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Part I. Financial Information

Item 1.                        Condensed Consolidated Financial Statements

Vertex Pharmaceuticals Incorporated
Condensed Consolidated Balance Sheets

(Unaudited)
(In thousands, except share data)

  

June 30,
2006  

December 31,
2005  

Assets        

Current assets:        

Cash and cash equivalents  $ 41,430
 

 $ 78,045
 

 

Marketable securities, available for sale  220,911   283,112   

Accounts receivable  183,668   20,595   

Prepaid expenses  6,580   3,303   

Total current assets  452,589   385,055   

Marketable securities, available for sale  53,523   46,353   

Restricted cash  41,482   41,482   

Property and equipment, net  59,971   54,533   

Investments  14,849   18,863   

Other assets  3,064   2,712   

Total assets  $ 625,478
 

 $ 548,998
 

 

Liabilities and Stockholders’ Equity        

Current liabilities:        

Accounts payable  $ 8,277
 

 $ 6,210
 

 

Accrued expenses and other current liabilities  46,480   42,061   

Accrued interest  3,185   3,184   

Deferred revenue  42,931   31,449   

Accrued restructuring expense  7,862   14,351   

Other obligations  —   2,988   

Total current liabilities  108,735   100,243   

Accrued restructuring expense, excluding current portion  28,416   28,631   

Collaborator development loan  19,997   19,997   

Deferred revenue, excluding current portion  133,239   851   

Convertible subordinated notes (due September 2007)  42,102   42,102   

Convertible senior subordinated notes (due February 2011)  117,993   117,998   

Total liabilities  450,482   309,822   

Commitments and contingencies:        

Stockholders’ equity:        

Preferred stock, $0.01 par value; 1,000,000 shares authorized; none issued and
outstanding at June 30, 2006 and December 31, 2005, respectively  —   —   

Common stock, $0.01 par value; 200,000,000 shares authorized; 110,600,314 and
108,153,149 shares issued and outstanding at June 30, 2006 and December 31, 2005,
respectively  1,089   1,081   

Additional paid-in capital  1,282,984   1,243,960   

Deferred compensation, net  —   (13,408)  

Accumulated other comprehensive income (loss)  8,252   (2,873)  

Accumulated deficit  (1,117,329)  (989,584)  

Total stockholders’ equity  174,996   239,176   

Total liabilities and stockholders’ equity  $ 625,478
 

 $ 548,998
 

 

 

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Vertex Pharmaceuticals Incorporated
Condensed Consolidated Statements of Operations

(Unaudited)
(In thousands, except per share data)

  

Three Months Ended
June 30,  

Six Months Ended
June 30,  

  2006  2005  2006  2005  

Revenues:
         

Royalties
 

$ 9,005
 

$ 7,467
 

$ 18,184
 

$ 13,620
 

Collaborative and other research and development
revenues

 

20,721
 

24,854
 

50,629
 

47,307
 

Total revenues
 

29,726
 

32,321
 

68,813
 

60,927
 

Costs and expenses:
         

Royalty payments
 

2,885
 

2,489
 

5,880
 

4,519
 

Research and development(1)
 

91,250
 

59,357
 

166,452
 

116,792
 

Sales, general and administrative(1)
 

14,370
 

10,814
 

27,249
 

20,441
 

Restructuring expense/(credit)
 

443
 

(1,743) 1,210
 

171
 

Total costs and expenses
 

108,948
 

70,917
 

200,791
 

141,923
 

Loss from operations
 

(79,222) (38,596) (131,978) (80,996)
Interest income

 

3,921
 

2,247
 

7,901
 

4,566
 

Interest expense
 

(2,357) (4,639) (4,714) (9,278)
Loss from continuing operations before cumulative effect of

a change in accounting principle
 

(77,658) (40,988) (128,791) (85,708)
Cumulative effect of a change in accounting principle—FAS

123(R)*
 

—
 

—
 

1,046
 

—
 

Net loss
 

(77,658) $ (40,988) (127,745) $ (85,708)
Basic and diluted net loss from continuing operations per

common share
 

$ (0.72) $ (0.50) $ (1.19) $ (1.06)
Basic and diluted cumulative effect of a change in

accounting principle per common share
 

—
 

—
 

0.01
 

—
 

Basic and diluted net loss per common share
 

$ (0.72) $ (0.50) $ (1.18) $ (1.06)
Basic and diluted weighted average number of common

shares outstanding
 

108,523
 

82,274
 

107,985
 

80,859
 

(1)       Includes the following stock-based compensation expense:

  

Three Months Ended
June 30,  

Six Months Ended
June 30,  

  2006  2005  2006  2005  

Research and development
 

$ 9,755
 

$ 927
 

$ 16,161
 

$ 1,764
 

Sales, general and administrative
 

1,892
 

202
 

3,611
 

396
 

Total
 

$ 11,647
 

$ 1,129
 

$ 19,772
 

$ 2,160
 

 

*                 The Company adopted Financial Accounting Standards Board Statement No. 123 (R), “Share-Based Payments”, using a modified prospective method.
See Note 3 to the Condensed Consolidated Financial Statements, “Stock-based Compensation”, for further detail.

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Vertex Pharmaceuticals Incorporated
Condensed Consolidated Statements of Cash Flows

(Unaudited)
(In thousands)

  

Six Months Ended
June 30,  

  2006  2005  

Cash flows from operating activities:
     

Net loss
 

$ (127,745) $ (85,708)
Adjustments to reconcile net loss to net cash used in operating activities:

     

Depreciation and amortization
 

13,059
 

13,371
 

Non-cash stock-based compensation expense under FAS 123(R)
 

19,772
 

—
 

Other non-cash based compensation expense
 

1,793
 

3,651
 

Cumulative effect of a change in accounting principle
 

(1,046) —
 

Realized loss on marketable securities
 

—
 

53
 

Loss on disposal of property and equipment
 

2
 

272
 

Changes in operating assets and liabilities:
     

Accounts receivable
 

1,927
 

(2,050)
Prepaid expenses

 

(3,277) (2,262)



Accounts payable
 

2,067
 

2,769
 

Accrued expenses and other liabilities
 

1,591
 

(6,571)
Accrued restructuring expense

 

(6,704) (12,030)
Accrued interest

 

1
 

406
 

Deferred revenue
 

(21,130) (20,641)
Net cash used in operating activities

 

(119,690) (108,740)
Cash flows from investing activities:

     

Purchase of marketable securities
 

(93,370) (48,685)
Sales and maturities of marketable securities

 

163,292
 

133,897
 

Expenditures for property and equipment
 

(18,232) (7,383)
Restricted cash

 

—
 

840
 

Investments and other assets
 

(572) 48
 

Net cash provided by investing activities
 

51,118
 

78,717
 

Cash flows from financing activities:
     

Issuances of common stock from employee benefit plans, net
 

31,927
 

4,715
 

Issuances of common stock from stock offering, net
 

—
 

165,331
 

Debt exchange costs
 

(218) —
 

Net cash provided by financing activities
 

31,709
 

170,046
 

Effect of changes in exchange rates on cash
 

248
 

(334)
Net increase (decrease) in cash and cash equivalents

 

(36,615) 139,689
 

Cash and cash equivalents—beginning of period
 

78,045
 

55,006
 

Cash and cash equivalents—end of period
 

41,430
 

$ 194,695
 

Supplemental disclosure of cash flow information:
     

Cash paid for interest
 

$ 4,445
 

$ 8,341
  

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Vertex Pharmaceuticals Incorporated

Notes to Condensed Consolidated Financial Statements

1.                 Basis of Presentation

The accompanying condensed consolidated financial statements are unaudited and have been prepared by Vertex Pharmaceuticals Incorporated (“Vertex”
or the “Company”) in accordance with accounting principles generally accepted in the United States of America.

The condensed consolidated financial statements reflect the operations of the Company and its wholly-owned subsidiaries. All significant intercompany
balances and transactions have been eliminated.

Certain information and footnote disclosures normally included in the Company’s annual financial statements have been condensed or omitted. The
interim financial statements, in the opinion of management, reflect all normal recurring adjustments (including accruals) necessary for a fair presentation of
the financial position and results of operations for the interim periods ended June 30, 2006 and 2005.

The results of operations for the interim periods are not necessarily indicative of the results of operations to be expected for the fiscal year, although the
Company expects to incur a substantial loss for the year ending December 31, 2006. These interim financial statements should be read in conjunction with the
audited financial statements for the year ended December 31, 2005, which are contained in the Company’s 2005 Annual Report on Form 10-K that was filed
with the Securities and Exchange Commission on March 16, 2006.

2.                 Accounting Policies

Basic and Diluted Net Loss per Common Share

Basic net loss per share is based upon the weighted average number of common shares outstanding during the period, excluding restricted stock that has
been issued but is not yet vested. Diluted net loss per share is based upon the weighted average number of common shares outstanding during the period, plus
additional weighted average common equivalent shares outstanding during the period when the effect of adding such shares is dilutive. Common equivalent
shares result from the assumed exercise of outstanding stock options (the proceeds of which are then assumed to have been used to repurchase outstanding
stock using the treasury stock method), the assumed conversion of convertible notes and the vesting of unvested restricted shares of common stock. Common
equivalent shares have not been included in the net loss per share calculations because the effect of including them would have been anti-dilutive. Total
potential gross common equivalent shares consisted of the following (in thousands, except per share amounts):

  At June 30,  

  2006  2005  

Stock options
 

14,617
 

16,133
 

Weighted-average exercise price, per share
 

$ 25.30
 

$ 22.02
 

Convertible notes
 

8,354
 

16,454
 

Weighted-average conversion price, per share
 

$ 19.16
 

$ 19.15
 

Unvested restricted shares
 

1,739
 

1,598
  

Stock-based Compensation Expense

The Company adopted  Financial Accounting Standards Board Statement No. 123(R), “Share-Based Payments” (“FAS 123(R)”), as of January 1, 2006.
FAS 123(R) revises FAS Statement No. 123, “Accounting for Stock-Based Compensation” (“FAS 123”), supersedes APB Opinion No. 25, “Accounting for
Stock Issued to Employees” (“APB 25”), and amends FAS Statement No. 95, “Statement of Cash Flows.” FAS 123(R) requires companies to expense the fair
value of employee stock options and other
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forms of stock-based employee compensation over the employees’ service periods. Compensation cost is measured at the fair value of the award at the grant
date and is adjusted to reflect actual forfeitures and the outcomes of certain conditions. See Note 3, below, for additional information regarding the
Company’s stock-based compensation.

Research and Development

All research and development costs, including amounts funded by research collaborators, are expensed as incurred. Research and development expenses
are comprised of costs incurred in performing research and development activities, including salaries and benefits; laboratory supplies; contract services,
including clinical trial costs; and infrastructure costs, including facilities costs and depreciation. The Company’s collaborators have funded portions of the
Company’s research and development programs related to specific drug candidates and research targets, including, in 2006, VX-950 (telaprevir), VX-702,
VX-770, kinases, and certain cystic fibrosis research targets, and, in 2005, VX-950 (telaprevir), VX-702, kinases, and certain cystic fibrosis research targets.

The following table details the research and development expenses for collaborator-sponsored and Company-sponsored programs for the three months
ended June 30, 2006 and 2005 (in thousands):

  

For the Three Months Ended
June 30, 2006  

For the Three Months Ended
June 30, 2005  

  Research  Development  Total  Research  Development  Total  

Collaborator-sponsored
Programs

 

$ 9,612
  

$ 41,652
  

$ 51,264
 

$ 16,976
  

$ 14,814
  

$ 31,790
 

Company-sponsored
Programs

 

26,809
  

13,177
  

39,986
 

12,836
  

14,731
  

27,567
 

Total
 

$ 36,421
  

$ 54,829
  

$ 91,250
 

$ 29,812
  

$ 29,545
  

$ 59,357
  

The total research and development expense for the three months ended June 30, 2006 and 2005 includes $9.8 million and $0.9 million, respectively, of
stock-based compensation expense. The following table details the research and development expenses for collaborator-sponsored and Company-sponsored
programs for the six months ended June 30, 2006 and 2005 (in thousands):

  

For the Six Months Ended
June 30, 2006  

For the Six Months Ended
June 30, 2005  

  Research  Development  Total  Research  Development  Total  

Collaborator-sponsored
Programs

 

$ 29,153
  

$ 70,830
  

$ 99,983
 

$ 33,428
  

$ 26,431
  

$ 59,859
 

Company-sponsored
Programs

 

43,540
  

22,929
  

66,469
 

26,386
  

30,547
  

56,933
 

Total
 

$ 72,693
  

$ 93,759
  

$ 166,452
 

$ 59,814
  

$ 56,978
  

$ 116,792
  

The total research and development expense for the six months ended June 30, 2006 and 2005 includes $16.2 million and $1.8 million, respectively, of
stock-based compensation expense.

