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Common Stock are affiliates. This assumption shatlbe deemed conclusive for any other purpose.
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Shareholders, are herein incorporated by refereneart Ill.
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PART |

We may from time to time make written or oral “fang-looking statements,” including statements camdd in our filings with the
Securities and Exchange Commission (includingAisual Report on Form 10-K and the Exhibits herid thereto), in our reports to
stockholders and in other communications. Suclestahts give our current expectations or forecakfatare events; they do not relate
strictly to historical or current facts. One careiatify these forward-looking statements by useasfisrsuch as “may,” “could,” “should,”
“would,” “believe,” “anticipate,” “estimate,” “expe ct,” “intend,” “plan,” “projects,” “outlook” or sim ilar expressions. In particular, these
include statements relating to our beliefs, platgectives, goals, future actions, prospective patsl or product approvals, future
performance or results of current and anticipatedducts, the outcome of contingencies, such ad [ggaeedings and financial result
These statements are based upon the current bahefgxpectations of management and are subjesigtificant risks and uncertainties. C
actual results may differ materially from those feeth in the forward-looking statements. Forwambking statements involve certain risks
and uncertainties that are subject to change basedarious factors (many of which are beyond ourted). Factors that could cause or
contribute to differences in our actual resultslire those discussed in Iltem 1A under the sectitittesl “Risk Factors,” as well as those
discussed in Item 7 under the section entitled “Btgament’s Discussion and Analysis of Financial Gaimd and Results of Operations” and
elsewhere throughout this Annual Report on FornKl@ad in any other documents incorporated by rafeee We undertake no obligation to
publicly update forwar-looking statements, whether as a result of nearimétion, future events or otherwise. You are atijisowever, to
consult any further disclosures we make on relatdgjects in our 10-Q and 8-K reports to the Semsiand Exchange Commission.

” o ” o ”ou ”ou ” w ” o«

ITEM 1. BUSINESS
BUSINESS OVERVIEW
IPLEX and Short-Stature Market

We are a biopharmaceutical company focused onefielopment and commercialization of drugs to treatabolic diseases, endocrine
disorders and oncology within niche markets thaehanmet medical needs. Our development activitieslve drugs that modulate Insulin-
like Growth Factor-1 (IGF-1) activity in the humbaody. In the past, we were focused on developmethtammercialization of IPLEX™
(mecasermin rinfabate, recombinant DNA origin, @tien), a once-daily IGF-1 replacement therapy tiier treatment of growth failure in
children with severe primary IGF-1 deficiency. IPLIS a complex of recombinant human IGF-I and italing protein IGFBP-3 (rhIGF-
I/rhIGFBP-3). IPLEX was approved by the FDA foramment of severe primary IGF-1 deficiency, in Debem2005 and was commercially
launched in the second quarter of 2006. As a resatir recent settlement agreement with Terciea, &nd Genentech, Inc., discussed below,
we have withdrawn IPLEX from the severe primary {Bfnarket.

Settlement of Litigation with Tercica and Genente

In December 2004, Tercica and Genentech filed patéimgement suits against us in the United St&estrict Court for the Northern
District of California and in the United Kingdomt&ie High Court of Justice, Chancery Division, RégeCourt. In these cases, Tercica and
Genentech alleged that production and use of IPiNXully infringed claims in certain United Statesid European Patents, owned by
Genentech and Tercica, directed to methods of ukitagfF-1/rhiIGFBP-3 and methods of producing rhiGid IGFBP-3. In June 2006,
Tercica also filed an unfair competition suit agains in the United States District Court for thestern District of Virginia, claiming that we
disseminated misleading statements to the markairinection with our marketing of IPLEX.

On December 6, 2006, a jury in the United States$ridt Court for the Northern District of Califomnfound that we infringed patents
held by Tercica and Genentech and awarded damé&§&ssomillion as an upfront payment and a royalty 5% on sales of IPLEX below
$100 million and 20% on sales above $100 million.
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On March 5, 2007, we reached a settlement agreesneitig all litigation with Tercica and GenenteBlarsuant to the agreement, we
agreed to cease sales and marketing of IPLEX itJtlited States and agreed to withdraw our Européarketing Authorization Application
for IPLEX. We will continue to provide IPLEX to nad patients with Amyotrophic Lateral Sclerosistalyt under our Expanded Access
Program. The agreement also gives us the rigtdutir a worldwide development partnership with Tea@nd Genentech, to market IPLEX
for conditions not related to short stature. Thiedécations include myotonic muscular dystrophy (RMand HIV-associated adipose
redistribution syndrome (HARS), among others. Taeatbpment partnership includes provisions thae gis a 50% share of profits and
reimbursement for 50% of development costs if eiffexcica or Genentech exercises mptights for marketing of IPLEX in any of thesew
indications that we develop. In addition, as pathe settlement agreement, Tercica and Genenteoled/the damages awarded by the jury
in the patent infringement suit from the Distriacdu€t for the Northern District of California.

Current Direction

As a result of our settlement agreement with Teraied Genentech, we decided to restructure ounésssiand refocus our development
efforts. As part of our restructuring plan, our eoercial operations unit will be eliminated and protion at our manufacturing facility in
Boulder, Colorado, will be scaled back, to reflina reduced production requirement. In connectiith this restructuring, our workforce was
reduced by approximately 34%.

We intend to refocus our business to capitalizéhertherapeutic opportunities presented by ourectiproduct candidates by
developing them for the treatment of metabolic aliss and endocrine disorders and oncology. Keyeglenof our strategy moving forward
include:

Develop IPLEX in additional non-growth disorder ication s. We have initiated clinical studies of IPLEX hetUnited States in
additional indications where existing preclinicalatinical data suggest IPLEX may be an effectremtment. We have initiated studies in
MMD (estimated United States patient populatiodds000), HARS (estimated United States patient [atjoun is 80,000) and retinopathy of
prematurity (ROP), estimated to affect to some eedpetween 14,000 and 16,000 infants in the UiStates each year.

Develop Oncology PortfoliaVe will continue to conduct clinical studies of @#BP-3 and INSM-18 for the treatment of cancer.eBlas
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.

IPLEX

We intend to investigate IPLEX for various othedizations with unmet medical needs, including MMHARS and ROP. At the
request of the Italian Ministry of Health, we edistiied an Expanded Access Program in Italy to pl®WPLEX to physicians for their patiel
with Amyotrophic Lateral Sclerosis (ALS), also knows Lou Gehrig's Disease. Pursuant to our settieaggeement with Tercica and
Genentech, discussed above, we will continue tplgdpPLEX on a named-patient basis to individualdtaly.

IPLEX is typically administered as a once-daily sutaneous injection, which can restore and main@ifl at physiologically relevai
levels. The binding protein, rhIGFBP-3, extendsrésdence time of IGF-1 in the blood. In the bostate, we believe IGF-1 is inactive and
remains so until delivered to target tissues intthéy where it is released and becomes biologicattive.

Development of IPLEX in MMD

MMD is the most common type of adult muscular dyshy and affects approximately 1 in 8,000 individuMMD causes progressive
muscle wasting and weakness in the hands, foredegss,neck and face. It often involves many oflystemic effects, including endocrine
abnormalities, neurological changes, cataractdra@jatestinal problems; and cardiac rhythm abnoitieal In extreme cases, these patients
can eventually become
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totally disabled, dying usually from respiratoryaardiac failure. At present, there is no treatntemeverse most of these symptoms. Previous
preclinical and human studies have demonstrated@tal therapy may be an effective treatment fonM

Based on information published by the Muscular Bysty Association, we believe that there are apprately 40,000 patients that
suffer from MMD in the United States. At presehgrte is no treatment approved for the treatmeMMD. Previous preclinical and human
studies have demonstrated that IGF-1 therapy manleffective treatment for MMD.

Ongoing Clinical Study

A Phase Il clinical study program investigating EX{as a treatment for MMD has been initiated byltiméversity of Rochester School
of Medicine, with funding provided by the Muscul@ystrophy Association and the National Institutésiealth (NIH). This Phase Il progra
is designed to investigate the safety and tolatalmf once-daily subcutaneous injections of IPLEXpatients with MMD using two
sequential studies each involving 15 patients. fireestudy is a 24-week, dose-escalation studyPbEX intended to identify the maximum
tolerated dose for use in the subsequent 24-weeld-tlose safety and efficacy study. Both studigisewaluate a number of safety
parameters in a prospective manner, as well asadway efficacy measures such as muscle massteenth.

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 Uniweo§iRochester is eligible to receive funding fréme NIH. A portion of this funding is
being used to substantially fund this clinical stud

Development of IPLEX for HARS

HARS, is characterized by fat maldistribution inHhfected patients. Patients with HARS experieabaormal, pathological
accumulation of adipose tissue in the trunk, prilyam the form of visceral adipose tissue locatiegp within the abdomen, underneath the
abdominal muscle wall. This fat accumulation mayhesent with or without fat depletion, lipoatroplayd metabolic abnormalities. In
general, HARS patients accumulate excess viscdifse tissue in the abdomen or may develop aafdop the upper back commonly
known as a “buffalo hump.” This condition is somatis referred to as HIV Lipodystrophy.

Since the advent of highly active antiretrovirardpy (HAART), there has been a marked increase\nierse metabolic effects in HIV
patients on antiretroviral treatments. These adveffects include insulin resistance, hyperglycemyalipidemia and changes in body fat
distribution that include syndromes of both centaflaccumulation (visceral adiposity and buffaiortp) and fat loss in the limbs. Recent
studies performed in subjects on HAART suggesttieatly 50% of individuals develop the morpholofgiatures 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 conditior. believe that there are approximately
80,000 patients who suffer from HARS in the Unigidtes.

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 ewalthe safety and efficacy of 12 weeks of IPLE&tment in 12 subjects with HARS. The
primary goal of the study is to determine the d@fexf IPLEX on visceral fat and glucose and lipidtabolism.
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Development of IPLEX for ROF

ROP is a disease in which the small blood vessdisd back of the eye, the retina grow abnormalys disorder primarily affects
premature infants weighing abou24 pounds, or 1250 grams, or less that are born b&fbreeeks of gestation (a full-term pregnancy has a
gestation of 3842 weeks). The smaller a baby is at birth, the rlikedy that baby is to develop ROP. This disordehjch usually develops
both eyes, is one of the most common causes c&Misss in childhood and can lead to lifelong wisimpairment and blindness.

Today, with advances in neonatal care, smallemaoigt premature infants are being saved. Therepgm@zmately 3.9 million infants
born in the U.S. each year; of those, about 28y@€igh 2 3/ 4 pounds or less. It is estimated that 14,000—-16¢gd@0ese infants are affected
by some degree of ROP. Of these, 1,100-1,500 mtamiually develop ROP that is severe enough tanemedical treatment and 400-600
infants each year in the US become legally blindnflROP.

The most effective proven treatments for ROP agerléherapy or cryotherapy. Laser therapy "burresyahe periphery of the retina,
which has no normal blood vessels. With cryotherapysicians use an instrument that generatesifigézmperatures to briefly touch spots
on the surface of the eye that overlie the peripbéthe retina. Both laser treatment and cryotpgidestroy the peripheral areas of the retina,
slowing or reversing the abnormal growth of bloedsels but destroying some side vision. Both laeatments and cryotherapy are
performed only on infants with advanced ROP anth bhatatments are considered invasive surgeriee@pyte, and doctors don't know the
long-term side effects of each.

In the later stages of ROP, other treatment opiiocisde the placement of a scleral buckle anageiymy. The first involves placing a
silicone band around the eye and tightening its Keieps the vitreous gel from pulling on the sisaut and allows the retina to flatten back
down onto the wall of the eye. Infants who have aadlera buckle need to have the band removedhmontyears later, since the eye
continues to grow; otherwise they will become nigdated. Vitrectomy involves removing the vitreouslaeplacing it with a saline solution.
After the vitreous has been removed, the scardissuthe retina can be peeled back or cut awayialg the retina to relax and lay back
down against the eye wall.

In a recent clinical study of 84 gestational agécmed premature infants with or without ROP, themserum IGF-I was significantly
lower in those with ROP than without ROP, and atrehship was found with the severity of ROP. Thisling that the development of ROP
is associated with low levels of IGF-I after prearatbirth suggests the replacement of IGF-I to fitggical levels found in utero might
prevent the disease by allowing normal vasculaeligment.

Ongoing Clinical Study

A Phase | clinical study investigating IPLEX ageatment for ROP has been initiated by investigatiGdeborg University in Swede
in collaboration with scientists at Harvard Medi&ahool. Ten patients are being enrolled sequéntiath each subsequent patient receiving
a higher dose of IPLEX. The objective of the stiglio determine the dose of IPLEX required to iaseserum IGF-I into the normal
physiological range.

Expanded Access Program for Patients in Italy witi.S

ALS is a progressive neurodegenerative diseasealffemits nerve cells in the brain and the spinadlchlotor neurons reach from the
brain to the spinal cord and from the spinal corthe muscles throughout the body. The progreskdgeneration of the motor neurons in
ALS eventually leads to their death. When the matarrons die, the ability of the brain to initiated control muscle movement is lost. With
voluntary muscle action progressively affectediguas in the later stages of the disease may betotaléy paralyzed. Yet, through it all, for
the vast majority of people, their minds remainftewied.

At the request of the Italian Ministry of Healthewave established an Expanded Access Prograwyrtdtprovide IPLEX to
physicians for their patients with ALS. The requesstne as a result of several Italian Court ruliogiering the Italian National Health System
to provide the drug to specific ALS patients wheodaetitioned the Court. Through an agreement @épbhalon, which holds patent rights in
the European Union (EU) to IGF-1 as
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it relates to the treatment of ALS, we will be atdeprovide IPLEX to physicians in Italy. We aree#&/ing payment for drug from the Italian
Health Authorities. There are an estimated 1,000 ceses of ALS per year in Italy.

ONCOLOGY PROGRAMS — INSM-18 AND RHIGFBP-3

INSM-18 and rhIGFBP-3 are in early clinical devalmgnt and are primarily being investigated for tteatment of cancer. We believe
both INSM-18 and rhIGFBP-3, are promising poteriael treatments for a variety of cancer typeschrical models demonstrate that both
treatments interact with the IGF system to reducgot growth.

INSM-18

INSM-18 is an orally available small molecule tyireskinase inhibitor that has demonstrated selegtifibition 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 | clinitaligs in healthy volunteers have been previousigaleted with INSM-18. In both studies,
INSM-18 was safe and well tolerated.

The American Cancer Society estimated that 232r@00cases of prostate cancer occurred in the USBitatgs in 2005. It also estima
that 30,000 deaths occurred as a result of prosgateer, making it the second leading cause ofezadeath in men.

Completed Clinical Study

The University of California, San Francisco, hampteted a dose-escalating Phase I/1l clinical stesigned to define the maximum
tolerated dose of INSM-18 in patients with relappesktate cancer. The study consisted of a 28+gaymhent period at each dose level to
investigate the effect of INSM-18 on prostate-sfieeintigen levels. An analysis of the data cobelctrom the study is currently being
conducted. The results from this study will be usedesign a planned Phase Il clinical study.

rhiIGFBP-3

Although IGF-1 is critical for normal growth and tabolism, aberrant signaling through this pathweagldsely linked to the abnormal
and unregulated growth of a variety of tumors. Riog tumor-associated IGF signaling has provenréw@nt tumor growth in a variety of
preclinical models. rhiIGFBP-3 has demonstratedlimieal efficacy in numerous cancer indicationglirding breast, prostate, liver, ovarian
and colon. Additionally, several lines of recenidewnce, from various cell systems, have suggebtdihlGFBP-3 may play a more active,
IGF-1-independent role in growth regulation of cancells, binding specifically with high affinity the surface of various cell types and
directly inhibiting monolayer growth of these cdlisan IGF-1-independent manner. Recent indeperstedies have demonstrated that when
IGFBP-3 is used in combination with other canceralpies it can accentuate and even synergize fiheaf of standard cancer therapies.
Paclitaxel-induced apoptosis is accentuated byFBI3, which has been shown to sensitize cellpopitic signals such as irradiation and
ceramides.

Ongoing Clinical Study

We have initiated a Phase | clinical study withGRBP-3. The Phase | clinical study is an open-ladede-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 cancerguds.

8
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RESEARCH AND DEVELOPMENT

Since we began operations in late 1999, we havetddwsubstantially all of our resources to theasseand development of a number
of product candidates for metabolic and endocrieeases. Our research and development effortsoargrincipally focused on conducting
additional clinical studies and expanding the IdbelPLEX into indications, other than short statindications. We conduct very little of our
own preclinical laboratory research. We have outsediseveral Phase Il clinical studies with IPLEX @ur other anti-cancer product
candidates, INSM-18 and rhIGFBP-3, and plan on gotidg additional clinical studies with these protlcandidates in the future.

Research and development expenses primarily in@wgdenses incurred in preparing and obtaining secgspprovals from regulatory
bodies, certain expenses involving the developragéntanufacturing processes and clinical studies.r@search and development expenses
were approximately $23.3 million for the year en@etember 31, 2004, $21.8 million for the year ehDecember 31, 2005 and $21.1
million for the year ended December 31, 2006.

MANUFACTURING

We currently manufacture our own supply of IPLEXIahlGFBP-3 at our Boulder, Colorado manufactufegjlity, which has been
approved by the FDA. The manufacturing processiregeompliance with current good manufacturingcpcas, or cGMP, and other similar
regulations. IPLEX, a complex of two proteins, rkli& and its binding protein rhIGFBP-3, is manufaetlusing recombinant DNA
technology. This manufacturing process is compdidatnd involves expression of the two proteinsdotdrial fermentation followed by
purification and combination of the two proteinsuridg the manufacturing process, rhiIGF-1 and rhi8FBare produced separately and then
combined to make IPLEX. We currently outsourcehiadtparty contract manufacturers some of the ditalytesting and the final fill, finish
and labeling of IPLEX.

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 werly the facilities into compliance. This could taksubstantial period of time and could
adversely affect the development and timing of@inical studies and Expanded Access Program.rléfty other reason we are unable to
manufacture sufficient quantities of our produatdidates and their components to meet our plarimeziand cost parameters, the
development and timing of our clinical studies d&dditional indications may be adversely affected.

We believe this facility will meet our clinical sty and Expanded Access Program needs.

PATENTS AND PROPRIETARY RIGHTS
Insmed Patent Portfolio

Proprietary protection is important to our businessl our policy is to protect our technology Hinfj patent applications for technola
that we consider important. We directly hold 27 tgdiStates patents relating to the compositiordywrtion, antibodies and methods of use
for IPLEX and rhIGFBP-3. In addition, foreign coarparts to the above-referenced United States {sdtene issued or are pending issue in
the major pharmaceutical markets, such as the Bda@a and Japan. The various issued patents redafedEX and rhIGFBP-3
compositions, methods of production and methodseatment expire at various times during the y28d0 through 2019.

As part of the ongoing development of IPLEX, INSE-dnd rhIGFBR3 we have filed or intend to file patent applicasaelated to ne'
production methods, improved formulations, new roadiises and new dosing regimens in the Unite@$Staid in many of the major
international pharmaceutical markets. As with aagging patent application, there can be no assertdat any of these applications will
issue in the United States, the EU, Canada, Japanaoy other country where we decide to file fiootection. There also can be no assurance
that a subsequent United States or foreign patiinater be held valid and enforceable.

9
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As part of our business strategy, we plan to lieantellectual property that we feel may be impotta the development and
commercialization of our products. The agreemdrdaswe have entered into are subject to terminatpon material breach by us. Our ability
to maintain licensure under these agreements isndigmt on our ability to meet the obligations dedfiin these agreements and although we
take steps to ensure compliance with the provisidrisese agreements, we cannot assure that #restics will not take dispute with our
actions and will seek to terminate the agreem&Mescurrently have the following licensing arrangesen place:

* In March 2007, we were granted a license or sub$ieeas applicable to patents held by Tercica ame:@ech to develop IPLEX
in certain medical indications in the United Staded foreign territories, as discussed earliehis $ection

* In April 2005, we were granted a r-exclusive license to certain proprietary manufaotutechnology from Avecia Limitec

* InJanuary 2004, we were granted a non-exclusbem$ie to patent rights pertaining to the use of1Gkerapy for the treatment
extreme or severe insulin resistant diabetes frajiséwa Pharmaceutical Co., Ltd.; ¢

* In November 1998, we were granted a non-exclusbemse to certain proprietary manufacturing techgplfrom Brookhaven
Science Associates, LL(

Reflecting our commitment to safeguarding proprietaformation, we require our employees and cdiasit to sign confidentiality
agreements. Furthermore, we enter into resear@eagmnts in which we exchange proprietary mateaiadsinformation with collaborators
including material transfer agreements, researcbeagents, development agreements and clinicalagisdements. These agreements prohibit
unauthorized disclosure of our proprietary inforimat Despite our efforts to protect our proprietarfiprmation, unauthorized parties may
attempt to obtain and use our proprietary infororatPolicing unauthorized use of our proprietafgimation is difficult and the steps we
have taken might not prevent misappropriation,ipaldrly in foreign countries where the laws may pmtect our proprietary rights as fully
as do the laws 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 comghmtual 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 sodeotection of claims to gene sequences angtheuction of their corresponding protei

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 hold United States and foreign patg@aissibly directed to the composition, productod use of rhiIGF-1, rhIGFBP-3,
IPLEX and recombinant proteins generally. Novaii@ and Chiron Corporation have rights to Unitedt@&aand foreign patents relating to
the use of IGF-1 for the treatment of type 1 diabeind Novartis owns United States and foreigantatelating to the treatment of
osteoporosis with IGF-1. We do not believe thegeria prevent us from pursuing our plans to comiakze IPLEX and rhIGFBP-3.

We can provide no assurance, however, that a pairty will not assert a contrary position in théuhe, for instance in the context of an
infringement action. Likewise, we cannot predicthagertainty the outcome of such a proceedinghénevent of a successful claim against us
for infringement or misappropriation of a third fyes proprietary rights, we may be required to:

* pay damages, including up to treble damages andttiee part’s attorney’ fees, which may be substanti
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» cease the development, manufacture, marketingaad§&products that infringe the proprietary rigbf others
» expend significant resources to redesign our priostuthat it does not infringe the proprietary tgybf others

» develop or acquire noimfringing proprietary rights, which may not be pitde and would require additional clinical trialsd regulator
approvals

» redesign our product to avoid infringing on thirmy proprietary rights, which may result in sigedint regulatory delays associated
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 term
at all.

Furthermore, litigation with any third party, eviéthe allegations are without merit, would likddg expensive and time-consuming and
divert 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 availatileis or otherwise not reviewed by us that migiange our conclusions. Moreover, the
scope and validity of patent claims are determimaéskd on many facts and circumstances, and iigatiin, a court may reach a different
conclusion on any given patent claim than the agiohs that we have reached.

We have recently settled patent infringement lttabrought against us by Tercica and Genentesipakt of the settlement agreem
we entered into a Consent Judgment and Permarjanttion in the United States District Court foetNorthern District of California. If our
settlement agreement with Tercica and Genentegnrignated, the Consent Judgment and Permanemichign against us will survive
termination, which would have a material adverdeatfon our business, financial condition and rissof operations.

COMPETITION

We are engaged in an industry that is intenselypatitive and characterized by rapid technologicabpess. For all of our product
candidates, we face significant competition fromt&chnology, large pharmaceutical and other congsaniniversities and research
institutions. Most of these companies and instiugi have substantially greater capital resouresgarch and development staffs, facilities
and experience in conducting clinical studies anigiaing regulatory approvals. In addition, manytase companies have greater experi
and expertise than we do in manufacturing and ntimdg@harmaceutical products.

We cannot predict the relative competitive positodrour product candidates if they are approvedif®m. However, we expect that the
following factors will determine our ability to cqrate effectively: safety, efficacy, product priease of administration and marketing and
sales capability.

According to the Pharmaceutical Research and Matwriers of America, PTC Therapeutics, Asklepiospiarmaceutical Inc., Wyeth
and Schering-Plough/Key Pharmaceutical all haveri@l products listed as in development in thetéthBStates for various forms of
muscular dystrophy. IPLEX is the only potential gwot listed as being in development for treatmémiiglD. In addition to these programs,
we are aware that AVI Biopharma, Cephalon and Tgans all have products in development for varigpes of muscular dystrophy. We are
also aware that rh IGF-I has been shown in a sthialtal study to have positive effects in patiewith MMD and that Nifendipine,
Coenzyme Q10, DHEA-S and a low dose Metphormin fzdiMeeen investigated for the treatment of MMDweoer we are unaware of any
formal development programs to pursue this indicator these drugs:
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Growth hormone may also be a competitive productte treatment of some indications that we magpeiwith IPLEX, such as
HARS. The major suppliers of commercially availaptewth hormone are Genentech, Eli Lilly, Novo Nskg Pfizer and Serono. For
example, we are aware that Serono is seeking regylapproval for its growth hormone, Serostim™ tfe treatment of HARS, and that
Theratechnologies is conducting Phase Il studies fgrowth hormone releasing agonist for the ineat of HARS.

Many companies are pursuing the development ofymtsdor the treatment of cancer. Our competitoctuide multinational
pharmaceutical companies, specialized biotechndiiognyg, universities and other research institwgiohlthough we are unaware of any
companies developing rhIGFBP-3 for cancer, we a&ra of companies who are developing productsateintended to target the same
IGF-1 pathway targeted by INSM-18 and rhIGFBP-3e§dcompanies include ImClone, Amgen, OSI Pharntizeds) Bristol-Meyer Squibb
and Genentech.

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

GOVERNMENT REGULATION

Government authorities in the United States andratbuntries extensively regulate the researcheldpment, testing, manufacture,
promotion, marketing and distribution of drug protiu Drugs are subject to rigorous regulation lg&yRDA and similar regulatory bodies in
other countries. If we do not comply with applicabéquirements, we may be fined, the governmentnefage to approve our marketing
applications or allow us to manufacture or marketgroducts, and we may be criminally prosecuted.

We and our manufacturers may also be subject tdatgns under other federal, state, and local Jémeduding the Occupational Safety
and Health Act, the Environmental Protection Alee Clean Air Act and import, export and customsutatipns.

FDA Approval Process

The steps ordinarily required before a new drug traynarketed in the United States are similarépsstequired in many other
countries. The process required by the FDA befarevadrug may be marketed in the United Statesrgépénvolves the following:
completion of preclinical laboratory testing, subsion of an Investigational New Drug Application IMD, which must become effective
before human clinical studies may begin, performasfcadequate and well-controlled human clinicatigs to establish the safety and
efficacy of the proposed drug for its intended aisd submission and approval of a New Drug Applicgator NDA, by the FDA.

Preclinical tests include laboratory evaluatiopafduct 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 aéqinical tests are not necessarily
indicative of similar results in clinical trials.

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
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and safety risks in a patient population, and agsedose tolerance and optimal dose range. If paond is found to be potentially effective
and to have an acceptable safety profile in PHastedies, Phase Il studies, also referred topasotal studies,” are undertaken. Phase Il
clinical studies typically involve testing for safeand clinical efficacy in an expanded patientydafion at geographically-dispersed study
sites.

