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We may from time to time make written or oral “famng-looking statements”, including statements camgd in our filings with the Securities and Exchar@ommission (including this
Annual Report on Form -K and the Exhibits hereto and thereto), in our ngpdo stockholders and in other communicationschSstatements give our current expectations aedasts of futur
events; they do not relate strictly to historicalaurrent facts. One can identify these forwardKmg statements by use of words such as “may,utdg’ “should,” “would,” “believe,”
“anticipate,” “estimate,” “expect,” “intend,” “plan ,” “projects,” “outlook” or similar expressions. h particular, these include statements relating@tw beliefs, plans, objectives, goals, future
actions, prospective products or product approvhlsire performance or results of current and aipiat¢ed products, the outcome of contingencies, sisdegal proceedings and financial
results. These statements are based upon the ¢urediefs and expectations of management and djgesuto significant risks and uncertainties. Caotual results may differ materially from
those set forth in the forward-looking statemerisrward-looking statements involve certain risk&laincertainties that are subject to change basedarious factors (many of which are
beyond our control). Factors that could cause ontribute to differences in our actual results indé those discussed in Item 1A under the sectitifeen‘Risk Factors,” as well as those
discussed in Item 7 under the section entitled “Bgement’s Discussion and Analysis of Financial Gt and Results of Operations” and elsewhere tlgloout this Annual Report on Form
10-K and in any other documents incorporated bgnerice. We undertake no obligation to publiclyatpdorward-looking statements, whether as a resiuttew information, future events or
otherwise. You are advised, however, to consultfarifier disclosures we make on related subjectsuin10-Q and 8-K reports to the Securities andHzxge Commission.

ITEM 1. BUSINESS
BUSINESS OVERVIEW
We are a biopharmaceutical company with expertigecombinant protein drug development. Our catooffice is located in Richmond, Virginia.

Until 2009, we were actively engaged in pursuirdpal path strategy involving entry into the follam-biologics (“FOB”) arena (also known as biosimslabiogenerics and biologics)
and advancing our proprietary protein platform,teeed on our proprietary IPLEX™ product, into nigharkets with unmet needs. IPLEX™ is in variowgss of development for a number of
serious medical conditions, including Amyotrophiatéral Sclerosis (ALS), also known as Lou Gehrijis&ease, and Retinopathy of Prematurity (‘ROP”),

On March 31, 2009, we completed the sale of our p@Horm to Merck & Co., Inc. (“Merck”) for an agegate purchase price of $130 million. As parthié transaction, Merck
assumed the lease of our Boulder, Colorado-basedfiaeturing facility (which was also used to maruttae IPLEX™) and acquired ownership of all theipquent in the building. In addition,
Merck offered positions to employees at the Boufdeility. We retained our Richmond, Virginia comate office, which houses our clinical, regulatdizance and administrative functions, in
support of our IPLEX™ program. After fees, taxes ather expenses related to the transaction, weved total net proceeds of approximately $127ionil

In April 2009, we engaged RBC Capital Markets asfmancial advisor to assist us in evaluatingtsigec options (the “Strategic Review Process”)se of the FOB sales proceeds.
These options could include acquisitions of complitary businesses or technologies, product licgnsinmergers, and could also include share repseshar the distribution to shareholders of
all or part of the remaining FOB sales proceedgeifdo not find attractive acquisition, licensingnoerger opportunities.

On June 15, 2009, we announced that Geoffrey ARdnD., resigned as our President, Chief Exec@iffieer and Chairman of the Board due to a heattidition. Dr. Allan had held
these positions since our company was formed i®198el Sharoky, M.D., one of our directors, assdrtie role of Chairman of the Board. Pending thmpgletion of the Strategic Review
Process, we have decided not to hire a new PrasienChief Executive Officer.

In June 2009, we announced results from our exgora).S. Phase Il clinical trial evaluating IPLEX in patients with myotonic muscular dystrophy ("MMD'The trial explored
measures of endurance, muscle function and streoggmitive function, gastrointestinal function ngeal health, pain, quality of life, insulin semnstt, lipid metabolism, and safety and
tolerability of IPLEX™ . The results of the trial indicated that IPLEXdid not exhibit a statistically significant impravent in the functional measure of endurance bysikeninute walk test,
muscle function, strength, cognitive function, gehéealth, pain, or quality of life in any of thests utilized in this study. IPLEX did, however, demonstrate improvements in standard
measures of insulin sensitivity and reductionsaisting glucose, fasting insulin, cholesterol aiglyicerides, which is consistent with the expeatestabolic profile of insulin-like growth factor.
Pending the completion of the Strategic Review Esscwe have decided not to initiate further clihtdals focused on MMD patients.

Following the transfer of our Boulder, Colorado mfatturing facility to Merck, we no longer have ttegpability to manufacture IPLEX™, which is an extrely complicated drug to
produce. Any agreement with a third party to uteler the manufacture of IPLEX™ would not resulpimduction of additional quantities of IPLEX™ farlaast 12 to 18 months. We are not
actively exploring any third party manufacturingargements for IPLEX™ at this time. Since we nugler have a facility to manufacture IPLEX™, we ammced in July 2009 that we would
conserve our limited inventory of IPLEX™ on hand foe treatment of existing patients, would ceasesupply of IPLEX™ to any new patients, and waubd intend to initiate further clinical
trials with IPLEX™ pending the Strategic Review &ess (including a Phase Il clinical trial for AL&tj@nts in the U.S. discussed with the U.S. Foatlirug Administration (“FDA”) in early
2009). We plan, however, to continue to colleat analyze data for the ALS indication and to liaigth Premacure on ROP.

There are approximately 51 patients who currerteive IPLEX™, 9 in the U.S. and the remaindeuatbthe rest of the world. Most of the patienteree IPLEX™ pursuant to a
court-ordered Expanded Access Program (EAP) for ALigaly, pursuant to which we have received majstur recent operating revenues in the form of cesovery charges. The 9 U.S.
patients are being treated for ALS under singléepatnvestigational New Drug applications approbgdahe FDA. We believe that we have sufficiertElX™ inventory to supply these existi
patients into approximately mid-2011, at which time primary source of operating revenues will eeas

Until the extraordinary gain generated by the saleur FOB platform to Merck, we have not been pabfe. We have accumulated deficits of approxilya$230 million through
December 31, 2009. When our IPLEX™ product inventerdepleted, our primary source of income williberest earned on the FOB sales proceeds, uateis&come generating activity rest
from our Strategic Review Process.

PRODUCT PLATFORMS
PROPRIETARY PROTEIN PLATFORM
IPLEX™

Our proprietary protein product, IPLEX™ (mecasermiriabate, recombinant DNA origin, injection), whiis a complex of recombinant human IGF-1 andiitsling protein IGFBP-3
(rhIGF-1/rhIGFBP-3), has been studied as a treatiieerseveral serious medical conditions.

IPLEX™ is typically administered as a once-dailypsutaneous injection, which can restore and mairi@F-1 at physiologically relevant levels. Thedimg protein, rhiIGFBP-3,
extends the residence time of IGF-1 in the bloldthe bound state, we believe IGF-1 is inactivd emains so until delivered to target tissueshienbody where it is released and becomes
biologically active.

We continue to evaluate IPLEX™ as a treatmenROP and ALS, but are not conducting clinical triaispending material amounts on research and dgwvent. In the ALS indication
we are working with patients in the U.S. and Eurapeart of our Expanded Access Program (EAP}hdrROP indication, we have supplied IPLEX™ to, anelworking with. Premacure AB
in Sweden. Premacure has advised us that theydi¢einitiate, under their control and at their g@sPhase 1l multicenter trial for IPLEX™ in th©R indication during 2010 using the
IPLEX™ already supplied to them, which they beliévsufficient to complete the Phase Il trial.

Expanded Access Program for Patients in the U.Sddfurope with ALS

ALS is a progressive neurodegenerative diseaseatffets nerve cells in the brain and the spinatlcdMotor neurons reach from the brain to the apaord and from the spinal cord to
the muscles throughout the body. The progressgeneration of the motor neurons in ALS patienenévally leads to death. When the motor neuroastte ability of the brain to initiate and
control muscle movement is lost. With voluntarysole action progressively affected, patients inléter stages of the disease may become totalplyzad. IGF-1 has been shown to be highly
neurotrophic and normally circulates in the bodyrd with its natural chaperone, BP3. It is belieteat IPLEX™, which is a complex of IGF-1 and BR&reases the half life of IGF-1 in the
bloodstream, allowing it to circulate in the bodyger and affording a greater opportunity for IGE Lross the blood-brain barrier and utilize gsirotrophic qualities in the area where it could
prove most effective.

At the request of the Italian Ministry of Healthewstablished an EAP in Italy to provide IPLEX™ptoysicians for use in their patients with ALS. Tegquest came as a result of sev
Italian Court rulings ordering the Italian Natiorté¢alth System to provide IPLEX™ to specific ALSipats who have petitioned the Court. Through @re@ment with Cephalon, which hol



patent rights in the European Union to IGF-1 aslates to the treatment of ALS, we have been@hfeovide IPLEX™ to physicians in Italy and recepayment for the drug, on a cost
recovery basis, from the Italian Health AuthoritiessNovember 2008, through an agreement with Geméninc. and Ipsen Inc., we were allowed to dgvéRLEX™ on a royalty free basis for
the rest of the world, although we are not actialgirectly pursuing any such controlled clinidavelopment at this time in this area, we are gatheincontrolled data on ALS through our
ongoing Expanded Access Program.

IPLEX™ and Shori-Stature Market

In the past, we were focused on development andrm&rcialization of IPLEX™ for the treatment of griiwfailure in children with severe primary IGF-1fideency. IPLEX™ was
approved by the FDA for treatment of severe primi@f-1 deficiency in December 2005 and was comraéyciaunched in the second quarter of 2006. Assalt of our settlement agreement
with Tercica, Inc. and Genentech, Inc., discusssdvib, we have withdrawn IPLEX™ from this market.

In December 2004, Tercica (now Ipsen) and Generftiechpatent infringement suits against us inth8. District Court for the Northern District of [arnia and in the United
Kingdom at the High Court of Justice, Chancery Bimn, Patents Court. In these cases, Tercica améi@ech alleged that production and use of IPLEKf#hged claims in certain U.S. and
European patents, owned by Genentech and licensEertica, directed to methods of using rhIGF-1ARBP-3 and methods of producing rhIGF-1 and IGFBRA June 2006, Tercica also fil
an unfair competition suit against us in the U.&tiict Court of the Eastern District of Virginielaiming that we disseminated misleading statemtentise market in connection with our
marketing of IPLEX™.

On December 6, 2006, a jury in the U.S. Districu@dor the Northern District of California fountat we infringed patents held by Tercica and Gexemand awarded damages of $7.5
million as an upfront payment and a royalty of 16f6past sales of IPLEX™ below $100 million and 2fifropast sales of IPLEX™ above $100 million.

On March 5, 2007, we reached a settlement agreeenelitig all litigation with Tercica and GenentedPursuant to the agreement, we agreed to ceaseasalemarketing of IPLEX™ i
United States and agreed to withdraw our Europeark&ting Authorization Application for IPLEX™. Wntinue to provide IPLEX™ to named patients withSAin Italy and the rest of Eurt
under our Expanded Access Program. The agreernsengi@es us the right, through a worldwide devetept partnership with Tercica and Genentech, tketdPLEX™ for conditions not rel
to short-stature. These indications include seirerglin resistance, MMD and ROP, among otherse @évelopment partnership includes provisionsghat us a 50% share of profits and
reimbursement for 50% of development costs if eiffercica or Genentech exercises mptights for marketing of IPLEX™ in any of thesew indications that we develop. In addition, ag pi
settlement agreement, Tercica and Genentech wéieedamages awarded by the jury in the patennigérnent suit from the U.S. District Court for therithern District of California. The sett
agreement prevents us from actively pursuing wadévdevelopment activities for this indication.

Oncology Programs- INSM-18 and rhIGFBP-3

INSM-18 and rhIGFBP-3 are in early clinical deveimgnt and could be primarily investigated for theatment of cancer. We believe both INSM-18 an@HRBP-3 are promising
potential novel treatments for a variety of cartgees. Preclinical models demonstrate that bethtinents interact with the IGF system to reduceotugnowth. We are not actively pursuing the
development of either of these products at thigtim

INSM-18

INSM-18 is an orally available small molecule tyireskinase inhibitor that has demonstrated seledtitiibition of IGF-1 and human epidermal growthtéa receptor (Her2/Neu). We
have out-licensed the rights for INSM-18 for metabmdications to NAPO Pharmaceuticals and retamrights for INSM-18 in oncology. It has demaeagtd anti-tumor activity in preclinical
studies of breast, lung, pancreatic and prostat@ts. Two single dose Phase | clinical studidsealthy volunteers have been previously completitl WSM-18. In both studies, INSM-18
was safe and well tolerated.

Completed Clinical Study

The University of California, San Francisco, hampteted a dose-escalating Phase /1l clinical saelsigned to define the maximum tolerated dos&l8M-18 in patients with relapsed
prostate cancer. The study consisted of a 28+@ayrhent period at each dose level to investigeeffect of INSM-18 on prostate-specific antigevells. An analysis of the data collected from
the study is currently being conducted. The reduditm this study could be used to design a paikRtiase Il clinical study in collaboration witls@aitable partner.

The American Cancer Society estimated that 232800 cases of prostate cancer occurred in the USitates in 2005. It also estimated that 30,00@hdeaccurred as a result of
prostate cancer, making it the second leading cafisancer death in men.

rhiIGFBP-3

Although IGF-1 is critical for normal growth and tabolism, aberrant signaling through this pathvegaglosely linked to the abnormal and unregulateavgr of a variety of
tumors. Blocking tumor-associated IGF signaling heevented tumor growth in a variety of preclihizendels. rhIGFBP-3 has demonstrated precliniffada@y in numerous cancer indications,
including breast, prostate, liver, ovarian and nolddditionally, several lines of recent evidentem various cell systems, have suggested th&RFBP-3 may play a more active, IGF-1-
independent role in growth regulation of cancelscélinding specifically with high affinity to theurface of various cell types and directly inhitgtimonolayer growth of these cells in an IGF-1-
independent manner. Recent independent studiesdeavonstrated that when IGFBP-3 is used in corntibmavith other cancer therapies it can accentaatbeven synergize the efficacy of
standard cancer therapies. Paclitaxel-inducedtapispis accentuated by rhiIGFBRwhich has been shown to sensitize cells to aicgignals such as irradiation and ceramides. oube higl
cost of trials in the oncology area, we would neeitlentify a partner to co-develop rhiIGFBP-3.

FOLLOW -ON BIOLOGICS

We completed the sale of our FOB platform to MewvokMarch 31, 2009. Following this sale, we do In@¢e a presence in the FOB arena. In connectitnthe sale, we agreed not to
compete, directly or indirectly, in the U.S. withektk in the business of developing, marketing onafiacturing the FOB products or product candidatesold to Merck for a period of five
years beginning March 31, 2009.

RESEARCH AND DEVELOPMENT

Since we began operations in late 1999, we havetdé\substantially all of our resources to theaesteand development of a number of product catedar metabolic and endocrine
diseases. Until the sale of our FOB platform orrdaB1, 2009, our research and development effegte principally focused on pursuing a dual patategy involving entry into the follow-on
biologics arena and advancing our proprietary pngs&atform into niche markets with unmet needst this time, we do not plan to initiate any nelinical studies of IPLEX™.

Research and development expenses primarily in@ugenses incurred in preparing and obtaining secgsapprovals from regulatory bodies, certain egps involving the
development of manufacturing processes, preclirindltoxicological studies, and clinical studi€ur research and development expenses were ap@@yn$19.2 million for the year ended
December 31, 2007 and $21.0 million for the yeateenDecember 31, 2008 and $9.2 million for the yeated December 31, 2009.

MANUFACTURING

We previously manufactured our own supply of IPLEXA® rhIGFBP-3 at the Boulder, Colorado, manufaegufacility under cGMP regulations. IPLEX™, a cplex of two proteins,
rhIGF-1 and its binding protein rhiIGFBP-3, is maatfired using recombinant DNA technology. This ufaaturing process is complicated and involves ession of the proteins by bacterial
fermentation followed by purification and combimeati We currently outsource to third-party contraanufacturers the analytical testing and thel filiafinish and labeling of IPLEX™. The
transfer of the Boulder facility to Merck took awayr internal IPLEX™ production capability. We lmle, however, that we have sufficient inventoryRIfEX™ to support subjects currently
receiving IPLEX in the U.S. and Europe into appmoately mid-2011. We have no plans at this timpusue a manufacturing arrangement for IPLEX™ \aithird party. If we were to pursue
such an arrangement, the production process cakéd2 to 18 months once an acceptable third paitentified.

PATENTS AND PROPRIETARY RIGHTS
Patent Portfolio
Proprietary protection is important to our businessl our policy is to protect our technology Hinf patent applications for technology that we sider important. We directly hold

several U.S. patents relating to the compositioogpction, antibodies and methods of use for IPLEX@ rhiIGFBP-3. In addition, foreign counterpaotshe above-referenced U.S. patents
have issued or are pending issue in the major phagatical markets, such as the European Union,d2aaad Japal The various issued patents relate to IPLEX™ an@FfF-3 compositions



methods of production and methods of treatment,exapite at various times during the years 2010ugho2024 in the United States and through 2025uime.

As part of the development of IPLEX™, INSM-18 amdGFBP-3, we have filed or may file patent applicas related to new production methods, improvechfdations, new medical
uses and new dosing regimens in the United Staigsamany of the major international pharmaceliticarkets. As with any pending patent applicatibiere can be no assurance that any of
these applications will issue in the United Stafasopean Union, Canada, and Japan or in any othartry where we decide to file for protection. efénalso can be no assurance that a
subsequent U.S. or foreign patent will later belhellid and enforceable.

We consider from time to time the license of irgetlial property that we feel may be important sdbvelopment and commercialization of our produ@ise agreements that we have
entered into are subject to termination upon maltérieach by us. Our ability to maintain licensungler these agreements is dependent on our abilieet the obligations defined in these
agreements and although we take steps to ensunglieoe with the provisions of these agreementscaveot assure that the licensors will not takputis with our actions and will seek to
terminate the agreements. We currently have thewimg licensing arrangements for IPLEX™ and rhEEH~3 development in place:

In November 2008 we gained Royalty-Free Worldwidgh®s for IPLEX™ from Tercica (now Ipsen) and Getesi in connection with potential expanded accdsS programs.

In March 2007, we were granted a license or subieeas applicable to patents held by Tercica amé@ech to develop IPLEX™ in certain medical intimas in the United States &
foreign territories, as discussed earlier in tleistion;

In April 2005, we were granted a non-exclusiverise to certain proprietary manufacturing technolfsggn Avecia Limited;

« In January 2004, we were granted a non-exclusogn$ie to patent rights pertaining to the use of-1GRerapy for the treatment of extreme or seveselin resistant diabetes frc
Fujisawa Pharmaceutical Co., Ltd.; ¢

In November 1998, we were granted a non-exclusoemée to certain proprietary manufacturing tecbgglfrom Brookhaven Science Associates, LLC.

Reflecting our commitment to safeguarding proprietaformation, we require our employees and camasui to sign confidentiality agreements. Furtr@enwe enter into research
agreements in which we exchange proprietary maseaiad information with collaborators including rmaal transfer agreements, research agreementslogewent agreements and clinical trial
agreements. These agreements prohibit unauthatigetbsure of our proprietary information. Despiur efforts to protect our proprietary informati@nauthorized parties may attempt to
obtain and use our proprietary information. Palicunauthorized use of our proprietary informaidifficult and the steps we have taken mightpretvent misappropriation, particularly in
foreign countries where the laws may not protectpaprietary rights as fully as do the laws of twited States.

We note that there has been increasing litigatiathé biopharmaceutical industry with respect ®rnhanufacture and sale of new therapeutic compouflds validity and breadth of
claims in biotechnology patents may involve comgleotual and legal issues, for which no consispaticy exists. In particular, the patent protectavailable for protein-based drugs, such as
IPLEX™ and rhIGFBP-3, is highly uncertain and inue$ issues relating to the scope of protectiorafits to gene sequences and the production of tbeiesponding proteins.

In some cases, litigation or other proceedings beapecessary to enforce our patents or protedtrmaw-how or other intellectual property rights. yAadditional potential litigation is
likely to result in a substantial cost to us ardiersion of our resources. We cannot be sureahgiof our patents will ultimately be held validn adverse outcome in any litigation or
proceeding could subject us to significant liapilit

Third Party Patents

Third parties hold U.S. and foreign patents pogsililected to the composition, production and uséati5F-1, rhiIGFBP-3, IPLEX™ and recombinant proegenerally. We are not
aware of any patents though, that would pose ataclesto INSMED'’s potential commercialization pldns IPLEX™ or rhIGFBP-3, if we decided to do s@/e can provide no assurance,
however, that a third party would not assert ar@owtposition in the future, for instance in thentext of an infringement action. Likewise, we cahpredict with certainty the outcome of such a
proceeding. In the event of a successful claimrsgas for infringement or misappropriation othérd party’s proprietary rights, we may be requited

« pay damages, including up to treble damages andtttez party’s attorneys’ fees, which may be sulits

cease the development, manufacture, marketing @ed$ products that infringe the proprietary rgibf others;

expend significant resources to redesign our prosiuthat it does not infringe the proprietary tgbf others;

develop or acquire non-infringing proprietary righivhich may not be possible and would requiretéaithil clinical trials and regulatory approvals;

redesign our product to avoid infringing on thirarfy proprietary rights, which may result in sigeéint regulatory delays associated with conducéidditional clinical trials or other steps
obtain regulatory approval; at

obtain one or more licenses from third partiestfierinfringed proprietary rights, which may notdailable to us on acceptable terms or at all.
Furthermore, litigation with any third party, eviéthe allegations are without merit, would likéde expensive and time-consuming and divert ountitte.

Any conclusions regarding non-infringement and liniy are based in part on a review of publiclyadable databases and other information. There Ineapformation not available to
us or otherwise not reviewed by us that might cleamgr conclusions. Moreover, the scope and vglafipatent claims are determined based on martyg & circumstances, and in a litigation,
a court may reach a different conclusion on anggipatent claim than the conclusions that we heaehed.

