over
significantly longer dosing periods. In additiomraegistration program for VX-770 includes ped@patient populations in which VX70 has
not previously been studied. Since a substantidgiquoof the CF population is under age 18, VX-gjibtential commercial success will be
dependent not only on marketing approval for agattents, but also on approval for pediatric pasieli we are unable to show the safety and
efficacy of VX-770 in the relevant patient popudets, or experience delays in doing so, our busioeskl be materially harmed.

If physicians, patients and thir-party payors do not accept our future drugs, weyrtge unable to generate significant revenues, ifyan

Even if we obtain regulatory approval for a@rug candidates, our approved drugs may notmairket acceptance among physicians and
patients. We believe that effectively marketingypebvir, if it is approved, and our other drug ddates, if any of them are approved, will
require substantial efforts, both prior to launacl after approval. Physicians may elect not togiles our drugs, and patients may elect not to
request or take them, for a variety of reasonsuitiol:

. lower demonstrated clinical safety and efficacy paned to other drug

. prevalence and severity of adverse -effects;

. lack of cost-effectiveness;

. lack of reimbursement availability from third-parpgyors;

. a decision to wait for the approval of other thégaghat have significant perceived advantages owedrug candidate
. convenience and ease of administrat

. other potential advantages of alternative treatmeathods; and

. ineffective marketing and distribution support.

If our approved drugs fail to achieve makeceptance, we will not be able to generate fiogmit revenues.

Government and other third-party payors seek to tain costs of health care through legislative anther means and if they fail to provide
coverage and adequate payment rates for our futdrags, our revenues and prospects for profitabilitgil be harmed.

In both domestic and foreign markets, @les of any future drugs will depend in part upgoa availability of reimbursement from third-
party payors. Third-party payors include governniegglth programs such as Medicare and Medicaidagethcare providers, private health
insurers and other organizations. Governments #ret third-party payors generally seek to contaireduce the costs of health care through
various means. For example, in certain foreign migtkoricing or profitability of therapeutic anchet pharmaceutical products is subject to
governmental control. In the United States, thereehbeen, and we expect that there will continusetaa number of federal and state proposals
to implement similar governmental control. Addittdand broad health care proposals currently arglmnsidered by the United States
Congress. While we cannot predict whether any letiye or regulatory proposals will be adopted, @ldeption of such proposals could have a
material adverse effect on our business, finar@atlition and potential profitability.

In addition, these third-party payors areréasingly attempting to contain health care dogtdemanding price discounts or rebates and
limiting both the types and variety of drugs thayt will
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cover and the amounts that they will pay for théisgys. As a result, they may not cover or providegaate payment for our future drugs. We
might need to conduct post-marketing studies ireotd demonstrate the cosffectiveness of any future drugs to such payeatssfaction. Suc
studies might require us to commit a significanoant of management time and financial and otheyue®s. Our future drugs might not
ultimately be considered cost-effective. Adequhtedtparty reimbursement might not be availablenable us to maintain price levels
sufficient to realize an appropriate return oniowestment in product development.

Reimbursement rates may vary accordingeaise of the drug and the clinical setting in \whtds used, may be based on payments
allowed for lower-cost products that are alreadynbairsed, may be incorporated into existing paysémt other products or services, and may
reflect budgetary constraints and/or imperfectionsledicare or Medicaid data used to calculatedhases. Net prices for drugs may be
reduced by mandatory discounts or rebates reqgbiyegbvernment health care programs. Such legislatipsimilar regulatory changes or
relaxation of laws that restrict imports of drugsm other countries, could reduce the net priceegeive for our marketed drugs.

If our processes and systems are not compliant webulatory requirements, we could be subject tdags in submitting NDAS o
restrictions on marketing of drugs after they habeen approved.

We currently are developing drug candidébesegulatory approval for the first time sincgranception, and are in the process of
implementing regulated processes and systems egbftarobtain and maintain regulatory approval far drug candidates. Certain of these
processes and systems for conducting clinicaktaald manufacturing material must be compliant vatfulatory requirements before we can
apply for regulatory approval for our drug candé&atThese processes and systems will be subjechtmual review and periodic inspection
by the FDA and other regulatory bodies. If we amahle to achieve compliance in a timely fashiorif oompliance issues are identified at any
point in the development and approval process, &g experience delays in filing for regulatory apgiofor our drug candidates, or delays in
obtaining regulatory approval after filing. In atldn, any later discovery of previously unknown lgemms or safety issues with approved drugs
or manufacturing processes, or failure to complthwegulatory requirements, may result in reswitsi on such drugs or manufacturing
processes, withdrawal of drugs from the marketjriposition of civil or criminal penalties or a usial by the FDA and/or other regulatory
bodies to approve pending applications for markgegipproval of new drugs or supplements to appreygdications, any of which could hav
material adverse effect on our business. In additie are a party to agreements that transfer nsgipibty for complying with specified
regulatory requirements, such as filing and maismtee of marketing authorizations and safety repgir compliance with manufacturing
requirements, to our collaborators and third-pargnufacturers. If our collaborators or third-partgnufacturers do not fulfill these regulatory
obligations, any drugs for which we or they obtapproval may be subject to later restrictions omurfecturing or sale, or may even risk
withdrawal, which could have a material adverseafbn our business.

We depend on our collaborators to work with us tevelop, manufacture and commercialize many of ouung candidates.

We have granted development and commezat#din rights for telaprevir to Janssen (worldwidleer than North America and Far East)
and to Mitsubishi Tanabe (Far East). We expectteive significant financial support under our 3amscollaboration agreement, as well as
meaningful technical and manufacturing contribugiom the telaprevir program. The success of sonmeiiokey programs, such as for
telaprevir, is dependent upon the continued firgranid other support that our collaborators haveexyto provide. Each of our collaborators
has significant discretion in determining the effand resources that it will apply to the collatiimn.
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The risks that we face in connection witege existing and any future collaborations inclitnefollowing:

. Our collaboration agreements are subject to teroimainder various circumstances, including, athencase of our agreement
with Janssen, termination without cause. Any seciination by Janssen could have a material adeffset on our financial
condition and/or delay the development and comrakseile of telaprevir.

. Our collaborators may change the focus of theietigyment and commercialization efforts or may hiagefficient resources to
effectively develop our drug candidates. Pharmacaluand biotechnology companies historically heas@valuated their
development and commercialization priorities folioggmergers and consolidations, which have beemuamin recent years in
these industries. The ability of some of our dragdidates to reach their potential could be limifexlr collaborators decrease
or fail to increase development or commercializagfforts related to those drug candidates.

. Our collaboration agreements may have the effelititing the areas of research and developmentwtieamay pursue, either
alone or in collaboration with third parties.

. Our collaborators may develop and commercializbgeialone or with others, drugs that are simibaort competitive with thi
drugs or drug candidates that are the subjectedf dollaborations with us.

Our investment in the clinical development and mdaature of a commercial supply of telaprevir maytnr@sult in any benefit to us if
telaprevir is not approved for commercial sale.

We are investing significant resourceshim ¢linical development of telaprevir. Telapresithe first drug candidate for which we expec
perform all activities related to late-stage depetent, drug supply, registration and commercialirain a major market. We are planning for
and investing significant resources now in prepandior submitting an application for marketing agyal, continuing to build our commercial
supply inventories of drug product, and completing scale-up of sales and marketing capacity. ©stscto obtain a commercial supply of
telaprevir have included approximately $20 milli®d,7 million and $75 million in 2009, 2008 and 206&spectively, and we expect these ¢
to increase as we near the potential launch gbtelér. Our engagement in these resource-interagitigities puts significant investment at risk
if we do not obtain regulatory approval and sucitdlyscommercialize telaprevir in North America. @it is no assurance that our development
of telaprevir will lead successfully to regulatagproval, or that obtaining regulatory approval Veiad to commercial success of telaprevir. If
telaprevir is not approved for commercial salefasidevelopment is delayed for any reason, ollifivestment in telaprevir may be at risk,
may face significant costs to dispose of unusablentory, and our business and financial conditiomd be materially adversely affected.

We depend on third-party manufacturers, includingle source suppliers, to manufacture materials fdmical trials and expect to continue
to rely on them to meet our commercial supply neéatsany drug candidate that is approved for sale may not be able to maintain these
relationships and could experience supply disruptiooutside of our control.

We currently rely on a worldwide networktbird-party manufacturers to manufacture and ittiste our drug candidates for clinical trials,
and we expect that we will continue to rely ondhparties for the foreseeable future to meet omroercial supply needs for any of our drug
candidates that are approved for sale. As a reéolir reliance on these thighkrty manufacturers and suppliers, including solee supplier
of certain components of our drug candidates, we Ineasubject to significant supply disruptions alésof our control. Our supply chain for
sourcing raw materials and manufacturing drug pcodeady for distribution is a multi-step interratél endeavor. Third-party
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contract manufacturers, including some in Asiapbyps with raw materials, and contract manufactine the European Union and the United
States convert these raw materials into drug sabstand convert the drug substance into final do$agn. Establishing and managing this
global supply chain requires a significant finahc@mmitment and the creation and maintenance ofaraus third-party contractual
relationships. Although we attempt to effectivelgmage the business relationships with companiearisupply chain, we do not have control
over their operations. There can be no assuramteviawill be able to establish and maintain conuiaéisupply chains on commercially
reasonable terms, or at all, in order to supptirhaly launch of telaprevir or any of our other dreandidates.

We require a supply of telaprevir for olinical trials, and have agreed to exercise outremtual rights from our third-party
manufacturers to provide a supply of telapreviddassen and Mitsubishi Tanabe for their clinidalgr We will require a supply of telaprevir
for sale in North America if we are successful ltadning marketing approval. We have completedttéuesfer of technical information
regarding the manufacture of telaprevir to Janssaiiat Janssen will be able to manufacture tel@pieapproved, for sale in Janssen's
territories and as a secondary supply source @f slubbstance for us. We believe there are multiptd parties capable of providing most of-
materials and services we need in order to marwfaeind distribute telaprevir. We also believe thaiply of materials which cannot be
second-sourced can be managed with inventory pigniiowever, there is a risk that we may underegtnor overestimate demand, and the
manufacturing capacity for which we planned andi@med with third-party manufacturers may not bisient or may result in more
inventory than is necessary. In addition, becatiskesignificant lead times involved in our supplyain for telaprevir, we may have less
flexibility to adjust our supply in response to obgas in demand than if we had shorter lead times.

We require a supply of VX-770 for clinidakls in North America and Europe, and will regué supply of VX-770 for sale in North
America and Europe if we obtain marketing approW. obtain VX-770 to meet our clinical supply neéu®ugh a third-party manufacturer
network and are focused on completing the techuieaklopment work to produce VX-770 at a commergale. We are in the process of
expanding our existing relationships with our thg@arty manufacturers and establishing new relakigpsswith third-party manufacturers, in
order to establish the supply chain for VX-770 tvauld be required to support the potential comma¢taunch of VX-770.

Even if we successfully establish arrangamwith third-party manufacturers, supply disraps may result from a number of factors,
including shortages in product raw materials, ladratechnical difficulties, regulatory inspectiomsrestrictions, shipping or customs delays or
any other performance failure by any third-partynofacturer on which we rely.

Any supply disruptions could impact theitigmof our clinical trials and the commercial labraf any approved drugs. Furthermore, we
may be required to modify our production methodpeanit us to economically manufacture our drugscommercial launch and sale. These
modifications may require us to re-evaluate ououeses and the resources of our third-party manufexs, which could result in abrupt
changes in our production methods and suppliesn@pproval of a drug for sale, if any, we similamay be at risk of supply chain disruption
for our commercial drug supply.

In the course of its services, a contraghuafiacturer may develop process technology retatéite manufacture of our drug candidates that
the manufacturer owns, either independently ottlypivith us. This would increase our reliance oattmanufacturer or require us to obtain a
license from that manufacturer in order to havemuoducts manufactured by other suppliers utilizimg same process.

40




Table of Contents

We may need to raise additional capital that may be available.

We expect to incur substantial expensegeadesign and develop existing and future compouwnadertake clinical trials, and build our
drug supply, regulatory, development and commerzghbilities. We also expect to incur substamtishinistrative and commercialization
expenses. As a result, we may raise additionataldpiorder to maintain adequate working capitad aash reserves to continue our diversified
research, discovery and development efforts andaxpe would need additional capital if the deveiept of telaprevir were materially
delayed. We anticipate that we would finance argitamhal cash needs with some combination of:

. public offerings or private placements of our debequity securities or other methods of financing;
. cash received from existing and future collabomtigreements; and
. future product sale:

While we believe that our current cashhoaguivalents and marketable securities, will tféicgent to fund our operations for the next
twelve months, we may raise additional capital tigtopublic offerings or private placements of oebtor equity securities. Any such capital
transactions may or may not be similar to the @atisns that we have completed in the past. Any filebncing may be on terms that, among
other things, include conversion features thataoesult in dilution to our then-existing secutitylders and restrict our ability to pay interest
and dividends—although we do not intend to payd#inids for the foreseeable future. Any equity fimags would result in dilution to our then-
existing security holders. If adequate funds areavailable on acceptable terms, or at all, we tayequired to curtail significantly or
discontinue one or more of our research, drug disgoor development programs, including clinic&ls, incur significant cash exit costs, or
attempt to obtain funds through arrangements wattaloorators or others that may require us to qelish rights to certain of our technologies,
drugs or drug candidates. Based on many factarkiding general economic conditions, additionahfining may not be available on
acceptable terms, if at all.

We may not be successful in developing any of thegdcandidates we acquired in our March 2009 acqtiin of ViroChem and, as a resul
we may not realize any benefits from this acquisitiand could be subject to significant impairmertiarges in future periods.

In March 2009, we acquired ViroChem for @10million in cash and 10.7 million shares of cammon stock. We acquired ViroChem
primarily in order to secure rights to two HCV puilgrase inhibitors, VX-222 and VX59, as part of our strategy to pursue drug cateidha
could potentially be developed in combination wétaprevir and/or our earlier-stage drug candidates222 and VX759 were still in Phase
clinical development at the time of the acquisitéord have only been evaluated in nonclinical studie in a limited number of patients
infected with HCV. While we believe the data frone tclinical trials to date, together with studiesnimal models anid vitro data, support
the development of combination therapies, therenaneerous reasons why we may not be able to sifallgstevelop a combination therapy
involving either VX-222 or VX-759, including:

. data from trials involving drug candidates evaldageparately may not predict possible outcomes) asanforeseen drt
interactions, from drug candidates dosed in contlminawhich could negatively impact the efficacydasafety profile of the
combination product candidate;

. positive results in small clinical trials and ndnadal studies may not be predictive of resultslinical trials involving large
numbers of patients; and

. favorable results of testing or earlier FDA or fgreregulatory approval of competitors' products.
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There can be no assurance that we will be abledoessfully develop either VX-222 or VX-759 alondrocombination with telaprevir or our
other HCV protease inhibitors, and if we are natcassful in developing VX-222 or VX-759, we may nedlize any benefits from our March
2009 acquisition of ViroChem.

At the time of acquisition, we allocated2$® million to intangible assets related to thgincess research and development associated
with the ViroChem drug candidates. In the fourtlager of 2009, we recorded expense of $7.2 mililoconnection with an impairment of the
intangible assets related to VCH-286, a drug catdifbr the treatment of HIV infection that we aicgd from ViroChem. At December 31,
2009, our consolidated balance sheet included $5h8lion of intangible assets related to in-praessearch and development, approximately
80% of which related to VX-222 and approximatel$206f which related to VX-759. If the value of thedreig candidates, and in particular
VX-222, becomes impaired, we may incur significampairment charges, including potentially the enimount of the intangible assets
reflected on our consolidated balance sheet agedoidth the drug candidate, in the period in whith impairment becomes known. An
impairment could result from, among other thinggavorable safety or efficacy results from clinitdls or nonclinical studies or competitive
factors affecting the potential market for the doagdidate. VX-759, which is considered a backupmound to VX-222, could be impaired by
data pertaining to the potential successful devakgt of VX-222, which could result in a significantpairment charge in the period in which
that determination is made. If we incur a significenpairment charge in a future period relateth®intangible assets acquired in the
ViroChem transaction, the value of our common stmkld decrease.

We rely on third parties to conduct our clinicalials, and those third parties may not perform ségistorily, including failing to meet
established deadlines for the completion of sucials.

We do not have the ability to independentpnduct clinical trials for our drug candidatesd ave rely on third parties such as contract
research organizations to help manage our clinidlprocess and on medical institutions and chlhinvestigators to enroll qualified patients
and conduct our clinical trials. Our reliance oadé third parties for clinical development actestreduces our control over these activities.
Accordingly, these third-party contractors may complete activities on schedule, or may not conductclinical trials in accordance with
regulatory requirements or our trial design. Ifsta¢hird parties do not successfully carry outrtbentractual duties or meet expected dead|
we may be required to replace them. Although weetelthat there are a number of other third-paotytactors we could engage to continue
these activities, it may result in a delay of tffected trial. If clinical trials are not conductédaccordance with our contractual expectations or
regulatory requirements, action by regulatory aritles might significantly and adversely affect gtenduct or progress of these trials or in
specific circumstances might result in a requirentleat a trial be redone. Accordingly, our effaxdsobtain regulatory approvals for and
commercialize our drug candidates could be delayed.

Issuances of additional shares of our common staduld cause the price of our common stock to deeli

As of December 31, 2009, we had 200.0 aniléhares of common stock issued and outstandimgf BMecember 31, 2009, we also had
outstanding options to purchase 19.2 million shafesmmon stock with a weighted-average exercigee f $31.38 per share. Outstanding
vested options are likely to be exercised if thekagprice of our common stock exceeds the appkcakercise price. In addition, we may is
additional common stock or restricted securitieghafuture as part of our financing activitiesboisiness development activities and any such
issuances may have a dilutive effect on existirayedolders. Sales of substantial amounts of ounommstock in the open market, or the
availability of such shares for sale, could advgraéfect the price of our common stock. In additithe issuance of restricted common stock or
common stock upon exercise of any outstanding nptwould be dilutive, and may cause the markeednc a share of our common stock to
decline.
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Outstanding indebtedness may make it more diffictdtobtain additional financing or reduce our fleRility to act in our best interests.

As of December 31, 2009, we had outstangiB®y1 million in aggregate principal amount of dur5% Convertible Senior Subordinated
Notes due 2013, or 2013 Notes. In February 2010anwmunced that we will redeem the 2013 Notes orcM&9, 2010 and will be obligated
redeem the 2013 Notes at the redemption priceei2813 Notes are not earlier converted by the helde expected, into shares of our com
stock. We also are obligated to repay an aggregei&55.0 million no later than October 31, 2012assult of our issuance of our secured
notes due 2012, or the 2012 Notes. We have issgeificant amounts of convertible debt in the pastl may issue additional convertible debt
or incur other types of indebtedness in the futlife level of our indebtedness could affect us by:

. making it more difficult to obtain additional fineimg for working capital, capital expenditures, tsérvice requirements or
other purposes;

. constraining our ability to react quickly in an embrable economic climate or to changes in ourrassi or the pharmaceutic
industry; or
. requiring the dedication of substantial cash teiserthe repayment of any outstanding debt, inclggieriodic interest

payments, thereby reducing the amount of cashahlaifor other purposes.

If we acquire or license technologies, resourcesdoug candidates, we will incur a variety of costad may never realize benefits from t
transaction.

If appropriate opportunities become avéddatve might attempt to license or acquire techgials, resources and drugs or drug candidates,
including potentially complimentary HCV therapi@$ie process of negotiating the license or acqaisitnight result in operating difficulties
and expenditures and, whether or not any suchactios is ever consummated, might require significaanagement attention that would
otherwise be available for ongoing developmentwfliusiness. Moreover, even if we complete a lieemsother transaction, we might never
realize the anticipated benefits of the transaatiowe may incur impairment charges related totasssguired in any such transaction. For
example, in the fourth quarter of 2009, we recoreguense of $7.2 million in connection with an innpeent of the intangible assets related to
VCH-286, a drug candidate for the treatment of lififéction that we acquired from ViroChem. Futueelises or acquisitions could result in
potentially dilutive issuances of equity securitige incurrence of debt, the creation of contittgiabilities, impairment expenses related to
goodwill, and impairment or amortization expengdated to other intangible assets, which could haumfinancial condition.

If we obtain regulatory approvals, our drug canditis will be subject to ongoing regulatory reviewwe fail to comply with continuing
United States and applicable foreign regulationsg would lose those approvals, and our business wWdé seriously harmed.

If we receive regulatory approval of anyglcandidates that we are developing, we will bgex to continuing regulatory review,
including the review of clinical results that aeported after our drug candidates become commigreiahilable. Drugs are more widely used
by patients once approval has been obtained, amdftire side-effects and other problems may berebdafter approval that were not seen or
anticipated during pre-approval clinical trials.dddition, the manufacturers and the manufactuaniities we engage to make any of our drug
candidates will also be subject to periodic revaewd inspection by the FDA. The subsequent discoekpyeviously unknown problems with
the drug, manufacturers or manufacturing facilitieesy result in restrictions on the drug, manufaatsior manufacturing facilities, including
withdrawal of the drug from the market, our indlilio use the facilities to make our drug or a dateation that drug inventories are not safe
for commercial sale. If
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we fail to comply with applicable continuing regtadey requirements, we may be subject to fines, sasijpn or withdrawal of regulatory
approval, product recalls and seizures, operagsgictions and/or criminal prosecutions.

Our drug development efforts are data-driven andetkfore potentially subject to abrupt changes inpexted outcomes.

Small molecule drug discovery and developni@volve, initially, the identification of chemit compounds that may have promise as
treatments for specific diseases. Once identifiedrag candidates, compounds are subjected to ge#asting in a laboratory setting, in
animals and in humans. Our ultimate objective iddtermine whether the drug candidates have pHydieaacteristics, both intrinsically and
animal and human systems, and a toxicological lgrdfiat are compatible with clinical and commdrsigccess in the treatment of the disease
being targeted. Throughout this process, experisnart conducted and data are gathered that canfdnee a decision to move to the next ¢
in the investigation process for a particular deagdidate, could result in uncertainty over theppracourse to pursue or could result in the
termination of further drug development effortstwiespect to the compound being evaluated. We oathié results of our discovery research
and our nonclinical studies and clinical trials aadularly evaluate and evaluate our portfolio investments with the objeetdf balancing ris
and potential return in view of new data and sdiienbusiness and commercial insights. This prea=mn result in relatively abrupt changes in
focus and priority as new information comes totlighd we gain additional insights into ongoing pesgs and potential new programs.

We may not have the resources to develop and coroiakze all the drug candidates for which we havighits and we may not be able to
attract collaborators for the development and conmaielization of these drug candidates

As part of our ongoing strategy, we expedeek additional collaborative arrangements. eta number of research programs and
early-stage and mid-stage clinical development amg. Depending on how these programs progressjayenot have the funding and/or the
personnel to continue the development and commniizatian of all of these programs internally. Atyaime, we may make the determination
that in order to continue development of a drugdidette or program we need to identify a collabard®otentially, and depending on the
circumstances, we may desire that a collaboratbeeagree to fund portions of a drug developmengiam led by us, or agree to provide all
the funding and directly lead the development amdrmoercialization of a program. No assurance cagiven that any efforts we make to seek
additional collaborative arrangements will be ssstally completed on a timely basis or at all. B are unable to enter into acceptable
collaborative relationships, one or more of ouralepment programs could be delayed or terminated tlae possibility of our receiving a
return on our investment in the program could bpdired.

Risks associated with our international businessatioonships could materially adversely affect ounginess.

We have manufacturing, collaborative amcic4l trial relationships, and we and our colladtors are seeking approval for our drug
candidates, outside the United States. In additi@nexpect that if telaprevir is approved for comeied sale, a significant portion of our
commercial supply chain, including sourcing of naaterials and manufacturing, will be located ingAand the European Union.
Consequently, we are, and will continue to be, ettito risks related to operating in foreign coi@str Risks associated with conducting
operations in foreign countries include:

differing regulatory requirements for drug appravial foreign countries

. unexpected changes in tariffs, trade barriers agdlatory requirements;
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. economic weakness, including inflation, or politicestability in particular foreign economies andrkets;

. compliance with tax, employment, immigration anddalaws for employees living or traveling abro

. foreign taxes, including withholding of payroll &

. foreign currency fluctuations, which could resaltimcreased operating expenses or reduced reveemesther obligations

incident to doing business or operating a subsidiaanother country;

. workforce uncertainty in countries where labor @hie more common than in the United Sta
. production shortages resulting from any eventscéffg raw material supply or manufacturing capé#esi abroad; and
. business interruptions resulting from geo-politaetions, including war and terrorism.

These and other risks associated with mermational operations could materially adverséfgct our business.

If we fail to expand our human resources, and in gizgular our commercial organization, and manage ogrowth effectively, our busines
may suffer.

We expect that if our clinical drug cand@acontinue to progress in development and owg discovery efforts continue to generate drug
candidates, we will require significant additioiralestment in personnel, management systems aadroes, particularly in the build out of «
commercial capabilities. In advance of the potémaggoroval of telaprevir we will need to build tbemmercial organization that will be
responsible for the commercial launch of telapreatit receives marketing approval, in the Unithtes. The number of our full-time
employees increased by 6% in 2009 and 18% in 20@8we expect to experience additional growth ihl2@Because our drug discovery and
development activities are highly technical in matwe require the services of highly qualified &maihed scientists who have the skills
necessary to conduct these activities. In addiasnye attempt to grow our capabilities with respeclinical development, regulatory affairs,
quality control and sales and marketing, we neettttact and retain employees with experienceéseltfields. We face intense competition for
our personnel from our competitors, our collabaitnd other companies throughout our industry.ddweer, the growth of local
biotechnology companies and the expansion of npjarmaceutical companies into the Boston area imaveased competition for the
available pool of skilled employees, especiallyeichnical fields, and the high cost of living iretBoston and San Diego areas makes it diff
to attract employees from other parts of the cqutatithese areas. Our ability to commercializednuig candidates, achieve our research and
development objectives, and satisfy our commitmanter our collaboration agreements depends oalility to respond effectively to these
demands and expand our internal organization toranwdate additional anticipated growth. If we amahle to hire qualified personnel or
manage our growth effectively, there could be aematadverse effect on our business.

The loss of the services of key employees or tlilefato effectively integrate key employees conkhatively impact our business and future
growth.

Our future success will depend in large parour ability to retain the services of our lsejentific and management personnel and to
integrate new scientific and management persombt@laur business. As we expand our capabilitiemiicipation of the possible launch of
commercial products, a loss of key personnel @ilarke to properly integrate new personnel couldliseuptive.
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We have entered into employment agreements withesndividuals and provide compensation-related fiexte all of our key employees that
vest over time and therefore induce them to remdtim us. However, the employment agreements caerpginated by the employee on
relatively short notice. The value to employeestotk-related benefits that vest over time—sucbpi®ns and restricted stock—will be
significantly affected by movements in our stoclcprthat we cannot control, and may at any poininie be insufficient to counteract more
lucrative offers from other companies. A failurerédain, as well as hire, train and effectivelyegrate into our organization a sufficient number
of qualified scientists, professionals, sales pameband senior management would negatively affacbusiness and our ability to grow our
business.

If our patents do not protect our drugs, or our dgs infringe third-party patents, we could be subject to litigationdasubstantial liabilities.

We have numerous issued patents and papefitations pending in the United States, as asforeign counterparts in other countries.
Our success will depend, in significant part, on akility to obtain and maintain United States &reign patent protection for our drugs, their
uses and our processes, to preserve our tradessanceto operate without infringing the proprigteghts of third parties. In particular, we
believe that composition-of-matter claims are galhethe most significant patent claims for comganin our segment of the pharmaceutical
industry that focus on small molecule drug candiddhat are new chemical compounds. While we ctiyreave patents or patent applications
with composition-of-matter claims for each of ouoma advanced clinical drug candidates, only a portif these patents have been granted at
this time. We cannot be certain that any patenfissgue from our patent applications or, evenafgnts issue or have issued, that the issued
claims will provide us with any significant protext against competitive products or otherwise Heatale commercially.

Legal standards relating to the validitypatents and the proper scope of their claimsémtiarmaceutical field are still evolving, and
there is no consistent law or policy regardinguhkd breadth of claims in biopharmaceutical pagemtthe effect of prior art on them. If we are
not able to obtain adequate patent protectionability to prevent competitors from making, usimglaselling similar drugs will be limited.
Furthermore, our activities may infringe the claiofigatents held by third parties. Defense andqaason of infringement or other intellectual
property claims, as well as participation in otimter-party proceedings, can be expensive and tiomsuming, regardless of whether or not the
outcome is favorable to us. If the outcome of amghditigation or proceeding were adverse, we ctagdubject to significant liabilities to third
parties, could be required to obtain licenses ftoind parties or could be required to cease sdleffected drugs, any of which outcomes could
have a material adverse effect on our business.

Our business has a substantial risk of product lity claims. If we are unable to obtain appropriatievels of insurance, a product liability
claim could adversely affect our business.

Our business exposes us to significantriateproduct liability risks that are inherenttime development, clinical testing, manufacturing
and sales and marketing of human therapeutic ptedie currently have clinical trial insurance awitl seek to obtain product liability
insurance prior to the sales and marketing of dmuodrug candidates. However, our insurance nwyprovide adequate coverage against
potential liabilities. Furthermore, clinical triahd product liability insurance is becoming inciegly expensive. As a result, we may be unable
to maintain current amounts of insurance coveragbtain additional or sufficient insurance at asenable cost to protect against losses that
could have a material adverse effect on us. Ihartls brought against us, we might be requiregay legal and other expenses to defend the
claim, as well as uncovered damages awards regtitbm a claim brought successfully against ustii@rmore, whether or not we are
ultimately
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successful in defending any such claims, we mighteguired to direct significant financial and mgedal resources to such defense, and
adverse publicity is likely to result.

If we do not comply with laws regulating the protan of the environment and health and human safetwr business could be adverst
affected.

Our research and development efforts invthe controlled use of hazardous materials, credmand various radioactive compounds.
Although we believe that our safety procedureshmidling and disposing of these materials compth Wie standards prescribed by state and
federal regulations, the risk of accidental contation or injury from these materials cannot beglated. If an accident occurs, we could be
held liable for resulting damages, which could blessantial. We are also subject to numerous enwigmtal, health and workplace safety laws
and regulations, including those governing labosapwocedures, exposure to blood-borne pathogemsrenhandling of biohazardous
materials. Although we maintain workers' compemsaitnsurance to cover us for costs we may incurtduljuries to our employees resulting
from the use of these materials, this insurance moayrovide adequate coverage against poterdiailities. Due to the small amount of
hazardous materials that we generate, we haventietst that the cost to secure insurance coveragenfaronmental liability and toxic tort
claims far exceeds the benefits. Accordingly, werxdbmaintain any insurance to cover pollution dbads or other extraordinary or
unanticipated events relating to our use and dapfshazardous materials. Additional federal,estatd local laws and regulations affecting
operations may be adopted in the future. We mayrisabstantial costs to comply with, and substhfitias or penalties if we violate, any of
these laws or regulations.

We have adopted anti-takeover provisions and arbjsct to Massachusetts corporate laws that may frate any attempt to remove or
replace our current management or effectuate a messs combination involving Vertex.

Our corporate charter and by-law provisjdviassachusetts state laws and our stockholdetsrigdan may discourage certain types of
transactions involving an actual or potential chenfjcontrol of Vertex that might be beneficialu® or our security holders. Our charter
provides for staggered terms for the members oBtherd of Directors. Our by-laws grant the direstamright to adjourn annual meetings of
stockholders, and certain provisions of ouréys may be amended only with an 80% stockholdé&s.\Rursuant to our stockholder rights p
each share of common stock has an associatednebfdrare purchase right. The rights will not tragparately from the common stock until,
and are exercisable only upon, the acquisitiomemotential acquisition through tender offer kgeason or group of 15% or more of the
outstanding common stock. We may issue sharesyoflass or series of preferred stock in the futsitbout stockholder approval and upon
such terms as our Board of Directors may deterniihe.rights of the holders of common stock willdudject to, and may be adversely
affected by, the rights of the holders of any claisseries of preferred stock that may be issueddrfuture. Massachusetts state law prohibits
us from engaging in specified business combinationkess the combination is approved or consummiatadgrescribed manner, and prohibits
voting by any stockholder who acquires 20% or nudreur voting stock without stockholder approvas &result, stockholders or other parties
may find it more difficult to remove or replace awurrent management.

Our stock price may fluctuate based on factors beg@ur control.

Market prices for securities of companigshsas ours are highly volatile. From January D82 December 31, 2009, our common stock
traded between $13.84 and $44.04 per share. Theetrfar our stock, like that of other companiesha biotechnology field, has from time to
time experienced
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significant price and volume fluctuations that areelated to our operating performance. The futuagket price of our securities could be
significantly and adversely affected by factorslsas:

. announcements of results of clinical trials or Homcal studies relating to our drug candidateshmse of our competitors;

. announcements of financial results and other ojpergerformance measures, or capital structuringnancing activities;

. technological innovations or the introduction ofwerugs by our competitor

. government regulatory actio

. public concern as to the safety of drugs develdpedthers;

. developments in patent or other intellectual progpeghts or announcements relating to these ns!

. developments in domestic and international govemaigolicy or regulation, for example relatingindellectual property right:
. developments relating specifically to other comparand market conditions for pharmaceutical antebimology stocks or

stocks in general; and

. general worldwide or national economic, politicatlacapital market conditions.
Our estimates of our liability under our Kendall $are lease may be inaccurate.

We leased a 290,000 square foot faciliti{é@mdall Square, Cambridge, Massachusetts in Ja 2083 for a 15¢/ear term. We currently ¢
not occupying the entire facility. We have subleasangements in place for the remaining rentatpleuse footage of the facility. In
determining our obligations under the lease forthe of the facility that we are not occupying, hgve made certain assumptions relating to
the time necessary to sublease the space aftexfii@tion of the initial subleases, projected fatsublease rental rates and the anticipated
durations of future subleases. Our estimates hlaaeged in the past, and may change in the futesajting in additional adjustments to the
estimate of liability, and the effect of any sudjustments could be material.

SPECIAL NOTE REGARDING FORWARI-LOOKING STATEMENTS

This Annual Report on Form 10-K and, intigatar, the description of our Business set famtitem 1, the Risk Factors set forth in this
Item 1A and our Management's Discussion and AnalykFinancial Condition and Results of Operatisatsforth in Item 7 contain or
incorporate a number of forward-looking statemevithin the meaning of Section 27A of the Securittes of 1933, as amended, and
Section 21E of the Securities Exchange Act of 1834amended, including statements regarding:

. our expectations regarding clinical trials, devel@mt timelines and regulatory authority filings aubmissions for telaprevir,
VX-770, VX-809, VX-509, VX-222, VX-765 and otheruly candidates under development by us and ourbcobors,
including our intention to submit an NDA for telapir in the United States in the second half of®@ate potential of submittir
an NDA for VX-770 in the second half of 2011 and thotential commercial launch of telaprevir in thaited States in 2011;

. our expectations regarding the expected date bgh®VR data will be available and/or publicly annoed for our ADVANCE

REALIZE and ILLUMINATE trials, and our expectatiomegarding the number of patients that will be aagd, the trial design
that will be utilized, the anticipated date by whienrollment will be completed and the expectee dat
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interim data and/or final data will be availabledfor publicly announced for our ongoing clinicaats in the ENDEAVOR
registration program for VX-770, including the S™M8, ENVISION and DISCOVER trials, and for the plaghand ongoing
clinical trials of VX-809, VX-222, VX-509, VX-765rad other drug candidates under development by us;

. expectations regarding the amount of, timing of adds with respect to our revenues, our costeapdnses and other gains
and losses, including those related to the intdegibsets associated with the ViroChem acquiséiahto the liabilities we
recorded in connection with the financial transatdithat we entered into in September 2009;

. our belief that if we are able to successfully coencialize telaprevir in accordance with currentelepment timelines, we will
begin receiving cash flows from the sale of telaprim 2011;

. the data that will be generated by ongoing andn@drclinical trials, and the ability to use thatadfor the design and initiatic
of further clinical trials and to support regulatdiings, including potentially applications forarketing approval for telaprevir
and VX-770;

. our plan to begin clinical evaluation of novel cdndiion regimens of telaprevir with \-222 in the first quarter of 2010, and
possibility that we will begin evaluation of combiion regimens of VX-770 and VX-809 in patientsw@F in the second half
of 2010;

. our expectations regarding the future market densamadmedical need for telaprevir and our other damgdidates

. our beliefs regarding the support provided by chiitrials and preclinical and nonclinical studidsur drug candidates for

further investigation, clinical trials or potentiate as a treatment of those drug candidates;

. our ability to successfully market telaprevir and-770 or any of our other drug candidates if we &le o obtain regulator
approval;
. the focus of our drug development efforts and marfcial and management resources and our plarvést significant resourc

in telaprevir and our other drug candidates;

. the establishment, development and maintenancellaborative relationship:
. potential business development activities, inclgdinith respect to our JAK3 program;
. our ability to use our research programs to idgratifd develop new drug candidates to address sadisaases and significe

unmet medical needs;

. our expectation that holders of our 2013 Notes edghvert the 2013 Notes into shares of our comnhorks
. our estimates regarding obligations associated avidase of a facility in Kendall Square, Cambridgassachusetts; and
. our liquidity and our expectations regarding ouvedefor and ability to raise additional capi

Any or all of our forward-looking statemstin this Annual Report on Form 10-K may turn aube wrong. They can be affected by
inaccurate assumptions we might make or by knowm&nown risks and uncertainties. Many factors moeetd in this Annual Report on
Form 10-K will be important in determining futuresults. Consequently, no forward-looking statencantbe guaranteed. Actual future results
may vary materially from expected results. We g@lsavide a cautionary discussion of risks and uiaties under "Risk Factors" above in this
Item 1A. These are factors and uncertainties tieathink could cause our actual results to diffetarially from expected results. Other factors
and uncertainties besides those listed there aistdadversely affect us.
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Without limiting the foregoing, the wordselieves," "anticipates,” "plans," "intends," "egf® and similar expressions are intended to
identify forward-looking statements. There are anbar of factors and uncertainties that could causeal events or results to differ materially
from those indicated by such forwalabking statements, many of which are beyond outrod, including the factors and uncertaintiesfeeth
under "Risk Factors" above in this Item 1A. In didati, the forward-looking statements contained imerepresent our estimate only as of the
date of this filing and should not be relied upsir@presenting our estimate as of any subsequantWhile we may elect to update these
forward-looking statements at some point in thereit we specifically disclaim any obligation to stoto reflect actual results, changes in
assumptions or changes in other factors affectict $orward-looking statements.

