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PART I
ITEM 1. BUSINESS
OVERVIEW

We are in the business of discovering, tigirg and commercializing small molecule drugstfa treatment of serious diseases.
Telaprevir, our lead drug candidate, is an orakbtidp C protease inhibitor and one of the mostaaded of a new class of antiviral treatments
in clinical development that target hepatitis Qugiror HCV, infection, a life-threatening disea#ée expect to begin a Phase 3 clinical trial of
telaprevir in March 2008 to evaluate 24-week tedajyrbased treatment regimens in treatment-naitierga with genotype 1 HCV.

We have built a drug discovery capabilitgttintegrates biology, pharmacology, biophysibgnaistry, automation and information
technologies in a coordinated manner, with the gbatore efficiently identifying promising drug ocdidates to address significant unmet
medical needs. Using this drug discovery capabiligyhave identified among other drug candidates: A7® and VX-809, two novel drug
candidates targeting cystic fibrosis, or CF; VX-%0@ VX-813, two second-generation HCV proteaséitdrs; and VX-509, a novel janus
kinase 3, or JAKS, inhibitor that targets immunediaged inflammatory diseases, or IMID. We have mber of other drug candidates in
clinical trials or preclinical studies being deveéal either by us or in collaboration with other phaceutical companies, including drug
candidates targeting cancer, IMID, pain and otleerological diseases and disorders. We currengyoailding our drug development, supply
chain management and commercialization organizsitioprepare for the potential commercial launctetzfprevir and to support the
development of the other drug candidates in oueljwip.

We are conducting a comprehensive glohaicall development program for telaprevir in cothation with Janssen Pharmaceutica, N.V.,
or Janssen, a Johnson & Johnson company, and Mitsdtanabe Pharma Corporation. This program iggdesl to support potential
registration of telaprevir by us in North Ameriaadaour collaborators in international markets featment-naive and treatment-experienced
patients across a range of HCV genotypes. In Ma@€l8, we expect to begin a global, 3-arm Phase®al trial of telaprevir designed to
enroll approximately 1,050 treatment-naive patievita genotype 1 HCV, the most prevalent form of\Hi@ the United States, European
Union and Japan. Patients in the two 24-week telapbased treatment arms will be dosed with telajprfor 8 or 12 weeks in combination
with pegylated interferon, or peg-IFN, and ribavjror RBV, and will continue to receive peg-IFN @RBYV after the dosing of telaprevir is
complete. The third arm is a control arm with pEQ and RBV treatment, alone, for 48 weeks. We ekpecomplete enrollment in this trial
the fourth quarter of 2008. We expect to receivsaned viral response, or SVR, data from all tresatt arms in the first half of 2010.

We have additional clinical trials ongoioigplanned that have the potential to fulfill theieipated registration requirement of at least one
additional adequate and well-controlled clinic&ltrWe expect to begin enrollment in a clinicéltidesigned to evaluate a 48-week telaprevir-
based treatment regimen, in the third quarter 6820Ve expect SVR data from all treatment arm#$isfdlinical trial will be available in mid-
2010. Our PROVE 3 clinical trial is a Phase 2bichihtrial involving approximately 440 patients wigenotype 1 HCV who did not achieve
SVR with previous peg-IFN-based treatments, orttneatexperienced patients. We completed enrollmentigdinical trial in June 2007. W
expect the first interim clinical trial data to aeailable in the second quarter of 2008 and the 8&t& from all PROVE 3 treatment arms by
end of 2008.

We continue to evaluate interim data frevo Phase 2b clinical trials, PROVE 1 and PROVE Biclv enrolled an aggregate of
approximately 580 treatment-naive patients withoggoe 1 HCV. On an intent-to-treat basis, in thean&kk telaprevir-based treatment arms of
PROVE 1 and PROVE 2, 61% and 68%, respectivelpatients achieved SVR at 24 weeks post-treatmetie control arm of PROVE 1, on
an intent-to-treat basis, 37% of patients achievedetectable HCV RNA levels at 12 weeks post-treatmPost-treatment viral response data
for the control arm of PROVE 2 are not yet avaéal®atients in our clinical trials who achieve SK&e undetectable HCV RNA levels—less
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than 10 IU/mL as measured by the Roche TagMan®as24 weeks after all treatment has ceased. Theanmi@nalyses of safety data from
PROVE 1 and PROVE 2 indicated that the most comauverse events, regardless of treatment assignmerd,fatigue, rash, headache and
nausea. Gastrointestinal disorders, skin adversetgyvincluding rash and pruritus, and anemia weree frequent, and the rash more freque
severe, in the telaprevir arms than in the corgrois over the dosing period.

In addition to telaprevir, we are evalugtamnumber of other drug candidates, including:

. VX-770, a cystic fibrosis transmembrane reguladoiCFTR, potentiator compound, which we are inggdihg for the treatment
of CF. In the second quarter of 2007, we initiaad@hase 2a clinical trial of VX-770 in patientsw@F.

. VX-809, a CFTR corrector compound, which we are ingashg for the treatment of CF. We have initiateBhase 1a clinici
trial of VX-809.

. VX-500, a second generation oral HCV protease inhihithich we are investigating for the treatmentiofonic HCV infection
We have initiated a Phase 1a clinical trial of VBB5We expect VX-813, an additional investigatiod&lV protease inhibitor,
to enter clinical development in 2008.

. VX-509, a novel JAKS inhibitor that we are investiing for the treatment of immune-mediated inflantonadiseases. We
expect to initiate a Phase 1 clinical trial of VX%in mid-2008.

In 2006, we entered into a collaboratioreagnent with Janssen under which we have retaxedstve commercial rights to telaprevir in
North America and are leading the clinical develeptprogram. Janssen will be responsible for tlensercialization of telaprevir, includir
the manufacture of its own commercial supply cpeévir, for the Janssen territories, which incltiieterritories outside of North America
and the Far East. Janssen has agreed to be rddpdosi50% of drug development costs under theeligment program for North America
and the Janssen territories and to make contingégestone payments for the successful developnagpt,oval and launch of telaprevir.
Mitsubishi Tanabe is conducting clinical trialstefaprevir in Japan. Our pipeline also includesdkarkinase inhibitors, which are being
developed by Merck & Co., Inc., and AVN-944 (VX-94#hich is being developed by Avalon Pharmaceigjdac. A Vertex-discovered
compound for the treatment of HIV infection, fosaemavir calcium, is being marketed by our collabar&laxoSmithKline plc as Lexiva in
the United States and Telzir in Europe.

OUR STRATEGY

Our goal is to become a fully integrateduphaceutical company with industry-leading capteédiin research, development and
commercialization of pharmaceutical products. Tég &ements of our strategy are:

Develop and commercialize telaprevirWe believe that telaprevir has advanced furdheng the clinical development pathway than any
other new and potentially competing oral HCV therdp order to maintain the time-to-market advaetag believe that we have in relation to
drug candidates being developed by our competiteghave a comprehensive clinical development @modior telaprevir consisting of
multiple concurrent clinical trials, and we areésting significant resources in the Phase 3 climleaelopment and preparation for launch of
telaprevir.

Create a leadership position in the treattnagf HCV infection. We believe that treatment of HCV infection vgitintinue to require
combination drug therapies in order to achieve I84tR rates. We intend to seek to create a leadinlj-drug franchise in HCV. To
complement telaprevir, VX-500 and/or VX-813, we ptesuing business development activities with damgntary therapies including
polymerase inhibitors and novel interferons.

Expand the value of our portfolio of drugndidates. We have elected to diversify our research anekbpment activities across a
relatively broad array of investment opportunities2008, we intend to
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progress VX-770 and VX-809, our drug candidategeting CF, VX-509, our novel JAK3 inhibitor, whitargets immune-mediated
inflammatory diseases and other promising drug ickatels in our pipeline.

Capitalize on the advances in our telaprelinical program to build our general drug develment and commercialization capabilities.
In 2008, we plan to continue our investmerkey areas—including clinical development, regubataffairs, safety, quality control,
pharmaceutical development, commercial operatiodscammercial supply chain management—that withéeessary in order to complete
development of telaprevir, to seek marketing apakfor telaprevir and to commercialize telapref/iwe are successful in obtaining marketing
approval. We expect that these capabilities al$losupport realization of additional drug candidatieat may progress through our pipeline.

Invest in research and development andmetayreater proportion of rights to proprietary ay candidates. We intend to continue
making significant investments in our research @exklopment programs. We direct our research avelaiement activities toward therapies
designed to address serious diseases becausdhbegses have the potential to deliver the gréatdse for patients, physicians and the he
care system. In recent years, we have funded gegne@portion of our research programs using irgkfunds rather than collaborator funds.
We adopted this strategy with the aim of retairingater development control of, and commercialtsgb, those proprietary drug candidates
that may meet our strategic internal investmenéia as in effect from time to time.

Continue existing and establish new coltakions to develop and commercialize selected damglidates. Collaborations provide us
with financial support and other valuable resoufoe®ur development and research programs. Wetplaontinue to rely on collaborators to
support, develop and commercialize a portion ofdyug candidates either worldwide or in markete/irich we are not concentrating our
resources.

License and acquire technologies, resoyrdagys or drug candidates. We also seek opportunistically to license acguae
technologies, resources and drugs or drug candidad have the potential to strengthen our dregadiery platform, pipeline and commercial
capabilities.

PIPELINE

Our pipeline is set forth in the followitaple. In addition, we are engaging in preclinietivities with respect to a number of additional
drug candidates.

Drug or Drug Candidate Clinical Indication(s) Phase Marketing Rights (Region)

Infectious Diseases
Lexiva/Telzir HIV infection Marketed GlaxoSmithKline (Worldwide
Telaprevir (VX-950) Chronic HCV infection Phase 3 Vertex (North America);

Mitsubishi Tanabe (Far East); and
Janssen (Rest of Worl

VX-500 Chronic HCV infectior Phase 1. Vertex (Worldwide)
VX-813 Chronic HCV infectior Preclinical Vertex (Worldwide)
VX-883 Bacterial infectior Preclinical Vertex (Worldwide)
Cystic Fibrosis

VX-770 Cystic fibrosis Phase 2i Vertex (Worldwide)
VX-809 Cystic fibrosis Phase 1. Vertex (Worldwide)
Cancer

MK-0457(VX-680) Cancer Phase : Merck (Worldwide)
AVN-944(VX-944) Cancer Phase : Avalon (Worldwide)
VX-689 Cancer Preclinical Merck (Worldwide)

Immune-Mediated | nflammatory Diseases

VX-702 Rheumatoid arthritis and other Phase 2 Vertex (Worldwide)
inflammatory disease

VX-509 IMID Preclinical Vertex (Worldwide)




HIV —LEXIVA/TELZIR

Fosamprenavir calcium is an HIV proteadghitor that is marketed by our collaborator, Gl8xaithKline, under the trade name Lexiva in
the United States and under the trade name Taltirei European Union. We co-discovered fosamprergaliium with GlaxoSmithKline.
Lexiva was launched in the United States in [at@32@nd in certain European Union countries inttirel quarter of 2004. Lexiva/Telzir is a
prodrug of amprenavir, a drug we discovered fortthatment of HIV infection, and which was markebgdGlaxoSmithKline, prior to the
introduction of Lexiva/Telzir, as Agenerase.

Infection with HIV can lead to AIDS, a segglife-threatening impairment of the immune sgstéccording to the Joint United Nations
Programme on HIV/AIDS, an estimated 33.2 milliorople worldwide were living with HIV in 2007. The led States National Institutes of
Health has estimated that there may be as many amillion individuals in the United States infedteith HIV. HIV protease inhibitors are
used as part of combination regimens for the treatrof HIV infection. HIV protease inhibitors blothke cleavage of HIV polyproteins into
active proteins, resulting in the production of Aiofectious viral particles. Sales of HIV proteaskibitors (excluding the boosting agent
ritonavir) in the United States exceeded $1.7dillin 2007, an increase of approximately 8% frofd&20

The market for HIV protease inhibitors ighly competitive, with a number of HIV proteaséitnitors currently on the market. In 2007,
Lexiva generated the third largest sales revenmemg HIV protease inhibitors in the United Stageg;luding ritonavir, and it currently holds
an approximate 10% share of the United States Hd¥epse inhibitor market based on total prescmgi@lso excluding ritonavir.
Lexiva/Telzir currently is approved for sale in abd0 countries worldwide, including the Unitedt8& France, Germany, Spain, Italy, the
United Kingdom and Canada. We receive a royaltynffélaxoSmithKline on net sales of Lexiva/Telzir.

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

Telaprevir, our lead drug candidate, iseally-administered hepatitis C protease inhibiltalaprevir is designed to inhibit the NS3-4A
serine protease, an enzyme necessary for HCV atiplic The United States Food and Drug Administrgtor FDA, has granted "Fast Track"
designation to telaprevir. In March 2008, we expediegin a 1,050-patient Phase 3 clinical trigtietdiprevir that will evaluate 24-week
telaprevir-based treatment regimens compared t@rustandard treatment in treatment-naive patigittsgenotype 1 HCV. We expect to
complete patient enrollment in this clinical tialthe fourth quarter of 2008 and expect that S\@Rdrom all treatment arms will be available
in the first half of 2010.

We anticipate that we will need resultsrirat least one additional adequate and well-cdettalinical trial of telaprevir in order to filena
NDA with the FDA. We believe that the planned r-arm clinical trial of a 48-week telaprevir-basegtment regimen and the PROVE 3
clinical trial have the potential to fulfill thigguirement. We expect that the 48-week telapreaset clinical trial will enroll approximately
400 treatment-naive patients with genotype 1 H@gimning in the third quarter of 2008. We expecRjata from all treatment arms of this
clinical trial by mid-2010. The PROVE 3 clinicalatis a 440-patient trial that is being condudtetlorth America and the European Union in
treatment-experienced patients. Patient enrollimeRROVE 3 was completed in June 2007, and SVR foata all PROVE 3 treatment arms
are expected by the end of 2008. These trials, wbharbined with the Phase 3 clinical trial describbdve and multiple Phase 2 clinical trials,
are also expected to fulfill the anticipated regison requirement of a safety database of 1,000360 patients who are treated with at least
12 weeks of telaprevir.

Two additional Phase 2b clinical trials argoing: PROVE 1 in the United States and PROViEtBe European Union, both in treatment-
naive patients. In aggregate, approximately 58@ptst were enrolled into these clinical trials.i®aitdosing is complete in both.
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We also have a number of other clinicall$rongoing or planned for 2008, including Phasércal trials being conducted by Tibotec, a
Johnson & Johnson company affiliated with Jansweaxplore twice-daily, or BID, dosing of telapreaind telaprevibased treatment regime
in patients with genotype 2, genotype 3 and gereotyplCV, and clinical trials being conducted by $dibishi Tanabe Pharma Corporation in
Japan.

Under our agreement with Janssen, we hetagned exclusive commercial rights to telaprewviNorth America and are leading the clini
development program in North America and the Jantseitories. Janssen has the right to markeptelar in the rest of the world, except for
Japan and certain Far East countries, where weodledorating with Mitsubishi Tanabe. Janssen lggsed to be responsible for 50% of drug
development costs under the development progratiméoyertex and Janssen territories and to makengant milestone payments based on
the successful development, approval and launtélaprevir. Janssen will be responsible for the mamtialization of telaprevir, including the
manufacture of its own commercial supply of telaptreoutside of North America and the Far East.

Telaprevir was discovered in our collabioratnow ended, with Eli Lilly and Company. We wilve Eli Lilly royalties on any future sal
of telaprevir.

Background: Treatment of Chronic Hepatitis C Virus Infection

HCYV infection causes chronic inflammatiarttie liver. The World Health Organization estinsatgat there are as many as 170 million
people chronically infected with HCV worldwide atitht an additional 3 million to 4 million peoplesdnfected each year. Reports published
by the American Association for the Study of Lif#isease have estimated that approximately 3.4amilieople in the United States are
chronically infected with HCV, and the American einf-oundation estimates that 8,000 to 10,000 peoghee United States die as a result of
HCYV infection each year.

The current standard treatment for infectiy genotype 1 HCV, the most common HCV genotypié United States, is a combinatiot
peg-IFN and RBV, generally administered for 48 wedkhis treatment regimen is associated with sicanit side effects, including fatigue, flu-
like symptoms, rash, depression and anemia. Amatigmis who begin treatment, a significant peragmtaf patients infected with genotype 1
HCV fail to show a long-term sustained responsthéoapy. In a recent clinical trial involving apgimately 3,070 treatment-naive patients in
the United States with genotype 1 HCV, between 38%41% of patients receiving peg-IFN and RBV alackieved SVR. We believe new
safe and effective treatment options for HCV infattare needed.

Phase 3 Clinical Trial

The Phase 3 clinical trial is a global,r@alinical trial that will evaluate two 24-weelderevir-based treatment regimens compared to a
48-week control arm. The Phase 3 clinical trialésigned to enroll approximately 1,050 treatmeirit-anaatients with genotype 1 HCV, who
will be randomized equally across three treatmemsavith approximately 350 patients per trial afirhe clinical trial will be conducted at
approximately 100 centers primarily located in the@ted States and the European Union. The threeplhtrial arms are:

. a 2¢-week telaprev-based treatment arm, with telaprevir dosed for @2ks in combination with p-IFN and RBV, followec
by treatment with peg-IFN and RBV alone for 12 wseek

. a 24-week telaprevir-based treatment arm, withpteldr dosed for 8 weeks in combination with pedti&nd RBV, followed by
treatment with peg-IFN and RBV alone for 16 weeky]

. a control arm with pe-IFN and RBV treatment, alone, for 48 wee

Patients in the telapreiased treatment arms who achieve extended ragresponse, or eRVR will receive 24 weeks of treatt. Oul
criteria for eRVR require that the patient haveetedtable HCV RNA levels—less than 10 IU/mL as roead by the Roche TagMan®
assay—at 4 weeks and again at 12 weeks afteraheo$treatment. Patients in the telaprevir-baseatment
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arms who have undetectable HCV RNA levels at 24keedter the start of treatment, but who did ndtiewe eRVR, will continue to receive
treatment with peg-IFN and RBV for a total durat@fm8 weeks. We expect to begin enrolling patiémthie Phase 3 clinical trial in March
2008 and to complete enrollment in the fourth qerant 2008. We expect to have SVR data from adittreent arms of this clinical trial in the
first half of 2010.

Clinical Trial to Evaluate 48-Week Telaprevir-BasedTreatment Regimens

We currently are planning another clinigell, which we expect will enroll approximately @@reatment-naive patients with genotype 1
HCV. We plan that this clinical trial will evaluate48-week telaprevir-based regimen. An objectivihig clinical trial will be to generate SVR
and relapse rate data to confirm that there isemefit/risk advantage, for patients who achieve RdvfRextending treatment with peg-IFN and
RBV from 24 weeks to 48 weeks. We expect that wehggin enrolling patients in this clinical triad the third quarter of 2008 and SVR data
from all treatment arms of this clinical trial wilke available in mid-2010.

PROVE 1 and PROVE 2

The PROVE 1 and PROVE 2 clinical trials avaluating SVR rates in approximately 580 treatrmetive patients infected with
genotype 1 HCV, including patients who receivedpetvir-based treatment, and also patients in atdndeatment control arms.

A description of the clinical trial desi¢pr the PROVE 1 and PROVE 2 clinical trials, indlgl the intended number of patients in each
clinical trial arm, is set forth in the followinglble:

Planned Planned

Number of Number of
Patients Patients
(treatment naive) (treatment naive)
Treatment Regimen PROVE 1 PROVE 2 Total

24-week Telaprevir-Based Treatment Arm:

telaprevir in combination with p~IFN and RBV for 12 weeks

followed by pe+IFN and RBV alone for 12 weel 80 80 16C
48-week Telaprevir-Based Treatment Arm:

telaprevir in combination with p~IFN and RBV for 12 weeks

followed by pe+IFN and RBV alone for 36 weel 80 0 8C
12-week Telaprevir-Based Treatment Arm With RBV:

telaprevir in combination with p~IFN and RBV for 12 week 20 80 10C
12-week Telaprevir-Based Treatment Arm Without RBV:

telaprevir in combination with only p-IFN for 12 week: 0 80 8C
48-week Control Arm:

48-weeks of therapy with p-IFN and RBV 80 80 16C

Total 26( 32C 58C

In the PROVE 1 and PROVE 2 clinical trigiatients received telaprevir in a tablet formalatat a dose of 750 mg every eight hours for
12 weeks. In these trials, patients are said teesetrapid viral response, or RVR, if they have etedtable HCV RNA levels at 4 weeks after
commencement of treatment. In PROVE 1, patientkér?4-week telaprevir-based treatment arms whizaett a RVR and maintained
undetectable HCV RNA from week 4 through week 2pged all treatment after 24 weeks of therapy.RONE 2, patients in the 24-week
telaprevir-based treatment arms who had undetectdBV RNA levels after 20 weeks of treatment stapak treatment after 24 weeks.
Patients in the 24-week telaprevir-based treatrmens in both trials who did not satisfy the crig¢gfior stopping treatment continued to receive
treatment with peg-IFN and RBV for a total of 48eks. The PROVE 1 clinical trial is double-blindewigplacebo-controlled, and the PROVE
2 clinical trial is partially double-blinded andaskebo-controlled.




Interim Data from the PROVE 1 and PROVE 2 Clini€ahls

Interim data from our PROVE 1 and PROVHiical trials regarding viral response rates, 8afRVR rates, viral breakthrough rates and
viral relapse rates are provided below. Collectiod analysis of data from the PROVE 1 and PROVEn&al trials is ongoing, and as such
of the interim results are subject to change ad fiata are received.

Viral Response

Data in the tables below include patientt®wompleted treatment, as well as those who disaeed treatment prior to completion of
dosing but who had undetectable HCV RNA leveldattime of measurement. Patients in our Phaseif@iballtrials achieve SVR if they have
undetectable HCV RNA levels 24 weeks after compietf treatment.

24-Week Telaprevir-Based Treatment Arms

SVR rates on an intent-to-treat basis RORE 1 and PROVE 2 for the 24-week telaprevir-baseatment arms are set forth in the table
below.

Number of
Patients SVR Rate
(% with
HCV RNA
<10 IU/mL)

24-week telaprevir-based treatment arm (PROVE 1)

telaprevir in combination with peg-IFN and RBV fb2 weeks,

followed by per-IFN and RBV alone for 12 weel 79 61%
24-week telaprevir-based treatment arm (PROVE 2)

telaprevir in combination with peg-IFN and RBV fb2 weeks,

followed by pe+IFN and RBV alone for 12 weel 81 68%

48-Week Treatment Arms

SVR data, which require undetectable HCVARBIels measured 24 weeks after completion ofitneat, are not yet available for the 48-
week control arms in PROVE 1 and PROVE 2 or thevé@k telaprevir-based treatment arm in PROVE 1.folewing table sets forth, on an
intent-to-treat basis, the percentage of patidr@shad undetectable HCV RNA at end of treatmedtlghweeks post-treatment, where
available.

Number of End of 12 Weeks
Patients Treatment Post-Treatment

(% with HCV RNA

<10 IU/mL)
48-week control arm (PROVE 1)

48-weeks of therapy with p-IFN and RBV 75 45% 37%
48-week control arm (PROVE 2) 82 55% Not
48-weeks of therapy with p-IFN and RBV Available
48-week telaprev-based treatment arm (PROVE

telaprevir in combination with peg-IFN and RBV fb2 weeks,

followed by per-IFN and RBV alone for 36 weel 79 65% 66%

Typically, following the completion of 48egks of treatment with peg-IFN and RBV alone, gprtion of patients with undetectable
HCV RNA at end of treatment relapse during thedfeihg 24 weeks.




12-Week Treatment Arms

In the 12-week treatment arms in whichqres received telaprevir plus peg-IFN and RBV fdmieeks and then stopped all treatment, on
an intent-to-treat basis, 35% of the 17 patienBROVE 1 and 63% of the 82 patients in PROVE 2eaad SVR. In the PROVE 2 12-week
treatment arm in which patients received telaprphis peg-IFN for 12 weeks and did not receive RB3% of patients achieved SVR. We are
not further evaluating 12-week total duration tneamt regimens at this time and do not intend tduesta regimens without RBV after
completion of the PROVE 3 trial.

Safety

The types of adverse events that have beemmonly observed with peg-IFN and RBV treatmentenseen across all treatment arms of
PROVE 1 and PROVE 2. The most common adverse eveg@rdless of treatment assignment, were fatigisd, headache and nausea.
Gastrointestinal disorders, skin adverse eventfdng rash and pruritus, and anemia were moguéet, and rash more frequently severe, in
the telaprevir arms than in the control arm overdbsing period.

In PROVE 1, the overall discontinuatioreretirough 12 weeks was 18% across all telapreadtitnent arms and 3% in the control arm.
This includes discontinuations due to adverse ayavithdrawal of consent and patients lost to foHap. The incidence of treatment
discontinuations through week 12 due to adversatsweas 13% and 2% in the telaprevir and contmolsarespectively. The most common
reason for discontinuation was rash, with 7% ofgagents discontinuing for this reason in thepgegair arms during the first 12 weeks of
treatment. After week 12, discontinuations duedwease events were 8% in each of the telaprevircanttol arms. Over the full course of the
treatment period for all arms of the trial, theid@nce of severe adverse events was 27% in theréeiaarms and 24% in the control arm.

In PROVE 2, the overall discontinuatiorerttirough 12 weeks of treatment was 14% acrogslafirevir treatment arms and 6% in the
control arm. This includes discontinuations duadweerse events, withdrawal of consent and patlestgo follow-up. The incidence of
treatment discontinuations through week 12 duat®ise events was 10% and 3% in the telaprevicanttol arms, respectively. As with
PROVE 1, the most common reason for discontinuatias rash, with 7% of the patients in the telapramins discontinuing due to rash,
compared to less than 1% in the control arm duttiecfirst 12 weeks of treatment. Through to weektié incidence of severe adverse events
was 17% in the telaprevir arms and 10% in the obatm.

The collection of adverse event and disoolation data is ongoing in the PROVE clinical pam.
Rapid Viral Response

A rapid viral response, or RVR, is one inigh a patient has undetectable levels of HCV RNAsslthan 10 IU/mL as measured by the
Roche TagMan® assay—at 4 weeks after commencerh&eatment. Other clinical trials suggest thaigr#s undergoing standard-of-care
treatment with pedFN and RBV therapy for 48 weeks who achieve RV&saarbstantially more likely to achieve SVR tharigyds on the san
treatment who do not achieve RVR. In PROVE 1 an@¥R 2 combined, on an intent-to-treat basis, 77%batfents receiving telaprevir in
combination with peg-IFN and RBV achieved RVR—73%PROVE 1 and 75% in PROVE 2. In the control arffBROVE 1 and PROVE 2,
12% of patients achieved RVR—11% in PROVE 1 and I3®ROVE 2. The result of statistical testing ften defined in terms of a "p-
value," with a level of 0.05 or less consideretéaa statistically significant difference, whichans the result is unlikely due to chance. The
difference between the RVR rates in the telapranirs and the control arms was statistically sigaift, with a p-value of less than 0.001 in
both the PROVE 1 and the PROVE 2 trials.

For those patients in the 24-week telapregatment arms in PROVE 1 and PROVE 2 who acki@®¥R, completed 24 weeks of
telaprevir-based therapy and for whom data wadahlaifor




analysis, 91% achieved SVR. We believe these datedstrate a correlation between RVR and SVR i-ev@ek telaprevir-based treatment
regimen.

Viral Breakthrough

In PROVE 1 and PROVE 2, 90% of patient®idng telaprevir in combination with peg-IFN an®8R achieved undetectable HCV RNA
on at least one occasion during treatment. Theirengpl0% of patients either withdrew from treatmetith detectable HCV RNA levels or
who did not achieve undetectable HCV RNA levels had HCV RNA levels that increased at least 10-foddh their lowest levels while on
treatment.

We consider a patient who first achievedatectable viral levels—Iless than 10 IU/mL—and veéhaisal levels increase to more than 100
IU/mL during treatment to have experienced viradkthrough. In addition, patients who do not achiendetectable HCV RNA levels are
considered to have experienced viral breakthrofigteipatient's HCV RNA level increases by morentth@-fold from its lowest level during
therapy. Viral breakthrough is associated with @@e of viral variants resistant to the drug regimbeing evaluated. In PROVE 1 and PROVE
2 combined, 5% of patients in the telaprevir-basedtment arms experienced viral breakthroughgeasribed below, in the first 12 weeks of
treatment—7% in PROVE 1 and 2% in PROVE 2. MosaiMireakthroughs occurred in the first month ohtneent, and generally were
associated with low interferon blood levels. Ldsnt 2% of patients in the telaprevir-based treatraams who achieved undetectable
HCV RNA levels experienced viral breakthrough wiitetreatment.

Viral Relapse

A patient who has undetectable HCV RNAhateénd of treatment, but whose HCV RNA levels inseeand are detectable during the post-
treatment follow-up period, is said to have experes viral relapse. Of the patients who experieniied relapse in our trials to date, most
relapsed during the first 12 weeks of follow-upAROVE 1 and PROVE 2, the relapse rate for patiwhtsreceived 24 weeks of telaprevir-
based treatment was 9%—2% in PROVE 1 and 14% in\HR® However, the criteria for stopping all treatmh after 24 weeks were different
in PROVE 2 than in PROVE 1, and some patients wHlodt achieve an RVR at 4 weeks of treatmentrackided in the 24-week telaprevir-
based treatment group of PROVE 2. If those patiehts did not achieve RVR at 4 weeks of treatmeeatexcluded from the calculation of the
PROVE 2 viral relapse rate, the resulting relajpge for patients who stopped all treatment aftew2éks in that trial is 7%. The rate of viral
relapse, measured at 12 weeks after completioreafrhent, in the PROVE 1 48-week telaprevir-baseatinent arm was 6%. The relapse rate
in the PROVE 1 standard-of-care control arm, mesasat 12 weeks after completion of treatment, va.2

PROVE 3

In the PROVE 3 clinical trial, we are evating SVR rates in approximately 440 patients imthldmerica and the European Union
infected with genotype 1 HCV who did not achieveRSWith previous pegylated interferon-based treatmeiVe refer to these patients as
treatment-experienced patients. Patients in tlagteVir arms of the PROVE 3 clinical trial are rietegy telaprevir at a dose of 750 mg every
eight hours for 12 weeks or 24 weeks. We plan sowdis with regulatory authorities the next stepghéntelaprevir development program for
treatment-experienced patients after the firstrimtelinical data become available from the PROV@&iBical trial in mid-2008. SVR data from
all PROVE 3 treatment arms are expected by theo€2608.




A description of each of the clinical traims of the PROVE 3 clinical trial, including timtended number of patients in the trial, is set
forth in the following table:

Planned Number

Treatment-
Experienced
Patients
24-week Telaprevir-Based Treatment Arm:
telaprevir in combination with p-IFN and RBV for 12 weeks, followed by -IFN
and RBV alone for 12 weel 11C
24-week Telaprevir-Based Treatment Arm Without RBV:
telaprevir in combination with only p-IFN for 24 weeks 11C
48-week Telaprevir-Based Treatment Arm:
telaprevir in combination with peg-IFN and RBV @4 weeks, followed by peg-IFN
and RBV alone for 24 weel 11C
48-week Control Arm:
pec-IFN and RBV for 48 week 11C
Total 44C
The two principal objectives of the PROVEIlBical trial are:
. to evaluate the SVR rate that can be achievedteidprevir therapy in combination with p#gN and RBV in patients who ha
not achieved SVR with previous interferon-basedttreents; and
. to evaluate the safety profile of telaprevir admsiered for 12 or 24-weeks in combination with pEt-bnd RBV.
Tibotec Clinical Trials
In addition to the telaprevir clinical t§ahat we are conducting, Tibotec is conducting:
. a Phase 2 clinical trial in Europe to evaluate eadeaily, or BID, dosing of telaprevir in combinativith peg-IFN and RBV;
. a Phase 2 viral kinetics clinical trial in Europegivaluate telaprevir in patients infected with@gpe 2 and genotype 3 HC
and
. a Phase 2 viral kinetics clinical trial in Eurojpeetvaluate telaprevir in patients infected withagpe 4 HCV.

We expect that interim 12-week on-treatnuzit from the BID clinical trial will be available the second half of 2008. For the genotype
2/3 HCV clinical trial, patients currently are bgiacreened and we expect that interim on-treataietat will be available in late 2008.

Mitsubishi Tanabe Clinical Program

In 2006, Mitsubishi Tanabe conducted a PHaglinical trial of telaprevir in Japan. In Dedasan 2007, Mitsubishi Tanabe commenced a
Phase 1 clinical trial in Japan to assess theysafet pharmacokinetics of telaprevir administered anonotherapy in patients with genotype 1
HCV. Mitsubishi Tanabe also is designing a Phasknital program for telaprevir in the Far East.

VX-500 and VX-813 (second generation investigational oral HCV protease inhibitors for the treatment of chronic HCV infection)

VX-500 and VX-813 are novel, investigatibrRCV protease inhibitors we discovered. We havgaited dosing of VX-500 in a Phase la
clinical trial. The clinical trial is designed teauate single, escalating doses of VX-500 in galblunteers followed by multiple escalating
doses. If the results of the Phase 1a clinicdl $tuaport continued development, we expect todtéta Phase 1b trial of
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VX-500. We expect VX-813 to enter clinical develogmhin 2008. We have worldwide development and ceroialization rights to VX-500
and VX-813.

Cystic Fibrosis

Cystic fibrosis is an inherited geneticadder that affects about 30,000 children and adultse United States and 70,000 worldwide. The
underlying cause of CF is a genetically inheritefiadency in the production or activity of the dgsfibrosis transmembrane conductance
regulator, or CFTR, protein. The CFTR protein isnarily responsible for controlling the movementobiforide ions from the inside to the
outside of cells in the lung, sweat glands, parecesal other affected organs. Approximately 90%atifemts with CF produce CFTR proteins
with trafficking defects, which result in significly decreased concentrations of CFTR proteinshersturface of cells, and/or gating defects,
which result in CFTR proteins that are less effitiat transporting chloride ions across the celmogne. The resulting inadequate chloride
transport is thought to result in abnormally thiokcus in the lungs and a decrease in pancreatitifum leading to serious lung infections, a
gradual decline in lung function and digestive ctiogtions. According to the Cystic Fibrosis Foundatin 2006, the predicted median age of
survival for patients with cystic fibrosis is 37ars.

We are conducting clinical trials of twaidrcandidates for the treatment of patients with \C&770 is a potentiator compound intended
to enhance the activity of CFTR proteins in paSemith gating defects. VX-809 is a corrector commbintended to increase the concentration
of CFTR proteins on the cell surface in patienthwiafficking defects. We discovered VX-770 and-8R9 in our research collaboration with
Cystic Fibrosis Foundation Therapeutics Incorpatate CFFT, and with the support and participatibthe Cystic Fibrosis Foundation. We
hold worldwide development and commercializatights to VX-770 and VX-809. We would be requiregpry CFFT royalties on any future
sales of VX-770 or VX-809.

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

VX-770 is designed to enhance the actioftCFTR proteins with gating defects. Using ourextige in ion channels, including high-
throughput cell assays and medicinal chemistryhawee identified selective ion channel modulatorspfmential application to the treatment of
CF. VX-770 may work by increasing the probabilitat the CFTR channel in patients with CF is opdmictvcould result in an increase in
chloride transport across the cell membrane. loritory studies involving bronchial epithelial selbolated from patients with cystic fibrosis
whose CFTR proteins were defective in gating, esearchers have demonstrated that potentiator easrdpanay improve the function of the
defective CFTR proteins. In 2006, we filed an Irtigegtional New Drug, or IND, application with th®R. We subsequently obtained both
"Fast Track" and "Orphan Drug" designations for VX0 from the FDA.

In the second quarter of 2007, we initisag@ndomized, double-blind, placebo-controlleddeha clinical trial of VX-770 expected to
enroll a total of 36 patients with CF. The triabissigned to provide preliminary safety and phawkeretics information about VX-770. In
addition, we expect to explore secondary endpadiretsmay reflect how VX-770 affects the CFTR prote patients with the G551D mutation
in the gene responsible for production of the ClF&ein. Secondary endpoints include VX-770's effecnasal potential difference, forced
expiratory volume and sweat chloride levels. Weeheempleted enrollment in the first part of the $thaa clinical trial, which involved 20
patients with CF receiving VX-770 as part of a plag-controlled 2-way crossover design of 14-dayrdpsegimens. Upon completion of
dosing in these patients, we expect to begin ensoit in the second part of the Phase 2a clinied) tvhich will involve enrollment of
approximately 16 patients who will be dosed with-VX0 for up to 28 days. Depending on results froemRhase 2a clinical trial, we plan to
advance VX-770 into a larger Phase 2b clinical.tria

In 2006, we completed three Phase 1 clinicds of VX-770 in 63 individuals, including hity volunteers and patients with CF. Healthy
volunteers in the first Phase 1 clinical trial reeel escalating
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doses of VX-770 for treatment durations of up tadd¥s, and patients with CF received single doé&se770. In the multi-dose arms of the
first Phase 1 clinical trial, a rash was observesdme healthy volunteers. The achieved blood $evEY/X-770 and the observed tolerability in
the Phase 1 clinical trials of VX-770 supported decision to continue development and conduct ties® 2a clinical trials of VX-770.

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

VX-809 is a small molecule drug candidagsigned to increase the concentration of CFTR pr®ten the surface of cells lining the
airways of patients with CF with trafficking defecthe defect in most patients with CF. VX-809 megult in an increase in chloride transport
across the cell surface in patients with defedB¥@ R proteins. In 2007, we filed an IND application VX-809 with the FDA.

In the fourth quarter of 2007, we initia&hase 1a clinical trial of VX-809 that will euate single and multiple doses of VX-809 in
healthy volunteers. Depending on results from thase 1a trial, we expect to initiate a subsequagtesdose Phase 1b trial, in patients with
CF, in mid-2008.

Cancer
MK-0457 (VX-680) and VX-689; Aurora kinase inhibition for the treatment of cancer (Merck & Co., Inc.)

We are collaborating with Merck in the aofaurora kinase inhibitors, including MK-0457 (V830) and VX-689. Aurora kinases are
enzymes thought to play multiple roles in the depeient and progression of cancer, acting as regalaf cell proliferation, transforming
normal cells into cancer cells and downregulatifg,pne of the body's natural tumor suppressors-QM&7 (VX-680) is a potent inhibitor of
Aurora kinases and of flt-3 kinase, a receptordiyre kinase that is known to be inappropriatelyvated in several different types of leukemia.
We believe that inhibitors of Aurora kinases mayubeful as highly targeted treatments for a rarigmoology indications.

As part of the collaboration, we conductgdint research program with Merck to charactekie 0457 (VX-680) activity across a broad
range of cancer types and to identify additionalgdrandidates targeting the Aurora kinases. Meoatttshworldwide development and
commercialization rights to MK-0457 (VX-680), VX-8&nd certain additional compounds identified dytime research program.

MK-0457 (VX-680)

In December 2006, Merck initiated a pivdRalase 2 clinical trial of MK-0457 (VX-680) in patits with treatment-resistant chronic
myelogenous leukemia, or CML, and Philadelphia olosome-positive acute lymphocytic leukemia, or Rht, containing the T3151 BCR-
ABL mutation, based on encouraging results fronmase 1 clinical trial of MK-0457 (VX-680). This Pd&2 clinical trial was designed to
enroll approximately 270 patients. In the trial, MK57 (VX-680) is being given as a five-day intragas infusion every two-to-three weeks to
evaluate both safety and efficacy. In November 200&rck suspended enrollment in the clinical tabMK-0457 (VX-680), pending a full
analysis of all available safety and efficacy datghe compound. The decision was based on preimsafety data, in which a clinical safety
finding of QTc prolongation was observed in ondgrat Patients enrolled in the clinical trials oKM)457 (VX-680) may continue to be trea
with MK-0457 (VX-680) with additional monitoring f@QTc prolongation. The safety and efficacy analysiongoing.

VX-689
Merck also is evaluating VX-689 an Auroiadse inhibitor, for the treatment of cancer.
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AVN-944 (VX-944): IMPDH inhibition for the treatment of cancer (Avalon Pharmaceuticals, Inc.)

Our collaborator Avalon Pharmaceuticaldaseloping AVN-944 (VX-944), an IMPDH inhibitor, fahe treatment of advanced
hematological malignancies, such as leukemia, lyanphor myeloma. Inosine 5-monophosphate dehydregea IMPDH, is an enzyme
thought to be critical for the synthesis of guanedriphosphate, a molecule required for DNA sysithand cellular signaling. IMPDH is over-
expressed in many cancer cells, especially in helogital malignancies. Reports in medical literatand presentations at scientific
conferences provide a clinical rationale for theedepment of IMPDH inhibitors for the treatmenth#matologic malignancies. Results from
certain preclinical studies of AVN-944 (VX-944) iicdted that AVN-944 (VX-944) inhibited the vitro proliferation of lymphoid and myeloid
cells, the principal cells involved in the most coon types of human leukemias. AVN-944 (VX-944) agnificantly prolonged survival in a
model of aggressive mouse leukemia. In a single,ddase-escalation Phase 1 clinical trial of AVNF@EX-944) in healthy volunteers, data
indicated that AVN-944 (VX-944) was orally bioaatile.

In July 2007, Avalon Pharmaceuticals itétha Phase 2 clinical trial in patients with paatic cancer. Avalon announced that the clinical
trial is expected to be conducted in two partshhating an open-label, non-controlled design. Blegpatients include adult patients with
advanced newly-diagnosed pancreatic cancer. Tétepfart of the clinical trial is a dose-escalatitinical trial with a primary objective to
determine the maximum tolerated dose or effectisiopic dose of AVN-944 (VX-944) in combination Wigemcitabine. Avalon expects that
between 15 and 20 patients will be enrolled infits¢ part of the clinical trial. The second paftiois Phase 2 clinical trial is designed to study
the efficacy and safety of the AVN-944 (VX-944)dambination with gemcitabine and is expected t@kapproximately 110-120 patients.

In December 2007, Avalon announced prelémirresults from a Phase 1 clinical trial of AVN49@/X-944), which Avalon had initiated
in the United States in January 2006. Avalon sttatiAVN-944 (VX-944) was well-tolerated, with dr@xposure increasing with higher dose
levels. In addition, Avalon stated that biomark&mswed a dose-dependent increase in activity inmuubinding to the target enzyme IMPDH,
depletion of GTP pools in blast cells, and geneaesgion markers correlating to cell cycle block¥PGevel and apoptosis.

Avalon holds worldwide development and coencialization rights to AVN-944 (VX-944) in oncolgg
Immune-Mediated | mflammatory Disease
VX-702 (oral p38 MAP kinase inhibitor for the treatment of rheumatoid arthritis and other inflammatory diseases)

VX-702 is our oral p38 mitogeattivated protein, or MAP, kinase inhibitor. In térd quarter of 2007, we completed two cliniaédls of
VX-702. VX-702 was evaluated in a Phase 2 clintdal of approximately 130 patients with moderaiesévere rheumatoid arthritis. The trial,
which took place in Central and Eastern Europeete¥X-702 as a once-daily medicine in combinatiotih methotrexate for 3 months. The
goals of the clinical trial were to evaluate safety well as the effect of the combination on clihisigns and symptoms of the disease. VX-702
also was evaluated in a Thorough QTc study. Weebelithat data from both clinical trials supporttommed development of VX-702. We hold
worldwide development and commercial rights to VOQ7We plan to seek a collaborator to further deyya&/X-702.

VX-509 (oral JAK3 inhibitor for the treatment of im mune-mediated inflammatory diseases)

We believe that janus kinase 3, or JAK# @omising target for the design of immunosupgaesdrugs. VX-509 is one of the novel oral
JAK3 inhibitors that we are evaluating in preclalitesting. Based ain vitro data, VX-509 appears to be a potent and selecthibitor of
JAK3. We believe that VX-509 has the potential ¢éoused in multiple immune-mediated inflammatory
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diseases. We hold worldwide development and conmialeights to VX-509. We expect to begin clinicawtlopment of VX-509 in mid-2008.
Bacterial I nfection
VX-883 (gyrase inhibition for the treatment of bacerial infection)

VX-883 is a novel, Vertex-discovered duaahanism investigational antibiotic currently irg@inical development that is one of a class
of compounds, including VX-883 and VX-692, that are investigating that targets both DNA gyrase tapdisomerase IV. DNA gyrase and
topoisomerase IV are enzymes that are essenti@dieria during the replication process. DNA gyraseé topoisomerase 1V inhibitors already
on the market have proven to be potent, broad-spacntibiotics and are used to treat a varietyomimon Gram-positive and Gram-negative
bacterial infections in various treatment settinghile existing gyrase and topoisomerase 1V inbifsitwork by interacting with the GyrA and
ParC subunits of DNA gyrase and topoisomerase X~883 and related compounds that we are investigdtrget the GyrB and ParE
subunits. VX-883 is activén vitro , against Gram-positive and Gram-negative bactpatiiogens prevalent in both community and hospital
settings, including certain pathogens that aredasseptible to other classes of antibiotics, sischgents targeting the other subunits of gyrase
and topoisomerase V. Accordingly, we believe ¥&t883 and related compounds that we are investigan preclinical studies may be
useful in treating infections caused by drug resisbacteria, including methicillin-resistadtiaphylococcus aureygommonly referred to as
MRSA, a major and growing problem with currentlyrketed antibiotics.

RESEARCH PROGRAMS

We believe that our integrated drug desigproach has significantly enhanced our abilitglissover and develop small molecule drug
candidates directed at biologically complex targetsociated with serious diseases. Our drug desadfiorm integrates biology, pharmacology,
drug metabolism and pharmacokinetics, toxicologgterial sciences, biophysics, medicinal chemistg process chemistry, automation and
information technologies in a coordinated and stemgous fashion throughout the discovery processb®lieve that our approach has been
validated through our success in moving drug catdilinto clinical trials. We recently have decitiedocus on several core therapeutic areas,
in order to expand and develop our expertise aadeieship in specific therapeutic areas and to pgexrinamework for portfolio planning and
execution. Currently, the four therapeutic areasighiest priority to us are: infectious diseasesluiding viral and bacterial infections; immune-
mediated inflammatory diseases, or IMID; canced aeurological diseases and disorders, includirg. [xiven by the complexity of the
therapeutic areas selected, we are attemptingetdifg multiple targets within each indication theither as a stand-alone or in combination,
could provide treatment options that are transfoional in nature. The objective of this approactoignable us eventually to build commercial
franchises in these therapeutic areas. We selduettherapeutic areas of focus by mapping our rekesdrengths, including expertise in
kinases, proteases and membrane proteins, ongipthgic areas with high unmet need, with an emplasindications where we believe we,
independently or in collaboration with other phaceatical companies, will be able to discover, depehnd commercialize transforming
medicines consistent with our core purpose. Widdnh therapeutic area, we intend to specializpegific indications.

Our past drug discovery efforts have predua variety of drug candidates that are curreéntfyreclinical or clinical development. We
believe our ongoing research programs continuedate potential value for us by generating new d@ardidates in areas of significant unmet
medical need. We have commenced preclinical aigs/for a number of additional investigational cauapds that are advancing from research
and may enter clinical development in 2008.

In order to obtain advice regarding ouesgsh programs, we have invited respected indiNgdwéh industry, medical and/or research
expertise to participate in advisory boards focusedpecific
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therapeutic areas and discovery approaches. Eables# scientific advisory boards is comprisechdiiiduals with experience in the relevant
area who provide input through Peter Mueller, owgositive vice president, drug innovation and redion, and chief scientific officer and/or
Mark Murcko, our vice president and chief technglodficer. Eugene Cordes, one of our directors, isember of one of these scientific
advisory boards. The members of our scientific satyi board are not employees and only are expé¢ateevote a small portion of their time
us.

To augment our internal research programsseek to collaborate with leading academic rebeiastitutions, government labs,
foundations and other organizations in order tcaade research in the areas of infectious disemsesjne-mediated inflammatory diseases,
cancer; and neurological diseases and disordevelbas in areas of basic technological enablem&etare seeking to establish relationships
with organizations and to organize consortia oboigations from around the world with expertisainas of interest to us, and intend to
leverage that experience to further our researfdtef In 2007, among other arrangements, we asteu a relationship with Harvard
University's Office of Technology Development unddrich Harvard University investigators will be altb propose research projects in these
areas, and we will selectively provide funding ieas of interest to us.

CORPORATE COLLABORATIONS

We have entered into corporate collaboratieith pharmaceutical and other companies anchazgtions that provide financial and other
resources, including capabilities in research, greent, manufacturing, and sales and marketingypport our research and development
programs. At present, we have the following majmporate collaborations.

Janssen Pharmaceutica, N.V.

In June 2006, we entered into a licenseeld@ment, manufacturing and commercialization egrent with Janssen. Under the
collaboration agreement, we will collaborate wiimgsen to develop and commercialize telapreviredtite terms of the collaboration
agreement, we retain exclusive commercial rightetaprevir in North America and will continue ®ald the development plan for telaprevir in
North America and the Janssen territories. Jangsegived exclusive rights to commercialize telapreutside of North America and the F
East. In connection with the execution of the dmdlation agreement, we received an up-front payme$165.0 million in July 2006. In
addition, we could receive contingent milestonerpagts, which could total up to $380.0 million ifaprevir is successfully developed,
approved and launched. As of December 31, 200 haslaeceived $45.0 million of these contingent stdae payments. Janssen has agreed t
be responsible for 50% of drug development costieuthe development program for North America dedXanssen territories. Each of the
parties to the collaboration agreement will be oesjible for drug supply in their respective temiigs. The collaboration agreement also
includes a tiered royalty averaging a mid-20% rargea percentage of net sales in the Janssewottiesj depending upon successful
commercialization. In addition, Janssen will bepmessible for certain third-party royalties in iegiitories. Janssen may terminate the
collaboration agreement upon six months' notiagstdn such an event, all manufacturing, commaeeetibn and intellectual property rights to
telaprevir under the collaboration agreement veillart to us.

As part of the collaboration agreementipfeing regulatory approval and commercializatiorted&previr in both North America and
Janssen's territory, we will establish with Tibotalso a Johnson & Johnson company, a global hegfidtive to increase the prevention,
diagnosis, treatment and cure of HCV infectiorbegprincipally directed toward developing countries
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Cystic Fibrosis Foundation Therapeutics | ncorporated

In May 2004, we entered into a collabomatgreement with CFFT providing funding for ouelstage cystic fibrosis drug discovery
efforts. The agreement subsequently was amendedéead the term of the drug discovery effort to 8aB1, 2008 and to include additional
development stage funding for specified VX-770 depment activities through the end of 2007. Underamended agreement, CFFT paid us
$23.5 million through December 31, 2007 and wil} pa up to $8.9 million in 2008. Two drug candidateirrently in clinical development,
VX-770 and VX-809, were discovered by us under tagearch collaboration. We retain the right toedey and commercialize any
compounds, including VX-770 and V809, discovered in the course of the researchlomiédion, and we will pay a royalty to CFFT on tret
sales of any drugs discovered in the collaborat@#FT also made a $1.5 million milestone paymentstoipon advancement of the first
compound from the research program into clinicaettpment.

GlaxoSmithKline plc

In 1993, we entered into a collaboratiothvdlaxoSmithKline covering the research, developnaad commercialization of HIV protease
inhibitors, including Agenerase (amprenavir) andilza/Telzir (fosamprenavir calcium). GlaxoSmithKeipays us a royalty on all net sales of
the HIV protease inhibitors covered by the agred¢maie began earning a royalty from GlaxoSmithKlined999 on net sales of Agenerase, in
the fourth quarter of 2003 on net sales of Lexara] in the third quarter of 2004 on net sales dfil.d_exiva and Telzir have replaced
Agenerase in worldwide markets. Currently, theeeray drug candidates being developed, and we dantigipate any additional milestone
payments, under this collaboration.

GlaxoSmithKline has the right to terminageagreement with us without cause upon 12 monthtite. Termination of the agreement by
GlaxoSmithKline will relieve it of its obligatiorotmake further commercialization and developmei¢stone and royalty payments, and will
end any license granted by us to GlaxoSmithKlingeurthe agreement. In June 1996, we and GlaxoShikibtained a worldwide, non-
exclusive license under certain G.D. Searle & @ow( owned by Pharmacia/Pfizer) patents in the afé#lV protease inhibition. We pay
Searle a royalty based on net sales of Lexiva/Melzi

Merck & Co., Inc.

In June 2004, we entered into a globakdatation with Merck to develop and commercializ€-B457 (VX-680), our lead Aurora kina:
inhibitor, for the treatment of cancer, and to aactdesearch targeting the discovery of an addifidwrora kinase inhibitory compound or
compounds to follow MK-0457 (VX-680). Merck made @m-front license payment of $20 million in Jun®2pand provided research funding
of $15.8 million between June 2004 and Septemb@6 2B addition, the agreement provides for as nasgc350 million in milestone
payments, including up to $130 million for the seesful development of MK-0457 (VX-680) in the fitstcology indication and additional
milestone payments for development of MK-0457 (V8BHand follow-on compounds in subsequent majoplmyy indications. In November
2007, Merck suspended enrollment in clinical trafl$1K-0457 (VX-680), pending a full analysis of afficacy and safety data for MK-0457
(VX-680). Merck is evaluating VX-689, an addition&lirora kinase inhibitor being developed underdbkaboration.

Under the agreement, Merck has made twestohe payments totaling $19.5 million in 2005¢éhmilestone payments totaling
$36.3 million in 2006 and one milestone paymer@D million in 2007. Under the agreement, Merckesponsible for worldwide clinical
development and commercialization of MK-0457 (VX@%&nd follow-on candidates (including VX-689) amil pay us royalties on any
product sales. Merck may terminate the agreemeantyatime without cause upon 90 days' advanceemritbtice, except that six months'
advance written notice is required for
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termination at any time when a product has margedjpproval in a major market and the terminatiomoisthe result of a safety issue.
Mitsubishi Tanabe Pharma Corporation

In June 2004, we entered into a licenseeld@pment and commercialization agreement with ditshi Tanabe for the development and
commercialization of telaprevir, in Japan and dertdgher Far East countries. Under the terms ofifreement, Mitsubishi Tanabe has the right
to develop and commercialize telaprevir in itsitery. Under the agreement, we are entitled toivecep to $33 million in payments from
Mitsubishi Tanabe through Phase 2 clinical develepimincluding an up-front license fee, developmmaiiéstone payments and contributions
to certain drug development costs incurred by usdiaprevir. Further cost sharing beyond Phadnal development is subject to
negotiation between Mitsubishi Tanabe and us. Wealgio be entitled to royalties on sales of tedajin; if approved, in Mitsubishi Tanabe's
territory. Mitsubishi Tanabe may terminate the agnent at any time without cause upon 60 days' pritten notice. In 2006, Mitsubishi
Tanabe conducted a Phase 1 clinical trial of telapin the Far East.

Avalon Pharmaceuticals, I nc.

In February 2005, we entered into a licaageement with Avalon for the development and cememalization of the IMPDH inhibitor
AVN-944 (VX-944) for the treatment of cancer. Undlee agreement, Avalon has the exclusive worldwiiglet and responsibility to develop
and commercialize AVN-944 (VX-944) for the treatrhehcancer. Avalon made a $5.0 million up-froelse payment to us and has agreed
to make additional milestone payments to us forstieeessful development of AVN-944 (VX-944) in niplk oncology indications. Avalon
will pay us royalties on any product sales. Thesagrent provides us with certain rights to co-pram¥N-944 (VX-944). Neither party has
the right to terminate the agreement other tharcdoise.

INTELLECTUAL PROPERTY

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

Much of our technology and many of our gsses depend upon the knowledge, experience disdagkéiey scientific and technical
personnel. To protect our rights to our proprietampw-how and technology, we require all employessyell as our consultants and advisors
when feasible, to enter into confidentiality agrees that require disclosure and assignment td igeas, developments, discoveries and
inventions made by these employees, consultantadvidors in the course of their service to us.

Patents and Pending Patent Applicatic

We hold issued patents and pending pafgpiications in the United States, and in foreignmtaes we deem appropriate, covering
intellectual property developed as part of eacbwfadvanced research, development and commeroigigans. Our intellectual property
holdings include but are not limited to:

. United States and foreign patents and pendinggoneatent applications covering telaprevir,-500, VX-813 and many othe
HCV protease inhibitors.
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. United States patents and pending applicationsroayassays useful to evaluate potential inhibitdrslCV protease, includin
patents and applications covering the X-ray crystraictures of HCV protease and the use of thosetates to develop HCV
protease inhibitors.

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

. United States and foreign patent applications dogdvacterial gyrase inhibitors including VX-883daviX-692 and the use of
these compounds for the treatment of bacteriattidas.