Restructuring Expense

The Company records costs and liabilities associated with exit and disposal activities, as defined in Statement of Financial Accounting Standards
No. 146, “Accounting for Costs Associated with Exit or Disposal Activities” (“FAS 146”), at fair value in the period the liability is incurred. In periods
subsequent to initial measurement, changes to the liability are measured using the credit-adjusted risk-free discount rate applied in the initial period.
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Revenue Recognition

The Company recognizes revenue in accordance with the Securities and Exchange Commission’s (“SEC”) Staff Accounting Bulletin No. 101, “Revenue
Recognition in Financial Statements” (“SAB 101”), as amended by SEC Staff Accounting Bulletin No. 104, “Revenue Recognition” (“SAB 104”), and for
revenue arrangements entered into after June 30, 2003, Emerging Issues Task Force Issue No. 00-21, “Revenue Arrangements with Multiple Deliverables”
(“EITF 00-21”).

The Company’s revenues are generated primarily through collaborative research, development and commercialization agreements. The terms of the
agreements typically include payment to Vertex of non-refundable up-front license fees, funding of research and development efforts, milestone payments
and/or royalties on product sales.

Agreements containing multiple elements are divided into separate units of accounting if certain criteria are met, including whether the delivered element
has stand-alone value to the collaborator and whether there is objective and reliable evidence of fair value of the undelivered obligation(s). The consideration
received is allocated among the separate units based on each unit’s fair value or using the residual method, and the applicable revenue recognition criteria are
applied to each of the separate units.

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

Substantive milestones realized in collaboration arrangements are recognized as earned when the corresponding payment is reasonably assured, subject
to the following policies in those circumstances where the Company has obligations remaining after achievement of the milestone:

·                    In those circumstances where collection of a substantive milestone is reasonably assured, the Company has remaining obligations to perform under
the collaboration arrangement and the Company has evidence of fair value for its remaining obligations, management considers the milestone
payment and the remaining obligations to be separate units of accounting. In these circumstances, the Company uses the residual method under
EITF 00-21 to allocate revenue among the milestones and the remaining obligations.



·                    In those circumstances where collection of a substantive milestone is reasonably assured, the Company has remaining obligations to perform under
the collaboration arrangement and the Company does not have sufficient evidence of fair value for its remaining obligations, management considers
the milestone payment and the remaining obligations on the contract as a single unit of accounting. In those circumstances where the collaboration
does not require specific deliverables at specific times or at the end of the contract term, but rather the Company’s obligations are satisfied over a
period of time, substantive milestones are recognized over the period of performance. This typically results in a portion of the milestone payment
being recognized as revenue on the date the milestone is achieved equal to the applicable percentage of the performance period that has elapsed as
of the date the milestone is achieved, with the balance being deferred and recognized over the remaining period of performance.

The Company evaluates whether milestones are substantive at the inception of the agreement based on the contingent nature of the milestone,
specifically reviewing factors such as the technological risk that must be overcome as well as the level of effort and investment required to achieve the
milestone. Milestones that are not considered substantive and do not meet the separation criteria are accounted for as license payments and recognized on a
straight-line basis over the remaining period of performance.

Payments received after performance obligations are met completely are recognized when earned.
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Royalty revenue is recognized based upon actual and estimated net sales of licensed products in licensed territories as provided by the licensee, and is
recognized in the period the sales occur. Differences between actual royalty revenues and estimated royalty revenues, which have not historically been
significant, are reconciled and adjusted for in the quarter they become known.

3.                 Stock-based Compensation

At June 30, 2006, the Company had four stock-based employee compensation plans: the 1991 Stock Option Plan (the “1991 Plan”), the 1994 Stock and
Option Plan (the “1994 Plan”), the 1996 Stock and Option Plan (the “1996 Plan”) and the 2006 Stock and Option Plan (the “2006 Plan”, and together with the
1991 Plan, the 1994 Plan, and the 1996 Plan, collectively, the “Stock and Option Plans”), and one Employee Stock Purchase Plan (the “ESPP”). Pursuant to
the Stock and Option Plans, the Company may issue restricted stock and options to its directors, employees and consultants for services. Each option granted
under the Stock and Option Plans has an exercise price equal to the market value of the underlying common stock on the date of grant. The price per share of
restricted stock granted to employees is equal to $0.01, the par value of the Company’s common stock. Vesting of options and restricted stock is ratable over
specified periods, generally four or five years, and is determined by the Management Development and Compensation Committee of the Company’s Board of
Directors. All options awarded under the Stock and Option Plans expire not more than ten years from the grant date. Pursuant to the ESPP, participating
employees may periodically purchase shares of the Company’s common stock at a discount to the fair value of the stock on specified measurement dates,
using funds withheld from their compensation over specified offering terms.

The Company reserved an aggregate of  8,000,000 shares under the 1991 Plan and 1994 Plan. The Company reserved 22,000,000 shares under the 1996
Plan and 7,302,380 shares under the 2006 Plan. At June 30, 2006, the Company had approximately 7,105,000 shares of common stock available for grants
under the 2006 Plan, and no shares were available for  grants under the 1991 Plan, the 1994 Plan or the 1996 Plan. As of June 30, 2006, approximately
621,000 shares remained available for future purchases under the ESPP.

On January 1, 2006, Vertex adopted Statement of Financial Accounting Standards No. 123(R), “Share-Based Payments” (“FAS 123(R)”), using the
modified prospective method, pursuant to which the Company applies the provisions of FAS 123(R) to its consolidated financial statements on a going-
forward basis. The modified prospective transition method requires the application of the accounting standard as of January 1, 2006, the first day of Vertex’s
fiscal year 2006. Prior periods have not been restated. FAS 123(R) requires companies to recognize share-based payments to employees as compensation
expense using the “fair value” method. Under the fair value recognition provisions of FAS 123(R), stock-based compensation cost is measured at the grant
date based on the fair value of the award and is recognized as expense over the service period, which generally is the vesting period of the award. The fair
value of stock options and shares purchased pursuant to the ESPP is calculated using the Black-Scholes valuation model. The fair value of restricted stock is
based on intrinsic value. The expense recognized over the service period includes an estimate of awards that will be forfeited. Prior to adoption of
FAS 123(R), Vertex recorded the impact of forfeitures as they occurred. In connection with the adoption of FAS 123(R) during the first half of fiscal year
2006, Vertex recorded a $1.0 million benefit from the cumulative effect of changing from recording forfeitures related to restricted stock awards as they
occurred to estimating forfeitures during the service period.

Stock-based compensation expense recognized during the first half of 2006 includes: (a) ESPP awards with offering periods commencing May 15, 2005
and November 15, 2005, based on the grant-date fair value estimated in accordance with the provisions of FAS 123, (b) stock options and restricted awards
granted prior to, but not yet vested as of December 31, 2005, based on the grant-date fair value estimated in accordance with the provisions of FAS 123, and
(c) stock options and restricted stock awards granted after
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December 31, 2005, based on the grant-date fair value and ESPP awards with the offering period commencing May 15, 2006, in accordance with the
provisions of FAS 123(R). These amounts reflect estimated forfeitures of those awards.

The estimated fair value of Vertex’s stock-based awards, less estimated forfeitures, is amortized over the awards’ service periods on a ratable basis. No
equity compensation cost was capitalized during the first half of 2006.

The effect of recording stock-based compensation for the three and six months ended June 30, 2006 was as follows (in thousands):

  

Three Months Ended
June 30, 2006  

Six Months Ended
June 30, 2006  

Stock-based compensation expense by type of award:
         

Stock options
  

$ 9,804
   

$ 15,402
  

Restricted shares
  

1,412
   

3,139
  

ESPP
  

431
   

1,231
  

Total stock-based compensation
  

$ 11,647
   

$ 19,772
  

Effect of stock-based compensation on income by line item:
         



Research and development
  

$ 9,755
   

$ 16,161
  

Sales, general and administrative
  

1,892
   

3,611
  

Total stock-based compensation
  

$ 11,647
   

$ 19,772
  

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

  

—
   

$ (1,046)
 

Net stock-based compensation expense included in net loss
  

$ 11,647
   

$ 18,726
   

As a result of the adoption of FAS 123(R):

·       the Company’s net loss from continuing operations for the three and six months ended June 30, 2006 is greater by $10.3 million and $16.1 million,
respectively;

·       the Company’s net loss for the three and six months ended June 30, 2006 is greater by $10.3 million and $15.1 million, respectively; and

·       basic and diluted loss per share for the three and six months ended June 30, 2006 is greater by $0.10 and $0.14, respectively.

Options

The Company uses the Black-Scholes valuation model to estimate the fair value of stock options at the grant date. The Black-Scholes valuation model
requires the Company to make certain estimates and assumptions, including assumptions related to the expected price volatility of the Company’s stock, the
period during which the options are outstanding, the rate of return of risk free investments, and the expected dividend yield for the Company’s stock. The
Company validates its estimates and assumptions through consultations with independent third parties having relevant expertise.
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The fair values of options granted during the three and six months ended  June 30, 2006 were calculated using the following weighted-average
assumptions:

  

For the
Three Months Ended

June 30, 2006  

For the
Six Months Ended

June 30, 2006  

Expected stock price volatility
  

57.92%
  

57.26%
 

Expected term of options
  

5.64 years
  

5.64 years
 

Risk free interest rate
  

5.04%
  

4.61%
 

Expected annual dividends
  

—
   

—
   

The weighted-average valuation assumptions were determined as follows:

·                    Expected stock price volatility: In 2006, the Company changed its method of estimating expected volatility from relying exclusively on historical
volatility to relying exclusively on implied volatility. Options to purchase the Company’s stock with remaining terms of greater than a year are
regularly traded in the market. Expected stock price volatility is calculated using the trailing one month average of daily implied volatilities prior to
grant date.

·                    Expected term of options: The expected term of options represents the period of time options are expected to be outstanding. The Company used
historical data to estimate employee exercise and post-vest termination behavior. The Company believes that all groups of employees exhibit similar
exercise and post-vest termination behavior and therefore does not stratify employees into multiple groups.

·                    Risk-free interest rate: The Company bases the risk-free interest rate on U.S. Treasury securities in effect at the time of grant for a period that is
commensurate with the expected term assumption.

·                    Expected annual dividends: The estimate for annual dividends is $0.00, because the Company has not historically and does not intend for the
foreseeable future to pay a dividend.

The following table summarizes information related to the outstanding and vested options during the six months ended June 30, 2006:

  

Stock
Options

(in thousands)  

Weighted-average
exercise price  

Weighted-average
remaining

contractual life
(in years)  

Aggregate
intrinsic value
(in thousands)  

Outstanding at December 31, 2005
  

14,669
   

$ 22.84
          

Granted
  

2,060
   

$ 35.36
          

Exercised
  

(1,801)
  

$ 16.11
          

Forfeited
  

(221)
  

$ 16.64
          

Expired
  

(90)
  

$ 61.19
          

Outstanding at June 30, 2006
  

14,617
   

$ 25.30
   

6.09
   

$ 210,492
  

Exercisable at June 30, 2006
  

9,669
   

$ 27.08
   

4.92
   

$ 142,620
  

Exercisable and expected to vest
  

13,972
   

$ 25.36
   

5.97
   

$ 203,022
   

The aggregate intrinsic value in the table above represents the total pre-tax intrinsic value, based on the average of the high and low price of the
Company’s common stock of $35.44 on June 30, 2006, which would have been received by option holders if all option holders had exercised their options on
that date.

All options granted during the three and six months ended June 30, 2006 and 2005 were granted with exercise prices equal to the fair market value of the
Company’s common stock on the date of grant and had weighted-average grant date fair values of  $19.83 and $6.35 for the three months, respectively and
$20.01 and $5.38 for the six months, respectively.
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The total intrinsic value of options exercised during the three months ended June 30, 2006 and 2005 was  $9.8 million and $0.9 million, respectively. The
total cash received from employees as a result of employee stock option exercises during the three months ended June 30, 2006 and 2005 was approximately
$6.7 million and $2.2 million, respectively. The total intrinsic value of options exercised during the six months ended June 30, 2006 and 2005 was  $36.3
million and $1.0 million, respectively. The total cash received from employees as a result of employee stock option exercises during the six months ended
June 30, 2006 and 2005 was approximately $29.0 million and $2.8 million, respectively.

The Company settles employee stock option exercises with newly issued common shares.

As of June 30, 2006, there was $47.1 million of total unrecognized compensation cost, net of estimated forfeitures, related to unvested options granted
under the Stock and Option Plans. That cost is expected to be recognized over a weighted-average period of 2.64 years.

Restricted Stock

The following table summarizes the restricted stock activity of the Company during the six months ended June 30, 2006:

  

Restricted
Stock  

Weighted Average
Grant Date Fair Value  

  (Shares in thousands)  (per Share)  

Outstanding at December 31, 2005
  

1,521
   

$ 11.02
  

Granted
  

414
   

$ 35.38
  

Vested
  

(155)
  

$ 10.09
  

Cancelled
  

(41)
  

$ 17.68
  

Outstanding at June 30, 2006
  

1,739
   

$ 16.75
   

The total fair value of the shares vesting during the three months ended June 30, 2006 and 2005 (measured on the date of vesting) was $0.5 million and
$0.9 million, respectively. The total fair value of the shares vesting during the six months ended June 30, 2006 and 2005 (measured on the date of vesting)
was $5.8 million and $1.3 million, respectively.