ITEM 1B. UNRESOLVED STAFF COMMENTS

We did not receive any written commentsrfithe Securities and Exchange Commission pridnéadate 180 days before the end of the
fiscal year ended December 31, 2009 regardingiting$ under the Securities Exchange Act of 1934amended, that have not been resolved.

ITEM 2. PROPERTIES

We lease an aggregate of approximatelyQlQD® square feet of laboratory and office spadaditities located in Cambridge,
Massachusetts, San Diego, California, Washingt@, Coralville, lowa, Montreal, Canada, and the BaiKingdom. We believe our facilities
are adequate for our current needs.

Cambridge, Massachusetts

We lease an aggregate of 815,000 squareffspace in ten facilities situated in close pmtiky to our corporate headquarters located at
130 Waverly Street in Cambridge, Massachusettslea&e approximately 100,000 square feet of laboratod office space in our 130
Waverly Street corporate headquarters and appraalynf92,000 square feet of laboratory and offijgace at 200 Sidney Street, located
adjacent to our corporate headquarters. The 13WaStreet and 200 Sidney Street leases expifeemember 31, 2015, with two options to
extend for additional consecutive five-year terifise lease for 21,000 square feet of office spa@d &rie Street, also located adjacent to our
corporate headquarters, expires in May 2012, witb@ion to extend for two additional consecutiwefyear terms.

The lease for our Kendall Square, Cambritiggsssachusetts facility will expire in 2018. Wevbahe option to extend this lease for two
consecutive ten-year terms. We have subleasedxpmtely 145,000 square feet of the Kendall Sqdacdity, and are using the remaining
square feet of space leased in the facility forresearch operations. The subleases are for terdisgein 2011 and 2012 with extension opti
to 2015 and 2018. One of the subleases has céetaiination provisions beginning in 2010.

We sublease approximately 145,000 squateafte88 Sidney Street as subtenant to Alkermeswho is the prime tenant in the building.
The sublease expires in June 2012 with an opti@xtend through 2014.

San Diego, California

We lease approximately 81,000 square felatboratory and office space in San Diego, Catlifar The lease for this space will expire on
September 30, 2013. We have the option to extdedethse for one additional term of five years.
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United Kingdom

We lease approximately 22,000 square feletboratory and office space in Milton Park, Abdtogn, England, for our United Kingdom
business and research and development activitiegra lease expiring in 2013. We also lease aitiala 41,000 square feet of laboratory
and office space in Milton Park under a lease witerm that expires in 2024. This lease has cet¢éamination provisions in 2014 and 2019.

ITEM 3. LEGAL PROCEEDINGS

We are not a party to any material legatpedings. We are not a party to any litigatioany court with any governmental authority, and
management is not aware of any contemplated praugég any governmental authority against us.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
There were no matters submitted to a vbseourity holders during the quarter ended Decer@be2009.
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PART Il

ITEM5. MARKET FOR REGISTRANT'S COMMON EQUITY, R ELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Information

Our common stock is traded on The Nasdadp&ISelect Market under the symbol "VRTX." Thddualing table sets forth for the periods
indicated the high and low sale prices per shamioftommon stock as reported by Nasdagq:

Year Ended December 31, 200¢ High Low

First quartel $ 2467 $ 13.8¢
Second quarte 34.97 23.4(
Third quartel 35.0C 24.6:
Fourth quarte 33.1¢ 18.4:

Year Ended December 31, 2009:

First quarte! $ 3597 $ 26.67
Second quarte 36.3( 25.9¢
Third quartel 38.5(C 31.8¢
Fourth quarte 44.0¢ 31.8:

Stockholders
As of February 16, 2010, there were 1,688 drs of record of our common stock.

Performance Graph

CUMULATIVE TOTAL RETURN
Based on Initial Investment of $100 on December28D4
with dividends reinvested (fiscal years ended Ddumm31)

0
12404 12005 12106 1207 12408 42009
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Dividends

We have never declared or paid any casdetids on our common stock, and we currently exipedtfuture earnings, if any, will be
retained for use in our business.

Issuer Repurchases of Equity Securities

The table set forth below shows all repasds of securities by us during the three monttiec&Becember 31, 2009:

Total Number of Shares Maximum Number of
Total Number Purchased as Part of Shares that May Yet
of Shares Average Price Publicly Announced be Purchased under
Period Purchased Paid per Share Plans or Programs the Plans or Programs
Oct. 1, 2009 to
Oct. 31, 200¢ 47,95¢ $ 0.01 — —
Nov. 1, 2009 tc
Nov. 30, 200¢ 29,53¢ $ 0.01 — —
Dec. 1, 2009 t
Dec. 31, 200¢ 11,31¢ $ 0.01 — —

The repurchases were made under the termg 4996 Stock and Option Plan and 2006 Stock@piibn Plan. Under these plans, we
may award shares of restricted stock to our emgi®wad consultants that typically are subjectlgpaing right of repurchase by us. We may
exercise this right of repurchase in the eventahastricted stock recipient's service to usrisiated. If we exercise this right, we are reqd
to repay the purchase price paid by or on behati@fecipient for the repurchased restricted shavhich typically is the par value per shar
$0.01. Repurchased shares are returned to theaplgliStock and Option Plan under which they wesaedad. Shares returned to the 2006 <
and Option Plan are available for future awardseuatide terms of that plan.
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ITEM 6. SELECTED FINANCIAL DATA

The following unaudited selected consobiddiinancial data are derived from our audited obdated financial statements. These data
should be read in conjunction with our audited otidated financial statements and related notesattgaincluded elsewhere in this Annual

Report on Form 10-K and with "Management's Disaussind Analysis of Financial Condition and Resaft®perations” included in Item 7
below.

Year Ended December 31,
2009 2008 2007 2006 2005
(in thousands, except per share amounts)

Consolidated Statements of Operations Data:

Revenues
Royalty revenue $ 2832( $ 37,48: $ 4797 $ 41,206 $ @ 32,82¢
Collaborative revenue 73,56¢ 138,02: 151,03¢ 175,14¢ 128,06:
Total revenue 101,88¢ 175,50 199,01: 216,35t 160,89(
Costs and expense
Royalty expense 14,20: 15,68¢ 13,904 12,17( 10,09¢
Research and development exper 550,27« 516,91 519,22° 379,71} 248,54(
Sales, general and administrative expel 130,19: 101,29( 78,55¢ 49,85¢ 43,99(
Restructuring expens 6,24( 4,32¢ 7,11¢ 3,651 8,13¢
Intangible asset impairment charge 7,20( — — — —
Acquisitior-related expenses( 7,79: — — — —
Total costs and expens 715,90: 638,21 618,80 445,39: 310,76:
Loss from operation (614,017) (462,709 (419,79)) (229,039 (149,87:)
Interest income/(expense), 1 (8,182) 2,851 28,51¢ 15,06¢ (5,337
Other gain/(losses)(2)(3)(: (19,989 — — 7,07¢ (48,219
Net loss(2] $ (642,17Y) $ (459,85) $ (391,279 $ (206,89) $ (203,41)
Net loss per share, basic and dilutec $ 3.71) $ 3.27) $ (3.05 $ (1.83) $ (2.2¢)
Weightet-average shares, basic and dilt 173,25¢ 140,55t 128,98t 113,22: 89,24:

December 31
2009 2008 2007 2006 2005
(in thousands)

Consolidated Balance Sheets Data:

Cash, cash equivalents and marketable secu $ 1,28491. $ 832,10 $ 467,79t $ 761,75. $ 407,51
Intangible assets(: 518,70( — — — —
Goodwill(1) 26,10: — — — —

Total asset $ 1,95548 $ 980,47¢ $ 601,470 $ 921,57¢ $ 548,99¢
Total current liabilities $ 28488. $ 216,56 $ 199,27¢ $ 251,01+ $ 100,24
Convertible senior subordinated notes (due 2018)ph

current portior — 287,50( — — —
Secured notes (due 2012) 121,76! — — — —
Liability related to sale of potential future mitese

payments(3 38,207 — — — —
Other long terr-debt, net of current portic — — — 19,997 180,09
Deferred tax liability(1] 160,27¢ — — — —
Other liabilities, net of current portic 254,00¢ 237,54: 130,90 144,63: 29,48:
Stockholders' equit 1,096,341 238,87- 271,29 505,93! 239,17t

Total liabilities and stockholders' equ $ 195548 $ 980,47¢ $ 601,477 $ 921,57¢ $ 548,99

1) The acquisition-related expenses, the intangitdetasthe goodwill, the deferred tax liability anthngible asset impairment charge reflected irstiected financial data relate to

our acquisition of ViroChem in 2009. See Note @uw consolidated financial statements includedvetsege in this Annual Report on Form 10-K.

2) We recorded a $1.0 million benefit in 2006 dueht® ¢umulative effect of estimating forfeitures be grant date rather than recording them as theyrpwhich decreased the ba
and diluted net loss per common share by $0.01.

3) The loss on derivative instruments, secured nates 2012), net and liability related to sale ofgmdial future milestone payments reflected in thlected financial data relate to
two financial transactions that we entered int&@ptember 2009 relating to future milestone paymenter our collaboration agreement with Jansses N®te R to our
consolidated financial statements included elsea/hethis Annual Report on Form 10-K.

(4) Other gain/losses includes losses on exchangemegdible notes of $18.1 million in 2009, $5.2 lioih in 2006 and $48.2 million in 2005 and a reatizyain on sale of investment
of $11.2 million in 2006.
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ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Overview

We are in the business of discovering, tigirg and commercializing small molecule drugstfa treatment of serious diseases.
Telaprevir, our lead drug candidate, is being eat&ld in a fully-enrolled registration program foedon treatment-naive and treatment-failure
patients with genotype 1 HCV infection. We currgrititend to submit an NDA for telaprevir in the tthd States in the second half of 2010,
assuming the successful completion of the registragrogram. If we are able to obtain marketingrappl for telaprevir in accordance with ¢
current development and regulatory timelines, wgeekto initiate sales of telaprevir in the Unitgtétes in 2011. We are pursuing a number of
other clinical development programs, including gisgation program for VX-770, the lead drug cardélin our cystic fibrosis program. We
plan to continue investing in our research and bgweent programs and to develop selected drug dateli that emerge from those programs,
alone or with third-party collaborators.

Business Focu

Over the last several years, we have irdesignificant financial and management resountéisd latestage development of telaprevir
in strengthening our pipeline of drug candidatesyugh research and development activities anddhaisition of ViroChem Pharma Inc. To
fund these investments, we have raised an aggrefamproximately $1.9 billion over the three yeansled December 31, 2009, through sales
of common stock and convertible debt, other finahitansactions and one-time license fees. In dalerecute our business plan and achieve
profitability, we will need to complete the devetoent of telaprevir on a timely basis and effecivammercialize telaprevir in the United
States, where we have retained marketing rightslaprevir.

Over the next several years we believeithatdition to telaprevir we will need to furthievestigate other potential therapies for the
treatment of HCV and to research, develop and cawialize additional drug candidates in other therdjr areas with significant unmet need.
As a result, we are committed to advancing therathieical drug candidates in our pipeline and istitgg in our preclinical research programs.
In HCV, we are planning on evaluating telaprevicembination with VX-222, an investigational polyrase inhibitor that we obtained in 2009
through our acquisition of ViroChem, in a Phasel#acal trial that will involve a number of comhition regimens. The objective of our
ongoing clinical trials of HCV drug candidates and earlier-stage activities with respect to pdariteatments for HCV is to significantly
improve the treatment options for genotype 1 HCMdtion. The most advanced of our other drug caatdilis VX-770, which we are
evaluating in a registration program that focusepatients with CF who have the G551D mutatiorhandene responsible for CF. We also are
planning on evaluating VX-770 in combination wittK\B09 in a Phase 2a clinical trial in patients witle most common mutation in the gene
responsible for CF. We have initiated a Phaseiial trial of VX-509 in patients with moderate-t@vere RA and a Phase 2a clinical trial of
VX-765 in patients with treatment-resistant epileps

Drug Discovery and Clinical Developme

Discovery and development of a new pharmigca product is a difficult and lengthy procebattrequires significant financial resources
along with extensive technical and regulatory etiperand can take 10 to 15 years or more. Through@ientire process, potential drug
candidates are subjected to rigorous evaluatiovewlin part by stringent regulatory consideratiadesigned to generate information
concerning efficacy, side-effects, proper dosagelteand a variety of other physical and chemibakacteristics that are important in
determining whether a drug candidate should becsgpl for marketing as a pharmaceutical product.tMbsmical compounds that are
investigated
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as potential drug candidates never progress imtodbdevelopment, and most drug candidates thadgance into formal development never
become commercial products. A drug candidate'sriaiio progress or advance may be the result obaayor more of a wide range of adverse
experimental outcomes including, for example, #uk lof sufficient efficacy against the diseaseegrthe lack of acceptable absorption
characteristics or other physical properties, cliffies in developing a cost-effective manufactgram formulation method, or the discovery of
toxicities or side-effects that are unacceptabtete disease indication being targeted or thaeesbly affect the competitive commercial
profile of the drug candidate.

Throughout the development process foug dandidate we must work collaboratively with dagory authorities, including the FDA, in
order to identify the specific scientific issueattheed to be addressed in the clinical trialsifipsrt continued development and approval o
drug candidate. If the data from our ongoing chihiials or nonclinical studies regarding the safe efficacy of a drug candidate are not
favorable or regulatory authorities request addélcclinical trials or changes to existing clini¢ahl protocols, we may be forced to delay or
terminate the clinical development program for tteatdidate, which, particularly in the case of gedwir, could materially harm our business.

Because our investments are subject toiderable risks, we closely monitor the results wf clinical trials, discovery research and our
nonclinical studies and frequently evaluate outfptio investments in light of new data and sciatibusiness and commercial insights, with
the objective of balancing risk and potential. Tiniecess can result in relatively abrupt changdsdns and priority as new information
becomes available and we gain additional insigitts @ngoing programs and potential new programthobdigh we believe that our
development activities and the clinical trial data have obtained regarding telaprevir have redtledisks associated with obtaining
regulatory approval, we cannot be sure that oueldgwnent of telaprevir will lead to such regulatapproval of telaprevir or that such
approval, if obtained, will occur in 2011. With pext to our other drug candidates, including VX-A¥8 have more limited data from clinical
trials and nonclinical studies and as a resu#t difficult to predict which, if any, of these dregndidates ultimately will result in
pharmaceutical products.

Commercialization

We plan to market telaprevir in North Anoeri and we hold worldwide commercial rights to ¢tieer drug candidates in our pipeline. C
the past several years, we have expanded our cari@in@rganization with a focus on building our urstanding of the HCV market,
developing our commercial strategy for the potégianch of telaprevir, and planning the infrasttwe necessary to support future commel
activities. In the period prior to the anticipatadnch of telaprevir, we will expand our commerdieganization to an even more significant
extent. This expansion will include implementatadrinternal systems and infrastructure in ordesupport commercial sales, incorporation of
appropriate compliance policies and procedureabéshment of patient-focused programs and hirisglas force to promote telaprevir, if
approved, to health care providers. We are assegalgroup of executives with broad experience anketing, sales, distribution, and cost
reimbursement of drugs. We will continue to build commercial infrastructure by hiring a sales nugmaent team followed by a commercial
sales force in the United States. If we obtain apgl; we may market and sell one or more of oueotiug candidates in markets outside
North America, which would require additional expam of our commercial organizatic

Manufacturing

We will require a supply of telaprevir feale in North America and a supply of VX-770 folesaorldwide if we are successful in
obtaining marketing approval for either or bothtlw#se drug candidates. We rely on an internatioe@bork of third parties to manufacture and
distribute our drug
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candidates for clinical trials, and we expect thatwill continue to rely on third parties for theréseeable future to meet our commercial st
needs for any of our drug candidates that are appréor sale. Third-party contract manufacturamsiuding some in Asia, supply us with raw
materials, and contract manufacturers in the Ewmopénion and the United States convert these ratgnats into drug substance, and convert
the drug substance into final dosage form. Estaipigsand managing this global supply chain requérsggnificant financial commitment and
the creation and maintenance of numerous thirdspatationships. Although we attempt to effectivelgnage the business relationships with
companies in our supply chain, we do not have cetagiontrol over their activities.

Corporate Collaborations

Corporate collaborations have been andawititinue to be an important component of our lmssrstrategy. Historically, we have not had
the resources to develop and commercialize ahefdrug candidates that we have identified or foictvwe have rights. Therefore we have
relied on collaborations with third parties for ttievelopment and commercialization of some orfalius drug candidates. We have been
successful in initiating productive collaboratiomgh Janssen and Mitbsubishi Tanabe relating tptelvir, and our collaboration with Cystic
Fibrosis Foundation Therapeutics Incorporated dauited to the discovery of VX-770 and VX-809. Oarlg collaboration with
GlaxoSmithKline plc resulted in two marketed dréigsthe treatment of HIV. Collaborations continoebe an important part of our strategy
going forward, although the structure and scopavailable collaborative opportunities has changetthé past and may change in the future
based on prevailing economic and competitive coomit

Financing Strateg'

We have incurred losses from our incepéind expect to continue to incur losses at leadtwatobtain approval for and successfully
commercialize a product, if we ever do. Therefare have been dependent in large part on our abilitpise significant funding to finance our
research and development operations, to createneeccial infrastructure, and to meet our overheziscand long-term contractual
commitments and obligations. To date, we have selcfunds principally through capital market trarigars, strategic collaborative
agreements, investment income and the issuanaamhon stock under our employee benefit plans. Asl@ment of our financial strategy we
have from time to time transferred to third parfigtsire financial rights under specific collaboaats in exchange for one-time cash payments.
For example, in 2009 we entered into two finant@mhsactions that related to potential future miles payments under our collaboration with
Janssen that resulted in aggregate payments 031$66.0 million. Also in 2009, we received a oimad cash payment of $105.0 million from
Mitsubishi Tanabe and the right to a potential fatmilestone payment of up to $65.0 million, as phan amendment to an existing agreer
with Mitsubishi Tanabe. This amendment providedsMitishi Tanabe with a fully-paid license to comnadize telaprevir in Japan and
specified other countries in the Far East anditite and obligation to manufacture telaprevir fatesin their territory. In 2008, for a one-time
cash payment to us of $160.0 million, we sold agintrto receive royalty payments, net of subroyaltyounts payable to a third party, arising
from sales of Lexiva/Telzir and Agenerase underl®83 agreement with GlaxoSmithKline.

We expect that we will incur substantigbemses in order to complete the development andnavoialization of telaprevir while at the
same time continuing the development of our otheg @¢andidates and building our other capabilittesa result, we may raise additional
capital in order to maintain adequate working cdind cash reserves to continue both our developams commercialization of telaprevir
and our diversified research, discovery and devetq efforts. We expect we would need to raisetemidil capital if the development of
telaprevir was materially delayed. We may raisetamthl capital from public offerings or privateggements of our securities or
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other methods of financing. We cannot be surefthanhcing opportunities will be available on acadpé terms, if at all. If adequate funds are
not available on acceptable terms, or at all, wg b®arequired to significantly curtail or discontéone or more of our research, drug discc
or development programs, including clinical triaksur significant cash exit costs, or attempt lxtain funds through arrangements with
collaborators or others that may require that viegaish rights to certain of our drug candidates.

Critical Accounting Policies and Estimates

Our discussion and analysis of our finahmigdition and results of operations is based upanconsolidated financial statements pref
in accordance with generally accepted accountimgiples in the United States, or GAAP. The preparaof these financial statements
requires us to make certain estimates and assumsgtiat affect the reported amounts of assetsiabitities and the reported amounts of
revenues and expenses during the reported pekideisnonitor and analyze changes in facts and cirtamss that might have a material ef
on our estimates and assumptions in the futuren@#sin estimates are reflected in reported reguthe period in which they become kno
We base our estimates on historical experiencevandus other assumptions that we believe to beoregble under the circumstances. Actual
results may differ from our estimates if past eigrae or other assumptions do not turn out to bstamtially accurate.

We believe that our application of the d@aling accounting policies, each of which requirgsigicant judgments and estimates on the part
of management, are the most critical to aid inyfuthderstanding and evaluating our reported fireneisults: business combinations; derive
instruments and embedded derivatives; revenue nittmy research and development expenses; restingtexpense; and stock-based
compensation expense. Our accounting polices,dimduthe ones discussed below, are more fully dssdrin the Notes to our consolidated
financial statements, including Note B "Accountiglicies," included in this Annual Report on ForfiH.

Business Combinatior

In March 2009, we acquired ViroChem for @10million in cash and common stock with a fairked value of $290.6 million. We
assigned the value of the consideration transfaoedquire a business to the tangible assetsdemdifiable intangible assets acquired and
liabilities assumed, on the basis of their fairnes at the date of acquisition. The difference betwthe purchase price and the fair value of
assets acquired and liabilities assumed was a#lddatgoodwill. This goodwill related to the potehsynergies from the possible development
of combination therapies involving telaprevir ahd icquired drug candidates. The allocations recboth our consolidated balance sheet as of
the acquisition date included $525.9 million ofimgible assets related topnecess research and development and a $162.5mrdléferred ta
liability. As of December 31, 2009, our consolightelance sheet included $518.7 million of intafeydssets related to process research a
development and a $160.3 million deferred tax ligbi

The intangible assets acquired were ingsscesearch and development assets relating tiugeandidates being developed by
ViroChem, primarily VX-222 and VX-759, each of whigvas in Phase 1 clinical development at the daéequisition. VX-222 and VX-759
had estimated fair values on the acquisition da&4®2.9 million and $105.8 million, respectivelg.addition, we considered ViroChem's ot
clinical drug candidates and determined that VCI8;28roChem's lead HIV drug candidate, had an estiah fair value on the acquisition date
of $7.2 million, based on development costs thrathghacquisition date, and that the other clinitaly candidates had no fair value becaus
clinical and nonclinical data for those drug camais did not support further development as ofittwpuisition date. We also considered
ViroChem's preclinical programs and other techni@®@nd determined that because of uncertaintia®deto the safety, efficacy and
commercial viability of the potential drug candiesit market participants would not ascribe valutadse assets.
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We assess the fair value of assets, inafutiitangible assets such as in-process reseadctiemelopment, using a variety of methods,
including present-value models that are based opdtiple probability-weighted scenarios involvirtgetdevelopment and potential
commercialization of the acquired drug candidafé® present-value models used to estimate thedhies of VX-222 and VX-759 required
us to make significant assumptions regarding thienages market participants would make in evalgptirdrug development asset, including
the probability of successfully completing clini¢aals and obtaining regulatory approval for maihg of the associated drug candidate, the
timing of and the expected costs to complete ircgse research and development projects, futureflcash from potential product sales, and
appropriate discount rates. The estimated fairevakcribed to VX-222 and VX-759 was based on thimated fair value that would be
ascribed to each of these compounds by a mark#tipant that acquired both compounds in a singladaction. The assumed probability of
advancing VX-222 and VX-759 through various phasfedevelopment reflects the understanding amondetgrarticipants that most drug
candidates that enter Phase 2 clinical trials ataitimately approved for commercial sale. Whda,the date of acquisition, VX-222 and VX-
759 were each at a similar stage of developmengttriuted a significantly higher value to VX-2ft#an to VX-759 because the clinical and
nonclinical data from the VX-222 research prograassignificantly more promising than the clinicatlanonclinical data from the VX-759
research program. In addition, the fair value estérincorporates our determination that a marketigi@ant would not be likely to continue
development of VX-759 unless future data from clitrials or nonclinical studies of VX-222 resulte a delay or discontinuation of the VX-
222 development program. Projections of the dumatiod cost of nonclinical studies and clinicallgriary significantly over the life of a
project depending on developments in the prograen time, but in order to estimate the fair markatie on the acquisition date we made the
following assumptions from the perspective of magarticipants regarding the potential timing andts to develop VX-222 and/or VX-759.
We assumed if a drug candidate were successfullgldeed in the United States it would take appratety five to nine years from the date of
the acquisition in order to obtain marketing apjloin addition, for the valuation, we assumed stimgate of cost from acquisition to launch to
develop a drug candidate that was within a rand&6D million to $700 million. Future cash flowsany, would not be generated until a drug
candidate completed all required phases of cliniitals and obtained regulatory approval. The aslisted discount rate for each of these
projects was approximately 28%.

The in-process research and developmeatsaa®re recorded at fair value and accountedsfangefinite-lived intangible assets. We
maintain each of these assets on our consolidaledide sheet until either the research and deveonpproject underlying it is completed or
the asset becomes impaired. If we complete a grajecwill amortize the carrying value of the reldtntangible asset over the remaining
estimated life of the asset. If we determine thattagect has become impaired or we abandon a grejecwill write down the carrying value of
the related intangible asset to its fair value ailbltake an impairment charge in the period in gfhthe impairment occurs. In order to comg
an acquired research and development projectethted drug candidate must be evaluated in laégrestlinical trials, which are subject to all
of the risks and uncertainties associated withdthe=lopment of pharmaceutical products. If the¥alue of any of these drug candidates, and
in particular VX-222, becomes impaired as the tesulinfavorable safety or efficacy data from amgoing or future clinical trial or because
of any other information regarding the prospectsuafcessfully developing or commercializing thegdcandidate, we could incur significant
charges in the period in which the impairment oscMiX-759, which is considered a backup compoundXe222, could be impaired by data
pertaining to the potential successful developnaéMX-222, which could result in significant chaggim the period in which that data is
analyzed and the determination is made. Thesegititnassets are tested for impairment on an arbvasa as of October 1, or earlier if
impairment indicators are present. Post-acquisitisearch and development expenses related to-fiv@¢ess research and development
projects will be expensed as incurred. In the fogdarter of
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2009, we evaluated VX-222, VX-759, VCH-286 and geiidfor impairment. No impairment was found witbspect to VX-222, VX-759 or
goodwill. We recorded an impairment charge of $#ition related to VCH-286, which reduced the irgiie assets reflected on our
consolidated balance sheet by $7.2 million and @dsalted in an adjustment to our deferred taxlltgh

Derivative Instruments and Embedded Deriva—September 2009 Financial Transactions

In connection with the two financial tran8ans that we entered into in September 2009,sseed the 2012 Notes, which have a face
value of $155.0 million and do not carry an explicterest rate, for $122.2 million in cash. Thd2Wotes are secured by $155.0 million of
potential future telaprevir milestone payments thatexpect to receive from Janssen. We also s@d3$8illion in additional potential future
telaprevir milestone payments that we expect valpayable by Janssen for a cash payment of $38i8rmirhe 2012 Notes contain an
embedded derivative related to their potentialyeiapayment or redemption. The separate sale qidtential $95.0 million in future milestone
payments is accounted for as a free-standing demvenstrument.

In order to account for the 2012 Notes #redsale of the rights to the potential future stidme payments, we were required to estimat
fair value of the derivative embedded in the 2012eN and of the derivative associated with the(&sllion in potential future milestone
payments. The models we used to estimate thesedlaies require, among other things, estimateseassumptions market participants would
make regarding the timing and probability of acihigwhe milestones and the appropriate discoustran the fourth quarter of 2009, we
recorded interest expense of $3.1 million relatetheé 2012 Notes and an additional net expensé.8fifillion related to the changes in
estimated fair value of the derivative relatedh® $95.0 million in potential future milestone pamts and the derivative embedded in the 2
Notes.

2012 Notes

The 2012 Notes had a residual value atiszseiof $108.2 million, excluding the fair valuetioé embedded derivative. That embedded
derivative had a fair value at issuance of $10fiani We record a quarterly interest expense wéspect to the 2012 Notes that is determined
using the effective interest rate method, whiclieéases the amount of the liability for our 2012 @ééoeach quarter by an amount corresponding
to this interest expense through the stated mgtdaite, unless redeemed or repaid earlier. In iaddive evaluate the embedded derivative for
changes in fair value on at least a quarterly basiof December 31, 2009, the value of the 201&8lavas $111.3 million and the fair value
the embedded derivative was $10.5 million. We ekilet the net expense related to the 2012 Notgsath will recognize based on interest
expense and gains and losses on the embeddedtikeriveer the period between December 31, 2009Cetdber 31, 2012 will equal
$33.2 million, which is the difference between #i65.0 million face value of the 2012 Notes andf#tievalue of the 2012 Notes with their
embedded derivative on December 31, 2009. Howdlvettiming of these expenses or any gains will ddpen a number of factors, including
factors related to the probability and timing ohigwing the relevant milestone events and to apble discount rates, and could result in
material expenses or gains in any quarterly period.

Sale of Future Milestone Payments

The fair value on the sale date of the-Bading derivative instrument created by the e&f95.0 million of future milestone rights was
$36.2 million. As of December 31, 2009, the failueaof the free-standing derivative was $38.2 williWe will evaluate this free-standing
derivative for changes in fair value on at leaguarterly basis. Any change in the fair value Wwélrecorded as a loss or gain in the period in
which it becomes known. If these milestone evergsaghieved, we expect that we will recognize npeases over the period between
December 31, 2009 and the date the milestoneshrevad equal to $56.8 million, which is the diface between the $95.0 million the
purchaser will
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receive if all the milestone events are achievatitha fair value of the free-standing derivativelmerember 31, 2009. Because our estimate of
the fair value of the free-standing derivative udgs the application of a discount rate, we exfgertcord costs to reflect the time-value of
money each quarter. However, the timing of any oéx@enses or any gains will depend on a numb&rabdrs, including, among other things,
factors related to the probability and timing ohi&wing the relevant milestone events and to applediscount rates, and could result in
material losses or gains in any quarterly period.

Revenue Recognitic

Our revenues are generated primarily thinozajlaborative research, development and/or corniadération agreements. The terms of
these agreements typically include payment to uwmefor more of the following: nonrefundable, fopat license fees; milestone payments;
royalties on product sales. In addition, we soldrgghts to receive future royalties from our HI¥s&ts and have been recognizing revenues in
connection with that transaction since the dathefsale in May 2008.

Up-front License Fees

We recognize revenues from nonrefundalgdrant license fees related to collaboration agreets, including the $165.0 million we
received from Janssen in 2006 and the $105.0 milie received from Mitsubishi Tanabe in the thitdider of 2009, on a straight-line basis
over the contracted or estimated period of perfeiceaThe period of performance over which the reesrare recognized is typically the
period over which the research and/or developngeexpected to occur. As a result, we often areiredtio make estimates regarding drug
development and commercialization timelines for poomds being developed pursuant to a collaboratgwaement. Because the drug
development process is lengthy and our collabanagreements typically cover activities over selvgears, this approach often has resulted in
the deferral of significant amounts of revenue fiotoire periods. In addition, we periodically eatiel our estimates in light of changes in the
development plans for our drug candidates. Becafige many risks and uncertainties associated thiétdevelopment of drug candidates, our
estimates regarding the period of performance kbhaeged in the past and may change in the futuree€§timates regarding the period of
performance under the Janssen collaboration agraemsee adjusted in 2007, and again in the thirargu of 2009, as a result of changes in
the global development plan for telaprevir, whicmimplates the conduct of certain developmentities in the post-approval period if
telaprevir is approved for marketing. These adjesti® were made on a prospective basis beginnitiggiperiods in which the changes were
identified. These adjustments resulted in a deereathe amount of revenues we recognized frondémssen collaboration by $2.6 million per
quarter for the first adjustment and by $1.1 miller quarter for the second adjustment. Any fuadjestment in our estimates of the perio
performance under any of our collaborations coalilt in substantial changes to the period ovechvttie revenues from an up-front license
fee related to that collaboration are recognized.@xample, if we adjust our estimates as of Janlia?010 to increase the period of
performance under the Janssen agreement by ondtyeauld result in a decrease in the amount ééded revenues we recognize from our
Janssen collaboration of $0.8 million per quartgibning in the first quarter of 2010.

Milestone Payments

At the inception of each agreement thauites contingent milestone payments, we evaluatgiven the contingencies underlying each
milestone event are substantive, specifically nsing factors such as the scientific and other ribled must be overcome to achieve the
milestone event, as well as the level of succesdfatt and investment required. If we do not cdasia milestone event to be substantive, the
revenues from the related milestone payment cadmmotcognized when the milestone
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event is achieved, but must be recognized on @htrline basis over the remaining performancequeri

Where a substantive milestone event iseaglti in a collaboration arrangement and the cooredipg payment is reasonably assured, the
payment is recognized as earned subject to spedficies applicable where we have obligations rieing after achievement of the milestone.
Because achievement of a substantive milestond eweler a collaboration agreement typically recgittee completion of a number of
activities conducted over a significant periodiofd, the expenses related to achieving the milestément often are incurred prior to the period
in which the milestone payment is recognized. Alh@ milestones that have been achieved undedangsen collaboration agreement during
the three years ended December 31, 2009 have besitdered substantive. In the past, significanttgulg and annual fluctuations in our
revenues from milestone payments have contribaeibnificant fluctuations in our overall collabtv& revenues.

Royalty Revenues

In May 2008, we entered into a purchaseegent with Fosamprenavir Royalty, L.P. pursuamthah we sold, and Fosamprenavir
Royalty purchased for a oriene cash payment to us of $160.0 million, our tighreceive royalty payments, net of subroyaltyants payabl
to a third party, arising from sales of Lexiva/Tieknd Agenerase under our 1993 agreement withdSaithKline. We deferred the
recognition of $155.1 million of revenues in conti@t with this sale. On May 31, 2008, we began gaizing these deferred revenues under
the units-of-revenue method. Under this methodatheunt of deferred revenues to be recognizedyadtyaevenues in each period is
calculated by multiplying the following: (1) the tm@yalty payments due from GlaxoSmithKline to Fogaenavir Royalty for the period by
(2) the ratio of the revenues we received fromstile of our rights to HIV royalty payments that na/e not yet recognized to the total
estimated remaining net royalties that we expeaxk@bmithKline to pay Fosamprenavir Royalty overrgmaining term of the agreement.
Estimating the total remaining net royalties th&x®SmithKline will pay to Fosamprenavir Royaltygteres the use of subjective estimates
assumptions, including estimates regarding thedfitlee potential market for HIV protease inhibipthe competitive position of Lexiva/Telzir
specifically and HIV protease inhibitors generalligh respect to currently approved drugs and dthgsmay be approved in the future, and
pricing of Lexiva/Telzir. Changes to our estimatéte total remaining net royalties that GlaxoSidithe will pay to Fosamprenavir Royalty
could have a material effect on the amount of tyy@venues we recognize in a particular period.

Prior to May 2008, royalty revenues typligalere recognized based upon actual and estinmatesales of licensed products in licensed
territories and generally were recognized in théopkthe sales occurred. We reconciled and adjUstedifferences between actual royalty
revenues and estimated royalty revenues in theeyuamy differences became known. These differemege not significant.