In 2007, we settled patent infringement litigatlmought against us by Tercica and Genentech. Axp#he settlement agreement, we entered intorssént Judgment and Permanent
Injunction in the United States District Court tbe Northern District of California. If our setthent agreement with Tercica and Genentech is teih the Consent Judgment and Permanent
Injunction against us will survive termination, whiwould have a material adverse effect on oumuass, financial condition and results of operations

COMPETITION

We are engaged in an industry that is intenselypsiitive and characterized by rapid technologicabpess. For our product candidates, we faceféigni competition from
biotechnology, large pharmaceutical and other cangsa universities and research institutions. Mdshese companies and institutions have subsingreater capital resources, research and
development staffs, facilities and experience indueting clinical studies and obtaining regulatapprovals. In addition, many of these companie® lyggeater experience and expertise than we
do in manufacturing and marketing pharmaceuticatipcts.

We cannot predict the relative competitive positidour product candidates if they are approvedif®. However, we expect that the following fastwill determine our ability to
compete effectively: safety, efficacy, product priease of administration and marketing and salpatility.

In the proprietary protein area, we are aware wéis® pharmaceutical companies that are develoghings in various forms of muscular dystrophy inahgdPTC Therapeutics, Asklepi
Biopharmaceutical Inc., Wyeth and Schering-Plougly/Rharmaceutical, AVI Biopharma, Cephalon and 3gane, however, we believe that IPLEX™ is the allyg that is in development for
the treatment of MMD. We are also aware that rhlilGias been shown in a small clinical study to heogtive effects in patients with MMD and that &iflipine, Coenzyme Q10, DHEA-S and
low dose Metformin have all been investigated far treatment of MMD, however we are unaware offanyal development programs to pursue this indiazafor these drugs.

Many companies are pursuing the development ofymtsdor the treatment of cancer. Our competitockide multinational pharmaceutical companiescigeed biotechnology firms,
universities and other research institutions. éltph we are unaware of any companies developirgRBP-3 for cancer, we are aware of companies waaaveloping products that are
intended to target the same IGF-1 pathway targeyd®ilSM-18 and rhIGFBP-3. These companies includ€lone, Amgen, OSI Pharmaceuticals, Bristol Mey®&gsiibb and Genentech.

It is possible that there are other companies piiiducts currently in development or that existlee market that may compete directly with IPLEX™SIM-18 and rhIGFBP-3.

In connection with the sale of our FOB platformMerck in March 2009, we agreed not to compete ctliyer indirectly, in the U.S. with Merck in thaibiness of developing, marketing
or manufacturing the FOB products or product caatgisl we sold to Merck for a period of five yeargibeing March 31, 2009.



GOVERNMENT REGULATION

Government authorities in the United States andratbuntries extensively regulate the researcheldement, testing, manufacture, promotion, markeéind distribution of drug
products. Drugs are subject to rigorous regulaipihe FDA and similar regulatory bodies in otheuntries. If we do not comply with applicable ueg@ments, we may be fined, the governn
may refuse to approve our marketing applicationallorv us to manufacture or market our products, @e may be criminally prosecuted.

We and our manufacturers may also be subject tdaggns under other federal, state, and local Jameduding the Occupational Safety and Health Awg, Environmental Protection
Act, the Clean Air Act and import, export and cusgoregulations.

PROPRIETARY PROTEIN PLATFORM
FDA Approval Process

The steps ordinarily required before a new drug taynarketed in the United States are similarépstequired in many other countries. The procemsired by the FDA before a new
drug may be marketed in the United States generallylves the following: completion of precliniciaboratory testing, submission of an Investigatidwew Drug Application, or IND, which
must become effective before human clinical studiay begin, performance of adequate and well-cattttuman clinical studies to establish the saéetyt efficacy of the proposed drug for its
intended use and submission and approval of a Neag Bpplication, or NDA, by the FDA.

Preclinical tests include laboratory evaluatiopafduct chemistry and stability, as well as anistatlies to evaluate toxicity before a drug is adstémed to human subjects. The results
of preclinical testing are submitted to the FDApast of an IND. The FDA requires a 30-day waitpegiod after the submission of each IND before teigig clinical tests in humans. At any
time during this 30-day period or at any time tladéter, the FDA may order the partial, temporarpermanent discontinuation of a clinical trial omiose other sanctions if the FDA believes that
the clinical trial is not being conducted in acamde with FDA requirements or presents an unacbkptisk to the clinical trial patients. Clinicstudies must be conducted in accordance with
the FDA's good clinical practices requirements. The INBcpess may become extremely costly and substandely development of our products. Moreover, fpasiesults of preclinical tes
are not necessarily indicative of similar resuitglinical trials.

Clinical studies to support NDA approval are tyflicaonducted in three sequential phases, but t@s@s may overlap. In Phase | clinical studiesptioduct is tested in a small number
of patients or healthy volunteers, primarily fofefg at one or more doses and to assess pharmatickin In Phase Il clinical studies, in additiorsafety, the sponsor evaluates the efficacy o
product on targeted indications, identifies posdmverse effects and safety risks in a patientjatipn, and assesses dose tolerance and optirealrdoge. If a compound is found to be
potentially effective and to have an acceptabletgairofile in Phase Il studies, Phase IlI studéso referred to as “pivotal studies,” are undexta Phase Ill clinical studies typically involve
testing for safety and clinical efficacy in an emgad patient population at geographically-dispestady sites.

After completion of the required clinical testirag) NDA is submitted. An NDA contains the resultshe preclinical and clinical studies, togethethyamong other things, detailed
information on the manufacture and compositiorhefproduct and proposed labeling, including paynoéatuser fee. The FDA may request additionalrimation before accepting an NDA for
filing, in which case the application must be rasitted with the additional information. During itsview of an NDA, the FDA may refer the applicatio an appropriate advisory committee for
review, evaluation and recommendation as to whetieeapplication should be approved. The FDA ishuaind by the recommendation of an advisory comemit

Under the policies agreed to by the FDA under ttesétiption Drug User Fee Act, or the PDUFA, theAHIas ten months in which to complete its initeview of a standard NDA and
respond to the applicant, and six months to imjtisdview and respond to a priority NDA. Stand&H0A status or priority NDA status are based on saviactors identified by the FDA
including for example, whether the drug producapproved, would be a significant improvement coragdo marketed products in the treatment, diagnosiprevention of a disease. The
review process and the PDUFA goal date may be detbby three months if the FDA requests, or the NdpAnsor otherwise submits, a major amendment icomgaadditional information or
clarification regarding information already provitle the submission within the last three monththefPDUFA goal date.

If the FDA's evaluations of the NDA and the clinligaad manufacturing procedures and facilities am®fable, the FDA may issue either an approvaieit an approvable letter, which
contains the conditions that must be met in ordesecure final approval of the NDA. If and whengé conditions have been met to the FDA's satigfacthe FDA will issue an approval letter,
authorizing commercial marketing of the drug fortam approved indications. In addition, an appidetter may contain various post-marketing commeitts or agreements, which are often
referred to as Phase IV studies. If the FDA's eatibn of the NDA submission and the clinical ananufacturing procedures and facilities is not fabde, the FDA may refuse to approve the
NDA by issuing a complete response let

The manufacturers of approved products and theiuiaaturing facilities are subject to continualiesv and periodic inspections. Because we intermbtdract with third parties for
manufacturing of these products, our control of ptamce with FDA requirements may be incomplete addition, identification of certain side effecisthe occurrence of manufacturing
problems after any of our drugs are on the marteldccause subsequent product recall, discontirejasrowithdrawal of approval, reformulation of ttheig, additional preclinical testing or
clinical studies and labeling changes.

The FDA’s policies may change, and additional governmeqilations may be enacted that could prevent orydelgulatory approval for our products. We carpretict the likelihooc
nature or extent of adverse governmental regulatiahmight arise from future legislative or admstmative action, either in the United States ooabr

The Hatch-Waxman Act

The Drug Price Competition and Patent Term Restordict of 1984, or Hatch-Waxman Act, amended thddfal Food, Drug, and Cosmetic Act (the “FDCAUnder the Hatch-
Waxman Act, newly-approved drugs and indicationy tmenefit from a statutory period of non-patent keting exclusivity. The Hatch-Waxman Act provida® year marketing exclusivity to
the first applicant to gain approval of an NDA fonew chemical entity, meaning that the FDA haspnetiously approved any other new drug containitegsame active moiety. However, in
the case of a combination drug containing a newnite entity and a non-new chemical entity, fivauyexclusivity does not attach to the new chenecdity. The Hatch-Waxman Act prohibits
the submission of an Abbreviated NDA, or ANDA, fogeneric drug, or a Section 505(b)(2) NDA for &eotversion of such drug during the five year esidle period. However, the submiss
of an ANDA or Section 505(b)(2) NDA containing arg@graph IV certification claiming that a patentdid in the FDA’s Approved Drug Products with Thezafic Equivalence Evaluations, or
Orange Book, for the drug is invalid or will not lnéringed by the manufacture, use or sale of tw product is permitted after four years. The sigsian of a paragraph IV certification may
trigger a 30-month stay of approval of the ANDAS#ction 505(b)(2) NDA. Protection under Hatch-Waxmwvill not prevent the submission or approval wdther full NDA; however, the
applicant would be required to conduct its own finézal and adequate and well-controlled clinickidies to demonstrate safety and effectivenes® Haich-Waxman Act also provides three
years of marketing exclusivity for the approvahefv and supplemental NDAs, for, among other thingsy indications, dosage forms, or strengths abasting drug, if new clinical
investigations that were conducted or sponsoretthéypplicant are essential to the approval oftgication.

IPLEX™ is currently protected by a seven year peoborphan drug exclusivity for the treatmensefiere primary IGF-1 deficiency, which preventsFgA from approving another
marketing application for the same drug for the s@amdication, except in the limited circumstancesatibed below. In addition, the FDA’s Orange Bpolklication lists two patents covering
IPLEX™ to which a generic applicant must certify.

Orphan Drug Designation and Exclusivity

Some jurisdictions, including the European Uniod #re United States, may designate drugs for velgtismall patient populations as orphan drugse FBA grants orphan drug
designation to drugs intended to treat a rare diseacondition that affects fewer than 200,000viddals in the United States or more than 200,@@ddviduals in the United States and for which
there is no reasonable expectation that the cadéwdloping and making available in the United &tat drug for this type of disease or conditior nél recovered from sales in the United States
for that drug. In the United States, orphan dragighation must be requested before submittingoptication for marketing approval. Orphan drugigeation does not convey any advantagt
or shorten the duration of, the regulatory reviexd approval process. If a product that has orghiag designation subsequently receives the firsh BPproval for the indication for which it has
such designation, the product is entitled to orpihary exclusivity, which means the FDA may not awerany other application to market the same doughfe same indication for a period of
seven years, except in limited circumstances, ssch showing of clinical superiority (superior eéfty, safety, or a major contribution to patienegao the product with orphan drug
exclusivity. Also, competitors may receive appiafadifferent drugs or biologics for the indicati® for which the orphan drug has exclusivity.

We have received orphan designation for IPLEX ™tlfer treatment of MMD. We could, but are curremtty planning to, file for orphan drug designati®hEX™ for other indication
that meet the criteria for orphan drug designasind for which IPLEX™ appears to be a promisingtmemt. If a filing is made and the FDA designatesdrug and approves a marketing
application, or approves marketing applicationsarralirrent designations, we would be granted sgears of orphan drug exclusivity for the drug foe designated indication. Obtaining FDA
approval to market a product with orphan drug esigity may not provide us with a material commekeidvantage.

Under European Union medicine laws, the criteriadiesignation as an “orphan medicine” are similatrdomewhat different from those in the United &atA drug is designated as an
orphan drug if the sponsor can establish that thg i intended for a life-threatening or chroniigalebilitating condition affecting no more thandiin 10,000 persons in the European Union or
that is unlikely to be profitable, and if therenis approved satisfactory treatment or if the drugih be a significant benefit to those persons withcondition. Orphan medicines are entitle



ten years of market exclusivity, except under c¢etimited circumstances comparable to United Stéde. During this period of market exclusivityy fsimilar” product, whether or not
supported by full safety and efficacy data, willdgproved unless a second applicant can estabbslits product is safer, more effective or othemglinically superior. This period may be
reduced to six years if the conditions that orihinpustified orphan drug designation change orspensor makes excessive profits. While we havaiodd orphan medicine designation in the
European Union for IPLEX™ for the treatment of extie insulin resistance, we have no plans to deuBlbRX™ for such treatment.

Other Regulatory Requirements

We may also be subject to a number of post-appmeepllatory requirements. If we seek to make aehanges to an approved product, such as progotitabeling a product for a
new indication, making certain manufacturing changeproduct enhancements or adding labeling claiwaswill need FDA review and approval before thamge can be implemented. While
physicians may use products for indications thaehsot been approved by the FDA, we may not labgkomote the product for an indication that hasbeen approved. Securing FDA apprc
for new indications or product enhancements andpime cases, for manufacturing and labeling claisngenerally a timeonsuming and expensive process that may requit@ enduct clinice
studies under the FDA'’s IND regulations. Evenui€ls studies are conducted, the FDA may not appaoyechange in a timely fashion, or at all. In éiddi, adverse experiences associated with
use of the products must be reported to the FDA,RIDA rules govern how we can label, advertisetbewise commercialize our products.

Outside the United States, our ability to markebdpicts also depends on receiving marketing aitiions from the appropriate regulatory authositi§ he requirements governing the
conduct of clinical studies and marketing authdir@avary widely from country to country. The faga regulatory approval process includes risks Isinto those associated with FDA approval
described above.

EMPLOYEES
At December 31, 2009, we had 15 employees, inctudiexecutives, 8 in regulatory and clinical, and finance and administration.

On June 15, 2009, our President, Chief Executife@fand Chairman of the Board, Geoffrey Allan,[Phresigned his positions due to a health coowlitiDr. Allan had held these
positions since the company’s creation in 1999. NAkee not filled the positions of President andeCEixecutive officer, but Mel Sharoky, a directbecame Chairman of the Board.

Our success depends in large measure on our abilitract and retain capable executive officeud lsighly skilled employees who are in great demaNdne of our employees are
represented by a labor union and we believe thatedations with our employees are generally good.

Available Information

We file electronically with the U.S. Securities aBdchange Commission, or SEC, our annual reporSoom 10-K, quarterly reports on Form 10-Q, curm&mtorts on Form 8-K, and
amendments to those reports filed or furnishedyansto Section 13(a) or 15(d) of the Securitiestzxge Act of 1934. We make available on our welsihttp://www.insmed.com, free of
charge, copies of these reports as soon as redgqmabticable after filing these reports with,farnishing them to, the SEC.

ITEM 1A. RISK FACTORS

Our operating results and financial condition haxagied in the past and may in the future vary sigantly depending on a number of factors. Exdepthe historical information in
this report, the matters contained in this repaertlude forward-looking statements that involve siskid uncertainties. The following factors, ametigers, could cause actual results to differ
materially from those contained in forward-lookistements made in this report and presented elsenly management from time to time. Such factmn®ng others, may have a material
adverse effect upon our business, results of ojperaend financial condition.

You should consider carefully the following risktfars, together with all of the other informatiarciuded in this annual report on Form 10-K. Eadhhese risk factors could adversely
affect our business, operating results and finahcomdition, as well as adversely affect the valfian investment in our common stock.

We have a history of operating losses and an exggch that we will generate operating losses foetforeseeable future, we may not achieve profitapifor some time, if at all.

We are a biopharmaceutical company with expertiggotein recombinant drug development. We hagaried losses each previous year of operation 286D with the sale of our
manufacturing facility and other FOB assets to MerdVe expect to continue incurring operating &ssfr the foreseeable future. The process ofldpiey and commercializing our products
requires significant pre-clinical testing and diiali trials as well as regulatory approvals for caneralization and marketing before we are alloweedegin product sales. In addition,
commercialization of our drug candidates would fegjus to establish a sales and marketing orgaaizand contractual relationships to enable produatufacturing and other related
activities. We expect that our activities, togetiwith our general and administrative expensed,agihtinue to result in substantial operating lssfee the foreseeable future. As of December 31,
2009, our accumulated deficit was $230 millionor Ehe year ended December 31, 2009, our only gprofitability, our consolidated net profit wag #8 million, which was primarily the result
of the sale of our FOB platform to Merck.

We may be unable to use our net operating losses.
We have substantial tax loss carryforwarddf@. federal income tax purposes. Our abilityse such carryforwards to offset future incomeaarliability is limited under section 382
of the Internal Revenue Code of 1986, as amen@éwinges in the ownership of our stock, includirasthresulting from the issuance of shares of ommgon stock upon exercise of outstanding

warrants or in connection with a transaction thmatld result from our Strategic Review Process, finaher limit or eliminate our ability to use ouetoperating losses.

We may issue shares of our common stock and preférstock to complete a business combination, whictuld reduce the equity interest of our stockholdeand likely cause a change in
control of our ownership.

Our amended and restated articles of incotjmorauthorize the issuance of up to 500 millioarsls of common stock and 200 million shares ofgurel stock. We currently have 362
million authorized but unissued shares of our comstock available for issuance (after appropriagervation for the issuance of shares upon fulleése of our outstanding warrants, options
and convertible debt) and all of the 200 milliomgds of preferred stock available for issuanceh@igh we currently have no commitments to issueseaurities, we will, in all likelihood, issue
a substantial number of additional shares of oarroon stock or preferred stock, or a combinationarfimon and preferred stock, to complete a busic@sdbination or other transaction in
connection with our Strategic Review Process, wiimhld result in a change in control and also srésignation or removal of some or all of our prefficers and directors.

The Italian Health Authority may refuse to pay fdPLEX™ used by patients in Italy under our Expandeficcess Program, which could have a material adeeesfect on our business,
financial condition and results of operation:

At present the Italian Health Authority approvelsdalig payments for IPLEX™ used by Italian patientth ALS in Italy as part of our Expanded Accesed?am. Should the Italian
Health Authority decide to stop approving IPLEX™ f&LS it would significantly impact our ongoing ¢aposition.

We have not completed the research and developratge of any of our product candidates and are anmtly not spending material amounts on such resgaand development. If we are
unable to successfully commercialize our produdtswill materially adversely affect our businessnéncial condition and results of operations.

Our long-term viability and growth depend on thecassful commercialization of products which leadetvenue and profits. Pharmaceutical productldeweent is an expensive, high risk,
lengthy, complicated, resource intensive procés@rder to succeed, among other things, we musbleto:

« identify potential drug product candidates;

« design and conduct appropriate laboratory, presdirand other research;

« submit for and receive regulatory approval to perfalinical studies;

« design and conduct appropriate preclinical andadirstudies according to good laboratory and gdodcal practices;

select and recruit clinical investigators;



select and recruit subjects for our studies;

collect, analyze and correctly interpret the davanfour studies;

submit for and receive regulatory approvals forke&ing; and

manufacture the drug product candidates accordingGMP.

The development program with respect to any givedyct will take many years and thus delay ourighib generate profits. In addition, potentiabgucts that appear promising at
early stages of development may fail for a numtieeasons, including the possibility that the pradunay require significant additional testingmtout to be unsafe, ineffective, too difficult
or expensive to develop or manufacture, too diffituadminister, or unstable.

In order to conduct the development programs fermpaducts we must, among other things, be abseitaessfully:

« raise sufficient money and pay for the developnadtihe products
« attract and retain appropriate personnel; and
« develop relationships with other companies to penfearious development activities that we are uaablperform.

Even if we are successful in developing and obtgjsipproval for our product candidates, there arearous circumstances that could prevent the ssitdeommercialization of the
products such as:

the regulatory approvals of our products are delayrewe are required to conduct further researchdmvelopment of our products prior to receivingulatory approval;

we are unable to build a sales and marketing gtowpiccessfully launch and sell our products;

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

we are required to allocate available funds tgdition matters;

we are unable to manufacture the quantity of prodeeded in accordance with current good manufaciyractices to meet market demand, or at all;

our product is determined to be ineffective or degallowing approval and is removed from the marewe are required to perform additional reseacti development to further prove
safety and effectiveness of the product befo-entry into the marke

competition from other products or technologiesvprits or reduces market acceptance of our products;

we do not have and cannot obtain the intellectuaberty rights needed to manufacture or markefpooducts without infringing on another company’ sgues;

we are unsuccessful in defending against pateringgment claims being brought against us our prtdar technologies; or

we are unable to obtain reimbursement for our pcodusuch reimbursement may be less than is negessproduce a reasonable profit.

To generate any growth, we would need to commeézeiahore than one product, which we currently haeglans to do. We may not be able to identify aoguire complementary
products, businesses or technologies and if aadjoirdicensed, they might not improve our businésancial condition or results of operations. Tasure to successfully acquire, develop and
commercialize products will adversely affect ousibess, financial condition and results of operatio

If we fail to meet the continued listing requireménof the NASDAQ Capital Market in the future, oldommon stock may be delisted from the NASDAQ CdpMarket which may cause th
value of an investment in our common stock to subigtally decrease.

We may be unable to meet the continued listingireqents of the NASDAQ Capital Market in the futurBo maintain the listing of our common stock be NASDAQ Capital Marke
we are required, among other things, to maintaiaily closing bid price per share of $1.00 (the fiMium Bid Price Requirement”). By letter dated ®epber 15, 2009, we were notified by the
NASDAQ Listing Qualification Staff (th“Staff") that the bid price for our common stockchelosed below $1.00 per share for the previous@®ecutive business days and that in accordance
with NASDAQ marketplace rules, we were granted @-t8lendar day period, or through March 15, 20a0egain compliance with the Minimum Bid Price Regment. As of March 2, 2010,
our common stock meets the Minimum Bid Price Remuent for ten consecutive trading days and bgretated March 3, 2010, NASDAQ notified us thatweze in compliance with this
requirement and that the panel had determinedntireee listing of our common stock. If we failneeet the Minimum Bid Price Requirement in the fatuour common stock may be delisted
from the NASDAQ Capital Market. If a delisting frothe NASDAQ Capital Market were to occur, our Coom&tock would be eligible, upon the applicatioraoharket maker, to trade on the
OTC Bulletin Board or in the “pink sheets.” Thedemative markets are generally considered taebs éfficient than, and not as broad as, the NAS@AQital Market or the NASDAQ Global
Market. Therefore, delisting of our common stoani the NASDAQ Capital Market could adversely affére trading price of our common stock and coirtdtlthe liquidity of our common
stock and therefore could cause the value of agsimrent in our common stock to decrease. In adgiif we fail to meet the Minimum Bid Price Recgrinent in the future we may be require
implement a reverse stock split in order for owarsls of common stock to remain listed on the NASD@#pital Market, which could have a material adeeaffect on our stock price. On March
5, 2010 we announced that we had regained comeliaitt NASDAQ.

