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PART |

We believe it is important to communicate our etqt@ms to investors. However, there may be everttse future that we are not able
to predict accurately or that we do not fully caitthat could cause actual results to differ mead#lyi from those expressed or implied. This
Annual Report on Form -K, the accompanying financial statements, the demis incorporated by reference and other statesn@atmake
from time to time may conta“forward—looking statements.” One can identify tederward-looking statements by their use of wanash as
“may,” “could,” “should,” “would,” “believe,” “anti cipate,” “estimate,” “expect,” “intend,” “plan,” “p rojects,” “outlook” or similar
expressions. In particular, these include statemegiating to our beliefs, plans, objectives, go&lisure actions, prospective products or
product approvals, future performance or resultewfrent and anticipated products, the outcomearitingencies, such as legal proceedir
and financial results. Such statements are sulbfefactors, risks and uncertainties that may caastial results, events and performances to
differ materially from those referred to in suchteiments. Factors that could cause or contributdifi@rences in our actual results include
those discussed in Item 1 under the section emtiRésk Factors Related to Our Business,” as wallthose discussed in Item 7 under the
section entitled “Management’s Discussion and Asialpf Financial Condition and Results of Operasiband elsewhere throughout this
Annual Report on Form -K and in any other documents incorporated by rfiee. The forward—looking statements are based on
information available to us on the date hereof, aredundertake no obligation to publicly update fard+looking statements, whether as a
result of new information, future events or othaeviYou are advised, however, to consult any fudiselosures we make on related subjects
in our 10-Q and 8-K reports to the SEC.
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Item 1. Business

Business Overview

Insmed Incorporated is a biopharmaceutical compacysed on the development and commercializatiairuds to treat metabolic
diseases and endocrine disorders within niche nmtkat have unmet medical needs. Currently, oueldement and commercial activities
involve drugs that modulate Insulin-like Growth Eael, IGF-1, activity in the human body. Our lgadduct, IPLEX™ (mecasermin
rinfabate [rDNA origin] injection), is the only FDApproved, once-daily IGF-1 replacement therapyEMwas approved in December 2005
for the treatment of growth failure in children kvgevere primary IGF-1 deficiency or with growthrinone gene deletion who have
developed neutralizing antibodies to growth horm®evere Primary IGFD). As an Orphan Drug, IPLEXrgitled to seven years of
marketing exclusivity for IPLEX in the treatment®&vere Primary IGFD in the United States. We arelacting and plan to pursue further
clinical trials in order to expand the label fol.EEX into additional clinical indications.

We are building our own specialty sales force tmtzh IPLEX in the United States in the second euant this year. We believe we can
effectively market IPLEX by targeting the top 40&dmtric endocrinologists in the United States wi@oestimate treat the substantial majc
of the approximately 6,000 children who suffer freavere short stature due to Severe Primary IGIRB.pbsitive therapeutic characteristics
of IPLEX that we believe will make it a commercsaiccess are:

» IPLEX has demonstrated statistically significargreases in linear growt

» IPLEX is the only onc-daily IGF-1 replacement therapy approved for use in the diStates
* IPLEX may be administered either in the morningweening.

» IPLEX has demonstrated an acceptable safety pr

We believe the commercial opportunities for IPLEX aignificant and reach beyond our approved iridinaf Severe Primary IGFD.
Subject to completion of additional clinical stuslend regulatory approval, the initial approvalRIEEX may offer us an opportunity for lak
expansion into other indications, most with largatient populations than Severe Primary IGFD. Wecarrrently conducting Phase Il clinical
studies in patients with myotonic muscular dystsgplV associated adipose redistribution syndromeé extreme insulin resistance. We also
intend to conduct additional clinical studies ih@tgrowth disorders associated with IGF-1 deficjen

We also intend to expand the market for IPLEX bysping approvals outside of the United Statesyiiolg the European Union. We
have been granted Orphan Drug Designation by thepean Medicines Agency for the Evaluation of Matit Products, or the EMEA, for
IPLEX in the treatment of primary growth hormoneeénsitivity syndrome (Laron Syndrome) or GHIS. \Wiend to expand this designation
to include Severe Primary IGFD should this apprdeagranted by the EMEA. Should approval of IPLEXdvanted for this indication by tl
EMEA, as an Orphan Drug, IPLEX will be providedtoplO years of marketing exclusivity in the Eurap&mion. We plan to file for
marketing authorization with the EMEA in the thigdarter of 2006.

In addition to our IPLEX development and commeizalon programs, we have an oncology program fedus two compounds,
INSM-18 and rhIGFBP-3. Our longer-term developrmeffrts are primarily focused on the potentialreat cancers by using these
compounds to target growth factors and their rexsepOur small molecule compound, INSM-18, has heffects on the activity of the IGE-
and other receptors, such as Her2/Neu, and maytdetae inhibition of growth of various tumors. A#&se I/1l clinical study of INSM-18 in
refractory prostate cancer patients has beentwiitiat the University of California, San FranciSmhool of Medicine. rhiIGFBP-3 is a
naturally occurring anti-tumor agent normally foundhe human bloodstream. Several epidemiologitalies have demonstrated that cancer
risk increases as levels of rhiIGFBP-3 in the bldedrease. A Phase | clinical study to evaluate FBI®B-3 safety and tolerance in human
volunteers is in progress.
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Our Business Strategy

We intend to capitalize on the therapeutic oppatiespresented by IPLEX by commercializing it is approved indication in the
United States and extending the use of IPLEX irothdications and other geographic markets. We iatend to develop, seek regulatory
approval of and commercialize other drugs for thattment of other metabolic diseases and endodiseeders with unmet medical needs.
This includes the development of cancer treatmieased on our expertise in IGF-1 biology. Both ti&M-18 and rhIGFBP-3 development
programs are based on the belief that these pradnctidates modulate the over expression of IGRellita receptors in solid tumors. Key
elements of our strategy include:

Launch IPLEX commercially in 2006 with our own spedty sales forceWe are building a sales and marketing force toetarg
approximately 400 U.S.-based pediatric endocrinstegvho we estimate treat the substantial majarfityre children with Severe Primary
IGFD. These physicians are readily accessible lsecthey are primarily hospital-based and locatedajor metropolitan areas. We have
hired a management team for our sales, marketiedjaal communications and managed care groupsviidiring IPLEX to the market. By
the end of 2006, we expect to employ 25 to 30 salgpesentatives. In addition, we intend to condoctinuing medical education programs,
medical symposia, and regional speaker programedaahestablishing awareness of IPLEX in the médi@mamunity.

Develop IPLEX in additional non-growth disorder indations.We intend to initiate clinical studies of IPLEX tihhe United States in
additional indications where existing preclinicalatinical data suggest IPLEX may be an effectregmtment. We have initiated studies in
myotonic muscular dystrophy (estimated U.S. patgapulation is 40,000), HIV associated adiposesteidution syndrome (estimated U.S.
patient population is 80,000) and extreme inswdgistance.

Expand the Severe Primary IGFD indication to othgrowth disorders related to IGF-1 deficiencyhere are a number of growth
disorders related to IGF-1 deficiency other thame®e Primary IGFD which represent conditions witinficant unmet medical needs and
significant opportunities for expansion of the nerfor IPLEX. We plan to investigate these otheli¢ations and further develop those that
provide the best market opportunity for label exgpdan. We believe that successful label expansiadies in IGF-1-related short stature may
expand the U.S. market for IPLEX from 6,000 chitdte approximately 30,000 children. We intend titiate a Phase Il study in children
with Noonan Syndrome, a population with IGF-1 dieficy, in the second quarter of this year.

Establish a commercialization strategy for IPLEX tgide the United State$Ve will either build our own European sales and
marketing team or explore opportunities to partmién an established sales and marketing organizéticcurope. We intend to file a
Marketing Authorization Application, or MAA, witthe EMEA for approval of IPLEX in the European Union the treatment of an
indication that is very similar to the indicatioor fwhich we recently received approval from the FibAhe United States. We also intend to
seek regulatory marketing authorization of IPLEXauiditional territories, including Israel and certMiddle Eastern states and South
America.

Develop Oncology Portfolio/Ve will continue to conduct clinical studies of IMSL8 and rhIGFBP-3 for the treatment of cancer.gg8ias
on the results of these studies, we will evaluatgootunities to initiate Phase Il clinical studirone or more of the following cancer types:
breast, colorectal, lung or prostate. We will eitbenduct additional studies independently or eimt@r development or licensing agreements
with companies with greater expertise in the dgwelent of cancer therapies.

5



Table of Contents

Product Pipeline

Name Indication Status
IPLEX Growth Failure associated with Severe Primary IC FDA Approved
IPLEX Myotonic Muscular Dystroph Phase Il
IPLEX HIV Associated Adipose Redistribution Syndrome (H2) Phase Il
IPLEX Extreme Insulin Resistan: Phase Il
IPLEX Growth Failure associated with I-1 Deficiency (Noonan Syndrom Phase Il Planne
INSM-18 Refractory Prostate Canc Phase I/l
rhiIGFBF-3  Cancel Phase
IPLEX

IPLEX is our proprietary drug for the delivery @éfaombinant insulin-like growth factor 1 (IGF-1)idtadministered as a preformed
complex with a recombinant form of its natural bimgdprotein, insulin-like growth factor binding pgein 3 (rhIGFBP-3). This novel
compound is administered as a once-daily subcutaniegection, which can restore and maintain IGE¥Els to physiologically relevant
levels. The binding protein, rhIGFBP-3, extendsrisdence time of IGF-1 in the blood, mimickingmal human physiology. In the bound
state, we believe IGF-1 is inactive, and remainsrdd delivered to target tissues in the body vehieis released and becomes biologically
active.

IPLEX’s Approved Indication

Growth Failure Due to Severe Primary IGFC5evere primary IGF-1 deficiency or Severe Prim&¥D is a condition which causes
growth failure and extreme short stature due tasked deficiency in IGF-1. This deficiency can e do hereditary defects in the growth
hormone receptor or post-receptor pathway, or daeduired causes such as growth hormone antibdpegients with growth hormone
gene deletion. Characteristics of this condition iceclude:

» normal or elevated serum growth hormone le\

* inability to generate normal IC-1 levels after growth hormone provocati

* reduced serum IC-1 and rhIGFB-3 levels;

» severe postnatal growth failure and markedly redwazhilt height

» truncal adiposity; an

» delayed skeletal maturatio

Physicians characterize a chidieight deficit by calculating a height standaggidtion score, or height SDS, which indicates moany
standard deviations a child’s height is from therage value for the normal population of the sageeamd sex. The American Academy of
Pediatrics and the American Academy of Clinical &erthology define short stature as a height thatdase than two standard deviations
below the average. Children with Severe PrimaryDGfave a height SDS that is at least three stardlaridtions below the average. Child
with Severe Primary IGFD who are untreated willitgtly attain a final height of no more than appnoeately 5'1” (155 cm) for boys and 4'9
1/2” (146 cm) for girls. Historically, prior to the ppoval of an IGF-1 therapy, the only treatmentdevere short stature has been human

growth hormone (hGH). However, it has been longgeized that there are a significant group of akitdwho do not adequately respond to
hGH due to growth hormone insensitivity.
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Approximately 380,000 children in the United Stedes referred each year to pediatric endocrinotedes evaluation of possible short
stature. We believe approximately 6,000 of thesleli@n suffer from Severe Primary IGFD and may fleated with IPLEX.

We are preparing to commercially launch IPLEX watlr own sales force in the United States in themsgquarter of 2006. In addition,
we are currently assessing our regulatory strateggrding submission of a Marketing Authorizatioppiication, with the European
Medicines Evaluation Agency for IPLEX treatmentSevere Primary IGFD. We intend to file our MAA ini®pe by the end of the third
quarter of 2006.

Ongoing Clinical Trial

We have results from an ongoing Phase Ill stud§7o€hildren with Severe Primary IGFD. Twertiyxof these 47 children completec
least 6 months of IPLEX replacement therapy ancevesaluable for efficacy at 6 months, which isgeeerally accepted minimum length of
time required to adequately measure growth respiondrug therapy. A statistically significant inase in average growth rate from 3.4 cm
per year prior to treatment to 7.4 cm per yearrdpthe first 6 months of IPLEX treatment was deni@tsd in the lower dose group, whert
the increase was from 2.2 cm per year to 8.8 cnygarin the higher dose group (p<0.0001 for batiugs). A p-value of less than 0.0001
means that the probability that this result ocalifvg chance was less than 1 in 10,000. A probglmfit in 100 or less, or p<0.05, is
commonly considered to be statistically significaifith this six-month data, IPLEX was approved iwarketing by the FDA on
December 12, 2005.

Twenty-four of the subjects have received at 1&2snonths of treatment and qualified for inclusiothe 12 month analysis. These
subjects experienced a statistically significantéase in growth rate from 3.4 to 6.4 cm/year afBd@8.3 cm/year over the 12 month
treatment period in the low and high dose groupspectively (p<0.0001 for both groups). Althougtethpatients left the study before
completion, none of the 47 patients discontinuddElR treatment due to adverse events consideretereta drug. Some patients experienced
hypoglycemia, or low blood glucose levels. Enlargatrof the tonsils and headaches were also noteohire patients.

We believe that increases in growth rates resuftimg IPLEX treatment were clinically meaningfudalding to catch-up growth as
indicated by a significant increase in height SDISese results are comparable to those observduhicat studies of other approved growth
indications for other growth-promoting therapies.

Other Indications for IPLEX in Development

Myotonic Muscular DystrophyMyotonic muscular dystrophy or MMD (also known agatonic dystrophy, dystrophia myotonica or
Steinert’s disease) is the most common type oftaduscular dystrophy and affects approximately & 600 individuals. MMD causes
progressive muscle wasting and weakness in theshéom@arms, legs, neck and face. It often involmesly other systemic effects, including
endocrine abnormalities, especially with respednsalin, a regulator of blood sugar (glucose);mtagical changes, including excessive
sleepiness and apathy; cataracts, usually requstingjcal excision; gastrointestinal problems; aadliac rhythm abnormalities, often
requiring pacemaker insertion. In extreme caseselpatients can eventually become totally disallgidg usually from respiratory or
cardiac failure. At present, there is no treatntemeverse most of these symptoms. Previous priealiand human studies have demonstrated
that IGF-1 therapy may be an effective treatmentfgotonic muscular dystrophy.

Based on information published by the Muscular By Association, we believe that there are apprately 40,000 patients that
suffer from MMD in the United States.

Ongoing Clinical Study

A Phase Il clinical study program investigating L as a treatment for MMD has been initiated byltiméversity of Rochester School
of Medicine, with funding provided by the Muscul@ystrophy Association and

7
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the National Institute of Health. This Phase IIgmam is designed to investigate the safety andability of once-daily subcutaneous
injections of IPLEX in patients with MMD using twsequential studies each involving 15 patients. fireestudy is a 24-week, dose-
escalation study of IPLEX intended to identify gotimal dose for the subsequent 24-week, fixed-dbsdy. Both studies will evaluate a
number of safety parameters in a prospective maasexell as several key efficacy measures suahuasle mass and strength.

The University of Rochester has been designatatdNational Institutes of Health (NIH) as one e¥eral “centers of excellence” for
muscular dystrophy research. As such, the Uniyed§iRochester is eligible to receive funding frdme NIH and Muscular Dystrophy
Association. A portion of this funding is being dge substantially fund this clinical study.

HIV Associated Adipose Redistribution Syndrome (H8RHIV-associated adipose redistribution syndromeé{ARS, is characterized
by fat maldistribution in HIV-infected patients. tiRants with HARS experience abnormal, pathologazdumulation of adipose tissue in the
trunk, primarily in the form of visceral adiposediuie located deep within the abdomen, underneathbitiominal muscle wall. This fat
accumulation may be present with or without fatleipn, lipoatrophy, and/or metabolic abnormalitigsgeneral, HARS patients accumulate
excess visceral adipose tissue in the abdomen pdmzelop a fat pad on the upper back commonly knasva “buffalo hump.” This
condition is sometimes referred to as HIV Lipodgptry.

Since the advent of highly active antiretrovirardpy, or HAART, there has been a marked incraaseverse metabolic effects in H
patients on antiretroviral treatments. These adveffects include insulin resistance, hyperglycemyalipidemia and changes in body fat
distribution that include syndromes of both centatlaccumulation (visceral adiposity and buffalortp) and fat loss in the limbs. Recent
studies performed in subjects on HAART suggestdh#&ast 20% of individuals develop the morphatdgiatures of this syndrome. With the
similarity of HARS to metabolic syndrome X, whichsbeen associated with increased risk of cardioNasdisease, it is now feared that
these HAART side effects may impact the long-terogposis in patients whose life expectancies haes Isignificantly extended due to
effective viral suppression by HAART. At presetigtte is no approved treatment for this condition.

We believe that there are at least 80,000 patightssuffer from HARS in the United States.

Ongoing Clinical Study

A Phase Il clinical study investigating IPLEX afr@atment for HARS has been initiated by the Ursitgrof California, San Francisco.
This Phase Il open-label study is designed to etalthe safety and efficacy of 12 weeks of IPLE2atment in 12 subjects with HARS. To
qualify for inclusion in the study, patients mustliietween 18-65 years of age, have confirmed HiMektion and fat accumulation (visceral
adiposity). The primary goal of the study is toedtatine the effects of IPLEX on visceral fat andogise and lipid metabolism.

Extreme Insulin ResistanceSyndromes of extreme insulin resistance result fgemetic defects in the insulin receptor or insulin
signaling pathways and include Type A and Type Bdsgmes, Rabson-Mendenhall Syndrome and Leprectrauin addition to insulin
resistance and glucose intolerance or overt diapttese syndromes share a number of common feainctuding variable degrees of
hyperandrogenism, hirsutism, and dysmorphic featurelividuals with extreme insulin resistance vdawelop frank diabetes require large
doses (>200 units/day) of subcutaneous insuli,hyoglycemic agents and insulin sensitizers. Deghis intense regimen, glycemic
control remains poor and these patients are atrisglof the complications of diabetes such asioasscular disease, nephropathy,
retinopathy and neuropathy. Previous Phase lladirstudies completed with IPLEX in diabetic patsehave shown improved glycemic
control, improved insulin sensitivity as well asegluction in daily insulin consumption. IPLEX haseln granted Orphan Drug Designation in
both the United States and Europe for extreme imsesistance.



Table of Contents

Ongoing Clinical Study

We have initiated a Phase Il clinical study atlthmversity of Cambridge to investigate the therdjoelenefit of treating Type A and
Rabson-Mendenhall Syndrome extreme insulin resistavith IPLEX. This Phase I, open-label, dose-iaggtudy is designed to evaluate
the safety and efficacy of 16 weeks of IPLEX treatin 10 patients with Type A extreme insulin sésince or Rabson-Mendenhall
Syndrome. To qualify for inclusion in the studytipats must be between 10-65 years of age andddiagnosis of Type A extreme insulin
resistance or Rabson-Mendenhall Syndrome. The pyieféicacy endpoints of the trial are improvemanglycemic control, improvement in
insulin sensitivity, reduction in hemoglobin Alcdaimprovement in body composition. We expect tspra interim data at Endocrine
Society’s Annual Meeting in June 2006 (ENDO 20@8i)j complete the trial by the end of 2006.

Noonan SyndromeNoonan Syndrome is a congenital disorder charaei@iy a deficiency in IGF-1, short stature, hdafects and
variable dysmorphic features. Growth failure iasistent feature of Noonan Syndrome and the regptmnrecombinant human growth
hormone therapy has been disappointing, partigularthildren with an identified gene mutation.

With an incidence of approximately one in 2,000,esémate that there are approximately 30,000 d@ilih the United States with
Noonan Syndrome

Planned Clinical Study

We plan to conduct a Phase Il, open-label, multeewrlinical study to evaluate the pharmacokirgtiafety and efficacy of 12 months
of IPLEX treatment in 24 children with growth faitudue to Noonan Syndrome. The IPLEX dose willitvated to maintain IGKF-SDS in the
upper normal range. The primary and secondaryaeffieneasures are annualized height velocity arghh&DS, respectively.

Long-Term Development Opportunity for IPLEX

Diabetes As an extension of studies related to extreme imsakistance and as one of our longer-term dewabop initiatives, we
believe that IPLEX may have application in the tneent of diabetes.

Data from several Phase Il studies conducted WitiEKX indicate that IPLEX has a beneficial effectamering glucose levels, and
insulin demands. Patients with type 1 diabeteshagacterized by their inability to produce insulmthese patients, insulin deficiency leads
to glucose intolerance in childhood. In type 1 éials, down-regulation of growth hormone receptotthé liver results in reduced circulating
IGF-1 levels, which can lead to growth hormone hgperetion. This, in turn, causes decreased insalsitivity and worsening of metabolic
control. We believe treatment of type 1 diabeteth WRLEX may reduce growth hormone levels and imprimsulin sensitivity and glycemic
control, while decreasing insulin dose requiremehype 2 diabetes is characterized by insulin taste. In addition to low circulating levels
of IGF-1, these patients have an increased nunftiesalin/IGF-1 hybrid receptors. Increased expi@ssf these hybrid receptors positively
correlates with a decrease in both insulin bindiffonity and insulin sensitivity. We believe treagnt of type 2 diabetics requiring insulin
therapy with IPLEX may lead to improved glycemiaitrol while decreasing the insulin dose requirement

According to the ADA, approximately 73% of insulising type 2 diabetes patients are not adequabelyatling their blood sugar
levels to the ADA recommended guidelines. We belithat there are approximately one million inswlging diabetes patients who do not
adequately control their blood sugar. Since clinstadies for this indication are likely to be vdayge and expensive, we have no current
plans to pursue a clinical development programwrown, however, we may look for a partner to dssswith this clinical development
program.
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Oncology Programs— INSM-18 and rhIGFBP-3

INSM-18 and rhIGFBR3 are in early clinical development and are pritgdreing investigated for the treatment of cantaentification
of the signaling pathways that regulate tumor glolds led to novel strategies for the treatmehoter. As a result, new agents that target
growth factors and their receptors are emergingramising new alternatives to existing treatmenigciv generally include cytotoxic agents
that significantly decrease patient quality of life® this end, we believe both INSM-18 and rhIGFBRre promising potential novel
treatments for a variety of cancer types. Predinicodels demonstrate that both treatments intevigletthe IGF system to reduce tumor
growth.

INSM-18

INSM-18 is an orally available small molecule tyireskinase inhibitor that has demonstrated seledtifibition of IGF-1 and human
epidermal growth factor receptor (Her2/Neu). It Hasonstrated anti-tumor activity in preclinicaldies of breast, lung, pancreatic and
prostate tumors. Two single dose Phase | clinicalies have been previously completed with INSMih&oth studies, INSM-18 was safe
and well tolerated.

The American Cancer Society estimated that 232n@00cases of prostate cancer occurred in the USBitatgs in 2005. It was also
estimated by the American Cancer Society that 30¢&aths occurred as a result of prostate canekinmit the second leading cause of
cancer death in men.

Ongoing Clinical Study

The University of California, San Francisco, hatiated a dose-escalating Phase I/1l clinical stddgigned to define the maximum
tolerated dose of INSM-18 in patients with relappesktate cancer. The study will consist of a 28-ektension at each dose level to
investigate the effect of INSM-18 on prostate-sfieeintigen levels.

rhiIGFBP-3

Although IGF-1 is critical for normal growth and tabolism, aberrant signaling through this pathveagiosely linked to the abnormal
and unregulated growth of a variety of tumors. Rinog tumor-associated IGF signaling has been prosgmevent tumor growth in a variety
of preclinical models. rhiIGFBP-3 has demonstratetimical efficacy in numerous cancer indicatioingjuding breast, prostate, liver,
ovarian, and colon cancers. Additionally, sevarad of recent evidence from various cell systeeelsuggested that rhiIGFBP-3 may play a
more active, IGF-1-independent role in growth regjoh of cancer cells, binding specifically wittghiaffinity to the surface of various cell
types and directly inhibiting monolayer growth bése cells in an IGF-1-independent manner. Rendepiendent studies have demonstrated
that when IGFBP-3 is used in combination it careateate and even synergize the efficacy of stanckmder therapies. Paclitaxel-induced
apoptosis is accentuated by rhiIGFBP-3, which has sBown to sensitize cells to apoptotic signaté s irradiation and ceramides.
Preclinical in vitro and in vivo studies performiegl us corroborate previously published reports néigg rhiIGFBP-3's efficacy when
administered alone or in combination therapy.

Ongoing Clinical Trial

We have initiated a Phase | clinical study withGRBP-3. The Phase | clinical study is an open-ladiede-escalation study designed to
evaluate the safety, tolerability and pharmacoliseatf a single intravenous dose of rhiIGFBP-3. ptimary goal of this 3@atient study is t
identify the appropriate dose of rhIGFBP-3 for arpled Phase Il clinical trial in breast cancer.

Research and Development

We have devoted substantially all of our resousiese we began our operations to the researcherelapment of a number of drug
candidates for metabolic and endocrine diseaseastg3aarch and development efforts are now prifigifeacused on conducting additional
clinical studies, further developing our
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approved drug, IPLEX, and expanding the label RirtEX into other indications. We conduct very litteour own preclinical laboratory
research. We are currently conducting a worldwidade 111 clinical study with our lead drug, IPLEX)d we are also conducting clinical
studies with our anti-cancer drug candidates, INBVand rhIGFBP-3 and plan on conducting additiafialcal studies with these drugs in
the future.

Research and development expenses primarily in@wgdenses incurred in preparing and obtaining pipeaval from regulatory bodies,
certain expenses involving the development of mactufing processes and clinical studies (includiagessary quantities of drugs being
studied). Our research and development expensesapproximately $23.3 million in 2004 and $21.8liail for the year ended
December 31, 2005. The amount spent on researctiearelbpment relative to the overall budget is el to decrease now that we are
dedicating a greater proportion of our resourcgléacommercialization of IPLEX.

Manufacturing

We currently manufacture our own supply of bulk BX_.and rhIGFBP-3 at our FDA approved facility ini8der, Colorado. The
manufacturing process requires compliance witherirgood manufacturing practices, or cGMP, andratimeilar regulations. IPLEX is a
complex of two proteins, rhIGF-1 and its bindingtein rhIGFBP-3, and is manufactured using recomntidNA technology. The
manufacturing process is complicated and involvgseassion of the two proteins by bacterial fermgotefollowed by purification and
combination of the two proteins. During the mantdaoag process, rhIGF-1 and rhIGFBP-3 are produssgghrately and then combined to
make IPLEX. The rhIGFBB-can either be utilized to make IPLEX or kept safmas its own distinct product. We currently outse to thir
party contract manufacturers some of the analytesting and the final fill, finish and labeling IFfLEX.

As part of ongoing regulatory compliance, it il that the FDA will inspect our manufacturing ifai@s and our contract
manufacturersfacilities from time to time to ensure compliancehweGMP. If these facilities are not in compliangigh cGMP, the FDA will
likely require us to halt manufacturing until werg the facilities into compliance. This could taksubstantial period of time and could
adversely affect the development and timing of@inical studies and/or commercial sales of IPLEXor any other reason we are unable
manufacture sufficient quantities of our drug caaties and their components which meet our plarimegldnd cost parameters, the
commercialization of IPLEX and the development iming of our clinical studies for additional indittons may be adversely affected.

We expect to expend significant resources for #p@esion and modification of our manufacturing liacover the next three years in
effort to increase our production capacity anddfireiency of our operations. We believe this fagilvill meet our commercial and clinical
needs for at least the next three years.

Marketing and Sales

Our sales and marketing efforts will initially tatgghe sale of IPLEX to patients being treatedheyapproximately 400 U.S.-based
pediatric endocrinologists who we estimate treatsihbstantial majority of children with Severe RaigpnIGFD. Because these pediatric
endocrinologists are primarily hospital-based amacentrated in major metropolitan areas, we belieata focused marketing organization
and specialized sales force can effectively sdreet In addition, we intend to conduct continuingdical education programs, medical
symposia, and regional speaker programs aimedadilishing awareness of IPLEX in the physician camity. We also intend to conduct
post-marketing studies and establish a patienstiggio provide further data on the safety andcaffy of IPLEX.

The marketing and selling of IPLEX will be acconspléd with an initial group of approximately 25-20es professionals with
supporting staff in marketing, medical communicasi@nd managed care. In total, we expect the cooimheperations group will grow to
40-45 people by the end of 2006. Future expansitihangely be driven by the availability of newimical data and FDA action on future
marketing label expansion applications for IPLEXl aur other leading drug candidates.
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It is our belief that we can serve the top presegipediatric endocrinologists with a focused saled marketing effort. We plan to
launch IPLEX in the second quarter of this year laedin generating prescriptions for treating SeWrimary IGFD at that time. We will
distribute IPLEX through an established specialggributor. Like other high value protein therapesitrevenues for IPLEX will be recorded
with the initiation of each individual prescriptiowe believe this should allow the company to dithta long-term revenue stream as each
patient is expected to remain on IPLEX for an ageraf 6-10 years. We are currently determiningpheing of IPLEX but anticipate pricing
IPLEX within the range of the other currently maddgrowth promoting agents.

We are exploring several opportunities for salesraarketing in Europe, including the establishnardur own sales and marketing
organization, acquisition of an existing sales aradtketing organization and partnering with an disthed sales and marketing organization.

Our goal is to retain marketing, sales and distiilburights to our drug candidates for certain micharkets and find commercial partr
to develop and market our drugs in markets outsfarir current focus.

Patents and Proprietary Rights

Insmed Patent Portfolio

Proprietary protection is important to our businessl our policy is to protect our technology Hin§ patent applications for technolc
that we consider important. We intend to file aiddial patent applications, when appropriate, ne¢ato improvements in our technology and
other specific drugs that we develop. As with aagging patent application, there can be no assertnat any of these applications will issue
in the United States or a foreign country. Thesp @lan be no assurance that a subsequent U.Semrfpatent will later be held valid and
enforceable.

We hold 28 United States patents relating to thregamsition, production, antibodies and methods effos IPLEX and rhiIGFBP-3,
including:

» Two issued patents for rhIGF-3 compositio-of-matter;

» 15 therapeutic use patents for IPLEX, IGF-1, rhi®-Bor rhiIGFBP-3 fragments for the treatment ofouss disease conditions;
and

» 11 patents regarding novel expression, productianalysis methods, some of which may be usechéontanufacture of IPLEX
and pharmaceutical compositions of IPLE

As part of the ongoing development of IPLEX, INSIE-dnd rhIGFBP-3, we have filed or intend to filégrd applications related to
new production methods, improved formulations, meadical uses and new dosing regimens in the Uiitates and in many of the major
international pharmaceutical markets. The varisgaed patents related to IPLEX and rhIGFBP-3 coitipns, methods of production and
methods of treatment expire at various times dutfiegyears 2010 through 2019.

In addition, foreign counterparts to the abovefeed U.S. patents have issued or are pending iissbie major pharmaceutical
markets, such as Europe, Canada and Japan.

With respect to Europe, we recently decided to avitlv one of our patents, EP 451,194, or the ‘19dmiawhich is directed to
compositions and methods of using IGFBP-3. Thismiaéxpires in 2009. We do not believe that a cditgpes developing IGFBP-3 or will
engage in activities encompassed by this pateot fwi2009. As such, the costs of maintaining plaitent outweigh its estimated value.
Therefore, we have withdrawn its approval of the t# the ‘194 patent. As a result of this actiare, expect the European Patent Office will
soon revoke the ‘194 patent.
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As part of our business strategy, we plan to lieantellectual property which we feel may be impattto the development and
commercialization of our products. In April 2005¢ were granted a non-exclusive license to certaiprietary manufacturing technology
from Avecia Limited. In January 2004, we were geaha non-exclusive license to patent rights pangito the use of IGF-1 therapy for the
treatment of extreme or severe insulin resistaatates from Fujisawa Pharmaceutical Co., Ltd. Imdvober 1998, we were granted a non-
exclusive license to certain proprietary manufaontutechnology from Brookhaven Science Associdtes.

Reflecting our commitment to safeguarding proprietaformation, we require our employees and cdasi$ to sign confidentiality
agreements. These agreements prohibit unauthatigelbsure of our proprietary information. Despte efforts to protect our proprietary
information, unauthorized parties may attempt ttaimband use our proprietary information. Policintauthorized use of our proprietary
information is difficult and the steps we have takeight not prevent misappropriation, particuldaryforeign countries where the laws may
not protect our proprietary rights as fully as He taws of the United States.

We note that there has been increasing litigatidiné biopharmaceutical industry with respect ®rttanufacture and sale of new
therapeutic compounds. The validity and breadttiaims in biotechnology patents may involve comghetual and legal issues, for which
no consistent policy exists. In particular, thegmafprotection available for protein-based drugshsas IPLEX and rhIGFBP-3, is highly
uncertain and involves issues relating to the sodpeotection of claims to gene sequences angtheuction of their corresponding protei

Our patent positions are highly uncertain, andfahyre patents we receive for our potential proguwgtl be subject to this uncertainty,
which may adversely affect our business, finanmigidition and results of operations. We intenddiivaly pursue patent protection for
products resulting from our research and developmetivities that have significant potential commalvalue. Nevertheless, it is possible
that, in the patent application process, certaimtd may be rejected or achieve such limited altmeahat the value of the patents would be
diminished. Further, there can be no assurancethapatents obtained will afford us adequate ptmtn. In addition, any patents we procure
may require cooperation with companies holdingteglgpatents. We may have difficulty forming a sisstel relationship with these other
companies.

In some cases, litigation or other proceedings begecessary to enforce our patents or protedtrmw-how or other intellectual
property rights. Any additional potential litigatias likely to result in a substantial cost to nsl @ diversion of our resources. We cannot be
sure that any of our patents will ultimately bechedlid. An adverse outcome in any litigation ooggeding could subject us to significant
liability.

Third-Party Patents

Third parties, including Genentech, Inc. hold Udiftates and/or foreign patents possibly direadtie composition, production and/or
use of rhIGF-1, rhiIGFBP-3, rhIGF-1/rhIGFBP-3 (IPLEXnd/or recombinant proteins. In addition, NowaA&iG and Chiron Corporation have
rights to United States and foreign patents redgtiinthe use of IGH-for the treatment of type 1 diabetes, and Nosanins United States a
foreign patents relating to the treatment of osteogis with IGF-1. Furthermore, Genentech owns dtfdl. foreign patents directed to using
IGF-1 to increase the growth rate of certain pasievith non-growth hormone-deficient short statane patients having partial growth
hormone insensitivity syndrome.

We can provide no assurance that one of thesephitées will not assert an infringement actioniagiaus. Likewise, we cannot predict
with certainty the outcome of such a proceedinghénevent of a successful claim against us feimigément or misappropriation of a third
party’s proprietary rights, we may be required to:

e pay damages, including up to treble damages anotttes part’s attorney’ fees, which may be substanti
» cease the development, manufacture, marketingaad§&products that infringe the proprietary rigbf others
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* expend significant resources to redesign our priosiuthat it does not infringe the proprietary t&ybf others, or to develop or
acquire non-infringing proprietary rights, which ynaot be possible and would require additionalickhtrials and regulatory
approvals

» redesign our product to avoid infringing on thiry proprietary rights, which may result in sigedgint regulatory delays associa
with conducting additional clinical trials or oth&teps to obtain regulatory approval;

« obtain one or more licenses from third partiesttierinfringed proprietary rights, which may notdailable to us on acceptable
terms or at all

Furthermore, litigation with any third party, eviéthe allegations are without merit, would likddg expensive and timesnsuming and dive
management’s attention.

Any conclusions regarding non-infringement and litity are based in part on a review of publichadable databases and other
information. There may be information not availatiler otherwise not reviewed by us that might gfeaaur conclusions. Moreover, the
scope and validity of patent claims are determima&skd on many facts and circumstances, and iigatiidn a court may reach a different
conclusion on any given patent claim than the agiohs that we have reached.

We are currently defending infringement claims Igtaiuagainst us. On December 20, 2004, Tercica amg@ech filed a complaint
against Avecia Limited and us in the United Kingdahthe High Court of Justice, Chancery Divisioatghts Court alleging infringement of
EP patent No. 571,417, or the ‘417 patent. The @dfént has claims directed to particular usesaafabination of IGFBP-3 and IGF-1. In
the complaint, Tercica asked the court for an iofiom to restrain allegedly infringing activity,rfa declaration that the ‘417 patent is valid
and infringed, for an order requiring the deliverydestruction of allegedly infringing articles ama@terials and for an inquiry into possible
economic damages. In May 2005, we filed for sumnadigment to dismiss the complaint. Our motiondommary judgment was denied ¢
a trial date in this litigation has not been set.

In addition, on December 23, 2004, Genentech amcideesued us for infringement of U.S. Patent Np$87,151 and 6,331,414 in the
United States District Court for the Northern Digttof California. These patents are directed tdade methods of using IGF-1/IGFBP-3 and
methods of producing human IGF-1, respectively F@hruary 16, 2005, Tercica filed an amended compladding an infringement
allegation against us with respect to U.S. Patent?\628,287, or the ‘287 patent. The claims of #8% patent are directed to DNA encoding
BP53 (i.e. IGFBP-3) and recombinant constructsisiamed host cells and methods for using samee@eoch and Tercica claim that the
production or use of IPLEX, a complex of rhIGF-1BRBP-3, will infringe these patents. We moved igeniss the amended complaint for
lack of jurisdiction and on other grounds. At atiregaon the motion on April 15, 2005, the courtrgead our motion and dismissed the case
with leave for plaintiffs to refile the complairk. second amended complaint was filed on April Z2by Genentech and Tercica against us.
Among other things, this amended complaint adddtti@®harmaceuticals, our wholly-owned subsidiaag,a defendant. We moved to
dismiss the portion of the second amended complaattrelates to the ‘287 patent. On June 29, 20@5Court denied our motion to dismiss.
On July 14, 2005, we filed its answer and coungénts. In the answer and counterclaims, we denigthgement and sought a declaratory
judgment that the asserted patents are not inflinge invalid, and/or are unenforceable. The réplfe counterclaims by Genentech .
Tercica was filed on August 5, 2005. On October2D05, Tercica and Genentech filed a third amemdeaplaint adding Insmed Therapet
Proteins, our whollyswned subsidiary, as a defendant. The answer anttex@laims in response to the third amended cantpheere filed by
us on October 27, 2005. Briefing on patent claimstauction issues and summary judgment motionstitosbe completed by May 5, 2006,
with a claim construction hearing scheduled for M8y 2006. Discovery is ongoing and a trial dateciseduled for November 2006.