After completion of the required clinical testiray) NDA is submitted. An NDA contains the resultghaf preclinical and clinical
studies, together with, among other things, dedaiiéormation 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 tles&iption Drug User Fee Act, or the PDUFA, theAHEas ten months in which to
complete its initial review of a standard NDA aredpond to the applicant, and six months to injtisdview and respond to a priority NDA.
Standard NDA status or priority NDA status are ldase several factors identified by the FDA incluglior example, whether the drug
product, if approved, would be a significant impement compared to marketed products in the tredatrdignosis, or prevention of a
disease. The review process and the PDUFA goalmayebe extended by three months if the FDA reguestthe NDA sponsor otherwise
submits, a major amendment containing additiorfarination or clarification regarding informatiorr@hdy provided in the submission wit
the last three months of the PDUFA goal date.

If the FDA'’s evaluations of the NDA and the clinical and mactiring procedures and facilities are favorathle, RDA may issue eith
an approval letter or an approvable letter, whichtains the conditions that must be met in ordeseture final approval of the NDA. If and
when those conditions have been met to the B3Atisfaction, the FDA will issue an approvaldetauthorizing commercial marketing of -
drug for certain approved indications. In additian,approval letter may contain various post-mangetommitments or agreements, which
are often referred to as Phase |V studies. If BA'E evaluation of the NDA submission and the adaliand manufacturing procedures and
facilities is not favorable, the FDA may refuseafmprove the NDA and issue a not approvable letter.

The manufacturers of approved products and thefufaaturing facilities are subject to continualieav and periodic inspections.
Because we intend to contract with third partiesnianufacturing of these products, our controlahpliance with FDA requirements may
incomplete. In addition, identification of certaitle effects or the occurrence of manufacturingleros after any of our drugs are on the
market could cause subsequent product recall, niise@ance, or withdrawal of approval, reformulatmfrthe drug, additional preclinical
testing or clinical studies and labeling changes.

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

The Hatch-Waxman Act

The Drug Price Competition and Patent Term Restoract of 1984, or Hatch-Waxman Act, amended tedd¥al Food, 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 prowdive year marketing exclusivity to the first ajgpht to 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 newnated entity and a non-new chemical entity, fivayexclusivity does not attach to the
new chemical entity. The Hatch-Waxman Act prohilfiis submission of an Abbreviated NDA, or ANDA, #ogeneric drug, or a Section 505
(b)(2) NDA for another version of such drug durthe five year exclusive period. However, the sulsiois of an ANDA or Section 505(b)(2)
NDA containing a paragraph IV certification clairgithat a patent listed in the FI's Approved Drug Products with Therapeutic Equinake
Evaluations, or Orange Book, for the drug is indali will not be infringed by the manufacture, usesale of the
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new product is permitted after four years. The ssbion of a paragraph IV certification may triggeB0-month stay of approval of the

ANDA or Section 505(b)(2) NDA. Protection under EfaWaxman will not prevent the submission or appt@f another full NDA;

however, the applicant would be required to con@tsawn preclinical and adequate and well-congaltlinical studies to demonstrate safety
and effectiveness. The Hatd¥llaxman Act also provides three years of marketiusivity for the approval of new and supplemeiNBIAS,
for, among other things, new indications, dosagm$p or strengths of an existing drug, if new daliinvestigations that were conducted or
sponsored by the applicant are essential to theoappof the application.

IPLEX is currently protected by three year exclitgiperiod for the treatment of severe primary I@&Hiciency, which expires on
December 12, 2008. This exclusivity runs concufyenith a seven year period of orphan drug exclisgiwhich prevents the FDA from
approving another marketing application for the sairug for the same indication, except in the Eahitircumstances described below. In
addition, the FDA'’s Orange Book publication liststpatents covering IPLEX to which a generic agpitcmust certify.

Orphan Drug Designation and Exclusivity

Some jurisdictions, including the EU and the Uni&dtes, may designate drugs for relatively smatibept populations as orphan drugs.
The FDA grants orphan drug designation to drugsniehéd to treat a rare disease or condition that&ffewer than 200,000 individuals in the
United States or more than 200,000 individualdh@éWnited States and for which there is no readeretpectation that the cost of develog
and making available in the United States a drughis type of disease or condition will be recadfrom sales in the United States for that
drug. In the United States, orphan drug designatiast be requested before submitting an applicdtiomarketing approval. Orphan drug
designation does not convey any advantage in,atesnthe duration of, the regulatory review andrapal process. If a product that has
orphan drug designation subsequently receivesrsteeDA approval for the indication for which iad such designation, the product is
entitled to orphan drug exclusivity, which means BHDA may not approve any other application to retithe same drug for the same
indication for a period of seven years, excepirmmtéd circumstances, such as a showing of clirsogleriority (superior efficacy, safety, or a
major contribution to patient care) to the produith orphan drug exclusivity. Also, competitors nrageive approval of different drugs or
biologics for the indications for which the orphdnug has exclusivity.

We have received orphan designation for IPLEX ffiertreatment of extreme insulin resistance. Weiatsmd to file for orphan drug
designation for other indications that meet thteda for orphan drug designation. If the FDA desigs the drug and approves our marketing
application, or approves marketing applicationsauralirrent designations, we will be granted sevears of orphan drug exclusivity for the
drug for the designated indication. Obtaining FOpdm@val to market a product with orphan drug exeitismay not provide us with a
material commercial advantage.

Under EU medicine laws, the criteria for designatie an “orphan medicine” are similar but somewdifétrent from those in the
United States. A drug is designated as an orphagifithe sponsor can establish that the drugtenihed for a life-threatening or chronically
debilitating condition affecting no more than fivel0,000 persons in the EU or that is unlikelptoprofitable, 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 certaited circumstances comparable to United Statesauring this period of mark
exclusivity, no “similar” product, whether or natgported by full safety and efficacy data, will &ygproved unless a second applicant can
establish that its product is safer, more effectivetherwise clinically superior. This period mag reduced to six years if the conditions that
originally justified orphan drug designation chamgehe sponsor makes excessive profits. We hatanas orphan medicine designation in
the EU for IPLEX for the treatment of extreme insuksistance.

Other Regulatory Requirements

We may also be subject to a number of post-appregailatory requirements. If we seek to make aerthanges to an approved
product, such as promoting or labeling a productfaoew indication, making certain manufacturingrodes or product enhancements or
adding labeling claims, we will need FDA review approval before the change can be implementedeWhiysicians may use products for
indications that have not been
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approved by the FDA, we may not label or promotegioduct for an indication that has not been ammoSecuring FDA approval for new
indications or product enhancements and, in sorsesgdor manufacturing and labeling claims, is galhea time-consuming and expensive
process that may require us to conduct clinicalissiunder the FDA's IND regulations. Even if ssthdies are conducted, the FDA may not
approve any change in a timely fashion, or atialaddition, adverse experiences associated wélofithe products must be reported to the
FDA, and FDA rules govern how we can label, adgertir otherwise commercialize our products.

Outside the United States, our ability to marketnoducts will also depend on receiving marketghorizations from the appropriate
regulatory authorities. The requirements govertimggconduct of clinical studies and marketing atitaion vary widely from country to
country. The foreign regulatory approval procesdudes risks similar to those associated with FpAraval described above.

EMPLOYEES

At December 31, 2006, we had 157 employees, inctudB in research and development, 41 in regulattinical and quality
assurance, 46 in manufacturing, 22 in finance amdigstration and 27 in sales and marketing.

As a result of our restructuring, announced on Marc2007, we eliminated our sales and marketingmand downsized our
manufacturing capability. Following the restruchgj as of March 9, 2007, we have 100 employeebkjding 13 in research and developm
34 in regulatory, clinical and quality assuranc&jr8manufacturing and 21 in finance and adminiigira

Our continued success will depend in large measnireur ability to attract and retain highly skillechployees who are in great deme
None of our employees are represented by a lakion@md we believe that our relations with our emgpks are generally goc

We only operate in one segment as described in Nadeour consolidated financial statements.

ITEM 1A. RISK FACTORS

Our operating results and financial condition haxagied in the past and may in the future vary digantly depending on a number of
factors. Except for the historical information imig report, the matters contained in this reportlirde forwarelooking statements that invol
risks and uncertainties. The following factors, amm@thers, could cause actual results to differeriatly from those contained in forward-
looking statements made in this report and preskatsewhere by management from time to time. Swtbr§, among others, may have a
material adverse effect upon our business, restiltgperations and financial condition.

In Item 1A (“Risk Factors”) of our Quarterly Reposh Form 10-Q for the fiscal quarter ended Septam3Be 2006, which was filed
with the Securities and Exchange Commission on iibee 8, 2006, we describe risk factors relatech®@ompany. Our updated risk fact
are included below in this Item 1A.

You should consider carefully the following risktfas, together with all of the other informatiorciuded in this annual report on For
10-K. Each of these risk factors could adversedigcafour business, operating results and financaidition, as well as adversely affect the
value of an investment in our common stock.

RISKS RELATED TO OUR BUSINESS

We will need additional funds in the future to cdntie our operations, but we face uncertainties withspect to our access to capital that
could materially adversely impact our business,dirtial condition and results of operations.

We will require substantial future capital in ordeimplement our revised business plan with awetkefocus on research and
development activities. As of December 31, 2006 hae $24.1 million of cash on hand, which we beies/sufficient to fund our activities
into the fourth quarter of 2007. However, our feteapital requirements will depend on many factoduding factors associated with:

» research and development, including, among otberst preclinical testing and clinical studi
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» process developmer

» obtaining marketing, sales and distribution caids!;

e obtaining regulatory approval

* retaining employees and consultai

» filing and prosecuting patent applications and erifig patent claims

» establishing strategic alliance

* manufacturing; an

» potential future litigation

We may also need to spend more money than currexplgcted because we may further change our aligrdevelopment plans,

acquire additional drugs or product candidates®nvay misjudge our costs. We have no committedceswsf capital and do not know
whether additional financing will be available wheseded, or, if available, that the terms will Bedrable. There can be no assurance thg
cash reserves together with any subsequent fundihgatisfy our capital requirements. The faildcesatisfy our capital requirements will
adversely affect our business, financial condiiod results of operations. Our independent regidtpublic accounting firm has expressed

their view that there are material uncertaintiescivitast significant doubt upon our ability to done as a going concern. The addition of this
going concern disclosure may discourage investora purchasing our stock.

We may seek additional funding through stratediamates, 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 obtditicaxl funding on reasonable terms, or at allwéf cannot obtain adequate funds, we may
need to significantly curtail our product developrhprograms and relinquish rights to our technaegir product candidates. This may
adversely affect our business, financial conditiod results of operations.

We have not completed the research and developratage of any of our product candidates. If we aneable to successfully
commercialize our products, it will materially adrgely affect our business, financial condition arrdsults of operations.

Our long-term viability and growth depend on thecassful commercialization of products which leadetvenue and profits.
Pharmaceutical product development is an expeniigh,risk, lengthy, complicated, resource inteagivocess. In order to succeed, among
other things, we must 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
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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 accordirgtrent 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, ineffective, todidiflt or expensive to develop or manufact
too difficult to administer, or unstable.

In order to conduct the development programs foempooaducts we must, among other things, be abseitoessfully:
raise sufficient money and pay for product develepty

attract and retain appropriate personnel;

develop relationships with other companies to perfearious development activities that we are uaablperform

Even if we are successful in developing and ohtairipproval for our product candidates, there ameerous circumstances that could

prevent the successful commercialization of thelpets such as:

the regulatory approvals of our products are delayewve are required to conduct further researchdmvelopment of our products pr
to receiving regulatory approv:

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

we are unable to raise the additional funds neéalsdccessfully 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 prodaeded in accordance with current good manufiacfyaractices to meet market
demand, or at al

our product is determined to be ineffective or dagallowing approval and is removed from the maewe are required to perform
additional research and development to further @the safety and effectiveness of the product bak-entry into the marke

competition from other products or technologiesspris or reduces market acceptance of our proc

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

we are unsuccessful in defending against patenihggment claims being brought against us our petsdor technologies; «

we are unable to obtain reimbursement for our prbdusuch reimbursement may be less than is negetsproduce a reasonable
profit.
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Our growth strategy includes the commercializabbmore than one product. We may not be able totifjeand acquire complementary
products, businesses or technologies and if aadjoirdicensed, they might not improve our businésancial condition or results of
operations.

The failure to successfully acquire, develop andmmercialize products will adversely affect our Imesis, financial condition and results of
operations.

Since we have a limited operating history, a hist@f operating losses and an expectation that wi geénerate operating losses for tt
foreseeable future, we may not achieve profitalyilior some time, if at all

We are focused on the development and commerdializaf product candidates for the treatment ofahetic and endocrine disorders
with unmet medical needs. We have incurred losaels gear of operation and we expect to continueriimgy operating losses for the
foreseeable future. The process of developing antheercializing our products requires significarggiinical testing and clinical trials as
well as regulatory approvals for commercializatgord marketing before we were allowed to begin pcodales. In addition,
commercialization of our product candidates recuire to establish a sales and marketing organizatid contractual relationships to enable
product manufacturing and other related activiti¥s. expect that these activities, together withgameral and administrative expenses, will
result in substantial operating losses for thedeeable future. As of December 31, 2006, our actatedideficit was $310.8 million and our
consolidated net loss was $56.1 million.

We currently have three product candidates, IPLBIGFBP-3 and INSM-18. IPLEX is currently in a Pedsdevelopment for the
treatment of MMD, and HARS and Phase I/Il developtrier the treatment of ROP. Our second compoumFBP-3, is currently in Phase
| development our third compound, INSM-18, is abtouenter Phase Il development for the treatmepiatients with refractory prostate
cancer. Other clinical studies with these compowardscontemplated.

If our products fail in preclinical or clinical &is or if we cannot enroll enough patients to catgbur clinical trials, such failure may
adversely affect our business, financial conditiod results of operations.

In order to sell our products, we must receive k&guy approval. Before obtaining regulatory apgievfor the commercial sale of any
of our products under development, we must dematesthrough preclinical studies and clinical trithlat the product is safe and effective for
use in each target indication. In addition, theultssfrom preclinical testing and early clinicabis may not be predictive of results obtained in
later clinical trials. There can be no assuranag dhr clinical trials will demonstrate sufficiesafety and effectiveness to obtain regulatory
approvals for our products still in developmentdmber of companies in the biotechnology and pheemizcal industries have suffered
significant setbacks in late stage clinical tried@n after promising results in early stage devalt. If our developmental products fail in
preclinical or clinical trials, it will have an adkse effect on our business, financial conditioth @sults of operations.

All of our lead product candidates, IPLEX, rhIGFBRnd INSM-18, are currently in or have currentiynpleted clinical trials. IPLEX
is currently in a Phase Il clinical study for theatment of MMD, a Phase Il clinical trial for thheatment of HARS and a Phase I/ll clinical
trial for the treatment of ROP. Our second compouniSFBP-3, is currently in a Phase | clinicaldstof breast cancer. A Phase I/ clinical
trial of our third compound, INSM-18, in patient&hvrefractory prostate cancer has recently beampbeted. Other clinical studies with these
compounds are contemplated.

The completion rate of clinical studies of our prot$ is dependent on, among other factors, themanrollment rate. Patient
enrollment is a function of many factors, including

» investigator identification and recruitme
* regulatory approvals to initiate study sit
e patient population siz¢
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» 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 @i trials to address concerns that the long-terme of one of our leading products,
IPLEX, in broader chronic indications might increasthe risk of diabetic retinopathy. This may mai&lty adversely affect our busines
financial condition and results of operation:

In previously published clinical trials of rhIGFdpncerns were raised that long-term use of rhi@fght lead to an increased incidence
and/or severity of retinopathy, a disease of nawdlvessel growth in the eye which results in wfsgsion. Because IPLEX contains rhIGF-
I, the FDA may require us to conduct broad, longatelinical trials to address these concerns gdaeceiving FDA approval for broad
chronic indications such as diabetes. These clitrigds would be expensive and could delay our owrcialization of IPLEX for these
broader chronic indications. Adverse results irs¢higials could prevent our commercialization dfEX for broad chronic indications or
could jeopardize existing development in otherdations.

We cannot be certain that we will obtain regulatoapprovals in the United States, EU or other coues. The failure to obtain such
approvals may materially adversely affect our busss, financial condition and results of operations.

We are required to obtain various regulatory apaioprior to studying our products in humans amshthgain before we market and
distribute our products. The regulatory review apgroval process required to perform a clinicatlgtin both the United States and EU
includes evaluation of preclinical studies andichhstudies, as well as the evaluation of our nfecturing process. This process 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 lianted experience in filing and pursuing appficas 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 angds in regulatory agency policies during theqaein which we develop a product and
the period required for review of any application fegulatory agency approval of a particular paidDelays in obtaining regulatory agency
approvals could adversely affect the developmedtraarketing of any drugs that we or our collabeapartners develop. Such delays could
impose costly procedures on our collaborative gaistror our activities, diminish any competitive advagga that our collaborative partner:
we may attain and adversely affect our abilitydoeaive royalties, any of which could materially ebely affect our business, financial
condition and results of operations.

In order to market our products outside of the ebhiBtates and EU territories, our corporate pastaed we must comply with
numerous and varying regulatory requirements oférotiountries. The approval procedures vary amongtces and can involve additional
product testing and administrative review periddse time required to obtain approval in these otbgitories might differ from that required
to obtain FDA or European Agency for the EvaluatdmMedicinal Products, or EMEA, approval. The riegory approval process in these
other territories includes at least all of the sisissociated with obtaining FDA and EMEA approwthded above . Approval by the FDA or
the EMEA does not ensure approval by the reguladatiiorities of other countries. The failure toabtsuch approvals may materially
adversely affect our business, financial conditiod results of operations.
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We may not be able to manufacture sufficient quargs of our products to meet our supply and clinicdudies obligations, which may
adversely affect our business, financial conditiamd results of operations.

We intend to manufacture IPLEX and rhIGFBmulk drug substance and perform the majoritynafigtical testing at our manufacturi
facility in Boulder, Colorado and utilize contrantinufacturers for sterile filtering, filling, firtiéng, labeling and some analytical testing. We
intend to manufacture INSM-18 with contract mantiaers.

The available capacity for the manufacture andrigstf recombinant proteins that comprise our padslis limited. A shutdown or
disruption at our manufacturing facility whetheredo technical, regulatory, force majeure, or oireblems, resulting in an interruption in
supply of these materials, could delay our develapnactivities and adversely impact our busingsantial condition and results of
operations.

The number of contract manufacturers with the eigeeand facilities to manufacture our productsxgemely limited and it would tal
a significant amount of time and resources to gedor alternative manufacturers. Even if we werérd alternative manufacturers, the
prices they charge may not be commercially reader@tmay only be able to provide our products gquantity that is less than our needs.
Furthermore, if we need to change to other contratufacturers, we would also need to transfended new manufacturers and validate the
processes and analytical methods necessary farédection and testing of our products. Any of thésctors could lead to (1) the delay or
suspension of our clinical studies, regulatory siskians and regulatory approvals, or (2) highetsogproduction, or (3) our failure to
effectively commercialize our products.

Our manufacturing facility and the facilities ofrtcact manufacturers will be subject to ongoingqaic inspections by the FDA and t
EMEA for compliance with cGMP regulations. In theeat these facilities do not continue to receivistactory cGMP inspections for the
manufacture and testing of our products, we may teéund additional modifications to our manufagtg or testing processes, conduct
additional validation studies, or find alternativanufacturing and testing facilities, any of whigbuld result in significant cost to us as well
as a significant delay of up to several years indavelopment of our products.

If our products fail to achieve market acceptanaar fany reason, such failure may materially advergelffect our business, financie
condition and results of operations.

There can be no assurance that any of our prodnclidates if approved for marketing, will achievarket acceptance. If our product
candidates, once approved, do not receive markeptance for any reason, it will adversely affagtlousiness, financial condition and
results of operations. The degree of market acoeptaf any drugs we develop will depend on a nurobéactors, including:

» the establishment and demonstration in the medaaimunity of the clinical efficacy and safety ofrquoducts;
» our product’ potential advantages over existing and future tmeat methods
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» the price of our products; ai
* reimbursement policies of government and thirdyppayers, including hospitals and insurance congsa

For example, even after we obtain regulatory apgrtovsell our products, physicians and healthpasers 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-effectiva tha products.

In addition, legislation and regulations affectthg pricing of pharmaceuticals may change in walygese to us. While we cannot
predict the likelihood of any legislative or regualegy proposals, if the government or an agency tdsych proposals, they could materially
adversely affect our business, financial conditiod results of operations.

We are dependent upon retaining and attracting kggrsonnel and others, the loss of which could madly adversely affect our business,
financial condition and results of operation:

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 adblgraffect our business, financial
condition and results of operations. Our succepsgmgs, in large part, on our ability to attract agigin qualified management, scientific and
medical personnel, and on our ability to develog araintain important relationships with commergiattners, leading research institutions
and key distributors. We face intense competitmrstich personnel and relationships. We cannotasisat we will attract and retain such
persons or maintain such relationships.

We expect that our potential expansion into areasagtivities requiring additional expertise, sashfurther clinical trials, governmen
approvals, manufacturing, sales, marketing andilligion will place additional requirements on enanagement, operational and financial
resources. We expect these demands will requiecaease in management and scientific personnethendevelopment of additional
expertise by existing management personnel. Theéatio attract and retain such personnel or teldgvsuch expertise could materially
adversely affect our business, financial conditiod results of operations.

We rely on collaborative relationships for our suess. If we are unable to form these relationshipsauld materially adversely impact our
business, financial condition and results of opeiats.

We currently rely and may in the future rely onuarber of significant collaborative relationships ifintellectual property rights,
research funding, manufacturing, analytical sesjipeeclinical development, clinical developmerd aales 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 commercializatioruofppoducts. Reliance on collaborative relationshgpses a number of risks, including
the following:

e we may not be able to effectively control whether corporate partners will devote sufficient resmsrto our programs or produc

« disputes may arise in the future with respect éoaWwnership 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, development or
commercialization of product candidates or resulitigation or arbitration

» contracts with our corporate partners may failrovile sufficient protection for our intellectuaigperty;
« we may have difficulty enforcing the contracts iifecof these partners fails to perfor
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» corporate partners have considerable discreti@heicting whether to pursue the development of ajtianal products and may pursue
technologies or products either on their own arallaboration 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 developmen

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 develeptrand commercialization of our products and ablgraffect our business, financial
condition and results of operations.

Our growth strategy includes acquiring complemenyanusinesses or technologies that may not be alddar, if available and purchased
or licensed, might not improve our business, finaalccondition or results of operations.

As part of our business strategy, we expect toymiagquisitions and in-license new products angnt@logies. Nonetheless, we cannot
assure you that we will identify suitable acqusis or products or that we can make such acquisitio enter into such license agreement
acceptable terms. If we acquire businesses, thasindsses may require substantial capital, andaweat provide assurance that such capital
will be available in sufficient amounts or thatdircing will be available in amounts and on ternat the deem acceptable. Furthermore, the
integration of acquired businesses may result foreseen difficulties that require a disproportisnamount of management’s attention and
our other resources. Finally, we cannot providei@sge that we will achieve productive synergies efficiencies from these acquisitions.

We intend to conduct proprietary development progravith collaborators, and any conflicts with theauld harm our business,
financial condition and results of operations. Wnd to enter into collaborative relationshipsahkhivill involve our collaborator conducting
proprietary development programs. Any conflict watlr collaborators could reduce our ability to @bfature collaboration agreements and
negatively influence our relationship with existiogllaborators, which could reduce our revenuesteawed an adverse effect on our business,
financial condition and results of operations. Mn#er, disagreements with our collaborators coulktip over rights to our intellectual

property.
Certain of our collaborators could also be or bee@wmpetitors. Our collaborators could harm oudpob development efforts by:
e developing competing produc
» precluding us from entering into collaborationshatiteir competitors
» failing to obtain regulatory approval
» terminating their agreements with us prematurei
» failing to devote sufficient resources to the depehent and commercialization of produt

We may not accurately predict the protection affediby our patents and proprietary technology anaifr predictions are wrong, this may
materially adversely affect our business, financiandition and results of operations.

Our success will depend in part on our ability idain patent protection for our products, prevaittparties from infringing on our
patents, and refrain from infringing on the patesftethers, both domestically and internationally.

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,
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certain claims may be rejected or achieve suctidiiallowance that the value of the patents woaldiminished. Further, there can be no
assurance that any patents obtained will afforddegjuate protection. In addition, any patents weyre may require cooperation with
companies holding related patents. We may haveedlf§y forming a successful relationship with thesleer companies.

Third parties may claim that we are infringing upmrhave misappropriated their proprietary rigMatious third parties have obtained,
and are attempting to obtain, patent protectioatired to the production and use of our approvedpcband product candidates. We can give
no assurances as to whether any issued patemiatents that may later issue to third parties, @aiflect our product candidates. We can
no assurances that such patents can be avoidetidated or licensed. With respect to any infringaclaim asserted by a third party, we
give no assurances that we will be successfuléditigation or that such litigation would not hagenaterial adverse effect on our business,
financial condition and results of operation. Ie #hvent of a successful claim against us for iggment or misappropriation of a third party’s
proprietary rights, we may be required to:

* pay damages, including up to treble damages, andttier part's attorney’ fees, which may be substanti
» cease the development, manufacture, marketingalad§products or use of processes that infringeproprietary rights of other

» expend significant resources to redesign our prigzducour processes so that they do not infringeptioprietary rights of others, which
may not be possiblt

» redesign our products or processes to avoid thart/proprietary rights, which may cause us toesusignificant regulatory delays
associated with conducting additional clinicalliar other steps to obtain regulatory approvatt

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

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

Any conclusions we may have reached regarding nimgement and invalidity are based in part oeaaw of publicly available
databases and other information. There may bernrdtion not available to us or otherwise not revigwg us that might change our
conclusions. Moreover, as described above, theesang validity of patent claims are determined 8asemany facts and circumstances, and
in a litigation, a court may reach a different dos@n on any given patent claim than the conchsithat we have reached.

In addition, we may have to undertake costly liiigga to enforce any patents issued or licensedtorio determine the scope and
validity of another party’s proprietary rights. Wean give no assurances that a court of competesatliction would validate our issued or
licensed patents. An adverse outcome in litigatioan interference or other proceeding in a coupatent office could materially adversely
affect our business, financial condition and resaftoperations.

We operate in a highly competitive environment aifeve are unable to adapt to our environment, we yrize unable to compete
successfully, which will materially adversely affesur business, financial condition and results operations.

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 obsoléhich could materially adversely affect ouribess, financial condition and results
operations.
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We expect that successful competition will depemdpng other things, on product efficacy, safetlyabdity, availability, timing and
scope of regulatory approval and price. Specificalle expect crucial factors will include the ralatspeed with which we can develop
products, complete the clinical testing and reguiatpproval processes and supply commercial gigsbf the product to the market. We
expect competition to increase as technologicahades are made and commercial applications bro&aleach of our potential product
areas, we face substantial competition from lafggrmaceutical, biotechnology and other companieisgusities and research institutions.
Relative to us, most of these entities have subatingreater capital resources, research andldpweent staffs, facilities and experience in
conducting clinical studies and obtaining regulat@mpprovals, as well as in manufacturing and marggiharmaceutical products. Many of
our competitors may achieve product commerciabiratir patent protection earlier than us. Furtheenae believe that our competitors have
used, and may continue to use, litigation to gatompetitive advantage. Finally, our competitoryymse different technologies or
approaches to the development of products sinoléne products we are seeking to develop.