As of June 30, 2006, there was $17.2 million of total unrecognized compensation expense, net of estimated forfeitures, related to unvested restricted
stock granted under the Stock and Option Plans. That cost is expected to be recognized over a weighted-average period of 2.94 years.

ESPP

Vertex adopted the ESPP on July 1, 1992. The ESPP permits eligible employees to enroll in a twelve-month offering period comprising two six-month
purchase periods. Participants may purchase shares of the Company’s common stock, through payroll deductions, at a price equal to 85% of the fair market
value of the common stock on the first day of the applicable twelve-month offering period, or the last day of the applicable six-month purchase period,
whichever is lower. Purchase dates under the ESPP occur on May 14 and November 14 of each year.

During the first half of 2006, the following shares were issued to employees under ESPP (shares in thousands):

  

Six months ended
June 30, 2006  

Number of shares
  

221
  

Average price paid
  

$ 13.20
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The total stock-based compensation expense related to the ESPP for the three and six months ended June 30, 2006 is $0.4 million and $1.2 million,
respectively. The following table reflects the weighted average assumptions used in the Black-Scholes valuation model for the ESPP at June 30, 2006:

Expected stock price volatility
 

57.99%
 

Expected term
 

0.87 years
 

Risk-free interest rate
 

4.07%
 

Expected annual dividends
 

—
  

The weighted-average fair value of each purchase right granted during the first half of 2006 and 2005 was $11.85 and $4.60, respectively.

The expected stock price volatility for ESPP offerings beginning before the fourth quarter of 2005 is based on historical volatility, while the volatility for
offerings beginning in the fourth quarter of 2005 and the second quarter of 2006 is based on implied volatility. The expected term represents purchases and
purchase periods that take place within the offering period. The Company bases the risk free interest rate on U.S. Treasury securities in effect at the time of
grant for a period that is commensurate with the expected term assumption. The Company has not historically and does not intend for the foreseeable future to
pay a dividend and therefore the estimate is zero.

Prior to the adoption of FAS 123(R)

In accordance with Statement of Financial Accounting Standards No. 148, “Accounting for Stock-Based Compensation, Transition and Disclosure,” for
periods prior to January 1, 2006, the Company adopted the disclosure-only provisions of FAS 123 and also applied APB 25 and related interpretations in
accounting for all stock awards granted to employees. Under APB 25, provided that other criteria were met, when the exercise price of stock options granted
to employees equaled the market price of the common stock on the date of the grant, no compensation expense was recognized. Additionally, under APB 25,
the Company was not required to record compensation expense for the cost of options or shares issued under the ESPP. Accordingly, no expense related to
options or ESPP shares was recorded prior to January 1, 2006.

Prior to January 1, 2006, the Company recorded stock-based compensation expense related to restricted stock awards over the related vesting period for
an amount equal to the difference between the price per share of restricted stock issued and the fair value of the Company’s common stock at the date of grant
or issuance. Prior to January 1, 2006, the Company recorded forfeitures as they occurred.

The following table illustrates the effect on net loss and net loss per share for the three and six months ended June 30, 2005 if the fair value recognition
provisions of FAS 123 had been applied to the Company’s stock-based employee compensation. Employee stock-based compensation expense was amortized



on a straight-line basis, because the Company’s valuation of options subject to FAS 123 assumed a single weighted-average expected life for each award.
Included in employee stock-based compensation expense for the three and six months ended June 30, 2005 is expense related to the modification of certain
stock awards in accordance with an officer’s severance agreement.
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For the
Three Months

Ended June 30,
2005  

For the
Six Months

Ended June 30,
2005  

  (in thousands, except per share data)  

Net loss attributable to common stockholders, as
reported

  

$ (40,988)
  

$ (85,708)
 

Add: Employee stock-based compensation
expense included in net loss, net of tax

  

1,129
   

2,160
  

Deduct: Total stock-based employee compensation
expense determined under the fair value based method
for all awards, net of tax

  

(10,554)
  

(21,284)
 

Pro forma net loss
  

$ (50,413)
  

$ (104,832)
 

Basic and diluted net loss per common share, as reported
  

$ (0.50)
  

$ (1.06)
 

Basic and diluted net loss per common share, pro forma
  

$ (0.61)
  

$ (1.30)
  

The fair value of each option granted during the three and six months ended June 30, 2005 was estimated on the date of grant using the Black-Scholes
option pricing model with the following weighted-average assumptions:

  

For the
Three Months
ended June 30,

2005  

For the
Six Months

ended June 30,
2005  

Expected stock price volatility
  

60.00%
  

60.00%
 

Risk free interest rate
  

3.77%
  

3.60%
 

Expected term of options
  

4.00 years
  

4.13 years
 

Expected annual dividends
  

—
   

—
   

The fair value of each ESPP purchase right outstanding during the three and six months ended June 30, 2005 was estimated on the date of subscription
using the Black-Scholes option pricing model with the following weighted-average assumptions:

Expected stock price volatility
 

60.00%
  

Risk free interest rate
 

2.63%
  

Expected term of options
 

0.82 years
 

Expected annual dividends
 

—
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4.                 Comprehensive Loss

For the three and six months ended June 30, 2006 and 2005, comprehensive loss was as follows (in thousands):

  

Three Months Ended
June 30,  

Six Months Ended
June 30,  

  2006  2005  2006  2005  

Net loss
 

$ (77,658) $ (40,988) $ (127,745) $ (85,708)
Changes in other comprehensive loss:

         

Unrealized holding gains (losses) on marketable
securities

 

(2,849) 999
 

10,877
 

(138)
Foreign currency translation adjustment

 

206
 

(252) 248
 

(334)
Total change in other comprehensive loss

 

(2,643) 747
 

11,125
 

(472)
Total comprehensive loss

 

$ (80,301) $ (40,241) $ (116,620) $ (86,180)
 

5.                 Restructuring Expense

On June 10, 2003, Vertex adopted a plan to restructure its operations to coincide with its increasing internal emphasis on advancing drug candidates
through clinical development to commercialization. The restructuring was designed to re-balance the Company’s relative investments in research and
development. The restructuring plan included a workforce reduction, write-offs of certain assets and a decision not to occupy approximately 290,000 square
feet of specialized laboratory and office space in Cambridge, Massachusetts under lease to Vertex (the “Kendall Square lease”). The Kendall Square lease
commenced in January 2003 and has a 15-year term. In the second quarter of 2005, the Company revised its assessment of its real estate requirements. The
Company now plans to occupy approximately 120,000 square feet of the facility subject to the Kendall Square lease (the “Kendall Square Facility”)
beginning in 2006. As of June 30, 2006, the Company had begun occupying a portion of the building. The remaining rentable square footage of the Kendall
Square Facility currently is subleased to third parties.

For the three months ended June 30, 2006, the Company recorded approximately $0.4 million of restructuring expense, which was attributable to the
imputed interest cost relating to the restructuring accrual. The activity related to the restructuring accrual and related expense for the three months ended
June 30, 2006 is as follows (in thousands):



    Cash        

    payments,  Cash received  Charge,    

  Accrual as of  second  from subleases,  second  Accrual as of  

  March 31,  quarter  second  quarter  quarter  June 30,  

  2006  2006  2006  2006  2006  

Lease restructuring expense
  

$ 41,719
   

$ (7,904)
  

$ 2,020
   

$ 443
   

$ 36,278
   

For the six months ended June 30, 2006, the Company recorded approximately $1.2 million of restructuring expense, which was primarily attributable to
the imputed interest cost relating to the restructuring accrual. The activity related to the restructuring accrual and related expense for the six months ended
June 30, 2006 is as follows (in thousands):

    Cash  Cash received  Charge,    

    payments,  from subleases,  six months  Accrual as  

  Accrual as of  six months  six months  ended  of  

  December 31,  ended June 30,  ended June 30,  June 30,  June 30,  

  2005  2006  2006  2006  2006  

Lease restructuring expense
  

$ 42,982
   

$ (11,884)
  

$ 3,970
   

1,210
   

$ 36,278
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During the three months ended June 30, 2005, the Company recorded a restructuring net credit of approximately  $1.7 million. This net credit resulted
from adjusting the portion of the restructuring accrual for the portion of the Kendall Square Facility that Vertex expects to occupy, which is partially offset by
(i) a charge in the amount of the estimated incremental ongoing lease obligations associated with the portion of the Kendall Square Facility that the Company
does not intend to occupy and (ii) imputed interest costs relating to the restructuring liability. The activity related to the restructuring accrual for the three
months ended June 30, 2005 is as follows (in thousands):

        Portion of      

    Cash    facility      

    Payments,  Cash received  Vertex expects  Charge,    

  Accrual as of  second  from sublease,  to occupy,  second    

  March 31,  quarter  second quarter  second  quarter  Accrual as of  

  2005  2005  2005  quarter 2005  2005  June 30, 2005  

Lease restructuring expense 
  

$ 52,305
   

$ (7,242)
  

$ 493
   

$ (10,018)
  

$ 8,275
   

$ 43,813
   

The activity related to the restructuring accrual for the six months ended June 30, 2005 is as follows (in thousands):

    Cash    Portion of      

    Payments,  Cash received  facility  Charge,    

    six months  from sublease,  Vertex expects  Six months    

  Accrual as of  ended  six months ended  to occupy,  ended    

  December 31,  June 30,  June 30,  six months ended  June 30,  Accrual as of  

  2004  2005  2005  June 30, 2005  2005  June 30, 2005  

Lease restructuring
expense

  

$ 55,843
   

$ (13,017)
  

$ 816
   

$ (10,018)
  

$ 10,189
   

$ 43,813
   

In accordance with FAS 146, the Company’s initial estimate of its liability for its net ongoing costs associated with the Kendall Square lease obligation
was recorded in the second quarter of 2003 at fair value. The restructuring expense incurred from the second quarter of 2003 through the end of the first
quarter of 2005 (i.e., immediately prior to the Company’s decision to utilize a portion of the Kendall Square Facility for its operations) relates to the estimated
incremental net ongoing lease obligations associated with the entire Kendall Square Facility, together with imputed interest costs relating to the restructuring
liability. The restructuring expense incurred in the period beginning in the second quarter of 2005 continues to be estimated in accordance with FAS 146, but
relates only to the portion of the building that the Company does not intend to occupy for its operations. The remaining lease obligations, which are associated
with the portion of the Kendall Square Facility that the Company expects to occupy and use for its operations, are recorded as rental expense in the period
incurred. The Company reviews its assumptions and estimates quarterly and updates its estimates of this liability as changes in circumstances require. As
required by FAS 146, the expense and liability recorded is calculated using probability-weighted discounted cash-flows of the Company’s estimated ongoing
lease obligations, including contractual rental and build-out commitments, net of estimated sublease rentals, offset by related sublease costs.

In estimating the expense and liability under its Kendall Square lease obligation, the Company estimated (i) the costs to be incurred to satisfy its rental
and build-out commitments under the lease (including operating costs), (ii) the time necessary to sublease the space, (iii) the projected sublease rental rates,
and (iv) the anticipated durations of subleases. The Company validates its estimates and assumptions through consultations with independent third parties
having relevant expertise. The Company used a credit-adjusted risk-free rate of approximately 10% to discount the estimated cash flows. The Company will
review its estimates and assumptions on at least a quarterly basis, until the termination of the Kendall Square lease, and will make whatever modifications
management believes necessary, based on the Company’s best judgment, to reflect any changed circumstances. The Company’s estimates have changed in the
past, and may change in the future, resulting in additional adjustments to the estimate of liability,
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and the effect of any such adjustments could be material. Because the Company’s estimate of the liability includes the application of a discount rate to reflect
the time-value of money, the estimate of the liability will increase each quarter simply as a result of the passage of time. Changes to the Company’s estimate
of the liability are recorded as additional restructuring expense/(credit).

6.                 Altus Investment

Altus Pharmaceuticals, Inc. completed the initial public offering of its common stock in January 2006. At June 30, 2006 the Company owned 817,749
shares of Altus common stock and warrants to purchase 1,962,494 shares of Altus common stock. In addition, Vertex holds 450,000 shares of Altus
redeemable preferred stock, which are not convertible into common stock and which are redeemable at the Company’s option on or after December 31, 2010,
or by Altus at any time. The Company was restricted from trading Altus securities for a period of six months following the initial public offering.



As a result of the public offering, at June 30, 2006, Altus common stock was classified as an available-for-sale investment and recorded at fair value,
based on quoted market prices. Unrealized gains and losses on the Altus common stock are included as a component of accumulated other comprehensive
income, which is a separate component of stockholders’ equity, until such gains and losses are realized. At June 30, 2006, the fair market value of the Altus
common stock investment was $15.1 million, with a cost basis of $4.0 million. In July 2006, the Company sold the 817,749 shares of Altus common stock for
approximately $11.7 million, resulting in a realized gain of approximately $7.7 million to be recognized in the third quarter of 2006.

The Company will continue to account for the Altus warrants under the cost method of accounting until the end of the lock-up period, at which time the
warrants will be classified as derivatives. Gains or losses on the fair market value of the warrants, as derivatives, will be included in the consolidated
statements of operations. Vertex will continue to account for the redeemable preferred stock under the cost method of accounting.