On May 27, 2005, Genentech and Tercica filed aondbr preliminary injunction seeking an order lragrus, until trial, from making,
using or selling the drug called “SomatoKine,” (nkmown as IPLEX) with respect
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to its allegations of infringement of U.S. PatemtsNG,331,414 and 5,187,151, and requesting théewequired to share any Orphan Drug
Exclusivity it obtains with Tercica. We filed anmgpsition to the motion for a Preliminary Injunction June 10, 2005. On June 16, 2005,
Genentech and Tercica withdrew their motion foreliminary injunction, but reserved the right tdileethe motion for a preliminary
injunction.

We cannot predict with certainty the outcome ofgeexings involving Tercica and Genentech. The ctanstruction ruling and
summary judgment rulings to be issued by the cooutd have an adverse impact on our position & fhoceeding, including by narrowing
limiting our defenses. An adverse ruling afterltoa any of the claims alleged would have a matedaerse effect on our business, financial
condition and results of operations.

We have entered into license agreements, and ntayiato future license agreements, with variousrisees to develop and market our
drugs, and we can give no assurances that thitaepavill not claim that we and/or our licenseeg pbacticing our technology, are infringing
on their proprietary rights. If other companiesassfully bring legal actions against us or owgrigees claiming patent or other intellectual
property infringements, in addition to any potehiiebility for damages, a court could require unsléor our licensees to obtain a license in
order to continue to use the affected processasmanufacture or use the affected drugs, or atemly, require us and/or our licensees to
cease using such drugs or processes. Such amegutiave an adverse effect on our business, fiabogndition and results of operations.
Any such claim, with or without merit, could resinltcostly litigation or might require us and/orrdicensees to enter into royalty or licensing
agreements, all of which could delay or otherwideeasely impact the development of our potentiabdrcandidates for commercial use. If a
court requires us to obtain licenses, there camob@&ssurance that we and/or our licensees wilbleta obtain them on commercially
favorable terms, if at all. Without such licensas, and/or our licensees may be unable to develdgisalrugs. Our breach of an existing
license or our failure to obtain, or our delay btaining, a license to any technology that we negté commercialize our drugs may materi
adversely impact our business, financial conditiod results of operations.

Competition

We are engaged in an industry that is intenselypatitive and characterized by rapid technologicabpess. For our approved drug,
IPLEX, and our other drug candidates, we face figanit competition from biotechnology, large phaomatical and other companies, as well
as universities and research institutions. Moshe$e companies and institutions have substantjedigter capital resources, research and
development staffs, facilities and experience induating clinical studies and obtaining regulatapprovals. In addition, many of these
companies have greater experience and expertisewhalo in manufacturing and marketing pharmacalpicoducts.

We cannot predict the relative competitive posittdrour drug candidates if they are approved fer. iowever, we expect that the
following factors will determine our ability to cqrate effectively: safety and efficacy, product griease of administration, and marketing
and sales capability.

Competition for IPLEX

Currently, we are aware of at least one other cowypEercica, that is selling a drug that compeissctly with IPLEX. Tercica receive
approval from the FDA in August 2005 for its twida#ly IGF-1 injection drug, Increlex™, for the lotigrm treatment of growth failure in
children with Severe Primary IGFD or with growthrhmone gene deletion who have developed neutralamiipodies to growth hormone.
This indication is substantially similar to the ication for which the FDA approved IPLEX. It is &y that Tercica is planning to develop
rhIGF-1 for some of the same indications that vamb pursue with IPLEX. We are currently engagelitigation with Tercica related to
patent infringement, deceptive promotional stateand unfair business practices claims that Tareas brought against us.
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We believe that IPLEX has the following positivetapeutic attributes:

» IPLEX has demonstrated statistically significargreases in linear growt

e IPLEX is the only onc-daily IGF-1 replacement approved for use in the United St
e IPLEX may be administered either in the morningeening.

» IPLEX has demonstrated an acceptable safety pr

Growth hormone may also be a competitive productie treatment of some indications that we magpeiwith IPLEX, such as HIV
associated adipose redistribution syndrome. Themsajppliers of commercially available growth homaare Genentech, Eli Lilly, Novo
Nordisk, Pfizer and Serono. We believe that Novadigk may be conducting clinical studies for the o§its growth hormone in pediat
IGF-1 deficiency. We are also aware that Serorseéking regulatory approval for its growth hormdderostim™, for the treatment of HIV
associated adipose redistribution syndrome, artdrtiaratechnologies is conducting Phase Il stuftiea growth hormone releasing agonist
for the treatment of HIV associated adipose reithistion syndrome.

In addition, we believe that Genentech, Merck, Nblwdisk and Pfizer have previously conducted nedeand development of orally-
available small molecules that cause the releageosith hormone, known as growth hormone secretagmg/Ne are not aware of any
continued clinical development of these moleculethese companies. We believe that Rejuvenon Catipormay have licensed certain
rights to Novo Nordisk’s growth hormone secretagesgwhich are in preclinical development. We ase alware that Theratechnologies is
developing various peptides that stimulate theasdeof hormones that could be used in the treatofesttme of the same indications we plan
to pursue with IPLEX.

Many companies are seeking to develop productdhaerdpies for the treatment of diabetes. Our coitgpetinclude multinational
pharmaceutical companies, specialized biotechndiiogys, and universities and other research in#titis. Our largest competitors include
Amylin Pharmaceuticals, Bristol-Myers Squibb Comypaaili Lilly, GlaxoSmithKline, Merck, Novartis, NavNordisk and Takeda Chemical
Industries. Various products are currently avaddbltreat type 2 diabetes, such as injectabldiinsahalable insulin, GLP-1 analogues and
oral hypoglycemic drugs.

Further, several companies are developing variewsapproaches to improve the treatments of typedltype 2 diabetes. Specifically,
Amylin Pharmaceuticals has conducted and is comtinto conduct clinical studies for three produ&gmlin, Byetta, and a long-acting
release formulation of Byetta, for the treatmentypk 2 diabetes. Symlin and Byetta were recemtpraved for use by the FDA. Tercica has
indicated that it plans to pursue the developmérti&GF-1 in the treatment of severe forms of diake

Competition for Our Other Drug Candidates

Many companies are pursuing the development ofymtsdor the treatment of cancer. Our competitoctuide multinational
pharmaceutical companies, specialized biotechndiiogys, and universities and other research in#titis. Although we are unaware of any
companies developing rhiIGFBP-3 for cancer, we a@@ of companies who are developing productsdieintended to target the same
IGF-1 pathway targeted by INSM-18 and rhIGFBP-3eS&companies include ImClone, Amgen, OSI Pharntigeds) Bristol-Myers Squibb
and Genentech.

It is possible that there are other companies pitiducts currently in development or that existtimmarket that may compete directly
with IPLEX, INSM-18 and rhIGFBP-3.

Deceptive Promotional Statements and Unfair Busied&ractice Litigation

On December 6, 2005, Tercica filed a complaintigtais in the United States District Court for Marthern District of California
alleging we made deceptive promotional statememseagaged in unfair
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business practices related to Tercica’s productelex, allegedly in violation of the California Biness and Professions Code and the Federa
Lanham Act. Tercica amended the complaint on Deeerhb, 2005. Tercica is requesting injunctive armhetary relief.

Although we deny any liability, no assurances camgiven as to the outcome of this action. An unfabte settlement or decision could
affect our ability to make, use or sell our prodyeind would have a material adverse effect orbosiness, financial condition and results of
operations. Any liability resulting from this aationay exceed our financial resources. We have stgdéhat the court dismiss the action «
number of bases, including that Tercica failedté&desa claim under the Federal Lanham Act and tliet éacks personal jurisdiction over us.
We plan to seek attorneys’ fees from Tercica ifadase is successfully concluded.

Government Regulation

Government authorities in the United States andratbuntries extensively regulate the researcheldpment, testing, manufacture,
promotion, marketing and distribution of drug protiu If we do not comply with applicable requirertseenve may be fined, the government
may refuse to approve our marketing applicationallow us to manufacture or market our products, \ea may be criminally prosecuted.

We and our third party manufacturers may also tiestito regulations under other federal, statd,laoal laws, including the
Occupational Safety and Health Act, the EnvironraeRtotection Act, the Clean Air Act and importpext and customs regulations.

FDA Approval Process

The steps ordinarily required before a new drug beynarketed in the United States are similarépsstequired in many other
countries. The process required by the FDA befarevadrug may be marketed in the United Statesrgénénvolves the following:
completion of preclinical laboratory and animatiteg in compliance with FDA regulations, submissafran Investigational New Drug
Application, or IND, which must become effectivefdme human clinical studies may begin, performasfcadequate and well-controlled
human clinical studies to establish the safetyeffidacy of the proposed drug for its intended @& submission and approval of a New
Drug Application, or NDA, by the FDA.

Preclinical tests include laboratory evaluatiopadduct chemistry and stability, as well as anistatlies to evaluate toxicity before a
drug is administered to human subjects. The resfifpseclinical testing are submitted to the FDApast of an IND. The FDA requires a 30-
day waiting period after the submission of each Iore beginning clinical tests in humans. At &me during this 30-day period or at any
time thereafter, the FDA may order the partial, genary or permanent discontinuation of a clinicilltor impose other sanctions if the FDA
believes that the clinical trial is not being coothd in accordance with FDA requirements or presantunacceptable risk to the clinical trial
patients. Clinical studies must be conducted iatance with the FDA’s good clinical practices rieginents. The IND process may become
extremely costly and substantially delay developnoémour products. Moreover, positive results cqinical tests will not necessarily
indicate positive results in clinical studies.

Clinical studies to support NDA approval are tyflicaonducted in three sequential phases, but bHas@s may overlap. In Phase |
clinical studies, the product is tested in a smathber of patients or healthy volunteers, primdilysafety at one or more doses and to asses
pharmacokinetics. In Phase Il clinical studiesadldition to safety, the sponsor evaluates theaffiof the product on targeted indications,
identifies possible adverse effects and safetysrisla patient population, and assesses dosernoteemnd optimal dose range. If a compour
found to be potentially effective and to have ace@table safety profile in Phase Il studies, Phihstudies, also referred to as “pivotal
studies,” are undertaken. Phase 1l clinical staidiypically involve testing for safety and cliniafficacy in an expanded patient population at
geographically-dispersed study sites.
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After completion of the required clinical testira;) NDA is submitted. An NDA contains the resultghaf preclinical and clinical
studies, together with, among other things, dedailéormation on the manufacture and compositiothefproduct and proposed labeling,
including payment of a user fee. The FDA may retjadditional information before accepting an NDA filing, in which case the
application must be resubmitted with the additianfdrmation. During its review of an NDA, the FDAay refer the application to an
appropriate advisory committee for review, evalmatind recommendation as to whether the applicationld be approved. The FDA is not
bound by the recommendation of an advisory committe

Under the policies agreed to by the FDA under tlesé&iption Drug User Fee Act, or the PDUFA. Orftee DA is accepted for filing
by the FDA, the FDA has 10 months in which to costglits initial review of a standard NDA and respém the applicant, and 6 months to
initially review and respond to a priority NDA. &t@ard NDA status or priority NDA status are baseaeveral factors identified by the FDA
including for example, whether the drug producgpproved, would be a significant improvement coragdo marketed products in the
treatment, diagnosis, or prevention of a diseake.réview process and the PDUFA goal date may temd&d by 3 months if the FDA
requests, or the NDA sponsor otherwise submitsajmamendment containing additional informatiorclarification regarding information
already provided in the submission within the Bstonths of the PDUFA goal date.

If the FDA's evaluation of the NDA, and the FDA pestions of the clinical investigators and thelfies are favorable, the FDA may
issue either an approval letter or an approvaltlerleAn approvable letter contains the condititheg must be met in order to secure approval
of the NDA. If and when those conditions have bewt to the FDA'’s satisfaction, the FDA will issus @pproval letter. An approvable letter
authorizes commercial marketing of the drug fotaiarapproved indications. In addition, an apprdetter may contain various post-
marketing commitments or agreements, which areatiéerred to as Phase IV studies. If the FDA'dwation of the NDA submission,
clinical investigation, or manufacturing facilitiésnot favorable, the FDA may refuse to approweNIDA and issue a not approvable letter.

The manufacturers of approved products and thefufagturing facilities are subject to continualieav and periodic inspections.
Because we may contract with third parties for niacturing of our products, our ability to contraropliance with FDA requirements may
be incomplete. In addition, after any of our drags on the market, identification of certain siffe&s or the occurrence of manufacturing
problems could cause product recall, withdrawamgroval, reformulation of the drug, additional@ircal testing or clinical studies, or
labeling changes.

The FDA's policies may change, and additional gowegnt regulations may be enacted that could premet¢lay regulatory approval
of our products. We cannot predict the likelihoodture or extent of adverse governmental reguldtiahmight arise from future legislative
or administrative action, either in the United 8tatr abroad.

The Hatch-Waxman Act

The Drug Price Competition and Patent Term Restoract of 1984 or Hatch-Waxman Act amended thedfald~ood, Drug, and
Cosmetic Act. Under the Hatch-Waxman Act, newlyfappd drugs and indications may benefit from austmy period of non-patent
marketing exclusivity. The Hatch-Waxman Act proswdeyear marketing exclusivity to the first applitéo gain approval of an NDA for a
new chemical entity, meaning that the FDA has mevipusly approved any other new drug containirggghme active moiety. However, in
the case of a combination drug containing a newnéted entity and a non-new chemical entity, 5-yeeslusivity does not attach to the new
chemical entity. The Hatch-Waxman Act prohibits slibmission of an Abbreviated NDA, or ANDA, for angric drug, or a Section 505(b)
(2) NDA for another version of such drug during Bwear exclusive period. However, the submissiomofABIDA or Section 505(b)(2) ND
containing a paragraph IV certification claimingtla patent listed in the FDA’s Approved Drug Pradwith Therapeutic Equivalence
Evaluations, or Orange Book for the drug is invalidvill not be infringed by the manufacture, usesale of the new product is permitted
after four years. The submission of a paragrapbdiification may trigger a 30-month stay of apgioef the ANDA or Section 505(b)(2)
NDA. Protection unde
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Hatch-Waxman will not prevent the submission orrapgal of another full NDA; however, the applicanbwid be required to conduct its own
preclinical and adequate and well-controlled clihstudies to demonstrate safety and effectiveddss Hatch-Waxman Act also provides 3
years of marketing exclusivity for the approvahefv and supplemental NDAs, for, among other thingsy indications, dosage forms,
strengths of an existing drug, if new clinical istigations that were conducted or sponsored bgpipicant are essential to the approval of
the application.

IPLEX is currently protected by 3-year exclusivityhich expires on December 12, 2008. This excltsiwins concurrently with a 7-
year period of orphan drug exclusivity, which pnetgethe FDA from approving another marketing agilan for the same drug for the sa
indication, except in the limited circumstancesadiéed below. In addition, the FDA'’s Orange Boolbfication lists two patents covering
IPLEX to which a generic applicant must certify.

Orphan Drug Designation and Exclusivity

Some jurisdictions, including Europe and the Unig¢dtes, may designate drugs for relatively snaiept populations as Orphan
Drugs. The FDA grants Orphan Drug Designation t@drintended to treat a rare disease or conditianaffects fewer than 200,000
individuals in the United States, or in cases wheoee than 200,000 individuals are affected inUWited States, for which there is no
reasonable expectation that the cost of develogimgmaking available in the United States will beavered from sales in the United States.
In the United States, Orphan Drug Designation rbestequested before submitting an application farketing approval. Orphan Drug
Designation does not convey any advantage in, antestn the duration of, the regulatory review andrapal process. If a product that has
Orphan Drug Designation subsequently receives Fppgkaval for the indication for which it has suchsmation, the product is entitled to
Orphan Drug Exclusivity, which means the FDA may ayoprove any other application to market the sdrag for the same indication for a
period of 7 years, except in limited circumstanédgser an orphan drug is approved, the FDA can egbsntly approve a competitsnersior
of the same drug for the same indication if thessgjnent applicant shows clinical superiority (sigresfficacy, safety, or a major contributi
to patient care) to the approved product with Onpbaug Exclusivity. Also, competitors may receivapeoval of different drugs or biologics
for the indications for which the Orphan Drug haslesivity.

IPLEX was approved on December 12, 2005 as an @rpinag, and is currently protected by 7-year OrpbBamg Exclusivity for the
treatment of Severe Primary IGFD. This exclusi@gpires on December 12, 2012. This period of exdblysuns concurrently with the 3-
year period of exclusivity applicable to IPLEX. Wave received Orphan Drug Designation for IPLEXtFa treatment of extreme insu
resistance. We also intend to file for Orphan Dggignation for other indications that meet théecia for Orphan Drug Designation. If the
FDA designates the drug and approves our markefiptication, or approves marketing applicationsarr@irrent designations, we will be
granted seven years of Orphan Drug Exclusivityttierdrug for the designated indication. ObtainilAFapproval to market a product with
Orphan Drug Exclusivity may not provide us with aterial commercial advantage.

Under European Union medicines laws, the critatadgsignation as an “orphan medicine” are simidahose in the United States. A
drug is designated as an Orphan Drug if the spareoestablish that the drug is intended for atlifeatening or chronically debilitating
condition affecting no more than five in 10,000gmaTs in the European Union or that is unlikely ¢égpbofitable, and if there is no approved
satisfactory treatment or if the drug would begngicant benefit to those persons with the cooditiOrphan medicines are entitled to ten
years of market exclusivity, except under certamited circumstances comparable to U.S. law. Dutiig period of market exclusivity, r
“similar” product, whether or not supported by fsidifety and efficacy data, will be approved unkesscond applicant can establish that its
product is safer, more effective or otherwise chly superior. This period may be reduced to sarg if the conditions that originally
justified Orphan Drug Designation change or thenspo makes excessive profits. We have been gréngldan Drug Designation by tl
EMEA for IPLEX in the treatment of growth disturlmndue to growth hormone insensitivity syndromerdbhaSyndrome). We have also
obtained Orphan Drug Designation in the EuropeaiotJfor IPLEX for the treatment of extreme insulesistance.
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Other Regulatory Requirements

We are also subject to a number of post-approallatory requirements. If we seek to make certhanges to an approved product,
such as promoting or labeling a product for a nediciation, making certain manufacturing changesroduct enhancements or adding
labeling claims, we will need FDA review and apmblvefore the change can be implemented. Whileiplays may use products for
indications that have not been approved by the RiAmay not label or promote the product for ancation that has not been approved.
Securing FDA approval for new indications or pradeichancements and, in some cases, for manufagtamich labeling claims, is generally a
time-consuming and expensive process that maynegsito conduct clinical studies under the FDAIBIregulations. Even if such studies
are conducted, the FDA may not approve any chamgdimely fashion, or at all. In addition, adveesgperiences associated with use of the
products must be reported to the FDA, and FDA rgmsern how we can label, advertise or otherwisaroercialize our products.

There are current post-marketing safety surveiéaneciuirements that we need to meet to continunesitet an approved product. The
FDA also may, in its discretion, require post-méirkgtesting and surveillance to monitor the efeaft approved products or place conditions
on any approvals that could restrict the commeumgiglications of these products.

In addition to FDA restrictions on marketing of pimaceutical products, several other types of statefederal laws have been applied
to restrict certain marketing practices in the phaceutical industry in recent years. These lawsidecanti-kickback statutes and false claims
statutes. The federal health care program antibick statute prohibits, among other things, knolyiagd willfully offering, paying,
soliciting or receiving remuneration to induce réturn for purchasing, leasing, ordering or agiag for the purchase, lease or order of any
health care item or service reimbursable under bedi Medicaid or other federally financed headtreqrograms. This statute has been
interpreted to apply to arrangements between phagutizal manufacturers on the one hand and pressripurchasers and formulary
managers on the other. Violations of the anti-kaxdbstatute are punishable by imprisonment, crihfinas, civil monetary penalties and
exclusion from participation in federal health cpregrams. Although there are a number of statut@gmptions and regulatory safe harbors
protecting certain common activities from prosemutdr other regulatory sanctions, the exemptionksafe harbors are drawn narrowly, and
practices that involve remuneration intended taa®aprescribing, purchases or recommendations maylject to scrutiny if they do not
qualify for an exemption or safe harbor.

Federal false claims laws prohibit any person fikgrawingly presenting, or causing to be presentddise claim for payment to the
federal government, or knowingly making, or causimt¢pe made, a false statement to have a falsm gaid. Recently, several pharmaceu
and other health care companies have been prodaauder these laws for allegedly inflating drugcps they report to pricing services, wt
in turn are used by the government to set MediaateMedicaid reimbursement rates, and for allegpdiyiding free product to customers
with the expectation that the customers wouldfbileral programs for the product. In addition, @ermarketing practices, including débel
promotion, may also violate false claims laws. Tiggority of states also have statutes or regulatgmilar to the federal anti-kickback law
and false claims laws, which apply to items andises reimbursed under Medicaid and other statgrpros, or, in several states, apply
regardless of the payor.

In addition, we and our manufacturers are subfecéquirements that drugs be manufactured, packagedabeled in conformity with
current good manufacturing practice, or cGMP. Tmply with cGMP requirements, manufacturers mustiooe to spend time, money and
effort to meet requirements relating to personfaeilities, equipment, production and process, liageand packaging, quality control, record-
keeping and other requirements. The FDA periodidalpects drug manufacturing facilities to evaduedmpliance with cGMP requiremer

Also, as part of the sales and marketing procdsmnpaceutical companies frequently provide samgfl@pproved drugs to physicians.
This practice is regulated by the FDA and otherggomental authorities, including, in particulaqueéements concerning record-keeping and
control procedures.
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Outside the United States, our ability to marketnoducts will also depend on receiving marketnghorizations from the appropriate
regulatory authorities. The requirements govertirgconduct of clinical studies and marketing atitadion vary widely from country to
country. The foreign regulatory approval procesduides risks similar to those associated with FpAraval as described above.

Employees

At December 31, 2005, we had 85 employees, inctutlihin research and development, 23 in regulatdinical and quality assurance,
28 in manufacturing and 17 in finance and admiaigin. In connection with the commercial launchRIfEX and to create a sufficient sales
and marketing capability for the commercializatafrother drug and other indications, once approwetexpect to hire approximately 40
additional employees in our Sales and Marketingadepent by December 31, 2006. We also expect ®dpproximately 40 additional
employees for manufacturing operations in Boul@&iprado.

Our continued success will depend in large measuireur ability to attract and retain highly skillethployees who are in great deme
None of our employees are represented by a labhonuand we believe that our relations with the Eypes are generally goc

Facilities

Our Headquatrters is located in Glen Allen, Virginiaere we occupy approximately 46,000 square fegpace for corporate and
development activities under a lease expiring itoBer 2006.

Our manufacturing facility is located in BouldemlGrado where we occupy approximately 25,000 sqfeeededicated to cGMP
production of commercial and clinical drug and gyatontrol and 26,000 square feet of space inadjacent facilities for additional
laboratory and research and development operataimsinistrative functions, and cGMP warehouse aspethsing operations. Our lease for
the Boulder facility dedicated to cGMP manufactgrexpires in February 2008 but may be renewed dlyrfoa up to an additional 5 years.
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Risk Factors Relating to Our Business

You should consider carefully the following riskttas, together with all of the other informatiorciuded in this prospectus supplement
or incorporated by reference into this prospectug@ement. Each of these risk factors could ad¥gisgect our business, operating results
and financial condition, as well as adversely dftbe value of an investment in our common stock.

Since we have a limited operating history, a histgrof operating losses and an expectation that we Nvijenerate operating losses for th
foreseeable future, we may not achieve profitabilit for some time, if at all.

Until recently, we have been focused solely on dtegelopment and currently have no commercial sslifeshave incurred losses each
year of operation and we expect to continue inngrdperating losses for the foreseeable future.pfbeess of developing our produ
requires significant preclinical testing and cladistudies as well as regulatory approvals for cenumlization and marketing before we can
begin to generate any revenue from product saiesddiition, commercialization of our drug candidatgll require us to establish a sales and
marketing organization and contractual relationshipenable product manufacturing, distribution atiter related activities. We expect that
these activities, together with our general andiadtnative expenses, will result in substantiabigiing losses for the foreseeable future. As
of December 31, 2005, our accumulated deficit w4 million. For the year ended December 31, 20ifconsolidated net loss was $4
million.

We have only one drug that has been approved fonmrcial sale by the FDA, IPLEX™, and we are in¢ladier stages of researching
and developing two other drug candidates, INSMA@ @lGFBP-3. Until we have had an opportunity stablish IPLEX as a commercially
viable product or complete the development and ceraialization of our other drug candidates, we campmedict our future revenue with ¢
degree of certainty.

For these and other reasons, our independentesggspublic accounting firm believes that thersubstantial doubt that we will be able
to continue as a going concern. If we do not cargias a going concern our investors will likelyel@sl of their investments.

Third-party claims that our products infringe on th eir proprietary rights may materially adversely affect our business, financial
condition and results of operations.

Third parties have claimed that we are infringimdhave misappropriated their proprietary rights eudcan give no assurances that
other third parties will not claim that we and d¢iagensees who develop and distribute our prodaetsinfringing their proprietary rights. It is
difficult to predict with any certainty the outcorm&any legal proceeding. If third parties succelgfring legal action against us or our
licensees claiming patent or other intellectuaperty infringement, in addition to any potentiaHility for damages, including compensatory
damages and treble damages, a court could requaadior our licensees to cease using any infringincesses or manufacturing and selling
any infringing products. Such a result would likalgve a material adverse effect on our businasandial condition and results of operations.
Any such claim, with or without merit, could resintcostly litigation, require us to pay signifidesettlement amounts or require us and/or
licensees to enter into royalty or licensing agreets, all of which could delay or otherwise advisrgapact the development of our potential
products for commercial use. If a court determif@s$ we may not manufacture or sell our productsserour processes without having
obtained licenses, there can be no assurance ¢hanha/or our licensees will be able to obtain tliencommercially favorable terms, if at all.
Without such licenses, we and/or our licensees Ineaynable to develop certain products. Our breéelm @xisting license or our failure to
obtain, or our delay in obtaining, a license to taghnology that we require to commercialize owdpicts may materially adversely impact
our business, financial condition and results aragions.

With respect to any infringement claim assertea llyird party, we can give no assurances that Wéaisuccessful in the litigation or
that such litigation would not have a material adeeeffect on our business,
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financial condition and results of operation. Ie #vent of a successful claim against us for ig&ment or misappropriation of a third party’s
proprietary rights, we may be required to:

e pay damages, including up to treble damages, andttter part's attorney’ fees, which may be substanti
» cease the development, manufacture, marketingaad&products or use of processes that infringeptroprietary rights of other

» expend significant resources to redesign our prizdoicour processes so that they do not infringgotioprietary rights of others,
which may not be possibl

» redesign our products or processes to avoid tlarty proprietary rights, we may suffer significaagulatory delays associated with
conducting additional clinical trials or other step obtain regulatory approval; a

» obtain one or more licenses arising out of a sattl& of litigation or otherwise from third partifes the infringed proprietary rights,
which may not be available to us on acceptablegermnat all.

In this regard, we note that on December 20, 2084ica, Inc. and Genentech, Inc. filed a complagdinst Avecia Limited and us in
the United Kingdom at the High Court of Justicea@tery Division, Patents Court alleging infringetehEP patent No. 571,417, or the
‘417 patent. The ‘417 patent has claims directeptdicular uses of a combination of IGFBP-3 an#&G In the complaint, Tercica asked the
court for an injunction to restrain allegedly imiging activity, for a declaration that the ‘417 gmatis valid and infringed, for an order
requiring the delivery or destruction of allegetifringing articles and materials and for an inguirto possible economic damages. In May
2005, we filed for summary judgment to dismiss¢bmplaint. The motion for summary judgment was dénA trial date in this litigation
has not been set.

In addition, on December 23, 2004, Genentech ancideesued us for infringement of U.S. Patent Np$87,151 and 6,331,414 in the
United States District Court for the Northern Digtof California. These patents are directed tdade methods of using rhIGF-1/rhIGFBP-3
and methods of producing rhiIGE+espectively. On February 16, 2005, Tercicalfde amended complaint, adding an infringemengatler
against us with respect to U.S. Patent No. 5,528,@88the ‘287 patent. The claims of the ‘287 pater directed to DNA encoding BP53 (i.e.
IGFBP-3) and recombinant constructs, transformed hots aed methods for using the same. Genentech amit@elaim that the producti
or use of IPLEX, a complex of rhIGF-1/rhIGFBP-3]lnfringe these patents. We moved to dismissaitmended complaint for lack of
jurisdiction and on other grounds. At a hearingtmmotion on April 15, 2005, the court granted mation and dismissed the case with le
for plaintiffs to refile the complaint. A second anded complaint was filed on April 22, 2005 by Gereh and Tercica against us that,
among other things added Celtrix Pharmaceuticaisyolly-owned subsidiary, as a defendant. We rddeedismiss the portion of the
second amended complaint that relates to2B& patent. On June 29, 2005, the Court deniednation to dismiss. On July 14, 2005, we f
our answer and counterclaims, in which we deniéthigement and sought a declaratory judgment thesserted patents are not infringed,
are invalid, and/or are unenforceable. The reptpéocounterclaims by Genentech and Tercica wead fih August 5, 2005. On October 17,
2005, Tercica and Genentech filed a third amendetptaint adding Insmed Therapeutic Proteins, owliykowned subsidiary, as a
defendant. The answer and counterclaims in resportbe third amended complaint were filed by uOmtober 27, 2005. Briefing on patent
claim construction issues and summary judgmentanstis set to be completed by May 5, 2006, witlkaacconstruction hearing scheduled
for May 19, 2006. Discovery is ongoing and a tdate is scheduled for November 2006.

On May 27, 2005, Genentech and Tercica filed aondbr preliminary injunction seeking an order lxagrus, until trial, from making,
using or selling the drug called “SomatoKine,” (nkmown as IPLEX) with respect to its allegationsrdfingement of U.S. Patent Nos.
6,331,414 and 5,187,151, and requesting that wedxéred to share any Orphan Drug Exclusivity itaitis with Tercica. We filed an
opposition to the motion for a Preliminary Injurection June 10, 2005. On June 16, 2005, Genentechenica withdrew their motion for a
preliminary injunction, but reserved the right &file the motion for a preliminary injunction. Warmot predict whether Genentech and
Tercica will seek a preliminary injunction at anettime.
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We cannot predict with certainty the outcome ofgeexings involving Tercica and Genentech. The ctanstruction ruling and
summary judgment rulings to be issued by the ceoehich could occur in the next few months, coulgdan adverse impact on our position
in this proceeding, including by narrowing or limg our defenses. An adverse ruling after triabag of the claims alleged would have a
material adverse effect on our business, finargabition and results of operations and would leesbme or all of the consequences
described above, such as damages and the requirdtraewe cease manufacture and sale of IPLEX am&scan obtain a license or develop
or acquire alternative products or processes thatod infringe the patents, which may not be awdélan commercially favorable terms, if at
all. Further, we may have an obligation to indemnlifstributors if IPLEX and other third parties. addition, if such adverse ruling require
to cease the manufacture and sale of IPLEX andrevaraable to raise the capital that would be nergde conduct the clinical trials
necessary to obtain regulatory approval of ourmgpiheduct candidates, we could be forced to cuoiaildevelopment programs and possibly
to cease operations altogether.

These proceedings have required a substantialsiiveof financial and personnel resources from at@ns. Further, defending any
future patent infringement claims will also requiinat we divert financial and personnel resource foperations and may expose us to
liabilities for costs or other damage awards.

We face uncertainties related to patents and propétary technology that may materially adversely affet our business, financial
condition and results of operations.

Our success will depend in part on our ability to:

» obtain patent protection for our produc

» prevent third parties from infringing our paterdsd

» refrain from infringing the patents of others, bdttmestically and internationall

Our patent positions are highly uncertain and imgaomplex legal and factual questions, and anyéuypatents we receive for our
potential products will be subject to this uncertgaj which may adversely affect our business, fii@condition and results of operations.
intend to actively pursue patent protection fordurcts resulting from our research and developmettities that have significant potential
commercial value. Nevertheless, due to the inhareogrtainty of the patent process, it is posdifiée, in the patent application process,
certain claims may be rejected or achieve suchduiallowance that the value of the patents woeldiminished. Further, there can be no
assurance that any patents obtained will afforddesjuate protection. In addition, any patents weyre may require cooperation with
companies holding related patents. We may havedlf§y forming a successful relationship with thesleer companies.

Third parties have claimed that we are infringimdhave misappropriated their proprietary rights. ¢da give no assurance that other
third parties will not make similar claims. Variotlerd parties have obtained, and are attemptiraptain, patent protection relating to the
production and use of our approved product andymocandidates. We can give no assurances as thevieny issued patents, or patents
may later issue to third parties, would affect comtemplated commercialization of IPLEX or any otheduct. We can give no assurances
that such patents can be avoided, invalidatedcens$ied.

Furthermore, litigation with any third party, eviéthe allegations are without merit, would likdd¢ expensive and time-consuming and
divert management’s attention.

Any conclusions we may have reached regarding nsmgjement and invalidity are based in part oedaaw of publicly available
databases and other information. There may bernrdtion not available to or otherwise not reviewgdib that might change our conclusic
Moreover, as described above, the scope and watiflpatent claims are determined based on marny éaxl circumstances, and in a
litigation a court may reach a different conclustmany given patent claim than the conclusionsuleahave reached.
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We note that third parties with significant finaaslaiesources, including Genentech, Inc., Novarits @hiron Corporation hold United
States and/or foreign patents possibly directabdeéazomposition, production and/or use of rhiIGFRIGFBP-3, IPLEX and/or recombinant
proteins. We can provide no assurance that anpbtieese third parties will not assert an infringgrnaction against us that may adversely
affect our ability to make, use or sell our product

We may have to undertake costly litigation to ecéoany patents issued or licensed to us or tord@terthe scope and validity of
another party’s proprietary rights. We can giveagsurances that a court of competent jurisdictionlevvalidate our issued or licensed
patents. An adverse outcome in litigation or apriigrence or other proceeding in a court or paiffitte could result in the invalidation of our
patents and could otherwise materially adversdicabur business, financial condition and resoftsperations.

All of our products are currently in, or have just completed, the research and development stage. Ievare unable to commercialize
them it will materially adversely affect our business, financial condition and results of operations.

Even if we are successful in developing and ohtairipproval for our drug candidates, there are mousecircumstances that could
prevent the successful commercialization of thelpots such as:

» the regulatory approvals of our products are delayene are required to conduct further researchdmvelopment of our products
prior to receiving regulatory approvi

e we are unable to build a sales and marketing gtogpiccessfully launch and sell our produ

e we are unable to raise the additional funds ne¢aledccessfully develop and commercialize our petslar acquire additional
products for growth

* we are required to allocate available funds tgdition matters

* we are unable to manufacture the quantity of prbdaeded in accordance with current good manufiactyractices to meet marl
demand, or at al

e our product is determined to be ineffective or d@gallowing approval and is removed from the marnkewe are required to
perform additional research and development td&urprove the safety and effectiveness of the proolefore re-entry into the
market;

e competition from other products or technologiesyprés or reduces market acceptance of our proc

* we do not have and cannot obtain the intellectusperty rights needed to manufacture or markepooducts without infringing on
another compar’s patents

* we are unsuccessful in defending against patenihg@ment claims being brought against us our prtsdor technologies; ¢
* we are unable to obtain reimbursement for our ptbdusuch reimbursement may be less than is negessproduce a reasonable
profit.

Our growth strategy includes the commercializaibmore than one product. We may not be able totifyeand acquire
complementary products, businesses or technolagiésf acquired or licensed, they might not improwe business, financial condition or
results of operations.

We currently have limited sales, marketing and digtbution capabilities, which may make commercializng our products difficult. If
we are unable to build sales, marketing and distribtion capabilities, it will materially adversely affect our business, financial conditior
and results of operations.

Now that the FDA has permitted us to commence cormialesales of IPLEX, we must establish capabgitie complete the commercial
sale, marketing and distribution of IPLEX. These areas in which we
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have no experience. To market IPLEX or any of aodpcts directly, we must develop a marketing aaldssforce with technical expertise
and with supporting distribution capability. We maygage a pharmaceutical company with a largdlalision system and a large direct sales
force to assist us in marketing IPLEX outside thetéd States or in marketing any of our other patsluiThere can be no assurance that we
will successfully establish sales and distributiapabilities or establish third-party sales andrithigtion arrangements on satisfactory terms,
or at all. To the extent we enter into co-promatiensing, third-party sales or distribution amreents, any revenues we receive will depend
on the efforts of third parties and there can bassurance that our efforts will succeed. Failarsuccessfully sell, market or distribute our
products once approved will materially adversefgetfour business, financial condition and resoltsperations.

If our products fail to achieve market acceptancedr any reason, such failure may materially adversglaffect our business, financial
condition and results of operations.

There can be no assurance that any of our appirugdand our drug candidates, if approved for margewill achieve market
acceptance. If our drugs and drug candidates, appmoved, do not receive market acceptance foreamgon, it will adversely affect our
business, financial condition and results of openat The degree of market acceptance of any dmegdevelop will depend on a number of
factors, including:

» the establishment and demonstration in the medaaimunity of the clinical efficacy and safety ofra@iugs;

» their potential advantage over existing and futteatment method:

» their price; anc

* reimbursement policies of government and t-party payers, including hospitals and insurancepzories.

For example, even after we obtain regulatory apgrtovsell our products, physicians and healthpagers could conclude that our

products are not safe and effective and physiaiangl choose not to use them to treat patients.cOmpetitors may also develop new
technologies or products which are more effectiveess costly, or that seem more cost-effectivae thar products.

In addition, legislation and regulations affectthg pricing of pharmaceuticals may change in walyeese to us. While we cannot
predict the likelihood of any such legislative egulatory proposals, if the government or an agamopts such proposals, they could
materially adversely affect our business, financa@idition and results of operations.

If there are fewer children with Severe Primary IGFD than we estimate, we may not generate sufficienévenues to continue
development of other products or to continue operabns, or we may not be able to complete our clinitatudies.