Competitors could develop and gain FDA approvalgbducts containing rhiIGF-1, which could adversesffect our competitive position
in all indications where we are currently develoginPLEX.

rhIGF-1 manufactured by other parties may be apgtdor use in other indications in the United Statethe future, including MMD,
HARS and ROP. In the event there are other rhi@Fetiucts approved by the FDA to treat indicatiotieothan those covered by IPLEX,
physicians may elect to prescribe a competitortglpct containing rhiGF-1 to treat the indicatioaswWhich IPLEX has received and may
receive approval. This is commonly referred to fidabel use. While under FDA regulations a comjgetis not allowed to promote off-label
use of its product, the FDA does not regulate tlaetice of medicine and as a result cannot dirkgsigians as to what product containing
rhIGF-1 to prescribe to their patients. As a resuét would have limited ability to prevent off-ldhese of a competitor's product containing
rhIGF-1 to treat any diseases for which we haveived FDA approval, even if it violates our patesutsl we have orphan drug exclusivity for
the use of rhIGF-1 to treat such diseases.

If another party obtains orphan drug exclusivity f@ product that is essentially the same as a prodwe are developing in a particul:
indication, we may be precluded or delayed from eoercializing the product in that indication. This ay materially adversely affect our
business, financial condition and results of opeiats.

Under the Orphan Drug Act, the FDA may grant orptiarg designation to drugs intended to treat adaease or condition, which is
generally a disease or condition that affects fevan 200,000 individuals in the United States. Etmmpany that obtains the first marketing
approval from the FDA for a designated orphan daug rare disease receives marketing exclusiatyuse of that drug for the designated
condition for a period of seven years. Similar laxsst in EU. If a competitor obtains approval leé 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 iffmaduct is approved and receives orphan drug sixafy, 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.

Confidentiality agreements with employees and otharay not adequately prevent disclosure of traderses and other proprietary
information. Disclosure of this information may matially adversely affect our business, financial mtition 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 independenilscover trade secrets and proprietary informat@wstly and time-consuming litigation
may be necessary to enforce and determine the s¢ape proprietary rights, and failure to obtainneaintain trade secret protection could
adversely affect our competitive business, findnmadition and results of operations.
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Our research, development and manufacturing actieg involve the use of hazardous materials, whiauld expose us to damages that
could materially adversely affect our business,dimcial condition and results of operations.

Our research, development and manufacturing aetvilvolve 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 ocdlie 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, vhiould likely exceed our insurance coverage ahdradvailable financial resources. This
liability would limit our ability to commercializ6PLEX 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. Thesealaglveegulations 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 oproducts harm people, and we have only limitesbguct liability insurance.

The manufacture and sale of human therapeutic ptedavolve an inherent risk of product liabilittaims 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@ngdsins 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 havetanmahadverse effect our business, financial chowliand results of operations.

If our settlement agreement with Tercica and Genech is terminated, the Consent order from the cowmauld be reinstated, which wou
have a material adverse effect on our businessafinial condition and results of operations.

As part of our March 2007 settlement agreement Biéinentech and Tercica, we entered into a Conadgtident and Permanent
Injunction in the United States District Court the Northern District of California. If our settlemt agreement with Tercica and Genentech is
terminated, the Consent Judgment and Permanemictign against us will survive termination, whiclould have a material adverse effec
our business, financial condition and results afrations, as we would no longer have a licenseaoufacture IPLEX using the present
process without incurring significant penalties aogalties.

RISKS ASSOCIATED WITH OUR STOCK

Conversion of our outstanding notes and exerciseanarrants and options issued by us will significandilute the ownership interest of
existing shareholders.

As of February 28, 2007, the convertible notesddduy us in March 2005 and the warrants issuedshig March 2005, November 2004
and July 2003 were convertible into and exercisélep to approximately 13.8 million shares of ceammon stock, representing
approximately 14% of our then outstanding commoulst
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As of February 28, 2007, our outstanding optionsupemployees, officers, directors and consultesgtiee exercisable for up to
6.6 million shares of our common stock, represengipproximately an additional six percent of owntloutstanding common stock.

The conversion or exercise of some or all of ounventible 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 ¢oné to be highly volatile, and we do not anticigapaying any cash dividends on our
common stock in the foreseeable future.

Our common stock is listed on the Nasdaq Globalkeannder the ticker symbol “INSM.” The market @riof our stock has been and
may continue to be highly volatile, and announcebg us or by third parties may have a signifigengact on our stock price. These
announcements may include:

» our listing status on the Nasdaq Global Mar
» results of our clinical studies and preclinicaldi&s, or those of our corporate partners or ourpeiitors;
e our operating result
» developments in our relationships with corporaterzas;
» developments affecting our corporate partn
e negative regulatoraction or regulatory approval with respect to aun@ncement or our competit’ announcements of new produc
e government regulation, reimbursement changes amgrgmental investigation or audits related to utoayur products
» developments related to our patents or other petggi rights or those of our competitc
» changes in the position of securities analysts vaipect to our stock; ai
» operating results below the expectations of publicket analysts and investo
In addition, the stock market has from time to tiexperienced extreme price and volume fluctuatiatisch 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 oftenitintd 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 loweptite of our common stock, which could resultaedes to our shareholders. Future
sales of substantial amounts of common stock inpthmic market, or the possibility of such saleswicing, could adversely affect prevailing
market prices for our common stock or our futurgitglio 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,esd these shares are held by “affiliates” of
our company, as that term is defined in Rule 14dienthe Securities Act.
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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 ahcorporation and our amended and restated bylaasd our Rights Plan make a hostile
takeover by a third party difficult.

Certain provisions of Virginia law and our articlesincorporation and amended and restated bylaukichamper a third party’s
acquisition of, or discourage a third party frorteaipting to acquire control of us. The conditionsld also limit the price that certain
investors might be willing to pay in the future &irares 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 issuance of mredestock could decrease the amount of earningsissets available for distribution
to the holders of common stock or could adverstgcathe rights and powers, including voting rigghdf the holders of the common
stock. In certain circumstances, such issuancaldwmae the effect of decreasing the market pridce@tommon stocl

» 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 advanceeaatieen 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 Eeiaé owner of 10% or more of our
outstanding voting stock for a period of three geafter the 10% or greater owner first reachedléhat of stock ownership, unless we
meet certain criteri

In addition, in May 2001, our board of directorpepved the adoption of a Rights Plan under whidredtholders received rights to
purchase new shares of preferred stock if a peysgnoup acquires 15% or more of our common stdblese provisions are intended to
discourage acquisitions of 15% or more of our comistock without negotiations with the board. Thghts trade with our common stock,
unless and until they are separated upon the aawerof certain future events. Our board of dinscteay redeem the rights at a price of
$0.01 per right prior to the time a person acqulig% or more of our common stock.

ITEM 2. PROPERTIES

In October 2006, our headquarters moved from GlgmAVirginia to Richmond, Virginia, where we ognuapproximately 19,000
square feet of space for corporate and developawivities under a lease expiring in October 206t lease contains annual rent escalat
of 3%. Our annual cash cost for the Virginia spactuding utilities and services in fiscal 2006 eepproximately $1.3 million. Since
moving to the Richmond, Virginia office we anticipahe annual cash cost including utilities to ppraximately $0.4 million per annum.

Our process development and manufacturing fadditgcated in Boulder, Colorado where we occupyraximately 25,000 square feet
dedicated to cGMP production of commercial andicdihdrug and quality control and 26,000 squar¢ ééspace in two adjacent facilities -
additional quality assurance, quality control, mss development, formulation development, clindeedlytical, administrative functions, and
cGMP warehouse and dispensing operations. Our hnash cost for the Colorado manufacturing facilityluding utilities and services in
2006 were approximately $1.2 million under two @tierg leases that contain annual escalations5¥63xnd expire starting in February 20
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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 PROCEEDINGS

In fiscal 2006, our patent infringement litigatiaiith Tercica and Genentech continued in both thaddrStates District Court for the
Northern District of California and in the Unitedrigdom at the High Court of Justice, Chancery Daris Patents Court. In addition, in Ju
2006, Tercica filed an unfair competition suit ashius in the United States District Court of ttestern District of Virginia, claiming that we
disseminated misleading statements to the markadrinection with our marketing of IPLEX.

On December 6, 2006, a jury in the United Statesdridt Court for the Northern District of Califomnfound that we infringed patents
held by Tercica and Genentech and awarded damag&sscomillion as an upfront payment and a royalty. 5% on sales of IPLEX below
$100 million and 20% for sales of IPLEX above $hoiion.

On March 5, 2007, we reached a settlement agreesnelitig all litigation with Tercica and GenenteBlrsuant to the agreement, we
agreed to cease sales and marketing of IPLEX itJtiited States and agreed to withdraw our Européanketing Authorization Application
for IPLEX. We will continue to provide IPLEX to nad patients with ALS in Italy under our Expandedtdgs Program. The agreement also
gives us the right, through a worldwide developnpanrtnership with Tercica and Genentech, to mdieEX for conditions not related to
short stature. These indications include MMD andR$) among others. The development partnershipdeslprovisions that give us a 50%
share of profits and reimbursement for 50% of dewelent costs if either Tercica or Genentech exesaptin rights for marketing of IPLE:
in any of these new indications that we develomddition, as part of the settlement agreementidaiand Genentech waived the damages
awarded by the jury in the patent infringement gwiin the District Court for the Northern Distriat California.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

A Special Meeting of Shareholders previously scheitor November 30, 2006, was rescheduled to Dbeeri4, 2006. At the meeti
the shareholders the shareholders voted to adegtriended and Restated 2000 Employee Stock Purétiasein which we increased the
number of shares available for issuance underltre(from 1,000,000 to 1,500,000) and extendedeha of the plan for an additional ten
years. Votes cast for were 44,674,352 and votdsagasnst were 4,417,332 and votes abstained wgos,52C

PART Il
ITEMS5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELA TED STOCKHOLDER MATTERS AND ISSUER
REPURCHASES OF EQUITY SECURITIES

Our common stock began trading on The Nasdaq Sagallarket on June 1, 2000 and moved to the NasttaspGMarket (formerly
the Nasdaq 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 Global Market.

Insmed

Common Stock
Fiscal Year 2006 High Low
Fourth Quarte $1.9¢ $0.8C
Third Quartel 1.6C 1.0Z
Second Quarte 208 1.34
First Quarte 3.3t 1.8¢
Fiscal Year 2005 High Low
Fourth Quarte $2.04 $1.1C
Third Quartel 1.64 0.8¢
Second Quarte 145 0.7¢
First Quarte 2.3C 0.8C
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On February 28, 2007, the last reported sale foiceur common stock on the Nasdaq Global Market $42 per share. As of
February 28, 2007, there were approximately 588dralof record of our common stock.

We have never declared or paid dividends on oumeomstock. We anticipate that we will retain alfréags, if any, to support
operations and to finance the growth and developmwieour 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, capreduirements and other factors our board of dirsaleems relevant.

Information about our equity incentive plans carfdaend in note 4 to our consolidated financial etaénts contained within this Form
10-K.
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ITEM 6. SELECTED FINANCIAL DATA

In the table below, we present historical finandiata for the past five years of our operations.n&\&e prepared this information using
consolidated financial statements for the five gearded December 31, 2006. The financial statenfienéach of the five fiscal years ended
December 31, 2006, have been audited by Ernst &y dul P, independent registered public accounting fErnst & Young LLPS report or
the consolidated financial statements for the yealed December 31, 2006, which appears elsewhezim himcludes an explanatory
paragraph which describes an uncertainty abouébility to continue as a going concern.
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When you read this selected historical financiahd# is important that you also read the hisw@rfmancial statements and related notes
in our annual and quarterly reports filed with Securities and Exchange Commission, as well as dgament’s Discussion and Analysis of
Financial Condition and Results of Operations.”

Year ended December 31,

2002 2003 2004 2005 2006
(in thousands, except for per share date
Historical Statement of Operations Data:
Revenue: $ 195 $ 15C $ 137 $ 131 $ 991
Operating expense
Cost of goods sol — — — — 1,49(
Asset Impairmen — — — — 7,10:
Research and developmt 18,071 7,14C 23,26( 21,83¢ 21,08¢
General and administrati\ 2,98¢ 3,471 4,24; 5,73( 25,68:
Operational restructuring char 2,53 — — — —
Goodwill write-off 15,38t — — — —
Stock compensatic — 11¢ — — —
Total operating expens 38,97¢ 10,73¢ 27,50 27,56t 55,36+
Operating los! (37,029 (10,58¢) (27,365 (27,434 (54,379
Interest income, ne 607 28¢ 22z 752 1,93
Interest expens — — (60) (14,24) (3,709
Loss before income tax (36,417) (10,299 (27,207 (40,929 (56,139
Income tax expens — — — —
Net loss (36,417 (10,299 (27,209 (40,929 (56,139
Basic and diluted net loss per sh (2.20 (0.29) (0.69) (0.89) (0.59
Weighted average shar 33,06¢ 35,60( 39,16( 48,74: 95,32
Historical Balance Sheet Data
Cash, cash equivalents and marketable secL $27,337 $29,52¢ $ 9,220 $18,83t $24,11:
Total asset 28,30¢ 29,81: 13,01: 22,87( 28,34¢
Long-term debt, ne — — — 6,43 3,161
Stockholders' equit 23,44¢ 26,22( 7,23t 10,52¢ 13,88(
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ITEM7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS
The following discussion also should be read injwoction with the Consolidated Financial Statemeartd notes thereto.

Overview

Insmed Incorporated is a biopharmaceutical compacysed on the development and commercializatiairds to treat metabolic
diseases and endocrine disorders within niche nwtkat have unmet medical needs. Our developnutinttees involve drugs that modulate
IGF-1 activity in the human body. In the past, werafocused on development and commercializatidRIOEX, our once-daily IGF-1
replacement therapy, for the treatment short stadisorders. IPLEX is a complex of recombinant hai@F-1 and its binding protein IGFBP-
3 (rhIGF-I/rhiIGFBP-3). IPLEX was approved by the &Afbr the treatment of short stature disorderf@ctember 2005 and was
commercially launched in the second quarter of 2@@6a result of our recent settlement agreemetfit Wercica and Genentech, as discussed
below, we have withdrawn IPLEX from the severe @niynlGF-D market.

On March 5, 2007, we reached a settlement agreesnelitig all litigation with Tercica and GenenteBlrsuant to the agreement, we
agreed to cease sales and marketing of IPLEX itJtlieed States and agreed to withdraw our Européanketing Authorization Application
for IPLEX. We will continue to provide IPLEX to nad patients with ALS in Italy under our Expandedtdgs Program. The agreement also
gives us the right, through a worldwide developnpmanrtnership with Tercica and Genentech, to mdieEX for conditions not related to
short stature. These indications include MMD andR$) among others. The development partnershipdeslprovisions that give us a 50%
share of profits and reimbursement for 50% of dewelent costs if either Tercica or Genentech exesaptin rights for marketing of IPLE:
in any of these new indications that we develomddition, as part of the settlement agreementidaiand Genentech waived the damages
awarded by the jury in the patent infringement gwiin the District Court for the Northern Distriat California.

As a result of our settlement agreement with Teraied Genentech, we decided to restructure oundésssiand refocus our efforts. As
part of our restructuring plan, our commercial @pens unit will be eliminated and production at manufacturing facility in Boulder,
Colorado, will be scaled back, to reflect the remtliproduct requirement saving $12 million in aniagal commercial costs and $10 million
annualized manufacturing costs. In connection wiih restructuring, our workforce was reduced bgragimately 34%. We intend to refocus
our business to capitalize on the therapeutic dppiires presented by our current product cand&layedeveloping them for the treatment of
metabolic diseases and endocrine disorders andamycds a result of taking IPLEX off the marketewcurred an impairment charge of
$7.1 million in certain capital equipment and inteey which is reflected in our fiscal 2006 finaricséatements. The total cost of the sever
awards granted pursuant to the restructuring plas approximately $1.7 million and will be refleciecbur 2007 financial results.

We have not been profitable and have accumulatcitdeof approximately $311 million through Deceent81, 2006. We expect to
incur significant additional losses for at least trext several years until such time as sufficieménues are generated to offset expenses.
Moving forward our major source of income is expélcto be the cost recovery charges for our ExpaAdedss Program and our major
expenses will be for research and developmentetel, our expenditures may increase as develdpmhenr product candidates progres
However, there will be fluctuations from periodgeriod caused by differences in project costs irzliat each stage of development.

Research and Development Activiti

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 $148 million dollassthe period since inception, in
November 1999, through December 31, 2(
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and $23 million, $22 million and $21 million in tlyears ended December 31, 2004, 2005 and 200&atasgly. Research and development
expenses consist primarily of salaries and relaigenses, costs to develop and manufacture drutidedes, patent protection costs, and
amounts paid to contract research organizatiorspitads and laboratories for the provision of seggiand materials for drug development
clinical trials.

Substantially all of our research and developmgperditures for each of fiscal 2005 and 2006 welsted to IPLEX, as prior to our
settlement agreement with Tercica and Genenteclweve in the process of commercializing IPLEX foe short stature disorders market.

Our research and development efforts for otheryetsdare in their early stages and include pripaetearch and development
regarding rhIGFBP-3 for the treatment of variousceas and INSM-18 for the treatment of various ttsndhese products are either in
preclinical stages or, Phase | and Il clinicall&tidll of our research and development expendituedated 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 arpcular indication may provide benefits to oufioefs across all of these products. All of
these products also share a substantial amountrafoonmon fixed costs such as salaries, facilistgautilities and maintenance. Given the
small portion of research and development expeths¢sre related to products other than IPLEX weehdetermined that very limited
benefits would be obtained from implementing costking systems that would be necessary to allowedst information on a product-by-
product basis.

In the near term, we intend to focus substantalllpf our research and development resources@expansion of IPLEX into other
indications. Our plans to expand IPLEX into additibindications are expected to represent our megiearch and development focus and
expense in 2007. Our thrust to develop our othdy-stage products will continue, but we expectstaefforts to account for a much smaller
portion of our research and development expenditurkese estimates are based on currently avaitd#blenation and, due to a number of
factors, no assurance can be provided that thjegirwill not take longer to complete or cost mtiran we have currently estimated.

Our clinical trials with our product candidates atbject to numerous risks and uncertainties tleabatside of our control, including t
possibility that necessary regulatory approvals matybe obtained. For example, the duration anadisé of clinical trials may vary
significantly over the life of a project as a resafldifferences arising during the clinical trjalotocol, 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.

Our clinical trials may also be subject to delaysejections based on our inability to enroll patgeat the rate that we expect or our inabilil
produce clinical trial material in sufficient quaigs 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 earliicial trial stage must overcome
significant regulatory, technological, manufactgremd marketing challenges before they can be saftdly commercialized. Some of these
product candidates may never reach the clinicall $tage of research and development. As preclistadies and clinical trials progress, we
may determine that collaborative relationships iéinecessary to help us further develop or to cernialize our product candidates, but
such relationships may be difficult or impossildeatrange. Our projects or intended projects msy bé subject to change from time to time
as we evaluate our research and development @®&ahd available resources.
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Any significant delays that occur or additional erpes that we incur may have a material adversetafh our financial position and
require us to raise additional capital sooner daiger amounts than is presently expected. Intiaaglias a result of the risks and uncertainties
related to the development and approval of ourycbdandidates and the additional uncertaintiegedlto our ability to market and sell th
products once approved for commercial sale, weiaable to provide a meaningful prediction regardhmgperiod in which material net cash
inflows from any of these projects is expectedd¢odme available.

Results of Operation
Fiscal 2006 compared to Fiscal 2005

In fiscal 2006, we recorded a net loss of $56.lionil Revenues for fiscal 2006 were $1.0 millionadé up of $0.4 million from
commercial sales, $0.4 million in cost recovennfrour expanded access program and $0.2 millionyialty. For the same period in 2005 we
reported $0.1 million in royalty.

Cost of goods sold for the fiscal 2006 was $1.3iom) which represents both variable and fixed comenmts of drug supply production
costs. These costs, which were previously expepgedto commercial launch, were capitalized inteentory following launch and charged
to the cost of product sales as units of IPLEX wsaiel. The high cost of goods sold in fiscal 20@&&werimarily driven by the large site fixed
cost component being spread over a restricted coommh@roduction as process enhancements requitetlption downtime and also
includes a lower of cost or market valuation adpestt of approximately $0.9 million.

Research and development expenses, which conisisrgy of costs associated with clinical trialsaifr product candidates, including
the costs of manufacturing, compensation and @keenses related to research and development peftsord facilities expenses, decreased
$0.7 million, from $21.8 million in fiscal 2005 ®21.1 million in fiscal 2006. This reduction in spkng resulted primarily from recording
litigation expenses in the selling, general andia@trative category in accordance with United &ajenerally accepted accounting
principles.

Selling, general and administrative expenses ise@&20.0 million, from $5.7 million for fiscal 26@o $25.7 million for fiscal 2006.
The increase was due to the commercial launchldEXPand the recordation of legal costs in selliggneral and administrative.

Following the agreement with Tercica and GenentetMarch 5, 2007, approximately $2.1 million in @mtory and $5.0 million in
construction-in-progress was written-off to assgpairment as a result of management’s assessedhfai of these assets at December 31,
2006.

We recorded $3.7 million in interest expense fecdi 2006 as a result of the amortization and asiwe of our March 15, 2005
convertible notes. Of this amount $3.4 million wa-cash as a result of the accelerated amortizafithe debt discount due to the
conversion of notes to common stock in the firgt &ourth quarters of fiscal 2006. $2.0 million afamortized debt discount remained in
long-term liabilities on our balance sheet andxijgeeted to be amortized over the remaining liféhefnotes.

As of December 31, 2006, cash and cash equivaleresased to $24.1 million from $18.8 million atd@enber 31, 2005. As a result
higher average cash balance and higher interest irafiscal 2006 compared to fiscal 2005, inteiresbme increased $1.1 million, from $0.8
million in fiscal 2005 to $1.9 million in fiscal 2®.

Accounts payable and accrued project costs and mitreased $5.3 million, from $3.0 million in f&c2005 to $8.3 million in fiscal
2006 as a result of increased litigation activ@tockholders’ equity increased $3.3 million, maidlye to our common stock financing on
March 9, 2006, in which we received net proceeds4@ 8 million and the exercise of warrants dutimg year in which we received $9.1
million. This was offset by our net loss for of $5énillion. The accumulated deficit at December 3106, increased to approximately $310.8
million due to our fiscal 2006 net loss of $56. 1lion.

Fiscal 2005 compared to Fiscal 2004

In fiscal 2005, we recorded a net loss of $40.%onil Research and development expenses, whichstgusnarily of costs associated
with clinical trials of our product candidates, liting the costs of manufacturing,
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compensation and other expenses related to resaadctievelopment personnel and facilities expemseseased $1.4 million, from $23.3
million in fiscal 2004 to $21.9 million in fiscald®5. This decrease in spending resulted from aingadown of our clinical trials program
offset by an increase in our manufacturing activity

General and administrative expenses increasedn§illién, from $4.2 million for fiscal 2004 to $5million for fiscal 2005. The
increase was due to higher external service argbpeel costs in support of our business. Reveneg®adsed $6,000, from $137,000 in fiscal
2004 to $131,000 in fiscal 2005, due to a slighdide in royalties for TGF Beta.

We recorded $14.2 million in interest expense igedl 2005, as a result of our March 15, 2005 cdible notes financing. Of this
amount $13.1 million was non-cash as a result®fittelerated amortization of the debt discounttdulee conversion of notes to common
stock in the third and fourth quarters of fiscaD30$5.0 million of unamortized debt discount remeai in long-term liabilities on our balance
sheet and is expected to be amortized over theimgrgdife of the notes.

In fiscal 2005, cash and cash equivalents increts8d8.8 million from $9.2 million at December 2D04. As a result of a higher
average cash balance and higher interest rate30 Gmpared to 2004, interest income increase@,$88 from $222,000 in fiscal 2004 to
$752,000 in fiscal 2005.

Accounts payable and accrued project costs and ddeeeased $0.5 million, from $3.5 million in #&004 to $3.0 million in fiscal
2005, as a result of decreased clinical and matwfag activity. Stockholders’ equity increased3#illion, mainly as a result of our
convertible notes financing on March 15, 2005, hiak we received net proceeds of $32.6 million sTwas offset by the net loss for fiscal
2005 year of $40.9 million. The accumulated defitithe end of fiscal 2005 increased to approxim&®254.7 million, due to our fiscal 2005
net loss of $40.9 million.

Liquidity and Capital Resource

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 partnemsder to provide milestone payments, license éwbequity investments.

Capital Requirements

Capital expenditures in fiscal 2006, were prindipeglated to the research and development, clinizd activity, legal defense, sales
and marketing and manufacturing activities at dgris Boulder, Colorado, as well as administragupport activities. In the short-term, we
will need to raise substantial additional fundexpand IPLEX into other indications. In the longem, we will require substantial additional
funds for the continued development of our othadlproduct candidates. We have filed a shelf negieh statement with the Securities and
Exchange Commission that allows us to sell up @®&7J0,000 of our common stock, preferred stock amrants for common or preferred
stock of which $29 million is still available onetshelf. We may sell these securities in one orerseparate offerings in amounts, at prices
and on terms to be determined at the time of sifel or offerings. This shelf registration staternsnintended to give us flexibility to take
advantage of financing opportunities when and é@mded appropriate by us. Our continuation as a goamgern depends on our ability to
obtain such additional financing and, ultimatetygenerate positive cash flow and attain profitghiThere can be no assurance that adequat
funds will be available when we need them or orofable terms. If at any time we are unable to obsaificient additional funds, we will be
required to delay, restrict or eliminate some boabur research or development programs, dispbsssets or technology or cease
operations.

The report of the Independent Registered PublicAnting Firm to our audited financial statementstfi@ period ended December 31,
2006, indicates that there are a number of fattmtsraise substantial doubt about our abilitydotmue as a going concern. Such factors
identified in the report are our net loss positiour, failure to attain positive cash flows from ogt@ns and our dependence upon obtaining
adequate financing.
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Planned expenditures in 2007 include the fundingusfongoing research and development activityh ssscmanufacturing and clinical
trial costs, and general and administrative suppasts.

Capital Resources

We have funded our operations to date primarilgdlgh public and private placements of debt andtggeicurities. We plan to contin
incurring losses as we expand our research andagement and do not expect material revenues ftmaat the next several years. At
December 31, 2006, our cash and cash investmenésapproximately $24.1 million, and were investednoney market instruments. The
increase in our cash on hand of $5.3 million frawa fevel at December 31, 2005 is due to $52.5anilin net cash received from financing
activities which was partially offset by a total®47.2 million used in operating and investing\atiés.