If our products fail in pre-clinical or clinical trials or if we cannot enrollenough patients to complete our clinical trials, i failure may adversely affect our business, firaal condition and
results of operations.

In order to sell our products, we must receive laipuy approval. Before obtaining regulatory apis for the commercial sale of any of our productder development, we must
demonstrate through pre-clinical studies and dihidals that the product is safe and effectiveuse in each target indication. In addition, thsults from pre-clinical testing and early clidica
trials may not be predictive of results obtainedaier clinical trials. There can be no assuraheg¢ our clinical trials will demonstrate sufficiesafety and effectiveness to obtain regulatory
approvals for our products still in developmentnémber of companies in the biotechnology and phaeutical industries have suffered significant aeltls in late stage clinical trials even after
promising results in early stage development.ulfdevelopmental products fail in pre-clinical dinical trials, it will have an adverse effect oardusiness, financial condition and results of
operations.

The completion rate of clinical studies of our pwot is dependent on, among other factors, themagnrollment rate. Patient enroliment is a fiomcof many factors, including:

« investigator identification and recruitment;
« regulatory approvals to initiate study sites;

« patient population size;

« the nature of the protocol to be used in the trial;



« patient proximity to clinical sites;
« eligibility criteria for the study; and
« competition from other companies’ clinical studiesthe same patient population.

We believe our procedures for enrolling patientgehlaeen appropriate; however, delays in patierdgliEnent would increase costs and delay ultimaterencialization and sales, if any,
of our products. Such delays could materially asely affect our business, financial condition aesults of operations.

We may be required to conduct broad, long-term @l trials to address concerns that the long-tetme of one of our leading products, IPLEX™, in brdar chronic indications might
increase the risk of diabetic retinopathy. This manaterially adversely affect our business, finaatcondition and results of operations.

In previously published clinical trials of rhiIGF-doncerns were raised that long-term use of rhiGRight lead to an increased incidence and/or sgvefiretinopathy, a disease of new
blood vessel growth in the eye which results irs loSvision. Because IPLEX™tontains rhIGF-I, the FDA may require us to condaretad, long-term clinical trials to address thesecerns
prior to receiving FDA approval for broad chronidlications such as diabetes. These clinical twalsld be expensive and could delay any commereiatin of IPLEX™ for these broader
chronic indications. Adverse results in thesdgrimuld prevent commercialization of IPLEX™br broad chronic indications or could jeopardizéseng development in other indications.

We cannot be certain that we will obtain regulatoapprovals in the United States, European Unionather countries. The failure to obtain such appralé may materially adversely affect
our business, financial condition and results of emations.

We are required to obtain various regulatory apal®yprior to studying our products in humans amhthgain before we market and distribute our prisduthe regulatory review and
approval process required to perform a clinicatlgtin both the United States and European Unioludes evaluation of preclinical studies and clihtadies, as well as the evaluation of our
manufacturing process. This process is complexjtley, expensive, resource intensive and uncertagcuring regulatory approval to market our préslatso requires the submission of
extensive preclinical and clinical data, manufaainformation regarding the process and facilityientific data characterizing our product andeofupporting data to the regulatory authorities
in order to establish its safety and effectiveneBsis process is also complex, lengthy, expensasgurce intensive and uncertain. We have limgtggerience in filing and pursuing applications
necessary to gain these regulatory approvals.

Data submitted to the regulators is subject to ingrinterpretations that could delay, limit or peew regulatory agency approval. We may also ernteowelays or rejections based on
changes in regulatory agency policies during théopen which we develop a product and the perieguired for review of any application for regulatagency approval of a particular
product. Delays in obtaining regulatory agencyrapals could adversely affect the development aadketing of any drugs that we or our collaborapregtners develop. Such delays could
impose costly procedures on our collaborative gastror our activities, diminish any competitivevadtages that our collaborative partners or we attajin and adversely affect our ability to
receive royalties, any of which could materiallwarsely affect our business, financial conditiod a@sults of operations.

In order to market our products outside of the ethiStates and European Union, our collaborativenpes and we must comply with numerous and varyegglatory requirements of
other countries. The approval procedures vary antonintries and can involve additional productingsand administrative review periods. The timguieed to obtain approval in these other
territories might differ from that required to olt& DA or European Agency for the Evaluation of Negdal Products, or EMEA, approval. The regulatapproval process in these other
territories includes at least all of the risks asat@d with obtaining FDA and EMEA approval detdibove. Approval by the FDA or the EMEA does nuéwge approval by the regulatory
authorities of other countries. The failure toabtsuch approvals may materially adversely aféectbusiness, financial condition and results afraions.

We may not have or be able to obtain sufficient equities of our products to meet our supply and dtal studies obligations and our business, finant@ndition and results of operation mz
be adversely affected.

The transfer of the Boulder facility to Merck inretection with the sale of our FOB platform elimie@iur internal IPLEX™ production capability. Welieve, however, that we have
sufficient inventory of IPLEX™ to support our onggi ALS EAP in the U.S. and Europe into approximateld-2011. Any requirements for IPLEX™ beyondttbaany significant increase in
demand beyond our current commitments in the AefI§ will require that we identify a Contract Maaaturing Organization or CMO to produce the neagsS8LEX™ to meet the
demand. We are not pursuing any third party masufang arrangement at this time, but if we chasdd so, we estimate that the tech transfer of BLEX™ production process could take 12
to 18 months once a CMO has been identified.

We could, but have no plans to, manufacture rhiIGBR#nical drug substance and INSM-18 with contraanufacturers.In addition, we utilize contract manufacturers sterile
filtering, filling, finishing, labeling and analydal testing.

The number of contract manufacturers with the etigeand facilities to manufacture our productinisted and it would take a significant amount imfi¢ and resources to arrange for
alternative manufacturers. Even if we were to faltérnative manufacturers, the prices they chargg not be commercially reasonable or may onlylide ® provide our products in a quantity
that is less than our needs. Furthermore, if veglrie change to other contract manufacturers, wddwalso need to transfer to these new manufactaned validate the processes and analytical
methods necessary for the production and testimyioproducts. Any of these factors could leailjathe delay or suspension of clinical studiegutatory submissions and regulatory appro\
(2) higher costs of production, or (3) inability¢commercialize our products.

The facilities of contract manufacturers must ugdenspections by the FDA and the EMEA for compiianvith cGMP regulations. In the event these ifé&sl do not continue to
receive satisfactory cGMP inspections for the maaufre and testing of our products, we may neddrtd additional modifications to our manufacturimgtesting processes, conduct additional
validation studies, or find alternative manufaatgrand testing facilities, any of which would resnlsignificant cost to us as well as a significdalay of up to several years in the development
of our products. In addition, the facilities ofyacontract manufacturer we may utilize, will be gdb to ongoing periodic inspection by the FDA, EldEA and other foreign agencies for
compliance with cGMP regulations and similar foregjandards. We have limited control over contna@hufacturers' compliance with these regulationtsstandards which could limit our
production of final drug product.

Our supply of IPLEX™ will be exhausted approximgtedid-2011. At that time, our revenues from theFEiA Italy for cost recovery will end and, unless execute an income
generating transaction as a result of our Strategidew Process, we will have no material sourdesperating revenue.

If our products fail to achieve market acceptanacerfany reason, such failure may materially advengelffect our business, financial condition and relsi of operations
There can be no assurance that any of our prodinctidates, if approved for marketing, will achiemarket acceptance. If our product candidates, appeoved, do not receive market
acceptance for any reason, it will adversely aftestbusiness, financial condition and resultspérations. The degree of market acceptance oflargs we develop will depend on a number of
factors, including:
« the establishment and demonstration in the medaamunity of the clinical efficacy and safety ofrguoducts;
« our products’ potential advantages over existing fature treatment methods;
« the price of our products; and
« reimbursement policies of government and thirdyppeyers, including hospitals and insurance comgsani
For example, even after we obtain regulatory apgirtivsell our products, physicians and healthpageers could conclude that our products are netaadl effective and physicians
could choose not to use them to treat patients:. cOmpetitors may also develop new technologigsreducts which are more effective or less costiythat seem more cost-effective than our

products.

In addition, legislation and regulations affectihg pricing of pharmaceuticals may change in waly®ese to us. While we cannot predict the likeliti@f any legislative or regulatory
proposals, if the government or an agency adoptis ptoposals, they could materially adversely aféer business, financial condition and resultspérations.

We are dependent upon retaining and attracting kegrsonnel and others, the loss of which could maadly adversely affect our business, financial coitidn and results of operations.



We depend highly on the principal members of oiergific and management staff, the loss of whoseises might significantly delay or prevent the isfement of research,
development or business objectives and would nalgadversely affect our business, financial ctindiand results of operations. Our success depémdarge part, on our ability to attract and
retain qualified management, scientific and medpeabkonnel, and on our ability to develop and na@mimportant relationships with commercial partyéeading research institutions and key
distributors. We face intense competition for spehsonnel and relationships. We cannot assutevihavill attract and retain such persons or mansach relationships.

We expect that our potential expansion into areasaativities requiring additional expertise, sashfurther clinical trials, governmental approvatgnufacturing, sales, marketing and
distribution will place additional requirements oar management, operational and financial resouréés expect these demands will require an increas®mnagement and scientific personnel
and the development of additional expertise bytexdsmanagement personnel. The failure to atmadtretain such personnel or to develop such dgperould materially adversely affect our
business, financial condition and results of operat

We do not currently have a President and Chief Btkee Officer and are not currently searching foeoas we are currently focusing on the Strategiid®v Process. This may hinder
the organic growth of the company in the short term
We rely on collaborative relationships for our suess. If we are unable to form these relationshipsould materially adversely impact our busine$mancial condition and results of
operations.

We currently rely and may in the future rely onuarber of significant collaborative relationships iiatellectual property rights, research fundingmafacturing, analytical services,
preclinical development, clinical development aatés and marketing. For example, almost all ofadimical trial work is done in collaboration witltademic institutions and we have licensed

intellectual property to permit the developmentnofacture and commercialization of our productglidce on collaborative relationships poses a rarmobrisks, including the following:

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

disputes may arise in the future with respect éod¥wnership of rights to technology developed wittensed to or licensed from corporate partners;

disagreements with corporate partners could résutiss of intellectual property rights, delay errinate the research, development or commercimizaf product candidates or resul
litigation or arbitration

contracts with our corporate partners may failtovjzle sufficient protection of our intellectualogperty;

we may have difficulty enforcing the contracts iifeoof these partners fails to perform;

corporate partners have considerable discreticgldoting whether to pursue the development of afdit@nal products and may pursue technologiesrodycts either on their own or
collaboration with our competitors; ai

corporate partners with marketing rights may chdos#evote fewer resources to the marketing ofpsaducts than they do to products of their own tgwaent.

Given these risks, a great deal of uncertaintytexeggarding the success of any current and fudnitaborative efforts. Failure of these effortsitbdelay, impair or prevent the
development and commercialization of our produots adversely affect our business, financial condifind results of operations.
Our growth depends on acquiring complementary bussses or technologies that may not be availablefayailable and purchased or licensed, might riotprove our business, financial
condition or results of operations.

As part of our business strategy, we expect toymieequisitions and could also in-license new petsland technologies. Nonetheless, we cannotagsurthat we will identify
suitable acquisitions or products or that we caker®ich acquisitions or enter into such license@gents on acceptable terms. If we acquire busgsethose businesses may require subst
capital, and we cannot provide assurance that capital will be available in sufficient amountstbat financing will be available in amounts andterms that we deem acceptable. Furthermore,
the integration of acquired businesses may resulhforeseen difficulties that require a disprojporate amount of management’s attention and oweratssources. Finally, we cannot provide
assurance that we will achieve productive syneraiesefficiencies from these acquisitions.

We could conduct proprietary development progrartls eollaborators, and any conflicts with them @bhlrm our business, financial condition and resefitoperations. We could
enter into collaborative relationships which woirdolve our collaborators conducting proprietaryelepment programs. Any conflict with our collabtors could reduce our ability to obtain
future collaboration agreements and negativelyarite our relationship with existing collaboratevbjch could reduce our revenues and have an agleéiesct on our business, financial
condition and results of operations. Moreoveragisements with our collaborators could develop ogéts to our intellectual property.

Certain of our collaborators could also be or bee@wmpetitors. Our collaborators could harm oedpct development efforts by:

« developing competing products;

« precluding us from entering into collaborationshntiteir competitors;

« failing to obtain regulatory approvals;

« terminating their agreements with us prematurely; o

« failing to devote sufficient resources to the depehent and commercialization of products.

We may need additional funds in the future to camtie our operations, but we face uncertainties wittspect to our access to capital that could matyiadversely impact our business,
financial condition and results of operation:

We may require additional future capital in ordeatquire complementary businesses or technologgmtinue our research and development activites of December 31, 2009, we
had $124 million of cash and investments on hafeat amount may not be sufficient to meet the edpiquirements of any business activity that wg generate as a result of our Strategic
Review Process.Our future capital requirements will depend on méagjors, including factors associated with:

« research and development, including, among otkerst preclinical testing and clinical studies,

process development;

obtaining marketing, sales and distribution captsl;

obtaining regulatory approvals;

retaining employees and consultants;

filing and prosecuting patent applications and esifg patent claims;

establishing strategic alliances;

manufacturing; and



« potential future litigation.

We may also need to spend more money than currexplgcted because we may further change or aligravelopment plans, acquire additional drugsreg éandidates or we may
misjudge our costs. We have no committed sourteapital and do not know whether additional finiagcwill be available when needed, or, if availgliteat the terms will be favorable. There
can be no assurance that our cash reserves togéthemy subsequent funding will satisfy our capiequirements. The failure to satisfy our cdpiguirements will adversely affect our
business, financial condition and results of openst

We may seek additional funding through stratediardes, private or public sales of our securitieficensing all or a portion of our technologyuch funding may significantly dilute
existing shareholders or may limit our rights ta ourrently developing technology. There can bessurance, however, that we can obtain additfomaling on reasonable terms, or at all. If
we cannot obtain adequate funds, we may need nifis@ntly curtail our product development prograamsl relinquish rights to our technologies or dcagdidates. This may adversely affect
our business, financial condition and results afragions.

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

Our success will depend in part on our ability ldain patent protection for our products, prevéirttparties from infringing on our patents, anttam from infringing on the patents of
others, both domestically and internationally.

Our patent positions are highly uncertain, andfamyre patents we receive for our potential progweitl be subject to this uncertainty, which mayexsely affect our business, financial
condition and results of operations. We intenddtively pursue patent protection for products ltesy from our research and development activitiest have significant potential commercial
value. Nevertheless, it is possible that, in tagept application process, certain claims may fezted or achieve such limited allowance that thieie of the patents would be
diminished. Further, there can be no assuran¢ettapatents obtained will afford us adequateqmtidn. In addition, any patents we procure mayire cooperation with companies holding
related patents. We may have difficulty forminguzcessful relationship with these other companies.

Third parties may claim that we are infringing upmrhave misappropriated their proprietary right@rious third parties have obtained, and are giterg to obtain, patent protection
relating to the production and use of our apprgwediuct and product candidates. We can give narasses as to whether any issued patents, or pdtettmay later issue to third parties,
would affect our contemplated commercializatiodRIEEX™ or any other product. We can give no asscea that such patents can be avoided, invalidatédensed. With respect to any
infringement claim asserted by a third party, we give no assurances that we will be successfilléritigation or that such litigation would notyeaa material adverse effect on our business,
financial condition and results of operation. tie event of a successful claim against us fornggment or misappropriation of a third party’s piefary rights, we may be required to:

« pay damages, including up to treble damages, andttter party’s attorneys’ fees, which may be sauisl;

cease the development, manufacture, marketing @rd$ products or use of processes that infrihgeproprietary rights of others;

expend significant resources to redesign our prisducour processes so that they do not infringeptioprietary rights of others, which may not begible;

redesign our products or processes to avoid thartyproprietary rights, we may suffer significaagulatory delays associated with conducting aolditi clinical trials or other steps to obi
regulatory approval; and

obtain one or more licenses arising out of a gatti# of litigation or otherwise from third partifes the infringed proprietary rights, which may rimt available to us on acceptable terms
all.

Furthermore, litigation with any third party, eviétthe allegations are without merit, would likeéde expensive and time-consuming and divert managesregtention.

Any conclusions we may have reached regarding nfimgement and invalidity are based in part oedew of publicly available databases and othesrimfation. There may be
information not available to us or otherwise natieved by us that might change our conclusions.rddeer, as described above, the scope and vabiflipatent claims are determined based on
many facts and circumstances, and in a litigagooourt may reach a different conclusion on anggipatent claim than the conclusions that we heaehed.

In addition, we may have to undertake costly liiglato enforce any patents issued or licensedtoruo determine the scope and validity of anopizety’s proprietary rights. We can
give no assurances that a court of competent jatied would validate our issued or licensed patenin adverse outcome in litigation or an intezfere or other proceeding in a court or patent
office could materially adversely affect our busisgfinancial condition and results of operations.

Our agreement with Merck prohibits us from compegnvith Merck in the FOB arena.

In connection with the sale of our FOB platformMerck in March 2009, we agreed not to compete ctliyer indirectly, in the U.S. with Merck in thaibiness of developing, marketing
or manufacturing the FOB products or product caatgisl we sold to Merck for a period of five yeargibaing March 31, 2009.

We operate in a highly competitive environment aifisve are unable to adapt to our environment, we yrtae unable to compete successfully, which will evélly adversely affect our
business, financial condition and results of opeiats.

Biotechnology and related pharmaceutical technolmyye undergone and should continue to experieapid and significant change. We expect that thlertelogies associated with
biotechnology research and development will comitaidevelop rapidly. Our future success will depin large part on our ability to maintain a cottipee position with respect to these
technologies. Any compounds, products or procetsegsve develop may become obsolete before weree@ny expenses incurred in connection with tHeirelopment. Rapid technological
change could make our products obsolete, whichdcmaterially adversely affect our business, finahcondition and results of operations.

We expect that successful competition will depeardpng other things, on product efficacy, safetjabdity, availability, timing and scope of regutay approval and
price. Specifically, we expect crucial factorshikclude the relative speed with which we can depéeroducts, complete the clinical testing andutetpry approval processes and supply
commercial quantities of the product to the mark#te expect competition to increase as technolbgid@ances are made and commercial applicatiorediern In each of our potential product
areas, we face substantial competition from latyEmaceutical, biotechnology and other companieiseusities and research institutions. Relativagpmost of these entities have substantially
greater capital resources, research and developstadfs, facilities and experience in conductingichl studies and obtaining regulatory approvasswell as in manufacturing and marketing
pharmaceutical products. Many of our competitoay mchieve product commercialization or patentgution earlier than us. Furthermore, we beliew tur competitors have used, and may
continue to use, litigation to gain a competitigvantage. Finally, our competitors may use difiétechnologies or approaches to the developmepttagfucts similar to the products we are
seeking to develop.

Competitors could develop and gain FDA approvalpbducts containing rhIGF-1, which could adversesffect our competitive position in all indicationwhere we are currently developing
IPLEX™.

rhIGF-1 manufactured by other parties may be apgddur use in other indications in the United Statethe future, including ALS and ROP. In theviere are other rhIGF-1
products approved by the FDA to treat indicatiotteothan those covered by IPLEX™, physicians magtdo prescribe a competitor’s product contaimnigsF-1 to treat the indications for
which IPLEX™ has received and may receive approVdlis is commonly referred to as off-label usehid/under FDA regulations a competitor is not akal to promote off-label use of its
product, the FDA does not regulate the practiceedlicine and as a result cannot direct physiciarts ahat product containing rhIGF-1 to prescribéheir patients. As a result, we would have
limited ability to prevent off-label use of a contiper’'s product containing rhIGF-1 to treat anyefises for which we have received FDA approval, évieriolates our patents and we have
orphan drug exclusivity for the use of rhIGF-1teat such diseases.

If another party obtains orphan drug exclusivity f@ product that is essentially the same as a prodwe are developing in a particular indication, weay be precluded or delayed frc
commercializing the product in that indication. Teimay materially adversely affect our businessaiirtial condition and results of operations.

Under the Orphan Drug Act, the FDA may grant orptiarg designation to drugs intended to treat adaease or condition, which is generally a diseasmndition that affects fewer
than 200,000 individuals in the United States. Tbmpany that obtains the first marketing apprdrah the FDA for a designated orphan drug for @ disease receives marketing exclusivity
for use of that drug for the designated conditiong period of seven years. Similar laws exigEuh If a competitor obtains approval of the sameydor the same indication or disease before
us, we would be blocked from obtaining approvaldaor product for seven or more years, unless aenlyt can be shown to be clinically superior. ddition, more than one drug may be
approved by the FDA for the same orphan indicatiodisease as long as the drugs are different drgs result, even if our product is approved sawkives orphan drug exclusivity, as in the
case of our drug IPLEX™, the FDA can still apprali#erent drugs for use in treating the same intilicaor disease covered by our product, which couédite a more competitive market for



Confidentiality agreements with employees and otharay not adequately prevent disclosure of traderes and other proprietary information. Discloserof this information may materially
adversely affect our business, financial conditiamd results of operations.