We estimate that the number of children in the éthibtates with Severe Primary IGFD is approximaéed@0. Our estimate of the size
of the patient population is based on our integifeh of published studies. If our interpretationd @xtrapolation of data from these published
studies do not accurately reflect the number dfichih with Severe Primary IGFD, our assessmerti@ftarket may be incorrect and we may
not achieve sufficient revenue to continue openatio

Reimbursement policies and changes in the health masystem may adversely affect the sale of our cuent and future products or our
ability to obtain an adequate level of reimbursemenor acceptable prices for our current and future poducts.

Our ability to earn sufficient returns on IPLEXauir other products, if and when such products ppeaved and ready for marketing,
will depend in part on the extent to which reimtament for our products and
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related treatments will be available from governhtexalth administration authorities, private healtherage insurers, managed care
organizations and other third-party payers. If a#tb obtain appropriate reimbursement, it couleivent us from successfully
commercializing our future products.

There have been and continue to be efforts by govental and third-party payers to contain or redheecosts of health care through
various means, including limiting coverage andléwel of reimbursement. We expect that there walitinue to be a number of legislative
proposals to implement government controls androiferms to limit coverage and reimbursement. aheouncement of these proposals or
reforms could impair our ability to raise capitéhe adoption of these proposals or reforms coufthimour operations and financial
condition.

Additionally, third-party payers, including Medi@arare increasingly challenging the price of mddicaducts and services and are
limiting the reimbursement levels offered to consusfor these medical products and services. kEhmasers or users of our future products
are not able to obtain adequate reimbursement thansh-party payers for the cost of using these potsl they may forego or reduce their use.
Significant uncertainty exists as to the reimbursetstatus of newly approved health care produtdsahether adequate thiphrty coverag
will be available.

We cannot provide any assurance that third-panpgrsawill provide adequate reimbursement, if aony,|IPLEX.

We cannot be certain that we will obtain additionalregulatory approvals in the United States and Eurpe. The failure to obtain such
approvals may materially adversely affect our busiess, financial condition and results of operations.

We are required to obtain various regulatory apgloprior to studying our drug products in humamad then again before we market
and distribute our products. The regulatory reviawl approval process required to perform a clirstady in both the United States and
Europe includes evaluation of preclinical studied alinical studies, as well as the evaluationwf manufacturing process and is complex,
lengthy, expensive, resource intensive and uncer&scuring regulatory approval to market our potslalso requires the submission of
extensive preclinical and clinical data, manufaaiyiinformation regarding the process and faciliyientific data characterizing our product
and other supporting data to the regulatory autilesrin order to establish its safety and effectess. This process is also complex, lengthy,
expensive, resource intensive and uncertain. We liaited experience in filing and pursuing appificas necessary to gain these regulatory
approvals.

Data submitted to the regulators is subject to imgrinterpretations that could delay, limit or peet regulatory agency approval. We
may also encounter delays or rejections based angas in regulatory agency policies during theqaein which we develop a drug and/or
the period required for review of any application fegulatory agency approval of a particular paidDelays in obtaining regulatory agency
approvals could adversely affect the marketingnyf drugs that our collaborative partners or we tgxeSuch delays could impose costly
procedures on our collaborative partnensbur activities, diminish any competitive advayga that our collaborative partners or we mayn
and adversely affect our ability to receive royafiany of which could materially adversely affet business, financial condition and results
of operations.

We are currently conducting a Phase Il clinicelltof IPLEX in patients with Severe Primary IGFBdaplan to include the data in a
MAA submission to the EMEA. We must receive apptafahese applications before we can market IPLiXertain countries outside of
the United States.

As part of our normal development we continue toéase our scale of production and refine our neutufing process. Because of
these changes we are required to perform varionnpacability analyses to demonstrate that the dradyct used in our previous
development studies and for commercialization s$&lesally the same as the new drug product prodisedhave had several discussions
with the FDA and intend to have discussions witteifign regulatory agencies regarding our Phasdiflical study and this comparability
analysis. We believe we understand what is requoestisfy the EMEA. We plan to submit this
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data to the appropriate regulatory authoritiesaas @f the regulatory process. If we do not propariderstand what is required to satisfy
regulatory authorities or if we are unable to prmelaomparable drug product or meet the regulatmuirements of comparability it will
materially adversely affect our business, financ@idition and results of operations.

Regulatory authorities have substantial discreitictme approval of our drug candidates and mayeeitbfuse to accept our applications,
or may decide after review of our applications ihat data is insufficient to allow approval of IPKEIf the EMEA does not accept or apprt
our application, it may require that we conductifiddal clinical, preclinical or manufacturing sied and submit that data before it will
reconsider our application. This could materialiiyersely affect our business, financial conditiod aesults of operations.

Even if the FDA or the EMEA grants approval forragl such approval may limit the indicated usesafbich we may market the drug,
and this could limit the potential market for swiring. Furthermore, if we obtain approval for anyaf products, the marketing and
manufacture of such products remain subject tonsite regulatory requirements. Further, any sugh@afl would be subject to continual
review, and later discovery of unknown problemsl@daastrict the products’ future use or cause thétindrawal from the market. Failure to
comply with regulatory requirements could, amorfgeotthings, result in fines, suspension of regujaspprovals, operating restrictions and
criminal prosecution. In addition, many countrieguire regulatory agency approval of pricing ang mlao require approval for the
marketing in such countries of any drug that odlaborative partners or we develop.

If the results of our Phase Ill clinical trial fil’lLEX do not continue to support the approval dffEX or if we cannot produce
comparable drug product, have not correctly understhe regulatory requirements associated withpesability of drug products or for
various other reasons cannot satisfy ongoing régylaequirements, we may not receive FDA and/orEAVapprovals or such approvals n
be substantially delayed or withdrawn. Any of thesents might prevent us from selling IPLEX inaggproved indication or from expanding
the market for IPLEX, either of which would matdisiaadversely affect our business, financial colitand results of operations.

Even if we obtain approval for our products in theUnited States or the European Union, we cannot beetain that we will obtain any
regulatory approvals in other countries. The failure to obtain such approvals may materially adverselgffect our business, financial
condition and results of operations.

In order to market our products outside of the eahiStates and European Union territories, our aatpgartners and we must comply
with numerous and varying regulatory requiremefitstioer countries. The approval procedures varyrajamuntries and can involve
additional product testing and administrative revfeeriods. The time required to obtain approvahigse other territories might differ from
that required to obtain FDA or EMEA approval. Tlegulatory approval process in these other teregoincludes at least all of the risks
associated with obtaining FDA and EMEA approvahiet above. Approval by the FDA or the EMEA does ensure approval by the
regulatory authorities of other countries. Theuialto obtain such approvals may materially adve@siéect our business, financial condition
and results of operations.

We are currently a defendant in a civil action in vhich we are accused of deceptive promotional statemts and unfair business
practices. An unfavorable settlement or judgment irthis action could harm our business and financiatondition.

On December 6, 2005, Tercica filed a complaintagfais in the United States District Court for M@thern District of California
alleging we made deceptive promotional statemamseagaged in unfair business practices relatd@toica’s drug, Increlex, in violation of
the California Business and Professions Code améFé¢lderal Lanham Act. Tercica amended the compbaiiecember 15, 2005. Tercica is
requesting injunctive and monetary relief.
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Although we deny any liability, no assurances camgiven as to the outcome of this action. An unfabte settlement or decision could
affect our ability to make, use or sell our prodyeind would have a material adverse effect orbosiness, financial condition and results of
operations. Any liability resulting from this aatianay exceed our financial resources. The partes hot initiated discovery in this action
and no trial date has been set.

An inability to compete successfully will materialy adversely affect our business, financial conditimand results of operations.

We engage in a business characterized by exteresearch efforts, rapid developments and intensgettion. We cannot assure that
our products will compete successfully or that aeslke and development by others will not renderpryaducts obsolete or uneconomical. Our
failure to compete effectively would materially &adsely affect our business, financial condition eeslilts of operations. We expect that
successful competition will depend, among otherghj on product efficacy, safety, reliability, deadility, timing and scope of regulatory
approval and price. Specifically, we expect crutaators will include the relative speed with whiek can develop products, complete the
clinical testing and regulatory approval processes supply commercial quantities of the produgchtomarket. We expect competition to
increase as technological advances are made andemml applications broaden. In each of our paéptoduct areas, we face substantial
competition from large pharmaceutical, biotechnglagd other companies, as well as universitiesrasearch institutions. Relative to us,
most of these entities have substantially greatpital resources, research and development staéifities and experience in conducting
clinical studies and obtaining regulatory approvatswell as in manufacturing and marketing phasutical products. Many of our
competitors may achieve product commercializatiopatent protection earlier than we will. Furthermone believe that our competitors
have used, and may continue to use, litigatiorain g competitive advantage. Finally, our compggitnay use different technologies or
approaches to the development of products sinoléne products we are seeking to develop.

Currently, we are aware of at least one other compgercica, that has received approval from th&F@r a rhIGF-1 product for an
indication very similar to the indication for whi¢RLEX has been approved. Tercica’'s product wasaqaal for the long term treatment of
growth failure in children with severe primary |I@Fdeficiency or with growth hormone gene deletidrowave developed neutralizing
antibodies to growth hormone. We believe this iatlan would include patients with Severe Primar{F 5 Because there are already pati
using Tercica’s product, the market opportunitylfdtEX may be diminished if doctors who are alreadgscribing Tercica’s product to their
patients are unwilling to switch their patientsatdifferent drug. We believe Tercica may also lamping to develop rhiGF-1 for some of the
same indications that we plan to pursue with IPLEX.

Growth hormone may also be a competitive productife treatment of some indications that we magpeiwith IPLEX such as HIV
associated adipose redistribution syndrome. Themsajppliers of commercially available growth homaare Genentech, Eli Lilly, Novo
Nordisk, Pfizer and Serono. We believe that Novedigk may be conducting clinical studies for the v$§its growth hormone in pediati
IGF-1 deficiency. We are also aware that Serorseéking regulatory approval for their growth hormo&erostim ™for the treatment of HI
associated adipose redistribution syndrome, artdrtiaratechnologies is conducting Phase Il stuftiea growth hormone releasing agonist
for the treatment of HIV associated adipose reithistion syndrome.

In addition, we believe that Genentech, Merck, Nbl\awdisk and Pfizer have previously conducted neteand development of orally-
available small molecules that cause the releageosith hormone, known as growth hormone secretagmg/Ne are not aware of any
continued clinical development of these moleculethese companies. We believe that Rejuvenon Catipormay have licensed certain
rights to Novo Nordisk’s growth hormone secretagesggwhich are in preclinical development. We ase alware that Theratechnologies is
developing various peptides that stimulate theassdeof hormones that could be used in the treatofesttime of the same indications we plan
to pursue with IPLEX.
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Many companies are pursuing the development ofymtsdor the treatment of cancer. Our competitoctuide multinational
pharmaceutical companies, specialized biotechndiiogys, and universities and other research inititis. Although we are unaware of any
companies developing rhIGFBP-3 for cancer, we a@ra of companies that are developing productsateintended to target the same IGF-
1 pathway as rhIGFBP-3. These companies includddn&; Amgen, OSI Pharmaceuticals, Bristol-MyersiBlgand Genentech.

Biotechnology and related pharmaceutical technoluagse undergone and should continue to experieapid and significant change.
We expect that the technologies associated wittetimology research and development will contimugetvelop rapidly. Our future success
will depend in large part on our ability to maimta competitive position with respect to these netbgies. Any compounds, products or
processes that we develop may become obsoletech&éorecover any expenses incurred in connectitmtiveir development. Rapid
technological change could make our products obsaléhich could materially adversely affect ouribess, financial condition and results
operations.

Our inability to compete in our industry could nté#ly adversely affect our business, financial dition and results of operations.

Competitors could develop and gain FDA approval oproducts containing rhiIGF-1, which could adverselyaffect our competitive
position in all indications where we are currentlydeveloping IPLEX.

rhiIGF-1 manufactured by other parties may be approvedderin other indications in the United Statesanfuture, including myoton
muscular dystrophy, HIV associated adipose rebistion syndrome and severe insulin resistancéndretent there are other rhiIGF-1
products approved by the FDA to treat indicatiotienthan those covered by IPLEX, physicians magtdb prescribe a competiteroduc
containing rhiGF-1 to treat the indications for eiPLEX has received and may receive approvak ihcommonly referred to as off-label
use. While under FDA regulations a competitor isaltowed to promote offabel use of its product, the FDA does not regullaéepractice o
medicine and as a result cannot direct physiciarte ahat product containing rhiIGF-1 to prescribéheir patients. As a result, we would
have limited ability to prevent off-label use of@mpetitor’s product containing rhiGFto treat any diseases for which we have recdiid
approval even if it violates our patents and/orhaee orphan drug exclusivity for the use of rhiGte treat such diseases.

If another party obtains Orphan Drug Exclusivity for a product that is essentially the same as a prodtiwe are developing in a
particular indication, we may be precluded or delayd from commercializing the product in that indicaion. This may materially
adversely affect our business, financial conditioand results of operations.

Under the Orphan Drug Act, the FDA may grant OrpbBang Designation to drugs intended to treat a disease or condition, which is
generally a disease or condition that affects fevan 200,000 individuals in the United States. Etimpany that obtains the first marketing
approval from the FDA for a designated orphan daug rare disease receives marketing exclusiatyse of that drug for the designated
condition for a period of seven years. Similar laxsst in Europe. If a competitor obtains apprayMathe same drug for the same indication or
disease before us, we would be blocked from obtgiapproval for our product for seven or more yeangess our product can be shown to
be clinically superior. In addition, more than aiveg may be approved by the FDA for the same orfindination or disease as long as the
drugs are different drugs. As a result, even ifgnaduct is approved and receives Orphan Drug Ekdty, as in the case of our drug IPLEX,
the FDA can still approve different drugs for usdreating the same indication or disease coveyealb product, which could create a more
competitive market for us. For example, the FDArappd Tercica’s drug, Increlex™, for the treatmeh$evere Primary IGFD and granted
Tercica’s product Orphan Drug Exclusivity. Therefofercica’s product will compete with IPLEX forettreatment of Severe Primary IGFD
when IPLEX is launched commercially and the valtilPb EX’s Orphan Drug Status in this indication ik limited.
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Confidentiality agreements with employees and othermay not adequately prevent disclosure of trade seets and other proprietary
information. Disclosure of this information may matrially adversely affect our business, financial aadition and results of operations.

In order to protect our proprietary technology @ndcesses, we rely in part on confidentiality agreets with our corporate partners,
employees, consultants, outside scientific collatms and sponsored researchers and other advi$@se agreements may not effectively
prevent disclosure of confidential information andy not provide an adequate remedy in the evembafithorized disclosure of confidential
information. In addition, others may independeniilscover trade secrets and proprietary informat@wstly and time-consuming litigation
could be necessary to enforce and determine theesufoour proprietary rights, and failure to obtaimmaintain trade secret protection could
adversely affect our competitive business position.

We may not be able to manufacture quantities of IPEX sufficient to meet market demand, or manufacturg capacity necessary to
supply IPLEX, rhiIGFBP-3 or INSM-18 for use in clinical studies may not be available, which may advenseaffect our business,
financial condition and results of operations. If ve are unable to find sufficient manufacturing capaity or successfully implement our
own manufacturing capabilities, it could materially adversely affect our business, financial conditioand results of operations.

Failure to successfully manufacture our productdadmaterially adversely affect our business, friahcondition and results of
operations. We intend to manufacture IPLEX and BBB-3 bulk drug substance and perform the majofignalytical testing at our
manufacturing facility in Boulder, Colorado andliaé contract manufacturers for sterile filteririg/ing, finishing, labeling and some
analytical testing. We intend to manufacture INS&wiith contract manufacturers.

In order to meet anticipated commercial and cliniganand for IPLEX and clinical demand for rhIGFBPwe plan to implement
stepwise changes to our Boulder, Colorado manufagtéiacility and manufacturing process beginning tyear. We must submit to the FDA
information and data pertaining to these changdstam FDA must approve these changes before wéwidlllowed to use IPLEX or
rhIGFBP-3 that is manufactured following implemeiaia of these changes.

There can be no assurance that we will be sucdéssfaplementing changes to our manufacturinglfgcor process for making IPLE
and rhIGFBP-3 or that the FDA will review and apgrdhese changes in a timely manner or at allaradbntract manufacturers will have the
capacity to produce and test our products. If veeusrable to implement the required changes to @nufiacturing facility and process or th
is a delay in the implementation and approval esthchanges, we will be limited to our current nfiacturing capacity and would not be able
to meet the market or clinical demand which woudeasely affect the development and commerciabradif IPLEX and rhIGFBP-3. If our
contract manufacturers are unable to meet outesfétéering, filling, finishing, labeling and angical testing needs, in a way that meets our
time and cost parameters, our commercializatid?bEX and the development and timing of our préchhand clinical studies may be
adversely affected.

In addition, there can be no assurance that arrselvegulatory inspection at our manufacturinglitggadr contract manufacturer would
not impede our commercial supply capability. Weédhaliosen to commercialize IPLEX on our own andithisne consuming, resource
intensive and capital intensive. If our faciliti?@sd contract manufacturers cannot produce andoegiroducts according to current good
manufacturing practices, or cGMP, and pass a cGidpeiction, we may be unable to develop and comalaeiour products. This would
materially adversely affect our business, financa@idition and results of operations.

The available capacity for the manufacture andngsif recombinant proteins that comprise IPLEXrsted. A shutdown or disruption
at our manufacturing facility due to technical,uksgory or other problems, resulting in an intetioip in supply of these materials, could d¢
our development activities and adversely impactbusiness, financial condition and results of opena.
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Our manufacturing facility and contract manufactam@ust undergo inspections by the FDA and/or thEE for compliance with
cGMP regulations. In the event these facilitiesxdbcontinue to receive satisfactory cGMP inspedtifor the manufacture and testing of our
products, we may need to fund additional modifaagito our manufacturing or testing processes, uctratiditional validation studies, or fi
alternative manufacturing and testing facilitiesy af which would result in significant cost to as well as a significant delay of up to several
years in obtaining additional approvals for IPLEXcontinuation of the development of our produbtsaddition, our manufacturing facilii
and any contract manufacturer we may utilize walldubject to ongoing periodic inspection by the File EMEA and other foreign agenc
for compliance with cGMP regulations and similareign standards. We have limited control over aitmanufacturers’ compliance with
these regulations and standards.

Product for our clinical studies is currently madeur manufacturing facility and then sent to cactt manufacturers for sterile
filtration, filling into vials and some analytictdsting. Should our manufacturing facility or oentract manufacturers become unavailable to
us for any reason, including damage from any evedliding fire, flood, earthquake or terrorism, may be unable to complete manufacture
of IPLEX or validation of the manufacturing procéss|PLEX. This could delay the sale and marketfigPLEX, our clinical studies and t|
approval of our MAA, which would delay or otherwiadversely affect revenues. If the damage to anlesfe facilities is extensive or if our
contract manufacturer is unwilling or unable tofpen under our agreements, we will need to findralative facilities. The number of
contract manufacturers with the expertise andifes|to manufacture IPLEX bulk drug substance @ommercial scale in accordance with
cGMP regulations is extremely limited and it wotddte a significant amount of time and resourcemtange for alternative manufacturers. If
we need to change to other contract manufactusersyould also need to transfer to these new maturiars and validate the processes and
analytical methods necessary for the productiontesiihg of IPLEX. Any of these factors could ldad1) the delay or suspension of our
clinical studies, regulatory submissions, regulatguprovals or commercialization of IPLEX, or (2ytmer costs of production, or (3) our
failure to effectively commercialize IPLEX or outher drug candidates.

Furthermore, if our manufacturing facility or owrdract manufacturers fail to deliver sufficientqtities of bulk drug substance or
finished product on a timely basis and at comméyciaasonable prices, and we are unable to pronfipitl one or more replacement
manufacturers capable of production at a substhngiquivalent cost, in substantially equivalenturoe and on a timely basis, we will likely
be unable to meet demand for IPLEX and we would fsential revenues.

We need collaborative relationships to be successfif we are unable to form these relationships itould materially adversely impact
our business, financial condition and results of ogrations.

We currently rely and may in the future rely onuarber of significant collaborative relationships iitellectual property rights,
research funding, manufacturing, analytical sessipeeclinical development, clinical developmend/an sales and marketing. For example,
almost all of our clinical trial work is done inltboration with academic institutions and we hhwensed intellectual property to permit the
development, manufacture and commercializatiolPbBX and our drug candidates. Reliance on collah@aelationships poses a number
of risks, including the following:

e we may not be able to effectively control whether corporate partners will devote sufficient res@srto our programs or produ

» disputes may arise in the future with respect éoawnership of rights to technology developed witignsed to or licensed from
corporate partner:

» disagreements with corporate partners could r@sldiss of intellectual property rights, delay errhinate the research, developrr
or commercialization of product candidates or reisulitigation or arbitration

» contracts with our corporate partners may failrovie sufficient protection of our intellectualoperty;
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» we may have difficulty enforcing the contracts iifecof these partners fails to perfor

» corporate partners have considerable discreti@heicting whether to pursue the development of aajtianal products and may
pursue technologies or products either on their omin collaboration with our competitors; a

e corporate partners with marketing rights may chdosgevote fewer resources to the marketing ofppaducts than they do to
products of their own developme

Given these risks, a great deal of uncertaintytexeggarding the success of our current and futolileborative efforts. Failure of these
efforts could delay, impair or prevent the develepimand commercialization of our products and ablgraffect our business, financial
condition and results of operations.

Our long-term viability and growth depend on the siccessful development and commercialization of ourrpducts. Pharmaceutical
product development is an expensive, high risk, lgthy, complicated, resource intensive process.

Our long-term viability and growth depend on thesassful development and commercialization of &olwh products which lead to
revenue and profits. All of our products other tih@hEX are in the research and development stagep@ducts must be successfully
developed prior to commercialization. Pharmaceupoaduct development is an expensive, high riskgthy, complicated, resource intens
process. In order to succeed, among other thingsnust be able to:

* identify potential drug product candidat

» design and conduct appropriate laboratory, prezdirand other researc

» submit for and receive regulatory approval to penfalinical studies

» design and conduct appropriate preclinical andadirstudies according to good laboratory and gdivdcal practices
» select and recruit clinical investigato

» select and recruit subjects for our stud

» collect, analyze and correctly interpret the dadanfour studies

« submit for and receive regulatory approvals forketing; anc

» manufacture the drug product candidates accordingirent good manufacturing practic

The development program with respect to any givedyct will take many years and thus delay ouritghtib generate profits. In
addition, potential products that appear promisingarly stages of development may fail for a nunolbeeasons, including the possibility t
the products may require significant additionatitesor turn out to be:

* unsafe;

* not effective;

» too difficult or expensive to develop or manufaett
» too difficult to administer; o

e unstable

In order to conduct the development programs fompmtential products we must, among other thingsalile to successfully:
» raise sufficient money to pay for the developm
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» attract and retain appropriate personnel;
» develop relationships with other companies to perfearious development activities that we are uaablperform

If our products fail in preclinical or clinical stu dies or if we cannot enroll enough patients to conigte our clinical studies, such failure
may adversely affect our business, financial cond@n and results of operations.

In order to sell our products, we must receive taguy approval. Before obtaining regulatory apmievfor the commercial sale of any
of our products under development, we must dematesthrough preclinical studies and clinical stadteat the product is safe and effective
for use in each target indication. In addition, tesults from preclinical testing and early clinisaudies may not be predictive of results
obtained in later clinical studies. There can bassurance that our clinical studies will demonstsafficient safety and effectiveness to
obtain regulatory approvals. A number of compaimédbe biotechnology and pharmaceutical industnige suffered significant setbacks in
late stage clinical studies even after promisirsglits in early stage development. If our produaiksif preclinical or clinical studies, it may
have an adverse effect on our business, financralition and results of operations.

We are currently conducting a Phase Il clinicaltof IPLEX in patients with Severe Primary IGFBDdaplan to include the data from
the trial in a Marketing Authorization Applicatioar MAA, to the European Medicines Agency, or EMBMe must receive approval of these
applications before we can market IPLEX in certanntries outside of the United States. We are @lsoning and conducting clinical stuc
with INSM-18 and rhIGFBP-3.

The completion rate of these and other clinicadligtsiis dependent on, among other factors, themgagnroliment rate. Patient
enrollment is a function of many factors, including

» Investigator identification and recruitme

* regulatory approvals to initiate study sit

e patient population siz¢

» the nature of the protocol to be used in the t

» patient proximity to clinical sites

» eligibility criteria for the study; an

» competition from other compan’ clinical studies for the same patient populat

We believe our planned procedures for enrollingepés are appropriate; however, delays in patiartlenent would increase costs and

delay ultimate commercialization and sales, if afygur products. Such delays could materially askly affect our business, financial
condition and results of operations.

We may be required to conduct broad, long-term clircal studies to address concerns that the long-termse of IPLEX in broader
chronic indications might increase the risk of dialetic retinopathy. This may materially adversely aféct our business, financial
condition and results of operations.

In previously published clinical studies of rhiIGFebncerns were raised that long-term use of rh1Ghight lead to an increased
incidence and/or severity of retinopathy, a disedseew blood vessel growth in the eye which resintloss of vision. Because our product
contains rhiGF-1, the FDA may require us to condwogd, long-term clinical studies to address tlweseerns prior to receiving FDA
approval for broad chronic indications such as efiab. These clinical studies would be expensivecanttl delay or prevent our
commercialization of IPLEX for these broader chooinidications. Adverse results from these studasdcprevent our commercialization of
IPLEX for broad chronic indications or could jeogiae existing development and approvals in othe@ications.
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We will need additional funds in the future to coninue our operations, but we face uncertainties witliespect to our access to capital
that could materially adversely impact our businessfinancial condition and results of operations.

We will require substantial future capital in orderexecute our business plan. Our future capggiirements will depend on many
factors, including factors associated with:

» obtaining marketing, sales and distribution caitds!;

* launching products

» other activities required for product commercidiiaa;

e litigation;

e manufacturing

e process developmer

» research and development, including, among otberst preclinical testing and clinical studi
» obtaining regulatory approval

* retaining employees and consultal

» filing and prosecuting patent applications and sifiy patent claims; ar
e establishing strategic alliance

We may also need to spend more money than currexplgcted because we may change our drug developtaas, acquire additional
drugs or drug candidates or we may misjudge ouscié¢e have no committed sources of capital andadd&now whether additional
financing will be available when needed, or, ifitalale, that the terms will be favorable. There bamo assurance that our cash reserves
together with any subsequent funding will satisfiy capital requirements. The failure to satisfy capital requirements will adversely affect
our business, financial condition and results afragions. Without additional funding, we do notiéed that existing cash reserves, including
amounts raised in our March 15, 2005 financing|, sufficiently fund our activities through the nemtelve months. Our independent
registered public accounting firm has indicated thare are material uncertainties which cast &icant doubt upon our ability to continue as
a going concern. The addition of this going conadisglosure may discourage investors from purclgasin stock.

We may seek additional funding through stratediarates, private or public sales of our securitiebcensing all or a portion of our
technology. Such funding may significantly dilutésting shareholders or may limit our rights to ourrently developing technology. There
can be no assurance, however, that we can obtditicadl funding on reasonable terms, or at alvéf cannot obtain adequate funds, we may
need to significantly curtail our product developrprograms and/or relinquish rights to our tecbg@s or drug candidates. This may
adversely affect our business, financial conditiod results of operations.

We are dependent upon retaining and attracting keyersonnel and others, the loss of which could matiedly adversely affect our
business, financial condition and results of operains.

We depend highly on the principal members of oigrdific and management staff, the loss of whoseices might significantly delay
or prevent the achievement of research, developordmisiness objectives and would materially addgraffect our business, financial
condition and results of operations. Our succepsm#s, in large part, on our ability to attract asiin qualified management, scientific and
medical personnel, and on our ability to develog araintain important relationships with commergiattners, leading research institutions
and key distributors. A number of factors affect ahility to attract qualified personnel, includingr size, our location, our status as a public
company and our uncertain prospects. We face iateospetition for such personnel and relationshiys.cannot assure that we will attract
and retain appropriate persons or maintain suchioekhips.
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We expect that our potential expansion into areasaativities requiring additional expertise, sashfurther clinical studies,
governmental approvals, manufacturing, sales, niagkend distribution will place additional requinents on our management, operational
and financial resources. We expect that these dasnaill require an increase in management and sfieepersonnel and the development of
additional expertise by existing management persiofie failure to attract and retain such persban& develop such expertise could
materially adversely affect our business, financa@idition and results of operations.

Our research, development and manufacturing activies involve the use of hazardous materials, whictoald expose us to damages
that could materially adversely affect our businessfinancial condition and results of operations.

Our research, development and manufacturing aesvilvolve the controlled use of hazardous mdweracluding hazardous chemic
and radioactive materials. We believe that our @doices for handling hazardous materials comply feitteral and state regulations; howe'
there can be no assurance that accidental injucpmtamination from these materials will not ocdie currently maintain a general liability
insurance policy that has a $1.0 million per cléimit and also caps aggregate claims at $2.0 millla addition, we have an umbrella
insurance policy that covers up to $2.0 millioriability in excess of the general liability polisy$2.0 million limit. In the event of an
accident, we could be held liable for damages, iould likely exceed our insurance coverage ahdraavailable financial resources. This
liability would limit our ability to commercializéPLEX and develop other products which would matériadversely affect our business,
financial condition and results of operations.

We are subject to federal, state and local lawsregdlations governing the use, manufacture, stgragndling and disposal of
hazardous materials and waste products. Thesealatveegulations may require us to incur significaogts to comply with environmental
laws and regulations in the future that could maligradversely affect our business, financial dtind and results of operations.

We may be subject to product liability claims if our products harm people, and we have only limited poduct liability insurance.

The manufacture and sale of human therapeutic ptediavolve an inherent risk of product liabilithaons and associated adverse
publicity. We currently have only limited produ@bility insurance for clinical studies and no coemgial product liability insurance. We do
not know if we will be able to maintain existing @tain additional product liability insurance artaptable terms or with adequate coverage
against potential liabilities. This type of insucans expensive and may not be available on adsleptrms. If we are unable to obtain or
maintain sufficient insurance coverage on reas@niss or to otherwise protect against potentiadipct liability claims, we may be unable
to commercialize our products. A successful prodlability claim brought against us in excess of osurance coverage, if any, may require
us to pay substantial amounts. This could havetanmabhadverse effect on our business, financiablition and results of operations.

It is illegal for us to promote IPLEX for uses othe than those approved by the regulatory authorities Such off-label promotion, as it is
known, may result in regulatory actions against ugven if such activities by us are inadvertent.

Physicians may prescribe drugs for uses that ardesxribed in the product’s labeling and thatetiffom those approved by the FDA.
Such offfabel uses are common across medical specialtld®ugh the FDA does not regulate the practice eflicine, the FDA does restr
our communications with respect to off-label uses ¥gnnot promote FDA-approved drugs for off-latsdal A company may engage in
truthful, non-misleading, and non-promotional sgreeancerning its products. For example, while weg inéorm physicians that we are
conducting a clinical trial to evaluate the safatyl effectiveness of IPLEX in unapproved uses amd@age those physicians to refer elig
patients to enroll in the clinical trial, we canmebmote the product for unapproved uses. We mayeducate physicians about a particular
disease state and how that disease is properipasag so that patients who qualify for the clinic&l might be identified, and survey
physicians
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who are lawfully prescribing our products or conioes’ products for off-label uses to monitor pati&€ experiences. We may also, pursuant
to FDA policies, respond to unsolicited requesterfihealth care professionals and engage in apptepscientific exchange of information
about unapproved uses. As we have no sales anctimgrlexperience, we have not engaged in thesellaefivities with respect to IPLEX
the past. These rules are complex and our salemarkkting employees may not understand the regaotatgainst off-label promotion. We
do not yet have policies and procedures in placedalate the lawful promotion of our marketed pratd within their labeled indications.
While our employees will be trained to follow sgfecpolicies and procedures designed to instruetdwful promotion of our products and
must certify that they will abide by them, we cahgoarantee that our employees will follow theskcpes and procedures. The FDA actively
enforces regulations prohibiting promotion of aibel uses and the promotion of products for unagataises. The FDA's regulations and
policies are subject to varying interpretationsjolitare evolving. We cannot guarantee that weahiinge our policies as the FDA'’s
regulations and policies change. Failure to compth these regulations and policies can resulegutatory enforcement action by the FDA
and other governmental bodies, which would havaduerse effect on our revenues, business and falgrospects.

Conversion of our outstanding notes and exercise @farrants and options issued by us will significary dilute the ownership interest
of existing shareholders.

As of February 28, 2006, the convertible notesdddoy us on March 15, 2005 and the warrants isbyecs in March 2005, November
2004 and July 2003 were convertible into and egafie for up to approximately 13.2 million sharéswr common stock, representing
approximately 17% of our then outstanding commouolst

As of February 28, 2006, our outstanding optionsupemployees, officers, directors and consultesgte exercisable for up to
6.1 million shares of our common stock, represgndgipproximately an additional 8% of our then outdiag common stock.

The conversion or exercise of some or all of ounvestible notes, warrants and options will sigrafitly dilute the ownership interests
of existing shareholders. Any sales in the publarkat of the common stock issuable upon such csiorepr exercise could adversely affect
prevailing market prices of our common stock.

The market price of our stock has been and may coimue to be highly volatile, and we do not anticipat paying any cash dividends on
our common stock in the foreseeable future.

Our common stock is listed on The Nasdaq Nationatkdt under the ticker symbol “INSMThe market price of our stock has been
may continue to be highly volatile, and announcemby us or by third parties may have a significgengact on our stock price. These
announcements may relate to:

» our listing status on The Nasdaq National Mar

» results of our clinical studies and preclinicaldi&s, or those of our corporate partners or ourpeiitors;
e our operating result:

» developments relating to patent or other litigafiomhich we are involvec

» developments in our relationships with corporaterygas;

» developments affecting our corporate partn

e negative regulatory action or regulatory approviahwespect to our announcement or our competitmgouncements of new
products

* government regulation, reimbursement changes anergmental investigation or audits related to ugasur products
» developments related to our patents or other petgsi rights or those of our competitc
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» changes in the position of securities analysts véfipect to our stock; and;
» operating results below the expectations of publicket analysts and investo

In addition, the stock market has from time to tiexperienced extreme price and volume fluctuatiatsch have particularly affected
the market prices for emerging biotechnology amghbarmaceutical companies, and which have often beeelated to their operating
performance. These broad market fluctuations magraely affect the market price of our common stock

In the past, when the market price of a stock leeslvolatile, holders of that stock have oftenitintgd securities class action litigation
against the company that issued the stock. If drmppshareholders brought a lawsuit against uscavdd incur substantial costs defending
the lawsuit. The lawsuit could also divert the tiaml attention of our management.

Future sales by existing shareholders may loweptiwe of our common stock, which could resultaedes to our shareholders. Future
sales of substantial amounts of common stock iptimic market, or the possibility of such saleswdng, could adversely affect prevailing
market prices for our common stock or our futurgitgtio raise capital through an offering of equ#tecurities. Substantially all of our
common stock is freely tradable in the public markighout restriction under the Securities Act,@sd these shares are held by “affiliates” of
our company, as that term is defined in Rule 14dienthe Securities Act.

We have never paid dividends on our common stoak cWrently intend to retain our future earnin§sny, to fund the development
and growth of our businesses and, therefore, weotlanticipate paying any cash dividends in thedeeable future.

Certain provisions of Virginia law, our articles of incorporation and our amended and restated bylawsand our Rights Plan make a
hostile takeover by a third party difficult.

Certain provisions of Virginia law and our articlesincorporation and amended and restated bylaukidhamper a third party’s
acquisition of, or discourage a third party froteatpting to acquire control of us. The conditionsld also limit the price that certain
investors might be willing to pay in the future &rares of our common stock. These provisions declu

» aprovision allowing us to issue preferred stocthwights senior to those of the common stock withemy further vote or action by
the holders of the common stock. The issuanceafemed stock could decrease the amount of earsingsssets available for
distribution to the holders of common stock or coativersely affect the rights and powers, includioting rights, of the holders of
the common stock. In certain circumstances, sughaisce could have the effect of decreasing theeharice of the common stoc

» the existence of a staggered board of directonghich there are three classes of directors sestaggered three-year terms, thus
expanding the time required to change the comjpposdf a majority of directors and perhaps discoingi@gomeone from making an
acquisition proposal for u

» the amended and restated byl' requirement that shareholders provide advanceeatien nominating our directol

» the inability of shareholders to convene a shadgrsl meeting without the chairman of the board,ghesident or a majority of the
board of directors first calling the meeting; ¢

» the application of Virginia law prohibiting us froemtering into a business combination with the Geia¢ owner of 10% or more of
our outstanding Voting stock for a period of thyears after the 10% or greater owner first rea¢hatlevel of stock ownership,
unless we meet certain criter

In addition, in May 2001, our board of directorpepred the adoption of a Rights Plan under whicredolders received rights to
purchase new shares of preferred stock if a peysgnoup acquires 15% or more
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of our common stock. These provisions are interidetiscourage acquisitions of 15% or more of oungmn stock without negotiations w
the board. The rights trade with our common stockess and until they are separated upon the aaweerof certain future events. Our board
of directors may redeem the rights at a price 0®@$@er right prior to the time a person acquire® br more of our common stock.

Our common stock may be thinly traded from time totime, which means large transactions in our commostock may be difficult to
conduct in a short time frame.

On occasion, we have a low volume of daily tradesur common stock on The Nasdaq National Markay. large transactions in our
common stock may be difficult to conduct and mayseasignificant fluctuations in the price of ountoon stock.

Our long term growth strategy may include acquiringcomplementary businesses or technologies that maypt be available or, if
available and purchased or licensed, might not impve our business, financial condition or results abperations.

As part of our business strategy, we eventuallyeekp pursue acquisitions and in-license new prtsdand technologies. Nonetheless,
we cannot assure you that we will identify suitaddguisitions or products or that we can make swucfuisitions or enter into such license
agreements on acceptable terms. If we acquire &ss#s, those businesses may require substantial capd we cannot provide assurance
that such capital will be available in sufficiembaunts or that financing will be available in amtsiand on terms that we deem acceptable.
Furthermore, the integration of acquired business®gresult in unforeseen difficulties that requirdisproportionate amount of
management’s attention and our other resourceallfinve cannot provide assurance that we will @zéiproductive synergies and
efficiencies from these acquisitions.
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Item 2. Properties

Our Headquatrters is located in Glen Allen, Virginiaere we occupy approximately 46,000 square fegpace for corporate and
development activities under a lease expiring ito®er 2006. Our annual cash cost for the Virgip@ace including utilities and services in
2005 was approximately $1.3 million under an opegglease that contains annual escalations of 13858 xpires in October 2006.