The Company continues to assess the Altus warrants and redeemable preferred stock on a quarterly basis to determine if there has been any estimated
decrease in the fair value of that investment below the carrying value that might require Vertex to write down its cost basis of the investment. If any
adjustment to the fair value of an investment reflects a decline in the value of that investment below its cost, the Company will consider the available
evidence, including the duration and extent to which the decline is other-than-temporary. If the decline is considered other-than-temporary, the cost basis of
the investment will be written down to fair value as a new cost basis, and the amount of the write-down will be included in the consolidated statements of
operations. Vertex has not identified facts or circumstances which would cause the Company to determine that the investment basis of its interest in Altus
should be changed.

7.                 Convertible Subordinated Notes

At June 30, 2006, the Company had approximately $42.1 million in aggregate principal amount of 5% Convertible Subordinated Notes due in
September 2007 (“2007 Notes”) and approximately $118.0 million in aggregate principal amount of 5.75% Convertible Senior Subordinated Notes due in
February 2011 (the “2011 Notes”) outstanding. The 2007 Notes are convertible, at the option of the holder, into common stock at a price equal to $92.26 per
share, subject to adjustment under certain circumstances. The 2007 Notes bear interest at the rate of 5% per annum, and the Company is required to make
semi-annual interest payments on the outstanding principal balance of the 2007 Notes on March 19 and September 19 of each year. The 2007 Notes are
redeemable by the Company at any time at specific redemption prices if the closing price of the Company’s common stock exceeds 120% of the conversion
price for at least 20 trading days within a period of 30 consecutive trading days. The 2011 Notes are convertible, at the option of the holder, into common
stock at a price equal to $14.94 per share, subject to adjustment under certain
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circumstances. The 2011 Notes bear interest at the rate of 5.75% per annum, and the Company is required to make semi-annual interest payments on the
outstanding principal balance of the 2011 Notes on February 15 and August 15 of each year. On or after February 15, 2007, the Company may redeem the
2011 Notes at a redemption price equal to the principal amount plus accrued and unpaid interest, if any.

In August 2006, the Company agreed to exchange approximately 4.1 million shares of newly issued common stock for $58.3 million in aggregate
principal amount of outstanding 2011 Notes plus all accrued and unpaid interest thereon. As a result of these exchanges, the Company expects to incur a non-
cash charge of approximately $5.0 million in the third quarter of 2006. This charge is related to the incremental shares issued in the transaction over the
number that would have been issued upon the conversion of the notes under the original conversion terms.

8.                 Significant Revenue Arrangements

Janssen Pharmaceutica, N.V.

In June 2006, the Company entered into a collaboration agreement with Janssen Pharmaceutica, N.V. for the development, manufacture and
commercialization of VX-950 (telaprevir), the Company’s HCV protease inhibitor currently in Phase IIb clinical trials. Under the agreement, Janssen will
fund 50% of the costs incurred in developing VX-950 (telaprevir) in the parties’ territories (North America for the Company, and the rest of the world, other
than the Far East, for Janssen)  and has exclusive rights to commercialize VX-950 (telaprevir) in Europe, South America, the Middle East, Africa and
Australia. The agreement provides for Janssen to make a $165 million up-front license payment to the Company, which was included in accounts receivable
and deferred revenue at June 30, 2006 and subsequently paid to the Company in July 2006. Janssen has further agreed to make additional contingent
milestone payments totaling up to $380 million based on the successful development, approval and launch of VX-950 (telaprevir). The agreement also
provides the Company with royalties on any sales of VX-950 (telaprevir) in the Janssen territory, with a tiered royalty structure having a royalty rate
averaging in the mid-20% range and provides that Janssen will contribute to the manufacture of VX-950 (telaprevir). Janssen may terminate the agreement
without cause at any time upon six months’ notice to the Company. There has been no revenue recognized related to the agreement in the first half of 2006.

Merck & Co.

On June 26, 2006, the Company agreed with Merck & Co., Inc. to extend the research program term and corresponding research funding for the parties’
ongoing research collaboration for three months beyond the original termination date of June 21, 2006. The research program term will now extend until
September 21, 2006. For the three and six months ended June 30, 2006, the Company recognized $9.1 million and $28.2 million, respectively, in revenue
related to its agreement with Merck, which amounts include both research funding and upfront and product candidate development milestone payments.

Cystic Fibrosis Foundation

In January 2006, Vertex amended its research collaboration agreement with Cystic Fibrosis Foundation Therapeutics Incorporated (“CFFT”) to extend
the term during which CFFT is providing funding for research of cystic fibrosis transmembrane regulator (“CFTR”) protein “corrector” compounds through
the first quarter of 2008. In March 2006, Vertex and CFFT further amended the agreement to include development stage funding from CFFT for the purpose
of accelerating the clinical development of VX-770, a CFTR “potentiator” compound. The agreement, as amended, provides that CFFT will pay up to $13.3
million to Vertex for specified VX-770 development activities through the end of 2007. Under the amended agreements, Vertex retains the right to develop
and commercialize VX-770 and any other compounds discovered in the research collaboration, and will pay royalties to CFFT upon the approval and
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commercialization of any compounds discovered under the collaboration. For the three and six months ended June 30, 2006, Vertex recognized $2.8 million
and $5.2 million, respectively, in revenue related to its agreement with CFFT.

9.                 Guarantees

As permitted under Massachusetts law, Vertex’s Articles of Organization and Bylaws provide that the Company will indemnify certain of its officers and
directors for certain claims asserted against them in connection with their service as an officer or director. The maximum potential amount of future payments
that the Company could be required to make under these indemnification provisions is unlimited. However, the Company has purchased certain directors’ and
officers’ liability insurance policies that reduce its monetary exposure and enable it to recover a portion of any future amounts paid. The Company believes
the estimated fair value of these indemnification arrangements is minimal.

Vertex customarily agrees in the ordinary course of its business to indemnification provisions in agreements with clinical trials investigators and sites in
its drug development programs, in sponsored research agreements with academic and not-for-profit institutions, in various comparable agreements involving
parties performing services for the Company in the ordinary course of business, and in its real estate leases. The Company also customarily agrees to certain
indemnification provisions in its drug discovery and development and/or commercialization collaboration agreements. With respect to the Company’s clinical
trials and sponsored research agreements, these indemnification provisions typically apply to any claim asserted against the investigator or the investigator’s
institution relating to personal injury or property damage, violations of law or certain breaches of the Company’s contractual obligations arising out of the
research or clinical testing of the Company’s compounds or drug candidates. With respect to lease agreements, the indemnification provisions typically apply
to claims asserted against the landlord relating to personal injury or property damage caused by the Company, to violations of law by the Company or to
certain breaches of the Company’s contractual obligations. The indemnification provisions appearing in the Company’s collaboration agreements are similar,
but in addition provide some limited indemnification for its collaborator in the event of third party claims alleging infringement of intellectual property rights.
In each of the cases above, the indemnification obligation generally survives the termination of the agreement for some extended period, although the
obligation typically has the most relevance during the contract term and for a short period of time thereafter. The maximum potential amount of future
payments that the Company could be required to make under these provisions is generally unlimited. The Company has purchased insurance policies covering
personal injury, property damage and general liability that reduce its exposure for indemnification and would enable it in many cases to recover a portion of
any future amounts paid. The Company has never paid any material amounts to defend lawsuits or settle claims related to these indemnification provisions.
Accordingly, the Company believes the estimated fair value of these indemnification arrangements is minimal.

Effective on March 28, 2003, the Company sold certain assets of PanVera LLC to Invitrogen Corporation for approximately $97 million. The agreement
with Invitrogen requires the Company to indemnify Invitrogen against any loss it may suffer by reason of Vertex’s breach of certain representations and
warranties, or failure to perform certain covenants, contained in the agreement. The representations, warranties and covenants are of a type customary in
agreements of this sort. The Company’s aggregate obligations under the indemnity are, with a few exceptions that the Company believes are not material,
capped at one-half of the purchase price, and apply to claims under representations and warranties made within fifteen months after closing (which period has
ended), although there is no corresponding time limit for claims made based on breaches of covenants. Invitrogen has made no claims to date under this
indemnity, and the Company believes that the estimated fair value of the remaining indemnification obligation is minimal.
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Effective on December 3, 2003, the Company sold certain instrumentation assets to Aurora Discovery, Inc. for approximately $4.3 million. The
agreement with Aurora requires the Company to indemnify Aurora against any loss it may suffer by reason of the Company’s breach of certain
representations and warranties, or failure to perform certain covenants, contained in the agreement. The representations, warranties and covenants are of a
type customary in agreements of this sort. The Company’s aggregate obligations under the indemnity are capped at one-half of the purchase price, and apply
to claims under representations and warranties made within fifteen months after closing (which period has ended), although there is no corresponding time
limit for claims made based on breaches of covenants. Aurora has made no claims to date under this indemnity, and the Company believes that the estimated
fair value of the remaining indemnification obligation is minimal.

On February 10, 2004, Vertex entered into a Dealer Manager Agreement with UBS Securities LLC in connection with the exchange of approximately
$153.1 million of 2011 Notes for approximately $153.1 million of 2007 Notes. On September 13, 2004, the Company entered into a second Dealer Manager
Agreement with UBS Securities in connection with the exchange of approximately $79.3 million of 2011 Notes for approximately $79.3 million of 2007
Notes. Each of the Dealer Manager Agreements requires the Company to indemnify UBS Securities against any loss UBS Securities may suffer by reason of
the Company’s breach of representations and warranties relating to the exchanges of the convertible notes, the Company’s failure to perform certain
covenants in those agreements, the inclusion of any untrue statement of material fact in the materials provided to potential investors in the 2011 Notes, the
omission of any material fact needed to make those materials not misleading, and any actions taken by the Company or its representatives in connection with
the exchanges. The representations, warranties and covenants in the Dealer Manager Agreements are of a type customary in agreements of this sort. The
Company believes the estimated fair value of these indemnification obligations is minimal.

On June 7, 2005, the Company entered into a Purchase Agreement with Merrill Lynch, Pierce, Fenner & Smith Incorporated, as the representative of the
several underwriters named therein, relating to the Company’s 2005 public offering of common stock. The Purchase Agreement requires the Company to
indemnify the underwriters against any loss they may suffer by reason of the Company’s breach of representations and warranties relating to that public
offering, the Company’s failure to perform certain covenants in those agreements, the inclusion of any untrue statement of material fact in the prospectus used
in connection with that offering, the omission of any material fact needed to make those materials not misleading, and any actions taken by the Company or
its representatives in connection with the offering. The representations, warranties and covenants in the Purchase Agreement are of a type customary in
agreements of this sort. The Company believes the estimated fair value of these indemnification obligations is minimal.

10.          Contingencies

The Company has certain contingent liabilities that arise in the ordinary course of its business activities. The Company accrues contingent liabilities
when it is probable that future expenditures will be made and such expenditures can be reasonably estimated.

On December 17, 2003, a purported class action, Marguerite Sacchetti v. James C. Blair et al., was filed in the Superior Court of the State of California,
County of San Diego, naming as defendants all of the directors of Aurora who approved the merger of Aurora and Vertex, which closed in July 2001. The
plaintiffs claim that Aurora’s directors breached their fiduciary duty to Aurora by, among other things, negligently conducting a due diligence examination of
Vertex by failing to discover alleged problems with VX-745, a Vertex drug candidate that was the subject of a development program which was terminated by
Vertex in September 2001. Vertex has certain indemnity obligations to Aurora’s directors under the terms of the merger agreement between Vertex and
Aurora. This case was dismissed with prejudice in the first
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quarter of 2006 in connection with a settlement that resulted in payment to the plaintiff by the defendants’ directors’ and officers’ liability insurer of under
$200,000.

11.          New Accounting Pronouncements

In May 2005, the FASB issued FAS No. 154, “Accounting Changes and Error Corrections” (“FAS 154”). FAS No. 154 replaced APB Opinion No. 20,
“Accounting Changes”, and FAS No. 3, “Reporting Accounting Changes in Interim Financial Statements.” FAS No. 154 requires retrospective application to
prior periods’ financial statements of changes in accounting principle, unless it is impractible to determine either the period-specific effects or the cumulative
effect of the change. The Company adopted FAS 154 beginning on January 1, 2006; its adoption did not have a material impact on the Company’s
consolidated financial statements.

In November 2005, FASB issued FSP FAS 115-1 and FAS 124-1, “The Meaning of Other-Than-Temporary Impairment and Its Application to Certain
Investments” (“FSP FAS 115-1”), which provides guidance for determining when investments in certain debt and equity securities are considered impaired,
whether an impairment is other-than-temporary, and on measuring such impairment loss. FSP FAS 115-1 also includes accounting considerations subsequent
to the recognition of an other-than-temporary impairment and requires certain disclosures about unrealized losses that have not been recognized as other-than-
temporary impairments. FSP FAS 115-1 is required to be applied to reporting periods beginning after December 15, 2005. The Company adopted
FSP FAS 115-1 in the first quarter of 2006. Adoption of FSP FAS 115-1 did not have a material impact on the Company’s consolidated results of operations
or financial condition.
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Item 2.                        Management’s Discussion and Analysis of Financial Condition and Results of Operations

Overview

We are a biotechnology company in the business of discovering, developing and commercializing small molecule drugs for the treatment of serious
diseases. We have built a drug discovery capability that integrates biology, chemistry, biophysics, automation and information technologies, with a goal of
making the drug discovery process more efficient and productive. Currently, a Vertex-discovered compound for the treatment of HIV infection, fosamprenavir
calcium (marketed as Lexiva in the United States and Telzir in Europe), is being marketed by our collaborator GlaxoSmithKline. We have a number of drug
candidates in development and a broad-based discovery effort.