In order to protect our proprietary technology andcesses, we rely in part on confidentiality agreets with our corporate partners, employees, dtamgs, outside scientific
collaborators and sponsored researchers and athisoas. These agreements may not effectively priedlisclosure of confidential information and mapt provide an adequate remedy in the
event of unauthorized disclosure of confidentiéimation. In addition, others may independentlscdiver trade secrets and proprietary informatiastlg and time-consuming litigation could
be necessary to enforce and determine the scaopér @iroprietary rights, and failure to obtain orimtain trade secret protection could adverselyciféeir competitive business, financial
condition and results of operations.

Our research, development and manufacturing actieg at our former Boulder Facility involved the use# hazardous materials, which could expose us tohges that could materially
adversely affect our results of operations and fiv@al condition.

Our research, development and manufacturing aesvitt our former Boulder Facility involved the tmiled use of hazardous materials, including héaas chemicals and radioactive
materials. Under the terms and conditions of @ueament with Merck for the sale of our FOB assetsretained our obligations and liabilities undey environmental law relating to activities
conducted before March 31, 2009 but which arisengttime during the two-year period beginning orréha31, 2009. If any such obligation or liabildyises, we could be subject to an
obligation to indemnify Merck for any losses inadrby Merck which could materially adversely affeat results of operations and financial condition.

We may be subject to product liability claims if oproducts harm people, and we have only limiteadbguct liability insurance.

The manufacture and sale of human therapeutic ptsdivolve an inherent risk of product liabilitiaans and associated adverse publicity. We cusréwave only limited product
liability insurance for our products. We do nobknif we will be able to maintain existing or obtadditional product liability insurance on accéytaterms or with adequate coverage against
potential liabilities. This type of insurance igpensive and may not be available on acceptahtestdf we are unable to obtain or maintain suffitimsurance coverage on reasonable terms or to
otherwise protect against potential product ligpitlaims, we may be unable to commercialize oodpcts. A successful product liability claim bréa@gainst us in excess of our insurance
coverage, if any, may require us to pay substaatraunts. This could have a material adverse effieour business, financial condition and resoitsperations.

If our settlement agreement with Tercica and Genecli was terminated, the Consent order from the dowpuld be reinstated, which would have a materalverse effect on our busines
financial condition and results of operation:

As part of our settlement agreement with GenengechTercica, we entered into a Consent JudgmenPardanent Injunction in the United States Dist@ourt for the Northern
District of California. If our settlement agreenbevith Tercica and Genentech is terminated, thesenhJudgment and Permanent Injunction againsillsuwive termination, which would
have a material adverse effect on our businesandiial condition and results of operations as wald/ao longer have a license to manufacture IPLEXSg the present process without
incurring significant penalties and royalties.
Conversion of our outstanding notes and exercisenafrrants and options issued by us will dilute tbe/nership interest of existing shareholders.

As of February 28, 2010, the convertible notesdddoy us in March 2005 and the warrants issuedsbig May 2007 and March 2005 were convertible amd exercisable for up to
approximately 5.4 million shares of our common kt@epresenting approximately four percent of dwemt outstanding common stock. On March 15, 2010amés which would convert into
approximately 3.6 million shares will expire if thare not exercised by the March 15, 2010 date

As of February 28, 2010, our outstanding restristiedk, restricted stock units and stock optionsunemployees, officers, directors and consultare exercisable for up to 2.6
million shares of our common stock, representingragimately an additional two percent of our thertstanding common stock.

The conversion or exercise of some or all of ounvestible notes, warrants, restricted stock, rettd stock units and options will dilute the owrngpsinterests of existing shareholders.
Any sales in the public market of the common stigskiable upon such conversion or exercise couldraély affect prevailing market prices of our conmstock.

The market price of our stock has been and may @oné to be highly volatile and historically, we hawnever paid dividends on our common stock.

Our common stock is listed on the Nasdaq Capitakitaunder the ticker symbol “INSM.” The marketqer of our stock has been and may continue to gielyrivolatile, and
announcements by us or by third parties may haigraficant impact on our stock price. These anmeuments may include:

« our listing status on the Nasdag Capital Market;

results of our clinical studies and preclinicaldiés, or those of our corporate partners or ourpeiitors;

our operating results;

developments in our relationships with corporaternzas;

developments affecting our corporate partners;

negative regulatory action or regulatory approviahwespect to our announcement or our competimsouncements of new products,

government regulation, reimbursement changes anergmental investigation or audits related to usoasur products,

developments related to our patents or other petgmy rights or those of our competitors;

changes in the position of securities analysts vé#pect to our stock;

operating results below the expectations of publicket analysts and investors. and

the results of our Strategic Review Process.

In addition, the stock market has from time to tiex@erienced extreme price and volume fluctuatiadsch have particularly affected the market prif@semerging biotechnology and
biopharmaceutical companies, and which have ofemmlunrelated to their operating performance. @lhesad market fluctuations may adversely affeetrttarket price of our common stock.

In the past, when the market price of a stock lestvolatile, holders of that stock have ofteniint#td securities class action litigation agaitgt tompany that issued the stock. If any
of our shareholders brought a lawsuit against es¢ceuld incur substantial costs defending the lawskthe lawsuit could also divert the time andeation of our management.

Future sales by existing shareholders or any nenesiolders receiving our shares in any transacésalting from our Strategic Review Process mayelothie price of our common
stock, which could result in losses to our sharétis. Future sales of substantial amounts of camstack in the public market, or the possibilitysnfch sales occurring, could adversely affect
prevailing market prices for our common stock or future ability to raise capital through an offegiof equity securities. Substantially all of oenmamon stock is freely tradable in the public
market without restriction under the Securities,Agtless these shares are held by our “affiliates’that term is defined in Rule 144 under the BgesI Act.

Historically we have never paid dividends on oumamon stock and we currently intend to retain oturfe earnings, if any, to fund the development groavth of our businesses and,
therefore, we do not anticipate paying any cashddivds from earnings in the foreseeable future. a¥éecurrently reviewing options for the use of pineceeds from the sale of our FOB assets to
Merck. One of these options may include a spediadiend to common shareholders.

Certain provisions of Virginia law, our articles ahcorporation and our amended and restated bylaasd our Rights Plan make a hostile takeover byhird party difficult.

Certain provisions of Virginia law and our articleincorporation and amended and restated bylaukichamper a third party’s acquisition of, or distage a third party from
attempting to acquire control of us. The conditionsld also limit the price that certain investoright be willing to pay in the future for sharesonir common stock. These provisions inclu



« a provision allowing us to issue preferred stockhwights senior to those of the common stock withany further vote or action by the holders of dwenmon stock. The issuance
preferred stock could decrease the amount of egsramd assets available for distribution to theléxsd of common stock or could adversely affectripbts and powers, including voti
rights, of the holders of the common stock. In@ertircumstances, such issuance could have tketeaff decreasing the market price of the commocks

the existence of a staggered board of directovshich there are three classes of directors sersiaggered thregear terms, thus expanding the time required tmgéahe composition of
majority of directors and perhaps discouraging samerom making an acquisition proposal for us;

the amended and restated bylaws’ requirement tizaekolders provide advance notice when nominatimglirectors;

the inability of shareholders to convene a shaddrsl meeting without the chairman of the board, gresident or a majority of the board of direcfinst calling the meeting; and

the application of Virginia law prohibiting us froemtering into a business combination with the Eeiz¢ owner of 10% or more of our outstanding watistock for a period of three ye
after the 10% or greater owner first reached taellof stock ownership, unless we meet certaterniai.

In addition, in May 2001, our board of directorpegved the adoption of a Rights Plan under whidretmolders received rights to purchase new shéneferred stock if a person or
group acquires 15% or more of our common stocks&hovisions are intended to discourage acquisitaf 15% or more of our common stock without negimns with the board. The rights
trade with our common stock, unless and until theyseparated upon the occurrence of certain fewents. Our board of directors may redeem thegigha price of $0.01 per right prior to the
time a person acquires 15% or more of our commackst

ITEM 1B. UNRESOLVED STAFF COMME NTS
None.
ITEM 2. PROPERTIES

Our headquarters are located in Richmond, Virginiaere we occupy approximately 18,000 square fespace for corporate and development activitiedenm lease expiring in
October 2016. Our lease contains annueht escalations of 3%. Our annual cash cost for thigiMa space including utilities and services stéil 2009 were approximately $0.4 million.

On March 31, 2009 in connection with the sale af BOB assets, we assigned the lease for our praezgtopment and manufacturing facility located@oulder, Colorado, where we
occupied approximately 25,000 square feet dedicate@sMP production of commercial and clinical diargd quality control and 26,000 square feet of spadwo adjacent facilities for
additional laboratory and research and developmpeatations, administrative functions, and cGMP Watese and dispensing operations. Our annual eeth for this facility including utilities
and services in 2009 were approximately $0.1 mmllimder two operating leases that contained arescallation of 3-5%.

We believe that our existing facilities are adegufat our current needs and that suitable additionalternate space will be available on commédsci@asonable terms when our leases
expire or when we need additional space.

ITEM 3. LEGAL PROCEEDINGS

On December 6, 2006, a jury in the U.S. Districu@dor the Northern District of California fountdt we infringed patents held by Tercica and Ger@nand awarded damages of $7.5
million as an upfront payment and a royalty of 16f6sales of IPLEX™ below $100 million and 20% fates of IPLEX™ above $100 million.

On March 5, 2007, we reached a settlement agreeenelitig all litigation with Tercica and GenentedPursuant to the agreement, we agreed to ceaseasalemarketing of IPLEX™ f
treatment of short stature disorders in the Un8&ates and agreed to withdraw our European Margeétirthorization Application for IPLEX™ for treatmeaf short stature disorders. We con
provide IPLEX™ to named patients with ALS in Italpder our Expanded Access Program. On Novemt#0(8, Genentech and Ipsen/Tercica signed a |dtiatemt whereby they have con
to amend the agreement between Genentech, Telmicand Insmed Incorporated to permit us to supPLEX™ in connection with named-patient ALS progiaworldwide on a royaltjree b
effective October 1, 2008. We previously paid arifalty under our agreement for all cost-recovtbgt we receive under the Expanded Access Progfidra.agreement also gives us the right,
through a worldwide development partnership witinciea and Genentech, to market IPLEX™ for condgiont related to short stature. These indicatiociside severe insulin resistance, MI
HARS, among others. The development partnersluipdes provisions that give us a 50% share of frafid reimbursement for 50% of development costishier Tercica or Genentech exer
opt-n rights for marketing of IPLEX™ in any of thesew indications that we develop. In addition, ag pathe settlement agreement, Tercica and Genkmeived the damages awarded b
jury in the patent infringement suit from the UDBstrict Court for the Northern District of Califoia.

ITEM 4. (REMOVED AND RESERVED)
PART II
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOC KHOLDER MATTERS AND ISSUER REPURCHASES OF EQUITY SECURITIES
Our common stock began trading on The Nasdag SimalMarket on June 1, 2000 and moved to the NasdiampGMarket (formerly the Nasdaqg National Marker) August 8,
2000. On February 29, 2008 our common stock vaassferred from the Nasdaq Global Market to the ldg<Capital Market as a result of a decision byRheel in response to our appeal of the

Staff Determination.

Our trading symbol is “INSM.” The following tablsts, for the periods indicated, the high and kale prices per share for our common stock as tegon the Nasdaq Capital Market
for both fiscal 2009 and fiscal 2008:

Fiscal Year 200¢ High Low

Fourth Quarte $ 08t $ 0.7¢
Third Quartel 1.0¢ 0.77
Second Quarte 2.57 0.87
First Quartel i3 0.4C
Fiscal Year 2008 High Low

Fourth Quarte $ 0.7¢ % 0.32
Third Quarter 0.97 0.3¢
Second Quarte 0.77 0.3¢
First Quartel 0.92 0.57

On March 1, 2010, the last reported sale price@tosrcommon stock on the Nasdaq Capital Market via82per share. As of March 1, 2010, there wepeagimately 510 holders of
record of our common stock.

We have never declared or paid dividends on oumeomstock. We anticipate that we will retain @t®ings, if any, to support operations and to faeathe growth and development of
our business. Therefore, we do not expect to paf dividends from earnings in the foreseeabledutény future determination as to the paymerdividends will be at the sole discretion of
our board of directors and will depend on our ficiahcondition, results of operations, capital reguents and other factors our board of directeenas relevant. We are currently reviewing
options for the use of the proceeds from the sbtrIDFOB assets to Merck. One of these options imelyde a special dividend to common shareholders.

PERFORMANCE GRAPH
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ITEM 6. SELECTED FINANCIAL DATA

In the table below, we present historical finandiata for the past five years of our operationse Mave prepared this information using consolidétexhcial statements for each of the
five years ended December 31, 2009. The finastééments for each of the five fiscal years eridlecember 31, 2009, have been audited by Ernst &nydw P, our independent registered
public accounting firm. Ernst & Young LLP’s repam the consolidated financial statements for #@rended December 31, 2009 appears elsewhere.herei

When you read this selected historical financiahda is important that you also read the histarfinancial statements and related notes in onuahand quarterly reports filed with the
Securities and Exchange Commission, as well as @gament’s Discussion and Analysis of Financial Gtiordand Results of Operations.”




Year Ended December 31
(in thousands)

2005 2006 2007 2008 2009

Historical Statement of Operations Data:
Revenue! $ 131 % 1,028 $ 7,581 $ 11,69¢ $ 10,37
Operating expense

Cost of goods sol - 1,49C 57¢€ - -

Asset Impairment - 7,102 - - -

Research and developme 21,83t 21,12% 19,19¢ 21,047 9,201

General and administrative 5,73( 25,68 8,24¢ 5,062 9,84(
Total operating expenses 27,56¢ 55,39¢ 28,02( 26,11( 19,047
Operating los! (27,439 (54,379 (20,439 (14,417) (8,679
Loss on investment - - - (500) -
Gain on sale of asset, r - - - - 127,47
Interest incom 752 1,937 1,15¢ 50C 808
Interest expense (14,247) (3,70%) (682) (1,25€) (781)
Income or (loss) before income ta (40,929 (56,139 (19,967) (15,667 118,82°
Income tax expense - - - - (477)
Net income or (loss (40,929 (56,139 (29,967 (15,667 118,35(
Basic net income (loss) per shi (0.89) (0.59) (0.17) (0.1%) 0.9z
Weighted average shares 48,74: 95,32 114,68: 122,13: 127,11
Diluted net income (loss) per she (0.849) (0.59) (0.17) (0.19) 0.9z
Weighted average shar 48,74 95,32! 114,68. 122,13. 127,27(
Historical Balance Sheet Data
Cash, cash equivalents and s-term investment $ 18,83t $ 24,11:  $ 16,47¢ $ 2,391 $ 122,18:
Total asset 22,87( 28,34¢ 19,50( 4,75¢ 126,69!
Long-term debt, ne 6,431 3,161 2,11z 487 -
Stockholders' equity (deficit) 10,52¢ 13,88( 11,48¢ (2,829 123,91«
ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

The following discussion also should be read injeoction with the Consolidated Financial Statemearisl notes thereto.
Overview
We are a biopharmaceutical company with expertigecombinant protein drug development. Our catooffice is located in Richmond, Virginia.

On March 31, 2009, we completed the sale of our p@Borm to Merck & Co., Inc. (“Merck”) for an agegate purchase price of $130 million. As parthig transaction, Merck
assumed the lease of our Boulder, Colorado-basedfiaeturing facility (which was also used to marmtee IPLEX™) and acquired ownership of all theipqent in the building. In addition,
Merck offered positions to employees at the Boufdeility. We retained our Richmond, Virginia comate office, which houses our clinical, regulatdigance and administrative functions, in
support of our IPLEX™ program. After fees, taxes ather expenses related to the transaction, wevet total net proceeds of approximately $127iamill We retained our Richmond, VA
corporate office, which houses our Clinical, Retpig, Finance, and Administrative functions, in pagt of the continuing IPLEX™ program.

Until the sale of our follow-on biologics platforme pursued a dual path strategy involving entty the follow-on biologics arena (also known as biosimilars, ef@gics and biologic!
and advancing our proprietary protein platform iniche markets with unmet needs. Following the sélour follow-on biologics assets, we have endabe services of RBC Capital Markets to
act as financial advisor in evaluating other opgiéor use of these proceeds from sale of our FQd#nless to Merck. These options could include adtipiis of complimentary businesses or
technologies, product licensing or mergers, anddcalso include share repurchase or the distributioa portion of the proceeds to shareholderseifde not find attractive acquisition or
licensing opportunities. In parallel we also intenccontinue to focus on our proprietary proteiatfrm and our product, the FDA-approved IPLEX™ jethis in various stages of development
for a number of serious medical conditions. Based somprehensive market analysis, our currenurescallocation strategy for IPLEX™ is focused omyotrophic Lateral Sclerosis (“ALS”),
also known as Lou Gehrig's disease and Retinopatf®rematurity (‘ROP”).

In April 2009, we engaged RBC Capital Markets (“RB@&s our financial advisor to assist us in evah@strategic options (the “Strategic Review Pretefor use of the FOB sales
proceeds. These options could include acquisittdrc®mplimentary businesses or technologies, prolitensing or mergers, and could also include shepurchases or the distribution to
shareholders of all or part of the remaining FOBSaroceeds if we do not find attractive acquasitilicensing or merger opportunities.

On June 2009, we announced that Geoffrey AllanDPhesigned as our President, Chief Executived®ffand Chairman of the Board due to a health ¢iandi Dr. Allan had held thes
positions since our company was formed in 19991 $haroky, M.D., one of our directors, assumedrtie of Chairman of the Board. Pending the commheof the Strategic Review Process,
we have decided not to hire a new President andf@&uxiecutive Officer.

In June 2009, we announced results from our exora).S. Phase Il clinical trial evaluating IPLEX in patients with myotonic muscular dystrophy ("MMD'The trial explored
measures of endurance, muscle function and streoggimitive function, gastrointestinal function ngeal health, pain, quality of life, insulin semnstt, lipid metabolism, and safety and
tolerability of IPLEX™ . The results of the trial indicated that IPLEXdid not exhibit a statistically significant impravent in the functional measure of endurance bystkninute walk test,
muscle function, strength, cognitive function, gehéealth, pain, or quality of life in any of thests utilized in this study. IPLEX did, however, demonstrate improvements in standard
measures of insulin sensitivity and reductionsaisting glucose, fasting insulin, cholesterol aiglytcerides, which is consistent with the expeatestabolic profile of insulin-like growth factor.
Pending the completion of the Strategic Review Esscwe have decided not to conduct further clinicds focused on MMD patients.

Following the transfer of our Boulder, Coloradomatacturing facility to Merck, we no longer have ttapability to manufacture IPLEX™, which is anrertely complicated drug to
produce. Any agreement with a third party to utele the manufacture of IPLEX™ would not resulpioduction of additional quantities of IPLEX™ farlaast 12 to 18 months. We are not
actively exploring any third party manufacturingaargements for IPLEX™ at this time. Since we nugler have a facility to manufacture IPLEX™, we ammced in July 2009 that we would
conserve our limited inventory of IPLEX™ on handr the treatment of existing patients, would cehsesupply of IPLEX™ to any new patients, and woutd initiate further clinical trials with
IPLEX™ (including a Phase Il clinical trial for ALBatients in the U.S. discussed with the U.S. Famdi Drug Administration (“FDA”) in early 2009). W#an, however, to continue to collect
and analyze data for the ROP and ALS indications.

There are approximately 51 patients who curremteive IPLEX™, 9 in the U.S. and the remaindeuadbthe rest of the world. Most of the patienteree IPLEX™ pursuant to a
court-ordered Expanded Access Program (EAP) for ALaly, pursuant to which we have received mafstur operating revenues in the form of cost recgwcharges. The 9 U.S. patients are
being treated for ALS under single patient Investiignal New Drug applications approved by the B&d and Drug Administration (“FDA”). We believeathwe have sufficient IPLEX™
inventory to supply these existing patients intpragimately mid-2011 at which time our primary soeiof operating revenues will cease.

Until the extraordinary gain generated by the séleur FOB platform to Merck, we have not been jadie. We have accumulated deficits of approxitya$230 million througt



December 31, 2009. When our IPLEX™ product inventsdepleted, our primary source of income williberest earned on the FOB sales proceeds, uafeis&ome generating
activity results from our Strategic Review Process.

Until the recent sale of our manufacturing fagilio Merck, we had not been profitable and haveuandated deficits of approximately $230 million dngh December 31, 20(
Following the sale of our FOB assets to Merck, werated on a cash neutral basis as a result oiuegeon our Expanded Access Program and intereasieamet proceeds of the sale of our F
assets, offsetting our ongoing base costs. Movimgdrd our major source of income will continuebthe cost recovery charges for our Expanded Adeesgram and our major expenses
be related to due diligence for the ongoing corfeosirategic review together with some researchdawklopment expenses. In general, our expenditmay increase as development of
product candidate’s progresses. However, theldeébifluctuations from period to period caused Hfecences in project costs incurred at each stdgiEvelopment.

Research and Development Activities

Since we began operations in late 1999, we havetdd\substantially all of our resources to theaesteand development of a number of product catedar metabolic and endocrine
diseases. Until the sale of our FOB platform orrdieB1, 2009, our research and development effegte principally focused on pursuing a dual patategy involving entry into the FOB
arena and advancing our proprietary protein ptatfmto niche markets with unmet needs. Our fasusow principally on our proprietary protein platin. Our lead proprietary protein product,
the FDA-approved IPLEX™, has been studied as a treatmesefeeral serious medical conditions including A&l ROP. We conduct very little of our own preici laboratory research. v
have outsourced several Phase Il clinical studidgs WLEX™ and our other anti-cancer product caatiéd, INSM-18 and rhIGFBP-3, and have no plan®tmact additional clinical studies at
this time.

All of our research and development expenditurdgtiver conducted by our own staff or by externadrgsts on our behalf and at our expense, arededoas expenses as incurred and
were approximately $19.2 million, $21.0 million a##l.2 million for the years ended December 31, 2@0D8 and 2009, respectively. Research and dewelnt expenses consist primarily of
salaries and related expenses, costs to develomandfacture products and amounts paid to conteseiarch organizations, hospitals and laboratéoiethe provision of services and materials
for drug development and clinical trials.