Research and Development Exper

All research and development expensesjdiaty amounts funded through research and developoodlaborations, are expensed as
incurred. Research and development expenses aggrisechof costs incurred in performing research @klopment activities, including
salary and benefits; stock-based compensation sgp&aboratory supplies and other direct expercsagractual services, including clinical
trial and pharmaceutical development costs; exgeassociated with the commercial supply investrireatir drug candidates, which are
considered research and development expenses theedoug candidates’ stages of development; drastructure costs, including facilities
costs and depreciation.
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When third-party service providers' billiteyms do not coincide with our period-end, weragiired to make estimates of our obligations
to those third parties, including clinical trialdapharmaceutical development costs, contractusicgsr and costs for commercial supply of our
drug candidates, incurred in a given accountingpdeand record accruals at the end of the periogl BAse our estimates on our knowledge of
the research and development programs, servicéarmed for the period, past history for related\aties and the expected duration of the
third-party service contract, where applicable.

We are incurring significant costs related@ommercial supplies of telaprevir, which enteiregd Phase 3 development in the first quarter
of 2008. We also are beginning to incur costs eelad commercial supplies of VX-770, although thiesee been considerably less than the
costs related to commercial supplies of telapreMier a drug candidate enters into Phase 3 clinieaelopment, determining whether to
continue to classify all of these costs as reseanchdevelopment expenses or to capitalize sortteeaf as inventory involves significant
judgments. Generally, inventory may be capitalifetis probable that future revenues exceedirgydbsts of the inventory will be genera
from the sale of the inventory. While we believattthe development activities and clinical trialedto date have reduced the risks associated
with obtaining marketing approval for telaprevioy iccounting purposes we continue to expensd alliocosts related to commercial supplies
of telaprevir because of the inherent risks of ditegelopment. To the extent that we continue tcsictan these costs as research and
development expenses as we continue developméelapfevir, we expect that if and when we receiwekating approval for telaprevir the
costs of our initial commercial supplies of telaprevill have already been expensed. A consequefitiee application of this accounting pol
is that during the initial period after the potahtaunch of telaprevir our cost of goods sold wok reflect costs recorded as research and
development expenses in prior periods.

Restructuring Expens

We record liabilities associated with rasturing activities based on estimates of fair edfuthe period the liabilities are incurred. The
liability for accrued restructuring expense of $Brillion at December 31, 2009 is related to thatipn of our facility in Kendall Square,
Cambridge, Massachusetts that we are not occupyidglo not intend to occupy. This liability is adkted by applying our best estimate of
net amount of our ongoing obligation. We use aalisted cash-flow analysis to calculate the amofitttis liability. The probability-weighted
discounted casHew analysis is based on management's assumpimhgstimates of our ongoing lease obligationsudtiicg contractual rent
commitments, buildeut commitments and building operating costs, atonates of income from subleases, based on theaed timing of the
subleases. We discount the estimated cash flowg asdliscount rate of approximately 10%. These flashestimates are reviewed and may
be adjusted in subsequent periods. Adjustmentbased, among other things, on management's assgssicbanges in factors underlying the
estimates. Because our estimate of the liabilitjuides the application of a discount rate to réflee time-value of money, the estimate will
increase simply as a result of the passage of &wem if all other factors remain unchanged.

Our estimates of our restructuring liagiliave changed in the past, and it is possibledhaassumptions and estimates will change in the
future, resulting in additional adjustments to #meount of the estimated liability. The effect ofauch adjustments could be material. For
example, we currently have two subleases for postaf the Kendall Square facility with remainingnts of one and three years, respectively,
and we have made estimates and assumptions refatioture sublease terms following the expiratddthe current subleases. Market
variability may require adjustments to those asgionp in the future. We will review our assumpti@aml judgments related to the lease
restructuring on at least a quarterly basis uhéliKendall Square lease is terminated or expiresn@ake whatever modifications we believe
necessary, based on our judgments, to reflect laagged circumstances.
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Stock-based Compensation Expense

We measure the compensation cost of staskd compensation at the grant date, based oaithafue of the award, including estimated
forfeitures, and we recognize that cost as an esgeatably over the associated employee serviéedhavhich generally is the vesting period
of the equity award, or the derived service pefadawards with market conditions. For our awardhywerformance conditions, we make
estimates regarding the likelihood of satisfactibthe performance condition which affect the pgrmwer which the expense is recognized.
calculate the fair value of stock options and sharwachased pursuant to the Employee Stock Puréiaseusing the Black-Scholes option
pricing model. The Black-Scholes option pricing rabaequires us to make certain assumptions ancha&ts concerning our stock price
volatility, the rate of return of risk-free investmts, the expected term of the awards, and owipated dividends. In determining the amount
of expense to be recorded, we also are requiregdrrise judgment to estimate forfeiture ratesafeards, based on the probability that
employees will complete the required service peribdctual forfeitures differ significantly fromun estimates, if any of our estimates or
assumptions prove incorrect, or if the likelihoddiohievement of a performance condition changesresults could be materially affected.
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RESULTS OF OPERATIONS

09/08 08/07
Comparison Comparison
Increase/ Increase/ Increase/ Increase/
2009 2008 2007 (Decrease) (Decrease) (Decrease) (Decrease)
(in thousands) (in thousands, except percentages)
Revenue: $ 101,88¢ $ 175,50¢ $ 199,01: $ (73,61% (42)%$ (23,509 (12)%
Operating
costs
and
expens 715,90 638,21: 618,80 77,68¢ 12% 19,40¢ 3%
Net
interest
income
(expen: (8,182 2,857 28,51 (11,039 n/e (25,65¢) (90)%
Other
loss,
net 19,98« — — 19,98« n/e — —
Netloss $(642,17) $(459,85) $(391,27) $ 182,32 40% $ 68,57 18%

Net Loss

In 2009 as compared to 2008, our net loseased by $182.3 million, or 40%. The increasdass in 2009 as compared to 2008 wa:
result of significant increases in our costs angeases combined with significant decreases inegrues. Our lower revenues in 2009 were
primarily the result of our receipt and recognitmfmmilestone payments in 2008 for which there wesecorresponding milestone payments in
2009. The increased expenses included increasedtimgeexpenses related to the growth in size ofamarkforce and to our late-stage clinical
programs and increased stock-based compensatiemsxpWe currently expect that our net loss fol020il exceed our net loss for 2009,
primarily as a result of activities to prepare tioe potential commercial launch of telaprevir irl 20

In 2008 as compared to 2007, our net loseased by $68.6 million, or 18%. The increasedass in 2008 as compared to 2007 was the
result of a combination of factors, including lowewvenues from royalties as a result of the satmoHIV royalty stream and decreases in
revenues from our collaborations, an increase irowarall expenses and a decrease in our net sttiei@ome as a result of lower yields on
invested funds and higher levels of outstanding.dal2008, we increased our workforce, particylaml our development and
commercialization organizations, leading to incegbemployee-related expenses. In 2008, these sentexpenses, as compared to 2007, were
largely offset by decreased expenses related teaa@umercial supply investment in telaprevir, résglin an overall 3% increase in our
operating costs and expenses.

Net Loss Per Shai

Our net loss for 2009 was $3.71 per basitdiluted common share compared to a net l0os8(008 of $3.27 per basic and diluted
common share. Our net loss per basic and dilutedraan share increased in 2009 from 2008 as a reksalt0% increase in net loss, partially
offset by an increase in the number of basic ahdetl weighted-average common shares outstandimg 0.6 million shares in 2008 to
173.3 million shares in 2009.

Our net loss for 2008 was $3.27 per basitdiluted common share compared to a net los8d0v of $3.03 per basic and diluted
common share. Our net loss per basic and dilutedremn share increased in 2008 from 2007 as a reSatt 18% increase in net loss, partially
offset by an increase in the number of basic ahdetl weighted-average common shares outstandimg £29.0 million shares in 2007 to
140.6 million shares in 2008.

Stock-based Compensation and Certain Other Expenses

The comparison of our operating costs aqueteses and other losses in the three years enetsshiber 31, 2009, and particularly the
comparison between 2009 and 2008, is affected drg@ses in our stock-based compensation expe28®tas well as expenses and an
impairment of intangible
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assets related to our acquisition of ViroChem, #iedoss on exchanges of a portion of the 2013 Nfmteour common stock in 2009.

2009 2008 2007
(in thousands)
Stock-based compensation expel $86,72. $57,98° $ 59,407
Restructuring expens 6,24( 4,32¢ 7,11¢
Acquisitior-related expense 7,798 — —
Intangible asset impairment charg 7,20( — —

Loss on exchanges of a portion of the 2013 N 18,137 — —

Revenues
09/08 08/07
2009 2008 2007 Comparison Comparison
(in thousands) (in thousands, except percentages)

Royalty revenue $ 28,32( $ 37,48: $ 47,970 $ (9,167 (249%$ (10,490 (22%
Collaborative
revenues 73,56¢  138,02:  151,03¢  (64,45) (47)% (13,01 (9%

Total revenue  $ 101,88¢ $ 175,50 $ 199,01: $ (73,615 (42%$ (23,509 (12%

Our total revenues in recent periods haentcomprised primarily of collaborative revenwesich decreased in both 2009 and 2008 in
comparison with the preceding year. On a quartanty annual basis our collaborative revenues haetuthted significantly, due to the timing
of recognition of significant milestone payments2010, we expect to recognize approximately $7bamiof deferred revenues currently
reflected on our consolidated balance sheet aniti@utl collaborative revenues from our collaboratielationships and other sources. We do
not expect to have any revenues from the saldayrevir in 2010. If we are able to successfullynooercialize telaprevir in accordance with
current development timelines, product revenues fitee sales of telaprevir would commence in 2011.

Collaborative Revenues
The table presented below is a summargwénmues from collaborative arrangements for 20008 nd 2007:

2009 2008 2007
(in thousands)

Collaborative revenue:

Janssel $54,64( $120,12. $117,73¢
Mitsubishi Tanabt 18,71: 9,852 4,35¢
Cystic Fibrosis Foundation Therapeuti
Incorporatec 52: 764 15,88:
Merck — 6,00( 9,00(
Other (305) 1,28:¢ 4,05¢
Total collaborative revenut $73,56¢ $138,02: $151,03¢

Our revenues from the Janssen collaborati@ach period consist of:

. development milestone payments, if any, recognizede period;

. net reimbursements from Janssen for developmetd obselaprevir,

. sales of materials, if any, to Janssen in the deead

. an amortized portion of the $165.0 million-front payment received from Janssen in 2(
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Amounts that Janssen pays us for reimbursemenirdetaprevir clinical development expenses, afteroffset reimbursement amounts owed
by us to Janssen for reimbursements of Jansséapsaeir clinical development expenses, are reabaterevenues.

The $65.5 million, or 55%, decrease in @mwenues from Janssen in 2009 compared to 200®nvaarily the result of a decrease in
milestone revenues. We recognized a total of $5tllibn from the achievement of milestones in 266Bwhich there were no corresponding
milestones achieved in 2009. The $55.0 million itestone revenue from the Janssen collaborati@®@8 was an increase of $25.0 million in
comparison to 2007. In the third quarter of 2008,emtered into two financial transactions relatefi250.0 million in potential future milestc
payments related to the regulatory filing with apgbroval of telaprevir by the European MedicinealEation Agency, and the launch of
telaprevir in the European Union. If Janssen ig ablsuccessfully commercialize telaprevir in ademce with current development timelines,
we anticipate these milestones will be earned poigkpril 2012. We expect that, when and if earrtbdse milestones will result in
collaborative revenues of which the proceeds frieenfirst $155.0 million would be used to redeem2B22 Notes and the remaining
$95.0 million would be paid by Janssen to the paseh of these milestones.

In 2009, our collaborative revenues fromrses other than Janssen primarily related to ollatmoration with Mitsubishi Tanabe. On
July 30, 2009, we entered into an amendment tdicense, development and commercialization agreémiggh Mitsubishi Tanabe that
provided for a $105.0 million payment in connectwith the execution of the amendment. This paymeatt initially classified as deferred
revenues and is being recognized over our exp@eedd of performance. In 2009, we recognized al wit $18.7 million of revenues from
Mitsubishi Tanabe, including the amortized portajrthe $105.0 million up-front payment. In 2008y collaborative revenue from sources
other than Janssen primarily related to $9.9 nmltkd revenue from Mitsubishi Tanabe relating tomeursements for development costs,
milestone payments and the sale of materials teuishi Tanabe, and the $6.0 million milestone wléeved pursuant to our collaboration
with Merck, for which there was no correspondindestone payment in 2009.

The decrease in our total collaborativeereies from sources other than Janssen in 2008gsaced to 2007 was primarily attributable to
decreased revenues from our collaboration with CHifr€arly 2008, we completed our reimbursableviis under our collaboration with
CFFT, which resulted in the $15.1 million decre@seevenues from this collaboration in 2008 as carad to 2007.

Royalty Revenue

Our royalty revenues relate to sales ofHhé protease inhibitors Lexiva/Telzir and Agenerdsy GlaxoSmithKline. On May 30, 2008,
sold our right to receive future royalties from &&mithKline with respect to these products, exitigdhe portion allocated to pay a
subroyalty on these net sales to a third partyetarn for a one-time cash payment of $160.0 million May 30, 2008, we deferred the
recognition of $155.1 million of revenues from the. We are recognizing these deferred revenerstioe term of our agreement with
GlaxoSmithKline under the units-of-revenue methat will continue to recognize royalty revenues égoahe amount of the third-party
subroyalty and an offsetting royalty expense fertthird-party subroyalty payment.

The $9.2 million, or 24%, decrease in royaévenues in 2009 compared to 2008, and the $hdlidn, or 22%, decrease in royalty
revenues in 2008 compared to 2007, resulted priyrfaoim this sale of our future HIV royalties indlsecond quarter of 2008. In 2010, we
expect that we will recognize as royalty revenuesiion of the remaining deferred revenues fromgale of the royalty stream plus the full
amount of the third-party subroyalty.
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Costs and Expenses

09/08 08/07
2009 2008 2007 Comparison Comparison
(in thousands) (in thousands, except percentages)

Royalty expense $ 14,20 $ 15,68¢ $ 13,90« $ (1,489 (9%%$ 1,782 13%
Research an

development

expense: 550,27: 516,91: 519,22° 33,36: 6% (2,31%) 0%
Sales, general ar

administrative

expense: 130,19: 101,29( 78,55« 28,90: 2%% 22,73¢ 2%%
Restructuring

expense 6,24( 4,32¢ 7,11¢ 1,91¢ 44% (2,795  (39%
Intangible asse

impairment

charges 7,20C — — 7,20C n/e — —
Acquisitior-

related expens 7,79% — — 7,79z n/e — —
Total costs and

expense: $ 715,90 $ 638,21 $ 618,80: $ 77,68¢ 12% $ 19,40¢ 3%

Our operating costs and expenses primeeifte to our research and development expensesuarsdles, general and administrative
expenses. Our research and development expensesflion a quarterly basis due to the timing tifgies related to the development of
clinical drug candidates. Our sales, general amii@idtrative expenses generally have been incrgasiwe expand our commercial
capabilities in preparation for the potential comered launch of telaprevir.

Research and Development Exper

2009 2008 2007 09/08 Comparison 08/07 Comparison
(in thousands) (in thousands, except percentages)
Research expens $ 174,267 $ 165,38. $ 162,47. $ 8,88¢ 5% $ 2,91( 2%
Developmen
expense: 376,000 351,53: 356,75t  24,47¢ 7% (5,22 ()%
Total research ar
development
expense: $ 550,27: $ 516,91: $ 519,22° $ 33,36. 6% $ (2,315 0%

The $33.4 million increase in our totaleash and development expenses in 2009 compagfiD®was primarily the result of increases
in expenses related to our workforce as we continaedvance telaprevir and our other drug candgdtitrough clinical development, partially
offset by decreases in contractual services exgeag research and development expense levelssiveilar in 2008 and 2007 as fluctuatic
in development expenses, including increases iemresgs related to our workforce and a decreasepienses related to commercial supply
investment for telaprevir, resulted in a small @ase in research and development expenses. In®8JkXpect that our total research and
development expenses will increase as we incraasivestment in commercial supplies of telapréviorder to prepare for the potential
commercial launch of telaprevir in 2011.

Our research and development expensediadhiernal and external costs incurred for ougdrandidates, including telaprevir and VX-
770. We do not assign our internal costs, suclalasysand benefits, stock-based compensation egptaisoratory supplies and infrastructure
costs, to individual drug candidates, becauseii@@/ees within our research and development groypsally are deployed across multiple
research and development programs. These intesatd are significantly greater than our externatssuch as the costs of services provided
to us by clinical research organizations and othisourced research, which we do allocate by iddii drug development program. All
research and development costs for our drug catedidae expensed as incurred.

To date, we have incurred in excess of $8li®n in research and development expenses &dsdowith drug discovery and development.
The successful development of our drug candidates i
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highly uncertain and subject to a number of rishaddition, the duration of clinical trials mayryassubstantially according to the type,
complexity and novelty of the drug candidate areldisease indication being targeted. The FDA amdpewable agencies in foreign countries
impose substantial requirements on the introduaifcherapeutic pharmaceutical products, typicegiguiring lengthy and detailed laboratory
and clinical testing procedures, sampling actisitiad other costly and time-consuming proceduraga Bbtained from nonclinical and clinical
activities at any step in the testing process meagdverse and lead to discontinuation or rediraaifcdevelopment activity. Data obtained fr
these activities also are susceptible to varyitgrpretations, which could delay, limit or preveagulatory approval. The duration and cost of
discovery, nonclinical studies and clinical triedgy vary significantly over the life of a projectchare difficult to predict. Therefore, accurate
and meaningful estimates of the ultimate costgitgglour drug candidates to market are not avaslabl

Over the three year period ended Decembge2@®09, telaprevir has represented the largesiopaof the development costs for our clini
drug candidates. We anticipate that our ongoing@Beclinical trials of telaprevir will be compléte mid-2010, but that development costs
associated with other clinical trials of telapreviay continue after the completion of the regigtratrials. If we are able to successfully
commercialize telaprevir in accordance with curidmtelopment timelines, we anticipate revenuescasth flows from the sales of telaprevi
commence in 2011. If our registration program fof-¥70 is successful and completed on the timelia we currently anticipate, we could
submit an NDA for VX-770 in the second half of 200ur other drug candidates are less advancedssadesult any estimates regarding
development timelines for these drug candidatesigidy subjective and subject to change, and vagat this time make a meaningful
estimate when, if ever, these drug candidatesyding the drug candidates we acquired from ViroCheith generate revenues and cash flo

Research Expenses

09/08 08/07
2009 2008 2007 Comparison Comparison
(in thousands) (in thousands, except percentage
Research Expense
Salary anc
benefits $ 63,42: $ 5575t $ 51,381 $ 7,66 14% $ 4,37: 9%
Stoclk-basec
compensation
expense 23,80: 18,76¢ 21,57 5,03¢ 27% (2,808 (13%
Laboratory
supplies and
other direct
expense! 28,13¢ 24,28¢ 22,70t 3,852 16% 1,57¢ 7%
Contractual
services 5,40¢ 8,72t [A555 (3,319 (3% 1,17 15%
Infrastructure
costs 53,50: 57,85:¢ 59,25¢ (4,352 (8% (1,409 (2%
Total researcl
expense! $ 174,26 $ 165,38: $ 162,47 $ 8,88¢ 5% $ 2,91( 2%

Over the past three years we have mairdamelatively level investment in research adagsgitwith fluctuations in various categories of
expense resulting in a 5% increase in researchneggan 2009 as compared to 2008 and a 2% incirrassearch expenses in 2008 as
compared to 2007. Our research expenses primaeilyetated to expenses for our workforce and gdigeaee not dependent on the timing of
clinical development activities. We expect to coné to invest in our research programs in an effocontinue identifying additional drug
candidates.
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Development Expenses

09/08 08/07
2009 2008 2007 Comparison Comparison
(in thousands) (in thousands, except percentages)

Development

Expenses

Salary and

benefits $ 98,83( $ 78,947 $ 56,34( $ 19,88 25% $ 22,607 40%
Stock-basec

compensation

expense 40,32¢ 27,38( 27,39¢ 12,94¢ 47% (16) 0%
Laboratory

supplies and

other direct

expense: 27,68. 30,28 25,46: (2,599 (9)% 4,81¢ 19%
Contractual

services 111,57¢ 121,06: 114,47" (9,487 (8% 6,587 6%
Commercial

supply

investmen 21,59: 17,55¢ 75,46 4,032 23% (57,909 (77)%
Infrastructure

costs 75,99¢ 76,30: 57,62( (303 0% 18,68: 32%
Total

development

expense: $ 376,000 $ 351,53 $ 356,75¢ $ 24,47¢ 7% $ (5,225 )%

Our development expenses increased by $2dlibn, or 7%, in 2009 as compared to 2008 priflgaas a result of increased expenses
related to our workforce partially offset by desesiin our contractual services expenses. The nuofileenployees in our development group
increased by approximately 16% from 2008 to 200 i@vestment in commercial supply of drug candédatvhich has fluctuated significar
over the past three years, also increased by $#liormor 23%, in 2009 as compared to 2008. Overed expect development expenses to be
significantly higher in 2010 than 2009 becauseigrificant projected increases in commercial suppliestment in telaprevir, and expenses
related to the VX-770 registration program and eanlier-stage clinical trials, partially offset bgcreases in expenses related to our telaprevir
registration program.

Our development expenses decreased bynfili@n, or 1%, in 2008 as compared to 2007. Thésréase in our development expenses
the result of a $57.9 million decrease in expefeesommercial supply of drug candidates partialtiset by increases in the other categorie
development expenses, including expenses relatedrtmcreased headcount and infrastructure.

Sales, General and Administrative Expenses

2009 2008 2007 09/08 Comparison 08/07 Comparison
(in thousands) (in thousands, except percentage
Sales, general ar
administrative
expense: $ 130,19: $ 101,29( $ 78,55« $ 28,90: 29% $ 22,73¢ 2%

Sales, general and administrative expeinsesased substantially in each of 2009 and 20@®agared to the preceding year as a res
increases in workforce expenses as we advancerogicdndidates, particularly telaprevir, into |atage development. We expect that sales,
general and administrative expenses will increagafecantly in 2010 as we continue to increasedmeant in our commercial organization to
prepare for the potential launch of telaprevir @12.

Royalty Expense

Royalty expenses decreased $1.5 millio®%yin 2009 compared to 2008. Royalty expensesased $1.8 million, or 13%, in 2008
compared to 2007. Royalty expenses primarily relage subroyalty payable to a third party on nétsaf Lexiva/Telzir and Agenerase. The
subroyalty expense offsets a corresponding amduntyalty revenues. We expect to continue to recagthis subroyalty as an expense in
future periods.
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Restructuring Expens

As of December 31, 2009, our lease resirirg liability was $34.0 million. In 2009, 20082007, we recorded restructuring expense of
$6.2 million, $4.3 million and $7.1 million, resgaely. The restructuring expense in all periodduded imputed interest cost related to the
restructuring liability associated with our Kend&tjuare lease. In 2009 and 2007, there were ajastaténts of certain estimates and
assumptions for the remaining period of the le@seritment that increased the restructuring expentieose periods.

Acquisitior-related Expenses

We incurred $7.8 million of expenses in 2@® connection with our acquisition of ViroChemgluding $5.7 million in transaction
expenses and $2.1 million related to a restruagusinViroChem's operations that we undertook in &ha2009 in order to focus ViroChem's
activities on its HCV assets. We did not have gpomding acquisition-related expenses in 2008 6720

Impairment of Intangible Asse

In 2009, we recorded an expense of $7.Romiln connection with an impairment of the intévlg assets related to ViroChem's
development program for VCH-286, a drug candidatdtfe treatment of HIV infection. This intangildeset was estimated to have a fair value
on the acquisition date of $7.2 million, based emedlopment costs through the acquisition datehdrfourth quarter 2009, we determined that
VCH-286 was impaired and recorded an impairmentgghaf $7.2 million.

Non-Operating Items
Interest Income

Interest income decreased by $11.3 mill@rg9%, to $5.0 million in 2009 from $16.3 milliam 2008. The decrease was a result of lower
portfolio yields during 2009 as compared to 2008r €ash, cash equivalents and marketable secwigited approximately 1% on an annual
basis in 2009 compared to approximately 2% on auarbasis in 2008.

Interest income decreased $14.5 millior ¥, to $16.3 million in 2008 from $30.8 million 2007. The decrease was a result of lower
portfolio yields during 2008, partially offset bygher average levels of invested funds in 2008. €ash, cash equivalents and marketable
securities yielded approximately 2% on an annusisbia 2008 compared to approximately 5% in 2007.

Interest Expens

Interest expense decreased by $0.3 milbo2%, to $13.2 million in 2009 from $13.5 milliam 2008 as a result of a decrease in interest
expenses related to our 2013 Notes from $12.0anillh 2008 to $8.8 million in 2009 partially offdey the interest expenses related to the
Notes that we issued in September 2009. In 201@&xpect the interest expenses related to our 2@t83\vill be significantly lower than
2009 as a result of the lower outstanding princgmbunts of our 2013 Notes, but that interest exgemnelated to our 2012 Notes will be
significantly higher in 2010 than in 2009.

Interest expense increased $11.2 milliod1td.5 million in 2008 compared to $2.3 million2A07. This increase in 2008 as compared to
2007 resulted from the issuance in February 200828%.5 million in aggregate principal amount ofl2Wotes.
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Expense on Exchanges of 2013 Notes into Commok

In 2009, we incurred non-cash charges 8tBnillion in connection with the exchanges of $2bmillion in aggregate principal amount
of the 2013 Notes for 11.6 million newly-issuedrgsaof our common stock. The charges related tadiéional 542,937 shares of common
stock that we issued in excess of the number akshaf common stock into which such 2013 Notes werevertible prior to the exchanges.
There were no corresponding expenses in 2008 6f.200

Losses on Derivative Instruments, |

In the fourth quarter of 2009, we recordetllosses of $1.8 million in connection with tebedded and free-standing derivatives
associated with our September 2009 financial tretitsas. These net losses primarily are based onevalue of money adjustment to the
estimated fair value of the free-standing derivati/e expect to continue to record losses andiosgalated to these derivatives in 2010.

LIQUIDITY AND CAPITAL RESOURCES

We have incurred operating losses sinceérmaption and have financed our operations praibighrough public and private offerings of
our equity and debt securities, strategic collatieaagreements that include research and/or dprredat funding, development milestones and
royalties on the sales of products, strategic s#l@ssets or businesses, financial transactiomestment income and proceeds from the
issuance of common stock under our employee beplafis. We expect that we will incur substantiglenses in order to complete the
development and commercialization of telaprevirle/kait the same time continuing the developmenuofother drug candidates and building
our other capabilities. As a result, we may raiddittonal capital in order to maintain adequate kirng capital and cash reserves to continue
diversified research, discovery and developmemntresff We expect we would need to raise additioagpltal if the development of telaprevir
were materially delayed.

At December 31, 2009, we had cash, casivalgats and marketable securities of $1.3 billiwhjch was an increase of $452.8 million
from $832.1 million at December 31, 2008. The iaseewas primarily the result of financing actiwgtiénancial transactions and payments
from collaborators that occurred in 2009, includargaggregate of $801.4 million of net proceedsiftbe offerings of common stock that we
completed in February and December 2009, $155 liomilve received from two financial transactionattive entered into in September 2009,
$105.0 million we received from Mitsubishi Tanabelie third quarter of 2009 and $47.9 million frtime issuance of common stock under our
employee benefit plans. These cash inflows werggtigroffset by cash expenditures we made in 2@8&ted to, among other things, research
and development expenses, sales, general and athatine expenses and $100.0 million in cash thest included as part of the consideration
to acquire ViroChem. Capital expenditures for propand equipment during 2009 were $23.5 million.

During 2009, we reduced the aggregate rah@amount of our 2013 Notes outstanding from $28illion to $32.1 million. The 2013
Notes bear interest at the rate of 4.75% per ananchwe were required to make s-annual interest payments on the outstanding gaici
balance of the 2013 Notes on February 15 and Audusf each year. The 2013 Notes would have matomeebruary 15, 2013. The 2013
Notes are convertible, at the option of the hold@g our common stock at a price equal to apprexaly $23.14 per share, subjec
adjustment. In February 2010, we announced thatetdd redeem the 2013 Notes on March 19, 2010eatetiemption prices stated in the
indenture related to the 2013 Notes, plus accradduapaid interest through March 18, 2010. We eixjtet the 2013 Notes will be converted
into common stock by the holders prior to the repiéom date.
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As a result of a financial transaction eatieinto in September 2009, we had $155.0 millioaggregate principal amount of 2012 Notes
outstanding on December 31, 2009. The 2012 Notégrenan October 31, 2012, subject to earlier mangtaedemption as specified milestc
events under our collaboration with Janssen areaeth prior to October 31, 2012. In addition, irp&enber 2009, we sold our rights to rece
an additional $95.0 million of potential future estone payments that we expect to receive fronséarfer the launch of telaprevir in the
European Union. As a result of these transactites$250.0million of potential milestone payments from Jamsssdated to the filing, approv
and launch of telaprevir in the European Union wilt provide us with liquidity in the future, if dmwhen earned, except to the extent that they
fund redemption of $155.0 million in principal ammiwf our 2012 Notes.

Our accrued restructuring expense of $84lllon at December 31, 2009 relates to the portbthe facility that we lease in Kendall
Square that we do not intend to occupy and incladesr related lease obligations, recorded at restemt value. In 2009, we made cash
payments of $14.9 million against the accrued egpemd received $8.6 million in sublease rentatpays. During 2010, we expect to make
additional cash payments of $14.9 million agaihstaccrued expense and receive $8.6 million inesisigl rental payments.

We expect to continue to make significaweistments in our development pipeline, particuléot clinical trials of telaprevir and VX-70,
in our effort to prepare for potential registratioegulatory approval and commercial launch ofpgedair and VX-770, and in clinical trials for
our other drug candidates, including VX-809, VX-2¥X-509 and VX-765. We also expect to maintain substantial investment in research.
As a result, we expect to incur future losses gaarterly and annual basis at least until we obtaanketing approval and successfully
commercialize a product. The adequacy of our abkgElfunds to meet our future operating and capéalirements will depend on many
factors, including the number, breadth and prospefcbur discovery and development programs, tisésand timing of obtaining regulatory
approvals for any of our drug candidates and ouis@ns regarding manufacturing and commercial stwents.

We believe that our current cash, cashwedgmts and marketable securities will be suffitterfund our operations for at least the next
twelve months. We may raise additional capitalriten to maintain adequate working capital and casbrves to continue our diversified
research, discovery and development efforts thrqudtic offerings or private placements of our séims, securing new collaborative
agreements, or other methods of financing. Any siaghital transactions may or may not be simildraasactions in which we have engaged in
the past. We will continue to manage our capitaicttire and consider all financing opportunitiebewever they may occur, that could
strengthen our long-term liquidity profile. Ther@ncbe no assurance that any such financing opptetiwill be available on acceptable terms,
if at all. If adequate funds are not available,magy be required to curtail significantly or disdome one or more of our research, drug
discovery or development programs or attempt taiokfinds through arrangements that may requite vslinquish rights to certain of our
technologies or drug candidates.

CONTRACTUAL COMMITMENTS AND OBLIGATIONS

The first part of the following table sétsth commitments and obligations that have beennded on our consolidated balance sheet at
December 31, 2009. Certain other obligations amdnasidments, while not required under GAAP to beliided in the consolidated balance
sheet, may
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have a material impact on liquidity. We have présénhese items, in the remaining rows of the tablew in order to present a more comp
picture of our financial position and liquidity.

2010 2011-2012 201:-2014 2015 and later Total
(in thousands)

Commitments and Obligation

Recorded on the Consolidated
Balance Sheet at December 31,
2009:
Convertible senior subordinat:

notes (due February 2013)—

principal paymen $32,07. % — 3 — $ — $ 32,07:
Convertible senior subordinat:

notes (due February 2013)—

interest payment 571 — — — 571
Secured notes due October 2( — 121,76 — — 121,76!
Liability related to sale of potentic

future milestone paymen — 38,201 — — 38,20"

Additional Commitments ani

Obligations at December 31, 20C
(as adjusted for redemption of
2013 Notes):
Convertible senior subordinated

notes (due February 2013)—

interest payments and redempt

price 1,24¢ — — — 1,24¢
Facility operating lease 40,46¢ 88,91 74,37: 84,09! 287,84t
Secured notes due October 2012

net of amounts reflected on

consolidated balance sh¢ — 33,23t — — 33,23t
Liability related to sale of potentie

future milestone payments, net

amounts reflected on consolida

balance shet — 56,79 — — 56,79
Research, development a
commercial supply investme 10,78¢ 264 — — 11,05
Total contractual commitments anc
obligations $85,14¢ $339,17¢ $ 74,37 $ 84,09! $582,78¢

Commitments and Obligations Recorded on the Catesteld Balance Sheet at December 31, 2009

As of December 31, 2009, we had outstandimgggregate of $32.1 million in principal amoahbur 2013 Notes. The principal and
interest accrued as of December 31, 2009 undee thates was included on our consolidated balaneet st of December 31, 2009. In
February 2010, we announced that we will redeen2@i8 Notes on March 19, 2010. We expect that @8 Notes will be converted into
common stock by the holders prior to the redempdiate, based on the current stock price.

As a result of our September 2009 financasactions, we are obligated to pay $155.0 onilin October 2012 to retire the 2012 Note
specified milestone events under our Janssen codiébn relating to the filing, approval and laurafttelaprevir in the European Union are
achieved prior to October 31, 2012, we will be ieggito redeem a portion of the 2012 Notes equabth milestone payment as each such
milestone payment is earned under the Janssemomdl@on, until the 2012 Notes are redeemed in Tuik holders of the 2012 Notes will have
the right to cause us to repurchase all or anygdahe 2012 Notes at 100% of the principal amalwe experience a change of control. In
addition, as a result of our September 2009 firdransactions, we sold $95.0 million in additibpatential future milestone payments. The
liability related to this sale is reflected on tensolidated balance sheet at its fair value of388llion. The difference between the fair value
and $95.0 million is reflected on the table abose@ma additional commitment.
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Additional Commitments and Obligations Not Requiele Recorded on Consolidated Balance Sheetegibeer 31, 200

Our future minimum commitments and contratbbligations include facility operating leasesl @ontractual commitments related to our
research, development and commercial supply invastnand future interest payments through Marcl20&0 due on the 2013 Notes that we
are obligated to redeem in March, including theeredtion premium that we are obligated to pay inneation with the redemption and
liabilities related to our September 2009 finantiahsactions. These items are not required undé&Rxo be recorded on our consolidated
balance sheets. They are disclosed in the tabtepted above to provide a more complete pictumipfinancial position and liquidity.

Our future minimum commitments under ounlall Square lease for the period commencing onalgrl, 2010 are $18.3 million for
2010, $36.5 million for 2011 and 2012, $36.5 miilimr 2013 and 2014, and $60.9 million from 201f8tigh the expiration of the lease in
2018. These amounts are included in the table al@syart of our facility operating leases. Rentnpagts for our Kendall Square lease will be
subject to increase in May 2013, based on chamgas inflation factor. We are using approximatedyslof the Kendall Square facility for our
operations. We have entered into two subleasetdéoremaining rentable square footage at the KéBdmlare facility to offset our on-going
contractual lease obligations. The subleases wglire in 2011 and 2012 and contain options to ekténough 2015 and 2018, respectively.
One of the subleases has certain termination pomgseginning in 2010. The future minimum comnaittecome from the subleases is
$6.5 million for 2010 and $5.7 million for 2011 af@12. These amounts are not offset against ougaildns set forth in the table above. See
Note F, "Restructuring Expense," to our consoliddieancial statements included in this Annual Répa Form 1-K.

Commitments under research, developmentanunercial supply investment represent contractoamitments entered into for
materials and services in the normal course ofnfassi.

Our table detailing contractual commitmeantsl obligations does not include severance pagatiiins to certain of our executive officers
in the event of a not-for-cause employment ternmatinder existing employment contracts.

Recent Accounting Pronouncements

Refer to Note B, "Accounting Policies,"tlre accompanying notes to the consolidated findstagements for a discussion of recent
accounting pronouncements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE S ABOUT MARKET RISK

As part of our investment portfolio, we ofimancial instruments that are sensitive to marigits. The investment portfolio is used to
preserve our capital until it is required to furgkoations, including our research and developmettites. None of these market risk-sensitive
instruments are held for trading purposes. We ddaee derivative financial instruments in our istreent portfolio.

Interest Rate Ris

We invest our cash in a variety of finahaiatruments, principally securities issued by thated States government and its agencies,
investment grade corporate bonds and commerci@rpapd money market funds. These investmentsearendinated in United States dollars.
All of our interest-bearing securities are subjednterest rate risk, and could decline in valuaterest rates fluctuate. Substantially all of ou
investment portfolio consists of marketable se@sitvith active secondary or resale markets to éefure portfolio liquidity, and we have
implemented guidelines limiting the term-to-matyidf our investment instruments. Due to the corative nature of these instruments, we do
not believe that we have a material exposure &rast rate risk.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY D ATA
The information required by this Item &@ntained on pages F-1 through F-45 of this AnRegort on Form 10-K.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUN TANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
Not applicable.