Our manufacturing facility is located in BouldemlGrado where we occupy approximately 25,000 sqfeeededicated to cGMP
production of commercial and clinical drug and gyatontrol and 26,000 square feet of space inadjacent facilities for additional
laboratory and research and development operataimsinistrative functions, and cGMP warehouse aspethsing operations. Our annual
cash cost for the Colorado manufacturing facilitgluding utilities and services in 2005 was apprately $0.9 million under an operating
lease that contains an annual escalation of 3%eapides in February 2008.

We believe that our existing facilities are adeguat our current needs and that suitable additionalternate space will be available
commercially reasonable terms when our lease expirgvhen we need additional space.

Item 3. Legal Proceeding:
Infringement Claims

We are currently defending infringement claims Igtaiuagainst us. On December 20, 2004, Tercica amk@&ech filed a complaint
against Avecia Limited and us in the United Kingdahthe High Court of Justice, Chancery Divisioatdnts Court alleging infringement of
EP patent No. 571,417, or the ‘417 patent. The @afént has claims directed to particular usesaafabination of IGFBP-3 and IGF-1. In
the complaint, Tercica asked the court for an iofiom to restrain allegedly infringing activity,rfa declaration that the ‘417 patent is valid
and infringed, for an order requiring the deliverydestruction of allegedly infringing articles amaterials and for an inquiry into possible
economic damages. In May 2005, we filed for sumnadlgment to dismiss the complaint. Our motiondfommary judgment was denied ¢
a trial date in this litigation has not been set.

In addition, on December 23, 2004, Genentech amcideesued us for infringement of U.S. Patent N64.87,151 and 6,331,414 in the
United States District Court for the Northern Digtof California. These patents are directed tdade methods of using rhIGF-1/rhIGFBP-3
and methods of producing rhiIGE+espectively. On February 16, 2005, Tercicalfde amended complaint, adding an infringemengatler
against us with respect to U.S. Patent No. 5,528,@8the ‘287 patent. The claims of the ‘287 patar directed to DNA encoding BP53 (i.e.
IGFBP-3) and recombinant constructs, transformed hots aead methods for using the same. Genentech amit@elaim that the productis
or use of IPLEX, a complex of rhIGF-1/rhIGFBP-3]hnfringe these patents. We moved to dismissaitmended complaint for lack of
jurisdiction and on other grounds. At a hearingtmotion on April 15, 2005, the court granted mation and dismissed the case with le
for plaintiffs to refile the complaint. A second anded complaint was filed on April 22, 2005 by Qeereh and Tercica against us that,
among other things added Celtrix Pharmaceuticalisyolly-owned subsidiary, as a defendant. We rddeedismiss the portion of the
second amended complaint that relates to2B& patent. On June 29, 2005, the Court deniednation to dismiss. On July 14, 2005, we f
our answer and counterclaims, in which we deniétihigement and sought a declaratory judgment tieisserted patents are not infringed,
are invalid, and/or are unenforceable. The replpéocounterclaims by Genentech and Tercica wed fih August 5, 2005. On October 17,
2005, Tercica and Genentech filed a third amendetptaint adding Insmed Therapeutic Proteins, owliykowned subsidiary, as a
defendant. The answer and counterclaims in resportbe third amended complaint were filed by uOmtober 27, 2005. Briefing on patent
claim construction issues and summary judgmentanstis set to be completed by May 5, 2006, withagrcconstruction hearing scheduled
for May 19, 2006. Discovery is ongoing and a tdate is scheduled for November 2006.
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On May 27, 2005, Genentech and Tercica filed aondbr preliminary injunction seeking an order lxagrus, until trial, from making,
using or selling IPLEX with respect to its allegais of infringement of U.S. Patent Nos. 6,331,44d %,187,151, and requesting that we be
required to share any Orphan Drug Exclusivity itaitis with Tercica. We filed an opposition to thetion for a Preliminary Injunction on
June 10, 2005. On June 16, 2005, Genentech anatd&vithdrew their motion for a preliminary injuian, but reserved the right to refile the
motion for a preliminary injunction. We cannot pigdvhether Genentech and Tercica will seek a miekry injunction at another time.

Deceptive Promotional Statements and Unfair Busifsictices Claims

On December 6, 2005, Tercica filed a complaintagiais in the United States District Court for Mathern District of California
alleging we made deceptive promotional statememseagaged in unfair business practices relatd@toica’s product, Increlex, allegedly
violation of the California Business and Professi@uode and the Federal Lanham Act. Tercica ameti@éecomplaint on December 15, 20
Tercica is requesting injunctive and monetary felie

Although we deny any liability, no assurances camgiven as to the outcome of this action. An unfabte settlement or decision could
affect our ability to make, use or sell our prodyeind would have a material adverse effect orbosiness, financial condition and results of
operations. Any liability resulting from this aationay exceed our financial resources. We have spgdi¢hat the court dismiss the action «
number of bases, including that Tercica failedtédesa claim under the Federal Lanham Act and ¢liet ¢acks personal jurisdiction over us.
We plan to seek attorneys’ fees from Tercica ifadase is successfully concluded.

We cannot predict with certainty the outcome okthproceedings. We note however, that an adveliag aould materially and
adversely impact our ability to make, use or setlgroducts.

Item 4. Submission of Matters to a Vote of Security Holde
There were no matters submitted to a vote of oarettolders during the quarter ended December 35.20
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PART II

Item 5. Market for Registran’'s Common Equity, Related Stockholder Matters arsblier Repurchases of Equity Securities
Our common stock began trading on The Nasdaq Sagallarket on June 1, 2000. We moved from The NaSaaagjlCap Market to
The Nasdaqg National Market on August 8, 2000.

Our trading symbol is “INSM.The following table lists, for the periods indicdt¢he high and low sale prices per share for oarraon
stock as reported on The Nasdaq National Market.

Insmed
Common Stock
Fiscal Year 2005 High Low
Fourth Quarte $2.04 $1.1C
Third Quartel 1.64 0.8¢
Second Quarte 1.4t 0.7¢
First Quarte 2.3C 0.8C
Fiscal Year 2004 High Low
Fourth Quarte $2.4¢ $1.24
Third Quartel 2.3¢ 1.0C
Second Quarte 3.4(C 1.9¢
First Quarte 4.2¢ 2.87

On February 28, 2006, the last reported sale joiceur common stock on the Nasdaqg National Mavkaet $2.47 per share. As of
February 28, 2006, there were 585 holders of reebolir common stock.

We have never declared or paid dividends on oumeomstock. We anticipate that we will retain altréags, if any, to support
operations and to finance the growth and developwifeour business. Therefore, we do not expecttogash dividends in the foreseeable
future. Any future determination as to the paynmardividends will be at the sole discretion of duaard of directors and will depend on our
financial condition, results of operations, capitduirements and other factors our board of dirsaleems relevant.

ltem 6. Selected Financial Dat:

In the table below, we provide you with selectestdrical financial data. We have prepared thisrimfation using the consolidated
financial statements of Insmed for the five yeardezl December 31, 2005. The financial statementsaich of the five fiscal years ended
December 31, 2005 have been audited by Ernst & ¥ &P, independent registered public accounting fiErnst & Young LLP’s report on
the consolidated financial statements for the yealed December 31, 2005, which appears elsewhezim himcludes an explanatory
paragraph which describes an uncertainty abouteéd&rability to continue as a going concern.

When you read this selected historical financiahgdd is important that you also read the his@rfmancial statements and related notes
in our annual and quarterly reports filed with 81£C, as well as “Management’s Discussion and AigbfsFinancial Condition and Results
of Operations” on pages 31 to 35.
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Historical Statement of Operations Data:

Revenue:

Operating expense
Research and developmt
General and administratiy
Operational restructuring char
Goodwill write-off

Stock compensatia

Total operating expens

Operating los!

Interest incom:

Interest expens

Loss before income tax

Income tax expens

Net loss

Basic and diluted net loss per sh

Weighted average shar

Historical Balance Sheet Data

Cash, cash equivalents and marketable secu

Total asset
Long-term debt, ne
Stockholder equity
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Year Ended December 31,

2001 2002 2003 2004 2005
(in thousands, except per share data)

$ 29€ $ 1,95t $ 15C $ 137 $ 131
35,50¢ 18,071 7,14C 23,32( 21,83t
4,881 2,98¢ 3,471 4,24 5,73(

— 2,53 — — —

— 15,38t — — —

95 — 11¢€ —
40,48 38,97¢ 10,73¢ 27,56 27,56t
(40,186 (37,029 (10,586 (27,425 (27,43%)
3,017 607 28¢ 222 752
— — — — (14,24)
(37,169 (36,41)) (10,299 (27,209 (40,929
(37,169 (36,41 (10,299) (27,209 (40,929
(1.19) (1.10 (0.29) (0.69) (0.84)
32,87: 33,06¢ 35,60( 39,16( 48,74
$ 51,25( $ 27,337 $ 29,52¢ $ 9,227 $ 18,83t
71,60¢ 28,30¢ 29,81 13,01: 22,87(
— — — — 6,431
59,69t 23,44¢ 26,22( 7,235 10,52¢
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Item 7. Managemen's Discussion and Analysis of Financial Condition drResults of Operation

The following discussion also should be read injwaction with the Consolidated Financial Statemeantd notes thereto.

Overview

Insmed Incorporated is a biopharmaceutical compacysed on the development and commercializatiairds for the treatment of
metabolic diseases and endocrine disorders. Weeatnate our efforts on treatments of conditionsiiche markets with unmet medical
needs. Currently, our development activities inealvugs that modulate IGF-1 activity in the humadyb Our lead product, IPLEX™
(mecasermin rinfabate [rDNA origin] injection), thaly once-daily IGF-1 replacement therapy, hasitsgmproved for commercial sale by the
FDA, and we are in the process of establishingsaiegs and marketing team to commence commercesd slPLEX in the United States in
the second quarter of 2006. Our development effogsiow focused on expanding the label for IPLEDS bther clinical indications where
we have proof of concept for IGF-1 therapy. In &iddi we are developing two other drug candiddtéSM-18 and rhIGFBP-3, which are in
clinical development for treating cancer.

On December 12, 2005, the FDA approved IPLEX fertteatment of growth failure in children with sey®rimary IGF-1 deficiency
or with growth hormone gene deletion who have desedl neutralizing antibodies to growth hormone éewrimary IGFD). As an Orphan
Drug, IPLEX is entitled to seven years of marketixglusivity for the treatment of Severe Primarf5in the United States.

We are preparing to commercially launch IPLEX ie thnited States for the treatment of Severe Pri@RD. The initial target
population is approximately 6,000 children. Thelsiédcen are cared for primarily by pediatric endootogists and we plan to initially target
the top 400 pediatric endocrinologists with our decused specialty sales force. We have alreadyld@rmanagement team for our sales,
marketing, medical communications and managedgrangps that will bring IPLEX to the market. IPLEXa$ha therapeutic profile that we
believe will make it a commercial success. Our plfam 2006 include:

»  Fully commercialize and market IPLEX for the treatthof Severe Primary IGFI

« Initiate clinical trials to expand IPLEX into adidibal niche indications

* Ramp up manufacturing capability in support of 28067 commercialization of IPLE)

» Establish commercial activities consistent with FBgproval proces:

e Capitalize through debt/equity and partnership feesustain 2006/2007 operatio

» Establish a partner or partners outside the UrSodo products; an

» Aggressively defend patent lawsuits and otherdtimn in the United States and United Kingdt

We have not been profitable and have accumulatécitdeof approximately $254.7 million through Dexber 31, 2005. We expect to
incur significant additional losses for at least trext several years until such time as sufficieménues are generated to offset expenses. In

general, our expenditures may increase as develapoheur product candidates progresses. Howelreretwill be fluctuations from period
to period caused by differences in project costarired at each stage of development.

With the approval of our first drug product, IPLEy the treatment of Severe Primary IGFD on Decenil2, 2005 we estimate the |
cost of bringing this drug to market to be $270liomil. The full cost and completion dates, througmeercialization, of our non-IPLEX
research and development projects, INSM-18 and#BF53, cannot be estimated at this time.
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Research and Development Activities

We are engaged in the research and developmenvpdged drug products for the treatment of metalsiieases and endocrine
disorders. All of our research and development edjteres, whether conducted by our own staff oekigrnal scientists on our behalf and at
our expense, are recorded as expenses as incadedreounted to approximately $128 million dollassthe period since inception, in
November 1999, through December 31, 2005, and $iomi$23 million and $22 million in the years eediDecember 31, 2003, 2004 ¢
2005. Research and development expenses consigtribyi of salaries and related expenses, costeveldp and manufacture products and
amounts paid to contract research organizatiorspitads and laboratories for the provision of segiand materials for drug development
clinical trials.

Our leading product, IPLEX, was approved in Decen@®5 for the treatment of Severe Primary IGFILHR has also been granted
Orphan Drug Designation for the treatment of Se®rmmary IGFD indication and other indications. Stamtially all of our research and
development expenditures for fiscal 2004 and 2Q08been related to IPLEX.

Our research and development efforts for otheryrtsdare in their early stages and include pripaetearch and development
regarding rhIGFBP-3 for the treatment of variouscgas and INSM-18 for the treatment of various ttsndhese products are either in
preclinical stages or, Phase | and Il clinicallgridll of our research and development expendiuetated to these early-stage products and
our efforts associated with IPLEX are significaritijerrelated as they are all associated with dthhigsmodulate IGF-I activity in the human
body. A significant finding in any one drug for arficular indication may provide benefits to oufoes across all of these products. All of
these products also share a substantial amounirafoonmon fixed costs such as salaries, facilistgautilities and maintenance. Given the
small portion of research and development expeths¢sre related to products other than IPLEX weeshdetermined that very limited
benefits would be obtained from implementing coetking systems that would be necessary to allowedst information on a product-by-
product basis.

In the near term, Insmed intends to focus substifintll of its research and development resouatethe expansion of IPLEX into ott
indications. Our plans to expand IPLEX into addiibindications are expected to represent our megearch and development focus
beginning in 2006. Our thrust to develop our otey-stage products will continue but we expeosthefforts to account for a much smaller
portion of Insmeds research and development expenditures. Theseatssi are based on currently available informadiwh due to a numb
of factors, no assurance can be provided thaptiojgct will not take longer to complete or costrenthan we have currently estimated.

Our clinical trials with respect to IPLEX are suttjéo numerous risks and uncertainties that arsideriof our control, including the
possibility that necessary regulatory approvals maybe obtained. For example, the duration anddisé of clinical trials may vary
significantly over the life of a project as a rasafldifferences arising during the clinical trfalotocol, including, among others, the following:

» the number of patients that ultimately participatéhe trial;
» the duration of patient follo-up that is determined to be appropriate in viewestilts;
» the number of clinical sites included in the trj

the length of time required to enroll suitable patisubjects; an
» the efficacy and safety profile of the product ddate.
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Our clinical trials may also be subject to delaysajections based on our inability to enroll patgeat the rate that we expect or our inabilit
produce clinical trial material in sufficient quéaigs and of sufficient quality to meet the schediar our planned clinical trials.

Moreover, all of our product candidates and palgidy those that are in the preclinical or earlicial trial stage must overcome
significant regulatory, technological, manufactgrend marketing challenges before they can be ssfidly commercialized. Some of these
projects may never reach the clinical trial stafyjeesearch and development. As preclinical studiesclinical trials progress, we may
determine that collaborative relationships willnezessary to help us further develop or to comrakzeiour product candidates, but such
relationships may be difficult or impossible toaarge. Our projects or intended projects may alssubgct to change from time to time as we
evaluate our research and development prioritidsaamilable resources.

Any significant delays that occur or additional erpes that we incur may have a material adversetash our financial position and
require us to raise additional capital sooner daiger amounts than is presently expected. Intiatglias a result of the risks and uncertainties
related to the development and approval of our dauglidates and the additional uncertainties relet@ur ability to market and sell these
products once approved for commercial sale, weiaable to provide a meaningful prediction regardhmegperiod in which material net cash
inflows from any of these projects are expectedecome available.

Results of Operations
Year Ended December 31, 2005 compared to Year Hddeember 31, 2004

For the year ended December 31, 2005, we recordetllass of $40.9 million. Research and develofiragpenses (which consist
primarily of costs associated with clinical tri@mfsour product candidates, including the costs ahofacturing, compensation and other
expenses related to research and development petsomd facilities expenses) decreased $1.4 mifimm $23.3 million in 2004 to $21.9
million in 2005. This decrease in spending resultedch a winding-down of our clinical trials prograoffset by an increase in manufacturing
activity at our ITP facility.

General and administrative expenses increasedn§ilién from $4.2 million for 2004 to $5.7 milliofor 2005. The increase was due to
higher external service and personnel costs in@tm our business. Revenues decreased $6,000%t3m,000 in 2004 to $131,000 in 2005
due to a slight decline in royalties.

We recorded $14.2 million in interest expense liertivelve months ended December 31, 2005 as & céshe March 15, 2005
convertible notes financing. Of this amount $13illiom was non-cash as a result of the acceleratedrtization of the debt discount as a
result of the conversion of notes to common stocthé 3?and 4" quarters of 2005. $5.0 million of unamortized deistount remained in
long-term liabilities on our balance sheet andxijgeeted to be amortized over the remaining liféhefnotes.

As of December 31, 2005, cash and cash equivaleresased to $18.8 million from $9.2 million at @eaber 31, 2004. As a result of a
higher average cash balance and higher interest 2005 compared to 2004, interest income iset&530,000 from $222,000 in 2004 to
$752,000 in 2005.

Accounts payable and accrued project costs and otls¢s decreased $0.5 million from $3.5 millioDacember 31, 2004 to $3.0
million at December 31, 2005 as a result of de@@adinical and manufacturing activity. $1.6 mitliof accrued project costs and other costs
related to a duplicate deposit of warrant exerais@ey received that was returned by the compadgmuary 2006. Stockholders’ equity
increased $3.3 million mainly as a result of thevestible notes financing on March 15, 2005 in whilse company received net proceeds of
$32.6 million. This was offset by the net losstie year of $40.9 million. The accumulated defidiDecember 31, 2005 increased to
approximately $254.7 million due to our 2005 nesslof $40.9 million.
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Year Ended December 31, 2004 compared to Year Hddeember 31, 2003

For the year ended December 31, 2004, we recordetllass of $27.2 million. Research and develofiragpenses (which consist
primarily of costs associated with clinical tri@mfsour product candidates, including the costs ahofacturing, compensation and other
expenses related to research and development petsamd facilities expenses) increased $16.2 mififom $7.1 million in 2003 to $23.3
million in 2004. This rise in spending resultednfra broader clinical trials program and an increaseanufacturing activity at our ITP
facility and at our contract manufacturer Avecigptoduce IPLEX for our clinical trials,

General and administrative expenses increased$i0i@n from $3.5 million for 2003 to $4.2 milliofor 2004. The increase was due to
higher external service and personnel costs in@tjm our business. Revenues decreased $13,000%t%0,000 in 2003 to $137,000 in
2004 due to a slight decline in royalties.

As of December 31, 2004, cash and cash equivalecteased to $9.2 million from $29.5 million at BPetder 31, 2003. As a result of a
lower average cash balance and lower interest @304 compared to 2003, net interest incomeeadesad $66,000 from $288,000 in 200
$222,000 million in 2004.

Accounts payable and accrued project costs incde®&d million from $2.4 million at December 31,080to $3.5 million at
December 31, 2004 as a result of increased cliaisdlmanufacturing activity. Stockholders’ equigcteased $19.0 million mainly as a result
of the net loss for 2004 of $27.2 million beingtgly offset by approximately $8.0 million in nptoceeds received in connection with a
private placement of our common stock on Novemb@084. The accumulated deficit at December 31420€reased to approximately
$213.7 million due to our 2004 net loss of $27.Hiam.

Liquidity and Capital Resources

There is considerable time and cost associateddeikloping a potential drug or pharmaceutical pobdo the point where FDA
approval for sales is received. In our financiahagement, we seek to raise the funds necessasydbrdevelopment primarily through the
issuance of equity securities in private placemamsactions. However, it is our intention to persdditional financing options, including
entering into agreements with corporate partnemsdier to provide milestone payments, license éebequity investments.

Capital Requirements

Capital expenditures in the year ended Decembe2(15 were principally related to the research@eklopment, increased clinical
trial activity and manufacturing activities at aite in Boulder, Colorado, as well as administ&support activities. In the shagrm, we wil
need to raise substantial additional funds to comtithe commercialization and marketing of IPLEXtHe longer-term, we will require
substantial additional funds for the continued digwaent of our other lead drug products. We haleel fa shelf registration statement with
SEC that allows us to sell up to $75,000,000 ofasmimon stock, preferred stock or warrants for comr preferred stock. We may sell
these securities in one or more separate offeimgmounts, at prices and on terms to be deternah#éte time of such offer or offerings. T
shelf registration statement is intended to givélexsbility to take advantage of financing opparities when and if deemed appropriate by
Our continuation as a going concern depends omloility to obtain such additional financing andjmkbtely, to generate positive cash flow
and attain profitability. There can be no assurahatadequate funds will be available when we ribeth or on favorable terms. If at any
time we are unable to obtain sufficient additiciualds, we will be required to delay, restrict dméhate some or all of our research or
development programs, dispose of assets or teayolocease operations.

The registered public accounting firm report to audited financial statements for the period eridedember 31, 2005, indicates that
there are a number of conditions that raise subiatatoubt about our ability to continue as a godegicern. Such conditions identified in the
report are our net loss position, our failure taiatprofitable operations and our dependence wbbtaining adequate financing.

47



Table of Contents

Planned expenditures in 2006 include the fundingusfongoing research and development activityh sscmanufacturing and clinical
trial costs, general and administrative supportcpkis commercialization efforts associated with BDA approved drug, IPLEX.

Capital Resources

We have funded our operations to date primarilgdlgh public and private placements of equity sé¢iestiWe plan to continue
incurring losses as we expand our research andagement and do not expect material revenues ftmaat the next several years. At
December 31, 2005, our cash and cash investmenésapproximately $18.8 million and were investednioney market instruments. This is
an increase from $9.2 million at December 31, 2894 result of the Convertible Notes financing dbed below.

On March 15, 2005 (the Initial Closing Date), weuied and sold approximately $35,000,000 aggregateifpal amount of 5.5% Senior
Convertible Notes (the Notes) to a group of insitittal investors, which Notes will be convertibigd our common stock, par value $0.01 per
share, and Warrants to purchase 14,864,865 shiaoeis common stock (the Warrants), at an exercigee f $1.36 per share. The Notes will
convert into the Company’s Common Stock at a casiwarprice of $1.295 per share as adjusted in dec@e with certain anti-dilution
adjustments (the Conversion Price). The principaazh Note will mature and be payable in nine tgubrinstallments commencing on
March 1, 2008 and ending on March 1, 2010. All tartding Notes shall be repaid in cash or conve&itiuin five years after the Initial
Closing Date. Interest on the Notes is payabletgdgr Upon conversion of the Notes, the relatectiaed and unpaid interest, if any, shall be
paid in cash to the investor. The Warrants arecisalle for five years from the Initial Closing BaCommencing two years after the Initial
Closing Date, if the market value of our commorcktdoses above 200% of the Conversion Price fteat fifteen of twenty consecutive
trading days and other specific criteria are metsiall have the right on one occasion only toesdB0% or more (on a pro rata basis) of the
Notes at par, plus any related accrued intered.ififestors have the right to require us to repaselthe Notes upon the occurrence of ce
repurchase events set forth in the transactioreaggats, including, but not limited to, the absesicgading or market prices, delisting, a
fundamental change or certain actions that disodtei against the investors in regards to theiréstdan the common stock. The investors
shall also have a right of participation in anyufiet financings undertaken by us prior to March2(8)6, which will permit the investors to
purchase up to such portion of any subsequentyequiquity-linked financing, on the same terms aodditions as the other parties in the
financing, as shall enable each investor to mairitaiownership percentage of the Company on g-fliluted basis at such time.

Our business strategy contemplates raising additicapital through equity sales. We also plan terinto agreements with corporate
partners in order to fund research and developrm@hto provide milestone payments, license feesandy investments to fund our
operations.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangemieat$iive or are reasonably likely to have a cueifiture effect on our financial
condition, revenues or expenses, results of opargtiiquidity, capital expenditures or capitalaeses that we believe is material to
investors.
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Contractual Obligations
We are obligated to make future payments undeowuaréontracts as set forth below:

Payments Due by Years
(in thousands)

2007 -

Contractual Obligations Total 2006 2009 2010
(in thousands)

Long term debt (1 $13,47: $ 62¢ $11,55¢ $1,28¢

Operating lease obligatiol 1,46( 1,001 45¢ —

Asset retirement obligatior 2,10( — 2,10( —

$17,03: $1,63C $14,14¢ $1,28¢

(1) Long-term debt obligations reflect the futunéerest and principal payments of the Company’vedible notes outstanding as of
December 31, 2005. These notes become due in duanstallments beginning on March 8, 2008 if wonverted to common shares at
an earlier date

Critical Accounting Policies

Preparation of financial statements requires usake estimates and assumptions affecting the egbarhounts of assets, liabilities,
revenues and expenses and the disclosures of gentiassets and liabilities. We use our histoegplerience and other relevant factors when
developing our estimates and assumptions. We amiljnevaluate these estimates and assumptionsaddminting policies discussed below
are those we consider critical to an understandfraur consolidated financial statements becausie #ipplication places the most significant
demands on our judgment. Our financial results migive been different if different assumptions hadn used or other conditions had
prevailed. For additional accounting policies, Be¢e 1 to our consolidated financial statement®estription of the Business and Summary
of Significant Accounting Policies”

Research and Development

Research and development costs are expensed athdResearch and development expenses consisryi of salaries and related
expenses, cost to develop and manufacture procaatesyt protection costs and amounts paid to contegearch organizations, hospitals and
laboratories for the provision of services and mal®for drug development and clinical trials. \@ not have separate accounting policie
internal or external research and development andawnot conduct any research and developmenttiers Our expenses related to clinical
trials are based on estimates of the serviceswed@ind efforts expended pursuant to contractstiitt party organizations that conduct and
manage clinical trials on our behalf. These comgraet forth the scope of work to be completedfateal fee or amount per patient enrolled.
Payments under these contracts depend on perfoencaiteria such as the successful enroliment aéptst or the completion of clinical trial
milestones. Expenses are accrued based on codtanteunts applied to the level of patient enrollb@erd to activity according to the clini
trial protocol.

Our expenses relating to contract manufacturinginical material are based on agreements reacltedive contract manufacturer. T
contract identifies the amount of clinical matet@be manufactured, the time for manufacture,@hdr development work to be completed
in supporting the manufacturing of the clinical erél. In general, the contract and the work tatpleted are in phases, and we accrue
expenses for these contracts based upon theimitiand timing of each phase.

Stock-Based Compensation

We recognize expense for stock-based compensatiaccbrdance with the provisions of Accounting Eiptes Board Opinion No. 25,
Accounting for Stock Issued to Employ, and related interpretations.
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Accordingly, compensation cost is recognized ferecess, if any, of the estimated fair value efdtock at the grant date over the exercise
price. Disclosures regarding alternative fair valueasurement and recognition methods prescribédriancial Accounting Standards Board
(“FASB”) Statement No. 123Accounting for Stock-Based Compensatamamended by FASB Statement No. JX&;ounting for Stock-
Based Compensatic— Transition and Disclosurgare presented in Notes 1 and 2. The fair valuéhfesse awards was estimated at the date of
grant using the Black-Scholes pricing method assgraiweighted average volatility, a risk-free ierrate, no dividends, and a weighted-
average expected life of the option.

Stock options granted to non-employees are accddatén accordance with the Emerging Issues Taskéd-(EITF) 96-18Accounting
for Equity Instruments that are issued to Othemtiianployees for Acquiring, or in Conjunction withlliig Goods or Service. Accordingly,
the estimated fair value of the equity instrumsnteicorded on the earlier of the performance comaiit date or the date the services reqt
are completed.

ltem 7a. Quantitative and Qualitative Disclosures about MarkRisk

We invest excess cash in investment grade, intbegging securities and, at December 31, 20053888 million invested in money
market instruments. Such investments are subjantacest rate and credit risk. Our policy of intieg in highly rated securities whose
maturities at December 31, 2005, are all less $amonths minimizes such risks. In addition, whileypdthetical 1.0% per annum decreas
market interest rates would reduce interest incon®8005, it would not result in a loss of the pipa and the decline in interest income
would be deemed immaterial. Our purpose in makilege investments is to generate investment income.

We currently do not transact any significant partad our business in functional currencies othantthe United States dollar. To the
extent that we continue to transact its businesgjube United States dollar as our functional enay, we do not believe that the fluctuations
in foreign currency exchange rates will have a migtadverse effect on our results of operations.

Item 8. Financial Statements and Supplementary Dz
The information required by Item 8 is set forthpages F-1 to F-13.

Item 9. Changes in and Disagreements with Accountants orcéunting and Financial Disclosure
None.
Item 9a. Controls and Procedure

Disclosure Controls and Procedures

Based on their evaluation, as of December 31, 20@med Incorporated’s Chief Executive Officer drihcipal Financial Officer have
concluded that Insmed Incorporated’s disclosurdrotsiand procedures (as defined in Rules 13a-#5(é)15d-15(e) under the Securities
Exchange Act of 1934, as amended) are effective.

Management’s Report on Internal Control Over Finarad Reporting

The management of Insmed Incorporated is respanfiblestablishing and maintaining adequate interoatrol over financial
reporting (as defined in Rules 13a-15(f) and 15¢)1der the Securities Exchange Act of 1934,rasreded). Insmed Incorporatsdhterna
control over financial reporting was designed tovile reasonable assurance to Insmed Incorporateaiisgement and board of directors
regarding the reliability of financial reportingathe preparation of financial statements for exdepurposes in accordance with generally
accepted accounting principles.
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Insmed Incorporated’s management assessed théiedfezss of Insmed Incorporated’s internal convradr financial reporting as of
December 31, 2005 based on the criteria set fgrthhd Committee of Sponsoring Organizations offtreadway Commission (COSO) in
Internal Control— Integrated FrameworkManagement’s assessment included an evaluatitheafesign of Insmed Incorporated’s internal
control over financial reporting and testing of tperational effectiveness of Insmed Incorporatetternal control over financial reporting.
Based on this assessment, Insmed Incorporated’agearent concluded that, as of December 31, 208B\dd Incorporated’internal contrc
over financial reporting was effective.

Ernst & Young LLP, an independent registered pusaticounting firm, has issued an audit report onagament assessment of Insn
Incorporated’s internal control over financial refotg. The report of Ernst & Young LLP is containedtem 8 of this Annual Report on
Form 10-K.

There have been no changes in Insmed Incorporatgdimal control over financial reporting that aced during the three months
ended December 31, 2005 that have materially &ffectr are reasonably likely to materially affettch internal control over financial
reporting.

Item 9b. Other Information
None.
PART Il
Item 10. Directors and Executive Officers of the Registrs

The information presented under the captions “Nemd;’ “Directors Whose Terms Expire at the 2006 vattMeeting (Class IlI
Directors),” “Directors Whose Terms Expire at tt@2 Annual Meeting (Class | Directors),” “Executi@éficers (other than those who are
also Directors.” “Section 16(a) Beneficial OwnepsReporting Compliance” and “Meetings of the Boandl its Committees — Audit
Committee” of the Company’s definitive Proxy Statrhfor the 2006 Annual Meeting of Shareholders (8006 Proxy Statement”) is
incorporated herein by reference. Such 2006 Proate®ent will be filed with the Securities and Easge Commission in April 2006.

We have adopted a Code of Business Conduct andsHtiat applies to all of our directors, officersl@mployees (including our
President and Chief Executive Officer and our CRiefaincial Officer) and have posted the Code ofiflags Conduct and Ethics on our
website. We intend to satisfy the disclosure rezqa&nt under Iltem 10 of Form 8-K relating to amenck®é or waivers from any provision
of our Code of Business Conduct and Ethics apgictbour President and Chief Executive Officer and Treasurer and Controller by
posting this information on our website. Our Inttrwebsite address is www.insmed.com. The infolwnatin our website is not, and shall
be deemed to be, part of this report or incorpdratt any other filings we make with the Secusitéend Exchange Commission.

ltem 11. Executive Compensatio

The information presented under the captions “EtreeDfficer Compensation” and “Director Compeneatiof the 2006 Proxy
Statement is incorporated herein by reference.

item 12, Security Ownership of Certain Beneficial Owners aianagement and Related Stockholder Mattt

The information presented under the captions “Stakership” and “Equity Compensation Plan Inforrmoatiof the 2006 Proxy
Statement is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactio

The information presented under the caption “Cerelationships and Related Transactions” of tH#Z®roxy Statement is
incorporated herein by reference.
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Item 14. Principal Accountant Fees and Servict

The information presented under the captions “IRegd to Ernst & Young LLP” and “Audit Committee PAg@proval Policy” of the
Audit Committee Report included in the 2006 Proxgt&ment is incorporated herein by reference.

PART IV

Item 15. Exhibits and Financial Statement Scheduls
(@) Documents filed as part of this repc
1. FINANCIAL STATEMENTS . The following consolidated financial statemeritthe Company are set forth herein,
beginning on page-1.:
() Reports of Ernst & Young LLP, Independent Registd?ablic Accounting Firn
(il Consolidated Balance Shee
(iii) Consolidated Statements of Operatic
(iv) Consolidated Statements of Stockhol’ Equity.
(v) Consolidated Statements of Cash Flo
(vi) Notes to Consolidated Financial Stateme

2. FINANCIAL STATEMENT SCHEDULES.
None required.

3. EXHIBITS.

The exhibits that are required to be filed or ipmyated by reference herein are listed in the Bxhibdex. Exhibits
10.1, 10.2, 10.14 and 10.16 constitute managenuetitacts or compensatory plans or arrangementsreguo be filed as
exhibits hereto.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the Regyisthas duly caused this report to
be signed on its behalf by the undersigned, theéoedmly authorized in the City of Richmond, Commaalth of Virginia, on the 3 day of
March, 2006.

| NSMED | NCORPORATED
a Virginia corporation
(Registrant’

By: /s/ GEOFFREYA LLAN
Geoffrey Allan, Ph.D.
Chairman of the Board, President and Chief
Executive Officer (Principal Executive Office

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on
behalf of the Registrant and in the capacitiescagid on the 3 day of March, 2006.

Signature Title
/s/ GEOFFREYA LLAN Chairman of the Board, President and Chief Exeeufifficer
Geoffrey Allan, Ph.D. (Principal Executive Officer
/sl KEVINP. TuLLY EVP, Chief Financial Officer
Kevin P. Tully
/s/ KENNETHG. CONDON Director

Kenneth G. Condon

/'s/ GRAHAM K. C ROOKE Director
Graham K. Crooke, MB.BS

/'s/ STEINARJ. ENGELSEN Director
Steinar J. Engelsen, M.D.

/'s/  MELVIN SHAROKY Director
Melvin Sharoky, M.D.

/s/ RANDALL W. W HITCOMB Director
Randall W. Whitcomb, M.D.
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Report of Independent Registered Public Accounfinm

The Board of Directors and Stockholders
Insmed Incorporated

We have audited the accompanying consolidated balsimeets of Insmed, Incorporated (the “Company§fddbecember 31, 2005 and
2004, and the related consolidated statementsaratipns, stockholders’ equity, and cash flowsefach of the three years in the period ended
December 31, 2005. These financial statementharsesponsibility of the Company’s management. i@sponsibility is to express an
opinion on these financial statements based omodits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBioUnited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindmecial statements are free of material
misstatement. An audit includes examining, on tldasis, evidence supporting the amounts and disads in the financial statements. An
audit also includes assessing the accounting ptegused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢consolidated financial position of
Insmed Incorporated at December 31, 2005 and 20@#ithe consolidated results of its operationsitsnchsh flows for each of the three
years in the period ended December 31, 2005, ifocmity with U.S. generally accepted accountingipiples.

The accompanying financial statements have begraprd assuming that Insmed Incorporated will cagtias a going concern. As
more fully described in Note 2, the Company hasiired recurring operating losses and has a netatagificiency. These conditions raise
substantial doubt about the Company'’s ability tottme as a going concern. Managemeptans in regard to these matters are also desl
in Note 2. The financial statements do not incladg adjustments to reflect the possible futureat$fen the recoverability and classification
of assets or the amounts and classification ofliieds that may result from the outcome of thiartainty.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@nited States), the
effectiveness of Insmed Incorporated’s internalticdrover financial reporting as of December 31020based on criteria established in
Internal Control-Integrated Framework issued byGmenmittee of Sponsoring Organizations of the TesdCommission and our report
dated February 10, 2006 expressed an unqualifisdoopthereon.

/sl Ernst & Young LLI
Richmond, Virginia
February 10, 2006,

except for Note 10 as to
which the date is February 28, 2006
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Report of Independent Registered Public Accounfinm
on Internal Control over Financial Reporting

The Board of Directors and Stockholders
Insmed Inc.

We have audited management’s assessment, inclodked accompanying “Report of Management on Instedrporated’s Internal
Control over Financial Reporting”, that Insmed Irparated maintained effective internal control ofieancial reporting as of December 31,
2005, based on criteria established in “Internait@d—Integrated Framework” issued by the Commitie&ponsoring Organizations of the
Treadway Commission (the COSO criteria). Insmediporated’s management is responsible for maintgieffective internal control over
financial reporting and for its assessment of fifrecéiveness of internal control over financial oefing. Our responsibility is to express an
opinion on management’'s assessment and an opinitimreceffectiveness of the Company’s internal adriver financial reporting based on
our audit.

We conducted our audit in accordance with the stadwdof the Public Company Accounting Oversightri8q@nited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whetheatigianternal control over financial
reporting was maintained in all material respe®is: audit included obtaining an understanding térimal control over financial reporting,
evaluating management’s assessment, testing ahdaéiag the design and operating effectivenessteirnal control, and performing such
other procedures as we considered necessary airthenstances. We believe that our audit providesaaonable basis for our opinion.