All of our research and development expenditurtsted to our proprietary protein platform are ingédmted as they are all associated with drugsrttoatulate IGF-I activity in the human
body. A significant finding in any one drug foparticular indication may provide benefits to offogs across all of these products. All of th@seducts also share a substantial amount of our
common fixed costs such as salaries, facility cagthties and maintenance. Given the small poriof research and development expenses thatlated¢o products other than IPLEX™ we
have determined that very limited benefits wouldbgined from implementing cost tracking systeha tvould be necessary to allow for cost informmatm a product-by-product basis.

At present we expect research of IPLEX™ in the Ahdication to represent our main research and deveént effort for 2010, although we currently da expect research and
development expenses in this area to be mateti@. miay change, however if, following the Strate@&view Process, we identify an opportunity whiblamrges the focus of the Company

Our clinical trials with our product candidates aubject to numerous risks and uncertainties tfeabatside of our control, including the possiyilihat necessary regulatory approvals r
not be obtained. For example, the duration anddisé of clinical trials may vary significantly avehe life of a project as a result of differeneeising during the clinical trial protocol, includj,
among others, the following:

« the number of patients that ultimately participat¢he trial;

« the duration of patient follow-up that is deterndrte be appropriate in view of results;
« the number of clinical sites included in the trjals

« the length of time required to enroll suitable patisubjects; and

« 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 inabilitptoduce clinical trial material in sufficient quéigs
and of sufficient quality to meet the scheduledar planned clinical trials.

Moreover, all of our product candidates and palaidy those that are in the preclinical or earlyidal trial stage must overcome significant regortg, technological, manufacturing and
marketing challenges before they can be succegsfolhmercialized. Some of these product candidatsnever reach the clinical trial stage of resle@nd development. As preclinical
studies and clinical trials progress, we may deireerthat collaborative relationships will be ne@g<o help us further develop or to commerciabime product candidates, but such relationships
may be difficult or impossible to arrange. Ourjpots or intended projects may also be subjechémge from time to time as we evaluate our reseandndevelopment priorities and available
resources.

Any significant delays that occur or additional erpes that we incur may have a material adversetaff our financial position and may require usaise additional capital sooner or in
larger amounts than is presently expected. In enfdias a result of the risks and uncertaintiesteel to the development and approval of our prodactiidates and the additional uncertainties
related to our ability to market and sell thesedpiais once approved for commercial sale, we arblaria provide a meaningful prediction regarding fferiod in which material net cash inflows
from any of these projects is expected to beconadable.

Results of Operations
Fiscal 2009 compared to Fiscal 2008

For the 12-months ended December 31, 2009, reveataed $10.4 million, as compared to $11.7 milio the 12-months of 2008. Consistent with fougtiarter results, the decrease
was primarily attributable to a year-over-year @éase of $1.3 million in cost recovery from our IPCE EAP in Europe.

Net income for the 12-months ended December 319 2@ $118.4 million, or $0.93 per share, compéveainet loss of $15.7 million, or $0.13 per shéwethe corresponding 1&wonths
of 2008. This $134.0 million improvement was priityadue to the $127.0 million after tax gain oresaf our FOB assets to Merck, combined with a $iillion decrease in total expenses, a
$0.3 million improvement in investment returns,Ga3million decrease in interest expense, and @ ®dlion reduction in the realized loss on investts, which were partially offset by a $1.3
million reduction in net revenue.

The $7.1 million decrease in total expenses wasaaa $11.8 million reduction in R&D expenses, ethivas partially offset by a $4.7 million increaseSG&A expenses.

The $11.8 million reduction in R&D expenses was drimarily to a decrease in manufacturing expeifskéswing the sale of our FOB assets in March 200%e $4.7 million increase in
SG&A expenses was due largely to a combinatiomefrécognition of stock compensation expense ®réistricted stock and restricted stock units ¥ieated on March 31, 2009, and the award
of bonuses, together with the increased finangmlland consulting fees related to the ongoingeggia review. The improved return on investmeeftected the increased cash position, the
lower interest expense was again due to the resfugtidebt discount amortization and the $0.5 prillieduction in investment loss was due to theewaff of the NAPO investment, which
occurred in 2008.

As of December 31, 2009, Insmed had total caslin egsivalents, short-term investments, and ceatiéiof deposits on hand totaling $124.3 milliomsisting of $122.2 million in cash
and short term investments and $2.1 million in @iféeate of deposit, as compared to $2.4 millidrcash on hand as of December 31, 2008. The $14illi®n increase in total cash was due to
the $127.5 million in before tax proceeds from shé of Insmed's FOB assets to Merck, $4.1 milliom the conversion of warrants and options intmown stock, the release of a $2.1 million
previously restricted certificate of deposit, an$i0e4 million increase in unrealized gains on inrents, which was partially offset by $11.0 milliotilized to fund operations and $1.2 million
the partial repayment of the Company's 2005 coiblemotes .

Fiscal 2008 compared to Fiscal 2007

Revenues for the full-year 2008 totaled $11.7 wrilliup from $7.6 million in the corresponding perif 2007. This increase was primarily due to d$illion improvement in cost
recovery from the EAP to treat patients with ALStaly.

The net loss for the 12 months ended December®I8 @as $15.7 million or $0.13 per share, comp&wekR0.0 million or $0.17 per share for the 12 nhenended December 31,
2007. R&D Expenses increased to $21.0 million f&#8.2 million, reflecting the higher activity asrcclinical trials in the FOB and IPLEX™ areas adead. SG&A Expenses fell to $&



million from $8.2 million, due to the eliminatiorf btigation expenses following the March 2007 kettent and the removal of commercial expenses &gedowith our business
restructuring plan.

Interest income for the full-year 2008 was $0.5lionil, compared to $1.2 million for the full-year@Q This decrease was mainly due to lower intewst and a lower average cash
balance for the full-year 2008 as compared to tifleykar 2007. Interest expense for the 12 mostided December 31, 2008 was $1.3 million, compar&$82,000 for the corresponding
period of 2007. This higher interest expense wastdwan increase in the debt discount amortizatsnlting from the quarterly payment of our 2005wa@rtible notes, which began in March
2008.

As of December 31, 2008, we had total cash, casivalgents and short-term investments on hand of ##llion, compared to $16.5 million on hand adefcember 31, 2007. The $14.1
million decrease in cash, cash equivalents and-¢bion investments mainly reflected the use of 81gillion for operating activities and $2.2 millidar principal and interest repayments of our
2005 convertible notes, which began on March 18200

Liquidity and Capital Resources

There is considerable time and cost associateddeiieloping a potential drug or pharmaceutical podbdo the point where FDA approval for sales tsereed. In our financial
management, we have generally sought to raiseutidsfnecessary for such development primarily thinahe issuance of equity securities in private@haent transactions. However, we may
pursue additional financing options, including eimtg into agreements with collaborative partnersrider to provide milestone payments, license éembsequity investments.

We have funded our operations to date through puaid private placements of debt and equity seesi@nd the proceeds from the sale of our FOBgiatto Merck. We will continu
to incur losses to the extent we expand our rehesrd development and do not expect material reesefar at least the next several years Furthermmevenues from our EAP in Italy associa
with cost recovery will be eliminated by approximlgtmid-2011, when our current IPLEX inventory is depleted. At December 31, 2009, @shcand investments were approximately $124.3
million, and were invested in money market instratsetreasuries, municipal bonds and mutual furidss is an increase of $121.9 million from fis28I08, as a result of our sale of our FOB
platform to Merck and our cash use during the year.

Expenditures in fiscal 2009 were principally rethte research and development, clinical trial agtjymanufacturing activity and administrative @ at our sites in Boulder, Colorado,
and Richmond, Virginia and due diligence expens&sted to our ongoing Strategic Review Procesanrid expenditures in 2010 include continued Sji@fReview Process due diligence
expenses, the funding of our ongoing research amdldpment activity, and general and administrasiveport costs.

On March 31, 2009, we completed the sale of our p@Horm for an aggregate purchase price of $18llom After fees, taxes and other costs reldtethe transaction, we received
net proceeds of approximately $127 million as altesf this transaction. We believe these net pedsewill provide sufficient liquidity for us to ctinue as a going concern.

Even though we currently have sufficient funds ®etour financial needs for the upcoming year,basiness strategy may require us additional cagsitaligh debt or equity sales. In
the future, we may require additional funds for teatinued development of our potential productdédaites or to pursue the acquisition of complenrgritasinesses or technologies. There can
be no assurance that adequate funds will be alaielen we need them or on favorable terms. #ngttime we are unable to obtain sufficient addiiofunds, we will be required to delay,
restrict or eliminate some or all of our researclkd@velopment programs, dispose of assets or téafyor cease operations.

We could, but have no plans to, enter into agre¢nvéth corporate partners in order to fund operagithrough milestone payments, license fees anitiydgquestments.

We do not have any off-balance sheet arrangemleatsiave or are reasonably likely to have a cumeifuture effect on our financial condition, reues or expenses, results of
operations, liquidity, capital expenditures or ¢apiesources that we believe is material to inmesst

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

Payments Due by Years (in thousands

2014
Total 2010 2011 2012 2013 & Beyond
Operating lease obligatiol $ 3,060 $ 428 $ 424  $ 431 $ 44t $ 1,332
Short term debt (1) 232 232 - - - -
$ 3,29: $ 66C $ 424  $ 431  $ 44t $ 1,332

(1) Short-term debt obligations reflect the futimeerest and principal payments of the Compangtsvertible notes outstanding as of December 319200e began repaying these notes in
quarterly installments, beginning on March 1, 2008e made our final payment on the notes on Mar@010.

Critical Accounting Policies

Preparation of financial statements in accordanitie generally accepted accounting principles inlthmted States requires us to make estimates anugsions affecting the reported
amounts of assets, liabilities, revenues and exgseasd the disclosures of contingent assets apnitlities. We use our historical experience anceottelevant factors when developing our
estimates and assumptions. We continually evathete estimates and assumptions. The accourdlimigs discussed below are those we considecatito an understanding of our
consolidated financial statements because theiicapipn places the most significant demands onjodgment. Actual results could differ from outiemtes. For additional accounting policies,
see Note 1 to our Consolidated Financial StatemetiBescription of the Business and Summary of 8igant Accounting Policies.”

Research and Development

Research and development costs are expensed aithciResearch and development expenses conisigrply of salaries and related expenses, coset@lbp and manufacture produ
patent protection costs and amounts paid to camteasearch organizations, hospitals and laboratdoiethe provision of services and materials fiergddevelopment and clinical trials. We do
have separate accounting policies for internalxteraal research and development and we do notumrahy research and development for others. &pgreses related to clinical trials are bt
on estimates of the services received and effopereded pursuant to contracts with thirarty organizations that conduct and manage clii@ds on our behalf. These contracts set foing
scope of work to be completed at a fixed fee or @amh@er patient enrolled. Payments under thestrarxts depend on performance criteria such asubeessful enroliment of patients or
completion of clinical trial milestones. Expensge accrued based on contracted amounts applibe tevel of patient enrollment and to activity aating to the clinical trial protocol.

Revenue Recognitic

We record revenue from product sales when the gamldelivered and title passes to the custométheéitime of sale, estimates for sales deductimefyding rebates to government
agencies, are recorded. These provisions areded\or in the same period the related producssale recorded. Following our settlement agreeméhtTercica and Genentech on March 5,
2007, we ceased to supply IPLEX™ to patients asdatitinued sales of IPLEX™ for short stature disoscas of March 7, 2007. Revenue from our Expaddeess Program in Italy is
recognized when the drugs have been provided rano patients and collectibility is assured. Rogalthat were paid to Tercica and Genentech dtechagainst Expanded Access Program
revenue. License income is recognized as reveimmes the milestones are achieved and payments are@ant revenue is recognized once payment hasfeeeived.

Stock-Based Compensation
We adopted the fair-value-based method of accogritin share-based payments effective January 16,208ing the “modified prospective transition methaCurrently, we use tt
Black-ScholesMerton formula to estimate the value of stock omigranted to employees and expect to continusecahis option valuation model. Under that traositmethod, compensati

cost recognized during the year included: (a) carspgon cost for all share-based payments granied o, but not yet vested as of January 1, 2@@8ed on the grant date fair valueanc
(b) compensation cost for all share-based payngratsed subsequent to January 1, 2006, based amneahedate fair valued.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK



We invest excess cash in investment grade, intbezsting securities and, at December 31, 2009$had .3 million invested in money market instrumetrsasuries, municipal bonds
and mutual funds. Such investments are subjeotéoest rate and credit risk and are not insurethb federal government. Our policy of investindighly rated securities whose liquidities at
December 31, 2009, are all less than two yearsmizieis such risks. In addition, while a hypothdtmze percent per annum decrease in market inteatest would have reduced our interest
income for fiscal 2010, it would not have resuliec loss of the principal and the decline in iegtrincome would have been immaterial. Our purposeaking these investments is to generate
investment income.

We currently do not transact any significant partaf our business in functional currencies othantthe U.S. dollar. To the extent that we contitougansact our business using the
U.S. dollar as our functional currency, we do nalidve that the fluctuations in foreign currencgleange rates will have a material adverse effeciuiresults of operations.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
The information required by Item 8 is set forthpages 42 — 60.
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

Disclosure Controls and Procedure

We carried out an evaluation, under tiygesvision and with the participation of certainmixers of our management, including our Chief Fimgr@fficer (who serves as both our principal
executive officer and principal financial officeof, the effectiveness of our disclosure controld procedures (as defined in Rules 13a-15(e) anell5%e) under the Securities Exchange Act of
1934, as amended). Based on that evaluation, Recdmber 31, 2009, our Chief Financial Officer bascluded that our disclosure controls and prosiare effective at the reasonable
assurance level.

Management’s Report on Internal Control Over Finarad Reporting

Our management is responsible for esthltlg and maintaining adequate internal controt éiwancial reporting (as defined in Rules 13a-15ffd 15d-15(f) under the Securities Exchange
Act of 1934, as amended). Our internal controlrdir@ncial reporting was designed to provide reade assurance to our management and board ofatiseegarding the reliability of financ
reporting and the preparation of financial statetséor external purposes in accordance with gelyeaatepted accounting principles.

Our management assessed the effectivefiess internal control over financial reporting af December 31, 2009 based on the criteria sét by the Committee of Sponsoring
Organizations of the Treadway Commission (COSQpternal Control — Integrated FrameworkManagement’s assessment included an evaluatitre alesign of our internal control over
financial reporting and testing of the operatioeféctiveness of our internal control over finahecgporting. Based on this assessment, our managieconcluded that, as of December 31, 2009,
our internal control over financial reporting wdeetive.

Ernst & Young LLP, our independent regiietl public accounting firm, has issued an augiorieon the effectiveness of our internal contneéiofinancial reporting. The report of Ernst &
Young LLP is contained in Item 15 of this Annualp®et on Form 10-K.

There have been no changes in our inteordrol over financial reporting that occurredidg the quarter ended December 31, 2009 that heaterially affected, or are reasonably likel
materially affect, our internal control over findalcreporting.

ITEM 9B. OTHER INFORMATION
None.
PART I
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by ltem 10 of Form 10-Krisorporated by reference from the discussionaespe thereto under the captions “Election of Bioes” and “Section 16(A)
Beneficial Ownership Reporting Compliance” in oefiditive proxy statement for our 2010 annual megf stockholders to be filed with the Securigesl Exchange Commission.

ITEM 11. EXECUTIVE COMPENSATION

The information required by Item 11 of Form 10-Krisorporated by reference from the discussionoespe thereto under the captions “Compensation@ittee Report,”
“Compensation Discussion and Analysis,” “Compersatommittee Interlocks and insider Participatiant “Directors Compensation” in our definitive pyostatement for our 2010 annual
meeting of stockholders to be filed with the setiesiand Exchange Commission.
ITEM 12. SECURITIES OWNERSHIP OF CERTAIN BENEFICIAL OWNERS A ND MANAGEMENT AND RELATED STOCKHOLDER MATTERS

The information required by Item 12 of Form 10-Krisorporated by reference from the discussionaespe thereto under the captions “Security OwriprehCertain Beneficial
Owners,” “Security Ownership of Management,” andhipensation Discussion and Analysis” in our defeitproxy statement for our 2010 annual meetingto€kholders to be filed with the
Securities and Exchange Commission.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSATIONS AND D IRECTOR INDEPENDENCE

The information required by Item 13 of Form 10-Krisorporated by reference from the discussionaespe thereto under the captions “Election of Bioes” and “Related Party
Transactions” in our definitive proxy statement éar annual meeting of stockholders to be filechwiite Securities and Exchange Commission.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by ltem 14 of Form 10-Krisorporated by reference from the discussionaespe thereto under the caption “Designation ofliéars” in our definitive proxy
statement for our 2010 annual meeting of stockhsltzbe filed with the Securities and Exchange @ission.




PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEM ENT SCHEDULES
(a) Documents filed as part of this report.
1. FINANCIAL STATEMENTS . The following consolidated financial statememitshe Company are set forth herein, beginning agepF-1:
(i) Report of Ernst & Young, LLP, Independent RegigiePeiblic Accounting Firm on Internal Control oven&ncial Reporting
(i) Report of Ernst & Young, LLP, Independent RegisiePeiblic Accounting Firn
(iii) Consolidated Balance She
(iv) Consolidated Statements of Operations
(v) Consolidated Statements of Stockhol’ Equity (Deficit)
(vi) Consolidated Statements of Cash Flc
(vii) Notes to Consolidated Financial Stateme
2. FINANCIAL STATEMENT SCHEDULES.
None required.
3. EXHIBITS.

The exhibits that are required to be filed or inmoated by reference herein are listed in the Bxindex. Exhibits 10.1, 10.2, 10.14, 10.16, 10.10.19, 10.20,
10.21,10.22, 10.26, 10.27 and 10.28 constituteag@ment contracts or compensatory plans or arraggsmequired to be filed as exhibits hereto.
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Report of Independent Registered Public Accounting-irm On Internal Control Over Financial Reporting

The Board of Directors and Stockholders of Insnrezbtporated

We have audited Insmed Incorporated’s internalrobiver financial reporting as of December 31, 208ased on criteria established in Internal Cdrttotegrated Framework issued by the
Committee of Sponsoring Organizations of the Tremd®ommission (the COSO criteria). Insmed Incorfeta management is responsible for maintainingagife internal control over
financial reporting, and for its assessment ofefiectiveness of internal control over financigboeting included in the accompanying Managemengpdrt on Internal Control over Financial
Reporting. Our responsibility is to express an @piron the company’s internal control over finahecéporting based on our audit.

We conducted our audit in accordance with the stedslof the Public Company Accounting Oversightid&@nited States). Those standards require thgilareand perform the audit to obtain
reasonable assurance about whether effective alteamtrol over financial reporting was maintainedll material respects. Our audit included olitegran understanding of internal control over
financial reporting, assessing the risk that a nelteveakness exists, testing and evaluating tisggdeand operating effectiveness of internal cdritased on the assessed risk, and performing
such other procedures as we considered necesstdwy aircumstances. We believe that our audit plewia reasonable basis for our opinion.

A companys internal control over financial reporting is @pess designed to provide reasonable assuranaeliregthe reliability of financial reporting andettpreparation of financial stateme
for external purposes in accordance with geneeadbepted accounting principles. A company’s intecoatrol over financial reporting includes thossipies and procedures that (1) pertain to
the maintenance of records that, in reasonablel dataurately and fairly reflect the transacti@m dispositions of the assets of the companypr@jide reasonable assurance that transactions
are recorded as necessary to permit preparatifinasfcial statements in accordance with generalbepted accounting principles, and that receipésependitures of the company are being
made only in accordance with authorizations of ngangent and directors of the company; and (3) pewdsonable assurance regarding prevention olytoeéection of unauthorized
acquisition, use, or disposition of the compangseds that could have a material effect on thentiizd statements.

Because of its inherent limitations, internal cohover financial reporting may not prevent or @¢t@isstatements. Also, projections of any evadmadf effectiveness to future periods are
subject to the risk that controls may become inadegbecause of changes in conditions, or thadelgeee of compliance with the policies or procedunay deteriorate.

In our opinion, Insmed Incorporated maintainedalimaterial respects, effective internal contreéofinancial reporting as of December 31, 2008€eldaon the COSO criteria.

We also have audited, in accordance with the stasdz the Public Company Accounting Oversight Bo@snited States), the consolidated balance sleédtsmed Incorporated as of
December 31, 2009 and 2008, and the related calaseti statements of operations, stockholders’ g@déficit) and cash flows for each of the threargein the period ended December 31, 2009
and our report dated March 15, 2010 expressed qualified opinion thereon.

/sl Ernst & Young LLP

Richmond, Virginia
March 15, 2010




Report of Independent Registered Public Accounting-irm

The Board of Directors and Stockholders of Insnrezbtporated

We have audited the accompanying consolidated balgineets of Insmed Incorporated as of Decembe&(®B and 2008, and the related consolidated seatisnof operations, stockholders'
equity (deficit), and cash flows for each of thesthyears in the period ended December 31, 200seTfinancial statements are the responsibilith@fCompany’s management. Our
responsibility is to express an opinion on thesaritial statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighaBaUnited States). Those standards requirentbgilan and perform the audit to

obtain reasonable assurance about whether thecfalatatements are free of material misstatemfmaudit includes examining, on a test basis, evigesupporting the amounts and disclosures
in the financial statements. An audit also includssessing the accounting principles used andfisigmi estimates made by management, as well deatiray the overall financial statement
presentation. We believe that our audits provideasonable basis for our opinion.

In our opinion, the financial statements referrediove present fairly, in all material respedis, ¢onsolidated financial position of Insmed Inavgted at December 31, 2009 and 2008, and the
consolidated results of its operations and its ¢msts for each of the three years in the periodeshDecember 31, 2009, in conformity with U.S. gatg accepted accounting principles.

We also have audited, in accordance with the stasdzf the Public Company Accounting Oversight Bo@snited States), Insmed Incorporated’s interwedtml over financial reporting as of
December 31, 2009, based on criteria establishé@ennal Control-Integrated Framework issued by @ommittee of Sponsoring Organizations of the @nesy Commission and our report
dated March 15, 2010 expressed an unqualified opitiiereon.