ITEM 9A. CONTROLS AND PROCEDURES

(1) Evaluation of Disclosure Controls ahProcedures. The Company's chief executive officer and clirncial officer, after
evaluating the effectiveness of the Company's déstk controls and procedures (as defined in R2delb(e) and Rule 15d-15(e) promulgated
under the Securities Exchange Act of 1934, as aswraks of the end of the period covered by thisuahReport on Form 10-K, have
concluded that, based on such evaluation, the Coygédisclosure controls and procedures were @ffadin designing and evaluating the
disclosure controls and procedures, the Compargtsagement recognized that any controls and proesdoo matter how well designed and
operated, can provide only reasonable assurareeh@dving the desired control objectives, and then@any's management necessarily was
required to apply its judgment in evaluating thetdoenefit relationship of possible controls andcgdures.

(2) Management's Annual Report on Interal Control Over Financial Reporting. The management of the Company is responsible
for establishing and maintaining adequate intecoatrol over financial reporting. Internal contoer financial reporting is defined in
Rule 13a-15(f) and Rule 15d-15(f) promulgated urtierSecurities Exchange Act of 1934, as amended process designed by, or under the
supervision of, the Company's principal executing principal financial officers and effected by thempany's Board of Directors,
management and other personnel, to provide reakassurance regarding the reliability of financegdorting and the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles. The Caomgjs internal control over financial
reporting includes those policies and proceduras th

. pertain to the maintenance of records that, inareasle detail, accurately and fairly reflect trenactions and dispositions of
assets of the Company;

. provide reasonable assurance that transactionree@eded as necessary to permit preparation ofiflahstatements in
accordance with generally accepted accounting iptes; and that receipts and expenditures of thm@2my are being made
only in accordance with authorizations of manageraed directors of the Company; and

. provide reasonable assurance regarding preventitmely detection of unauthorized acquisition, eselisposition of the
Company's assets that could have a material affetiie financial statements.

Because of its inherent limitations, inedroontrol over financial reporting may not preventetect misstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdénaate because of changes in condition
that the degree of compliance with the policiepraicedures may deteriorate.

The Company's management assessed théadfexss of the Company's internal control ovearfitial reporting as of December 31, 2(
In making this assessment, it used the criteridostt in the Internal Control—Integrated Framew@gued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO%¥eBaon its assessment, the Company's management has
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concluded that, as of December 31, 2009, the Coyparternal control over financial reporting ieaftive based on those criteria.

The Company's independent registered palsiounting firm, Ernst & Young LLP, issued an stié¢ion report on the Company's internal
control over financial reporting. See Section 4bel

(3) Changes in Internal Controls. During the quarter ended December 31, 2009etiwere no changes in our internal control over
financial reporting that materially affected, oe aeasonably likely to materially affect, our imtel control over financial reporting.
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(4) Report of Independent Registered Plib Accounting Firm

The Board of Directors and Stockholders of
Vertex Pharmaceuticals Incorporated

We have audited Vertex Pharmaceuticalsrparated's internal control over financial repagtass of December 31, 2009, based on criteria
established in Internal Control—Integrated Framdwissued by the Committee of Sponsoring Organinatiaf the Treadway Commission (the
COSO criteria). Vertex Pharmaceuticals Incorporatethnagement is responsible for maintaining dffednhternal control over financial
reporting, and for its assessment of the effecégsrof internal control over financial reportinglirded in the accompanying Management's
Annual Report on Internal Control Over FinanciapBeing. Our responsibility is to express an opingm the company's internal control over
financial reporting based on our audit.

We conducted our audit in accordance wWithdtandards of the Public Company Accounting Qgetr8oard (United States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whetheatigifenternal control over financial
reporting was maintained in all material respe®@tsr audit included obtaining an understanding tdrimal control over financial reporting,
assessing the risk that a material weakness etésting and evaluating the design and operatifeg®@feness of internal control based on the
assessed risk, and performing such other procedsreg considered necessary in the circumstanceseliéve that our audit provides a
reasonable basis for our opinion.

A company's internal control over finangigborting is a process designed to provide reddersssurance regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttegenerally accepted accounting princip
A company's internal control over financial repogtincludes those policies and procedures thai€ftpin to the maintenance of records that,
in reasonable detail, accurately and fairly reftbettransactions and dispositions of the assdtseofompany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgegaparation of financial statements in accor@awith generally accepted accounting
principles, and that receipts and expenditureb®itbmpany are being made only in accordance withoaizations of management and
directors of the company; and (3) provide reasaabturance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company's assets that could hawaterial effect on the financial statements.

Because of its inherent limitations, inedroontrol over financial reporting may not preventetect misstatements. Also, projections of
any evaluation of effectiveness to future periodssabject to the risk that controls may becomdenaate because of changes in condition
that the degree of compliance with the policiepraicedures may deteriorate.

In our opinion, Vertex Pharmaceuticals hpooated maintained, in all material respects,atiffe internal control over financial reporting
as of December 31, 2009, based on the COSO criteria

We also have audited, in accordance wighstandards of the Public Company Accounting Ogbtdoard (United States), the
consolidated balance sheets of Vertex Pharmacé&uticaorporated as of December 31, 2009 and 20@8{tee related consolidated statements
of operations, stockholders' equity and comprelverisiss, and cash flows for each of the three yieattse period ended December 31, 2009 of
Vertex Pharmaceuticals Incorporated and our regated February 19, 2010 expressed an unqualifisdoopthereon.

/sl Ernst & Young LLI

Boston, Massachusetts
February 19, 2010
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ITEM 9B. OTHER INFORMATION

As described in Note V to the consoliddiedncial statements included in this Annual Remort~orm 10-K, on February 16, 2009, we

announced we will redeem the remaining $32.1 mmlllmaggregate principal amount of our 2013 Noted&/arch 19, 2009. The description in
Note V is incorporated herein by reference in $atison of our obligations under Iltem 2.04 of Fo8-K.
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PART Il
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPO RATE GOVERNANCE

The information regarding directors reqdiby this Item 10 will be included in the defingiWroxy Statement for our 2010 Annual
Meeting of Stockholders, or the 2010 Proxy Statemarder "Election of Directors,” "Information Redang our Board of Directors and its
Committees," "Stockholder Proposals for the 201huat Meeting and Nominations for Director" andrisdrporated herein by reference.
Other information required by this Item 10 will beluded in the 2010 Proxy Statement under "Sectg(a) Beneficial Ownership Reporting
Compliance" and "Code of Conduct and Ethics" aridderporated herein by reference. The informategarding executive officers required
by this Item 10 as well as certain information reliyag our directors is included in Part | of this#ual Report on Form 10-K.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 11l\Wwe included in the 2010 Proxy Statement under@ensation Committee Interlocks and
Insider Participation,” "Executive Compensationtiam "Information Regarding our Board of DirectersCommittees" and is incorporated
herein by reference.

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

The information required by this Item 12k included in the 2010 Proxy Statement undexctsity Ownership of Certain Beneficial
Owners and Management" and "Equity Compensatiom Rfarmation” and is incorporated herein by refee

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANS ACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this Item 13lWwe included in the 2010 Proxy Statement undéec¢fon of Directors" and "Executive
Compensation-Approval of Related Person Transaston Transactions with Related Persons” and agpocated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item 14lWwe included in the 2010 Proxy Statement undedé&pendent Registered Public Accounting
Firm" and is incorporated herein by reference.
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PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDU LES
(a)(1) The Financial Statements required to be filg Items 8 and 15(c) of Form 10-K, and filed lnétlk, are as follows:

Page Number in
this Form 10-K

Report of Independent Registered Public Accourf&imm F-1
Consolidated Balance Sheets as of December 31,&0D200¢ F-2
Consolidated Statements of Operations for the yeded December 31, 2009,

2008 and 200 F-3
Consolidated Statements of Stockholders' Equity@mahprehensive Loss for tl

years ended December 31, 2009, 2008 and F-4
Consolidated Statements of Cash Flows for the yerailed December 31, 20(

2008 and 200 F-5
Notes to Consolidated Financial Stateme F-6

(a)(2) Financial Statement Schedules have beenamhbecause they are either not applicable orafpeired information is included in the
consolidated financial statements or notes thdigted in (a)(1) above.

(2)(3) Exhibits.

The following is a list of exhibits filedsgart of this Annual Report on Form 10-K.

Incorporated
by
Filed Reference
with herein
Exhibit this from—Form Filing Date/ SEC File/
Number Exhibit Description report or Schedule Period Covered Reg. Number
2.1 Share Purchase Agreement, dated March 3, 8-K March 13, 2009 000931¢
2009, by and among Vertex Pharmaceuticals (Exhibit 2.1)
Incorporated, Vertex Pharmaceuticals (Canada)
Incorporated, ViroChem Pharma Inc. and the
ViroChem Securityholders named there
3.1 Restated Atrticles of Organization of Vertex 10-Q August 11, 2008 00D931¢
Pharmaceuticals Incorporated, as amen (Exhibit 3.1)
3.2 By-laws of Vertex Pharmaceuticals Incorpora 10-Q August 9, 2005 000931¢
as amended and restated as of May 11, 2 (Exhibit 3.1)
4.1 Specimen stock certificate. S-1 July 18, 1991 334096¢
(Exhibit 4.1)
4.2 Rights Agreement, dated as of July 1, 1991. S-1 July 5, 1991 33096¢
(Exhibit 4.2)
4.3 First Amendment to Rights Agreement, dated as 10-K March 28, 1997 000931¢
of February 21, 1997 (Exhibit 4.3)
4.4  Second Amendment to Rights Agreement, dated 10-Q August 14, 2001 00D931¢
as of June 30, 200 (Exhibit 4.4)
4.5 Indenture dated as of February 19, 2008 by and 8-K February 25, 2008 0am31¢
between Vertex Pharmaceuticals Incorporated (Exhibit 4.1)
and U.S. Bank National Association, as trus
4.6  Form of 4.75% Convertible Senior Subordinated 8-K February 25, 2008 0am31¢
Note due 2012 (Exhibit 4.2)
4.7 Indenture dated as of September 30, 2009 by 10-Q November 9, 200 0004931¢
between Vertex Pharmaceuticals Incorporated (Exhibit 4.1)

and U.S. Bank National Association, as trustee
and collateral agent

81




Table of Contents

Incorporated
by
Filed Reference
with herein
Exhibit this from—Form Filing Date/ SEC File/
Number Exhibit Description report or Schedule Period Covered Reg. Number
4.8 Secured Notes due 2012. 10-Q November 9, 200 0004931¢
(Exhibit 4.2)
Collaboration Agreements
10.1 License, Development, Manufacturing and 10-Q August 9, 2006 000931¢
Commercialization Agreement, dated June 30, (Exhibit 10.1)
2006, by and between Vertex Pharmaceuticals
Incorporated and Janssen Pharmaceutica, M
10.z License, Development and Commercialization 10-Q November 9, 200 0004931¢
Agreement, dated as of June 11, 2004, between (Exhibit 10.1)
Vertex Pharmaceuticals Incorporated and
Mitsubishi Pharma Corporation
10.2  Second Amendment to License, Development 10-Q November 9, 200 0004931¢
and Commercialization Agreement, dated (Exhibit 10.2)
July 30, 2009, between Mitsubishi Tanabe
Pharma Corporation and Vertex
Pharmaceuticals Incorporatec
10.4 Research Agreement and License Agreement, 10-K Year Ended 0004931¢
both dated December 16, 1993, between Vertex (Exhibit 10.16 December 31, 1993
and Burroughs Wellcome Ca
10.E Research, Development and Commercialization 8-K/IA September 10, 2004 0@031¢
Agreement, dated as of May 24, 2004, between (Exhibit 99.2)
Vertex Pharmaceuticals Incorporated and Cy
Fibrosis Foundation Therapeutics Incorporat
10.6  Amendment No. 1 to Research, Development 10-K March 16, 2006 000931¢
and Commercialization Agreement, dated as of (Exhibit 10.9)
January 6, 2006, between Vertex
Pharmaceuticals Incorporated and Cystic
Fibrosis Foundation Therapeutics Incorporat
10.7 Amendment No. 2 to Research, Development 10-Q May 10, 2006 000931¢
and Commercialization Agreement, dated as of (Exhibit 10.1)
March 17, 2006, between Vertex
Pharmaceuticals Incorporated and Cystic
Fibrosis Foundation Therapeutics Incorporat
Financial Transactions
10.€ Purchase Agreement, dated May 30, 2008, by 10-Q August 11, 2008 00D931¢
and between Vertex Pharmaceuticals (Exhibit 10.2)
Incorporated and Fosamprenavir Royalty, |
10.¢  Note Purchase Agreement dated Septembe 10-Q November 9, 200 0004931¢
2009 by and between Vertex Pharmaceuticals (Exhibit 10.3)
Incorporated and Olmsted Park S.;
10.1C  Security Agreement dated September 30, 2009 10-Q November 9, 200 0004931¢
between Vertex Pharmaceuticals Incorporated (Exhibit 10.4)
and U.S. Bank National Association, as
collateral agent.
10.11 Purchase Agreement Regarding Milestone #9 10-Q November 9, 200 0004931¢
dated September 30, 2009 by and between (Exhibit 10.5)
Vertex Pharmaceuticals Incorporated and
Olmsted Park S.A.
10.12 Purchase Agreement Regarding Milestone #10 10-Q November 9, 200 0004931¢
dated September 30, 2009 by and between (Exhibit 10.6)
Vertex Pharmaceuticals Incorporated and
Olmsted Park S.A.
Leases
10.1¢ Lease, dated as of March 3, 1995, between Fort 10-K Year Ended 0004931¢
Washington Realty Trust and Verte (Exhibit 10.15 December 31, 199
10.1¢ First Amendment to Lease, dated as of 10-K Year Ended 0004931¢

December 29, 1995, between Fort Washington
Realty Trust and Vertex Pharmaceuticals
Incorporated

(Exhibit 10.15
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Incorporated
by
Filed Reference
with herein
Exhibit this from—Form Filing Date/ SEC File/
Number Exhibit Description report or Schedule Period Covered Reg. Number
10.1¢ Second Amendment to Lease, dated as of 10-K March 26, 1998 000931¢
June 13, 1997, between Fort Washington R (Exhibit 10.20
Trust and Vertex Pharmaceuticals Incorpore
10.1¢ Third, Fourth and Fifth Amendments to Lease 10-K March 26, 2001 000931¢
between Fort Washington Realty Trust and (Exhibit 10.14
Vertex Pharmaceuticals Incorporate
10.17 Lease, dated as of September 17, 1999, bet 10-Q November 15, 199 0004931¢
Trustees of Fort Washington Realty Trust and (Exhibit 10.27
Vertex Pharmaceuticals Incorporate
10.1¢ Lease, dated as of January 18, 2001, between 10-K March 26, 2001 000931¢
Kendall Square, LLC and Vertex (Exhibit 10.16,
Pharmaceuticals Incorporate(
10.1¢ Amendment to Lease, dated January 12, 2009, 10-Q May 11, 2009 000931¢
by and between BMR-200 Sidney Street LLC (Exhibit 10.4)
and Vertex Pharmaceuticals Incorpora
10.2( Amendment to Lease, dated January 12, 2009, 10-Q May 11, 2009 000931¢
by and between BMR-40 Erie Street LLC and (Exhibit 10.5)
Vertex Pharmaceuticals Incorporat
10.21 Agreement for Lease, dated as of November 4, 10-K March 30, 1999 000931¢
1998, between Milton Park Limited, Vertex (Exhibit 10.21,
Pharmaceuticals Incorporated and Vertex
Pharmaceuticals (Europe) Limite
10.2: Lease between MEPC Milton Park No.1 10-Q August 10, 2009 00D931¢
Limited and MEPC Milton Park No. 2 Limited, (Exhibit 10.1)
Vertex Pharmaceuticals (Europe) Limited and
Vertex Pharmaceuticals Incorporated, dated
June 10, 200¢
Equity Plans
10.2¢ 1991 Stock Option Plan, as amended and 10-K March 3, 2000 00M931¢
restated as of September 14, 19¢ (Exhibit 10.1)
10.2¢ 1994 Stock and Option Plan, as amended and 10-K March 3, 2000 00M931¢
restated as of September 14, 19¢ (Exhibit 10.2)
10.2¢ 1996 Stock and Option Plan, as amended and 10-K March 16, 2005 000931¢
restated as of March 14, 200! (Exhibit 10.3)
10.2¢ Form of Stock Option Grant under 1996 Stock 8-K February 9, 2005 0Qm31¢
and Option Plan. (Exhibit 10.1)
10.27 Form of Restricted Stock Award under 1996 8-K February 9, 2005 0QamB31¢
Stock and Option Pl—Annual Vesting.* (Exhibit 10.2)
10.2¢ Form of Restricted Stock Agreement 8-K February 9, 2005 0Qm31¢
(Performance Accelerated Restricted Stock) (Exhibit 10.3)
under 1996 Stock and Option Pla
10.2¢ Amended and Restated 2006 Stock and Option 10-Q August 10, 2009 00D931¢
Plan.* (Exhibit 10.2)
10.3C  Form of Stock Option Grant under 2006 Stock 8-K May 15, 2006 000931¢
and Option Plan. (Exhibit 10.2)
10.31 Form of Restricted Stock Award (Performance 8-K May 15, 2006 00@931¢
Accelerated Restricted Stock) under 2006 S (Exhibit 10.4)
and Option Plan.
10.3: Vertex Pharmaceuticals Incorporated Emplc 10-Q August 11, 2008 00D931¢
Stock Purchase Plan, as amended and resti (Exhibit 10.8)
10.3¢  Form of Stock Option Grant-Performance X
Accelerated 2009 Sto-Options.
Agreements with Executive Officers and Director:
10.3¢  Agreement between Matthew W. Emmens and 8-K February 10, 2009 0am31¢

Vertex, dated February 5, 200¢

(Exhibit 10.1)
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Incorporated
by
Filed Reference
with herein
Exhibit this from—Form Filing Date/ SEC File/
Number Exhibit Description report or Schedule Period Covered Reg. Number

10.3t  Employee Non-disclosure, Non-competition 8-K February 10, 2009 0am31¢
and Inventions Agreement between Matthew (Exhibit 10.2)
W. Emmens and Vertex, dated February 5,
2009.*

10.3¢ Employment Agreement, dated February 11, 10-Q May 12, 2008 00@931¢
2008, between Peter Mueller and Verte (Exhibit 10.2)

10.37 Form of Change of Control Agreement, dated 10-K March 31, 2003 000931¢
as of March 7, 2003, between Vertex and F (Exhibit 10.32]
Mueller.*

10.3¢  Form of Amendment to Change of Control 10-Q November 9, 200 0004931¢
Agreement, dated as of November 8, 2004, (Exhibit 10.7)
between Vertex and Peter Muelle

10.3¢ Second Amendment to Change of Control 10-K February 11, 2008 0am31¢
Agreement, dated February 11, 2008, between (Exhibit 10.38’
Peter Mueller and Vertex

10.4C Amended and Restated Employment 10-Q November 9, 200 0004931¢
Agreement, dated as of November 8, 2004, (Exhibit 10.13;
between Vertex and lan F. Smitt

10.41 Amendment No. 1 to Amended and Restated 10-K February 17, 2009 0am31¢
Employment Agreement between lan F. Sr (Exhibit 10.66]
and Vertex, dated December 29, 20(

10.42 Employment Agreement, dated as of X
December 9, 2009 between Vertex and Nancy
Wysenski.*

10.4: Change of Control letter, dated as of X
December 9, 2009 between Vertex and Nancy
Wysenski.*

10.4¢ Amended and Restated Employment 10-Q November 9, 200 0004931¢
Agreement, dated as of November 8, 2004, (Exhibit 10.11;
between Vertex and Kenneth S. Boge

10.4¢  Amendment No. 1 to Amended and Restated 10-K February 11, 2008 0am31¢
Employment Agreement, dated February 11, (Exhibit 10.32]
2008, between Vertex and Kenneth S. Bog

10.4¢ Amendment No 2. to Amended and Restated 10-K February 17, 2009 0am31¢
Employment Agreement between Kenneth S. (Exhibit 10.64.
Boger and Vertex, dated December 29, 20!

10.47 Form of Restricted Stock Agreement for 2007 10-Q August 9, 2007 000931¢
Restricted Stock Awards to Peter Mueller and (Exhibit 10.5)
lan F. Smith.*

10.4¢ Employment Agreement, dated February 11, 10-Q May 12, 2008 000931¢
2008, between Lisa Kelly-Croswell and (Exhibit 10.3)
Vertex.*

10.4¢ Change of Control Change of Control entered 10-Q November 9, 200 0004931¢
into between Vertex Pharmaceuticals (Exhibit 10.2)
Incorporated and Lisa Kelly-Croswell on
July 12, 2007

10.5C Amendment to Change of Control Agreement, 10-K February 11, 2008 0am31¢
dated February 11, 2008, between Lisa Kelly- (Exhibit 10.48;
Croswell and Vertex.

10.51 Offer Letter, between Vertex and Amit 10-Q August 9, 2007 000931¢
Sachdev, dated June 4, 200 (Exhibit 10.4)

10.52 Employment Agreement, dated February 11, 10-Q May 12, 2008 00@931¢
2008, between Amit Sachdev and Verte (Exhibit 10.4)

10.5: Change of Control Agreement, dated 10-K February 11, 2008 0am31¢
February 11, 2008, between Amit Sachdev (Exhibit 10.51;
Vertex.*

10.5¢ Form of Employee Non-Disclosure and S-1 May 30, 1991 33096¢
Inventions Agreement. (Exhibit 10.4)

10.5¢  Vertex Pharmaceuticals Incorporated 10-Q May 12, 2008 000931¢
Executive Compensation Prograr (Exhibit 10.6)

10.5¢ Form of Restricted Stock Agreement between 10-Q November 9, 200 0004931¢
Vertex and each of the individuals listed on (Exhibit 10.8)

Schedule 1 thereto
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Incorporated
by
Filed Reference
with herein
Exhibit this from—Form Filing Date/ SEC File/
Number Exhibit Description report or Schedule Period Covered Reg. Number
10.57 Form of Amendment to Employment 10-K February 17, 2009 0am31¢
Agreement and Change of Control Agreement, (Exhibit 10.67
dated December 2008, entered into by Vertex
and each of Amit Sachdev and Lisa Kelly-
Croswell.*
10.5¢ Vertex Employee Compensation Pla X
10.5¢ Vertex Pharmaceuticals Non-Employee Board X
Compensation.
10.6( Executive Employment Agreement, dated as of 10-K Year Ended 0004931¢
November 1, 1994, between Vertex and Jo (Exhibit 10.6) December 31, 1994
S. Boger.*
10.6] Amendment to Employment Agreement, dated 10-Q Quarter Ended 0004931¢
as of May 12, 1995, between Vertex and Jo (Exhibit 10.1)  June 30, 1995
S. Boger.*
10.62 Second Amendment to Employment 10-Q November 9, 200 0004931¢
Agreement, dated as of November 8, 2004, (Exhibit 10.9)
between Vertex and Joshua S. Bog
10.6:  Third Amendment to Employment Agreement, 10-K February 17, 2009 0am31¢
dated December 30, 2008, between Vertex and (Exhibit 10.30
Joshua S. Boger
10.6¢ Transition Agreement between Joshua S. B 8-K February 10, 2009 0am31¢
and Vertex, dated February 5, 200 (Exhibit 10.3)
10.6¢ Employment Agreement, between Vertex 10-Q August 9, 2007 000931¢
Pharmaceuticals Incorporated and Kurt Graves, (Exhibit 10.3)
dated June 29, 2007
10.66 Amendment No. 1 to Employment Agreement 10-K February 17, 2009 0am31¢
between Kurt Graves and Vertex, dated (Exhibit 10.65
December 29, 2008
10.67 Employment Agreement, dated February 11, 10-Q May 12, 2008 00@931¢
2008, between Richard C. Garrison and (Exhibit 10.5)
Vertex.*
21.1 Subsidiaries of Vertex Pharmaceuticals X
Incorporated
23.1 Consent of Independent Registered Public X
Accounting Firm Ernst & Young LLF
31.1 Certification of the Chief Executive Officer X
under Section 302 of the Sarbari@sley Act of
2002.
31.z Certification of the Chief Financial Officer X
under Section 302 of the Sarbar@sley Act of
2002.
32.1 Certification of the Chief Executive Officer a X
the Chief Financial Officer under Section 906
of the Sarban+-Oxley Act of 2002
* Management contract, compensatory plan or agreement
t Confidential portions of these documents have Hiéeuh separately with the Securities and Exchangmfission pursuant to a request for confident&dtment

85




Table of Contents

SIGNATURES

Pursuant to the requirements of SectioorlB5(d) of the Securities Exchange Act of 1934, ribgistrant has duly caused this report to be
signed on its behalf by the undersigned, therednlp authorized.

VERTEX PHARMACEUTICALS INCORPORATEL

February 19, 2010 By: /sl MATTHEW W. EMMENS

Matthew W. Emmens
Chief Executive Office

Pursuant to the requirements of the Seeariixchange Act of 1934, this report has beenesidgrelow by the following persons on behalf
of the registrant and in the capacities and ord#ites indicated.

Name Title Date
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Elaine S. Ulliar



/s DENNIS L. WINGER

Director February 19, 201
Dennis L. Wingel

86




Table of Contents

Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders of
Vertex Pharmaceuticals Incorporated

We have audited the accompanying cons@itbtlance sheets of Vertex Pharmaceuticals Incagmbas of December 31, 2009 and
2008, and the related consolidated statementsarhtipns, stockholders' equity and comprehensis®, land cash flows for each of the three
years in the period ended December 31, 2009. Tiresecial statements are the responsibility of @menpany’'s management. C
responsibility is to express an opinion on thesaritial statements based on our audits.

We conducted our audits in accordance thighstandards of the Public Company Accounting €igat Board (United States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement. An audit includes examining, on aliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the financial statement®ned to above present fairly, in all materialpests, the consolidated financial position of Ve
Pharmaceuticals Incorporated at December 31, 2002@08, and the consolidated results of its ofmratand its cash flows for each of the
three years in the period ended December 31, 20@@nformity with U.S. generally accepted accongtprinciples.

We also have audited, in accordance wighstandards of the Public Company Accounting OgbtdBoard (United States), Vertex
Pharmaceuticals Incorporated's internal control émancial reporting as of December 31, 2009, Hasecriteria established in Internal
Control—Integrated Framework issued by the CommitteSponsoring Organizations of the Treadway Cassion and our report dated
February 19, 2010 expressed an unqualified opitiiereon.

/s/ Ernst & Young LLF

Boston, Massachusetts
February 19, 2010
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VERTEX PHARMACEUTICALS INCORPORATED
Consolidated Balance Sheets

(in thousands, except share and per share amounts)

December 31,

2009 2008
Assets
Current assett
Cash and cash equivalel $ 446,65¢ $ 389,11!
Marketable securities, available for s 838,25! 442 98¢
Accounts receivabl 9,601 23,48¢
Prepaid expenses and other current a: 12,51 11,99:
Total current asse 1,307,02 867,58:
Restricted cas 30,31 30,25¢
Property and equipment, r 62,27¢ 68,33
Intangible asset 518,70( —
Goodwill 26,10z —
Other asset 11,06¢ 14,30¢
Total asset $ 1,955,48! $ 980,47
Liabilities and Stockholders' Equity
Current liabilities:
Accounts payabl $ 36,98 $ 51,76(
Accrued expenses and other current liabili 118,75: 94,20:
Accrued interes 571 5,34¢
Deferred revenues, current porti 74,95¢ 37,67¢
Accrued restructuring expense, current por 6,31¢€ 6,31¢
Convertible senior subordinated notes (due Febr2@iy), current
portion (Note V) 32,07 —
Other obligation: 15,227 21,25¢
Total current liabilities 284,88: 216,56
Accrued restructuring expense, excluding curreintiqgo 27,701 27,74*
Convertible senior subordinated notes (due Febr2@iyg), excluding
current portior — 287,50(
Secured notes (due October 20 121,76! —
Liability related to sale of potential future mitere payment 38,20 —
Deferred revenues, excluding current por! 225,57! 209,79t
Deferred tax liability 160,27¢ —
Other liabilities 732 —
Total liabilities 859,14. 741,60!
Commitments and contingencies (Note K and Not
Stockholders' equity
Preferred stock, $0.01 par value; 1,000,000 shaurtsorized; non
issued and outstanding at December 31, 2009 argl — —
Common stock, $0.01 par value; 300,000,000 sharth®rzed at
December 31, 2009 and 2008; 199,955,023 and 15B245hares
issued and outstanding at December 31, 2009 argl 2&§pectively 1,982 1,494
Additional paic-in capital 3,784,788  2,281,81
Accumulated other comprehensive (loss) ince (640) 3,16¢
Accumulated defici (2,689,78) (2,047,60)
Total stockholders' equi 1,096,341 238,87
Total liabilities and stockholders' equ $1,955,48! $ 980,47¢

The accompanying notes are an integral part o€dimsolidated financial statements.
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VERTEX PHARMACEUTICALS INCORPORATED
Consolidated Statements of Operations

(in thousands, except per share amounts)

Years Ended December 31,

2009 2008 2007
Revenues
Royalty revenue $ 2832( $ 37,48 $ 47,97:
Collaborative revenue 73,56¢ 138,02: 151,03¢
Total revenue 101,88 175,50 199,01:
Costs and expense
Royalty expense 14,20: 15,68¢ 13,90¢
Research and development exper 550,27- 516,91. 519,22
Sales, general and administrative expe! 130,19: 101,29( 78,55¢
Restructuring expens 6,24( 4,32¢ 7,11¢
Intangible asset impairment char¢ 7,20( — —
Acquisitior-related expense 7,792 — —
Total costs and expens 715,90: 638,21: 618,80
Loss from operation (614,01) (462,70  (419,79)
Interest incomt 5,01( 16,32¢ 30,79¢
Interest expens (13,199 (13,47)) (2,28%)
Loss on exchanges of convertible subordinated r (18,137) — —
Loss on derivative instruments, 1 (1,847 — —
Net loss $ (642,179 $ (459,85) $ (391,279
Basic and diluted net loss per common sl $ 3.71) $ (3.27) $ (3.09)
Basic and diluted weighted-average number of commo
shares outstandir 173,25¢ 140,55t 128,98t

The accompanying notes are an integral part o€timsolidated financial statements.
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Balance,
December 3
2006

Unrealized
holding
gains on
marketable
securities

Reclassificatio
adjustment
for realized
gain on
marketable
securities
included in
net loss

Translation
adjustment:

Net loss

Comprehensiv
loss

Issuances of
common
stock:

Convertible
subordinate:
notes
convertec

Benefit plans

Stock-based
compensatic
expense

Balance,
December 3
2007

Unrealized
holding
gains on
marketable
securities

Reclassificatio
adjustment
for realized
loss on
marketable
securities
included in
net loss

Translation
adjustment:

Net loss

Comprehensiv
loss

Issuances of
common
stock:

Equity
offerings

Benefit plans

Stock-based
compensatic
expense

Balance,
December 3
2008

Unrealized
holding
losses on
marketable
securities

Translatior

VERTEX PHARMACEUTICALS INCORPORATED
Consolidated Statements of Stockholders' Equity an@omprehensive Loss

(in thousands)

Accumulated

Additional Other Total
— Common Stock Paid-In Comprehensive  Accumulated  Stockholders’  Comprehensive
Shares  Amount Capital Income (Loss) Deficit Equity Income (Loss)
126,12: $ 1,24¢ $ 1,702,120 $ (962) $ (1,196,47) $ 505,93!
1,751 1,751 $ 1,751
10C 10C 10C
® (8) (8
(391,274 (391,279 (391,274
$ (389,43f)
3,992 40 59,03t 59,07*
2,76: 28 36,28¢ 36,31«
59,407 59,401
132,87¢ $ 1,31z $ 1,856,85 $ 881 $ (1,587,75) $ 271,29¢
3,68:¢ 3,68: $ 3,68
(1,247) (1,242 (1,247)
(154) (159 (154)
(459,85) (459,85) (459,85)
$ (457,569
15,52¢ 15t 329,99( 330,14¢
2,844 27 36,98¢ 37,01:
57,98t 57,98t
151,24 $ 1,49/ $ 2,281,81 $ 3,16¢ $ (2,047,60) $ 238,87
(3,17¢) (3,179 $ (3,17¢)



adjustment:
Net loss

Comprehensiv
loss

Issuances of
common
stock:

Convertible
subordinate:
notes
exchange:

Acquisition of
ViroChem

Equity
offerings

Benefit plans

Stock-based
compensatic
expense

Balance,
December 3
2009

(630) (630)

(642,179 (642,179

11,58: 11€ 270,77t 270,89:
10,73¢ 107 290,45( 290,55°
23,00¢ 23C 801,15! 801,38t
3,392 35 53,86 53,90:

86,72: 86,72

199,95! $ 1,98: $ 3,784,78 $ (640) $ (2,689,78) $  1,096,34i

(630)
(642,179

$ (645,98)

The accompanying notes are an integral part o€dmsolidated financial statements.
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VERTEX PHARMACEUTICALS INCORPORATED
Consolidated Statements of Cash Flows

(in thousands)

Years Ended December 31

2009 2008 2007
Cash flows from operating activitie
Net loss $ (642,179 $ (459,85) $ (391,279
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortization expel 30,107 32,19¢ 27,45¢
Stocl-based compensation expel 86,72: 57,98¢ 59,407
Other non cas-based compensation expel 6,04¢ 5,027 4,34(
Intangible asset impairment char¢ 7,20( — —
Secured notes (due 2012) discount amortizationresg 3,12¢ — —
Change in fair value of derivativi 1,847 — —
Change in deferred tax liabili (2,225 — —
Loss on disposal of property and equipmr 2,211 11 14z
Realized (gain) loss on marketable secur — (632) 15¢&
Loss on exchange of convertible subordinated r 18,137 — —
Changes in operating assets and liabilities, exotuthe effect of an acquisitio
Accounts receivabl 13,90( 7,831 31,60
Prepaid expenses and other current a: 2,07( (7,33)) (803)
Accounts payabl (15,057 19,01( 17,38:
Accrued expenses and other liabilit 8,92¢ 58 22,03:
Accrued restructuring expen 47) (1,22¢) 2,21¢
Accrued interes (1,427) 5,34¢ (1,694
Deferred revenue 53,057 115,09 (23,439
Net cash used in operating activit (427,58¢) (226,48:) (252,47¢)
Cash flows from investing activitie
Purchases of marketable securi (1,186,70) (755,42:) (317,470
Sales and maturities of marketable secur 788,26 427,64¢ 755,62(
Payment for the acquisition of ViroChem, net oftcasquirec (87,429 — —
Expenditures for property and equipm (23,49¢) (32,18() (32,419
Increase in restricted ca (55) — —
Decrease (increase) in other as: 67¢ (69€) (569)
Net cash (used in) provided by investing activi (508,73:) (360,65() 405,16t
Cash flows from financing activitie
Issuances of common stock from employee benefitsplaet 47,85( 31,98 31,96¢
Issuances of common stock from stock offerings 801,38} 330,14 —
Issuances of convertible senior subordinated rdigs February 2013), n — 278,60 —
Issuance of secured notes (due October 2012) démdfspotential future
milestones payments, r 149,90: — —
Repayment of collaborator development loan (due RzG8) — (19,99) —
Principal payments on convertible subordinated \¢dee September 200 — — (42,109
Debt exchange cos (13)) — (59)
Net cash provided by (used in) financing activi 999,00¢ 620,73¢ (20,190
Effect of changes in exchange rates on « (5,145) (154) 8)
Net increase in cash and cash equival 57,54: 33,45: 142,49;
Cash and cash equivale—beginning of periot 389,11} 355,66: 213,17:
Cash and cash equivale—end of perioc $ 446,65¢ $ 389,11' $ 355,66:
Supplemental disclosure of cash flow informati
Cash paid for intere: $ 10,24¢ $ 6,67¢ $ 3,82(
Cash paid for taxe $ — 3 — 3 —
Exchange/conversion of convertible subordinate@sédr common stoc $ 255,42¢ % — % 59,64¢
Accrued interest offset to additional paid-in cap@n exchange/conversion of
convertible subordinated not $ 3,358 $ — 3 211
Unamortized debt issuance costs of exchanged/ctuveonvertible subordinated
notes offset to additional p«in capital $ 589¢ $ — 3 73C
Fair value of common stock issued to acquire Vire@ $ 290,55 $ — % —

The accompanying notes are an integral part o€timsolidated financial statements.
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VERTEX PHARMACEUTICALS INCORPORATED

Notes to Consolidated Financial Statements
A. The Company

Vertex Pharmaceuticals Incorporated ("\térter the "Company") is in the business of discawgrdeveloping and commercializing small
molecule drugs for the treatment of serious diseaBelaprevir, the Company's lead drug candidatanioral hepatitis C protease inhibitor and
one of the most advanced of a new class of antivgatments in clinical development that targetpdtitis C virus ("HCV") infection.
Telaprevir is being evaluated in a registrationgoaon focused on treatment-naive and treatrfaghtre patients with genotype 1 HCV infectit
The Company also is developing, among other dragdidates, VX-770, which is being evaluated in d@gtegtion program focused on patients
with cystic fibrosis who have the G551D mutatiorthie gene responsible for cystic fibrosis.