We are concentrating most of our drug development resources at the present time on three compounds in specific markets: VX-950 (telaprevir) for the
treatment of hepatitis C virus (HCV) infection in North America, VX-702 for the treatment of rheumatoid arthritis (RA) in North America and Europe and
VX-770 for the treatment of cystic fibrosis (CF) worldwide. We rely on collaborators for (i) financial support for certain drug development programs and
(ii) to conduct all or a portion of the development, manufacturing and commercialization activities for certain of our other drug candidates, either worldwide
or in the markets upon which we are not currently focused.

Drug Discovery and Development

Discovery and development of a new pharmaceutical product is a lengthy and resource-intensive process, which may take 10 to 15 years or more.
Throughout this entire process, potential drug candidates are subjected to rigorous evaluation, driven in part by stringent regulatory considerations, designed
to generate information concerning efficacy, proper dosage levels and a variety of other physical and chemical characteristics that are important in
determining whether a proposed drug candidate should be approved for marketing. The toxicity characteristics and profile of drug candidates at varying dose
levels administered for varying periods of time also are monitored continually and evaluated during the nonclinical and clinical development process. Most
chemical compounds that are investigated as potential drug candidates never progress into formal development, and most drug candidates that do advance
into formal development never become commercial products. A drug candidate’s failure to progress or advance may be the result of any one or more of a
wide range of adverse experimental outcomes including, for example, the lack of acceptable absorption characteristics or other physical properties, the lack of
sufficient efficacy against the disease target, difficulties in developing a cost-effective manufacturing or formulation method or the discovery of toxicities or
side effects that are unacceptable for the disease indication being treated.

Given the uncertainties of the research and development process, it is not possible to predict with confidence which, if any, of our current research and
development efforts will result in a marketable pharmaceutical product. We monitor the results of our discovery research and our nonclinical and clinical
trials and frequently evaluate our portfolio investments with the objective of balancing risk and potential return in light of new data and scientific, business
and commercial insights. This process can result in relatively abrupt changes in focus and priority as new information becomes available and we gain
additional insights into ongoing programs and potential new programs.

Business Strategy

We have elected to diversify our research and development activities across a relatively broad array of investment opportunities, due in part to the high
risks associated with the biotechnology and pharmaceutical business. We plan to expend significant resources on development and commercialization of some
of our drug product candidates in certain markets, and rely on collaborators to develop and commercialize certain of our other drug candidates either
worldwide or in markets upon which we are not
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currently focused. This diversification strategy requires more significant financial resources than would be required if we pursued a more limited approach.

Because we have incurred losses from our inception and expect to incur losses for the foreseeable future, we are dependent in large part on our continued
ability to raise significant funding to finance our discovery and development operations and our overhead and to meet our long-term contractual commitments



and obligations. In the past, we have secured funds principally through capital market transactions, strategic collaborative agreements, proceeds from the
disposition of assets, investment income and the issuance of stock under our employee benefit programs. At June 30, 2006, we had $315.9 million of cash,
cash equivalents and available-for-sale securities, $42.1 million in principal amount of 5% Convertible Subordinated Notes due 2007 (the “2007 Notes”) and
$118.0 million in principal amount of 5.75% Convertible Senior Subordinated Notes due 2011 (the “2011 Notes”). In early July 2006, we received $165.0
million as an upfront payment under our June 30, 2006 VX-950 (telaprevir) collaboration agreement with Janssen. In early August 2006, we agreed to
exchange approximately 4.1 million newly issued shares of our common stock for approximately $58.3 million in aggregate principal amount of outstanding
2011 Notes, including accrued and unpaid interest, reducing our outstanding aggregate principal amount of outstanding 2011 Notes to approximately $59.6
million. In order to fund our research, development and manufacturing activities, particularly for later stage compounds including VX-950 (telaprevir), we
expect to continue to pursue a general financing strategy that may lead us to undertake one or more additional capital transactions, which may or may not be
similar to transactions in which we have engaged in the past. We cannot be sure that any such financing opportunities will be available on acceptable terms.

Collaborations have been and will continue to be an important component of our business strategy.

On June 30, 2006, we entered into a License, Development, Manufacturing and Commercialization Agreement with Janssen Pharmaceutica, N.V., an
affiliate of the Johnson & Johnson Company, for the development, manufacture and commercialization of VX-950 (telaprevir), which is currently being
investigated in Phase II clinical trials for the treatment of HCV infection. Under our agreement with Janssen, we will collaborate with Janssen to develop VX-
950 (telaprevir) worldwide except for the Far East, and Janssen will be responsible for commercializing the compound worldwide except for North America
and the Far East. We have retained exclusive commercial rights to VX-950 (telaprevir) in North America and will lead the global development program.
Under the agreement, we received an upfront payment of $165 million in July 2006. In addition, the agreement provides for up to $380 million in milestone
payments, contingent upon the successful development and commercialization of VX-950 (telaprevir). Janssen will fund 50% of costs for the VX-950
(telaprevir) development program for North America and the Janssen territories beginning on the date of the agreement. Janssen is responsible for
commercialization of VX-950 (telaprevir) in Janssen’s territory and will pay us tiered royalties on any product sales, averaging in the mid -20% range, and
will be responsible for paying certain third party royalties. In connection with the development and commercialization of VX-950 (telaprevir), we will work
with Tibotec Pharmaceuticals, also a Johnson & Johnson company, to establish a global health initiative to increase the prevention, diagnosis, treatment and
cure of HCV infection, to be principally directed toward developing countries.

Also in June 2006, we extended the two-year research program term under our Exclusive Research Collaboration, License and Commercialization
Agreement with Merck & Co, Inc. by an additional three months, until September 2006. Our research collaboration with Novartis Pharma AG, together with
the corresponding research funding, expired during the second quarter of 2006. We expect that the revenue and funding from collaborations that support our
development stage compounds, such as the Janssen agreement, will in the future provide a proportionately higher level of financial support for the Company’s
R&D activities than revenue from research collaboration agreements.
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Our pipeline also includes other potential drug candidates that we may choose to develop with or through a collaborator, as we maintain focus on our
core product candidates. We may also seek collaborators for our research programs.

Clinical Development Programs

We are focusing our 2006 preclinical and clinical development investment on VX-950 (telaprevir), VX-702 and VX-770.  As a result of our progress in
the first half of 2006 in the VX-950 (telaprevir) development program, we currently plan to further increase our investment in that compound to support the
global Phase IIb clinical development program. We also currently are incurring and expect to continue to incur significant costs to manufacture VX-950
(telaprevir) drug product, in advance of obtaining regulatory marketing approval, in sufficient quantities to support a timely commercial product launch if we
are successful in obtaining such approval. Investment in these activities at the current stage of clinical development is subject to considerable risk that VX-
950 (telaprevir) will not advance to product registration, placing our full investment in the compound at risk.

We currently are conducting two major Phase II clinical trials of  VX-950 (telaprevir)—PROVE I in the United States and PROVE 2 in Europe, as part
of a global Phase II development program for VX-950 (telaprevir). We expect that together, the two clinical trials will evaluate sustained viral response
(“SVR”) rates in 580 treatment-naïve patients infected with genotype 1 HCV. Our global Phase II development program in treatment-naïve patients has three
objectives: (i) to evaluate the optimal SVR rate that can be achieved with VX-950 (telaprevir) therapy in combination with the current standard of care; (ii) to
evaluate the optimal treatment duration for VX-950 (telaprevir) combination therapy; and (iii) to evaluate the role of ribavirin in VX-950 (telaprevir)-based
therapy. We have enrolled over 100 patients in PROVE 1 to date. In addition to these two clinical trials, we expect to begin additional clinical trials of VX-
950 (telaprevir) in the second half of the year, including a Phase II clinical trial in patients who have failed prior standard of care treatment. We anticipate
those additional clinical trials to enroll approximately 400 patients. By the end of the first quarter of 2007, we expect to have enrolled approximately 1,000
patients in clinical trials of VX-950 (telaprevir). We collaborate in the Far East clinical development of VX-950 (telaprevir) with Mitsubishi Pharma
Corporation, which began the first Phase I clinical trial of VX-950 (telaprevir) in the Far East.

We recently revised our clinical development plans for VX-702, and now expect to initiate a Phase II clinical trial of VX-702 on a background of
methotrexate in patients with RA in 2007.

We have completed dosing in the first two cohorts of healthy volunteers in the single dose Phase I clinical trial of VX-770, which targets a key
mechanism underlying the progression of cystic fibrosis. In the second half of 2006, we plan to evaluate multiple doses of VX-770 in healthy volunteers and
assess single doses of VX-770 in patients with CF.

We believe that each of these programs requires that we make a comprehensive investment to realize its full clinical and commercial value. We also
recognize that development investment at this stage is subject to the considerable risk that any one or more of these compounds will not advance to product
registration. Each compound could fail to progress or advance due to a wide range of adverse experimental outcomes, placing our full investment in the
compound at risk. While we attempt to stage our investments to mitigate these financial risks, drug discovery and development by its nature is a very risky
undertaking. We expect to continue to evaluate and prioritize investment in our clinical development programs based on the emergence of new clinical and
nonclinical data in each program throughout 2006 and in subsequent years.

In the clinical development program being conducted by our collaborator Merck for VX-680, an investigational drug candidate targeting Aurora kinase,
Merck began patient enrollment in a Phase II clinical trial of VX-680 in patients with advanced lung cancer. A Phase II clinical trial of VX-680 in
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patients with advanced colorectal cancer and an extended Phase I clinical trial of patients with hematologic cancers are ongoing. We now expect that our
collaborator GSK will initiate Phase III development of brecanavir, a novel HIV protease inhibitor currently being evaluated in a Phase II clinical trial, in
2007.

Financial Guidance

The key financial measures for which we have provided guidance are as follows:

Net Loss:   In July 2006, we revised our expected net loss on a GAAP basis upward from our previous guidance of a range of $205 to $225 million,
including an estimated $34 million in stock-based compensation expense and an estimated $6 million of restructuring expense, to incorporate additional
research and development investment related to our expanded global Phase IIb program for VX-950 (telaprevir). We now expect that the net loss on a
GAAP basis for 2006 will be in the range of $222 million to $237 million. This net loss estimate includes an estimated $38 million in stock-based
compensation expense and an estimated $4 million of restructuring expense as a result of imputed interest charges relating to the restructuring accrual.

Revenues:   We expect that the Company’s revenue will be in the range of $210 to $235 million in 2006.

Research and Development (“R&D”) Expense:   We expect that R&D expense will be in the range of $375 to $395 million for 2006, including
approximately $31 million of stock-based compensation expense. In July 2006, we increased our estimate for R&D expense by $25 million from a range of
$350 to $370 million, including $28 million of stock-based compensation expense. The increase is a result of the anticipated increased investment in our
global Phase IIb program for VX-950 (telaprevir).

Sales, General and Administrative (“SG&A”) Expense:   We expect our SG&A expense will be in the range of $55 to $60 million for 2006, including
approximately $6 million of stock-based compensation expense.

Cash, Cash Equivalents and Available-for-Sale Securities:   As a result of the $165 million upfront payment that we received in early July 2006 as
part of the VX-950 (telaprevir) collaboration with Janssen, we expect cash, cash equivalents and available-for-sale securities at the end of 2006 to be in excess
of $400 million.

The financial measures set forth above are forward-looking and are subject to risks and uncertainties that could cause our actual results to vary
materially, including the risks and uncertainties that we describe in “Risk Factors” in Item 1A of our 2005 Annual Report on Form 10-K, which was filed with
the Securities and Exchange Commission on March 16, 2006, and in the section below entitled “Forward-Looking Statements.”

Liquidity and Capital Resources

We have incurred operating losses since our inception and historically have financed our operations principally through public and private offerings of
our equity and debt securities, strategic collaborative agreements that include research and development funding, development milestones and royalties on the
sales of products, proceeds from the disposition of assets, investment income and proceeds from the issuance of stock under our employee benefit programs.

At June 30, 2006, we had cash, cash equivalents and available-for-sale securities of $315.9 million, a decrease of $91.6 million from $407.5 million at
December 31, 2005. This decrease is primarily the result of investment in our clinical development activities, offset by approximately $31.9 million received
from the issuance of common stock under our employee benefit plans. Expenditures for property and equipment during the six months ended June 30, 2006
were $18.2 million.
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In July 2006, we received a $165.0 million upfront payment under our collaboration with Janssen for the development, manufacture and
commercialization of VX-950 (telaprevir). Under the terms of the Agreement, Janssen will fund 50% of drug development costs incurred on or after June 30,
2006 in the global development program for VX-950 (telaprevir).