/sl Ernst & Young LLP

Richmond, Virginia
March 15, 2010




Assets

Current asset:
Cash and cash equivale
Short-term investments
Income tax receivabl
Accounts receivable, n
Prepaid expenses
Total current asse

Long-term assets
Certificate of depos
Restricted cash, long-term
Deferred financing costs, n
Total long-term assets

Total assets

Liabilities and stockholders' equity (deficit)
Current liabilities:

Accounts payabl

Accrued project costs & oth

Payroll liabilities

Restricted stock unit liabilit

Interest payabl

Deferred ren

Deferred revenu

Convertible deb
Debt discoun
Net convertible debt
Total current liabilities
Long-term liabilities:
Convertible debt
Debt discount
Net lon¢-term convertible dek
Asset retirement obligation
Total liabilities

Stockholders' equity (deficit

Common stock; $.01 par value; authorized shares

INSMED INCORPORATED
CONSOLIDATED BALANCE SHEETS

(in thousands, except per share data)

500,000,000; issued and outstanding shares2@8M99 in 2009 and 122,494,010 in 2008

Additional pait-in capital

Accumulated defici

Accumulated other comprehensive g:
Unrealized gain on investme

Net stockholders' equity (deficit)

Total liabilities and stockholders' equity (defjcit

See accompanying notes.

December 31

December 31

2009 2008
12,74( 2,148
109,44 252
2,02¢ -
245 122
15¢ 74
124,60¢ 2,59%
2,08t -

2 2,098

2 70
2,08i 2,168
126,69! 4,75¢
312 1,273
1,15¢ 93¢
58C 453

- 113

1 13

132 168
39¢ 302
231 2,211
(23) (59€6)
20¢ 1,61¢
2,781 4,871

- 553

= (66)

- 487

- 2,213

2,781 7,581
1,30z 1,228
350,24 342,37
(228,07¢) (346,42)
445 ;
123,91 (2,829
126,69 4,75¢




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

Twelve Months Ended
December 31

2009 2008 2007

Sales, ne $ - 38 - 8 423
Royalties 12¢ 144 121
License income - - 1,607
Grant revenur 1,044 1,044 -
Other expanded access program income, net 9,20( 10,511 5,43(

Total revenue 10,37 11,69¢ 7,581
Operating expenses:
Cost of goods sol - - 57€
Research and developme 9,207 21,047 19,19¢
Selling, general and administrative 9,84( 5,062 8,24¢

Total expenses 19,04 26,11( 28,02(
Operating los: (8,679 (14,41)) (20,439
Investment incom 80¢€ 50C 1,15¢
Realized loss on investmer - (500) -
Interest expens (781) (1,25€) (682)
Gain on sale of asset, net 127,47« - -
Income (loss) before tax 118,82° (15,667 (19,969)
Income tax expense 477 - -
Net income (loss $ 118,35( $ (15,667 $ (19,967)
Basic net income (loss) per share $ 09 $ 019 $ (0.17)
Shares used in computing basic net income (logs3hmre 127,11! 122,13. 114,68.
Diluted net income (loss) per share $ 09 $ 019 $ (0.17)
Shares used in computing diluted net income (Ipssshare 127,27( 122,13. 114,68.

See accompanying notes.




Balance at December 31, 20C
Comprehensive earnings:
Net loss
Unrealized loss on investment
Comprehensive loss
Issuance of 18,000 shares of comr
stock upon exercise of stock options
Issuance of 186,870 shares of comr
stock from Employee Stock Purchase F
Issuance of 116,573 shares of comr
stock upon conversion of not
Issuance of 20,255,367 shares of comi
stock for cash, net of offering co:
of $1,266,13!
Recognition of stock compensation
expense for consultar
Stock compensation expense
Balance at December 31, 2007
Comprehensive earning
Net loss
Realized gain on investment
Comprehensive loss
Issuance of 349,698 shares of comr
stock from Employee Stock Purchase F
Issuance of 240,000 shares of common
stock for consulting servic
Stock compensation expense
Balance at December 31, 2008
Comprehensive earning
Net income
Unrealized gain on investment
Comprehensive income
Issuance of 2,927,450 shares of comi
stock for warrant exercis
Issuance of 3,253,136 shares of common

stock upon issuance of restricted stock aw

Issuance of 533,650 shares of comr
stock upon exercise of stock optic
Issuance of 999,853 shares of comr
stock upon conversion of not
Stock compensation expense
Balance at December 31, 20(C

See accompanying notes.

INSMED INCORPORATED

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (DE FICIT)

YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007

(in thousands, except share amounts)

Accumulated
Other

Common Additional Accumulated Comprehensive
Stock Capital Deficit Income (Loss) Total
$ 1,01z $ 323,66: $ (310,79) $ - 3 13,88(
(19,967) (19,967)
(242) (242)
- - (20,209
- 9 - - 9
2 127 - - 12¢
1 15C 151
202 16,76! - - 16,96¢
- 38 - - 38
- 521 - - 521
1,21¢ 341,27( (330,759 (242) 11,48¢
(15,667 (15,667
242 242
- - (15,42%)
4 117 - - 121
2 141 - - 143
- 85(C - - 85C
1,22¢ 342,37¢ (346,429 - (2,827
118,35( 118,35(
44t 445
118,79t
29 3,46 - - 3,491
33 1,39 - - 1,42¢
5 57t - - 58C
10 1,28¢ 1,29¢
- 1,145 - = 1,145
$ 1,30 $ 350,24 $ (228,079 $ 448 3 123,91«




Operating activities
Net income (loss
Adjustments to reconcile net income (loss) to et
used in operating activitie
Depreciation and amortization
Stock based compensation expe
Gain on sale of asset, r
Stock options issued for services
Realized loss on investmer
Changes in operating assets and liabilit
Income tax receivabl
Accounts receivabl
Inventory
Prepaid expenst¢
Accounts payabl
Accrued project costs & other
Payroll liabilities
Deferred ren
Deferred revenu
Restricted stock unit liabilit
Asset retirement obligatic
Interest payable
Net cash used in operating activit

Investing activities
Cash received from asset s
Change in certificate of depos
Decreases in shi-term investment
Purchases of short-term investments
Net cash provided by investing activiti

Financing activities

Proceeds from issuance of common si
Repayment of convertible notes

Warrants converted into shat

Other

Net cash provided by (used in) financing activi

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental informatic
Cash paid for intere:
Cash paid for taxe

See accompanying notes.

INSMED INCORPORATED
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Twelve Months Ended
December 31

2009 2008 2007
118,35( $ (15,667 (19,969
707 1,04% 40€
2,547 85C 521
(127,479 - -
2 143 38

- 50C -
(2,029 - -
(129 12¢ )

- - 57€
(85) 17¢ (157)
(965) 372 (6,28)
214 433 (612)
127 (178 (6712)
(36) 53 61

9 57 245
(113 112 -
(2,219) - 591
(12 (10 =
(11,017 (11,99:) (25,25
127,47 5 -
10 - -

5 12,67¢ 9,06¢
(108,749 - (500)
18,74( 12,67¢ 8,56¢
58C - 16,96¢
(1,246 (2,219 -
3,491 - -
42 121 1,15¢
2,867 (2,090 18,12:
10,59 (1,409 1,43¢
2,148 3,55¢ 2,121
12,74 $ 2,148 3,55¢
82 % 234 279
2,79¢ 5 -




INSMED INCORPORATED
NOTES TO
CONSOLIDATED FINANCIAL STATEMENTS
1. Description of the Business and Summgaof Significant Accounting Policies
We are a biopharmaceutical company with expertige¢ombinant protein drug development. Our camooffice is located in Richmond, Virginia.

Until 2009, we were actively engaged in pursuirdpal path strategy involving entry into the follam-biologics (“FOB”) arena (also known as biosimslebiogenerics and biologics)
and advancing our proprietary protein platform,teeed on our proprietary IPLEX™ product, into nigharkets with unmet needs. IPLEX™ is in variowgss of development for a number of
serious medical conditions, including Amyotrophiatéral Sclerosis (ALS), also known as Lou Gehriis&®ase, and Retinopathy of prematurity (“ROP”),

On March 31, 2009, we completed the sale of our p@Borm to Merck & Co., Inc. (“Merck”) for an agegate purchase price of $130 million. As parthig transaction, Merck
assumed the lease of our Boulder, Colorado-basedfiaeturing facility (which was also used to marmtee IPLEX™) and acquired ownership of all theipqent in the building. In addition,
Merck offered positions to employees at the Boufdeility. We retained our Richmond, Virginia comate office, which houses our clinical, regulatdigance and administrative functions, in
support of our IPLEX™ program. After fees, taxes @ther expenses related to the transaction, eeved total net proceeds of approximately $12fani

In April 2009, we engaged RBC Capital Markets asfmancial advisor to assist us in evaluatingtsigéc options (the “Strategic Review Process”)dse of the FOB sales proceeds.
These options could include acquisitions of complimary businesses or technologies, product licgnsinmergers, and could also include share repseshar the distribution to shareholders of
the remaining FOB sales proceeds if we do notditidictive acquisition, licensing or merger oppnities.

On Junelb, 2009, we announced that Geoffrey ARdnD., resigned as our President, Chief Exec@ifficer and Chairman of the Board due to a heattidition. Dr. Allan had held
these positions since our company was formed i®198el Sharoky, M.D., one of our directors, assdrtie role of Chairman of the Board. Pending tmgletion of the Strategic Review
Process, we have decided not to hire a new PreasienChief Executive Officer.

In June 2009, we announced results from our exord).S. Phase Il clinical trial evaluating IPLEX in patients with myotonic muscular dystrophy ("MMD'The trial explored
measures of endurance, muscle function and streoggimitive function, gastrointestinal function ngeal health, pain, quality of life, insulin semnstt, lipid metabolism, and safety and
tolerability of IPLEX™ . The results of the trial indicated that IPLEXdid not exhibit a statistically significant impravent in the functional measure of endurance bystkninute walk test,
muscle function, strength, cognitive function, gehéealth, pain, or quality of life in any of thests utilized in this study. IPLEX did, however, demonstrate improvements in standard
measures of insulin sensitivity and reductionsaisting glucose, fasting insulin, cholesterol aiglytcerides, which is consistent with the expeatestabolic profile of insulin-like growth factor.
Pending the completion of the Strategic Review Esscwe have decided not to conduct further clinicds focused on MMD patients.

Following the transfer of our Boulder, Colorado mfacturing facility to Merck, we no longer have ttegability to manufacture IPLEX™, which is an extrely complicated drug to
produce. Any agreement with a third party to uteler the manufacture of IPLEX™ would not resulpioduction of additional quantities of IPLEX™ farlaast 12 to 18 months. We are not
actively exploring any third party manufacturingaargements for IPLEX™ at this time. Since we nugler have a facility to manufacture IPLEX™, we ammced in July 2009 that we would
conserve our limited inventory of IPLEX™ on handr fhe treatment of existing patients, would cehsesupply of IPLEX™ to any new patients, and woudd initiate further clinical trials with
IPLEX™ (including a Phase Il clinical trial for ALBatients in the U.S. discussed with the FDA ilye2009). We plan, however, to continue to collaectl analyze data for the ALS indication
and liaise with Premacure on ROP .

There are approximately 51 patients who curremteive IPLEX™, 9 in the U.S. and the remaindeuadbthe rest of the world. Most of the patienteree IPLEX™ pursuant to a
court-ordered Expanded Access Program (EAP) for ALaly, pursuant to which we have received nafstur recent operating revenues in the form of cesovery charges. The 9 U.S.
patients are being treated for ALS under singléepatnvestigational New Drug applications approbgdhe FDA. We believe that we have sufficientEBX™ inventory to supply these existi
patients into mid-2011, at which time our primaousce of operating revenues will cease.

Until the gain generated by the sale of our FOBfpten to Merck, we have not been profitable. Wedaecumulated deficits of approximately $230 millthrough December 31, 2009.
When our IPLEX™ product inventory is depleted, ptimary source of income will be interest earnedtenFOB sales proceeds, unless an income gergeatiivity results from our Strategic
Review Process.

On February 12, 2009 we announced that we hadezhieto a definitive agreement with Merck & Co.cli“Merck”) whereby Merck, through an affiliate owld purchase all assets
related to our FOB platform. On March 31, 2009,asepleted the sale of these assets for an aggregathase price of $130 million. After fees, taaad other costs related to the transaction,
we received net proceeds of approximately $12Haniks a result of this transaction. We did matir any severance expenses as a result of theféranf assets and employees to Merck.

As part of this transaction, Merck assumed theded®our Boulder, Colorado-based manufacturingifgand acquired ownership of all the equipmenthe building. In addition, upon
closing of the transaction, Merck offered positiom@mployees of the Boulder facility. We retaur ®&ichmond, VA corporate office, which houses 6linical, Regulatory, Finance, and
Administrative functions, in support of the conting IPLEX™ program. The transfer of the Boulderiliacto Merck took away our internal IPLEX™ prodiimn capability. We believe howeve
that we have sufficient inventory of IPLEX™ to sappour ongoing ALS EAP in the U.S. and Europe imiol-2011. Any requirements for IPLEX™ beyond midit2 or any significant increase
in demand beyond our current commitments in the Aelfls will require that we identify a Contract Mafacturing Organization (‘CMO™o produce the necessary IPLEX™ to meet the den
We estimate that the tech transfer of our IPLEX ®dpiction process could take 12 to 18 months or€®® has been identified.

Until the sale of our followen biologics platform, we pursued a dual path sgwpinvolving entry into the FOB arena (also knoagnbiosimilars, biogenerics and biologics) and adiray
our proprietary protein platform into niche markefith unmet needs. Following the sale of our faHlon biologics assets, we plan to continue to stpmar proprietary protein platform and our
product, the FDA-approved IPLEX™, which is in varfostages of development for a number of seriowdicakconditions including Amyotrophic Lateral Sasis (“ALS”), also known as Lou
Gehrig’s disease and Retinopathy of PrematurityQFR).

We have also engaged the services of RBC to datarcial advisor in evaluating other options fise of these proceeds which could include acqoisitof complimentary businesses
or technologies, product licensing, mergers, sheparchase and the distribution of a portion ofgheceeds to shareholders.

Principles of Consolidation

The consolidated financial statements include t@®ants of the Company and its wholly-owned subsids, Insmed Therapeutic Proteins, Insmed Phamumiaaés, Incorporated and
Celtrix Pharmaceuticals, Incorporated (“CeltrixA)I significant intercompany balances and transaihave been eliminated in consolidation.

Subsequent Events
We have evaluated all subsequent events througtietteethe financial statements were issued — nenmmabtecognized or non-recognizable subsequenttsweere identified.
Use of Estimates

The preparation of the consolidated financial stetets in conformity with accounting principles geally accepted in the United States (“GAAP”) re@simanagement to make
estimates and assumptions that affect the amoeptsted in the consolidated financial statementsaatompanying notes. Actual results could dififem those estimates.

Cash, Cash Equivalents and Short-Term Investments
The Company considers investments with maturitfebree months or less when purchased to be cashiadgnts. Short-term investments are availableséde and consist primarily of
short-term government agency bonds, U. S. treasand mutual funds. These securities are cartigtheket, which approximates cost and are classdieeither Level 1 or 2 as defined in the

ASC 820,Fair Value Measurements and Disclosufas value hierarchy. The cost of the specific ségisold is used to compute the gain or loss @nstale of marketable securities.

On April 14, 2004, we announced that we had acduriease to operate a recombinant protein manufagtfacility located in Boulder, Colorado. Weeéntled to use the facility for ti



commercial manufacture of our FDA approved prodiRitEX™. On June 20, 2007, we notified our landltdrdt we wish to renew our lease. In November 208provided a new
Letter of Credit (“LOC") to the landlord of the mafacturing facility in the amount of $2.1 million tover facility restoration expenses upon terniamadf the lease. This LOC was supported by
a certificate of deposit which was classified agrieted cash on the balance sheet. Pursuanétoahsfer of this lease to Merck on March 31, 2@@Mo0 longer were required to maintain the
LOC and we reversed the accrued restoration expesfsk2.2 million that were recorded in asset eatient obligations on the balance sheet in priorsyeccretion expense for the years ended
December 31, 2009, 2008 and 2007 totaled zero,aedd0.6 million, respectively.

Fair Value of Financial Instruments

We consider the recorded cost of our finanagdets and liabilities, which consist primarilyaafsh, cash equivalents and shertn investments, to approximate the fair valuehe
respective assets and liabilities at December 8092and 2008 due to the shtetm maturities of these instruments. Please sae Mb for further discussion on fair value of oaiskc an
investments. We also hold an investment in NAP@rRaceuticals, Inc. (“NAPQ”), which was previoushassified as an “available-for-salegcurity but was considered other than temp
impaired as NAPO was disted from the London Stock Exchange in 2008. sTdount is reported as a loss on investments ooomsolidated statement of operations. The cagryalue of th
convertible debt is $208,000 which approximates\alue. This is calculated using the intrinsicueabf the conversion feature.

Stock-Based Compensation

In some instances, we receive employee servicesdhange for providing equity instruments of thenpany or liabilities that are based on the faiueabf our equity instruments or that
may be settled by the issuance of such equityurmgnts. These share-based transactions are acddantesing a fair-value-based method to recogniae-cash compensation expense; this
expense is recognized ratably over the requisitécgeperiod, which generally equals the vestingqueof options, and is adjusted for expected fitufes.

Revenue Recognition

We record revenue from product sales when the gamldelivered and title passes to the custométheéitime of sale, estimates for sales deductimefyding rebates to government
agencies, are recorded. These provisions areded\or in the same period the related producssale recorded. Following our settlement agreeméhtTercica and Genentech on March 5,
2007, we ceased to supply IPLEX™ to patients asdaditinued sales of IPLEX™ for short stature disosdas of March 7, 2007. Revenue from our Expandedess®rogram in Italy is
recognized when the drugs have been provided rano patients and collectibility is assured. Rogalthat were paid to Tercica and Genentech dtechagainst Expanded Access Program
revenue. License income is recognized as revemes the milestones are achieved and payments are@ant revenue is recognized once payment haseeeived. Shipping and handling
costs charged to customers are included in revandeotaled $0.2 million, $0.4 million and $0.3 linih for 2009, 2008 and for 2007, respectively.

Research and Development

Research and development costs are eggessincurred. Research and development expeossistcprimarily of salaries and related expensest to develop and manufacture
drug candidates, patent protection costs, amouaitltp contract research organizations, hospitadslaboratories for the provision of services aratanals for drug development and clinical
trials. We do not have separate accounting polfciemternal or external research and developraedtwe do not conduct any research and developimeothers. Our expenses related to
clinical trials are based on estimates of the ses/received and efforts expended pursuant toaxstwith third party organizations that condudl amanage clinical trials on our behalf. These
contracts set forth the scope of work to be cormeplett a fixed fee or amount per patient enrolleynents under these contracts depend on perforntaiteea such as the successful enroliment
of patients or the completion of clinical trial @étones. Expenses are accrued based on contrautehis applied to the level of patient enrollmemd g activity according to the clinical trial
protocol.

Income Taxes

Income taxes are accounted for in accordance w&@ A40/ncome Taxes Deferred tax assets and liabilities are recagphipr the future tax consequences attributabtifferences
between the financial statement carrying amounexisiting assets and liabilities and their respectax bases and operating loss carryforwardseed tax assets and liabilities are measured
using enacted tax rates expected to apply to taxabbme in the years in which those temporarnedifices are expected to be recovered or settlee .effect on deferred tax assets and liabil
of a change in tax rates is recognized in incontbénperiod that includes the enactment date.

Valuation allowances are recorded if it is morelykthan not that some portion of the deferredasset will not be realized. In evaluating the nieedh valuation allowance, we take into
account various factors, including the expecteellef future taxable income and available tax plagrstrategies. If actual results differ from tlesamptions made in the evaluation of our
valuation allowance, we record a change in valuagitowance through income tax expense in the gesich determination is made.

In June 2006, FASB issued a new standard for aditmufor uncertainty in income taxes. This newnslard clarified the accounting for uncertaintyriceme taxes recognized in an
enterprise’s financial statements by prescribirggrtinimum recognition threshold a tax positiongguired to meet before being recognized. It alswiges guidance on disclosure requirements,
measurement and classification provisions, andsitian requirements. We implemented this new stechda January 1, 2007 and due to the accumulatsdposition of the Company, such
implementation did not have a material impact onamnsolidated financial statements.

Net Income ( Loss) Per Share

Basic net income /(loss) per share is computeddagen the weighted average number of common sleaitsganding during the year. For years 2008 &@¥ 2he Company’s diluted
net income (loss) per share is the same as its hasincome (loss) per share because all stoé&raptwarrants, and other potentially dilutive s#tees are antidilutive and, therefore, excluded
from the calculation of diluted net income (loss) phare.

The following table sets forth the computation aéiz and diluted (loss) earnings per share:

Twelve Months Ended December

2009 2008 2007

(in thousands except per share data)
Numerator:
Net income (loss) for basic and diluted earningsspere $ 116,96t $ (15,667 $ (19,967)
Denominator
Weighted average shares for basic earnings pee shar 127,11! 122,13. 114,68.
Effect of dilutive securities:
Convertible deb - - -
Warrants = = =
Stock options and restricted stock 155 — —
Denominator for diluted earnings per sh 127,27( 122,13: 114,68:
Basic earnings (loss) per share 0.92 (0.1%) (0.17)
Diluted earnings (loss) per share 0.92 (0.1%) (0.17)

For the years ended 2008 and 2007, our dilutetbestper share was the same as our basic netdoshgre because all stock options, warrants, tret potentially dilutive securities
were antidilutive and, therefore, excluded from ¢ak&ulation of diluted net loss per share. Alsar, average stock price for the year ended DeceBthe2009 was $0.98, therefore any warrant,
option or convertible note that contained a stpkiee above this amount was excluded from dilu@chiegs per share.

Segment Information

The Company currently operates in one business aseignhich is the development and commercializatibpharmaceutical products for the treatment ofabelic and endocrine
diseases. The Company is managed and operatex dmisiness. A single management team that refoottt® Chairman of the Board comprehensively masadlge entire business. The
Company does not operate separate lines of busivitssespect to its products or product candidatescordingly, the Company does not have separagglortable segments.