On March 9, 2006, we entered into an underwritiggeament (the Underwriting Agreement) with Lazaapital Markets LLC, as
representative of the underwriters (together, thddswriters), relating to the public offering, issice and sale of 23,000,000 shares of our
common stock, $0.01 par value per share. The pitiee public was $2.00 per share, and the Undemsrpurchased the shares from the us
pursuant to the Underwriting Agreement at a pric®1088 per share. The offering was made pursuaifitet our effective shelf registration
statement.

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

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangemieatdrave or are reasonably likely to have a cuwefiiture effect on our financial
condition, revenues or expenses, results of opargtiiquidity, capital expenditures or capitaloesces that we believe is material to
investors.

Contractual Obligations
We are obligated to make future payments undeowuaréontracts as set forth below:

Contractual Obligations
(in thousands)

Payments Due by Years

2012 &
Total 2007 2008 2009 2010 2011  Beyond

Long term debt (1 $575¢ $ 282z $2,51¢ $2,387 $ 577 $— $ —

Operating lease obligatiol 5,58¢ 992 691 647 631 41¢ 2,20¢

$11,347 $1,27/ $3,20¢ $3,03¢ $1,20¢ $41¢ $2,20¢

(1) Long-term debt obligations reflect the futunéerest and principal payments of the future irdieamd principal payments of the
Company’s convertible notes outstanding as of Déegr81, 2006. These notes become due in quartestigliments, beginning on
March 8, 2008, if not converted to common sharemagarlier date
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Critical Accounting Policies

Preparation of financial statements in accordanite Wnited States Generally Accepted Accountingn€ifles requires us to make
estimates and assumptions affecting the reportediats of assets, liabilities, revenues and expeaisgshe disclosures of contingent assets
and liabilities. We use our historical experiennd ather relevant factors when developing our es and assumptions. We continually
evaluate these estimates and assumptions. Therdogppolicies discussed below are those we considgtical to an understanding of our
consolidated financial statements because thelicapipn places the most significant demands onjedgment. Actual results could differ
from our estimates. For additional accounting peticsee Note 1 to our Consolidated Financial Btatgs — “Description of the Business and
Summary of Significant Accounting Policies.”

Research and Development

Research and development costs are expensed aethdiesearch and development expenses consisdryi of salaries and related
expenses, cost to develop and manufacture prochatest protection costs, and amounts paid to aohtesearch 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 serviceswett@nd efforts expended pursuant to contractstiitti 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 enrollment aéptst or the completion of clinical trial
milestones. Expenses are accrued based on contant@unts applied to the level of patient enrolltveerd to activity according to the clinii
trial protocol.

Litigation costs as it relates to our patents wepsrded as research and development expenditumagyh the first quarter of fiscal
2006. However, since May 2006 when we shifted fresearch and development operations to commerngéhtons, litigation costs were
recorded as a selling, general and administratitieity.

Revenue Recognition

We record revenue from product sales when the gaadelivered and title passes to the customethedtime of sale, estimates for
sales deductions, including rebates to governngendes, are recorded. These provisions are prdvaten the same period the related
product sales are recorded. We began generatieguevfrom the sale of IPLEX, in May 2006. On May 2806 we announced the IPLEX
Utilization Program which informed the payer unsethat the annual charge for therapy is limitedctmal milligrams prescribed and used.
The utilization program assures that there is revgd for unused product remaining after the prbeedriose is extracted. Any remaining
product discarded as waste is accounted for wHehealials in a 30 vial pack are used, and anytaggesis replaced by us at no charge to the
payer or patient, to assure that the payer or pigpi@ys only for the amount dosed and administdRegtenues from IPLEX are expected to
cease by the end of March 2007 as a result ofettiesient agreement with Genentech and Tercica.

Stock-Based Compensation

We account for stock-based compensation in accoedaith Statement of Financial Accounting Stand&tds123R Shared-Based
Paymen:. Under the provisions of SFAS No. 123R, stock-dasmmpensation cost is estimated at the grantlieged on the award’s fair
value as calculated by the Black-Scholes-Mertor5(/B) option-pricing model and is recognized as exgeeover the requisite service period.
The BSM model requires various highly judgmentalasptions including volatility, forfeiture ratescaaxpected option life. If any of the
assumptions used in the BSM model change significastock-based compensation expense may difféemadly in the future from that
recorded in the current period.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

We invest excess cash in investment grade, intbegging securities and, at December 31, 2006 $B4d. million invested in money
market instruments. Such investments are subjantecest rate and credit risk. Our policy of intieg in highly rated securities whose
maturities at December 31, 2006, are all less gilamonths minimizes such risks. In addition, wisilaypothetical one percent per annum
decrease in market interest rates would reduceesittncome in 2007, it would not result in a loshe principal and the decline in interest
income would be deemed immaterial. Our purposeaking these investments is to generate investmenhie.

We currently do not transact any significant partid our business in currencies other than theddnBtates dollar. To the extent thai
continue to transact our business in United Stdars, we do not believe that the fluctuationgoreign currency exchange rates will have a
material adverse effect on our results of operation

ITEM 8.  FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
The information required by Item 8 is set forthpages F-1 to F-13.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES
Disclosure Controls and Procedure¢

Based on their evaluation, as of December 31, 2006Chief Executive Officer and Chief Financiafioér have concluded that our
disclosure controls and procedures (as definediiedRl3a-15(e) and 15d-15(e) under the Securitiehdhge Act of 1934, as amended) are
effective.

Management’s Report on Internal Control Over Finarad Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finah@aorting (as defined in
Rules 13a-15(f) and 15d-15(f) under the Securliieshange Act of 1934, as amended). Our internatrebaver financial reporting was
designed to provide reasonable assurance to ouagearent and board of directors regarding the riéitiabf financial reporting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples.

Our management assessed the effectiveness oftetmahcontrol over financial reporting as of Det®m31, 2006 based on the criteria
set forth by the Committee of Sponsoring Organizetiof the Treadway Commission (COSO)riternal Control — Integrated Framework
Management’s assessment included an evaluatidreafdsign of our internal control over financigdogling and testing of the operational
effectiveness of our internal control over finahegporting. Based on this assessment, our manageroecluded that, as of December 31,
2006, our internal control over financial reportings effective.

Ernst & Young LLP, an independent registered pusaticounting firm, has issued an audit report onagament’s assessment of our
internal control over financial reporting. The refpaf Ernst & Young LLP is contained in Item 8 big Annual Report on Form 10-K.

There have been no changes in our internal cootsel financial reporting that occurred during theee months ended December 31,
2006 that have materially affected, or are reaslgrildely to materially affect, such internal coatover financial reporting.
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ITEM 9B. OTHER INFORMATION
None.

PART 1lI

The information required by Items 10, 11, 12, 18 &A of Form 10-K is incorporated by reference fritve discussion responsive
thereto under the captions “Election of Directaagd “Designation of Auditors” in our 2007 Proxy t&taent.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(@) Documents filed as part of this repc

1. FINANCIAL STATEMENTS . The following consolidated financial statemeritthe Company are set forth herein,
beginning on page-1:

(i) Report of Ernst & Young LLP, Independent Registdpeittlic Accounting Firn
(il Consolidated Balance She:
(iii) Consolidated Statements of Operati
(iv) Consolidated Statements of Stockhol’ Equity
(v) Consolidated Statements of Cash Fle
(vi) Notes to Consolidated Financial Statem
2. FINANCIAL STATEMENT SCHEDULES.
None required.
3. EXHIBITS.

The exhibits that are required to be filed or ipayated by reference herein are listed in the Bikhidex. Exhibits 10.1,
10.2 and 10.17 constitute management contractsropensatory plans or arrangements required tddubds 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, theoedmy authorized in the City of Richmond, Commaailth of Virginia, on the 16th day of
March, 2007.

| NSMED | NCORPORATED
a Virginia corporatiot
(Registrant’

By: / s/ GEOFFREY ALLAN
Geoffrey Allan, Ph.D.
Chairman of the Board, President and Ct
Executive Officer (Principal Executive Offict

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bbélptihe following persons on
behalf of the Registrant and in the capacitiesciaidid on the 16th day of March, 2007.

Signature Title
/ s/ G EOFFREYA LLAN Chairman of the Board, President and C
Geoffrey Allan, Ph.D Executive Officer (Principal Executive Office
/sl Kevin P. Tully Chief Financial Officer (Principal Financial OffiQe
Kevin P. Tully C.G.A. and Executive Vice Preside
/ s/ K ENNETHG. CONDON Director

Kenneth G. Condo

| s/ GrAHAM K. C ROOKE Director
Graham K. Crooke, MB.B.

/ s/ STEINAR J. ENGELSEN Director
Steinar J. Engelsen, M.I

/ s/ M ELVIN S HAROKY 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 Accountindrirm

The Board of Directors and Stockholders
Insmed Incorporated

We have audited the accompanying consolidated balsimeets of Insmed Incorporated (the “Companytfd&ecember 31, 2006 and
2005, and the related consolidated statementsaratipns, stockholders’ equity, and cash flowsefach of the three years in the period ended
December 31, 2006. 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 whethdindrecial statements are free of material
misstatement. An audit includes examining, on tildasis, 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, 2006 and 20@bthe consolidated results of its operationsitsnchsh flows for each of the three
years in the period ended December 31, 2006, ifocmity with United States generally accepted actimg principles

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 negative ftasis from operations. These
conditions raise substantial doubt about the Colyigability to continue as a going concern. Managetis plans in regard to these matters
are also described in Note 2. The financial statemdo not include any adjustments to reflect thesjble future effects on the recoverability
and classification of assets or the amounts arssifieation of liabilities that may result from thetcome of this uncertainty.

As discussed in Note 1 to the consolidated findrst&ements, in 2006 the Company changed its rdethaccounting for stock-based
compensation to comply with the accounting provisiof Financial Accounting Standards Board StaterNen 123(R), Share-Based
Payment.

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 310@0based on criteria established in
Internal Control-Integrated Framework issued byGlmenmittee of Sponsoring Organizations of the TnesdCommission and our report
dated March 9, 2007 expressed an unqualified opitiiereon.

/sl Ernst & Young LLP

Richmond, Virginia
March 9, 2007
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Report of Independent Registered Public Accountindrirm
on Internal Control over Financial Reporting

The Board of Directors and Stockholders
Insmed Incorporated

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,
2006, 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 fifilecéiveness of internal control over financial oefing. Our responsibility is to express an
opinion on management’s assessment and an opinitireceffectiveness of the Company’s internal adriver financial reporting based on
our audit.

We conducted our audit in accordance with the staddof 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 ahgaéag 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 fircgal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainky reflect the transactions and dispositionshef assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financékstents 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 @jge 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 detaisstatements. 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 conteér financial reporting as of
December 31, 2006, 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, 2(f¥sed on the COSO criteria.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the consolidated
balance sheets of Insmed Incorporated, as of Deee8ih 2006 and 2005, and the related consolidattdments of operations, stockholders’
equity and cash flows for the three years in théopgeended December 31, 2006, and our report ddeedh 9, 2007 expressed an unqualified
opinion thereon.

/sl Ernst & Young LLP

Richmond, Virginia
March 9, 2007
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Assets
Current asset:
Cash and cash equivalel
Restricted cas
Accounts receivable, n
Inventories
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

Deferred ren

Total current liabilities
Long-term liabilities:

Convertible deb

Debt discoun

Net convertible dek
Asset retirement obligatic
Total liabilities

Stockholders' equity

Common stock; $.01 par value; authorized shareDB00000; issued and outstanding shares,
101,328,118 in 2006 and 66,525,792 in 2

Additional paic-in capital
Accumulated defici
Net stockholders' equit

Total liabilities and stockholders' equ

See accompanying notes.

INSMED INCORPORATED

CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)
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December 31

December 31

2006 2005
$ 2411 $ 18,83t
407 28E

241 —

57€ —
87 83
25,42: 19,20:
2,70¢ 3,11¢
20¢ 532
8 17
2,92t 3,667
$ 2834t $ 2287
$ 718 $  96¢
1,11F 1,99(
1,302 1,574
23 52
54 28¢€
9,681 4,87(
5,12t 11,43¢
(1,962 (5,001)
3,161 6,437
1,62¢ 1,03¢
14,46¢ 12,34:
1,01% 665
323,66: 264,52.
(310,79) (254,65¢)
13,88( 10,52¢
$ 2834t $ 2287
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INSMED INCORPORATED
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

Sales
Royalties
Total revenue
Operating expense
Cost of goods sol
Asset impairmen
Research and developmt
Selling, general and administrati
Total expense
Operating los!
Interest incom
Interest expens
Net loss

Basic and diluted net loss per sh
Shares used in computing basic and diluted netdesshar

See accompanying notes.
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Year Ended

December 31,
2006 2005 2004
$ 84 $ — $ —
157 131 137
991 131 137
1,49( — —
7,10: — —
21,08¢ 21,83t 23,26(
25,68 5,73( 4,24;
55,36+ 27,56 27,50z
(54,379 (27,43  (27,36Y)
1,937 752 222
(3,709  (14,24) (60)
$(56,139 $(40,929 $(27,209)
$ (059 $ (0.8) $ (0.69
95,32 48,74: 39,16(
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INSMED INCORPORATED
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

YEARS ENDED DECEMBER 31, 2006, 2005, AND 2004
(in thousands, except share amounts)

Balance at December 31, 2003
Issuance of 6,091 shares of common stock upon isges€ stock option
Issuance of 36,860 shares of common stock from &yepl Stock
Purchase Pla
Issuance of 6,455,551 shares of common stock &&Y 3,75 warrants
for cash, net of offering costs of $602,4
Recognition of stock compensation expense for dtarsts
Comprehensive earning
Net loss and comprehensive I
Balance at December 31, 20C
Issuance of 163,322 shares of common stock upawmisgef stock
options
Issuance of 169,823 shares of common stock froml&mp Stock
Purchase Pla
Issuance of 18,287,848 shares of common stock cpaversion of note
Issuance of 3,011,303 shares of common stock upentise of warrant
Recognition of debt discount in conjunction witeuance of $35 millior
of convertible notes net of offering costs of $3400
Recognition of stock acceleration expense for eggse
Recognition of stock compensation expense for dtarsts
Comprehensive earning
Net loss and comprehensive I
Balance at December 31, 20C
Issuance of 36,500 shares of common stock uportisgenf stock
options
Issuance of 280,234 shares of common stock froml&map Stock
Purchase Pla
Issuance of 4,912,971 shares of common stock upawvecsion of note
Issuance of 6,572,621 shares of common stock upentise of warrant
Issuance of 23,000,000 shares of common stockafsir,met of offering
costs of $421,00
Recognition of stock compensation expense for dtarsts
Recognition of stock option expense in accordanitie FAS 123R
Comprehensive earning
Net loss and comprehensive I«

Balance at December 31, 20C

See accompanying notes.
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Accumulated

Other

Common Accumulated Comprehensive
Additional
Stock Capital Deficit Income (Loss) Total
$ 384 $212,36. $(186,520 $ —  $26,22
— 3 — — 3
— 69 — — 69
65 8,04¢ — — 8,11¢
33 — — 33
— — (27,209 — (27,209
44¢ 220,51! (213,729 — 7,23¢
2 131 — — 133
2 14C — — 142
182 23,50( 23,68:
30 4,19¢ — — 4,22¢
15,99: 15,99:
15 15
— 33 — — 33
— = (40,929 = (40,929
665 264,52. (254,659 — 10,52¢
— 19 — — 19
3 254 — — 257
49 6,31: 6,362
66 9,00¢ — — 9,06¢
23C 42,58¢ — — 42,81¢
— 79 — — 79
— 88t — — 88t
- - (56,139 - (56,139
$1,01¢ $323,66: $(310,79) $ — $ 13,88(
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INSMED INCORPORATED

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Year Ended
December 31
2006 2005 2004
Operating activities
Net loss $(56,139) $(40,929) $(27,207)
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic 3,36¢ 12,89 34
Non-cash stock acceleratic 15 —
Stock based compensation expe 88t — —
Stock options issued for servic 79 33 33
Impairment of property, plant and equipm 5,02(
Changes in operating assets and liabilit
Accounts receivabl (241 — —
Inventories (57€) — —
Other asset 4 91 51
Accounts payabl 6,21¢ (1,659) 1,961
Accrued project costs and ott (87%) 1,10€ (863)
Payroll liabilities (272) 391 97¢
Deferred ren (232) (359 (33%)
Asset retirement obligatic 592 591 443
Interest payabl (29) 52 —
Net cash used in operating activit (42,204 (27,765  (24,90)
Investing activities
Purchases of property, plant and equipn (5,020 — —
Net cash used in investing activit| (5,020 — —
Financing activities
Proceeds from issuance of convertible debt withaeble stock warran — 35,00( —
Proceeds from issuance of common si
Public offering- issuance of 23 million shar 43,24( — —
Issuance cos! (421) — —
Warrants converted into shal 9,06¢ — —
Other 32t 4,621 8,18t
Total proceeds from issuance of common s 52,21 39,62 8,18¢
Costs incurred in conjunction with issuance of ¢ — (2,428 —
Cash restricted to restricted letters of cn 28¢€ 18¢ (3,58%)
Net cash provided by financing activiti 52,50 37,37¢ 4,597
Increase (decrease) in cash and cash equivi 5,271 9,61 (20,309
Cash and cash equivalents at beginning of 18,83¢ 9,227 29,52¢
Cash and cash equivalents at end of $24,11: $18,83% $ 9,227
Supplemental informatic
Cash paid for intere: $ 31¢ $ 1,100 $ —

See accompanying notes.
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INSMED INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Description of the Business and Summary of Signifamt Accounting Policies

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, hasitsggproved for commercial sale by the
FDA. Our development efforts are now focused oraexiing the label for IPLEX into other clinical iditions where we have proof of
concept for IGF-1 therapy. In addition, we are depimg two other drug candidates, INSM-18 and rhBBF3, which are in clinical
development for treating 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 (“Celtrix®)l significant intercompany balances
and transactions have been eliminated in consaliulat

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 conatdififinancial statements and
accompanying notes. Actual results could diffenfrihose estimates.

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

On April 14, 2004 the Company announced that itéaglired a lease to operate a recombinant protamufacturing facility located in
Boulder, Colorado. The Company intends to usedhbditfy 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 $0.9 million fprepayment of the remaining outstanding
lease term of approximately one year and a Left@redit to Baxter Healthcare Corporation for $éhilion to cover facility restoration
expenses on termination of the lease. These amatmtdassified as restricted cash on the balameetsThe accrued restoration expenses as
of December 31, 2006 were $1.6 million and is rdedrin asset retirement obligation on the balaheets Accretion expense for the years
ended December 31, 2006, 2005 and 2004 totaledilién, $0.6 million and $0.4 million respectiyel

Inventories

Inventories are stated at the lower of cost or mtaakd consist primarily of manufacturing coststfar production of IPLEX™ that were
incurred subsequent to the approval for marketinthke United States Food and Drug Administratidre (FDA”). Cost is determined using
average costing. Included in Cost of Good Soldl@nger of cost or market valuation adjustment gbragimately $0.9 million. As of
December 31, 2006 we had approximately $576,00BIdEX finished goods inventory. Please see Noter&gset impairment write-down
related to inventory.
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Property and Equipmel

Depreciation is provided using the straidjhte method over periods ranging from three to sexesars. Property and equipment is stated af
and consists of the following:

December 31,

2006 2005

Furniture and office equipme $ 511 $ 511
Accumulated depreciatic (509 (499
Property and equipment, r $ 8 $ 17

Fair Value of Financial Instruments

The Company considers the recorded cost of itmilsh assets and liabilities, which consist pridyaof cash and cash equivalents and
accounts receivable to approximate the fair vafub®respective assets and liabilities at DecerBlte2006 and 2005 due to the short-term
maturities of these instruments. The carrying valiihe convertible debt is $5.1 million which appimates fair value.

Stock-Based Compensation

In December 2004, the Financial Accounting Stansl@alard (FASB) issued Statement 123 )are-Based Paymené revision of
SFAS No. 123Accounting for Stock-Based Compensatishich superseded APB Opinion No. Z&,counting for Stock Issued to
Employee:. Statement 123(R) addresses the accounting foe-dl@sed payment transactions in which a compagives employee services
in exchange for equity instruments of the companabilities that are based on the fair valuetaf tompanys equity instruments or that ir
be settled by the issuance of such equity instrasndinis statement requires that share-based ttmiss be accounted for using a fair-value-
based method to recognize non-cash compensati@msepthis expense is recognized ratably overetfpaisite service period, which
generally equals the vesting period of options, iaradljusted for expected forfeitures. The Compaahypted this standard as of the beginning
of 2006 using the modified prospective method. Redar prior periods have not been restated.

Revenue Recognition

We record revenue from product sales when the gaadelivered and title passes to the customethedtime of sale, estimates for
sales deductions, including rebates to governngendes, are recorded. These provisions are prdvaten the same period the related
product sales are recorded. We began generatieguevirom the sale of IPLEX™, in May 2006. On M&y 2006 we announced the
IPLEX™ Utilization Program which informed the payeriverse that the annual charge for therapy igditnto actual milligrams prescribed
and used. The utilization program assures thagetisemo charge for unused product remaining afeprescribed dose is extracted. Any
remaining product discarded as waste is accountedten all the vials in a 30 vial pack are used any wastage is replaced by us at no
charge to the payer or patient, to assure thgpdlyer or patient pays only for the amount dosedaaimdinistered. Following the agreement
with Tercica and Genentech on March 5, 2007 Insceeded to supply IPLEX to patients and discontiragdes of IPLEX product as of
March 7, 2007.

Research and Development

Research and development costs are expensed athdiesearch and development expenses consisryi of salaries and related
expenses, cost to develop and manufacture drugdzgad, patent protection costs, amounts paiditract research organizations, hospitals
and laboratories for the provision of services araderials for drug development and clinical tridde do not have separate accounting
policies for internal or external research and tigwaent and we do not conduct any research anda@went for others. Our expenses
related to clinical trials are based on estimafeéb@services received and efforts expended puatgoaontracts with third party organizatic
that conduct and manage clinical trials on our Befihese contracts set forth the scope of workda@ompleted at a fixed fee or amount per
patient enrolled. Payments under these contragtsmie
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on performance criteria such as the successfullamaot of patients or the completion of clinicahtrmilestones. Expenses are accrued based
on contracted amounts applied to the level of pagarollment and to activity according to the idal trial protocol.

Litigation costs as it relates to our patents wemdrded as research and development expenditueggh the first quarter of 2006. However,
during the year we shifted from research and dgweémnt operations to commercial operations andhlitim costs were recorded as a selling,
general and administrative activity through Deceniie 2006.

Income Taxes

Income taxes are accounted for in accordance VH&KSSL09Accounting for Income TaxePeferred tax assets and liabilities are
recognized for the future tax consequences ataiatto differences between the financial staternamying amounts of existing assets and
liabilities and their respective tax bases and atey loss carryforwards. Deferred tax assets mtilities are measured using enacted tax
rates expected to apply to taxable income in tlaesym which those temporary differences are exguketd be recovered or settled. The effect
on deferred tax assets and liabilities of a changex rates is recognized in income in the petiad includes the enactment date.

SFAS 109 also requires that deferred tax asseatsdueed by a valuation allowance if it is more ljkéhan not that some portion of the
deferred tax asset will not be realized. In evahgpthe need for a valuation allowance, we take audcount various factors, including the
expected level of future taxable income. If actesults differ from the assumptions made in thduatean of our valuation allowance, we
record a change in valuation allowance throughrimedax expense in the period such determinatiomeide.

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 vafiect to its products or product candidates. Adogtd, the Company does not have
separately reportable segments as defined by FA&Br8ent No. 131Disclosure about Segments of an Enterprise andtéglaformation

Recent Accounting Pronouncements

In June 2006, the Financial Accounting Standardsr@¢*FASB”) issued FASB Interpretation No. 48, Acnting for Uncertainty in
Income Taxes (FIN 48). This Interpretation clasftee accounting for uncertainty in income taxesgaized in an enterprise’s financial
statements in accordance with FASB Statement N&,. A€counting for Income Taxes. FIN 48 clarifieg thccounting for income taxes by
prescribing the minimum recognition threshold apasition is required to meet before being recogphiin the financial statements. It also
provides guidance on disclosure requirements, meamnt and classification provisions, and transitiquirements. FIN 48 will be effective
for us beginning on January 1, 2007. The interpigatas not expected to have a material impactunfinancial statements.

In September 2006, the FASB issUedSB Statement No. 157, Fair Value Measurem@#®S 157), which establishes a common
definition for fair value under U.S. generally aptesd accounting principles and creates a framedarkneasuring fair value. The FASB
believes that the new standard will make the measent of fair value more consistent and comparaiieimprove disclosures about those
measures. FAS 157 is effective for fiscal yearsrbggg after November 15, 2007. The Company isentty evaluating the requirements and
future impact of FAS 157 on its financial statensent
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2. Risks and Uncertainties

For the period from inception to December 31, 2@8é,Company has incurred recurring net lossedhasdiccumulated a deficit of
$310.8 million. During 2006, the Company incurreded loss of $56.1 million and net cash used irraipens of $42.2 million. The
Company's ability to continue as a going concedejgendent upon its ability to take advantage isfr@ capital through securities offerings,
debt financing, and partnerships and use thesea®wof capital to fund operations. Managementasiging on raising capital through any «
or more of these options. There can be no assuthatany of management's plans as described atitvee successfully implemented or
that the Company will continue as a going concAntordingly, there is substantial doubt regarding €ompany’s ability to continue as a
going concern and the financial statements doredtide any adjustments to reflect the possibleceffen the recoverability and classification
of assets or the amounts and classification ofliiEs that may result from the outcome of thiscartainty.

3. Asset Impairment

In accordance with FAS 14Accounting for the Impairment or Disposal of Lonigdd, (FAS 144) assets are reviewed for impairment
losses whenever events or changes in circumstamdieate that the carrying amount may not be rehle. Following the Settlement,
License and Development agreement with Tercica,dnd Genentech Inc. on March 5, 2007, Insmed esieto a Consent Judgment and
Permanent Injunction whereby Insmed will cease kg IPLEX to patients with Primary IGF-D and ottehort stature indications. In
accordance with the provisions of FAS 144, the Camyprecorded an asset impairment of approximatel§ illion related to fixed assets
previously capitalized to support the productionRIfEX. In addition to the asset impairment notede, the Company considered the
realizability of IPLEX inventory in accordance widpplicable guidance. We also recorded an invemuitg-down of approximately $2.1
million to adjust inventory to its net realizablelve.

4.  Stockholders’ Equity
Common Stock & Convertible Debt

On March 15, 2006, Insmed entered into an undangragreement (the “Underwriting Agreement”) withdard Capital Markets LLC,
as representative of the underwriters (together;thnderwriters”), relating to the public offerinigsuance and sale of 23,000,000 shares of
the Company’s common stock, $0.01 par value peesf#e price to the public was $2.00 per sharé the Underwriters purchased the
shares from the Company pursuant to the Undengriigreement at a price of $1.88 per share. Prodeensthe offering were $42.8 millio
net of $0.4 million in offering costs. The offerimgas made pursuant to the Company’s effective skgltration statement on Form S-3
(Registration No. 333-131535).