The Company's net loss for 2009 was $6d1llibn, or $3.71 per basic and diluted common shand the Company expects to incur
operating losses at least until it obtains marlgtipproval and successfully commercializes a prodisecof December 31, 2009, the Company
had cash, cash equivalents and marketable sesuwfti&l.3 billion. The Company expects that the @any's current cash, cash equivalents
marketable securities will be sufficient to funsl @perations for the next twelve months. The Compaay seek additional financing and
expects that it would need to seek additional foira if the development of telaprevir were terméthor significantly delayed. There can be
assurance that additional financing would be akglan acceptable terms, if at all. If adequatalfuare not available, the Company may be
required to curtail significantly or discontinueeoar more of the Company's research, drug discamedgvelopment programs or attempt to
obtain funds through arrangements that may rego&@&€ompany to relinquish rights to certain of @@mpany's drugs or drug candidates.

Vertex is subject to risks common to comesain its industry including, but not limited tine dependence on the success of the
Company's lead drug candidate, uncertainty abdnital trial outcomes, limited experience in drugydlopment, manufacturing, and sales and
marketing, rapid technological change and compaetitiincertain protection of proprietary technoladng need to comply with government
regulations, share price volatility, uncertaintiemting to pharmaceutical pricing and reimbursetmgependence on collaborative relationships
and potential product liability.

On March 12, 2009, Vertex acquired ViroCheharma Inc. ("ViroChem"). The Company consolidatgd@Chem's operating results with
those of Vertex beginning on the date of the adfijpiis See Note Q, "Acquisition of ViroChem Pharina.," for additional information
regarding the acquisition.

The Company has evaluated subsequent eeatggh February 19, 2010, the date of issuantleeo€onsolidated financial statements.
During this period, the Company did not have anyemal recognizable subsequent events. HoweveiCtmpany did have a nonrecognizable
subsequent event related to its decision to redk&l million in outstanding principal amount o78% convertible senior subordinated notes
due 2013. See Note V, "Subsequent Event," for eatdit information.

B. Accounting Policies
Basis of Presentatio

The consolidated financial statements céflee operations of the Company and its wholly-ed/subsidiaries. All significant
intercompany balances and transactions have beeimaled. The Company operates in one segmentyatauticals, and all revenues are
from United States operations.
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VERTEX PHARMACEUTICALS INCORPORATED
Notes to Consolidated Financial Statements (Contired)
B. Accounting Policies (Continued)
Use of Estimates

The preparation of consolidated financiateaments in conformity with U.S. generally accdmecounting principles requires manager
to make certain estimates and assumptions thattalfffe reported amounts of assets and liabilitiresdisclosure of contingent assets and
liabilities at the date of the consolidated finahatatements, and the amounts of revenues andhgpeuring the reported periods. Significant
estimates in these consolidated financial statesrtgante been made in connection with the calculatfarvenues, research and development
expenses, stock-based compensation expense, andt@ing expense, the value of intangible assitgyative instruments and debt
securities. The Company bases its estimates ooricist experience and various other assumptiorfding in certain circumstances future
projections, that management believes to be redtnader the circumstances. Actual results coiffdrdrom those estimates. Changes in
estimates are reflected in reported results irpdréd in which they become known.

Reclassification in the Preparation of Financiaaf&ment:

Certain amounts in prior years' financtateaments have been reclassified to conform tetineent presentation. The reclassifications had
no effect on the reported net loss.

Concentration of Credit Risk

Financial instruments that potentially ®dbjthe Company to concentration of credit risksistrprincipally of money market funds and
marketable securities. The Company places thesstments with highly rated financial institutioasd, by policy, limits the amounts of cre
exposure to any one financial institution. Thes®amts at times may exceed federally insured linfite Company has not experienced any
credit losses in these accounts and does not bdtiéexposed to any significant credit risk bage funds. The Company has no foreign
exchange contracts, option contracts or otherdorexchange hedging arrangements.

The Company's revenues have been gendratadh limited number of collaborators in the bitaology and pharmaceuticals industries
in the United States, Europe and Japan. In 20@Ctimpany had significant revenue transactions J#ttssen Pharmaceutica, N.V.
("Janssen") and Mitsubishi Tanabe Pharma CorpargtMitsubishi Tanabe") that accounted for 54% aB86, respectively of the Company's
total revenues. In 2008, the Company had significewenue transactions with Janssen that accofiot&8% of the Company's total revenues.
In 2007, the Company had significant revenue tretitgas with Janssen and GlaxoSmithKline plc ("GBmuothKline") that accounted for 59%
and 24%, respectively, of the Company's total raesn

Receivables from Janssen, GlaxoSmithKlme itsubishi Tanabe represented 36%, 36% and t&8pectively, of the Company's
accounts receivable balance at December 31, 2a8&i¥ables from Janssen, GlaxoSmithKline and Mighitianabe Pharma Corporation
represented 67%, 17% and 11%, respectively, o€trapany's accounts receivable balance at Decembh@088. Management believes that
credit risks associated with these collaboratoesat significant.

Cash and Cash Equivalents

The Company considers all highly liquidéstments with original maturities of three month¢egs at the date of purchase to be cash
equivalents. Cash equivalents consist principdiijnoney
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VERTEX PHARMACEUTICALS INCORPORATED
Notes to Consolidated Financial Statements (Contired)

B. Accounting Policies (Continued)

market funds and debt securities. Changes in aadlcash equivalents may be affected by shiftsuastment portfolio maturities as well as by
actual cash receipts and disbursements.

Marketable Securitie

Marketable securities consist of investraentU.S. Treasuries, government-sponsored enserpecurities and higirade corporate bon
and commercial paper that are classified as avaHao-sale. The Company classifies marketable s&éesi available to fund current operations
as current assets on the consolidated balancessMetketable securities are classified as longr@ssets on the consolidated balance sheets |
(i) they have been in an unrealized loss positmridnger than one year and (ii) the Company hastiility and intent to hold them (a) until 1
carrying value is recovered and (b) such holdingopemay be longer than one year. Marketable stearare stated at fair value with their
unrealized gains and losses included as a compofhactumulated other comprehensive income (legsich is a separate component of
stockholders' equity, until such gains and lossesealized. The fair value of these securitidsised on quoted prices for identical or similar
assets. If a decline in the fair value is considarher-than-temporary, based on available evidagheeunrealized loss is transferred from other
comprehensive income (loss) to the consolidateaedrsients of operations. There were no charges fakerther than temporary declines in fair
value of marketable securities in 2009, 2008 or72@xalized gains and losses are determined osptrwfic identification method and are
included in interest income in the consolidatedesteents of operations. Please refer to Note G, Kbtable Securities,” for further information.

Stock-based Compensation Expense

The Company expenses the fair value of eyga stock options and other forms of stock-basegl@/yee compensation over the
associated employee service period or for awartis warket conditions, the derived service periatt. &vards with performance conditions,
the Company makes estimates regarding the likelittdsatisfaction of the performance conditiong tféect the period over which the
expense is recognized. Compensation expense isrdetsl based on the fair value of the award agthet date, including estimated
forfeitures, and is adjusted to reflect actualddtfres and the outcomes of certain market anebpaeince conditions. Please refer to Note D,
"Stock-based Compensation Expense," for furthermétion.

Research and Development Exper

All research and development expensesjdiat) amounts funded by research and developmdabooations, are expensed as incurred.
Effective January 1, 2008, the Company has defenedcapitalized nonrefundable advance paymente tmathe Company for research and
development activities until the related goodsdmivered or the related services are performedr Ry January 1, 2008, the Company
expensed nonrefundable advance payments for réssaadcdevelopment activities upon payment.

Research and development expenses are iseahjof costs incurred by the Company in perfornmggparch and development activities,
including salary and benefits; stock-based compenrsaxpense; laboratory supplies and other degptnses; contractual services, including
clinical trial and pharmaceutical development costsnmercial supply investment in its drug candédatind infrastructure costs, including
facilities costs and depreciation expense. The Goyp
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VERTEX PHARMACEUTICALS INCORPORATED
Notes to Consolidated Financial Statements (Contired)

B. Accounting Policies (Continued)

evaluates periodically whether a portion of its coencial supply investment may be capitalized astimery. Generally, inventory may be
capitalized if it is probable that future revenuelt be generated from the sale of the inventorg #rat these revenues will exceed the cost of
the inventory. The Company is continuing to expeaikef its commercial supply investment due to ingh risk inherent in drug development.

The Company's collaborators have fundetigr of the Company's research and developmetgmes related to specific drug
candidates and research targets, including telapre2009; telaprevir, certain kinases and certaistic fibrosis research targets in 2008; and
telaprevir, VX-702, VX-770, certain kinases andtagr cystic fibrosis research targets in 2007. Thenpany's collaborative revenues were
$73.6 million, $138.0 million and $151.0 millioregpectively, for 2009, 2008 and 2007. The Compargsarch and development expenses
allocated to programs in which a collaborator fuhdeleast a portion of the research and developmgrenses were approximately
$149 million, approximately $156 million and appiroately $266 million, respectively, for 2009, 20&&d 2007.

Restructuring Expens

The Company records costs and liabilitesoaiated with exit and disposal activities base@stimates of fair value in the period the
liabilities are incurred. In periods subsequerihitial measurement, changes to the liability aeasured using the credit-adjusted risk-free
discount rate applied in the initial period. Liatiéls are evaluated and adjusted as appropridéastton a quarterly basis for changes in
circumstances. Please refer to Note F, "RestrugjuExpense,” for further information.

Revenue Recognitic
Collaborative Arrangements

The Company's revenues are generated plyrittanough collaborative research, development@andommercialization agreements. The
terms of these agreements typically include payneetite Company of one or more of the followingnrefundable, up-front license fees;
funding of research and/or development effortsestdne payments; and royalties on product sales.

Agreements containing multiple elementsdiveded into separate units of accounting if dertaiteria are met, including whether the
delivered element has stand-alone value to thalothtor and whether there is objective and rediabldence of the fair value of the
undelivered obligation(s). The consideration reediis allocated among the separate units eithénebasis of each unit's fair value or using
the residual method, and the applicable revenuwsgrétion criteria are applied to each of the sefganaits.

The Company recognizes revenues from nandable, up-front license fees on a straigig-basis over the contracted or estimated ps
of performance, which is typically the researclievelopment term. Research and development furgliregognized as earned, ratably over
the period of effort.
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VERTEX PHARMACEUTICALS INCORPORATED
Notes to Consolidated Financial Statements (Contired)
B. Accounting Policies (Continued)

Substantive milestones achieved in collatbon arrangements are recognized as earned whattesponding payment is reasonably
assured, subject to the following policies in thoseumstances where the Company has obligatianairéng after achievement of the
milestone:

. In those circumstances where collection of a sulista milestone payment is reasonably assuredCtmpany has remaining
obligations to perform under the collaboration agement and the Company has sufficient evidentleeofair value of its
remaining obligations, management considers thestoihe payment and the remaining obligations teeiparate units of
accounting. In these circumstances, the Comparg/thseresidual method to allocate revenues amangilestone and the
remaining obligations.

. In those circumstances where collection of a sultistamilestone payment is reasonably assuredf@bompany has
remaining obligations to perform under the collatimn arrangement, but the Company does not hdfieient evidence of the
fair value for its remaining obligations, managetmmsiders the milestone payment and the remaistitigations under the
contract as a single unit of accounting. If thdatmbration does not require specific deliverabltespacific times or at the end of
the contract term, but rather, the Company's otitiga are satisfied over a period of time, substannilestone payments are
recognized over the period of performance. Thigcslly results in a portion of the milestone payieeing recognized as
revenue on the date the milestone is achieved ¢gjtla¢ applicable percentage of the performandegéhat has elapsed as of
the date the milestone is achieved, with the ba&ldmeing deferred and recognized over the remajménigpd of performance.

At the inception of each agreement thauitkes milestone payments, the Company evaluatethetheach milestone is substantive on the
basis of the contingent nature of the milestoneciigally reviewing factors such as the scientdind other risks that must be overcome to
achieve the milestone, as well as the level ofrefod investment required. Milestones that arecnosidered substantive and that do not meet
the separation criteria are accounted for as le@ayments and recognized on a straight-line lmagisthe remaining period of performance.

Payments received or reasonably assured@dtformance obligations are met completely acegnized as earned.

Royalty revenues typically are recognizeddal upon actual and estimated net sales of lidgorselucts in licensed territories, as provided
by the licensee, and generally are recognizeddrp#riod the sales occur. The Company reconcilesdjusts for differences between actual
royalty revenues and estimated royalty revenuésarguarter they become known. These differences hat historically been significant.

Sale of Future Royalties

In the circumstance where the Company blkits rights to future royalties under a licemggeement and also maintains continuing
involvement in the royalty arrangement (but nonhgigant continuing involvement in the generatidrthee cash flows due to the purchaser), the
Company defers recognition of the proceeds it xesefor the royalty stream and recognizes theseridef revenues over the life of the license
agreement. The Company recognizes these defewedues pursuant to the units-of-revenue methodebtinis method, the amount of
deferred revenues to be recognized as royalty teeeim each period is calculated by multiplying fibléowing: (1) the royalty payments due

F-10




Table of Contents

VERTEX PHARMACEUTICALS INCORPORATED
Notes to Consolidated Financial Statements (Contired)
B. Accounting Policies (Continued)

to the purchaser for the period by (2) the ratithef remaining deferred revenue amount to the &stiinated remaining royalty payments due
to the purchaser over the term of the agreement.

Property and Equipmet

Property and equipment are recorded at Begireciation and amortization is provided usimg straight-line method over the estimated
useful life of the related asset, generally fous¢oen years for furniture and equipment and ttodiee years for computers and software.
Leasehold improvements are amortized using thegbtrline method over the lesser of the useful ¢iféhe improvements or the remaining life
of the associated lease. Major additions and le#rts are capitalized; maintenance and repairns &sset that do not improve or extend its
are charged to operations. When assets are retirettherwise disposed of, the assets and relalegaices for depreciation and amortization
are eliminated from the accounts and any resuyjaig or loss is reflected in the Company's constdid statements of operations.

Income Taxe

Deferred tax assets and liabilities ar@geized for the expected future tax consequencesngborary differences between the financial
statement carrying amounts and the income tax lsessets and liabilities. A valuation allowans@pplied against any net deferred tax asset
if, based on the weighted available evidence,ntdse likely than not that some or all of the deddrtax assets will not be realized.

Financial Transaction Expens

Issuance costs incurred to complete theg2myis convertible senior subordinated note offeand the financial transactions that the
Company entered into in September 2009 are defammddncluded in other assets on the Company'sotidated balance sheet. The issuance
costs are amortized using the effective interastmaethod over the term of the related debt omftiveg instrument. The amortization expense
related to the issuance costs is included in isteepense on the consolidated statements of opesat

The Company defers direct and incrememsiscassociated with the sale of its rights toreutoyalties. These costs are included in other
assets on the Company's consolidated balance aheare amortized in the same manner and overthe period in which the related defe
revenues are recognized as royalty revenues. Thetiaation expense related to these transactioeresgs is included in royalty expenses on
the consolidated statements of operations.

Expenses incurred in connection with commsimck issuances are recorded as an offset ta@ualippaid-in capital on the consolidated
balance sheets.

Business Combinatior

The Company assigns the value of the cenafibn transferred to acquire a business to thgiliée assets and identifiable intangible assets
acquired and liabilities assumed on the basiseif fair values at the date of acquisition. The @any assesses the fair value of assets,
including intangible assets such as in-processareleand development, using a variety of methodsidiing present-value models. Each asset
is measured at fair value from the perspective mbaket participant.
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The method used to estimate the fair values ofaegss research and development assets incorpsigidficant assumptions regarding the
estimates market participants would make in ord@viluate an asset: including market participaststimptions regarding the probability of
completing in-process research and developmenegigjwhich would require obtaining regulatory ayat for marketing of the associated
drug candidate; market participants' estimatesrdégg the timing of and the expected costs to cetepin-process research and development
projects; market participants' estimates of futtagh flows from potential product sales; and the@griate discount rates for market
participants. Transaction costs and restructurogjscassociated with the transaction are experseatarred.

In-process Research and Development Assets

In-process research and development aagsegtsred in a business combination are recorded the acquisition date at fair value and
accounted for as indefinite-lived intangible ass€tsese assets are maintained on the Company'sliated balance sheet until either the
project underlying them is completed or the asBet®me impaired. If a project is completed, theyiag value of the relateithtangible asset
amortized over the remaining estimated life ofdleet beginning in the period in which the projgcompleted. If a project becomes impaired
or is abandoned, the carrying value of the relatehgible asset is written down to its fair vahred an impairment charge is taken in the pe
in which the impairment occurs. In-process researchdevelopment assets are tested for impairmeab@nnual basis as of October 1, or
earlier if impairment indicators are present.

Goodwill

The difference between the purchase pricktlae fair value of assets acquired and liabliiesumed in a business combination is
allocated to goodwill. Goodwill is evaluated forpairment on an annual basis as of October 1, éieedrimpairment indicators are present.

Derivative Instruments and Embedded Derivat

The Company has entered into financialdaations involving a free-standing derivative instent and embedded derivatives. These
financial transactions include arrangements invg\ionvertible notes, secured notes and the sgdeteftial future milestone payments. The
embedded derivatives are required to be bifurctted the host instruments because the derivativesiat clearly and closely related to the
host instruments. The Company determines the &irevof each derivative instrument or embeddedsdtvie on the date of issuance. The
estimates of the fair value of these derivativestipularly with respect to derivatives relatedhe achievement of milestones in the
development of specific drug candidates, includaifcant assumptions regarding the estimates madeticipants would make in order to
evaluate the derivative. Changes in the fair valuthese derivatives are evaluated on a quartasysbPlease refer to Note R, "September 200¢
Financial Transactions," for further information.

Comprehensive Loss

Comprehensive loss consists of net lossoimel comprehensive income (loss), which includdesign currency translation adjustments
and unrealized gains and losses on certain maitketaburities. For purposes of comprehensive lzsdodures, the Company does not record
tax provisions
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or benefits for the net changes in foreign curremagslation adjustment, as the Company intengetmanently reinvest undistributed earni
in its foreign subsidiaries.

Foreign Currency Translatio

The functional currency of the Companyteign subsidiaries is the local currency. Assetslabilities of the foreign subsidiaries are
translated into U.S. dollars at rates of exchangaffiect at the end of the year. Revenue and expam®unts are translated using the average
exchange rates for the period. Net unrealized gaidslosses resulting from foreign currency traimteare included in other comprehensive
income (loss), which is a separate component akbtaders' equity. Included in accumulated othenprehensive income (loss) is a net
unrealized loss related to foreign currency tretimteof $604,000 at December 31, 2009, a net uizezhbain related to foreign currency
translation of $27,000 at December 31, 2008 anet amrealized gain related to foreign currencydfation of $181,000 at December 31, 2007.

Basic and Diluted Net Loss per Common St

Basic net loss per common share is based tie weighted-average number of common sharastamdting during the period, excluding
restricted stock that has been issued but is rtotgsted. Diluted net loss per common share isthapen the weighted-average number of
common shares outstanding during the period pldgiadal weighted-average common equivalent shan¢standing during the period when
the effect is dilutive. Common equivalent sharessiltefrom the assumed exercise of outstanding sbptions (the proceeds of which are then
assumed to have been used to repurchase outstastdakgusing the treasury stock method), the asdwmoeversion of convertible notes and
the vesting of unvested restricted shares of comstmek. Common equivalent shares have not beeandadlin the net loss per common share
calculations because the effect would have bedrdduative. Total potential gross common equivalehtres consisted of the following:

At December 31,
2009 2008 2007
(in thousands,
except per share amounts)

Stock options 19,23: 16,497 15,35¢
Weightec-average exercise price (per sh¢ $ 31.3¢ $ 29.1¢ § 28.7(
Convertible note 1,38¢ 12,42¢ —
Weighted-average conversion price (per
share) $ 2314 $ 231« n/e
Unvested restricted shar 1,727 1,851 1,67¢

Recent Accounting Pronounceme

In January 2010, the Financial Accountitgn8ards Board ("FASB") issued updated guidan@ertend the disclosure requirements
related to recurring and nonrecurring fair valueasweements. This update requires new disclosuregyaificant transfers of assets and
liabilities between Level 1 and Level 2 of the failue hierarchy (including the reasons for theaedfers) and the reasons for any transfers in
or out of Level 3. This update also requires amed@tion of recurring Level 3 measurements alputhases, sales, issuances and settlement
on a gross basis. In addition to these new disoborquirements, this update clarifies certaintexgsdisclosure requirements. For example,
update clarifies that reporting entities are reggito provide fair value measurement disclosures
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for each class of assets and liabilities rathen #ssch major category of assets and liabilitiess Tpdate also clarifies the requirement for
entities to disclose information about both theua#ibn techniques and inputs used in estimatingL2wand Level 3 fair value measurements.
This update will become effective for the Comparighwhe interim and annual reporting period begignianuary 1, 2010, except for the
requirement to provide the Level 3 activity of puaises, sales, issuances, and settlements on abggisswhich will become effective for the
Company with the interim and annual reporting pebbeginning January 1, 2011. The Company will reotdruired to provide the amended
disclosures for any previous periods presenteddorparative purposes. Other than requiring additidisclosures, adoption of this update
not have a material effect on the Company's codatdd financial statements.

In September 2009, the FASB provided uptigtedance (1) on whether multiple deliverablesgXiow the deliverables in a revenue
arrangement should be separated, and how the evasah should be allocated; (2) requiring an grititallocate revenue in an arrangement
using estimated selling prices of deliverablesvkador does not have vendor-specific objective@wte or third-party evidence of selling
price; and (3) eliminating the use of the residuathod and requiring an entity to allocate revamieg the relative selling price method. The
update is effective for fiscal years beginning omfter June 15, 2010, with early adoption perrdittqdoption may either be on a prospective
basis or by retrospective application. The Comgarmurrently evaluating the effect of this updatét$ accounting and reporting systems and
processes; however, at this time the Company iblania quantify the impact on its consolidated ficial statements of its adoption or
determine the timing and method of its adoption.

In June 2009, the FASB issued an updatieet@ccounting and disclosure requirements foctmsolidation of variable interest entities
("VIE"s). This update requires a qualitative apmto#o identifying a controlling financial intereésta VIE, and requires ongoing assessment of
whether an entity is a VIE and whether an inteirest VIE makes the holder the primary beneficigiiyhe VIE. This update will be effective
for the Company on January 1, 2010. The Compaayatuating the effect of the pending adoption @ tipdate, but does not expect this
update to have a material effect on the Compamyisalidated financial statements.

In June 2009, the FASB issued an updatiee@ccounting and disclosure requirements fossfean of financial assets. This update is
intended to improve the relevance, representati@ithifulness, and comparability of the informatitiat a reporting entity provides in its
financial reports about a transfer of financialedssthe effects of a transfer on its financialifias, financial performance, and cash flows; and
a transferor's continuing involvement in transfdrii@ancial assets. The recognition and measureprentsions of this update shall be applied
to transfers that occur on or after January 1, 2@tich is the date upon which this accounting updeecomes effective for the Company. The
Company is evaluating the effect of the pendingp#ida of this update, but does not expect this tptmhave a material effect on the
Company's consolidated financial statements.

C. Common and Preferred Stock
Stock and Option Plans

At December 31, 2009, the Company had $tark-based employee compensation plans: the 1@@k Sption Plan (the "1991 Plan"),
the 1994 Stock and Option Plan (the "1994 Plah®,1996 Stock and Option Plan (the "1996 Plan")taed?006 Stock and Option Plan (the
"2006 Plan" and
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together with the 1991 Plan, the 1994 Plan and 896 Plan, collectively, the "Stock and Option Blarand one Employee Stock Purchase
Plan (the "ESPP"). On May 15, 2008, the Compartgckbolders approved an increase in the numbenares of common stock authorized
issuance under the 2006 Plan of 6,600,000, toaadbtl 3,902,380 shares of common stock, and ae&se in the number of shares of common
stock authorized for issuance under the ESPP 602000. On May 14, 2009, the Company's stockholdppsoved an increase in the number
of shares of common stock authorized for issuancieuthe 2006 Plan of 7,700,000, to a total of @2,880 shares of common stock. In
connection with the Stock and Option Plans, the gamy issues stock options and restricted stockdswaith service conditions, which are
generally the vesting periods of the awards. Then@my also issues to certain members of senior gesment restricted stock awards
("PARS") and option awards that vest upon the eldi the satisfaction of (i) a market or perform@amcondition or (ii) a service condition.

Under the 2006 Plan, the Company may isssigicted stock and options to its employeesctlirs and consultants for services. Stock
options may be granted under the 2006 Plan eitheptions intended to qualify as "incentive stopkians" ("ISOs") under the Internal
Revenue Code or as non-qualified stock options 8R&"). Each option granted under the 2006 Plarahasercise price equal to the fair
market value of the underlying common stock ondate of grant. For options issued to current enge#gythe date of grant is the date the
option award is approved by the Company's Boaidikgctors. For grants to new employees, the datganit is the employee's first day of
employment. The price per share of restricted stpekted to employees is equal to $0.01, the paewaf the Company's common stock.
Vesting of options and restricted stock generallsatable over specified periods, usually four geand is determined by the Company's Board
of Directors. All options awarded under the 200&rPexpire not more than ten years from the gratet da

Stock options granted under the 1991 Rlen1994 Plan and the 1996 Plan were granted ethE80Os or NQSOs. Under the 1991 Plan,
stock options could only be granted to employerdiing officers and directors who were employesag) to consultants of the Company
(NQSOs only). Under the 1994 Plan and the 1996, Rlack rights, which may be (i) ISOs when IntefRalenue Code requirements are met,
(i) NQSOs, or (iii) shares of common stock or tpportunity to make a direct purchase of sharempfmon stock, could be granted to
employees (including officers and directors whoemgloyees) and consultants, advisors and non-gmgldirectors (NQSOs and stock
awards only). Under the 1991 Plan and the 1994, P&®s could only be granted at a price not leas the fair market value of the common
stock on the date of the grant, and NQSOs coulgr&eted at an exercise price established by thedBafeDirectors, which could have been
less than, equal to or greater than the fair vaftthe common stock on the date of the grant. Stgtions granted under the 1996 Plan could
not have been granted at a price less than thenfaiket value of the common stock on the date arfitgiVesting is ratable over specified
periods for all Stock and Option Plans, is gengifalur or five years, and was determined by therBad Directors. All ISOs granted under the
1991 Plan, the 1994 Plan and the 1996 Plan expirenore than ten years from the date of grant.

The ESPP permits eligible employees tolemra twelve-month offering period comprising twix-month purchase periods. Participants
may purchase shares of the Company's common stookigh payroll deductions, at a price equal to 8%e fair market value of the
common stock on the first day of the applicablelteemonth offering period, or the last day of thpplicable six-month purchase period,
whichever is lower. Purchase dates under the ESE¥ on or about May 14 and November 14 of each yea
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The Company reserved an aggregate of &00Ghares under the 1991 Plan and 1994 Plan. dimp&hy reserved 22,000,000 shares
under the 1996 Plan and 21,602,380 shares und@of@i&ePlan. At December 31, 2009, the Company Ba2B82,000 stock options outstanding
and 1,727,000 outstanding and unvested restritiaeks. At December 31, 2009, the Company had &883%hares of common stock availe
for grants under the 2006 Plan. At December 319200 shares were available for grants under ti9é& Pdan, the 1994 Plan or the 1996 Plan.
As of December 31, 2009, 1,433,000 shares remainaithble for future purchases under the ESPP pprbaimately 453,000 shares remai
available for grant under the 401(k) Plan.

Rights

Each Vertex shareholder also holds oneespiarchase right (a "Right") for each share of cammstock owned. Each Right entitles the
holder to purchase from the Company one half oftmmedredth of a share of Series A junior partigiapreferred stock, $0.01 par value (the
"Junior Preferred Shares"), of the Company at eepof $135 per one half of one-hundredth of a Jurieferred Share, subject to adjustment
(the "Purchase Price"). The Rights are not exdptasantil after the acquisition by a person or grafi 15% or more of the outstanding comr
stock (an "Acquiring Person™), or after the ann@ament of an intention to make or the commencemieatender offer or exchange offer, the
consummation of which would result in the benefiolnership by a person or group of 15% or morthefoutstanding common stock (the
earlier of such dates being called the "Distribuitidate™). Until the Distribution Date (or earliesdemption or expiration of the Rights), the
Rights will be traded with, and only with, the commstock. Until a Right is exercised, the Right wit entitle the holder thereof to any rights
as a stockholder.

If any person or group becomes an AcquiRegson, each holder of a Right, other than Ripateficially owned by the Acquiring Pers
will thereafter have the right to receive upon eig and payment of the Purchase Price that nuaftstrares of common stock having a
market value of two times the Purchase Price drideiCompany is acquired in a business combinatamsaction or 50% or more of its assets
are sold, each holder of a Right will thereafterenthe right to receive upon exercise and paymetiteoPurchase Price that number of shar
common stock of the acquiring company that at ithe bf the transaction will have a market valuévad times the Purchase Price.

At any time after any person becomes anukity Person and prior to the acquisition by spelhson or group of 50% or more of the
outstanding common stock, the Board of DirectorsiefCompany may cause the Rights (other than Rigluhed by such person or group) to
be exchanged, in whole or in part, for common starckunior Preferred Shares, at an exchange ratren§hare of common stock per Right or
one half of one-hundredth of a Junior Preferred&par Right.

At any time prior to the acquisition by @rgon or group of beneficial ownership of 15% orenaf the outstanding common stock, the
Board of Directors of the Company may redeem tlghRiat a price of $0.01 per Right.

The Rights have certain anti-takeover e$félcat will cause substantial dilution to a persogroup that attempts to acquire a significant
interest in Vertex on terms not approved by therBad Directors.
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The Company recognizes share-based payrnweatsployees as compensation expense using thhedfae” method. The fair value of
stock options and shares purchased pursuant ©3R® is calculated using the Black-Scholes optitming model. The fair value of restricted
stock awards typically is based on intrinsic vabnethe date of grant. Stock-based compensationsumea at the grant date based on the fair
value of the award, is recognized as expense yatatglr the service period. The expense recognizedtbe service period includes an estir
of awards that will be forfeited.

For PARS awards granted in 2006, 2007 &@82a portion of the fair value of the common kton the date of grant is recognized rat.
over a derived service period that is equal toeftemated time to satisfy the market condition. pbeion of the fair value of the common st
that is recognized over the derived service pedatktermined on the basis of the estimated prdibathiat the PARS award will vest as a re
of satisfying the market condition. For the PARSa&ads granted in 2008, 2007 and 2006, the deriviedcseperiod relating to each market
condition was shorter than the four-year serviceebavesting period of the PARS. The difference betwthe fair value of the common stock
on the date of grant and the value recognized theederived service period is recognized ratabbr dlve four-year service-based vesting
period of the PARS. The stock-based compensatiparese recognized over each of the derived sereiieds and the four-year service
periods includes an estimate of awards that wifidoteited prior to the end of the derived serviegiods or the four-year service periods,
respectively. For PARS awards granted in 2009sti@es vest on the fourth anniversary of the gtate, subject to accelerated vesting upon
achievement of performance conditions. Stock-basatpensation expense associated with the PARSdisS@®909 is being expensed ratably
over the four-year service period.

For options to purchase 1.3 million shahed were granted in the fourth quarter of 2009 #eat upon the earlier of the satisfaction of
(i) performance conditions or (ii) a service coiatit the compensation expense is being recognetadblyy over service periods of
approximately five years.

The effect of stock-based compensation esg@euring the three years ended December 31,\288%s follows:

2009 2008 2007
(in thousands)

Stock-based compensation expense by type

award:

Stock options $ 63,397 $ 39,44¢ $ 38,33(

Restricted stock (including PAR! 18,98: 15,19¢ 18,41¢

ESPP issuance 4,342 3,34: 2,65¢
Total stocl-based compensation expel $ 86,72: $ 57,987 $ 59,407
Effect of stock-based compensation expens:

line item:

Research and development expetr $ 64,12¢ $ 46,14« $ 48,96¢

Sales, general and administrative expel 22,59 11,84: 10,43¢
Total stocl-based compensation expel $ 86,72: $ 57,987 $ 59,400
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Stock Options

All stock options awarded granted durin@2®008 and 2007 have exercise prices equal tfathmarket value of the Company's
common stock on the date the option was grantetiddompany's board of directors. Under amendnteritee 2006 Plan adopted on May 15,
2008, no options can be issued under the 2006vHtaran exercise price less than the fair mark&iezan the date of grant.

The stock options granted during 2008 idetlioptions to purchase 536,625 shares of commok &he "Contingent Options") at an
exercise price of $18.93 per share that were gilaotéthe Company's executive officers on FebruaB008, subject to ratification by the
Company's stockholders. At the Company's 2008 Andieating of Stockholders, the stockholders radifiee Contingent Options as part of
the Company's proposal to increase the numberaséstauthorized for issuance under the 2006 Pla Cbntingent Options are deemed for
accounting purposes to have been granted on Ma30D® (the date of ratification by the Companykholders), and the gradgate fair valu
of the Contingent Options is calculated using aBl&choles option pricing model based on the fairkat value of the Contingent Options on
May 15, 2008. The options granted during 2009, 2082007 had a weighted-average grant-date faieyzer share, measured on the grant
date, of $19.11, $14.33 and $17.45, respectively.

The Company recorded stock-based compensatipense of $63.4 million, $39.4 million and &3#illion in 2009, 2008 and 2007,
respectively, related to stock options. The stoakedl compensation expense related to stock odao2609 included $12.7 million related to
stock options that were accelerated and modifiembimection with transition arrangements and sexerarrangements with certain of the
Company's former executive officers. The stock-dasempensation expense related to stock option2dov included $1.9 million related to
stock options accelerated in connection with arcetiee officer's severance arrangement.

As of December 31, 2009, there was $109ll&omof total unrecognized stock-based compemsaéixpense, net of estimated forfeitures,
related to unvested options granted under the StodkOption Plans. That expense is expected tedmgnized over a weighted-average period
of 3.07 years.

The Company uses the Black-Scholes optiming model to estimate the fair value of stockiops at the grant date. The Black-Scholes
option pricing model uses the option exercise paigevell as estimates and assumptions relatec texipected price volatility of the Compar
stock, the rate of return on risk-free investmetits,expected period during which the options balloutstanding, and the expected dividend
yield for the Company's stock to estimate thevalue of a stock option on the grant di

The fair value of each option granted uniierStock and Option Plans during 2009, 2008 &4 2vas estimated on the date of grant
using the Black-Scholes option pricing model whik following weighted-average assumptions:

2009 2008 2007
Expected stock price volatilit 57.7% 52.7% 51.95%
Risk-free interest rat 2.85% 3.42% 4.81%
Expected tern 6.31 year 5.78 year 5.74 year

Expected annual dividen: — — _
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The weighted-average valuation assumptigre determined as follows:

. Expected stock price volatilit Options to purchase the Company's stock with ne@mterms of greater than one year

regularly traded in the market. Expected stockepviolatility is calculated using the trailing on@mnth average of daily implied
volatilities prior to grant date.

. Risk-free interest rate The Company bases the -free interest rate on the interest rate payabld.@ Treasury securities
effect at the time of grant for a period that isntoensurate with the assumed expected option term.

. Expected term of optionsThe expected term of options represents the gp@fidime options are expected to be outstandihg
Company uses historical data to estimate employeecise and post-vest termination behavior. The @ believes that all
groups of employees exhibit similar exercise anstqpest termination behavior and therefore doestratify employees into
multiple groups in determining the expected ternotions.

. Expected annual dividend The estimate for annual dividends is $0.00 bez#us Company has not historically paid, and «
not intend for the foreseeable future to pay, édeind.