. United States and foreign patents that cover ctasehemical compounds, pharmaceutical formulatimd uses of the sar
for treating HIV infection and AIDS. These pateimslude specific coverage for fosamprenavir angfitarmaceutical
formulations, methods of manufacture and methodetd HIV infection. In addition we have a non-esive, worldwide
license under certain patent applications claintifg protease inhibitors. We have an issued patethé United States and
foreign patents and foreign applications coveringpeenavir and related compounds.

. United States and foreign patents and pending Uisitates and foreign patent applications coverihgitors of multiple kinas
proteins, including VX-509.

. United States and foreign patents and pendingdoneatent applications covering classes of chensimalpounds,
pharmaceutical compositions containing such comgsuand methods of using those compounds to trgaevent IMPDH-
mediated diseases, including HCV infection. Thestemqts cover AVN-944 (VX-944), its combination withrtain other
therapeutic agents and their uses for IMPDH-medidiseases.

. United States and foreign patents and foreign patgplications covering a class of chemical compisuhat includes V-702
as well as compositions including VX-702 and simdampounds and the use of those compounds topB8aMAP kinase
related disorders.

From time to time we enter into non-exchedicense agreements for proprietary third-pagghhology used in connection with our
research activities. These license agreementsafypiarovide for the payment by us of a license fag may also include terms providing for
milestone payments or royalties for the developna@dfor commercialization of our drug productsiagsrom the related research. For
example, we have entered into a non-exclusive sieemrangement with Chiron Corporation for rigltseichnology in the HCV area that may
provide Chiron with certain developmental milest@agments and royalty payments based on future sélielaprevir, if approved.

MANUFACTURING

As we advance our proprietary drug candisigtirough clinical development toward commercéion, we will be required to continue to
build our manufacturing, logistics, supply chairdajuality assurance resources. We currently relg aorldwide network of third-party
manufacturers to manufacture and distribute oug @dandidates for clinical trials, and we expect tha will continue to do so to meet our
commercial supply needs for those drugs, if theyagproved for sale.

We will be responsible for supplying telewr for sale in North America if we are succesdfubbtaining marketing approval. In 2007, we
expended significant efforts to prepare for the ewrtial supply and marketing of telaprevir, in sopf a timely and effective commercial
product launch in subsequent years. Establishiagdmmercial supply chain for telaprevir is a mstép international endeavor involving the
purchase of several raw materials, the applicaifarertain manufacturing processes requiring sigguift lead times, the conversion of active
pharmaceutical ingredient to tablet form and thekpging of tablets for distribution. We expect tmisce raw materials, drug substance and
drug product, including finished packaging, fronrdtparties located in China, the European
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Union, Japan and the United States, and we cuyrargl establishing and expanding those third-pafgtionships. Establishing and managing
this global supply chain requires a significangfigial commitment, experienced personnel and thation or expansion of numerous third-
party contractual relationships. Because of theiggnt lead times involved in our supply chaim felaprevir, we may have less flexibility to
adjust our supply in response to changes in dertteandif we had shorter lead times. We have sucelgsiompleted the technical
development work for the Phase 3 and commerciabditation of telaprevir. While we believe that thare multiple third parties that are
capable of providing the materials and servicesaed in order to manufacture and distribute teldpri it is approved for sale, some of these
services are in high demand and capacity is cansttaAs a result there can be no assurance thatilee able to establish or maintain these
relationships on commercially reasonable terms.

We believe that entering into arrangemeuitis multiple third-party manufacturers will reduoar risk of supply chain disruption by
limiting our reliance on any one manufacturer. didition, we are in the process of transferring técdl information regarding the manufacture
of telaprevir to Janssen so that Janssen will leetabmanufacture telaprevir, if approved, for saldanssen's territories and as a secondary
supply source of the active pharmaceutical ingmadigr us. There is no assurance, however, thatillée able to establish second sources for
each stage of manufacturing of telaprevir or timgt second source will be able to produce sufficigrantities of a particular material in the
required timeframe to avoid a supply chain disiupif there is a problem with one of our suppliers.

We are focusing resources on the developofesystems and processes to track, monitor ardsee our third-party manufacturers'
activities. We evaluate the performance of ourdtpiarty manufacturers and confirm their continutagabilities to meet our needs efficiently
and economically. Third-party manufacturing fa@it, both foreign and domestic, are subject todn8pns by or under the authority of the
FDA and by or under the authority of other fedesédte, local or foreign authorities. Any failung dny of our thirdparty manufacturers to pa
any inspection could adversely affect our abildydunch telaprevir in a timely manner, if it ispapved for sale, or adversely affect our ability
to continue to distribute telaprevir after launch.

We have established a quality assuranagrano intended to ensure that our third-party mastufars and service providers produce
materials and provide services, when applicablactordance with the FDA's current Good ManufantuRractices, or cGMP, and other
applicable regulations. We will need to increasequality assurance resources in connection wigthctimmercial launch of any drug product.

The production of our drug candidates isdobin part on technology that we believe to bepetary. Where applicable, we license this
technology to our third-party manufacturers to éadbem to manufacture the various forms of ougdrandidates for us. However, in the
course of their services, a third-party manufactoray develop process technology related to theufaature of our drug candidates that the
manufacturer owns, either independently or joimtlth us. This might increase our reliance on thahafacturer or require us to obtain a
license from that manufacturer if we wish to have drug candidates manufactured by other suppliglizing the same process.

COMPETITION

We are engaged in fields characterizeddgnsive research efforts, rapid technological peeg and intense competition. There are many
public and private companies, including pharmacalitompanies, chemical companies and biotechnalogypanies, engaged in developing
products for the same human therapeutic indica@snthose we are targeting. Many of our competharge substantially greater financial,
technical and human resources than we do and are emnperienced in the development of new drugs Weaare. In order for us to compete
successfully, we may need to demonstrate improagztys efficacy, ease of manufacturing and markeeptance of our products over the
products of our competitors that have received ibreceive regulatory approval for marketing.
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We face competition based on the safetyedfichcy of our drug candidates, the timing andpscof regulatory approvals, the availability
and cost of supply, marketing and sales capalsilittimbursement coverage, price, patent positiohogher factors. Our competitors may
develop or commercialize more effective, safer oremaffordable products than we are able to devetammercialize or obtain more
effective patent protection. As a result, our cotitpes may commercialize products more rapidly ffeetively than we do, which would
adversely affect our competitive position, the litkeod that our drug candidates, if approved, ailhieve initial market acceptance and our
ability to generate meaningful revenues from thdrsgys. Even if our drug candidates are approvedaghiéve initial market acceptance,
competitive products may render our drugs obsaetencompetitive. If any such drug is renderedtdis, we may not be able to recover the
expenses of developing and commercializing thag.dwith respect to all of our drugs and drug caatéd, we are aware of existing treatments
and numerous drug candidates in development bgaupetitors.

HCV Infection

A combination of peg-IFN and RBV administgfor 48 weeks is the current standard treatnwrgénotype 1 HCV infection. This
treatment regimen is associated with significaté sffects, including fatigue, flu-like symptomash, depression and anemia, and a significan
portion of patients who begin treatment do not eehian SVR. Based on discussions with physiciarstvdat patients with HCV, we believe
that there are a significant number of patient® W€V who are waiting to receive treatment untivritberapies that are more effective and/or
are associated with a less difficult treatmentmeyi are developed. In addition, we believe thaktlaee a significant number of patients with
HCV who have not achieved SVR with previous intexfebased treatments. As a result, we believethiegfirst company able to successfully
develop and obtain marketing approval for a neattnent for HCV infection with these characteristitay have a significant competitive
advantage over later approved therapies for HC¥Ccitidn. This competitive advantage may includeathiéity to provide treatment to these
patients who have been waiting for alternativeth&current standard of care before any competitieeucts enter the marketplace, and pri
advantages. We are aware of a number of compdraeare developing new treatments for HCV infectianluding protease inhibitors and
polymerase inhibitors. While we believe that teéafir has advanced further along the clinical degelent pathway than any other new and
potentially competitive oral HCV therapy, it is pise that one or more competitive therapies ctwgléipproved prior to or shortly after we
receive approval, if we are successful in obtairpgroval. Many of our competitor's drug candidaesear to be on a development timeline
that would make them more competitive with the plegimeline for development of our second gerieraHCV protease inhibitors.

We are aware of numerous companies thadareloping HCV protease inhibitors:

. Scherin-Plough Corporation is developing boceprevir, an HZdtease inhibitor that received "Fast Track" geation from
the FDA in January 2006. In October 2007, ScheRtaytgh reported interim results from an ongoinggehaclinical trial
evaluating boceprevir in treatment-naive patiem£ctober 2007, Schering-Plough also reporteditopresults from a
completed Phase 2 clinical trial.

. Medivir AB and Tibotec, in collaboration, are demgihg TMC 435350, an HCV protease inhibitor. Medivas stated that
Tibotec initiated the first Phase 2a clinical td&lTMC 435350 in November 2007.

. InterMune, Inc. and Roche, in collaboration, areadeping ITMN-191, an HCV protease inhibitor. InterMune has staat it is
conducting a Phase 1b clinical trial of ITMN-19%&si@jned to assess the effect on viral kinetics) vesistance,
pharmacokinetics, safety and tolerability of mu#ipscending doses of ITMN-191 given as a monoghebath two and three
times per day.
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In addition to the protease inhibitor daandidates, there are companies developing HC\hparigse inhibitors, a class of compounds
distinct from protease inhibitors, for the treatmehHCYV infection. The HCV polymerase is respotesitor synthesizing viral RNA during
HCV replication. We expect that polymerase inhitsifof successfully developed, may be a componkatammbination therapy that includes a
protease inhibitor, such as telaprevir, and thkedyfiwould be complementary to and not competitivga our HCV protease inhibitors. Several
competitors discontinued development of HCV polyaserinhibitors during 2007, including Idenix Phaceaaticals, and ViroPharma
Incorporated. However, we are aware of severaliwoimg polymerase inhibitor programs including:

. Roche is developing R1626, an HCV polymerase ibtipwhich is in Phase 2b clinical trials. In Novieen 2007, Roche
reported results from a Phase 2a study of R1626.

. Pharmasset, Inc. is developing R7128, an HCV potgseeinhibitor, in collaboration with Roche. In dary 2008, Pharmass
reported preliminary results from a Phase 1 clirtigal.

We are aware of numerous other compoungdstiag HCV that are in clinical trials, and weibgk that there are many additional
potential HCV treatments in research or early dgwelent. We believe that there is a potential fav peal drug candidates, if approved, to be
administered together with or without pEgN and/or RBV. We expect that we may explore theeptial for other combination therapies, an
particular, a combination where all the necessangsicould be administered orally.

CF

Several companies are engaged in the pafateveloping treatments for CF. For example, Hh€rapeutics, Inc. has ongoing Phase 2
clinical trials for PTC124, a drug candidate treagets nonsense genetic mutations that can casse fijrosis in some populations. Altus
Pharmaceuticals, Inc. is conducting a Phase alitiial of ALTU-135, an orally-delivered enzymeptacement therapy for the treatment of
pancreatic insufficiency, a condition that afferctany patients with CF. Inspire Pharmaceuticals ¢ncrently is conducting Phase 3 clinical
trials of denufosol tetrasodium, an inhaled moledslidesigned to stimulate chloride and liquid séons in the airway of patients with CF.

HIV

The United States market for HIV protead#hitors is highly competitive, with a number abfease inhibitors currently on the market.
The two leading HIV protease inhibitors in the @witStates are Bristol-Myers Squibb Company's Re@atand Abbott Laboratories' Kaletra®
In 2007, Lexiva was the third largest (measuretgims of sales revenue) HIV protease inhibitohim Wnited States, excluding ritonavir, and it
currently holds an approximate 10% share of theddinbtates HIV protease inhibitor market, basetbtal prescriptions, also excluding
ritonavir.

In the field of HIV protease inhibition, Abtt Laboratories, Bristol-Myers Squibb, Gileade3dies, Inc., Johnson & Johnson and
Pfizer Inc., among others, have other HIV protaéakiitor drug candidates in various stages of tigument. In addition to the currently
marketed protease inhibitors, each of these congmand others that may be in research or developmay eventually compete with
Lexiva/Telzir.

GOVERNMENT REGULATION

The research, development, testing, matwf@cquality control, approval, labeling, packagistorage, record keeping, promotion,
advertising, distribution and marketing of the doamdidates that we are developing are subjecttémsive regulation by United States and
foreign governmental authorities. In particularaphaceutical products are subject to rigorous pieel, nonclinical and clinical testing and
other approval requirements by the FDA in the Uhates under the Federal
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Food, Drug and Cosmetic Act, and by comparable @gerin most foreign countries. In addition to phatfing the sale and distribution of
pharmaceutical products prior to regulatory appkate FDA and comparable agencies in most foremmmtries prohibit the pre-approval
promotion of investigational drugs. We have sumeeatithe FDA process below, but other countries hease different approval processes
with which we or our collaborators will need to goimif we seek to conduct clinical trials or obtaimarketing approval in those countries. In
addition, even if we ultimately intend to seekialimarketing approval in the United States, we rmayduct early clinical trials in other
countries, for a variety of reasons, and therefloeesubmission of our initial IND in the United &8 may not occur until after one or more
foreign-sited clinical trials have been initiated.

FDA Approval Proces

As an initial step in the FDA regulatoryiew process, toxicity studies in animals and oti@nrclinical studies typically are conducted to
help identify potential safety problems that migktassociated with administration of the drug cdatei being tested. For certain diseases,
animal models exist that are believed to be pradiaif efficacy in humans. For such diseases, g dandidate typically is tested for efficacy
that animal model. The results of these animaltgafed disease model studies are submitted toEfeds a part of the IND submission, wh
is submitted prior to commencement of human clirti¢als in the United States. For several of orurgdcandidates, no appropriately predictive
animal model exists. As a result, imovivo evidence of efficacy will be available until thodeig candidates progress to human clinical trials.
variety of nonclinical studies in a number of anlisecies, and other nonclinical studies, ordigaie conducted while human clinical trials
are underway, to provide supplemental toxicology atther information. This information as well as tlesults from the early clinical trials
provide a foundation for the design of broader arade lengthy human clinical trials.

Clinical trials typically are conductedthree sequential phases, although the phases nealapyvPhase 1 frequently begins with the in
introduction of the drug candidate into healthy laumnsubjects prior to introduction into patientseThiug candidate may then be tested in a
relatively small number of patients for safety opraliminary basis, dosage tolerance, absorpti@iabolism, excretion, clinical pharmacology
and, if possible, for early information on effeeness. Phase 2 typically involves trials in a ssethple of the intended patient population to
assess the efficacy of the drug for a specificdation, to determine dose tolerance and the optilosé range and to gather additional
information relating to safety and potential adeezffects. Phase 3 trials are undertaken to fughaluate clinical safety and efficacy in an
expanded patient population at geographically dsgzbtrial sites, to determine the overall rfimaefit ratio of the drug candidate and to pro
an adequate basis for proposed physician labdtagh trial is conducted in accordance with starglaed forth in protocols that detail the
objectives of the trial, the parameters to be usedonitor safety and the efficacy criteria to valaated. For clinical trials in the United States,
each protocol must be submitted to the FDA asgfatie IND submission. Further, each clinical trialst be evaluated by an independent
Institutional Review Board, or IRB, at each indiiba at which the trial will be conducted. The IRB8I consider, among other things, ethical
factors, the safety of human subjects and the pleskability of the institution.

Data from nonclinical testing and all ctiai trials, along with descriptions of the manuteaicty process, analytical tests, proposed labeling
and other relevant information, are submitted toRDA as part of requesting approval to marketttug. The process of completing
nonclinical and clinical testing, submitting the Nand obtaining FDA approval for a new drug is likto take a number of years and require
the expenditure of substantial resources. PreparnngDA involves considerable data collection, fieation, analysis and expense, and there
can be no assurance that approval will be gramealtimely basis, if at all. The FDA reviews all RB submitted to ensure that they are
sufficiently complete for substantive review befaraccepts them for filing. The approval procesaffected by a number of factors, including
the severity of the targeted disease, the avaitiali alternative treatments and the risks andeffishdemonstrated in clinical trials. The FDA
may deny an
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NDA if applicable regulatory criteria are not séigd or may require additional testing or inforneaiti Among the conditions for marketil
approval is the requirement that the prospectivaufeturer's quality control and manufacturing pebwres conform to the FDA's cGMP
regulations, which must be followed at all timescbmplying with standards set forth in these ratohs, manufacturers must continue to
expend time, money and effort in the area of pridn@and quality control to ensure full complianb&anufacturing establishments, both
foreign and domestic, also are subject to inspestily the FDA and by other federal, state, locehages or foreign authorities.

Under the FDA Modernization Act of 1997e thDA may grant "Fast Track" designation to fagiktthe development of a drug intended
for the treatment of a serious or life-threatergongdition if the drug demonstrates, among otherg#i the potential to address an unmet
medical need. The benefits of Fast Track designaticlude scheduled meetings with the FDA to reeéiyput on development plans, the
option of submitting an NDA in sections (ratherrtsubmitting all components simultaneously), areldption of requesting evaluation of tri
using surrogate endpoints. Fast Track designaties dot necessarily lead to a priority review aredéerated approval of a drug candidate by
the FDA. Telaprevir and VX-770 have received Fasick designation by the FDA.

Timing to Approval

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

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

humans; gather early pharmacokinetic ¢ 1to 2 year:
Phase 1 Evaluate safety in humans; study how the drug ckatei

works, metabolizes and interacts with other di 1to 2 year:
Phase : Establish effectiveness of the drug candidate endgtimal

dosage; continue safety evaluat 2 10 4 year:
Phase 3 Confirm efficacy, dosage regime and safety praifi¢he

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

approved indicatiol 6 months to 2 yeal

A drug candidate may fail at any point dgrthis process. Animal and other nonclinical stsdypically are conducted during each phase
of human clinical trials.

Patent Term Restoratic

Pursuant to the Drug Price Competition Ratent Term Restoration Act of 1984, referred tthasHatch-Waxman Amendments, under
certain conditions, some of our patents may bebdidor limited patent term extension for a perwfdup to five years as compensation for
patent term lost during drug development and th& Fé&yulatory review process. However, this extengieriod cannot be extended beyond
14 years from the drug's approval date. The padent restoration period is generally one-half tedqul of time elapsed between the effective
date of an IND and the submission date of an ND#s fhe period of time between the submission dathe NDA and FDA approval. The
United States Patent and Trademark Office, in dteison with the FDA, reviews and approves applmad for any patent term extension or
restoration. We intend to seek the benefits ofdtasute, but there can be no assurance that weendble to obtain any such benefits.
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Orphan Drug Designation

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

Pos-approval Studies

Even after FDA approval has been obtaifigther studies, including post-approval trials yne required to provide additional data on
safety and will be required to gain approval fa ffale of a drug as a treatment for clinical intices other than those for which the drug
initially was approved. Also, the FDA will requipmst-approval reporting to monitor the side effexftthe drug. Results of post-approval
programs may limit or expand the indications foriechithe drug may be marketed. Further, if thereaamerequests for modifications to the
initial FDA approval for the drug, including charsg@ indication, manufacturing process, labelingnanufacturing facilities, a supplemental
NDA may be required to be submitted to the FI

Reimbursemer

Sales of drugs depend in significant parthe availability of third-party reimbursement.ihparty payors include government health
administrative authorities, managed care providaisate health insurers and other organizations.amicipate third-party payors will provide
reimbursement for our drugs if we are successfobitaining marketing approval. However, third-pgrgyors have begun challenging pricing,
and in some cases, examining the cost-effectivesfediaigs. In the future, we may need to condupeesive pharmacoeconomic studies for
some of our drug candidates in order to demonsthaie cost-effectiveness, if we successfully abtaiarketing approval. The process of
seeking reimbursement from third-party payors mftiture may be time consuming and expensive.

The Medicare Prescription Drug Improvememd Modernization Act of 2003, or the MMA, extendegdrescription drug benefit to
Medicare beneficiaries and imposed requirementthdistribution and pricing of prescription drugsder Medicare Part D. Unlike other
Medicare benefits, the drug benefit available urRmt D is not standardized and there is no gueeathtat any drug for which we obtain
approval will be covered.

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

In addition, in some foreign countries, gieposed pricing for a drug must be approved leeitamay be marketed lawfully. The
requirements governing drug pricing vary widelynfraountry to country. For example, the Europearobrovides options for its member
states to restrict the range of medicinal prodfartsvhich their national health insurance systemwidle reimbursement and to control the
prices of medicinal products for human use. A memskete may approve a specific price for the medigoroduct or it may instead adopt a
system of direct or indirect controls on the putfitity of the company placing the medicinal prodoe the market.
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Foreign regulatior

In addition to regulations in the Uniteci®s, we and our collaborators will be subject vargety of foreign regulations governing clinical
trials and commercial sales and distribution ofgdtuNhether or not we obtain FDA approval for agdiapproval of a drug candidate by the
comparable regulatory authorities of foreign cokstmust be obtained before we or our collaboratanscommence clinical trials or market
of the drug in those countries. The approval preeasies from country to country and the time maydmger or shorter than that required for
FDA approval. The requirements governing the condiiclinical trials, product licensing, pricing @meimbursement vary greatly from
country to country.

Under European Union regulatory systemsketang authorization applications may be submit&her under a centralized or
decentralized procedure. The centralized proceduigh is compulsory for medicines produced byaiarbiotechnological processes and
optional for those that are highly innovative, gd@s for the grant of a single marketing authormathat is valid for all European Union
member states. For drugs without approval in ampean Union member state, the decentralized puwegatovides for approval by one or
more other, or concerned, member states of ansaeses of an application performed by one membee skmown as the reference member
state. Under this procedure, an applicant submitspplication, or dossier, and related materialsaftdstummary of product characteristics,
draft labeling and package leaflet—to the referaneenber state and concerned member states. Therreéemember state prepares a draft
assessment and drafts of the related materialsnii®0 days after receipt of a valid applicationitii 90 days of receiving the reference
member state's assessment report, each concermelgemstate must decide whether to approve the smases report and related materials. If a
member state cannot approve the assessment repdatlated materials on the grounds of potentidbas risk to public health, the disputed
points may eventually be referred to the Europeami@ission, whose decision is binding on all mendtates.

Other Regulations

Pharmaceutical companies also are suljearious federal and state laws pertaining tothezre "fraud and abuse," including anti-
kickback laws and false claims laws. Anti-kickbdaws make it illegal for any entity or person tdicg offer, receive, or pay any
remuneration in exchange for, or to induce, therraf of business, including the purchase or pition of a particular drug. False claims laws
prohibit anyone from knowingly and willingly pregerg, or causing to be presented, for paymentitdparty payors, including Medicare and
Medicaid, claims for reimbursed drugs or servites aire false or fraudulent, claims for items aviees not provided as claimed, or claims for
medically unnecessary items or services.

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

OTHER MATTERS
Employees

As of December 31, 2007, we had 1,150 eygas (1,132 full-time, 18 part-time), including S8iitesearch and development and 303 in
general and administrative functions. The numbeyuwffull-time employees increased by 20% durin@Z2Grom 945 on December 31, 2006.
We expect to further increase our headcount in 2808e invest in expanding our drug developmentcamamercialization capabilities. Of @
employees, 90 were located in Europe, 166 werdddca our facility in San Diego, California, an@é48vere based at our Cambridge,
Massachusetts headquarters. Our scientific staffilnees have diversified experience and expertisedlecular and cell biology, biochemistry,
animal pharmacology, synthetic organic chemistrgtgin X-ray crystallography, protein nuclear
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magnetic resonance spectroscopy, microbiology, coatienal chemistry, biophysical chemistry, meditiohemistry, clinical pharmacology
and clinical medicine. Our employees are not cavérea collective bargaining agreement, and weidensur relations with our employees
be good.

Information Available on the Internet

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

Corporate Information

Vertex was incorporated in Massachuseti®BO, and our principal executive offices are tedaat 130 Waverly Street, Cambridge,
Massachusetts 02139. We have research sites ldoa&eoh Diego, California, lowa City, lowa and Mitt Park, U.K.
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EXECUTIVE OFFICERS AND DIRECTORS

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

Name Age Position

Joshua S. Boger, Ph.I 56 President, Chief Executive Officer and Direc

John J. Alam, M.D. 46 Executive Vice President, Medicines Developmend, @hief
Medical Officer

Kurt C. Graves 40 Executive Vice President, Chief Commercial Offieed Head
Strategic Developmel

Peter Mueller, Ph.D 51 Executive Vice President, Drug Innovation and Resaion, anc
Chief Scientific Officet

lan F. Smith, C.P.A., A.C.A 42 Executive Vice President and Chief Financial Offi

Kenneth S. Boger, M.B.A., J.C 61 Senior Vice President and General Coul

Richard C. Garriso 58 Senior Vice President and Catal

Lisa Kelly-Croswell 41  Senior Vice President, Human Resour

Amit K. Sachdev, J.D 40 Senior Vice President, Public Policy and Governn#dfdirs

Johanna Messina Power, C.F 35 Vice President and Corporate Contro

Charles A. Sanders, M.L 76 Chairman of the Boar

Eric K. Brandt 45 Director

Roger W. Brimblecombe, Ph.D., 78 Director

D.Sc.

Stuart J.M. Collinson, Ph.C 48 Director

Eugene H. Cordes, Ph.I 71 Director

Matthew W. Emmen 56 Director

Bruce I. Sach 48 Director

Elaine S. Ulliar 60 Director

Dr. Joshua Boger is the founder of Vertéa.has been our Chief Executive Officer since 1982was our Chairman of the Board from
1997 until May 2006. He was our President fromioaeption in 1989 until December 2000, and wasragppointed our President in 2005.
was our Chief Scientific Officer from 1989 until M4992. Dr. Boger has been a director since Vestexeption. Prior to founding Vertex in
1989, Dr. Boger held the position of Senior DireaibBasic Chemistry at Merck Sharp & Dohme Reded&m@mboratories in Rahway, New
Jersey, where he headed both the Department ofdiatliChemistry of Immunology & Inflammation andetBepartment of Biophysical
Chemistry. Dr. Boger is chairman of the Biotechggidndustry Organization (BIO). Dr. Boger holds aABin chemistry and philosophy from
Wesleyan University and M.S. and Ph.D. degreesi@mistry from Harvard University. Dr. Boger is thether of Mr. Kenneth Boger, our
Senior Vice President and General Counsel.

Dr. Alam is our Executive Vice Presidentedicines Development, and Chief Medical Officeposition he has held since February 2006.
From January 2001 to February 2006, he servedraSemior Vice President of Drug Evaluation and Apmal. From October 1997 to January
2001, he was our Vice President of Clinical Devatept. From 1991 to 1997, Dr. Alam held a varietypo$itions with Biogen, Inc., including
Director of Medical Research and Program Executdeta interferon) for Avonex. Prior to joining Bieiy, Dr. Alam was a Research Fellow at
the Dana Farber Cancer Institute and completedtamial medicine residency at The Brigham and Wdsndospital in Boston. Dr. Alam
holds an M.D. from Northwestern University Medi&dhool and an S.B. in chemical engineering fromMlassachusetts Institute of
Technology.
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Mr. Graves is our Executive Vice Presid@itief Commercial Officer and Head, Strategic Depetent, a position he has held since
joining us in July 2007. From 1999 through June720@r. Graves held various executive positions av&tis Pharmaceuticals, includi
Global Head of General Medicines Business Unit &e€Marketing Officer, Pharmaceuticals from Septem®003 through June 2007. Prio
that, Mr. Graves served as Senior Vice PresideGeferal Manager—US Pharma & Commercial Operatidite President, Head of US
Marketing & Primary Care Franchises; and Vice Riesi & Business Unit Head: Respiratory, Gl, Derrfaagp and Bone Franchises. Prior to
joining Novartis, Mr. Graves was Gl Business Un@adt—US Gastrointestinal Franchise, at Astra Pharmédst LP from 1997 to 1998.
From 1993 to 1997, Mr. Graves served in a variétples at Astra Merck Pharmaceuticals including&xive Director, Business Unit
Commercialization Leader. He has extensive traiimingarketing & sales and general management fnastigious institutions, including the
University of Michigan Business School, Wharton &altof Business and Harvard Business School. MavE€s holds a B.S. in Biology from
Hillsdale College.

Dr. Mueller is our Executive Vice Presidebtug Innovation and Realization, and Chief Sdfen©Officer, a position he has held since
February 2006. In this role, Dr. Mueller is respbtesfor our global research initiatives, pharmagzl development, pharmaceutical
operations as well as quality assurance and comirom July 2003 to February 2006, Dr. Mueller was Chief Scientific Officer and Senior
Vice President, Drug Discovery and Innovation. Ptijoining Vertex, Dr. Mueller was the Senior ¥iresident, Research and Development,
of Boehringer Ingelheim Pharmaceuticals, Inc., wésponsibility for the development of all drug dafates in the company's worldwide
portfolio in North America. He led research progsaimthe areas of immunology, inflammatory cardemdar disease and gene therapy on a
global basis. During his time with Boehringer Irfggim, Dr. Mueller oversaw the discovery of numerdagelopment candidates and held
several positions in basic research, medicinal éteyrand management. Dr. Mueller received bothliaalergraduate degree and a Ph.D. in
chemistry at the Albert Einstein University of Ul@ermany, where he also holds a Professorship éofBtic Organic Chemistry. He
completed fellowships in quantum pharmacology aio@kUniversity and in biophysics at Rochester lémsity.

Mr. Smith is our Executive Vice Presidentla&Chief Financial Officer, a position he has hgittte February 2006. From November 2003
to February 2006, he was our Senior Vice PresidedtChief Financial Officer, and from October 280 November 2003, he served as our
Vice President and Chief Financial Officer. Priofjadining Vertex, Mr. Smith served as a partnethia Life Science and Technology Practice
Group of Ernst & Young LLP, an accounting firm,ftdl999 to 2001. Mr. Smith initially joined Ernst\oung's U.K. firm in 1987, and then
joined its Boston office in 1995. Mr. Smith currignis a member of the Board of Directors of Acofdgerapeutics, Inc., Epi
Pharmaceuticals, Inc. and TolerRx Inc. Mr. Smitkde@ B.A. in accounting and finance from Manchebtetropolitan University, U.K., is a
member of the American Institute of Certified Paliccountants and is a Chartered Accountant of &rbhnd Wales.

Mr. Kenneth Boger is our Senior Vice Presidand General Counsel, a position he has hetg ganing us in 2001. He came to Vertex
from the law firm of Kirkpatrick & Lockhart LLP, ne known as Kirkpatrick & Lockhart Preston Gates<llL P, where he was a partner
specializing in business and corporate law andavmagmber of the firm's Management Committee. Roidhe merger of Kirkpatrick &
Lockhart with the Boston law firm of Warner & Staqucke LLP in 1999, Mr. Boger was a partner at Wa&tackpole, where he served on its
Executive Committee from 1988 to 1997. Mr. Bogelds@n A.B. in history from Duke University, an MM from the Graduate School of
Business at the University of Chicago, and a X&mfBoston College Law School. Mr. Boger is thetbeo of Dr. Joshua Boger, our President
and Chief Executive Officer.

Mr. Garrison is our Senior Vice Presidemd £atalyst, a position he has held since joinminuDecember 2005. From June 2001 to
December 2005, Mr. Garrison was the founder andiéat of Bink Inc., a strategic consulting firmid? to that, Mr. Garrison was the
Chairman and CEO of Ingalls, Quinn & Johnson, ondew England's largest advertising agencies, &ydars. Mr. Garrison holds a B.A. in
English from Princeton University.
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Ms. Kelly-Croswell is our Senior Vice Présit, Human Resources, a position she has held dirlg 2007. Ms. Kelly-Croswell served as
our Vice President, Human Resources from July 20Q&ine 2007. From November 2005 through June 2086Kelly-Croswell served as
Vice President of Human Resources of NitroMed,,lagpharmaceutical company. From February 2004oteelhber 2005, Ms. Kellfzroswell
served as Senior Vice President, Human Resourd@kGMNA, an employee benefits company, for the He@lare Division and Service
Operations. From September 2001 to February 2084 Killy-Croswell served as Vice President of Human RessumeGlobal Research a
Development for the Monsanto Company, an agricaltproducts and solutions company that she joinek®B8. Ms. Kelly-Croswell holds a
B.S. in Finance and an M.A. in Labor and IndustRalations from the University of lllinois at Urba€hampaign.

Mr. Sachdev is our Senior Vice Presidenble Policy and Government Affairs, a positionhees held since he joined us in July 2007.
Mr. Sachdev served as Executive Vice Presidentlthieathe Biotechnology Industry Organization (Blftom April 2005 through June 2007.
At BIO, he was the senior executive responsiblerianaging BIO's Health Section, its Governing Bparal for directing all health care poli
and execution. Mr. Sachdev was the Deputy Commissifor Policy at the U.S. Food and Drug Administna (FDA) from April 2004 throug
April 2005, and held several other senior positisithin the FDA from September 2002 through ApfI0Z. From 1998 to 2002, Mr. Sachdev
served as Majority Counsel to the Committee on gnand Commerce in the U.S. House of Represensativieere he was responsible for
bioterrorism, food safety and environmental isséiesm 1993 to 1997, Mr. Sachdev practiced lawt itghe Chemical Manufacturers
Association, and then with the law firm of Rope&gay. Mr. Sachdev holds a B.S from Carnegie Melmiversity, and a J.D. from the Emq
University School of Law.

Ms. Messina Power is our Vice President @ntporate Controller, a position she has heldeskebruary, 2006. Ms. Messina Power
joined us in 1999 and served as our Assistant Gatpcontroller from 1999 to 2000 and as our CafmController from 2000 to Februa
2006. Prior to joining us, Ms. Messina Power wapleyed as an accountant by PricewaterhouseCoopdtsdn accounting firm, from 1995
to 1999. She holds a B.S. in accounting from Bo§lohege, and is a Certified Public Accountant.

Dr. Sanders has been a member of our Bafdbirectors since 1996, has served as our leasidrutlirector since 2003 and has served as
our Chairman since May 2006. He retired in 199€hief Executive Officer and in 1995 as ChairmaiGédxo Inc. From 1990 to 1995, he
served as a member of the board of Glaxo plc. Fr8&1 to 1989, Dr. Sanders held a number of positaarsquibb Corporation, including that
of Vice Chairman. Dr. Sanders has served in thegrathe boards of Merrill Lynch, Reynolds Metals.CMorton International Inc., Fisher
Scientific International and Biopure Corporatiore 14 currently a director of Biodel Inc., Cephaf@arporation, Genentech, Inc. and
Icagen, Inc. Dr. Sanders had his undergraduateaéidncat the University of Texas, and earned an .Nt@n the University of Texas
Southwestern Medical School.

Mr. Brandt has been a member of our Boafdiectors since 2003. Mr. Brandt is Senior Viae$ident and Chief Financial Officer of
Broadcom Corporation, which he joined in March 20Bfbm September 2005 through March 2007, he waftasident, Chief Executive
Officer and a member of the Board of Directors @BAir Pharmaceuticals. Prior to joining Avanir, \Brandt held various positions at
Allergan Inc. from 1999 to 2005, including ExecwtiVice President, Finance and Technical OperatmsChief Financial Officer from
February 2005 to September 2005, Executive Vicsiéeat, Finance, Strategy and Business DevelopraadtChief Financial Officer from
2003 until February 2005, and Corporate Vice Pesgidnd Chief Financial Officer from May 1999 td30From January 2001 to January
2002, he also assumed the duties of PresidentaG@&dnsumer Eye Care Business, at Allergan. Poithdt, he held various positions with the
Boston Consulting Group, most recently serving &® \President and Partner, and a senior membéed€G Health Care practice.

Mr. Brandt also serves as a director of Dentspigrimational Inc. Mr. Brandt holds a B.S. in cherhmagineering from the Massachusetts
Institute of Technology and an M.B.A. from Harvasdiversity.
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Dr. Brimblecombe has been a member of mar# of Directors since 1993 and a member of ther@of Vertex Pharmaceuticals
(Europe) Ltd. since 2005. He served as Chairmaraofyjuard Medica plc from 1991 to 2000, of Core @rpic from 1997 to 1999, of Oxford
Asymmetry International plc from 1997 to 2000 ar®ivida Ltd. from 2002 to 2007. From 1979 to 199@ hield various Vice Presidential pc
in SmithKline & French Laboratories' research aededlopment organization, including Vice Preside&CRor Europe and Japan. He is
currently a Partner in MVM Life Science PartnerdLand a director of Tissue Science Laboratorieglisted on the AIM market in the Unit
Kingdom). He holds Ph.D. and D.Sc. degrees in paaategy from the University of Bristol, England.

Dr. Collinson has been a member of our BadiDirectors since July 2001. He currently seres Partner at Forward Ventures. Prior to
our merger with Aurora Biosciences Corporation@®@2, Dr. Collinson served as the President, Chkefchtive Officer and Chairman of the
Board of Aurora. Dr. Collinson held senior managetositions with Glaxo Wellcome from December 1994une 1998, most recently
serving as Co-Chairman, Hospital and Critical CErerapy Management Team and Director of Hospitdl@iritical Care. Dr. Collinson
received his Ph.D. in physical chemistry from thaugrsity of Oxford, England and his M.B.A. from Ward University.

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

Mr. Emmens has been a member of our BolBirectors since 2004. Mr. Emmens is the Chiefdutve Officer, Chairman of the
Executive Committee and a member of the Board céddrs of Shire Pharmaceuticals Group plc. Bejfmiréng Shire in 2003, Mr. Emmens
served as president of Merck KGaA's global presiorppharmaceuticals business in Darmstadt, Germary999, he joined Merck KGaA ai
established EMD Pharmaceuticals, its United Statescription pharmaceutical business. Mr. Emmeifdthe position of President and Chief
Executive Officer at EMD Pharmaceuticals from 1892001. Prior to this, Mr. Emmens held variousifiass, including Chief Executive
Officer, at Astra Merck, Inc. as well as severasifions at Merck & Co., Inc. Mr. Emmens also cutheserves as a director of Incyte
Corporation. Mr. Emmens received a B.S. degreaiginess management from Farleigh Dickinson Unitersi

Mr. Sachs has been a member of our BoaRirettors since 1998. He is a General Partnehatl€s River Ventures. From 1998 to 1999,
he served as Executive Vice President and Genaxablyer of Ascend Communications, Inc. From 199¢ 18988, Mr. Sachs served as
President and CEO of Stratus Computer, Inc. Frof518 1997, he served as Executive Vice PresidehGeneral Manager of the Internet
Telecom Business Group at Bay Networks, Inc. Fré&®31to 1995, he served as President and Chief EixedDfficer at Xylogics, Inc.

Mr. Sachs also currently serves as a director gBBnd Networks, Inc. Mr. Sachs holds a B.S.E.Eléttrical engineering from Bucknell
University, an M.E.E. in electrical engineeringrfr@Cornell University, and an M.B.A. from Northeast&niversity.

Ms. Ullian has been a member of our Bodricectors since 1997. Since 1996, she has sasdresident and Chief Executive Office
Boston Medical Center. From 1994 to 1996, she seagePresident and Chief Executive Officer of Bodtimiversity Medical Center Hospital.
From 1987 to 1994, Ms. Ullian served as Presidedt@hief Executive Officer of Faulkner Hospital.éSkiso serves as a director of Thermo
Fisher Scientific Inc. and Hologic, Inc. Ms. Ullidwolds a B.A. in political science from Tufts Unisity and a M.P.H. from the University of
Michigan.

ITEM 1A. RISK FACTORS
Risk Factors

Investing in our common stock involves a high degrferisk, and you should carefully consider theksiand uncertainties described
below in addition to the other information includedincorporated by
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reference in this Annual Report on Form 10-K. Iy arfi the following risks actually occurs, our buess, financial condition or results of
operations would likely suffer, possibly materially that case, the trading price of our commorcktoould decline.

WE EXPECT TO INCUR FUTURE LOSSES, AND WE MAY NEVER BECOME PROFITABLE.

We have incurred significant operating &sseach year since our inception, including netde®f $391.3 million, $206.9 million and
$203.4 million during 2007, 2006 and 2005, respetyi and expect to incur a significant operatiogslin 2008. We believe that operating
losses will continue beyond 2008, because we amnpig to make significant investments in researwhdevelopment and in building
commercial supply of telaprevir to prepare for pliéential launch of telaprevir, and because we indlur significant selling, general and
administrative expenses in the course of reseagchieveloping and commercializing our drug candigaparticularly telaprevir. We are
investing significant research and developmentuess across a relatively broad array of therapeugas, due in part to the high risks
associated with the biotechnology and pharmacduiicsiness and the relatively high potential foluf@ of any specific effort. This
diversification strategy requires more significéinancial resources than would be required if wespad a more limited approach or focused
exclusively on telaprevir. In particular, in 200@ wxpect to invest significant resources in ordexdvance the development of VX-770, VX-
809, VX-500, VX-813 and VX-509, and to start cliaidrials of one or more additional compounds Hratcurrently emerging from our
research activities. Our net losses have had alhdamtinue to have an adverse effect on, amongrdtiings, our stockholders' equity, total
assets and working capital. We expect that losdéfwetuate from quarter to quarter and year &ay, and that such fluctuations may be
substantial. We cannot predict when we will becqraditable, if at all.

WE NEED TO RAISE ADDITIONAL CAPITAL THAT MAY NOT BE  AVAILABLE.

We expect to incur substantial researchdewedtlopment and related supporting expenses aesign and develop existing and future
compounds, undertake clinical trials of drug caatkd resulting from such compounds, and build oug dupply, regulatory, development and
commercial capabilities. We also expect to incurssantial administrative and commercialization exges in the future. In particular, we
expect the continuing development and commerciidiaaf telaprevir to require additional capitalybed our current resources. We are
making significant capital investments in buildiagr drug product supply chain and creating pre-taunventory and may need to make
additional significant capital investments for aremore of our other drug candidates. We anticiizdé we will finance these substantial cash
needs with:

. public offerings or private placements of our debequity securities or other methods of financ
. cash received from our existing collaborative agrests;
. cash received from new collaborative agreementoar the sale of existing assets, such as roy&gams from drugs and drug

candidates being developed and commercializedihy plarties;
. existing cash reserves, together with interestezhom those reserves;

. future product sales to the extent that we markegsidirectly.

While we believe that our current cashhoaguivalents and marketable securities, togetltbramounts we expect to receive from our
collaborators under existing contractual agreemevisid be sufficient to fund our operations thro908, we will need to raise additional
capital in 2008 through public offerings or privatacements of our debt or equity securities, agergs with third-parties with respect to
certain of our assets or through other methodgahting in order to continue our operations thto@§09. Any such capital transactions may
or may not be similar to transactions in which vagénengaged in the past. Any equity financingsaoesult in dilution to our then-existing
security holders. Any debt financing may be on tethat, among other things, restrict our abilitpéy interest and dividendsatthough we di
not intend to pay dividends for the foreseeablarkitlf adequate funds are not available on acbéptarms, or at all, we may be required to
curtail
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significantly or discontinue one or more of ourgach, drug discovery or development programsudiof clinical trials, incur significant ca
exit costs, or attempt to obtain funds throughregeements with collaborators or others that mayirequs to relinquish rights to certain of our
technologies, drugs or drug candidates. Additidinaincing may not be available on acceptable teifas,all.

WE DEPEND HEAVILY ON THE SUCCESS OF OUR LEAD DRUG CANDIDATE, TELAPREVIR, WHICH IS STILL UNDER
DEVELOPMENT. IF WE ARE UNABLE TO COMMERCIALIZE TELA PREVIR, OR EXPERIENCE DELAYS IN DOING SO, WE
COULD BE REQUIRED TO SEEK ADDITIONAL FINANCING AND OUR BUSINESS WILL BE MATERIALLY HARMED.

We are investing a significant portion of éime, personnel and financial resources in tanetbpment of telaprevir, and we expect to
commence a Phase 3 clinical trial of telapreviMiarch 2008. The clinical development and commemaigicess of telaprevir will depend on
several factors, including the following:

. successful completion and favorable outcomes ofaal trials;

. ongoing discussions with the FDA and comparableifpr authorities regarding the scope and desigruotlinical trials, the
quality of our manufacturing process for telaprerid our clinical trial results;

. receipt and timing of marketing approvals for teéafir from the FDA and similar foreign regulatomythorities;

. receipt and timing of marketing approvals from Bi2A and similar foreign regulatory authorities fimoducts being develope
for the treatment of HCV by our competitors;

. our ability to conduct clinical trials with respeottelaprevir in a timely manner to support a ptité application for marketing
approval;
. establishing and maintaining commercial manufaotudrrangements for telaprevir with third-party mfacturers that are

subject to extensive regulation by the FDA;

. launching commercial sales of telaprevir by us amdcollaborators

. the efficacy and other characteristics of telapreslative to existing and future treatments for\H@nd
. our ability to increase awareness of the benefitady treatment for HCV if telaprevir is approyed

. acceptance of telaprevir, if approved, in the maldiommunity and with third-party payors.

If the data from our ongoing clinical tsadr non-clinical studies regarding the safetyficacy of telaprevir are not favorable, we may be
forced to delay or terminate the clinical developingf telaprevir, which would materially harm ourdiness. Further, even if we gain
marketing approvals from the FDA and comparableifpr regulatory authorities in a timely manner,ag@@not be sure that telaprevir will be
commercially successful in the pharmaceutical makeen if we obtain marketing approval and sudtdélyscommercialized telaprevir, we &
investing significant amounts of cash in the depeient and commercialization process, and any sigmif delay in realizing a return on the
investment would require us to engage in additidinaincing activities to recoup that investmentjehhmay not be available on satisfactory
terms, if at all. If the results of clinical triadd telaprevir, the anticipated or actual timinghoérketing approvals for telaprevir, or the market
acceptance of telaprevir, if approved, do not nigeexpectations of investors or public marketgstal the market price of our common stock
would likely decline.
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MANY OF OUR DRUG CANDIDATES ARE STILL IN THE EARLY STAGES OF DEVELOPMENT, AND ALL OF OUR DRUG
CANDIDATES REMAIN SUBJECT TO CLINICAL TESTING AND R EGULATORY APPROVAL. IF WE ARE UNABLE TO
SUCCESSFULLY DEVELOP AND TEST OUR DRUG CANDIDATES, WE WILL NOT BE SUCCESSFUL.

The success of our business depends phymgrdn our ability, and our collaborators' abilitg develop and commercialize our drug
candidates, including telaprevir, successfully. Bughe development efforts of our competitorspiider to develop a successful franchise in a
therapeutic area it is often necessary to devealthpvi-on compounds and/or develop new combinati@rapies. Our drug candidates are in
various stages of development and must satisfyoigostandards of safety and efficacy before tlaeyle approved by the FDA or other
regulatory authorities for sale. To satisfy thesedards, we and/or our collaborators must allooateesources among our various
development programs and must engage in expensd/geagthy testing of our drug candidates. Theseadiery and development efforts for a
new pharmaceutical product, including follow-on qmunds, are lengthly and resource-intensive, andtai@ 10 to 15 years or more. Despite
our efforts, our drug candidates may not:

. offer therapeutic or other improvement over exgtiompetitive drugs

. be proven safe and effective in clinical tri¢

. meet applicable regulatory standards;

. be capable of being produced in commercial quastgt acceptable costs;
. if approved for commercial sale, be successfulipeercialized

Positive results in preclinical studiesaadrug candidate may not be predictive of simiuits in humans during clinical trials, and
promising results from earlier clinical trials oflaug candidate may not be replicated in lateri@dintrials. Findings, including toxicology
findings, in nonclinical studies conducted concatisewith clinical trials could result in abrupt @hges in our development activities, including
the possible cessation of development activitiseaated with a drug candidate. Furthermore, redtdim our clinical trials may not meet the
level of statistical significance required by th@A-or other regulatory authorities for approvaleodirug candidate.

We and many other companies in the pharoiged and biotechnology industries have suffeiigdificant setbacks in late-stage clinical
trials even after achieving promising results irlyeatage development. Accordingly, the resultsrfriie completed preclinical studies and
clinical trials and ongoing clinical trials for odrug candidates may not be predictive of the tesué may obtain in later stage trials, and may
not be predictive of the likelihood of approvalafirug candidate for commercial sale. In additfoom time to time, we report interim data
from our clinical trials, including the PROVE 1 aR&ROVE 2 clinical trials of telaprevir. Interim daits subject to change as final data are
confirmed, and there can be no assurances thanindata will be confirmed upon the analysis offidata.

IF WE ARE UNABLE TO OBTAIN UNITED STATES AND/OR FOR EIGN REGULATORY APPROVAL, WE WILL BE UNABLE
TO COMMERCIALIZE OUR DRUG CANDIDATES.

Our drug candidates are subject to extengdvernmental regulations relating to their depeaient, clinical trials, manufacturing and
commercialization. Rigorous preclinical testing afidical trials and an extensive regulatory appilgwocess are required in the United States
and in most other countries prior to the commersddé of our drug candidates. Satisfaction of tteskother regulatory requirements is costly,
time consuming, uncertain and subject to unantieipaelays. It is possible that none of the drugldates we are developing independently,
or in collaboration with others, will be approvest farketing.

We have limited experience in conductind aranaging the late-stage clinical trials necesgapptain regulatory approvals, including
approval by the FDA. The time required to compldimical trials and to satisfy the FDA and otheuntries' regulatory review processes is
uncertain and typically takes many years. Our aiglgf data obtained from preclinical and cliniaativities is subject to
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confirmation and interpretation by regulatory auities, which could delay, limit or prevent reguat approval. We may also encounter
unanticipated delays or increased costs due torgment regulation from future legislation or adrstrétive action or changes in FDA policy
during the period of drug development, clinicahlsiand FDA regulatory review.

Any delay in obtaining or failure to obtaigquired approvals could materially adverselyaftair ability to successfully commercialize
any drug candidate. Furthermore, any regulatoryab to market a drug may be subject to unexpeatgthtions on the indicated uses for
which we may market the drug. These limitations rivajt the size of the market for the drug.

We are also subject to numerous foreignleggry requirements governing the conduct of chihtrials, manufacturing and marketing
authorization, pricing and third-party reimbursemdine foreign regulatory approval process inclualésf the risks associated with the FDA
approval process described above, as well asaisiilsutable to the satisfaction of foreign reqmments. Approval by the FDA does not ensure
approval by regulatory authorities outside the EchiStates. Foreign jurisdictions may have diffeegagroval procedures than those require
the FDA and may impose additional testing requiretsér our drug candidates.

IF CLINICAL TRIALS FOR OUR DRUG CANDIDATES ARE PROL ONGED OR DELAYED, WE MAY BE UNABLE TO
COMMERCIALIZE OUR DRUG CANDIDATES ON A TIMELY BASIS , WHICH WOULD REQUIRE US TO INCUR
ADDITIONAL COSTS, WOULD DELAY OUR RECEIPT OF ANY PR ODUCT REVENUE AND COULD HARM OUR
COMPETITIVE POSITION.

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

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

. delays in receiving or the inability to obtain r@gd approvals from IRBs at one or more of theiiagbns at which a clinical
trial is conducted or other reviewing entities lical sites selected for participation in oumatial trials;

. delays in enrolling volunteers or patients intmical trials;

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

. the need to repeat clinical trials as a resulhobnclusive results or unforeseen complicatiortesting;

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

. unfavorable FDA inspection and review of a manufeng facility for a drug candidate or its relevan&nufacturing records ol

clinical trial site or records of any clinical orgelinical investigation;
. serious and unexpected d-related side effects experienced by participantainclinical trials; ol

. the placement by the FDA of a clinical hold onialtr

Our ability to enroll patients in our clail trials in sufficient numbers and on a timelgisawill be subject to a number of factors,
including the size of the patient population, tia¢une of the protocol, the proximity of patientsctimical sites, the availability of effective
treatments for the relevant disease, the numbethefr clinical trials competing for patients in theme indication and the eligibility criteria for
the clinical trial. In addition, subjects may dropt of our clinical trials or may be lost to follewp medical evaluation after treatment ends, and
this could possibly impair the validity or stattsti significance of the trials. Delays in patient@ment or unforeseen drapit rates may rest
in increased costs and longer development timesleVet or a portion of these additional
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costs may be covered by payments under our colidileragreements, we bear all of the costs fodeuelopment candidates for which we
have no financial support from a collaborator.

We, our collaborators, the FDA or otherlaggble regulatory authorities may suspend clinticals of a drug candidate at any time if wi
they believe the subjects or patients participatinguch clinical trials are being exposed to ueatable health risks or for other reasons. In
November 2007, Merck suspended enroliment in dinticals of MK-0457 (VX-680), pending a full analysis of all efiicy and safety data of
MK-0457 (VX-680). Any such suspension could matériadversely impact the development of a particdlaig candidate and our business.

In addition, it is impossible to predict @her legislative changes will be enacted, or wereBDA regulations, guidance or interpretations
will be changed, or what the impact of such changesy, may be. If we experience any such prolslewe may not have the financial
resources to continue development of the drug datelithat is affected or the development of anyunfother drug candidates.

IF OUR COMPETITORS BRING SUPERIOR DRUGS TO MARKET O R BRING THEIR DRUGS TO MARKET BEFORE WE DO,
WE MAY BE UNABLE TO FIND A MARKET FOR OUR DRUG CAND IDATES.

Our drug candidates in development maybeadble to compete effectively with drugs that@meently on the market or new drugs that
may be developed by others. No assurances carvée tfiat telaprevir will be approved for marketjripr to competing therapies, or at all.
There are many other companies developing drughésame indications that we are pursuing in dgreént in particular for the treatment
HCV infection. In order to compete successfulljtinse areas, we must demonstrate improved saffitgaoy and ease of manufacturing and
gain market acceptance over competing drugs thgtreteive regulatory approval before or after auwgdcandidates, and over those that
currently are marketed. Many of our competitorsjuding major pharmaceutical companies such asd®aithKline, Wyeth, Pfizer, Roche,
Amgen, Novartis, Johnson & Johnson and ScheringgPigpossess substantially greater financial, teghaind human resources than we
possess. In addition, many of our competitors tsagmeificantly greater experience than we have imdereting preclinical and nonclinical
testing and human clinical trials of drug candidasealing up manufacturing operations and obtgireégulatory approvals of drugs and
manufacturing facilities. Accordingly, our competis may succeed in obtaining regulatory approvatifags more rapidly than we do. If we
obtain regulatory approval and launch commercikdssaf our drug candidates, we also will compet wéspect to manufacturing efficiency
and sales and marketing capabilities, areas intwlv currently have limited experience.

We believe that the first company thatlikeao successfully develop and obtain marketingreyal for a new treatment for chronic HCV
infection with significant advantages over the eatrstandard of care may have a significant conipetidvantage over later-approved
therapies for HCV infection. We are aware of a namif companies that are developing new treatnfentdCV infection including protease
inhibitor compounds like telaprevir, polymeraseiliitor compounds and advanced interferons. Evereifire able to obtain marketing appr¢
for telaprevir, it is possible that one or mordtadse therapies could be approved prior to or haftier we obtain such approval for telaprevir,
which we believe could negatively impact telapreales.

IF OUR PROCESSES AND SYSTEMS ARE NOT COMPLIANT WITH REGULATORY REQUIREMENTS, WE COULD BE
SUBJECT TO DELAYS IN FILING NDAs OR RESTRICTIONS ON MARKETING OF DRUGS AFTER THEY HAVE BEEN
APPROVED.

We currently are developing drug candid&esegulatory approval for the first time sinceranception, and are in the process of
implementing regulated processes and systems eghjidgrobtain and maintain regulatory approval fardrug candidates. Certain of these
processes and systems for conducting clinicaktaald manufacturing material must be compliant vatfulatory requirements before we can
apply for regulatory approval for our drug candéatThese processes and systems will be subjeottmual review and periodic inspection
by the FDA and other regulatory bodies. If we
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are unable to achieve compliance in a timely fashio if compliance issues are identified at aninpim the development and approval proc
we may experience delays in filing for regulatoppeoval for our drug candidates, or delays in olitej regulatory approval after filing. In
addition, any later discovery of previously unknopmoblems or safety issues with approved drugsamufacturing processes, or failure to
comply with regulatory requirements, may resultasatrictions on such drugs or manufacturing preegssithdrawal of drugs from the market,
the imposition of civil or criminal penalties orefusal by the FDA and/or other regulatory bod@approve pending applications for marke
approval of new drugs or supplements to approvetiagions, any of which could have a material adee=ffect on our business. In addition,
we are a party to agreements that transfer redpibtysfor complying with specified regulatory reigements, such as filing and maintenance of
marketing authorizations and safety reporting anpliance with manufacturing requirements, to odlatmrators and third-party
manufacturers. If our collaborators or third-partgnufacturers do not fulfill these regulatory ohbtigns, any drugs for which we or they obtain
approval may be withdrawn from the market, whichuldchave a material adverse effect on our business.