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 groumstitutional investors, which Notes will be contilele into our common stock, par value
$0.01 per share, and Warrants to purchase 14,85486es of our common stock (the Warrants), atxarcise price of $1.36 per share. The
Notes will convert into the Company's Common Statk conversion price of $1.295 per share as ajustaccordance with certain &
dilution adjustments (the Conversion Price). Thiagpal of each Note will mature and be payablaiime quarterly installments commencing
on March 1, 2008 and ending on March 1, 2010. Atstanding Notes shall be repaid in cash or coadesfithin five years after the Initial
Closing Date. Interest on the Notes is payabletgugr 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 metsivall have the right on one occasion only toeadb0% or more (on a pro rata basis) of the
Notes at par, plus any related accrued interegt.imestor has the right to require us to repureltias Notes upon the occurrence of cet
repurchase events set forth in the transactioreaggats, including, but not limited to, the absesicgading or market prices, delisting, a
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fundamental change or certain actions that disodei against the investors in regards to theiréstdn the common stock. The investors
shall also have a right of participation in anyufiet financings undertaken by us for one year, whiithpermit the investors to purchase up to
such portion of any subsequent equity or eqliitged financing, on the same terms and conditemthe other parties in the financing, as ¢
enable each investor to maintain its ownershipgraege of the Company on a fully diluted basisiahgime. The table below details our
debt payments over the corresponding years.

Payments Due by Years
Total 2007 2008 2009 2010

Long term deb $5,128 $—  $2,27¢ $2,27¢ $56¢

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 estimatedhfae at the time of the respective transactams corresponding amounts have been
reflected as expense in the accompanying consetidaatements 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 sfation plan is 9,250,000. There
were 2,686,068 options issuable at December 31.200tions may be granted at the discretion obiterd of directors, compensation
committee or a delegate. The weighted-averagevdédire of options granted during 2006, 2005, and4208s $1.25, $0.83, and $1.51,
respectively. A summary of stock option activityais follows:

Weighted Weighted Weighted
average average average
exercise exercise exercise
Description 2006 price 2005 price 2004 price
Options outstanding at Januar 592493 $ 3.1¢ 4,864,42! $ 3.6 3,900,511 $ 4.0¢
Granted 1,326,501 1.9C 1,765,25 1.2¢  976,00( 2.1z
Exercisec (36,500 0.5z (163,32) 0.81 (6,097) 0.5C
Cancellec (650,999 7.77 (541,42) 2.2¢ (6,000 2.2C
Options outstanding at December 6,563,93: $ 2.4& 592493 $ 3.17 4,864,42! $ 3.6¢
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The following table summarizes options outstandih@ecember 31, 2006:

Options Outstanding Options Exercisable

Weighted Weighted
Weighted Average

Average Average
Number Remaining Exercise Number Exercise

Range of Exercise Prices Outstanding Contractual Life Price Exercisable Price
$0.172- $1.50 2,874,38! 4.91 $ 1.2 1,413,46. $ 1.1f
$152 - $2.86 1,950,80- 4.81 2.2 729,92¢ 2.37
$3.00 - $8.25 1,620,22! 2.17 4.3¢ 1,526,47! 4.44
$10.00- $32.1Z 118,51 3.4z 11.6¢ 118,51 11.65
6,563,93 4.1¢ $ 2.4¢ 3,788,38: $ 3.04

A total of 20,406,900 shares of common stock wesenved at December 31, 2006 in connection wittkstptions, stock warrants, and
the employee stock purchase plan.

5.  Stock Options

As a result of adopting Statement 123(R), the Camppacognized non-cash share-based compensatiemsxpf approximately $0.9
million for 2006 as compared to no expense recagniinder APB 25. This expense was included orf$ledling, general and administrative”
and “Research and development” lines of the codatdd statement of operations. Basic and diluteniregs per share for 2006 are $0.01
lower than if the Company had continued accourfiingstock options as it did prior to adopting Stagat 123(R). As of December 31, 2006,
there was $2.5 million of total unrecognized congagion cost related to stock options expected tebegnized over the next three years.

Prior to the adoption of Statement 123(R), the Camyfs stock-based employee compensation plans acex@unted for in accordance
with APB 25, under which no compensation expense iwweorded because the exercise price of empldgek gptions equaled the market
price of the underlying stock on the date of grétad the Company adopted Statement 123(R) in pgdods, the impact of that statement
would have approximated the impact of FAS 123 f(#sa fair-value-based recognition provisions dafttetatement had been applied) as
shown in the following table. The weighted-averggent date fair values of stock options awarde2i0@5 and 2004 were estimated at the
date of grant using the Black-Scholes-Merton opfpianing model assuming a weighted average vdiaiilf 89% in 2005 and 89% in 2004, a
risk-free interest rate of 4.17% in 2005, and 3.88%004, no dividends, and a weighted-average aggdife of the option of 5 years in
2005, and 5 years in 2004.

INSMED INCORPORATED
Stock Compensation Expense
(in thousands)

Year Ended December 31,

2005 2004
Net Loss $ (40,929 $ (27,209
Net Loss Per Share (Basic and Dilut (0.89) (0.69)
Stock based employee compensation cost (under Afp — —

Fair value stock compensation expe (1,629 (1,85))
Prc-Forma Net Incom (42,557 (29,059
Prc-Forma Net Loss Per Share (Basic and Dilu $ (08) $ (0.79
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The Company valued stock options granted in 20@&gus Black-Scholes-Merton valuation model whiclkessitates the development
of certain key assumptions. The volatility factaasrestimated based on the Company’s historicatiitylaThe Company also used historical
data to derive the option’s expected life and erygdoforfeiture rates within the valuation modeleTsk-free interest rate is based on the
U.S. Treasury yield curve in effect at the datgmaint. The dividend yield is predicated on the entiannualized dividend payment. The
weighted-average grant-date fair value of stockoogtawarded in 2006 was estimate on the dateamit gising the following assumptions:
risk-free interest rate of 4.3%, no dividends, tititg of 113%, and an expected life of 2.59 yedtkease see the summary of option activity
during the year in Note 4.

6. Income Taxes

The deferred tax assets of approximately $122.6amiand $112.0 million at December 31, 2006 and520espectively, arise primarily
due to net operating loss carryforwards for incaaxepurposes. Due to the Company’s anticipateddutsses, these amounts have been
entirely offset by a valuation allowance.

At December 31, 2006 and 2005, the Company hadpeting loss carryforwards for income tax purpaseapproximately $313.0
million and $278.2 million, respectively, expirifigvarious years beginning in 2007. Utilizationtleése carryforwards will be significantly
limited due to changes in the ownership of the Camyfs common stock.

Deferred tax assets (liabilities) consist of thiofeing at December 31

2006 2005
(in thousands)

Deferred tax asset:

General Business Cred 3,801 5,47¢
Other 1,00( 932
NOL Carryforwards 117,80t 105,59

122,60° 112,00
Total deferred tax assets
Deferred tax liabilities

Other — —
Total deferred tax liabilities

Tax deferred asset/(liability) 122,60° 112,00

Valuation allowance (122,607 (112,007

Net deferred tax asset/(liability) — _

The differences between the U.S. federal statutoryate and the Company’s effective tax rate arkows:

200¢ 200¢ 2004
Statutory federal tax ra 34% 34% 34%
Permanent item 3% -11% 0%
State income taxes net of federal ber 4% 3% 4%
Research and development cre -1% 1% 0%
Other -15% -8% 0%
Change in valuation allowan -18% -19%  -38%
Total Expenst 0% 0% 0%
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7. Leases

The Company leases office space in Richmond, Vimgimder an operating lease agreement expiringciotiér 2016. The lease
provides for monthly rent of approximately $30,80h a 3% escalation per year. The Company alsselea manufacturing facility and
warehouse in Boulder, Colorado under two operddage agreements expiring in February 2008 andrbieee2010, respectively. These
leases provide for monthly rents of approximated®,$00 and $15,000 with a 3% and 5% escalatioryger. The Company also leases a
vehicle and office equipment. Future minimum payta@m all these leases at December 31, 2006 isqaxsin the table below. Rent
expense for all operating leases approximated $1009 in 2006, $846,000 in 2005, and $869,000 Bv20

Payments Due by Years

2012
&

Total 2007 2008 2009 2010 2011 Beyond

Operating lease obligatiol $5,58¢ $997 $691 $647 $631 $41¢ $2,20¢

8. Employee Benefit Plans

In 2000, the Company adopted a stock purchasevwtaneby eligible employees may purchase commork skarchases may be made
through payroll deductions subject to annual litigias. The purchase price per share under theipldne 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, 2006 there were 1,500,000 shathsréed for issuance under the plan and 598,082bkan issued.

The Company also maintains a tax-qualified empl®séngs and retirement plan, (the “401(k) plawf)éligible 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 Coyrpamake matching contributions on behalf ofpaliticipants who have elected to
make deferrals. To date, the Company has not nadeantributions to the plan.

9. License and Collaborative Agreement:
Fujisawa Pharmaceutical Co., Ltd.

In January 2004, the Company was granted a nontgixel license to patent rights pertaining to the efSIGF-I therapy for the
treatment of extreme or severe insulin resistaaeties from Fujisawa Pharmaceutical Co., Ltd. Utlteeterms of the agreement, Insmed
obtained worldwide rights in territories (excludidgpan) where a valid patent claim exists, inclgdire United States and Europe. We have
made a commitment to use reasonable commerciateffomake IPLEX available on a named patientdspatients with extreme insulin
resistance.
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Pharmacia

In August 2002 we entered into an agreement witirfiAhcia that grants us an exclusive license torfdca’s portfolio of regulatory
filings pertaining to rhiGF-I. In consideration ftire exclusive license we have agreed to makepheraailable to the 17 Growth Hormone
Insensitivity Syndrome subjects that were previpliging treated with rhiGF-I supplied by Pharmacia.

UVA Patent Foundation

In 1988, the Company entered into a license agreewi¢éh The University of Virginia Alumni PatentoEndation (the “Foundation”).
The agreement, as amended, provides the Compahyawigxclusive, worldwide license to develop andbmeducts related to certain patent
rights for insulin resistance and associated desrdlrhe Company discontinued the developmentarfumts covered under this license and
terminated this agreement on June 29, 2004.

10. Legal Proceedings

In December 2004, Tercica and Genentech filed patéimgement suits against us in the United Std&estrict Court for the Northern
District of California and in the United Kingdomtae High Court of Justice, Chancery Division, B&eCourt. In these cases, Tercica and
Genentech alleged that production and use of IPiEXully infringed claims in certain United Statesd European Patents, owned by
Genentech and Tercica, directed to methods of ukit@f-1/rhiIGFBP-3 and methods of producing rhiGénd IGFBP-3.

In fiscal 2006, our patent infringement litigatiaiith Tercica and Genentech continued in both thaddrStates District Court for the
Northern District of California and in the Unitedrigdom at the High Court of Justice, Chancery Daris Patents Court. In addition, in Ju
2006, Tercica filed an unfair competition suit ashius in the United States District Court of ttesteérn District of Virginia, claiming that we
disseminated misleading statements to the markadrinection with our marketing of IPLEX.

On December 6, 2006, a jury in the United States$ri@t Court for the Northern District of Califomnfound that we infringed patents
held by Tercica and Genentech and awarded damag&@sscomillion as an upfront payment and a royalty. 5% on sales of IPLEX below
$100 million and 20% for sales of IPLEX above $Daidion.
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In March 2007 Insmed Incorporated reached a Settenhicense and Development agreement with Teréica and Genentech Inc.
involving the outstanding lawsuits between theipartAll outstanding litigation was settled inclodithe patent infringement case in the
Northern District of California, the patent infriegent case in the United Kingdom, and the unfasir®ss practice case in the Eas
District of Virginia. As part of the settlement med entered into a Consent Judgment and Permanenttion whereby Insmed will cease
supplying IPLEX to patients with Primary IGF-D aather short stature indications and will withdrasyEEU marketing application for
SPIGF-D. As part of the settlement , Tercica anddbéech waived the damages award by the jury itUtBe patent infringement litigation.
Under the license and development agreement, Insritlecbntinue clinical trial development in othiedications as well as continue its
expanded access program for the treatment of ALy Under the license and development agreeertica and Genentech would have
an “opt in” provision with a 50/50 cost/profit skeafior any new indications that Insmed would seeldFEpproval. Insmed would have
freedom to operate in named indications with a 4%alty payable to Tercica and Genentech if theyd#etnot to “opt in”. If our settlement
agreement with Tercica and Genentech is termin#tedConsent Judgment and Permanent Injunctiomstgas will survive termination,
which would have a material adverse effect on augiriess, financial condition and results of opereti

11. Quarterly Financial Data (Unaudited)

INSMED INCORPORATED
Quarterly Financial Data
(in thousands)

Fiscal Quarter

First Second Third Fourth
2006 2005 2006 2005 2006 2005 2006 2005
Revenue: $ 54 ¢ 57 $ 21C $ 28 $ 22¢ $ 22 $ 501 % 24
Operating Loss (1 (10,920 (5,529 (9,32¢9) (6,950)) (12,729 (7,896) (21,409 (7,069
Net Loss (1, (13,427) (5,769 (8,910 (8,529 (12,37 (13,756 (21,429 (12,88Y
Net Loss Per Share (Basic and Dilut $ (017 $ (0.1 $ (009 $(019 $ (012 $ (029 $ (0.2) $ (0.29)

(1) During the 4th quarter ended December 31, 2@@6:ecorded an asset impairment of approximateély #illion related to the
settlement of certain legal matters as describgtiduin Note 3

12. Subsequent Events

On January 5, 2007, Insmed Incorporated enteredaimagreement with NAPO Pharmaceuticals, whergdy@lwill license from
Insmed the Technology surrounding INSM-18 also kre@Wasoprocal. The license gives NAPO the rigliteteelop, manufacture and
commercialize masoprocal products for any indiceticelating specifically to diabetes, cardiac dsge@ascular disease, metabolic disease
and Syndrome X. The agreement calls for paymeata fAPO to Insmed upon the delivery of certain stid@es.
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Exhibit
Number

3.1

3.2

3.3

3.4

41
4.2

4.3

4.4

4.5

4.6

4.7

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 Indmealporated’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. 38398) and incorporated
herein by reference

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 Registratiagat&ment on Form 8cfiled with the Securities and Exchange Commissia
May, 17, 2001 and incorporated herein by referer

Amendment for Reverse Split (previously filed a$ibi 3.4 to Insmed Incorporated’s Annual Reportramm 10K for the yea
ended December 31, 2003 and incorporated hereiafbyence)

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.,
to Insmed Incorporated’s Registration Statemerffam S-4 (Registration No. 333-30098) and incorfeatdnerein 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 Forfied with the Securities ar
Exchange Commission on May 17, 2001 and incorpdriag¢gein by reference

Form of Rights Certificate (previously filed as Ebih B to the Rights Agreement, dated as of May2@)1, between Insmed
Incorporated and First Union National Bank, as Righgent, filed as Exhibit 4.4 to Insmed Incorperdis Registration
Statement on Form 8-A filed with the Securities &xdhange Commission on May 17, 2001 and incorpdrhérein by
reference)

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

Form of Warrant issued by Insmed Incorporated thed the investors in July 2003 private placentgrdommon stock and
warrants to purchase common stock (previously figedExhibit 4.7 to Insmed Incorporated’s Registratstatement on Form S-
3 (Registration No. 3:-107308) on July 24, 2003 and incorporated hereirefgrence)
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4.8

4.1C

411

4.1z

4.1%

4,14

10.1

10.2

10.c

10.4+4

10.54

10.6+

Form of Stock and Warrant Purchase Agreement bybahtleen Insmed Incorporated and each of the iorest the November
2004 private placement of common stock and wartanpsirchase common stock (previously filed as BixHi0.1 to Insmed
Incorporate’s Current Report on Forn-K on November 10, 2004 and incorporated hereirelfgrence)

Form of Warrant issued by Insmed Incorporated tdhexd the investors in November 2004 private plagetnof common stock and
warrants to purchase common stock (previously figdxhibit B to the Form of Stock and Warrant Rase Agreement by and
between Insmed Incorporated and each of the inkepteviously filed as Exhibit 10.1 to Insmed Inporated’s Current Report on
Form ¢-K on November 10, 2004 and incorporated hereirelfigrence)

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

Form of 5.5% Note Due 2008-2010 dated March 155288iween Insmed Incorporated and each of the tiorgeim the March 2005
private placement of notes and warrants to purcbasenon stock (previously filed as Exhibit 4.2 tsned Incorporated’s Current
Report on Form-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 common stockiturgly filed as Exhibit 4.3 to Insmed Incorpordte@urrent Report on Form 8-
K on March 16, 2005 and incorporated herein byrezfee).

Form of Registration Rights Agreement dated Margh2D05 between Insmed Incorporated and each adfitlestors in the March
2005 private placement of notes and warrants tolfase common stock (previously filed as Exhibittdé.4hsmed Incorporated’s
Current Report on Form-K on March 16, 2005 and incorporated herein byrezfee).

Amendment No. 1 to Rights Agreement dated Marct2085 between Insmed Incorporated and Wachovia Bak (f/k/a First
Union National Bank) (previously filed as Exhibib4o Insmed Incorporated’s Current Report on F8fion March 16, 2005 and
incorporated herein by referenc

Insmed Incorporated 2000 Stock Purchase Plan @ushi filed as Exhibit 10.1 to Insmed IncorporateRegistration Statement on
Form &4 (Registration No. 3:-30098) and incorporated herein by referen

Insmed Incorporated 2000 Stock Incentive Plan (presly filed as Exhibit 10.2 to Insmed IncorpordgeRegistration 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 to Insmed Incorpied’s Registration Statement on Form S-4 (Registt No. 333-30098) and
incorporated herein by referenc

Subscription, Joint Development and Operating Agreat by and among Celtrix Pharmaceuticals, InanElorporation, plc, Elan
International Services, Ltd., and Celtrix Newco Lddted as of April 21, 1999 (previously filed ashibit 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 &l Celtrix Pharmaceuticals, Inc. dated as of I&drj 1999 (previously file
as Exhibit 10.9 to Insmed Incorporated’s Registratbtatement on Form S-4 (Registration No. 333-8p@8fd incorporated herein
by reference)

License Agreement by and between Celtrix Newco atdl Elan Pharmaceutical Technologies, a divisfdalan Corporation, plc,
dated as of April 21, 1999 (previously filed as Exh10.10 to Insmed Incorporated’s Registratioat&ment on Form S-4
(Registration No. 33-30098) and incorporated herein by referen
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10.17

10.1¢
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License Agreement, dated as of April 1, 2993, betw&enentech, Inc. and Celtrix Pharmaceuticals,(previously filed as
Exhibit 10.11 to Insmed Incorporated’s Registrat8iatement on Form S-4 (Registration No. 38898) and incorporated hert
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 be referer

Form of Warrant of Insmed to be issued pursuafuichase Agreement among Insmed Incorporated, th&harmaceuticals,
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 Incorporatsahed Pharmaceuticals, Inc. and certain investtesddlanuary 13, 2000
(previously filed as Exhibit 10.14 to Insmed Incorgted’s Registration Statement on From S-4 (Regish No. 333-30098) and
incorporated herein by referenc

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 incatgadrherein by referenc

Consent to Sublease, dated as of April 12, 200bngmi & W Virginia Corporation, as Landlord, Rhodie., as Tenant, and
Insmed Incorporated, as Subtenant (previously fieéxhibit 10.16 to Insmed Incorporated’s QuaytBdport on form 10-Q for
the quarter ended March 31, 2001 and incorporategim by reference

License and Supply Agreement, dated as of Augus2@&3, between Insmed Incorporated and Pharmagigoreviously filed a
Exhibit 10.16 to Insmed Incorporated’s Annual Remdrform 10-K for the year ended December 31, 2808 incorporated
herein by reference

Agreement, dated as of March 3, 2004, between lddneorporated and Geoffrey Allan, Ph.D. (previgudled as Exhibit 10.17
to the Insmed Incorporated’s Annual Report on fafK for the year ended December 31, 2003 and jpurated herein by
reference)

License Agreement, dated as of January 19, 20@deke 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 intwben Insmed Incorporated and certain of its exeeuwlfficers (previously
filed as Exhibit 10.19 to Insmed Incorporated’s AahReport on form 10-K for the year ended Decenie2004 and
incorporated herein by referenc

Form of Executive Stock Option Grant (previouslgdi as Exhibit 10.1 to Insmed Incorporated’s Anrira@port on form 10k for
the year ended December 31, 2004 and incorporateinhby reference

Lease between 2545 Central, LLC and Insmed Incatpdrmade December 14, 2005. (previously filedxdsti 10.21 to
Insmed Incorporate s Annual Report on form -K for the year ended December 31, 2005 and incatpdrherein by reference

Change in Control Agreement for G. Allan,
Change in Control Agreement for R. Gunn
Change in Control Agreements for K. Tully & D. Farrar

F-19



Table of Contents

10.2Z
21.1

23.1
31.1

31.2

32.1

32.2

Amended and Restated 2000 Employee Stock Purchaskaf®

Subsidiaries of Insmed Incorporated (previouskydibs Exhibit 21.1 to Insmed Incorporated’s anRedort on form 10-K for the
year ended December 31, 2001 and incorporatedrhieyeaieference’

Consent of Ernst & Young LLF

Certification of Geoffrey Allan, Ph.D., chairmanttie Board and Chief Executive Officer of Insmeddrporated, pursuant to Ru
13a-14(a) and 15d-14(a) promulgated under the 8msuExchange Act of 1932, as adopted pursuaSetdion 302 of the
Sarbane-Oxley Act of 2003

Certification of Kevin P. Tully, Executive vice Rident and Chief Financial Officer (Principal Fic&l and Accounting Officer) of
Insmed Incorporated, pursuant to Rules 13a-14(@)1&d-14(a) promulgated under the Securities Exgphdct of 1934, as adopted
pursuant to Section 302 of the Sarbi-Oxley Act of 2003

Certification of Geoffrey Allan, Ph. D., Chairmahtbe Board and Chief Executive Officer of Insmeddrporated, pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Seefi6rof the Sarban-Oxley Act of 2003

Certification of Kevin P. Tully, Executive Vice Rident and Chief Financial Officer (Principal Fic#al and Accounting Officer) «
Insmed Incorporated, pursuant to 18 U.S.C. Sedi8%0, as adopted pursuant to Section 906 of tHeaBa-Oxley Act of 2003

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

* Confidential treatment has been requested foriogptations of this exhibit. The confidential pantis of this exhibit have been omitted :
filed separately with the Securities and Exchangm@ission.
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Exhibit 10.18
G. ALLAN CIC AGREEMENT

This Agreement dated as of March 14, 2007, is edtarto by and between (“Employee”) and Insmed Incorporated, a
Virginia corporation (“Insmed”).

Employee and Insmed hereby agree to the followengs$ and conditions:

1. Purpose of AgreementThe purpose of this Agreement is to provide thrathe event of a “Change in Control,” Employee may
become entitled to receive additional benefithmevent of his termination. It is believed that &xistence of these potential benefits will
benefit Insmed by discouraging turnover and caukimgloyee to be more able to respond to the pdiggibf a Change in Control without
being influenced by the potential effect of a ChaamgControl on his job security.

2.Change in Control. As used in this Agreement, “Change in Control” meean event or occurrence set forth in any one oerab
subsections (a) through (d) below (including année occurrence that constitutes a Change in Gbuatrder one of such subsections but is
specifically exempted from another such subsection)

(a) the acquisition by an individual, entity or gpo(within the meaning of Section 13(d)(3) or 142))of the Securities Exchange
Act of 1934, as amended (the “Exchange Act”)) (ar$®n”) of beneficial ownership of any capital &tof Insmed if, after such acquisition,
such Person beneficially owns (within the meanihBuae 13d-3 promulgated under the Exchange Act 40 more of either (x) the then-
outstanding shares of common stock of Insmed @wstanding Company Common Stock”) or (y) the carablivoting power of the then-
outstanding securities of Insmed entitled to vaeegally in the election of directors (the “Outstany Company Voting Securities”);
provided, however, that for purposes of this sutise¢a), the following acquisitions shall not ctihge a Change in Control: (i) any
acquisition directly from Insmed (excluding an aisifion pursuant to the exercise, conversion ohexge of any security exercisable for,
convertible into or exchangeable for common stackating securities of Insmed, unless the Persamaising, converting or exchanging st
security acquired such security directly from Insinoe an underwriter or agent of Insmed), (i) asgusition by Insmed, (iii) any acquisition
by any employee benefit plan (or related trusthspoed or maintained by Insmed or any corporatantrolled by Insmed, or (iv) any
acquisition by any corporation pursuant to a tratisa which complies with clauses (i) and (ii) afosection (c) of this Section 2; or

(b) such time as the Continuing Directors (as afibelow) do not constitute a majority of the Boaf®irectors of Insmed (the
“Board”) (or, if applicable, the Board of Directon$ a successor corporation to Insmed), wheredha tContinuing Director” means at any
date a member of the Board (i) who was a memb#reoBoard on the date of the execution of this Agrent or (ii) who was nominated or
elected subsequent to such date by at least aitpajbthe directors who were Continuing Directatshe time of such nomination or election
or whose election to the Board was recommendedduorsed by at least a majority of the directors wieoe Continuing Directors at the time
of such nomination or election; provided, howetkat there shall be excluded from this clauseafiy individual whose initial
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assumption of office occurred as a result of analair threatened election contest with respetti¢aelection or removal of directors or other
actual or threatened solicitation of proxies orsants, by or on behalf of a person other than tiee® or

(c) the consummation of a merger, consolidatioorganization, recapitalization or statutory shatehange involving Insmed or a
sale or other disposition of all or substantiallyofthe assets of Insmed in one or a seriesasfdactions (a “Business Combination”), unless,
immediately following such Business Combinatiorgreaf the following two conditions is satisfied} &ll or substantially all of the
individuals and entities who were the beneficiahews of the Outstanding Company Common Stock artdt@nding Company Voting
Securities immediately prior to such Business Coatidon beneficially own, directly or indirectly, meothan 60% of the then-outstanding
shares of common stock and the combined voting pofvihe thensutstanding securities entitled to vote generallthie election of director
respectively, of the resulting or acquiring corgiimmain such Business Combination (which shalluld, without limitation, a corporation
which as a result of such transaction owns Insmestibstantially all of the Insmeslassets either directly or through one or morsididries)
(such resulting or acquiring corporation is refdrte herein as the “Acquiring Corporation”) in stargially the same proportions as their
ownership, immediately prior to such Business Coration, of the Outstanding Company Common Stock@umigtanding Company Voting
Securities, respectively; and (ii) no Person (ediclg the Acquiring Corporation or any employee Bigqpdan (or related trust) maintained or
sponsored by Insmed or by the Acquiring Corporatlmaneficially owns, directly or indirectly, 40% prore of the then outstanding shares of
common stock of the Acquiring Corporation, or af tombined voting power of the then-outstandingistes of such corporation entitled to
vote generally in the election of directors (exdepthe extent that such ownership existed pridh#éoBusiness Combination); or

(d) approval by the stockholders of Insmed of aplete liquidation or dissolution of Insmed.