A company'’s internal control over financial repogiis a process designed to provide reasonablesamssuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttiegenerally accepted accounting
principles. A company'’s internal control over fircéal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainly reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financétkestents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and @jde reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companygseds that could have a material effect on then@iizé statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdeqaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

In our opinion, management’s assessment that In$noedporated maintained effective internal contreér financial reporting as of
December 31, 2005, is fairly stated, in all mategapects, based on the COSO criteria. Also, mopinion, Insmed Incorporated maintained,
in all material respects, effective internal cohtreer financial reporting as of December 31, 20f¥sed on the COSO criteria.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@nited States), the
consolidated balance sheets of Insmed Incorporatedf December 31, 2005 and 2004, and the retatesblidated statements of operations,
stockholders’ equity and cash flows for the threarg in the period ended December 31, 2005, anceport dated February 10, 2006, except
for Note 10 as to which the date is February 2862&pressed an unqualified opinion thereon.

/sl Ernst & Young LLP

Richmond, Virginia
February 10, 2006
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INSMED INCORPORATED

CONSOLIDATED BALANCE SHEETS
(in thousands)

Assets
Current asset:
Cash and cash equivalel
Restricted cas
Other current asse
Total current asse
Long-term assets
Restricted cas—long term
Deferred financing costs, n
Property and equipment, r
Total lon¢-term asset
Total asset

Liabilities and stockholders’ equity

Current liabilities:

Accounts payabl

Accrued project costs & oth

Payroll liabilities

Interest payabl

Restructuring resen
Total current liabilities
Long-term liabilities:

Convertible deb

Debt discoun

Net convertible dek

Asset retirement obligatic

Restructuring reser-long-term portion
Total liabilities

Stockholder' equity:

Common stock; $.01 par value; authorized share0B00000; issued and outstanding shares,

66,525,792 in 2005 and 44,893,496 in 2
Additional capital
Accumulated defici

Net stockholder equity
Total liabilities and stockholde’ equity

See accompanying notes.
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December 31

2005

$ 18,83t
28t
83

19,20:

3,11¢
532
__1r
3,661

$ 22387

$ 96¢
1,99(
1,57¢

52

28¢€

4,87C

11,43¢

(5,007
6,431
1,03«

12,34!

66%
264,52.

(254,659
10,52¢

$ 22,87(

December 31
2004

$ 9,227
28t
174

9,681

3,30¢

o
3,33(

$ 2,621
884
1,18:

36C
5,04¢

44z
28E
5,77¢

44¢
220,51!

(213,729
7,23t

$ 13,01
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INSMED INCORPORATED

CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

Year Ended
December 31,
2005 2004 2003
Revenue: $ 131 $ 137 $ 15C
Operating expense
Research and developmt 21,83t 23,26( 7,14(
General and administrati 5,73( 4,24z 3,59¢
Total operating expens 27,56: 27,50: 10,73¢
Operating los! (27,43¢) (27,36%) (10,58¢)
Interest incom 752 222 28¢
Interest expens (14,24°) (60) —
Net loss $(40,929)  $(27,207)  $(10,299
Basic and diluted net loss per sh $ (08 $ (069 $ (0.29
Shares used in computing basic and diluted netdesshar 48,74 39,16( 35,60(

See accompanying notes.
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INSMED INCORPORATED

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
YEARS ENDED DECEMBER 31, 2005, 2004, AND 2003
(in thousands, except share amounts)

Accumulated
Other

Common Accumulated Comprehensive
Additional
Stock Capital Deficit Income (Loss) Total

Balance at December 31, 20C $ 332 $199,34- $(176,22) — $ 23,44¢
Issuance of 53,171 shares of common stock uporisresf

stock options 1 53 — — 54
Issuance of 36,439 shares of common stock from &yegl

Stock Purchase Pl: — 27 — — 27
Issuance of 5,146,846 shares of common stock &4, D46

warrants for cash, net of offering costs of $973, 51 12,87: — — 12,92:
Recognition of stock compensation expense for dtarsts 1 11¢ — — 11¢
Stock repurchase from Taish Q) (52 (53
Comprehensive earning
Net loss and comprehensive I — — (10,299 — (10,299
Balance at December 31, 20C 384 212,36: (186,526 — 26,22(
Issuance of 6,091 shares of common stock upon iegas€ stocl

options — 3 — — 3
Issuance of 36,860 shares of common stock from &yepl

Stock Purchase Pl: — 69 — — 69
Issuance of 6,455,551 shares of common stock &2¥ 3,75

warrants for cash, net of offering costs of $602, 65 8,04¢ — — 8,11:
Recognition of stock compensation expense for dtarsts 33 — — 33
Comprehensive earning
Net loss and comprehensive I« — — (27,207) — (27,207)
Balance at December 31, 2004 44¢ 220,51! (213,729 — 7,23¢
Issuance of 163,322 shares of common stock upacisgeof

stock options 2 131 — — 13z
Issuance of 169,823 shares of common stock froml&rap

Stock Purchase Pl: 2 14C — — 14z
Issuance of 18,287,848 shares of common stock cpoversior

of notes 182 23,50( — — 23,68:
Issuance of 3,011,303 shares of common stock upentise of

warrants 30 4,19¢ — — 4,22°¢
Recognition of debt discount in conjunction witeuance of $3

million of convertible notes net of offering cost

$2,428,00( — 15,99 — — 15,99
Recognition of stock acceleration expense for eygse — 15 — — 15
Recognition of stock compensation expense for dtarss — 84 — — 33
Comprehensive earning
Net loss and comprehensive I« — — (40,929 — (40,929
Balance at December 31, 20C $ 66F $264,52. $ (254,659 — $ 10,52¢

See accompanying notes.
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INSMED INCORPORATED

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Operating activities
Net loss
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic
Non-cash stock acceleratic
Stock options issued for servic
Changes in operating assets and liabilit
Due from Taisho Pharmaceutical Co., L
Other asset
Accounts payabl
Accrued project cost
Payroll liabilities
Restructuring resen
Asset retirement obligatic
Interest payabl
Net cash used in operating activit
Financing activities
Proceeds from issuance of convertible debt withdweible stock warran
Proceeds from issuance of common sl
Costs incurred in conjunction with issuance of ¢
Cash restricted to restricted letters of cn
Net cash provided by (used in) financing activi
Increase (decrease) in cash and cash equiv:
Cash and cash equivalents at beginning of pe
Cash and cash equivalents at end of pe

Supplemental informatia
Cash paid for intere:

See accompanying notes.
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Year Ended December 31

2005 2004 2003
$(40,929  $(27,209  $(10,299
12,89’ 34 96
15 —
33 33 11¢
19¢
91 51 39¢
(1,659 1,961 (281)
1,10¢ (869) (536)
391 97¢ (159)
(35¢) (335) (29¢)
591 44: —
52 — _
(27,765  (24,90) (10,769
35,00( — 12,95:
4,621 8,18t —
(2,429) — —
18E (3,589) —
37,37¢ 4,597 12,95;
9,61¢ (20,309 2,18¢
9,22: 29,52t 27,33
$18,83F $ 922  $295%
$ 1,10 — —
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INSMED INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Description of the Business and Summary of @iificant Accounting Policies

Insmed Incorporated (“Insmed” or “the Company”aibiopharmaceutical company focused on the devedapand commercialization
of drugs for the treatment of metabolic diseaseseatiocrine disorders in niche markets with unmedical needs. Currently, our
development and commercial activities involve drtigg modulate IGF-1 activity in the human bodyr ®DA-approved lead product,
IPLEX (mecasermin rinfabate [rDNA origin] injectipris the only once-daily IGF-1 replacement therdpy EX was approved in December
2005 and we are in the process of establishingales and marketing team to commence commerces gathe United States in the second
quarter of 2006. Our development efforts are nosused on expanding the label for IPLEX into addisibclinical indications. In addition, v
are continuing clinical trials for two other drugndidates, INSM-18 and rhIGFBP-3, which are inichhdevelopment for the treatment of
cancer.

Principles of Consolidation

The consolidated financial statements include tu®ants of the Company and its wholly-owned subsiés, Insmed Therapeutic
Proteins, Insmed Pharmaceuticals, IncorporatedCatitix Pharmaceuticals, Incorporated (“CeltrixA)l significant intercompany balances
and transactions have been eliminated.

Cash and Cash Equivalents
The Company considers investments with maturittehree months or less when purchased to be cashatents.

On April 14, 2004 the Company announced that itéaglired a lease to operate a recombinant protaimufacturing facility located in
Boulder, Colorado. The Company intends to usedhbd#itfy for the commercial manufacture of its FDppsoved product, IPLEX. Insmed
provided a Letter of Credit to the landlord of Beulder facility in the amount of $1.3 million fprepayment of the outstanding lease term of
4 years and a Letter of Credit to Baxter Health€weporation for $2.1 million to cover facility resation expenses on termination of the
lease. These amounts are classified as restriatddan the balance sheet. In connection with theeafentioned lease the Company has
recorded an asset retirement obligation. Accretiqrense for the years ended December 31, 2005084dta8taled $0.6 million and
$0.4 million respectively.

Property and Equipment

Depreciation is provided using the straight-linetimoel over periods ranging from three to seven yd&aperty and equipment is stated
at cost and consists of the following:

December 31,

2005 2004

(in thousands)
Furniture and office equipme $ 511 $ 511
511 511
Accumulated depreciatic (499) (484)
Property and equipment, r $ 17 $ 27

Fair Value of Financial Instruments

The Company considers the recorded cost of casleasidequivalents, accounts payable, and accryehsas to approximate the fair
value of the respective assets and liabilitiesetdmnber 31, 2005 and 2004 due
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to the short-term maturities of these financiatnmsients. The carrying value of the net convertd#bt is $6.4 million which approximates
fair value. This is calculated using the intring&due of the conversion feature.

Stock-Based Compensation

The Company recognizes expense for stock-basedamsation in accordance with the provisions of Actimg Principles Board
Opinion No. 25Accounting for Stock Issued to Employeasd related interpretations. Accordingly, compgios cost is recognized for the
excess, if any, of the estimated fair value ofdtuek at the grant date over the exercise priceclB$ures regarding alternative fair value
measurement and recognition methods prescribednaynéial Accounting Standards Board (“FASB”) StageiNo. 123Accounting for
Stock-Based Compensati@me presented below. Stock options granted to ngpleyees are accounted for in accordance with BIGH8,
Accounting for Equity Instruments that are issue@®ther than Employees for Acquiring, or in Conjiorie with Selling Goods or Servic.
Accordingly, the estimated fair value of the equitgtrument is recorded on the earlier of the perimce commitment date or the date the
services required are completed.

In accordance with FASB Statement No. 148¢ounting for Stock-Based Compensation—Transéti@hDisclosurg“SFAS 148”), the
effect on net loss and net loss per share if theg2my had applied the fair value recognition priovis of SFAS No. 123 to stock-based
employee compensation is as follows:

INSMED INCORPORATED
Stock Compensation Expense
(in thousands, except per share amounts)

Year Ended December 31,

2005 2004 2003
Net Loss (40,929 (27,209) (10,299
Net Loss Per Share (Basic and Dilut (0.849) (0.69) (0.29)
Stock based employee compensation cost (under AP — — —

Fair value stock compensation expe (1,629 (1,85)) (2,007
Prc-Forma Net Incom (42,557 (29,059 (12,299
Prc-Forma Net Loss Per Share (Basic and Dilu (0.87) $ (0.79 (0.35)

The fair value for these awards was estimatedeatifite of grant using the Black-Scholes pricingnmétassuming a weighted average
volatility of 89% in 2005, 89% in 2004, and 127%2id03, a risk-free interest rate of 4.17% in 2@B3% in 2004, and 3.0% in 2003, no
dividends, and a weighted-average expected litaebption of 5 years in 2005, 5 years in 2004,468 years in 2003. Compensation
expense for fixed awards with pro-rata vestingeognized under the straight-line method.

Revenue Recognition

Revenue from license agreements is generally répegmover the term of the agreement, or in cegatumstances, when milestones
are met. Amounts received for which there is aruperformance obligation, are deferred and re@eghon a straight-line basis over the life
of the agreement.

Research and Development

Research and development costs are expensed aethdiesearch and development expenses consisdryi of salaries and related
expenses, costs to develop and manufacture progatesnt protection costs and
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amounts paid to contract research organizatiorspitads and laboratories for the provision of segiand materials for drug development
clinical trials.

Income Taxes

Income taxes are accounted for using the liahiligthod. Deferred tax assets and liabilities aregeized for the future tax
consequences attributable to differences betweefirthncial statement carrying amounts of existingets and liabilities and their respective
tax bases and operating loss carryforwards. Defdere assets and liabilities are measured usingteth@ax rates expected to apply to taxable
income in the years in which those temporary diffices are expected to be recovered or settledeffdet on deferred tax assets and
liabilities of a change in tax rates is recognizethcome in the period that includes the enactndee.

Net Loss Per Share

Basic net loss per share is computed based upomdigited average number of common shares outsigualdiring the year. The
Companys diluted net loss per share is the same as iis besloss per share because all stock optionsawss, and other potentially diluti
securities are antidilutive and, therefore, exctuftem the calculation of diluted net loss per ghar

Segment Information

The Company currently operates in one businessasigrvhich is the development and commercializatibpharmaceutical products
for the treatment of metabolic and endocrine diseassociated with insulin resistance. The Comgamanaged and operated as one
business. A single management team that repottetGhief Executive Officer comprehensively manaesentire business. The Company
does not operate separate lines of business vgiglect to its products or product candidates. Adogiy, the Company does not have
separately reportable segments as defined by FA&BrS8ent No. 131Disclosure about Segments of an Enterprise andtéglaformation

Use of Estimates

The preparation of the consolidated financial stetets in conformity with accounting principles geally accepted in the United States
requires management to make estimates and assas it affect the amounts reported in the conatditifinancial statements and
accompanying notes. Actual results could diffenfrihose estimates.

Recent Accounting Pronouncements

On December 16, 2004, the Financial Accounting &teds Board (FASB) issued a revision of StateméRirancial Accounting
Standards No. 123 (revised 2005), Share-Based Ray®&tement 123(R)), which is a revision of FASBtement No. 123, Accounting for
Stock-Based Compensation. Statement 123(R) supErgdeB Opinion No. 25 “Opinion 25", Accounting f8tock Issued to Employees, and
amends FASB Statement No. 95, Statement of CastsFBenerally, the approach in Statement 123(Rinidar to the approach describec
Statement 123. Statement 123(R) will be adoptethéyed Incorporated on January 1, 2006.

As permitted by Statement 123, Insmed currentlpants for share-based payments to employees ugingod 25's intrinsic value
method and, as such, generally recognizes no casapien cost for employee stock options. Howeveteshent 123(R) requires all share-
based payments to employees, including grants pfa@me stock options, to be recognized in the irestatement based on their fair values
over the expected period of service.
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The full impact of adoption of Statement 123(R)matrbe predicted at this time because it will depen levels of share-based
payments granted in the future. However, had Insaakgbted Statement 123(R) in prior periods, theaichpf that standard would have
approximated the impact of Statement 123 as destiibthe disclosure of pro forma net income andiags per share in this Note 1 to the
consolidated financial statements. Statement 128i§) requires the benefits of tax deductions teex of recognized compensation cost to
be reported as a financing cash flow, rather ttaanaoperating cash flow as required under culiteniture. This requirement will reduce net
operating cash flows and increase net financing €flas/s in periods after adoption. Insmed is undblestimate what those amounts will be
in the future because they depend on, among diivegs, when employees exercise stock options.

Operational Restructuring

On September 10, 2002, the Company announced thatld immediately discontinue the internal deyshent of one of its
investigational drug candidates, INS-1, based err¢isults of the then recently completed Phasknital trials. At December 31, 2005,
approximately $0.3 million of the related restruotg costs remain accrued in the current portiothefrestructuring reserve. This balance is
expected to closely approximate the remaining dosbe incurred by the Company for lease obligatidiease termination costs are
anticipated to extend through September 2006.

2. Risks and Uncertainties

For the period from inception to December 31, 2@08,Company has accumulated a net loss of $23®miThe Company’s ability to
continue as a going concern is dependent upoibilityao raise capital through securities offeringlebt financing, and partnerships and use
these sources of capital to fund operations. Mamageé is focusing on raising capital through any onmore of these options. There can be
no assurance that any of management’s plans astsasabove will be successfully implemented ot tha Company will continue as a
going concern. Accordingly, there is substantiallitaegarding the Company'’s ability to continueaaging concern.

3. Stockholders’ Equity
Common Stock & Convertible Debt

On March 15, 2005 (the Initial Closing Date), Inghiesued and sold approximately $35,000,000 agtggmancipal amount of 5.5%
Senior Convertible Notes (the Notes) to a groumsiitutional investors, which Notes will be contilele into our common stock, par value
$0.01 per share, and Warrants to purchase 14,854&6es of our common stock (the Warrants), axancise price of $1.36 per share. The
Notes will convert into 27,027,027 shares of thenpanys Common Stock at a conversion price of $1.295pare as adjusted in accorde
with certain anti-dilution adjustments (the ConvensPrice). The principal of each Note will matared be payable in nine quarterly
installments commencing on March 1, 2008 and endimlylarch 1, 2010. All outstanding Notes shall &eaid in cash or converted within
five years after the Initial Closing Date. Intereatthe Notes is payable quarterly. Upon conversiche Notes, the related accrued and
unpaid interest, if any, shall be paid in casth®ihvestor. The Warrants are exercisable foryears from the Initial Closing Date.
Commencing two years after the Initial Closing D#téhe market value of our common stock closesvat?00% of the Conversion Price for
at least fifteen of twenty consecutive trading dagyd other specific criteria are met, we shall hidreeright on one occasion only to redeem
50% or more (on a pro rata basis) of the Notesgtgus any related accrued interest. The invéserthe right to require us to repurchase
Notes upon the occurrence of certain repurchaseteget forth in the transaction agreements, iniefydut not limited to, the absence
trading or market prices, delisting, a fundameakalnge or certain actions that discriminate against
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the investors in regards to their interest in thmon stock. The investors shall also have a nfjparticipation in any future financings
undertaken by us for one year, which will permé thvestors to purchase up to such portion of abgasquent equity or equity-linked
financing, on the same terms and conditions astier parties in the financing, as shall enablé éagestor to maintain its ownership
percentage of the Company on a fully diluted bassuch time. These proceeds were used duringetirety fund operation$he total amout
of deferred offering costs was $2.4 million. Thase being amortized over the life of the notesgi¢ie effective interest method. The table
below details our debt payments over the correspgngkars.

Payments Due by Years
2006 2007 2008 2009 2010 Total

Convertible Note: $ — $ — $508/ $508/ $1,27C $11,43¢

Periodically, the Company has issued shares of ammstock in exchange for services provided by $i@ders and others. These
issuances have been recorded at their estimatedhfak at the time of the respective transactams corresponding amounts have been
reflected as expense in the accompanying consetidgatements of operations.

Stock Warrants and Options

The Company issues stock options to attract amdhrekecutive officers, key employees, non-emplaiesctors and other non-
employee advisors and service providers. The maximumber of shares issuable under the Companyck siation plan is 9,250,000.
Options may be granted at the discretion of thedoadirectors, compensation committee or a deegéhe weighted-average fair value of
options granted during 2005, 2004, and 2003 wa9%$$2.12, and $1.72, respectively. A summary aélsbption activity is as follows:

Weighted Weighted Weighted
average average average
exercise exercise exercise

Description 2005 price 2004 price 2003 price
Options outstanding at Januar 4,864,42! $ 3.6¢ 3,900,511 $ 4.0€ 3,250,22° $ 4.4¢
Granted 1,765,25I 1.2¢ 976,00( 2.1z 1,349,00! 1.72
Exercisec (163,32) 0.81 (6,097 0.5C (53,177 1.01
Cancellec (541,42%) 2.2¢ (6,000 2.2C  (645,54() 1.5¢
Options outstanding at December 5,924,93: 3.17 4,864,42! 3.6€ 3,900,51 4.0€
The following table summarizes options outstandihfecember 31, 2005:
Options Outstanding Options Exercisable
Weighted
Average Weighted
Remaining Average
Contractual Exercise Price Weighted
Range of Exercise Number Number Average
Prices Outstanding Life (Years) ($/share) Exercisable Exercise Price
$0.172-$1.00 519,13 5.51 0.7z 337,42: 0.65
$1.06 —$2.87 3,307,55! 5.7z 1.6 899,25! 2.0t
$3.00 -$8.25 1,649,72! 3.1¢ 4,34 1,461,93 4.5(C
$10.00-$32.12 448,51 1.61 13.0¢ 448,51 13.0¢
5,924,93 4.6¢ 3.17 3,147,12. 4.61
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A total of 22,732,514 shares of common stock wesenved at December 31, 2005 in connection wittkstptions, stock warrants, and
the employee stock purchase plan.

4. Income Taxes

The deferred tax assets of approximately $112.0omiand $104.2 million at December 31, 2005 and420espectively, arise primarily
due to net operating loss carryforwards for incaanxepurposes. Due to the Company’s anticipateddutsses, these amounts have been
entirely offset by a valuation allowance.

At December 31, 2005 and 2004, the Company hadpeating loss carryforwards for income tax purpaseapproximately $278.2
million and $261.0 million, respectively, expirifigvarious years beginning in 2006. Utilizationtleése carryforwards will be significantly

limited due to changes in the ownership of the Camyfs common stock.

Deferred tax assets (liabilities) consist of thikofeing at December 31:

2005 2004
(in thousands)

Deferred tax assets

General Business Cred 5,47¢ 4,22¢
Other 932 1,11¢F
NOL Carryforwards 105,59° 99,05¢
Total deferred tax asset: 112,00° 104,39:
Deferred tax liabilities
Other — (224)
Total deferred tax liabilities — (224)
Tax deferred asset/(liability) 112,00° 104,17(
Valuation allowance (112,00 (104,17()
Net deferred tax asset/(liability) — —
The differences between the U.S. federal statutoryate and the Company’s effective tax rate arilows:
200t 200¢ 200:
Statutory federal tax ra 34% 34% 34%
Permanent item -11% 0% 0%
State income taxes net of federal ber 3% 4% 4%
Research and development cre 1% 0% -45%
Other -8% 0% 0%
Change in valuation allowan: -18% -38% _ 6%
Total Expens: _ 0% _ 0% _ 0%

5. Leases

The Company leases office and laboratory spacddn &llen, Virginia under an operating lease agreenexpiring in October 2006.
The lease provides for monthly rent of approxima%30,500 for the office space and $28,000 forldhespace with a 1.75% escalation per

year. With the discontinuation of II-1 and subsequent
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abandonment of the lab space, the Company recabfiiz@ million of restructuring charge relatingtis lease during the third quarter of
2003. The Company also leases a manufacturingtyeaild warehouse in Boulder, Colorado under anaipey lease agreement expiring in
February 2008. The lease provides for monthly oértpproximately $30,000 with a 3% escalation pEary The Company also leases a
vehicle and office equipment. Future minimum paymem all these leases at December 31, 2005 appatxi$1,001,000, $365,000, $80,
and $14,000 in 2006, 2007, 2008, and 2009 respgtiRent expense for all operating leases appratach$846,000 in 2005, $869,000 in
2004, and $535,000 in 2003.

6. Employee Benefit Plans

In 2000, the Company adopted a stock purchasewtaneby eligible employees may purchase commork sRierchases may be made
through payroll deductions subject to annual litioias. The purchase price per share under theipldue lesser of 85% of the fair market
value of a share of common stock at the beginnfregaoh offering period or 85% of the fair markelieaon the date the purchase is made. As
of December 31, 2005 there were 500,000 sharesrael for issuance under the plan and 317,81&kad issued.

The Company also maintains a tax-qualified empl®géngs and retirement plan, (the “401(k) plawt)dligible employees.
Participating employees may defer up to the lesb86% of W-2 compensation or the maximum amouningited by the Internal Revenue
Code, as amended. The 401(k) plan permits the Coyrtpamake matching contributions on behalf ofpaliticipants who have elected to
make deferrals. To date, the Company has not nradeamntributions to the plan.

7. License and Collaborative Agreements
Fujisawa Pharmaceutical Co., Ltd.

In January 2004, Insmed was granted a non-exclliseese to patent rights pertaining to the uskét-1 therapy for the treatment of
extreme or severe insulin resistant diabetes frajis&®va Pharmaceutical Co., Ltd. Under the ternthefagreement, Insmed obtained
worldwide rights in territories (excluding Japam)ave a valid patent claim exists, including thetdahiStates and Europe. We have made a
commitment to use reasonable commercial effortaake IPLEX available on a named patient basis tems with extreme insulin
resistance.

Pharmacia

In August 2002 we entered into an agreement witr@hcia that grants us an exclusive license torPd@a’s portfolio of regulatory
filings pertaining to rhIGF-I. In consideration ftire exclusive license we have agreed to makepgeraailable to the 17 Growth Hormone
Insensitivity Syndrome subjects that were previplising treated with rhIGF-I supplied by Pharmacia.

UVA Patent Foundation

In 1988, the Company entered into a license agreewit¢h The University of Virginia Alumni Patent©Endation (the “Foundation”).
The agreement, as amended, provides the Compamawiéxclusive, worldwide license to develop arldpseducts related to certain patent
rights for insulin resistance and associated dawsrdrhe Company discontinued the developmentarfuymts covered under this license and
terminated this agreement on June 29, 2004.
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8. Quarterly Financial Data (Unaudited)

Fiscal Quarter

First Second Third Fourth
2005 2004 2005 2004 2005 2004 2005 2004
(in thousands)

Revenue: $ 57 $ 61 $ 28 $ 29 % 22 $ 24 % 24 $ 23
Operating Los: (5,527 (4,835  (6,95) (9,060 (7,896 (7,647 (7,069 (5,887
Net Loss (5,76 (4,759 (8,529 (9,011 (13,756 (7,59  (12,88Y)  (5,83))
Net Loss Per Shai

(Basic and Diluted $ (.19 $(0.12 $(019 $0.29 $ (029 $020 $ (029 $(0.19

9. Legal Proceedings
Infringement Claims

We are currently defending infringement claims Igtaiuagainst us. On December 20, 2004, Tercica amk@&ech filed a complaint
against Avecia Limited and us in the United Kingdahthe High Court of Justice, Chancery Divisioatdnhts Court alleging infringement of
EP patent No. 571,417, or the ‘417 patent. The @afént has claims directed to particular usesaafabination of IGFBP-3 and IGF-1. In
the complaint, Tercica asked the court for an iofiom to restrain allegedly infringing activity,rfa declaration that the ‘417 patent is valid
and infringed, for an order requiring the deliverydestruction of allegedly infringing articles amaterials and for an inquiry into possible
economic damages. In May 2005, we filed for sumnadlgment to dismiss the complaint. Our motiondfommary judgment was denied ¢
a trial date in this litigation has not been set.

In addition, on December 23, 2004, Genentech amcideesued us for infringement of U.S. Patent N64.87,151 and 6,331,414 in the
United States District Court for the Northern Digtof California. These patents are directed tdade methods of using rhIGF-1/rhIGFBP-3
and methods of producing rhiIGE+espectively. On February 16, 2005, Tercicalfde amended complaint, adding an infringemengatler
against us with respect to U.S. Patent No. 5,528,@8the ‘287 patent. The claims of the ‘287 patar directed to DNA encoding BP53 (i.e.
IGFBP-3) and recombinant constructs, transformed hots aad methods for using the same. Genentech amit@elaim that the producti
or use of IPLEX, a complex of rhIGF-1/rhIGFBP-3]lnfringe these patents. We moved to dismissaitmended complaint for lack of
jurisdiction and on other grounds. At a hearingtmotion on April 15, 2005, the court granted mation and dismissed the case with le
for plaintiffs to refile the complaint. A second anded complaint was filed on April 22, 2005 by Qeereh and Tercica against us that,
among other things added Celtrix Pharmaceuticaisyolly-owned subsidiary, as a defendant. We rddeedismiss the portion of the
second amended complaint that relates to2B& patent. On June 29, 2005, the Court deniednation to dismiss. On July 14, 2005, we f
our answer and counterclaims, in which we deniétihigement and sought a declaratory judgment tieisserted patents are not infringed,
are invalid, and/or are unenforceable. The reppéocounterclaims by Genentech and Tercica wed fih August 5, 2005. On October 17,
2005, Tercica and Genentech filed a third amendetptaint adding Insmed Therapeutic Proteins, owliykowned subsidiary, as a
defendant. The answer and counterclaims in resportbe third amended complaint were filed by uOmtober 27, 2005. Briefing on patent
claim construction issues and summary judgmentanstis set to be completed by May 5, 2006, withagrcconstruction hearing scheduled
for May 19, 2006. Discovery is ongoing and a tdate is scheduled for November 2006.
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On May 27, 2005, Genentech and Tercica filed aondbr preliminary injunction seeking an order lxagrus, until trial, from making,
using or selling IPLEX with respect to its allegais of infringement of U.S. Patent Nos. 6,331,44d %,187,151, and requesting that we be
required to share any Orphan Drug Exclusivity itadds with Tercica. We filed an opposition to thetion for a Preliminary Injunction on
June 10, 2005. On June 16, 2005, Genentech anatd&vithdrew their motion for a preliminary injuia, but reserved the right to refile the
motion for a preliminary injunction. We cannot pigdvhether Genentech and Tercica will seek a miekry injunction at another time.

Deceptive Promotional Statements and Unfair Busif&sictices Claims

On December 6, 2005, Tercica filed a complaintagiais in the United States District Court for Mathern District of California
alleging we made deceptive promotional statememseagaged in unfair business practices relatd@toica’s product, Increlex, allegedly
violation of the California Business and Professi@ode and the Federal Lanham Act. Tercica ameth@éecomplaint on December 15, 20
Tercica is requesting injunctive and monetary felie

Although we deny any liability, no assurances camgiven as to the outcome of this action. An unfabte settlement or decision could
affect our ability to make, use or sell our prodyeind would have a material adverse effect orbosiness, financial condition and results of
operations. Any liability resulting from this aationay exceed our financial resources. We have stgdéhat the court dismiss the action «
number of bases, including that Tercica failedté&desa claim under the Federal Lanham Act and tliet éacks personal jurisdiction over us.
We plan to seek attorneys’ fees from Tercica ifdase is successfully concluded.

Insmed cannot predict with certainty the outcoméete proceedings. Insmed notes however, thadwerse ruling could materially
and adversely impact our ability to make, use droge products.

10. Subsequent Events

Between January 1, 2006 and February 28, 2006 ,ddsaceived notices from holders of its 5.5% Cotilvier Notes due 2008 - 2010
electing to voluntarily convert $5,425,000 prindipeount of Convertible Notes into 4,189,189 shafesommon stock at the conversion rate
of one share of common stock for each $1.295 imcgal amount of the Convertible Notes. The Compalag received $8,810,402 from
warrant exercises that resulted in 6,012,551 stafresmmon stock being issued at an exercise pifi§d.36 and 370,370 shares of common
stock being issued at an exercise price of $1.71.

Following the conversions described above, $6,@Bincipal amount of the Convertible Notes reradioutstanding. In addition,
because certain of the Convertible Notes were abedgrior to the March 1, 2006 quarterly interggyment, the Company issued an
additional 29,800 shares of common stock for thieefied cash interest payment at a conversion mrfickl.295.
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4.4
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EXHIBIT INDEX

Exhibit Title

Articles of Incorporation of Insmed Incorporated,aanended (previously filed as Annex H to the JBnaixy
Statement/Prospectus contained in Part | of Indmeatporated’s Registration Statement on Form ep(stration No.
333-30098) and incorporated herein by referen

Amended and Restated Bylaws of Insmed Incorporgexviously filed as Annex | to the Joint Proxy t8taent/Prospectus
contained in Part | of Insmed Incorporated’s Regt&in Statement on Form S-4 (Registration No. 33398) and
incorporated herein by referenc

Form of Articles of Amendment to Insmed IncorpodaseArticles of Incorporation, as amended, creatingew series of
Preferred Stock designated as Series A Juniordizating Preferred Stock (previously filed as Exhibto the Rights
Agreement, dated as of May 16, 2001, between Indmaxtporated and First Union National Bank, ashi&gAgent, filed
as Exhibit 4.4 to Insmed Incorporated’s Registrattatement on Form 8-A filed with the Securitiad &xchange
Commission on May, 17, 2001 and incorporated hérgireference)

Amendment for Reverse Split (previously filed a$ibi 3.4 to Insmed Incorporated’s Annual Reportramm 10-K for the
year ended December 31, 2003 and incorporatedrhieyeaieference’

Description of Capital Stock (contained in the Alds of Incorporation filed as Exhibit 3.:

Specimen stock certificate representing commorks®©1 par value per share, of the Registrant{pusly filed as
Exhibit 4.2 to Insmed Incorporated’s Registratiagat&ment on Form S-4 (Registration No. 333-30098)iacorporated
herein by reference

Article VI of the Articles of Incorporation of Insadl Incorporated (previously filed as Exhibit 4.1nemed Incorporated’s
Registration Statement on Forr-4 (Registration No. 3:-30098) and incorporated herein by referen

Rights Agreement, dated as of May 16, 2001, betvieemed Incorporated and First Union National Baa&kRights Agent
(which includes as (i) Exhibit A the form of Arted of Amendment to Insmed Incorporated’s Articlegoorporation, as
amended, (ii) Exhibit B the form of Rights Certiie, and (iii) Exhibit C the Summary of the Rigtd$Purchase Preferred
Stock) (previously filed as Exhibit 4.4 to Insmedtdrporated’s Registration Statement on Form 8igdfivith the
Securities and Exchange Commission on May 17, 20@lincorporated herein by referenc

Form of Rights Certificate (previously filed as Exh B to the Rights Agreement, dated as of May2@)1, between
Insmed Incorporated and First Union National BaakRights Agent, filed as Exhibit 4.4 to Insmedomorated’s
Registration Statement on Form 8-A filed with trec&ities and Exchange Commission on May 17, 2@@lircorporated
herein by reference

Form of Stock and Warrant Purchase Agreement bybahtleen Insmed Incorporated and each of the iokgest the July
2003 private placement of common stock and wartanpsirchase common stock (previously filed as BixHi.6 to Insmed
Incorporated’s Registration Statement on Form 8&(stration No. 333-107308) on July 24, 2003 amtiporated herein
by reference)

Form of Warrant issued by Insmed Incorporated thed the investors in July 2003 private placentdrdommon stock
and warrants to purchase common stock (previoilsly &s Exhibit 4.7 to Insmed Incorporated’s Registn Statement on
Form &3 (Registration No. 3:-107308) on July 24, 2003 and incorporated hereirefgrence)

Form of Stock and Warrant Purchase Agreement bybahtleen Insmed Incorporated and each of the iorest the
November 2004 private placement of common stockveantlants to purchase common stock (previously fie Exhibi
10.1 to Insmed Incorporat's Current Report on Forn-K on November 10, 2004 and incorporated hereireligrence)
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4.9

4.1C

4.11

4.1z

4.1:

4.14

10.1

10.2

10.c

10.4+4

10.5+

10.6+4

Exhibit Title

Form of Warrant issued by Insmed Incorporated tdhed the investors in November 2004 private plaeenof common stock
and warrants to purchase common stock (previoiisly &s Exhibit B to the Form of Stock and WarrBotchase Agreement
and between Insmed Incorporated and each of thesstiars previously filed as Exhibit 10.1 to Insmeddrporated’s Current
Report on Form-K on November 10, 2004 and incorporated hereirelfigrence)

Form of Purchase Agreement dated March 15, 200&dset Insmed Incorporated and each of the investdahe March 2005
private placement of notes and warrants to purcbasanon stock (previously filed as Exhibit 4.1 tsiined Incorporated’s
Current Report on Form-K on March 16, 2005 and incorporated herein byresfee).

Form of 5.5% Note Due 2008-2010 dated March 155288ween Insmed Incorporated and each of the tiorgem the March
2005 private placement of notes and warrants tolfase common stock (previously filed as Exhibittd.thsmed
Incorporate’s Current Report on Forn-K on March 16, 2005 and incorporated herein byresfee).

Form of Warrant dated March 15, 2005 between Insimearporated and each of the investors in the M&@05 private
placement of notes and warrants to purchase constack (previously filed as Exhibit 4.3 to Insmeddnporated’s Current
Report on Form-K on March 16, 2005 and incorporated herein byrezfee).

Form of Registration Rights Agreement dated Marsh2D05 between Insmed Incorporated and each afitlestors in the
March 2005 private placement of notes and warranpsirchase common stock (previously filed as ExHill to Insmed
Incorporate’s Current Report on Forn-K on March 16, 2005 and incorporated herein byresfee).