IF WE OBTAIN REGULATORY APPROVALS, OUR DRUG CANDIDA TES WILL BE SUBJECT TO ONGOING REGULATORY
REVIEW. IF WE FAIL TO COMPLY WITH CONTINUING UNITED = STATES AND APPLICABLE FOREIGN REGULATIONS,
WE COULD LOSE THOSE APPROVALS, AND OUR BUSINESS WOULD BE SERIOUSLY HARMED.

If we receive regulatory approval of anyglcandidates that we are developing, we will Hgext to continuing regulatory review,
including the review of clinical results that asported after our drug candidates become commigreiailable, approved drugs. Since drugs
are more widely used by patients once approvabbas obtained, side effects and other problemsheabserved after approval that were not
seen or anticipated during pre-approval clinicialdr In addition, the manufacturers and the maetufing facilities we engage to make any of
our drug candidates will also be subject to pedadiview and inspection by the FDA. The subseqd&tiovery of previously unknown
problems with the drug, manufacturers or manufaguiacilities may result in restrictions on theigr manufacturers or facilities, including
withdrawal of the drug from the market or our if&pito use the facilities to make our drug. If faél to comply with applicable continuing
regulatory requirements, we may be subject to fisespension or withdrawal of regulatory appropabduct recalls and seizures, operating
restrictions and criminal prosecutions.

OUR DRUG DEVELOPMENT EFFORTS ARE DATA-DRIVEN AND TH EREFORE POTENTIALLY SUBJECT TO ABRUPT
CHANGES IN EXPECTED OUTCOMES.

Small molecule drug discovery and developinirevolve, initially, the identification of chemat compounds that may have promise as
treatments for specific diseases. Once identifeedrag candidates, compounds are subjected to gétasting in a laboratory setting, in
animals and in humans. Our ultimate objective iddgtermine whether the drug candidates have pHydieaacteristics, both intrinsically and
animal and human systems, and a toxicological lerdfiat are compatible with clinical and commedrsigccess in treatment of the disease
being targeted. Throughout this process, experisnam conducted and data are gathered that canfdnee a decision to move to the next ¢
in the investigation process for a particular dcagdidate, could result in uncertainty over theppracourse to pursue, or could result in the
termination of further drug development effortstwiespect to the compound being evaluated. We orothie results of our discovery research
and our nonclinical studies and clinical trials aadularly evaluate and eraluate our portfolio investments with the objeetdf balancing ris
and potential return in view of new data and sdiienbusiness and commercial insights. This preaem result in relatively abrupt changes in
focus and priority as new information comes totlighd we gain additional insights into ongoing pesgs and potential new programs.
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WE DEPEND ON OUR COLLABORATORS TO WORK WITH US TO D EVELOP, MANUFACTURE AND COMMERCIALIZE
MANY OF OUR DRUG CANDIDATES.

We have granted development and commezat#in rights to telaprevir to Janssen (worldwitleeo than North America and Far East)
and to Mitsubishi Tanabe (Far East). We expectteive significant financial support under our 3amscollaboration agreement, as well as
meaningful technical and manufacturing contribusiém the telaprevir program. The success of sonoeiokey in-house programs, such as for
telaprevir, is dependent upon the continued firgranid other support that our collaborators haveexyto provide.

For some drug candidates on which we ateuwmwently focusing our development efforts, wedngranted worldwide rights to a
collaborator, as in our collaborations with MercidaAvalon.

The success of our collaborations depends® efforts and activities of our collaboratdEach of our collaborators has significant
discretion in determining the efforts and resoutbas it will apply to the collaboration. Our exigy collaborations may not be scientifically or
commercially successful, and we may fail in ouerfpts to establish further collaborations to dgvelor drug candidates on acceptable terms.

The risks that we face in connection witese existing and any future collaborations inclilngefollowing:

. Our collaboration agreements are subject to teroinainder various circumstances, including, ahécase of our agreeme
with Janssen and Merck, termination without calsw. such termination could have an adverse matefiatt on our financial
condition and/or delay the development and comrakseile of our drug candidates, including telaprevi

. Our collaborators may change the focus of theietigyment and commercialization efforts. Pharmacablgind biotechnolog
companies historically have re-evaluated their tgpraent and commercialization priorities followingergers and
consolidations, which have been common in receatsyim these industries. The ability of some of dug candidates to reach
their potential could be limited if our collaboredalecrease or fail to increase development or centialization efforts related
to those drug candidates.

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

. Our collaborators may develop and commercializbgeialone or with others, drugs that are simibamrt competitive with the
drugs or drug candidates that are the subjecteodiiaboration with us.

IF WE ARE UNABLE TO ATTRACT AND RETAIN COLLABORATOR S FOR THE DEVELOPMENT AND
COMMERCIALIZATION OF OUR DRUGS AND DRUG CANDIDATES, WE MAY NOT BE ABLE TO FUND OUR
DEVELOPMENT AND COMMERCIALIZATION ACTIVITIES.

Our collaborators have agreed to fund pogiof our pharmaceutical development programsoatol/conduct the development and
commercialization of specified drug candidates aftthey are approved, drugs. In exchange, we Igaxen them technology, sales and
marketing rights relating to those drugs and drarydidates. Some of our corporate collaborators highés to control the planning and
execution of drug development and clinical progrémetuding for our aurora kinase inhibitor drug dafates, including MK-0457 (VX-680)
and VX-689, and AVN-944 (VX-944). Our collaboratonay exercise their control rights in ways that maygatively affect the timing and
success of those programs. Our collaborationsudnject to termination rights by the collaboratdf@ny of our collaborators were to terminate
its relationship with us, or fail to meet its catual obligations, that action could have a materiverse effect on our ability to develop,
manufacture and market any drug candidates beinglal@ed under the collaboration. We expect to sekltional collaborative arrangements,
which may not be available to us on favorable tewnst all, to develop and
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commercialize our drug candidates in the future.plé@ to seek a collaborator for our oral MAP kimashibitor VX-702 for the treatment of
rheumatoid arthritis and other inflammatory dissadé assurance can be given that these effortbevduccessful. Even if we are able to
establish acceptable collaborative arrangemerttseifuture, these collaborations may not be subdess

OUR INVESTMENT IN THE CLINICAL DEVELOPMENT AND MANU FACTURE OF A COMMERCIAL SUPPLY OF
TELAPREVIR MAY NOT RESULT IN ANY BENEFIT TOUS IFT ELAPREVIR IS NOT APPROVED FOR COMMERCIAL SALE.

We are investing significant resourceshim ¢linical development of telaprevir. In 2006 &@D7, we increased our investment in telapi
to support our Phase 2b clinical development progead in 2008 we will be investing in our globajistration program, including our Phas
clinical trial. Telaprevir is the first drug candig for which we expect to perform all activitietated to late stage development, drug supply,
registration and commercialization in a major markée are planning for and investing significardaerces now in preparation for application
for marketing approval, commercial supply and saled marketing. We also expect to incur significaogts in 2008 to manufacture
registration batches and invest in telaprevir comasmésupply. Our engagement in these resourcewite activities could make it more
difficult for us to maintain our portfolio focusnd puts significant investment at risk if we do nbtain regulatory approval and successfully
commercialize telaprevir in North America. Theregsassurance that our development of telapreVilegid successfully to regulatory
approval, or that obtaining regulatory approval \@&d to commercial success. If telaprevir isagproved for commercial sale or if its
development is delayed for any reason, our fulégtiment in telaprevir may be at risk, we may fageificant costs to dispose of unusable
inventory, and our business and financial conditionld be materially adversely affected.

WE DEPEND ON THIRD-PARTY MANUFACTURERS, INCLUDING S OLE SOURCE SUPPLIERS, TO MANUFACTURE
CLINICAL TRIAL MATERIALS FOR CLINICAL TRIALS AND EX PECT TO CONTINUE TO RELY ON THEM TO MEET OUR
COMMERCIAL SUPPLY NEEDS FOR ANY DRUG CANDIDATE THAT IS APPROVED FOR SALE. WE MAY NOT BE ABLE TO
ESTABLISH OR MAINTAIN THESE RELATIONSHIPS AND COULD EXPERIENCE DISRUPTIONS OUTSIDE OF OUR
CONTROL.

We currently are relying on a worldwidewetk of thirdparty manufacturers to manufacture and distributedoug candidates for clinic
trials, and we expect that we will continue to dad® meet our commercial supply needs for thesggjrincluding telaprevir, if they are
approved for sale. As a result of our reliancehmsé third-party manufacturers and suppliers, diolyisole source suppliers of certain
components of our drug candidates and drugs, welraaybject to significant supply disruptions cdgsdf our control.

We will be responsible for supplying teler for sale in North America if we are successfubbtaining marketing approval. Establish
the commercial supply chain for telaprevir is a tinsilep international endeavor involving the pusshaf several raw materials, the application
of certain manufacturing processes requiring sicguift lead times, the conversion of active pharmtical ingredient to tablet form and the
packaging of tablets for distribution. We expecstairce raw materials, drug substance and druguptpihicluding finished packaging, from
third parties located in China, the European Uniapan and the United States, and we currentlgstablishing and expanding those third-
party relationships. Establishing and providingliguassurance for this global supply chain regei@esignificant financial commitment,
experienced personnel and the creation or expaw$ionmerous third-party contractual relationshihile we believe that there are multiple
third parties that are capable of providing theeriats and services that we need in order to matwfa and distribute telaprevir, if it is
approved for sale, some of these services arggmdeémand and capacity is constrained. Becausedignificant lead times involved in the
manufacture and supply of telaprevir, we may hags flexibility to adjust our supply in responseb@anges in demand than if we had shorter
lead times. There can be no assurance that wéevidble to establish
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and maintain this commercial supply chain on conuiadly reasonable terms in order to support a tynfelinch of telaprevir or at all.

We plan to identify and enter into commafkcelationships with multiple third-party manufaegrs in order to reduce the risk of supply
chain disruption by limiting our reliance on anyeomanufacturer. In addition, we are in the proadéssansferring technical information
regarding the manufacture of telaprevir to Janssetihat Janssen will be able to manufacture telapieapproved, for sale in Janssen's
territories and as a secondary source for us. Tikere assurance, however, that we will be abkstablish second sources for each stage of
manufacturing of telaprevir, or any other drug nrgicandidate, or that any second source will be tmbproduce sufficient quantities in the
required timeframe to avoid a supply chain dismupfif there is a problem with one of our suppliers.

Even if we successfully establish arrangamsith third-party manufacturers, supply disrap8 may result from a number of factors
including shortages in product raw materials, ladratechnical difficulties, regulatory inspectiomsrestrictions, shipping or customs delays or
any other performance failure by any third-partynofacturer on which we rely.

Any supply disruptions could impact theitigmof our clinical trials and the commercial labraf any approved pharmaceutical drugs.
Furthermore, we may be required to modify our poiden methods to permit us to economically manufecbur drugs for commercial launch
and sale. These modifications may require us tealeate our resources and the resources of oul-plairty manufacturers, which could result
in abrupt changes in our production methods angdlgs Upon approval of a pharmaceutical drug &te sif any, we similarly may be at risk
of supply chain disruption for our commercial dsugoply. In the course of its services, a contraaufiacturer may develop process technc
related to the manufacture of our drug candiddtasthe manufacturer owns, either independent]giotly with us. This would increase our
reliance on that manufacturer or require us toint#dicense from that manufacturer in order toéhaur products manufactured by other
suppliers utilizing the same process.

WE RELY ON THIRD PARTIES TO CONDUCT OUR CLINICAL TR IALS, AND THOSE THIRD PARTIES MAY NOT PERFORM
SATISFACTORILY, INCLUDING FAILING TO MEET ESTABLISH ED DEADLINES FOR THE COMPLETION OF SUCH
TRIALS.

We do not have the ability to independentpduct clinical trials for our drug candidatesd ave rely on third parties such as contract
research organizations, medical institutions airdoal investigators to enroll qualified patientsdaconduct our clinical trials. Our reliance on
these third parties for clinical development atiédg reduces our control over these activities.ohdingly, these third-party contractors may not
complete activities on schedule, or may not conductclinical trials in accordance with regulatoegiuirements or our trial design. If these
third parties do not successfully carry out theinttactual duties or meet expected deadlines, webmaequired to replace them. Although we
believe that there are a number of other thirdypeothtractors we could engage to continue thegdeitées, it may result in a delay of the
affected trial. Accordingly, our efforts to obtaiegulatory approvals for and commercialize our dragdidates could be delayed.

IF WE ARE UNABLE TO DEVELOP INDEPENDENT SALES AND M ARKETING CAPABILITIES OR ESTABLISH THIRD-
PARTY RELATIONSHIPS FOR THE COMMERCIALIZATION OF OU R DRUG CANDIDATES, WE WILL NOT BE ABLE TO
SUCCESSFULLY COMMERCIALIZE OUR DRUG CANDIDATES EVEN IF WE ARE ABLE TO OBTAIN REGULATORY
APPROVAL.

We currently have limited experience ag@gany in sales and marketing or with respect g and obtaining adequate third-party
reimbursement for drugs. GlaxoSmithKline curremtigirkets Lexiva/Telzir. We will need to either deyeimarketing capabilities and an
independent sales force or enter into arrangenvgttighird parties to sell and market any of ounglcandidates if they are approved for sale
by regulatory authorities.
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In order to market telaprevir in North Ariarif it is approved, we intend to build a marketiorganization and a direct sales force, which
will require substantial efforts and significant magement and financial resources. During 2008 ntead to commit significant personnel and
financial resources to this effort, staging our atitments to the extent possible in consideratiothefongoing telaprevir development timel
We will need to devote significant effort, in pattiar, to recruiting individuals with experiencetive sales and marketing of pharmaceutical
products. Competition for personnel with theselskdl intense and may be particularly difficult fos since telaprevir is still an investigational
drug candidate and we will be competing with conigaithat are currently marketing successful drAgsa result, we may not be able to
successfully develop our own marketing capabilitiesxdependent sales force for telaprevir in N@therica in order to support an effective
launch of telaprevir if it is approved for sale.

We have granted commercialization rightstteer pharmaceutical companies with respect tmiceof our drug candidates in specific
geographic locations, including telaprevir (Jansseridwide except for North America and the Farttasd Mitsubishi Tanabe in the Far
East), Aurora kinase inhibitors (Merck worldwide)daAVN-944 (VX-944) (Avalon worldwide). To the extethat our collaborators have
commercial rights to our drugs, any revenues weivedrom any approved drugs will depend primaoitythe sales and marketing efforts of
others. We do not know whether we will be ableriteeinto additional third-party sales and markgtmrangements with respect to any of our
other drug candidates on acceptable terms, i, aralvhether we will be able to leverage the saled marketing capabilities we intend to build
for telaprevir in order to market and sell any ottieig candidate if it is approved for sale.

WE DO NOT KNOW WHETHER LEXIVA/TELZIR WILL CONTINUE = TO BE COMPETITIVE IN THE MARKET FOR HIV
PROTEASE INHIBITORS.

We currently receive royalties from netesabf Lexiva/Telzir under our collaboration witha@bSmithKline. Lexiva/Telzir's share of the
worldwide protease inhibitor market may decreasetdwcompetitive forces and market dynamics. Olthisf protease inhibitors including
Bristol-Myers Squibbs' Reyataz® and Abbott Laborie® Kaletra®, and a number of other productsoaréhe market for the treatment of HIV
infection and AIDS. Other drugs are still in deymitent by our competitors, including Bristol-Myergusob, Boehringer Ingelheim Merck, and
Johnson & Johnson, which may have better effichyer side effects, easier administration and/aelocosts than Lexiva/Telzir. Moreover,
the growth in the worldwide market for HIV proteashibitors has, to a certain extent, occurred essalt of early and aggressive treatment of
HIV infection with a protease inhibitor-based regim Changes in treatment strategy, in which treatnsanitiated later in the course of
infection, or in which treatment is more often imied with a regimen that does not include a ps®eéahibitor, may result in reduced use of
HIV protease inhibitors. As a result, the total kedrfor HIV protease inhibitors may decline, desiag the sales potential of Lexiva/Telzir.
Further, GlaxoSmithKline directs the marketing aatkes efforts and the positioning of Lexiva/Telmithe overall market, and we have little
control over the direction or success of thosertff@&laxoSmithKline has the right to terminateaiggeement with us without cause upon
twelve months' notice, and would have no obligatmpay further royalties to us upon any such tagation.

RISKS ASSOCIATED WITH OUR INTERNATIONAL BUSINESS RE LATIONSHIPS COULD MATERIALLY ADVERSELY
AFFECT OUR BUSINESS.

We have manufacturing, collaborative anwic4l trial relationships, and we and our colladtors are seeking approval for our drug
candidates, outside the United States. In additi@nexpect that if telaprevir is approved for comeied sale, a significant portion of our
commercial supply chain, including sourcing of naaterials and manufacturing, will be located inr@hiJapan and European Union.
Consequently, we are, and will continue to be, esttiyo risks related to operating in foreign coig@strRisks associated with conducting
operations in foreign countries include:

. differing regulatory requirements for drug appravial foreign countries;
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. unexpected changes in tariffs, trade barriers egdlatory requirement

. economic weakness, including inflation, or politicestability in particular foreign economies andrkets;

. compliance with tax, employment, immigration anlddelaws for employees living or traveling abroad;

. foreign taxes, including withholding of payroll &

. foreign currency fluctuations, which could resaltmcreased operating expenses or reduced revemesther obligation
incident to doing business or operating a subsidimanother country;

. workforce uncertainty in countries where labor @ie more common than in the United States;

. production shortages resulting from any eventscéffg raw material supply or manufacturing capé#esi abroad; an

. business interruptions resulting from -political actions, including war and terroris

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

IF WE ARE UNABLE TO REALIZE THE EXPECTED BENEFITS O F OUR DRUG DISCOVERY CAPABILITIES AND OTHER
TECHNOLOGIES, WE MAY NOT BE ABLE TO COMPETE IN THE MARKETPLACE.

The pharmaceutical research field is charaed by rapid technological progress and intexasepetition. As a result, we may not realize
the expected benefits from our integrated drugadisty capabilities and technologies. For examplarge pharmaceutical company, with
significantly more resources than we have, couldypel a systematic approach to the discovery ofsdbaged on gene families, using
proprietary drug targets, compound libraries, nabedmical approaches, structural protein analysisisformation technologies. Such a
company might identify broadly applicable compoutaksses faster and more effectively than we dahEugrwe believe that interest in the
application of structure-based drug design, pdrdfieg design and related approaches has accalaatthe strategies have become more
widely understood. Businesses, academic institatignvernmental agencies and other public and terhessearch organizations are conducting
research to develop technologies that may compigetiose we use. It is possible that our competibmuld acquire or develop technologies
that would render our technology obsolete or norpetitive. For example, a competitor could develufptimation technologies that accelerate
the atomic-level analysis of potential compounds thind to the active site of a drug target, aretifmt the absorption, toxicity, and relative
ease-of-synthesis of candidate compounds. If we weable to access the same technologies at aptalleprice, our business could be
adversely affected.

IF WE FAIL TO EXPAND OUR HUMAN RESOURCES AND MANAGE OUR GROWTH EFFECTIVELY, OUR BUSINESS MAY
SUFFER.

We expect that if our clinical drug cand@&tacontinue to progress in development, we coettolbuild our commercial organization and
our drug discovery efforts continue to generatgdrandidates, we will require significant additibmwvestment in personnel, management
systems and resources. For example, the numberr dfilb-time employees increased by 20% in 2007, we expect to experience significant
growth in 2008. Our ability to commercialize ouudrcandidates, achieve our research and developbgtives, and satisfy our
commitments under our collaboration agreementsriigpen our ability to respond effectively to thesenands and expand our internal
organization to accommodate additional anticipgteavth. If we are unable to manage our growth ¢iffety, there could be a material adve
effect on our business.
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THE LOSS OF THE SERVICES OF KEY EMPLOYEES OR THE FA ILURE TO HIRE QUALIFIED EMPLOYEES WOULD
NEGATIVELY IMPACT OUR BUSINESS AND FUTURE GROWTH.

Because our drug discovery and developm@aetitities are highly technical in nature, we reguhe services of highly qualified and trail
scientists who have the skills necessary to conthéste activities. In addition, as we attempt tagour capabilities with respect to clinical
development, regulatory affairs, quality controtiarales and marketing, we will need to attractratain employees with experience in these
fields. Our future success will depend in large parthe continued services of our key scientifid amanagement personnel. We have entered
into employment agreements with some individuat$ provide compensation-related benefits to allwfley employees that vest over time
and therefore induce them to remain with us. Howebhe employment agreements can be terminatetiebogrmployee on relatively short
notice. The value to employees of stock-relatedebienthat vest over time—such as options andiotstt stock—will be significantly affected
by movements in our stock price that we cannotrobrand may at any point in time be insufficiemtcbunteract more lucrative offers from
other companies.

We face intense competition for our persbrfirom our competitors, our collaborators and ott@mpanies throughout our industry.
Moreover, the growth of local biotechnology comganand the expansion of major pharmaceutical coiapanto the Boston area have
increased competition for the available pool oflelliemployees, especially in technical fields, #mlhigh cost of living in the Boston and ¢
Diego areas makes it difficult to attract employ&es other parts of the country to these areafildre to retain, as well as hire, train and
effectively integrate into our organization a stifnt number of qualified scientists, professiorsadd sales personnel would negatively affect
our business and our ability to grow our business.

IF OUR PATENTS DO NOT PROTECT OUR DRUGS, OR OUR DRUGS INFRINGE THIRD-PARTY PATENTS, WE COULD BE
SUBJECT TO LITIGATION AND SUBSTANTIAL LIABILITIES.

We have numerous patent applications penidithe United States, as well as foreign coumtespn other countries. Our success will
depend, in significant part, on our ability to dhtand maintain United States and foreign pateotggtion for our drugs, their uses and our
processes, to preserve our trade secrets and tatepgthout infringing the proprietary rights siitd parties. We do not know whether any
patents will issue from any of our patent applizasi or, even if patents issue or have issuedthidssued claims will provide us with any
significant protection against competitive produmt®therwise be valuable commercially. Legal séadd relating to the validity of patents and
the proper scope of their claims in the pharmacalfield are still evolving, and there is no catsnt law or policy regarding the valid breadth
of claims in biopharmaceutical patents or the eféégrior art on them. If we are not able to obtadequate patent protection, our ability to
prevent competitors from making, using and selfimgilar drugs will be limited. Furthermore, our iaites may infringe the claims of patents
held by third parties. Defense and prosecutiomfsiigement or other intellectual property clairas,well as participation in other inter-party
proceedings, can be expensive and time-consuméggrdless of whether or not the outcome is favertbls. If the outcome of any such
litigation or proceeding were adverse, we couldligect to significant liabilities to third partiesould be required to obtain licenses from third
parties or could be required to cease sales ofteffedrugs, any of which outcomes could have amahtedverse effect on our business.

IF PHYSICIANS, PATIENTS AND THIRD-PARTY PAYORS DO N OT ACCEPT OUR FUTURE DRUGS, WE MAY BE UNABLE
TO GENERATE SIGNIFICANT REVENUE, IF ANY.

Even if our drug candidates obtain regulatpproval, they may not gain market acceptancenanphysicians, patients and health care
payors. Physicians may elect not to recommend mgsdfor a variety of reasons including:

. the timing of the market introduction of compet#idrugs;
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. lower demonstrated clinical safety and efficacy paned to other drug

. lack of cos-effectiveness

. lack of availability of reimbursement from thirdfpapayors;

. convenience and ease of administration;

. prevalence and severity of adverse side effi

. other potential advantages of alternative treatmeathods; an
. ineffective marketing and distribution support.

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

IF THE GOVERNMENT AND OTHER THIRD-PARTY PAYORS FAIL TO PROVIDE COVERAGE AND ADEQUATE PAYMENT
RATES FOR OUR FUTURE DRUGS, OUR REVENUE AND PROSPEQS FOR PROFITABILITY WILL BE HARMED.

In both domestic and foreign markets, @les of any future drugs will depend in part upoa availability of reimbursement from third-
party payors. Such thirgarty payors include government health programhb sgdviedicare, managed care providers, privaterheelurers ar
other organizations. These third-party payors aecesiasingly attempting to contain health care dogtdemanding price discounts or rebates
and limiting both the types and variety of drugatttihey will cover and the amounts that they wall/gor these drugs. As a result, they may not
cover or provide adequate payment for our futurgyslr We might need to conduct post-marketing stuidi®@rder to demonstrate the cost-
effectiveness of any future drugs to such payatssfaction. Such studies might require us to conansignificant amount of management time
and financial and other resources. Our future droight not ultimately be considered cost-effectikdequate third-party reimbursement might
not be available to enable us to maintain pricelesufficient to realize an appropriate returrirorestment in product development.

Reimbursement rates may vary accordingeaise of the drug and the clinical setting in \whtds used, may be based on payments
allowed for lower-cost products that are alreadymnbeirsed, may be incorporated into existing paysémt other products or services, and may
reflect budgetary constraints and/or imperfectionsledicare or Medicaid data used to calculatedhases. Net prices for drugs may be
reduced by mandatory discounts or rebates regbiyepbvernment health care programs. In additiagislation has been introduced in
Congress that, if enacted, would permit more widesg importation of drugs from foreign countriewithe United States, which may include
importation from countries where the drugs are sdldwer prices than in the United States. Sugfslation, or similar regulatory changes or
relaxation of laws that restrict imports of drugsn other countries, could reduce the net priceageive for our marketed drugs.

OUR BUSINESS HAS A SUBSTANTIAL RISK OF PRODUCT LIAB ILITY CLAIMS. IF WE ARE UNABLE TO OBTAIN
APPROPRIATE LEVELS OF INSURANCE, A PRODUCT LIABILIT Y CLAIM COULD ADVERSELY AFFECT OUR BUSINESS.

Our business exposes us to significantrpiateproduct liability risks that are inherentthre development, manufacturing and sales and
marketing of human therapeutic products. We culrdrave clinical trial insurance and will seek totain product liability insurance prior to
the sales and marketing of any of our drug cand&ldiowever, our insurance may not provide adequmterage against potential liabilities.
Furthermore, clinical trial and product liabilitgsurance is becoming increasingly expensive. Asalt, we may be unable to maintain current
amounts of insurance coverage or obtain additionalfficient insurance at a reasonable cost teept@gainst losses that could have a ma
adverse effect on us. If a claim is brought agaisswe might be required to pay legal and othpeaszes to defend the claim, as well as
uncovered damages awards resulting from
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a claim brought successfully against us. Furtheesmnohether or not we are ultimately successfuldfedding any such claims, we might be
required to direct significant financial and mandaeaesources to such defense, and adverse pylildikely to result.

IF WE DO NOT COMPLY WITH LAWS REGULATING THE PROTEC TION OF THE ENVIRONMENT AND HEALTH AND
HUMAN SAFETY, OUR BUSINESS COULD BE ADVERSELY AFFEC TED.

Our research and development efforts inwvthe controlled use of hazardous materials, credmand various radioactive compounds.
Although we believe that our safety procedureshfamdling and disposing of these materials compth thie standards prescribed by state and
federal regulations, the risk of accidental contaation or injury from these materials cannot bmelated. If an accident occurs, we could be
held liable for resulting damages, which could blestantial. We are also subject to numerous enwieaal, health and workplace safety laws
and regulations, including those governing labasaprocedures, exposure to blood-borne pathogemhshenhandling of biohazardous
materials. Although we maintain workers' compemsaitnsurance to cover us for costs we may incurtduljuries to our employees resulting
from the use of these materials, this insurance meayrovide adequate coverage against poteraiailiies. Due to the small amount of
hazardous materials that we generate, we haventiett that the cost to secure insurance coveraganforonmental liability and toxic tort
claims far exceeds the benefits. Accordingly, werxdbmaintain any insurance to cover pollution dbads or other extraordinary or
unanticipated events relating to our use and dapafshazardous materials. Additional federal,estatd local laws and regulations affecting
operations may be adopted in the future. We mayriagbstantial costs to comply with, and substé&fitias or penalties if we violate, any of
these laws or regulations.

WE HAVE ADOPTED ANTI-TAKEOVER PROVISIONS AND ARE SU BJECT TO MASSACHUSETTS CORPORATE LAWS
THAT MAY FRUSTRATE ANY ATTEMPT TO REMOVE OR REPLACE OUR CURRENT MANAGEMENT.

Our corporate charter and by-law provisjoviassachusetts state laws, and stockholder rfatsmay discourage certain types of
transactions involving an actual or potential crenfjcontrol of Vertex that might be beneficialu® or our security holders. Our charter
provides for staggered terms for the members oBtherd of Directors. Our by-laws grant the direstamright to adjourn annual meetings of
stockholders, and certain provisions of the by-lavesy be amended only with an 80% stockholder yetesuant to our stockholder rights plan,
each share of common stock has an associatedneckfrare purchase right. The rights will not treeparately from the common stock until,
and are exercisable only upon, the acquisitiomemotential acquisition through tender offer tgeason or group of 15% or more of the
outstanding common stock. We may issue sharesyoflass or series of preferred stock in the futmitbout stockholder approval and upon
such terms as our Board of Directors may deterniihe.rights of the holders of common stock willsudject to, and may be adversely
affected by, the rights of the holders of any classeries of preferred stock that may be issudbdrfuture. Massachusetts state law prohibits
us from engaging in specified business combinationkess the combination is approved or consumniatagrescribed manner, and prohibits
voting by any stockholder who acquires 20% or nudreur voting stock without stockholder approvas &result, stockholders or other parties
may find it more difficult to remove or replace awrrent management.

OUR STOCK PRICE MAY FLUCTUATE BASED ON FACTORS BEYO ND OUR CONTROL.

Market prices for securities of companigsisas Vertex are highly volatile. From Januar2dQ7 to February 8, 2008, our common stock
traded between $17.59 and $41.42 per share. Theetrfar our stock, like that of other companieghia biotechnology field, has from time to
time experienced
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significant price and volume fluctuations that argelated to our operating performance. The futoaeket price of our securities could be
significantly and adversely affected by factorshsas:

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

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

. technological innovations or the introduction ofwnérugs by our competitor

. government regulatory action;

. public concern as to the safety of drugs develdpedthers;

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

. de\éelopments in domestic and international goventadgolicy or regulation, for example relatingindellectual property right:
an

. developments relating specifically to other comparand market conditions for pharmaceutical antebimology stocks ¢

stocks in general.
OUR ESTIMATES OF OUR LIABILITY UNDER OUR KENDALL SQ UARE LEASE MAY BE INACCURATE.

We leased a 290,000 square foot faciliti{é@mdall Square, Cambridge, Massachusetts in Ja 2083 for a 15¢ear term. We currently ¢
occupying approximately 120,000 square feet ofledity. We have sublease arrangements in placéhforemaining rentable square footage
of the facility. In determining our obligations werdthe lease for the portion of the facility that are not occupying, we have made certain
assumptions relating to the time necessary to agblthe space after the expiration of the initiblsases, projected future sublease rental rates
and the anticipated durations of future sublea®es.estimates have changed in the past, and mangeha the future, resulting in additional
adjustments to the estimate of liability, and tffea of any such adjustments could be material.

GOVERNMENT INVESTIGATIONS OR LITIGATION AGAINST OUR  COLLABORATORS COULD ADVERSLY AFFECT OUR
BUSINESS.

The federal government, certain state gowents and private payors are investigating ane bagun to file actions against numerous
pharmaceutical and biotechnology companies alletfiagthe reporting of prices for pharmaceuticalducts has resulted in a false and
overstated Average Wholesale Price, or AWP, whictuin is alleged to have improperly inflated teembursement paid by Medicare
beneficiaries, insurers, state Medicaid programegjioal plans and others to health care providexs pvhscribed and administered those
products. Some payors are also alleging that phaeuatizal and biotechnology companies are not regptheir "best price" to the states under
the Medicaid program. In addition, recent governiligéigation against pharmaceutical companies loasiged on allegations of off-label
promotion in connection with the filing of falseaghs for government reimbursement. In any AWP casesher cases brought by the
government where our collaborators or licenseesameed as defendants with respect to any prodoetssied from us, the outcome of the case
could have a material adverse effect on our fireneisults.

SALES OF ADDITIONAL SHARES OF OUR COMMON STOCK COUL D CAUSE THE PRICE OF OUR COMMON STOCK TO
DECLINE.

Sales of substantial amounts of our comstook in the open market, or the availability oflsishares for sale, could adversely affect the
price of our common stock. In addition, the isswaatrestricted common stock or common stock up@maise of any outstanding option
would be dilutive,
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and may cause the market price for a share of @unmn stock to decline. As of December 31, 2007hastapproximately 132.9 million
shares of common stock issued and outstanding.I$dehad outstanding options to purchase approxignate4 million shares of common
stock with a weightedwverage exercise price of $28.70 per share. Oudlisiguoptions may be exercised if the market priceus common stoc
exceeds the applicable exercise price. We may additional common stock or restricted securitiethie future as part of our financing
activities and any such issuances may have awdlefifect on existing shareholders.

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

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

. our expectations regarding clinical trials, devel@mt timelines and regulatory authority filings fetaprevir and other drug
candidates under development by us and our cobddny,

. our expectations regarding the number of patidraswill be evaluated, the trial design that wi Wtilized, the anticipated date
by which enrollment will commence and/or be comgdieind the expected date by which SVR data anulkerinn data will be
available for our Phase 3 clinical trial of telagrethe planned clinical trial to evaluate 48-weelaprevir-based treatment
regimens in approximately 400 patients, the PROYEROVE 2 and PROVE 3 clinical trials, the PhaselRbcal trials of
telaprevir being conducted by Tibotec, the Phasan?bplanned Phase 2b clinical trial of VX-770, Bfease 1a and planned
Phase 1b clinical trial of VX-809, the Phase laichl trial of VX-500, the planned clinical triaf ¥X-813, and the clinical tria
being conducted by our collaborators of drug caatgis for the treatment of cancer;

. the data that will be generated by ongoing andr@drclinical trials, and the ability to use thatador the design and initiatic
of further clinical trials and to support regulatdilings, including potentially an NDA for telapri;

. our expectations regarding the potential of ourodmg and planned clinical trials of telaprevir teet the anticipated registration
requirements with respect to the number and desfigine clinical trials and the number of patietitattwill be part of the safety
database of patients that have received 12 weeietapirevir;

. the design of our global clinical program for tekygr and our ability to potentially register tetapir across a range of genoty
and patient populations;

. our expectations regarding the future market densemadmedical need for telaprevir and our other dangdidates

. our ability to retain greater development contriplamd commercial rights to, drug candidates bydfng a greater portion of our
research programs;

. our beliefs regarding the support provided by chihirials and preclinical and nonclinical studidour drug candidates fi
further investigation, clinical trials or potentiage as a treatment of those drug candidates;

. our ability to capitalize on the advances in olmgeevir clinical program by building our drug déwement, supply chain

management and commercialization organizationsderao prepare for the potential commercial lauofttelaprevir and to
support the development of our other drug candgjate
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. our business strategy, including: our plan to inwe®ur development of telaprevir in order to main the tim-to-market
advantage we believe we have in relation to drunglickates being developed by our competitors; oilityabo establish a
leadership position with respect to treatment oMH@fection; and our ability to expand the valueoofr portfolio of drug

candidates;
. the focus of our drug development effo
. the establishment, development and maintenancellaborative relationships;
. our ability to use our research programs to idgraifd develop new drug candidates to address shseases and significant

unmet medical needs;

. our ability to increase our headcount and scalewrgrug development and commercialization captdsti
. our estimates regarding obligations associated avidase of a facility in Kendall Square, Cambridgassachusetts;
. the potential for the acquisition of new and commatary technologies, resources and drugs or dindidates; an

. our liquidity.

Any or all of our forward-looking statemstinh this Annual Report on Form 10-K may turn aube wrong. They can be affected by
inaccurate assumptions we might make or by knowm&nown risks and uncertainties. Many factors moeeid in this Annual Report on
Form 10-K will be important in determining futuresults. Consequently, no forward-looking statencantbe guaranteed. Actual future results
may vary materially from expected results. We glsavide a cautionary discussion of risks and uiaties under "Risk Factors” in Item 1A
this Annual Report. These are factors that we tbmid cause our actual results to differ materifthm expected results. Other factors bes
those listed there could also adversely affect us.

Without limiting the foregoing, the wordseélieves,” "anticipates,” "plans,” "intends," "exfs and similar expressions are intended to
identify forward-looking statements. There are anbar of factors that could cause actual eventssulis to differ materially from those
indicated by such forward-looking statements, mafmwhich are beyond our control, including the éastset forth under "Risk Factors" in
Item 1A of this Annual Report on Form 10-K. In ailahi, the forward-looking statements contained imerepresent our estimate only as of the
date of this filing and should not be relied upgnrepresenting our estimate as of any subsequentWhile we may elect to update these
forward-looking statements at some point in thereit we specifically disclaim any obligation to stoto reflect actual results, changes in
assumptions or changes in other factors affectict $orward-looking statements.

ITEM 1B. UNRESOLVED STAFF COMMENTS

We did not receive any written commentsrfithe Securities and Exchange Commission pridnéadate 180 days before the end of the
fiscal year ending December 31, 2007 regardindibogs under the Securities Exchange Act of 1%8lamended, that have not been reso

ITEM 2. PROPERTIES

We lease an aggregate of approximatelyOtB6square feet of laboratory and office spacaudilifies located in Cambridge,
Massachusetts, San Diego, California, Washingt@ abd the United Kingdom. We believe our facilittes adequate for our current needs.
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Cambridge, Massachusetts

We lease an aggregate of 648,000 squareffspace in eight facilities situated in closexpmity to our corporate headquarters facility
located at 130 Waverly Street in Cambridge, Masssetts. In addition, we use approximately 120,afiase feet of space in our Kendall
Square facility, which is located approximately thbes from our corporate headquarters. The lefzsdbe buildings located in Cambridge,
Massachusetts have expiration dates ranging fralf 292018.

We lease approximately 100,000 squarediketboratory and office space in our 130 Wavelthe& corporate headquarters. The lease for
this facility is divided into two portions, both wfich expire in 2010. We have the option to extdralease for this portion of the building up
to two additional terms of five years, ending ireQ0For the other portion of the building, we héve option to extend the lease for one
additional term of five years, ending in 2015. Téase for approximately 192,000 square feet ofriatiooy and office space at 200 Sidney
Street, located adjacent to our corporate headepsaexpires in 2010, with an option to extendujptto two additional consecutive ten-year
terms. The lease for 21,000 square feet of offizes at 21 Erie Street, also located adjacentiteaporate headquarters, expires in May
2012, with an option to extend for two additionahsecutive five-year terms.

The lease for our Kendall Square, Cambritiigesssachusetts facility will expire in 2018. Wevbdhe option to extend that lease for two
consecutive teryear terms. We have subleased approximately 145008re feet of Kendall Square facility, and aiegithe remaining squa
feet of space leased in the facility for our reskaperations. The subleases are for terms endig§lil and 2012 with extension options to
2015 and 2018. One of the subleases has certaiingion provisions beginning in 2010.

We plan continuing operations at our ergtviassachusetts facilities at least through 2@h@n the current lease terms for many of our
facilities will expire. We currently are considegialternatives with respect to appropriate faeiitior our operations beyond 2010, and may
elect to extend our current leases, or to consalidar Massachusetts operations into a single aeility or complex.

San Diego, California

We lease approximately 81,200 square felatboratory and office space in San Diego, Catlifar The lease for this space will expire on
September 30, 2013. We have the option to extdedethse for one additional term of five years.

United Kingdom

We lease approximately 22,000 square feletboratory and office space in Milton Park, Abdtogn, England, for our United Kingdom
business and research and development activitieera lease expiring in 2013.

ITEM 3. LEGAL PROCEEDINGS

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

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
There were no matters submitted to a vbteourity holders during the quarter ended Decer8bhe2007.
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PART II

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

Market Information

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

Year Ended December 31, 200¢ High Low

First quarte! $ 4471 $ 26.5(
Second quarte 40.0( 29.0(
Third quartel 37.1( 29.7¢
Fourth quarte 45.3¢ 32.5(

Year Ended December 31, 2007:

First quartel $ 389t $ 26.9¢
Second quarte 32.51 25.61
Third quartel 41.4: 27.5¢
Fourth quarte 39.4¢ 22.8(

As of February 6, 2008, there were 1,53dédrs of record of our common stock.

Performance Graph

CUMULATIVE TOTAL RETURN
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Dividends

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

Issuer Repurchases of Equity Securities

The table set forth below shows all repasgs of securities by us during the three monttleg®ecember 31, 2007:

Maximum Number of

Total Number of Shares Shares that may yet

Total Number Purchased as part of be purchased under

of Shares Average Price publicly announced publicly announced

Period Purchased Paid per Share Plans or Programs Plans or Programs
Oct. 1, 2007 to Oct. 31, 20( 9,75z $ 7.2¢ — —
Nov. 1, 2007 to Nov. 30, 20( 31,708 % 0.01 — —
Dec. 1, 2007 to Dec. 31, 20! 8,141 $ 4.1z — —

The repurchases were made under the foilpivio programs:
. Under the terms of our 1996 Stock and Option Prah2006 Stock and Option Plan, we may award stadnesstricted stock to

our employees and consultants. These shares dgttedtstock typically are subject to a lapsingitigf repurchase by us. We
may exercise this right of repurchase in the etleaita restricted stock recipient's service tosugiiminated. If we exercise this
right, we are required to repay the purchase grégd by or on behalf of the recipient for the reghased restricted shares, which
typically is the par value per share of $0.01. Relpased shares are returned to the applicable &matiOption Plan under whi
they were issued. Shares returned to the 2006 @rtlOption Plan are available for future award$ennhe terms of that plan.

. With respect to certain outstanding grants of retel stock that vested during such period, we ngased shares of restricted
stock from our employees. Under this program, vieretl to repurchase from certain of our employeesraber of shares of
restricted stock with a value, based on the fairketavalue on the vesting date, equal to our mimmsgatutory income tax
withholding obligation on account of the employeesily vested shares. In the fourth quarter of 20@8¥repurchased 3,222
shares under this program at an average priceb883er share. Shares repurchased under thisapncaye not available for
future awards under the 2006 Stock and Option Plan.
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ITEM 6. SELECTED FINANCIAL DATA

The following unaudited selected consobddinancial data for each of the five years infkéod ended December 31, 2007 are derived
from our audited consolidated financial statemenigse data should be read in conjunction withamglited consolidated financial statements
and related notes that are included elsewherdsrAimual Report on Form 1R-and with "Management's Discussion and AnalysiBioincia
Condition and Results of Operations" included amit7 below.

Year Ended December 31

2007 2006 2005 2004 2003

(In thousands, except per share amount:

Consolidated Statements of Operations Datz

Revenues
Royalties $ 47,977 $ 41,20¢ $ 32,82¢ $ 17,32: % 9,00
Collaborative and other research i
development revenut 151,03¢ 175,14¢ 128,06: 85,39¢ 60,13
Total revenue 199,01: 216,35¢ 160,89( 102,71 69,14
Costs and expense
Royalty payment 13,90« 12,17( 10,09¢ 5,64¢ 3,12
Research and development expet 513,05¢ 371,71 248,54( 192,16: 199,63
Sales, general and administrative expel 84,72’ 57,86( 43,99( 42,13¢ 39,08
Restructuring and other exper 7,11¢ 3,651 8,13¢ 17,574 91,82
Total costs and expens 618,80« 445,39: 310,76: 257,52 333,66
Loss from operation (419,79) (229,039 (149,87) (154,807 (264,52
Other income/(expense), r 28,51 15,06¢ (5,339 (7,999 (1,88
Realized gain on sale of investment 11,18 — — —
Loss on exchange of convertible subordinat:
notes(2)(3; — (5,15)) (48,217 — —
Loss on retirement of convertible subording
notes(4) — — — (3,446 —
Loss from continuing operations befc
cumulative effect of a change in accounting
principle (391,279 (207,93) (203,41) (166,24°) (266,41
Income from discontinued operations(
Gain on sales of asse — — — — 70,33
Loss from discontinued operatio — — — — (69:
Total income from discontinued operatic — — — — 69,64
Loss before cumulative effect of change in
accounting principle $ (391,279 $ (207,93) $ (203,41) $ (166,24) $ (196,76
Cumulative effect of a change in account
principle—SFAS 123(R)(6 — 1,04¢ — — —
Net loss $ (391,279 $ (206,89) $ (203,41) $ (166,24°) $ (196,76

Basic and diluted loss per common share befo
cumulative effect of a change in accounting

principle $ (3.0 % (1.8) $ (2.2¢) $ (2.12) $ (2.5
Basic and diluted cumulative effect of a change

accounting principle per common sha — 0.01 — — —
Basic and diluted net loss per common sl $ (3.039 $ (189 $ (2.2¢) $ (2.12) $ (2.5

Basic and diluted weighted-average number ol
common shares outstandi 128,98t 113,22: 89,24 78,57 77,00
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December 31,

2007 2006 2005 2004 2003

(In thousands)

Consolidated Balance Sheets Dat:

Cash, cash equivalents and marketable secu $ 467,79¢  $ 761,75. $ 407,51 $ 392,32( % 583,16
Other current asse 35,98( 66,78( 23,89¢ 14,39: 10,64
Restricted cas 30,25¢ 30,25¢ 41,48 49,847 26,06
Property and equipment, r 66,50¢ 61,53 54,53: 64,22t 80,08:
Other nor-current assel 934 1,25¢ 21,57¢ 24,66¢ 24,46:
Total asset $ 601,47° $ 921,57¢ $ 548,99¢ $ 545450 $ 724,41:

I I L] I I
Deferred revenue $ 126,74 $ 150,18 $ 32,30 $ 66,08t $ 59,51"
Accrued restructuring and other expe 35,29: 33,07: 42,98 55,84: 69,52¢
Other current liabilitie: 148,14¢ 110,64( 54,44 50,16! 47,79¢
Collaborator development loan (due 20 19,99 19,99 19,997 19,99 32,46(
Other lon¢-term obligations — — — 2,92t 7,26¢
Convertible subordinated notes(2)(4) — 42,10: 42,10z 82,55 315,00(
Convertible senior subordinated notes(2)(3)(4 — 59,64¢ 117,99¢ 232,44¢ —
Stockholders' equit 271,29! 505,93! 239,17¢ 35,44 192,84!
Total liabilities and stockholders' equ $ 601,47° $ 921,57¢ $ 548,99t $ 54545, $ 724,41

1)

@)

®)

(4)

®)

(6)

)
®)

In 2006, we sold 817,749 shares of Altus Pharmazastcommon stock for $11.7 million, and warraetpurchase Altus commc
stock for $18.3 million. As a result of the salé#\tius common stock and warrants, we recordechfized gain on a sale of investment
of $11.2 million.

In the third quarter of 2005, holders of 5% Conadet Subordinated Notes due in September 2007 20ftes") exchange

$40.5 million in aggregate principal amount of 200dtes, plus interest, for 2.5 million shares olvlyeissued common stock. As a
result of this exchange, we incurred a non-cashgehaf $36.3 million. In separate transactionghiafourth quarter of 2005, holders of
5.75% Convertible Senior Subordinated Notes dueeiruary 2011 ("2011 Notes") exchanged $114.5anilin aggregate principal
amount of 2011 Notes, plus interest, for 8.1 millghares of newly issued common stock. As a restittis exchange, we incurred a
non-cash charge of $11.9 million. These chargeespond to the value of additional shares issuélddrransactions over the number
of shares that would have been issued upon coaveo$ithe notes at the conversion prices set fiihein.

In the third quarter of 2006, holders of 2011 Narshanged $58.3 million in aggregate principal anmt@f 2011 Notes, plus accrued
interest, for 4.1 million shares of newly issuedhooon stock. As a result of this exchange, we iretlie non-cash charge of

$5.2 million. This charge corresponds to the inaretal shares issued in the transaction over théauof shares that would have been
issued upon conversion of the notes at the coraemices set forth therein.

In 2004, we issued $232.4 million in aggregate @pal amount of 2011 Notes in exchange for an egtiatipal amount of oL
outstanding 2007 Notes. We recorded a charge delatéhe write-off of the unamortized deferred &sce costs applicable to the 2007
Notes retired.

We sold certain assets and liabilities of our Digry Tools and Services business in two indepenglensactions in March ar
December 2003. The Statements of Operations datashbove give effect to the disposition of theetssold, accounting for such
assets as discontinued operations pursuant to ¢talgkccounting Standards Board Statement No. 14dgounting for the Impairment
of Long-Lived Assets."

Financial Accounting Standards Board Statementli28(R), "Share-Based Payment" ("SFAS 123(R)") nepuils, when recognizing
expense related to restricted stock, to recogniperese only for restricted shares that we expeetst. Accordingly, on the grant date,
we are required to estimate forfeitures. In conpeavith the adoption of SFAS 123(R), we recordekil® million benefit due to the
cumulative effect of estimating forfeitures on tirant date rather than recording them as they occur

In 2007, we repaid the outstanding principal of $4aillion and accrued interest on the 2007 Notes.

In 2007, the holders of all of the outstanding 20lttes converted their notes into shares of oumsomstock. The notes we
converted into common stock at a conversion ratldf94 per share.
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ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

We are in the business of discovering, tigeg and commercializing small molecule drugstfa treatment of serious diseases.
Telaprevir, our lead drug candidate, is an orakbtidp C protease inhibitor and one of the mostaaded of a new class of antiviral treatments
in clinical development that targets HCV infectianljfe-threatening disease. We expect to begihas® 3 clinical trial of telaprevir in March
2008 to evaluate 24-week telaprevir-based treatmegitnens in treatment-naive patients with genoflypECV. We have built a drug discovery
capability that integrates biology, pharmacologgpbysics, chemistry, automation and informatiochtelogies in a coordinated manner, with
the goal of more efficiently identify promising dreandidates to address significant unmet medeadis. Using this drug discovery capability
we have identified among other drug candidates: A7®-and VX-809, two novel drug candidates targetiystic fibrosis; VX-500 and VX813
two second generation HCV protease inhibitors; \@{eb09, a novel JAK3 inhibitor that targets immumediated inflammatory diseases. We
have a number of other drug candidates in clirtitalls or preclinical studies being developed eitiyeus or in collaboration with other
pharmaceutical companies, including drug candidategeting cancer, IMID and pain and other neuricligdiseases and disorders. We are
building our drug development, supply chain managgtrand commercialization organizations to prepar¢he potential commercial launch
of telaprevir and to support the development oéptirug candidates in our pipeline.

We are conducting a comprehensive glohaicell development program for telaprevir in cothadtion with Janssen and Mitsubishi
Tanabe. This program is designed to support petemrtyistration of telaprevir by us in North Amexiand our collaborators in international
markets for treatment-naive and treatment-expegdpatients across a range of HCV genotypes. Irtiv2008, we expect to begin a Phase 3
clinical trial that is designed to enroll 1,050ipats and evaluate 24-week telaprevir-based tredgtnegimens. In addition, in the third quarter
of 2008 we expect to begin enrollment in a clinicil to evaluate a 48-week telaprevir-based tneat regimen. This clinical trial is expected
to enroll approximately 400 treatmemdive patients with genotype 1 HCV. We have a nurabengoing telaprevir clinical trials, includirige
three Phase 2b PROVE clinical trials we are corndgand several other clinical trials being coneéddby our collaborators.

We are conducting a Phase 2a clinical ¢fidlX-770 and Phase 1a clinical trials of VX-80@daVX-500. We expect to begin a Phase 1a
clinical trial of VX-509, a JAK3 inhibitor in mid2008. Our pipeline also includes several cancey dandidates that are being developed b
collaborators, and fosamprenavir calcium, our Hfgtgase inhibitor, which is being marketed by aifaborator GlaxoSmithKline plc as
Lexiva in the United States and Telzir in Europe.

Our net loss for 2007 was $391.3 milliomjeh included stock-based compensation expens®#$nillion and restructuring expense of
$7.1 million. Our cash, cash equivalents and matKetsecurities decreased by $294.0 million du?®@7 to $467.8 million on December 31,
2007. We expect to incur substantial operatingds$s the future. We will need significant additabcapital in order to complete the
development and commercialization of telaprevir tmdontinue the development of our other drug whatds.

Business Focu

We currently are focusing a high proportadrour financial and management resources onrap Prior to our development of
telaprevir, we relied on pharmaceutical companjabolrators to develop and market our drug candididitzt advanced to late-stage clinical
trials or commercialization. We are developing pedvir ourselves in North America, while we shaeselopment costs and responsibilities
with Janssen in the development and commerciadizatf telaprevir in the rest of the world excep frar East. Although we believe that our
development activities and the clinical trial data have obtained to date have significantly redubedisks
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associated with ultimately obtaining marketing awai for telaprevir, completing development andcassfully commercializing telaprevir w
require a substantial additional financial investinever the next several years. In 2008 and tHeviimg years, we expect to invest significant
resources to expand our capabilities in clinicaledie@oment, regulatory affairs, quality control azammercial operations and to build and
manage a commercial supply chain as we continueldement and prepare for the potential commeraiah¢h of telaprevir. We cannot be
sure that our development of telaprevir will leadcessfully to regulatory approval, or that obtagnregulatory approval will lead to
commercial success.

In addition to telaprevir, we are investgignificant research and development resourcesae relatively broad array of therapeutic
areas, due in part to the high risks associateld thé biotechnology and pharmaceutical businesstencelatively high potential for failure of
any specific effort. This diversification strateggguires more significant financial resources tvaunld be required if we pursued a more
limited approach or focused exclusively on telaprda particular, in 2008 we expect to invest sigant resources in order to advance the
development of VX-770, VX-809, VX-500, VX-813 andk¥509, and to start clinical trials of one or maditional compounds that are
currently emerging from our research activities. bédeve that we will be able to take advantagthefexpansion of our drug development and
commercialization investments for telaprevir aspragress these other opportunities.

In the past, we have sought collaboratodiiog for a significant portion of our researchities, which required that we grant to those
collaborators exclusive rights to develop and conwiaéze drug candidates generated by that reselrelcent years, we have funded a
greater proportion of our research programs usitgrmal funds rather than collaborator funds. Weeekto continue this approach to the ex
we are able to do so in light of our financial gredsonnel resources. We adopted this strategythétlaim of retaining greater development
control of, and commercial rights with respectttmse proprietary drug candidates that may meestoategic internal investment criteria as in
effect from time to time.

Discovery and Development Proct

Discovery and development of a new pharmidca product is a lengthy and resource-intenpigeess, which may take 10 to 15 years or
more. Throughout this entire process, potentiag dandidates are subjected to rigorous evaluatioven in part by stringent regulatory
considerations, designed to generate informatiocweming efficacy, proper dosage levels and a tyadgkother physical and chemical
characteristics that are important in determinirigethier a drug candidate should be approved for etiack The toxicity characteristics and
profile of drug candidates at varying dose levelsimistered for varying periods of time also arenitmred and evaluated during the nonclin
and clinical development process. Most chemicalpaunds that are investigated as potential drugidates never progress into formal
development, and most drug candidates that do aéviato formal development never become commepe@ducts. A drug candidate's failure
to progress or advance may be the result of anypon®re of a wide range of adverse experimentlanes including, for example, the lack
of sufficient efficacy against the disease tartfet,lack of acceptable absorption characteristiastiter physical properties, difficulties in
developing a cost-effective manufacturing or foratidn method or the discovery of toxicities or s@fects that are unacceptable for the
disease indication being treated.

Given the uncertainties of the researchdeelopment process, it is not possible to predlittt confidence which, if any, of our current
research and development efforts will result inakatable pharmaceutical product. We monitor tiselts of our discovery research and our
nonclinical and clinical trials and frequently evale our portfolio investments in light of new datad scientific, business and commercial
insights with the objective of balancing risk aratgntial. This process can result in relativelyugbrchanges in focus and priority as new
information becomes available and is analyzed amg&in additional insights into ongoing programd patential new programs.
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Clinical Development

Designing and coordinating large-scaleicéihtrials to determine the efficacy and safetylnfg candidates and support the submission of
an NDA requires significant financial resourcesng with extensive technical and regulatory experéind infrastructure. Prior to commencing
a late-stage clinical trial of a drug candidate,muest work collaboratively with regulatory auth@#d, including the FDA, in order to identify
the specific scientific issues that need to be estrd by the clinical trials in order to supporitoaued development or approval of the drug
candidate. These discussions typically occur oyaaraod of months and can result in significantrades to planned clinical trial designs or
timelines. In addition, even after agreement withpect to a clinical trial design has been readteglilatory authorities may request additional
clinical trials or changes to existing clinicaktrprotocols. If the data from our ongoing clinit@ls or non-clinical studies regarding the safet
or efficacy of our drug candidates, and in partacuélaprevir, are not favorable, we may be forwedelay or terminate the clinical
development program, which would materially harm lousiness. Further, even if we gain marketing aygs from the FDA and comparable
foreign regulatory authorities in a timely mannge cannot be sure that the drug will be commescigliccessful in the pharmaceutical market.