Recent Accounting Pronouncements

In June 2008, FASB ratified an issue related toditéon guidance for conforming changes. Confogrmithanges made to the issue of accounting for ctihleesecurities with beneficial
conversion features or contingently adjustable eosion ratios, that result from certain convertiblgtruments, and accounting for certain finaniciatruments with characteristics of both
liabilities and equity, is effective for the Compaas of January 1, 2009. The adoption of thisdstid not have an impact on our financial statesient

In May 2008, FASB issued a position on accountorgcbnvertible debt instruments that may be settiethsh upon conversion (including partial cadtieseent). This position requir
the issuer of certain convertible debt instrumenés may be settled in cash (or other assets) omezsion (including partial cash settlement) tosseafely account for the liability and equity
components of the instrument in a manner thatetflthe issuer's non-convertible debt borrowing veten interest cost is recognized in subsequeitdse This issue was effective for us as of
January 1, 2009, but the adoption had no impadusriinancial statements.

In May 2009, the FASB issued a new standard pénigito subsequent events which establish generatlatds of accounting for and disclosure of evévgsoccur after the balance
sheet date but before financial statements aredsslihe pronouncement provides, (a) the pericat #ie balance sheet date during which managenfientsporting entity should evaluate events
or transactions that may occur for potential redtgmor disclosure in the financial statementg;tfte circumstances under which an entity shoutdgaize events or transactions occurring after
the balance sheet date in its financial statemanis;(c) the disclosures that an entity should nzddaut events or transactions that occurred dfeebalance sheet date. We have reflected the
recognition and disclosure requirements of thiaddad in this form 10K.

In June 2009, the FASB issued new accounting geilaffective for financial statements issued foerim and annual periods after September 15, 20@8hndentifies the FASB
Accounting Standards Codification as the authaviéasource of GAAP in the United States. Rules iatelpretive releases of the SEC under federalrg@xsilaws are also sources of
authoritative GAAP for SEC registrants. The admptiad no impact on our financial statements.

2. Risks and Uncertainties

For the period from inception to December 31, 2@88,Company has incurred recurring operating bssel has accumulated a deficit of $230 millionriby 2009, the Company
recognized net income of $118 million principallyedto the sale of our follow-on biologics assets aanufacturing facility to Merck for $130 millicon March 31, 2009. Our net cash used in
operations for 2009 was $11 million.

3. Debt and Stockholders’ Equity
Common Stock & Convertible Debt

On May 7, 2007, Insmed entered into definitive suipsion agreements with certain investors relatmghe sale of an aggregate of 20,255,367 uratsh @nit consisting of one (1) share
of Common Stock and one Warrant to purchase 0.esled Common Stock at an exercise price of $1ekGhare, for a purchase price of $0.90 per uxét proceeds from the offering were
$17.0 million. The offering was made pursuanti® €ompany’s effective shelf registration statenmenForm S-3 (Registration No. 333-131535).

On March 15, 2006, Insmed entered into an undengriagreement (the “Underwriting Agreemend/ith Lazard Capital Markets LLC, as representatféhe underwriters (together, t
“Underwriters”), relating to the public offeringssuance and sale of 23,000,000 shares of the Corsgammon stock, $0.01 par value per share. The po the public was $2.00 per share, and
the Underwriters purchased the shares from the @agnpursuant to the Underwriting Agreement at agpdf $1.88 per share. Proceeds from the offeriegev42.8 million, net of $0.4 million
in offering costs. The offering was made pursuarihe Company’s effective shelf registration staat on Form S-3 (Registration No. 333-131535).

On March 15, 2005, we entered into several purchgseements with a group of institutional investprgsuant to which we issued and sold to suchsitove certain 5.5% convertible
notes in the aggregate principal amount of $35@@@M, which convert into a certain number of shafesur common stock (the “2005 Notes”) as well asnants to purchase, in the aggregate,
approximately 14,864,883 shares of our common staickn exercise price of $1.36 per share (the 520@rrants”).

As of June 1, 2005, the holders of the 2005 No&gmbh to receive interest payments at a rate of p&&nnum, and such interest payments are pagabkeerly until March 1, 2010. As
of March 1, 2008, the 2005 Notes matured and béginon March 1, 2008, the holders of the 2005 Natere entitled to receive nine quarterly installtsesf $552,778 in the aggregate each
quarter. Any outstanding 2005 Notes had to beidepacash or converted into shares of our commooks(at the option of the holder) by March 1, 20%0bject to the terms of the 2005 Note
purchase agreements, the holders of the 2005 Notéd have converted such notes into shares of@mumon stock at a conversion price of $1.295 parestas adjusted in accordance with
certain adjustments for stock splits, dividends #redlike) at any time prior to the close of busimen March 1, 2010. Between April 1, 2005 and bemsr 31, 2009, we received notices from
certain holders of the 2005 Notes electing to vty convert approximately $31,311,301 principatount of such notes into approximately 24,185 sf&ires of our common stock at the
conversion rate of one share of common stock foh &4.295 in principal amount of the 2005 Noteslldwing such conversions and principal repaymendfaDecember 31, 2009, $230,556
principal amount of the 2005 Notes remained outitan On March 1, 2010 our final payment to thea@ing convertible note holders was paid. The 20GBrants were initially exercisable in
the aggregate for 14,864,883 shares of common stioak exercise price of $1.36 per share. In cdrorewith our May 2007 public stock offering, theegcise price of the 2005 Warrants was
reduced to $1.21 per share and the 2005 Warramtsuarently exercisable into the aggregate of 3G shares of common stock. The 2005 Warrantsexpi March 15, 2010 if not exercised
by that date.

In connection with the issuance of the 2005 Notes2005 Warrants, we entered into registrationtsiglyreements with the purchasers thereof pursaaviich we agreed to file a
registration statement under the Securities Ad9¥3, as amended, registering for resale the slbdims common stock issuable upon the conversidcheo2005 Notes or exercise of the 2005
Warrants.

Periodically, the Company has issued shares of ammstock in exchange for services provided by di@ders and others. These issuances have beenledcat their estimated fair
value at the time of the respective transactiomsamresponding amounts have been reflected assgpe the accompanying consolidated statemergparfations.

Stock Warrants and Options

The following table summarizes the activity of thempany’s warrants:

Warrants for Weighted-
Shares of Average Exercise
Common Stock Price
Outstanding at January 1, 2009 10,950,26 $ 1.32
Exercisec (2,927,45) 1.1¢
Expired (2,831,95) 1.7C
Outstanding at December 31, 2009 5,190,85 $ 1.1¢€

As of December 31, 2009, we had two equity comp@salans under which we were granting stock aptiand shares of non-vested stock. We are currgrihting stock-based
awards from our Amended and Restated 2000 Sto@ative Plan (the “2000 Plan”) and our Amended apdt&ed 2000 Employee Stock Purchase Plan (theéd“28FPP”). Both the 2000 Plan
and the 2000 ESPP are administered by the Compem&dmmittee of the Board of Directors and the floaf Directors (the “Board”).

The 2000 Plan was originally adopted by the Boawdi @proved by our shareholders in 2000. Its oaigien-year term was extended to March 15, 2015wthe plan was last amended.
Under the terms of the 2000 Plan, we are authotizeplant a variety of incentive awards based ancommon stock, including stock options (both inteenoptions and non-qualified options),
performance shares and other stock awards. The R@@0currently provides for the issuance of a maxn of 9,250,000 (adjusted for stock splits) shafesommon stock. These shares are
reserved for awards to all participants in the 2B@, including non-employee directors.

The 2000 ESPP was adopted by the Board on Ap2060 and approved by our shareholders on the sateeldwas amended by the Board to increase th#auof shares available 1
issuance, and such amendment was approved by anghstiders on May 11, 2005. The 2000 ESPP was gubst#y amended and restated by action of the Boar@ctober 4, 2006 and the
amendment and restatement was approved by ourtstidees on December 14, 2006. Under the termseo2@890 ESPP, eligible employees have the oppoyttmippurchase our common stock
through stock options granted to them. An optioregiits holder the right to purchase shares ofoormon stock, up to a maximum value of $25,000yper. The 2000 ESPP provides for the
issuance of a maximum of 1,500,000 shares of ommeoon stock to participating employees.



The Company issues stock options to attract ardreecutive officers, key employees, non-emplajieectors and other non-employee advisors andcgeproviders. The maximum
number of shares issuable under the Company’s giackis 9,250,000. There were 986,561 awardsiideuat December 31, 2009. Options may be graattédte discretion of the board of
directors, compensation committee or a delegateeré’'were no grants of stock options during 20De weighted-average fair value of options gramtadng 2008 and 2007 was $0.84 and
$0.77, respectively. The intrinsic value of stogkions exercised during 2008 and 2007 was zerda@r@iL1, respectively. The total fair value ofresavested for 2009, 2008, and 2007 was $0.3
million, $0.5 million and $0.5 million respectivelyA summary of stock option activity is as follaws

Average
Remaining
Average Exercise Contractual Life Aggregate
Description 2009 Price in Years Intrinsic Value

Options outstanding at January 1, 2( 4,282,24¢ % 2.1C
Granted - -
Exercisec (533,65() 1.0¢ $ 480,21¢
Cancelled (1,155,84)) 2.11
Options outstanding at December 31, 2009 2,592,75! 2.3C 267 $ 45,62(
Exercisable at December 31, 2009 2,370,000 $ 2.3¢ 243 % 39,37(
A summary of the status of nonvested shares duh@gear ended December 31, 2009 is presented below

Average Exercise

2009 Price

Nonvested at January 1, 20 889,91 $ 2.1C
Vested (232,81)) 1.0
Cancelled (434,349 2.7¢
Nonvested at December 31, 2(C 222,75( 2.1C

The Company valued stock options granted in 20@728098 using a Black-Scholes-Merton valuation meddth necessitates the development of certainalssymptions. The
volatility factor was estimated based on the Congfsahistorical volatility. The Company also usedthrical data to derive the option’s expected éifel employee forfeiture rates within the
valuation model. The risk-free interest rate isdshon the U.S. Treasury yield curve in effechatdate of grant. The dividend yield is predicatedhe current annualized dividend
payment. The weighted-average grant-date fairevafustock options awarded was estimated on theafagrant using the following assumptions: riskefinterest rate of 2.42% in 2008 and
4.65% in 2007, no dividends, volatility of 107%3808 and 91% in 2007, an expected life of 4.07y@aR008 and 3.47 years in 2007 and a forfeitate of 33% in 2008 and 32% in 2007.

The following table summarizes awards outstandirigexember 31, 2009:

Number of Securities
Number of Securities tc Weighted Average Remaining Available
Be Issued upon Exercis  Exercise Price of  for Future Issuance
of Outstanding Options Outstanding Options Under Equity
Warrants and Rights Warrants and Rights Compensation Plans
Plan Category (1)
Equity Compensation Plans Approved by Sharehol(

Amended and Restated 2000 Stock Incentive Plan 2,592,75! $ 2.3( 1,957,08!
Amended and Restated 2000 Employee Stock Purchase P — — 365,38(
Total: 2,592,75 $ 2.3C 2,322,46!

Restricted Stock and Restricted Stock Units

In May 2009, under the 2000 Plan, we granted RetsttiStock (“RS”) and Restricted Stock Units (“RSUto eligible employees, including our executivesce®S and RSU represe
a right to receive one share of our common stodauhe completion of a specific period of continsedvice or our achievement of certain performanetrics. Shares of RS are valued at the
market price of our common stock on the date ofiggad RSU'’s are valued based on the market prick@date of settlement. RSU'’s are classifiedadmlities, as they are settled with a cash
payment for each unit vested, equal to the fairketaralue of our common stock on the vesting date.recognize noncash compensation expense foathesfues of these RS and RSU’s on a
straight-line basis over the requisite servicequbdf these awards, which is generally four ye@slow is a table of RS and RSU grants for the wevehonths ended December 31, 2009, all of
which are non-vested.

Effective on the closing of the Merck transactionMarch 31, 2009, all RS and RSU awards were fidlsted. Due to the acceleration of the vestingdale, the Company recognized
$1.4 million in stock-based compensation experidee weighted-average grant date fair value of RER8U’s granted during the year was $1.00.

Number of Shares
Restricted Stock

Restricted Stoc Units
Outstanding at January 1, 20 3,155,53- 1,846,60!
Granted 1,492,04. 368,23:
Vested 4,559,85 2,214,83!
Outstanding at December 31, 2009 87,72( -

Of the restricted stock vested, 3,253,136 were deans shares and 1,306,721 were withheld for ta®éshe restricted stock units vested, 2,214 888 awarded as cash.

The weighted-average grant date fair value of RER®8U’s granted during the twelve months ended Bxbes 31, 2009 was $1.71. As of December 31, 200@&aognized stock-based
compensation expense related to unvested RS antsRE$68,344 is expected to be recognized ovesriog of five months. Stock-based compensatiorersp related to RS and RSU’s was
approximately $2.3 million for the twelve monthsded December 31, 2009.

A total of 10,284,111 shares of common stock wesenved at December 31, 2009 in connection witlicesd stock, stock options, stock warrants, dredemployee stock purchase
plan.

The Company recognized non-cash shzsed compensation expense of approximately $2lidmriior 2009, $1.0 million for 2008 and $0.5 nislh for 2007. This expense was incluc
on the “Selling, general and administrative” anc$Rarch and development” lines of the consolidst&it:ment of operations. As of December 31, 20@9etwas $128,271 of total unrecognized
compensation cost related to stock awards expéctied recognized over the remaining vesting peoiotthose awards.

4. Income Taxes

Due to the accumulated loss position of the Compangt as of December 31, 2008 and 2009, the Commasyecorded no reserves for unrecognized incambenefits. The Company
is subject to U.S. federal and state income takies.statute of limitations for tax audit is genbralpen for the years 2000 and later. However, pkte2009, the Company has incurred net
operating losses since inception. Such loss cammgfals would be subject to audit in any tax yeawiich those losses are carried and applied, niestgihding the year of origin. The Company’s
policy is to recognize interest accrued relatedrtiecognized tax benefits and penalties in incamreekpense. The Company has recorded no such exgemsng the first quarter of 2010 a
section 382G analysis was performed. The Compapyg dot anticipate any material changes in the atmgfuinrecognized tax positions over the next weehonths.

The deferred tax assets of approximately $74 miliad $119 million at December 31, 2009 and 208&pectively, arise primarily due to net operatioss|carryforwards for income tax
purposes. Due to the Company’s anticipated futsses, these amounts have been entirely offsatajuation allowance.



At December 31, 2009 and 2008, the Company hadpetting loss carryforwards for income tax purgasfeapproximately $172 million and $288 millioespectively, expiring in
various years beginning in 2010. Utilization oésle carryforwards will be significantly limited dteechanges in the ownership of the Company’s comstock. The Company has never been
audited by the Internal Revenue Service.

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

2009 2008
Deferred tax asset: (in thousands
General Business Cred $ 2,006 $ 2,13(
AMT Credit 47C -
Other 6,66¢ 7,78(
NOL Carryforwards 65,214 109,46
Total deferred tax asset 74,361 119,37:

Deferred tax liabilities
Other (169) -

Total deferred tax liabilities (169) -
Tax deferred asset/(liability) 74,192 119,37
Valuation allowance $ (7419 $ (119,37)
Net deferred tax asset/(liability) - -

The differences between the U.S. federal statutoryate and the Company’s effective tax rate aroows:
2009 2008 2007

Statutory federal tax ra 34% 34% 34%
Permanent item 0% -2% -1%
State income taxes net of federal benefit 4% 4% 4%
Research and development cre 0% -7% -3%
Expired net operating loss carryforwai 0% -46% -39%
Change in valuation allowance -38% 17% 5%
Total Expense 0% 0% 0%

5. Leases

The Company leases office space in Richmond, Viagimder an operating lease agreement expiringciot2r 2016. The lease provides for monthly rémtpproximately $33,700 wit
a 3% escalation per year. Lease expense is re@niz a straight-line basis. The Company alsekeasehicle and office equipment. Future minimaynpents on all these leases at December
31, 2009 is presented in the table below. Reneese for all operating leases approximated $0.Bomiin 2009, $1.1 million in 2008 and $1.1 milligm 2007.

Payments Due by Years (in thousands
2014
Total 2010 2011 2012 2013 & Beyond

Operating lease obligatiol $ 3,060 $ 428 $ 424 3 431 % 448 $ 1,332

6. Employee Benefit Plans

In 2000, the Company adopted a stock purchasevth@neby eligible employees may purchase commorksRurchases may be made through payroll deducsiobigct to annual
limitations. The purchase price per share undeptae is the lesser of 85% of the fair market valfia share of common stock at the beginning ohexfering period or 85% of the fair market
value on the date the purchase is made. As of Dieeef1, 2009 there were 1,500,000 shares authdigtzessuance under the plan and 1,134,620 had iseaad.

The Company also maintains a tax-qualified empl@aengs and retirement plan (the “401(k) plafioi)eligible employees. Participating employees mafer up to the lesser of 25%
W-2 compensation or the maximum amount permittethbyinternal Revenue Code, as amended. The 4plHk)permits the Company to make matching contidbgton behalf of all
participants who have elected to make deferralsdate, the Company has not made any contributmtiset plan.

7. Restructuring Plan

On February 21, 2007, our Board committed bouisiness restructuring plan following our annoumeet of the Settlement Agreement with Tercica, &rd Genentech, Inc., which laid
out the terms for settlement of all of the outstagditigation between the parties and includes agneement to withdraw IPLEX™ from the short statomarket. The restructuring eliminated our
commercial department and downsized our manufaxjdecility located in Boulder, Colorado, resultimgan immediate reduction of approximately 34%oof previous workforce of 150.
Employees who were affected by the restructuringevpeovided with severance payments.

As a result of the restructuring plan, we imed a restructuring charge in March 2007 of apjmately $1.7 million for severance payments. Ther$tillion represented the total
amount of restructuring charges that were incuaredi paid in 2007. These charges were recordedsaanah and development expenses and selling, gamefadministrative expenses in the
income statement.

8. License and Collaborative Agreements

Muscular Dystrophy Association

On December 12, 2007, we announced that we weredadia grant of $2.1 million from the Muscular Dggthy Association for our Phase Il enabling clalitrial of IPLEX™ in the
Myotonic Muscular Dystrophy indication. We receivealf of the $2.1 million milestone payments ird8Gand the remaining half in 2009.

Pharmacia

In August 2002, we entered into an agreement whtirfacia that grants us an exclusive license torfdigia’s portfolio of regulatory filings pertainirig rhiGF-I. In consideration for
the exclusive license we have agreed to make thieragilable to the 17 Growth Hormone Insensitidiyndrome subjects that were previously being tceaiiéh rhIGF-1 supplied by Pharmacia.

NAPO



On January 5, 2007, we entered into an agreewith NAPO Pharmaceuticals, whereby NAPO wilklise from us the technology surrounding IN$&lalso know as Masoprocal. T
license gives NAPO the right to develop, manufaezamd commercialize Masoprocal products for anjcatébns relating specifically to diabetes, cardiéease, vascular disease, metabolic
disease and Syndrome X. The agreement calls fangats from NAPO to us upon the achievement of gertalestones. In 2007 we received $1.5 milliomiilestone payments.

9. Quarterly Financial Data (Unaudited)
INSMED INCORPORATED
Quarterly Financial Data
(in thousands)
Fiscal Quarter
First Second Third Fourth
2009 2008 2009 2008 2009 2008 2009 2008
Revenues $ 2,37 $ 2,34z $ 3,04C $ 2,67¢  $ 247 $ 4,020 $ 2,48t % 2,661
Operating Income Los (6,947 (4,799 (1,306 (4,435 (764) (1,886 342 (3,299
Net Income (Loss 117,79¢ (4,879 (1,607 (4,667) (150) (2,169) 2,30¢ (3,969
Net Income (Loss) Per Share (Ba
and Diluted) $ 09¢ 3 (0.0 $ (0.0) $ (0.0 $ (0.0) $ (0.02 $ 001 $ (0.09)
10. Legal Proceedings

In fiscal 2006, our patent infringement litigatiaiith Tercica and Genentech continued in both thiéddrStates District Court for the Northern Distrié¢ California and in the United
Kingdom at the High Court of Justice, Chancery Bimn, Patents Court. In addition, in June 2008¢ita filed an unfair competition suit against nghie United States District Court of the
Eastern District of Virginia, claiming that we déssinated misleading statements to the market inection with our marketing of IPLEX™.

On December 6, 2006, a jury in the United Statesiridt Court for the Northern District of Califoemfound that we infringed patents held by Tercicd @enentech and awarded
damages of $7.5 million as an upfront payment arayalty of 15% on sales of IPLEX™ below $100 nailiand 20% for sales of IPLEX™ above $100 million.

On March 5, 2007, we reached a settlement agreeenelitig all litigation with Tercica and GenentedPursuant to the agreement, we agreed to ceaseasalemarketing of IPLEX™ f
treatment of short stature disorders in the Un8&ates and agreed to withdraw our European Margeétirthorization Application for IPLEX™ for treatmeaf short stature disorders. We con
provide IPLEX™ to named patients with ALS in Italpder our Expanded Access Program. On Novemb#0(8, Genentech and Ipsen/Tercica signed a |dtiatemt whereby they have con
to amend the agreement between Genentech, Telicand Insmed Incorporated to permit us to suppPEX™ in connection with named-patient ALS progiaworldwide on a royaltjree b
effective October 1, 2008We previously paid a 4% royalty under our agreenfi@n&ll cost-recovery that we receive under thedhded Access Program. The agreement also givée ught,
through a worldwide development partnership withciea and Genentech, to market IPLEX™ for condiiont related to short stature. These indicatiociside severe insulin resistance, Ml
HARS, among others. The development partnersluipdes provisions that give us a 50% share of frafid reimbursement for 50% of development costishier Tercica or Genentech exer
opt-n rights for marketing of IPLEX™ in any of thesew indications that we develop. In addition, ag pathe settlement agreement, Tercica and Geoemeived the damages awarded b'
jury in the patent infringement suit from the UDBstrict Court for the Northern District of Califoia.