At June 30, 2006, we had approximately $42.1 million in aggregate principal amount of 2007 Notes and approximately $118.0 million in aggregate
principal amount of 2011 Notes outstanding. The 2011 Notes are convertible into common stock at the option of the holder at a price equal to $14.94 per
share, subject to adjustment under certain circumstances. The 2007 Notes are convertible into common stock at the option of the holder at a price equal to
$92.26 per share, subject to adjustment under certain circumstances. In August 2006, we exchanged approximately 4.1 million shares of newly issued
common stock for approximately $58.3 million in aggregate principal amount of outstanding 2011 Notes, plus accrued interest. As a result of these exchanges
we expect to incur a non-cash charge of approximately $5.0  million in the third quarter of 2006. This charge is related to the incremental shares issued in the
transaction over the number that would have been issued upon the conversion of the notes under the original conversion terms.

In July 2006, we sold 817,749 shares of Altus Pharmaceuticals common stock for approximately $11.7 million, resulting in a realized gain of
approximately $7.7 million, to be recognized in the third quarter of 2006.

We expect to continue to make significant investments in our pipeline, particularly in clinical trials for certain of our product candidates, in our ion
channel and kinase discovery efforts and in our effort to prepare for potential registration, regulatory approval and commercial launch of our existing and
future product candidates. We also expect to continue incurring significant costs to manufacture VX-950 (telaprevir) drug products in advance of obtaining
regulatory marketing approval, in sufficient quantities to support a timely commercial product launch if we are successful in obtaining such approval.
Consequently, we expect to incur losses on a quarterly and annual basis for the foreseeable future.

As part of our strategy for managing our capital structure, we have from time to time adjusted the amount and maturity of our debt obligations through
new issues, privately negotiated transactions and market purchases, depending on market conditions and our perceived needs at the time. During the
remainder of 2006, we expect to continue pursuing a general financial strategy that may lead us to undertake one or more additional capital transactions. Any
such capital transactions may or may not be similar to transactions in which we have engaged in the past.

To the extent that our current cash and marketable securities, in addition to the above-mentioned sources, are not sufficient to fund our activities, it will
be necessary to raise additional funds through public offerings or private placements of our securities or other methods of financing. We also will continue to
manage our capital structure and consider all financing opportunities, whenever they may occur, that could strengthen our long-term liquidity profile. There
can be no assurance that any such financing opportunities will be available on acceptable terms, if at all.

There have been no significant changes to our commitments and obligations as reported in our 2005 Annual Report on Form 10-K, which was filed with
the Securities and Exchange Commission on March 16, 2006.



Critical Accounting Policies and Estimates

Our discussion and analysis of our financial condition and results of operations is based upon our consolidated financial statements prepared in
accordance with GAAP. The preparation of these financial statements requires us to make certain estimates and assumptions that affect the reported amounts
of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the consolidated
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financial statements and the reported amounts of revenue and expense during the reported periods. These items are constantly monitored and analyzed by
management for changes in facts and circumstances, and material changes in these estimates could occur in the future. Changes in estimates are recorded in
the period in which they become known. We base our estimates on historical experience and various other assumptions that we believe to be reasonable under
the circumstances. Actual results may differ from our estimates if past experience or other assumptions do not turn out to be substantially accurate.

We believe that the application of the accounting policies for restructuring and other expense, revenue recognition, research and development expenses,
investments and stock-based compensation, all of which are important to our financial condition and results of operations, require significant judgments and
estimates on the part of management. Our accounting polices, including the ones discussed below, are more fully described in Note B, “Accounting Policies,”
to our consolidated financial statements included in our Annual Report on Form 10-K, which was filed with the Securities and Exchange Commission on
March 16, 2006.

Restructuring Expense

We record liabilities associated with restructuring activities based on estimates of fair value in the period the liabilities are incurred, in accordance with
FAS 146. As prescribed by FAS 146, we use a probability-weighted discounted cash-flow analysis to calculate the amount of the liability. The probability-
weighted discounted cash-flow analysis is based on management’s assumptions and estimates of our ongoing lease obligations, including contractual rental
commitments, build-out commitments and building operating costs, and estimates of income from subleases, based on the term and timing of such subleases.
We discount the estimated cash flows using a discount rate of approximately 10%. These cash flow estimates are reviewed and may be adjusted in subsequent
periods. Adjustments are based, among other things, on management’s assessment of changes in factors underlying the estimates. Because our estimate of the
liability includes the application of a discount rate to reflect the time-value of money, the estimate will increase simply as a result of the passage of time, even
if all other factors remain unchanged.

Our estimates of our restructuring liability have changed in the past, and it is possible that our assumptions and estimates will change in the future,
resulting in additional adjustments to the amount of the estimated liability. The effect of any such adjustments could be material. For example, we currently
have two subleases for portions of the Kendall Square Facility with terms of six and seven years, respectively, and we have made certain estimates and
assumptions relating to future sublease terms following the expiration of the current subleases. Market variability may require adjustments to those
assumptions in the future. We will review our assumptions and judgments related to the lease restructuring on at least a quarterly basis until the Kendall
Square lease is terminated or expires, and make whatever modifications we believe are necessary, based on our best judgment, to reflect any changed
circumstances.

The accrual for restructuring expense of $36.3 million at June 30, 2006 is related to the portion of the Kendall Square Facility that we do not intend to
occupy. This estimate represents our best judgment of the assumptions and estimates most appropriate in measuring the ongoing obligation.

Revenue Recognition

We recognize revenue in accordance with the Securities and Exchange Commission’s (“SEC”) Staff Accounting Bulletin No. 101, “Revenue
Recognition in Financial Statements” (“SAB 101”), as amended by SEC Staff Accounting Bulletin No. 104, “Revenue Recognition,” (“SAB 104”) and for
revenue arrangements entered into after June 30, 2003, Emerging Issues Task Force Issue No. 00-21, “Revenue Arrangements with Multiple Deliverables”
(“EITF 00-21”).

Our revenues are generated primarily through collaborative research, development and commercialization agreements. The terms of the agreements
typically include payment to us of non-

26

refundable up-front license fees, funding of research and development efforts, milestone payments and/or royalties on product sales.

Agreements containing multiple elements are divided into separate units of accounting if certain criteria are met, including whether the delivered element
has stand-alone value to the collaborator and whether there is objective and reliable evidence of fair value of the undelivered obligation(s). The consideration
received is allocated among the separate units based on each unit’s fair value or the residual method, and the applicable revenue recognition criteria are
applied to each of the separate units.

We recognize revenues from non-refundable, up-front license fees on a straight-line basis over the contracted or estimated period of performance, which
is typically the research or development term. Research and development funding is recognized as earned, ratably over the period of effort.

Substantive milestones realized in collaboration arrangements are recognized as earned when the corresponding payment is reasonably assured, subject
to the following policies in those circumstances where we have obligations remaining after achievement of the milestone:

·                    In those circumstances where collection of a substantive milestone is reasonably assured, we have remaining obligations to perform under the
collaboration arrangements and we have evidence of fair value for our remaining obligations, we consider the milestone payment and the remaining
obligations to be separate units of accounting. In these circumstances, we use the residual method under EITF 00-21, Revenue Arrangements with
Multiple Deliverables to allocate revenue among the milestones and the remaining obligations.

·                    In those circumstances where collection of a substantive milestone is reasonably assured, we have remaining obligations to perform under the
collaboration arrangement, and we do not have sufficient evidence of fair value for our remaining obligations, we consider the milestone payment
and the remaining obligations on the contract as a single unit of accounting. In those circumstances where the collaboration does not require specific
deliverables at specific times or at the end of the contract term, but rather our obligations are satisfied over a period of time, substantive milestones
are recognized over the period of performance. This typically results in a portion of the milestone payment being recognized as revenue at the date



the milestone is achieved equal to the applicable percentage of the performance period that has elapsed as of the date the milestone is achieved, with
the balance being deferred and recognized over the remaining period of performance.

We evaluate whether milestones are substantive at the inception of the agreement based on the contingent nature of the milestone, specifically reviewing
factors such as the technological risk that must be overcome as well as the level of effort and investment required to achieve the milestone. Milestones that are
not considered substantive and do not meet the separation criteria are accounted for as license payments and recognized on a straight-line basis over the
remaining period of performance.

Payments received after performance obligations are met completely are recognized when earned.

Royalty revenue is recognized based upon actual and estimated net sales of licensed products in licensed territories as provided by the licensee and is
recognized in the period the sales occur. Differences between actual royalty revenues and estimated royalty revenues, which have not historically been
significant, are reconciled and adjusted for in the quarter they become known.

Research and Development Costs

All research and development costs, including amounts funded by research and development collaborations, are expensed as incurred. Research and
development expenses are comprised of costs incurred in performing research and development activities including salaries and benefits; laboratory supplies;
contract services, including clinical trial costs; and infrastructure costs, including facilities costs
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and depreciation. To record clinical trial, contract services and other outside costs, we are required to make estimates of the costs incurred in a given
accounting period and record accruals at period-end, because the third party service periods and billing terms do not always coincide with our period-end. We
base our estimates on our knowledge of the research and development programs, services performed for the period, past history for related activities and the
expected duration of the third party service contract, where applicable.

Altus Investment

Altus Pharmaceuticals, Inc. completed an initial public offering in January 2006. At June 30, 2006, we owned 817,749 shares of Altus common stock
and warrants to purchase 1,962,494 shares of Altus common stock. In addition, we hold 450,000 shares of Altus redeemable preferred stock, which are not
convertible into common stock and which are redeemable at our option on or after December 31, 2010, or by Altus at any time. We were restricted from
trading Altus securities for a period of six months following the initial public offering. The period ended in July 2006.

As a result of the public offering, the common stock is classified as an available-for-sale investment and is recorded at fair value, based on quoted market
prices, with unrealized gains and losses included as a component of accumulated other comprehensive income, which is a separate component of
stockholders’ equity, until such gains and losses are realized. At June 30, 2006, the fair market value of the Altus common stock investment was $15.1
million, with a cost value of $4.0 million. In July 2006, we sold the 817,749 shares of common stock for approximately $11.7 million. We expect to record a
gain of approximately $7.7 million on this sale in the third quarter of 2006.

We continued to account for the warrants under the cost method of accounting until the end of the restricted trading period in July 2006, after which time
the warrants have been classified as derivatives. Gains or losses on the fair market value of the warrants, as derivatives, will be included in the consolidated
statements of operations beginning in the third quarter of 2006. We continue to account for the redeemable preferred stock under the cost method of
accounting.

We continue to assess the Altus warrants and redeemable preferred stock on a quarterly basis to determine if there has been any estimated decrease in the
fair value of that investment below the carrying value that might require us to write down the cost basis of the investment. If any adjustment to the fair value
of an investment reflects a decline in the value of that investment below its cost, we consider the evidence available to us, including the duration and extent to
which the decline is other-than-temporary. If the decline is considered other-than-temporary, the cost basis of the investment is written down to fair value as a
new cost basis and the amount of the write-down is included in the consolidated statements of operations. We have not identified facts or circumstances which
would cause us to determine that the investment basis of our interest in Altus should be changed.

Stock-based compensation

We adopted the provisions of Statement of Financial Accounting Standards Board No. 123(R), “Share-Based Payments” (“FAS 123(R)”), on January 1,
2006. FAS 123(R) requires us to measure compensation cost of stock-based compensation at the grant date, based on the fair value of the award, and to
recognize that cost as an expense over the employee’s requisite service period (generally the vesting period of the equity award). Prior to January 1, 2006, we
accounted for stock-based compensation to employees in accordance with Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to
Employees” (“APB 25”), and related interpretations. We also followed the disclosure requirements of Statement of Financial Accounting Standards No. 123,
“Accounting for Stock-Based Compensation” (“FAS 123”). We elected to adopt the modified prospective transition method as provided by FAS 123(R) and
accordingly, financial statement amounts for the periods prior to January 1, 2006 that are presented in this Form 10-Q have not been restated to reflect the fair
value method.
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Under FAS 123(R), we determine the fair value of awarded stock options and ESPP shares using the Black-Scholes valuation model. The Black-Scholes
valuation model requires us to make certain assumptions and estimates concerning our stock price volatility, the rate of return of risk-free investments, the
anticipated term of the awards, and our anticipated dividends. In determining the amount of expense to be recorded, judgment is also required to estimate
forfeiture rates for awards based on the probability that employees will complete the required service period. If actual forfeitures differ significantly from our
estimates, our results could be materially impacted.

Results of Operations

Three Months Ended June 30, 2006 Compared with Three Months Ended June 30, 2005



Our net loss for the three months ended June 30, 2006 was $77,658,000, or $0.72 per basic and diluted common share, compared to net loss of
$40,988,000, or $0.50 per basic and diluted common share for the three months ended June 30, 2005. Included in the net loss for the quarter ended June 30,
2006 is stock-based compensation expense of $11,647,000 and restructuring expense of $443,000. Included in the net loss for the quarter ended June 30, 2005
is stock-based compensation expense of $1,129,000 and a credit to restructuring expense of $1,743,000. The increase in the net loss is primarily the result of
increased development investment related to VX-950 (telaprevir) as well as increased charges for stock-based compensation due to the adoption of FAS
123(R) on January 1, 2006.