Each of our programs requires a signifiéameéstment of financial and personnel resourde® tind expertise by us and/or any program
collaborators to realize its full clinical and coraroial value. Development investment at this stageibject to the considerable risk that any
one or more of these drug candidates will not prsgito product registration due to a wide rangadeérse experimental outcomes. This could
place our entire investment in the drug candidatesk. While we attempt to stage our investmeatsitigate these financial risks, drug
discovery and development by its nature is a viskyrundertaking and staging of investment is maBgs possible or desirable. We expect to
continue to evaluate and prioritize investmentun dinical development programs based on the eemay of new clinical and nonclinical data
in each program throughout 2008 and in subsequearsy

Drug Candidate:
HCV

Telaprevir is an HCV protease inhibitorrgeinvestigated for the treatment of HCV infecti¥ve are conducting a comprehensive global
clinical development program with our collaborattrat is designed to support potential registratibtelaprevir for treatment-naive and
treatment-experienced patients across a range of g&Dotypes. In March 2008, we expect to begin@sBI8 clinical trial that is designed to
enroll 1,050 patients and evaluate 24-week telapbased treatment regimens. In addition, in thedthuarter of 2008 we expect to begin
enroliment of approximately 400 treatment-naivéquas in a clinical trial to evaluate a 48-weelatgkevir-based treatment regimen. We expect
SVR data from all treatment arms of the Phaserficeli trial by the first half of 2010 and from tbther clinical trial by mid-2010.

In addition, three major Phase 2b clintdalls of telaprevir are ongoing in our PROVE pragr PROVE 1 in the United States and
PROVE 2 in European Union, both in treatment-ngiaients, and PROVE 3 in both North America andBheopean Union, in patients who
did not achieve SVR with previous pegylated interfebased treatments. All three PROVE trials alg fnrolled, and patient dosing has been
completed in PROVE 1 and PROVE 2. In addition, altaborator Tibotec is conducting a Phase 2 dhihidal to evaluate twice-daily dosing
of telaprevir, a Phase 2 clinical trial to evalutaprevir in patients with genotype 2 and genetgHCV and a Phase 2 clinical trial to evall
telaprevir in patients with genotype 4 HCV.

We face competition in the area of treatnegtHCV infection based, among other things, omshfety and efficacy of our drug candidates
and the timing and scope of regulatory approvals.Balieve that the first company that is able twceasfully develop and obtain marketing
approval for a new orally available treatment f@@Winfection that increases the portion of patiemt® achieve SVR and decreases the
duration of treatment may have a significant coritipetadvantage over later
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approved therapies for HCV infection. We believat ttelaprevir has advanced further along the dimdevelopment pathway than any other
new and potentially competing oral HCV therapy. Si¥éRa from the trials we expect to enroll in 2008 mot be available until approximately
18 months after the last patient is enrolled inttfed. We will try to dose and complete the an#yaf the data from our planned clinical trials
rapidly as possible, in order to maintain the titoenarket advantage we believe that we have itioel&o drug candidates being developed by
our competitors. We also are making significanigpess in completing manufacturing process and piwres, and accumulating product
inventory necessary for a successful product launch

We also have initiated a Phase 1a clirtigal of VX-500, a second-generation oral HCV paste inhibitor, and expect to start clinical
trials of VX-813 in 2008.

Cystic Fibrosis
We are conducting clinical trials of twaudrcandidates for the treatment of patients with CF

. VX-770, an investigational potentiator compoundiglesd to enhance the activity of CFTR proteinsatignts with gating
defects, which we are evaluating in a Phase 2&alitrial; and

. VX-809, an investigational corrector compound desigoédcrease the concentration of CFTR proteinghercell surface ii
patients with trafficking defects, which we are kexding in a Phase 1a clinical trial.

Immune-Mediated Inflammatory Disease

VX-509 is one of the novel oral JAK3 inhilyis that we are evaluating in preclinical testi{e believe that VX609 has the potential to
used in multiple immune-mediated inflammatory déseendications. We expect to begin a Phase laalitrial of VX-509 in mid-2008.

Manufacturing and Commercialization Strate

We will be responsible for supplying andreoercializing telaprevir for sale in North Ameri¢ave are successful in obtaining marketing
approval. In 2007, we made significant progregsre@paring for the commercial supply and marketifitelmprevir in support of a timely and
effective commercial product launch in subsequeaty, if we are successful in obtaining regulatoayketing approval. Establishing the
commercial supply chain for telaprevir is a mutisinternational endeavor involving the purchasseveral raw materials, the application of
certain manufacturing processes requiring signifidé@ad times to the manufacture of the active pla@eutical ingredient, the conversion of
active pharmaceutical ingredient to tablet form #repackaging of tablets for distribution. We extte source raw materials, drug substance
and drug product, including finished packagingnfrihird-parties located in China, the European dndapan and the United States, and we
have established and currently are expanding gk party relationships. Establishing and prorglguality assurance for this global supply
chain requires a significant financial commitmentperienced personnel and the creation or expawe$ionmerous third-party contractual
relationships. Because of the significant lead siimeolved in our supply chain for telaprevir, wayrhave less flexibility to adjust our supply
in response to changes in demand than if we hatesHead times. We have successfully completedablenical development work for the
Phase 3 and commercial formulation of telaprevie &{pect that the level of our investment in comuiaésupply of telaprevir, including cos
related to building our internal infrastructure amasts related to third-party manufacturing relaginips, will increase significantly in 2008.
While most of this investment will relate specifigao telaprevir, and is at risk if telaprevir doaot advance successfully to registration, we
expect that the organization and expertise thabuwilel as part of this process will contribute ta development as a pharmaceutical company,
and that these capabilities could help us advaocetber, earlier-stage drug candidates if thegmss to a commercial manufacturing stage.
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Similarly, we have limited experience aoapany in sales and marketing or with respectitirny and obtaining adequate third-party
reimbursement for drugs. We successfully concluasdarch in 2007 for the head of commercial aradegiic development. In order to market
telaprevir in North America if it is approved, waend to build a marketing organization and a disates force, which will require substantial
effort and significant management and financiabueses. During 2008, we intend to commit significp@rsonnel and financial resources to
this effort, staging our commitments to the exggogsible in consideration of the telaprevir develept timeline. We continue to devote
significant effort, in particular, to recruitingdividuals with experience in the sales and marketihpharmaceutical products. Competition for
personnel with these skills is intense. Althoughiovestment in this infrastructure might be Idgeiaprevir is not approved or if approval is
significantly delayed, we would expect our saled ararketing infrastructure for telaprevir, if tetapir is successfully developed and
commercialized, to be useful to us if and when exmmercialize any additional drugs.

Financing Strateg'

At December 31, 2007, we had $467.8 milbbeash, cash equivalents and marketable securBiecause we have incurred losses from
our inception and expect to incur losses for thredeeable future, we are dependent in large pastipnontinued ability to raise significant
funding to finance our research and developmentatipes, our creation of a product supply and conaiaginfrastructure and our overhead,
and to meet our long-term contractual commitments@bligations. In the past, we have secured fynigipally through capital market
transactions, strategic collaborative agreement&geds from the disposition of assets, investimeoime and the issuance of stock under our
employee benefit programs.

While we expect that our current cash, eghivalents and marketable securities in additiommounts we expect to receive from our
collaborators under existing contractual agreementdd be sufficient to fund our operations thro&§lo8, we expect that we will need to ri
additional capital in 2008 from public offerings mivate placements of our securities, agreemeittsthird-parties with respect to certain of
our assets or other methods of financing in ordeontinue our operations through 2009. We canedupe that any such financing
opportunities will be available on acceptable teifag all. If adequate funds are not availableagoeptable terms, or at all, we may be required
to curtail significantly or discontinue one or marfeour research, drug discovery or developmengiamms, including clinical trials, incur
significant cash exit costs, or attempt to obtaimdis through arrangements with collaborators oerstthat may require us to relinquish right
certain of our technologies, drugs or drug caneislat

Corporate Collaborations

Corporate collaborations have been andawititinue to be an important component of our lessrstrategy. In June 2006, we entered into
a collaboration agreement with Janssen Pharmaeeiiy/., a Johnson & Johnson company, relatinglaptevir. In July 2006, Janssen pait
a non-refundable license payment of $165.0 millldnder our agreement with Janssen, we have retaxadsive commercial rights to
telaprevir in North America, and we are leadingdhabal clinical development program. Janssen baseal to be responsible for 50% of the
drug development costs under the planned developpnegram for telaprevir in North America and tlaagsen territories, to pay us conting
milestone payments based on successful developagpval and launch of telaprevir, and to be rasjide for the commercialization of
telaprevir outside of North America and the FartEdanssen will also pay us significant royaltiasaoy telaprevir product sales in Janssen's
territory.

Our pipeline also includes several drugdidates that are being developed by our collabosato

MK -0457 (VX-680) and V>-689 which are being investigated by Merck for ongglindications; ani

57




. AVN-944 (VX-944), which is being investigated by Avalon Pharewicals for oncology indication
Critical Accounting Policies and Estimates

Our discussion and analysis of our finahmigdition and results of operations is based upanconsolidated financial statements pref
in accordance with generally accepted accountimgiples in the United States, or GAAP. The preparaof these financial statements
requires us to make certain estimates and assumsytiat affect the reported amounts of assetsiabitities, the disclosure of contingent as:
and liabilities at the date of the consolidatedficial statements and the reported amounts of vegeand expenses during the reported per
These items are monitored and analyzed by manaddarerhanges in facts and circumstances, and mhtdranges in these estimates could
occur in the future. Changes in estimates areateftein reported results for the period in whickytibecome known. We base our estimates on
historical experience and various other assumptiogiswe believe to be reasonable under the cirtamoes. Actual results may differ from our
estimates if past experience or other assumptiomstturn out to be substantially accurate.

We believe that our application of the ao@ing policies for revenue recognition, reseanctt development expenses, restructuring
expense, stock-based compensation expense anthireres, all of which are important to our finanaiahdition and results of operations,
require significant judgments and estimates orptré of management. Our accounting polices, indgdhe ones discussed below, are more
fully described in Note B, "Accounting Policiesd' dur consolidated financial statements includetthis Annual Report on Form 10-K.

Revenue Recognitic

We recognize revenues in accordance wéltBSircurities and Exchange Commission's ("SEC"Y 8tafounting Bulletin No. 101,
"Revenue Recognition in Financial Statements"nasraled by SEC Staff Accounting Bulletin No. 104eV@nue Recognition”, and for
revenue arrangements entered into after June 83, Ednerging Issues Task Force Issue No. 00-2lyéRee Arrangements with Multiple
Deliverables" ("EITF 00-21").

Our revenues are generated primarily thnazalaborative research, development and/or coriclération agreements. The terms of
these agreements typically include payment to umefor more of the following: non-refundable, upnt license fees; funding of research
and/or development efforts; milestone payments;ragdities on product sales.

Agreements containing multiple elementsdiveled into separate units of accounting if dertaiteria are met, including whether the
delivered element has stand-alone value to th@mestand whether there is objective and reliabidence of the fair value of the undelivered
obligation(s). The consideration received is altedeamong the separate units based on each amitis&fue or using the residual method, and
the applicable revenue recognition criteria ardiaddo each of the separate units.

We recognize revenues from non-refundalpefront license fees on a straight-line basis dlercontracted or estimated period of
performance, which is typically the research oradepment term. Research and development fundirgci@gnized as earned, ratably over the
period of effort.

Substantive milestones achieved in collation arrangements are recognized as earned wheamtresponding payment is reasonably
assured, subject to the following policies in thoBeumstances where we have obligations remaiaftey achievement of the milestone:

. In those circumstances where collection of a sulista milestone payment is reasonably assured,ave remaining obligations
to perform under the collaboration arrangementwaadhave sufficient evidence of fair value for cemining obligations, we
consider the milestone payment and the remainitigations to be separate units of accounting. &s¢h
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circumstances, we use the residual method unddf B0F21 to allocate revenue among the milestondgtenremaining
obligations.

. In those circumstances where collection of a sultistamilestone payment is reasonably assured,ave femaining obligatior
to perform under the collaboration arrangement,vaedio not have sufficient evidence of fair valaedur remaining
obligations, we consider the milestone paymenttaedemaining obligations under the contract asgle unit of accounting. |
those circumstances where the collaboration doeeeqgaire specific deliverables at specific timesbthe end of the contract
term, but rather our obligations are satisfied @veeriod of time, substantive milestone paymergsecognized over the period
of performance. This typically results in a portigfithe milestone payment being recognized as even the date the milestc
is achieved equal to the applicable percentagkeoperformance period that has elapsed as of teeliamilestone is achieved,
with the balance being deferred and recognized theeremaining period of performance.

At the inception of the agreement, we eadwhether milestones are substantive based atitegent nature of the milestone,
specifically reviewing factors such as the sciéntihd other risks that must be overcome to achieeenilestone as well as the level of effort
and investment required. Milestones that are nosiciered substantive and that do not meet the aémaucriteria are accounted for as license
payments and recognized on a straight-line bass v remaining period of performance.

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

Royalty revenues are recognized based aptwal and estimated net sales of licensed produtitsensed territories as provided by the
licensee and are recognized in the period the salas. We reconcile and adjust for differencesveen actual royalty revenues and estimated
royalty revenues in the quarter they become knawhthese differences have not historically beenifgant.

Research and Development Exper

All research and development expensesjdiat) amounts funded by research and developmdabooations, are expensed as incurred.
Research and development expenses are comprisedtefincurred in performing research and developmetivities, including salary and
benefits; stock-based compensation expense; lagrstipplies and other direct expenses; contraseraices, including clinical trial and
pharmaceutical development costs; expenses assbeiith the commercial supply investment in telagrévhich are considered research and
development expenses due to telaprevir's stagevalabment); and infrastructure costs, includinglitees costs and depreciation. When third-
party service providers' billing terms do not cadlecwith our period-end, we are required to makemeges of the costs, including clinical trial
and pharmaceutical development costs, contracémgices and investment in commercial supply ingiedair, incurred in a given accounting
period and record accruals at the end of the pevitelbase our estimates on our knowledge of thearel and development programs, sen
performed for the period, past history for relagetivities and the expected duration of the thiagtp service contract, where applicable.

Restructuring Expens

We record liabilities associated with rasturing activities based on estimates of fair edfuthe period the liabilities are incurred, in
accordance with Financial Accounting Standards 8&tatement No. 146, "Accounting for Costs Asseciatith Exit or Disposal
Activities" ("SFAS 146"). The liability for accruemstructuring expense of $35.3 million at Decen8r2007 is related to that portion of our
facility in Kendall Square, Cambridge, Massachusstitat we are not occupying and do not intend twupyg. This liability is calculated by
applying our best estimate of the net amount ofamgoing obligation. As prescribed by SFAS 146,use a probability-weighted discounted
cash-flow analysis to calculate the amount of lilisility. The probability-weighted discounted cafétw analysis is based on
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management's assumptions and estimates of ourranbgzise obligations, including contractual rentahmitments, build-out commitments
and building operating costs, and estimates ofrirefrom subleases, based on the term and timitigea$ubleases. We discount the estimated
cash flows using a discount rate of approximat@61These cash flow estimates are reviewed andomayljusted in subsequent periods.
Adjustments are based, among other things, on neamaigt's assessment of changes in factors undetlyingstimates. Because our estima
the liability includes the application of a discowate to reflect the time-value of money, theraatie will increase simply as a result of the
passage of time, even if all other factors remaichanged.

Our estimates of our restructuring liagiliave changed in the past, and it is possibledhaassumptions and estimates will change in the
future, resulting in additional adjustments to #meount of the estimated liability. The effect offauch adjustments could be material. For
example, we currently have two subleases for postaf the Kendall Square facility with remainingnis of three and five years, respectively,
and we have made certain estimates and assumpgiatiag to future sublease terms following theieagon of the current subleases. Market
variability may require adjustments to those asgionp in the future. We will review our assumptiaml judgments related to the lease
restructuring on at least a quarterly basis uhéliKendall Square lease is terminated or expiresn@ake whatever modifications we believe
necessary, based on our best judgment, to reftgctizanged circumstances.

Stock-based Compensation Expense

We adopted the provisions of Statementimdficial Accounting Standards Board No. 123(R) dl@Based Payment" ("SFAS 123(R)"),
on January 1, 2006. SFAS 123(R) requires us to une@®mpensation cost of stock-based compensdtibie grant date, based on the fair
value of the award, including estimated forfeityi@sd to recognize that cost as an expense ratablythe employees' service periods
(generally the vesting period of the equity awanddhe derived service period for awards with madanditions. Prior to January 1, 2006, we
accounted for stock-based compensation to emplagesecordance with Accounting Principles Boardigm No. 25, "Accounting for Stock
Issued to Employees" ("APB 25"), and related intetgtions. We also followed the disclosure requaeta of Statement of Financial
Accounting Standards No. 123, "Accounting for St@d@sed Compensation” ("SFAS 123"). We elected tipaithe modified prospective
transition method as provided by SFAS 123(R) ama/iingly, financial statement amounts for the @dsiprior to January 1, 2006 that are
presented in this Form 10-K have not been restateefflect the fair value method.

Under SFAS 123(R), we calculate the falugaof stock options and shares purchased pursodiné Employee Stock Purchase Plan using
the Black-Scholes valuation model. The Black-Schekduation model requires us to make certain apians and estimates concerning our
stock price volatility, the rate of return of riflee investments, the expected term of the awartt$ pour anticipated dividends. In determining
the amount of expense to be recorded, we alseqrered to exercise judgment to estimate forfeitates for awards, based on the probability
that employees will complete the required serviegqa. If actual forfeitures differ significantlydm our estimates, or if any of our estimate
assumptions prove incorrect, our results could bterally affected.

Altus Investmer

In 2004 and 2005, we assessed our investiméitus Pharmaceuticals Inc., which we accourftedusing the cost method, on a quarterly
basis to determine if there had been any decreabe iestimated fair value of that investment betsv$18.9 million carrying value that might
have required us to write down the cost basis @&tset. In 2004 and 2005, we did not identifysfactcircumstances that would cause us to
determine that the cost basis of our interest ms\thould have been changed. If any adjustmehttestimated fair value of the investment
had reflected a decline in the value of the investnbelow its cost, we would have considered thd@egve available to us, including the
duration and extent to which the decline was othan-temporary. If the decline had
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been considered other-than-temporary, the coss lbshe investment would have been written dowfatovalue as a new cost basis and the
amount of the write-down would have been includethe consolidated statements of operations. Altuspleted an initial public offering of
its common stock in January 2006. In 2006, we 84ald, 749 shares of Altus common stock and warrangsitchase 1,962,494 shares of Altus
common stock for $30.0 million, resulting in realiznet gain of $11.2 million, based on the diffeebetween the proceeds of the sales ar
carrying value of the asset.

RESULTS OF OPERATIONS
Year Ended December 31, 2007 Compared with Year Ended December 31, 2006

Our net loss for 2007 was $391.3 million$8.03 per basic and diluted common share, cordpara net loss for 2006 of $206.9 million,
or $1.83 per basic and diluted common share. Iedud our net loss for 2007 was stock-based congtiemsexpense of $59.4 million and
restructuring expense of $7.1 million. Includedir net loss for 2006 was stock-based compensatipanse of $39.1 million, restructuring
expense of $3.7 million, loss on exchange of caidersubordinated notes of $5.2 million, gainstetl to an investment of $11.2 million and
the effect of a cumulative benefit of an accounthgnge, related to the adoption of SFAS 123(R§1o® million.

Our net loss for 2007 increased by $184l4om as compared to 2006, and our expenses clibsigeificantly period to period. In
particular, our research and development expensesased by $141.3 million from 2006 to 2007, idahg a $16.8 million increase in stock-
based compensation expense. Overall, our totad emst expenses increased by $173.4 million fron®20@007. In addition, our total
revenues decreased by $17.3 million from 2006 @v2@ur net loss per basic and diluted common shareased in 2007 from 2006 as a
result of an increase in the net loss partiallgetfy an increase in the basic and diluted weigateerage number of common shares
outstanding from 113.2 million shares in 2006 t8.02million shares in 2007.

Revenues

Total revenues decreased to $199.0 miltic2007 from $216.4 million in 2006. In 2007, reues were comprised of $48.0 million in
royalties and $151.0 million in collaborative antfier research and development revenues as comipe$dd.2 million in royalties and
$175.1 million in collaborative and other reseaaald development revenues in 2006.

Royalties consist of Lexiva/Telzir (fosarapavir calcium) royalty revenues and a small amofidgenerase (amprenavir) royalty
revenues. Royalty revenues are based on actuassindated worldwide net sales of Lexiva/Telzir #&gknerase. The $6.8 million, or 16%,
increase in royalty revenues from 2006 to 2007 dueessto the increase in Lexiva/Telzir net sales.

Collaborative and other research and deveémt revenues decreased $24.1 million, or 14% 2606 to 2007. The table presented b
is a summary of revenues from collaborative arrargges for 2007 and 2006.

2007 2006

(In thousands)

Collaborative and other research and developmeethrees

Janssel $ 117,73¢  $ 68,00
Merck 9,00( 58,70¢
Novartis — 17,58t
CFFT 15,88: 12,63¢
Other 8,417 18,21¢

Total collaborative and other research and devetopmevenue $ 151,03¢ $ 175,14t
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In June 2006, we entered into a major boltation agreement with Janssen that resulted 1. $1million and $68.0 million of revenues
2007 and 2006, respectively, including:

. in each period, an amortized portion of the $165illon up-front payment
. in each period, net reimbursements from Janssetelegprevir development costs; and
. in 2007, a milestone of $15.0 million in connectiwith commencement of patient enroliment in PROVER& a milestone of

$15.0 million for achieving specified interim resufrom our Phase 2 clinical trials of telaprevittieatment-naive patients; in
2006, a milestone of $15.0 million for achievingsified interim results in PROVE 1.

Our revenues from Merck decreased by $46llibn in 2007 as compared to 2006. In 2007, albor revenues related to the Merck
collaboration were the result of recognizing a stid®@e payment. In 2006, we recognized revenuetedeta both milestone payments and in
connection with funding for the research prograrthwierck, which was completed during 2006.

Revenues from other collaborations deciekas@007 as compared to 2006 primarily as thelre$the expiration during the second
quarter of 2006 of the research collaboration Witlvartis Pharma AG, together with the correspondésgarch funding.

In 2008, we expect that our revenues framsden will increase. We expect that for the faabklke future the revenues and funding from
collaborations that support our development-stagepounds, such as the Janssen collaboration, neilige a proportionately higher level of
financial support for our research and developraetivities than revenues and funding from reseacotlaboration agreements.

Costs and Expenses
Royalty Payment

Royalty payments increased $1.7 million14%6, to $13.9 million in 2007 from $12.2 million 2006. Royalty payments relate to a roy
we pay to a third-party on net sales of Lexiva/ifednd Agenerase.

Research and Development Exper

Research and development expenses incré&addd3 million, or 38%, to $513.1 million in 200¢cluding stock-based compensation
expense of $48.8 million, from $371.7 million in(8) including stock-based compensation expens820dmillion. The increase in research
and development expenses was primarily the re$intceeased development investment to support kbigad) Phase 2b clinical development
program for telaprevir, as well as a $48.1 millinarease in our investment in building commercigd@y of telaprevir for use if telaprevir
receives marketing approval, together with a $16ilBon increase in stock-based compensation ex@€eHRse cost of developing the
commercial supply for telaprevir is considered seeech and development expense due to telaprstdge of development. Development
expenses increased by $119.6 million, accountin@%66 of the aggregate increase in research arela@ment expenses. Research expenses
increased by $21.8 million, of which $6.4 milliorasincreased stock-based compensation expense.

Research and development expenses conisigtrpy of salary and benefits; stock-based congpgion expense; laboratory supplies and
other direct expenses; contractual services, imetudinical trial and pharmaceutical developmewsts; commercial supply investment in
telaprevir; and
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infrastructure costs, including facilities costslaepreciation. Set forth below is a summary teabnciles our total research and development
expenses for 2007 and 2006:

2007 2006 $ Change % Change

(in thousands)

Research Expense

Salary and benefit $ 50,64¢ $ 4554¢ $ 5,10: 11%
Stoclk-based compensation expel 22,27¢ 15,87¢ 6,39¢ 4C%
Laboratory supplies and other direct expet 23,84« 23,10 741 3%
Contractual service 7,55k 6,64( 91t 14%
Infrastructure cost 60,07¢ 51,47¢ 8,591 17%
Total research expens $ 164,40: $ 142,64° $ 21,75t
Development Expense
Salary and benefil $ 50,507 $ 40,42: $ 10,08: 25%
Stoclk-based compensation expel 26,55¢ 16,12: 10,43: 65%
Laboratory supplies and other direct expet 28,31 19,04: 9,27: 49%
Contractual service 112,59( 86,14¢ 26,44 31%
Commercial supply investment in telapre 75,42( 27,33: 48,08¢ 17€%
Infrastructure cost 55,267 40,00( 15,267 38%
Total development expens $ 348,65: $ 229,06t $ 119,58t
Total Research and Development Expen
Salary and benefil $ 101,15¢ $ 85,97( $ 15,18¢ 18%
Stoclk-based compensation expel 48,83 32,00: 16,83: 53%
Laboratory supplies and other direct expet 52,15% 42,144 10,01 24%
Contractual service 120,14! 92,78t 27,35¢ 2%%
Commercial supply investment in telapre 75,42( 27,33: 48,08¢ 17€%
Infrastructure cost 115,34 91,47¢ 23,86¢ 26%
Total research and development expel $ 513,05: $ 371,710 $ 141,34:

To date we have incurred in excess of $2lidn in research and development costs assatiaith drug discovery and development. In
2008, we expect to focus our development investroerelaprevir, while continuing to advance theelepment of VX-770, VX-809 and VX-
500. We expect research and development expen289ito be greater than in 2007 due to increasesstment in clinical development, as
well as increased costs for the investment in coraralesupply of telaprevir drug product in advaméebtaining regulatory marketing
approval. In addition, we expect that our combireskarch and development expenses will increafseire periods as we add personnel and
capabilities to support the planned developmeiuoflead drug candidates.

The successful development of our drug ichates is highly uncertain and subject to a nunobeisk factors. The duration of clinical trie
may vary substantially according to the type, caxipy and novelty of the drug candidate. The FDA aomparable agencies in foreign
countries impose substantial requirements on ttnedoction of therapeutic pharmaceutical produsisically requiring lengthy and detailed
laboratory and clinical testing procedures, sangpéintivities and other costly and time-consumingcpdures. Data obtained from nonclinical
and clinical activities at any step in the tesfimgcess may be adverse and lead to discontinuaticedirection of development activity. Data
obtained from these activities also are susceptibl@rying interpretations, which could delay, itior prevent regulatory approval. The
duration and cost of discovery, nonclinical studiad clinical trials may vary significantly overetlife of a project and are difficult to predict.
Therefore, accurate and meaningful estimates ofitieate costs to bring our drug candidates tokeiaare not available. The most significant
costs associated with drug discovery and developarerthose costs associated with Phase 2 and Bludisécal trials. Given the uncertainties
related to development, we are currently unabkeliably estimate when, if ever, our drug candidatél generate revenue and net cash
inflows.
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Sales, General and Administrative Expenses

Sales, general and administrative expeinsesased $26.9 million, or 46%, to $84.7 millien2007 from $57.9 million in 2006. This
increase is the result of increased headcountgpastiour growth as we advance our drug candidptesicularly telaprevir, into late-stage
development. We expect that our sales, generaadnunistration expenses in 2008 will be signifidmhigher than in 2007, because we are
planning to build our capabilities in late-stage&lepment, drug supply, quality control and safatynitoring and registration and
commercialization of pharmaceutical products.

Restructuring Expens

We recorded restructuring expense of $illlomin 2007 compared to $3.7 million in 2006. & ncrease in restructuring expense for
2007 compared to 2006 was primarily the resuleofsing certain key estimates and assumptions dhdlating operating costs for the
remaining period of the lease commitment for oundtadl Square facility. The charge in both periaududed imputed interest cost related to
the restructuring liability.

The activity related to the restructurirapllity for 2007 is as follows (in thousands):

Liability as of
Cash received Additional December 31
Liability as of Cash payments  from subleases charge
December 31, 2006 in 2007 in 2007 in 2007 2007
Lease restructuring liabili  $ 33,070 $ (12,859 $ 795 $ 711¢ $ 35,29:
| I N

The activity related to the restructurirapllity for 2006 is as follows (in thousands):

Liability as of
Cash received Additional December 31
Liability as of Cash payments from subleases charge
December 31, 2005 in 2006 in 2006 in 2006 2006
Lease restructuring liabili  $ 4298 $ (21,607 $ 8,041 $ 3,651 $ 33,07¢

In accordance with SFAS 146, we revieweatimates and assumptions with respect to the KleBdaare lease on at least a quarterly
basis, and will make whatever modifications we éadinecessary to reflect any changed circumstabassd on our best judgment, until the
termination of the lease. Our estimates have ctihingthe past, and may change in the future, respilh additional adjustments to the estirr
of liability, and the effect of any such adjustnmseobuld be material. Because our estimate of &igliy includes the application of a discount
rate to reflect the time-value of money, the estarad the liability will increase each quarter slgnps a result of the passage of time.

Non-Operating Items

Interest income increased $7.8 million34%6, to $30.8 million for 2007 from $23.0 millionrf2006. The increase is a result of higher
levels of invested funds and higher portfolio yeettliring 2007 as compared to 2006.
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Interest expense decreased $5.7 millio 186, to $2.3 million for 2007 from $8.0 millionrf@006. The decrease resulted from our
reduction of outstanding debt in 2006 and 2007.

In 2006, we sold 817,749 shares of the comatock of Altus Pharmaceuticals, Inc. for $11illiom and warrants to purchase 1,962,494
shares of Altus common stock for $18.3 million,uléag in a realized gain of $11.2 million.

In 2006, we recorded a non-cash loss ohange of convertible subordinated notes of $5.Haniin connection with our issuance of
common stock in exchange for a portion of our 5. %éfvertible Senior Subordinated Notes due Febr@iyl. This charge corresponded to
value of the incremental shares issued in the a@imns over the number of shares that would haea lissued upon the conversion of the r
under their original terms.

In connection with the adoption of SFAS Bduring 2006, we recorded a $1.0 million benkeéin the cumulative effect of changing
from recording forfeitures related to restrictedcét awards as they occurred to estimating forfegwturing the service period.

Year Ended December 31, 2006 Compared with Year Ended December 31, 2005

Our net loss for 2006 was $206.9 million$.83 per basic and diluted common share, cordpara net loss for 2005 of $203.4 million,
or $2.28 per basic and diluted common share. Irdud our net loss for 2006 was stock-based congtiemsexpense of $39.1 million,
restructuring expense of $3.7 million, loss on exaje of convertible subordinated notes of $5.2ionillgains related to an investment of
$11.2 million and the effect of a cumulative behefiaccounting change, related to the adoptioBFAS 123(R), of $1.0 million. Included in
our net loss for 2005 was stock-based compensatipanse of $4.6 million, net restructuring expesfsg8.1 million and loss on exchange of
convertible subordinated notes of $48.2 million.

While our net loss for 2006 increased bly &3.5 million as compared to 2005, our revenues expenses changed significantly period to
period. In particular, our research and developregpenses increased by $123.2 million from 20080(@6, including a $28.4 million increase
in stock-based compensation expense. Overall obalr¢osts and expenses increased by $134.6 mitlhom 2005 to 2006. These increased
costs and expenses were partially offset by theSh&#ilion increase in revenues from 2005 to 2006r net loss per basic and diluted common
share decreased in 2006 from 2005 as a result incagase in the basic and diluted weighted-avenageber of common shares outstanding
from 89.2 million shares to 113.2 million sharejeh offset the increase in the net loss.

Revenues

Total revenues increased to $216.4 miliroA006 compared to $160.9 million in 2005. In 20@&enues were comprised of $41.2 mill
in royalties and $175.1 million in collaborativedaother research and development revenues, as cedwyéh $32.8 million in royalties and
$128.1 million in collaborative and other reseamald development revenues in 2005.

Royalty revenues increased by $8.4 millmm26%, from 2005 to 2006. Royalties consistetefiva/Telzir (fosamprenavir calcium)
royalty revenues and a small amount of Ageneras@i@navir) royalty revenues. The increase in rgyatvenues was due to the increase in
Lexiva/Telzir net sales.

65




Collaborative and other research and dewveémt revenues increased $47.1 million, or 37%mfa905 to 2006. The table presented be
is a summary of revenues from collaborative arraregggs for 2006 as compared with 2005.

2006 2005

(In thousands)

Collaborative and other research and developmeehres

Janssel $ 68,00c $ —
Merck 58,70¢ 24,42¢
Novartis 17,58t 53,08:
CFFT 12,63¢ 14,49(
GlaxoSmithKline 2,43¢ 20,00(
Other 15,78« 16,06
Total collaborative and other research and devetpmevenue $ 175,14t $  128,06:
|

In 2006, we entered into one new majoratmtation agreement, with Janssen, which resutt&68.0 million of revenues in 2006,
including:

. an amortized portion of the $165.0 million-front payment
. net reimbursements from Janssen for telaprevirldpueent costs; and
. a milestone of $15.0 million.

Our revenues from Merck increased by $34.3 millin2006 over 2005 levels as the result of increasednues recognized from milestone
payments offset by decreased research funding.e@dtegnized lower revenues from Novartis due to tmpletion of our research
collaboration with Novartis. Our revenues from @laxoSmithKline collaboration were higher in 200%edo our full recognition in 2005 of
the $20.0 million up-front license payment undetthgreement.

Costs and Expenses
Royalty Payment

Royalty payments increased $2.1 million2d%, to $12.2 million in 2006 from $10.1 million 2005. Royalty payments relate to a roy
we pay to a third-party on net sales of Lexiva/ifednd Agenerase. The increased royalty paymefdater® the increased royalty revenues we
received in 2006 as compared to 2005.

Research and Development Exper

Research and development expenses incr&a282 million, or 50%, to $371.7 million in 2006¢luding stock-based compensation
expense of $32.0 million, from $248.5 million in@&) including stock-based compensation of $3.6ionillThe increase in research and
development expenses was primarily the result@kimsed development investment to support the giitese 2b clinical development
program for telaprevir, as well as $27.3 millionimfestment in commercial supply of telaprevir,gtiger with a $28.4 million increase in stock-
based compensation expense. The cost of develtpngommercial supply for telaprevir is consideaa@search and development expenst
to telaprevir's stage of development. Developmgperses increased by $101.3 million, accountin@f¥6 of the aggregate increase in
research and development expenses. Research experreased by $21.9 million, of which $13.9 milliwas increased stock-based
compensation expense.

Research and development expenses conisigtrpy of salary and benefits; stock-based congpgion expense; laboratory supplies and
other direct expenses; contractual services, imetudinical trial and pharmaceutical developmewsts; commercial supply investment in
telaprevir; and
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infrastructure costs, including facilities costslaepreciation. Set forth below is a summary teabnciles our total research and development
expenses for 2006 and 2005:

2006 2005 $ Change % Change

(in thousands)

Research Expense

Salary and benefit $ 4554¢ $ 40,01¢ $ 5,527 14%
Stock-based compensation expel 15,87¢ 1,97¢ 13,90( 702%
Laboratory supplies and other direct expet 23,10¢ 20,87 2,22¢ 11%
Contractual service 6,64( 7,61¢ (979 (13)%
Infrastructure cost 51,47¢ 50,28¢ 1,19¢ 2%
Total research expens $ 142,64 $ 120,77¢ $ 21,86¢
Development Expense
Salary and benefif $ 40,42: $ 27,20 $ 13,22: 49%
Stoclk-based compensation expel 16,12 1,58¢ 14,53t 915%
Laboratory supplies and other direct exper 19,04! 11,67« 7,36 63%
Contractual service 86,14¢ 61,18¢ 24,95¢ 41%
Commercial supply investment in telapre 27,33: — 27,33: 10C%
Infrastructure cost 40,00( 26,10¢ 13,89 53%
Total development expens $ 229,06¢ $ 127,76. $ 101,30!
Total Research and Development Expen
Salary and benefil $ 85,97C $ 67,22: $ 18,74¢ 28%
Stoclk-based compensation expel 32,00: 3,56 28,43t 797%
Laboratory supplies and other direct exper 42,14« 32,55 9,59 2%
Contractual service 92,78¢ 68,80’ 23,97¢ 35%
Commercial supply investment in telapre 27,33: — 27,33: 10C%
Infrastructure cost 91,47¢ 76,39 15,08t 20%
Total research and development expel $ 371,71¢ $ 248,54( $ 123,17:

Sales, General and Administrative Expenses

Sales, general and administrative expeinsesased $13.9 million, or 32%, to $57.9 millien2006 from $44.0 million in 2005. This
increase is the result of increased headcountgpastiour growth as we advance our drug candidateticularly telaprevir, into late-stage
development.

Restructuring Expens

We recorded restructuring expense of $3llfomin 2006 compared to net restructuring exgeas$8.1 million in 2005. The expense in
2006 resulted primarily from imputed interest anddyout costs related to the restructuring liagiliThe expense for 2005 included a credit
against the portion of restructuring liability redey to the portion of the Kendall Square facilibat we decided in 2005 to occupy, offset by
(i) the estimated incremental net ongoing leaseatibn associated with the portion of the Ken&ajuare facility that we are not occupying
and did not intend to occupy and (ii) imputed iestrcosts relating to the restructuring liability.

The activity related to the restructurirapllity for 2006 is as follows (in thousands):

Liability as of
Cash receivec  Additional December 31
Liability as of Cash payments  from subleases charge
December 31, 2005 in 2006 in 2006 in 2006 2006
Lease restructuring liabili  $ 4298: $ (21,607 $ 8,047 $ 3,651 $ 33,07:
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The activity related to the restructurirapllity for 2005 is as follows (in thousands):

Credit for
portion of
facility
Cash receivec Vertex Additional Liability as of
Liability as of Cash payments from subleases decided to charge December 31,
December 31, 2004 in 2005 in 2005 occupy in 2005 2005

Lease restructuring
liability $ 55,84: $ (24,229 $ 323 $ (10019 $ 1815 $ 42,98;

Non-Operating Items

Interest income increased $11.0 million92%, to $23.0 million in 2006 from $12.0 million 2005. The increase was the result of higher
invested funds and portfolio yields in 2006 as careg to 2005.

Interest expense decreased $9.4 millioB48s, to $8.0 million in 2006 from $17.3 million 2005, because we reduced the level of our
outstanding debt in 2006 from 2005.

In 2006, we sold 817,749 shares of the comatock of Altus Pharmaceuticals, Inc. for $11illiom and warrants to purchase 1,962,494
shares of Altus common stock for $18.3 million,uléag in a realized gain of $11.2 million.

In addition, as a result of the issuancendu2005 and 2006 of common stock in exchange fportion of our 2007 Notes and 2011 Notes,
we recorded non-cash charges of $5.2 million in628@d $48.2 million in 2005. These charges reltdatie incremental shares issued in the
transactions over the number of shares that woave bbeen issued upon the conversion of the notdsr their original terms.

In connection with the adoption of SFAS (23 during 2006 we recorded a $1.0 million benifm the cumulative effect of changing
from recording forfeitures related to restrictedcét awards as they occurred, to estimating forfegwuring the service period.

LIQUIDITY AND CAPITAL RESOURCES

We have incurred operating losses sincermaption and historically have financed our ofiere principally through public and private
offerings of our equity and debt securities, sgeteollaborative agreements that include reseantfior development funding, development
milestones and royalties on the sales of prodirotestment income and proceeds from the issuans®ok under our employee benefit
programs. We expect to require significant addalarapital in order to commercialize telaprevir aoatinue our planned activities in other
areas. There can be no assurance that financirgtopgies will be available on acceptable termms] & adequate funds are not available we
may be required to curtail our operations or ralisfj our rights to significant assets.

At December 31, 2007, we had cash, casivalgnts and marketable securities of $467.8 mmi|liwhich was a decrease of $294.0 million
from $761.8 million at December 31, 2006. The daseavas primarily a result of:

. cash expenditures we made in 2007 related to re@sead development expenses and sales, generatlamdistrative expenses;
and
. $42.1 million of cash that was used to repay ouf7280tes at maturity

These cash outflows were partially offset by royaitilestone and other payments from our collalmssaand by $32.0 million from the
issuance of common stock under our employee bermméins. Capital expenditures for property and@geint during 2007 were $32.4 million.

At December 31, 2007, we had $20.0 millioloans outstanding under the loan facility essdt@d under our collaboration with Novartis,
which is repayable, without interest, in May 2008.
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the third quarter of 2007, we repaid $42.1 millioraggregate principal amount of 5% Convertible @dimated Notes due September 2007.
During the first quarter of 2007, holders of $5iflion in aggregate principal amount of our 5.78¥%nvertible Senior Subordinated Notes
February 2011 converted their 2011 Notes into 38B2 shares of our common stock at a price of 8l principal amount per share. As a
result of the conversion of the 2011 Notes in trs fuarter of 2007 and the repayment of the 206és in the third quarter of 2007, no
convertible debt was outstanding as of Decembe2@Q7.

Our accrued restructuring expense of $8%lBon at December 31, 2007 relates to the portbthe Kendall Square facility that we do
intend to occupy and includes other related leddigations, recorded at net present value. In 20@7made cash payments of $12.9 million
against the accrued expense and received $8.@mitlisublease rental payments. We expect to madte gayments of $13.0 million against
the accrued expense in 2008 and receive $8.3 miligublease rental payments. We review our estsnanderlying our accrued restructuring
expense on at least a quarterly basis, and thergrbthe accrued expense, and consequently amgceegbfuture payment, could change with
any change in our estimates.

We expect to maintain our substantial itwest in research at levels generally comparabteitdevel of investment in 2007. We expect
also to continue to make significant investmentsundevelopment pipeline, particularly in clini¢ebls of telaprevir, in our effort to prepare
for potential registration, regulatory approval aminmercial launch of telaprevir, and in clinicals for our second generation HCV drug
candidate VX-500, and for VX-770 and VX-809, our @ftg candidates. We also expect to continue tcenaadignificant investment in the
commercial supply of telaprevir in order to have third-party manufacturers supply sufficient quées of drug product in advance of
obtaining regulatory marketing approval, to suppotitnely commercial product launch if we are ssséa in completing the development of
telaprevir and obtaining marketing approval. Weestfo incur losses on a quarterly and annual fasibe foreseeable future.

The adequacy of our available funds to noeefuture operating and capital requirements géfbend on many factors, including the
number, breadth and prospects of our discoverydandlopment programs, the costs and timing of obtgiregulatory approvals for any of «
drug candidates and our decisions regarding matwfag and commercial investments. Collaboraticagehbeen and will continue to be an
important component of our business strategy.

While we believe that our current cashhoaguivalents and marketable securities in addiboeimounts we expect to receive our
collaborators under existing contractual obligagi@rould be sufficient to fund our operations thlo@§08, we expect we will need to raise
additional capital in 2008 through public offeringsprivate placements of our securities, secunieyy collaborative agreements, or other
methods of financing in order to continue our plkshibusiness activities through 2009. Any such eapinsactions may or may not be similar
to transactions in which we have engaged in the dés also will continue to manage our capital cinee and consider all financing
opportunities, whenever they may occur, that catidengthen our long-term liquidity profile. Ther@ncbe no assurance that any such financing
opportunities will be available on acceptable terifnat all. If adequate funds are not available, way be required to curtail significantly or
discontinue one or more of our research, drug disgoor development programs or attempt to obtairdé through arrangements that may
require us to relinquish rights to certain of cechnologies, drugs or drug candidates.

CONTRACTUAL COMMITMENTS AND OBLIGATIONS

The first part of the following table sétsth commitments and obligations that have beennded on our consolidated balance sheets at
December 31, 2007. Certain other obligations amdnosidments, while not required under GAAP to beliied in the consolidated balance
sheets, may have a material impact on liquidity. Miee presented these items, all of which we hatered into
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in the ordinary course of business, in the tablevén order to present a more complete picturewffinancial position and liquidity.

2008 200¢-2010 20112012 2013 and later Total

(in thousands)

Commitments and Obligations Recorded on the
Consolidated Balance Sheets at December 31,
2007:
Collaborator development lo: $ 19,997 $ — 3 — $ — 3 19,997
Additional Commitments and Obligations
December 31, 200’

Facilities operating leass 41,81« 85,20¢ 57,36¢ 144,62¢ 329,01¢

Research and development and o

commitments 4,48¢ 50C — — 4,98¢
Total contractual commitments and obligatit $ 66,29¢ $ 85,70¢ $ 57,36¢ $ 144,62¢ $ 354,00:

Commitments and Obligations Recorded on the Catestelil Balance Sheets at December 31, 2007

The collaborator development loan in thedeabove represent indebtedness to Novartis iarth@unt of $20.0 million, which will be
repayable without interest in May 2008.

Additional Commitments and Obligations Not Requiele Recorded on Consolidated Balance Sheeteerber 31, 20C

At December 31, 2007, our future minimurmeoaitments and contractual obligations includedlités operating leases and contractual
commitments related to our research and developpregtams. These items are not required under G#A# recorded on our consolidated
balance sheets. They are disclosed in the tabtepted above and described more fully in the fdhgwparagraphs in order to provide a more
complete picture of our financial position and ldjty at December 31, 2007.

Our future minimum commitments under ounlall Square lease for the period commencing Jgrya008, including lease payments,
are $24.0 million for 2008, $49.5 million for 20@8d 2010, $49.5 million for 2011 and 2012 and $a4%illion through the expiration of the
lease in 2018. These amounts are included in tie &bove. Rent payments will be subject to ina@éadviay 2008 and May 2013, based on
changes in an inflation factor. These increasesraated as contingent rentals. We are using fooparations approximately 40% of the
Kendall Square facility. We have entered into twbleases for the remaining rentable square foattifee Kendall Square facility to offset ¢
on-going contractual lease obligations. The sukleasll expire in 2011 and 2012 and contain optimnsxtend through 2015 and 2018,
respectively. One of the subleases has certairirtation provisions beginning in 2010. The futurenimium committed income from the
subleases is $8.2 million for 2008, $16.3 millian 2009 and 2010 and $6.2 million for 2011 and 20t&se amounts are not offset agains
obligations set forth in the table above. See NptéRestructuring Expense" to our consolidatedrfaial statements included in this Annual
Report on Form 10-K.

Commitments under research and developpregrams represent contractual commitments entatedor materials and services in the
normal course of business.

Our table detailing contractual commitmeants obligations does not include severance pagatins to certain of our executive officers
in the event of a not-for-cause termination undéstang employment contracts.
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Recent Accounting Pronouncement

In December 2007, FASB ratified the conssireached by the Emerging Issues Task Force ("EGFEITF Issue 07-1, "Accounting for
Collaborative Arrangements" ("EITF 07-1"). EITF Q#equires collaborators to present the resulestiities for which they act as the
principal on a gross basis and report any paynrectived from (made to) other collaborators basedtber applicable GAAP or, in the
absence of other applicable GAAP, based on andtbguthoritative accounting literature or a reabmarational, and consistently applied
accounting policy election. Further, EITF 07-1 flad that the determination of whether transadiarthin a collaborative arrangement are
part of a vendor-customer (or analogous) relatignshbject to EITF 01-9, "Accounting for ConsidévatGiven by a Vendor to a Customer
(Including a Reseller of the Vendor's Products)TREO7-1 will be effective for us beginning on Jamy 1, 2009. We are currently evaluating
the effect of EITF 07-1 on our consolidated finahstatements.

In June 2007, FASB ratified the consensashed by the EITF on EITF Issue No. 07-3, "Accmgntor Nonrefundable Advance
Payments for Goods or Services to Be Used in FiResearch and Development Activities" ("EITF 07-F)TF 07-3 addresses the diversity
that exists with respect to the accounting forrtba-refundable portion of a payment made by a rebesend development entity for future
research and development activities. Under EITB0&R entity would defer and capitalize non-reflosldadvance payments made for research
and development activities until the related goadsdelivered or the related services are perforfa&id- 07-3 will be effective for us
beginning on January 1, 2008. We are currentlyuatadg the effect of EITF 07-3 on our consolidafiedncial statements.

In February 2007, FASB issued Statementl$8, "The Fair Value Option for Financial Assetsl &inancial Liabilities—Including an
amendment of FASB Statement No. 115" ("SFAS 159FAS 159 provides companies with an option to repelected financial assets and
liabilities at fair value. Furthermore, SFAS 15%ddishes presentation and disclosure requirentadigined to facilitate comparisons between
companies that choose different measurement atskfor similar types of assets and liabilitiesASFL59 will be effective for us beginning on
January 1, 2008. The adoption of SFAS 159 is npeebed to have a material effect on our consoltlitancial statements.

In September 2006, FASB issued StatemenflBlp, "Fair Value Measurements” ("SFAS 157"). SHAS provides guidance for using
fair value to measure assets and liabilities andires additional disclosure about the use offalue measures, the information used to
measure fair value, and the effect fair value mesments have on earnings. SFAS 157 does not regoyr@ew fair value measurements.
SFAS 157 will be effective for us beginning on Jaryul, 2008. The adoption of SFAS 157 is not exgebtd have a material effect on our
consolidated financial statements.

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

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

Interest Rate Ris

We invest our cash in a variety of finahaiagtruments, principally securities issued by thated States government and its agencies,
investment grade corporate bonds and notes andynmoakket instruments. These investments are deradedrin United States dollars. All of
our interest-bearing securities are subject taésterate risk, and could decline in value if iesrrates fluctuate. Substantially all of our
investment portfolio consists of marketable se@sitvith active secondary or resale markets to éefure portfolio liquidity, and we have
implemented guidelines limiting the term-to-matyidf our investment instruments. Due to the coratire nature of these instruments, we do
not believe that we have a material exposure &rast rate risk.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY D ATA
The information required by this Item &@ntained on pages F-1 through F-40 of this AnRegort on Form 10-K.

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

ITEM 9A. CONTROLS AND PROCEDURES

(1) Evaluation of Disclosure Controls ahProcedures. The Company's chief executive officer and cFirgncial officer, after
evaluating the effectiveness of the Company's déscke controls and procedures (as defined in Exgghé&ict Rule 13a-15(c)) as of the end of
the period covered by this Annual Report on ForrKl@ave concluded that, based on such evaluatenCompany's disclosure controls and
procedures were effective. In designing and evadgahe disclosure controls and procedures, thef2zmyls management recognized that any
controls and procedures, no matter how well desigmal operated, can provide only reasonable asidrachieving the desired control
objectives, and the Company's management necgssas|required to apply its judgment in evaluatimg cost-benefit relationship of possible
controls and procedures.

(2) Management's Annual Report on Interal Control over Financial Reporting. The management of the Company is responsible
for establishing and maintaining adequate inteconatrol over financial reporting. Internal contmer financial reporting is defined in
Rule 13a-15(f) and Rule 1565(f) promulgated under the Securities Exchangeohd934 as a process designed by, or under trenggjon of
the Company's principal executive and principaaficial officers and effected by the Company's Badildirectors, management and other
personnel, to provide reasonable assurance regditirreliability of financial reporting and thegpraration of financial statements for external
purposes in accordance with generally accepteduatiog principles. The Company's internal contnegofinancial reporting includes those
policies and procedures that:

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

. provide reasonable assurance that transactiome@reded as necessary to permit preparation ofi¢iahstatements i
accordance with generally accepted accounting iptes; and that receipts and expenditures of thag@2my are being made
only in accordance with authorizations of manageraed directors of the Company; and

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

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

The Company's management assessed théwffexss of the Company's internal control oveaticial reporting as of December 31, 2(
In making this assessment, it used the criteridostt in the Internal Control-Integrated Framewa@sued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO$eBaon its assessment, the Company's managemesdrtisded that, as of
December 31, 2007, the Company's internal contret 6inancial reporting is effective based on thosteria.

The Company's independent registered palkhounting firm, Ernst & Young, LLP, issued areatation report on the Company's internal
control over financial reporting. See Section 4bel

(3) Changes in Internal Controls. During the quarter ended December 31, 2007etwere no changes in our internal control over
financial reporting that materially affected, oe aeasonably likely to materially affect, our imtak control over financial reporting.
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(4) Report of Independent Registered Plib Accounting Firm
Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders of
Vertex Pharmaceuticals Incorporated

We have audited Vertex Pharmaceuticalsrparated's internal control over financial repagtass of December 31, 2007, based on criteria
established in Internal Control—Integrated Framdwissued by the Committee of Sponsoring Organinatiaf the Treadway Commission (the
COSO criteria). Vertex Pharmaceuticals Incorporatethnagement is responsible for maintaining dffednhternal control over financial
reporting, and for its assessment of the effecégsrof internal control over financial reportinglirded in the accompanying Management's
Annual Report on Internal Control Over FinanciapBeing. Our responsibility is to express an opingm the company's internal control over
financial reporting based on our audit.

We conducted our audit in accordance wWithdtandards of the Public Company Accounting Qger8oard (United States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whetheatigifenternal control over financial
reporting was maintained in all material respe®@tsr audit included obtaining an understanding tdrimal control over financial reporting,
assessing the risk that a material weakness etésting and evaluating the design and operatifeg®@feness of internal control based on the
assessed risk, and performing such other procedsreg considered necessary in the circumstanceseliéve that our audit provides a
reasonable basis for our opinion.

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

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

In our opinion, Vertex Pharmaceuticals hpooated maintained, in all material respects,atiffe internal control over financial reporting
as of December 31, 2007, based on the COSO criteria

We also have audited, in accordance wighstandards of the Public Company Accounting Ogbtdoard (United States), the
consolidated balance sheets of Vertex Pharmacé&uticaorporated as of December 31, 2007 and 20@bitee related consolidated statements
of operations, stockholders' equity and comprelverisiss, and cash flows for each of the three yieatse period ended December 31, 2007 of
Vertex Pharmaceuticals Incorporated and our regated February 11, 2008 expressed an unqualifisdoopthereon.

/s/ Ernst & Young LLP

Boston, Massachusetts
February 11, 2008

73




ITEM 9B. OTHER INFORMATION

On February 7, 2008, our board of directgogroved an amendment to our 2006 Stock and Optamincreasing the number of shares of
common stock authorized under the plan by 536,625February 7, 2008, we issued non-qualified stitions to purchase these shares to
members of our executive team. In accordance Wwihdrms of the amendment and applicable NASDACketglace rules, these stock optis
are being issued contingent upon obtaining shadehalpproval of the amendment to our 2006 StockGptibn Plan, will not vest with respe
to any shares prior to the receipt of such appramdiwill terminate if approval is not obtainecatefore our 2009 Annual Meeting of
Stockholders.

On February 11, 2008:

. We entered into employment agreements and amendrteahange of control agreements with John J. AdathPeter Mueller
which provided for, among other things, severarmgnents and acceleration of each executive's oulisig stock options and
restricted stock upon specified terminations of lEyipent by us without cause or by the executivéngitod reason (subject to
the terms of the agreement, which is attachedisofhnual Report on 10-K as an exhibit).

. We entered into an amendment to our employmentaggat with Kenneth Boger providing for full acceléon of his
outstanding stock options and restricted stock wgpatified terminations of employment by us withcatise or by him with
good reason in connection with a change-of-comfdertex (subject to the terms of the agreemehtchvis attached to this
Annual Report on 10-K as an exhibit).

On February 7, 2008, our board of directpproved year-end discretionary bonuses. The geéudiscretionary bonuses for our named
executive officers are set forth in an exhibit whis attached to this Annual Report on 10-K.
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PART IlI
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPO RATE GOVERNANCE

The information regarding directors reqdiby this Item 10 will be included in the defingiWroxy Statement for our 2008 Annual
Meeting of Stockholders, or 2008 Proxy Statememdeun "Election of Directors," "Information Regardiour Board of Directors and its
Committees," "Stockholder Proposals for the 2009uai Meeting and Nominations for Directors" anéhisorporated herein by reference.
Other information required by this Item 10 will meluded in the 2008 Proxy Statement under "Sectiga) Beneficial Ownership Reporting
Compliance" and "Code of Conduct and Ethics" ariddsrporated herein by reference. The informategarding executive officers required
by this Item 10 is included in Part | of this Anhi&eport on Form 10-K.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 11lWwe included in the 2008 Proxy Statement undeetiitive Compensation,” and
"Compensation Committee Interlocks and Insideri€ipgtion,” and is incorporated herein by reference

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

The information required by this Item 12k included in the 2008 Proxy Statement undexctsity Ownership of Certain Beneficial
Owners and Management" and "Equity Compensatiom IRfarmation” and is incorporated herein by refiee

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

The information required by this Item 13lWe included in the 2008 Proxy Statement undéec¢tion of Directors” and "Approval of
Related Person Transactions and Transactions veiditétl Persons” and is incorporated herein byepter.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item 14lWwe included in the 2008 Proxy Statement undedé&pendent Registered Public Accounting
Firm" and is incorporated herein by reference.