11. Investments and Fair Value Measuremén

We categorize financial assets and liabilities mezd and reported at fair value in the financiateinents on a recurring basis based upon the déyedigments associated with the in|
used to measure their fair value. Hierarchicatlevywhich are directly related to the amount dfjeativity associated with the inputs used to datee the fair value of financial assets and liai
are as follows:

« Level 1 — Inputs are unadjusted, quoted pricesiiva markets for identical assets or liabilitiesree measurement date.

« Level 2 —Inputs (other than quoted prices included in Lehedre either directly or indirectly observable foe assets or liability through correlation witlarket data at the measuren
date and for the duration of the instrument’s apéted life.

« Level 3 — Inputs reflect managemenbest estimate of what market participants wowslé im pricing the asset or liability at the meamest date. Consideration is given to the
inherent in the valuation technique and the riglenent in the inputs to the mod

Each major category of financial assets and liésl measured at fair value on a recurring basiscategorized in the tables below based uponotivedt level of significant input to t
valuations. The fair value hierarchy also requarsntity to maximize the use of observable inpmi$ minimize the use of unobservable inputs wheasuring fair value.

Financial instruments in Level 1 generally includ&. treasuries and mutual funds listed in aatieekets. Financial instruments in Level 2 gengritiude government agency bol
listed in secondary markets.

Assets and liabilities measured at fair value ararsarized below (in thousands):

Fair Value Measurements at Reporting Date Usini
Quoted Prices in Quoted Prices in
Active Markets Inactive Markets
for for
Identical Assets

December 31, Identical Assets

Description 2009 (Level 1) (Level 2)

Cash and Cash Equivalel $ 12,74  $ 12,74C  $ -
U.S. Treasury securitie 16,47: 16,47: -
Mutual Funds 52,827 52,821 -
Government agency bonds 40,141 - 40,141
Total $ 122,18. $ 82,04 $ 40,141

At December 31, 2009, we held 23 securities whieheain an unrealized loss position with a totaineated fair value of $40.1 million and gross unizad losses of approximately $88,557.
the 23 securities, none had been in a continuoresalired loss position for greater than one yegrDecember 31, 2008, we held no securities whiehean an unrealized loss position. Belo
a table which summarizes unrealized gains and $0s8€2009. The net of our unrealized gains aisdds, $445,000 is reported in other comprehensaanie in the stockholder’equity sectio
of our Balance Sheet.

December 31, 200

Gross Unrealizec

Gross Unrealizec

Estimated Fair

Amortized Cos Gains Losses Value
U.S. Treasury securitie $ 16,47t  $ - 3 2 $ 16,47
Mutual Funds 52,29: 534 - 52,821
Government agency bonds 40,22¢ - (87) 40,141
Total $ 108,99¢ $ 534 $ B89 $ 109,44:

We review the status of each security quarterlgetermine whether an otl-thar-temporary impairment has occurred. In making cetednination, we consider a number of fac



including: (1) the significance of the decline, @hether the securities were rated below investrgeade, (3) how long the securities have been inraralized loss position, and (4) our ab
and intent to retain the investment for a suffitigeriod of time for it to recover. We have comigd that none of the available-feate securities with unrealized losses at Decer®bgP009 he
experience an other-than-temporary impairment.

We also hold an investment in NAPO Pharmacaelsj Inc. (“NAPO")which is currently valued at $0. During the yerded December 31, 2008 we recorded an other tiapotery
impairment of this investment of $392,000. Thisoamt is reported as a loss on investments in @estent of operations for 2008.

Relevant accounting literature requires the dmale of the estimated fair value of financial instents including those financial instruments forickhthe fair value option was r
elected. The carrying amount reported in theriz@asheets for convertible debt approximates its/édue due to the short-term maturity of thesstrmments.
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Asset Purchase Agreement, dated February 12, ®@d@een Protein Transaction LLC (a wholly ownedssdiary of Merck & Co. Inc.) Insmed Incorporateddavierck & Co., Inc.
(previously filed as Exhibit 10.1 to Insmed Incorgied’s Current Report on Form 8-K on February2l®9 and incorporated herein by reference).

Articles of Incorporation of Insmed Incorporated,aanended (previously filed as Annex H to the JBiixy Statement/Prospectus contained in Partrisshed Incorporated’s
Registration Statement on Forr-4 (Registration No. 3:-30098) and incorporated herein by referen

Amended and Restated Bylaws of Insmed Incorporgexiously filed as Annex | to the Joint Proxy t8taent/Prospectus contained in Part | of Insmedrparated’s Registration
Statement on Form-4 (Registration No. 3:-30098) and incorporated herein by referen

Form of Articles of Amendment to Insmed IncorpotiseArticles of Incorporation, as amended, creadmew series of Preferred Stock designated assSa&rdunior Participating
Preferred Stock (previously filed as Exhibit A teetRights Agreement, dated as of May 16, 2001, éetvinsmed Incorporated and First Union NationalkBas Rights Agent, filed
as Exhibit 4.4 to Insmed Incorporated’s Registratdatement on Form 8-A filed with the Securitiasl &xchange Commission on May, 17, 2001 and incatpd herein by
reference)

Articles of Amendment to Insmed Incorporated’s Algs of Incorporation, as amended, for Reverse Gptkeviously filed as Exhibit 3.4 to Insmed Incorated’s Annual Report on
Form 1(-K for the year ended December 31, 2002 and incatpdrherein by reference

Specimen stock certificate representing commorks®©1 par value per share, of the Registrantpusly filed as Exhibit 4.2 to Insmed IncorpordteRegistration Statement on
Form $-4 (Registration No. 3:-30098) and incorporated herein by referen

Rights Agreement, dated as of the Registrant (pusly filed as Exhibit 4.2 to Insmed IncorporateR&gistration Statement on Form S-4 (Registration383-30098) and
incorporated herein by referenc

Form of Rights Certificate (previously filed as Ebsih4.1 to Insmed Incorporated’s Registration Staent on Form S-4 (Registration No. 333-30098)iandrporated herein by
reference)

Rights Agreement by and between Insmed Incorporatedeach of the investors in the July 2003 pripddeement of common stock and warrants to purcbasenon stock
(previously filed as Exhibit 4.4 to Insmed Incorpt@t s Registration Statement on Fori-3 (Registration No. 3:-107308) on May 17, 2001 and incorporated hereirefgrence)

Form of Warrant issued by Insmed Incorporated thed the investors in July 2003 private placen#mommon stock and warrants to purchase commark gpweviously filed as
Exhibit 4.7 to Insmed Incorporat's Registration Statement on Fori-3 (Registration No. 3:--107308) on July 24, 2003 and incorporated hereirelgrence)

Form of Stock and Warrant Purchase Agreement bybatdeen Insmed Incorporated and each of the ioxest the November 2004 private placement of comstock and warran
to purchase common stock (previously filed as ExHiB.1 to Insmed Incorporat’s Current Report on Forn-K on November 10, 2004 and incorporated hereineligrence)

Form of Warrant issued by Insmed Incorporated thed the investors in November 2004 private plaeenof common stock and warrants to purchase constumk (previously
filed as Exhibit B to the Form of Stock and Warr&uoirchase Agreement by and between Insmed Incdgubaad each of the investors previously filed =isiliit 10.1 to Insmed
Incorporate’s Current Report on Forn-K on November 10, 2004 and incorporated hereineligrence)

Form of Purchase Agreement dated March 15, 2008deet Insmed Incorporated and each of the investdate March 2005 private placement of notes andaws to purchase
common stock (previously filed as Exhibit 4.1 termed Incorporate's Current Report on Forn-K on March 16, 2005 and incorporated herein byresfee).

Form of 5.5% Note Due 2009-2010 dated March 15528ween Insmed Incorporated and each of the torsem the March 2005 private placement of note$warrants to
purchase common stock (previously filed as Exhili#tto Insmed Incorporat’s Current Report on Forn-K on March 16, 2005 and incorporated herein byresfee).

Form of Warrant dated March 15, 2005 between Insmeorporated and each of the investors in the M2@05 private placement of notes and warrantsitohlase common stock
(previously filed as Exhibit 4.1 to Insmed Incorpt@t' s Current Report on Forn-K on March 16, 2005 and incorporated herein byresfee).

Form of Registration Rights Agreement dated Marsh2D05 between Insmed Incorporated and each oftestors in the March 2005 private placementaiés and warrants to
purchase common stock (previously filed as ExHbitto Insmed Incorporat’s Current Report on Forn-K on March 16, 2005 and incorporated herein byresfee).

Amendment No. 1 to Rights Agreement dated Marci2065 between Insmed Incorporated and Wachovia Bék (f/k/a First Union National Bank) (previoysfiled as Exhibit
4.5 to Insmed Incorporat’s Current Report on Forn-K on March 16, 2005 and incorporated herein byresfee).

Form of Warrant dated May 4, 2009 between Insmedrporated and each of the investors in the May@20t/ate placement of common stock and warranptehase common
stock (previously filed as Exhibit 4.1 to Insn’s Current Report on Forn-K on May 4, 2009 and incorporated herein by refeegr

Insmed Incorporated 2000 Stock Purchase Plan @usbi filed as Exhibit 10.1 to Insmed IncorporatgeRegistration Statement on Form S-4 (Registration333-30098) and
incorporated herein by reference).

Insmed Incorporated 2000 Stock Incentive Plan (presly filed as Exhibit 10.2 to Insmed IncorpordseRegistration Statement on Form S-4 (RegistralNon 333-30098) and
incorporated herein by reference).

Amended and Restated License Agreement betweereth®armaceuticals, Inc. and the University of MiieyPatent Foundation (previously filed as Exhitiit3 to Insmed
Incorporate’s Registration Statement on Fori-4 (Registration No. 3:-30098) and incorporated herein by referen

Subscription, Joint Development and Operating Agreet by and among Celtrix Pharmaceuticals, Inan&orporation, plc, Elan International Servicesl, Land Celtrix Newco Lt
dated as of April 21, 1999 (previously filed as Bih10.8 to Insmed Incorporated’s Registrationt&teent on Form S-4 (Registration No. 333-30098)iandrporated herein by
reference)

License Agreement by and between Celtrix Newco &atdl Celtrix Pharmaceuticals, Inc. dated as of 1&drj 1999 (previously filed as Exhibit 10.9 to hmsd Incorporated’s
Registration Statement on Forr-4 (Registration No. 3:-30098) and incorporated herein by referen

License Agreement by and between Celtrix Newco atul Elan Pharmaceutical Technologies, a divisfdalan Corporation, plc, dated as of April 21, 198®eviously filed as
Exhibit 10.10 to Insmed Incorpora’s Registration Statement on Fori-4 (Registration No. 3--30098) and incorporated herein by referen

10.7 License Agreement, dated as of April 1, 1993, betw&enentech, Inc. and Celtrix Pharmaceuticals,(previously filed as Exhibit 10.11 to Insmed Ingorated’s Registration

Statement on Form S-4 (Registration No. 333-30@®8))incorporated herein by reference).
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Purchase Agreement among Insmed, Inc., Insmed Riauticals, Inc. and certain investors named thetaied January 13, 2000 (previously filed as BxAi®.12 to Insmed
Incorporate’s Registration Statement on Fori-4 (Registration No. 3.-30098) and incorporated herein be referer

Form of Warrant of Insmed to be issued pursuaRtuichase Agreement among Insmed Incorporated, th&tharmaceuticals, Inc. and certain investors didedary 13, 2000
(previously filed as Exhibit 10.13 to Insmed Incorgtec s Registration Statement on Fori-4 (Registration No. 3:-30098) and incorporated herein by referen

Form of Registration Rights Agreement among Insinedrporated, Insmed Pharmaceuticals, Inc. anaiceirivestors party to the Purchase Agreement ansmged
Incorporated, Insmed Pharmaceuticals, Inc. anaiceirivestors dated January 13, 2000 (previouldyl fas Exhibit 10.14 to Insmed Incorporated’s Regimon Statement on From
S-4 (Registration No. 3:-30098) and incorporated herein by referen

Sublease, dated March 30, 2001, between Rhodiaittinsmed Incorporated (previously filed as EiHib.15 to Insmed Incorporated’s Quarterly Remorform 10-Q for the
quarter ended March 31, 2001 and incorporated iénereference

Consent to Sublease, dated as of April 12, 200bnanA & W Virginia Corporation, as Landlord, Rhodie., as Tenant, and Insmed Incorporated, as 8abtépreviously filed
as Exhibit 10.16 to Insmed Incorporated’s Quart&gport on form 10-Q for the quarter ended MarchZBD1 and incorporated herein by reference).

License and Supply Agreement, dated as of Augus2@83, between Insmed Incorporated and PharmaBigpPeviously filed as Exhibit 10.16 to Insmed Ingorated’s Annual
Report of form 10-K for the year ended December28D3 and incorporated herein by reference).

Agreement, dated as of March 3, 2004, between |Iddmmrporated and Geoffrey Allan, Ph.D. (previguiled as Exhibit 10.17 to the Insmed Incorporagefinnual Report on
form 1(-K for the year ended December 31, 2003 and incatpdrherein by reference

License Agreement, dated as of January 19, 20@4elke Insmed Incorporated and Fujisawa Pharmaed@iu., Ltd. (previously filed as Exhibit 10.18ttee Insmed
Incorporate’s Annual Report on Form -K for the year ended December 31, 2003 and incatpdrherein by reference

Form of Change of Control Agreement entered intwben Insmed Incorporated and certain of its exeeuwfficers (previously filed as Exhibit 10.19 liwsmed Incorporated’s
Annual Report on Form -K for the year ended December 31, 2004 and incatpdrherein by reference

Form of Executive Stock Option Grant (previousledi as Exhibit 10.1 to Insmed Incorporated’s Anriraport on Form 10-K for the year ended DecembeRB@4 and
incorporated herein by referenc

Lease between 2545 Central, LLC and Insmed Incatpdrmade December 14, 2005 (previously filed dstix10.21 on Insmed’s Annual Report on Form 1@eKthe year
ended December 31, 2005 and incorporated hereiafbyence)

First Amendment to Lease dated February 6, 20@iginal December 14, 2005 Lease for 5797 Centkednie, Boulder Co. (previously filed as Exhibit2@ Insmed'’s Current
Report on Form -K on February 13, 2009 and incorporated hereineligrence)

Change in Control Agreement entered into betwesméd Incorporated and Geoffrey Allan, Ph.D. (prasip filed as Exhibit 10.19 to Insmed Incorporatedhnual Report on
Form 1(-K for the year ended December 31, 2006 and incatpdrherein by reference

Change in Control Agreement entered into betwesméd Incorporated and Ronald Gunn (previously #edExhibit 10.20 to Insmed Incorporated’s Annuep®&t on Form 10
for the year ended December 31, 2006 and incorpdiaérein by reference

Form of Change in Control Agreement entered intwben Insmed Incorporated and Kevin Tully and DBagar (previously filed as Exhibit 10.21 to Insniedorporated’s
Annual Report on Form 10-K for the year ended Ddm®n31, 2006 and incorporated herein by reference).

Amended and Restated 2000 Employee Stock PurchaséPeviously filed as Exhibit 10.22 to Insmeddnporated’s Annual Report on Form 10-K for theryeaded December
31, 2006 and incorporated herein by referer

Form of Subscription Agreement entered into betwlesmed Incorporated and each of the investord/dg 2007 private placement of common stock and avasrto purchase
common stock (previously filed as Exhibit 4.1 tefmecs Current Report on Forn-K on May 4, 2007 and incorporated herein by refeegr

Settlement, license and development agreement] déaech 5, 2007, between Insmed Incorporated, lasiteerapeutic Proteins, Inc., Celtrix PharmacelgicBercica Inc., and
Genentech, Inc. (previously filed as Exhibit 1®@Irismer's Quarterly Report on -Q on May 10, 2007 and incorporated herein by refese

Form of Award Agreement (Restricted Stock Unitsiguant to Insmed’s Amended and Restated 2000 $toektive Plan (previously filed as Exhibit 10.1lhemed
Incorporate’s Current Report on Forn-K on May 30, 2008

Form of Award Agreement (Restricted Stock Unitsiguant to Insmed’s Amended and Restated 2000 $toektive Plan (previously filed as Exhibit 10.1lhsmed
Incorporate’s Current Report on Forn-K on May 30, 2008

Separation Agreement and General Release, datg@ JR009 between Insmed Incorporated and Geofiitan, Ph.D. (previously filed as Exhibit 10.1 tasined’s Current Report
on Form K on July 2, 2009 and incorporated herein by refeeg.

Subsidiaries of Insmed Incorporal

Consent of Ernst & Young LLF

Certification of Kevin P. Tully, Executive vice Rident and Chief Financial Officer (Principal Exteee Officer and Principal Financial and Accounti@dficer) of Insmed
Incorporated, pursuant to Rules 13a-14(a) and ¥gd)Ipromulgated under the Securities ExchangeoAt934, as adopted pursuant to Section 302 oBtrbanes-Oxley Act of
2003.

Certification of Kevin P. Tully, Executive Vice Piident and Chief Financial Officer (Principal Ext&ea Officer and Principal Financial and Accounti®fficer) of Insmed
Incorporated, pursuant to 18 U.S.C. Section 135@dmpted pursuant to Section 906 of the Sarl-Oxley Act of 2003

The Securities and Exchange Commission hasepanunfidential treatment with respect to certaferimation in these exhibits. The confidentialtpmrs of these exhibits have been
omitted and filed separately with the Securitied Enchange Commissio

Confidential treatment has been requested famgeportions of this exhibit. The confidentiainions of this exhibit have been omitted and fitegbarately with the Securities and
Exchange Commission.

Management contract or compensatory plan or arrargeof the Company required to be filed as antakt







EXHIBIT 23.1
Consent of Independent Registered Public Accountingirm
We consent to the incorporation by reference inftilewing Registration Statements of Insmed Inavgied and in the related prospectuses of our tepated March 15, 2010, with respec

the consolidated financial statements of Insmednperated and the effectiveness of internal corgue@r financial reporting of Insmed Incorporatettlided in this Annual Report (Form X)-
for the year ended December 31, 2009:

Registration Statement Number Description
332131535 Form -3, pertaining to the Shelf Registration Staten
333-123695 Form S-3, pertaining to the Offeringeturities in July 2003, November 2004 and Ma@®62
333139744 Form &-8, pertaining to the Insmed Incorporated AmendetiRestated Employee Stock Purchase
33:-87878 Form -8, pertaining to the Insmed Incorporated Stock miiwe Plan
333-39198 Form £-8, pertaining to the Insmed Incorporated EmployeelSPurchase Ple
333-129479 Form S-8, pertaining to the Insmed fpemted Employee Stock Purchase Plan and Stoektive Plan
333-39200 Form -8, pertaining to the Insmed Incorporated Stock miiwe Plan

/sl Ernst & Young LLP

Richmond, Virginia
March 15, 2010










EXHIBIT 31.1
Section 302 Certification
I, Kevin P. Tully, Executive Vice President and €hirinancial Officer of Insmed Incorporated, cartifiat:
(1) I have reviewed this annual report on Form 106fknsmed Incorporated;

(2) Based on my knowledge, this report does notaiprany untrue statement of a material fact ortamstate a material fact necessary to make #itersents made, in light of the circumstances
under which such statements were made, not misigadith respect to the period covered by this repor

(3) Based on my knowledge, the financial statememtd other financial information included in théport, fairly present in all material respectsfinancial condition, results of operations and
cash flows of the registrant as of, and for, thequs presented in this report;

(4) The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as defined oh&xge Act Rules 13a-15(e) and 15d-15(e))
and internal control over financial reporting (a&dided in Exchange Act Rules 13a-15(f) and 15d)) 3¢ the registrant and have:

(a) Designed such disclosure controls and procegdorecaused such disclosure controls and procsedarge designed under our supervision, to ensatenaterial information relating to
the registrant, including its consolidated subsidi is made known to us by others within thos#ties, particularly during the period in which shieport is being prepared;

(b) Designed such internal control over financegarting, or caused such internal control overrfaial reporting to be designed under our supermidio provide reasonable assurance
regarding the reliability of financial reportingdithe preparation of financial statements for exdépurposes in accordance with generally accegtedunting principles;

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

(d) Disclosed in this report any change in thesegnt’s internal control over financial reportitigt occurred during the registrant’s most recistiaf quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that hatemally affected, or is reasonably likely to nréhy affect, the registrant’s internal controlenfinancial reporting; and

(5) The registrant’s other certifying officer anddve disclosed, based on our most recent evatuafimternal control over financial reporting, tfte registrant’s auditors and the audit committee
of the registrant’s board of directors (or perspagorming the equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are reasonablyelikto adversely affect the registrant’s
ability to record, process, summarize and repadrftial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a smifiole in the registrant’s internal control ofieancial reporting.
Date: March 15, 2010

/sl Kevin P. Tully

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

Executive Vice President & Chief Financial Officer
(Principal Executive Officer and Principal Finaricia
and Accounting Officer)










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, 2009 as filed with the Seéesiand Exchange

Commission on the date hereof (the “Report”), lyikeP. Tully, Executive Vice President and Chiefidicial Officer of the Company, certify, pursuamii8 U.S.C. § 1350, as adopted pursuant
to § 906 of the Sarbanes-Oxley Act of 2003, that:

1) the Report fully complies with thejterements of Section 13(a) or 15(d) of the SemsiExchange Act of 1934, as amended; and

2) the information contained in the Retgairly presents, in all material respects, timafcial condition and result of operations of @@mpany.
[s/ Kevin P. Tully
Kevin P. Tully, C.G.A.
Executive Vice President & Chief Financial Officer

(Principal Executive Officer and Principal Finari@ad Accounting Officer)

March 15, 2010

This certification accompanies the Form 10-K toebhit relates, is not deemed filed with the Se@siand Exchange Commission and is not to be ilcated by reference into any filing of
Insmed Incorporated under the Securities Act 0f3193 amended, or the Securities Exchange Act®4,18& amended (whether made before or after tieeofithe Form 10-K), irrespective of
any general incorporation language contained i $iling.