3. Rights and Obligations Prior to a Change in Control. Prior to a Change in Control, the rights andgadtions of Employee with
respect to his employment by Insmed shall be wieateghts and obligations are negotiated betweeméd and Employee from time to time.
The existence of this Agreement, which deals witthsrights and obligations subsequent to a Cham@®ntrol, shall not be treated as rais
any inference with respect to what rights and atilans exist prior to a Change in Control unlesscjtally stated elsewhere in this
Agreement.

4. Effect of a Change in Control. In the event of a Change in Control and Employesployment is terminated pursuant to a
“Qualifying Termination” (as set forth below) on prior to the date that is within twelve (12) mosthf the effective date of the Change in
Control (the “Change in Control Date”), Employealbe entitled to the severance payments and bieefits set forth in this Agreement.
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5. Qualifying Termination . If, subsequent to a Change in Control, Employeehployment terminates within one year of the @kan
Control Date, such termination shall be consider€lialifying Termination unless:

(a) Employee voluntarily terminates employment. ldger, it shall not be considered a voluntary teation of employment if,
following the Change in Control, Employee’s compaitn or duties are changed in any material redpect what they were immediately
prior to a Change in Control, and subsequent tb shange Employee elects to terminate employmefithAnge in any material respect”
shall encompass (i) any significant diminution imfoyee’s position, authority, duties, respondiigiti, or reporting relationship, (ii) any
material reduction in Employee’s then compensadiod/or benefits, unless such reduction is an adhesboard reduction of the
compensation and/or benefits of all similarly sieghexecutives(iii) any change in Employeg’job location to a site more than 50 miles a
from his place of employment prior to the Chang€amtrol or (iv) the failure of Insmed to obtairethgreement of any successor to Insm
assure and agree to perform this Agreement.

(b) The termination is on account of Employee’stdea disability. As used herein, “disability” refeto an illness or accident that
causes Employee to be unable to perform the dotikis job for at least six consecutive monthsgetermined by a physician mutually
acceptable to Insmed and Employee.

(c) Employee is involuntarily terminated for “Cadser it is determined that the facts conclusivégmonstrate that Employee
would have been terminated had any of the evehfedh in clauses (i) through (iii) below had bderown at the date of termination. For 1
purpose “Cause” means:

(i) Employee’s willful and continued failure to ssthntially perform his reasonable assigned dutdse( than any such
failure resulting from incapacity due to physicaheental iliness or any failure after Employee giwetice of termination for any of the
reasons set forth in Section 5(a)), which failgraat cured within 60 days after a written demanrdstibstantial performance is received
by Employee from the Chief Executive Officer whigbecifically identifies the manner in which the €tExecutive Officer believes
Employee has not substantially performed his duties

(i) Employee’s willful engagement in illegal conetwor gross misconduct that is materially and destraibly injurious to
Insmed; or

(iii) Employee’s conviction of a felony involving@&ime of moral turpitude.

For purposes of this Section 5(c), no act or failiaract by Employee shall be considered “willfuliless it is done, or omitted to be done, in
bad faith and without reasonable belief that Emeé#y action or omission was in the best interefsissmed.
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6. Constructive Qualifying Termination . If Employee’s employment terminates as a redudiny change described in Section 5(a) of
this Agreement or as a result of a terminationrismed without Cause and a Change in Control oaetnin six (6) months thereatfter,
subject to the execution of a release of employrokaiins in a form acceptable to Insmed and therakiph of the statutory revocation peri
Employee shall be entitled to the compensationiaats and other benefits that Employee would hageived if such termination had
occurred after a Change in Control; provided, havethat Employee’s option exercise period woultdbwmextended to the extent such
options had expired prior to a Change in Control.

7. Date and Notice of Termination. Any termination of Employee’s employment by Inshee by Employee shall be communicated by
a written notice of termination to the other pdittye “Notice of Termination”). Where applicableetNotice of Termination shall indicate the
specific termination provision in this Agreemeriigé upon and shall set forth in reasonable détailfacts and circumstances claimed.

8. Severance Payments

(a) If Employee is terminated as a result of a @¢inf Termination, subject to the execution ofedease of employment claims in
a form acceptable to Insmed and the expiratiom@ftatutory revocation period, Insmed shall paypBgree within 30 days of said
Qualifying Termination a cash lump sum equal Intes Employee’s “Compensation” as a severance payft®everance Payment”). For
this purpose, “Compensation” means the sum of Eyege highest annual salary rate (i.e. Employeigjkdst rate of annual salary while an
employee of Insmed) plus a bonus calculated byiphyihg Employees annual salary by the maximum bonus potentiaiHferyear containir
the Change in Control Date, and further proratedfalse date of the Qualifying Termination.

(b) Notwithstanding anything herein to the contrdinat the time of Employee’s termination of emyieent with Insmed,
Employee is a “specified employee” as defined inti®a 409A of the Internal Revenue Code of 198@Grasnded (the “Code”), and Insmed
notifies Employee that, based on the advice of seljithe deferral of the commencement of any Secer®ayment is necessary in order to
comply with Section 409A of the Code, then Insméitldefer the commencement of the Severance Payfmétitout any reduction) by a
period of at least six months. Any Severance Paymhanwould have been paid during such six-morettiogl but for the provisions of the
preceding sentence shall be paid in a lump summiiie first five (5) days of the seventh montHdaling Employee’s termination of
employment. The provisions of this Section 8(c)lisiyaply only to the extent required to avoid Emyde’s incurrence of any accelerated or
additional tax under Section 409A of the Code.

(c) The Severance Payment set forth in this Se&iiznin lieu of any severance payments that Ermgdayight otherwise be
entitled to receive from Insmed under the termargf severance pay arrangement not referred tasritireement.
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9. Stock Option Grants and Other Forms of Employee Cormpensation. In the event of a Change in Control, (i) all &toptions then
held by Employee will vest and the Employee’s timexercise these options will continue until tlaelier of (a) the end of the regular option
term (not including provisions for accelerationearrly termination of the option term) or (b) fivears from the date of the Change of Control
and (i) the restrictions imposed on any restrittk held by Employee shall lapse.

10. Additional Benefits . In the event of a Qualifying Termination, Insne¥ghll continue to provide to Employee health, defite
insurance, continuation of D&O insurance, and tthepfringe benefits that Employee received priothie Qualifying Termination for the 18
month period immediately subsequent to the Qualifyiermination. This 18-month period shall constitine COBRA continuation period.

11.Taxes.

(a) The benefits that Employee may be entitlecet@ive under this Agreement and other benefitsBhgiloyee is entitled to
receive under other plans, agreements and arramggifvehich, together with the benefits provided emithis Plan, are referred to as
“Payments”), may constitute Parachute Paymentsattgasubject to the “golden parachute” rules otiSr@280G of the Code and the excise
tax of Code Section 4999. As provided in this Sectil, the Parachute Payments will be reducead,caly to the extent that, a reduction
will allow Employee to receive a greater Net Afferx Amount than Employee would receive absent aatoh.

(b) The Accounting Firm will first determine the aont of any Parachute Payments that are payaliiefioyee. The Accounting
Firm also will determine the Net After Tax Amountréoutable to Employee’s total Parachute Payments.

(c) The Accounting Firm will next determine thedast amount of Payments that may be made to Empheithout subjecting
Employee to tax under Code Section 4999 (the “Cafayments”). Thereafter, the Accounting Firm w#étermine the Net After Tax
Amount attributable to the Capped Payments.

(d) Employee will receive the total Parachute Paytmer the Capped Payments, whichever provides &raplwith the higher N
After Tax Amount. If Employee will receive the CaggpPayments, the total Parachute Payments wiltljusted by first reducing the amount
of any noncash benefits under this Agreement orctimgr plan, agreement or arrangement (with thecgoof the reduction to be directed by
Employee) and then by reducing the amount of ash t&nefits under this Agreement or any other Egreement or arrangement (with the
source of the reduction to be directed by Emplay€kg Accounting Firm will notify Employee and Inenhif it determines that the Parachute
Payments must be reduced to the Capped Paymentgilaaend Employee and Insmed a copy of its dethdalculations supporting that
determination.

(e) As a result of the uncertainty in the applicatof Code Sections 280G and 4999 at the timethieaf\ccounting Firm makes its
determinations under this Section 11, it
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is possible that amounts will have been paid dridigted to Employee that should not have been paiistributed under this Section 11
(“Overpayments”), or that additional amounts shdwddpaid or distributed to Employee under this iBact1 (“Underpayments”). If the
Accounting Firm determines, based on either theréies of a deficiency by the Internal Revenue eragainst Insmed or Employee, which
assertion the Accounting Firm believes has a highability of success or controlling precedentusstantial authority, that an Overpayment
has been made, that Overpayment will be treatedlf@urposes as a loab initio that Employee must repay to Insmed together witbréast

at the applicable Federal rate under Code Sec8a@8@;provided, however, that no loan will be deenteddave been made and no amount will
be payable by Employee to Insmed unless, and thign@the extent that, the deemed loan and paymentd either reduce the amount on
which Employee is subject to tax under Code Secet89 or generate a refund of tax imposed undeeGeattion 4999. If the Accounting
Firm determines, based upon controlling precedestibstantial authority, that an Underpayment hwasiged, the Accounting Firm will

notify Employee and Insmed of that determinatiod e amount of that Underpayment will be paid topoyee promptly by Insmed.

(f) For purposes of this Section 11, the followtegns shall have their respective meanings:

(i) “Accounting Firm” means an independent accaumfirm selected by Insmed immediately before thar@e in Control
Date.

(i) “Net After Tax Amount” means the amount of aRgrachute Payments or Capped Payments, as applicabof taxes
imposed under Code Sections 1, 3101(b) and 499@uayn&tate or local income taxes applicable to Eyg# on the date of payment.
The determination of the Net After Tax Amount shmdlmade using the highest combined effectiveinap@sed by the foregoing taxes
on income of the same character as the Parachytedpts or Capped Payments, as applicable, in effettte date of payment.

(iii) “Parachute Payment” means a payment thae&cdbed in Code Section 280G(b)(2), determineatoordance with
Code Section 280G and the regulations promulgat@daposed thereunder.

12.Term of Agreement. This Agreement shall be effective from March 207 through February 28, 2008. Insmed may, isdts
discretion and for any reason, provide written cebf termination (effective as of the then aplleaexpiration date) to Employee no later
than 60 days before expiration date of this Agre@méwritten notice is not so provided, this Agreent shall be automatically extended for
an additional period of 12 months past the exgiratlate. This Agreement shall continue to be autically extended for an additional twel
(12) months at the end of such 12-month periodesauth succeeding 12-month period unless notices&ngn the manner described in this
Section 12.

13.Governing Law . Except to the extent that federal law is applieathis Agreement is made and entered into irGtbmmonwealth
of Virginia and the laws of Virginia shall goverts validity and interpretation in the performangetite parties hereto of their respective
duties and obligations hereunder.
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14.Entire Agreement. This Agreement constitutes the entire agreemetuwtden the parties respecting the compensatiome@atg and
benefits due Employee in the event of a Changeomti@l followed by a Qualifying Termination, ancetle are no representations, warranties
or commitments, other than those set forth hekelnich relate to such benefits. This Agreement magimended or modified only by an
instrument in writing executed by Insmed and Emptay

15.No Duty to Mitigate . Employee shall not be required to mitigate th@ant of any payment contemplated by this Agreement
(whether by seeking new employment or in any othanner), nor shall any earnings that Employee raegive from any other source redi
any such payment.

16. Successors: Binding Agreement

(a) Assumption by Successdnsmed shall require any successor (whethertdeindirect, by purchase, merger, consolidation o
otherwise) to all or substantially all of the biesis or assets of Insmed expressly to assume agglde to perform its obligations under this
Agreement in the same manner and to the same @ktdrinsmed would be required to perform suchgattions if no such assumption had
occurred. As used herein, Insmed shall mean amessor to its business and/or assets as aforésdidssumes and agrees to perform its
obligations by operation of law or otherwise.

(b) Enforceability by BeneficiariesThis Agreement shall be binding upon and inurthéobenefit of Employee (and Employee’s
personal representatives and heirs) and Insmedmndrganization which succeeds to substantiallgfahe business or assets of Insmed,
whether by means of merger, consolidation, acqaisitf all or substantially all of the assets ofrired or otherwise, including, without
limitation, as a result of a Change in Controlbgroperation of law. This Agreement shall inuratte benefit of and be enforceable by
Employee’s personal or legal representatives, drexuadministrators, successors, heirs, distrésjtdevisees and legatees. If Employee
should die while any amount would still be payablsuch Employee hereunder if he had continuedvég &ll such amounts, unless otherwise
provided herein, shall be paid in accordance withterms of this Agreement to his designee ohgfé is no such designee, to his estate.

17.Confidentiality . Employee acknowledges that in the course of tigleyment with Insmed, he has acquired non-publidlpged
or confidential information and trade secrets comicgy the operations, future plans and methodoofglbusiness (“Proprietary Information”
of Insmed, and Employee agrees that it would beemely damaging to Insmed if such Proprietary Imfation were disclosed to a compet
of Insmed or to any other person or corporationpleyee understands and agrees that all Proprigtéogmation Employee has acquired
during the course of such employment has beengidido Employee in confidence and further undedst@md agrees to keep all Proprietary
Information secret and confidential (except fortsirdormation which is or becomes publicly avaikabkher than as a result of a
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breach by Employee of this provision) without liatibn in time. In view of the nature of Employeeimployment and the Proprietary
Information Employee has acquired during the coofsaich employment, Employee likewise agreesltished would be irreparably
harmed by any disclosure of Proprietary Informatiomiolation of the terms of this Section 17 ahdttinsmed shall therefore be entitled to
preliminary and/or permanent injunctive relief pimting Employee from engaging in any activity breatened activity in violation of the
terms of this Section and to any other judicialefedvailable to it. Inquiries regarding whetheesific information constitutes Proprietary
Information shall be directed to Insmed’s Generali@sel (or, if such position is vacant, Insme@hairman of the Compensation Commiti
provided, however, that Insmed shall not unreadyrabssify information as Proprietary Information.

18.Non-Competition .
(a) For a period of eighteen (18) months afterténmination of Employee’s employment with Insmedhioyee will not:

(i) as an individual proprietor, partner, stocktesldofficer, director, employee, director, jointerer, investor, lender, or in
any capacity whatsoever (other than as the holideotomore than one percent (1%) of the total amding stock of a publicly held
company), engage in any business that competedlgiveith the products or services provided by leshat the time of termination or
for which definitive Insmed plans then exist topovide such products or services;

(i) directly or indirectly recruit or solicit angerson who is then an employee of Insmed or wasrgrioyee of Insmed at a
time within six months prior to such solicitatiaor;

(iii) solicit, divert or take away, or attempt tovdrt or to take away, the business or patronagmypfof the clients, customers
or accounts, or prospective clients, customersoounts of Insmed.

(b) If any restriction set forth in this Section is&ound by any court of competent jurisdictiorb®unenforceable because it
extends for too long a period of time or over toeag a range of activities or in too broad a geplgi@area, it shall be interpreted to extend
only over the maximum period of time, range oftiés or geographic area to which it may be erdalde.

(c) The restrictions contained in this Section f8rrecessary for the protection of the businesgyandwill of Insmed and are
considered by Employee to be reasonable for sugtopa. Employee agrees that any breach of thisoBewtll cause Insmed substantial and
irrevocable damage and therefore, in the evenhpfach breach, in addition to such other remettli@smay be available, Insmed shall have
the right to seek specific performance and injwectelief.

19. Outplacement Services In the event Employee is terminated by Insmelgiothan for Cause, disability or death), or Empkoy
voluntarily terminates employment for the
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reasons set forth in Section 5(a), within twelve)(fhonths following the Change in Control Date nesl shall provide outplacement services
through one or more outside firms of Employeehoosing up to an aggregate of $10,000, with seclices to extend until the earlier of (i)
months following termination of Employee’s employmher (ii) the date Employee secures full time emgpient.

20. Notices. All notices, instructions and other communicasigiven hereunder or in connection herewith shaihbwriting. Any such
notice, instruction or communication shall be gattter (i) by registered or certified mail, retuateipt requested, postage prepaid, or
(i) prepaid via a reputable nationwide overnigbtiger service, in each case addressed to InsnetbdEmployee at their respective
addresses set forth below (or to such other addesgther Insmed or Employee may have furnishédemther in writing in accordance
herewith). Any such notice, instruction or commuauicn shall be deemed to have been delivered fisinkess days after it is sent by
registered or certified mail, return receipt reqadspostage prepaid, or two business days afiesént via a reputable nationwide overnight
courier service. Either party may give any notinstruction or other communication hereunder using other means, but no such notice,
instruction or other communication shall be deemodtave been duly delivered unless and until @ty is received by the party for whon
is intended.

If to Insmed:

Insmed Incorporated

8720 Stony Point Parkway, Suite 200
Richmond, Virginia 23235

Attention: Chairman, Compensation Committee

If to Employee:

21.Captions. The captions of this Agreement are inserted émvenience and do not constitute a part hereof.

22.Severability . In case any one or more of the provisions coethin this Agreement shall for any reasons be teele invalid,
illegal or unenforceable in any respect, such gl illegality or unenforceability shall not &tt any other provision of this Agreement, but
this Agreement shall be construed as if such idydlegal or unenforceable provision had nevembeentained herein and there shall be
deemed substituted such other provision as willtmearly accomplish the intent of the parties méktent permitted by applicable law. In
case this Agreement, or any one or more of theigiams hereof, shall be
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held to be invalid, illegal or unenforceable witlsiny governmental jurisdiction or subdivision thereéhis Agreement or any such provision
thereof shall not as a consequence thereof be dketniee invalid, illegal or unenforceable in anfi@tgovernmental jurisdiction or

subdivision thereof.

23.Counterparts . This Agreement may be executed in two or morengaparts, each of which shall be deemed an ofigauh all of
which together shall constitute one and the sanreémgent.

[Signature Page Follows]
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IN WITNESS HEREOF, the parties hereto have causisddgreement to be duly executed and delivereaf #ise day and year first
written above in Richmond, Virginia.

INSMED INCORPORATED

By

Witness Randall Whitcomb, M.D
Chairman, Compensation Commit

Witness Name of Executivi
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Exhibit 10.20
R. GUNN CIC AGREEMENT

This Agreement dated as of March 14, 2007, is edtarto by and between (“Employee”) and Insmed Incorporated, a
Virginia corporation (“Insmed”).

Employee and Insmed hereby agree to the followengs$ and conditions:

1. Purpose of AgreementThe purpose of this Agreement is to provide thrathe event of a “Change in Control,” Employee may
become entitled to receive additional benefithmevent of his termination. It is believed that &xistence of these potential benefits will
benefit Insmed by discouraging turnover and caukimgloyee to be more able to respond to the pdiggibf a Change in Control without
being influenced by the potential effect of a ChaamgControl on his job security.

2.Change in Control. As used in this Agreement, “Change in Control” meean event or occurrence set forth in any one oerab
subsections (a) through (d) below (including année occurrence that constitutes a Change in Gbuatrder one of such subsections but is
specifically exempted from another such subsection)

(a) the acquisition by an individual, entity or gpo(within the meaning of Section 13(d)(3) or 142))of the Securities Exchange
Act of 1934, as amended (the “Exchange Act”)) (ar$®n”) of beneficial ownership of any capital &tof Insmed if, after such acquisition,
such Person beneficially owns (within the meanihBuae 13d-3 promulgated under the Exchange Act 40 more of either (x) the then-
outstanding shares of common stock of Insmed @wstanding Company Common Stock”) or (y) the carablivoting power of the then-
outstanding securities of Insmed entitled to vaeegally in the election of directors (the “Outstany Company Voting Securities”);
provided, however, that for purposes of this sutise¢a), the following acquisitions shall not ctihge a Change in Control: (i) any
acquisition directly from Insmed (excluding an aisifion pursuant to the exercise, conversion ohexge of any security exercisable for,
convertible into or exchangeable for common stackating securities of Insmed, unless the Persamaising, converting or exchanging st
security acquired such security directly from Insinoe an underwriter or agent of Insmed), (i) asgusition by Insmed, (iii) any acquisition
by any employee benefit plan (or related trusthspoed or maintained by Insmed or any corporatantrolled by Insmed, or (iv) any
acquisition by any corporation pursuant to a tratisa which complies with clauses (i) and (ii) afosection (c) of this Section 2; or

(b) such time as the Continuing Directors (as afibelow) do not constitute a majority of the Boaf®irectors of Insmed (the
“Board”) (or, if applicable, the Board of Directon$ a successor corporation to Insmed), wheredha tContinuing Director” means at any
date a member of the Board (i) who was a memb#reoBoard on the date of the execution of this Agrent or (ii) who was nominated or
elected subsequent to such date by at least aitpajbthe directors who were Continuing Directatshe time of such nomination or election
or whose election to the Board was recommendedduorsed by at least a majority of the directors wieoe Continuing Directors at the time
of such nomination or election; provided, howetkat there shall be excluded from this clauseafiy individual whose initial
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assumption of office occurred as a result of analair threatened election contest with respetti¢aelection or removal of directors or other
actual or threatened solicitation of proxies orsants, by or on behalf of a person other than tiee® or

(c) the consummation of a merger, consolidatioorganization, recapitalization or statutory shatehange involving Insmed or a
sale or other disposition of all or substantiallyofthe assets of Insmed in one or a seriesasfdactions (a “Business Combination”), unless,
immediately following such Business Combinatiorgreaf the following two conditions is satisfied} &ll or substantially all of the
individuals and entities who were the beneficiahews of the Outstanding Company Common Stock artdt@nding Company Voting
Securities immediately prior to such Business Coatidon beneficially own, directly or indirectly, meothan 60% of the then-outstanding
shares of common stock and the combined voting pofvihe thensutstanding securities entitled to vote generallthie election of director
respectively, of the resulting or acquiring corgiimmain such Business Combination (which shalluld, without limitation, a corporation
which as a result of such transaction owns Insmestibstantially all of the Insmeslassets either directly or through one or morsididries)
(such resulting or acquiring corporation is refdrte herein as the “Acquiring Corporation”) in stargially the same proportions as their
ownership, immediately prior to such Business Coration, of the Outstanding Company Common Stock@umigtanding Company Voting
Securities, respectively; and (ii) no Person (ediclg the Acquiring Corporation or any employee Bigqpdan (or related trust) maintained or
sponsored by Insmed or by the Acquiring Corporatlmaneficially owns, directly or indirectly, 40% prore of the then outstanding shares of
common stock of the Acquiring Corporation, or af tombined voting power of the then-outstandingistes of such corporation entitled to
vote generally in the election of directors (exdepthe extent that such ownership existed pridh#éoBusiness Combination); or

(d) approval by the stockholders of Insmed of aplete liquidation or dissolution of Insmed.

3. Rights and Obligations Prior to a Change in Control. Prior to a Change in Control, the rights andgadtions of Employee with
respect to his employment by Insmed shall be wieateghts and obligations are negotiated betweeméd and Employee from time to time.
The existence of this Agreement, which deals witthsrights and obligations subsequent to a Cham@®ntrol, shall not be treated as rais
any inference with respect to what rights and atilans exist prior to a Change in Control unlesscjtally stated elsewhere in this
Agreement.

4. Effect of a Change in Control. In the event of a Change in Control and Employesployment is terminated pursuant to a
“Qualifying Termination” (as set forth below) on prior to the date that is within twelve (12) mosthf the effective date of the Change in
Control (the “Change in Control Date”), Employealbe entitled to the severance payments and bieefits set forth in this Agreement.
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5. Qualifying Termination . If, subsequent to a Change in Control, Employeehployment terminates within one year of the @kan
Control Date, such termination shall be consider€lialifying Termination unless:

(a) Employee voluntarily terminates employment. ldger, it shall not be considered a voluntary teation of employment if,
following the Change in Control, Employee’s compaitn or duties are changed in any material redpect what they were immediately
prior to a Change in Control, and subsequent tb shange Employee elects to terminate employmefithAnge in any material respect”
shall encompass (i) any significant diminution imfoyee’s position, authority, duties, respondiigiti, or reporting relationship, (ii) any
material reduction in Employee’s then compensadiod/or benefits, unless such reduction is an adhesboard reduction of the
compensation and/or benefits of all similarly sieghexecutives(iii) any change in Employeg’job location to a site more than 50 miles a
from his place of employment prior to the Chang€amtrol or (iv) the failure of Insmed to obtairethgreement of any successor to Insm
assure and agree to perform this Agreement.

(b) The termination is on account of Employee’stdea disability. As used herein, “disability” refeto an illness or accident that
causes Employee to be unable to perform the dotikis job for at least six consecutive monthsgetermined by a physician mutually
acceptable to Insmed and Employee.

(c) Employee is involuntarily terminated for “Cadser it is determined that the facts conclusivégmonstrate that Employee
would have been terminated had any of the evehfedh in clauses (i) through (iii) below had bderown at the date of termination. For 1
purpose “Cause” means:

(i) Employee’s willful and continued failure to ssthntially perform his reasonable assigned dutdse( than any such
failure resulting from incapacity due to physicaheental iliness or any failure after Employee giwetice of termination for any of the
reasons set forth in Section 5(a)), which failgraat cured within 60 days after a written demanrdstibstantial performance is received
by Employee from the Chief Executive Officer whigbecifically identifies the manner in which the €tExecutive Officer believes
Employee has not substantially performed his duties

(i) Employee’s willful engagement in illegal conetwor gross misconduct that is materially and destraibly injurious to
Insmed; or

(iii) Employee’s conviction of a felony involving@&ime of moral turpitude.

For purposes of this Section 5(c), no act or failiaract by Employee shall be considered “willfuliless it is done, or omitted to be done, in
bad faith and without reasonable belief that Emeé#y action or omission was in the best interefsissmed.
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6. Constructive Qualifying Termination . If Employee’s employment terminates as a redudiny change described in Section 5(a) of
this Agreement or as a result of a terminationrismed without Cause and a Change in Control oaetnin six (6) months thereatfter,
subject to the execution of a release of employrokaiins in a form acceptable to Insmed and therakiph of the statutory revocation peri
Employee shall be entitled to the compensationiaats and other benefits that Employee would hageived if such termination had
occurred after a Change in Control; provided, havethat Employee’s option exercise period woultdbwmextended to the extent such
options had expired prior to a Change in Control.

7. Date and Notice of Termination. Any termination of Employee’s employment by Inshee by Employee shall be communicated by
a written notice of termination to the other pdittye “Notice of Termination”). Where applicableetNotice of Termination shall indicate the
specific termination provision in this Agreemeriigé upon and shall set forth in reasonable détailfacts and circumstances claimed.