75




ITEM 15.

PART IV

EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(a)(1) The Financial Statements required to belfilg Items 8 and 15(c) of Form 10-K, and filed hdtl, are as follows:

Report of Independent Registered Public Accourf&imm
Consolidated Balance Sheets as of December 31,&0D200¢
Consolidated Statements of Operations for the yeraded December 31, 2007, 2006 and :

Consolidated Statements of Stockholders' Equity@mahprehensive Loss for the years ended
December 31, 2007, 2006 and 2(
Consolidated Statements of Cash Flows for the ye@ied December 31, 2007, 2006 and

2005

Notes to Consolidated Financial Stateme

(a)(2) Financial Statement Schedules have beenamhbecause they are either not applicable orafpeired information is included in the

consolidated financial statements or notes thereto.

(2)(3) Exhibits.

Page Number in

this Form 10-K

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

F-1
F-2
F-3

F-4

F-5
F-6

Filed Incorporated by
with Reference herein
Exhibit this from—Form Filing Date/ SEC File/
Number Exhibit Description report or Schedule Period Covered Reg. Number
3.1 Restated Articles of Organization of Vertex, dil@ith the 10-K March 26, 1998 000931¢
Secretary of State of The Commonwealth of Massattaien (Exhibit 3.1)
July 31, 1991
3.2 Certificate of Vote of Directors Establishing eries of a Class 10-K March 26, 1998 000931¢
of Stock, filed with the Secretary of State of The (Exhibit 3.3)
Commonwealth of Massachusetts on July 31, 1
3.3 Articles of Amendment of the Articles of Orgartipa of S-3 April 1, 2005 333t2373:
Vertex, filed with the Secretary of State of Then@oonwealth (Exhibit 3.3)
of Massachusetts on May 17, 19
3.4 Articles of Amendment of the Articles of Orgartioa of 10-K March 26, 1998 000931¢
Vertex, filed with the Secretary of State of Then@oonwealth (Exhibit 3.2)
of Massachusetts on June 4, 1€
3.5 Articles of Amendment of the Articles of Orgartioa of S-4 May 23, 2001 333%148(
Vertex, filed with the Secretary of State of Then@ononwealth (Exhibit 3.4)
of Massachusetts on May 21, 2C
3.6 By-laws of Vertex, as amended and restated &ag9fl1, 10-Q August 9, 2005 000931¢
2005. (Exhibit 3.1)
4.1 Specimen stock certificate. S-1 July 18, 1991 334096¢
(Exhibit 4.1)
4.2 Rights Agreement, dated as of July 1, 1991. S-1 July 5, 1991 33096¢
(Exhibit 4.2)
4.3 First Amendment to Rights Agreement, dated as bflay 21 10-K March 28, 1997 000931¢
1997. (Exhibit 4.3)
4.4 Second Amendment to Rights Agreement, dated asraf 30, 10-Q August 14, 2001 00M931¢
2001. (Exhibit 4.4)
10.1 Research Agreement and License Agreement, bogld da 10-K Year Ended 00041931¢
December 16, 1993, between Vertex and Burroughs (Exhibit 10.16) December 31, 1993
Wellcome Co.1
76
10.z License, Development and Commercialization Agrestn 10-Q July 9, 2007 000931¢
dated as of June 11, 2004, between Vertex and Mglsu (Exhibit 10.2)
Pharma Corporation.
10.2 Research, Development and Commercialization Ages, 8-K/A September 10, 2004 00031¢
dated as of May 24, 2004, between Vertex and CiAitiosis (Exhibit 99.2)
Foundation Therapeutics Incorporate
10.4 Amendment to Research, Development and Commizatiain 10-K March 16, 2006 000931¢
Agreement, dated as of January 6, 2006, betweeteX/and (Exhibit 10.9)
Cystic Fibrosis Foundation Therapeutics Incorpatat
10.E Second Amendment to Research, Development and 10-Q May 10, 2006 000931¢

Commercialization Agreement, dated as of March20Dg6,
between Vertex and Cystic Fibrosis Foundation Tiheugics
Incorporated.”

(Exhibit 10.1)



10.€ Exclusive Research Collaboration, License and 8-K/A September 10, 2004 00031¢
Commercialization Agreement, dated as of June @242 (Exhibit 99.4)
between Vertex Pharmaceuticals Incorporated and
Merck & Co., Inc.t
10.7 Letter Agreement, dated June 26, 2006, by anddsst 10-Q August 9, 2006 000931¢
Merck & Co., Inc. and Vertex Pharmaceuticals Incogped. (Exhibit 10.2)
10.€ License, Development, Manufacturing and Commézei&on 10-Q August 9, 2006 000931¢
Agreement, dated June 30, 2006, by and betweeeXert (Exhibit 10.1)
Pharmaceuticals Incorporated and Janssen
Pharmaceutica, N.V.
10.¢ Lease, dated as of March 3, 1995, between Foshiligton 10-K Year Ended 00041931¢
Realty Trust and Verte: (Exhibit 10.15) December 31, 199
10.1C First Amendment to Lease, dated as of Decemhet 295, 10-K Year Ended 00041931¢
between Fort Washington Realty Trust and Ver (Exhibit 10.15) December 31, 199
10.11 Second Amendment to Lease, dated as of June993, 1 10-K March 26, 1998 000931¢
between Fort Washington Realty Trust and Ver (Exhibit 10.20)
10.1Z Third, Fourth and Fifth Amendments to Lease betwEort 10-K March 26, 2001 000931¢
Washington Realty Trust and Verte: (Exhibit 10.14)
10.1% Lease, dated as of September 17, 1999, betwerste€s of 10-Q November 15, 199 00041931¢
Fort Washington Realty Trust and Verte (Exhibit 10.27)
10.1¢ Lease, dated as of January 18, 2001, betweenalend 10-K March 26, 2001 000931¢
Square, LLC and Vertex (Exhibit 10.16)
10.1t Agreement for Lease, dated as of November 4, 11988veen 10-K March 30, 1999 000931¢
Milton Park Limited, Vertex and Vertex Pharmacealsc (Exhibit 10.21)
(Europe) Limited
10.1€ 1991 Stock Option Plan, as amended and restatefl a 10-K March 3, 2000 000931¢
September 14, 1999 (Exhibit 10.1)
10.17 1994 Stock and Option Plan, as amended and edsaatof 10-K March 3, 2000 000931¢
September 14, 1999 (Exhibit 10.2)
10.1¢ 1996 Stock and Option Plan, as amended and edsaatof 10-K March 16, 2005 00@931¢
March 14, 2005. (Exhibit 10.3)
10.1¢ Form of Stock Option Agreement under 1996 Stauk @ption 8-K February 9, 2005 00D931¢
Plan.* (Exhibit 10.1)
10.2C Form of Restricted Stock Agreement under 199¢5&md 8-K February 9, 2005 00D931¢
Option Pla—Annual Vesting.* (Exhibit 10.2)
10.21 Form of Restricted Stock Agreement under 199¢5&md 8-K February 9, 2005 00D931¢
Option Pla—Performance Accelerated Restricted Stor (Exhibit 10.3)
10.22 Vertex Pharmaceuticals Incorporated 2006 Stock@ption 8-K May 15, 2006 000931¢
Plan.* (Exhibit 10.1)
77
10.22 Amendment No. 1 to 2006 Stock and Option F X
10.2¢ Form of Stock Option Grant under 2006 Stock aptidd 8-K May 15, 2006 000931¢
Plan.* (Exhibit 10.2)
10.2t Form of Restricted Stock Award (Performance Aerakd 8-K May 15, 2006 000931¢
Restricted Stock) under 2006 Stock and Option PI (Exhibit 10.4)
10.2¢ Vertex Pharmaceuticals Incorporated 2007 New Bioek and 10-Q November 9, 200 0004931¢
Option Plan.* (Exhibit 10.1)
10.27 Executive Employment Agreement, dated as of Ndoami, 10-K Year Ended 0004931¢
1994, between Vertex and Joshua S. Bog (Exhibit 10.6) December 31, 199
10.2¢ Amendment to Employment Agreement, dated as of Ma 10-Q Quarter Ended 00041931¢
1995, between Vertex and Joshua S. Bog (Exhibit 10.1) June 30, 199
10.2¢ Second Amendment to Employment Agreement, datexf a 10-Q November 9, 200 00041931¢
November 8, 2004, between Vertex and Joshua S.rBc (Exhibit 10.9)
10.3C Amended and Restated Employment Agreement, dested 10-Q November 9, 200 00041931¢
November 8, 2004, between Vertex and lan F. Sm (Exhibit 10.13)
10.31 Employment Agreement, between Vertex Pharmacastic 10-Q November 9, 200 00041931¢
Incorporated and Kurt Graves, dated June 29, 2( (Exhibit 10.11)
10.32 Amendment No. 1 to Amended and Restated Employmen X
Agreement, dated February 11, 2008, between Vertelx
Kenneth S. Boger.
10.32 Employment Agreement, dated February 11, 2008yd®n X
John J. Alam and Vertex
10.3¢ Employment Agreement, dated February 11, 2008yd®n X
Peter Mueller and Vertex
10.3t Form of Letter Agreement, dated as of March DR between 10-K March 31, 2003 000931¢
Vertex and each of John J. Alam and Peter Muel (Exhibit 10.32)
10.3¢ Form of Amendment to Letter Agreement, datedfas o 10-Q November 9, 200 00041931¢
November 8, 2004, between Vertex and each of JoAtath (Exhibit 10.7)
and Peter Mueller.
10.37 Second Amendment to Letter Agreement, dated Reprid, X
2008, between John J. Alam and Verte
10.3¢ Second Amendment to Letter Agreement, dated Reprid, X
2008, between Peter Mueller and Verte
10.3¢ Form of Restricted Stock Agreement for 2007 Retstdl Stock 10-Q July 9, 2007 000931¢
Awards to John J. Alam, Peter Mueller and lan FitlSm (Exhibit 10.5)
10.4C Amended and Restated Employment Agreement, dested 10-Q July 9, 2007 000931¢
November 8, 2004, between Vertex and Kenneth SeBb (Exhibit 10.3)
10.41 Form of Restricted Stock Agreement between Veatek each 10-Q November 9, 200 00041931¢
of the individuals listed on Schedule 1 there (Exhibit 10.8)
10.4Z2 Change of Control Letter Agreement, dated asexfedbnber 12, 10-K March 16, 2006 000931¢
2005, between Vertex and Richard C. Garrist (Exhibit 10.36)
10.4¢ Amendment to Change of Control Letter Agreementedas c 10-K March 16, 2006 000931¢
December 12, 2005, between Vertex and Richard @ig®a.* (Exhibit 10.37)
10.4t Second Amendment to Change of Control Letter Agrent, X



dated February 11, 2008, between Richard C. Garasad
Vertex.*
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10.4€ Employment Agreement, dated February 11, 2008yden X
Lisa Kelly-Croswell and Vertex.

10.47 Change of Control Letter entered into betweertéser 10-Q November 9, 200 00041931¢
Pharmaceuticals Incorporated and Lisa Kelly-Crobael! (Exhibit 10.1)
July 12, 2007.

10.4¢ Amendment to Change of Control Letter Agreemeated X
February 11, 2008, between Lisa K-Croswell and Vertex.

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

10.5C Employment Agreement, dated February 11, 2008yden X
Amit Sachdev and Vertex

10.51 Change of Control Agreement, dated February Q@82 X
between Amit Sachdev and Verte:

10.52 Form of Employee Nolisclosure and Inventions Agreemel S-1 May 30, 1991 33096¢

(Exhibit 10.4)

10.5% Vertex Pharmaceuticals Incorporated Executive @amsation 10-Q May 10, 2007 000931¢
Program.* (Exhibit 10.2)

10.5¢ Vertex Pharmaceuticals Incorporated EmployeekStazchase 10-Q July 9, 2007 000931¢
Plan, as amended and restated on May 31, : (Exhibit 10.1)

10.55 Vertex Employee Compensation Ple X

10.5€ Vertex Pharmaceuticals Non-Employee Board Comgieons 10-K March 1, 2007 00@931¢

(Exhibit 10.43)

21.1 Subsidiaries of Verte

23.1 Consent of Independent Registered Public Accagrffirm
Ernst & Young LLP.

31.1 Certification of the Chief Executive Officer undgection 302
of the Sarban«Oxley Act of 2002

31.z Certification of the Chief Financial Officer undgection 302 ¢
the Sarban«Oxley Act of 2002

32.1 Certification of the Chief Executive Officer atite Chief
Financial Officer under Section 906 of the SarbaDgkey Act
of 2002.

X X X XX

Management contract, compensatory plan or agreement

Confidential portions of these documents have Iigeth separately with the Securities and Exchangm@ission pursuant to a request for confidentedtiment.
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SIGNATURES

Pursuant to the requirements of SectionrlB5(d) of the Securities Exchange Act of 1934, réegistrant has duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.

VERTEX PHARMACEUTICALS INCORPORATEL

By: /sl JOSHUA S. BOGER

Joshua S. Boger
President and Chief Executive Offic

Pursuant to the requirements of the Seéeariixchange Act of 1934, this report has beeresidrelow by the following persons on behalf
of the registrant and in the capacities and orddtes indicated.

Name Title Date

/sl JOSHUA S. BOGER Director, President and Chief Executive Offi

(Principal Executive Officer)

February 11, 200
Joshua S. Boge

s/ 1AN F. SMITH Executive Vice President and Chief Financial Office

(Principal Financial Officer)

February 11, 2008
lan F. Smittr

/s JOHANNA MESSINA POWER Vice President and Corporate Controller

(Principal Accounting Officer)

February 11, 2008
Johanna Messina Pow

/s/ CHARLES A. SANDERS

Chairman of the Board of Directors February 11, 2008

Charles A. Sandel

/sl ERIC K. BRANDT
Director February 11, 2008

Eric K. Brandt
/s ROGER W. BRIMBLECOMBE
Director February 11, 2008
Roger W. Brimblecomb
/s/ STUART J.M. COLLINSON

Director February 11, 2008

Stuart J.M. Collinsol

/s/ EUGENE H. CORDES
Director February 11, 2008
Eugene H. Corde
/sl MATTHEW W. EMMENS

Director February 11, 2008

Matthew W. Emmen

/s/ BRUCE I. SACHS
Director February 11, 2008

Bruce I. Sach

/sl ELAINE S. ULLIAN

Director February 11, 2008

Elaine S. Ulliar
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders of
Vertex Pharmaceuticals Incorporated

We have audited the accompanying conselitbalance sheets of Vertex Pharmaceuticals Incatgubas of December 31, 2007 and
2006, and the related consolidated statementserhtipns, stockholders' equity and comprehensis®, land cash flows for each of the three
years in the period ended December 31, 2007. Tiremecial statements are the responsibility of@menpany's management. C
responsibility is to express an opinion on thesarftial statements based on our audits.

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

In our opinion, the financial statement®ned to above present fairly, in all materialpests, the consolidated financial position of Ve
Pharmaceuticals Incorporated at December 31, 2002@06, and the consolidated results of its oeraiand its cash flows for each of the
three years in the period ended December 31, 20@bnformity with U.S. generally accepted accongtprinciples.

As discussed in Notes B and D to the cadat#d financial statements, on January 1, 20@6Ckmpany adopted the provisions of
Statement of Financial Accounting Standards No(R23Ihare-Based Payment.

We also have audited, in accordance wighstndards of the Public Company Accounting OgatdBoard (United States), Vertex
Pharmaceuticals Incorporated's internal control émancial reporting as of December 31, 2007, basecriteria established in Internal
Control—Integrated Framework issued by the CommittESponsoring Organizations of the Treadway Cogaion and our report dated
February 11, 2008 expressed an unqualified opitiiereon.

/sl Ernst & Young LLP

Boston, Massachusetts
February 11, 2008
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VERTEX PHARMACEUTICALS INCORPORATED

Consolidated Balance Sheets

(In thousands, except share and per share amounts)

Assets

Current asset:
Cash and cash equivalel
Marketable securities, available for sale, curportion
Accounts receivabl
Prepaid expense

Total current asse

Marketable securities, available for sale, exclgdinrrent portior
Restricted cas

Property and equipment, r

Other asset

Total asset

Liabilities and Stockholders' Equity

Current liabilities:
Accounts payabl
Accrued expenses and other current liabili
Accrued interes
Deferred revenues, current porti
Accrued restructuring expense, current por
Convertible subordinated not
Convertible senior subordinated no
Collaborator development loan (due May 2008), cutrprtion
Other obligation:

Total current liabilities

Accrued restructuring expense, excluding curremntiqm

Collaborator development loan (due May 2008), ediclg current portiot

Deferred revenues, excluding current por!
Total liabilities

Commitments and contingencies (Note K and Not
Stockholders' equity

Preferred stock, $0.01 par value; 1,000,000 shard®rized; none issued a

outstanding at December 31, 2007 and 2006, respéc

Common stock, $0.01 par value; 200,000,000 shartwrzed; 132,875,540
and 126,121,473 shares issued and outstandingcaniber 31, 2007 and 20!

respectively

Additional paicin capital

Accumulated other comprehensive income (It
Accumulated defici

Total stockholders' equit

Total liabilities and stockholders' equ

December 31

2007 2006
$ 355,66: $ 213,17:
105,20t 491,45!
31,32 62,92¢
4,66( 3,851
496,85: 771,40¢
6,92¢ 57,12¢
30,25¢ 30,25¢
66,50¢ 61,53¢
934 1,25¢
$ 601,47 $ 921,57¢

$ 32,75 $ 15,36¢
98,35( 91,35¢

— 1,90t

25,52¢ 33,88¢
5,60€ 4,73t

— 42,10:

— 59,64¢

19,99° —
17,04¢ 2,00¢
199,27 251,01
29,68¢ 28,33¢

— 19,997
101,21° 116,29
330,18: 415,64
1,31z 1,24¢
1,856,85 1,702,12i
881 (962)
(1,587,75) (1,196,47)
271,29! 505,93

$ 601,47 $ 921,57¢
|

The accompanying notes are an integral part oftimsolidated financial statemer
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VERTEX PHARMACEUTICALS INCORPORATED
Consolidated Statements of Operations
(In thousands, except per share amounts)

Years Ended December 31

2007 2006 2005
Revenues
Royalties $ 47,977 $ 41,20¢ $ 32,82¢
Collaborative and other research and developmephrees 151,03¢ 175,14¢ 128,06
Total revenue 199,01: 216,35¢ 160,89(
Costs and expense
Royalty payment 13,90¢ 12,17( 10,09¢
Research and development exper 513,05« 371,71 248,54(
Sales, general and administrative expe! 84,72% 57,86( 43,99(
Restructuring expens 7,11¢ 3,651 8,134
Total costs and expens 618,80« 445,39: 310,76:
Loss from operation (419,797 (229,03%) (149,877
Interest incomt 30,79¢ 23,02« 11,99¢
Interest expens (2,285 (7,955 (27,326
Realized gain on sale of investm: — 11,18 —
Loss on exchange of convertible subordinated r — (5,15)) (48,217
Loss before cumulative effect of a change in actingrprinciple (391,279 (207,93) (203,41)
Cumulative effect of a change in accounting prite—SFAS 123(R)(1 — 1,04¢ —
Net loss $ (391,279 $ (206,89) $ (203,41

Basic and diluted loss per common share before ative effect of a

change in accounting princig $ (3.09 $ 1.89 $ (2.2¢)
Basic and diluted cumulative effect of a changadoounting principl

per common shat — 0.01 —
Basic and diluted net loss per common sl $ (3.09 $ 189 $ (2.2¢)

Basic and diluted weighted-average number of comshames
outstanding 128,98t 113,22: 89,24

(1) The Company adopted Financial Accounting StandBodsd Statement No. 123(R), "Sh-Based Payment," using a modifi
prospective method. See Note D to the Consolidateaincial Statements, "Stock-based Compensatioetisqy" for further details.

The accompanying notes are an integral part o€dimsolidated financial statements.
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Balance, December 31, 20
Net change in unrealize
holding losses on marketable
securities

Translation adjustmen

Net loss

Comprehensive los

Issuances of common sto¢
Equity Offering

Convertible Subordinated Not
exchange

Benefit plans

Amortization of deferred
compensatiol

Balance, December 31, 20
Net change in unrealize
holding gains on marketable
securities

Translation adjustmen

Net loss

Comprehensive los

Issuances of common stoc
Equity Offering

Convertible Subordinated Not
exchange

Benefit plans

Reversal of deferred
compensatiol

Stock-based compensation
expense

Cumulative effect of a change
in accounting principle—
SFAS 123(R

Balance, December 31, 20
Net change in unrealize
holding gains on marketable
securities

Translation adjustmen

Net loss

Comprehensive los

Issuances of common sto¢
Convertible Subordinated Not
convertec

Benefit plans

Stock-based compensation
expense

Balance, December 31, 20

VERTEX PHARMACEUTICALS INCORPORATED

Consolidated Statements of Stockholders' Equity an€omprehensive Loss

Common Stock

(In thousands)

Accumulated Other Total
Additional Deferred Comprehensive Accumulated Stockholders' Comprehensive
Shares Amount Paid-In Capital Compensation Income (Loss) Deficit Equity Income (Loss)
80,76f $ 807 $ 833,83 $ (11,6579 $ 1,379 % (786,16) $ 35,44
(86¢) (86¢) $ (86¢)
(632) (632) (632)
(203,41) (203,41) (203,41))
$ (204,91
—
ISIHIK 13t 165,25: 165,38t
10,57¢ 10€ 203,42: 203,53(
3,297 33 41,45 (6,172 35,31«
4,421 4,421
108,15 $ 1,081 $ 1,243,961 $ (13,409 $ (2,879 $ (989,589 $ 239,17¢
1,704 1,70¢ $ 1,704
207 207 207
(206,89)) (206,89 (206,89
$ (204,981)
|
10,00( 10C 313,61¢ 313,71¢
4,06t 41 64,197 64,23¢
3,90¢ 22 55,67( 55,69:
(13,409 13,40¢ _
39,137 39,137
(1,04¢) (1,04¢)
126,12 $ 1,24¢ $ 1,702,121 $ — $ (962) $ (1,196,47) $ 505,93!
1,851 1,851 $ 1,851
@® ) (8)
(391,279 (391,279 (391,274
$ (389,43f)
—
3,99: 40 59,03t 59,07*
2,76 28 36,28¢ 36,31«
59,407 59,407
132,87t $ 131 $ 1,856,851 $ — $ 881 $ (1,587,75) $ 271,29!

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

Years Ended December 31

2007 2006 2005
Cash flows from operating activitie
Net loss $ (391,279 $ (206,89) $ (203,41
Adjustments to reconcile net loss to net cash usegerating
activities:
Depreciation and amortizatic 27,45¢ 25,86¢ 27,28¢
Stocl-based compensation expel 59,401 39,131 4,63
Other no-cash based compensation expe 4,34( 3,341 2,89¢
Cumulative effect of a change in accounting prifec — (1,04¢) —
Loss on disposal of property and equiprr 142 10 344
Realized loss (gain) on marketable secur 15E (7,579 60
Realized gain on warran — (3,520 —
Charge for exchange of convertible subordinateds — 5,151 48,21
Changes in operating assets and liabilit
Accounts receivabl 31,60: (42,329 (8,709
Prepaid expense (803) (554) (802)
Accounts payabl 17,38: 9,15¢ (450)
Accrued expenses and other current liabili 22,03 48,52 4,262
Accrued restructurin 2,21¢ (9,909 (12,86))
Accrued interes (1,699 28C 26€
Deferred revenue (23,439 117,88 (33,78¢)
Net cash used in operating activit (252,47¢) (22,47%) (172,05
Cash flows from investing activitie
Purchases of marketable securi (317,470 (508,08 (236,489
Sales and maturities of marketable secur 755,62( 302,26! 243,41(
Sale of warrant — 18,36¢ —
Expenditures for property and equipm (32,41%) (32,41)) (16,959
Restricted cas 11,22 8,36¢
Investments and other ass (569) 172 (59
Net cash (used in) provided by investing activi 405,16¢ (208,47)) (1,739
Cash flows from financing activitie
Issuances of common stock from employee benefitsplaet 31,96¢ 52,36: 32,20¢
Issuances of common stock from stock offering, — 313,67. 165,38t
Principal payments on convertible subordinated s (42,107 — —
Issuance costs related to 2011 convertible senioorslinated note — — (16)
Debt exchange cos (53) (170) (119
Net cash provided by (used in) financing activi (20,190 365,86 197,45t
Effect of changes in exchange rates on « (8 207 (637)
Net increase in cash and cash equival 142,49: 135,12¢ 23,03¢
Cash and cash equivale—beginning of perioc 213,17: 78,04" 55,00¢
Cash and cash equivale—end of perioc $ 355,66: $ 213,17. $ 78,04¢

Supplemental disclosure of cash flow informati
Cash paid for intere: $ 3.82( $ 721: $ 16,077
Cash paid for taxe $ — 3 — 3 —

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

Notes to Consolidated Financial Statements
A. The Company

Vertex Pharmaceuticals Incorporated ("\iert@ the "Company") is in the business of discawgrdeveloping and commercializing small
molecule drugs for the treatment of serious diseaBee Company intends to continue investing inlauttling capabilities in research,
development and commercialization of pharmaceugiadiucts while it advances its drug candidatesaddket. Vertex earns royalty revenues
from the net sales of Lexiva/Telzir (fosamprenaelcium), an HIV protease inhibitor for the treatrhef HIV.

The Company is concentrating a signifiqaortion of its drug development resources on &slldrug candidate telaprevir. In March 2008,
the Company expects to begin a Phase 3 clinialttrievaluate telaprevir in patients infected vgjgmotype 1 hepatitis C virus. In addition, the
Company is conducting clinical trials to evaluaté-¥70 and VX-809, two drug candidates being evadats potential treatments for cystic
fibrosis, and VX-500 and VX-813, a second drug ¢daig being evaluated as a potential treatmentdtients infected with hepatitis C virus.
In June 2006, the Company entered into a collalworatgreement with Janssen Pharmaceutica, N.\6h@asdn & Johnson company, relatin
telaprevir. Under the collaboration agreement,Gbenpany has retained exclusive commercial rightsleprevir in North America and will
lead the development program. Janssen has agréedésponsible for 50% of the drug developmentsamsder the development program for
North America and the Janssen territories. The Gomg pipeline also includes several drug candédiiat are being developed by
collaborators.

The Company's net loss for 2007 was $3@1ll®n, or $3.03 per basic and diluted common shand the Company expects to incur
operating losses for the foreseeable future, asultrof expenditures for its research, developraadtcommercialization programs. As of
December 31, 2007, the Company had cash, cashadepiis and marketable securities of $467.8 millidihile the Company expects that the
Company's current cash, cash equivalents and nadtketecurities in addition to amounts the Compapects to receive from its collabora
under existing contractual agreements will be sigfit to fund its operations through 2008, the Canypexpects that it will need to raise
additional capital in 2008 from public offerings mvate placements of the Company's securitiegeagents with third-parties with respect to
certain of its assets or other methods of finan@ingrder to continue its operations through 200%re can be no assurance that additional
financing will be available on acceptable termstiill. If adequate funds are not available, tbenany may be required to curtail significal
or discontinue one or more of the Company's resedrtig discovery or development programs or atteémpbtain funds through arrangem
that may require the Company to relinquish rightsertain of the Company's technologies, drugseg dandidates.

Vertex is subject to risks common to conigaiin its industry including, but not limited t@pid technological change and competition,
uncertain protection of proprietary technology, tle@endence on the success of the Company's legatandidate telaprevir, uncertainty ak
clinical trial outcomes, the need to comply withvgtmment regulations, share price volatility, tieed to obtain additional funding,
uncertainties relating to pharmaceutical pricind egimbursement, dependence on collaborative oaishiips, potential product liability and
limited experience in drug development, manufaotyrand sales and marketing.

B. Accounting Policies
Basis of Presentatio

The consolidated financial statements céflee operations of the Company and its wholly-ed/subsidiaries. All significant
intercompany balances and transactions have beemaied. The
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VERTEX PHARMACEUTICALS INCORPORATED
Notes to Consolidated Financial Statements (Contirad)

B. Accounting Policies (Continued)

Company operates in one segment, Pharmaceuticalsllarevenues are from United States operations.
Use of Estimates

The preparation of consolidated financiateaments in conformity with U.S. generally accdmecounting principles requires manager
to make certain estimates and assumptions thattalfffe reported amounts of assets and liabilitiresdisclosure of contingent assets and
liabilities at the date of the consolidated finahatatements, and the reported amounts of reveangeexpenses during the reported periods.
Significant estimates in these consolidated finalnsiatements have been made in connection witbalwalation of revenues, research and
development expenses, stock-based compensationgpavestments and restructuring expense. Thep&@ayrbases its estimates on
historical experience and various other assumptiogismanagement believes to be reasonable ungeirtumstances. Actual results could
differ from those estimates. Changes in estimatesedlected in reported results in the period hicl they become known.

Reclassification in the Preparation of Financiah&ment:

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

Concentration of Credit Risk

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

To date, the Company's revenues have bemergted from a limited number of customers inbilbéechnology and pharmaceuticals
industries in the United States, Europe and Jdpa2007, the Company had significant revenue tretias with Janssen and GlaxoSmithKI
that accounted for 59% and 24% respectively, ofQbmpany's total revenues. In 2006, the Companyshadficant revenue transactions with
Janssen, Merck and GlaxoSmithKline that accourde@$%, 27% and 20% respectively, of the Compatoya revenues. In 2005, the
Company had significant revenue transactions withiaitis Pharma AG, GlaxoSmithKline and Merck thedaunted for 33%, 33% and 15%
respectively, of the Company's total revenues.

Receivables from GlaxoSmithKline, Jansgath @FT represented 44%, 36% and 12%, respectivktiie Company's accounts
receivable balance at December 31, 2007. Recewdtam Janssen and GlaxoSmithKline represented &3322%, respectively, of the
Company's accounts receivable balance at Decenth@086. Management believes that credit riskscatea with these collaborators are not
significant.

Cash and Cash Equivalents

The Company considers all highly liquidestments with original maturities of three monthgess at the date of purchase to be cash
equivalents. Cash equivalents consist principdiijnoney
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VERTEX PHARMACEUTICALS INCORPORATED
Notes to Consolidated Financial Statements (Contirad)

B. Accounting Policies (Continued)

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

Marketable Securitie

Marketable securities consist of investra@ntmunicipal bond securities, U.S. governmennaygesecurities, securities of U.S.
government-sponsored enterprises, high-grade cagbonds and asset-backed securities that asgfidddsas available-fosale. The Compar
classifies marketable securities available to fomatent operations as current assets on the cdaseti balance sheets. Marketable securitie
classified as long-term assets on the consolidagtahce sheets if (i) they have been in an unmgliass position for longer than one year and
(i) the Company has the ability and intent to hibldm (a) until the carrying value is recovered @dsuch holding period may be longer than
one year. Marketable securities are stated avédire with their unrealized gains and losses inetlids a component of accumulated other
comprehensive income (loss), which is a separatgoaent of stockholders' equity, until such gaind psses are realized. The fair value of
these securities is based on quoted market piicaslecline in the fair value is considered ottiean-temporary, based on available evidence,
the unrealized loss is transferred from other cahensive income (loss) to the consolidated statesgroperations. There were no charges
taken for other than temporary declines in faiueabf marketable securities in 2007, 2006 or 2B@alized gains and losses are determined or
the specific identification method and are includethterest income in the consolidated statemehtgperations.

Stock-based Compensation Expense

The Company adopted Financial Accountirap8ards Board ("FASB") Statement No. 123(R), "Siizased Payment" ("SFAS 123(R)"),
on January 1, 2006. SFAS 123(R) revises FASB Steio. 123, "Accounting for Stock-Based Compewsdt{"SFAS 123"), supersedes
Accounting Principles Board ("APB") Opinion No. 2%\ ccounting for Stock Issued to Employees” ("APB'R and amends FASB Statement
No. 95, "Statement of Cash Flows" ("SFAS 95"). SFA3(R) requires companies to expense the fairevaliemployee stock options a
other forms of stock-based employee compensatien thve employees' service periods or the derivedcgeperiod for awards with market
conditions. Compensation expense is measured loast fair value of the award at the grant dateluding estimated forfeitures, and is
adjusted to reflect actual forfeitures and the ontes of certain conditions.

In accordance with FASB Statement No. IA8counting for Stock-Based Compensation, Transigod Disclosure" ("SFAS 148"), for
periods prior to January 1, 2006, the Company adbte disclosure-only provisions of SFAS 123 dsd applied APB 25 and related
interpretations in accounting for all stock awagdsnted to employees. Under APB 25, for periodsrggd January 1, 2006, provided that other
criteria are met, when the exercise price of ogtiequaled the market price of the common stockerate of grant, no compensation expense
was recognized. Also in accordance with APB 25 Qbenpany was not required to record compensatiperese for shares issued under the
Employee Stock Purchase Plan (the "ESPP"). Pridatmary 1, 2006 and in accordance with APB 25Cihmpany recorded stock-based
compensation expense related to restricted stoekdswover the related vesting period for an ameqgnal to the difference between the price
per share of restricted stock issued and the firevof the Company's common stock at the dateaoft@r issuance. The Company recorded
forfeitures of restricted stock as they occurred.

Please refer to Note D, "Stock-based Corsat@on Expense,” for further information.
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VERTEX PHARMACEUTICALS INCORPORATED
Notes to Consolidated Financial Statements (Contirad)
B. Accounting Policies (Continued)
Research and Development Exper

All research and development expensesjdiat) amounts funded by research and developmdabooations, are expensed as incurred.
Research and development expenses are comprisedtefincurred in performing research and developmetivities, including salary and
benefits; stock-based compensation expense; lagrstipplies and other direct expenses; contraseraices, including clinical trial and
pharmaceutical development costs; and infrastraatosts, including facilities costs and depreciatldue to telaprevir's stage of development,
costs related to the investment in its commercippyy are included in research and developmentresgege The Company's collaborators have
funded portions of the Company's research and dprednt programs related to specific drug candidatelsresearch targets, including, in
2007, telaprevir, VX-702, VX-770, VX-809 and cert&inases and certain cystic fibrosis researctetargn 2006, telaprevir, VX-702, VX-
770, kinases and certain cystic fibrosis reseamgets; and in 2005, telaprevir, VX-702, kinased egrtain cystic fibrosis research targets.

The following table details the researct davelopment expenses incurred by the Compangoltaborator-sponsored and Company-
sponsored programs (collaborator-sponsored progazenthose in which a collaborator has fundedastla portion of the related program
expenses, such as the telaprevir program) for 220076 and 2005 (in thousands):

2007 2006 2005
Research Development Total Research Development Total Research Development Total
Collaborato-sponsoret $ 18,45 $ 243,33¢ $ 261,79 $ 39,02 $ 178,25. $ 217,27- $ 68,19: $ 72,10. $ 140,29
Compan-sponsore( 145,95: 105,31 251,26 103,62t 50,81: 154,43¢ 52,58t 55,66( 108,24!
Total $ 164,40; $ 348,65 $ 513,05« $ 142,64° $ 229,06t $ 371,71 $ 120,77¢ $ 127,76: $ 248,54

The total research and development expdns@907, 2006 and 2005 include $48.8 million, $3aillion and $3.6 million, respectively,
of stock-based compensation expense.

Restructuring Expens

The Company records costs and liabilitesoaiated with exit and disposal activities, asndef in FASB Statement No. 146, "Accounting
for Costs Associated with Exit or Disposal Actiedl' ("SFAS 146"), based on estimates of fair vaue period the liabilities are incurred. In
periods subsequent to initial measurement, chatogge liability are measured using the credit-atid risk-free discount rate applied in the
initial period. In 2007, 2006 and 2005, the Compeegorded costs and liabilities for exit and digd@tivities related to a restructuring plat
accordance with SFAS 146. The liability is evaldaé®@d adjusted as appropriate on at least a glyabtesis for changes in circumstances.

Please refer to Note E, "Restructuring Egag" for further information.
Revenue Recognitic

The Company recognizes revenues in accoedaith the Securities and Exchange Commissio8EC") Staff Accounting Bulletin
No. 101, "Revenue Recognition in Financial States&ias amended by SEC Staff Accounting Bulletin N&4, "Revenue Recognition," a
for revenue arrangements entered into after Jun2C8IB, Emerging Issues Task Force Issue No. 00R&yenue Arrangements with Multiple
Deliverables" ("EITF 00-21").
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VERTEX PHARMACEUTICALS INCORPORATED
Notes to Consolidated Financial Statements (Contirad)
B. Accounting Policies (Continued)

The Company's revenues are generated pigrttaiough collaborative research, development@andommercialization agreements. The
terms of these agreements typically include payrtekertex of one or more of the following: nonwuetiable, up-front license fees; funding of
research and/or development efforts; milestone gaysy and royalties on product sales.

Agreements containing multiple elementsdivaled into separate units of accounting if dertaiteria are met, including whether the
delivered element has stand-alone value to th@rwestand whether there is objective and reliabidesce of the fair value of the undelivered
obligation(s). The consideration received is altedaamong the separate units based on each @iitsafue or using the residual method, and
the applicable revenue recognition criteria ardiagdo each of the separate units.

The Company recognizes revenues from niamdable, up-front license fees on a straight-basis over the contracted or estimated
period of performance, which is typically the rasheor development term. Research and developroedirfg is recognized as earned, ratably
over the period of effort.

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

. In those circumstances where collection of a sulista milestone payment is reasonably assuredCtmpany has remaining
obligations to perform under the collaboration agement and the Company has sufficient evidendaibalue for its
remaining obligations, management considers thestoihe payment and the remaining obligations teeiparate units of
accounting. In these circumstances, the Comparg/thgeresidual method under EITF 00-21 to alloocatenue among the
milestones and the remaining obligations.

. In those circumstances where collection of a sultistamilestone payment is reasonably assuredCtmpany has remaining
obligations to perform under the collaboration agament, and the Company does not have sufficiédérce of fair value for
its remaining obligations, management considersritestone payment and the remaining obligatiordeuathe contract as a
single unit of accounting. In those circumstanceeng the collaboration does not require specifivelmbles at specific times
at the end of the contract term, but rather the @amy's obligations are satisfied over a periodroét substantive milestone
payments are recognized over the period of perfocmaT his typically results in a portion of the esifone payment being
recognized as revenue on the date the milestamzhieved equal to the applicable percentage gbénwrmance period that has
elapsed as of the date the milestone is achievidu tlve balance being deferred and recognized thveremaining period of
performance.

At the inception of the agreement, the Canypevaluates whether milestones are substantasedlan the contingent nature of the
milestone, specifically reviewing factors such'aes $cientific and other risks that must be overctorechieve the milestone as well as the |
of effort and investment required. Milestones @t not considered substantive and that do not theeteparation criteria are accounted for as
license payments and recognized on a straightlasés over the remaining period of performance.

Payments received or reasonably assured@dtformance obligations are met completely ecegnized as earned.
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VERTEX PHARMACEUTICALS INCORPORATED
Notes to Consolidated Financial Statements (Contirad)
B. Accounting Policies (Continued)

Royalty revenues are recognized based aptral and estimated net sales of licensed produtitsensed territories, as provided by the
licensee, and are recognized in the period the seleur. The Company reconciles and adjusts féerdifices between actual royalty revenues
and estimated royalty revenues in the quarter bigepme known and these differences have not histlyribeen significant.

Property and Equipmet

Property and equipment are recorded at Baegireciation and amortization is provided usimg straight-line method over the estimated
useful life of the related asset, generally fouseéwen years for furniture and equipment and ttodie years for computers and software.
Leasehold improvements are amortized using thegktrine method over the lesser of the useful diféehe improvements or the remaining life
of the associated lease. Major additions and beéets are capitalized; maintenance and repaims &sset that do not improve or extend its
are charged to operations. When assets are retirettherwise disposed of, the assets and relaledaices for depreciation and amortization
are eliminated from the accounts and any resufiaig or loss is reflected in the Company's conatdid statements of operations.

Investment:

Investments include long-term investmertorded using the cost method of accounting. WherCompany holds an ownership interest
in an entity of less than 20%, and does not hagalility to exercise significant influence ovee tintity's operating activities, the Company
accounts for its investment using the cost metlfaahy adjustment to the fair value of an investimefiects a decline in the value of that
investment below its cost, the Company considerstlidence available to it, including the duratom extent to which the market value of the
investment has been less than cost, to evaluatextbeat to which the decline is other-than-tempgarHrthe decline is considered other-than-
temporary, the cost basis of the investment isevritlown to fair value as a new cost basis anduieunt of the write-down is included in the
Company's consolidated statements of operatiorexelliere no write-downs of investments in 2007 62602005. Please refer to Note |,
"Altus Investment,” for further information abotiet Company's investment in Altus Pharmaceuticats, |

Income Taxe

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

Debt Issuance Cos

Debt issuance costs incurred to completeeXts convertible subordinated note offeringsdeferred and included in other assets on the
consolidated balance sheets. The costs are antbbi#sed on the effective interest method overaima of the related debt issuance. The
amortization expense is included in interest expemsthe consolidated statements of operationsmidriized costs related to exchanged debt
is transferred from other assets to additionaljraichpital on the consolidated balance sheets.
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VERTEX PHARMACEUTICALS INCORPORATED
Notes to Consolidated Financial Statements (Contirad)
B. Accounting Policies (Continued)
Stock Offering Costs

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

Comprehensive Loss

Comprehensive loss consists of net lossoimel comprehensive income (loss), which includdesign currency translation adjustments
and unrealized gains and losses on certain maiketaburities. For purposes of comprehensive lssdodures, the Company does not record
tax provisions or benefits for the net change®omeifin currency translation adjustment, as the Gomjntends to permanently reinvest
undistributed earnings in its foreign subsidiary.

Foreign Currency Translatio

The functional currency of the Companyi®ign subsidiary is the local currency. Assets laatdllities of the foreign subsidiary are re-
measured into U.S. dollars at rates of exchangéfétt at the end of the year. Revenue and expemseints are re-measured using the average
exchange rates for the period. Net unrealized gaidslosses resulting from foreign currency trai@taare included in other comprehensive
income (loss), which is a separate component akbtaders' equity. Included in other comprehengiweme (loss) is a net unrealized gain
related to foreign currency translation of $181,a0@ecember 31, 2007, a net unrealized gain cktatéoreign currency translation of
$189,000 at December 31, 2006 and a net unredbzsdelated to foreign currency translation of $08 at December 31, 2005.

Basic and Diluted Net Loss per Common St

Basic net loss per common share is based the weighted-average number of common sharssamdling during the period, excluding
restricted stock that has been issued but is rtotgsted. Diluted net loss per common share isthapen the weighted-average number of
common shares outstanding during the period pldgiadal weighted-average common equivalent shamstanding during the period when
the effect is dilutive. Common equivalent sharesittefrom the exercise of outstanding stock optifthe proceeds of which are then assum
have been used to repurchase outstanding stooy tngrtreasury stock method), the assumed conveesiconvertible notes and the vesting of
unvested restricted shares of common stock. Conmeqaivalent shares have not been included in théosetper common share calculations in
any year because their effect would have beendilntive. Total potential gross common equivalémres consisted of the following (in
thousands, except per share amounts):

At December 31,

2007 2006 2005

Stock Options 15,35¢ 14,27¢ 14,66¢
Weighte-average exercise price (per she $ 28.7C $ 26.4¢ $ 22.8¢
Convertible Note! — 4,44¢ 8,35¢
Weighte(-average conversion price (per sh nfe $ 2281 $ 19.1¢
Unvested Restricted Shat 1,67¢ 1,764 1,521
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Notes to Consolidated Financial Statements (Contirad)
B. Accounting Policies (Continued)
New Accounting Pronounceme

In December 2007, FASB ratified the consenmeached by the Emerging Issues Task Force ("EQFEITF Issue 07-1, "Accounting for
Collaborative Arrangements” ("EITF 07-1"). EITF Q#equires collaborators to present the resultctfities for which they act as the
principal on a gross basis and report any paynrectived from (made to) other collaborators basedtber applicable GAAP or, in the
absence of other applicable GAAP, based on andtbguthoritative accounting literature or a readbmarational, and consistently applied
accounting policy election. Further, EITF 07-1 dlad that the determination of whether transactiaithin a collaborative arrangement are
part of a vendor-customer (or analogous) relatigmsthbject to EITF 01-9, "Accounting for ConsidéoatGiven by a Vendor to a Customer
(Including a Reseller of the Vendor's Products)THEO7-1 will be effective for the Company begingian January 1, 2009. The Company is
currently evaluating the effect of EITF 07-1 ondtssolidated financial statements.

In June 2007, FASB ratified the consensashed by the EITF on EITF Issue No. 07-3, "Accimgntor Nonrefundable Advance
Payments for Goods or Services to Be Used in FiResearch and Development Activities” ("EITF 07-F)TF 07-3 addresses the diversity
that exists with respect to the accounting forrtba-refundable portion of a payment made by a rebeend development entity for future
research and development activities. Under EITB0&A entity would defer and capitalize non-refiridadvance payments made for research
and development activities until the related goadsdelivered or the related services are perforfaEltF 07-3 will be effective for the
Company beginning on January 1, 2008. The Compmayriently evaluating the effect of EITF 07-3 tsdonsolidated financial statements.

In February 2007, FASB issued Statementl$8, "The Fair Value Option for Financial Assetsl &inancial Liabilities—Including an
amendment of FASB Statement No. 115" ("SFAS 158FAS 159 provides companies with an option to repelected financial assets and
liabilities at fair value. Furthermore, SFAS 15%ddishes presentation and disclosure requirenuistigned to facilitate comparisons between
companies that choose different measurement atslior similar types of assets and liabilitiesASFL59 will be effective for the Company
beginning on January 1, 2008. The adoption of SEBSis not expected to have a material effect efdbmpany's consolidated financial
statements.

In September 2006, FASB issued StatemenflBip, "Fair Value Measurements” ("SFAS 157"). SHAS provides guidance for using
fair value to measure assets and liabilities andires additional disclosure about the use offfailue measures, the information used to
measure fair value, and the effect fair value mesmmants have on earnings. SFAS 157 does not regoyreew fair value measurements.
SFAS 157 will be effective for the Company begirmnon January 1, 2008. The adoption of SFAS 150t€rpected to have a material effect
on the Company's consolidated financial statements.

C. Common and Preferred Stock
Stock and Option Plans

At December 31, 2007, the Company hadg$teek-based employee compensation plans: the 1@k Sption Plan (the "1991 Plan"),
the 1994 Stock and Option Plan (the "1994 Plah®,1996 Stock and Option Plan (the "1996 Plan® 2006 Stock and Option Plan (the "2
Plan") and the 2007 New Hire Stock and Option Rfae "2007 Plan"), and together with the 1991 Piha,1994 Plan, the 1996 Plan and the
2006 Plan, collectively, the "Stock and Option Blaand one Employee
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Notes to Consolidated Financial Statements (Contirad)

C. Common and Preferred Stock (Continued)

Stock Purchase Plan (the "ESPP"). In connectioh thi¢ Stock and Option Plans, the Company isseeg sptions and restricted stock awards
with service conditions, which are generally thetirey periods of the awards. The Company also ssgueertain members of senior
management restricted stock awards that vest uppadrlier of the satisfaction of a market conditio a service condition ("PARS").

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

As of December 31, 2007, no awards had begae under the 2007 Plan. Under the 2007 PlarGdnepany may issue restricted stock
and options as inducement grants only to new enegleyStock options may be granted under the 2G0vdfther as ISOs or NQSOs. The 2
Plan will terminate on June 1, 2008.

Stock options granted under the 1991 Rlen1994 Plan and the 1996 Plan were granted ethE80s or NQSOs. Under the 1991 Plan,
stock options could only be granted to employerd{ding officers and directors who were employeegs) to consultants of the Company
(NQSOs only). Under the 1994 Plan and the 1996, Rlack rights, which may be (i) ISOs when InterRalvenue Code requirements are met,
(i) NQSOs, or (iii) shares of common stock or tportunity to make a direct purchase of shareoofmon stock, could be granted to
employees (including officers and directors whoemrgloyees) and consultants, advisors and non-gmldirectors (NQSOs and stock
awards only). Under the 1991 Plan and the 1994, P&®s could only be granted at a price not leas the fair market value of the common
stock on the date of the grant, and NQSOs coulgr&eted at an exercise price established by thedBafeDirectors, which could have been
less than, equal to or greater than the fair vaftbe common stock on the date of the grant. Stgtions granted under the 1996 Plan could
not have been granted at a price less than thenfaiket value of the common stock on the date arfigiVesting is ratable over specified
periods for all plans, is generally four or fiveays, and was determined by the Board of Direct&®s granted under the 1991 Plan, the 1994
Plan and the 1996 Plan must expire not more thagdars from the date of grant.

The ESPP permits eligible employees tolemra twelve-month offering period comprising twix-month purchase periods. Participants
may purchase shares of the Company's common stookigh payroll deductions, at a price equal to 8%he fair market value of the
common stock on the first day of the applicablelteenonth offering period, or the last day of thmpkcable six-month purchase period,
whichever is lower. Purchase dates under the ESB¥ on or about May 14 and November 14 of each yea

The Company reserved an aggregate of &00Ghares under the 1991 Plan and 1994 Plan. dimp&hy reserved 22,000,000 shares
under the 1996 Plan, 7,302,380 shares under th& @M and 750,000 shares under the 2007 Planeé¢mber 31, 2007, the Company had
approximately 15,358,000 stock options outstandimg approximately 1,676,000 outstanding and undestgtricted shares. At
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C. Common and Preferred Stock (Continued)

December 31, 2007, the Company had approximat8[§71Q00 shares of common stock available for gramder the 2006 Plan and 750,000
shares of common stock available for grants urtte2007 Plan. At December 31, 2007, no shares avaitable for grants under the 1991
Plan, the 1994 Plan or the 1996 Plan. As of Decer®be2007, approximately 207,000 shares remainaiadle for future purchases under
ESPP and approximately 46,000 shares remainedablafor grant under the 401(k) Plan.

Rights

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

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

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

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

The Rights have certain anti-takeover e$feia that they will cause substantial dilutioratperson or group that attempts to acquire a
significant interest in Vertex on terms not apprbby the Board of Directors.

D. Stock-based Compensation Expense
For the years ended December 31, 2007 and :

On January 1, 2006, Vertex adopted SFARRRIsing the modified prospective method, purst@amvhich the Company applies the
provisions of SFAS 123(R) to its consolidated ficiahstatements on a going-forward basis. The nexdlifrospective transition method
requires the
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D. Stock-based Compensation Expense (Continued)

application of the accounting standard as of JanuaP006, the first day of Vertex's 2006 fiscahyePrior periods have not been restated.
SFAS 123(R) requires companies to recognize shaseebpayments to employees as compensation expgingethe "fair value" method. The
fair value of stock options and shares purchasesujant to the ESPP is calculated using the Blatlelgs valuation model. The fair value of
restricted stock awards is typically based oniisid value on the date of grant. Under the faingakcognition provisions of SFAS 123(R),
stockbased compensation expense, measured at the gtariiabed on the fair value of the award, is reizegrratably over the service perii
The expense recognized over the service perioddesl an estimate of awards that will be forfeited.

For PARS awards, a portion of the fair eabfi the common stock on the date of grant is meizegl ratably over a derived service period
that is equal to the estimated time to satisfynttaeket condition. The portion of the fair valuetlé common stock that is recognized over the
derived service period is based on the estimateblghility that the PARS award will vest as a restithe market condition. For the PARS
awards granted in 2006 and 2007, the derived sepaciod relating to each market condition was telnahan the four year service-based
vesting period of the PARS. The difference betwienfair value of the common stock on the daterahgand the value recognized over the
derived service period is recognized ratably okierfour year service-based vesting period of thR BAThe stoclbased compensation expe
recognized over each of the derived service perdodsthe four year service periods includes ameasé of awards that will be forfeited prior
the end of the derived service periods or the j@ar service periods, respectively.

Prior to adoption of SFAS 123(R), Verterarled the effect of forfeitures of restricted &tas they occurred. In connection with the
adoption of SFAS 123(R) during 2006, Vertex recdrdeb1.0 million benefit from the cumulative effe¢tchanging from recording forfeitures
related to restricted stock awards as they occuoedtimating forfeitures during the service pério

The effect of recording stock-based comagaos expense in 2007 and 2006 was as followsh@ngands):

2007 2006
Stoclk-based compensation expense by type of av
Stock option: $ 38,33( $ 29,80«
Restricted share 18,41¢ 7,06t
ESPF 2,65¢ 2,26¢
Total stocl-based compensation expel $ 59,407 $ 39,131

Effect of stocl-based compensation expense on income by line

Research and development expetr $ 48,83 $ 32,00:
Sales, general and administrative expel 10,574 7,13t
Total stocl-based compensation expel $ 59,407 $ 39,131
| |

Cumulative effect of a change in accounting prilk—SFAS 123(R — (1,04¢)
Net stocl-based compensation expense included in ne $ 59,407 $ 38,09
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D. Stock-based Compensation Expense (Continued)
Stock Options

All stock options granted during 2007, 2@0@l 2005 were granted with exercise prices equidlet fair market value of the Company's
common stock on the date of grant and the optiadsWeighted-average grant-date fair values, medsaréhe grant date, of $17.45, $20.08
and $7.11, respectively.

In accordance with SFAS 123(R), the Compaaprded stock-based compensation expense of &88iéh and $29.8 million in 2007
and 2006, respectively, related to stock optioftee Jtock-based compensation expense related fogtions for 2007 included $1.9 million
related to stock options accelerated in connedtiitin an executive officer's severance arrangement.

As of December 31, 2007, there was $68l4omiof total unrecognized compensation expenseé ofiestimated forfeitures, related to
unvested options granted under the Stock and Optiamns. That expense is expected to be recognizathoneighted-average period of
2.65 years.

The Company uses the Black-Scholes valnatiodel to estimate the fair value of stock optiahthe grant date. The Black-Scholes
valuation model uses the option exercise priceelbag estimates and assumptions related to theceegb price volatility of the Company's
stock, the rate of return on risk-free investmetits,expected period during which the options baloutstanding, and the expected dividend
yield for the Company's stock to estimate thevalue of a stock option on the grant date. The Congpvalidates its estimates and assump
through consultations with independent third partiaving relevant expertise.

The fair value of each option granted uniierStock and Option Plans during 2007 and 2006estimated on the date of grant using the
Black-Scholes option pricing model with the followgiweighted-average assumptions:

2007 2006
Expected stock price volatilit 51.95% 57.1(%
Risk-free interest rat 4.81% 4.7/%
Expected tern 5.74 year 5.64 year
Expected annual dividen: — —
The weighted-average valuation assumptigere determined as follows:
. Expected stock price volatilit  In 2006, the Company changed its method ofreding expected volatility from relyin

exclusively on historical volatility to relying ekgsively on implied volatility. Options to purchaiee Company's stock with
remaining terms of greater than one year are relgutaded in the market. Expected stock price tilithais calculated using the
trailing one month average of daily implied voliigis prior to grant date.

. Risk-free interest rate: The Company bases the risk-free interest natd® interest rate payable on U.S. Treasury ssesiin
effect at the time of grant for a period that isntoensurate with the assumed expected option term.

. Expected term of option The expected term of options represents thegef time options are expected to be outstanc
The Company uses historical data to estimate ersplexercise and post-vest termination behavior.drapany believes that
all groups of employees exhibit similar exercisd post-vest termination behavior and therefore chagstratify employees into
multiple groups in determining the expected terrotfons.
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. Expected annual dividends: The estimate for annual dividends is $0.00 bsedhe Company has not historically paid, and
does not intend for the foreseeable future to pajiyidend.

The following table summarizes informati@hated to the outstanding and vested options @07

Weighted-Average

Weighted-Average Remaining Aggregate
Stock Options Exercise Price Contractual Life Intrinsic Value
(In thousands) (In years) (In thousands)
Outstanding at December 31, 2( 14,27¢ $ 26.44
Granted 3,401 32.3¢
Exercisec (2,749 15.11
Forfeited (437) 27.12
Expired (24¢) 59.4(
Outstanding at December 31, 2( 15,35¢ $ 28.7( 6.0t $ 56,78
& |
Exercisable at December 31, 2( 10,23¢ $ 27.8¢ 477 $ 49,43(
& |
Total exercisable or expected to v 14,38 $ 28.5¢ 5.8¢ $ 55,39:

The aggregate intrinsic value in the tatileve represents the total pre-tax amount, netertese price, which would have been received
by option holders if all option holders had exeedisll options with an exercise price lower thamntarket price on December 31, 2007, based
on the average of the high and low price of the Gamy's common stock of $23.22 on that date.