The following table summarizes informatietated to the outstanding and vested options du#09:

Weighted-Average

Weighted-Average Remaining Aggregate
Stock Options Exercise Price Contractual Life Intrinsic Value
(in thousands) (in years) (in thousands)
Outstanding at
December 31,
2008 16,497 $ 29.1¢
Granted 6,08t 33.6¢
Exercisec (2,069) 18.4¢
Forfeited (989) 30.47
Expired (292) 48.1:2
Outstanding at
December 31,
2009 19,23. $ 31.3¢ 6.4 % 260,64«
Exercisable at
December 31,
2009 11,898 $ 31.0¢ 49€ $ 177,97¢
Total exercisable
or expected ta
vest 18,16¢ $ 31.2¢ 6.2¢ $ 249,66¢

The aggregate intrinsic value in the tatileve represents the total pre-tax amount, netertese price, which would have been received
by option holders if all option holders had exeedigll options with an exercise price lower thamarket price on December 31, 2009, which
was $43.19 based on the average of the high angiice of the Company's common stock on that date.

The total intrinsic value (the amount byieththe fair market value exceeded the exerciseepof stock options exercised during 2009,
2008 and 2007 was $36.4 million, $23.7 million &28.3 million, respectively. The total cash recdiim employees as a result of employee
stock option exercises during 2009, 2008 and 2085 $88.2 million, $24.1 million and $26.3 milliaespectively.

The Company settles employee stock opti@nagses with newly issued common shares.
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Restricted Stoc

The Company recorded stock-based compensaxipense of $19.0 million, $15.2 million and $l&illion for 2009, 2008 and 2007,
respectively, related to restricted shares outstgnduring those periods. The stock-based compemsaxpense related to restricted stock for
2009 included $2.2 million related to acceleratedting of restricted stock awards in connectiotwiansition arrangements and severance
arrangements with certain of the Company's formecaetive officers. The stock-based compensatioresg for restricted stock for 2008
included $0.6 million related to accelerated vestifirestricted stock awards in connection witteaacutive officer's separation arrangement.
The stock-based compensation expense relatedtttes stock for 2007 included $1.4 million reldti accelerated vesting of restricted stock
awards in connection with an executive officer\gesance from the Company.

As of December 31, 2009, there was $31Ibomiof total unrecognized stock-based compensatixpense, net of estimated forfeitures,

related to unvested restricted stock granted uthde€ompany's Stock and Option Plans. The Compgpsots to recognize that expense ov
weighted-average period of 2.52 years.

The following table summarizes the restidcstock activity of the Company during 2009:

Restricted Weighted-Average
Stock Grant-Date Fair Value
(in thousands) (per share)
Outstanding and unvested at
December 31, 20C 1,851 $ 25.9:
Grantec 951 33.5¢
Vested (839) 22.3:
Cancellec (23¢€) 30.5¢
Outstanding and unvested at
December 31, 20C 1,727 $ 31.2%

The total fair value of the shares vestingng 2009, 2008 and 2007 (measured on the datestihg) was $26.5 million, $11.0 million
and $22.5 million, respectively.

Employee Stock Purchase P!

The stock-based compensation expense delatthe ESPP for 2009, 2008 and 2007 was $4.3m,il$3.3 million and $2.7 million,
respectively. As of December 31, 2009, there wa3 #2llion of total unrecognized stock-based congagion expense, net of estimated
forfeitures, related to ESPP shares. The Compapgax to recognize that expense during 2010.

During 2009, the following shares were &bto employees under the ESPP:

Year Ended
December 31, 2009

(shares in thousands)
Number of share 412

Average price paid per she $ 23.3¢
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The weighted-average fair value of eacltipase right granted during 2009, 2008 and 200784431, $10.14 and $8.45, respectively.
The following table reflects the weighted-averagsuanptions used in the Black-Scholes option priaiglel for 2009, 2008 and 2007:

2009 2008 2007
Expected stock price volatilit 54.22% 66.6% 46.9%
Risk-free interest rat 0.3% 1.1€% 4.0%%
Expected tern 0.76 year 0.72 year 0.70 year

Expected annual dividen: — — _

The expected stock price volatility for BS&fferings is based on implied volatility. The Guemy bases the risk-free interest rate on the
interest rate payable on U.S. Treasury securitiesfect at the time of grant for a period thatésnmensurate with the assumed expected term.
The expected term represents purchases and punpbidsds that take place within the offering peridtle expected annual dividends estimate
is $0.00 because the Company has not historically, gnd does not for the foreseeable future intenmhy, a dividend.

E. Fair Value of Financial Instruments

The fair value of the Company's financiedets and liabilities reflects the Company's eséréamounts that it would have received in
connection with the sale of the assets or paisbimection with the transfer of the liabilities in arderly transaction between market
participants at the measurement date. In conneetitnmeasuring the fair value of its assets aallilities, the Company seeks to maximize
use of observable inputs (market data obtained founces independent from the Company) and to nirithe use of unobservable inputs
(the Company's assumptions about how market paaitics would price assets and liabilities). Theofelhg fair value hierarchy is used to
classify assets and liabilities based on the oladdevinputs and unobservable inputs used in oodealtie the assets and liabilities:

Level 1: Quoted prices in active markets for titsal assets or liabilities. An active market forasset or liability is a market in which
transactions for the asset or liability occur watifficient frequency and volume to provide pricinfprmation on an ongoing
basis.

Level 2: Observable inputs other than Level 1 inputs. Exaspf Level 2 inputs include quoted prices in a&ctivarkets for similar assets

or liabilities and quoted prices for identical assar liabilities in markets that are not acti

Level 3: Unobservable inputs based on the Company's assefsefrithe assumptions that market participants dask in pricing the asset
or liability.

The Company's investment strategy is fodwsecapital preservation. The Company investastriments that meet credit quality
standards as outlined in the Company's investmaigypguidelines. These guidelines also limit timecaunt of credit exposure to any one issue
or type of instrument. Beginning in the fourth geanf 2007, the Company began to shift its investts to instruments that carry less expo
to market volatility and liquidity pressures. As@écember 31,
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E. Fair Value of Financial Instruments (Continued)

2009, the Company's investments are in money méurkds and short-term government guaranteed orasterpsecurities.

As of December 31, 2009, all of the Compsfipancial assets that were subject to fair vaheéasurements were valued using observable
inputs. The Company's financial assets that welteedabased on Level 1 inputs consist of a moneykeatdund, U.S. Treasuries and
government-sponsored enterprise securities, whiglgavernment-supported. The Company's money markdtalso invests in government-
sponsored enterprise securities. During 2009, 20@82007, the Company did not record an other-tearporary impairment charge related to
its financial assets. The Company's financial lité$ that were subject to fair value measuremelatted to the financial transactions that the
Company entered into in September 2009 are valasddon Level 3 inputs. Please refer to Note Rypté®eber 2009 Financial Transactions."

The following table sets forth the Comparfinancial assets and liabilities subject to f@lue measurements as of December 31, 2009:

Fair Value Measurements
as of December 31, 2009
Fair Value Hierarchy
Total Level 1 Level 2 Level 3
(in thousands)

Financial assets carried at fair val

Cash equivalent $ 423,01« $ 423,01 $ — $ —
Marketable securities, availa-for-sale 838,25! 838,25! — —
Restricted cas 30,31: 30,31 — —
Total $ 129158 $ 1,29158 $ — % —
Financial liabilities carried at fair valu

Embedded derivative related to 2012 N¢ $ 10,45: $ — % — $ 10,45:

Liability related to sale of potential future mitese
payments 38,207 — — 38,207
Total $ 48,65¢ $ — 3 — 3 48,65¢

The following table is a reconciliationfafancial liabilities measured at fair value ussignificant unobservable inputs (Level 3):

2009
(in thousands)
Balance, beginning of the ye $ —
Issuance of derivative instruments related to Sepex 2009
financial transaction 46,81:
Loss on derivative instruments, t 1,847
Balance, end of the ye $ 48,65¢

The Company had $32.1 million outstandimgggregate principal amount of 4.75% convertiblea subordinated notes due 2013
included on the consolidated balance sheet as oéker 31, 2009. At December 31, 2009, these 2@t8sN\had a fair value of $55.2 million
as obtained from a quoted market source.

F-22




Table of Contents

VERTEX PHARMACEUTICALS INCORPORATED
Notes to Consolidated Financial Statements (Contired)
F. Restructuring Expense

In June 2003, Vertex adopted a plan taquesire its operations to coincide with its incieganternal emphasis on advancing drug
candidates through clinical development to comnadizition. The restructuring was designed to rexdbed the Company's relative investments
in research and development to better support tmepany's long-term strategy. The restructuring platuded a workforce reduction, write-
offs of certain assets and a decision not to oceygpyoximately 290,000 square feet of specialiabobiatory and office space in Cambridge,
Massachusetts under lease to Vertex (the "Kendgid Lease"). The Kendall Square Lease commenc#ghuary 2003 and has a 15-year
term. In the second quarter of 2005, the Compawiged its assessment of its real estate requirenzent decided to use approximately 120
square feet of the facility subject to the Ken&gjuare Lease (the "Kendall Square Facility") feriperations, beginning in 2006. The
remaining rentable square footage of the Kendalla®el Facility currently is subleased to third pesti

The Company's initial estimate of its ligpifor net ongoing costs associated with the Kah8quare Lease obligation was recorded ir
second quarter of 2003 at fair value. The restrirgjiexpense incurred from the second quarter 6828rough the end of the first quarter of
2005 (i.e., immediately prior to the Company's dieti to use a portion of the Kendall Square Facitt its operations) relates to the estimated
incremental net ongoing lease obligations assatiatth the entire Kendall Square Facility, togettdth imputed interest costs relating to the
restructuring liability. The restructuring expernseurred in the period beginning in the second tpwasf 2005 relates only to the portion of the
building that the Company currently does not intemdccupy for its operations. The remaining lealsgations, which are associated with the
portion of the Kendall Square Facility that the Gramy occupies and uses for its operations, arededas rental expense in the period
incurred. The Company reviews its assumptions atichates quarterly and updates its estimates sflitibdility as changes in circumstances
require. The expense and liability recorded iswdated using probability-weighted discounted cdsin of the Company's estimated ongoing
lease obligations, including contractual rental bhoild-out commitments, net of estimated subleaseats, offset by related sublease costs.

In estimating the expense and liability eniis Kendall Square Lease obligation, the Compestiynated (i) the costs to be incurred to
satisfy rental and build-out commitments underléase (including operating costs), (ii) the leadetinecessary to sublease the space, (iii) the
projected sublease rental rates, and (iv) the ipatied durations of subleases. The Company usesld-adjusted risk-free rate of
approximately 10% to discount the estimated cashdl The Company reviews its estimates and assangptin at least a quarterly basis, and
intends to continue such reviews until the termaradf the Kendall Square Lease, and will make what modifications the Company belie’
necessary, based on the Company's best judgmegf|dot any changed circumstances. The Compasiite&es have changed in the past,
may change in the future, resulting in additiorgjlatments to the estimate of the liability, and &ffect of any such adjustments could be
material. Changes to the Company's estimate dfabiity are recorded as additional restructurexgense/(credit). In addition, because the
Company's estimate of the liability includes thelagation of a discount rate to reflect the timdweaof money, the Company will record
imputed interest costs related to the liabilitylegoarter. These costs are included in restrugekpense on the Company's consolidated
statements of operations.

The restructuring liability of $34.0 millicat December 31, 2009 relates solely to the podfdhe Kendall Square Facility that the
Company does not intend to use for its operatioasiacludes other related lease obligations, reznbat net present value. The Company
classified $6.3 million of the

F-23




Table of Contents

VERTEX PHARMACEUTICALS INCORPORATED
Notes to Consolidated Financial Statements (Contired)
F. Restructuring Expense (Continued)

total restructuring liability at December 31, 2G9short-term, and $27.7 million as long-term. $hert-term portion of the restructuring
liability represents the net amount the Companyeetspto pay in 2010.

In 2003, the Company recorded restructuaing other related expenses of $91.8 million. T9k&million included $78.7 million of lea:
restructuring expense, $6.0 million of lease ofegaexpense incurred prior to the decision notdoupy the Kendall Square Facility,
$2.6 million for severance and related employeesiteon benefits and $4.5 million for a write-offleasehold improvements and other assets.
The activity related to restructuring and othebiligy for 2003 was as follows:

Liability
Cash Non-cash as of

Charge payments write-off December 31,
in 2003 in 2003 in 2003 2003

(in thousands)
Lease restructuring ar
other operating leas
expense $ 84,72¢ $ (15,200 $ — % 69,52¢
Employee severance,
benefits and relatec

costs 2,61¢ (2,616 — —
Leasehold
improvements and
asset impairment 4,482 — (4,487) —
Total $ 9182 $ (17,816 $ (4,487 $ 69,52¢
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The activity related to the restructurimgce December 31, 2003 is as follows:

Restructuring

Liability
(in thousands)
Liability: December 31, 2003 $ 69,52¢
Cash payments in 20( (31,55()
Cash received from sublease, net of operating cos904 29z
Additional charge in 200 17,57«
Liability: December 31, 2004 55,84:
Cash payments in 20( (24,229
Cash received from subleases in 2 3,23¢
Credit for portion of facility Vertex decided to@gpy in 200% (10,01%)
Additional charge in 200 18,15:
Liability: December 31, 2005 42,98:
Cash payments in 20( (21,607
Cash received from subleases in 2 8,047
Additional charge in 200 3,651
Liability: December 31, 2006 33,07:
Cash payments in 20( (12,859
Cash received from subleases in 2 7,95¢
Additional charge in 200 7,11¢
Liability: December 31, 2007 35,29:
Cash payments in 20( (14,017
Cash received from subleases in 2 8,46¢
Additional charge in 200 4,32¢
Liability: December 31, 2008 34,06¢
Cash payments in 20( (14,924
Cash received from subleases in 2 8,631
Additional charge in 200 6,24(
Liability: December 31, 2009 $ 34,017

In 2004, the Company recorded restructuexygense of $17.6 million primarily as the restiltevising estimates and assumptions about
when subtenants would be identified and securedrapdting an interest charge for the related restming liability.

In 2005, the Company recorded net restrirgiexpense of $8.1 million. This net expensetdek a $10.0 million credit to the
restructuring liability made when the Company deditlbb occupy and use a portion of the Kendall Sgi&acility, which was offset by (i) the
estimated incremental net ongoing lease obligatmssciated with the portion of the Kendall Squaeility that the Company does not intend
to occupy and (ii) imputed interest costs relatimghe restructuring liability. The portion of t§48.2 million additional charge in 2005 that v
for incremental lease obligations was related éorévision of certain key estimates and assumptbesit operating costs, including real estate
taxes associated with the portion of the Kendalle®g Facility that the Company does not intendcttupy.
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In 2006, the Company recorded restructuexygense of $3.7 million, which was primarily ditriable to imputed interest relating to the
restructuring liability and specific build-out cest

In 2007, the Company recorded restructueygense of $7.1 million, which was primarily tlesult of revising certain key estimates and
assumptions in the first quarter of 2007 aboutding operating costs for the remaining period eflfase commitment and the imputed inte
cost relating to the restructuring liability.

In 2008, the Company recorded restructueygense of $4.3 million, which was primarily ditriable to imputed interest cost relating to
the restructuring liability.

In 2009, the Company recorded restructuexygense of $6.2 million, which was the resultrmremental lease obligations related to the
revision of certain key estimates and assumptisngedl as the imputed interest cost relating tordgtructuring liability.

G. Marketable Securities

A summary of cash, cash equivalents andketalble securities is shown below:

Gross Gross
Amortized Unrealized Unrealized
December 31, 200! Cost Gains Losses Fair Value

(in thousands)
Cash and cash equivalel

Cash and money market fur $ 251,000 $ — % — $ 251,00

U.S. Treasury securitie 20,19¢ — 5) 20,19¢

Governmer-sponsored enterprise securit 175,45! 8 ?3) 175,46(
Total cash and cash equivale $ 446,65¢ $ 8 $ 8 $ 446,65
Marketable securitie

U.S. Treasury securities (due within 1 ye $ 22342. % —  $ 99 $ 223,32

Governmer-sponsored enterprise securities (due within 1y 614,86¢ 81 (18) 614,93:
Total marketable securiti¢ $ 83829 $ 81 $ (117) $ 838,25!
Total cash, cash equivalents and marketable siea $ 1,284,994 $ 88 $ (125) $ 1,284,91
December 31, 2008
Cash and cash equivalel

Cash and money market fur $ 389,11f $ — % — $ 389,11
Total cash and cash equivale $ 389,11 $ — % — $ 389,11
Marketable securitie

Governmer-sponsored enterprise securities (due within 1y $  347,98. $ 2,71: % — $ 350,69

Corporate debt securities (due within 1 ye 91,86: 42¢ — 92,29:
Total marketable securiti¢ $ 439,84' $ 3,141 $ — $ 442,98
Total cash, cash equivalents and marketable sie= $ 82896( $ 3,141  $ — $ 832,10

The Company has marketable securitiesifiedss current assets of $838.3 million and $@48illion, respectively, on the consolidated
balance sheets as of December 31, 2009 and 2008.
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The Company reviews investments in marketabcurities for other-than-temporary impairmehewnever the fair value of an investment
is less than amortized cost and evidence indi¢ht#san investment's carrying amount is not recblerwithin a reasonable period of time. To
determine whether an impairment is other-than-teamyothe Company considers the intent to selyloether it is more likely than not that the
Company will be required to sell, the investmerfoberecovery of the investment's amortized costsbd&vidence considered in this
assessment includes reasons for the impairmenpl@me with the Company's investment policy, theesity and the duration of the
impairment and changes in value subsequent togrehr

The Company owned 42 available-$ate marketable securities at December 31, 200¢he&3& 42 securities, there were 16 securities
unrealized losses, none of which was individualiygicant.

The following table summarizes the fairuebnd gross unrealized losses related to markesablrities, aggregated by investment
category and length of time that individual sedesithave been in a continuous unrealized lossiposit of December 31, 2009:

Less than 12 months 12 months or more Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair Value Loss Fair Value Loss Fair Value Loss
(in thousands)
U.S. Treasury securitie $ 22141 $ 99 $ — 3 — $ 221410 $ (99
Government-sponsored enterpri

securities 118,95( (18) — — 118,95( (18)
Total $ 340,36: $ 117 $ — 3 — $ 340,36: $ (17)

As of December 31, 2009, unrealized logséise portfolio related to various debt securiii@duding U.S. Treasuries and government-
sponsored enterprise securities. For these sex3yritie unrealized losses were primarily due toeaees in interest rates. The contractual terms
of these investments do not permit the issuerttteshe securities at a price less than the amexttcost bases of the investments. Because the
Company does not intend to sell the investmentdtaadot more likely than not that the Companyl Wé required to sell the investments
before recovery of their amortized cost bases, whiay be maturity, the Company does not consideelinvestments to be other-than-
temporarily impaired at December 31, 2009.

As of December 31, 2008, there were nor#gesiwith unrealized losses.

The Company had proceeds of $788.3 millg227.6 million and $755.6 million, respectivelyor sales and maturities of available-for-
sale securities in 2009, 2008 and 2007, respeygtivel

Realized gains and losses are determirnied tise specific identification method and are inted in interest income on the consolidated
statements of operations. There were no grosszeghgjains and losses for 2009. Gross realized gaith$osses for 2008 were $943,000 and
$310,000, respectively. Gross realized gains asse®for 2007 were $122,000 and $277,000, respéctiv

H. Restricted Cash

At December 31, 2009 and 2008, the Combeety $30.3 million in restricted cash. At DecemBg&r 2009 and 2008, the balance was held
in deposit with certain banks predominantly to atralize conditional stand-by letters of creditie names of the Company's landlords
pursuant to certain operating lease agreements.
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Property and equipment consist of the foile at December 31.:

2009 2008
(in thousands)
Furniture and equipme $ 128,92( $ 118,29.
Leasehold improvemen 88,02( 84,40:
Software 41,91( 37,89:
Computers 25,15¢ 21,32«
Total property and equipment, grc 284,00¢ 261,90¢
Less accumulated depreciation and amortizz 221,72t 193,57¢
Total property and equipment, r $ 6227¢ $ 68,33

Depreciation and amortization expensehentears ended December 31, 2009, 2008 and 20032823 million $30.4 million and
$27.3 million, respectively.

In 2009, 2008 and 2007, the Company wodteertain assets that were fully depreciated mmébnger utilized. There was no effect on
Company's net property and equipment. Additionatg, Company wrote-off or sold certain assetswret not fully depreciated. The loss on
disposal of those assets was $2,211,000 for 2aAa9080 for 2008, $142,000 for 2007.

J. Current Liabilities

Accrued expenses and other current ligdmsliconsist of the following at December 31.:

2009 2008
(in thousands)
Research and development contract ¢ $ 5491 $ 4361¢
Payroll and benefit 45,88: 39,83¢
Professional fee 7,801 6,081
Other 10,15¢ 4,672
Total $ 118,75 $ 94,20¢

Other obligations of $15.2 million and $2illion as of December 31, 2009 and 2008, re$pelgt consist of a deposit received from a
collaborator for potential future obligations oét@ompany.

K. Commitments

The Company leases its facilities and aeeguipment under non-cancelable operating led$esCompany's leases have terms through
July 2019. The leases of the Company's primaryitiasiin Cambridge were extended in 2009 througle@mber 2015. The term of the Ken
Square Lease began January 1, 2003. Rent paymidrie wubject to increase in May 2013, based anges in an inflation index. These
increases will be treated as contingent rentals. Réndall Square Lease will expire in 2018, andGbenpany has the option to extend the term
for two consecutive terms of ten years each, utiégeexpiring in 2038. The Company occupies and tiseits operations approximately
120,000 square feet of the Kendall Square Facilihe Company has sublease arrangements in platieefoemaining rentable square footage
of the Kendall Square Facility, with
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K. Commitments (Continued)

initial terms that expire in April 2011 and Aug2fi12. See Note F, "Restructuring Expense," foh&rinformation.

As of December 31, 2009, future minimum agtments under facility operating leases with namaelable terms of more than one year
are as follows:

Sublease incomi

Kendall for Other Total
Square Kendall Square Operating Operating
Year Lease Facility Leases Leases
(in thousands)
2010 $ 18,26( $ (6,499 $ 22,20¢ $ 33,97¢
2011 18,26( (3,90¢) 27,43( 41,78:
2012 18,26( (1,749 24,96: 41,47
2013 18,26( — 20,74¢ 39,00¢
2014 18,26( — 17,10« 35,36¢
Thereafte 60,86¢ — 23,22} 84,09:
Total
minimu
lease
payme $ 152,16t $ (12,145 $ 135,68 $ 275,70:

Rental expense for 2009 was $39.1 milliehich included $11.5 million related to the Kendadjuare Facility. Rental expense for 2008
was $31.1 million, which included $10.7 milliona&dd to the Kendall Square Facility. Rental expdas2007 was $28.1 million, which
included $9.9 million related to the Kendall SquBeeility.

The Company has future contractual commitsién connection with its research, developmedt@mmercial supply investment. For
2010 and 2011 the amount committed under theseamistis $10.8 million and $0.3 million, respectve

In September 2009, the Company enterediwdinancial transactions pursuant to which stiied secured notes and sold its rights to
future potential milestones. See Note R, "Septer@b8® Financial Transactions," for further inforinat

L. Convertible Subordinated Notes Due 2007 and 201dnd Collaborator Loan

2011 Notes

On January 1, 2007, the Company had owstgi$59.6 million in aggregate principal amounbof5% Convertible Senior Subordinated
Notes due in February 2011 (the "2011 Notes"). 2ZbiEl Notes were convertible, at the option of taklér, into common stock at a price |
share equal to $14.94. In the first quarter of 2@808& Company called all of the remaining outstagdl011 Notes for redemption. In response
and pursuant to the terms of the 2011 Notes, thdehoof all the outstanding 2011 Notes converéd, price equal to $14.94 per share, their
$59.6 million in aggregate principal amount of 2MNdtes into 3,992,473 shares of the Company's camstaxk. The following items related
to the 2007 conversion were recorded as an offsadiditional paid-in capital on the Company's ctidated balance sheet: accrued interest,
remaining unamortized issuance costs of the coederdtes and issuance costs of the common stock.

2007 Notes

On January 1, 2007, the Company had owstgi$42.1 million in aggregate principal amounbét Convertible Subordinated Notes due
in September 2007 (the "2007 Notes"). The 2007 Hatere
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L. Convertible Subordinated Notes Due 2007 and 201dnd Collaborator Loan (Continued)

convertible, at the option of the holder, into coamstock at a price per share equal to $92.2@dritird quarter of 2007, the Company repaid
upon maturity the outstanding principal and accriméerest on the remaining $42.1 million in prirgipgmount of 2007 Notes.

Collaborator Loan

On January 1, 2007, the Company had owstgr$20.0 million in loans under a loan facilitstablished in connection with a
collaboration with Novartis that was completed 008. In May 2008, the Company repaid the $20.0ionilin loans outstanding under the loan
facility.

M. Equity and Debt Offerings and Debt Exchanges
February 2008 Concurrent Debt and Equity Offer

In February 2008, the Company completecteoent offerings of $287.5 million in aggregatépipal amount of 4.75% convertible
senior subordinated notes due 2013 (the "2013 Nadesl 6,900,000 shares of common stock (the "Felra008 Equity Offering"), which
were sold at a price of $17.14 per share.

The convertible debt offering resulted @t proceeds of $278.6 million to the Company. Theeauwriting discount of $8.6 million and
other expenses of $0.3 million related to the catitMe debt offering were recorded as debt issuaosts and are included in other assets ¢
Company's consolidated balance sheets. The Fet2088/Equity Offering resulted in net proceeds BEZ7 million to the Company. The
underwriting discount of $5.3 million and other erges of $0.2 million related to the February 2B8ity Offering were recorded as an ofi
to additional paid-in-capital.

The 2013 Notes are convertible, at theooptif the holder, into common stock at a price etpapproximately $23.14 per share, subject
to adjustment. The 2013 Notes bear interest atatteeof 4.75% per annum, and the Company is redjiirenake semannual interest paymer
on the outstanding principal balance of the 2018Blon February 15 and August 15 of each year20t& Notes would have matured on
February 15, 2013.

On or after February 15, 2010, the Compaay redeem the 2013 Notes at its option, in whole part, at the redemption prices stated in
the indenture, plus accrued and unpaid intereahyf to, but excluding, the redemption date. Haldeay require the Company to repurchase
some or all of their 2013 Notes upon the occurrefaertain fundamental changes of Vertex, asai in the indenture, at 100% of the
principal amount of the 2013 Notes to be repurcthagieis any accrued and unpaid interest, if anybiid excluding, the repurchase date.

If a fundamental change occurs that is alspecific type of change of control under theeimdre, the Company will pay a make-whole
premium upon the conversion of the 2013 Notes imection with any such transaction by increasimgapplicable conversion rate on such
2013 Notes. The make-whole premium will be in a@ddito, and not in substitution for, any cash, s#ies or other assets otherwise due to
holders of the 2013 Notes upon conversion. The médkae premium will be determined by referencehte indenture and is based on the date
on which the fundamental change becomes effectidetlze price paid, or deemed to be paid, per sbfaitee Company's common stock in the
transaction constituting the fundamental changijestito adjustment.
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The indenture provides the holders of B&32Notes with certain remedies if a default ocaurder the indenture. If an event of default
under the indenture relates solely to the Compdaiftge to comply with its reporting obligationsiiguant to the 2013 Notes, at the election of
the Company, the sole remedy of the holders o2@13 Notes for the first 180 days following suclertvof default would consist of the right
receive special interest at an annual rate equial& of the outstanding principal amount of th&é20lotes.

Based on the Company's evaluation of tH820otes, the Company determined that the 2013d\mintain a single embedded derivative.
This embedded derivative relates to potential ggmaferest payments that could be imposed on thagany for a failure to comply with its
reporting obligations pursuant to the 2013 Notéss Embedded derivative required bifurcation beeatas not clearly and closely related to
the host instrument. The Company has determinddtbasalue of this embedded derivative was nomasadf February 19, 2008,
December 31, 2008 and December 31, 2009.

September 2008 Equity Offering

In September 2008, the Company completeaffaning of 8,625,000 shares of common stock (Beptember 2008 Equity Offering™),
which were sold at a price of $25.50 per shares ©ffering resulted in $217.4 million of net prode¢o the Company. The underwriting
discount of $2.2 million and other expenses of $filion related to the September 2008 Equity Qffgrwere recorded as an offset to
additional paid-in-capital.

February 2009 Equity Offerin

In February 2009, the Company completedféaring of 10,000,000 shares of common stock {Bebruary 2009 Equity Offering"),
which were sold at a price of $32.00 per shares ©ffering resulted in $313.3 million of net proded¢o the Company. The underwriting
discount of $6.4 million and other expenses of $fifion related to the February 2009 Equity Offeyiwere recorded as an offset to additional
paid-in capital.

2009 Debt Exchanges

In June 2009, the Company exchanged 6,601sBares of newlissued common stock for $143.5 million in aggregatacipal amount ¢
the 2013 Notes, plus accrued interest. In the exgédmm the Company issued 46 shares of common f&toelach $1,000 in principal amount of
2013 Notes. As a result of the exchanges, the Coynppaurred a nomash charge of $12.3 million in the second quart@009. This charge
related to the incremental shares issued in tmsaction over the number that would have been dsspen conversion of the 2013 Notes ur
their original terms, at the original conversioteraf approximately 43.22 shares of common stockped00 in principal amount of the 2013
Notes. In addition, accrued interest of $2.1 milland unamortized debt issuance costs of excharggeaertible notes of $3.5 million we
recorded as an offset to additional paid-in cagitathe Company's consolidated balance sheet.

In November 2009, the Company exchange804838 shares of newly-issued common stock for ®Lanllion in aggregate principal
amount of the 2013 Notes, plus accrued intereghdrexchanges, the Company issued 44.5 sharesnofiien stock for each $1,000 in
principal amount of 2013 Notes. As a result oféikehanges, the Company incurred a non-cash cha&fe&million in the fourth
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quarter of 2009. This charge is related to theemental shares issued in the transaction overuinbar that would have been issued upon

conversion of the 2013 Notes under their origieatis, at the original conversion rate of approxetya43.22 shares of common stock per
$1,000 in principal amount of the 2013 Notes. Idiadn, accrued interest of $1.3 million and unatized debt issuance costs of exchanged
convertible notes of $2.4 million were recordechaffset to additional paid-in capital on the Camys consolidated balance sheet.

As a result of these exchanges, on DeceBihe2009 the outstanding aggregate principal amofuthe 2013 Notes has been reduced to
$32.1 million. In February 2010, the Company anroeahthat it will redeem the remaining $32.1 millioraggregate principal amount of 2013
Notes on March 19, 2010. See Note V, "Subsequeant:\for further information

December 2009 Equity Offerit

In December 2009, the Company completedffening of 13,000,000 shares of common stock (Becember 2009 Equity Offering"),
which were sold at a price of $38.50 per shares ©ffering resulted in $488.1 million of net prodee¢o the Company. The underwriting
discount of $12.1 million and other expenses o8%0illion related to the December 2009 Equity Gffgrwere recorded as an offset to

additional paid-in capital.
N. Income Taxes

For the years ended December 31, 2009, 2068007, there is no provision for income taxetuded in the consolidated statements of
operations.

The Company's federal statutory incomergde for 2009, 2008 and 2007 was 34%. The Compasyrturred losses from operations but
has not recorded an income tax benefit for 200082thd 2007, as the Company has recorded a vaiugt@wance against its net operating
losses and other net deferred tax assets due éstaimties related to the realizability of these dasets.

The difference between the Company's "etgudax provision (benefit), as computed by appdyihe U.S. federal corporate tax rate of
34% to loss before provision for income taxes, actdial tax is reconciled as follows:

2009 2008 2007
(in thousands)
Loss before provision for income tax $ (642,179 $ (459,85) $ (391,279
Expected tax benefit at 34 (218,34)) (156,349 (133,03
State taxes, net of federal ben (38,965 (28,83 (24,539
Unbenefited operating loss 248,38t 185,01t 157,33
Non-deductible expenst¢ 8,24¢ 127 91
Other 674 39 14C
Income tax provisiol $ — 3 — & =

For federal income tax purposes, as of Biez 31, 2009, the Company has net operating krsgforwards of approximately
$2.4 billion, and $54 million of tax credits, whiahmay be used to offset future federal income ardiability, respectively. For state income
purposes, the Company has net operating loss oangfds of approximately $1.8 billion, and $35 inifl of tax credits, which may be used to

offset future state income and tax liability, resjpeely. These operating loss carryforwards
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began to expire in 2005, and the tax credit carvydods began to expire in 2004. After consideratiball the evidence, both positive and
negative, management has established a valuatmmeaaice for the full amount of the 2009 deferreddaset since it is more likely than not
the deferred tax asset will not be realized. lnfeipperiods, if management determines that it igerfikely than not that the deferred tax asset
will be realized (i) the valuation allowance wolld decreased, (ii) a portion or all of the defeteedasset would be reflected on the
consolidated balance sheet and (iii) the Companyldveecord non-cash benefits in its statementpefations related to the reflection of the
deferred tax asset on the consolidated balancé.shee

Deferred tax assets and liabilities aredeined based on the difference between finantagément and tax bases using enacted tax rates
in effect for the year in which the differences aexpected to reverse. The components of the deféares at December 31 were as follows:

2009 2008
(in thousands)

Deferred tax asset

Net operating los $ 759,68 $ 534,03t
Tax credit carryforward 83,56: 66,32(
Property and equipme 22,37( 19,08¢
Deferred revenue 99,201 99,65¢
Stocl-based compensatit 59,95¢ 41,097
Inventory 38,71« 29,237
Capitalized research and developn — 3,83:
Accrued expenses and ott 17,93¢ 11,04(
Gross deferred tax assi 1,081,43 804,30t
Valuation allowanct (1,081,43) (804,30¢)

Total deferred tax asse — —
Deferred tax liabilities

Acquired intangible: (160,279 —
Net deferred tax liabilitie $ (160,27) $ —

Generally, tax return deductions are alloan stock-based compensation plans, but, mag aridifferent amounts and periods from
when compensation costs are recognized in thediabstatements. If the tax return deduction foaamrd exceeds the cumulative
compensation expense recognized in the finan@isients, any excess tax benefit shall be recogjmiz@dditional paid-in capital when the
deduction reduces income tax payable. The netrteouat of the unrealized excess tax benefits aseakber 31, 2009 is approximately
$112 million. The gross amount of this excess &dudtion in the net operating loss carryforwardpgproximately $284 million.

The valuation allowance increased by $28Bom during 2009 due primarily to the increaseniet operating losses and tax credits.

At December 31, 2009 and December 31, 20@8Company had no material unrecognized tax lisregfd no adjustments to liabilities or
operations were required. The Company does notoéxipat its unrecognized tax benefits will matdyidthcrease within the next twelve

months. The Company did not recognize any interepenalties related to uncertain tax positionBextember 31, 2009 and December 31,
2008.
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The Company files United States federabime tax returns and income tax returns in varidate slocal, and foreign jurisdictions. The
Company is no longer subject to any tax assessfr@ntan income tax examination in the United Staefore 2007 and any other major
taxing jurisdiction for years before 2005, excepiene the Company has net operating losses or ¢ahit carryforwards that originate before
2005. The Company completed an examination byrttexnal Revenue Service with respect to 2006 i 2099 with no material change. The
Company currently is not under examination by amisfliction for any tax year.

O. Sale of HIV Protease Inhibitor Royalty Stream

In December 1993, the Company and Glaxd8dliite entered into a collaboration agreement seaech, develop and commercialize
protease inhibitors, including Agenerase (amprefavid Lexiva/Telzir (fosamprenavir calcium). Undee collaboration agreement,
GlaxoSmithKline agreed to pay the Company royabieset sales of drugs developed under the colioor.

The Company began earning a royalty froex@8mithKline in 1999 on net sales of Ageneras@0id3 on net sales of Lexiva, and in
2004 on net sales of Telzir. GlaxoSmithKline hasriight to terminate its arrangement with the Comypaithout cause upon twelve months'
notice. Termination of the collaboration agreentgnGlaxoSmithKline will relieve it of its obligatioto make further payments under the
agreement and will end any license granted to GaxithKline by the Company under the agreementuire1996, the Company and
GlaxoSmithKline obtained a worldwide, non-exclusiieense under certain G.D. Searle & Co. ("Searleyt owned by Pharmacia/Pfizer)
patents in the area of HIV protease inhibition.ri&eig paid royalties based on net sales of Ageseeasd Lexiva/Telzir.

On May 30, 2008, the Company entered irparahase agreement (the "Purchase Agreement")Regamprenavir Royalty, L.P.
("Fosamprenavir Royalty") pursuant to which the @amy sold, and Fosamprenavir Royalty purchasedCtmpany's right to receive royalty
payments, net of royalty amounts to be earned apdal Searle, arising from sales of Lexiva/Telnd #Agenerase under the Company's 1993
agreement with GlaxoSmithKline, from April 1, 20@8the end of the term of the collaboration agresfer a one-time cash payment of
$160.0 million to the Company. In accordance whth Purchase Agreement, GlaxoSmithKline will makealalty payments, net of the
subroyalty amounts payable to Searle, directlydsdmprenavir Royalty. The Purchase Agreement aistaims other representations,
warranties, covenants and indemnification obligatioThe Company continues to be obligated for tgyahounts earned and that are due to
Searle. The Company has instructed GlaxoSmithKbrigay such amounts directly to Searle as theyrheatue.