8. Severance Payments

(a) If Employee is terminated as a result of a @¢inf Termination, subject to the execution ofedease of employment claims in
a form acceptable to Insmed and the expiratiom@ftatutory revocation period, Insmed shall paypBgree within 30 days of said
Qualifying Termination a cash lump sum equal Infies Employee’s “Compensation” as a severance payft®everance Payment”). For
this purpose, “Compensation” means the sum of Eyege highest annual salary rate (i.e. Employeigjkdst rate of annual salary while an
employee of Insmed) plus a bonus calculated byiphyihg Employees annual salary by the maximum bonus potentiaiHferyear containir
the Change in Control Date, and further proratedfalse date of the Qualifying Termination.

(b) Notwithstanding anything herein to the contrdinat the time of Employee’s termination of emyieent with Insmed,
Employee is a “specified employee” as defined inti®a 409A of the Internal Revenue Code of 198@Grasnded (the “Code”), and Insmed
notifies Employee that, based on the advice of seljithe deferral of the commencement of any Secer®ayment is necessary in order to
comply with Section 409A of the Code, then Insméitldefer the commencement of the Severance Payfmétitout any reduction) by a
period of at least six months. Any Severance Paymhanwould have been paid during such six-morettiogl but for the provisions of the
preceding sentence shall be paid in a lump summiiie first five (5) days of the seventh montHdaling Employee’s termination of
employment. The provisions of this Section 8(c)lisiyaply only to the extent required to avoid Emyde’s incurrence of any accelerated or
additional tax under Section 409A of the Code.

(c) The Severance Payment set forth in this Se&iiznin lieu of any severance payments that Ermgdayight otherwise be
entitled to receive from Insmed under the termargf severance pay arrangement not referred tasritireement.

-4 -
LIBB/1411356.2



9. Stock Option Grants and Other Forms of Employee Cormpensation. In the event of a Change in Control, (i) all &toptions then
held by Employee will vest and the Employee’s timexercise these options will continue until tlaelier of (a) the end of the regular option
term (not including provisions for accelerationearrly termination of the option term) or (b) fivears from the date of the Change of Control
and (i) the restrictions imposed on any restrittk held by Employee shall lapse.

10. Additional Benefits . In the event of a Qualifying Termination, Insne¥ghll continue to provide to Employee health, defite
insurance, continuation of D&O insurance, and tthepfringe benefits that Employee received priothie Qualifying Termination for the 18
month period immediately subsequent to the Qualifyiermination. This 18-month period shall constitine COBRA continuation period.

11.Taxes.

(a) The benefits that Employee may be entitlecet@ive under this Agreement and other benefitsBhgiloyee is entitled to
receive under other plans, agreements and arramggifvehich, together with the benefits provided emithis Plan, are referred to as
“Payments”), may constitute Parachute Paymentsattgasubject to the “golden parachute” rules otiSr@280G of the Code and the excise
tax of Code Section 4999. As provided in this Sectil, the Parachute Payments will be reducead,caly to the extent that, a reduction
will allow Employee to receive a greater Net Afferx Amount than Employee would receive absent aatoh.

(b) The Accounting Firm will first determine the aont of any Parachute Payments that are payaliiefioyee. The Accounting
Firm also will determine the Net After Tax Amountréoutable to Employee’s total Parachute Payments.

(c) The Accounting Firm will next determine thedast amount of Payments that may be made to Empheithout subjecting
Employee to tax under Code Section 4999 (the “Cafayments”). Thereafter, the Accounting Firm w#étermine the Net After Tax
Amount attributable to the Capped Payments.

(d) Employee will receive the total Parachute Paytmer the Capped Payments, whichever provides &raplwith the higher N
After Tax Amount. If Employee will receive the CaggpPayments, the total Parachute Payments wiltljusted by first reducing the amount
of any noncash benefits under this Agreement orctimgr plan, agreement or arrangement (with thecgoof the reduction to be directed by
Employee) and then by reducing the amount of ash t&nefits under this Agreement or any other Egreement or arrangement (with the
source of the reduction to be directed by Emplay€kg Accounting Firm will notify Employee and Inenhif it determines that the Parachute
Payments must be reduced to the Capped Paymentgilaaend Employee and Insmed a copy of its dethdalculations supporting that
determination.

(e) As a result of the uncertainty in the applicatof Code Sections 280G and 4999 at the timethieaf\ccounting Firm makes its
determinations under this Section 11, it
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is possible that amounts will have been paid dridigted to Employee that should not have been paiistributed under this Section 11
(“Overpayments”), or that additional amounts shdwddpaid or distributed to Employee under this iBact1 (“Underpayments”). If the
Accounting Firm determines, based on either theréies of a deficiency by the Internal Revenue eragainst Insmed or Employee, which
assertion the Accounting Firm believes has a highability of success or controlling precedentusstantial authority, that an Overpayment
has been made, that Overpayment will be treatedlf@urposes as a loab initio that Employee must repay to Insmed together witbréast

at the applicable Federal rate under Code Sec8a@8@;provided, however, that no loan will be deenteddave been made and no amount will
be payable by Employee to Insmed unless, and thign@the extent that, the deemed loan and paymentd either reduce the amount on
which Employee is subject to tax under Code Secet89 or generate a refund of tax imposed undeeGeattion 4999. If the Accounting
Firm determines, based upon controlling precedestibstantial authority, that an Underpayment hwasiged, the Accounting Firm will

notify Employee and Insmed of that determinatiod e amount of that Underpayment will be paid topoyee promptly by Insmed.

(f) For purposes of this Section 11, the followtegns shall have their respective meanings:

(i) “Accounting Firm” means an independent accaumfirm selected by Insmed immediately before thar@e in Control
Date.

(i) “Net After Tax Amount” means the amount of aRgrachute Payments or Capped Payments, as applicabof taxes
imposed under Code Sections 1, 3101(b) and 499@uayn&tate or local income taxes applicable to Eyg# on the date of payment.
The determination of the Net After Tax Amount shmdlmade using the highest combined effectiveinap@sed by the foregoing taxes
on income of the same character as the Parachytedpts or Capped Payments, as applicable, in effettte date of payment.

(iii) “Parachute Payment” means a payment thae&cdbed in Code Section 280G(b)(2), determineatoordance with
Code Section 280G and the regulations promulgat@daposed thereunder.

12.Term of Agreement. This Agreement shall be effective from March 207 through February 28, 2008. Insmed may, isdts
discretion and for any reason, provide written cebf termination (effective as of the then aplleaexpiration date) to Employee no later
than 60 days before expiration date of this Agre@méwritten notice is not so provided, this Agreent shall be automatically extended for
an additional period of 12 months past the exgiratlate. This Agreement shall continue to be autically extended for an additional twel
(12) months at the end of such 12-month periodesauth succeeding 12-month period unless notices&ngn the manner described in this
Section 12.

13.Governing Law . Except to the extent that federal law is applieathis Agreement is made and entered into irCtbemonwealth
of Virginia and the laws of Virginia shall goverts validity and interpretation in the performangetite parties hereto of their respective
duties and obligations hereunder.
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14.Entire Agreement. This Agreement constitutes the entire agreemetuwtden the parties respecting the compensatiome@atg and
benefits due Employee in the event of a Changeomti@l followed by a Qualifying Termination, ancetle are no representations, warranties
or commitments, other than those set forth hekelnich relate to such benefits. This Agreement magimended or modified only by an
instrument in writing executed by Insmed and Emptay

15.No Duty to Mitigate . Employee shall not be required to mitigate th@ant of any payment contemplated by this Agreement
(whether by seeking new employment or in any othanner), nor shall any earnings that Employee raegive from any other source redi
any such payment.

16. Successors: Binding Agreement

(a) Assumption by Successdnsmed shall require any successor (whethertdeindirect, by purchase, merger, consolidation o
otherwise) to all or substantially all of the biesis or assets of Insmed expressly to assume agglde to perform its obligations under this
Agreement in the same manner and to the same @ktdrinsmed would be required to perform suchgattions if no such assumption had
occurred. As used herein, Insmed shall mean amessor to its business and/or assets as aforésdidssumes and agrees to perform its
obligations by operation of law or otherwise.

(b) Enforceability by BeneficiariesThis Agreement shall be binding upon and inurthéobenefit of Employee (and Employee’s
personal representatives and heirs) and Insmedmndrganization which succeeds to substantiallgfahe business or assets of Insmed,
whether by means of merger, consolidation, acqaisitf all or substantially all of the assets ofrired or otherwise, including, without
limitation, as a result of a Change in Controlbgroperation of law. This Agreement shall inuratte benefit of and be enforceable by
Employee’s personal or legal representatives, drexuadministrators, successors, heirs, distrésjtdevisees and legatees. If Employee
should die while any amount would still be payablsuch Employee hereunder if he had continuedvég &ll such amounts, unless otherwise
provided herein, shall be paid in accordance withterms of this Agreement to his designee ohgfé is no such designee, to his estate.

17.Confidentiality . Employee acknowledges that in the course of tigleyment with Insmed, he has acquired non-publidlpged
or confidential information and trade secrets comicgy the operations, future plans and methodoofglbusiness (“Proprietary Information”
of Insmed, and Employee agrees that it would beemely damaging to Insmed if such Proprietary Imfation were disclosed to a compet
of Insmed or to any other person or corporationpleyee understands and agrees that all Proprigtéogmation Employee has acquired
during the course of such employment has beengidido Employee in confidence and further undedst@md agrees to keep all Proprietary
Information secret and confidential (except fortsirdormation which is or becomes publicly avaikabkher than as a result of a
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breach by Employee of this provision) without liatibn in time. In view of the nature of Employeeimployment and the Proprietary
Information Employee has acquired during the coofsaich employment, Employee likewise agreesltished would be irreparably
harmed by any disclosure of Proprietary Informatiomiolation of the terms of this Section 17 ahdttinsmed shall therefore be entitled to
preliminary and/or permanent injunctive relief pimting Employee from engaging in any activity breatened activity in violation of the
terms of this Section and to any other judicialefedvailable to it. Inquiries regarding whetheesific information constitutes Proprietary
Information shall be directed to Insmed’s Generali@sel (or, if such position is vacant, Insme@hairman of the Compensation Commiti
provided, however, that Insmed shall not unreadyrabssify information as Proprietary Information.

18.Non-Competition .
(a) For a period of twelve (12) months after theni@ation of Employee’s employment with Insmed, Hoype will not:

(i) as an individual proprietor, partner, stocktesldofficer, director, employee, director, jointerer, investor, lender, or in
any capacity whatsoever (other than as the holideotomore than one percent (1%) of the total amding stock of a publicly held
company), engage in any business that competedlgiveith the products or services provided by leshat the time of termination or
for which definitive Insmed plans then exist topovide such products or services;

(i) directly or indirectly recruit or solicit angerson who is then an employee of Insmed or wasrgrioyee of Insmed at a
time within six months prior to such solicitatiaor;

(iii) solicit, divert or take away, or attempt tovdrt or to take away, the business or patronagmypfof the clients, customers
or accounts, or prospective clients, customersoounts of Insmed.

(b) If any restriction set forth in this Section is&ound by any court of competent jurisdictiorb®unenforceable because it
extends for too long a period of time or over toeag a range of activities or in too broad a geplgi@area, it shall be interpreted to extend
only over the maximum period of time, range oftiés or geographic area to which it may be erdalde.

(c) The restrictions contained in this Section f8rrecessary for the protection of the businesgyandwill of Insmed and are
considered by Employee to be reasonable for sugtopa. Employee agrees that any breach of thisoBewtll cause Insmed substantial and
irrevocable damage and therefore, in the evenhpfach breach, in addition to such other remettli@smay be available, Insmed shall have
the right to seek specific performance and injwectelief.

19. Outplacement Services In the event Employee is terminated by Insmelgiothan for Cause, disability or death), or Empkoy
voluntarily terminates employment for the
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reasons set forth in Section 5(a), within twelve)(fhonths following the Change in Control Date nesl shall provide outplacement services
through one or more outside firms of Employeehoosing up to an aggregate of $10,000, with seclices to extend until the earlier of (i)
months following termination of Employee’s employmher (ii) the date Employee secures full time emgpient.

20. Notices. All notices, instructions and other communicasigiven hereunder or in connection herewith shaihbwriting. Any such
notice, instruction or communication shall be gattter (i) by registered or certified mail, retuateipt requested, postage prepaid, or
(i) prepaid via a reputable nationwide overnigbtiger service, in each case addressed to InsnetbdEmployee at their respective
addresses set forth below (or to such other addesgther Insmed or Employee may have furnishédemther in writing in accordance
herewith). Any such notice, instruction or commuauicn shall be deemed to have been delivered fisinkess days after it is sent by
registered or certified mail, return receipt reqadspostage prepaid, or two business days afiesént via a reputable nationwide overnight
courier service. Either party may give any notinstruction or other communication hereunder using other means, but no such notice,
instruction or other communication shall be deemodtave been duly delivered unless and until @ty is received by the party for whon
is intended.

If to Insmed:

Insmed Incorporated

8720 Stony Point Parkway, Suite 200
Richmond, Virginia 23235

Attention: Chairman, Compensation Committee

If to Employee:

21.Captions. The captions of this Agreement are inserted émvenience and do not constitute a part hereof.

22.Severability . In case any one or more of the provisions coethin this Agreement shall for any reasons be teele invalid,
illegal or unenforceable in any respect, such gl illegality or unenforceability shall not &tt any other provision of this Agreement, but
this Agreement shall be construed as if such idydlegal or unenforceable provision had nevembeentained herein and there shall be
deemed substituted such other provision as willtmearly accomplish the intent of the parties méktent permitted by applicable law. In
case this Agreement, or any one or more of theigiams hereof, shall be
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held to be invalid, illegal or unenforceable witlsiny governmental jurisdiction or subdivision thereéhis Agreement or any such provision
thereof shall not as a consequence thereof be dketniee invalid, illegal or unenforceable in anfi@tgovernmental jurisdiction or

subdivision thereof.

23.Counterparts . This Agreement may be executed in two or morengaparts, each of which shall be deemed an ofigauh all of
which together shall constitute one and the sanreémgent.

[Signature Page Follows]
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IN WITNESS HEREOF, the parties hereto have causisddgreement to be duly executed and delivereaf #ise day and year first
written above in Richmond, Virginia.

INSMED INCORPORATED

By

Witness Geoffrey Allan, President and CE

Witness Name of Executivi
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Exhibit 10.21
K.TULLY and D. FARRAR CIC AGREEMENT

This Agreement dated as of March 14, 2007, is edtarto by and between (“Employee”) and Insmed Incorporated, a
Virginia corporation (“Insmed”).

Employee and Insmed hereby agree to the followengs$ and conditions:

1. Purpose of AgreementThe purpose of this Agreement is to provide thrathe event of a “Change in Control,” Employee may
become entitled to receive additional benefithmevent of his termination. It is believed that &xistence of these potential benefits will
benefit Insmed by discouraging turnover and caukimgloyee to be more able to respond to the pdiggibf a Change in Control without
being influenced by the potential effect of a ChaamgControl on his job security.

2.Change in Control. As used in this Agreement, “Change in Control” meean event or occurrence set forth in any one oerab
subsections (a) through (d) below (including année occurrence that constitutes a Change in Gbuatrder one of such subsections but is
specifically exempted from another such subsection)

(a) the acquisition by an individual, entity or gpo(within the meaning of Section 13(d)(3) or 142))of the Securities Exchange
Act of 1934, as amended (the “Exchange Act”)) (ar$®n”) of beneficial ownership of any capital &tof Insmed if, after such acquisition,
such Person beneficially owns (within the meanihBuae 13d-3 promulgated under the Exchange Act 40 more of either (x) the then-
outstanding shares of common stock of Insmed @wstanding Company Common Stock”) or (y) the carablivoting power of the then-
outstanding securities of Insmed entitled to vaeegally in the election of directors (the “Outstany Company Voting Securities”);
provided, however, that for purposes of this sutise¢a), the following acquisitions shall not ctihge a Change in Control: (i) any
acquisition directly from Insmed (excluding an aisifion pursuant to the exercise, conversion ohexge of any security exercisable for,
convertible into or exchangeable for common stackating securities of Insmed, unless the Persamaising, converting or exchanging st
security acquired such security directly from Insinoe an underwriter or agent of Insmed), (i) asgusition by Insmed, (iii) any acquisition
by any employee benefit plan (or related trusthspoed or maintained by Insmed or any corporatantrolled by Insmed, or (iv) any
acquisition by any corporation pursuant to a tratisa which complies with clauses (i) and (ii) afosection (c) of this Section 2; or

(b) such time as the Continuing Directors (as afibelow) do not constitute a majority of the Boaf®irectors of Insmed (the
“Board”) (or, if applicable, the Board of Directon$ a successor corporation to Insmed), wheredha tContinuing Director” means at any
date a member of the Board (i) who was a memb#reoBoard on the date of the execution of this Agrent or (ii) who was nominated or
elected subsequent to such date by at least aitpajbthe directors who were Continuing Directatshe time of such nomination or election
or whose election to the Board was recommendedduorsed by at least a majority of the directors wieoe Continuing Directors at the time
of such nomination or election; provided, howetkat there shall be excluded from this clauseafiy individual whose initial
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assumption of office occurred as a result of analair threatened election contest with respetti¢aelection or removal of directors or other
actual or threatened solicitation of proxies orsants, by or on behalf of a person other than tiee® or

(c) the consummation of a merger, consolidatioorganization, recapitalization or statutory shatehange involving Insmed or a
sale or other disposition of all or substantiallyofthe assets of Insmed in one or a seriesasfdactions (a “Business Combination”), unless,
immediately following such Business Combinatiorgreaf the following two conditions is satisfied} &ll or substantially all of the
individuals and entities who were the beneficiahews of the Outstanding Company Common Stock artdt@nding Company Voting
Securities immediately prior to such Business Coatidon beneficially own, directly or indirectly, meothan 60% of the then-outstanding
shares of common stock and the combined voting pofvihe thensutstanding securities entitled to vote generallthie election of director
respectively, of the resulting or acquiring corgiimmain such Business Combination (which shalluld, without limitation, a corporation
which as a result of such transaction owns Insmestibstantially all of the Insmeslassets either directly or through one or morsididries)
(such resulting or acquiring corporation is refdrte herein as the “Acquiring Corporation”) in stargially the same proportions as their
ownership, immediately prior to such Business Coration, of the Outstanding Company Common Stock@umigtanding Company Voting
Securities, respectively; and (ii) no Person (ediclg the Acquiring Corporation or any employee Bigqpdan (or related trust) maintained or
sponsored by Insmed or by the Acquiring Corporatlmaneficially owns, directly or indirectly, 40% prore of the then outstanding shares of
common stock of the Acquiring Corporation, or af tombined voting power of the then-outstandingistes of such corporation entitled to
vote generally in the election of directors (exdepthe extent that such ownership existed pridh#éoBusiness Combination); or

(d) approval by the stockholders of Insmed of aplete liquidation or dissolution of Insmed.

3. Rights and Obligations Prior to a Change in Control. Prior to a Change in Control, the rights andgadtions of Employee with
respect to his employment by Insmed shall be wieateghts and obligations are negotiated betweeméd and Employee from time to time.
The existence of this Agreement, which deals witthsrights and obligations subsequent to a Cham@®ntrol, shall not be treated as rais
any inference with respect to what rights and atilans exist prior to a Change in Control unlesscjtally stated elsewhere in this
Agreement.

4. Effect of a Change in Control. In the event of a Change in Control and Employesployment is terminated pursuant to a
“Qualifying Termination” (as set forth below) on prior to the date that is within twelve (12) mosthf the effective date of the Change in
Control (the “Change in Control Date”), Employealbe entitled to the severance payments and bieefits set forth in this Agreement.

-2



5. Qualifying Termination . If, subsequent to a Change in Control, Employeehployment terminates within one year of the @kan
Control Date, such termination shall be consider€lialifying Termination unless:

(a) Employee voluntarily terminates employment. ldger, it shall not be considered a voluntary teation of employment if,
following the Change in Control, Employee’s compaitn or duties are changed in any material redpect what they were immediately
prior to a Change in Control, and subsequent tb shange Employee elects to terminate employmefithAnge in any material respect”
shall encompass (i) any significant diminution imfoyee’s position, authority, duties, respondiigiti, or reporting relationship, (ii) any
material reduction in Employee’s then compensadiod/or benefits, unless such reduction is an adhesboard reduction of the
compensation and/or benefits of all similarly sieghexecutives(iii) any change in Employeg’job location to a site more than 50 miles a
from his place of employment prior to the Chang€amtrol or (iv) the failure of Insmed to obtairethgreement of any successor to Insm
assure and agree to perform this Agreement.

(b) The termination is on account of Employee’stdea disability. As used herein, “disability” refeto an illness or accident that
causes Employee to be unable to perform the dotikis job for at least six consecutive monthsgetermined by a physician mutually
acceptable to Insmed and Employee.

(c) Employee is involuntarily terminated for “Cadser it is determined that the facts conclusivégmonstrate that Employee
would have been terminated had any of the evehfedh in clauses (i) through (iii) below had bderown at the date of termination. For 1
purpose “Cause” means:

(i) Employee’s willful and continued failure to ssthntially perform his reasonable assigned dutdse( than any such
failure resulting from incapacity due to physicaheental iliness or any failure after Employee giwetice of termination for any of the
reasons set forth in Section 5(a)), which failgraat cured within 60 days after a written demandsfibstantial performance is received
by Employee from the Chief Executive Officer whigbecifically identifies the manner in which the €hexecutive Officer believes
Employee has not substantially performed his duties

(i) Employee’s willful engagement in illegal conetwor gross misconduct that is materially and destraibly injurious to
Insmed; or

(iii) Employee’s conviction of a felony involving@&ime of moral turpitude.

For purposes of this Section 5(c), no act or failiaract by Employee shall be considered “willfuliless it is done, or omitted to be done, in
bad faith and without reasonable belief that Emeé#dy action or omission was in the best interefstssmed.
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6. Constructive Qualifying Termination . If Employee’s employment terminates as a redudiny change described in Section 5(a) of
this Agreement or as a result of a terminationrismed without Cause and a Change in Control oaetnin six (6) months thereatfter,
subject to the execution of a release of employrokaiins in a form acceptable to Insmed and therakiph of the statutory revocation peri
Employee shall be entitled to the compensationiaats and other benefits that Employee would hageived if such termination had
occurred after a Change in Control; provided, havethat Employee’s option exercise period woultdbwmextended to the extent such
options had expired prior to a Change in Control.

7. Date and Notice of Termination. Any termination of Employee’s employment by Inshee by Employee shall be communicated by
a written notice of termination to the other pdittye “Notice of Termination”). Where applicableetNotice of Termination shall indicate the
specific termination provision in this Agreemeriigé upon and shall set forth in reasonable détailfacts and circumstances claimed.

8. Severance Payments

(a) If Employee is terminated as a result of a @¢inf Termination, subject to the execution ofedease of employment claims in
a form acceptable to Insmed and the expiratiom@ftatutory revocation period, Insmed shall paypBgree within 30 days of said
Qualifying Termination a cash lump sum equal Infies Employee’s “Compensation” as a severance payft®everance Payment”). For
this purpose, “Compensation” means the sum of Eyege highest annual salary rate (i.e. Employeigjkdst rate of annual salary while an
employee of Insmed) plus a bonus calculated byiphyihg Employees annual salary by the maximum bonus potentiaiHferyear containir
the Change in Control Date, and further proratedfalse date of the Qualifying Termination.

(b) Notwithstanding anything herein to the contrdinat the time of Employee’s termination of emyieent with Insmed,
Employee is a “specified employee” as defined inti®a 409A of the Internal Revenue Code of 198@Grasnded (the “Code”), and Insmed
notifies Employee that, based on the advice of seljithe deferral of the commencement of any Secer®ayment is necessary in order to
comply with Section 409A of the Code, then Insméitldefer the commencement of the Severance Payfmétitout any reduction) by a
period of at least six months. Any Severance Paymhanwould have been paid during such six-morettiogl but for the provisions of the
preceding sentence shall be paid in a lump summiiie first five (5) days of the seventh montHdaling Employee’s termination of
employment. The provisions of this Section 8(c)lisiyaply only to the extent required to avoid Emyde’s incurrence of any accelerated or
additional tax under Section 409A of the Code.

(c) The Severance Payment set forth in this Se&iiznin lieu of any severance payments that Ermgdayight otherwise be
entitled to receive from Insmed under the termargf severance pay arrangement not referred tasritireement.
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9. Stock Option Grants and Other Forms of Employee Cormpensation. In the event of a Change in Control, (i) all &toptions then
held by Employee shall become fully exercisablel @Gi) the restrictions imposed on any restrictamtk held by Employee shall lapse.

10. Additional Benefits . In the event of a Qualifying Termination, Insne¥ahll continue to provide to Employee health, defite
insurance, continuation of D&O insurance, and tthepfringe benefits that Employee received priothie Qualifying Termination for the 18
month period immediately subsequent to the Qualifyiermination. This 18-month period shall constitine COBRA continuation period.

11.Taxes.

(a) The benefits that Employee may be entitlecdtive under this Agreement and other benefitsEhgiloyee is entitled to
receive under other plans, agreements and arramgeifvehich, together with the benefits provided emithis Plan, are referred to as
“Payments”), may constitute Parachute Paymentsattgasubject to the “golden parachute” rules otiSr@280G of the Code and the excise
tax of Code Section 4999. As provided in this Sectil, the Parachute Payments will be reducedid,caly to the extent that, a reduction
will allow Employee to receive a greater Net Affexx Amount than Employee would receive absent aatioh.

(b) The Accounting Firm will first determine the ammt of any Parachute Payments that are payalilenfdoyee. The Accounting
Firm also will determine the Net After Tax Amountréoutable to Employee’s total Parachute Payments.

(c) The Accounting Firm will next determine thedast amount of Payments that may be made to Emphitbout subjecting
Employee to tax under Code Section 4999 (the “Calayments”). Thereafter, the Accounting Firm w#étermine the Net After Tax
Amount attributable to the Capped Payments.

(d) Employee will receive the total Parachute Paytmer the Capped Payments, whichever provides &raplwith the higher N
After Tax Amount. If Employee will receive the CagpPayments, the total Parachute Payments wiltljuested by first reducing the amount
of any noncash benefits under this Agreement oradingr plan, agreement or arrangement (with thecgonf the reduction to be directed by
Employee) and then by reducing the amount of ash t&nefits under this Agreement or any other Egreement or arrangement (with the
source of the reduction to be directed by Employ&kg Accounting Firm will notify Employee and Inethif it determines that the Parachute
Payments must be reduced to the Capped Paymentgilhednd Employee and Insmed a copy of its dethdalculations supporting that
determination.