The total intrinsic value (the amount byieththe fair market value exceeded the exerciseepof stock options exercised during 2007,
2006 and 2005 was $28.3 million, $63.4 million &18.4 million, respectively. The total cash recdifi®m employees as a result of employee
stock option exercises during 2007, 2006 and 2085 $26.3 million, $46.5 million and $28.3 milliarespectively.

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

The Company recorded stock-based compensatipense of $18.4 million, $7.1 million and $idlion for 2007, 2006 and 2005,
respectively, related to restricted shares outstgnduring those periods. The stock-based compemsaxpense related to restricted stock for
2007 included $1.4 million related to acceleratedting of restricted stock awards in connectiom\ait executive officer's severance
arrangement.

As of December 31, 2007, there was $261Bomiof total unrecognized stock-based compensatixpense, net of estimated forfeitures,
related to unvested restricted stock granted utideStock and Option Plans. The Company expeatctignize that expense over a weighted-
average period of 2.39 years.
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The following table summarizes the restidcstock activity of the Company during 2007:

Restricted
Stock Weighted-Average
Grant-Date Fair Value
(Shares in thousands (per Share)
Outstanding and unvested at December 31, : 1,76¢ $ 18.72
Granted 78C 33.4¢
Vested (72¢) 14.9¢
Cancellec (240 25.7¢
Outstanding and unvested at December 31, . 1,67¢ $ 26.62

The total fair value of the shares vestingng 2007, 2006 and 2005 (measured on the datesting) was $22.5 million, $9.9 million and
$4.7 million, respectively.

Employee Stock Purchase P!

The stock-based compensation expense defathe ESPP for 2007 and 2006 was $2.7 millicch&h3 million, respectively. As of
December 31, 2007, there was $2.6 million of tatakcognized compensation expense, net of estinfiatieitures, related to ESPP shares.
The Company expects to recognize that expenseglfi8.

During 2007, the following shares were é&bto employees under the ESPP (shares in thoysands

Year Ended
December 31, 2007

Number of share 30C
Average price paid per she $ 23.8i

The weightedverage fair value of each purchase right grantethg 2007, 2006 and 2005 was $8.45, $13.07 artk$6espectively. Th
following table reflects the weighted-average agsions used in the Black-Scholes valuation modeRfiD7 and 2006:

2007 2006
Expected stock price volatilit 46.9% 55.84%
Risk-free interest rat 4.0% 4,.9%
Expected tern 0.70 year 0.75 year

Expected annual dividen: — _

The expected stock price volatility for BES@fferings beginning before November 2005 is basedistorical volatility, while the volatilit
for offerings beginning in or after November 208%ased on implied volatility. The Company basesitk-free interest rate on the interest
rate payable on U.S. Treasury securities in eiethe time of grant for a period that is commeatuwith the assumed expected term. The
expected term represents purchases and purchasdgirat take place within the offering periodeTéxpected annual dividends estimate is
$0.00 because the Company has not historically, paid does not for the foreseeable future intenghig a dividend.

For Periods Prior to the Adoption of SFAS 123

In accordance with SFAS 148, for periodsipio January 1, 2006, the Company adopted theadisre-only provisions of SFAS 123 and
also applied APB 25 and related interpretations in
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accounting for all stock awards granted to empley&mder APB 25, provided that other criteria wexet, when the exercise price of stock
options granted to employees equaled the markes pfithe common stock on the date of the grantamopensation expense was recognized.
Additionally, under APB 25, the Company was notuieed to record compensation expense for the dagptions or shares issued under the
ESPP. Accordingly, no expense related to optioriSSPP shares was recorded in 2005 except for $ili@min stock-based compensation
expense related to the acceleration of optiongdo@ance with one executive's severance agreement.

Prior to January 1, 2006, the Company memistock-based compensation expense relatedttiztexs stock awards over the related
vesting period for an amount equal to the diffeeebetween the price per share of restricted sssiked and the fair value of the Company's
common stock at the date of grant or issuancer Rridanuary 1, 2006, the Company recorded forestof restricted stock as they occurred.

The following table illustrates the effext net loss and net loss per common share foradhegnded December 31, 2005 if the fair value
recognition provisions of SFAS 123 had been appletthe Company's stock-based employee compensatsuch period. Employee stock-
based compensation expense was amortized on ghitliaie basis, because the Company's valuati@ptdns subject to SFAS 123 assumed a
single weighted-average expected term for eachcaiiaeluded in employee stock-based compensatiperese for the year ended
December 31, 2005 is expense related to the matldit of certain stock awards in accordance witloficer's severance agreement.

2005

(In thousands,
except per share
amounts)

Net loss attributable to common stockholders, psnted $ (203,41)
Add: Employee stoc-based compensation expense included in net losef e 4,63:
Deduct: Total stock-based employee compensatioaresepdetermined under the fair value based metraallf

awards, net of ta (38,21)
Pro forma net los $ (237,00
Basic and diluted net loss per common share, astext $ (2.2¢)
Basic and diluted net loss per common share, prod $ (2.66€)

The weighted-average fair value of optigrented during 2005 was $7.11. The fair value chesiock option granted during the year
ended December 31, 2005 was estimated on the figtard using the Black-Scholes option pricing maosligh the following weightedaverage
assumptions:

2005
Expected stock price volatilit 60.0(%
Risk-free interest rat 3.7¢%
Expected tern 4.20 year

Expected annual dividen: —
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The weighted-average fair value of purchiégies granted during 2005 was $6.42. The faingalf each ESPP purchase right outstanding
during the year ended December 31, 2005 was estihtat the date of subscription using the Black-&shoption pricing model with the
following weighted-average assumptions

2005
Expected stock price volatilit 59.0(%
Risk-free interest rat 3.5¢%
Expected tern 0.43 year

Expected annual dividen: —
E. Restructuring Expense

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

In accordance with SFAS 146, the Compainitisl estimate of its liability for net ongoingsts associated with the Kendall Square Lease
obligation was recorded in the second quarter 6824 fair value. The restructuring expense inalifrem the second quarter of 2003 through
the end of the first quarter of 2005 (i.e., immeeliaprior to the Company's decision to use a partf the Kendall Square Facility for its
operations) relates to the estimated incrementadmgoing lease obligations associated with theeeendall Square Facility, together with
imputed interest costs relating to the restructutiability. The restructuring expense incurredhe period beginning in the second quarter of
2005 continues to be estimated in accordance VA&kSS146, but relates only to the portion of theding that the Company currently does not
intend to occupy for its operations. The remairiggge obligations, which are associated with thiigoof the Kendall Square Facility that the
Company occupies and uses for its operations eaarded as rental expense in the period incurree.dompany reviews its assumptions and
estimates quarterly and updates its estimatesfigivility as changes in circumstances requireréquired by SFAS 146, the expense and
liability recorded is calculated using probabilitieighted discounted cash-flows of the Companyismas¢éd ongoing lease obligations,
including contractual rental and build-out commitrtse net of estimated sublease rentals, offseelayad sublease costs.

In estimating the expense and liability @nids Kendall Square Lease obligation, the Compestiynated (i) the costs to be incurred to
satisfy rental and build-out commitments underléase (including operating costs), (ii) the leadetinecessary to sublease the space, (iii) the
projected sublease rental rates, and (iv) the ipatied durations of subleases. The Company vadegestimates and assumptions through
consultations with independent third parties haviglgvant expertise. The Company uses a credistjuisk-free rate of approximately 10%
to discount the
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estimated cash flows. The Company reviews its esémand assumptions on at least a quarterly lzamlsntends to continue such reviews
until the termination of the Kendall Square Leas®] will make whatever modifications managemeniebek necessary, based on the
Company's best judgment, to reflect any changedicistances. The Company's estimates have changeel prast, and may change in the
future, resulting in additional adjustments to #séimate of the liability, and the effect of angkwadjustments could be material. Because the
Company's estimate of the liability includes thelagation of a discount rate to reflect the timdweaof money, the estimate of the liability will
increase each quarter simply as a result of thegggsof time. Changes to the Company's estimdteediability are recorded as additional
restructuring expense/(credit).

The restructuring liability of $35.3 millicat December 31, 2007 relates solely to the podidhe Kendall Square Facility that the
Company does not intend to use for its operatioasiacludes other related lease obligations, reznbat net present value. The Company
classified $5.6 million of the total restructuriligbility at December 31, 2007 as short-term, a#.% million as long-term. The short-term
portion of the restructuring liability represenite thet amount the Company expects to pay in 2008.

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

Activity with respect to the restructuritigbility for 2007 was as follows (in thousands):

Liability
Cash Cash receivec Additional charge as of
Liability as of payments from subleases December 31,
December 31, 2006 in 2007 in 2007 in 2007 2007
Lease restructuring liabilit $ 33,07 $ (12,854 $ 795¢ % 7,11¢ % 35,29;

In 2006, the Company recorded restructuexygense of $3.7 million, which was primarily ditriable to imputed interest and to build-out
costs relating to the restructuring liability.

Activity with respect to the restructuriligbility for 2006 was as follows (in thousands):

Liability
Cash Cash received Additional charge as of
Liability as of payments from subleases December 31,
December 31, 2005 in 2006 in 2006 in 2006 2006
Lease restructuring liabilit $ 42,98. $ (21,607 $ 8,047 $ 3,651 $ 33,07

In 2005, the Company recorded net restringiexpense of $8.1 million. This net expensetdek a $10.0 million credit to the
restructuring liability made when the Company deditb occupy and use a portion of the Kendall Sg&acility, which was offset by (i) the
estimated incremental net ongoing lease obligatmssciated with the portion of the Kendall Squzaeility that the Company does not intend
to occupy and (ii) imputed interest costs relatimghe restructuring liability. The portion of t§48.2 million additional charge in 2005 that v
for incremental lease obligations was related éordvision of certain key estimates and assumptbosit operating costs, including real estate
taxes associated with the portion of the KendalleBg Facility that the Company does not
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intend to occupy. Activity with respect to the rasturing liability for 2005 was as follows (in thsands):

Credit for portion

Liability Cash received of facility Vertex Liability
as of Cash payments ir  from subleases ir  decided to occup! Additional charge as of
December 31, 2004 2005 2005 in 2005 in 2005 December 31, 200
Lease restructuring liabilit $ 55,84: $ (24,229 $ 323 $ (10,019 $ 18,15: $ 42,98.

In 2004, the Company recorded $17.6 mildnestructuring expense, which primarily resulfexin the revision of estimates and
assumptions about when subtenants would be idesh@#ind secured and imputing an interest chargidorelated restructuring liability.
Activity with respect to the restructuring liabylifor 2004 was as follows (in thousands):

Cash received from
Liability as of Cash payments in sublease, net of Additional charge in Liability as of
December 31, 2003 2004 operating costs in 2004 2004 December 31, 2004

Lease restructuring and other
operating lease liabilit $ 69,52¢ $ (31,550 $ 29 % 17,57 $ 55,84!

In 2003, the Company recorded restructuaing other related expenses of $91.8 million. Tk & million includes $78.7 million of lease
restructuring expense, $6.0 million of lease opegaexpense incurred prior to the decision notdoupy the Kendall Square Facility,
$2.6 million for severance and related employeesiteon benefits and $4.5 million for a write-off leasehold improvements and other assets.

The activity related to restructuring anbdes liability for 2003 was as follows (in thousahd

Cash payments in Non-cash write-off Liability as of
Charge in 2003 2003 in 2003 December 31, 2003
Lease restructuring and other operating lease &g $ 84,72¢ $ (15,200 $ — 3 69,52¢
Employee severance, benefits and related 2,61¢ (2,61¢) — —
Leasehold improvements and asset impairm 4,48: — (4,482) —
Total $ 91,82: % (17,81 $ (4,482 % 69,52¢

F-23




VERTEX PHARMACEUTICALS INCORPORATED

Notes to Consolidated Financial Statements (Contirad)

F. Marketable Securities

A summary of cash, cash equivalents andketalble securities is shown below (in thousands):

Gross Unrealized

Gross Unrealized

December 31, 200 Amortized Cost Gains Losses Fair Value
(Maturities stated are effective maturitit
Cash and cash equivalel
Cash and money market fur $ 355,66 $ — 3 — 3 355,66:
Total cash and cash equivale $ 355,66 $ — 3 — 3 355,66
I I I I
Marketable securitie
U.S. government securitit
Due within 1 yea $ 11,02¢ $ 49 3 7 $ 11,06¢
Due after 1 year through 5 ye: 38,97 73C (44) 39,65°
Total U.S. government securiti 49,997 77¢ (51) 50,72¢
Corporate debt securitis
Due within 1 yea 41,02( 62 (90 40,99:
Due after 1 year through 5 ye: 20,41t 121 (220) 20,41¢
Total corporate debt securiti 61,43t 18¢ (210 61,40¢
Total marketable securitit $ 111,43: $ 9%z $ (261) $ 112,13:
I I I I
Total cash, cash equivalents and marketable ses $ 467,09 $ 96z $ (261) $ 467,79¢
I I I I
December 31, 2006
(Maturities stated are effective maturiti
Cash and cash equivalel
Cash and money market fur $ 200,05¢ $ — 8 — 8 200,05¢
Corporate debt securitit 13,11¢ 1 (4) 13,11:
Total cash and cash equivale $ 213,17 $ 1 % 4 $ 213,17:
I I I I
Marketable securitie
Municipal bonds, due after 10 ye: $ 1,80: $ — 8 — 8 1,80z
U.S. government securitit
Due within 1 yea 18,02¢ 4 (13€) 17,89«
Due after 1 year through 5 ye: 53,44( 51 (389) 53,10:
Total U.S. government securiti 71,46¢ 55 (525) 70,99¢
Corporate debt securiti
Due within 1 yea 409,04 16¢ (240 408,97:
Due after 1 year through 5 ye: 67,417 49 (65€) 66,81(
Total corporate debt securiti 476,46 21¢ (89¢€) 475,78
Total marketable securiti¢ $ 549,72¢ $ 273 % 1,42y $ 548,58:
I I I I
Total cash, cash equivalents and marketable sies $ 762,900 $ 274 % (1,425 $ 761,75:
I I I I

The Company has marketable securities 85&Lmillion and $491.5 million classified as cunrassets on the consolidated balance sl



as of December 31, 2007 and 2006, respectively, and
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$6.9 million and $57.1 million classified as lorggrh-assets on the consolidated balance sheetdsescember 31, 2007 and 2006, respectively.

The Company reviews investments in marketabcurities for other-than-temporary impairmehewnever the fair value of an investment
is less than amortized cost and evidence indi¢ht#san investment's carrying amount is not reclerwithin a reasonable period of time. To
determine whether an impairment is other-than-temanyothe Company considers whether it has thétyhihd intent to hold the investment
until a market price recovery and considers whetiervidence indicating the cost of the investnienécoverable outweighs evidence to the
contrary. Evidence considered in this assessmehitdas reasons for the impairment, compliance thighCompany's investment policy, the
severity and the duration of the impairment anchges in value subsequent to year end. The followdble summarizes the fair value and
gross unrealized losses related to marketable iesyaggregated by investment category and leafitime that individual securities have
been in a continuous unrealized loss position d3egember 31, (in thousands):

2007
Less than 12 month 12 months or more Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair Value Loss Fair Value Loss Fair Value Loss
U.S. government securitit $ 36 $ — 3 8,872 $ 61 $ 8,90¢ $ (52
Corporate debt securitir 19,41t (123) 15,571 (87) 34,99: (210)
Total $ 1945 % (129 $ 24,44 $ (139 $ 43,90 $ (261)
;. Ny ___§y N N |
2006
Less than 12 month 12 months or more Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair Value Loss Fair Value Loss Fair Value Loss
U.S. government securitit $ 19,60¢ $ (56) $ 34,16: $ (469) $ 53,77: $ (525)
Corporate debt securiti 56,56 (95 67,517 (805) 124,08( (900)
Total $  76,17: % (15)$  101,68( $ (1,279$  177,85. $ (1,425)

The Company owned 92 available-$ate marketable securities at December 31, 200te3€ 92 securities, there were 36 securities
unrealized losses.

Unrealized losses in the portfolio relaterarious debt securities including U.S. governnseairities, U.S. government-sponsored
enterprise securities, corporate debt securitidsaaset-backed securities. For these securitiesirttealized losses are primarily due to
increases in interest rates. The investments hetdebCompany are high investment grade and there nwo adverse credit events. Because the
Company has the ability and intent to hold thesestments until a recovery of fair value, which ns@ymaturity, the Company does not
consider these investments to be other-than-temipoiapaired as of December 31, 2007 and 2006.
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Gross realized gains and losses for 2008 %&22,000 and $277,000, respectively. Grosszezhljains and losses for 2006 were $4,000
and $88,000 respectively. Gross realized gaindaswds for 2005 were $15,000 and $75,000, respdytiv

G. Restricted Cash

At December 31, 2007 and 2006, the Combeety $30.3 million in restricted cash. At DecemBg&r 2007 and 2006 the balance was held
in deposit with certain banks predominantly to aralize conditional stand-by letters of creditie names of the Company's landlords
pursuant to certain operating lease agreements.

H. Property and Equipment

Property and equipment consist of the foilg at December 31 (in thousands):

2007 2006

Furniture and equipme $ 110,04 $ 97,63¢
Leasehold improvemen 83,05¢ 74,87"
Software 26,58¢ 21,27
Computers 20,20z 19,73
Total property and equipment, grc 239,88t 213,52(
Less accumulated depreciation and amortize 173,37¢ 151,98!
Total property and equipment, $ 66,50¢ $ 61,53t
] |

Depreciation and amortization expensetientears ended December 31, 2007, 2006 and 200$2¥&3 million, $25.4 million and
$26.3 million, respectively.

In 2007, 2006 and 2005, the Company wrifteertain assets that were fully depreciated amébnger utilized. There was no effect on
Company's net property and equipment. Additionahg, Company wrote off or sold certain assetswee not fully depreciated. The loss on
disposal of those assets was $142,000 for 200708ador 2006 and $344,000 for 2005.

I. Altus Investment

Altus Pharmaceuticals, Inc. ("Altus™) corefgld an initial public offering in January 2006. &sesult of investments Vertex had made in
Altus while Altus was a private company, Vertex @dr817,749 shares of Altus common stock and wartanpurchase 1,962,494 shares of
Altus common stock (the "Altus Warrants"). In adutit, the Company, as of the completion of the d@fifgrheld 450,000 shares of Altus
redeemable preferred stock, which are not converiiithto common stock and which are redeemable I6t@ per share plus accrued dividends
at Vertex's option on or after December 31, 20t @yoAltus at any time. Dividends have been acg@han annual rate of $0.50 per share
since the redeemable preferred stock was issug@df.. The Company was restricted from trading A#teisurities for a period of six months
following the initial public offering.
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In July 2006, the Company sold 817,749 ahaf Altus common stock for $11.7 million, resudtiin a realized gain of $7.7 million. Upon
the expiration of the trading restrictions in JAB06, the Company began accounting for the Altusrsiviés as derivative instruments under the
FASB Statement No. 133, "Accounting for Derivatimstruments and Hedging Activities" ("SFAS 133"1).dccordance with SFAS 133, in the
third quarter of 2006, the Company recorded thes\Warrants on its condensed consolidated baldremsat a fair market value of
$19.1 million and recorded an unrealized gain enftir market value of the Altus Warrants of $4.@8iom. In the fourth quarter of 2006, the
Company sold the Altus Warrants for $18.3 milliogsulting in a realized loss of $0.7 million. Asesult of the Company's sales of Altus
common stock and Altus Warrants, the Company rexbednet realized gain on a sale of investmenfLdfZmillion in 2006.

In accordance with the Company's policypattined in Note B, "Accounting Policies,"” the Cpamy assessed its investment in Altus,
which it accounts for using the cost method, andrd@ned that there had not been any adjustmertteettair values of that investment that
would require the Company to write down the investirbasis of the asset, in 2006 or 2005.

J. Current Liabilities

Accrued expenses and other current lidgdslitonsist of the following at December 31 (inusands):

2007 2006
Research and development contract c $ 62,46 $ 57,76
Payroll and benefit 25,78 25,11t
Professional fee 5,95 3,84¢
Other 4,151 4,63t
Total $ 98,35( % 91,35¢

I I

Other obligations consists of a deposieiesd from a collaborator for potential future gfaliions of the Company.
K. Commitments

The Company leases its facilities and aeeguipment under non-cancelable operating led$esCompany's leases have terms through
April 2018. The term of the Kendall Square LeasgdpeJanuary 1, 2003 and lease payments commendéali2003. Rent payments will be
subject to increase in May 2008 and May 2013, basechanges in an inflation index. These increasedreated as contingent rentals. The
Company had an obligation under the Kendall Squesse, staged through 2006, to build-out the spaodinished laboratory and office
space. This lease will expire in 2018, and the Camgghas the option to extend the term for two coumee terms of ten years each, ultimately
expiring in 2038. The Company occupies and useigsaperations approximately 120,000 square fe#teoKendall Square Facility. The
Company has sublease arrangements in place foerth&ining rentable square footage of the Kendall®e Facility, with initial terms that
expire in April 2011 and August 2012. See NoteRestructuring Expense" for further information.
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At December 31, 2007, future minimum conmaints under facility operating leases with non-etafge terms of more than one year
(including commitments under the Kendall Squaresegare as follows (in thousands):

Sublease income for Kendall

Year Kendall Square Lease Square Facility Other Operating Leases Total Operating Leases
2008 $ 24,047 $ (8,15¢) $ 17,767 $ 33,65¢
2009 24,72¢ (8,15¢€) 17,97¢ 34,54t
2010 24,72t (8,15€) 17,78( 34,34¢
2011 24,72¢ (4,466 4,11¢ 24,37¢
2012 24,72¢ (1,747 3,79¢ 26,77
Thereaftel 142,04: — 2,58t 144,62¢
Total minimum lease paymer $ 264,99( $ (30,68) $ 64,02¢ $ 298,33!
I I I

Rental expense for 2007 was $28.1 millehich included $9.9 million related to the Kendatjuare Facility. Rental expense for 2006
was $26.7 million, which included $9.5 million rigd to the Kendall Square Facility. Rental expdos@005 was $20.4 million, which
included $4.7 million related to the space in tren#all Square Facility that the Company occupie2006 in the Kendall Square Facility.

The Company has future contractual commitsi@r connection with its research and developmergrams. For 2008 and 2009 the
amount committed under these contracts is $4.5omiind $0.5 million, respectively.

L. Convertible Subordinated Notes

On January 1, 2005, the Company had outstgr$232.4 million in aggregate principal amouhb®@5% Convertible Senior Subordina
Notes due in February 2011 (the "2011 Notes") é8giGmillion in aggregate principal amount of 5%n@ertible Subordinated Notes due
September 2007 (the "2007 Notes"). As of DecembiePB07, there were no remaining 2011 Notes or 20fXés outstanding.

The 2011 Notes were convertible, at théoopdf the holder, into common stock at a priceada $14.94 per share. The 2011 Notes bore
interest at the rate of 5.75% per annum, and thregaay was required to make semi-annual intereshpays on the outstanding principal
balance of the 2011 Notes on February 15 and Augusf each year. The 2007 Notes were convertiftlthe option of the holder, into
common stock at a price equal to $92.26 per shd2007 Notes bore interest at the rate of 5%apeum, and the Company was required to
make semi-annual interest payments on the outstgmdincipal balance of the 2007 Notes on Marclai® September 19 of each year.

In the third quarter of 2005, the Compargtenged approximately 2.5 million shares of nes$gied common stock for $40.5 million in
aggregate principal amount of then outstanding 200és, plus accrued interest. As a result of #ubhange, the Company incurred a non-cash
charge of $36.3 million in 2005. This charge isatetl to the incremental shares issued in the ttinssover the number that would have been
issued upon conversion of the 2007 Notes under tiigjinal terms, at the original conversion prafeb92.26 per share.

In the fourth quarter of 2005, the Comparghanged approximately 8.1 million shares of nasdyed common stock for $114.5 million
in aggregate principal amount of then outstandidi?Notes,
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plus accrued interest. As a result of the exchatigeCompany incurred a naash charge of $11.9 million in 2005. This chasyeelated to th
incremental shares issued in the transaction tneentimber that would have been issued upon coveo$ithe 2011 Notes under their original
terms, at the original conversion price of $14.84 share.

In the third quarter of 2006, the Compargtenged approximately 4.1 million shares of ness$ued common stock for $58.3 million in
aggregate principal amount of then outstanding 204tes plus accrued interest. As a result of thkihange, the Company incurred a non-cash
charge of $5.2 million in 2006. This charge is tedbto the incremental shares issued in the trédosaaver the number that would have been
issued upon the conversion of the 2011 Notes utheéroriginal terms, at the original conversiofcprof $14.94 per share.

In the first quarter of 2007, the Compaailed all of the remaining outstanding 2011 Notasrédemption. In response and pursuant t
terms of the 2011 Notes, the holders of all thestamiding 2011 Notes converted, at a price equbl4094 per share, their $59.6 million in
aggregate principal amount of 2011 Notes into 34B2 shares of the Company's common stock.

In the third quarter of 2007, the Compasyaid upon maturity the outstanding principal acct@ed interest on the remaining
$42.1 million in principal amount of 2007 Notes.

The following items related to the 2005 2006 exchanges and the 2007 conversion were reg@slan offset to additional paid-in
capital on the Company's consolidated balance sheetrued interest, remaining unamortized issuaosts of the exchanged and converted
notes and issuance costs of the common stock.

For the years ended December 31, 2007, 2066005, $0.2 million, $0.5 million, $1.0 milliprespectively, was amortized to interest
expense for the issuance costs of the then outeta@007 Notes and the 2011 Notes.

M. Equity Offerings

In September 2006, the Company completeubéic offering of 10,000,000 shares of common Istaacluding the underwriters' over-
allotment of 900,000 shares, at a price of $33&0spare. This transaction resulted in net procee#813.7 million to the Company.

In June 2005, the Company completed a puaftering of 13,512,500 shares of common stocipiting the underwriters' over-allotment
of 1,762,500 shares, at a price of $13.00 per sfdis transaction resulted in net proceeds of $16§llion to the Company.

N. Income Taxes

For the years ended December 31, 2007, 2066005, there is no provision for income taxetuded in the consolidated statements of
operations.

The Company's federal statutory incomeradde for 2007, 2006 and 2005 was 34%. The Compaasyrturred losses from operations but
has not recorded an income tax benefit for 200062dhd 2005, as the Company has recorded a vaillata@wance against its net operating
losses and other net deferred tax assets due éstaimties related to the realizability of these aasets.
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The difference between the Company's "etgudax provision (benefit), as computed by appdyihe U.S. federal corporate tax rate of
34% to loss before provision for income taxes, actdal tax is reconciled as follows (in thousands):

2007 2006 2005
Loss before provision for income tax $ (391,27) $ (206,89) $ (203,41)
Expected tax benefit at 34 $ (133,03) $ (70,34) $ (69,16)
State taxes, net of federal ben (24,53 (12,972) (12,759
Unbenefited operating loss 157,33° 81,59: 64,26
Non-deductible expenst 91 1,817 17,45(
Other 14C (95) 204
Income tax provisiol $ — $ — $ —

For federal income tax purposes, as of Béez 31, 2007, the Company has net operating Ersgforwards of approximately
$1.5 billion, and $38.6 million of tax credits, whimay be used to offset future federal incometardiability, respectively. For state income
tax purposes, the Company has net operating losg@avards of approximately $982.6 million, and4$2 million of tax credits, which may |
used to offset future state income and tax lighiliéspectively. These operating loss carryforwéesan to expire in 2005, and the tax credit
carryforwards began to expire in 2004. After coasadion of all the evidence, both positive and tiggamanagement has established a
valuation allowance for the full amount of the 2QEferred tax asset since it is more likely thanthat the deferred tax asset will not be
realized.

Deferred tax assets and liabilities aredrined based on the difference between finantaéiment and tax bases using enacted tax rates
in effect for the year in which the differences axpected to reverse. The components of the deféares at December 31 were as follows (in
thousands):

2007 2006
Deferred Tax Asset:
Net operating los $ 438,04: $ 352,01
Tax credit carryforward 54,72 39,98
Property and equipme 17,72« 16,13(
Deferred revenue 51,04( 342
Stoclk-based compensatic 26,61: 15,76
Capitalized research and developrmr 9,711 15,59:
Accrued expenses and ott 15,83: 12,58(
Gross Deferred Tax Asse 613,68t 452,40(
Valuation Allowance (602,63() (441,347
Total Deferred Tax Asse 11,05¢ 11,05¢
Deferred Tax Liabilities
Gain on Investmer (11,059 (11,059
Net Deferred Tax Assets/(Liabilitie $ —  $ —
] |

As discussed in Note D "Stock-based Comggns Expense,” the Company adopted SFAS 123(Ry&fe January 1, 2006 for stock-
based compensation plans. Generally, tax return
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deductions are allowable on such arrangementspiayt,arise in different amounts and periods fronemvbompensation costs are recognize
the financial statements. Pursuant to SFAS 123{R)e tax return deduction for an award exceedsctimulative compensation expense
recognized in the financial statements, any extzesbenefit shall be recognized as additional paidapital when the deduction reduces
income tax payable. Prior to adoption, the Compaepgnized deferred tax assets, along with anttifigevaluation allowance, for net
operating loss carryforwards that included dedudtifor excess tax benefits from stock-based congpiems On adoption, the Company has
chosen to derecognize the deferred tax assetdeetaxcess tax deductions in the net operatingfsgforwards, along with the offsetting
valuation allowance, adjusting the prior year faténinformation accordingly. The net tax amounthaf unrealized excess tax benefits as of
December 31, 2007, no longer included and disclasesl deferred tax asset, is approximately $111llibm The gross amount of this excess
tax deduction in the net operating loss carryfodniarapproximately $248.0 million.

The valuation allowance increased by $1&iilBon during 2007 due primarily to the incredeenet operating losses from operations and
tax credits.

The Company adopted FASB Interpretation 48)."Accounting for Uncertainty in Income Taxes—Haterpretation of FASB Statement
No. 109" ("FIN 48") on January 1, 2007. FIN 48 las the accounting for uncertainty in income taxecognized in an enterprise's finan
statements in accordance with FASB Statement N®, "Ktcounting for Income Taxes." FIN 48 prescrildacognition threshold and
measurement attribute for the financial statemecdgnition and measurement of a tax position takesxpected to be taken in a tax return.
FIN 48 also provides guidance on derecognitiorssifecation, interest and penalties, accountingpierim periods, disclosure, and transition.

At the adoption date and as of DecembeB@7, the Company had no material unrecognizeti¢arfits and no adjustments to liabilities
or operations were required under FIN 48. The Camggpractice was and continues to be to recognteeest and penalty expenses related to
uncertain tax positions in income tax expense, Wwhiere zero at the adoption date and for the yeded December 31, 2007. Tax years 2004
through 2006 and 2003 through 2006 are subjectamation by the federal and state taxing autlesirespectively. There are no income
examinations currently in process.

O. Significant Revenue Arrangements

The Company has formed strategic collalmmatwith pharmaceutical companies and other opggioins in the areas of drug discovery,
development, and commercialization. Research, dpwetnt and commercialization agreements provid€timapany with financial support
and other valuable resources for its research progyfor the development of clinical drug candidaéad for the marketing and sales of
products.

Collaborative Research, Development and Commereiibin Agreements

In the Company's collaborative researchigiiment and commercialization programs the Compgaeks to discover, develop and
commercialize pharmaceutical products in conjumctidth and supported by the Company's collaborat@aiaborative research and
development arrangements may provide researchrfgralier an initial contract period with renewal @admination options that vary by
agreement. The agreements may also include nondalfile, up-front license fees as well as milesfmanents based on the achievement of a
pre-agreed objective or the occurrence of a
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designated event. The agreements may also corga@lapment expense reimbursement provisions, rpyights or profit sharing rights, and
manufacturing options. The Company has enteredsigtaficant research and development collaboratiomder terms that vary from
agreement to agreement.

Janssen Pharmaceutica, N.

In June 2006, the Company entered intdlatmaration agreement with Janssen for the devedospmmanufacture and commercialization
of telaprevir, the Company's investigative hepat@ivirus protease inhibitor. Under the agreemiarissen has agreed to be responsible for
50% of the drug development costs incurred unded#velopment program for the parties' territofiésrth America for the Company, and the
rest of the world, other than the Far East, fois§an) and has exclusive rights to commercializptelir in its territories including Europe,
South America, the Middle East, Africa and Ausaallanssen made a $165.0 million up-front licerasenent to the Company in July 2006.
The up-front license payment is being amortized tive Company's estimated period of performanceutige collaboration agreement. Under
the agreement, Janssen agreed to make contingleistane payments, which could total up to $380.Maniif telaprevir is successfully
developed, approved and launched as a productf Beaember 31, 2007, the Company had earned $4iliomof these contingent milestone
payments under the agreement. The agreement algmes the Company with royalties on any saleglafrevir in the Janssen territories, v
a tiered royalty averaging in the mid-20% rangea gaercentage of net sales in the Janssen tezgfatepending upon successful
commercialization of telaprevir. Each of the patigll be responsible for drug supply in their resjive territories. However, the agreement
provides for the purchase by Janssen from the Coynplamaterials required for Janssen's manufadtfitiee active pharmaceutical ingredient.
In addition, Janssen will be responsible for certhird-party royalties on net sales in its temigs. Janssen may terminate the agreement
without cause at any time upon six months' noticéhé Company.

During 2007, the Company recognized $117llfon in revenues under the Janssen agreemeithviicludes an amortized portion of the
up-front payment, a milestone of $15.0 million omoection with commencement of patient enrolimarRiROVE 3, a milestone of
$15.0 million for achieving specified interim resufrom the Company's Phase 2 clinical trials t#grevir in treatment-naive patients, and net
reimbursements from Janssen for telaprevir devedoprosts. During 2006, the Company recognizedd®®alion in revenues under the
Janssen agreement, which includes an amortizesbparf the up-front payment, a milestone of $15i0iom for achieving specified interim
results in PROVE 1, and net reimbursements fronsskemfor telaprevir development costs.

GlaxoSmithKline plc

In December 1993, the Company and Glaxd8dliite entered into a collaboration agreement seaech, develop and commercialize
protease inhibitors, including Agenerase (amprahalvexiva/Telzir (fosamprenavir calcium) and breagir (VX-385). Under the collaboratic
agreement, GlaxoSmithKline agreed to pay the Comparup-front license payment, product researchifigy development and
commercialization milestone payments and royaltynpents on net sales of drugs developed under thebooation.

The Company began earning a royalty fromx@8mithKline in 1999 on net sales of Ageneras¢éhénfourth quarter of 2003 on net sales
of Lexiva, and in the third quarter of 2004 on sales of Telzir. In the fourth quarter of 2004, x&&mithKline paid the Company a milestone
payment of $1 million based on the initiation ofaB& 2 clinical trials for brecanavir. In the thipdarter of 2004, GlaxoSmithKline paid the
Company a milestone payment of $1.5 million in cection with the regulatory approval of Telzir iretRuropean Union.
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On December 15, 2006, GlaxoSmithKline fdiynaotified the Company that it would discontinciénical development of brecanavir
(VX-385), which had advanced to Phase 2 clinidaldr Currently, there are no drug candidates bdagloped under this collaboration and
the Company does not anticipate any additionalarebefunding or milestone payments under this boltation. Under the original agreement,
GlaxoSmithKline had exclusive rights to develop anthmercialize Vertex's HIV protease inhibitorsaalhparts of the world except the Far
East. In 2003, the Company amended the agreemadtitthe Far East to GlaxoSmithKline's territorydevelopment and commercialization
of Lexiva/Telzir. The Company has retained certaitk drug manufacturing rights and certain prodeauicational rights in territories licensed
to GlaxoSmithKline. GlaxoSmithKline has the rigbtterminate its arrangement with the Company witlvause upon twelve months' notice.
Termination of the agreement by GlaxoSmithKlinel welieve it of its obligation to make further pagnts to the Company and will end any
license granted to GlaxoSmithKline by Vertex unther agreement.

In June 1996, the Company and GlaxoSmitiekéibtained a worldwide, non-exclusive license uigetain G.D. Searle & Co. ("Searle,"
now owned by Pharmacia/Pfizer) patents in the afé#V protease inhibition. The Company pays Searteyalty based on net sales of
Agenerase and Lexiva/Telzir.

In the fourth quarter of 2005, GlaxoSmitti€l and the Company entered into a collaborativeeagent to develop and commercialize VX-
409 and certain back-up compounds, which were hiewvegstigated for the treatment of pain. Undertdrens of the agreement,
GlaxoSmithKline had the exclusive right and licetseevelop and commercialize VX-409 and certaickbap compounds worldwide.
Development under the collaborative agreement teatad in the fourth quarter of 2007. Vertex receiaeb20 million up-front license
payment.

Revenues and royalties earned from Glaxt#tine under both agreements were $48.0 milliot8.6 million and $52.8 million in 2007,
2006 and 2005, respectively.

Cystic Fibrosis Foundation Therapeutics Incorporhte

In May 2004, Vertex entered into an agresmmath Cystic Fibrosis Foundation Therapeuticsoporated ("CFFT") that provided funding
through December 31, 2005 for Vertex's late-stggéicfibrosis drug discovery effort. In 2006, i&xtamended its agreement with CFFT to
extend the term of the drug discovery effort to thaB1, 2008 and to include additional developm&adesfunding for specified VX-770
development activities through the end of 2007. dgeement, as amended, provides that CFFT wouyldip#o $32.4 million to Vertex for
research and development activities. Under the deteagreement, Vertex retains the right to devatgpcommercialize VX-770 and any
other compounds discovered in the research cobdiobor, and will pay royalties to CFFT on net saléany drug candidate approved and
commercialized under the collaboration.

In 2007, 2006 and 2005, Vertex recognizes.$ million, $12.6 million and $14.5 million, resgtively, in revenues related to its
agreement with CFFT. CFFT has the right to ternailé agreement without cause upon 60 days' prittew notice.

Merck & Co., Inc.

In June 2004, Vertex entered into a glaedibboration with Merck to develop and commereialMK-0457 (VX-680), an Aurora kinase
inhibitor, and additional follow-on compound(s)r the treatment of cancer. The Merck collaboratigreement provided for an up-front
license payment of $20 million, which was madeunel2004, and for research funding of $14 millieerawo years,
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ending in June 2006. In 2006, the Company agreddMerck to extend the research program term anesponding research funding for the
parties’ ongoing research collaboration for antémithl three months beyond the original researdig@am termination date. Vertex could also
receive as much as $350 million in milestone paysiancluding up to $130 million for the successfalvelopment of MK-0457 (VX-680) in
the first oncology indication and additional miles¢ payments for development of MK-0457 (VX-680)l &ollow-on compounds in other
major oncology indications.

In November 2007, Merck suspended enroltrivenlinical trials of MK-0457 (VX-680), pendingfall analysis of all efficacy and safety
data for MK-0457 (VX-680). The decision was basadeeliminary safety data, in which a clinical dgfinding of QTc prolongation was
observed in one patient. Patients enrolled in limécal trials of MK-0457 (VX-680), may continue tme treated with MK-0457 (VX-680), with
additional monitoring for QTc prolongation. In 2Q0Merck ceased development of MK-6592 (VX-667)okofv-on compound, that Merck h
selected for development in 2005. Merck is resgmedor worldwide clinical development and commealiciation all compounds developed
under the collaboration and will pay the Compangatties on any product sales. Merck may terminageatgreement at any time without cause
upon 90 days' advance written notice, except ilRahenths' advance written notice is required &ntination at any time when a product has
marketing approval in a major market and the teatidm is not the result of a safety issue. In 200attex received one additional milestone
payment from Merck for $9.0 million. In 2006, Vexteeceived three additional milestone payments fikdenck totaling $36.3 million. In 200
Vertex received two milestone payments from Mentkling $19.5 million. Vertex recognized $9.0 nufl, $58.7 million and $24.4 million of
revenues related to research support, milestonmagatg and the up-front license payment for thitabolration in 2007, 2006 and 2005,
respectively.

Novartis Pharma A(

In May 2000, the Company entered into are@gent with Novartis Pharma AG to collaboratetendiscovery, development and
commercialization of small molecule drugs direcgrotein kinases. The agreement was amendedindg 2004. Under the original
agreement, the Company was responsible for drugdisy and clinical proof-of-concept testing of ddug candidates. Novartis agreed to pay
the Company up to $200 million in research fundimgugh April 2006, and to loan the Company up26@million on a non-interest-bearing
basis to support clinical proof-of-concept studi2svelopment loans with respect to any drug carididaccepted by Novartis for development
would be forgiven. Under the amended agreementg¥@&ontinued to receive research funding throughl 2006 along with development
milestone payments and royalties with respect tig dandidates selected by Novartis for developnmiotartis held an option to develop drug
candidates meeting certain pagreed criteria. Restrictions under the originakagent that limited Novartis' right to pursue lkieaesearch a
development outside the collaboration were remoaed,the development loan facility was terminateallowing completion of the research
term, Novartis' development option with respecit@ompounds discovered in the research programe of which were then in development
by Novartis, had expired. Vertex retains all rigttshose candidates, as well as to all of thdled®rial property it generated under the
collaboration.

In November 2004, Novartis accepted VX-8&2preclinical development and made a $10 millmifestone payment to Vertex that was
recognized as revenue over the term of the confktartis had exclusive worldwide development, ofanturing and commercialization
rights to VX-322. That compound is no longer in elepment by Novartis, and Novartis's worldwide depeent, manufacturing and
commercialization rights to VX-322 have terminated.
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In June 2004, the Company exercised itooptnder the amended agreement to develop MK-Q4¥X7680), and the Aurora kinases it
targets, outside the Novartis collaboration ancie$12.5 million of unspent and uncommitted depaient loans previously advanced on
account of MK-0457 (VX-680).

In 2006 and 2005, the Company recognizé&dabtillion and $53.1 million, respectively, in mwes under this agreement. At
December 31, 2007, there were $20.0 million in rieing loans outstanding under the loan facilitye$ loans are repayable, without interest,
in May 2008.

Mitsubishi Tanabe Pharma Corporatic

In June 2004, Vertex entered into a coltabon agreement with Mitsubishi Tanabe Pharma Qm@ton, pursuant to which Mitsubishi
Tanabe agreed to provide financial and other sugpothe development and commercialization ofgiedair. Under the terms of the
agreement, Mitsubishi Tanabe has the right to dgvahd commercialize telaprevir in Japan and cedtier Far East countries. The agreel
provides for up to $33 million in payments by Mitsshi Tanabe to Vertex through Phase 2 clinicakttgyment, including an up-front license
fee, development stage milestone payments and vegaiment of certain drug development costs foptelar. Further cost sharing beyond
Phase 2 clinical development will be determinedvitgubishi Tanabe and Vertex based on the desigagi$tration studies for telaprevir. The
agreement also provides Vertex with royalties on saies of telaprevir in the Mitsubishi Tanabeitery. Mitsubishi Tanabe may terminate the
agreement at any time without cause upon 60 daips'\pritten notice. In the fourth quarter of 200itsubishi Tanabe paid the Company a
milestone payment of $4.0 million for first dosiafjtelaprevir in a patient in the Phase 1b clinical in the United States. In the third quarter
of 2006, Mitsubishi Tanabe paid the Company a rroles payment of $3.0 million for the first dosingtelaprevir in a patient by Mitsubishi
Tanabe in the Mitsubishi Tanabe territory. Vertegagnized $4.4 million, $8.6 million and $3.4 naliin revenues under this agreement in
2007, 2006 and 2005, respectively. The revenuégdaan amortized portion of the up-front paymaenitestone achievements, and
reimbursement of certain of Vertex's expenses necliin telaprevir development.

Kissei Pharmaceutical Co., Lt

The Company and Kissei Pharmaceutical Qd.,were parties to an agreement to collaboratthendentification of inhibitors of p38
MAP kinase and the development of those compousd®eel, orally active drugs for the treatmentrdlaimmatory and neurological diseases.
Under the terms of the agreement, Kissei agrepdydhe Company up to $22 million comprised of ariion up-front license payment,
$11 million of product research funding over thyears and $7 million of development and commeaéilon milestone payments.
Additionally, Kissei agreed to reimburse the Compfor certain development costs, including a portid costs for Phase 2 trials of VX-702.
Research funding ended under this program in J0A8,2and the Company has received the full amolurgsearch funding specified under the
agreement. In 2007, 2006 and 2005, approximate® $@lion, $6.4 million and $7.3 million, respeatly, was recognized as revenues under
this agreement. The $7.3 million of revenues reczeghin 2005 includes a $2.5 million milestone papdn Kissei's completion of regulatory
filings in preparation for Phase 1 clinical devetegmt of VX-702 in Japan. In 2007, the Company cadet! its agreement with Kissei for the
development and commercialization of VX-702 in Hae East. The Company retains worldwide developraedtcommercial rights to VX-
702.

F-35




VERTEX PHARMACEUTICALS INCORPORATED
Notes to Consolidated Financial Statements (Contirad)
P. Employee Benefits

The Company has a 401(Kk) retirement plaa (Vertex 401(k) Plan") in which substantially aflits permanent employees are eligible to
participate. Participants may contribute up to 6ifdtheir annual compensation to the Vertex 401(khPsubject to statutory limitations. The
Company may declare discretionary matching contidns to the Vertex 401(k) Plan that are payabldhéform of Vertex common stock. The
match is paid in the form of fully vested intereists Vertex common stock fund. Employees haveattility to transfer funds from the
Company stock fund as they choose. The Compangidetmatching contributions to the Vertex 401(lgrPas follows (in thousands):

2007 2006 2005
Discretionary matching contributions during theryeaded
December 31 $ 434C $ 3,341 $ 2,89«
Shares issued during the year ended Decemb 13¢ 91 21¢
Shares issuable as of the year ended Decemb 48 28 19

Q. Related Party Transactions

As of December 31, 2006, the Company hladia outstanding to a former officer of the Companthe amount of $36,000, which was
initially advanced in April 2002. In 2007, the foemofficer of the Company repaid the loan in fiithe loan balance is included in other assets
on the consolidated balance sheets.

In 2001, the Company entered into a foary®nsulting agreement with a director of the Canypfor the provision of part-time
consulting services over a period of four yearshatrate of $80,000 per year commencing in Jan2@@2. The consulting agreement
terminated in January 2006.

R. Contingencies

The Company has certain contingent lidbgithat arise in the ordinary course of its bussrectivities. The Company accrues a reserv
contingent liabilities when it is probable thatute expenditures will be made and such expenditarde reasonably estimated. There we
contingent liabilities accrued as of December M 720r 2006.

S. Guarantees

As permitted under Massachusetts law, \tertarticles of Organization and Bylaws providettttee Company will indemnify certain of
its officers and directors for certain claims assgagainst them in connection with their servie@m officer or director. The maximum
potential amount of future payments that the Corganuld be required to make under these indemtidingrovisions is unlimited. However,
the Company has purchased directors' and offiiebdity insurance policies that could reduceritenetary exposure and enable it to recover a
portion of any future amounts paid. No indemnificatclaims are currently outstanding and the Commelieves the estimated fair value of
these indemnification arrangements is minimal.

Vertex customarily agrees in the ordinasyrse of its business to indemnification provisionagreements with clinical trials investigat
and sites in its drug development programs, in sped research agreements with academic and nptdéit institutions, in various
comparable agreements involving parties perforrsiyices for the Company in the ordinary courseusiness, and in its real estate leases.
The Company also customarily agrees to certainnmmilécation provisions in its drug discovery andrdi®pment collaboration agreements.
With respect to the Company's clinical trials and
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sponsored research agreements, these indemnifigatiwisions typically apply to any claim asserégghinst the investigator or the
investigator's institution relating to personalityj or property damage, violations of law or certaieaches of the Company's contractual
obligations arising out of the research or clinitesiting of the Company's compounds or drug cateld&Vith respect to lease agreements, the
indemnification provisions typically apply to clasnasserted against the landlord relating to petsojuay or property damage caused by the
Company, to violations of law by the Company océotain breaches of the Company's contractual afidigs. The indemnification provisions
appearing in the Company's collaboration agreemnaetsimilar, but in addition provide some limitedemnification for its collaborator in the
event of third-party claims alleging infringemeiftimtellectual property rights. In each of the caabove, the indemnification obligation
generally survives the termination of the agreeni@nsome extended period, although the obligatypically has the most relevance during
the contract term and for a short period of timerd¢lafter. The maximum potential amount of futurgnpants that the Company could be
required to make under these provisions is geryenalimited. The Company has purchased insuranteig®covering personal injury,
property damage and general liability that redte@xposure for indemnification and would enabia ihany cases to recover a portion of any
future amounts paid. The Company has never paidratgrial amounts to defend lawsuits or settlendaielated to these indemnification
provisions. Accordingly, the Company believes thtneated fair value of these indemnification armgnts is minimal.

In March 2003, the Company sold certairetsssf PanVera LLC to Invitrogen Corporation fopegximately $97 million. In December
2003, the Company sold certain instrumentationtageeAurora Discovery, Inc. for approximately $#n8llion. The agreements with the
buyers each require the Company to indemnify thesbagainst any loss it may suffer by reason oft&ses breach of certain representations
and warranties, or failure to perform certain caw@s, contained in such agreement. The represemsativarranties and covenants contained in
the agreements are of a type customary in agreséttiis sort. The Company's aggregate obligatiomtker the indemnity contained in each
agreement are, with a few exceptions which the Gomybelieves are not material, capped at one-fisitfeoapplicable purchase price, and
apply to claims under representations and warrauni@de within fifteen months after closing (whigripd has ended) although there is no
corresponding time limit for claims made based mabhes of covenants. Neither Invitrogen nor Aut@a made any claims to date under the
applicable indemnities, and the Company believasttie estimated fair value of the remaining indiication obligations is minimal.

On February 10, 2004, Vertex entered infrealer Manager Agreement with UBS Securities Lh@adnnection with the exchange of
approximately $153.1 million of the February 2014téé for approximately $153.1 million of 2007 Not& September 13, 2004, the
Company entered into a second Dealer Manager Agreewith UBS Securities in connection with the exafje of approximately
$79.3 million of the September 2011 Notes for agpnately $79.3 million of 2007 Notes. Each of thedler Manager Agreements requires
Company to indemnify UBS Securities against ang I0BS Securities may suffer by reason of the Comipdreach of representations and
warranties relating to the exchanges of the coiblemotes, the Company's failure to perform certaivenants in those agreements, the
inclusion of any untrue statement of material fadhe disclosure materials provided to potentigeistors in the 2011 Notes, the omission of
any material fact needed to make those materidlmigbeading, and any actions taken by the Comaritg representatives in connection with
the exchanges. The representations, warrantiesamhants in the Dealer Manager Agreements araygfeacustomary in agreements of this
sort. The Company believes the estimated fair vafiubese indemnification obligations is minimal.
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On June 7, 2005 and September 14, 200&;dhepany entered into Purchase Agreements withiMeynch, Pierce, Fenner & Smith
Incorporated, as the representative of the sevadgrwriters named in such agreements, relatitiget@ublic offering and sale of shares of the
Company's common stock. The Purchase Agreemetingeta each offering requires the Company to indiéyrnthe underwriters against any
loss they may suffer by reason of the Company'adiref representations and warranties relatingabgublic offering, the Company's failure
to perform certain covenants in those agreemdmsntlusion of any untrue statement of materief fia the prospectus used in connection®
that offering, the omission of any material fackded to make those materials not misleading, apdetions taken by the Company or its
representatives in connection with the offeringe Tlpresentations, warranties and covenants iRdhehase Agreement are of a type
customary in agreements of this sort. The Compafig\es the estimated fair value of these inderoatidbn obligations is minimal.
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(In thousands, except per share amounts)

Three Months Ended

March 31, 2007 June 30, 2007 Sept. 30, 200° Dec. 31, 200°
Revenues
Royalties $ 9,79¢ $ 10,967 $ 12,52: $ 14,68t¢
Collaborative and other research and development
revenue: 59,01 27,22¢ 28,49: 36,30
Total revenue 68,81( 38,19¢ 41,01« 50,99:
Costs and expense
Royalty payment 3,26¢ 3,401 3,562 3,672
Research and development exper 132,57¢ 136,18° 128,94¢ 115,34(
Sales, general and administrative expel 16,531 23,32: 21,41¢ 23,45:
Restructuring expens 5,05¢ 90€ 882 27€
Total costs and expens 157,43¢ 163,81¢ 154,80¢ 142,74(
Loss from operation (88,629 (125,62() (113,799 (91,749
Interest incomt 9,12 8,42 7,25¢€ 5,99
Interest expens (1,22)) (570 (499 —
Loss before cumulative effect of a change in actingt
principle (80,729 (117,76°) (107,03) (85,75)
Cumulative effect of a change in accounting prile—
SFAS 123(R’ — — — —
Net loss $ (80,729 $ (117,76 $ (107,03) $ (85,75))
I I I I
Basic and diluted loss before cumulative effech change
in accounting principle per common sh $ (0.649 $ 0.9) $ (0.8 $ (0.6€)
Basic and diluted cumulative effect of a chang
accounting principle per common sh, — — — —
Basic and diluted net loss per common sl $ (0.69 $ 0.97) $ (0.82) $ (0.6€)
I I I I
Basic and diluted weighted-average number of commot
shares outstandir 125,75t 129,26¢ 130,00t 130,74:
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Revenues
Royalties
Collaborative and other research and developi
revenue:

Total revenue
Costs and expense
Royalty payment
Research and development exper
Sales, general and administrative expe!
Restructuring expens

Total costs and expens

Loss from operation
Interest incomt
Interest expens
Realized gain (loss) on sale of investr
Unrealized gain on warran
Loss on exchange of convertible subordinated r

Loss before cumulative effect of a change in actingn
principle

Cumulative effect of a change in accounting pritesip
SFAS 123(R

Net loss

Basic and diluted loss before cumulative effech change it
accounting principle per common sh

Basic and diluted cumulative effect of a changadoounting
principle per common sha

Basic and diluted net loss per common sl

Basic and diluted weight-average number of commu
shares outstandir

Three Months Ended

March 31, 2006 June 30, 2006 Sept. 30, 2006 Dec. 31, 2006
$ 9,17¢ $ 9,008 $ 10,90: $ 12,12:
29,90¢ 20,72 42,38 82,13:
39,08: 29,72¢ 53,28¢ 94,25¢
2,99t 2,88¢ 3,11¢ 3,171
75,20: 91,25( 96,11¢ 109,14¢
12,87¢ 14,37( 14,77¢ 15,83¢
767 443 1,41¢ 1,02¢
91,84: 108,94¢ 115,41¢ 129,18’
(52,756 (79,227 (62,127 (34,939
3,98( 3,921 5,33( 9,79¢
(2,357) (2,357) (1,767) (1,474
— — 7,66° (730)
— — 4,25( —
— — (5,157 —
(51,139 (77,65%) (51,80%) (27,349
1,04¢ — _ _
$  (50,08) $ (77659 $  (51,80) $ (27,349

$ 0.48) $ 0.7 $ 0.46) $ (0.22)
0.01 — _ _
$ 0.47) $ 0.7 $ 0.46) $ (0.22)

107,44( 108,52¢ 112,80¢ 123,94:
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Exhibit 10.23

AMENDMENT NO. 1
TO THE
VERTEX PHARMACEUTICALS INCORPORATED
2006 STOCK AND OPTION PLAN

Effective February 7, 2008, the Vertex Pharmacaigitncorporated 2006 Stock and Option Plan (thar'}p hereby is amended as follows:
Section 3 of the Plan is deleted in its entirety ahthe following is substituted therefor:
3. SHARES SUBJECT TO THE PLAN

The number of Shares subject to this Péato avhich Stock Rights may be granted from tim#rnte shall be (i) 7,350,000 or the
equivalent of such number of Shares after the Adstrator, in its sole discretion, has interpreteel éffect of any stock split, stock dividend,
combination, recapitalization or similar transawtin accordance with Section 17 of this Plan pijsbject to the limitations set forth in this
Section 3, 536,625 or the equivalent of such nurob&hares after the Administrator, in its solecdition, has interpreted the effect of any
stock split, stock dividend, combination, recajitation or similar transaction in accordance witittton 17 of this Plan. Until the date on
which the stockholders of the Company approve aenaiment to the Plan (arAmendment) approving the increase in the number of Shares
contemplated by Section 3(ii) above, the Sharegesutp the Stock Rights authorized pursuant tdiSe@(ii) above (A) shall be segregated
from Shares subject to other Awards issued undePtan and (B) may only be issued pursuant to Noalifed Stock Options that will not
vest prior to stockholder approval of the Amendneaemd will terminate if stockholder approval of thmendment is not obtained at or before
the Company's 2009 Annual Meeting of Stockholdéhe number of Shares subject to this Plan shalkteced, share for share, by the nur
of shares underlying Stock Rights, if any, thatgmanted under the Company's 1996 Stock and Opftim after March 22, 2006.