Revenues

Total revenues decreased $2,595,000 to $29,726,000 for the three months ended June 30, 2006, compared to $32,321,000 for the three months ended
June 30, 2005. In the second quarter of 2006, revenue was comprised of $9,005,000 in royalties and $20,721,000 in collaborative research and development
revenue. In the second quarter of 2005, revenue was comprised of $7,467,000 in royalties and $24,854,000  in collaborative research and development revenue.

Royalties consist principally of Lexiva/Telzir royalty revenue, based on actual and estimated worldwide net sales. We began earning royalties on sales of
Lexiva in the United States in the fourth quarter of 2003 and on Telzir in the European Union in third quarter of 2004. The increase in royalty revenue is due
to an increase in Lexiva/Telzir sales. We pay a royalty to a third party on sales of Lexiva/Telzir.

Collaborative research and development revenue decreased $4,133,000, or 17%, for the three months ended June 30, 2006, as compared with the same
period in 2005. This decrease is primarily related to the expiration of our research collaboration with Novartis in April 2006.

With the signing of the VX-950 (telaprevir) collaboration with Janssen, we expect that for the foreseeable future the revenue and funding from
collaborations that support our development-stage compounds, including development cost reimbursements and milestones, will provide a proportionately
higher level of financial support for the Company’s research and development activities than revenue from research collaboration agreements.

Costs and Expenses

Research and development expenses increased $31,893,000, or 54%, to $91,250,000, including $9.8 million of stock-based compensation, for the three
months ended June 30, 2006, from $59,357,000, including $0.9 million of stock-based compensation, for the same period in 2005. The increase in research
and development expenses was driven primarily by investment in our clinical development programs for VX-950 (telaprevir) and VX-702 as well as an
increase in stock-based compensation expense of $8,828,000
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due to the adoption of FAS 123(R). Development expenses accounted for 79%, or $25,284,000, of the aggregate increase in research and development
expenses.

Research and development expenses consist primarily of salary and benefits, laboratory supplies, contractual services and infrastructure costs, including
facilities costs and depreciation. Set forth below is a summary that reconciles our total research and development expenses for the three months ended
June 30, 2006 and 2005 (in thousands):

  

Three Months Ended
June 30,      

  2006  2005  $ Change  % Change  

Research Expenses:
           

Salary and benefits
 

$ 16,136
 

$ 10,066
 

$ 6,070
  

60%
 

Laboratory supplies and other direct expenses
 

5,965
 

5,419
 

546
  

10%
 

Contractual services
 

1,772
 

1,750
 

22
  

1%
 

Infrastructure costs
 

12,548
 

12,577
 

(29)
 

—%
 

Total research expenses
 

$ 36,421
 

$ 29,812
 

$ 6,609
     

Development Expenses:
           

Salary and benefits
 

$ 14,292
 

$ 6,330
 

$ 7,962
  

126%
 

Laboratory supplies and other direct expenses
 

4,610
 

2,763
 

1,847
  

67%
 

Contractual services
 

25,376
 

13,844
 

11,532
  

83%
 

Infrastructure costs
 

10,551
 

6,608
 

3,943
  

60%
 

Total development expenses
 

$ 54,829
 

$ 29,545
 

$ 25,284
     

Total Research and Development Expenses:
           

Salary and benefits
 

$ 30,428
 

$ 16,396
 

$ 14,032
  

86%
 

Laboratory supplies and other direct expenses
 

10,575
 

8,182
 

2,393
  

29%
 

Contractual services
 

27,148
 

15,594
 

11,554
  

74%
 

Infrastructure costs
 

23,099
 

19,185
 

3,914
  

20%
 

Total research and development expenses
 

$ 91,250
 

$ 59,357
 

$ 31,893
      

Sales, general and administrative expenses increased to $14,370,000, including $1,892,000 of stock-based compensation, for the three months ended
June 30, 2006, compared to $10,814,000, including $202,000 of stock-based compensation, for the same period in 2005. The change is due to an increase in
infrastructure costs to support increases in research and development.

Restructuring expense for the three months ended June 30, 2006 was $443,000, compared to a restructuring credit for the three months ended June 30,
2005 of $1,743,000. The charge in the three months ended June 30, 2006  resulted primarily from an imputed interest cost related to the restructuring accrual.
The restructuring credit for the three months ended June 30, 2005 resulted from an adjustment of the portion of restructuring accrual relating to the portion of
the Kendall Square Facility that we are occupying, offset by (i) a charge in the amount of the estimated incremental net ongoing lease obligation associated
with the portion of the Kendall Square Facility that we still do not intend to occupy and (ii) imputed interest costs relating to the restructuring liability.
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The activity related to the restructuring accrual and related expense for the three months ended June 30, 2006 is as follows (in thousands):

    Cash        

    payments,  Cash received  Charge,    

  Accrual as of  second  from subleases,  second  Accrual as of  

  March 31,  quarter  second  quarter  quarter  June 30,  

  2006  2006  2006  2006  2006  

Lease restructuring expense
  

$ 41,719
   

$ (7,904)
  

$ 2,020
   

$ 443
   

$ 36,278
   

The activity related to the restructuring accrual and related expense for the three months ended June 30, 2005 is as follows (in thousands):

        Portion of      

    Cash    facility      

    payments,  Cash received  Vertex expects  Charge,    

  Accrual as of  second  from sublease,  to occupy,  second    

  March 31,  quarter  second quarter  second  quarter  Accrual as of  

  2005  2005  2005  quarter 2005  2005  June 30, 2005  

Lease restructuring expense
  

$ 52,305
   

$ (7,242)
  

$ 493
   

$ (10,018)
 

$ 8,275
  

$ 43,813
   

Interest income increased $1,674,000, or 74%, to $3,921,000 for the three months ended June 30, 2006 from $2,247,000 for the three months ended
June 30, 2005. The increase is a result of higher portfolio yields.

Interest expense decreased $2,282,000, or 49%, to $2,357,000 for the three months ended June 30, 2006 from $4,639,000 for the three months ended
June 30, 2005. The decrease resulted from reduction of outstanding debt in 2005.

As of June 30, 2006, there was approximately $64,353,000 of unrecognized compensation cost, net of forfeitures, related to stock-based awards granted
under the Stock and Option Plans. We expect to recognize that cost over a weighted-average period of 2.72 years.

Six Months Ended June 30, 2006 Compared with Six Months Ended June 30, 2005

Our net loss for the six months ended June 30, 2006 was $127,745,000, or $1.18 per basic and diluted common share, compared to net loss of
$85,708,000, or $1.06 per basic and diluted common share for the six months ended June 30, 2005. Included in the net loss for the six months ended June 30,
2006 is stock-based compensation expense of $19,772,000, restructuring expense of $1,210,000 and the effect of a cumulative benefit of accounting change of
$1,046,000, related to the adoption of FAS 123(R). Included in the net loss for the six months ended June 30, 2005 is stock-based compensation expense of
$2,160,000 and restructuring expense of $171,000.

Revenues

Total revenues increased $7,886,000 to $68,813,000 for the six months ended June 30, 2006, compared to $60,927,000 for the six months ended June 30,
2005. In the first half of 2006, revenue was comprised of $18,184,000 in royalties and $50,629,000 in collaborative research and development revenue. In the
first half of 2005, revenue was comprised of $13,620,000 in royalties and $47,307,000  in collaborative research and development revenue.

Collaborative research and development revenue increased $3,322,000, or 7%, in the first half of 2006, as compared with the same period in 2005. This
increase primarily relates to milestone payments from Merck upon the initiation of Phase II clinical trials of VX-680, partially offset by reduced research
funding under our Novartis collaboration, which expired in April 2006.
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Costs and Expenses

Research and development expenses increased $49,660,000, or 43%, to $166,452,000, including $16.2 million of stock-based compensation, for the six
months ended June 30, 2006 from $116,792,000, including $1.8 million of stock-based compensation, for the same period in 2005. The increase in research
and development expenses was driven primarily by investment in our clinical development programs for VX-950 (telaprevir) and VX-702 as well as an
increase in stock-based compensation expense of $14,397,000 due to the adoption of FAS 123(R). Development expenses accounted for 74%, or $36,781,000,
of the aggregate increase in research and development expenses.

Research and development expenses consist primarily of salary and benefits, laboratory supplies, contractual services and infrastructure costs, including
facilities costs and depreciation. Set forth below is a summary that reconciles our total research and development expenses for the six months ended June 30,
2006 and 2005 (in thousands):

  

Six Months Ended
June 30,      

  2006  2005  $ Change  % Change  

Research Expenses:
           

Salary and benefits
 

$ 30,843
 

$ 20,143
 

$ 10,700
  

53%
 

Laboratory supplies and other direct expenses
 

11,866
 

11,012
 

854
  

8%
 

Contractual services
 

3,581
 

3,511
 

70
  

2%
 

Infrastructure costs
 

26,403
 

25,148
 

1,255
  

5%
 

Total research expenses
 

$ 72,693
 

$ 59,814
 

$ 12,879
     

Development Expenses:
           

Salary and benefits
 

$ 26,080
 

$ 12,589
 

$ 13,491
  

107%
 

Laboratory supplies and other direct expenses
 

8,445
 

4,829
 

3,616
  

75%
 

Contractual services
 

41,035
 

26,743
 

14,292
  

53%
 

Infrastructure costs
 

18,199
 

12,817
 

5,382
  

42%
 

Total development expenses
 

$ 93,759
 

$ 56,978
 

$ 36,781
     

Total Research and Development Expenses:
           

Salary and benefits
 

$ 56,923
 

$ 32,732
 

$ 24,191
  

74%
 

Laboratory supplies and other direct expenses
 

20,311
 

15,841
 

4,470
  

28%
 

Contractual services
 

44,616
 

30,254
 

14,362
  

47%
 



Infrastructure costs
 

44,602
 

37,965
 

6,637
  

17%
 

Total research and development expenses
 

$ 166,452
 

$ 116,792
 

$ 49,660
      

Sales, general and administrative expenses increased to $27,249,000, including $3,611,000 of stock-based compensation, for the six months ended
June 30, 2006, compared to $20,441,000, including $396,000 of stock-based compensation, for the same period in 2005. The change is due to an increase in
infrastructure costs to support the growing research and development effort.

Restructuring expense for the six months ended June 30, 2006 was $1,210,000, compared to a restructuring expense for the six months ended June 30,
2005 of $171,000. The charge in the six months ended June 30, 2006  resulted primarily from an imputed interest cost related to the restructuring accrual. The
expense for the six months ended June 30, 2005 includes an adjustment of the portion of restructuring relating to the portion of the Kendall Square Facility
that we expect to occupy, offset by (i) a charge in the amount of the estimated incremental net ongoing lease obligation associated with the portion of the
Kendall Square Facility that we still do not intend to occupy and (ii) imputed interest costs relating to the restructuring liability.
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The activity related to the restructuring accrual and related expense for the six months ended June 30, 2006 is as follows (in thousands):

    Cash,  Cash received  Charge    

    payments  from subleases,  six months    

  Accrual as of  six months  six months   ended  Accrual as of  

  Dec. 31,  ended June 30,  ended June 30,  June 30,  June 30,  

  2005  2006  2006  2006  2006  

Lease restructuring expense
  

$ 42,982
   

$ (11,884)
  

$ 3,970
   

1,210
   

$ 36,278
   

The activity related to the restructuring accrual and related expense for the six months ended June 30, 2005 is as follows (in thousands):

    Cash  Cash received  

Portion of
facility      

    payments,  from sublease,  Vertex  Charge,    

    six months  six months  expects  Six months    

  Accrual as of  ended  ended  to occupy,  ended  Accrual as of  

  December 31,  June 30,  June 30,  six months ended  June 30,  June 30,  

  2004  2005  2005  June 30, 2005  2005  2005  

Lease restructuring 
expense

  

$ 55,843
   

$ (13,017)
  

$ 816
   

$ (10,018)
  

$ 10,189
   

$ 43,813
   

Interest income increased $3,335,000, or 73%, to $7,901,000 for the six months ended June 30, 2006 from $4,566,000 for the six months ended June 30,
2005. The increase is a result of higher portfolio yields.

Interest expense decreased $4,564,000, or 49%, to $4,714,000 for the six months ended June 30, 2006 from $9,278,000 for the six months ended
June 30, 2005. The decrease resulted from our reduction of outstanding debt in 2005.

Pursuant to the adoption of FAS 123(R), stock-based compensation expense is recognized over the service period, including an estimate of awards that
will be forfeited. Previously, we recorded the impact of forfeitures as they occurred. In connection with the adoption of FAS 123(R) during the first half of
fiscal year 2006, we recorded a $1,046,000 benefit from the cumulative effect of changing from recording forfeitures related to restricted stock awards as they
occurred to estimating forfeitures during the service period.