Amendment No. 1 to Rights Agreement dated Marct2085 between Insmed Incorporated and Wachovia Bak (f/k/a
First Union National Bank) (previously filed as Hbih 4.5 to Insmed Incorporated’s Current Reporfranm 8-K on March 16,
2005 and incorporated herein by referen

Insmed Incorporated 2000 Stock Purchase Plan @usehi filed as Exhibit 10.1 to Insmed IncorporateRegistration Stateme
on Form -4 (Registration No. 33-30098) and incorporated herein by referen

Insmed Incorporated 2000 Stock Incentive Plan (presly filed as Exhibit 10.2 to Insmed IncorpordseBegistration
Statement on Form-4 (Registration No. 3:-30098) and incorporated herein by referen

Amended and Restated License Agreement betweerethBmarmaceuticals, Inc. and the University of MiggPatent
Foundation (previously filed as Exhibit 10.3 tormed Incorporated’s Registration Statement on Fodn(Begistration No.
333-30098) and incorporated herein by referen

Subscription, Joint Development and Operating Agre@ by and among Celtrix Pharmaceuticals, InanElorporation, plc,
Elan International Services, Ltd., and Celtrix Nevitd. dated as of April 21, 1999 (previously filad Exhibit 10.8 to Insmed
Incorporate’s Registration Statement on Fori-4 (Registration No. 3:-30098) and incorporated herein by referen

License Agreement by and between Celtrix Newco atdl Celtrix Pharmaceuticals, Inc. dated as of1&drj 1999 (previously
filed as Exhibit 10.9 to Insmed Incorporated’s Régition Statement on Form S-4 (Registration N8-33098) and
incorporated herein by referenc

License Agreement by and between Celtrix Newco atdl Elan Pharmaceutical Technologies, a divisfdalan Corporation,
plc, dated as of April 21, 1999 (previously fileslEBxhibit 10.10 to Insmed Incorporated’s Regisbratstatement on Form S-4
(Registration No. 33-30098) and incorporated herein by referen
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Exhibit Title

License Agreement, dated as of April 1, 1993, betw&enentech, Inc. and Celtrix Pharmaceuticals,(previously filed as
Exhibit 10.11 to Insmed Incorporated’s Registratgiatement on Form S-4 (Registration No. 333-30@98)incorporated
herein by reference

Purchase Agreement among Insmed, Inc., Insmed Ritauticals, Inc. and certain investors named thetaied January 13,
2000 (previously filed as Exhibit 10.12 to Insmeddrporated’s Registration Statement on Form Segidration No. 333-
30098) and incorporated herein by referen

Form of Warrant of Insmed to be issued pursuafuichase Agreement among Insmed Incorporated, th&harmaceutica
Inc. and certain investors dated January 13, 2p@¥iously filed as Exhibit 10.13 to Insmed Incaiged’s Registration
Statement on Form-4 (Registration No. 3:--30098) and incorporated herein by referen

Form of Registration Rights Agreement among Insinedrporated, Insmed Pharmaceuticals, Inc. andicerivestors party
to the Purchase Agreement among Insmed Incorpqrststied Pharmaceuticals, Inc. and certain investated January 13,
2000 (previously filed as Exhibit 10.14 to Insmeddrporated’s Registration Statement on Form Segidration No. 333-
30098) and incorporated herein by referen

Sublease, dated March 30, 2001, between Rhodiahacinsmed Incorporated (previously filed as ExHiB.15 to Insmed
Incorporate’s Quarterly Report on Form -Q for the quarter ended March 31, 2001 and incaedrherein by reference

Consent to Sublease, dated as of April 12, 200bnamh & W Virginia Corporation, as Landlord, Rhodie., as Tenant, and
Insmed Incorporated, as Subtenant (previously filedxhibit 10.16 to Insmed Incorporated’s QuaytB&port on Form 10-Q
for the quarter ended March 31, 2001 and incorpdrhtrein by reference

License and Supply Agreement, dated as of Augus2@83, between Insmed Incorporated and Pharmagigofeviously
filed as Exhibit 10.16 to Insmed Incorporated’s AahReport of Form 10-K for the year ended Decen®iei2003 and
incorporated herein by referenc

Agreement, dated as of March 3, 2004, between lddneorporated and Geoffrey Allan, Ph.D. (previgudked as Exhibit
10.17 to the Insmed Incorporated’s Annual Reporform 10-K for the year ended December 31, 2003reatporated
herein by reference

License Agreement, dated as of January 19, 20@4eke Insmed Incorporated and Fujisawa Pharmaet@w., Ltd.
(previously filed as Exhibit 10.18 to the Insmeddrporated’s Annual Report on Form 10-K for theryeaded December 31,
2003 and incorporated herein by referen

Form of Change of Control Agreement entered intwvben Insmed Incorporated and certain of its exeewfficers
(previously filed as Exhibit 10.19 to Insmed Incorgted’s Annual Report on Form 10-K for the yeadeshDecember 31,
2004 and incorporated herein by referen

Form of Executive Stock Option Grant (previousledias Exhibit 10.1 to Insmed Incorporated’s Anriraport on Form 16¢
for the year ended December 31, 2004 and incorpaiarein by reference

Lease between 2545 Central, LLC and Insmed Incatpdrmade December 14, 20

Subsidiaries of Insmed Incorporated (previouskgdibs Exhibit 21.1 to Insmed Incorporated’s AnrRgport on Form 10-K
for the year ended December 31, 2001 and incorpaitatrein by reference

Consent of Ernst & Young LLF
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32.1
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Exhibit Title

Certification of Geoffrey Allan, Ph.D., Chairmantbe Board and Chief Executive Officer of Insmeddrporated, pursuant
to Rules 13a-14(a) and 15d-14(a) promulgated utideBecurities Exchange Act of 1934, as adoptesuamt to Section 302
of the Sarban+-Oxley Act of 2003

Certification of Kevin P. Tully, Executive Vice Rident and Chief Financial Officer (Principal Ficai and Accounting
Officer) of Insmed Incorporated, pursuant to Rul8a-14(a) and 15d-14(a) promulgated under the SiesuExchange Act
of 1934, as adopted pursuant to Section 302 oB#rbane-Oxley Act of 2003

Certification of Geoffrey Allan, Ph.D., Chairmantbe Board and Chief Executive Officer of Insmeddrporated, pursuant
to 18 U.S.C. Section 1350, as adopted pursuaréd¢tidn 906 of the Sarbar-Oxley Act of 2003

Certification of Kevin P. Tully, Executive Vice Rident and Chief Financial Officer (Principal Fic#a and Accounting
Officer) of Insmed Incorporated, pursuant to 18.0.Section 1350, as adopted pursuant to Secti6roBthe Sarbanes-
Oxley Act of 2003

+  The Securities and Exchange Commission has graatefidential treatment with respect to certafioimation in these exhibits. The
confidential portions of these exhibits have bemitted and filed separately with the Securities Brdhange Commissio

* Confidential treatment has been requested famgeportions of this exhibit. The confidential fons of this exhibit have been omitted
and filed separately with the Securities and ExgeaBiommission
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Exhibit 10.21

LEASE

Between
2545 Central, LLC
and

Insmed Incorporated




SUMMARY OF BASIC LEASE TERMS

Tenant: Insmed Incorporati
(&) Tenan's entity and jurisdiction: Delaware corporat
(b) Tenan's federal taxpayer identification number-197272¢
Building Address: 5797 Central Aven
Boulder, CO 80301
Type: Single User

Demised Premise:
(2) Entire Building described above containing appiotal Rentable Square Footage: 15,7-
(b) Suite Number: 10

Initial Lease Term

(&) Period: Approximately 5 yea

(b) Commencement Date: January 1, 2
(c) Expiration Date: December 31, 20

Basic Rent
Rent Schedule:

January 1, 20C to December 31, 20C $13,432.00 per mont
January 1, 20C to December 31, 20C $14,103.00 per mont
January 1, 20C to December 31, 20C $16,380.00 per mont
January 1, 20C to December 31, 20C $17,199.00 per mont
January 1,201 to December 31,201 $18,059.00 per mont

Additional Rent
Tenant’s Pro Rata Share (for Additional Rent): 100%

Security Deposit Amount: $13,432.

Landlord Initials “ILLEGIBLE”
Tenant Initials*ILLEGIBLE”



10.
11.
12.
13.

Place for Payment:

2545 Central, LLC

c/o Flatiron Park Company
5540 Central Avenue
Boulder, CO 8030:

Place for Notices

2545 Central, LLC copy to: Packard & Dierking, LLC
c/o Flatiron Park Compar 2595 Canyon Blvd., Suite 2(
5540 Central Avenu Boulder, CO 8030:

Boulder, CO 8030 Attn: David M. Packart

Fax No.: 30-442-0265 Fax No.: 30-447-0451
Telephone No.: 3(-442-6995 Telephone No.: 3(-447-0450
Insmed Incorporate copy to: Insmed Incorporate

2590 Central Avenu 4851 Lake Brook Drive
Boulder, CO 8030 Glen Allen, VA 2306(

Fax No.: Attn: Executive V.P. & Chie
Telephone No. Operating Office

Fax No.: 80-565-3510

Telephone No.: 8(-565-3022
Permitted Use(s) by Tenant: Research and develdapmneinassociated lab and administrative offi
Broker(s): None
Utilities: Direct

Renewal Option: Tenant will have a one-timéapto renew the Lease for an additional five (Bxyterm under the same terms and
conditions as set forth in the Lease so renewetth, thé rent rate (excluding Additional Rent) asfeeth below in the following RENT
SCHEDULE FOR RENEWAL. Such option is governed byt 3.4 of the Leas:

RENT SCHEDULE FOR RENEWAL

January 1, 201 to December 31, 20: $18,962.00 per moni
January 1, 201 to December 31, 20: $19,910.00 per moni
January 1, 201 to December 31, 20: $20,906.00 per mont
January 1, 201 to December 31, 20: $21,951.00 per mont
January 1, 201 to December 31, 20: $23,048.00 per mon

Landlord Initials “ILLEGIBLE”
Tenant Initials“ILLEGIBLE”



14. Other:

a. This lease will not become effective, if at atfil the occurrence of the following conditiongpedent, which conditions must be
satisfied on or before the Commencement Date datgdrabove:

1. Landlord receiving from Baxter Hemoglobin Therafics Inc. a sum satisfactory to Landlord fomadinies due through to the
Commencement Date under this Lease and the rerifadhduring the remaining term of the lease floe Demised Premises
between Landlord and Baxter Hemoglobin Therapeuicswhich results from acceptance of this Lease.

2. Landlord and Baxter Hemoglobin Therapeutics éx@cuting an agreement releasing Baxter Hemoglblhémapeutics Inc.,
Baxter International, Inc. (which entities alongiwBaxter International, Inc. predecessor Somatolen are hereinafter referred
to as “Baxter”) from their obligations for the Desad Premises. Any release shall be based on teminsoadition satisfactory to
the Landlord, in its sole discretion. If a releaggeement cannot be reached between the LandldrBaster, then this Lease shall
be null and void.

3. Tenant's receipt of an executed Bill of SalaerfrBaxter in form satisfactory to Tenant conveyiad enant the property
described on Exhibit M.

4. Landlord will deliver a copy to Tenant of theveonmental assessment of the Demised Premised taeember 23, 2005, and
any follow-up documentation confirming the performe of activities recommended therein.

b. Landlord will, at its cost, complete the worksdgbed on the attached “Schedule 1" in reasonditiyent and workmanlike manner.
Landlord may complete this work after the CommenrseinDate.

Landlord Initials “ILLEGIBLE”
Tenant Initials*ILLEGIBLE”



ARTICLE 1

1.1
1.2

ARTICLE 2

2.1
2.2
2.3
2.4
2.5
2.6
2.7
2.8
2.9
2.10
2.11
2.12
2.13

ARTICLE 3

3.1
3.2
3.3
3.4

ARTICLE 4

4.1
4.2
4.3
4.4
4.5
4.6
4.7
4.8
4.9
4.10

TABLE OF CONTENTS

GENERAL

Consideratior
Exhibits and Addenda to Lea

DEFINITIONS; DEMISE OF PREMISE:!

Demise

Demised Premise

Square Footage and Addr¢
Land

Building

Improvement

Property

Common Facilitie:

Parking Aree

Use of Common Facilities and Parking A
Covenant of Quiet Enjoyme
Condition of Demised Premis
Tenan's Equipmen

TERM OF LEASE

Lease Tern
Commencement Da
Early Occupancy or Entt
Option to Renev

RENT AND OTHER AMOUNTS PAYABLE

Basic Ren

Monthly Rental

Place of Paymen

Lease a Net Lease and Rent Abso

Additional Rent

Tenan's Pro Rata Shai

Monthly Deposits for Taxes, Insurance, and Commaxilfiies Charge
Security Deposi

General Provisions as to Monthly Deposits and SgcDeposit

Rent Regulation

WWwWwww WWWNNNNNNNNRER R

(o2 Ne) @) B4 [ SN SN SN SN AN S Y



ARTICLE 5 TAXES AND ASSESSMENT?¢

5.1
5.2
5.3
5.4
5.5

ARTICLE 6

6.1
6.2
6.3
6.4
6.5

Covenant to Pay Taxes and Assessm

Proration at Commencement and Expiration of T
Special Assessmer

New or Additional Taxe

Landlorc’s Sole Right to Contest Tax

INSURANCE

Casualty Insuranc

Liability Insurance

Other Insuranc

General Provisions Respecting Insura
Cooperation in the Event of Lo

ARTICLE 7 UTILITY, OPERATING, MAINTENANCE AND REPAIR EXPENSE!

7.1
7.2
7.3
7.4

Utility Charges

Common Facilities Charge
Tenan’'s Maintenance Obligatic
Landlorc’'s Maintenance Obligatic

ARTICLE 8 OTHER COVENANTS OF TENANT

8.1
8.2
8.3
8.4
8.5
8.6
8.7
8.8
8.9
8.10
8.11
8.12
8.13
8.14
8.15
8.16
8.17
8.18
8.19
8.20
8.21

Limitation on Use by Tenai

Compliance with Law.

Compliance with Insurance Requireme
No Waste or Impairment of Valt

No Overloading

No Nuisance, Noxious or Offensive Activi
No Annoying Lights, Sounds or Odc

No Unsightlines:

No Animals

Restriction on Signs and Exterior Lighti
No Violation of Covenant

Restriction on Changes and Alteratic

No Mechani’s Liens

No Other Encumbranct

Subordination to Landlord Mortgag
Assignment or Sublettin

Annual Financial Statemer

Payment of Other Taxe

Estoppel Certificate

Landlord Right to Inspect and Show Premises arnddiall “ For Sal” Signs
Landlord Right to Renovate, Expand or Modify Builg

~NOoO OO OO

00~~~ ~



8.22
8.23
8.24
8.25
8.26
8.27
8.28

Landlord Title to Fixtures, Improvements and Equgnmt
Removal of Tena’'s Equipmen

Tenant Indemnification of Landlol

Liability of Landlord

Release upon Transfer by Landlc

Rules and Regulatior

Monitoring Equipmen

ARTICLE 9 ENVIRONMENTAL MATTERS

9.1

9.2
9.3
9.4
9.5

9.6
9.7
9.8
9.9

Definitions

9.1.1 Hazardous Materi

9.1.2 Environmental Requiremet

9.1.3 Environmental Damag

Tenan's Obligation to Indemnify, Defend and Hold Harml
Tenan's Obligation to Remedia

Notification

Negative Covenant

9.5.1 No Hazardous Material on Demised Pren

9.5.2 No Violations of Environmental Requireme
Landlorc’'s Right to Inspect and to Audit Ten's Record:
Landlorc’'s Right to Remedial

Survival of Environmental Obligatior

Environmental Certification

ARTICLE 1C DAMAGE OR DESTRUCTION

10.1
10.2
10.3
10.4
10.5

Damage to Demised Premis

Options to Terminate if Damage to Demised Prenis&ubstantia
Damage to Building

Obligations to Repair and Restc

Application of Insurance Procee

ARTICLE 11 CONDEMNATION

111
11.2
11.3
11.4

Taking— Substantial Takin— Insubstantial Takin
Termination on Substantial Takil

Restoration on Insubstantial Taki

Right to Award

ARTICLE 12 DEFAULTS BY TENANT

12.1
12.2
12.3

Failure to Pay Rent or Other Amoul
Nonoccupancy of Demised Premit
Transfer of Interest Without Conse

14
15
15
15
16
16
16

16
16
16
17
17
17
18
18
18
18
18
18
19
19
19

19
19
19
20
20
20

21
21
21
21
21

21
21
21
22



12.4
125
12.6

Execution and Attachment Agair
Bankruptcy or Related Proceedir
Violation of Lease Term

ARTICLE 12 LANDLORD’S REMEDIES

131

13.2

13.1 Remedies Genera

13.1.1 Cure by Landlor

13.1.2 Termination of Lease and Dama
13.1.3 Repossession and Relet

13.1.4 Waiver of Landlord Lier

13.1.5 Suits by Landlor

13.1.6 Recovery of Landlord Enforcement C¢
13.1.7 Administrative Late Char

13.1.8 Interest on PDue Payments and Advanc
13.1.9 Landlor’s Bankruptcy

Remedies Cumulativ

ARTICLE 14 SURRENDER AND HOLDING OVEF

141
14.2
14.3

Surrender upon Lea:
Holding Over
Restoration Obligation

ARTICLE 15 MISCELLANEOUS

151
15.2
15.3
154
155
15.6
15.7
15.8
15.9
15.10
15.11
15.12
15.13
15.14
15.15
15.16
15.17
15.18

No Implied Waivel

Survival of Provision:

Covenants Independe

Covenants as Conditiol

Tenan's Remedie

Binding Effect

Short Form Leas

Notices and Demanc

Force Majeure

Time of the Essenc

Captions for Convenienc
Severability

Governing Law and Vent

Entire Agreemen

No Oral Amendment or Modificatior
Real Estate Brokel

Relationship of Landlord and Tene
Authority of Tenan

22
22
22

22
22
22
23
23
24
24
24
24
24
24
24

24
24
25
25

25
25
26
26
26
26
26
26
26
27
27
27
27
27
27
27
28
28
28



LEASE

This Lease is made this 14th day of December 20&Byeen 2545 Central, LLC, a Colorado limited lidypicompany (“Landlord”),
whose address is c/o Flatiron Park Company, 554@r@léAvenue, Boulder, Colorado 80301, and Insnrmedbiporated, a Delaware
corporation (“Tenant”), whose address is 2590 Gértvenue Boulder, Colorado 80301.

ARTICLE 1
GENERAL

1.1 ConsiderationLandlord enters into this Lease in consideratibthe payment by Tenant of the rents herein reskand the
keeping, observance and performance by Tenaneafdlienants and agreements of Tenant herein cedtain

1.2 Exhibits and Addenda to LeasEhe Exhibits and Addenda listed below shall biachied to this Lease and be deemed incorporated
in this Lease by this reference. In the event gfianonsistency or conflict between such Exhibitd &ddenda and the terms and provisions
of this Lease, the terms and provisions of the Bihand Addenda shall control. The Attachmentsiliits and Addenda to this Lease are:

Summary of Basic Lease Ten

Exhibit A Legal Description of Lan

Exhibit B Location of Demised Premises within Buildi

Exhibit C  Notice of Notr-Liability for Mechanic! Liens

Exhibit D  Form of Subordination, N¢Disturbance and Attornment Agreem:
Exhibit E  Form of Sublease, Assumption and Consent Agree
Exhibit F Form of Assignment, Assumption and Consent Agreei
Exhibit G Form of Estoppel Certifical

Exhibit H  Environmental Investigatio

Exhibit | Restoration Obligation

ExhibitJ  Tenan’s equipmen

Exhibit K Declaration of Protective Covenal

Schedule Landlorc’'s Work

ARTICLE 2
DEFINITIONS: DEMISE OF PREMISES

2.1 Demise Subject to the provisions, covenants and agreentemein contained, Landlord hereby leases andsdsrto Tenant, and
Tenant hereby leases from Landlord, the DemisethiBes as hereinafter defined, for the Lease Terheesinafter defined, subject to
existing covenants, conditions, restrictions, easgmand encumbrances affecting the same.

2.2 Demised Premiseg he “Demised Premises” shall mean the space tbepied by Tenant as depictedixhibit B attached
hereto. The Demised Premises are the entire Buyilidliat is located on the Land, as the te*Building” and“Lanc” are hereinafter define




2.3 Square Footage and Addre3$ie Demised Premises contains approximatelyeheble floor area set forth in the Summary of
Basic Lease Terms. The address of the Demised Besrnig the address set forth in the Summary ottBasise Terms.

2.4 Land. “Land” shall mean the parcel of real property eparticularly described iBxhibit A attached hereto, as the same may be
replatted, resubdivided or adjusted from time nioetby Landlord; provided, however, that Landlordlshot, without Tenant’s prior written
approval, replat, resubdivide or adjust the Landrig manner that materially interferes with Tenate of the Demised Premises or its
ability to carryout the Permitted Use.

2.5 Building. “Building” shall mean the building or buildingsrstructed on the Land, as the same may be exparateddeled,
reconstructed or otherwise modified from time todiby Tenant (as permitted pursuant to this Leaisby Landlord (with Tenant's prior
written consent, except as otherwise permittecquired pursuant to the terms of this Lease. et more than one building constructed on
the Land, the term “Building” shall mean collectivall buildings constructed upon the Land.

2.6 Improvements“Improvements” shall mean the Building, the PagkArea as hereinafter defined, and all other feguand
improvements on the Land, including landscapingete, but notwithstanding anything to the contiiarthis Lease (except as provided in
Section 8.23), excluding Tenant's Equipment, aseefbelow.

2.7 Property “Property” shall mean the Land, the Building ahd Improvements and any fixtures and personalgtppised in
operation and maintenance of the Land, Building lamatovements, excluding Tenant’s Equipment.

2.8 Common Facilities"Common Facilities” shall mean all of the Progdtiat is intended to be used by Tenant (in comwmiibim other
tenants, if any), except (a) the Demised Premisdga) the other premises in the Building leaseledd for lease to other tenants, if any.
Common Facilities shall include, without limitaticthe Parking Area and any walks, driveways, a@napplicable, lobby areas, halls, stairs,
elevators, restrooms, utility rooms, and janitoclaisets designed for common use of Tenant and aders of space in the Building.

2.9 Parking Area “Parking Area” shall mean that portion of the Hahat is or is to be paved and otherwise imprawedesignated
unimproved land for the parking of motor vehicleandlord shall not be responsible for any injutiesny person nor any damage to any
automobile, vehicle or other property that occarsii about the Parking Area, except to the extansed by the gross negligence or willful
misconduct of Landlord or its agents, contractareroployees. Tenant may operate multiple work shifthe Demised Premises, and
Landlord acknowledges that Tenant and Tenant’s @pegls, agents, invitees and contractors may pduikles in the Parking Area at all
hours of the day. Notwithstanding the foregoingndm may not park trucks or truck trailers in tlagkthg Area other than for short term
purposes of loading and unloading.

2.10 Use of Common Facilities and Parking Ardanant is hereby granted the non-exclusive gl license to use, in common with
other tenants in the Building, if any, the Commaeikties, as they from time to time exist, subjgcthe rights of Landlord reserved herein.
Tenant shall not interfere, at any time, with tigiats of Landlord and others entitled to use any pthe Common Facilities, and shall not
store, either permanently or temporarily, any matgrsupplies or equipment on the Common Fagdgliti@ndlord shall have the right, at any
time, to change, reduce or otherwise alter the ComFRacilities, in its sole discretion and withoot@pensation to Tenant; provided, howe
that Landlord shall




provide reasonable parking in the Parking Areaadiltg areas and access to the Demised Premisen#mfT If there are multiple tenants in
the Building, Landlord shall have the right at dimye to assign spaces in the Parking Area to iddii tenants, in its sole discretion, provis
that Landlord shall provide a reasonable numbeapates for Tenant. Landlord shall not be respaméislany injuries to any person nor any
damage to any automobile, vehicle or other propihdy occurs in or about the Parking Area. Tenhall ot park nor permit the parking of
any vehicles in the Parking Area overnight withbahdlord’s prior, written permission.

2.11 Covenant of Quiet Enjoymentandlord covenants and agrees that, providedritésaot in default beyond any applicable cure
period, Tenant shall have quiet and peaceable gsisseof the Demised Premises and such posseswsbtimst be disturbed or interfered w
by Landlord or by any person claiming by, througtuoder Landlord.

2.12 Condition of Demised PremiseSxcept as otherwise provided in this Lease (dEdmbit or Addenda hereto), Tenant covenants
and agrees that, upon taking possession of the §2ehfiremises, Tenant shall be deemed to have addbptDemised Premises “as is” and
Tenant shall be deemed to have waived any warErdgndition or habitability, suitability for occapcy, use or habitation, fithess for a
particular purpose or merchantability, expresswplied, relating to the Demised Premises.

2.13 Tenaris Equipment “Tenant’s Equipment” shall mean all trade fixtsi(@hether movable or attached to the real estate),
equipment, apparatus, machinery, signs, furnifure@jshings and personal property of Tenant or iée@mployees, agents, invitees or
contractors, including, without limitation, the éppnent and personal property listedBxhibit J hereto. Notwithstanding anything to the
contrary in this Lease (except Section 8.23), Lartlhcknowledges and agrees that no Tenant’'s Eguipshall become the property of
Landlord, or shall become part of the real estatshall cease to be Tenant's Equipment as a refitlbeing installed upon, affixed to or
attached to real estate, the Land, the BuildingDbmised Premises, or the Improvements.

ARTICLE 3
TERM OF LEASE

3.1 Lease Term*“Lease Term” shall mean the period of time spedifn the Summary of Basic Lease Terms commenraimgidnight
on the Commencement Date as defined below andiegit midnight on the Expiration Date, as spedifiethe Summary of Basic Lease
Terms.

3.2 Commencement Datd he term “Commencement Datsfiall mean the later of the Commencement Dateostét ih the Summary
Basic Lease Terms.

3.3 Early Occupancy or Entryin the event Landlord permits Tenant or its ag@mtcontractors to occupy or enter the DemisethResx
for any reason prior to the Commencement Date Tamént avails itself of such right, then Tenantldta subject to all terms and provisions
hereof.

3.4 Option to RenewSubiject to requirements for exercising sameath in this Lease, Landlord hereby grants to Téaamme-time
option to renew the Lease for one (1) additiona {j5) year term under the same terms and condiisrset forth herein and with the Basic
Rent as set forth on the Summary of Basic Leasm3.efenant shall exercise such option by givingteminotice of its election to exercise;
provided that (i) such written election must beegivon or before July 1, 2008, prior to the expiaif the then-existing Lease Term, and
(i) such written election shall be null and voidthe event that Tenant, at the time of Landlordtipt of same, is in default beyond any
applicable cure



period. If Tenant does not timely provide such e®in accordance with this Section 3.4, the opsioall lapse and thereafter be null and void.
Upon timely exercise of such notice, the Leasel flzatieemed to be extended for the additional gdeatadhe Basic Rent as set forth herein
pursuant to all other terms and conditions sehforthe Lease.

ARTICLE 4
RENT AND OTHER AMOUNTS PAYABLE

4.1 Basic Rent Tenant covenants and agrees to pay to Landlatidowt offset, deduction or abatement, basic rentte full Lease
Term in the amount specified as or calculable fRasic Rent in the Summary of Basic Lease Termsg{iBRent”).

4.2 Monthly Rental Basic Rent shall be payable monthly in advand#hout notice, in equal installments, together witstallments of
Additional Rent. Each installment of Basic Rentlsha in the amount of monthly rent specified ie tient schedule in the Summary of Basic
Lease Terms (“Monthly Rental”). The first such nmtdgtinstallment shall be due and payable on or feeflle Commencement Date and a like
monthly installment shall be due and payable obedore the first day of each calendar month sudngetie Commencement Date during the
Lease Term, except that the rental payment forfiiatgional calendar month at the commencement droéthe Lease Term shall be prorated
based on a thirty (30) day month.

4.3 Place of Payment8asic Rent and all other sums payable by Temebandlord under this Lease shall be paid to Lambéd the
place for payments specified in the Summary of 8asase Terms, or such other place as Landlord friay, time to time, designate in
writing.

4.4 Lease a Net Lease and Rent Absallités the intent of the parties that the BasiomR&ovided in this Lease shall be a net payment
to Landlord; that, except as otherwise expresslyiged herein, the Lease shall continue for thelfebse Term notwithstanding any
occurrence preventing or restricting use and oaucypaf the Demised Premises, including any damagkestruction affecting the Demised
Premises, and any action by governmental authagigiting to or affecting the Demised Premises; thatBasic Rent shall be absolutely
payable without offset, reduction or abatementity cause except as otherwise specifically providedis Lease; that Landlord shall not
bear any costs or expenses relating to the Derfissdises or provide any services or do any aabiimection with the Demised Premises
except as otherwise specifically provided in themge; and that Tenant shall pay, in addition tadBRent, Additional Rent to cover costs and
expenses relating to the Demised Premises, the @onfacilities, and the Property, all as hereingftervided.

4.5 Additional Rent Tenant covenants and agrees to pay directlyitt plarties or as Additional Rent, as applicablecasts and
expenses relating to the Demised Premises includitiies, maintenance and repair thereof; TermRto Rata Share of all costs and
expenses relating to the Common Facilities, pursiea8Section 7.2 hereof; Tenant's Pro Rata Shagdl dfaxes and Assessments (hereinafter
defined) and costs and expenses of Casualty Insei@ereinafter defined); all costs and expensésatifility Insurance (hereinafter defined)
and other insurance described in Section 6.3 bedon;all other costs and expenses that Tenantigatdd to pay under this Lease; except
that Tenant is not obligated to pay sums expresiklgated to Landlord under other provisions o theéase.

4.6 Tenaris Pro Rata SharéTenant’s Pro Rata Share” shall mean the pergenset forth in the Summary of Basic Lease Terms as
Tenant’s Pro Rata Share, which is the percentageedeby dividing the approximate rentable flooeaof the Demised Premises, as set forth
in the Summary of Basic Lease




Terms, by the approximate rentable floor area withe Building, as set forth in the Summary of Bdstase Terms. The percentage set forth
in the Summary of Basic Lease Terms shall be cehauand not subject to adjustment for remeasureofehe area of the Demised
Premises or the Building. Landlord may modify TethsuPro Rata Share from time to time based uponrargase or reduction in the rente
floor area of the Building or of the Demised Pressis

4.7 Monthly Deposits for Taxes, Insurance, and Comiffacilities ChargesTenant will pay to Landlord, monthly in advanegthout
notice, on each day that payment of Monthly Reistdlue, amounts, as hereinafter specified, for gatrof Tenant’s Pro Rata Share of Taxes
and Assessments (defined in Section 5.1), Caslradtyance (defined in Section 6.1), Liability Inance, if applicable (defined in
Section 6.2), Common Facilities Charges (definefention 7.2), and any other charges payable w#hact to the Property hereunder as
Additional Rent (collectively “Monthly Deposits”yd, if the Monthly Deposits are insufficient to pagnant’s Pro Rata Share of the actual
cost of such items, to pay to Landlord, within tiyef20) days after written demand by Landlord, sanfounts as are necessary to provide
Landlord with sufficient funds to pay Tenant's RRata Share of the same. The Monthly Deposits slaalh be equal to Tenant’'s Pro Rata
Share of 1/12 of the amounts, as reasonably estih@atd re-estimated from time to time by Landldrenant to receive written notice from
time to time of each such estimate or re-estimafefje annual Taxes and Assessments, annual @atgirance premiums, annual Liability
Insurance premiums, and annual Common Facilitier@ds payable with respect to the Property. Thlimlonthly Deposit shall be subject
to adjustment as herein provided. To the extenMbaethly Deposits exceed Tenant’s Pro Rata Shatkeolctual cost of such items, the
excess amount shall, at Landlord’s option, excephay be otherwise provided by law, either be pailenant or credited against future
Monthly Deposits or against Basic Rent, AdditioRant or other amounts payable by Tenant undet#ase. If Tenant so requests in writ
within thirty (30) days after the date of Landlsdinnual reconciliation of Monthly Deposits, Larrdishall furnish Tenant with a copy of
invoices or receipts for Taxes, Insurance, and ComFRecilities Charges. The amounts of such taxssyance premiums and expenses
payable by Tenant for the years in which the L&aen commences and expires shall be subject tprthasions hereinafter contained in t
Lease for proration of such amounts in such ydnier to the dates on which payment is due for sterhs, Landlord shall make payment of
the same. Except for Landlord’s obligation to mpkgments, the making of Monthly Deposits by Tersdual not limit or alter Tenant’s
obligation to pay taxes and assessments and tdaimainsurance as elsewhere provided in this Lease.

4.8 Security DepositUpon execution of this Lease, Tenant shall depaishh Landlord, the amount specified as a secutéposit in the
Summary of Basic Lease Terms (“Security Deposittje Security Deposit shall be retained by Landbord may be applied by Landlord, to
the extent necessary, to pay and cover any lost, @@mage or expense, including attorneys’ faegased by Landlord by reason of the
failure of Tenant to comply with any provisionsyeoant or agreement of Tenant contained in thisé&e8o the extent not necessary to cover
such loss, cost, damage or expense, the Secunitgddewithout any interest thereon, shall be mdrto Tenant within sixty (60) days after
expiration of the Lease Term or as may be otherpisgided by law; provided, however, that Landlardy also deduct any amount from the
Security Deposit Landlord estimates may be requivezbver any shortfall in Additional Rent depositade by Tenant in the final year of the
Lease until such time as Landlord has completedntsial Additional Rent reconciliation for such yaawhich event any excess will be
returned to Tenant. The Security Deposit shallmotonsidered as an advance payment of rent omassure of the loss, cost, damage or
expense that is or may be sustained by Landlorthdrevent all or any portion of the Security Dépissapplied by Landlord to pay any such
loss, cost, damage or expense, Tenant shall, froetb time, promptly upon written demand, depasih Landlord such amounts as may be
necessary to replenish the Security Deposit toriggnal amount.



4.9 General Provisions as to Monthly Deposits aecuBty Deposit Landlord shall not be required to hold the Segubeposit in an
escrow or trust deposit account, and Landlord noagraingle the Monthly Deposits with Landlord’s owmfls. Landlord shall not be
obligated to pay interest to Tenant on accounhefMonthly Deposits and Security Deposit. In therg\of a transfer by Landlord of
Landlord’s interest in the Demised Premises, Lambto the property manager of Landlord will delitike Monthly Deposits and Security
Deposit to the transferee of Landlord’s interest handlord and such property manager shall themretygodischarged from any further
liability to Tenant with respect to such Monthly fisits and Security Deposit. In the event of adi@nby Tenant of Tenant’s interest in the
Demised Premises, Landlord shall be entitled tarnethe Monthly Deposits and Security Deposit todi@’s successor in interest and
Landlord shall thereupon be discharged from anghérrliability with respect to the Monthly Deposéed Security Deposit.

4.10 Rent Regulationdf the Basic Rent, Additional Rent, or any othenounts to be paid by Tenant to Landlord hereuisder
becomes at any time subject to regulation by lash $hat they exceed the maximum rental or othenemsopermitted by such laws, then the
rent or other amounts to be so paid shall be thémqman rental or other amounts permitted by saidslaw

ARTICLE 5
TAXES AND ASSESSMENTS

5.1 Covenant to Pay Taxes and AssessmeFggant covenants and agrees to pay, as Additieral, Tenant's Pro Rata Share of Taxes
and Assessments, as hereinafter defined, whicluactrring or are attributable to the Lease Ternax&6 and Assessments” shall mean all
taxes, assessments or other impositions, genesglemial, ordinary or extraordinary, or every karchature, which may be levied, assessed or
imposed upon or with respect to the Property or@ary thereof, or upon any building, improvementpe@rsonal property at any time situated
thereon.

5.2 Proration at Commencement and Expiration ofriT.€faxes and Assessments shall be prorated betwsetidrd and Tenant for the
year in which the Lease Term commences and foyehein which the Lease Term expires as of, regpgf the date of commencement
the Lease Term and the date of expiration of theseel'erm, except as herein provided. Additionédiythe year in which the Lease Term
expires, Tenant shall be liable without prorationthe full amount of Taxes and Assessments rgjatirany improvements, fixtures,
equipment or personal property that Tenant is reguio remove or in fact removes as of the exjiratif the Lease Term. Proration of Taxes
and Assessments shall be made on the basis of @etxss and Assessments. Tenant’s Pro Rata Shdiees and Assessments for the years
in which the Lease Term commences and expires Isbglhid and deposited with Landlord through Monibéposits as hereinabove
provided, but, in the event actual Taxes and Assests for either year are greater or less tharstima&ted for purposes of Monthly Deposits,
appropriate adjustment and payment shall be maileba the parties, at the time the actual Taxesaam#tnown, as may be necessary to
accomplish proration, as hereinafter provided, suncth obligation shall survive the termination opiextion of this Lease.

5.3 Special Assessmentd any Taxes or Assessments are payable in Ingtats over a period of years, Tenant shall beorsiple
only for installments payable for periods during thease Term with proration, as above providedngfinstallment payable prior to or after
expiration of the Lease Term.

5.4 New or Additional TaxesTenant’s obligation to pay Tenant's Pro Rata 8ludTaxes and Assessments shall include any Taneks
Assessments of a nature not presently in effectiaitmay hereafter be levied, assessed or impgsaud Landlord or upon the Property if
such tax shall be based upon




or arise out of the ownership, use or operatioardhe rents received from the Property, other ihaome taxes or estate taxes of Landlord.
For the purposes of computing Tenant's liability $ach new type of tax or assessment, the Propkély be deemed the only Property of
Landlord.

5.5 Landlords Sole Right to Contest Taxekandlord shall have the sole right to contest @ayes or Assessments. Landlord shall pay
to or credit Tenant with Tenant’s Pro Rata Sharanyf abatement, reduction or recovery of any TaxesAssessments attributable to the
Lease Term less Tenant’s Pro Rata Share of alt em&t expenses incurred by Landlord, includingradtgs’ fees, in connection with such
abatement, reduction or recovery.

ARTICLE 6
INSURANCE

6.1 Casualty Insurancd andlord covenants and agrees to obtain and ikefefli force and effect during the Lease Term, @ty
Insurance as hereinafter defined. “Casualty Inszgashall mean property insurance including “akticoverage with respect to the Prope
in an amount equal to the full replacement cogteibife with coinsurance clauses of no less thantyipercent (90%), and with coverage, by
endorsement or otherwise, for all risks, vandaklismd malicious mischief, sprinkler leakage, boilarsd rental loss and with a deductible in
reasonable amount for each occurrence as Landlayddetermine from time to time. Casualty Insuraolotained by Landlord shall name
Tenant as an insured party and may, at Landlongti®io, name any mortgagee or holder of a deedust s an insured party as its interest
may appear. Tenant covenants and agrees to pAgdisonal Rent, its Pro Rata Share of the costa$ualty Insurance obtained by Landl
and to pay, as Additional Rent, its Pro Rata Sbéathe cost of any deductible under such Casuakyrance as provided by Section 10.5.
Tenant shall be responsible for obtaining, at T€aaption, cost and expense, insurance coverageeisonal property and leasehold
improvements of Tenant and for business interrapdioTenant.

6.2 Liability Insurance Tenant covenants and agrees to obtain and kefep farce and effect during the Lease Term, angay the
premiums and costs of, Liability Insurance as hledeifined. “Liability Insurance” shall mean compeekive or commercial general liability
insurance covering public liability for claims fbodily injury, personal injury, and property damagéh respect to the use and operation of
the Demised Premises and the Common Facilitie$, hitits of not less than two million dollars ($2@000.00) combined single limit of
liability, with endorsements for assumed contraldiahility with respect to the liabilities assumbg Tenant under Sections 8.24 and 9.2 of
this Lease, and with no deductible, retention d¢frissurance provision contained therein, unle$eowise approved in writing by Landlord.
The coverage limits may be satisfied by a comprsiveror commercial general liability policy withits of not less than one million dollars
($1,000,000.00) combined with a liability excestigyowith limits of not less than two million dolta ($2,000,000.00). Landlord may, at its
sole cost, also obtain and keep in full force affelcé during the Lease Term liability insurance eomg public liability with respect to the
ownership, use and operation of the Property.