If an Option granted hereunder ceases mub&anding, in whole or in part (other than bgreise), or if the Company shall reacquire (at
no more than its original issuance price) any Shesued pursuant to a Stock Grant, or if any SRigkt expires or is forfeited, cancelled or
otherwise terminated or results in any Shares etgoissued, the unissued Shares that were subjeath Stock Right shall again be available
for issuance from time to time pursuant to thisPla
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Exhibit 10.32

Amendment No. 1
to
Amended and Restated Employment Agreement

This Amendment No. 1 to the Amended and Restatepld&ment Agreement, dated November 8, 2004 (thgreement), between Vertex
Pharmaceuticals Incorporated, a Massachusetts rediqo (together with its successors and assifpes; Company’) and Kenneth S. Boger
(the "Executive') is entered into by the parties on February DD& The parties hereby agree that the Agreemalitishamended as follows:

A. A new Section 10(c)(x) shall be added, which shallate in its entirety as follows:

(x)

if the termination of employment to which this Sent10(c) applies occurs within 90 days prior tGlzange of Control or within
12 months after a Change of Control:

(@) all stock options that are not exercisable uporagh@ication of the provisions of Section 10(c)(sfijall immediately
become exercisable in full and the options to wthidt provision applies shall remain exercisablgl tme earlier of
(1) the end of the 90-day period immediately folilogvthe later of the date of employment terminatiotthe date of the
Change of Control and (2) the date the stock ofgjorould otherwise expire; and

(b)  the Company's lapsing repurchase right with resjpeshares of restricted stock held by the Exeeuivall lapse in full
(subject to the Executive making satisfactory agesments with the Company providing for paymentt® €ompany of
all required withholding taxes).

B. A new Section 27 shall be added, which shall staiteits entirety as follows:

27.

409A.

Any severance payment to the Executive under thieément shall be bifurcated into two portions,sistmg of a portion the
does not constitute "nonqualified deferred compeémsawithin the meaning of Section 409A of the @aahd a portion, if any,
that does constitute nonqualified deferred compérsdf the Executive is a "specified employee'da$ined in Section 409A(a)
(2)(B)(i) of the Code, the commencement of thevéali of any such payments that constitute nongedlideferred
compensation payable upon a "separation from s&ruiader Section 409A(a)(2)(A)(i) of the Code vki# delayed until the lat
of (i) the first business day that is more thanmsbnths after the employment termination date @hthé date such payments
would otherwise be payable hereunder. The detetiamaf whether, and the extent to which, any & payments to be made to
the Executive hereunder are nonqualified defermedpensation shall be made after the applicaticallapplicable exclusions,
including those set forth under Treasury Reg. 89/A41(b)(9). Any payments that are intended to dy&br the exclusion for
separation pay due to involuntary separation fremise set forth in Reg. §1.409A-1(b)(9)(iii) m paid no later than the last
day of the second taxable year following the tagafalar in which the employment termination dateuoecTo the extent that the
termination of the Executive's employment doescowistitute a separation of service under Secti@Add)(2)(A)(i) of the Codt
(as the result of further services that are reasgremticipated to be provided by the Executivéh® Company at the time the
Executive's employment is terminated), the payroéany non-qualified deferred compensation willfbeher delayed until the
later of (i) date the first business day that igerthan six months after the date of a subsequemit €onstituting a separation of
service under Section 409A(a)(2)(A)(i) of the Caahel (ii) the date such payments would otherwispdyable hereunder.




As so amended, the Agreement shall remain in éutld and effect. Executed as of the date set &rtive:

VERTEX PHARMACEUTICALS INCORPORATEL

By:
/sl IAN SMITH

lan Smith
Executive Vice President and Chief Financial Offi

/s/ KENNETH S. BOGER

Kenneth S. Boge
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Exhibit 10.33
EMPLOYMENT AGREEMENT

AGREEMENT, made and entered into as of &atyr 11, 2008 by and between Vertex Pharmaceuticatsporated, a Massachusetts
corporation (together with its successors and assifpe "Company’), and John Alam (the Executive’).

WITNESSETH

WHEREAS, the Company is employing the Exieeuas the Company's Executive Vice President,iteels Development, and Chief
medical Officer;

WHEREAS, the Company and the Executiverddsi enter into an employment agreement, which sbaforth the terms of such
employment (this Agreement); and

WHEREAS, the Executive desires to entey this Agreement and to continue such employmenjest to the terms and provisions of
this Agreement.

NOW, THEREFORE, in consideration of therpiges and mutual covenants contained herein aratfier good and valuable
consideration, the receipt of which mutually ismakledged, the Company and the Executive (eackithdilly a "Party ", and together the "
Parties") agree as follows:

1. DEFINITIONS.

"Base Salary shall mean the Executive's base salary in acomelavith Section 4 below.
"Board" shall mean the Board of Directors of the Company.

"Cause" shall mean (i) the Executive is convicted of Bner involving moral turpitude, (ii) the Executiveramits a material breach of
any provision of this Agreement not involving therfprmance or nonperformance of duties, or (ii§ Executive, in carrying out the
Executive's duties, acts or fails to act in a marninat is determined, in the sole discretion of Board, after written notice of any such act or
failure to act and a reasonable opportunity to theedeficiency has been provided to the Executivege (A) willful gross neglect or (B) willfi
gross misconduct resulting, in either case, in natbarm to the Company unless such act, or faitaract, was believed by the Executive, in
good faith, to be in the best interests of the Camyp

"Change of Contral shall have the meaning set forth in the Chang@mftrol Agreement.

"Change of Control Agreemehshall mean the Change of Control letter agreerhetween the Company and the Executive dated
March 7, 2003, as amended.

"Code" shall mean the Internal Revenue Code of 198&n@snded.
"Common Stockshall mean the common stock of the Company.

"Disability " or " Disabled" shall mean a disability as determined under tbm@any's longerm disability plan or program in effect at
time the disability first occurs, or if no such plar program exists at the time of disability, tlzetdisability" as defined under Section 22(e)(3)
of the Code.

"Effective Date' shall mean February 11, 2008.

"Good Reasofi shall mean that, without the Executive's conseng or more of the following events occurs, arelEkecutive, at the
Executive's own initiative provides notice of tenation within 30 days after such event:

0] the Executive's Base Salary is decreased unlessreduaction is part of an acr«-the-board proportionate reduction in t
salaries of the Company's senior management te;am; o

(i) the office to which the Executive is assigned lsaated to a place 35 or more miles away and seidcation is not at the
Executive's request or with the Executive's prgneament (an






other than, for Executives assigned to the Compamyncipal executive offices, in connection witbrange in location of the
Company's principal executive offices).

"Severance Paymehshall mean an amount equal to the sum of the Batary in effect on the date of termination of Extéve's
employment, plus the amount of the Target BonusHerExecutive for the year in which the Execusvahployment is terminated; provided,
however, that if the Executive terminates the Exigels employment for Good Reason based on a riexfuict Base Salary, then the Base
Salary to be used in calculating the Severance Bayshall be the Base Salary in effect immedigbeiyr to such reduction in Base Salary.

"Target Bonus$ shall mean the target cash bonus for which thecktive is eligible on an annual basis, at a levakistent with the
Executive's title and responsibilities, under tlerpany's bonus program then in effect and appkctibthe Company's senior executives
generally.

2. TERM OF EMPLOYMENT.

The Company hereby employs the Executind,the Executive hereby accepts such employmentineong until termination in
accordance with the terms of this Agreement. Thieogdealuring which the Executive is employed hereamid referred to in this Agreement as
the "term of employment.

3. POSITION.

On the Effective Date, the Executive shallemployed as the Company's Executive, Vice Reasitiledicines Development and Chief
Medical Officer and shall be a member of the ConyfsaBxecutive Team, or similar senior leadershiuigt

4. BASE SALARY.

The Executive's annualized Base Salanyf #seadate of this Agreement is $424,360.00, payabkccordance with the regular payroll
practices of the Company. The Base Salary shaktiewed no less frequently than annually, andaranges thereto (which shall thereafte
deemed the Executive's Base Salary) shall be saiéiyn the discretion of the Board.

5. TARGET BONUS PROGRAM

During the term of employment, the Execaitthall be eligible to participate in the Compardsget Bonus program (and other cash
incentive compensation programs) applicable tadbmpany's senior executives, as any such progresresgablished and modified from time
to time by the Board in its sole discretion, anddacordance with the terms of such program.

6. INCENTIVE COMPENSATION PROGRAMSE

During the term of employment, the Execaitthall be eligible to participate in the Compainytgentive compensation programs applici
to the Company's senior executives, as such pragnaay be established and modified from time to iméhe Board in its sole discretion.

7. EMPLOYEE BENEFIT PROGRAMS

During the term of employment, the Execaitthall be entitled to participate in all employesifare and pension benefit plans, programs
and/or arrangements offered by the Company teiigos executives, as such plans, programs andgenaents may be amended from time to
time, to the same extent and on the same term&apla to other senior executives. Nothing in #éstion shall preclude the Company from
amending or terminating any of its employee bermméihs, programs or arrangements.

8. VACATION.

During the term of employment, the Execaitbhall be entitled to paid vacation days eachhdaleyear in accordance with the Company's
vacation policy then in effect.




9. TERMINATION OF EMPLOYMENT.

(a) Termination in Connection with a Change of Control. To the extent the Executive is entitled, in cection with the Executive's
termination of employment, to severance or otheelits under the Change of Control Agreement, tkechtive shall not be entitled to
corresponding benefits under this Section 9.

(b) Termination by the Company for Cause; or Terminatian by the Executive without Good Reason If the Company terminates
the Executive's employment for Cause, or if thedttige voluntarily terminates the Executive's enyph@nt, other than for Good Reason, d
or Disability, the term of employment shall endofishe date specified below, and the Executivel dfeaéntitled to the following:

0] Base Salary earned by Executive but not paid thrdahig date of termination of Executive's employmerder this Section 9(b);
and

(i) any amounts earned, accrued or owing to the Execbtit not yet paid under Sections 5, 6, or 7 above

Termination by Company for Cause shall fiecéive as of the date noticed by the Companyuvtdry termination by Executive other
than for Good Reason, death or Disability shaktiective upon 90 days' prior written notice to @empany and shall not be deemed a breach
of this Agreement.

If the Executive voluntarily terminates bisher employment without Good Reason, the Compaany elect to waive the period of notice,
or any portion thereof, and, if the Company sotsleéte Company will pay the Executive at the cdtthe Executive's Base Salary for the
notice period or for any remaining portion thereof.

(c) Termination by the Company Without Cause; or Termination by the Executive for Good Reason If the Company terminates
the Executive's employment for Cause, or if thedttige voluntarily terminates the Executive's enypbent, other than for Good Reason, d
or Disability, the term of employment shall endofishe date specified below, and the Executivel dieéntitled to the following (provided th
with respect to (i) and (v) such amounts shalkhbject to and in exchange for a general relepgexbeutive of all claims against the
Company, its subsidiaries, and their officers, aves, agents and representatives):

0] Base Salary earned by Executive but not paid thrahig date of termination of Executive's employmender this Section 9(c);

(i) all incentive compensation awards earned by Exeetit not paid prior to the date of terminatiorEaEcutive's employment
under this Section 9(c);

(i)  acash payment to the Executive in an amount équbE Severance Payment, payable within ten diéssthe execution of a
general release and expiration without revocatfoaing applicable revocation periods under the ganetease;

(iv)  any amounts earned, accrued or owing to the Execbtit not yet paid under Sections 5, 6 or 7 ab

(v) if COBRA coverage is elected by the Executive, @menpany shall pay the cost of COBRA continuatioengiums on the
Executive's behalf to continue standard medicaitalend life insurance coverage for the Executdrehe cash equivalent of
same in the event the Executive is ineligible fontnued coverage) until the earlier of:

(A)  the date 12 months after the date the Executivefdayment is terminated; or
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(B) the date, or dates, on which the Executive recedgesvalent coverage and benefits under the pfamegrams and/c
arrangements of a subsequent employer (such cavaragbenefits to be determined on a coverage-bgrage or
benefit-by-benefit basis).

If Executive is a "specified employee" un8ection 409A(a)(2)(B)(i) of the Code, any paymeitnonqualified deferred
compensation” (as defined under Section 409A oftbde and related guidance) attributable to a 'redipa from service" (as defined under
Section 409A of the Code and related guidance) sbatommence until the first full business dagttts more than 6 months after the
applicable separation from serviceDgferred Payment Dat§. Any payments that would otherwise have beenertztween the separation
from service and the Deferred Payment Date, buthfsrparagraph, shall be made in a lump sum o#ferred Payment Date. Payments that,
in any case, are scheduled to be made after theri@dfPayment Date shall continue according t@gpticable payment schedule. To the
extent that the termination of the Executive's eyplent does not constitute a separation of servicker Section 409A(a)(2)(A)(i) of the Code
(as the result of further services that reasonatdyanticipated to be provided by the ExecutivihéoCompany at the time the Executive's
employment is terminated), the payment of any natified deferred compensation will be further dedyuntil the date that is the first full
business day that is more than 6 months afterdteeaf a subsequent event constituting a separatisarvice under Section 409A(a)(2)(A)(i)
of the Code.

10. ASSIGNABILITY; BINDING NATURE.

This Agreement shall be binding upon anderto the benefit of the Parties and their res$pectuccessors, heirs (in the case of the
Executive) and assigns. No rights or obligationthefCompany under this Agreement may be assigngdrsferred by the Company except
that such rights or obligations may be assignddamsferred pursuant to a merger or consolidatiomtiich the Company is not the continuing
entity, or the sale or liquidation of all or subtally all of the assets of the Compampyopvided, however, that the assignee or transferee is the
successor to all or substantially all of the aseéthe Company and such assignee or transfereenassthe liabilities, obligations and duties of
the Company, as contained in this Agreement, ettbetractually or as a matter of law.

11. REPRESENTATIONS

The Company represents and warrants tiefutly authorized and empowered to enter inie tkgreement, and that the performance of
its obligations under this Agreement will not vitdany agreement between it and any other persompf organization. The Executive
represents and warrants that no agreement existede him and any other person, firm or organizatimt would be violated by the
performance of the Executive's obligations undir Agreement.

12. INDEMNIFICATION; INSURANCE.

The Executive shall at all times be indeffrediand eligible for advancement of expenses ersdme basis as is provided for the
Company's other executive officers and in accordavith the provisions of the Company's charter layshws then in effect. The Executive
shall also be covered under all of the Companylisips of liability insurance maintained for thentdit of its directors and officers on the same
basis as is provided for its other executive office

13. ENTIRE AGREEMENT; TERMINATION.

This Agreement, Change of Control Agreemantl the Employee Non-Disclosure, Non-Competifoimventions Agreement between
the Executive and the Company, contain the entickerstanding and agreement between the Partiegrong the subject matter hereof and
supersedes all prior agreements, understandirgggjstiions, negotiations and undertakings, whethewor oral, between the Parties with
respect thereto. Subject to the terms of this Ageze, the Company shall be entitled to terminageBkecutive's employment at any time, and
the Executive may terminate




the Executive's employment by the Company, at Bng,tin each case by written notice provided incadgance with Section 20 of this
Agreement.

14. AMENDMENT OR WAIVER.

No provision in this Agreement may be amezhdnless such amendment is agreed to in writidgsagned by the Executive and an
authorized officer of the Company. No waiver byheitParty of any breach by the other Party of amdiion or provision contained in this
Agreement to be performed by such other Party figatleemed a waiver of a similar or dissimilar ¢toi or provision at the same or any
prior or subsequent time. Any waiver must be irtiwgi and signed by the Executive or an authoriZéides of the Company, as the case may
be.

15. SEVERABILITY.

If any provision or portion of this Agreenmteshall be determined to be invalid or unenforée&tr any reason, in whole or in part, the
remaining provisions of this Agreement shall beftewed thereby and shall remain in full force afict to the fullest extent permitted by
law.

16. SURVIVORSHIP.

The respective rights and obligations ef Barties hereunder shall survive any terminatfdh@Executive's employment to the extent
necessary to the intended preservation of suclsragyid obligations.

17. BENEFICIARIES/REFERENCES

The Executive shall be entitled, to thesexipermitted under any applicable law, to seladt@hange a beneficiary or beneficiaries to
receive any compensation or benefit payable heeuiotiowing the Executive's death by giving thengaany written notice thereof. In the
event of the Executive's death or a judicial deteation of the Executive's incompetence, referéndhis Agreement to the Executive shall be
deemed, where appropriate, to refer to the Exeestlyeneficiary, estate or other legal represeetati

18. GOVERNING LAW/JURISDICTION.

This Agreement shall be governed by andttaed and interpreted in accordance with the laiiithe Commonwealth of Massachusetts
without reference to principles of conflict of laws

19. RESOLUTION OF DISPUTES

Any disputes arising under or in connectioth this Agreement may, at the election of the&ixive or the Company, be resolved by
binding arbitration, to be held in Massachusettadoordance with the Rules and Procedures of therigan Arbitration Association. If
arbitration is elected, the Executive and the Camgshall mutually select the arbitrator. If the Extve and the Company cannot agree on the
selection of an arbitrator, each Party shall sedecarbitrator and the two arbitrators shall sedetttird arbitrator, and the three arbitratorsishal
form an arbitration panel that shall resolve thepdie by majority vote. Judgment upon the awardessd by the arbitrator or arbitrators may
be entered in any court having jurisdiction ther&ists of the arbitrator or arbitrators and osignilar costs in connection with an arbitration
shall be shared equally by the Parties; all otbsts; such as attorneys' fees incurred by eacl, Baall be borne by the Party incurring such
costs.

20. NOTICES.

All notices that are required or permittesteunder shall be in writing and sufficient ifisleled personally, sent by facsimile (and
promptly confirmed by personal delivery, registeceaertified mail




or overnight courier), sent by nationally-recoguizerernight courier or sent by registered or dediinail, postage prepaid, addressed as
follows:

If to the Company: Vertex Pharmaceuticals Incoaped
130 Waverly Street
Cambridge, MA 02139-4242
Attn: Chief Executive Officer
with copies to:
the General Couns

If to the Executive at the Executive's home address listed in the Cagnpecords

Any such notice shall be deemed to have lggeen: (a) when delivered if personally delivemdsent by facsimile on a business day;
(b) on the business day after dispatch if sentddionally+ecognized overnight courier; and/or (c) on ththfusiness day following the date
mailing if sent by mail.

21. HEADINGS.

The headings of the sections containedigmAgreement are for convenience only and shdlbealeemed to control or affect the meaning
or construction of any provision of this Agreement.

22. COUNTERPARTS
This Agreement may be executed in two oreramunterparts.
23. SECTION 409A COMPLIANCE.

It is the intention of the Company and Ehecutive that this Agreement and the paymentsigeohfor herein meet the requirements of
Section 409A of the Code, to the extent applicadbldis Agreement and such payments. The CompaghyrenExecutive agree to cooperate in
good faith in preparing and executing, at such @meufficient guidance is available under Sedlid®A and from time to time thereafter, such
amendments to this Agreement, if any, as the Exeruoiay reasonably request solely for the purpdsessuring that this Agreement and the
payments provided hereunder meet the requiremé@sation 409A. Nothing in this Section 23 shatjuge the Company to increase the
Executive's compensation or make the Executive evfal any requested changes.

24.  TAX WITHHOLDING; NO GUARANTEE OF ANY TAX CONSEQUENES.

All payments hereunder shall be subjectitapplicable withholding for any federal, statdacal income taxes including any excise taxes
under the Code. Notwithstanding any other provisibthis Agreement to the contrary or other repnéstgon, the Company does not in any
way guarantee the tax consequences of any paymeotgpensation under this Agreement including, authimitation, under Section 409A
the Code.




IN WITNESS WHEREOF, the undersigned havecexed this Agreement as of the date first writtbave.

Vertex Pharmaceuticals Incorporated

/sl JOSHUA S. BOGER

Joshua S. Boger
President & Chief Executive Offic

Executive

/sl JOHN ALAM

John Alam
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Exhibit 10.34
EMPLOYMENT AGREEMENT

AGREEMENT, made and entered into as of &atyr 11, 2008 by and between Vertex Pharmaceuticatsporated, a Massachusetts
corporation (together with its successors and assifpe "Company’), and Peter Mueller (theExecutive’).

WITNESSETH

WHEREAS, the Company is employing the Exiweuas the Company's Executive Vice PresidentgDnmovation and Realization, and
Chief Scientific Officer;

WHEREAS, the Company and the Executiverddsi enter into an employment agreement, which sbaforth the terms of such
employment (this Agreement); and

WHEREAS, the Executive desires to entey this Agreement and to continue such employmenjest to the terms and provisions of
this Agreement.

NOW, THEREFORE, in consideration of therpiges and mutual covenants contained herein aratier good and valuable
consideration, the receipt of which mutually ismakledged, the Company and the Executive (eackithdilly a "Party ", and together the "
Parties") agree as follows:

1. DEFINITIONS.

"Base Salary shall mean the Executive's base salary in acomelavith Section 4 below.
"Board" shall mean the Board of Directors of the Company.

"Cause" shall mean (i) the Executive is convicted of Bner involving moral turpitude, (ii) the Executiveramits a material breach of
any provision of this Agreement not involving therfprmance or nonperformance of duties, or (ii§ Executive, in carrying out the
Executive's duties, acts or fails to act in a marninat is determined, in the sole discretion of Board, after written notice of any such act or
failure to act and a reasonable opportunity to theedeficiency has been provided to the Executivege (A) willful gross neglect or (B) willfi
gross misconduct resulting, in either case, in natbarm to the Company unless such act, or faitaract, was believed by the Executive, in
good faith, to be in the best interests of the Camyp

"Change of Contral shall have the meaning set forth in the Chang@mftrol Agreement.

"Change of Control Agreemehshall mean the Change of Control letter agreerhetween the Company and the Executive dated
March 7, 2003, as amended.

"Code" shall mean the Internal Revenue Code of 198&n@snded.
"Common Stockshall mean the common stock of the Company.

"Disability " or " Disabled" shall mean a disability as determined under tbm@any's longerm disability plan or program in effect at
time the disability first occurs, or if no such plar program exists at the time of disability, tlzetdisability" as defined under Section 22(e)(3)
of the Code.

"Effective Date' shall mean February 11, 2008.

"Good Reasofi shall mean that, without the Executive's conseng or more of the following events occurs, arelEkecutive, at the
Executive's own initiative provides notice of tenation within 30 days after such event:

0] the Executive's Base Salary is decreased unlessreduaction is part of an acr«-the-board proportionate reduction in t
salaries of the Company's senior management te;am; o

(i) the office to which the Executive is assigned lsaated to a place 35 or more miles away and seidcation is not at the
Executive's request or with the Executive's prgneament (an






other than, for Executives assigned to the Compamyncipal executive offices, in connection witbrange in location of the
Company's principal executive offices).

"Severance Paymehshall mean an amount equal to the sum of the Batary in effect on the date of termination of Extéve's
employment, plus the amount of the Target BonusHerExecutive for the year in which the Execusvahployment is terminated; provided,
however, that if the Executive terminates the Exigels employment for Good Reason based on a riexfuict Base Salary, then the Base
Salary to be used in calculating the Severance Bayshall be the Base Salary in effect immedigbeiyr to such reduction in Base Salary.

"Target Bonus$ shall mean the target cash bonus for which thecktive is eligible on an annual basis, at a levakistent with the
Executive's title and responsibilities, under tlerpany's bonus program then in effect and appkctibthe Company's senior executives
generally.

2. TERM OF EMPLOYMENT.

The Company hereby employs the Executind,the Executive hereby accepts such employmentineong until termination in
accordance with the terms of this Agreement. Thieogdealuring which the Executive is employed hereamid referred to in this Agreement as
the "term of employment.

3. POSITION.

On the Effective Date, the Executive shallemployed as the Company's Executive Vice Presideug Innovation and Realization, and
Chief Scientific Officer.

4. BASE SALARY.

The Executive's annualized Base Salanyf #seadate of this Agreement is $458,719.77, payabkccordance with the regular payroll
practices of the Company. The Base Salary shaktiewed no less frequently than annually, andaranges thereto (which shall thereafte
deemed the Executive's Base Salary) shall be saiéiyn the discretion of the Board.

5. TARGET BONUS PROGRAM

During the term of employment, the Execaitthall be eligible to participate in the Compardsget Bonus program (and other cash
incentive compensation programs) applicable tadbmpany's senior executives, as any such progresresgablished and modified from time
to time by the Board in its sole discretion, anddacordance with the terms of such program.

6. INCENTIVE COMPENSATION PROGRAMSE

During the term of employment, the Execaitthall be eligible to participate in the Compainytgentive compensation programs applici
to the Company's senior executives, as such pragnaay be established and modified from time to iméhe Board in its sole discretion.

7. EMPLOYEE BENEFIT PROGRAMS

During the term of employment, the Execaitthall be entitled to participate in all employesifare and pension benefit plans, programs
and/or arrangements offered by the Company teiigos executives, as such plans, programs andgenaents may be amended from time to
time, to the same extent and on the same term&apla to other senior executives. Nothing in #éstion shall preclude the Company from
amending or terminating any of its employee bermméihs, programs or arrangements.

8. VACATION.

During the term of employment, the Execaitbhall be entitled to paid vacation days eachhdaleyear in accordance with the Company's
vacation policy then in effect.




9. TERMINATION OF EMPLOYMENT.

(a) Termination in Connection with a Change of Control. To the extent the Executive is entitled, in cection with the Executive's
termination of employment, to severance or otheelits under the Change of Control Agreement, tkechtive shall not be entitled to
corresponding benefits under this Section 9.

(b) Termination by the Company for Cause; or Terminatian by the Executive without Good Reason If the Company terminates
the Executive's employment for Cause, or if thedttige voluntarily terminates the Executive's enyph@nt, other than for Good Reason, d
or Disability, the term of employment shall endofishe date specified below, and the Executivel dfeaéntitled to the following:

0] Base Salary earned by Executive but not paid thrdahig date of termination of Executive's employmerder this Section 9(b);
and

(i) any amounts earned, accrued or owing to the Execbtit not yet paid under Sections 5, 6, or 7 above

Termination by Company for Cause shall fiecéive as of the date noticed by the Companyuvtdry termination by Executive other
than for Good Reason, death or Disability shaktiective upon 90 days' prior written notice to @empany and shall not be deemed a breach
of this Agreement.

If the Executive voluntarily terminates bisher employment without Good Reason, the Compaany elect to waive the period of notice,
or any portion thereof, and, if the Company sotsleéte Company will pay the Executive at the cdtthe Executive's Base Salary for the
notice period or for any remaining portion thereof.

(c) Termination by the Company Without Cause; or Termination by the Executive for Good Reason If the Company terminates
the Executive's employment for Cause, or if thedttige voluntarily terminates the Executive's enypbent, other than for Good Reason, d
or Disability, the term of employment shall endofishe date specified below, and the Executivel dieéntitled to the following (provided th
with respect to (i) and (v) such amounts shalkhbject to and in exchange for a general relepgexbeutive of all claims against the
Company, its subsidiaries, and their officers, aves, agents and representatives):

0] Base Salary earned by Executive but not paid thrahig date of termination of Executive's employmender this Section 9(c);

(i) all incentive compensation awards earned by Exeetit not paid prior to the date of terminatiorEaEcutive's employment
under this Section 9(c);

(i)  acash payment to the Executive in an amount équbE Severance Payment, payable within ten diéssthe execution of a
general release and expiration without revocatfoaing applicable revocation periods under the ganetease;

(iv)  any amounts earned, accrued or owing to the Execbtit not yet paid under Sections 5, 6 or 7 ab

(v) if COBRA coverage is elected by the Executive, @menpany shall pay the cost of COBRA continuatioengiums on the
Executive's behalf to continue standard medicaitalend life insurance coverage for the Executdrehe cash equivalent of
same in the event the Executive is ineligible fontnued coverage) until the earlier of:

(A)  the date 12 months after the date the Executivefdayment is terminated; or
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(B) the date, or dates, on which the Executive recedgesvalent coverage and benefits under the pfamegrams and/c
arrangements of a subsequent employer (such cavaragbenefits to be determined on a coverage-bgrage or
benefit-by-benefit basis).

If Executive is a "specified employee" un8ection 409A(a)(2)(B)(i) of the Code, any paymeitnonqualified deferred
compensation” (as defined under Section 409A oftbde and related guidance) attributable to a 'redipa from service" (as defined under
Section 409A of the Code and related guidance) sbatommence until the first full business dagttts more than 6 months after the
applicable separation from serviceDgferred Payment Dat§. Any payments that would otherwise have beenertztween the separation
from service and the Deferred Payment Date, buthfsrparagraph, shall be made in a lump sum o#ferred Payment Date. Payments that,
in any case, are scheduled to be made after theri@dfPayment Date shall continue according t@gpticable payment schedule. To the
extent that the termination of the Executive's eyplent does not constitute a separation of servicker Section 409A(a)(2)(A)(i) of the Code
(as the result of further services that reasonatdyanticipated to be provided by the ExecutivihéoCompany at the time the Executive's
employment is terminated), the payment of any natified deferred compensation will be further dedyuntil the date that is the first full
business day that is more than 6 months afterdteeaf a subsequent event constituting a separatisarvice under Section 409A(a)(2)(A)(i)
of the Code.

10. ASSIGNABILITY; BINDING NATURE.

This Agreement shall be binding upon anderto the benefit of the Parties and their res$pectuccessors, heirs (in the case of the
Executive) and assigns. No rights or obligationthefCompany under this Agreement may be assigngdrsferred by the Company except
that such rights or obligations may be assignddamsferred pursuant to a merger or consolidatiomtiich the Company is not the continuing
entity, or the sale or liquidation of all or subtally all of the assets of the Compampyopvided, however, that the assignee or transferee is the
successor to all or substantially all of the aseéthe Company and such assignee or transfereenassthe liabilities, obligations and duties of
the Company, as contained in this Agreement, ettbetractually or as a matter of law.

11. REPRESENTATIONS

The Company represents and warrants tiefutly authorized and empowered to enter inie tkgreement, and that the performance of
its obligations under this Agreement will not vitdany agreement between it and any other persompf organization. The Executive
represents and warrants that no agreement existede him and any other person, firm or organizatimt would be violated by the
performance of the Executive's obligations undir Agreement.

12. INDEMNIFICATION; INSURANCE.

The Executive shall at all times be indeffrediand eligible for advancement of expenses ersdme basis as is provided for the
Company's other executive officers and in accordavith the provisions of the Company's charter layshws then in effect. The Executive
shall also be covered under all of the Companylisips of liability insurance maintained for thentdit of its directors and officers on the same
basis as is provided for its other executive office

13. ENTIRE AGREEMENT; TERMINATION.

This Agreement, the agreements refereneeeihy and the Employee Non-Disclosure, Non-Cortipat& Inventions Agreement between
the Executive and the Company, contain the entickerstanding and agreement between the Partiegrong the subject matter hereof and
supersedes all prior agreements, understandirggg)stiions, negotiations and undertakings, whethewor oral, between the Parties with
respect thereto. Subject to the terms of this Apeze, the Company shall be entitled to terminageBkecutive's employment at any time, and
the Executive may terminate




the Executive's employment by the Company, at Bng,tin each case by written notice provided incadgance with Section 20 of this
Agreement.

14. AMENDMENT OR WAIVER.

No provision in this Agreement may be amezhdnless such amendment is agreed to in writidgsagned by the Executive and an
authorized officer of the Company. No waiver byheitParty of any breach by the other Party of amdiion or provision contained in this
Agreement to be performed by such other Party figatleemed a waiver of a similar or dissimilar ¢toi or provision at the same or any
prior or subsequent time. Any waiver must be irtiwgi and signed by the Executive or an authoriZéides of the Company, as the case may
be.

15. SEVERABILITY.

If any provision or portion of this Agreenmteshall be determined to be invalid or unenforée&tr any reason, in whole or in part, the
remaining provisions of this Agreement shall beftewed thereby and shall remain in full force afict to the fullest extent permitted by
law.

16. SURVIVORSHIP.

The respective rights and obligations ef Barties hereunder shall survive any terminatfdh@Executive's employment to the extent
necessary to the intended preservation of suclsragyid obligations.

17. BENEFICIARIES/REFERENCES

The Executive shall be entitled, to thesexipermitted under any applicable law, to seladt@hange a beneficiary or beneficiaries to
receive any compensation or benefit payable heeuiotiowing the Executive's death by giving thengaany written notice thereof. In the
event of the Executive's death or a judicial deteation of the Executive's incompetence, referéndhis Agreement to the Executive shall be
deemed, where appropriate, to refer to the Exeestlyeneficiary, estate or other legal represeetati

18. GOVERNING LAW/JURISDICTION.

This Agreement shall be governed by andttaed and interpreted in accordance with the laiiithe Commonwealth of Massachusetts
without reference to principles of conflict of laws

19. RESOLUTION OF DISPUTES

Any disputes arising under or in connectioth this Agreement may, at the election of the&ixive or the Company, be resolved by
binding arbitration, to be held in Massachusettadoordance with the Rules and Procedures of therigan Arbitration Association. If
arbitration is elected, the Executive and the Camgshall mutually select the arbitrator. If the Extve and the Company cannot agree on the
selection of an arbitrator, each Party shall sedecarbitrator and the two arbitrators shall sedetttird arbitrator, and the three arbitratorsishal
form an arbitration panel that shall resolve thepdie by majority vote. Judgment upon the awardessd by the arbitrator or arbitrators may
be entered in any court having jurisdiction ther&ists of the arbitrator or arbitrators and osignilar costs in connection with an arbitration
shall be shared equally by the Parties; all otbsts; such as attorneys' fees incurred by eacl, Baall be borne by the Party incurring such
costs.

20. NOTICES.

All notices that are required or permittesteunder shall be in writing and sufficient ifisleled personally, sent by facsimile (and
promptly confirmed by personal delivery, registeceaertified mail




or overnight courier), sent by nationally-recoguizerernight courier or sent by registered or dediinail, postage prepaid, addressed as
follows:

If to the Company: Vertex Pharmaceuticals Incoaped
130 Waverly Street
Cambridge, MA 02139-4242
Attn: Chief Executive Officer
with copies to:
the General Couns

If to the Executive at the Executive's home address listed in the Cagnpecords

Any such notice shall be deemed to have lggeen: (a) when delivered if personally delivemdsent by facsimile on a business day;
(b) on the business day after dispatch if sentddionally+ecognized overnight courier; and/or (c) on ththfusiness day following the date
mailing if sent by mail.

21. HEADINGS.

The headings of the sections containedigmAgreement are for convenience only and shdlbealeemed to control or affect the meaning
or construction of any provision of this Agreement.

22. COUNTERPARTS
This Agreement may be executed in two oreramunterparts.
23. SECTION 409A COMPLIANCE.

It is the intention of the Company and Ehecutive that this Agreement and the paymentsigeohfor herein meet the requirements of
Section 409A of the Code, to the extent applicadbldis Agreement and such payments. The CompaghyrenExecutive agree to cooperate in
good faith in preparing and executing, at such @meufficient guidance is available under Sedlid®A and from time to time thereafter, such
amendments to this Agreement, if any, as the Exeruoiay reasonably request solely for the purpdsessuring that this Agreement and the
payments provided hereunder meet the requiremé@sation 409A. Nothing in this Section 23 shatjuge the Company to increase the
Executive's compensation or make the Executive evfal any requested changes.

24.  TAX WITHHOLDING; NO GUARANTEE OF ANY TAX CONSEQUENES.

All payments hereunder shall be subjectitapplicable withholding for any federal, statdacal income taxes including any excise taxes
under the Code. Notwithstanding any other provisibthis Agreement to the contrary or other repnéstgon, the Company does not in any
way guarantee the tax consequences of any paymeotgpensation under this Agreement including, authimitation, under Section 409A
the Code.




IN WITNESS WHEREOF, the undersigned havecexed this Agreement as of the date first writtbave.

Vertex Pharmaceuticals Incorporated

/sl JOSHUA S. BOGER

Joshua S. Boger
President & Chief Executive Offic

Executive

/sl PETER MUELLER

Peter Muellel

7
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Exhibit 10.37

VERTEX

VERTEX PHARMACEUTICALS INCORPORATED

130 WAVERLY STREET « CAMBRIDGE, MA 02139-4242
TEL. 617.444.6100 * FAX 617.444-6483
http://lwww.vrtx.com

February 11, 200

John J. Alam, M.D.
11 Channing Street
Cambridge, MA 02138

Re: Second Amendment to Change of Control Agreement
Dear John:

The Change of Control Agreement dated adarth 7, 2003 between you and Vertex Pharmacdsificaorporated, as amended effective
November 8, 2004 (theAgreement) hereby is amended, effective February 11, 2688pllows:

A. Delete Section 1.7 in its entirety

B. Delete Section Il in its entirety and substitute tle following therefor:
Il. Severance Benefits upon Change of Controlf:

(A)  your employment is terminated by the Company (ekfmptermination for Cause or due to a Disabiliéy)d the
Termination Date is within 90 days prior to a Chauog Control or within 12 months after a Chang€ohtrol; or

(B)  you, of your own initiative, (i) terminate your etopment for Good Reason and (ii) provide noticéesfmination within
30 days after the event that constitutes Good Reasd the event giving rise to the notice occuthiwi90 days prior to
Change of Control or within 12 months after a ClaafjControl;

then, in exchange for a general release by yoll ofeéms against the Company, its subsidiaries, ismand their officers,
directors and representatives, in a form satisfgdtmthe Company, you shall receive the followbenefits:

1. Severance Payment The Company shall make a cash payment (8&vérance Paymetjtto you in an amount
equal to:

(@)  your annual base salary (provided, however, thadif terminate your employment for Good Reasond
on a reduction in your annual base salary, thematimeial base salary to be used in calculating the
Severance Payment shall be your annual base saleffect immediately prior to such reduction imaal
base salary) plus your target bonus under any bpraggsam applicable to you for the year in whicé th
Termination Date occurs; plus

(b) a pro rata portion of your target bonus for thetiparof the year in which the Termination Date ascu
under any bonus program applicable to you; plus

(c) all cash incentive compensation awards earned byoybnot paid prior to the Termination Date; pomad
that, if a fiscal year has been completed and the




incentive award for such fiscal year has not besarthined, the incentive compensation for such
completed fiscal year shall equal the target bdousuch fiscal year.

Except with respect to any portion of the Severd®@gment that is delayed as set forth in this pagiy the
Severance Payment shall be made in cash withidags after the execution by you of the generabsdeeferred
to above and expiration without revocation of applecable revocation periods under such generabss (or, if
the Change of Control resulting in your becomintitie to such benefits occurs after such execaioch
expiration, within ten days after the Change of ttah The Severance Payment shall be divided tinto
portions, consisting of a portion that does notstibute "nonqualified deferred compensation” wittie meaning
of Section 409A of the Code and a portion, if ahgt does constitute nonqualified deferred compénsdf you
are a "specified employee" as defined in Sectid®?48)(2)(B)(i) of the Code, the commencement ofdeévery
of any such payments that constitute nonqualifiefééiled compensation payable upon a "separation $ervice'
under Section 409A(a)(2)(A)(i) of the Code will Belayed until the first business day that is mbeatsix monttr
after your Termination Date. The determination diether, and the extent to which, any of the paymenbe
made to you hereunder are nonqualified deferredoemsation shall be made after the applicationlatglicable
exclusions, including those set forth under Trea&eg. § 1.409A-1(b)(9). Any payments that arerided to
qualify for the exclusion for separation pay duénteoluntary separation from service set forth egR81.409A-1
(b)(9)(iii) must be paid no later than the last déyhe second taxable year following the taxaldaryin which the
Termination Date occurs. To the extent that thenileaition of your employment does not constituteasation ¢
service under Section 409A(a)(2)(A)(i) of the Cdds the result of further services that are redslgranticipated
to be provided by you to the Company at the timeryamployment is terminated), the payment of any-no
qualified deferred compensation will be furtherayeld until the first business day that is more tiarmonths
after the date of a subsequent event constitutgeparation of service under Section 409A(a)(2)jA)(the
Code.

Accelerated Vesting.

(@)  Stock options for the purchase of the Company'sriexs held by you as of the Termination Date aot
then exercisable shall immediately become exertddalfull. The options to which this acceleratezsting
applies shall remain exercisable until the eadig@) the end of the 90-day period immediatelyof@ing
the later of (i) the Termination Date or (ii) thatd of the Change of Control and (b) the date tibeks
option(s) would otherwise expire; and

(b) the Company's lapsing repurchase right with resjpesihares of restricted stock held by you shakdain
full (subject to your making satisfactory arrangesevith the Company providing for the paymenttte t
Company of all required withholding taxes).

Notwithstanding anything to the contrary in thisrdgment, the terms of any option agreement oricesdrstock
agreement shall govern the acceleration, if anygsfing or lapsing of the Company's repurchadgsignd
period of exercisability of such awards, as applieaexcept to the extent that the terms of this@agent are mo
favorable to you.




3. Continued Insurance Covera. If COBRA coverage is elected by you, the Compshall pay the cost «
COBRA continuation premiums on your behalf to coaé standard medical, dental and life insurancerage
for you (or the cash equivalent of same if youinedigible for continued coverage) for a periodl& months fror
the Termination Date.

4, No Mitigation.  You shall not be required to mitigate the amaifrthe Severance Payment or any other be
provided under this Agreement by seeking other eympént or otherwise, nor shall the amount of anynpent ol
benefit provided for in this Agreement be reducgdiby compensation earned by you as the resulthef o
employment, by retirement benefits, or be offsetiagt any amount claimed to be owed by you to the@any o
otherwise (except for any required withholding &x@rovided, that if the Company makes any otkgesance
payments to you under any other program or agregraech amounts shall be offset against the paysrthst
Company is obligated to make pursuant to this Agerd.

As so amended, the Agreement shall remain in éulld and effect. If you agree to the foregoing asneent, please so indicate by signing and
returning the enclosed copy of this letter.

VERTEX PHARMACEUTICALS INCORPORATEL

By:
/s/ JOSHUA S. BOGEF

Joshua S. Boger
President and Chief Executive Offic

Accepted and Agreel

/s/  JOHN J. ALAM

John J. Alan
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Exhibit 10.38

VERTEX

VERTEX PHARMACEUTICALS INCORPORATED

130 WAVERLY STREET « CAMBRIDGE, MA 02139-4242
TEL. 617.444.6100 * FAX 617.444-6483
http://lwww.vrtx.com

February 11, 2008

Dr. Peter Mueller
45 Algonquian Drive
Natick, MA 0176C

Re: Second Amendment to Change of Control Agreement
Dear Peter:

The Change of Control Agreement dated adarth 7, 2003 between you and Vertex Pharmacdsificaorporated, as amended effective
November 8, 2004 (theAgreement) hereby is amended, effective February 11, 2688pllows:

A. Delete Section 1.7 in its entirety
B. Delete Section Il in its entirety and substitute tle following therefor:
I. Severance Benefits upon Change of Cor.  If:

(A)  your employment is terminated by the Company (efmpermination for Cause or due to a Disabiliayid the
Termination Date is within 90 days prior to a Chamd Control or within 12 months after a Changé&ohtrol; or

(B) you, of your own initiative, (i) terminate your etopment for Good Reason and (ii) provide noticéesmination within
30 days after the event that constitutes Good Reasd the event giving rise to the notice occuthiwi90 days prior to
Change of Control or within 12 months after a CleaafjControl;

then, in exchange for a general release by yoll ofledms against the Company, its subsidiaries), itsand their officers
directors and representatives, in a form satisfgdtnthe Company, you shall receive the followbenefits:

1. Severance Payment The Company shall make a cash payment (8&vérance Paymefjtto you in an amount
equal to:

(@)  your annual base salary (provided, however, thaduf terminate your employment for Good Reasondt
on a reduction in your annual base salary, themtimeial base salary to be used in calculating the
Severance Payment shall be your annual base s$alaffect immediately prior to such reduction imaal
base salary) plus your target bonus under any bpraggsam applicable to you for the year in whicé th
Termination Date occurs; plus

(b)  apro rata portion of your target bonus for thetiparof the year in which the Termination Date ax
under any bonus program applicable to you; plus

(c) all cash incentive compensation awards earned byoybnot paid prior to the Termination Date; pcad
that, if a fiscal year has been completed and the




incentive award for such fiscal year has not besarthined, the incentive compensation for such
completed fiscal year shall equal the target bdousuch fiscal year.

Except with respect to any portion of the Severd®@gment that is delayed as set forth in this pagiy the
Severance Payment shall be made in cash withidags after the execution by you of the generabsdeeferred
to above and expiration without revocation of applecable revocation periods under such generabss (or, if
the Change of Control resulting in your becomintitie to such benefits occurs after such execaioch
expiration, within ten days after the Change of ttah The Severance Payment shall be divided tinto
portions, consisting of a portion that does notstibute "nonqualified deferred compensation” wittie meaning
of Section 409A of the Code and a portion, if ahgt does constitute nonqualified deferred compénsdf you
are a "specified employee" as defined in Sectid®?48)(2)(B)(i) of the Code, the commencement ofdeévery
of any such payments that constitute nonqualifiefééiled compensation payable upon a "separation $ervice'
under Section 409A(a)(2)(A)(i) of the Code will Belayed until the first business day that is mbeatsix monttr
after your Termination Date. The determination diether, and the extent to which, any of the paymenbe
made to you hereunder are nonqualified deferredoemsation shall be made after the applicationlatglicable
exclusions, including those set forth under Trea&eg. § 1.409A-1(b)(9). Any payments that arerided to
qualify for the exclusion for separation pay duénteoluntary separation from service set forth egR81.409A-1
(b)(9)(iii) must be paid no later than the last déyhe second taxable year following the taxaldaryin which the
Termination Date occurs. To the extent that thenileaition of your employment does not constituteasation ¢
service under Section 409A(a)(2)(A)(i) of the Cdds the result of further services that are redslgranticipated
to be provided by you to the Company at the timeryamployment is terminated), the payment of any-no
qualified deferred compensation will be furtherayeld until the first business day that is more tiarmonths
after the date of a subsequent event constitutgeparation of service under Section 409A(a)(2)jA)(the
Code.

Accelerated Vesting.

(@)  Stock options for the purchase of the Company'sriexs held by you as of the Termination Date aot
then exercisable shall immediately become exertddalfull. The options to which this acceleratezsting
applies shall remain exercisable until the eadig@) the end of the 90-day period immediatelyof@ing
the later of (i) the Termination Date or (ii) thatd of the Change of Control and (b) the date tibeks
option(s) would otherwise expire; and

(b) the Company's lapsing repurchase right with resjpesihares of restricted stock held by you shakdain
full (subject to your making satisfactory arrangesevith the Company providing for the paymenttte t
Company of all required withholding taxes).

Notwithstanding anything to the contrary in thisrdgment, the terms of any option agreement oricesdrstock
agreement shall govern the acceleration, if anygsfing or lapsing of the Company's repurchadgsignd
period of exercisability of such awards, as applieaexcept to the extent that the terms of this@agent are mo
favorable to you.




3. Continued Insurance Covera. If COBRA coverage is elected by you, the Compshall pay the cost «
COBRA continuation premiums on your behalf to coaé standard medical, dental and life insurancerage
for you (or the cash equivalent of same if youiaedigible for continued coverage) for a periodl&f months fror
the Termination Date.

4, No Mitigation.  You shall not be required to mitigate the amaifrthe Severance Payment or any other be
provided under this Agreement by seeking other eympént or otherwise, nor shall the amount of anynpent ol
benefit provided for in this Agreement be reducgdiby compensation earned by you as the resulthef o
employment, by retirement benefits, or be offsetiagt any amount claimed to be owed by you to the@any o
otherwise; provided, that if the Company makes @thgr severance payments to you under any othgraroor
agreement, such amounts shall be offset againgatyients the Company is obligated to make purgoahis
Agreement.

As so amended, the Agreement shall remain in duld and effect. If you agree to the foregoing aneent, please so indicate by signing and
returning the enclosed copy of this letter.

VERTEX PHARMACEUTICALS INCORPORATEL

By:
/sl JOSHUA S. BOGER

Joshua S. Boger
President and Chief Executive Offic

Accepted and Agreel

/s/ PETER MUELLER

Peter Muelle
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Exhibit 10.45

VERTEX

VERTEX PHARMACEUTICALS INCORPORATED

130 WAVERLY STREET « CAMBRIDGE, MA 02139-4242
TEL. 617.444.6100 * FAX 617.444-6483
http://lwww.vrtx.com

February 11, 200

Richard C. ("Bink") Garrison
337 Marlborough Street, Apt. 3
Boston, MA 02115

Re: Second Amendment to Change of Control Agreement
Dear Bink:

The Change of Control Agreement dated d3emiember 12, 2005 between you and Vertex Pharrieaksulincorporated, as amended to
date, (the "Agreement) hereby is amended, effective on that date hegeofollows:

A. Delete Section 1.7 in its entirety
B. Delete Section Il in its entirety and substitute tle following therefor:
I. Severance Benefits upon Change of Cor.  If:

(A)  your employment is terminated by the Company (efmpermination for Cause or due to a Disabiligyid the
Termination Date is within 90 days prior to a Chamnd Control or within 12 months after a Changé&ohtrol; or

(B) you, of your own initiative, (i) terminate your etopment for Good Reason and (ii) provide noticéesmination within
30 days after the event that constitutes Good Reasd the event giving rise to the notice occutthiwi90 days prior to
Change of Control or within 12 months after a CleaafjControl;

then, in exchange for a general release by yoll ofledms against the Company, its subsidiaries), itsand their officers
directors and representatives, in a form satisfgdtmthe Company, you shall receive the followbenefits:

1. Severance Payment The Company shall make a cash payment (8&vérance Paymetjtto you in an amount
equal to:

(@)  your annual base salary (provided, however, thadif terminate your employment for Good Reasondt
on a reduction in your annual base salary, themtimeial base salary to be used in calculating the
Severance Payment shall be your annual base s$alaffect immediately prior to such reduction imaal
base salary) plus your target bonus under any bpraggsam applicable to you for the year in which th
Termination Date occurs; plus

(b)  apro rata portion of your target bonus for thetiparof the year in which the Termination Date ax
under any bonus program applicable to you; plus

(c) all cash incentive compensation awards earned byoyb not paid prior to the Termination Date; pcad
that, if a fiscal year has been completed and the




incentive award for such fiscal year has not besarthined, the incentive compensation for such
completed fiscal year shall equal the target bdousuch fiscal year.

Except with respect to any portion of the Severd®@gment that is delayed as set forth in this pagiy the
Severance Payment shall be made in cash withidags after the execution by you of the generabsdeeferred
to above and expiration without revocation of applecable revocation periods under such generabss (or, if
the Change of Control resulting in your becomintitie to such benefits occurs after such execaioch
expiration, within ten days after the Change of ttah The Severance Payment shall be divided tinto
portions, consisting of a portion that does notstibute "nonqualified deferred compensation” wittie meaning
of Section 409A of the Code and a portion, if ahgt does constitute nonqualified deferred compénsdf you
are a "specified employee" as defined in Sectid®?48)(2)(B)(i) of the Code, the commencement ofdeévery
of any such payments that constitute nonqualifiefééiled compensation payable upon a "separation $ervice'
under Section 409A(a)(2)(A)(i) of the Code will Belayed until the first business day that is mbeatsix monttr
after your Termination Date. The determination diether, and the extent to which, any of the paymenbe
made to you hereunder are nonqualified deferredoemsation shall be made after the applicationlatglicable
exclusions, including those set forth under Trea&eg. § 1.409A-1(b)(9). Any payments that arerided to
qualify for the exclusion for separation pay duénteoluntary separation from service set forth egR81.409A-1
(b)(9)(iii) must be paid no later than the last déyhe second taxable year following the taxaldaryin which the
Termination Date occurs. To the extent that thenileaition of your employment does not constituteasation ¢
service under Section 409A(a)(2)(A)(i) of the Cdds the result of further services that are redslgranticipated
to be provided by you to the Company at the timeryamployment is terminated), the payment of any-no
qualified deferred compensation will be furtherayeld until the first business day that is more tiarmonths
after the date of a subsequent event constitutgeparation of service under Section 409A(a)(2)jA)(the
Code.

Accelerated Vesting.

(@)  Stock options for the purchase of the Company'sriexs held by you as of the Termination Date aot
then exercisable shall immediately become exertddalfull. The options to which this acceleratezsting
applies shall remain exercisable until the eadig@) the end of the 90-day period immediatelyof@ing
the later of (i) the Termination Date or (ii) thatd of the Change of Control and (b) the date tibeks
option(s) would otherwise expire; and

(b) the Company's lapsing repurchase right with resjpesihares of restricted stock held by you shakdain
full (subject to your making satisfactory arrangesevith the Company providing for the paymenttte t
Company of all required withholding taxes).

Notwithstanding anything to the contrary in thisrdgment, the terms of any option agreement oricesdrstock
agreement shall govern the acceleration, if anygsfing or lapsing of the Company's repurchadgsignd
period of exercisability of such awards, as applieaexcept to the extent that the terms of this@agent are mo
favorable to you.




3. Continued Insurance Covera. If COBRA coverage is elected by you, the Compshall pay the cost «
COBRA continuation premiums on your behalf to coaé standard medical, dental and life insurancerage
for you (or the cash equivalent of same if youinedigible for continued coverage) for a periodl& months fror
the Termination Date.

4, No Mitigation.  You shall not be required to mitigate the amaifrthe Severance Payment or any other be
provided under this Agreement by seeking other eympént or otherwise, nor shall the amount of anynpent ol
benefit provided for in this Agreement be reducgdiby compensation earned by you as the resulthef o
employment, by retirement benefits, or be offsetiagt any amount claimed to be owed by you to the@any o
otherwise (except for any required withholding &x@rovided, that if the Company makes any otkgesance
payments to you under any other program or agregraech amounts shall be offset against the paysrthst
Company is obligated to make pursuant to this Agerd.

As so amended, the Agreement shall remain in dutd and effect. If you agree to the foregoing aneent, please so indicate by signing and
returning the enclosed copy of this letter.

VERTEX PHARMACEUTICALS INCORPORATEL

By:
/sl JOSHUA S. BOGER

Joshua S. Boger
President and Chief Executive Offic

Accepted and Agreel

/s/ RICHARD C. GARRISON

Richard C. Garriso
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Exhibit 10.4€
EMPLOYMENT AGREEMENT

AGREEMENT, made and entered into as of &atyr 11, 2008 by and between Vertex Pharmaceuticatsporated, a Massachusetts
corporation (together with its successors and assifpe "Company"’), and Lisa Kelly-Croswell (the Executive'’).

WITNESSETH
WHEREAS, the Company is employing the Exiweuas the Company's Senior Vice President, HuResources;

WHEREAS, the Company and the Executiverddsienter into an employment agreement, which sbaforth the terms of such
employment (this Agreement); and

WHEREAS, the Executive desires to entay thts Agreement and to continue such employmenjest to the terms and provisions of
this Agreement.

NOW, THEREFORE, in consideration of therpiges and mutual covenants contained herein aratfier good and valuable
consideration, the receipt of which mutually is rakledged, the Company and the Executive (eackidhahlly a "Party ", and together the "
Parties") agree as follows:

1. DEFINITIONS.

"Base Salary shall mean the Executive's base salary in acomelavith Section 4 below.
"Board" shall mean the Board of Directors of the Company.

"Cause" shall mean (i) the Executive is convicted of ene involving moral turpitude, (ii) the Executiveramits a material breach of
any provision of this Agreement not involving therfprmance or nonperformance of duties, or (ii@ Executive, in carrying out the
Executive's duties, acts or fails to act in a marninat is determined, in the sole discretion of Board, after written notice of any such act or
failure to act and a reasonable opportunity to thieedeficiency has been provided to the Executivége (A) willful gross neglect or (B) willfi
gross misconduct resulting, in either case, in netharm to the Company unless such act, or faitaract, was believed by the Executive, in
good faith, to be in the best interests of the Camyp

"Change of Contral shall have the meaning set forth in the Chang@mftrol Agreement.

"Change of Control Agreemehshall mean the Change of Control letter agreerhetween the Company and the Executive dated
July 12, 2007.

"Code" shall mean the Internal Revenue Code of 198&naended.
"Common Stockshall mean the common stock of the Company.

"Disability " or " Disabled" shall mean a disability as determined under tbe@any's longerm disability plan or program in effect at
time the disability first occurs, or if no such plar program exists at the time of disability, treetdisability” as defined under Section 22(e)(3)
of the Code.

"Effective Daté' shall mean February 11, 2008.