(e) As a result of the uncertainty in the applicatof Code Sections 280G and 4999 at the timettieafccounting Firm makes its
determinations under this Section 11, it is possibat amounts will have been paid or distributeBrmployee that should not have been paid
or distributed under this Section 11 (“Overpaym@nty that additional amounts
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should be paid or distributed to Employee undey 8ection 11 (“Underpayments”). If the AccountirighiFdetermines, based on either the
assertion of a deficiency by the Internal ReveneiBe against Insmed or Employee, which assettierAccounting Firm believes has a

high probability of success or controlling precedensubstantial authority, that an Overpaymenthbeesn made, that Overpayment will be
treated for all purposes as a Ianinitio that Employee must repay to Insmed together wiirast at the applicable Federal rate under Code
Section 7872; provided, however, that no loan khélldeemed to have been made and no amount willysbfe by Employee to Insmed
unless, and then only to the extent that, the dddo@n and payment would either reduce the amoumttach Employee is subject to tax
under Code Section 4999 or generate a refund afrtpgsed under Code Section 4999. If the AccourfEiingy determines, based upon
controlling precedent or substantial authority} #ra Underpayment has occurred, the Accounting Riiltimotify Employee and Insmed of
that determination and the amount of that Underpatrwill be paid to Employee promptly by Insmed.

(f) For purposes of this Section 11, the followtegns shall have their respective meanings:

(i) “Accounting Firm” means an independent accaumfirm selected by Insmed immediately before thar@e in Control
Date.

(i) “Net After Tax Amount” means the amount of aRgrachute Payments or Capped Payments, as applicabof taxes
imposed under Code Sections 1, 3101(b) and 499@uayn&tate or local income taxes applicable to Eyg# on the date of payment.
The determination of the Net After Tax Amount sliImade using the highest combined effectiveinap@sed by the foregoing taxes
on income of the same character as the Parachutedpts or Capped Payments, as applicable, in effettte date of payment.

(iii) “Parachute Payment” means a payment thaescdbed in Code Section 280G(b)(2), determinegtisordance with
Code Section 280G and the regulations promulgat@daposed thereunder.

12.Term of Agreement. This Agreement shall be effective from March 207 through February 28, 2008. Insmed may, isdts
discretion and for any reason, provide written cebf termination (effective as of the then apleaexpiration date) to Employee no later
than 60 days before expiration date of this Agregnmiéwritten notice is not so provided, this Agreent shall be automatically extended for
an additional period of 12 months past the exgiratlate. This Agreement shall continue to be autically extended for an additional twel
(12) months at the end of such 12-month periodesauth succeeding 12-month period unless notices&ngn the manner described in this
Section 12.

13.Governing Law . Except to the extent that federal law is applieathis Agreement is made and entered into irCtbemonwealth
of Virginia and the laws of Virginia shall goverts validity and interpretation in the performangetite parties hereto of their respective
duties and obligations hereunder.
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14.Entire Agreement. This Agreement constitutes the entire agreemetuwtden the parties respecting the compensatiome@atg and
benefits due Employee in the event of a Changeomti@l followed by a Qualifying Termination, ancetle are no representations, warranties
or commitments, other than those set forth hekelnich relate to such benefits. This Agreement magimended or modified only by an
instrument in writing executed by Insmed and Emptay

15.No Duty to Mitigate . Employee shall not be required to mitigate th@ant of any payment contemplated by this Agreement
(whether by seeking new employment or in any othanner), nor shall any earnings that Employee raegive from any other source redi
any such payment.

16. Successors: Binding Agreement

(a) Assumption by Successdnsmed shall require any successor (whethertdeindirect, by purchase, merger, consolidation o
otherwise) to all or substantially all of the biesis or assets of Insmed expressly to assume agglde to perform its obligations under this
Agreement in the same manner and to the same @ktdrinsmed would be required to perform suchgattions if no such assumption had
occurred. As used herein, Insmed shall mean amessor to its business and/or assets as aforésdidssumes and agrees to perform its
obligations by operation of law or otherwise.

(b) Enforceability by BeneficiariesThis Agreement shall be binding upon and inurthéobenefit of Employee (and Employee’s
personal representatives and heirs) and Insmedmndrganization which succeeds to substantiallgfahe business or assets of Insmed,
whether by means of merger, consolidation, acqaisitf all or substantially all of the assets ofrired or otherwise, including, without
limitation, as a result of a Change in Controlbgroperation of law. This Agreement shall inuratte benefit of and be enforceable by
Employee’s personal or legal representatives, drexuadministrators, successors, heirs, distrésjtdevisees and legatees. If Employee
should die while any amount would still be payablsuch Employee hereunder if he had continuedvég &ll such amounts, unless otherwise
provided herein, shall be paid in accordance withterms of this Agreement to his designee ohgfé is no such designee, to his estate.

17.Confidentiality . Employee acknowledges that in the course of tigleyment with Insmed, he has acquired non-publidlpged
or confidential information and trade secrets comicgy the operations, future plans and methodoofglbusiness (“Proprietary Information”
of Insmed, and Employee agrees that it would beemely damaging to Insmed if such Proprietary Imfation were disclosed to a compet
of Insmed or to any other person or corporationpleyee understands and agrees that all Proprigtéogmation Employee has acquired
during the course of such employment has beengidido Employee in confidence and further undedst@md agrees to keep all Proprietary
Information secret and confidential (except forlsirdormation which is or becomes publicly availbther than as a result of a breach by
Employee of this provision) without limitation imte. In view of the nature of Employee’s employmand the Proprietary Information
Employee has acquired during the course of sucHayment, Employee likewise agrees that Insmed wbeldtrreparably harmed
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by any disclosure of Proprietary Information inlaikion of the terms of this Section 17 and thatried shall therefore be entitled to
preliminary and/or permanent injunctive relief pimting Employee from engaging in any activity breatened activity in violation of the
terms of this Section and to any other judicialefedvailable to it. Inquiries regarding whetheesific information constitutes Proprietary
Information shall be directed to Insmed’s Genemili@sel (or, if such position is vacant, Insnee@hairman of the Compensation Commiti
provided, however, that Insmed shall not unreadyrhssify information as Proprietary Information.

18.Non-Competition .
(a) For a period of twelve (12) months after thenieation of Employee’s employment with Insmed, Hoype will not:

(i) as an individual proprietor, partner, stocktesldofficer, director, employee, director, jointerer, investor, lender, or in
any capacity whatsoever (other than as the holideotomore than one percent (1%) of the total amding stock of a publicly held
company), engage in any business that competedlgivgth the products or services provided by leshat the time of termination or
for which definitive Insmed plans then exist topovide such products or services;

(i) directly or indirectly recruit or solicit angerson who is then an employee of Insmed or wasrgioyee of Insmed at a
time within six months prior to such solicitatiaor;

(iii) solicit, divert or take away, or attempt tovert or to take away, the business or patronagmgfof the clients, customers
or accounts, or prospective clients, customersoounts of Insmed.

(b) If any restriction set forth in this Section is&ound by any court of competent jurisdictiorb® unenforceable because it
extends for too long a period of time or over toeag a range of activities or in too broad a geplgi@area, it shall be interpreted to extend
only over the maximum period of time, range ofties or geographic area to which it may be erdale.

(c) The restrictions contained in this Section f8rrecessary for the protection of the businesgyandwill of Insmed and are
considered by Employee to be reasonable for sugiopa. Employee agrees that any breach of thisdbewtll cause Insmed substantial and
irrevocable damage and therefore, in the evenhpfach breach, in addition to such other remetii@smay be available, Insmed shall have
the right to seek specific performance and injwectelief.

19. Outplacement Services In the event Employee is terminated by Insmelgiothan for Cause, disability or death), or Empky
voluntarily terminates employment for the reasagtdarth in Section 5(a), within twelve (12) monfieflowing the Change in Control Date,
Insmed shall provide outplacement services thrarghor more outside firms of Employee’s choosingaign aggregate of $10,000, with
such services to extend until the earlier of (i)M@nths following termination of Employee’s emplogmt or (ii) the date Employee secures
full time employment.
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20. Notices. All notices, instructions and other communicasigiven hereunder or in connection herewith shaihbwriting. Any such
notice, instruction or communication shall be gattter (i) by registered or certified mail, retusteipt requested, postage prepaid, or
(i) prepaid via a reputable nationwide overnigbtiger service, in each case addressed to InsnetbaEmployee at their respective
addresses set forth below (or to such other addesgther Insmed or Employee may have furnishédemther in writing in accordance
herewith). Any such notice, instruction or commuauicn shall be deemed to have been delivered fisinkess days after it is sent by
registered or certified mail, return receipt reqadspostage prepaid, or two business days afiesént via a reputable nationwide overnight
courier service. Either party may give any notinstruction or other communication hereunder using other means, but no such notice,
instruction or other communication shall be deemodtave been duly delivered unless and until @ty is received by the party for whon
is intended.

If to Insmed:

Insmed Incorporated

8720 Stony Point Parkway, Suite 200
Richmond, Virginia 23235

Attention: Chairman, Compensation Committee

If to Employee:

21.Captions. The captions of this Agreement are inserted émvenience and do not constitute a part hereof.

22.Severability . In case any one or more of the provisions coethin this Agreement shall for any reasons be teelk invalid,
illegal or unenforceable in any respect, such itgl illegality or unenforceability shall not &€t any other provision of this Agreement, but
this Agreement shall be construed as if such idydlegal or unenforceable provision had nevembeentained herein and there shall be
deemed substituted such other provision as willtmearly accomplish the intent of the parties ®méktent permitted by applicable law. In
case this Agreement, or any one or more of theigimns hereof, shall be held to be invalid, illegaunenforceable within any governmental
jurisdiction or subdivision thereof, this Agreementany such provision thereof shall not as a cgpunsece thereof be deemed to be inv:
illegal or unenforceable in any other governmejuiasdiction or subdivision thereof.
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23.Counterparts . This Agreement may be executed in two or moretaparts, each of which shall be deemed an ottigina all of
which together shall constitute one and the sanredgent.

[Signature Page Follows]
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IN WITNESS HEREOF, the parties hereto have causisddgreement to be duly executed and delivereaf #ise day and year first
written above in Richmond, Virginia.

INSMED INCORPORATED

By

Witness Geoffrey Allan, President and CE

Witness Name of Executivi
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E xHiBIT 10.22
AMENDED AND RESTATED
INSMED INCORPORATED
2000 EMPLOYEE STOCK PURCHASE PLAN

The purpose of the Amended and Restated Insmedpocied 2000 Employee Stock Purchase Plan (then*Pis to provide eligible
employees of Insmed Incorporated (the “Companyt) egrtain of its subsidiaries with opportunitieptochase shares of the Company’s
common stock, par value $0.01 per share (the “Com8tock”). Subject to Section 1ne Million Five Hundred Thousand
(1,500,000) shares of Common Stock in the aggrdgate been approved and reserved for this purgtsePlan is intended to constitute an
“employee stock purchase plan” within the meanih§ection 423(b) of the Internal Revenue Code &6l%s amended (the “Code”), and
shall be interpreted in accordance with that intent

1. Administration. The Plan will be administered by the Compensafilommittee of the Board or Directors of the Companguch
other person or persons appointed by the Comp&uésd of Directors (the “Board”) for such purposige(“Administrator”). The
Administrator has authority to make rules and ratiohs for the administration of the Plan, andritsrpretations and decisions with regard
thereto shall be final and conclusive. No membeahefBoard or individual exercising administrataugthority with respect to the Plan shall
liable for any action or determination made in gdaith with respect to the Plan or any option gearttereunder.

2. Offerings. The Company will make one or more offerings igible employees to purchase Common Stock undeiP ke
(“Offerings”). Unless otherwise determined by théndinistrator, each Offering will begin on the filaisiness day occurring on or after each
January 1 and July 1 and will end on the last lssiday occurring on or before the follow



June 30 and December 31, respectively. The Adm#t@stmay, in its discretion, designate a diffeneetiod for any Offering, provided that
Offering shall exceed six months in duration orrta@ any other Offering.

3. Eligibility . All employees of the Company (including employed® are also directors of the Company) and allleyges of each
Designated Subsidiary (as defined in Section atke eligible to participate in any one or moréhaf Offerings under the Plan, provided tha
of the first day of the applicable Offering (theff€ing Date”) they are customarily employed by @empany or a Designated Subsidiary for
more than 20 hours a week.

4. Participation An employee eligible on any Offering Date maytiggpate in such Offering by submitting an enrollmérm to such
eligible employee’s appropriate payroll locatioriestst 15 business days before the Offering Datby®uch other deadline as shall be
established for the Offering). The form will (agatst a whole percentage to be deducted from sugibleliemployee’s Compensation (as
defined in_Section 1) per pay period, (b) authorize the purchase of @omStock for such eligible employee in each Offgiin accordance
with the terms of the Plan and (c) specify the eraene or names in which shares of Common Stoakhjased for such eligible employee are
to be issued pursuant to Section. ¥ eligible employee who does not enroll in aclzarce with these procedures will be deemed to have
waived his right to participate. Unless an eligibtaployee files a new enroliment form or withdrdvesn the Plan, such eligible employee’s
deductions and purchases will continue at the gaeneentage of Compensation for future Offeringsyjgted such eligible employee remains
eligible to participate hereunder. Notwithstandihg foregoing, participation in the Plan will nedttbe permitted nor be denied contrary tc
requirements of the Cod



5. Employee ContributionsEach eligible employee may authorize payroll d¢idns at a minimum of one percent (1%) up to a
maximum of fifteen percent (15%) of such eligibleoyee’s Compensation for each pay period. The fi@my will maintain book accounts
showing the amount of payroll deductions made lohgrrticipating employee for each Offering. Naenesst will accrue or be paid on pay!
deductions.

6. Deduction ChangesExcept as may be determined by the Administriatedvance of an Offering, a participating employegy not
increase or decrease such employee’s payroll dieduttiring any Offering, but may increase or deseesuch employee’s payroll deduction
with respect to the next Offering (subject to tingitlations of Section % by filing a new enrollment form at least 15 busia days before the
next Offering Date (or by such other deadline asldfe established for the Offering). The Admirastr may, in advance of any Offering,
establish rules permitting an employee to incredserease or terminate his payroll deduction dusimgffering.

7. Withdrawal. A participating employee may withdraw from pagation in the Plan by delivering a written notifewithdrawal to
such eligible employee’s appropriate payroll logatiThe employee’s withdrawal will be effectiveadghe next business day. Following an
employee’s withdrawal, the Company will promptlyued to him his entire account balance under tla@ Pafter payment for any Common
Stock purchased before the effective date of withait). Partial withdrawals are not permitted. Thgpkyee may not begin participation
again during the remainder of the Offering, but reayoll in a subsequent Offering in accordance Bitlation 4.

8. Grant of Options On each Offering Date, the Company will granééeh eligible employee who is then a participath@Plan an
option (*Optior”) to purchase on the last d



of such Offering (the “Exercise Date”), at the @ptiPrice hereinafter provided for, (a) a numbestadres of Common Stock determined by
dividing such employee’s accumulated payroll deumst on such Exercise Date by the lower of (i) 8%he Fair Market Value of the
Common Stock on the Offering Date, or (ii) 85%ud Fair Market Value of the Common Stock on therEige Date, or (b) such other lesser
maximum number of shares as shall have been estatllby the Administrator in advance of the Offgriprovided, however, that such
Option shall be subject to the limitations sethdselow. Each employee’s Option shall be exercesahbly to the extent of such employee’s
accumulated payroll deductions on the Exercise .Ddte purchase price for each share purchased eadbrOption (the “Option Price”) will
be 85% of the Fair Market Value of the Common Stockhe Offering Date or the Exercise Date, whiehes less.

Notwithstanding the foregoing, no employee may tantpd an option hereunder if such employee, imatelyi after the option was
granted, would be treated as owning stock possgéisim percent (5%) or more of the total combineting power or value of all classes of
stock of the Company or any Parent or Subsidiasydédined in Section 1)1 For purposes of the preceding sentence, thiewtion rules of
Section 424(d) of the Code shall apply in deterndrthe stock ownership of an employee, and alksidtch the employee has a contractual
right to purchase shall be treated as stock owgeatidbemployee. In addition, no employee may batgthan Option which permits his rights
to purchase stock under the Plan, and any otheloge®stock purchase plan of the Company and isrPaand Subsidiaries, to accrue at a
rate which exceeds $25,000 of the fair market vafusuch stock (determined on the option grant dattates) for each calendar year in
which the Option is outstanding at any time. Theppse of the limitation in the preceding sentemsc®icomply with Section 423(b)(8) of the
Code and shall be applied taking Options into astouthe order in which they were grant



9. Exercise of Option and Purchase of Shakesch employee who continues to be a participatité Plan on the Exercise Date shall be
deemed to have exercised such employee’s Opticucim date and shall acquire from the Company sugtber of whole shares of Common
Stock reserved for the purpose of the Plan as sogiioyee’s accumulated payroll deductions on sath @dill purchase at the Option Price,
subject to any other limitations contained in tit@nPAny amount remaining in an employee’s accainhe end of an Offering solely by
reason of the inability to purchase a fractionarshwill be carried forward to the next Offeringyeother balance remaining in an employee’s
account at the end of an Offering will be refunttiethe employee promptly without interest.

10. Issuance of Certificate€ertificates or a book entry with the Companyansfer agent representing shares of Common Stock
purchased under the Plan may be issued only inghee of the employee, in the name of the emplogdeaaother person of legal age as |
tenants with rights of survivorship, or in the naofi@ broker authorized by the employee to bedrigheir, nominee for such purpose.

11. Definitions.

The term “Compensation” means the amount of ta@taha@ompensation, prior to salary reduction purstea8ections 125, 132(f) or 401
(k) of the Code, including base pay, overtime, cassions, and incentive or bonus awards, but exctydilowances and reimbursements for
expenses such as relocation allowances or trapelneses, income or gains on the exercise of Comg@aak options, and similar iterr



The term “Designated Subsidiary” means any preseftture Subsidiary (as defined below) that haanbadesignated by the Board to
participate in the Plan. The Board may so desigaayeSubsidiary, or revoke any such designatioangttime and from time to time, either
before or after the Plan is approved by the stolcldrs.

The term “Fair Market Value of the Common Stock”amy given date means the fair market value ofdbmmon Stock determined in
good faith by the Administrator; providedhowever, that if the Common Stock is admitted to quotatiorthe National Association of
Securities Dealers Automated Quotation System (“NA®”), the NASDAQ Stock Market LLC or national setties exchange, the
determination shall be made by reference to maylketations. If there are no market quotations fmhsdate, the determination shall be made
by reference to the last date preceding such dateHich there are market quotations.

The term “Parent” means a “parent corporation” wéhpect to the Company, as defined in Sectionej2x(the Code.

The term “Subsidiary” means a “subsidiary corpanatiwith respect to the Company, as defined in i8act24(f) of the Code.

12. Rights on Termination of Employmenf a participating employes’employment terminates for any reason before deedise Date
for any Offering, no payroll deduction will be takérom any pay due and owing to the employee aad#iance in such employee’s account
will be paid to such employee or, in the case chsemployee’s death, to such employee’s desigrzeadficiary as if such employee had
withdrawn from the Plan under Section An employee will be deemed to have terminatedleympent, for this purpose, if such employee’s
employer, having been a Designated Subsidiary gsdasbe a Subsidiary, or if the employee is trmetl to any entity other than the
Company or a Designated Subsidic



An employee will not be deemed to have terminatagleyment, for this purpose, if the employee issorapproved leave of absence for
military service or sickness, or for any other ms® approved by the Company, if the employee’s tgheemployment is guaranteed either
by a statute or by contract or under the policyspant to which the leave of absence was grantédh@ Administrator otherwise provides in
writing.

13. Special RulesNotwithstanding anything herein to the contrding Administrator may adopt special rules appliedblthe
employees of a particular Designated Subsidiargneher the Administrator determines that such ratesnecessary or appropriate for the
implementation of the Plan in a jurisdiction wheteh Designated Subsidiary has employees; providdgduch rules are consistent with the
requirements of Section 423(b) of the Code. Sueltigprules may include (by way of example, butlmptvay of limitation) the
establishment of a method for employees of a givesignated Subsidiary to fund the purchase of shatteer than by payroll deduction, if
the payroll deduction method is prohibited by ldea¥ or is otherwise impracticable. Any speciakriestablished pursuant to this Section 13
shall, to the extent possible, result in the emgésysubject to such rules having substantiall\géimee rights as other participants in the Plan.

14. Optionees Not StockholderBleither the granting of an Option to an emplogeethe deductions from such employee’s pay shall
constitute such employee a holder of the shar€&afmon Stock covered by an Option under the Plgéihsuth shares have been purchased
by and issued to such employee.

15. Rights Not TransferableRights under the Plan are not transferable bgrgipating employee other than by will or the taof
descent and distribution, and are exercisable duhia employe’s lifetime only by the employe



16. Application of FundsAll funds received or held by the Company undherPlan may be combined with other corporate fiamds
may be used for any corporate purpose.

17. Adjustment in Case of Changes Affecting Comr8tock. Notwithstanding anything to the contrary setlidrerein, in the event o
subdivision of outstanding shares of Common Stockhe payment of a dividend in Common Stock, thenber of shares approved for the
Plan, and the share limitation set forth in Sec8grshall be increased proportionately, and suchratipistment shall be made as may be
deemed equitable by the Administrator. In the ewémtny other change affecting the Common Stocth sdjustment shall be made as may
be deemed equitable by the Administrator to givappr effect to such event.

18. Amendment of the PlarThe Board may at any time, and from time to tiamaend the Plan in any respect, except that witthaut
approval, within 12 months of such Board actionthmy stockholders, no amendment shall be madeadsicrg the number of shares approved
for the Plan or making any other change that woedpliire stockholder approval in order for the PEsamended, to qualify as an “employee
stock purchase plan” under Section 423(b) of thdeCo

19. Insufficient Shareslf the total number of shares of Common Stock #auld otherwise be purchased on any Exercise platethe
number of shares purchased under previous Offetinder the Plan exceeds the maximum number of sheseable under the Plan, the
shares then available shall be apportioned amoriigipants in proportion to the amount of payradidiictions accumulated on behalf of each
participant that would otherwise be used to purel@smmon Stock on such Exercise D




20. Termination of the PlanThe Plan may be terminated at any time by thed@®dadpon termination of the Plan, all amounts ia th
accounts of participating employees shall be prompfunded without interest.

21. Governmental Regulation§he Company'’s obligation to sell and deliver Coomn$tock under the Plan is subject to obtaining all
governmental approvals required in connection withauthorization, issuance, or sale of such stock.

The Plan shall be governed by Virginia law excephte extent that such law is preempted by fedaval

22. Issuance of ShareShares may be issued upon exercise of an Optiamduthorized but unissued Common Stock, fromeshhaeld
in the treasury of the Company, or from any otheppr source.

23. Tax Withholding Participation in the Plan is subject to any mimimrequired tax withholding on income of the paptnt in
connection with the Plan. Each employee agreesnbgring the Plan, that the Company and its Sudrsédi shall have the right to deduct any
such taxes from any payment of any kind otherwisetd the employee, including shares issuable uhéePlan.

24. Notification Upon Sale of ShareEach employee agrees, by entering the Planytge Company prompt notice of any disposi
of shares purchased under the Plan where suchsitispooccurs within two (2) years after the datgmnt of the Option pursuant to which
such shares were purchased.

25. Effective Date and Approval of Shareholdefsie Plan shall take effect on the later of thie deis adopted by the Board and the
date it is approved by the holders of a majorityhaf votes cast at a meeting of stockholders attwaiquorum is present or by written con:
of the stockholders.




EXHIBIT 23.1
Consent of Independent Registered Public Accountingirm

We consent to the incorporation by reference infeHewing Registration Statements of our reportedaMarch 9, 2007, with respect to the
consolidated financial statements of Insmed Inc@ieal, and our report dated March 9, 2007, witpeesto Insmed Incorporated
managemens$ assessment of the effectiveness of internal gooer financial reporting and the effectivenesternal control over financi
reporting of Insmed Incorporated, included in thisual Report (Form 10-K) of Insmed Incorporatemt, the fiscal year ended December 31,
2006.

Registration

Statement

Number Form Description

333-13153¢  Form -3 Shelf Registration Stateme

333-12369F  Form ¢-3  Offering of Securities in July 2003, November 2@0w March 200!
333-13974¢  Form £-8 Insmed Incorporated Amended and Restated Employed urchase Ple

33:-87878 Form &8 Insmed Incorporated Stock Incentive P

333-39198 Form &8 Insmed Incorporated Employee Stock Purchase
33:-12947¢  Form -8  Insmed Incorporated Employee Stock Purchase Plarstotk Incentive Pla

333-39200 Form &8 Insmed Incorporated Stock Incentive P

/sl Ernst & Young LLF

Richmond, Virginia
March 12, 2007



EXHIBIT 31.1
Section 302 Certification

I, Geoffrey Allan, Ph.D., Chairman of the Board aBlief Executive Officer of Insmed Incorporateditife that:
(1) I have reviewed this annual report on Form 16fknsmed Incorporated;

(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, amngtfe@ 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))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
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 16, 2007

/sl Geoffrey Allan,

Geoffrey Allan, Ph.D

Chairman of the Board and Ch

Executive Officer (Principal Executive Office




EXHIBIT 31.2
Section 302 Certification

I, Kevin P. Tully, Executive Vice President and €hirinancial Officer of Insmed Incorporated, certifiat:
(1) I have reviewed this annual report on Form 16fknsmed Incorporated;

(2) Based on my knowledge, this report does notainrany untrue statement of a material fact ort@amstate 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))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
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 16, 2007

/sl Kevin P. Tully

Kevin P. Tully, C.G.A.

Executive Vice President & Chief Financial Offic
(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 this Annual Report on Form 1@Kinsmed Incorporated (the “Company”) for the pdrended December 31, 2006
as filed with the Securities and Exchange Commissinthe date hereof (the “Report”), |, Geoffreyahil Ph.D., Chairman of the Board and

Chief Executive Officer of the Company, certify rpuant to 18 U.S.C. § 1350, as adopted pursugh®@s of the Sarbanes-Oxley Act of
2003, that:

(1) the Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities Exg®Act 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 Geoffrey Allan
Geoffrey Allan, Ph.D
Chairman of the Board ar
Chief Executive Officer
March 16, 200°

This certification accompanies the Form 10-K toabhit relates, is not deemed filed with the Se@siand Exchange Commission and is not
to be incorporated by reference into any filingredmed Incorporated under the Securities Act 0f3183 amended, or the Securities
Exchange Act of 1934, as amended (whether madeeefafter the date of the Form 10-K), irrespext¥ any general incorporation
language contained in such filing.



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 this Annual Report on Form 1@Kinsmed Incorporated (the “Company”) for the pdrended December 31, 2006
as filed with the Securities and Exchange Commissiothe date hereof (the “Report”), I, Kevin PllfuExecutive Vice President and Chief
Financial Officer of the Company, certify, pursutmtl8 U.S.C. § 1350, as adopted pursuant to 9l Sarbanes-Oxley Act of 2003, that:

(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
Kevin P. Tully, C.G.A.
Executive Vice President & Chief Financial Offic

March 16, 2007

This certification accompanies the Form 10-K toabhit relates, is not deemed filed with the Se@siand Exchange Commission and is not
to be incorporated by reference into any filingrafmed Incorporated under the Securities Act 03183 amended, or the Securities
Exchange Act of 1934, as amended (whether madeebefafter the date of the Form 10-K), irrespectiv any general incorporation
language contained in such filir