6.3 Other InsuranceTenant covenants and agrees to obtain and kefef) farce and effect during the Lease Term, amgay the
premiums and costs of, any other types of insuragleging to the Property or Tenant’s occupancg, asnd operation of the Demised
Premises that any mortgagee or holder of a de&rdistfon the Property may hereafter reasonablyiredlenant shall cause such other
insurance to be in effect within thirty (30) dayteareceipt of written notice from Landlord. Landli may obtain insurance coverage for lost
rental income, the cost of which shall be paid kydnt as Additional Rent.
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6.4 General Provisions Respecting Insurareecept as otherwise approved in writing by Land@ll insurance obtained by Tenant
shall be on forms and with insurers selected orama by Landlord, which approval shall not be asnably withheld; and shall name
Landlord, and, upon written request by Landlordvidimg all requisite information, Landlord’s manafg) and agent(s), and the holder of any
mortgage or deed of trust encumbering the Proptmdyr, interests may appear as insured, or additimsured, parties. All insurance obtained
by either party as provided herein shall contaivaaver of rights of subrogation as among Tenanhdlard and the holder of any such
mortgage or deed of trust and by the respectiveréns by endorsement; shall provide coverage arcaarrence basis; and shall provide, by
certificate of insurance or otherwise, that theimasce coverage shall not be canceled or alteregpexipon thirty (30) days’ prior written
notice to the other party and the holder of anyhsuortgage or deed of trust on the Demised Prem@atificates of insurance obtained by
Tenant shall be delivered to Landlord who may depbe same with the holder of any such first magg or deed of trust. Upon written
request, each party agrees to provide the othérampies of all policies of insurance obtained bghsparty hereunder.

6.5 Cooperation in the Event of Lossindlord and Tenant shall cooperate with each dthtre collection of any insurance proceeds
that may be payable in the event of any loss, dinlythe execution and delivery of any proof ofsles other actions required to effect
recovery.

ARTICLE 7
UTILITY, OPERATING, MAINTENANCE AND REPAIR EXPENSES

7.1 Utility Charges Tenant covenants and agrees to contract for mafts own name and to pay directly to the utiitpviders, all
charges for water, sewage, disposal, storm draifesge gas, electricity, light, heat, power, telapd or other utility services used, rendere
supplied to or for the Demised Premises. If anyhautdity charges are not separately metered dalilé to the Demised Premises, then
(i) Landlord shall have the right to apportion it§ilcharges based upon Landlord’s reasonable etimaf relative use of such utilities, and
(if) Tenant shall the right to cause such utilitiede separately metered at Tenant's sole expantiee event, from time to time, that Tenant
shall fail to make payments to utility providers,raquired above when due and payable, Landlodtitsiae the right at its option, to pay any
and all amounts owing, and Tenant shall immediateiyburse Landlord for same upon written noticewth payment by Landlord, such
reimbursement obligation to constitute Addition&n® Tenant shall pay to Landlord the apportiomadunt of such utilities as Additional
Rent. In the event of an interruption of utilitiesservices necessary to Tenant’s use of the Denkisemises or its ability to carry out its
Permitted Use, but only if such interruption is natised by Tenant, Landlord will cooperate anda@sercommercially reasonable efforts to
assist Tenant with regaining service.

7.2 Common Facilities Charge§enant covenants and agrees to pay, as AdditReial, Tenant’s Pro Rata Share of those costs and
expenses that are incurred by Landlord duringehm bf operating, repairing, maintaining and upketfne Common Facilities including,
without limitation, upkeep and replanting of grassees, shrubs and landscaping; removal of ditirideobstructions and litter from Parking
Areas, landscaped areas, sidewalks and drivewapairs, resurfacing, resealing, restriping, swegpimd snow removal from the Parking
Areas, sidewalks and driveways; sprinkler systésngding signs; stairways; heating, ventilation aadconditioning systems; utilities for the
Common Facilities; fire protection systems andrdfer systems; exterior painting; roof membranesluding penetrations of the membrai
water and sewage disposal systems; storm draiystenss; supplies, personnel, and the cost of amtglref equipment in implementing such
services; charges for professional managemenedPtbperty and Common Facilities; the wages, saabenefits and payroll taxes paid by
Landlord with respect to its non-supervisory empley (to the extent reasonably allocable to progiginch services with
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respect to the Common Facilities); all alteratiadditions, improvements and other changes matteettmprovements in order to conform
changes subsequent to the date of this Lease itaearsy ordinances, rules, regulations or orde@gfapplicable governmental authority,
subject to amortization of such costs at a maket of interest over the useful life thereof, aferdrined by Landlord’s accountants; and
personal property taxes, licenses and permithéa@xtent reasonably allocable to providing suchices to the Common Facilities). Landls
may cause any or all of such services to be provMyeemployees of Landlord or by independent catdrés) and subcontractor(s). Tenant
shall pay to Landlord, monthly in advance, withoatice, on each day that payment of Monthly Reistdue, the estimated monthly charge
for the Common Facilities, as determined and redeted from time to time by Landlord in accordamdgéh Section 4.7 above.
Notwithstanding anything to the contrary set fartithis Section 7.2, Tenant shall not be requitegay, as Additional Rent or otherwise (&
Landlord shall bear) all costs and expenses indyelLandlord in connection with maintaining, repfay or improving the Property (or any
portion thereof) to the extent such costs and esg®(i) are for improvements or replacements haaingeful life of five (5) years or more,
determined by Landlord’s accountants (exceptingdéhacurred in connection with roof membranes trations, additions, improvements
and other changes made to the Improvements in tvd@nform to changes subsequent to the datdsof&ase in any laws, ordinances, ru
regulations or orders of any applicable governmienithority, as provided above), (ii) constitutgdé accounting, consulting or other
professional fees or leasing fees, (iii) were imediin connection with improvements made for thedi¢ of occupants of other buildings or
properties, or to prepare space for occupancypuyrehaser or a new tenant, (iv) are reimbursediog parties or (v) result from the gross
negligence or willful misconduct of Landlord or @gents, contractors, invitees or employees.

7.3 Tenaris Maintenance ObligationTenant, at its sole cost and expense, shall aiainmepair, replace (at Tenant's reasonable option
and keep the Demised Premises and all non-strlatopaovements, fixtures and personal property lgding Tenant’s Equipment) thereon
(including, for purposes of this paragraph and athimitation, the heating, ventilation and ainditioning systems, fire protection systems
and sprinkler systems, Tenant's Equipment, thetidad, lighting and communications conduits, wirewitches and other electrical fixtures
and the plumbing pipes, valves, meters and othaniping fixtures for water and sewer) in good, safd sanitary condition, order and repair
and in accordance with all applicable laws, ordag orders, rules and regulations of governmeuithiorities having jurisdiction, ordinary
wear and tear, casualty and condemnation excepsetnt will perform or contract for and promptlyydar trash and garbage disposal,
janitorial and cleaning services, security servig@grior painting, interior window washing, repéanent of damaged or broken glass
other breakable materials, replacement of intéight bulbs and light fixtures in or serving themised Premises. All costs of maintenance
and repairs to be performed by Tenant in accordaaoewith, but incurred instead by Landlord, shallconsidered Additional Rent
hereunder. All maintenance and repairs to be paddrby Tenant shall be done promptly, in a goodvemdkmanlike fashion, and without
diminishing the original quality of the Demised Riises or the Property. Tenant shall maintain tlaihg, ventilation and air conditioning
equipment located in or about the Building by atcaetor reasonably acceptable to Landlord.

7.4 Landlords Maintenance ObligationLandlord shall be responsible for and shall lkarcosts and expenses of replacement of, or
extraordinary maintenance and repairs to, strucasects of the roofs, foundations, exterior walled other structural elements of the
Building and keep such structural elements in gad safe condition, order and repair. Landlordistiab maintain and repair the Common
Facilities and provide routine maintenance of tinecsural elements, and Tenant shall pay its Pria Bhare of all costs and expenses with
respect thereto pursuant to Section 7.2 above.




ARTICLE 8
OTHER COVENANTS OF TENANT

8.1 Limitation on Use by TenanfTenant covenants and agrees to use the Demisedd®s only for the use or uses set forth as
Permitted Uses by Tenant in the Summary of Basased erms and for no other purposes, except watlptior written consent of Landlord.
Landlord has made no investigation of and make®presentations or warranties whatsoever regattimgermissibility of Tenant’'s
Permitted Uses under applicable zoning or landawss, rules, regulations or approvals.

8.2 Compliance with LawsTenant covenants and agrees that at all timdsgltive Lease Term, Tenant’s use of the DemisethiBes
shall be in compliance with all zoning, land usg] ather applicable laws, rules, and regulatiorth waspect thereto, and that nothing shall be
done or kept on the Demised Premises in violatfaapplicable law, ordinance, order, rule or regolabf any governmental authority having
jurisdiction, and that the Demised Premises stalided, kept and maintained in compliance withsargh law, ordinance, order, rule
regulation and with the certificate of occupanauisd for the Building and/or the Demised Premipesyided, however, that nothing in this
Section 8.2 is intended, or shall be construededoire Tenant to make or to pay for alteratiomgrovements or replacements to or of the
Property (or any portion thereof) except those thay be required as a result of Tenant’s or Baxtiese or alteration of the Demised Prerr
or Tenant's business operations.

8.3 Compliance with Insurance Requiremenfgnant covenants and agrees that should anytieimpne or kept at the Demised
Premises on the part of Tenant or Tenant’'s empkyagents, invitees or contractors that incredsesdst of insurance maintained with
respect to the Demised Premises or the Prope#dwy, Tenant shall bear the full economic effect ahsincrease in premiums.

8.4 No Waste or Impairment of Valudenant covenants and agrees that nothing shalbbe or kept on the Demised Premises or the
Property that would impair the value of the DemiBedmises or the Property, or that would constiéxiEessive wear and tear or waste.

8.5 No Overloading Tenant covenants and agrees that nothing shalbbe or kept on the Demised Premises or the Bigjldnd that n
improvements, changes, alterations, additions, t@a#émce or repairs shall be made to the Demiseadifes that might impair the structural
soundness of the Building, Improvements, or Parkirgn, that might result in an overload of ele@riines serving the Building or cause
excessive tripping of circuit breakers, that miiglterfere with any telephone lines or equipmerairmy other electric or electronic equipmer
the Building or on any adjacent or nearby propeftst might place excessive demands on or exceedapacity of the water lines or sewer
lines servicing the Building, or that might in aother way overload any portion of the Propertyroptovements or any equipment or
facilities servicing the same. In the event of at@ns hereof, Tenant covenants and agrees to imtegdremedy the violation at Tenant’'s
expense and in compliance with all requirementgooernmental authorities and insurance underwriters

8.6 No Nuisance, Noxious or Offensive Activitfenant covenants and agrees that no noxioudemsive activity shall be carried on
upon the Demised Premises or the Property nor ahgthing be done or kept on the Demised Premis#sedProperty that may be or become
a public or private nuisance or that is likely tause disturbance or annoyance to others on adjacestarby property.

8.7 No Annoying Lights, Sounds or OdorEenant covenants and agrees that no light seadhfitted from the Demised Premises that is
unreasonably bright or causes unreasonable glarggund shall be emitted from the Demised Prentisgss unreasonably loud or annoyil
and no odor shall be emitted from the Demised Fsesitihat is or might be noxious or offensive tenthn the Building or on adjacent or
nearby property.
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8.8 No UnsightlinessTenant covenants and agrees that no unsightlgtedbe permitted on the Demised Premises oPthperty that
is visible from any adjacent or nearby propertythdut limiting the generality of the foregoing, alisightly conditions, equipment, objects
and conditions shall be kept enclosed within theni3ed Premises; no refuse, scrap, debris, garbagé, bulk materials or waste shall be
kept, stored or allowed to accumulate on the Detn@mises or the Property except as may be enlclaisigin the Demised Premises; all
pipes, wires, poles, antennas and other facilitiesitilities or the transmission or reception afieo or visual signals or electricity shall be
kept and maintained underground or enclosed witlférDemised Premises or appropriately screenediewy and no temporary structure
shall be placed or permitted on the Demised Prenus¢he Property without the prior written consehitandlord.

8.9 No Animals Tenant covenants and agrees that no animalskehpktrmitted or kept on the Demised PremiseseoPthperty;
provided, however, that nothing herein shall bestmred as prohibiting qualified service animald thay not be legally excluded from the
Demised Premises or Property pursuant to the Amesigvith Disabilities Act or any similar law, rubde regulation applicable to the Property.

8.10 Restriction on Signs and Exterior LightinBenant covenants and agrees that no signs orteilvg devices of any nature shall be
erected or maintained by Tenant on the Demised iBesnor the Property and no exterior lighting shalpermitted on the Demised Premises
or the Property except as approved in writing bgdlard, which approval will not be unreasonablyhki¢ld, conditioned or delayed.

8.11 No Violation of CovenantsTenant covenants and agrees not to commit, soiffpermit any violation of any covenant, conditmn
restriction affecting the Demised Premises or ttopéerty.

8.12 Restriction on Changes and Alteratiomgnant covenants and agrees not to improve, ehaftgr, add to, remove or demolish any
improvements on the Demised Premises, (“Change&hout the prior written consent of Landlord, whiconsent shall not be unreasonably
withheld, conditioned or delayed, and unless Teoantplies with all reasonable conditions that mayrbposed by Landlord in connection
with such consent; and unless Tenant pays to Lathtth@ reasonable costs and expenses of Landlpatdhitectural, engineering, legal or
other consulting that may be reasonably incurretldoydlord in determining whether to approve anyhsGbanges. Landlord’s consent to any
Changes and the conditions imposed in connectieretith shall be subject to all requirements arstrictions of any holder of a mortgage
deed of trust encumbering the Property. If suctseahis given, no such changes shall be permitiezss Tenant shall have procured and
for all necessary permits and authorizations fromgovernmental authorities having jurisdiction|ass such Changes will not reduce the
value of the Property, and will not affect or impaxisting insurance on the Property; and unlesgmg at Tenant’s sole cost and expense,
shall maintain or cause to be maintained workmeafapensation (to the extent required by applickblg covering all persons employed in
connection with the work and obtains liability inance covering any loss or damage to persons pegsoarising in connection with any
such Changes and such other insurance or bondsnalford may reasonably require. Tenant covenantsagrees that any such Changes
approved by Landlord shall be completed with diligeice and in a good and workmanlike fashion ancbimpliance with all conditions
imposed by Landlord and all applicable permitshatizations, laws, ordinances, orders, rules agdle¢ions of governmental authorities
having jurisdiction and that the costs and expemnstsrespect to such Changes shall be paid prgmyien due and that the Changes sha
accomplished free of liens of mechanics and
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materialmen. Tenant covenants and agrees thaicillGhanges (except to the extent they constitet@iit's Equipment, whether or not
affixed or attached to the real estate) shall bectma property of Landlord at the expiration of tiease Term if and to the extent that
Landlord relieves Tenant from its Restoration Cdtigns at the expiration or termination of this ea

8.13_ No Mechanis Liens. Tenant covenants and agrees not to permit oersuhd to cause to be removed and released, any
mechanic’s, materialmen’s or other lien on accadrsupplies, machinery, tools, equipment, labomaterial furnished or used in connection
with the construction, alteration, improvement, itidd to or repair of the Demised Premises by, tigtoor under Tenant. At least fifteen
(15) days prior to any Changes, Tenant shall pewdtten notice to Landlord of the date of commament of any Changes. Prior to the
commencement of any Changes, Tenant shall posinispicuous locations and maintain on the DemisethRes and Building Notices of
Owner’s Non-Liability in the form attached heretmEhibit C or in such other form as Landlord may from timeitee reasonably require in
writing. Tenant shall have the right to contestgaod faith and with reasonable diligence, thedisliof any such lien or claimed lien,
provided that Tenant shall give to Landlord suatusigy as may be reasonably requested by Land@nasure the payment of any amounts
claimed, including interest and costs, and to preway sale, foreclosure or forfeiture of any iestrin the Property on account of any such
lien, including, without limitation, bonding, esevar endorsement of the title insurance policy ahtlord and any holder of a mortgage or
deed of trust encumbering the Property. If Tenartatests, then on final determination of the bewrlaim for lien, Tenant shall immediat
pay any judgment rendered, with interest and cdsasy, and will cause the lien to be released amgjudgment satisfied.

8.14 No Other Encumbrance¥enant covenants and agrees not to obtain aapding secured by Tenant’s interest in the Demised
Premises and not to encumber the Demised Premidesdlord’s or Tenant’s interest therein, withtlu prior written consent of Landlord,
and to keep the Demised Premises free from alt leavd encumbrances except liens and encumbraniséag@xpon the date of
commencement of the Lease Term or liens and enanues created by Landlord or otherwise outsidednérol of Tenant.

8.15 Subordination to Landlord MortgageBenant covenants and agrees that this LeaseamahTs interest in the Demised Premises
shall be junior and subordinate to any mortgagdead of trust now or hereafter encumbering the &tgpin the event of a foreclosure of ¢
such mortgage or deed of trust, Tenant shall attothe party acquiring title to the Property as tasult of such foreclosure. No act or further
agreement by Tenant shall be necessary to estabéisfubordination of this Lease to any such mgega deed of trust, which is self-
executing, but Tenant covenants and agrees, upgoeseto Landlord, to execute such documents asmagasonably necessary or
appropriate to confirm and establish this Leassua®rdinate to any such mortgage or deed of tnustcordance with the foregoing
provisions, including, without limitation, the forof Subordination, Non-Disturbance and Attornmegtéement attached heretoReibit
D . Alternatively, Tenant covenants and agrees #iahe option of any mortgagee or beneficiary ursddeed of trust, Tenant shall execute
documents as may be reasonably necessary to shtth$ Lease and Tenant'’s interest in the Denfsechises as superior to any such
mortgage or deed of trust. If Tenant fails to exe@ny documents required to be executed by Tamatdr the provisions hereof, Tenant
hereby makes, constitutes and irrevocably apptatsilord as Tenant’s attorney in fact and in Teisamhme, place and stead to execute any
such document. In the event Tenant requests amgelaor revisions to any such document or agreeriengant shall pay to Landlord, witt
ten (10) days after demand by Landlord, the redderapsts and expenses of Landlord in connectidim thie negotiation, drafting, and
revision thereof, including attorneys’ fees.
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8.16 _Assignment or Subletting’enant covenants and agrees not to make or parfmansfer by Tenant, as hereinafter defined,owith
Landlord’s prior written consent, which consent shall notibeeasonably withheld, conditioned or delayed.ranEfer by Tenant shall inclu
an assignment of this Lease, a sublease of aliypart of the Demised Premises or any assignrsahtease, license, franchise, transfer,
mortgage, pledge or encumbrance of all or anygfarenant’s interest under this Lease or in the BethPremises, by operation of law or
otherwise, or the use or occupancy of all or any giathe Demised Premises by anyone other thamftedny such Transfer by Tenant
without Landlord’s written consent shall be voiddahall constitute a default under this Leasehéndvent Landlord consents to any Transfer
by Tenant, Tenant shall not be relieved of itsgdtibns under this Lease and Tenant shall remalitelj jointly and severally and as a
principal, and not as a guarantor or surety, uthisrLease, to the same extent as though no Tramgf€enant had been made, unless
specifically provided to the contrary in Landlosgirior written consent. The acceptance of rentdnydlord from any person other than Tel
shall not be deemed to be a waiver by Landlordhefrovisions of this Section or of any other psovi of this Lease and any consent by
Landlord to a Transfer by Tenant shall not be dekaneonsent to any subsequent Transfer by Termagiving or withholding its consent tc
proposed Transfer by Tenant, Landlord shall beledtto consider any reasonable factor, includingriot limited to the following:
(a) financial strength and credit history of thegwsed subtenant/assignee; (b) business reputdtibe proposed subtenant/assignee;
(c) proposed use of the Demised Premises by thopeal subtenant/assignee; (d) managerial and aperiaskills of the proposed
subtenant/assignee; and (e) compatibility of tlppsed subtenant with other tenants of the Buildigwithstanding the foregoing, Tenant
may assign this Lease or sublet any or all ofeigsEhold interest in the Demised Premises to diatff subsidiary, or parent corporation of
Tenant; (ii) resulting entity from a merger or colidation involving Tenant; or (iii) an entity purasing all or substantially all of the assets of
Tenant, in each case without Landlord’s consenlyided that Tenant gives written notice to Landlaith a copy of the assignment or
sublease and the assignee or sublessee agreating with Landlord to be bound by the terms andditions of the Lease; provided further
that no such notice or consent shall be requireghimection with the transfer of any voting stocknderests of Tenant. Despite any
assignment or sublease, Tenant will not be reli@féts obligations under this Lease, and Tenamaias liable, jointly and severally and as a
principal, and not as a guarantor or surety, uthierLease, to the same extent as though no assigronsublease by Tenant had been made.

Tenant covenants and agrees that in the event &@hdbnsents to a sublease by Tenant, Tenant amhT® Subtenant shall ent
into the form of Sublease, Assumption and Consgmedment attached heretoEsibit E , and in the event Landlord consents to an
assignment, Tenant and Tenant’s assignee shatliatdghe form of Assignment, Assumption, and GartsAgreement attached hereto as
Exhibit F , or the standard form of agreement in each casehiking used by Landlord for subleases and assigtsmin the event Tenant or
Tenant’s transferee requests any changes or rasisiocany such agreement, Tenant shall pay to bashdlithin ten (10) days after demand
by Landlord, the reasonable costs and expensearafitird in connection with any request by Tenantfmsent to a Transfer, including
attorneys’ fees.

8.17_Annual Financial Statement§enant covenants and agrees to furnish to LatidVaithin fifteen (15) days after Landlord’s writte
request, copies of Tenant's most recent year erhfiial statements, and agrees that Landlord miayedany such financial statements to
any existing or prospective mortgagee or purchaktre Property. The financial statements shallide a balance sheet as of the end of, and
a statement of profit and loss for, the precediscal year of Tenant and, if regularly prepared’bpant, a statement of sources and use of
funds for the preceding fiscal year of Tenant.
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8.18 Payment of Other Taxe$enant covenants and agrees to pay promptly wherall personal property taxes on personal prooé
Tenant on the Demised Premises and all state @atidales taxes and use taxes, the nonpaymentici wtight give rise to a lien on the
Demised Premises or Tenant's interest thereing@ittent applicable to the Demised Premises, afutnish, if requested by Landlord,
evidence of such payments.

8.19 Estoppel CertificatesTenant covenants and agrees to execute, ackngeviet deliver to Landlord, upon Landlord’s written
request, a written Estoppel Certificate certifythgt this Lease is unmodified (or, if modified,tstg the modifications) and in full force and
effect; stating the dates to which Basic Rent fetpaid, stating the amount of the Security Dépedd by Landlord; stating the amount of
the Monthly Deposits held by Landlord for the thar and insurance year; and stating whether otaotllord is in default under this Lease
(and, if so, specifying the nature of the defawlt)gl stating such other matters concerning thisé.@a Landlord may reasonably request,
including but not limited to, the form of Estopp&értificate attached hereto Bghibit G . Tenant agrees that such statement may be deli
to and relied upon by any existing or prospectitgagee or purchaser of the Property. Tenant agheg a failure to deliver such a
statement within ten (10) days after written reqj@resn Landlord shall be conclusive upon Tenant this Lease is in full force and effect
without modification except as may be representeldndlord; that there are no uncured defaults égdlord under this Lease; and that any
representation by Landlord with respect to BasiotRifie Security Deposit and Monthly Deposits ave.tin the event Tenant requests any
changes or revisions to any such Estoppel Cettifiother than to correct inaccuracies, Tenant glagilto Landlord, within ten (10) days af
demand by Landlord, the reasonable costs and egp@fit andlord in connection the negotiation, dnafiand revision of such Estoppel
Certificate, including attorneys’ fees.

8.20 Landlord Right to Inspect and Show Premisestarinstall* For Salé Signs. Tenant covenants and agrees that Landlord and the
authorized representatives of Landlord shall haeeright to enter the Demised Premises at any nedid® time for the purposes of inspecti
repairing or maintaining the same or performing ahljgations of Tenant that Tenant has failed tdgyen hereunder or for the purposes of
showing the Demised Premises to any existing aspective mortgagee, purchaser or, during the last(®) months of the Lease Term,
lessee of the Property or the Demised Premise®Exae the case of emergency, Landlord will nofignant a reasonable time prior to
entering the Demised Premises. Tenant covenantagmeés that Landlord may at any time place orPtioperty or the Demised Premises a
sign advertising the Property or the Demised Presnisr sale or, within the last nine (9) monthshaf Term, for lease.

8.21 Landlord Right to Renovate, Expand or Modifyil8ing . Tenant covenants and agrees that Landlord saadl the right to
renovate, expand, reconstruct, or otherwise mat#yBuilding and/or Common Facilities at any tinmel_andlord’s sole discretion; provided,
however, that no such renovation, expansion, rénact®n, or other modification shall permanenttynaaterially interfere with Tenargt'right
to the quiet use and enjoyment of the Demised RBesniandlord will give Tenant prior written notidescribing any work planned under the
terms of this provision and the methods plannegé&forming such work. Tenant may require Landkordhodify its methods in reasonable
manner to minimize any impact on Tenant’s operation

8.22 Landlord Title to Fixtures, Improvements amguipment. Subject to Tenant’'s Restoration Obligations axddugling Tenant’s
Equipment, Tenant covenants and agrees that alféig and improvements on the Demised Premisealbaquipment and personal property
relating to the use and operation of the Demisedniges (as distinguished from operations incidetité business of Tenant), including all
plumbing, heating, lighting, electrical and air ddioning fixtures and equipment, whether or ndaetied to or affixed to the Demised
Premises, and whether now or hereafter located timpbemised Premises, shall be and remain theepsopf Landlord upon expiration of
the Lease Term.
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8.23 Removal of Tenars Equipment In addition to Tenant’s Restoration Obligationenant covenants and agrees to remove, at or
prior to the expiration of the Lease Term, all @n@nt’s Equipment, as herein defined. If such rexhshall injure or damage the Demised
Premises Tenant covenants and agrees, at itsastlarmd expense, at or prior to the expiratiohefltease Term, to repair such injury and
damage in good and workmanlike fashion and to plagéemised Premises in the same condition aB¢n@sed Premises would have been
if such Tenant’'s Equipment had not been instalfeBenant fails to remove any Tenant’s Equipmenthimy Expiration of the Lease Term,
Landlord may, at its option, keep and retain arghsCenant’s Equipment or dispose of the same aaghrany proceeds therefrom, and
Landlord shall be entitled to recover from Tenamt eosts or expenses of Landlord in removing timeesand in restoring the Demised
Premises in excess of the actual proceeds, ifrangjved by Landlord from disposition thereof. Teine@leases and discharges Landlord from
any and all claims and liabilities of any kind argsout of Landlord’s disposition of Tenant’s Eqoipnt pursuant to this Section 8.23.

8.24 Tenant Indemnification of Landlord enant covenants and agrees to protect, indepdefignd, and hold Landlord harmless from
and against all liability, obligations, claims, dages, penalties, causes of action, costs and eeqénsluding attorneys’ fees, imposed upon,
incurred by or asserted against Landlord by rea$ofa) any accident, injury to or death of anyqumer or loss of or damage to any property
occurring on the Demised Premises or Common Hasili{b) any act or omission of Tenant or of Tetsaofficers, employees, agents, guests
or invitees or of anyone claiming by, through odenTenant; (¢c) any use that may be made by Texfaat condition created by Tenant or
Baxter upon, the Demised Premises or Common Hasilifd) any improvements, fixtures or equipmerdruthe Demised Premises or
Common Facilities installed by Tenant or by Bax{ej;any failure on the part of Tenant to perfomeamply with any of the provisions,
covenants or agreements of Tenant contained irLdase; (f) any violation of any applicable lawdioance, order, rule or regulation of
governmental authorities having jurisdiction by @ehor Tenant's officers, employees, agents, guedtsvitees or by anyone claiming by,
through or under Tenant; and (g) any repairs, reaartice or Changes to the Demised Premises madesedto be made by, through or
under Tenant. Tenant further covenants and agnegsith case any action, suit or proceeding is ghndagainst Landlord by reason of any of
the foregoing, Tenant will, at Tenant’s sole casd axpense, pay all costs and expenses to deferdldrd in any such action, suit or
proceeding with counsel of Landlord’s choosing. dm's obligations under this Section 8.24 will apply to any liability, obligations,
claims, damages, penalties, causes of action, andtexpenses, including attorneys’ fees, impogeth uncurred by or asserted against
Landlord to the extent caused or contributed bygtiess negligence or willful misconduct of Landlandits officers, agents, contractors,
guests, invitees or employees.

8.25 Liability of Landlord. Landlord shall be liable to Tenant for Landl@diross negligence and willful misconduct. Tenaaives an
releases any claims Tenant may have against Lahdidrandlord’s officers, agents or employees émsl damage or injury to person or
property sustained by Tenant or Tenant'’s officaggents, employees, guests, invitees, or anyonaidgiby, through or under Tenant
resulting from any cause whatsoever other thansgnegligence or willful misconduct. Notwithstandiagything to the contrary contained in
this Lease, Landlord, its beneficiaries, succesandsassigns, shall not be personally liable wadpect to any of the terms, covenants and
conditions of this Lease, and Tenant shall looklydio the equity of Landlord in the Property i tivent of any default or liability of
Landlord under this Lease, such exculpation ofilitgtto be absolute and without any exception veoatver.
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8.26 Release upon Transfer by Landlohd the event of a transfer by Landlord of thegemby or of Landlord’s interest as Landlord
under this Lease, Landlord’s successor or assighaietake subject to and be bound by this Leadeiarsuch event, Tenant covenants and
agrees that Landlord shall be released from aigabbns of Landlord under this Lease, except @hians that arose and matured prior to ¢
transfer by Landlord; that Tenant shall theredfiek solely to Landlord’s successor or assign &dis$action of the obligations of Landlord
under this Lease; and that, upon demand by Landiokéndlord’s successor or assign, Tenant shalfrato such successor or assign.

8.27 Rules and RegulationtJpon and after receipt of written notice thereoTenant, Tenant shall observe and comply witegand
regulations that may be promulgated and amendedl firae to time by Landlord, provided that such sudéd regulations are reasonable and
do not materially interfere with Tenant’s ability ¢arry out the Permitted Use at the Demised Pesnlsandlord shall not be responsible to
Tenant for the failure of any other tenant of thelding to observe or comply with any of the rugsegulations, but Landlord shall make
reasonable efforts to enforce the rules and reignia{if any) for the benefit of all tenants of #Beilding.

8.28 Monitoring EquipmentShould equipment for monitoring fire systems andgécurity systems be deemed necessary by Tenant o
be required for the Demised Premises by fedewte sor local governing agencies because of Temaqtiipment, the nature of Tenant's
business, or Tenant’s modification of the Demiseshitses, Tenant shall be responsible for instaltatif such monitoring system, for any
required building permits, monthly monitoring feasd any fines, penalties or other charges foefalarms. Should such monitoring systems
be otherwise required by federal, state, or loo&kgning agencies, or deemed by Landlord to besatiié for the operation of the Building,
Landlord shall be responsible for installation o€ls monitoring systems, and all costs and expemesasng thereto shall be included as
Common Facilities Charges.

ARTICLE 9
ENVIRONMENTAL MATTERS

9.1 Definitions.
9.1.1 Hazardous MateriaHazardous Material means any substance:

9.1.1.1 that is or becomes defined as a “hazardmierial,” “hazardous waste,” “hazardous substédricegulated
substance,” “pollutant” or “contaminant” under aagplicable federal, state or local statute, reguiatrule or ordinance or amendments
thereto including, without limitation, the Compreiséze Environmental Response, Compensation andlityahct (42 U.S.C. § 9601 et seq.)
and the Resource Conservation and Recovery Adt(82C. § 6901 et seq.); or

9.1.1.2 that is toxic, explosive, corrosive, flaniea infectious, radioactive, carcinogenic, mutageor otherwise
hazardous and is or becomes regulated by any gmeertial authority, agency, department, commissioardh agency or instrumentality of
the United States, the State of Colorado or aniigall subdivision thereof; or

9.1.1.3 the presence of which on the Demised Pe=ntiguses or threatens to cause a nuisance upbDeitiised Premises
or to adjacent properties or poses or threatepsde a hazard to the health or safety of persoms ahout the Demised Premises; or

9.1.1.4 that contains gasoline, diesel fuel orogi@roleum hydrocarbons; or
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9.1.1.5 that contains polychlorinated bipheynolSEB), asbestos or urea formaldehyde foam insulation
9.1.1.6 radon gas.

9.1.2 Environmental RequirementEnvironmental Requirements means all applicataieites, regulations, rules, ordinances,
codes, licenses, permits, orders, approvals, parbkprizations, concessions, franchises, andaintdms, of all governmental agencies,
departments, commissions, boards, bureaus, oumestrtalities of the United States, states andipalisubdivisions thereof having
jurisdiction over the Demised Premises and alligpple judicial, administrative, and regulatory dsss, judgments, and orders relating to
protection of human health or the environment.

9.1.3 Environmental Damage&nvironmental Damages means all claims, judgmeatmages, losses, penalties, fines, liabilities
(including strict liability), encumbrances, liemsts, and expenses of investigation and defenamyoflaim, whether or not such claim is
ultimately defeated, and of any good faith settlehoe judgment, of whatever kind or nature, corginigor otherwise, matured or unmatured,
foreseeable or unforeseeable, including withouitdition reasonable attorneys’ fees and disbursesraard consultants’ and witnesses’ fees,
any of which are incurred at any time as a reduth® existence of Hazardous Material upon, abmeneath the Demised Premises or
migrating or threatening to migrate to or from emised Premises, or the existence of a violatfdanvironmental Requirements pertaining
to the Demised Premises.

9.2 Tenairis Obligation to Indemnify, Defend and Hold Harmle3®&nant, its successors, assigns and guarangwes & indemnify,
defend, reimburse and hold harmless the followiag@ns from and against any and all Environmengah@gesrising from activities of
Tenant or its employees, agents, contractors, submactors, or guests, licensees, or invitedbat (1) result in the release of Hazardous
Materials upon, about or beneath the Demised Pesnoismigrating to or from the Demised Premise¢2presult in the violation of any
Environmental Requirements pertaining to the DechRemises and the activities thereon:

9.2.1 Landlord;

9.2.2 any other person who acquires an interg$ieiibemised Premises in any manner, including butimited to purchase at a
foreclosure sale or otherwise; and

9.2.3 the directors, officers, shareholders, emg#sy partners, agents, contractors, subcontraetqsrts, licensees, affiliates,
lessees, mortgagees, trustees, heirs, deviseegssocs, assigns, guests and invitees of suchrgerso

This obligation shall include, but not be limitex the burden and expense of investigating andhdéfg all claims, suits and
administrative proceedings (with counsel reasonapfyroved by the indemnified parties), includinpateys’ fees and expert witness and
consulting fees, even if such claims, suits or pealings are groundless, false or fraudulent, anduaiing all negotiations of any description,
and paying and discharging, when and as the saomerigedue, any and all judgments, penalties or athiers due against such indemnified
persons, and all such expenses incurred in enfpthim obligation to indemnify. Tenant, at its sexpense, may employ additional counsel of
its choice to associate with counsel representiegridemnified parties.
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9.3 Tenaris Obligation to RemediateNotwithstanding the obligation of Tenant to indefy Landlord pursuant to this agreement,
Tenant shall, upon demand of Landlord, and atiis sost and expense, promptly take all actionretaediate the Demised Premises,
Building, and Land that are reasonably necessamyitigate Environmental Damages or to allow fulbeomic use of the Building and Land,
or are required by Environmental Requirements, tvhéenediation is necessitated by the 1) releaseHdzardous Material upon, about or
beneath the Demised Premises or 2) a violatiomefrBhnmental Requirementsither of which is caused by the actions of Tenanits
employees, agents, contractors, subcontractors, gts, invitees or licensee§.enant shall promptly provide to Landlord copieseasiting
results and reports that are generated in conmewgiiith the above activities, and copies of any egpondence with any governmental entity
related to such activities.

9.4 Notification. If Tenant shall become aware of or receive naticether communication concerning any actual gelte suspected or
threatened violation of Environmental Requiremeotdiability of Tenant for Environmental Damag@scionnection with the Demised
Premises or past or present activities of any pettsereon, or that any representation set forthisyxagreement is not or is no longer accurate,
then Tenant shall deliver to Landlord, within teayd of the receipt of such notice or communicakip.andlord, a written description of said
violation, liability, correcting information, or &gal or threatened event or condition, togethehwdpies of any such notice or
communication. Receipt of such notice shall notibemed to create any obligation on the part of laaddo defend or otherwise respond to
any such natification or communication.

9.5 Negative Covenants

9.5.1 No Hazardous Material on Demised Premigesept in strict compliance with all EnvironmdrfRequirements, Tenant sh
not cause, permit or suffer any Hazardous Matésie brought upon, treated, kept, stored, dispo§eatischarged, released, produced,
manufactured, generated, refined or used upon talsdeneath the Demised Premises by Tenant, éstagemployees, contractors,
subcontractors, guests, licensees or inviteesyyother person. Tenant shall deliver to Landlargies of all documents that Tenant provides
to any governmental body in connection with comm@with Environmental Requirements with respe¢héoDemised Premises, such
delivery to be contemporaneous with provision ef documents to the governmental agency.

9.5.2 No Violations of Environmental Requiremeni®nant shall not cause, permit or suffer theterise or the commission by
Tenant, its agents, employees, contractors, sutagiats or guests, licensees or invitees, or byadingr person (excepting Landlord, its
employees, agents, or contractors) of a violatioany Environmental Requirements upon, about oebtimthe Demised Premises or any
portion of the Building or Land.