The Company classified the proceeds reddiem Fosamprenavir Royalty as deferred revertodse recognized as royalty revenues
the life of the collaboration agreement, becaush®fCompany's continuing involvement in the royaltrangement over the term of the
Purchase Agreement. Such continuing involvemeniginis required pursuant to covenants containgtlérPurchase Agreement, includes
overseeing GlaxoSmithKline's compliance with thiadmration agreement, monitoring and defendingpiainfringement, adverse claims or
litigation involving the royalty stream, undertagito cooperate with Fosamprenavir Royalty's efftotind a new license partner if
GlaxoSmithKline terminates the collaboration agreetnand complying with the license agreement Bitarle, including the obligation to
make future royalty payments to Searle. Becaus&dimsaction was structured as a non-cancellalde tse Company has no significant
continuing
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involvement in the generation of the cash flows stuEosamprenavir Royalty and there are no guagdniztes of return to Fosamprenavir
Royalty, the Company has recorded the proceedsfasred revenues.

The Company recorded $155.1 million, repngisig the proceeds of the transaction less theoyatty payable to Fosamprenavir Royalty
for the period from April 1, 2008 through May 3@08, as deferred revenues to be recognized agyagakbnues over the life of the
collaboration agreement based on the units-of-reeenethod. The amount of deferred revenues todmgnéized as royalty revenues in each
period is calculated by multiplying the followin@) the net royalty payments due to FosamprenamyaRy for the period by (2) the ratio of
the remaining deferred revenue amount to the &stiinated remaining net royalties that GlaxoSmiithdis expected to pay Fosamprenavir
Royalty over the term of the collaboration agreetm&m May 31, 2008, the Company began recogniziegd deferred revenues. In addition,
the Company continues to recognize royalty reveiforethe portion of the royalty earned that is du&earle.

The Company recognizes royalty expensesam period based on (i) deferred transaction esqeeim the same manner and over the same
period in which the related deferred revenues ecegnized as royalty revenues plus (ii) the subtpymid by GlaxoSmithKline to Searle on
net sales of Agenerase and Lexiva/Telzir for théoge

P. Collaborative Arrangements

The Company has formed strategic collalmmatwith pharmaceutical companies and other opggioins in the areas of drug discovery,
development, and commercialization. Research, dpwetnt and commercialization agreements provid€tmapany with financial support
and other valuable resources for its research arogyrfor the development of clinical drug candidagend for the marketing and sales of
products. In the Company's collaborative reseatetielopment and commercialization programs the Gomgeeks to discover, develop and
commercialize pharmaceutical products in conjumctigth and supported by the Company's collaborat@aiaborative research and
development arrangements may provide researchrfgralier an initial contract period with renewal dadmnination options that vary by
agreement. The agreements may also include nomt&ile, up-front license fees as well as milestananents based on the achievement of a
pre-agreed objective or the occurrence of a detédrevent. The agreements may also contain develapaxpense reimbursement provisions,
royalty rights or profit-sharing rights, and maratfaing options. The Company has entered into agmt research and development
collaborations under terms that vary from agreernteeaggreement.

Janssen Pharmaceutica, N.

In June 2006, the Company entered intdlatmaration agreement with Janssen Pharmaceutid&, fdr the development, manufacture i
commercialization of telaprevir, the Company's leaestigative HCV protease inhibitor. Under theesgnent, Janssen has agreed to be
responsible for 50% of the drug development costsrred under the development program for the gglrterritories (North America for the
Company, and the rest of the world, other tharFueEast, for Janssen) and has exclusive rightertamercialize telaprevir in its territories
including Europe, South America, the Middle Eadtjda and Australia. Under the development progfantelaprevir, each party is incurring
reimbursable drug development costs. Reimbursaidts incurred by Janssen
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are offset against reimbursable costs incurrechbyCtompany. Amounts that Janssen pays to the Confipareimbursement, after the offset,
are recorded as revenues. Accordingly, if Janssans increased costs under the development proghanCompany's revenues attributable to
the reimbursement are reduced.

Janssen made a $165.0 million up-fronthiseepayment to the Company in July 2006. The uptficense payment is being amortized
over the Company's estimated period of performamcker the collaboration agreement. The Compantite&®s regarding the period of
performance under the Janssen collaboration agraemsee adjusted in 2007, and again in the thirargu of 2009, as a result of changes in
the global development plan for telaprevir, whicmtemplates the conduct of certain developmentitéies in the post-approval period if
telaprevir is approved for marketing. These adjesti® were made on a prospective basis beginnitiggiperiods in which the changes were
identified. These adjustments resulted in a deereathe amount of revenues the Company recogrfipet the Janssen collaboration by
$2.6 million per quarter for the first adjustmentidby $1.1 million per quarter for the second aiijest.

Under the agreement, Janssen agreed to coakiagent milestone payments, which could hatedled up to $380.0 million if telaprevir
successfully developed, approved and launchedasdaict. As of December 31, 2009, the Company laadeel $100.0 million of these
contingent milestone payments under the agreerfibetremaining $280.0 million in milestones under @ompany's agreement with Janssen
include $100.0 million related to the regulatofinfy with and approval of telaprevir by the Europédedicines Evaluation Agency, and
$150.0 million related to the launch of telaprémithe European Union. On September 30, 2009, tirag@ny entered into two financial
transactions related to the $250.0 million in miees related to the filing, approval and launcketdprevir in the European Union. Please |
to Note R, "September 2009 Financial Transactions.”

The collaboration agreement with Janssem atovides the Company with royalties on any saléslaprevir in the Janssen territories,
with a tiered royalty averaging in the mid-20% rangs a percentage of net sales in the Janssiortes; depending upon successful
commercialization of telaprevir. Each of the partiall be responsible for drug supply in their resgive territories. However, the agreement
provides for the purchase by Janssen from the Coynpmaterials required for Janssen's manufaaifitiee active pharmaceutical ingredient.
In addition, Janssen will be responsible for certhird-party royalties on net sales in its temigs. Janssen may terminate the agreement
without cause at any time upon six months' notickhé Company.

During 2009, the Company recognized $54lBom in revenues under the Janssen agreementhwhcluded an amortized portion of the
up-front payment, the sale of materials to Janaseihnet reimbursements from Janssen for telapdevielopment costs. During 2008, the
Company recognized $120.1 million in revenues utidedanssen agreement, which includes an amogaiodn of the up-front payment,
milestone payments of $55.0 million, and net reirsbments from Janssen for telaprevir developmesiscBuring 2007, the Company
recognized $117.7 million in revenues under thesSam agreement, which includes an amortized poofitine up-front payment, milestone
payment of $30.0 million, and net reimbursemerdasfdanssen for telaprevir development costs.
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Mitsubishi Tanabe Pharma Corporatic

In June 2004, the Company entered intdlatmaration agreement (the "MTPC Agreement”) witfiddbishi Tanabe Pharma Corporation,
pursuant to which Mitsubishi Tanabe agreed to gl@¥inancial and other support for the developnagrat commercialization of telaprevir.
Under the terms of the agreement, Mitsubishi Taresethe right to develop and commercialize tekdpie Japan and certain other Far East
countries. The MTPC Agreement provided for paymémtMitsubishi Tanabe to the Company through PRad@ical development, including
an up-front license fee, development stage milesfmyments and reimbursement of certain drug dpaedat costs for telaprevir.

On July 30, 2009, the Company amended the@®Agreement. Under the amended agreement, thep&@uonreceived $105.0 million in
the third quarter of 2009, and will be eligiblerezeive a further contingent milestone paymentgctviifirealized would range between
$15.0 million and $65.0 million. The amended agreetiprovides to Mitsubishi Tanabe a fully-paid lise to commercialize telaprevir to treat
HCV infection in Japan and specified other coustiiethe Far East, as well as rights to manufadeleprevir for sale in its territory.
Mitsubishi Tanabe is responsible for its own depelent and manufacturing costs in its territory.ddltishi Tanabe may terminate the
agreement at any time without cause upon 60 daigs'ritten notice to the Company.

Prior to the amendment, the Company reaaghievenues based on an amortized portion ofgifeont payment, milestones, if any, and
reimbursement of certain of the Company's expemsesred in telaprevir development. The $105.0iomllpayment that the Company recei
in the third quarter of 2009 pursuant to the amdratgeement is a nonrefundable, up-front licenseafel revenues related to this payment are
being recognized on a straight-line basis oveQbmpany's estimated period of performance undeattended agreement. In 2009, 2008 and
2007, the Company recognized revenues from MitsiBianabe of $18.7 million, $9.9 million and $4.4lion, respectively.

Cystic Fibrosis Foundation Therapeutics Incorporhte

In May 2004, Vertex entered into an agresimehich was amended in 2006, with Cystic Fibrégisindation Therapeutics Incorporated
("CFFT") that provided funding for Vertex's cysfibrosis drug discovery effort. Under the amendgreament, Vertex retains the right to
develop and commercialize VX-770, V339 and any other compounds discovered in the rgseallaboration, and will owe royalties to CF
on net sales of any drug candidate approved andnesaialized under the collaboration. Funding urtieragreement ended in early 2008. In
2009, 2008 and 2007, Vertex recognized $0.5 millgth8 million and $15.9 million, respectively,revenues related to its agreement with
CFFT.

Merck & Co., Inc.

In June 2004, Vertex entered into a glaedibboration with Merck to develop and commerailAurora kinase inhibitors for the
treatment of cancer. The Merck collaboration age@mprovided for an ufront license payment of $20 million, which was raad June 200«
and for research funding of $14 million over twagyg ending in June 2006. In 2006, the Companyeggnéth Merck to extend the research
program term and corresponding research fundinghparties' ongoing research collaboration foadditional three months beyond the
original research program termination date.
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Vertex was eligible to receive as much as $350anilin milestone payments. As of December 31, 20@9tex had received an aggregate of
$70.8 million in milestone payments pursuant te ttollaboration. Merck is responsible for worldwiddmical development and
commercialization of any compounds developed utttercollaboration and would be obligated to payGloenpany royalties on any product
sales. Merck may terminate the agreement at arg/wiithout cause upon 90 days' advance written @o¢iecept that six months' advance
written notice is required for termination at aimpe when a product has marketing approval in a mragrket and the termination is not the
result of a safety issue. Merck is conducting aseHaclinical trial of MK-5108 (VX-689) involvinggiients with advanced and/or refractory
tumors, but has indicated to the Company, basets @amalysis of its broader portfolio of drug dey@hent programs, that it does not anticipate
continuing further development activities with respto MK-5108 after the completion of dosing ofi@ats currently enrolled in this Phase 1
clinical trial. Merck is not conducting any othdinecal trials of drug candidates that resultedhirthe collaboration. In 2009, 2008 and 2007,
Vertex received milestone payments of $0, $6.0iomland $9.0 million.

Q. Acquisition of ViroChem Pharma Inc.

On March 12, 2009, the Company acquiredd@0the outstanding equity of ViroChem, a privathéld biotechnology company basec
Canada, for $100.0 million in cash and 10,733,52¢%es of the Company's common stock. Vertex acdWieChem in order to add two
clinical-development stage HCV polymerase inhilsttr Vertex's HCV drug development portfolio. Aettime of the acquisition, ViroChem
was also engaged in research stage activitieetktatviral diseases and was developing an eaafyesirug candidate for the treatment of
patients with HIV infection.

The transaction was accounted for undeatugiisition method of accounting. All of the assstquired and liabilities assumed in the
transaction were recognized at their acquisitiote-dair values, while transaction costs and restiniy costs associated with the transaction
were expensed as incurred.

Purchase Price

The $390.6 million purchase price for Vitwn is based on the acquisition-date fair valuid@fconsideration transferred, which was
calculated based on the opening price of the Cogipaommon stock of $27.07 per share on March @292The acquisitiomlate fair value ¢
the consideration consisted of the following:

Fair Value of
Consideration
(in thousands)

Cash $ 100,00(
Common stocl 290,55
Total $ 390,55°
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Allocations of Assets and Liabiliti

The Company allocated the purchase pric¥fm@Chem to net tangible assets and intangibéeiss goodwill and a deferred tax liability.
The difference between the aggregate purchase amnid¢he fair value of assets acquired and ligdsliassumed was allocated to goodwill. The
following table summarizes the fair values of tksets acquired and liabilities assumed at the sitigui date:

Fair Values
as of
March 12,
2009
(in thousands)
Cash and cash equivalel $ 12,57¢
Other tangible asse 2,701
Intangible assel 525,90(
Goodwill 26,10:
Accounts payable and accrued expel (14,22)
Deferred tax liability (162,507
Net asset $ 390,55°

All $525.9 million of the intangible assetsguired in the ViroChem acquisition related tgpicess research and development assets.
These in-process research and development assatwify related to ViroChem's two clinical-developnt stage HCV polymerase inhibitors,
VX-222 (formerly VCH-222) and VX-759 (formerly VCH59), which had estimated fair values at the adiprsdate of $412.9 million and
$105.8 million, respectively. The Company measuhedfair values of VX-222 and VX-759 from the pezspive of a market participant. In
addition, the Company considered ViroChem's otlieical drug candidates and determined that VCH;286Chem's lead HIV drug
candidate, had an estimated fair value of $7.2anilat the acquisition date, based on developmestsdhrough the acquisition date, and that
the other clinical drug candidates had no fair gdlecause the clinical and nonclinical data fos¢hdrug candidates did not support further
development as of the acquisition date. The Compdstyconsidered ViroChem's preclinical progrant @her technologies and determined
that because of uncertainties related to the saéffigacy and commercial viability of the potehtiiug candidates, market participants would
not ascribe value to these assets.

The deferred tax liability primarily relatéo the tax impact of future amortization or impaénts associated with the identified intangible
assets acquired, which are not deductible for tapgses.

The difference between the consideratiandferred to acquire the business and the faievaflassets acquired and liabilities assumed
was allocated to goodwill. This goodwill relateshe potential synergies from the possible devekunof combination therapies involving
telaprevir and the acquired drug candidates. Ndnieeogoodwill is expected to be deductible forame tax purposes.

Intangible Assets and Goodwill P-acquisition

If the Company completes a project relatedn in-process research and development asagll, aimortize the carrying value of the
related intangible asset over the remaining estithlite of the asset beginning in the period inahhihe project is completed. If the Company
determines that a project has become impairedamdins a project, it will write down the carryinglwe of the related
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intangible asset to its fair value and will takeimpairment charge in the period in which the innpeEnt occurs. The ViroChem intangible
assets and goodwill are tested for impairment oararual basis as of October 1, or earlier if impaint indicators are present.

In the fourth quarter of 2009, the Compargluated the intangible assets and goodwill rélaig¢he ViroChem transaction for
impairment. No impairment was found for VX-759, \222 or the goodwill. The Company determined thatfdir value of VX-286 was zero,
resulting in a $7.2 million impairment charge. bnaection with this impairment charge, the Compalsy recorded an adjustment of
$2.2 million to the deferred tax liability.

Acquisitior-related Expenses, Including Restructuring

In connection with the acquisition of Virb@n, the Company incurred $7.8 million in expensdsch are reflected as acquisition-related
expenses on the consolidated statements of opesati®?009. These costs include transaction exgeassevell as a restructuring charge the
Company incurred in March 2009 when it determirtedauld restructure ViroChem's operations in ottdefiocus on ViroChem's HCV
development programs. As a result of this restrirguplan, Vertex recorded a $2.1 million expernsated to employee severance, benefits
related costs in 2009.

ViroChem Financial Information

The results of operations of ViroChem hbeen included in the consolidated financial statgmsince the acquisition date. ViroChem
had no revenues in the period from the acquisi@te of March 12, 2009 through December 31, 206®fd*ma results of operations for the
year ended December 31, 2009 and 2008, assumiragthugsition of ViroChem had taken place at theitn@gg of each period, would n
differ significantly from Vertex's actual reportegsults.

R. September 2009 Financial Transactions
2012 Notes

On September 30, 2009, the Company sol&.$Ifiillion in aggregate principal amount of secunetes due 2012 (the "2012 Notes") for
an aggregate of $122.2 million pursuant to a natelpse agreement with Olmsted Park S.A. (the Haser"). The 2012 Notes were issued
pursuant to, and the 2012 Notes are governed bigthres of, an indenture entered into on SeptemBe2@9 between the Company and U.S.
Bank National Association, as trustee and collhggant.

The 2012 Notes were issued at a discouhtlamot pay current interest prior to maturityeT2012 Notes will mature on October 31,
2012, subject to earlier mandatory redemption ¢éoetktent specified milestone events set forth&Qbmpany's collaboration with Janssen are
achieved prior to October 31, 2012. $100.0 miliidrthese potential milestone payments relatedeadigulatory filing with and approval of
telaprevir by the European Medicines Evaluation Wgye and $55.0 million relate to the launch of pe&vir in the European Union. The
Company will be required to redeem the portionhef 2012 Notes equal to each milestone paymentchsseah milestone payment is earned
under the Janssen collaboration.

The holders of the 2012 Notes have the tiglsause the Company to repay all or any pattt®f2012 Notes at 100% of the principal
amount of the 2012 Notes to be repurchased if agihaf control of the Company occurs. The Compaay aiso redeem all or any part of the
2012 Notes at
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any time at 100% of the principal amount of the20Ibtes to be redeemed. Upon certain events otilefacurring and continuing, either the
trustee or the holders of not less than 25% ineggie principal amount of the 2012 Notes then antBhg may declare the principal of the
2012 Notes immediately due and payable. In the chsertain events of bankruptcy, insolvency orgemization relating to the Company, the
principal amount of the 2012 Notes shall automdtideecome immediately due and payable.

The Company has determined that the 20t29\mntain an embedded derivative related to dltengial mandatory redemption or early
repayment of the 2012 Notes at the principal amgubot to their maturity date. The Company bifusththe embedded derivative from the
2012 Notes because the features of the embeddeatiler were not clearly and closely related to 2042 Notes.

In connection with the issuance of the 2Blb2es, the Company granted a security intereste¢d®urchaser with respect to $155.0 million
of future telaprevir milestone payments that thenPany is eligible to receive from Janssen for tbeeptial future filing, approval and launch
of telaprevir in the European Union.

The Company determined that the 2012 Ngelsan initial residual value upon issuance of $08llion, which excluded the estimated
$10.7 million value of the embedded derivative. TGwmpany determined that the fair value of the etded derivative as of September 30,
2009 was $10.7 million based on a probability-wesghmodel of the discounted value that market gigeints would ascribe to the potential
mandatory redemption and early repayment featurtfeed?012 Notes. The Company records quarterrést expense related to the 2012
Notes determined using the effective interest mag¢hod. The fair value of this embedded derivaivevaluated quarterly, with any change
the fair value of the embedded derivative resuliing corresponding loss or gain. The liabilitiekated to the 2012 Notes, including the
embedded derivative, are reflected together oiCthrepany's consolidated balance sheet as a longlitavitity.

Any expenses incurred after issuance or2@i2 Notes, including losses, if any, relatechevémbedded derivative, will increase the
liability for the 2012 Notes each quarter by an antacorresponding to expense and any gains refatdte embedded derivative will decrease
the liability for the 2012 Notes. In the fourth gtga of 2009, the Company recorded interest expeh$8.1 million using the effective interest
rate method and a gain of $0.2 million relatechimeémbedded derivative. As of December 31, 20@9fain value of the 2012 Notes was
$121.8 million, including the $10.5 million estinedtvalue of the embedded derivative.

Sale of Future Milestone Payments

On September 30, 2009, the Company entatedwo purchase agreements with the Purchasasupat to which the Company sold its
rights to an aggregate of $95.0 million in potdrfiidure milestone payments pursuant to the Jansskgboration related to the launch of
telaprevir in the European Union, for nonrefundgidgments totaling $32.8 million. The $32.8 millioash payment was received on
October 1, 2009. The purchase agreements confaiesentations, warranties, covenants and inderatiic obligations of each party,
including the obligation of the Company to make ithikestone payments to the Purchaser when the lyimgmilestone events are achieved if
the Janssen collaboration has been terminated.
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The Company determined that this salemdtential future revenue stream should be accouoteas a liability related to the sale of the
future milestone payments because the Companyidnaficant continuing involvement in the generatiointhe potential milestone payments
pursuant to its collaboration agreement with Jams&e a result, the Company recorded a liabilityiterconsolidated balance sheet equal to the
fair value of the purchase agreements. No reveoudsferred revenues have been recorded on acobtive amounts that the Company
received from the Purchaser pursuant to these psecagreements. In addition, the Company deterntive¢dhe purchase agreements are free-
standing derivative instruments. The Company detexdhthat the initial aggregate fair value of theefstanding derivative created by the sale
of the rights to future milestone payments to thecRaser pursuant to the purchase agreements W& 188lion based on a probability-
weighted model of the discounted value that mapketicipants would ascribe to these rights. The el®dsed to estimate the fair value of the
rights sold to the Purchaser pursuant to the psechgreements require the Company to make estimegfesdling, among other things, the
assumptions market participants would make reggrttia timing and probability of achieving the mil@ses and the appropriate discount re
The fair value of the rights sold to the Purchgsesuant to the purchase agreements will be evalwesch reporting period, with any changes
in the fair value of the derivative instrumentsdxhsn the probability of achieving the milestortes, timing of achieving the milestones or
discount rates resulting in a corresponding gailoss. Because the Company's estimate of the dtievof the rights to the future milestone
payments includes the application of a discour tatreflect the time-value of money, the Compaxpeets to record interest costs related to
this liability each quarter. In the fourth quartér2009, the Company recorded expense of $2.0amillith respect to the sale of the future
milestone payments and increased the liabilityt®iconsolidated balance sheet to $38.2 millionfd@egcember 31, 2009.

S. Employee Benefits

The Company has a 401(k) retirement plae (Vertex 401(k) Plan™) in which substantially aflits permanent United States employees
are eligible to participate. Participants may citntte up to 60% of their annual compensation tobaex 401(k) Plan, subject to statutory
limitations. The Company may declare discretiomaatching contributions to the Vertex 401(k) Plaatthre payable in Vertex common stock.
The match is paid in the form of fully vested irtgts in a Vertex common stock fund. Employees llaeability to transfer funds from the
Company stock fund as they choose. The Companwgidetmatching contributions to the Vertex 401(lgrPas follows:

2009 2008 2007
(in thousands)

Discretionary matching contributions during the

year ended December & $ 6,04¢ $ 5027 $ 4,34
Shares issued during the year ended Decemb 19¢ 19t 132
Shares issuable as of the year ended Decemb 35 38 48

T. Contingencies

The Company has certain contingent lidbgithat arise in the ordinary course of its bussrectivities. The Company accrues a resery
contingent liabilities when it is probable thatute expenditures will be made and such expenditarde reasonably estimated. There we
contingent liabilities accrued as of December INXor 2008.

F-42




Table of Contents

VERTEX PHARMACEUTICALS INCORPORATED
Notes to Consolidated Financial Statements (Contired)
U. Guarantees

As permitted under Massachusetts law, the@ny's Articles of Organization and Bylaws previlat the Company will indemnify
certain of its officers and directors for certalaims asserted against them in connection wittr $eivice as an officer or director. The
maximum potential amount of future payments that@ompany could be required to make under thessrindication provisions is unlimite:
However, the Company has purchased directors' Hiogrs' liability insurance policies that coulddegce its monetary exposure and enable it to
recover a portion of any future amounts paid. Ndemnification claims are currently outstanding #melCompany believes the estimated fair
value of these indemnification arrangements is mihi

The Company customarily agrees in the emirtourse of its business to indemnification ps@ris in agreements with clinical trials
investigators and sites in its drug developmengrms, in sponsored research agreements with agadachnot-for-profit institutions, in
various comparable agreements involving partiefopming services for the Company in the ordinaryrse of business, and in its real estate
leases. The Company also customarily agrees taicéndemnification provisions in its drug discoyetdevelopment and commercialization
collaboration agreements. With respect to the Caryipaclinical trials and sponsored research agragsnthese indemnification provisions
typically apply to any claim asserted against theestigator or the investigator's institution riglgtto personal injury or property damage,
violations of law or certain breaches of the Conyfmoontractual obligations arising out of the egsh or clinical testing of the Company's
compounds or drug candidates. With respect to lageeements, the indemnification provisions typycapply to claims asserted against the
landlord relating to personal injury or propertyntege caused by the Company, to violations of lawheyCompany or to certain breaches of
the Company's contractual obligations. The indeitetibn provisions appearing in the Company's taltation agreements are similar, but in
addition provide some limited indemnification feg tollaborator in the event of thighrty claims alleging infringement of intellectymabperty
rights. In each of the cases above, the indemtidicabligation generally survives the terminatadfrthe agreement for some extended period,
although the obligation typically has the mostvalece during the contract term and for a shoriglenif time thereafter. The maximum
potential amount of future payments that the Corganuld be required to make under these provis®generally unlimited. The Company
has purchased insurance policies covering persojuay, property damage and general liability theduce its exposure for indemnification ¢
would enable it in many cases to recover a powiceny future amounts paid. The Company has neaielrgny material amounts to defend
lawsuits or settle claims related to these indeicedion provisions. Accordingly, the Company beéisthe estimated fair value of these
indemnification arrangements is minimal.

In March 2003, the Company sold certairetsssf PanVera LLC to Invitrogen Corporation fopegximately $97 million. In December
2003, the Company sold certain instrumentationtageeAurora Discovery, Inc. for approximately $#n8llion. The agreements with the
buyers each require the Company to indemnify theebagainst any loss it may suffer by reason oté&ses breach of certain representations
and warranties, or failure to perform certain caw@s, contained in such agreement. The represemativarranties and covenants contained in
the agreements are of a type customary in agresméttis sort. The Company's aggregate obligatiomker the indemnity contained in each
agreement are, with a few exceptions which the Gombpelieves are not material, capped at one-fidtfeoapplicable purchase price, and
apply to claims under representations and warrauni@de within fifteen months after closing (whigripd has ended) although there is no
corresponding time limit for claims made based mrabhes of covenants. Neither Invitrogen nor Aut@s made any claims to
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U. Guarantees (Continued)

date under the applicable indemnities, and the Gmypelieves that the estimated fair value of #reaining indemnification obligations is
minimal.

On February 12, 2008, the Company enteredunderwriting agreements with Merrill Lynch, Rie, Fenner & Smith Incorporated; on
September 18, 2008, the Company entered into aerwniting agreement with Goldman, Sachs & Co.; ebriary 18, 2009, the Company
entered into an underwriting agreement with Metnjlhch, Pierce, Fenner & Smith Incorporated; andecember 2, 2009, the Company
entered into an underwriting agreement with Goldngachs & Co. (collectively, the "Underwriting Agreents"), in each case as the
representative of the several underwriters, if ax@ymed in such agreements, relating to the pulfiézing and sale of shares of the Company's
common stock or convertible subordinated notes. Jhgerwriting Agreement relating to each offeriregjuires the Company to indemnify the
underwriters against any loss they may suffer lagoa of the Company's breach of representationsvan@nties relating to that public
offering, the Company's failure to perform certaivenants in those agreements, the inclusion ofiatryie statement of material fact in the
prospectus used in connection with that offerihg,amission of any material fact needed to makeetmoaterials not misleading, and any
actions taken by the Company or its representativesnnection with the offering. The representatiovarranties and covenants in the
Underwriting Agreements are of a type customarggreements of this sort. The Company believesgtimated fair value of these
indemnification arrangements is minimal.

V. Subsequent Event

In February 2010, the Company announcetdtthall redeem the remaining $32.1 million in aggate principal amount of 2013 Notes on
March 19, 2010. If the holders of the 2013 Notéglaict to convert their 2013 Notes into commorcktat the conversion price of
approximately $23.14 per share, the Company vdliésapproximately 1.4 million shares of the Comfmogmmon stock in full satisfaction of
the 2013 Notes. If the holders of the 2013 Notesateelect to convert their 2013 Notes into commtatk, the Company will be required to
redeem the 2013 Notes at a redemption price of32199 per $1,000 principal amount, which includesgipal and unpaid interest that will
accrue through the redemption date.
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W. Quarterly Financial Data (unaudited)

Revenues
Royalty revenue
Collaborative revenue

Total revenue

Costs and expense
Royalty expense
Research and development exper
Sales, general and administrative expe!
Restructuring expens
Intangible asset impairment char
Acquisitior-related expense

Total costs and expens

Loss from operation
Interest incomt
Interest expens
Loss on exchanges of convertible subordina
notes
Loss on derivative instruments, t

Net loss
Basic and diluted net loss per common sl

Basic and diluted weighted-average number ¢
common shares outstandi

Revenues
Royalty revenue
Collaborative revenue

Total revenue
Costs and expense
Royalty expense
Research and development exper
Sales, general and administrative expe!
Restructuring expens

Total costs and expens

Loss from operation
Interest incomt
Interest expens

Net loss
Basic and diluted net loss per common sl

Basic and diluted weight-average number ¢
common shares outstandi

Three Months Ended
June 30, Sept. 30,
2009 2009
(in thousands, except per share amount:

March 31,
2009

Dec. 31,
2009

$ 614C $§ 5917 $ 783« $ 842
17,83¢ 13,147 17,12 25,46(
23,97¢ 19,06¢ 24,957 33,88¢
3,57¢ 3,267 3,71z 3,647
143,58: 139,33: 132,13 135,23(
28,52( 32,52¢ 36,57 32,57«
2,402 1,10% 774 1,957

— — — 7,20(
7,79¢ — — —
185,87: 176,23: 173,19( 180,60¢
(161,89) (157,16) (148,23) (146,719
2,59¢ 1,48¢ 59E 327
(3,37§ (3,325 (1,927 (4,562)
— (12,299 — (5,849

— — — (2,847

$(162,67:) $(171,29) $(149,56) $ (158,64

$ (10H)3% (099 % (08)$ (0.8
155,86( 172,56 178,73! 185,49

Three Months Ended
March 31, June 30, Sept. 30, Dec. 31,
2008 2008 2008 2008
(in thousands, except per share amounts)

$ 10,85 $ 9,741 $ 7,767 $ 9,12¢
30,82« 59,66¢ 23,84¢ 23,68
41,67¢ 69,40¢ 31,60¢ 32,81
3,57¢ 3,701 4,194 4,21°
116,27  129,57: 131,72¢ 139,33¢
19,93 26,44¢ 25,43( 29,48(
63C 1,16¢ 88t 1,641
140,41: 160,89( 162,23° 174,67-
(98,73¢)  (91,48) (130,629 (141,86
4,49¢ 3,99¢ 4,39¢ 3,44:
(1,919 (3,839 (3,819 (3,919

$ (96,159 $ (91,327 $(130,04) $(142,33)
$ (072 $ (066 $ (099 $ (0.90

134,47: 138,72 140,10¢ 148,78:
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VERTEX PHARMACEUTICALS INCORPORATED
2006 STOCK AND OPTION PLAN

Stock Option Grant

This Agreement sets forth the terms and conditafresn Option granted pursuant to the provision$hef2006 Stock and Option Plan
(the “ Plan") of Vertex Pharmaceuticals Incorporated (the ‘h@any”) to the Participant whose name appears beloweigog the number of
Shares of Common Stock of the Company set fortbmagbursuant to the provisions of the Plan andhenféllowing express terms and
conditions. Capitalized terms not otherwise defiherein shall have the same meanings as setifottile Plan.

1. Name and address of Participant to whom this Options granted:
[name]

2. Number of Shares of Common Stock subject to this Qjon:
[ ] Shares

3. Purchase price of Shares subject to this Option:

$[ ] per Share

4. Date of grant of this Option:
[ ], 2009
5. Expiration date of this Option:
[ ], 2019, subject to earlier terminationthe event of any Termination of Service of thetiBipant or otherwise in

accordance with the provisions of the Plan. Thisi@pmay not be exercised later than three (3) hoafter the Participant’s
termination of employment with the Company andiitliates except as provided in the Plan in themvof death of the
Participant.

6. Vesting.

6.1 Vesting Schedule.Subject to Section 6.2 below:

[Describe performance objectives and acceleratidrvesting for achievement of performance objectijes

6.2 Absence. This Option shall not vest during any periodarid-term disability or personal leave of absencthefParticipant
from the Company or an Affiliate (as determined emapplicable Company policies). If the Particip@sumes employment with the
Company after a personal leave of absence or lermg-tlisability in accordance with applicable Comppalicies, vesting shall resume upon

the resumption of eligibility, and the Option wilbntinue vesting as provided in paragraph 6.1 albotiethe Option is fully exercisable.
Notwithstanding




the foregoing, in no event shall the term of thei@pbe extended beyond the date set forth in &e&iabove.

7. Option type. This Option is NOT designated as an incentivekstiption within the meaning of Section 422(b) lué tnternal
Revenue Code of 1986.

8. Plan. The Participant hereby acknowledges receiptaufpey of the Plan as presently in effect. The & all of the terms and
provisions of the Plan are incorporated hereindigrence, and this Agreement is subject to thesestand provisions in all respects.

9. Exercise. The Participant may exercise this Option in tlenmer set forth in Section 9 of the Plan.

10. [ ].[Provide that acceleration provisions in other agmments between the Participant and the Company dbapply

to this Agreement except in connection with changkeontrol events.]

VERTEX PHARMACEUTICALS INCORPORATED

By:

Na.me: Matthew W. Emmer
Title: President, Chairman and CE

AGREED AND ACCEPTED

[Name]




Exhibit 10.42
EMPLOYMENT AGREEMENT

AGREEMENT, made and entered into as of the 9thafdyecember by and between Vertex Pharmaceutinatsrporated, a
Massachusetts corporation (together with its susmresand assigns, the “ Compahyand Nancy J. Wysenski (the “ Executi)e

WITNESSETH
WHEREAS, the Company has offered to employ the Htree as the Executive Vice President, Chief Conuia¢Officer;

WHEREAS, the Company and the Executive desire terénto an employment agreement, which shall@¢hfthe terms of such
employment (this “ Agreemefi}; and

WHEREAS, the Executive desires to enter into thgse®ement and to accept such employment, subjeleetterms and provisions of
this Agreement.

NOW, THEREFORE, in consideration of the premises mutual covenants contained herein and for otbed@nd valuable
consideration, the receipt of which mutually ismakledged, the Company and the Executive (eackiohdilly a “ Party’, and together the “
Parties’) agree as follows:

1. DEFINITIONS.
“ Base Salary shall mean the Executive’s base salary in acawedavith Section 4 below.
“ Board” shall mean the Board of Directors of the Company.

“ Cause” shall mean: (i) the Executive is convicted ofrare involving moral turpitude; (ii) the Executiwewillful refusal or failure ti
follow a lawful directive or instruction of the Cqrany’s Board of Directors or the individual(s) them the Executive reports, provided that
the Company shall have given the Executive priattemr notice of the directive(s) or instruction{sat the Executive failed to follow, and
provided, further, that the Company shall have given the Executivgpod faith, 30 days to correct such failure &mther provided that if th
Executive corrects such failure, any terminatiothef Executive’s employment on account of suchufaikhall not be treated for purposes of
this Agreement as a termination of employment foatse;” (i) the Executive violates any of the Gumany’s policies made known to the
Executive regarding confidentiality, securitiediray or insider information; or (iv) the Executiva,carrying out the Executive’s duties,
commits (A) willful gross negligence or (B) willfgross misconduct resulting, in either case, inematharm to the Company unless such act,
or failure to act, was believed by the Executivegdod faith, to be in the best interests of thenGany.

“ Change of Control shall have the meaning set forth in the ChangE€aftrol Agreement.




“ Change of Control Agreemehshall mean the Change of Control letter agreerbetween the Company and the Executive of even
date herewith.

“ Code” shall mean the Internal Revenue Code of 1986 nasnded.

“ Common StocK shall mean the common stock of the Company.

“ Disability " or “ Disabled” shall mean a disability as determined under tben@any’s long-term disability plan or program ifieet

at the time the disability first occurs, or if nacé plan or program exists at the time of disahititen a “disability” as defined under Section 22
(e)(3) of the Code.