"Good Reasoh shall mean that, without the Executive's conseng or more of the following events occurs, arelEkecutive, at the
Executive's own initiative provides notice of tenation within 30 days after such event:

0] the Executive's Base Salary is decreased unlebsreduction is part of an across-the-board propoatie reduction in the
salaries of the Company's senior management te;am; o

(i) the office to which the Executive is assigned Iegated to a place 35 or more miles away and seideation is not at th
Executive's request or with the Executive's prgmeament (an






other than, for Executives assigned to the Compamyncipal executive offices, in connection witbrange in location of the
Company's principal executive offices).

"Severance Paymehshall mean an amount equal to the sum of the Batary in effect on the date of termination of Extéve's
employment, plus the amount of the Target BonusHerExecutive for the year in which the Execusvahployment is terminated; provided,
however, that if the Executive terminates the Exigels employment for Good Reason based on a riexfuict Base Salary, then the Base
Salary to be used in calculating the Severance Bayshall be the Base Salary in effect immedigbeiyr to such reduction in Base Salary.

"Target Bonus$ shall mean the target cash bonus for which thecktive is eligible on an annual basis, at a levakistent with the
Executive's title and responsibilities, under tlerpany's bonus program then in effect and appkctibthe Company's senior executives
generally.

2. TERM OF EMPLOYMENT.

The Company hereby employs the Executind,the Executive hereby accepts such employmentineong until termination in
accordance with the terms of this Agreement. Thieogdealuring which the Executive is employed hereamid referred to in this Agreement as
the "term of employment.

3. POSITION.
On the Effective Date, the Executive shallemployed as the Company's Senior Vice Presitemian Resources.
4. BASE SALARY.

The Executive's annualized Base Salanyf #seadate of this Agreement is $298,700.00, payabkccordance with the regular payroll
practices of the Company. The Base Salary shalbtiewed no less frequently than annually, andaranges thereto (which shall thereafte
deemed the Executive's Base Salary) shall be saidiyn the discretion of the Board.

5. TARGET BONUS PROGRAM.

During the term of employment, the Execaitthall be eligible to participate in the Compaisget Bonus program (and other cash
incentive compensation programs) applicable tabmpany's senior executives, as any such progresvesgablished and modified from time
to time by the Board in its sole discretion, andd@cordance with the terms of such program.

6. INCENTIVE COMPENSATION PROGRAMS.

During the term of employment, the Execaitthall be eligible to participate in the Compairytgntive compensation programs applici
to the Company's senior executives, as such pragnaay be established and modified from time to timéhe Board in its sole discretion.

7. EMPLOYEE BENEFIT PROGRAMS.

During the term of employment, the Execaitthall be entitled to participate in all employesfare and pension benefit plans, programs
and/or arrangements offered by the Company teigs executives, as such plans, programs andganaents may be amended from time to
time, to the same extent and on the same term&apla to other senior executives. Nothing in #éstion shall preclude the Company from
amending or terminating any of its employee bem@éihs, programs or arrangements.

8. VACATION.

During the term of employment, the Execaitbhall be entitled to paid vacation days eachhdaleyear in accordance with the Company's
vacation policy then in effect.




9. TERMINATION OF EMPLOYMENT.

(a) Termination in Connection with a Change of Control. To the extent the Executive is entitled, in cection with the Executive's
termination of employment, to severance or otheelits under the Change of Control Agreement, tkechtive shall not be entitled to
corresponding benefits under this Section 9.

(b) Termination by the Company for Cause; or Terminatian by the Executive without Good Reason If the Company terminates
the Executive's employment for Cause, or if thedttige voluntarily terminates the Executive's enyph@nt, other than for Good Reason, d
or Disability, the term of employment shall endofishe date specified below, and the Executivel dfeaéntitled to the following:

0] Base Salary earned by Executive but not paid thrdahig date of termination of Executive's employmerder this Section 9(b);
and

(i) any amounts earned, accrued or owing to the Execbtit not yet paid under Sections 5, 6, or 7 above

Termination by Company for Cause shall fiecéive as of the date noticed by the Companyuvtdry termination by Executive other
than for Good Reason, death or Disability shaktiective upon 90 days' prior written notice to @empany and shall not be deemed a breach
of this Agreement.

If the Executive voluntarily terminates bisher employment without Good Reason, the Compaany elect to waive the period of notice,
or any portion thereof, and, if the Company sotsleéte Company will pay the Executive at the cdtthe Executive's Base Salary for the
notice period or for any remaining portion thereof.

(c) Termination by the Company Without Cause; or Termination by the Executive for Good Reason If the Company terminates
the Executive's employment for Cause, or if thedttige voluntarily terminates the Executive's enypbent, other than for Good Reason, d
or Disability, the term of employment shall endofishe date specified below, and the Executivel dieéntitled to the following (provided th
with respect to (i) and (v) such amounts shalkhbject to and in exchange for a general relepgexbeutive of all claims against the
Company, its subsidiaries, and their officers, aves, agents and representatives):

0] Base Salary earned by Executive but not paid thrahig date of termination of Executive's employmender this Section 9(c);

(i) all incentive compensation awards earned by Exeetit not paid prior to the date of terminatiorEaEcutive's employment
under this Section 9(c);

(i)  acash payment to the Executive in an amount équbE Severance Payment, payable within ten diéssthe execution of a
general release and expiration without revocatfoaing applicable revocation periods under the ganetease;

(iv)  any amounts earned, accrued or owing to the Execbtit not yet paid under Sections 5, 6 or 7 ab

(v) if COBRA coverage is elected by the Executive, @menpany shall pay the cost of COBRA continuatioengiums on the
Executive's behalf to continue standard medicaitalend life insurance coverage for the Executdrehe cash equivalent of
same in the event the Executive is ineligible fontnued coverage) until the earlier of:

(A)  the date 12 months after the date the Executivefdayment is terminated; or
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(B) the date, or dates, on which the Executive recedgesvalent coverage and benefits under the pfamegrams and/c
arrangements of a subsequent employer (such cavaragbenefits to be determined on a coverage-bgrage or
benefit-by-benefit basis).

If Executive is a "specified employee" un8ection 409A(a)(2)(B)(i) of the Code, any paymeitnonqualified deferred
compensation” (as defined under Section 409A oftbde and related guidance) attributable to a 'redipa from service" (as defined under
Section 409A of the Code and related guidance) sbatommence until the first full business dagttts more than 6 months after the
applicable separation from serviceDgferred Payment Dat§. Any payments that would otherwise have beenertztween the separation
from service and the Deferred Payment Date, buthfsrparagraph, shall be made in a lump sum o#ferred Payment Date. Payments that,
in any case, are scheduled to be made after theri@dfPayment Date shall continue according t@gpticable payment schedule. To the
extent that the termination of the Executive's eyplent does not constitute a separation of servicker Section 409A(a)(2)(A)(i) of the Code
(as the result of further services that reasonatdyanticipated to be provided by the ExecutivihéoCompany at the time the Executive's
employment is terminated), the payment of any natified deferred compensation will be further dedyuntil the date that is the first full
business day that is more than 6 months afterdteeaf a subsequent event constituting a separatisarvice under Section 409A(a)(2)(A)(i)
of the Code.

10. ASSIGNABILITY; BINDING NATURE.

This Agreement shall be binding upon anderto the benefit of the Parties and their res$pectuccessors, heirs (in the case of the
Executive) and assigns. No rights or obligationthefCompany under this Agreement may be assigngdrsferred by the Company except
that such rights or obligations may be assignddamsferred pursuant to a merger or consolidatiomtiich the Company is not the continuing
entity, or the sale or liquidation of all or subtally all of the assets of the Compampyopvided, however, that the assignee or transferee is the
successor to all or substantially all of the aseéthe Company and such assignee or transfereenassthe liabilities, obligations and duties of
the Company, as contained in this Agreement, ettbetractually or as a matter of law.

11. REPRESENTATIONS

The Company represents and warrants tiefutly authorized and empowered to enter inie tkgreement, and that the performance of
its obligations under this Agreement will not vitdany agreement between it and any other persompf organization. The Executive
represents and warrants that no agreement existede him and any other person, firm or organizatimt would be violated by the
performance of the Executive's obligations undir Agreement.

12. INDEMNIFICATION; INSURANCE.

The Executive shall at all times be indeffrediand eligible for advancement of expenses ersdme basis as is provided for the
Company's other executive officers and in accordavith the provisions of the Company's charter layshws then in effect. The Executive
shall also be covered under all of the Companylisips of liability insurance maintained for thentdit of its directors and officers on the same
basis as is provided for its other executive office

13. ENTIRE AGREEMENT; TERMINATION.

This Agreement, the agreements refereneeeihy and the Employee Non-Disclosure, Non-Cortipat& Inventions Agreement between
the Executive and the Company, contain the entickerstanding and agreement between the Partiegrong the subject matter hereof and
supersedes all prior agreements, understandirggg)stiions, negotiations and undertakings, whethewor oral, between the Parties with
respect thereto. Subject to the terms of this Apeze, the Company shall be entitled to terminageBkecutive's employment at any time, and
the Executive may terminate




the Executive's employment by the Company, at Bng,tin each case by written notice provided incadgance with Section 20 of this
Agreement.

14. AMENDMENT OR WAIVER.

No provision in this Agreement may be amezhdnless such amendment is agreed to in writidgsagned by the Executive and an
authorized officer of the Company. No waiver byheitParty of any breach by the other Party of amdiion or provision contained in this
Agreement to be performed by such other Party figatleemed a waiver of a similar or dissimilar ¢toi or provision at the same or any
prior or subsequent time. Any waiver must be irtiwgi and signed by the Executive or an authoriZéides of the Company, as the case may
be.

15. SEVERABILITY.

If any provision or portion of this Agreenmteshall be determined to be invalid or unenforée&tr any reason, in whole or in part, the
remaining provisions of this Agreement shall beftewed thereby and shall remain in full force afict to the fullest extent permitted by
law.

16. SURVIVORSHIP.

The respective rights and obligations ef Barties hereunder shall survive any terminatfdh@Executive's employment to the extent
necessary to the intended preservation of suclsragyid obligations.

17. BENEFICIARIES/REFERENCES

The Executive shall be entitled, to thesexipermitted under any applicable law, to seladt@hange a beneficiary or beneficiaries to
receive any compensation or benefit payable heeuiotiowing the Executive's death by giving thengaany written notice thereof. In the
event of the Executive's death or a judicial deteation of the Executive's incompetence, referéndhis Agreement to the Executive shall be
deemed, where appropriate, to refer to the Exeestlyeneficiary, estate or other legal represeetati

18. GOVERNING LAW/JURISDICTION.

This Agreement shall be governed by andttaed and interpreted in accordance with the laiiithe Commonwealth of Massachusetts
without reference to principles of conflict of laws

19. RESOLUTION OF DISPUTES

Any disputes arising under or in connectioth this Agreement may, at the election of the&ixive or the Company, be resolved by
binding arbitration, to be held in Massachusettadoordance with the Rules and Procedures of therigan Arbitration Association. If
arbitration is elected, the Executive and the Camgshall mutually select the arbitrator. If the Extve and the Company cannot agree on the
selection of an arbitrator, each Party shall sedecarbitrator and the two arbitrators shall sedetttird arbitrator, and the three arbitratorsishal
form an arbitration panel that shall resolve thepdie by majority vote. Judgment upon the awardessd by the arbitrator or arbitrators may
be entered in any court having jurisdiction ther&ists of the arbitrator or arbitrators and osignilar costs in connection with an arbitration
shall be shared equally by the Parties; all otbsts; such as attorneys' fees incurred by eacl, Baall be borne by the Party incurring such
costs.

20. NOTICES.

All notices that are required or permittesteunder shall be in writing and sufficient ifisleled personally, sent by facsimile (and
promptly confirmed by personal delivery, registeceaertified mail




or overnight courier), sent by nationally-recoguizerernight courier or sent by registered or dediinail, postage prepaid, addressed as
follows:

If to the Company: Vertex Pharmaceuticals Incoaped
130 Waverly Street
Cambridge, MA 02139-4242
Attn: Chief Executive Officer
with copies to:
the General Couns

If to the Executive at the Executive's home address listed in the Cagnpecords

Any such notice shall be deemed to have lggeen: (a) when delivered if personally delivemdsent by facsimile on a business day;
(b) on the business day after dispatch if sentddionally+ecognized overnight courier; and/or (c) on ththfusiness day following the date
mailing if sent by mail.

21. HEADINGS.

The headings of the sections containedigmAgreement are for convenience only and shdlbealeemed to control or affect the meaning
or construction of any provision of this Agreement.

22. COUNTERPARTS
This Agreement may be executed in two oreramunterparts.
23. SECTION 409A COMPLIANCE.

It is the intention of the Company and Ehecutive that this Agreement and the paymentsigeohfor herein meet the requirements of
Section 409A of the Code, to the extent applicadbldis Agreement and such payments. The CompaghyrenExecutive agree to cooperate in
good faith in preparing and executing, at such @meufficient guidance is available under Sedlid®A and from time to time thereafter, such
amendments to this Agreement, if any, as the Exeruoiay reasonably request solely for the purpdsessuring that this Agreement and the
payments provided hereunder meet the requiremé@sation 409A. Nothing in this Section 23 shatjuge the Company to increase the
Executive's compensation or make the Executive evfal any requested changes.

24.  TAX WITHHOLDING; NO GUARANTEE OF ANY TAX CONSEQUENES.

All payments hereunder shall be subjectitapplicable withholding for any federal, statdacal income taxes including any excise taxes
under the Code. Notwithstanding any other provisibthis Agreement to the contrary or other repnéstgon, the Company does not in any
way guarantee the tax consequences of any paymeotgpensation under this Agreement including, authimitation, under Section 409A
the Code.




IN WITNESS WHEREOF, the undersigned havecexed this Agreement as of the date first writtbave.

Vertex Pharmaceuticals Incorporated

/sl JOSHUA S. BOGER

Joshua S. Boger
President & Chief Executive Offic

Executive

/sl LISA KELLY-CROSWELL

Lisa Kelly-Croswell
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Exhibit 10.48

VERTEX

VERTEX PHARMACEUTICALS INCORPORATED

130 WAVERLY STREET « CAMBRIDGE, MA 02139-4242
TEL. 617.444.6100 * FAX 617.444-6483
http://lwww.vrtx.com

February 11, 200

Lisa Kelly-Croswell
40 Wyman Road
Lexington, MA 02420

Re: Amendment to Change of Control Agreement
Dear Lisa:

The Change of Control Agreement dated akubyf 12, 2007 between you and Vertex Pharmacdsiticeorporated (the Agreement)
hereby is amended, effective on the date hered6liasvs:

A. Delete Section 1.7 in its entirety
B. Delete Section Il in its entirety and substitute tle following therefor:
I. Severance Benefits upon Change of Cor.  If:

(A)  your employment is terminated by the Company (efmpermination for Cause or due to a Disabiligyid the
Termination Date is within 90 days prior to a Chamnd Control or within 12 months after a Changé&ohtrol; or

(B) you, of your own initiative, (i) terminate your etopment for Good Reason and (ii) provide noticéesmination within
30 days after the event that constitutes Good Reasd the event giving rise to the notice occutthiwi90 days prior to
Change of Control or within 12 months after a CleaafjControl;

then, in exchange for a general release by yoll ofledms against the Company, its subsidiaries), itsand their officers
directors and representatives, in a form satisfgdtmthe Company, you shall receive the followbenefits:

1. Severance Payment The Company shall make a cash payment (8&vérance Paymetjtto you in an amount
equal to:

(@)  your annual base salary (provided, however, thadif terminate your employment for Good Reasondt
on a reduction in your annual base salary, themtimeial base salary to be used in calculating the
Severance Payment shall be your annual base s$alaffect immediately prior to such reduction imaal
base salary) plus your target bonus under any bpraggsam applicable to you for the year in which th
Termination Date occurs; plus

(b)  apro rata portion of your target bonus for thetiparof the year in which the Termination Date ax
under any bonus program applicable to you; plus

(c) all cash incentive compensation awards earned byoyb not paid prior to the Termination Date; pcad
that, if a fiscal year has been completed and the




incentive award for such fiscal year has not besarthined, the incentive compensation for such
completed fiscal year shall equal the target bdousuch fiscal year.

Except with respect to any portion of the Severd®@gment that is delayed as set forth in this pagiy the
Severance Payment shall be made in cash withidags after the execution by you of the generabsdeeferred
to above and expiration without revocation of applecable revocation periods under such generabss (or, if
the Change of Control resulting in your becomintitie to such benefits occurs after such execaioch
expiration, within ten days after the Change of ttah The Severance Payment shall be divided tinto
portions, consisting of a portion that does notstibute "nonqualified deferred compensation” wittie meaning
of Section 409A of the Code and a portion, if ahgt does constitute nonqualified deferred compénsdf you
are a "specified employee" as defined in Sectid®?48)(2)(B)(i) of the Code, the commencement ofdeévery
of any such payments that constitute nonqualifiefééiled compensation payable upon a "separation $ervice'
under Section 409A(a)(2)(A)(i) of the Code will Belayed until the first business day that is mbeatsix monttr
after your Termination Date. The determination diether, and the extent to which, any of the paymenbe
made to you hereunder are nonqualified deferredoemsation shall be made after the applicationlatglicable
exclusions, including those set forth under Trea&eg. § 1.409A-1(b)(9). Any payments that arerided to
qualify for the exclusion for separation pay duénteoluntary separation from service set forth egR81.409A-1
(b)(9)(iii) must be paid no later than the last déyhe second taxable year following the taxaldaryin which the
Termination Date occurs. To the extent that thenileaition of your employment does not constituteasation ¢
service under Section 409A(a)(2)(A)(i) of the Cdds the result of further services that are redslgranticipated
to be provided by you to the Company at the timeryamployment is terminated), the payment of any-no
qualified deferred compensation will be furtherayeld until the first business day that is more tiarmonths
after the date of a subsequent event constitutgeparation of service under Section 409A(a)(2)jA)(the
Code.

Accelerated Vesting.

(@)  Stock options for the purchase of the Company'sriexs held by you as of the Termination Date aot
then exercisable shall immediately become exertddalfull. The options to which this acceleratezsting
applies shall remain exercisable until the eadig@) the end of the 90-day period immediatelyof@ing
the later of (i) the Termination Date or (ii) thatd of the Change of Control and (b) the date titveks
option(s) would otherwise expire; and

(b) the Company's lapsing repurchase right with resjpesihares of restricted stock held by you shakdain
full (subject to your making satisfactory arrangesevith the Company providing for the paymenttte t
Company of all required withholding taxes).

Notwithstanding anything to the contrary in thisrdgment, the terms of any option agreement oricesdrstock
agreement shall govern the acceleration, if anygsfing or lapsing of the Company's repurchadgsignd
period of exercisability of such awards, as applieaexcept to the extent that the terms of this@agent are mo
favorable to you.




3. Continued Insurance Covera. If COBRA coverage is elected by you, the Compshall pay the cost «
COBRA continuation premiums on your behalf to coaé standard medical, dental and life insurancerage
for you (or the cash equivalent of same if youinedigible for continued coverage) for a periodl& months fror
the Termination Date.

4, No Mitigation.  You shall not be required to mitigate the amaifrthe Severance Payment or any other be
provided under this Agreement by seeking other eympént or otherwise, nor shall the amount of anynpent ol
benefit provided for in this Agreement be reducgdiby compensation earned by you as the resulthef o
employment, by retirement benefits, or be offsetiagt any amount claimed to be owed by you to the@any o
otherwise (except for any required withholding &x@rovided, that if the Company makes any otkgesance
payments to you under any other program or agregraech amounts shall be offset against the paysrthst
Company is obligated to make pursuant to this Agerd.

As so amended, the Agreement shall remain in éulld and effect. If you agree to the foregoing asneent, please so indicate by signing and
returning the enclosed copy of this letter.

VERTEX PHARMACEUTICALS INCORPORATEL

By:
/s/ JOSHUA S. BOGEF

Joshua S. Boger
President and Chief Executive Offic

Accepted and Agreel

/sl LISA KELLY-CROSWELL

Lisa Kelly-Croswell




QuickLinks

Exhibit 10.48



QuickLinks-- Click here to rapidly navigate through this dioant

Exhibit 10.5C
EMPLOYMENT AGREEMENT

AGREEMENT, made and entered into as of &atyr 11, 2008 by and between Vertex Pharmaceuticatsporated, a Massachusetts
corporation (together with its successors and assifpe "Company’), and Amit Sachdev (theExecutive').

WITNESSETH
WHEREAS, the Company is employing the Exiweuas the Company's Senior Vice President, Pinicy and Government Affairs;

WHEREAS, the Company and the Executiverddsienter into an employment agreement, which skaforth the terms of such
employment (this Agreement); and

WHEREAS, the Executive desires to entay thts Agreement and to continue such employmeijest to the terms and provisions of
this Agreement.

NOW, THEREFORE, in consideration of therpiges and mutual covenants contained herein aratfier good and valuable
consideration, the receipt of which mutually is makledged, the Company and the Executive (eackithdilly a "Party ", and together the
Parties") agree as follows:

1. DEFINITIONS.

"Base Salary shall mean the Executive's base salary in acomelavith Section 4 below.
"Board" shall mean the Board of Directors of the Company.

"Cause" shall mean (i) the Executive is convicted of ener of moral turpitude, (ii) the Executive willfylirefuses or fails to follow a
lawful directive or instruction of the Board or thglividual to whom the Executive reporspvidedthat the Executive receives prior written
notice of the directive(s) or instruction(s) thia¢ tExecutive failed to follow and provided furtlieat the Company, in good faith, gives the
Executive thirty (30) days to correct any probleams further provided that the Executive shall restéhcorrected the problem(s) within such
30 day period, or (iii) the Executive, in carryiogt the Executive's duties, commits (A) willful geonegligence or (B) willful gross misconduct
resulting, in either case, in material harm to@oenpany unless such act, or failure to act, wagwed by the Executive, in good faith, to be in
the best interests of the Company, or (iv) the Hkee violates the Company's policies made knowhite regarding confidentiality, securities
trading or inside information.

"Change of Control shall have the meaning set forth in the Chang@aftrol Agreement.

"Change of Control Agreemehshall mean the Change of Control letter agreerhetween the Company and the Executive of even date
herewith.

"Code" shall mean the Internal Revenue Code of 198@nasnded.
"Common Stockshall mean the common stock of the Company.

"Disability " or " Disabled" shall mean a disability as determined under tbemg@any's longerm disability plan or program in effect at
time the disability first occurs, or if no such plar program exists at the time of disability, treetdisability” as defined under Section 22(e)(3)
of the Code.

"Effective Date' shall mean February 11, 2008.

"Good Reasofi shall mean that, without the Executive's conseng or more of the following events occurs, arelEkecutive, at the
Executive's own initiative, provides notice in wrg to the Company's Chief Executive Officer oft@ration within 90 days after the first
occurrence of such event:

0] the Executive is assigned to any duties or respditigis that are inconsistent, in any significaespect, with the scope of duties
and responsibilities customarily associated with






position and office of Senior Vice President, Palslblicy and Government Affairs, provided that sue&issignment of duties or
responsibilities is not due to the Executive's Dilg or performance, nor is at the Executive'suest; or

(i) the Executive suffers a reduction in the authasjtétuties, and responsibilities associated withBkecutive's position as Sen
Vice President, Public Policy and Government Afaprovided that such reassignment of duties groresibilities is not due to
the Executive's Disability or the Executive's perfance, and is not at the Executive's request tbr the Executive's prior
agreement; or

(i)  the Executive's Base Salary is decreased below,®38@er year, other than a reduction that is giaaih across-the-board
proportionate reduction in the salaries of the @emanagement team; or

(iv)  the Executive's office is relocated th-five (35) or more miles from Washington, D.C. (athigan in connection with relocatic
of the Company's offices).

"Pro-Rata Share of Restricted Stdckhall mean, for any grant of restricted stockcawhich the Company's repurchase right lapses
ratably over a specified period (e.g. in equal @hincrements over four years), that number ofahas to which the Company's repurchase
right with respect to those shares would have djifshe Executive's employment by the Company ¢@matinued for an additional 18 months.
For any other shares of restricted stock, "Pro-Bai@e of Restricted Stock” shall mean, as to Aayes of restricted stock which were granted
on the same date and as to which the Company'sctegse right lapses on the same date, that partisuch shares calculated by multiplying
the number of shares by a fraction, the numerdtamhich is the number of days that have passeddime date of grant (until the employment
termination date), plus the number of days in tBenbnths after the employment termination date,teedlenominator of which is the total
number of days from the date of the grant untildhte (without regard to any provisions for eaniesting upon achievement of a specified
goal) on which the Company's repurchase right wéapde under the terms of the grant.

"Severance Paymehshall mean an amount equal to the sum of the Basary in effect on the date of termination of &xgve's
employment, plus the amount of the Target BonusHerExecutive for the year in which the Execuswnployment is terminated; provided,
however, that if the Executive terminates the Exigels employment for Good Reason based on a riexiuict Base Salary, then the Base
Salary to be used in calculating the Severance Bayshall be the Base Salary in effect immedigpeigr to such reduction in Base Salary.

"Target Bonus shall mean the target cash bonus for which thechtive is eligible on an annual basis, at a levakistent with the
Executive's title and responsibilities, under treamPany's bonus program then in effect and appkctbthe Company's senior executives
generally.

2. TERM OF EMPLOYMENT.

The Company hereby employs the Executind,the Executive hereby accepts such employmentineong until termination in
accordance with the terms of this Agreement. Thiogeluring which the Executive is employed hereamid referred to in this Agreement as
the "term of employment.

3. POSITION.
On the Effective Date, the Executive shallemployed as the Company's Senior Vice PresiBeahijc Policy and Government Affairs.
4, BASE SALARY.

The Executive's annualized Base Salaryf #seadate of this Agreement is $355,249.78, payabhccordance with the regular payroll
practices of the Company. The Base Salary shaktewed no




less frequently than annually, and any changegthéwhich shall thereafter be deemed the Execst®ase Salary) shall be solely within the
discretion of the Board.

5. TARGET BONUS PROGRAM

During the term of employment, the Execaitthall be eligible to participate in the Compaidsget Bonus program (and other cash
incentive compensation programs) applicable tadbmpany's senior executives, as any such progresresgablished and modified from time
to time by the Board in its sole discretion, an@dcordance with the terms of such program.

6. INCENTIVE COMPENSATION PROGRAMS.

During the term of employment, the Execaitthall be eligible to participate in the Compairytgntive compensation programs applici
to the Company's senior executives, as such pragnaay be established and modified from time to tayp¢he Board in its sole discretion.

7. EMPLOYEE BENEFIT PROGRAMS

During the term of employment, the Execaitthall be entitled to participate in all employesfare and pension benefit plans, programs
and/or arrangements offered by the Company teeiigos executives, as such plans, programs andgenaents may be amended from time to
time, to the same extent and on the same term&apld to other senior executives. Nothing in #gstion shall preclude the Company from
amending or terminating any of its employee bem@éihs, programs or arrangements.

8. VACATION.

During the term of employment, the Execaitthall be entitled to at least 4 weeks of paidtian days each calendar year in accordance
with the Company's vacation policy then in effect.

9. TERMINATION OF EMPLOYMENT.

(a) Termination in Connection with a Change of Control. To the extent the Executive is entitled, in cection with the Executive's
termination of employment, to severance or otheelits under the Change of Control Agreement, tkechtive shall not be entitled to
corresponding benefits under this Section 9.

(b) Termination by the Company for Cause; or Terminatin by the Executive without Good Reason If the Company terminates
the Executive's employment for Cause, or if thedttige voluntarily terminates the Executive's enyphent, other than for Good Reason, d
or Disability, the term of employment shall endofishe date specified below, and the Executivel dfeaéntitled to the following:

0] Base Salary earned by Executive but not paid thrahbig date of termination of Executive's employmerder this Section 9(b
and

(i) any amounts earned, accrued or owing to the Exexbtit not yet paid under Sections 5, 6, or 7 akt

Termination by Company for Cause shall fiecéive as of the date noticed by the Companyuvtdry termination by Executive other
than for Good Reason, death or Disability shakfiective upon 90 days' prior written notice to @®empany and shall not be deemed a breach
of this Agreement.

If the Executive voluntarily terminates bisher employment without Good Reason, the Compaany elect to waive the period of notice,
or any portion thereof, and, if the Company sotslete Company will pay the Executive at the cdtthe Executive's Base Salary for the
notice period or for any remaining portion thereof.




(c) Termination by the Company Without Cause; or Termination by the Executive for Good Reaso. If the Company terminates
the Executive's employment for Cause, or if thedttige voluntarily terminates the Executive's enypbent, other than for Good Reason, d
or Disability, the term of employment shall endoashe date specified below, and the Executivel dfeakntitled to the following (provided th
with respect to (i) and (v) such amounts shalkhbject to and in exchange for a general relepgexbeutive of all claims against the
Company, its subsidiaries, and their officers, aves, agents and representatives):

0] Base Salary earned by Executive but not paid thrdhig date of termination of Executive's employmenrder this Section 9(c

(i) all incentive compensation awards earned by Exeetit not paid prior to the date of terminatiorEaEcutive's employment
under this Section 9(c);

(i)  acash payment to the Executive in an amount équhke Severance Payment, payable within ten didgstae execution of
general release and expiration without revocatfoaing applicable revocation periods under the ganetease;

(iv)  any amounts earned, accrued or owing to the Exaxbiit not yet paid under Sections 5, 6 or 7 above;

(v) if COBRA coverage is elected by the Executive,@menpany shall pay the cost of COBRA continuatioengiums on thi
Executive's behalf to continue standard medicaitalend life insurance coverage for the Executdrehe cash equivalent of
same in the event the Executive is ineligible fontued coverage) until the earlier of:

(A) the date 12 months after the date the Executivefdayment is terminated; «

(B) the date, or dates, on which the Executive recedgesvalent coverage and benefits under the pfamegrams and/or
arrangements of a subsequent employer (such cavaragbenefits to be determined on a coverage-bgrage or
benefit-by-benefit basis).

(vi)  all stock options held by the Executive as of thtedf the termination under this Section 9(c) #ratnot exercisable as of that
date shall be deemed to have been held by the Exedar an additional 18 months, for purposes @fting and exercise rights,
and any options that become exercisable shall remadrcisable until the earlier of (1) the endhef 90day period following th
date of termination of employment or (2) the datedtock option would otherwise expire; and

(vii) the Company's lapsing repurchase right shall lapgerespect to the Pro-Rata Share of RestrictedkSt

If Executive is a "specified employee" un8ection 409A(a)(2)(B)(i) of the Code, any paymeitnonqualified deferred
compensation” (as defined under Section 409A oftbde and related guidance) attributable to a 'reipa from service" (as defined under
Section 409A of the Code and related guidance) sbacommence until the first full business dagttts more than 6 months after the
applicable separation from serviceDgferred Payment Dat§. Any payments that would otherwise have beenertztween the separation
from service and the Deferred Payment Date, buthfsrparagraph, shall be made in a lump sum o#ferred Payment Date. Payments that,
in any case, are scheduled to be made after theri@dfPayment Date shall continue according t@gpticable payment schedule. To the
extent that the termination of the Executive's eyplent does not constitute a separation of servicker Section 409A(a)(2)(A)(i) of the Code
(as the result of further services that reasonatsyanticipated to be provided by the ExecutivihéoCompany at the time the Executive's
employment is terminated), the payment of any natified deferred compensation will be further dedyntil the date that is the first full
business day that is more than 6 months after




the date of a subsequent event constituting a aepauof service under Section 409A(a)(2)(A)(itoé Code.
10. ASSIGNABILITY; BINDING NATURE.

This Agreement shall be binding upon andérto the benefit of the Parties and their respectuccessors, heirs (in the case of the
Executive) and assigns. No rights or obligationthefCompany under this Agreement may be assigngdrsferred by the Company except
that such rights or obligations may be assignedamsferred pursuant to a merger or consolidationtiich the Company is not the continuing
entity, or the sale or liquidation of all or subtally all of the assets of the Compampyopvided, however, that the assignee or transferee is the
successor to all or substantially all of the aseéthe Company and such assignee or transfereenassthe liabilities, obligations and duties of
the Company, as contained in this Agreement, ettbetractually or as a matter of law.

11. REPRESENTATIONS.

The Company represents and warrants tiefutly authorized and empowered to enter inie tkgreement, and that the performance of
its obligations under this Agreement will not vitdany agreement between it and any other persompf organization. The Executive
represents and warrants that no agreement existede him and any other person, firm or organizetimt would be violated by the
performance of the Executive's obligations undir Agreement.

12.  INDEMNIFICATION; INSURANCE.

The Executive shall at all times be inddiediand eligible for advancement of expenses ersime basis as is provided for the
Company's other executive officers and in accordavith the provisions of the Company's charter laymhws then in effect. The Executive
shall also be covered under all of the Companylisips of liability insurance maintained for thentedit of its directors and officers on the same
basis as is provided for its other executive office

13. ENTIRE AGREEMENT; TERMINATION.

This Agreement, the agreements refereneeeihy and the Employee Non-Disclosure, Non-Cortipat& Inventions Agreement between
the Executive and the Company, contain the entickerstanding and agreement between the Partiegrong the subject matter hereof and
supersedes all prior agreements, understandirgggjstiions, negotiations and undertakings, whethewor oral, between the Parties with
respect thereto. Subject to the terms of this Apeze, the Company shall be entitled to terminageBkecutive's employment at any time, and
the Executive may terminate the Executive's emplyrby the Company, at any time, in each case kiyewmotice provided in accordance
with Section 20 of this Agreement.

14. AMENDMENT OR WAIVER.

No provision in this Agreement may be amezhdnless such amendment is agreed to in writidgsagned by the Executive and an
authorized officer of the Company. No waiver byeitParty of any breach by the other Party of amgdition or provision contained in this
Agreement to be performed by such other Party &igatleemed a waiver of a similar or dissimilar ¢toi or provision at the same or any
prior or subsequent time. Any waiver must be irtiwgi and signed by the Executive or an authoriZéides of the Company, as the case may
be.

15. SEVERABILITY.

If any provision or portion of this Agreenteshall be determined to be invalid or unenforée&tr any reason, in whole or in part, the
remaining provisions of this Agreement shall beffewed thereby and shall remain in full force afigct to the fullest extent permitted by
law.




16. SURVIVORSHIP.

The respective rights and obligations ef Barties hereunder shall survive any terminatfdheExecutive's employment to the extent
necessary to the intended preservation of suclsreyid obligations.

17. BENEFICIARIES/REFERENCES.

The Executive shall be entitled, to theeexpermitted under any applicable law, to seladt@éhange a beneficiary or beneficiaries to
receive any compensation or benefit payable heexuietlowing the Executive's death by giving then@many written notice thereof. In the
event of the Executive's death or a judicial deteation of the Executive's incompetence, referéndhis Agreement to the Executive shall be
deemed, where appropriate, to refer to the Exeestieneficiary, estate or other legal represemstati

18. GOVERNING LAW/JURISDICTION.

This Agreement shall be governed by andttaed and interpreted in accordance with the lafiiithe Commonwealth of Massachusetts
without reference to principles of conflict of laws

19. RESOLUTION OF DISPUTES

Any disputes arising under or in connectioth this Agreement may, at the election of the&ixive or the Company, be resolved by
binding arbitration, to be held in Massachusettadoordance with the Rules and Procedures of theriam Arbitration Association. If
arbitration is elected, the Executive and the Camshall mutually select the arbitrator. If the Entive and the Company cannot agree on the
selection of an arbitrator, each Party shall sedecarbitrator and the two arbitrators shall sedetttird arbitrator, and the three arbitratorsishal
form an arbitration panel that shall resolve trepdie by majority vote. Judgment upon the awardeesd by the arbitrator or arbitrators may
be entered in any court having jurisdiction ther@&@ixsts of the arbitrator or arbitrators and ogimnilar costs in connection with an arbitration
shall be shared equally by the Parties; all othsts; such as attorneys' fees incurred by eacl, Baall be borne by the Party incurring such
costs.

20. NOTICES.

All notices that are required or permitteteunder shall be in writing and sufficient ifisdeted personally, sent by facsimile (and
promptly confirmed by personal delivery, registecedertified mail or overnight courier), sent bgtionally-recognized overnight courier or
sent by registered or certified mail, postage preaddressed as follows:

If to the Company: Vertex Pharmaceuticals Incosped
130 Waverly Street
Cambridge, MA 02139-4242
Attn: Chief Executive Officer
with copies to:
the General Couns

If to the Executive at the Executive's home address listed in the Cagnpecords

Any such notice shall be deemed to have lgéeen: (a) when delivered if personally delivemedsent by facsimile on a business day;
(b) on the business day after dispatch if sentdijonally+ecognized overnight courier; and/or (c) on thehffusiness day following the date
mailing if sent by mail.

21. HEADINGS.

The headings of the sections containedigmAgreement are for convenience only and shalbeaeemed to control or affect the meaning
or construction of any provision of this Agreement.




22. COUNTERPARTS
This Agreement may be executed in two orermunterparts.
23. SECTION 409A COMPLIANCE

It is the intention of the Company and Ehecutive that this Agreement and the paymentsigeahvfor herein meet the requirements of
Section 409A of the Code, to the extent applicabldis Agreement and such payments. The CompaghyrenExecutive agree to cooperate in
good faith in preparing and executing, at such timsufficient guidance is available under Sectid®A and from time to time thereafter, such
amendments to this Agreement, if any, as the Exeruoiay reasonably request solely for the purpdsessuring that this Agreement and the
payments provided hereunder meet the requiremé@sation 409A. Nothing in this Section 23 shatjuge the Company to increase the
Executive's compensation or make the Executive evfalany requested changes.

24.  TAX WITHHOLDING; NO GUARANTEE OF ANY TAX CONSEQUENES.

All payments hereunder shall be subjectitapplicable withholding for any federal, statdacal income taxes including any excise taxes
under the Code. Notwithstanding any other provisibthis Agreement to the contrary or other repnéstgon, the Company does not in any
way guarantee the tax consequences of any paymeontrgpensation under this Agreement including, edthimitation, under Section 409A
the Code.

IN WITNESS WHEREOF, the undersigned havecexed this Agreement as of the date first writtbave.

Vertex Pharmaceuticals Incorporated

/sl JOSHUA S. BOGEF

Joshua S. Boger
President & Chief Executive Offic

Executive

/sl AMIT SACHDEV

Amit Sachde\
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Exhibit 10.51

VERTEX

VERTEX PHARMACEUTICALS INCORPORATED

130 WAVERLY STREET « CAMBRIDGE, MA 02139-4242
TEL. 617.444.6100 * FAX 617.444-6483
http://lwww.vrtx.com

February 11, 200

Amit Sachdev
5218 Loughboro Road NW
Washington, DC 20016

RE: Change of Control Agreement

Dear Amit:

You are a key member of the senior managéeteam of Vertex Pharmaceuticals Incorporated'(tBempany’). As a result, the
Company would like to provide you with the followifichange of control" benefits to help ensure thite Company becomes involved in a
“"change of control" transaction, there will be ristihction from your attention to the needs of @@mpany. This Change of Control Agreernr
(this "Agreement”), together with the Employmentrégment of even date between you and the Compapgreedes and replaces the
provisions under the caption "Severance" in therd#tter dated June 5, 2007 between you and thep&oy.

l. Definitions.  For the purposes of this agreement, capithlieems shall have the following meaning:
1. " Cause" shall mean
(@  your conviction of a crime of moral turpituc

(b)  your willful refusal or failure to follow a lawfullirective or instruction of the Company's Boardafectors or the
individual(s) to whom you report, provided that y@geive prior written notice of the directive(s)instruction(s
that you failed to follow, and provided further thlae Company, in good faith, gives you 30 daysdwect such
failure andfurther providedf you correct the failure(s), any termination afuy employment on account of such
failure shall not be treated for purposes of thigeement as a termination of employment for "Cduse;

(c) in carrying out your duties you commit (i) willfgross negligence, or (ii) willful gross misconduetsulting in
either case in material harm to the Compamjesssuch act, or failure to act, was believed by yalgaod faith,
to be in the best interests of the Company; or

(d)  your violation of the Company's policies made kndwiyou regarding confidentiality, securities traglior inside
information.

2. " Change of Contrc" shall mean tha
(@) any "person" or "group" as such terms are useeatiés 13(d) and 14(d)(2) of the Securities ExdeaAct of

1934 (the "Act"), becomes a beneficial owner, as such term id irsRule 13d-3 promulgated under the Act, of
securities of the Company




(b)

representing more than 50% of the combined votoggy of the outstanding securities of the Compaayirty
the right to vote in the election of directors; or

all or substantially all the business or asseth®fCompany are sold or disposed of, or the Compaa
subsidiary of the Company combines with anotherpamy pursuant to a merger, consolidation, or athmailar
transactionpther than(i) a transaction solely for the purpose of reipavating the Company or one of its
subsidiaries in a different jurisdiction or recafizing or reclassifying the Company's stock; grgimerger or
consolidation in which the shareholders of the Canypmmediately prior to such merger or consolmtati
continue to own at least a majority of the outstagd/oting securities of the Company or the sumgventity
immediately after the merger or consolidation.

3. " Code" shall mean the Internal Revenue Code of 198&nznded

4, " Disability " shall mean a disability as determined under tben@any's long-term disability plan or program ifeef at
the time the disability first occurs, or if no syglan or program exists at the time of disabilibhgn a "disability” as
defined Section 22(e)(3) of the Code.

5. " Good Reasoti shall mean one of the following events has oeaiwithout your consent:

(&) you are assigned to any duties or responsibilitiesare inconsistent, in any significant respedt the scope of
duties and responsibilities customarily associatid the position and office of Senior Vice PresijePublic
Policy and Government Affairs, provided that suehssignment of duties or responsibilities is nat ttuyour
Disability or performance, nor is at your request;

(b)  you suffer a reduction in the authorities, dutaasd responsibilities customarily associated withrygosition a:
Senior Vice President, Public Policy and Governnadfdirs, provided that such reassignment of authes,
duties and responsibilities is not due to your Dilsg or your performance, and is not at your regfor with you
prior agreement;

(c)  your annual base salary is decreased below $35@®&0¢ear;

(d) the office to which you are assigned (currently Wagton, D.C.) is relocated to a place 35 or moilesraway; o

(e) following a Change of Control, the Company's suscefails to assume the Company's rights and diigs
under both this Agreement and the Employment Ageegnas it may be amended from time to time.

6. " Termination Date" shall mean the last day of your employment with €ompany

Severance Benefits upon Change of Controlf:

(A)  your employment is terminated by the Company (exfmptermination for Cause or due to a Disability)
and the Termination Date is within 90 days prioatGhange of Control or within 12 months after a
Change of Control; or

(B)  you, of your own initiative, (i) terminate your etopment for Good Reason, and (ii) provide notice of
termination within 90 days after the event constitu
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Good Reason and the event giving rise to the noticars within 90 days prior to a Change of Control
within 12 months after a Change of Control;

then, in exchange for a general release by yoll ofledms against the Company, its subsidiaries), itsand their officers
directors and representatives, in a form satisfgdtmthe Company, you shall receive the followbenefits:

1.

Severance Payment The Company shall make a cash payment (8&vérance Paymefjtto you in an amount equal
to:

(@)  your annual base salary (provided, however, thadif terminate your employment for Good Reasondasea
reduction in your annual base salary, then the @rmase salary to be used in calculating the SagcerRayment
shall be your annual base salary in effect immedtjigirior to such reduction in annual base salphy3 your
target bonus under any bonus program applicabfeudor the year in which the Termination Date ascyplus

(b) a pro rata portion of your target bonus for theryeavhich the Termination Date occurs under angusoprogran
applicable to you; plus

(c) all cash incentive compensation awards earned bybub not paid prior to the Termination Date; pded that, if
a fiscal year has been completed and the inceatingd for such fiscal year has not been determited,
incentive compensation for such completed fiscal yghall equal the target bonus for such fiscat.yea

Except with respect to any portion of the SeverdPamgment that is delayed as set forth in this papdy the Severance
Payment shall be made in cash within ten days #feeexecution by you of the general release redeto above and
expiration without revocation of any applicablegeation periods under such general release (treiChange of Contr
resulting in your becoming entitled to such beseditcurs after such execution and expiration, witeh days after the
Change of Control). The Severance Payment shaliviged into two portions, consisting of a portitat does not
constitute "nonqualified deferred compensation'himithe meaning of Section 409A of the Code andréigm, if any,
that does constitute nonqualified deferred compéensdf you are a "specified employee" as defiire@ection 409A(a)
(2)(B)(i) of the Code, the commencement of thewaeli of any such payments that constitute nongedlideferred
compensation payable upon a "separation from sgruicder Section 409A(a)(2)(A)(i) of the Code vii# delayed until
the first business day that is more than six moaftes your Termination Date. The determinatiomnvbgther, and the
extent to which, any of the payments to be madetohereunder are nonqualified deferred compensatiall be made
after the application of all applicable exclusioimgluding those set forth under Treasury Reg489A-1(b)(9). Any
payments that are intended to qualify for the esiolu for separation pay due to involuntary sepanafiom service set
forth in Reg. 81.409A-1(b)(9)(iii) must be paid lader than the last day of the second taxable fgtlawing the taxable
year in which the Termination Date occurs. To thieet that the termination of your employment doesconstitute a
separation of service under Section 409A(a)(2)jA)ithe Code (as the result of further services #re reasonably
anticipated to be provided by you to the Companthatime your employment is terminated), the paynedé any non-
qualified deferred compensation will be furtherayeld until the first business day that is more giamnmonths after the
date of a subsequent event constituting a separatiservice under Section 409A(a)(2)(A)(i) of Bede.
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Accelerated Vesting

(@) Stock options for the purchase of the Company'srgezs held by you as of the Termination Date antithen
exercisable shall immediately become exercisabfalinThe options to which this accelerated vegtapplies
shall remain exercisable until the earlier of & end of the 90-day period immediately followihg tater of
(i) the Termination Date or (ii) the date of thea@lge of Control or (b) the date the stock option(@)ild
otherwise expire; and

(b) the Company's lapsing repurchase right with resioesiares of restricted stock held by you shakéain full
(subject to your making satisfactory arrangemeritis the Company providing for the payment to therpany o
all required withholding taxes).

Notwithstanding anything to the contrary in thisrégment, the terms of any option agreement oricesdrstock
agreement shall govern the acceleration, if anygsfing or lapsing of the Company's repurchadesjgs applicable,
except to the extent that the terms of this Agredgraee more favorable to you.

Continued Insurance Coverac If COBRA coverage is elected by you, the Conypsimall pay the cost of COBR
continuation premiums on your behalf to continwndard medical, dental and life insurance covefaggou (or the
cash equivalent of same if you are ineligible fontinued coverage) for a maximum of 12 months dfterTermination
Date.

No Mitigation. You shall not be required to mitigate the antmfrihe Severance Payment or any other benefitiged
under this Agreement by seeking other employmentlogrwise, nor shall the amount of any paymeritesrefit provide:
for in this Agreement be reduced by any compensa@ned by you as the result of other employnisntetirement
benefits, or be offset against any amount clairduketowed by you to the Company or otherwise (edximgmny require:
withholding taxes); provided, that if the Compangk®as any other severance payments to you undesthey program ¢
agreement, including any payments under the EmpdoyrAgreement, such amounts shall be offset agdiagtayments
the Company is obligated to make pursuant to tigie@ment.

I. Miscellaneous.

1.

Employee's Obligation. Upon the termination of employment, you spatimptly deliver to the Company all prope
of the Company and all material documents, staisiiccount records, programs and other similayilténitems which
may by in your possession or under your controhahith relate in a material way to the businesaftairs of the
Company or its subsidiaries, and no copies of aigh slocuments or any part thereof shall be retayegbu.

Entire Agreement This Agreement, the Employment Agreement, thed' Employee Non-Disclosure, Non-
Competition & Inventions Agreemenpreviously executed by you covers the entire ustd@ding of the parties as to the
subject matter hereof, superseding all prior urtdadings and agreements related hereto. No motiificar amendment
of the terms and conditions of this Agreement shaleffective unless in writing and signed by thetips or their
respective duly authorized agents.

Governing Law. This Agreement shall be governed by the lafvBhe Commonwealth of Massachusetts, as applit
contracts entered into and performed entirely irs8d&husetts by Massachusetts residents.
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4. Successors and Assig.  This Agreement may be assigned by the Compaoy a sale, transfer or reorganization o
Company. This Agreement shall be binding upon andei to the benefit of the parties hereto and tha&icessors,
permitted assigns, legal representatives and heirs.

Kindly indicate your acceptance of the forgoingdigning and dating this Agreement as noted below,raturning one fully executed original
to my attention.

Very truly yours,
Vertex Pharmaceuticals Incorpora

By:
/sl JOSHUA S. BOGER

Joshua S. Boger
President and Chief Executive Offic

ACCEPTED AND AGREED

/sl AMIT SACHDEV

Amit Sachde\
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Exhibit 10.55
Vertex Employee Compensation Plan

On an annual basis in the first quartetheffiscal year the Management Development and @osation Committee of our Board of
Directors adopts an employee compensation plaodpofficers and other employees, including our edraxecutive officers together with
performance goals for that fiscal year. The platirasses three components of employee compensatiase-dalary, performance bonus which
serve as short-term incentives and equity granishwderve as long-term incentive—that are desigoedotivate, reward and retain employees
by aligning compensation with the achievement &tegic corporate goals as well as individual penance objectives.

Upon completion of each performance pe(igiially a calendar year), our Board of Direct@signs us a performance rating on the basis
of achievement of goals for the company set byBibard early in the performance period. The amouailable for payment of performance
bonuses is established on the basis of this peslocmrating, and is allocated to employees ondlsestof salary tier and individual
performance rating. The base salary of the exeeuwlificers are set based on market and other catmpdtctors. Merit increases to base
salaries for other employees are made on the bésidividual performance rating. Annual equity git®, made in the form of stock options,
restricted stock grants, or a combination of bothraade on the basis of salary tier and indivigheaformance.

The Management Development and Compens&ionmittee retains broad discretion to determimeathpropriate form and level of
compensation, particularly for our executives, lo@ basis of its assessment of our executives,gimadd for talent, our performance and other
factors. Key corporate performance factors genemtllude, among other things, achievement of djpefimancial objectives, research
productivity, development progression with resgedtoth internal development efforts and collabigeatlevelopment, and other aspects of our
performance. We reserve the right to modify thenpand the key corporate performance factors atefrierunder the plan, at any time.

On February 7, 2008, we determined the baslus awards related to the fiscal year endedibleer31, 2007. The cash bonus awards for
the following executive officers were:

Name 2007 Cash Bonu
Joshua S. Boge $318,88¢
John J. Alan $141,72¢
Kurt C. Graves $104,490 (partial yea
Peter Muellel $229,804
lan F. Smitr $141,907

Kenneth S. Boge $116,952
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SUBSIDIARIES OF VERTEX PHARMACEUTICALS INCORPORATED

Vertex Pharmaceuticals (San Diego) LLC, a Delaviarged liability company

VSD Sub | LLC, a Delaware limited liability compaiy

VSD Sub Il LLC, a Delaware limited liability compg{®)

Vertex Securities Corporation, a Massachusettsoratipn

Vertex Pharmaceuticals (Cayman) Limited, a Caynséantls company

Vertex Holdings, Inc., a Delaware corporation

Vertex Securities Trust, a Massachusetts busimesg3)

Vertex Pharmaceuticals (Europe) Ltd., a United Kimg limited liability company(4)

@)
@)
®)
4)

a subsidiary of Vertex Pharmaceuticals (San Diédi@)
a subsidiary of VSD Sub | LLC
a subsidiary of Vertex Holdings, Inc.

jointly held by Vertex Securities Trust and Vertéaldings, Inc.

EXHIBIT 21.1
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Exhibit 23.1
Consent of Independent Registered Public Accountingirm

We consent to the incorporation by refeeeincthe following Registration Statements (Forr@ Nes. 33-48030, 33-48348, 33-65472, 33-
93324, 333-12325, 333-27011, 333-56179, 333-65868379549, 333-104362, 333-115458 and 333-1472@Famm S-3 Nos. 333-37794,
333-49844, 333-1116376, 333-120055, 333-123731,1883 79 and 333-130665) of our reports dated Feprid 2008, with respect to the
consolidated financial statements of Vertex Phasuticals Incorporated and the effectiveness ofiatiecontrol over financial reporting of
Vertex Pharmaceuticals Incorporated, included i Amnual Report (Form 10-K) for the year ended &eber 31, 2007.

/sl Ernst & Young LLP

Boston, Massachusetts
February 11, 2008
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Exhibit 31.1
CERTIFICATION
I, Joshua S. Boger, certify that:
1. | have reviewed this Annual Report on Form 10-K/eftex Pharmaceuticals Incorporated,;
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessar

make the statements made, in light of the circunt&ts.under which such statements were made, nkadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsatimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

4, The registrant's other certifying officer and | a@gponsible for establishing and maintaining disete controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@&))%(d internal control over financial reportirg @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ave:

€) designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pneggh

(b) designed such internal control over financial réipgy or caused such internal control over finah@gorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamoce with generally accepted accounting princjples

(c) evaluated the effectiveness of the registrantdabsre controls and procedures and presentedsimgport our conclusions abi
the effectiveness of the disclosure controls andguaiures, as of the end of the period coveredibyé¢port based on such
evaluation; and

(d) disclosed in this report any change in the regissanternal control over financial reporting tlvatturred during the registrant's
most recent fiscal quarter (the registrant's fofisital quarter in the case of an annual repod) ltas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportinggdan

5. The registrant's other certifying officer and | balisclosed, based on our most recent evaluatiorteyhal control over financial
reporting, to the registrant's auditors and thetaumnmittee of the registrant's board of direct@spersons performing the equivalent
functions):

(@  All significant deficiencies and material weaknessethe design or operation of internal contradiofimancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize ambrt financial information; ar

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registrant's
internal control over financial reporting.

Date: February 11, 20( /s/ JOSHUA S. BOGEF

Joshua S. Boger
President and Chief Executive Offic
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Exhibit 31.2
[, lan F. Smith, certify that:
1. | have reviewed this Annual Report on Form 10-R/eftex Pharmaceuticals Incorporated;
2. Based on my knowledge, this report does not comaynuntrue statement of a material fact or omététe a material fact necessar

make the statements made, in light of the circunt&ts under which such statements were made, nkadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statements$ atimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

4. The registrant's other certifying officer and | a@sponsible for establishing and maintaining disete controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirg @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ave:

(@) designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pneggh

(b)  designed such internal control over financial réipgr or caused such internal control over finahetporting to be designed
under our supervision, to provide reasonable assereegarding the reliability of financial repodiand the preparation of
financial statements for external purposes in atanoce with generally accepted accounting princjples

(c) evaluated the effectiveness of the registrantdalisire controls and procedures and presentedsimgport our conclusions ab:
the effectiveness of the disclosure controls andgaures, as of the end of the period coveredibyéport based on such
evaluation; and

(d) disclosed in this report any change in the regitsanternal control over financial reporting tlaturred during the registrant's
most recent fiscal quarter (the registrant's fofigital quarter in the case of an annual repod) lttas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportinggdan

5. The registrant's other certifying officer(s) anlblve disclosed, based on our most recent evaluatiorternal control over financial
reporting, to the registrant's auditors and thataammmittee of the registrant's board of direct@ispersons performing the equivalent
functions):

(a) all significant deficiencies and material weaknedsethe design or operation of internal contra¢iofinancial reporting which
are reasonably likely to adversely affect the itegig's ability to record, process, summarize apbrt financial information; ar

(b)  any fraud, whether or not material, that involveanagement or other employees who have a significéain the registrant's
internal control over financial reporting.

Date: February 11, 20( /s! IAN F. SMITH

lan F. Smith
Executive Vice President and Chief Financial
Officer
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Exhibit 32.1
SECTION 906 CEO/CFO CERTIFICATION

Pursuant to Section 906 of the SarbanesyOktt of 2002 (Subsections (a) and (b) of Sectidh0, Chapter 63 of Title 18, United States
Code) each of the undersigned officers of VertearRtaceuticals Incorporated, a Massachusetts cdipoi@he "Company"), does hereby
certify, to such officer's knowledge, that:

The Annual Report on Form 10-K for the yeaded December 31, 2007 (the "Form 10-K") of tben@any fully complies with the
requirements of Section 13(a) or 15(d) of the S&earExchange Act of 1934, and the informationtagred in the Form 10-K fairly presents,
in all material respects, the financial conditiondaesults of operations of the Company.

Date: February 11, 20(
/sl JOSHUA S. BOGEF

Joshua S. Boger President and Chief Executive
Officer

Date: February 11, 20(
/sl 1AN F. SMITH

lan F. Smith
Executive Vice President and Chief Financial
Officer

A signed original of this written statemeadjuired by Section 906 has been provided to tiragany and will be retained by the Company
and furnished to the Securities and Exchange Cosioni®r its staff upon request.
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