9.6 Landlords Right to Inspect and to Audit TenaRecords Landlord shall have the right in its sole andadin® discretion, but not
the duty, to enter and conduct an inspection ofxmised Premises and to inspect and audit Tenesttbrds concerning Hazardous Mate
at any reasonable time to determine whether Tasammplying with the terms of the Lease, including not limited to the compliance of
the Demised Premises and the activities theredm Entvironmental Requirements and the existencengfr@Bhmental Damages. Tenant
hereby grants to Landlord the right to enter theni3ed Premises and to perform, at Landlord’s casth tests on the Demised Premises as
are reasonably necessary in the opinion of Landmassist in such audits and investigations. Lenddshall use reasonably diligent efforts to
minimize interference with the business of Tengnsiich tests inspections and audits, but Landloadl aot be liable for any interference
caused thereby.
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9.7 Landlords Right to RemediateShould Tenant fail to perform or observe anyt®bbligations or agreements pertaining to
Hazardous Materials or Environmental Requiremehes, thirty (30) days following written notice T@nant of its failure and Tenant's
failure to cure within that period (except thatlsunotice and cure opportunity is not necessarnnieraergency situation), Landlord shall have
the right, but not the duty, without limitation upany of the rights of Landlord pursuant to this&e, to enter the Demised Premises
personally or through its agents, consultants atragtors and perform the same. Tenant agreesléminify Landlord for the costs thereof
and liabilities therefrom as set forth in Sectiod.9

9.8 Survival of Environmental Obligation§ he obligations of Landlord and Tenant as sehfuor this Article 9 and all of its sections
shall survive expiration and termination of thisake. If Tenant has provided a certificate as reduiry Section 9.9 below which indicates no
Environmental Damages or adverse environmentalitondexcluding Hazardous Material migrating otite Property from off-site or
caused by Landlord, its agents, employees or ocotong) not indicated by same as of the October 20@stigation and certification, this
Section 9.8 will expire two (2) years following th&piration or earlier termination of the Lease.

9.9 Environmental Certificationd_andlord and Tenant have been provided the @@tibn of an environmental engineer, Altus
Environmental Consulting, Inc., dated October 2@h&t the Demised Premises and Property are safeifoan occupancy as of the
Commencement Date. Upon expiration or earlier teation of this Lease, Tenant, at its cost, shalehthe tests and investigations indicated
on Exhibit H performed and must provide to Landlord, a similetitication by a licensed environmental engineeting any qualifications
to such certification. If Tenant does not timelyfpan such investigation and provide such certifma Landlord may, at Tenant's cost,
perform such investigation and obtain the opiniba ticensed environmental engineer regarding wdvetiie Demised Premises and Property
are safe for human occupancy, including the idieatifon of any conditions which should be remed@dake it safe for human occupancy
the investigation or certification indicates Envineental Damages or adverse environmental condigixciuding Hazardous Material
migrating onto the Property from off-site or causgd_andlord, its agents, employees or contracteos)ndicated by same as of the October
2005 investigation and certification, then Tendrallspromptly take any remedial actions necessargmedy the Environmental Damages or
environmental condition so identified.

ARTICLE 10
DAMAGE OR DESTRUCTION

10.1 Damage to Demised Premiséfsany portion of the Demised Premises shall &maged or destroyed by fire or other casualty,
Tenant shall give prompt written notice thereof&mdlord (“Tenant’s Notice of Damage”).

10.2 Options to Terminate if Damage to Demised esis SubstantialUpon receipt of Tenant’s Notice of Damage, Landishall
promptly proceed to determine the nature and extetite damage or destruction and to estimateitte hecessary to repair or restore the
Demised Premises. As soon as reasonably possinelldrd shall give written notice to Tenant statirgndlord’s estimate of the time
necessary to repair or restore the Demised Prerffisasdlord’s Notice of Repair Time”). If Landlondtasonably estimates that repair or
restoration of the Demised Premises cannot be aatplvithin two hundred forty (240) days from thee of Landlord’s Notice of Repair
Time, Landlord and Tenant shall each have the ngtiderminate this Lease. If, however, the dan@giestruction was caused by the act or
omission of Tenant or Tenant’s officers, employeggnts, guests or invitees or of anyone claiminghyough or under Tenant and for any
reason the casualty is not insured (except failure
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by Landlord to have policy in force), Landlord dHave the option to terminate this Lease if Landlieasonably estimates that the repair or
restoration cannot reasonably be completed withtnhundred forty (240) days from the time of Terahotice of Damage, but Tenant shall
not have the option to terminate this Lease. Anyoopgranted hereunder shall be exercised by writigice to the other party given within
ten (10) days after Landlord’s Notice of Repair €inf either Landlord or Tenant exercises its aptio terminate this Lease, the Lease Term
shall expire thirty (30) days after the notice lityer Landlord or Tenant exercising such party’s@pto terminate this Lease. Following
termination of this Lease under the provisions tigrfeandlord shall refund to Tenant such amountBasic Rent and Additional Rent
theretofore paid by Tenant as may be applicabthdgeriod subsequent to the time of TermNtice of Damage less the reasonable val
any use or occupation of the Demised Premises hgritesubsequent to the time of Tenant's Notice arhBge.

10.3_ Damage to Buildinglf the Building shall be damaged or destroyeditgyor other casualty (whether or not the DemiBeeimises
are affected) to the extent of fifty percent (5086)more of the replacement value of the Buildingd avithin thirty (30) days after the
happening of such damage Landlord shall decidéomi@construct or rebuild the Building, then upornitien notice to Tenant within such
thirty (30) days, this Lease shall terminate anddlerd shall refund to Tenant such amounts of BR&int and Additional Rent paid by Ten
for the period after such damage less the reasewahie of any use or occupation of the Demiseches by Tenant during such period.

10.4 Obligations to Repair and Restoterepair and restoration of the Demised Premcsesbe completed within the period specifie
Section 10.2, in Landlord’s reasonable estimatiorif neither Landlord nor Tenant terminate thisake as provided in Sections 10.2 or 10.3,
this Lease shall continue in full force and effaatl Landlord shall proceed forthwith to cause teenided Premises to be repaired and
restored with reasonable diligence and there $lgadin abatement of Basic Rent and Additional Resyigrtionate to the extent of the space
and period of time that Tenant is unable to useejoly the Demised Premises. Landlord may, atgten, require Tenant to arrange for and
supervise the repair and restoration of the Denifgedhises, in which case Landlord shall furnishargmvith the insurance proceeds for such
repair and restoration at the time or times sucll$uare needed, provided that such proceeds digienuifto cover the costs of repair or
restoration.

10.5 Application of Insurance Proceedghe proceeds of any Casualty Insurance maintaingtie Demised Premises, other than
casualty insurance maintained by Tenant on fixtarespersonal property of Tenant, shall be paahtbbecome the property of Landlord,
subject to any obligation of Landlord to causeBDtenised Premises to be repaired and restored amefisubject to any rights of a holder of
a mortgage or deed of trust encumbering the Prpperguch proceeds. Landlord’s obligation to repaid restore the Demised Premises
provided in this Article 10 is limited to the repaind restoration that can be accomplished wittptbeeeds of any Casualty Insurance
maintained or to be maintained on the Demised Resnprovided, that, if Landlord fails to repaidarstore the Improvements, including
Demised Premises, for any reason, including thegfming limitation, then Tenant shall have the righterminate this lease upon written
notice to Landlord, in which case Landlord shallrel to Tenant such amounts of Basic Rent and Aadit Rent theretofore paid by Tenant
as may be applicable to the period subsequentttrtte of termination less the reasonable valuengfuse or occupation of the Demised
Premises by Tenant subsequent to the date of ¢asahdlord will be responsible for any deductible the Building casualty insurance
maintained by Landlord; provided, however, thah& casualty results from an act or omission ofafgénor Tenant's officers, employees,
agents, guests, or invitees or of anyone claiminghirough or under Tenant, then Tenant shall pap sleductible. The amount of any such
insurance proceeds is subject to any right of ddradf a mortgage or deed of trust encumberindPtioperty to apply such proceeds to its
secured debt.
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ARTICLE 11
CONDEMNATION

11.1 Taking— Substantial Taking— Insubstantial Taking A “Taking” shall mean the taking of all or anyrgion of the Demised
Premises as a result of the exercise of the poflvemment domain or condemnation for public or dqymblic use or the sale of all or part of
the Demised Premises under the threat of condeamali“Substantial Taking” shall mean a Takingweénty five percent (25%) or more of
the area (in square feet) of either the DemisethRes or the Building. An “Insubstantial Takingfiall mean a Taking that does not consti
a Substantial Taking.

11.2 Termination on Substantial Takintj there is a Substantial Taking with respedti® Demised Premises or the Building, the Lease
Term shall expire on the date of vesting of titlequant to such Taking. In the event of terminatibthis Lease under the provisions hereof,
Landlord shall refund to Tenant such amounts oi@Rent and Additional Rent theretofore paid by dm®tras may be applicable to the period
subsequent to the time of termination of this Lease

11.3 Restoration on Insubstantial Taking the event of an Insubstantial Taking, thisde=ahall continue in full force and effect,
Landlord shall proceed forthwith to cause the DemhiBremises, less such Taking, to be restoredaasaeanay be to the original condition
thereof and there shall be abatement of Basic &mhtAdditional Rent proportionate to the extenthef space so taken. Landlord may, at its
option, require Tenant to arrange for and handdadistoration of the Demised Premises, in whicle tasmdlord shall furnish Tenant with
sufficient funds for such restoration at the timeimes such funds are needed.

11.4 Right to Award The total award, compensation, damages or camgide received or receivable as a result of aigkiAward”)
shall be paid to and be the property of Landlandluding, without limitation, any part of the Awangiade as compensation for diminution of
the value of the leasehold or the fee of the Dedhid®mises. Tenant hereby assigns to Landlordf aiénant’s right, title and interest in and
to any such Award. Tenant covenants and agreesstiute, immediately upon demand by Landlord, swtuthents as may be necessary to
facilitate collection by Landlord of any such Awahbtwithstanding Landlord’s right to the entire Awd, Tenant shall be entitled to any
separate award, if any, for the loss of Tenanttsqeal property, Tenant’s relocation expensedh@tdss of Tenant’s business and profits.

ARTICLE 12
DEFAULTS BY TENANT

The occurrence of any one or more of the followargnts shall constitute a “Default by Tenant” aé thease:

12.1 Failure to Pay Rent or Other Amouni#s Default by Tenant shall exist if Tenant failsgay Monthly Rental (or any portion
thereof), Basic Rent, Additional Rent, Monthly Dsjts, or any other amounts payable by Tenant ulgéeterms of this Lease, within five
(5) days after (i) such rental or amount is du@ipnotice that payment is due by Landlord to Tetavhichever is later.

12.2 Nonoccupancy of Demised Premis@sDefault by Tenant shall exist if Tenant shail to occupy and use the Demised Premises
within thirty (30) days after commencement of theake Term or shall leave the Demised Premiseshconisly unoccupied and shall vacate
and abandon the Demised Premises without providingngoing maintenance, heating and other utdéwice to the Demised Premises
while vacated.
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12.3 Transfer of Interest Without Conset Default by Tenant shall exist if Tenant’s irget under this Lease or in the Demised
Premises shall be transferred to or pass to orldewpon any other party without Landlord’s prioritten consent; provided, however, that
this Section 12.3 shall not apply to assignmentubteases for which prior written consent is ofuired pursuant to Section 8.16 above.

12.4 Execution and Attachment Againgt Default by Tenant shall exist if Tenasihterest under this Lease or in the Demised Fes
shall be taken upon execution or by other procé&siodirected against Tenant (other than by corntaion), or shall be subject to any
attachment at the instance of any creditor or dainagainst Tenant and said attachment shall ndtslkbbarged or disposed of within thirty
(30) days after the levy thereof.

12.5 Bankruptcy or Related ProceedingsDefault by Tenant shall exist if Tenant shd#é fa petition in bankruptcy or insolvency or for
reorganization or arrangement under the bankrupteyg of the United States or under any similarch@ny state, or shall voluntarily take
advantage of any such law or act by answer or wiker or shall be dissolved or shall make an assét for the benefit of creditors or if
involuntary proceedings under any such bankruptagpsolvency law or for the dissolution of Tenahab be instituted against Tenant or a
receiver or trustee shall be appointed for the BethPremises or for all or substantially all of piheperty of Tenant, and such proceedings
shall not be dismissed or such receivership otdaiship vacated within sixty (60) days after singtitution or appointment.

12.6 Violation of Lease TermdA Default by Tenant shall exist if Tenant breacbefails to comply with any agreement, term, ¢carg
or condition in this Lease applicable to Tenanh¢othan those referred to in Sections 12.1 thrdi®yd above), and Tenant does not cure
such breach or failure within thirty (30) days aftetice thereof by Landlord to Tenant, or, if stckach or failure to comply cannot be
reasonably cured within such 30-day period, if Tershall not in good faith commence to cure suaabh or failure to comply with such 30-
day period or shall not diligently proceed theréwia completion with one hundred twenty (120) dijl®wing the occurrence of the breach
or failure.

12.7 Reserved

ARTICLE 13
LANDLORD’S REMEDIES

13.1 Remedies Generallypon the occurrence of any Default by Tenant, Lartlshall have the right, at Landlord’s electidrer or at
anytime thereafter, to exercise any one or motbefollowing remedies:

13.1.1 Cure by Landlordin the event of a Default by Tenant, Landlord petylandlord’s option, but without obligation to do,
and without releasing Tenant from any obligationder this Lease, make any payment or take anyreatid_andlord may reasonably deem
necessary or desirable to cure any such Defaulielgnt in such manner and to such extent as Lahdiay reasonably deem necessary or
desirable. Landlord may do so without demand omyriiten notice to, Tenant and without giving Tehany opportunity to cure such Default
by Tenant. Tenant covenants and agrees to payntldra, within ten (10) days after demand, all athes, costs and expenses of Landlord in
connection with the making of any such paymenhertaking of any such action, including reasonaltierneys’fees, together with interest
hereinafter provided from the day of payment of angh reasonable advances,
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costs and expenses by Landlord. Action taken byllead may include commencing, appearing in, defegdir otherwise participating in any
action or proceedings and paying, purchasing, stinfgor compromising any claim, right, encumbraroterge or lien with respect to the
Demised Premises that is reasonably necessarysmable to protect its interest in the Demised Rsesiand under this Lease.

13.1.2 Termination of Lease and Damaghksthe event of a Default by Tenant, Landlord rtexyninate this Lease, effective at
such time as may be specified by written noticBd¢nant, and demand (and, if such demand is refusedyer) possession of the Demised
Premises from Tenant. Tenant shall remain liableatodlord for damages in an amount equal to thécBasnt, Additional Rent and other
sums that would have been owing by Tenant hereundéine balance of the term, had this Lease nehlierminated, less the net proceeds, if
any, of reletting of the Demised Premises by Lartikubsequent to such termination, after dedueihigandlord’s reasonable expenses in
connection with such recovery of possession ottietg Landlord shall be entitled to collect andewe such damages from Tenant on the
days on which the Basic Rent, Additional Rent atietpamounts would have been payable if this Léasenot been terminated.
Alternatively, at the option of Landlord, Landlosfall be entitled to recover forthwith from Tenaag,damages for loss of the bargain and not
as a penalty, an aggregate sum that, at the tirseodf termination of this Lease, represents thess¢df any, of (a) the aggregate of the Basic
Rent, Additional Rent and all other sums payabld égant hereunder that would have accrued for déhembe of the Lease Term, over (b) the
aggregate rental value of the Demised Premisahéobalance of the Lease Term, both discountede®ept worth at the then applicable
federal rate.

13.1.3 Repossession and Relettiig the event of Default by Tenant, Landlord megmnter and take possession of the Demised
Premises or any part thereof, without demand dcepand repossess the same and expel Tenant apaudy claiming by, under or through
Tenant, and remove the effects of both, withouabineof the peace, without being liable for prosiecubn account thereof or being deemed
guilty of any manner of trespass, and without piieje to any remedies for arrears of rent or rightring any proceeding for breach of
covenants or conditions. No such reentry or takiogsession of the Demised Premises by Landlordllsh&onstrued as an election by
Landlord to terminate this Lease unless a writtetice of such intention is given to Tenant. No cetirom Landlord hereunder or under a
forcible entry and detainer statute or similar kvall constitute an election by Landlord to ternenthis Lease unless such notice specifically
so states. Landlord reserves the right, following @eentry or reletting, to exercise its right éoniinate this Lease by giving Tenant such
written notice, in which even the Lease will teratim as specified in said notice. After recoveringgession of the Demised Premises,
Landlord may, from time to time, but shall not b@igated to, relet the Demised Premises, or anytpareof, for the account of Tenant, for
such term or terms and on such conditions and spoh other terms as Landlord, in its uncontrollsgrétion, may determine. Landlord may
make such repairs, alterations or improvementsaasiiord may consider appropriate to accomplish selditing, and Tenant shall reimburse
Landlord upon demand for all costs and expensekiding brokers’ commissions and attorneys’ feleat tandlord may incur in connection
with such reletting. Landlord may collect and reedihe rents for such reletting but Landlord shatio way be responsible or liable for any
failure to relet the Demised Premises, or any fheteof, or for any failure to collect any rent dymon such reletting. Notwithstanding
Landlord’s recovery of possession of the Demisaahiges, Tenant shall continue to pay on the daesrhspecified, the Basic Rent,
Additional Rent and other amounts that would beap#s/ hereunder if such repossession had not ockWwpeon the expiration or earlier
termination of this Lease, Landlord shall refund’emant any amount, without interest, by whichaheunts paid by Tenant, when added to
the net amount, if any, recovered by Landlord thfoany reletting of the Demised Premises, excdeglamounts payable by Tenant under
this Lease. If, in connection with any relettinge new lease term extends beyond the existing @rthe premises covered thereby include
other premises not part of the Demised Premistsst apportionment of the rent received from sueletting and the expenses incurred in
connection therewith will be made in determining tiet amount recovered from such reletting.
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13.1.4 Waiver of Landlord Liens andlord hereby waives any and all statutory andémmon law landlord lien which now exists
or hereafter arises in connection with this Lease.

13.1.5 Suits by LandlordActions or suits for the recovery of amounts dathages payable under this Lease may be brought by
Landlord from time to time, at Landlord’s electi@nd Landlord shall not be required to await thie dgpon which the Lease Term would
have expired to bring any such action or suit.

13.1.6 Recovery of Landlord Enforcement Coddl reasonable costs and expenses incurred bylbeshin connection with
collecting any amounts and damages owing by Temarsuant to the provisions of this Lease or to ex@@ny provision of this Lease,
including reasonable attorneys’ fees, whether orang action is commenced by Landlord, shall be pgi Tenant to Landlord upon demand.

13.1.7_Administrative Late Charg®ther remedies for nonpayment of rent notwithditagp, if the Monthly Rental, Monthly
Deposit or Additional Rent is not received by Lardlon or before the tenth day of the month forohtsuch rental or deposit is due, or if .
other payment due Landlord by Tenant is not recebyeLandlord on or before the last day of the rharext following the month in which
Tenant was invoiced, a one-time administrative ¢higrge of five percent (5%) of such past due arshall become immediately due and
payable in addition to such amounts owed underltbése to help defray the additional cost to Larttifor processing such late payments.

13.1.8 Interest on PaBlue Payments and AdvanceBenant covenants and agrees to pay to Landltedeist at the rate of fifteen
percent (15%) per annum, compounded on a montlslig ban the amount of any Basic Rent, Monthly Dép@ésiditional Rent or other
charges not paid when due, from the date due ayabjs® and on the amount of any payment made bdlbeshrequired to have been made
by Tenant under this Lease and on the amount otastg and expenses, including reasonable attdrfeegs paid by Landlord in connection

with the taking of any action to cure any DefayltTenant, from the date of making any such payroettte advancement of such costs and
expenses by Landlord.

13.1.9 Landlorts Bankruptcy RemediesNothing contained in this Lease shall limit oejoidice the right of Landlord to prove ¢
obtain as liquidated damages in any bankruptcyl\escy, receivership, reorganization or dissoluiwoceeding, an amount equal to the
maximum allowable by any statute or rule of law gaing such proceeding in effect at the time wherthslamages are to be proved, whe
or not such amount be greater, equal or less tlmarhounts recoverable, either as damages owratey this Lease.

13.2_ Remedies CumulativéExercise of any of the remedies of Landlord uniter Lease shall not prevent the concurrent ossgbent
exercise of any other remedy provided for in thim&e or otherwise available to Landlord at lanwnagquity.

ARTICLE 14
SURRENDER AND HOLDING OVER

14.1 Surrender upon LeasEpon the expiration or earlier termination ofsthiease, or on the date specified in any demand for

possession by Landlord after any Default by TenB@hant covenants and agrees to surrender possesslee Demised Premises to Land|
broom clean, with all lighting, doors,
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and electrical and mechanical systems (includirithomt limitation, all HVAC facilities) in good wding order and condition, all walls in
clean condition and holes or punctures in the wallsired, and otherwise in the same conditiorpasiied inExhibit | attached hereto,
casualty, condemnation and ordinary wear and tezaped (such exceptions shall not limit Tenanbibgation under Section 14.3.

14.2 Holding Over If Tenant shall hold over after the expiratiortloé Lease Term, without written agreement progditherwise,
Tenant shall be deemed to be a Tenant at sufferanaeMonthly Rental (except as provided in thg s®ntence of this Section 14.2), payable
in advance, equal to one hundred fifty percent ¥4606f the Monthly Rental, and Tenant shall be bobwpall of the other terms, covenants
and agreements of this Lease, including withouitéition the obligation to pay Additional Rent. Nt contained herein shall be construed
to give Tenant the right to hold over at any timwed Landlord may exercise any and all remedieavabl in equity to recover possession of
the Demised Premises, as well as any damages éachyrLandlord, due to Tenant’s failure to vacheDemised Premises and deliver
possession to Landlord as herein provided. If Tehas not delivered the certificate of substamimahpletion and certificate of occupancy for
Tenant's Restoration Obligations as required byti®&ed 4.3 below on or before the expiration of ease Term, Tenant shall be deemed to
be a Tenant at sufferance, at a monthly rentaklplayin advance, equal to the Monthly Rental, aedaht shall be bound by all of the other
terms, covenants and agreements of this Leasegding without limitation the obligation to pay Adidinal Rent.

14.3 Restoration ObligationgJpon the expiration or earlier termination ofsthiease, or upon the date specified in any writeemand
for possession by Landlord after any Default bydaregrwhich date may not be less than six (6) mofidm the date of such notice), Tenant
shall have completed all work associated with #raaval of Tenant's Equipment, fixtures, systemsl, @mant improvements, whether by
Tenant or Baxter, and restoration and reconstmiatfdhe Demised Premises to the conditions desdribExhibit | attached hereto (referred
to herein as Tenant’s “Restoration Obligations™).sdch work shall be completed in a good and wahlike manner by Quinlan
Construction or other general contractor reasonabteptable to Landlord. Repairing damage fromalasithe repair of which is subject to
Articel 10 hereof, is not part of the Restoratiopli@ations. Tenant is responsible for all permiggs, and costs associated with the work and
must deliver to Landlord: (i) a certificate of stdr#tial completion signed by the general contraptforming the work, and (ii), if required
by the City, a certificate of occupancy from theéyGif Boulder for the Demised Premises followindpstantial completion of the restoration
work. Prior to the commencement of the Tenant'sétaton Obligations described and defined by 8estion 14.3 anéxhibit | , Tenant
must give Landlord written notice that Tenant imteto commence such work. Landlord may, at its spt®n, reduce or eliminate any of
Tenant’s Restoration Obligations by written notic& enant within fifteen (15) days from Tenant'sioe to Landlord, or, if earlier, with any
written demand by Landlord for possession; provjdexvever, Landlord may not alter Tenant's Restona®bligations in any manner that
increases Tenant's cost of performance or previegnsnt from recovering Tenant’'s Equipment. If Tdrteas not delivered the certificate of
substantial completion and certificate of occupamgyhe applicable deadline set forth in this Secti4.3, then Tenant will be deemed in
default of this Section 14.3.

ARTICLE 15
MISCELLANEOUS

15.1 No Implied Waiver No failure by Landlord to insist upon the stiperformance of any term, covenant or agreementgeed in
this Lease, no failure by Landlord to exercise aglit or remedy under this Lease, and no acceptafiftél or partial payment during the
continuance of any Default by Tenant, shall contit waiver of any such term, covenant or agregmem waiver of any such right or
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remedy, or a waiver of any such Default by Ten&ihilarly, no failure by Tenant to insist upon #tect performance of any term, covenant
or agreement contained in this Lease and no failyréenant to exercise any right or remedy undisrltbase shall constitute a waiver of any
such term, covenant or agreement or a waiver osaoh right or remedy, or a waiver of any defaylt ndlord.

15.2 Survival of ProvisionsNotwithstanding any termination of this Lease #ame shall continue in force and effect as to any
provisions hereof that require observance or perémice by Landlord or Tenant subsequent to ternoinati

15.3 Covenants Independerithis Lease shall be construed as if the Coverfaartsin between Landlord and Tenant are independent
and not dependent, and Tenant shall not be entiledy offset against Landlord if Landlord faitsgerform its obligations under this Lease.

15.4 Covenants as ConditionEach provision of this Lease performable by Te¢saall be deemed both a covenant and a condition.

15.5 Tenaris Remedies Tenant may bring a separate action against Lashddw any claim Tenant may have against Landlardeu
this Lease, provided that Tenant shall first givéten notice thereof to Landlord and shall afft@hdlord a reasonable opportunity to cure
any such default. In addition, Tenant shall senita®f such default by certified or registered Iaostage prepaid, to the holder of any
mortgage or deed of trust covering the Demised Resnthe Property or any portion thereof of whadgress Tenant has been notified in
writing, and shall afford such holder a reasonalpiportunity to cure any default on Landlord’s béhlal no event will Landlord be
responsible for any incidental, consequential @cgd damages incurred by Tenant, including, bafimdted to, loss of profits or interruption
of business as a result of any default by Landi@nctunder. In no event will Tenant be responsitefy incidental, consequential or special
damages incurred by Landlord, including, but nmitied to, loss of profits or interruption of buséseas a result of any default by Tenant
hereunder, except as may be specifically providetkuthe terms of this Lease

15.6 Binding Effect This Lease shall extend to and be binding uperh#irs, executors, legal representatives, suaseaad assigns of
the respective parties hereto. The terms, covenagitsements and conditions in this Lease shaibbstrued as covenants running with the
Land.

15.7 Short Form LeaseThis Lease shall not be recorded, but Tenanteaged the request of Landlord, to execute a $bort lease for
recording, containing the names of the partiegsziption of the Demised Premises and the Leas®e peepared and recorded at Landlord’s
cost.

15.8 Notices and Demandall notices, demands or billings under this Leaball be in writing, signed by the party givingtsame and
shall be deemed properly given and received: (8méctually given and received; (ii) when actugilyen by confirmed facsimile
transmission, (iii) the date of confirmed deliveviien delivery is by delivery service; or (iv) oregk (3) business days after mailing, if sent by
registered or certified United States mail, postaiggaid, addressed to the party to receive theaatl at the address or facsimile number set
forth for such party in the first paragraph of the&sase or at such other address as either partynotéy the other of in writing. Any notice by
Tenant to Landlord shall not be effective untilogpyg thereof shall have been received by or transthih the same manner to Landlord’s
counsel at the address set forth in the SummaBasic Lease Terms or such other address as Lanl@aydrom time to time notify Tenant
writing.
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15.9 Force Majeureln the event that Landlord shall be delayed adaied in, or prevented from, the performance gfaant required
hereunder by reason of strikes, lock-outs, lalmirtites, inability to procure materials, failurepmfwer or unavailability of utilities, riots,
insurrection, war or other reason of like naturethe fault of Landlord, or not within its reasot@bontrol, the performance of such acts shall
be excused for the period of delay, and the pdoothe performance of any such act shall be exdridr a period equivalent to the period of
such delay (including extension of both the comneement and expiration dates of this Lease); provitediever, that if Tenant is not in any
way responsible for the delay and does not haveusecupancy of the Demised Premises during thiegef delay, the rent and other
charges payable hereunder shall be abated forpsratd of delay. In the event that Tenant shallékayed or hindered in, or prevented from,
the performance of any act required hereunder &sare of strikes, lock-outs, labor troubles, in&pildo procure materials, failure of power or
unavailability of utilities, riots, insurrection,ax or other reason of like nature not the faulfefant, or not within its reasonable control, the
performance of such acts shall be excused foréhieg of delay, and the period for the performaoicany such act shall be extended for a
period equivalent to the period of such delay (idaotg extension of the expiration date of this legaprovided, however, that if the delay
results in extension of the Lease Term, Tenantaamititinue to pay the rent and other charges payaskunder for such period of extension.

15.10 Time of the Essencd&ime is of the essence under this Lease, amt@lisions herein relating thereto shall be styicthnstrued.

15.11 Captions for Convenienc&he headings and captions hereof are for conmeaienly and shall not be considered in interpgetin
the provisions hereof.

15.12 Severability If any provision of this Lease shall be held iid@r unenforceable, the remainder of this Ledsdl s10t be affected
thereby, and there shall be deemed substituteithéoaffected provision a valid and enforceable gion as similar as possible to the affected
provision.

15.13 Governing Law and Venud&his Lease shall be interpreted and enforcedrdoapto the laws of the State of Colorado. Any
action or proceeding arising out of this Leasemitglification or termination, or the performancebozach of either party hereto, shall be
brought exclusively in courts of the state and ¢gimwhich the Property is located. The partieseaghat such courts are a convenient forum
and waive any right to alter or change venue, ticig removal.

15.14 Entire Agreement/Further Assuranc&his Lease and any exhibits and addenda reféorbdrein, constitute the final and
complete expression of the parties’ agreement retpect to the Demised Premises and Tenant’s oocyphereof. Each party agrees that it
has not relied upon or regarded as binding any pgoeements, negotiations, representations, arstahdings, whether oral or written,
except as expressly set forth herein. The partjesesthat if there should be any clerical or typpiical errors in this Lease, the Summary of
Basic Lease Terms, any exhibit or addendum hette¢gparty requested to do so will use its reas@najalod faith efforts to execute such
corrective instruments or do all things necessagppropriate to correct such errors. Furtherpidugies agree that if it becomes necessary or
desirable to execute further instruments or to n@ker assurances, the party requested to do baseilits reasonable, good faith efforts to
provide such executed instruments or do all thiegsonably necessary or appropriate to carry taut tase.

15.15 No Oral Amendment or Modificationdlo amendment or modification of this Lease, ao@pprovals, consents or waivers by
Landlord under this Lease, shall be valid and ligdinless in writing and executed by the partyedbund.
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15.16 Real Estate Broker3enant covenants to pay, hold harmless and indgmandlord from and against any and all cost,enge ¢
liability for any compensation, commissions, chargeclaims by any broker or other agent with respethis Lease between Insumed and
2545 or the negotiation thereof other than the @l listed as the Broker(s), if any, on the Sumynof Basic Lease Terms.

15.17 Relationship of Landlord and Tenahlothing contained herein shall be deemed or coedtas creating the relationship of
principal and agent or of partnership, or of jaiahture by the parties hereto, it being understoatiagreed that no provision contained in
Lease nor any acts of the parties hereto shalekendd to create any relationship other than tlatioekhip of Landlord and Tenant.

15.18 Authority of TenantEach individual executing this Lease on behali pfarty represents and warrants that he is duhoaaed tc
deliver this Lease on behalf of that party and thist Lease is binding upon that party in accoréanith its terms.

[Signature page follows]

* * *
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IN WITNESS WHEREOF, the parties hereto have catisisd_ease to be executed the day and year firstatwritten.

LANDLORD: TENANT:

2545 Central, LLC Insmed Incorporate

By: /s/ Richard L. Hedge /s/ Ronald D. Guni
Richard L. Hedge Name Ronald D. Gunt
Vice Presiden Title: EVP & COO

Authorized Agent for Landlor

KIMBERLY S. KING

NOTARY PUBLIC y

STATE OF COLORADO g ATE OF GLAO L
SS %

COUNTY OF BOULDER ) My Gommission Expires April 11, 2009

The foregoing instrument was acknowledged beforeéhise?23rd day of December, 2005 by Richard L. Hexjlgs Vice President and
Authorized Agent of 2545 Central, LLC.

Witness my hand and official seal
My commission expires: 4/11/09

Kimberly S. King
Notary Public

STATE OF VIRGINIA )
)ss
COUNTY OF“ILLEGIBLE” )

The foregoing instrument was acknowledged beforeéhise22 day of December, 2005 by Ronald D. GusrE¥dP & COO of Insmed
Incorporated.

Witness my hand and official seal.
My commission expires: 7/31/08

“ILLEGIBLE”
Notary Public
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EXHIBIT A
LEGAL DESCRIPTION OF LAND

Flatiron Industrial Park, Filing 4, Lot 2



EXHIBIT B
LOCATION OF DEMISED PREMISES WITHIN BUILDING

Entire Building



EXHIBIT C
NOTICE OF NON-LIABILITY FOR MECHANICS’ LIENS

Pursuant to C.R.S. § 38-22-105, [Landlord], the emaf these premises, located at [Building addré&siilder, Colorado, hereby gives notice
to all persons performing labor or furnishing skitlaterials, machinery, or other fixtures in cortitecwith any construction, alteration,
removal, addition, repair or other improvement omoathese premises, that the owner shall notdimditherefor and the interests of said
owner shall not be subject to any lien for the same



EXHIBIT 23.1

Consent of Independent Registered Public Accountingirm

We consent to the incorporation by reference inRbgistration Statements, as listed below, of Insineorporated and in the related
Prospectuses, where applicable, of our report dagbduary 10, 2006, (except Note 10, as to whietdtite is February 28, 2006), with
respect to the consolidated financial statementssshed Incorporated, and our report dated Febri@r2006 with respect to Insmed
Incorporated managemesitassessment of the effectiveness of internal alooer financial reporting, and the effectivenetmternal contro
over financial reporting of Insmed Incorporatedlirded in this Annual Report (Form 10-K) for theayended December 31, 2005.

Registration
Statement
Number

335131535
335-123695
33:-87878
33E-39198
33E-129479
335-39200

Form

Form &-3
Form &-3
Form ¢-8
Form ¢-8
Form ¢-8
Form &-8

Richmond, Virginia

March 2, 2006

Description

Offering of Securitie:

Offering of Securities in July 2003, November 2@0w March 200!

Insmed Incorporated Stock Incentive P

Insmed Incorporated Employee Stock Purchase

Insmed Incorporated Employee Stock Purchase Plarstotk Incentive Pla
Insmed Incorporated Stock Incentive P

/sl Ernst & Young LLP



EXHIBIT 31.1
SECTION 302 CERTIFICATION OF PRINCIPAL EXECUTIVE OF FICER

I, Geoffrey Allan, Chairman of the Board and Chiedecutive Officer of Insmed Incorporated, certifat:
(1) I have reviewed this Annual Report on Form 1@Kthe year ended December 31, 2005, of Insmedrporated;

(2) Based on my knowledge, this report does notainrany untrue statement of a material fact ortamstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

(3) Based on my knowledge, the financial statememtd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

(4) The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contamld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))imtednal controls over financial reporting (as defil in Exchange Act Rules 13&{f) anc
15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsgorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhibsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuramzgding the reliability of financial reporting attte preparation of financial stateme
for external purposes in accordance with geneeadtepted accounting principles;

(c) Evaluated the effectiveness of the registragiisslosure controls and procedures and presenttsi report our conclusions about
the effectiveness of the disclosure controls andgutures, as of the end of the period coveredibyédport based on such evaluation;
and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportitiit occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

(5) The registrant’s other certifying officer antidve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(&) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the registrant’s
internal control over financial reporting.

Date:March 3, 200¢

/sl Geoffrey Allan

Geoffrey Allan, Ph.D
Chairman of the Board and Ch
Executive Officel

(Principal Executive Officer




EXHIBIT 31.2

SECTION 302 CERTIFICATION OF PRINCIPAL FINANCIAL OF FICER
I, Kevin P. Tully, C.G.A, Executive Vice Presideamd Chief Financial Officer of Insmed Incorporateelitify that:
(1) 1 have reviewed this Annual Report on Form 1@Kthe year ended December 31, 2005, of Insmedrporated;

(2) Based on my knowledge, this report does notainrany untrue statement of a material fact ortamstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

(3) Based on my knowledge, the financial statememd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

(4) The registran$ other certifying officer and | are responsibledstablishing and maintaining disclosure conteamld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))ilatednal controls over financial reporting (as defi in Exchange Act Rules 13&({f) anc
15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhibsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuramgding the reliability of financial reporting attte preparation of financial stateme
for external purposes in accordance with geneeatepted accounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentisi report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibyeport based on such evaluation;
and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

(5) The registrant’s other certifying officer antldve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the registrant’s
internal control over financial reporting.

Date:March 3, 200¢

/sl Kevin P. Tully, C.G.A.

Kevin P. Tully, C.G.A.
Executive Vice President and Chief Financial Office
(Principal Financial and Accounting Office




EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-
OXLEY ACT OF 2003

In connection with the Annual Report on Form 10fKrsmed Incorporated (the “Company”) for the pdrending December 31, 2005
as filed with the Securities and Exchange Commiseinthe date hereof (the “Report”), I, Geoffreyafi, Ph.D., Chairman of the Board and
Chief Executive Officer of the Company, certify rpuant to 18 U.S.C. § 1350, as adopted pursugh®@b of the Sarbanes-Oxley Act of
2003, that:

(1) the Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExgjwmAct of 1934; and

(2) the information contained in the Report faphesents, in all material respects, the finan@aldition and result of operations of the
Company.

/sl Geoffrey Allan, Ph.D.
Geoffrey Allan, Ph.D
Chairman of the Board and
Chief Executive Office
March 3, 2006

A signed original of this written statement reqdit®y § 906 of the Sarbanes-Oxley Act of 2003 hanhrrovided to the Company and will be
retained by the Company and furnished to the Séesiand Exchange Commission or its staff uponesgu



EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2003

In connection with the Annual Report on Form 10fKrsmed Incorporated (the “Company”) for the pdrending December 31, 2005
as filed with the Securities and Exchange Commiseinthe date hereof (the “Report”), I, Kevin PIIfuC.G.A., Executive Vice President
and Chief Financial Officer (Principal FinancialdaAccounting Officer) of the Company, certify, puasit to 18 U.S.C. § 1350, as adopted
pursuant to § 906 of the Sarbanes-Oxley Act of 200

(1) the Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExgwAct of 1934, as amended; and

(2) the information contained in the Report faphesents, in all material respects, the finan@alition and result of operations of the
Company.

/sl Kevin P. Tully, C.G.A

Kevin P. Tully, C.G.A

Executive Vice President and Chief Financial Office
(Principal Financial and Accounting Officer)

March 3, 200¢

A signed original of this written statement reqdit®y § 906 of the Sarbanes-Oxley Act of 2003 hanlrovided to the Company and will be
retained by the Company and furnished to the Seéesiand Exchange Commission or its staff uponesty