“ Effective Date” shall mean December 9, 2009.
“ Good Reasofi shall mean one of the following events has ocetdinwithout the Executive’s consent:

0] the Executive’s Base Salary is decreased or tigettiégvels under the Company’s target bonus progoamequity
compensation program are reduced, unless eacly@uah reduction is part of an across-the-boarggt@nate reduction in
the salaries, target bonuses, or target equity eosgtion, as applicable, provided, however, thatékpressly understood that

payments or awards under any such program in aradoamver than the target amounts in accordance avithsuch program
shall not constitute “Good Reason;”

(ii) the office to which the Executive is assigned lsaated to a place 35 or more miles away and seidcation is not at the
Executive’s request or with the Executive’s prigreement (and other than, for Executives assigmétuet Companyg principa
executive offices, in connection with a changeoicetion of the Company'’s principal executive offigeor

(i) the Executive’s duties are materially diminishe@ioextent that results in either (A) the Executiedonger being an
“officer”, as such term is defined in Rule 16a-Jffpmulgated under the Securities Exchange AcB8#1or (B) the Executive
ceases to be a member of the executive manageeasntdf the Company;

provided that Good Reason shall not exist unledsuattil within 90 days after the event giving riseGood Reason under (i), (i) or (iii) above
has occurred, the Executive delivers a written teation notice to the Company stating that an egarng rise to Good Reason has occurred
and identifying with reasonable detail the eveat the Executive asserts constitutes Good Reaser (i), (ii) or (iii) above and the Company
fails or refuses to cure or eliminate the evenirgjvise to Good Reason on or within 30 days afeeiving the Executive’s notice. To avoid
doubt, the termination of the Executive’s employim&auld become effective at the close of businesthe thirtieth day after the Company
receives the Executive’s termination notice, unteesCompany cures or eliminates the event givisgyto Good Reason prior to such time.

“ Severance Paymehshall mean an amount equal to the sum of the Badary in effect on the date of termination of &xéve’s
employment, plus the amount of the Target BonushierExecutive for the year in which the Executiveinployment is terminated; provided,
however, that if the Executive terminates the Exigels employment for Good Reason based on

2




a reduction in Base Salary, then the Base Saldng tased in calculating the Severance Paymentisbdlie Base Salary in effect immediately
prior to such reduction in Base Salary.

“ Target Bonus' shall mean the target cash bonus for which thecktive is eligible on an annual basis, at a levekistent with the
Executive’s title and responsibilities, under thengpany’s bonus program then in effect and apple&dthe Company’s senior executives
generally.

2. TERM OF EMPLOYMENT.
The Company hereby employs the Executive, and seelive hereby accepts such employment, commermxirthe Effective Date

and continuing until termination in accordance with terms of this Agreement. The period duringciithe Executive is employed hereunder
is referred to in this Agreement as the “ termmopéoyment.”

3. POSITION, DUTIES AND RESPONSIBILITIES.
On the Effective Date, the Executive shall be erypgptbas Executive Vice President, Chief Commercféteér.
4. BASE SALARY.

The Executive’s initial annualized Base Salary lshal$460,000, payable in accordance with the exguéiyroll practices of the
Company. The Base Salary shall be reviewed ndiegaently than annually, and any changes therelich shall thereafter be deemed the
Executive’s Base Salary) shall be solely within digcretion of the Board.

5. TARGET BONUS/INCENTIVE COMPENSATION PROGRAM.

(a) Target Bonus Program: The Executive shall participate in the Comparfyésget Bonus program (and other cash incentive
compensation programs) applicable to the Comsasghior executives, as any such programs areliskgband modified from time to time
the Board in its sole discretion, and in accordamitle the terms of such program.

(b) Sign-On Cash Bonus The Executive shall receive a sign-on cash bamtise amount of $25,000 payable (with appropriate
deductions as required by law) to the Executivhaffirst regular pay date applicable to the Exieeutfter the Effective Date. If the Executive
terminates this Agreement without Good Reason,adinelr than as a result of death or Disability, digithe period commencing on the
Effective Date and ending on the first anniverasrthe Effective Date, the Executive shall repag signen cash bonus to the Company wit
30 days of such termination.

(c) Sign-On Stock Option Grants:

0] the Executive shall be granted a stock option utiteeCompany’s 2006 Stock and Option Plan (theotsPlan’) to purchas
100,000 shares of the Company’s common stock &tea equal to the Fair Market Value of Vertex’s igga as defined in the
Stock Plan, on the Effective Date. The option wist and become exercisable as to equal numbshaoés quarterly in
arrears over the four year period commencing orffective Date, and as otherwise specified heseith in
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the Stock Plan, and shall be subject to the o#freng and conditions specified in a separate gigneeanent attached hereto as
Exhibit A ; and

(i) the Executive shall be granted a stock option uttteStock Plan to purchase 300,000 shares of éhgp@nys common stoc
at a price equal to the Fair Market Value of Veeshares, as defined in the Stock Plan, on theckffe Date, subject to the
terms and conditions specified in a separate grgrgement attached hereto as Exhibit B

(d) Sign-On Restricted Stock Grant: The Executive will purchase, in accordance \wlith terms of a Restricted Stock Agreement
executed and delivered to the Company by the Ekecah the Effective Date (the * Grant Ddje20,000 shares of the Company’s Common
Stock, at a purchase price per share of $0.01. Chmepany will retain the right to repurchase theisares at $0.01 per share purchase price
should the Executive experience a termination gflegment, as such term is used in the Stock Plamnthis repurchase right will lapse as to
one quarter of the total number of shares on eathedirst four anniversaries of the Grant Dated as otherwise specified herein (including in
Section 10(c)(v)) and in the Stock Plan, and ghalkubject to the other terms and conditions sigecifi a separate grant agreement.

6. INCENTIVE COMPENSATION PROGRAMS.

During the term of employment, the Executive sbhalkligible to participate in the Company’s inceattompensation programs
applicable to the Company’s senior executivesuah programs may be established and modified fiora to time by the Board in its sole
discretion.

7. EMPLOYEE BENEFIT PROGRAMS.

During the term of employment, the Executive shallentitled to participate in all employee welfarel pension benefit plans,
programs and/or arrangements offered by the Comfmity senior executives, as such plans, progemdsarrangements may be amended
from time to time, to the same extent and on timesterms applicable to other senior executivesitiix@ to this Agreement lists and descri
the Company’s employee benefit plans as in effadhe date of this Agreement. Nothing in this mecshall preclude the Company from
amending or terminating any of its employee bem@éihs, programs or arrangements.

8. VACATION.

During the term of employment, the Executive sballentitled to not less than four weeks paid vaoatiays each calendar year in
accordance with the Company’s vacation policy timeeffect.

9. RELOCATION REIMBURSEMENT.

The Executive will be reimbursed for relocationtsas accordance with the Company’s relocation beirmement policy currently in
effect, except that the Executive shall be eligiblereimbursement of temporary living expensesafperiod not to exceed six (6) months.
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10. TERMINATION OF EMPLOYMENT.

(a) Termination in Connection with a Change of Control. To the extent the Executive is entitled, in caction with the
Executive’s termination of employment, to severaocether benefits under the Change of Control Agrent, the Executive shall not be
entitled to corresponding benefits under this $actio.

(b) Termination by the Company for Cause; or Terminatian by the Executive without Good Reasonlf the Company terminates
the Executive’s employment for Cause, or if thednive voluntarily terminates the Executive’s emptent, other than for Good Reason,
death or Disability, the term of employment shalti@s of the date specified below, and the Exeewhall be entitled to the following:

0] Base Salary earned by Executive but not paid thrahg date of termination of Executive’s employmamder this Section 10
(b); and
(i) any amounts earned, accrued or owing to the Exexbtit not yet paid under Sections 6, 7, or 8 abov

Termination by Company for Cause shall be effecis®f the date noticed by the Company. Voluntamnination by Executive
other than for Good Reason, death or Disabilityl dfeeffective upon 90 days’ prior written notitmethe Company and shall not be deemed a
breach of this Agreement.

If the Executive voluntarily terminates his or leenployment without Good Reason, the Company mast &evaive the period of
notice, or any portion thereof, and, if the Companyelects, the Company will pay the Executivéhatrate of the Executive’s Base Salary for
the notice period or for any remaining portion godr

(c) Termination by the Company Without Cause; or Termination by the Executive for Good Reasonlf the Executive’s
employment is terminated by the Company withoutgealther than due to death or Disability), oeisrtinated by the Executive for Good
Reason, the Executive shall be entitled to thefalhg (provided that, with respect to (iii) and &)ch amounts shall be subject to and in
exchange for a general release by Executive alailins against the Company, its subsidiaries, hait dfficers, directors, agents and
representatives):

0] Base Salary earned by Executive but not paid thrahbig date of termination of Executive’s employmamder this Section 10
(©);
(i) all incentive compensation awards earned by Exeeltiit not paid prior to the date of terminatiorEaEcutives employmer

under this Section 10(c);

(i) a cash payment to the Executive in an amount €qubk Severance Payment, payable within ten diégstae execution of a
general release and expiration without revocatfoaing applicable revocation periods under the ganetease;

(iv) any amounts earned, accrued or owing to the Execbtit not yet paid under Sections 6, 7 or 8 above;

(v) if COBRA coverage is elected by the Executive, @menpany shall pay the cost of COBRA continuatioengiums on the
Executive’s behalf to continue standard medicattaleand life insurance coverage for the Executpreghe cash
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equivalent of the same if the Executive is ineligifor continued coverage) until the earlier of:
(A) the date 12 months after the date the Executivafg@ment is terminated; or

(B) the date, or dates, on which the Executive recadgesvalent coverage and benefits under the pfaograms and/or
arrangements of a subsequent employer (such casarabbenefits to be determined on a coverage-bgrage or
benefit-by-benefit basis).

If Executive is a “specified employee” under Sect#®9A(a)(2)(B)(i) of the Code, any payment of “noalified deferred
compensation” (as defined under Section 409A ofdbde and related guidance) attributable to a ‘tejpe from service” (as defined under
Section 409A of the Code and related guidance) sbacommence until the first full business dagttts more than 6 months after the
applicable separation from service (* Deferred PagtiDate’). Any payments that would otherwise have beedenzetween the separation
from service and the Deferred Payment Date, buthfsrparagraph, shall be made in a lump sum o#ferred Payment Date. Payments 1
in any case, are scheduled to be made after therfledfPayment Date shall continue according t@agipdicable payment schedule. To the
extent that the termination of the Executive’s esgptent does not constitute a separation of servicker Section 409A(a)(2)(A)(i) of the
Code (as the result of further services that re@lslgrare anticipated to be provided by the Exeeutivthe Company at the time the Executve’
employment is terminated), the payment of any natified deferred compensation will be further dedyuntil the date that is the first full
business day that is more than six months afteddie of a subsequent event constituting a separatiservice under Section 409A(a)(2)(A)
(i) of the Code.

11. CONFIDENTIALITY; ASSIGNMENT OF RIGHTS, NONCOMPHTION; NONSOLICITATION.

On the Effective Date, the Executive shall entés the Company’s standard “Employee Non-Discloshie-Competition &
Inventions Agreement,” which is attached heret&asibit D .

12. ASSIGNABILITY; BINDING NATURE.

This Agreement shall be binding upon and inurdelienefit of the Parties and their respectiveessmrs, heirs (in the case of the
Executive) and assigns. No rights or obligationthefCompany under this Agreement may be assigngdrsferred by the Company except
that such rights or obligations may be assignedamsferred pursuant to a merger or consolidationtiich the Company is not the continuing
entity, or the sale or liquidation of all or subdtally all of the assets of the Company; providéawever, that the assignee or transferee is the
successor to all or substantially all of the aseéthe Company and such assignee or transfereenassthe liabilities, obligations and duties of
the Company, as contained in this Agreement, ettbetractually or as a matter of law.

13. REPRESENTATIONS.

The Company represents and warrants that it ig &wlthorized and empowered to enter into this Agesd, and to make the awards
provided for herein under the terms of the




applicable plans, that all equity grants providedtferein have been duly authorized, and that éhfopnance of its obligations under this
Agreement will not violate any agreement betweemnd any other person, firm or organization. Thedtive represents and warrants that no
agreement exists between her and any other pdigargr organization that would be violated by ferformance of the Executive’s
obligations under this Agreement.

14. INDEMNIFICATION; INSURANCE.

The Executive shall at all times be indemnified afidible for advancement of expenses on the sasis las is provided for the
Company'’s other executive officers and in accordamith the provisions of the Company’s charter bpdaws then in effect. The Executive
shall also be covered under all of the Compamylicies of liability insurance maintained foethenefit of its directors and officers on the s
basis as is provided for its other executive office

15. ENTIRE AGREEMENT; TERMINATION.

This Agreement, and the agreements referencednheitain the entire understanding and agreemanteen the Parties concerning
the subject matter hereof and supersedes all agiements, understandings, discussions, negasadiod undertakings, whether written or
oral, between the Parties with respect theretdjestito the terms of this Agreement, the Compdmafl e entitled to terminate the Executise’
employment at any time, and the Executive may teaei the Executive’s employment by the Compangngittime, in each case by written
notice provided in accordance with Section 22 «f Agreement.

16. AMENDMENT OR WAIVER.

No provision in this Agreement may be amended grdesh amendment is agreed to in writing and sidpyettie Executive and an
authorized officer of the Company. No waiver byeitParty of any breach by the other Party of amdition or provision contained in this
Agreement to be performed by such other Party &igatleemed a waiver of a similar or dissimilar ¢toi or provision at the same or any
prior or subsequent time. Any waiver must be irtiwgi and signed by the Executive or an authoriZéides of the Company, as the case may
be.

17. SEVERABILITY.

If any provision or portion of this Agreement shiadl determined to be invalid or unenforceable for @ason, in whole or in part, the
remaining provisions of this Agreement shall beftewed thereby and shall remain in full force afict to the fullest extent permitted by
law.

18. SURVIVORSHIP.

The respective rights and obligations of the Psutiereunder shall survive any termination of thedetive's employment to the exte
necessary to the intended preservation of suclsrayid obligations.

19. BENEFICIARIES/REFERENCES.

The Executive shall be entitled, to the extent peech under any applicable law, to select and ckambeneficiary or beneficiaries to
receive any compensation or benefit payable




hereunder following the Executive’s death by givihg Company written notice thereof. In the evdrthe Executive’s death or a judicial
determination of the Executive’s incompetence,rexfee in this Agreement to the Executive shall &ended, where appropriate, to refer to the

Executive’s beneficiary, estate or other legal espntative.

20. GOVERNING LAW/JURISDICTION.

This Agreement shall be governed by and constraddrderpreted in accordance with the laws of Then@onwealth of
Massachusetts without reference to principles oflax of laws.

21. RESOLUTION OF DISPUTES.

Any disputes arising under or in connection witis thgreement may, at the election of the Executivthe Company, be resolved by
binding arbitration, to be held in Massachusettadoordance with the Rules and Procedures of theriéan Arbitration Association. If
arbitration is elected, the Executive and the Camgpshall mutually select the arbitrator. If the Extve and the Company cannot agree on the
selection of an arbitrator, each Party shall sedecarbitrator and the two arbitrators shall sedetttird arbitrator, and the three arbitratorsishal
form an arbitration panel that shall resolve trepdie by majority vote. Judgment upon the awardeesd by the arbitrator or arbitrators may
be entered in any court having jurisdiction ther&ists of the arbitrator or arbitrators and osigrilar costs in connection with an arbitration
shall be shared equally by the Parties; all otbsts; such as attorneys’ fees incurred by eacly,Pdnall be borne by the Party incurring such

costs.

22. NOTICES.

All notices that are required or permitted hereursgfall be in writing and sufficient if delivere@ysonally, sent by facsimile (and
promptly confirmed by personal delivery, registeceaertified mail or overnight courier), sent bgtionally-recognized overnight courier or
sent by registered or certified mail, postage preaddressed as follows:

If to the Company: Vertex Pharmaceuticals Incorporated
130 Waverly Street
Cambridge, MA 02139-4242
Attn: Chief Executive Officer
with copies to:
the General Counsel; and
the Senior Vice President of Human Resources

If to the Executive: at the Executive’s home address listed in the Coypacords.

Any such notice shall be deemed to have been g{@@mwhen delivered if personally delivered or denfacsimile on a business day;
(b) on the business day after dispatch if sentdijonally+ecognized overnight courier; and/or (c) on thehffusiness day following the date

mailing if sent by mail.




23. HEADINGS.

The headings of the sections contained in this &gent are for convenience only and shall not bendeeto control or affect the
meaning or construction of any provision of thisrégment.

24. COUNTERPARTS.
This Agreement may be executed in two or more @rpatts.
25. SECTION 409A COMPLIANCE.

It is the intention of the Company and the Exeautivat this Agreement and the payments providetidogin meet the requirements
Section 409A of the Code, to the extent applicadldis Agreement and such payments. The Compadyre Executive agree to cooperate in
good faith in preparing and executing, at such @asufficient guidance is available under Secti@@A and from time to time thereafter, such
amendments to this Agreement, if any, as the Exeruoiay reasonably request solely for the purpdsessuring that this Agreement and the
payments provided hereunder meet the requiremé@sation 409A. Nothing in this Section 25 shabjuire the Company to increase the
Executive’s compensation or make the Executive @il any requested changes.

26. TAX WITHHOLDING; NO GUARANTEE OF ANY TAX CONSEQENCES.

All payments hereunder shall be subject to alli@pple withholding for any federal, state or lotedome taxes including any excise
taxes under the Code. Notwithstanding any othevipion of this Agreement to the contrary or otrepresentation, the Company does not in
any way guarantee the tax consequences of any paymeompensation under this Agreement includivithout limitation, under
Section 409A of the Code.

IN WITNESS WHEREOF, the undersigned have executedAgreement as of the date first written above.

Vertex Pharmaceuticals Incorporated
/sl Matthew W. Emmen

Matthew W. Emmen
President, Chairman, & Chief Executive Offit

Executive

/sl Nancy J. Wysens|
Nancy J. Wysens}
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Exhibit 10.43

A VERTEX PHARMACEUTICALS INCORPORATED

VERTEX 130 WAVERLY STREET + CAMBRIDGE, MA 02139-4242

TEL. 617.444.6100 » FAX 617.444-6483
http://www.vrtx.com

December 9, 2009
Nancy J. Wysenks
3604 Foxwood Plc
Durham, NC 27705

RE: Change of Control Agreement

Dear Nancy:

You are a key member of the senior management téafartex Pharmaceuticals Incorporated (the “ Conydy. As a result, the Company
would like to provide you with the following “chaagf control” benefits to help ensure that if then@hany becomes involved in a “change of
control” transaction, there will be no distractimom your attention to the needs of the Company.

l. Definitions. For the purposes of this agreement, capitalieeds shall have the following meanings:

1. “Caus€’ shall mean:
(@) your conviction of a crime involving moral turpited
(b) your willful refusal or failure to follow a lawfullirective or instruction of the Company’s Boarddifectors or the

individual(s) to whom you report, providditiat you receive prior written notice of the difiee(s) or instruction(s) that
you failed to follow, and providedfurtherthat the Company, in good faith, gives you 30 daysorrect such failure and
further providedthat if you correct the failure(s), any terminatfnyour employment on account of such failure khal
not be treated for purposes of this Agreement tasnaination of employment for “Cause”;

(c) in carrying out your duties you commit (i) willfgross negligence, or (ii) willful gross misconduetsulting in either
case in material harm to the Company, ungegh act, or failure to act, was believed by yawgaod faith, to be in the
best interests of the Company; or

(d) your violation of the Company’s policies made knowryou regarding confidentiality, securities traglior inside
information.

2. “Change of Control shall mean that:

(@) any “person” or “group” as such terms are usefiéntions 13(d) and 14(d)(2) of the Securities ErgeaAct of 1934
(the “ Act”), becomes a beneficial owner, as such term id us®ule 13d-3 promulgated under the Act, of sitiesrof
the Company




6.

representing more than 50% of the combined votmger of the outstanding securities of the Compaanirtg the right
to vote in the election of directors; or

(b) all or substantially all the business or asseth®fCompany are sold or disposed of, or the Compamysubsidiary of
the Company combines with another company purgoaaimerger, consolidation, or other similar tratisa, other
than(i) a transaction solely for the purpose of reipaating the Company or one of its subsidiaries different
jurisdiction or recapitalizing or reclassifying t@mpany’s stock; or (ii) a merger or consolidationvhich the
shareholders of the Company immediately prior thsuerger or consolidation continue to own at leasiajority of the
outstanding voting securities of the Company ordilneiving entity immediately after the merger onsolidation.

“ Code” shall mean the Internal Revenue Code of 198@nasnded.

“ Disability " shall mean a disability as determined under tben@any’s long-term disability plan or program iffieet at the time
the disability first occurs, or if no such plangrogram exists at the time of disability, then asatility” as defined Section 22(e)
(3) of the Code.

“ Good Reasofi shall mean one of the following events has ocatdinvithout your consent:

(@) your annual base salary is decreased;
(b) the office to which you are assigned is relocated place 35 or more miles away;
(c) your duties are materially diminished to an extbat results in either (A) you no longer being affiter”, as such term

is defined in Rule 16a-1(f) promulgated under teeBities Exchange Act of 1934; or (B) you ceasmbe a member of
the executive management team of the Company; or

(d) following a Change of Control, the Company’s suscedails to assume the Company’s rights and otitiga under
both this Agreement and the Employment Agreemdrayen date herewith, between you and the Compamnit,may be
amended from time to time (the “* Employment Agreatig

provided that Good Reason shall not exist unledsuatil within 90 days after the event giving riseGood Reason under (a), (b),
(c) or (d) above has occurred, you deliver a writermination notice to the Company stating tha¢eent giving rise to Good
Reason has occurred and identifying with reasondddtiail the event that you assert constitutes Goeason under (a), (b), (c) or
(d) above and the Company fails or refuses to cusdiminate the event giving rise to Good Reasoowithin 30 days after
receiving your notice. To avoid doubt, the terntima of your employment would become effectiveha tlose of business on the
thirtieth day after the Company receives your ta@ation notice, unless the Company cures or elimmmtte event giving rise to
Good Reason prior to such time.

“ Termination Date' shall mean the last day of your employment wite Company.

Severance Benefits upon Change of Contridi




(A) your employment is terminated by the Company (elfmyptermination for Cause or due to a Disabiligyid
the Termination Date is within 90 days prior tol@a@ge of Control or within 12 months after a Chaofye
Control; or

(B) you, of your own initiative, (i) terminate your etopment for Good Reason (in accordance with thé&caanc
cure provisions set forth in Section 5 above) aidhe event giving rise to Good Reason occurfinwif0 day:
prior to a Change of Control or within 12 monthgeat Change of Control;

then, in exchange for a general release by yoll ofeédms against the Company, its subsidiaries), isand their officers,
directors and representatives, in a form satisfadtothe Company, you shall receive the followbenefits:

Severance PaymentThe Company shall make a cash payment (the éidece Paymeri} to you in an amount equal to:

€) your annual base salary (provided, however, thabif terminate your employment for Good Reasondasea
reduction in your annual base salary, then the @rnmase salary to be used in calculating the SagerBayment shall
be your annual base salary in effect immediatelyrgo such reduction in annual base salary) ptus yarget bonus
under any bonus program applicable to you for #er yn which the Termination Date occurs; plus

(b) a pro rata portion of your target bonus for thetiparof the year in which the Termination Date ascunder any
bonus program applicable to you; plus

(©) all cash incentive compensation awards earned byoyb not paid prior to the Termination Date; pd®d that, if a
fiscal year has been completed and the incentiador such fiscal year has not been determirredincentive
compensation for such completed fiscal year shplhkthe target bonus for such fiscal year.

Except with respect to any portion of the SeverdPegment that is delayed as set forth in this papty the Severance
Payment shall be made in cash within ten days tifeeexecution by you of the general release refetv above and expirati
without revocation of any applicable revocationipes under such general release (or, if the Chah@wntrol resulting in
your becoming entitled to such benefits occursr&fieh execution and expiration, within ten daysrahe Change of
Control). The Severance Payment shall be dividamltivo portions, consisting of a portion that does constitute
“nonqualified deferred compensation” within the mieg of Section 409A of the Code and a portiony, that does
constitute nonqualified deferred compensationoli yare a “specified employee” as defined in Seclio®A(a)(2)(B)(i) of the
Code, the commencement of the delivery of any gagiments that constitute nonqualified deferred cemsption payable
upon a “separation from service” under Section 4@9@)(A)(i) of the Code will be delayed until tfiest business day that is
more than six months after your Termination Dalbe determination of whether, and the extent tcchyhany of the

3




payments to be made to you hereunder are nonaqehdfferred compensation shall be made after thigcapon of all
applicable exclusions, including those set fortdemTreasury Reg. 8 1.409A-1(b)(9). Any paymenés #re intended to
qualify for the exclusion for separation pay duémoluntary separation from service set forth EgR81.409A-1(b)(9)

(iif) must be paid no later than the last day & siecond taxable year following the taxable yeavtirch the Termination Date
occurs. To the extent that the termination of yemployment does not constitute a separation efceunder Section 409A
(@)(2)(A)(i) of the Code (as the result of furtlservices that are reasonably anticipated to beigedwby you to the Company
at the time your employment is terminated), thenpayt of any non-qualified deferred compensatioh vélfurther delayed
until the first business day that is more thannsonths after the date of a subsequent event cotiistjta separation of service
under Section 409A(a)(2)(A)(i) of the Code.

Accelerated Vesting.

(@) Stock options for the purchase of the Company’sisées held by you as of the Termination Date antithen
exercisable shall immediately become exercisabfalin The options to which this accelerated vagtapplies shall
remain exercisable until the earlier of (a) the ehthe 90-day period immediately following thedabf (i) the
Termination Date or (ii) the date of the Chang€ohtrol and (b) the date the stock option(s) wailterwise expire;
and

(b) the Company’s lapsing repurchase right with resfmeshares of restricted stock held by you shaléain full (subject
to your making satisfactory arrangements with tben@any providing for the payment to the Companglbfequired
withholding taxes).

Notwithstanding anything to the contrary in thisrégment, the terms of any option agreement oricesdrstock agreement
shall govern the acceleration, if any, of vestingapsing of the Company’s repurchase rights ambgef exercisability of
such awards, as applicable, except to the extanthle terms of this Agreement are more favorabieu.

Continued Insurance Coveragdf COBRA coverage is elected by you, the Compsimgll pay the cost of COBRA
continuation premiums on your behalf to contindard medical, dental and life insurance covefaggou (or the cash
equivalent of same if you are ineligible for cont@a coverage) until the earlier of (i) the datenighths after the Termination
Date or (ii) the date you begin receiving substdlytiequivalent coverage and benefits through segbent employer.

No Mitigation. You shall not be required to mitigate the amourthef Severance Payment or any other benefit prdvidee
this Agreement by seeking other employment or etfger, nor shall the amount of any payment or bépedivided for in this
Agreement be reduced (except as provided in ArtlcBection 3(ii)) by any compensation earned by gs the result of other
employment, by retirement benefits, or be offsetiagt any amount claimed to be owed by you to the@any or otherwise
(except for any required withholding taxes); pr@ddthat if the Company makes any

4




I. Miscel

1.

other severance payments to you under any othgraroor agreement, including any payments undeEthployment
Agreement, such amounts shall be offset againgtdiments the Company is obligated to make purdoahis Agreement.

laneous

Employee’s Obligations Upon the termination of employment, you shatirpptly deliver to the Company all property of the
Company and all material documents, statisticsp@aatcrecords, programs and other similar tangiiele$ which may by in
your possession or under your control and whicategh a material way to the business or affaithefCompany or its
subsidiaries, and no copies of any such documeragyopart thereof shall be retained by you.

Entire Agreement This Agreement, the Employment Agreement and tBmployee Non-Disclosure, Non-Competition &
Inventions Agreemefitpreviously executed by you covers the entire usidading of the parties as to the subject matter
hereof, superseding all prior understandings ameesgents related hereto. No modification or amesmtrof the terms and
conditions of this Agreement shall be effectiveasslin writing and signed by the parties or thespective duly authorized
agents.

Governing Law This Agreement shall be governed by the lawshef Commonwealth of Massachusetts, as applied to
contracts entered into and performed entirely irs8d&husetts by Massachusetts residents.

Successors and Assigng his Agreement may be assigned by the Compaawy apsale, transfer or reorganization of the
Company. Upon a Change of Control, the Companl} sdwguire the successor to assume the Comganghits and obligatiol
under this Agreement. The Company'’s failure tesdhall constitute a material breach of this Agreset. This Agreement
shall be binding upon and inure to the benefihefparties hereto and their successors, permisdres, legal representatives
and heirs.

Kindly indicate your acceptance of the foregoingsining and dating this Agreement as noted betowl, returning one fully executed origil

to my attention.

Very truly yours,
Vertex Pharmaceuticals Incorpora
By: /s/ Matthew W. Emmen

Matthew W. Emmen
President, Chairman and Chief Executive Offi

ACCEPTED AND AGREED

/sl Nancy J. Wysens

Nancy J. Wyse

nst




Exhibit 10.58
Vertex Employee Compensation Plan

On an annual basis in the first quarter of thealigear the Management Development and Compendatommittee of our Board of
Directors adopts an employee compensation plaodoofficers and other employees, including our edrexecutive officers, together with
performance goals for that fiscal year. The plagresses three components of employee compensatiase-dalary, performance bonuses
which serve as short-term incentives and equitptgrevhich serve as long-term incentives—that astgied to motivate, reward and retain
employees by aligning compensation with the achiear of strategic corporate goals as well as iddiai performance objectives.

Upon completion of each performance period (usualtalendar year), our Board of Directors assigpsréormance rating on the
basis of achievement of goals for the company péid Board early in the performance period. Thewam available for payment of
performance bonuses is established on the ba#fissgferformance rating, and is allocated to empdsyon the basis of salary tier and
individual performance rating. The base salariethefexecutive officers are set based on markeb#ret competitive factors. Merit increases
to base salaries for other employees are madeednatis of individual performance rating. Annualigggrants, made in the form of stock
options, restricted stock grants, or a combinatiblboth are made on the basis of salary tier adivithual performance.

The Board of Directors retains broad discretiodétermine the appropriate form and level of comagos, particularly for our
executives, on the basis of its assessment of\aaugives, the demand for talent, our performameeather factors. Key corporate performe
factors generally include, among other things, eatinent of specific financial objectives, resegnaiductivity, development progression with
respect to both internal development efforts arlhborative development, and other aspects of ediopmance. We reserve the right to
modify the plan, and the key corporate performdaceors and criteria under the plan, at any time.

On February 4, 2010, the Board of Directors deteetlithe cash bonus awards related to the fiscaleyebed December 31, 2009 and
annual salaries effective February 2010. The casludawards and annual salaries for 2010 for thaxfimg executive officers were:

Name 2009 Cash Bonus 2010 Salary

Matthew W. Emmen $ 2,846,25 $ 1,133,001
Peter Muellel $ 495,000 $ 566,50(
lan F. Smittk $ 403,24' % 477,40"
Nancy J. Wysens} $ not eligible $ 460,00(
Amit Sachde\ $ 278,54 $ 376,88t




Exhibit 10.59

Vertex Pharmaceuticals Non-Employee Board Compensian

Annual Retainer:

Board Meeting Fees
In-Person Board Meeting
Telephonic Board Meeting

Committee Meeting Fee:

In-Person on Regular Board Meeting L
In-Person Meeting held on Day other than reg
Board Meeting Da

Telephone Meetin

Committee Chair Compensation

Audit & Finance Chai

Corporate Governance & Nominati
Committee Chai

Management Development & Compensation Committeer(

Equity Grants

$25,000

$2,500
$1,250 (none for meetings called for less than 8iutas)

$500
$1,000

$375

$20,000 annual retain

$20,000 annual retain

$14,000 annual retain

Upon first election to the Board, 30,000 optionssting quarterly over
four years; an

On June 1 of each year in service, 20,000 fullyectsptions

On June 1 of each year, 20,000 fully vested optionghe Chairman c
the Board, if independent, or the Lead Indepenbénctor.




SUBSIDIARIES OF VERTEX PHARMACEUTICALS INCORPORATED
Vertex Pharmaceuticals (San Diego) LLC, a Delaviariéed liability company
VSD Sub | LLC, a Delaware limited liability compaxy)
VSD Sub Il LLC, a Delaware limited liability compgif2)
Vertex Securities Corporation, a Massachusettsoratipn
Vertex Pharmaceuticals (Cayman) Limited, a Caynséantls company
Vertex Holdings, Inc., a Delaware corporation
Vertex Securities Trust, a Massachusetts busimess(8)
Vertex Pharmaceuticals (Europe) Ltd., a United Kimm limited liability company(4)
Vertex Pharmaceuticals (Canada) Incorporated, isBiColumbia, Canada company

ViroChem Pharma, Inc., a Quebec, Canada company (5)

(1) a subsidiary of Vertex Pharmaceuticals (Sargd)j¢.LC

(2) a subsidiary of VSD Sub | LLC

(3) a subsidiary of Vertex Holdings, Inc.

(4) jointly held by Vertex Securities Trust and ¥ Holdings, Inc.

(5) a subsidiary of Vertex Pharmaceuticals (Can&uajrporated

Exhibit 21.1




Exhibit 23.1

Consent of Independent Registered Public Accountingirm

We consent to the incorporation by reference inRbgistration Statements (Form S-8 Nos. 33-4803018848, 33-65472, 333-65666, 33-
93324, 333-12325, 333-27011, 333-56179, 333-65883,79549, 333-104362, 333-115458, 333-134482,1332-77, 333-150946, 333-
150945 and 333-160442, and Form S-3 No. 333-153843¢rtex Pharmaceuticals Incorporated of our reppdated February 19, 2010, with
respect to the consolidated financial statementéeofex Pharmaceuticals Incorporated and the éfferness of internal control over financial
reporting of Vertex Pharmaceuticals Incorporatadiuded in this Annual Report (Form 10-K) for theay ended December 31, 2009.

/sl Ernst & Young LLF

Boston, Massachuse!
February 19, 201




Exhibit 31.1

CERTIFICATION

[, Matthew W. Emmens, certify that:

1. | have reviewed this Annual Report on Form 10-K/eftex Pharmaceuticals Incorporated;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statement$,oéimer financial information included in this repdairly present in all material
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

4, The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%nd internal control over financial reportirg @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:
€)) designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned under our

supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifg prepared;

(b) designed such internal control over financial réipgr or caused such internal control over finahadporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataroce with generally accepted accounting principles

(c) evaluated the effectiveness of the registrant’sloésire controls and procedures and presentedsimeport our conclusions
about the effectiveness of the disclosure contintbprocedures, as of the end of the period coveydhis report based on
such evaluation; and

(d) disclosed in this report any change in the registsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaff, the registrant’s internal control over finaiceporting; and

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatigrterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing thevedent
functions):
€) All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting

which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaard report financial
information; and

(b) Any fraud, whether or not material, that involveammagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: February 19, 2010 /s/ Matthew W. Emmen

Matthew W. Emmen
Chief Executive Officer, Chairman and Presid




Exhibit 31.2

[, lan F. Smith, certify that:

1. | have reviewed this Annual Report on Form 10-R/eftex Pharmaceuticals Incorporated,;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgt&ie a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statement$,oéimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgtf@ periods presented in this report;

4, The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag @defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ave:
€) designed such disclosure controls and proceduresused such disclosure controls and procedutes ¢tesigned under our

supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifg prepared;

(b) designed such internal control over financial réipgr or caused such internal control over finahi@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataece with generally accepted accounting princjples

(©) evaluated the effectiveness of the registrant’slossire controls and procedures and presentedsimeiport our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period covgrehis report based on
such evaluation; and

(d) disclosed in this report any change in the registsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registrant’s internal control over finaeceporting; and

5. The registrant’s other certifying officer(s) antdve disclosed, based on our most recent evaluetiiiernal control over financial
reporting, to the registrant’s auditors and theitae@mmittee of the registrastboard of directors (or persons performing thevedent
functions):

@) all significant deficiencies and material weaknesgsethe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaard report financial
information; and

(b) any fraud, whether or not material, that involveanagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: February 19, 2010 /sl lan F. Smitt

lan F. Smitr
Executive Vice President and Chief Financial Offi




Exhibit 32.1
SECTION 906 CEO/CFO CERTIFICATION

Pursuant to Section 906 of the Sarbanes-Oxley A2002 (Subsections (a) and (b) of Section 135@p@r 63 of Title 18, United
States Code) each of the undersigned officers dieXé>harmaceuticals Incorporated, a Massachusaferation (the “Company”), does
hereby certify, to such officer’'s knowledge, that:

The Annual Report on Form 10-K for the year endeddnber 31, 2009 (the “Form 10-K”) of the Compauiiyfcomplies with the
requirements of Section 13(a) or 15(d) of the S&éearExchange Act of 1934, and the informationtagred in the Form 10-K fairly presents,
in all material respects, the financial conditioraesults of operations of the Company.

Date: February 19, 201
/s/ Matthew W. Emmen

Matthew W. Emmen
Chief Executive Officer, Chairman and Presid

Date: February 19, 201
/s/ lan F. Smitt

lan F. Smitlr
Executive Vice President and Chief Financial Offi

A signed original of this written statement reqditey Section 906 has been provided to the Compadyndl be retained by the
Company and furnished to the Securities and Exah&ammission or its staff upon request.