New Accounting Pronouncements
In May 2005, the FASB issued FAS No. 154, “Accounting Changes and Error Corrections” (“FAS 154”). FAS No. 154 replaces APB Opinion No. 20,

“Accounting Changes” and FAS No. 3, “Reporting Accounting Changes in Interim Financial Statements.” FAS No. 154 requires retrospective application to
prior periods’ financial statements of changes in accounting principle, unless it is impracticable to determine either the period-specific effects or the
cumulative effect of the change. We adopted FAS 154 beginning on January 1, 2006; its adoption did not have a material impact on our consolidated financial
statements.

In November 2005, FASB issued FSP FAS 115-1 and FAS 124-1, “The Meaning of Other-Than-Temporary Impairment and Its Application to Certain
Investments” (“FSP FAS 115-1”), which provides guidance on determining when investments in certain debt and equity securities are considered impaired,
whether an impairment is other-than-temporary, and on measuring such impairment loss. FSP FAS 115-1 also includes accounting considerations subsequent
to the recognition of an other-than-temporary impairment and requires certain disclosures about unrealized losses that have not been recognized as other-than-
temporary impairments. FSP FAS 115-1 is required to be applied to reporting periods beginning after December 15, 2005. We adopted FSP FAS 115-1 in the
first quarter of 2006. Adoption of
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FSP FAS 115-1 did not have a material impact on our consolidated results of operations or financial condition.

Forward-Looking Statements
Our disclosure in this Quarterly Report on Form 10-Q contains forward-looking statements. Forward-looking statements give our current expectations or

present forecasts of future events. You can identify these statements by the fact that they do not relate strictly to historical or current facts. Such statements
may include words such as “anticipate,” “estimate,” “expect,” “project,” “intend,” “plan,” “believe” and other words and phrases of similar meaning in
connection with any discussion of future operating or financial performance. In particular, these statements include forward-looking statements about our
business, including our expectations that:

·                    we will incur a substantial loss for the year ending December 31, 2006;
·                    the estimates and assumptions used in determining the value of stock-based compensation under FAS 123(R), including assumptions relating to

future stock volatility, award forfeiture rates and employee behavior, will prove accurate;



·                    the estimates and assumptions used in evaluating the future obligations arising from the Kendall Square lease, including assumptions relating the
costs to be incurred to satisfy our buildout requirements under the lease, the time necessary to sublease the space, projected sublease rental rates and
the duration of future subleases, will prove accurate;

·                    we will rely on collaborators to develop and commercialize certain of our drug candidates either worldwide or in markets upon which we are not
currently focused;

·                    the timing of our drug development activities will be as set forth in this Quarterly Report;
·                    we may choose to develop some of our drug candidates with or through a collaborator, as we maintain focus on our core product candidates;
·                    we may seek collaborators for our research programs;

·       our increased clinical investment will be as a result of our investment in our core programs;
·                    we will continue to evaluate and prioritize investment in our clinical development programs based on the emergence of new clinical and nonclinical

data in each program in 2006 and in subsequent years;
·                    we will further increase our investment in VX-950 (telaprevir) to support the global Phase IIb development program;

·                    we will continue to incur significant manufacturing costs for VX-950 (telaprevir) drug product in quantities to support a timely commercial launch;
·                    our timelines for development and commercialization of VX-950 (telaprevir) will be as we have projected;
·                    PROVE 1 and PROVE 2 together will evaluate sustained viral response (“SVR”) rates in 580 treatment naïve patients infected with

genotype 1 HCV;

·                    we will begin additional clinical trials of VX-950 (telaprevir) in approximately 400 patients in the second half of the year, including a Phase IIb
study in patients who failed prior standard of care treatment;

·                    by the end of the first quarter of 2007, we will have enrolled approximately 1,000 patients in clinical trials of VX-950 (telaprevir);
·                    we will initiate a Phase II clinical trial of VX-702 on a background of methotrexate in patients with RA in 2007;
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·                    we will evaluate multiple doses of VX-770 in healthy volunteers and assess single doses of VX-770 in patients with CF;

·                    GSK will initiate a Phase III clinical trial of brecanavir in 2007;
·                    our net loss on a GAAP basis for 2006 will be in the range of $222 million to $237 million, including an estimated $38 million in stock-based

compensation expense and an estimated $4 million of restructuring expense;
·                    our 2006 revenue will be in the range of $210 to $235 million;
·                    our SG&A expense will be in the range of $55 to $60 million for 2006, including approximately $6 million of stock-based compensation expense;
·                    our R&D expense in 2006 will be in the range of $375 million to $395 million, including approximately $31 million of stock-based compensation

expense;
·                    our cash, cash equivalents and available-for-sale securities at the end of 2006 will be in excess of $400 million;
·                    we will incur a non-cash charge of approximately $5.0 million related to the August 2006 debt exchange in the third quarter of 2006;
·                    we will record a gain of approximately $7.7 million on the sale of Altus common stock in the third quarter of 2006;
·                    we will continue to make significant investments in our pipeline, particularly in clinical trials for certain of our product candidates, in our ion

channel and kinase discovery efforts and in our effort to prepare for potential registration, regulatory approval and commercial launch of our
existing and future product candidates;

·                    we will incur losses on a quarterly and annual basis for the foreseeable future;
·                    for the foreseeable future, revenue and funding from collaborations that support our development-stage compounds will provide a proportionately

higher level of financial support for the Company’s research and development activities than revenue and funding from research collaborations;
·                    we will continue pursuing a general financial strategy that may lead us to undertake one or more additional capital transactions, which may or may

not be similar to transactions in which we have engaged in the past; and
·                    we will continue to manage our capital structure and consider all financing opportunities, whenever they may occur, that could strengthen our long-

term liquidity profile.
Any or all of our forward-looking statements in this Quarterly Report may turn out to be wrong. They can be affected by inaccurate assumptions we

might make or by known or unknown risks and uncertainties. Many factors mentioned in our discussion in this Quarterly Report will be important in
determining future results. While management makes its best efforts to be accurate in making forward-looking statements, such statements are subject to risks
and uncertainties that could cause our actual results to vary materially. These risks and uncertainties include, among other things, the risk that (1) any one or
more of our internal drug development programs or our development programs with collaborators will not proceed as planned for technical, scientific or
commercial reasons, due to U.S. Food and Drug Administration disagreement on trial designs, due to patient enrollment issues, due to manufacturing delay or
due to judgments based on new information from non-clinical studies or clinical trials or from other sources, (2) one or more of our assumptions underlying
our revenue expectations or our expense expectations will not be realized, (3)  we will be unable to realize one or more of our financial objectives for 2006
due to unexpected and costly program delays (including delays due to regulatory action or lack of action) or any number of other financial, technical or
collaboration considerations, (4) unexpected costs associated with one or more of
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our programs will necessitate a reduction in our investment in other programs or a change in our financial projections, (5) future competitive or other market
factors may adversely impact the commercial potential for our product candidates in HCV and inflammation and other areas, (6) due to scientific, medical or
technical developments, our drug discovery efforts will not ultimately result in commercial products or assets that can generate revenue, (7) we will be unable
to enter into new collaborative relationships to support our research and development programs on acceptable terms, or at all, (8) the key estimates and



assumptions underlying our forward-looking statements will turn out to be incorrect or not reflective of changing scientific knowledge or business conditions
in the future, as well as other risks set forth under the heading “Risk Factors” appearing in Item 1A of our Annual Report on Form 10-K, filed with the
Securities and Exchange Commission on March 16, 2006 and updated on this Quarterly Report on Form 10-Q, which are factors that we think could cause
our actual results to differ materially from expected results. Other factors besides those listed there could also adversely affect us. Consequently, no forward-
looking statement can be guaranteed. We disclaim any intention or obligation to update or revise any forward-looking statements, whether as a result of new
information, future events or otherwise.

Item 3.                        Quantitative and Qualitative Disclosures About Market Risk
As part of our investment portfolio, we own financial instruments that are sensitive to market risks. The investment portfolio is used to preserve our

capital until it is required to fund operations, including our research and development activities. None of these market risk sensitive instruments are held for
trading purposes. As of June 30, 2006, there were no derivative financial instruments in our investment portfolio.

Interest Rate Risk
We invest our cash in a variety of financial instruments, principally securities issued by the U.S. government and its agencies, investment grade corporate

bonds and notes and money market instruments. These investments are denominated in U.S. dollars. All of our interest-bearing securities are subject to
interest rate risk, and could decline in value if interest rates fluctuate. Substantially all of our investment portfolio consists of marketable securities with active
secondary or resale markets to help ensure portfolio liquidity, and we have implemented guidelines limiting the term to maturity of our investment
instruments. Due to the conservative nature of these instruments, we do not believe that we have a material exposure to interest rate risk.

Item 4.                        Controls and Procedures
Evaluation of Disclosure Controls and Procedures

The Company’s chief executive officer and chief financial officer, after evaluating the effectiveness of the Company’s disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) as of the end of the period covered by this Quarterly Report on Form 10-Q, have concluded that,
based on such evaluation, at the end of the period covered by this report, our disclosure controls and procedures were effective and designed to provide
reasonable assurance that the information required to be disclosed is recorded, processed, summarized and reported within the time periods specified in the
Securities and Exchange Commission rules and forms. These procedures and controls include, without limitation, controls and procedures designed to ensure
that information required to be disclosed by the Company in the reports that it files or submits under the Exchange Act is accumulated and communicated to
the Company’s management, including its principal executive and principal financial officers, as appropriate to allow timely decisions regarding required
disclosure. In designing and evaluating our disclosure controls and procedures, our Company’s management recognized that any controls and procedures, no
matter how well designed and operated, can provide only reasonable assurance of achieving the desired control objectives, and our management necessarily
was required to apply its judgment in evaluating the cost-benefit relationship of possible controls and procedures.
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Changes in Internal Controls Over Financial Reporting
No change in our internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) occurred during the second fiscal

quarter, ended June 30, 2006, that has affected, or is reasonably likely to affect, our internal control over financial reporting.
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Part II. Other Information

Item 1A.                Risk Factors

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

We are currently focusing our development activities on three drug candidates, VX-950 (telaprevir), VX-702, and VX-770. We have granted
development and commercialization rights to VX-950 (telaprevir) to Mitsubishi Pharma Corp. (Far East) and to Janssen Pharmaceutica, N.V. (rest of world
other than North America and Far East). The success of our collaborations depends on the efforts and activities of our collaborators. We also have granted Far
East rights to VX-702 to our collaborator Kissei Pharmaceuticals. For some compounds on which we are not currently focusing our development efforts, we
have granted worldwide rights to a collaborator, such as our VX-680 collaboration with Merck and Co., Inc., our Lexiva/Telzir, brecanavir and VX-409
collaborations with GlaxoSmithKline and our VX-944 collaboration with Avalon Pharmaceuticals.

We expect to receive significant financial support under our Janssen collaboration agreement, as well as meaningful technical and manufacturing
contributions to the VX-950 (telaprevir) program. The success of our global collaborations depends on the efforts and activities of our collaborators.
Similarly, the success of our key in-house programs, such as for VX-950 (telaprevir) and VX-702, is dependent upon the continued financial and other
support that our collaborators have agreed to provide. Each of our collaborators has significant discretion in determining the efforts and resources that it will
apply to the collaboration. Our existing and any future collaborations may not be scientifically or commercially successful.

The risks that we face in connection with these existing and any future collaborations include the following:

·       Our collaboration agreements are subject to termination under various circumstances, including, as in the case of our agreement with Janssen,
termination without cause. Any such termination could delay the development and commercial sale of our drug candidates, including VX-950
(telaprevir).

·       Our collaborators may change the focus of their development and commercialization efforts. Pharmaceutical and biotechnology companies historically
have re-evaluated their development and commercialization priorities following mergers and consolidations, which have been common in recent years
in these industries. The ability of some of our product candidates to reach their potential could be limited if our collaborators decrease or fail to
increase development or commercialization efforts related to those products.

·       Our collaboration agreements may have the effect of limiting the areas of research and development that we may pursue, either alone or in
collaboration with third parties.



·       Our collaborators may develop and commercialize, either alone or with others, products that are similar to or competitive with the products that are the
subject of the collaboration with us.

For additional risk factors relating to the Company and its business, see Item 1A of our 2005 Annual Report on Form 10-K, which was filed with the
Commission on March 16, 2006.
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Item 2.                        Unregistered Sales of Equity Securities and Use of Proceeds

(c)   The table set forth below shows all repurchases of securities by the Company during the three months ended June 30, 2006:

Period    

Total Number
of Shares

Purchased(1)  

Average Price
Paid per Share  

Total Number of Shares
Purchased as part of
publicly announced
Plans or Programs  

Maximum Number of
Shares that may yet
be purchased under
Plans or Programs  

April 1, 2006 to April 30, 2006  

 

3,070
   

$ 0.01
  

 —    —   

May 1, 2006 to May 31, 2006  

 

9,863
   

$ 0.01
  

 —    —   

June 1, 2006 to June 30, 2006  

 

10,497
   

$ 0.01
  

 —    —   

(1)       Under the terms of the Company’s 1996 Stock and Option Plan and 2006 Stock and Option Plan, the Company may award shares of restricted stock to its
employees and consultants. These shares of restricted stock typically are subject to a lapsing right of repurchase on the part of the Company. The
Company may exercise this right of repurchase in the event that a restricted stock recipient’s service to the Company is terminated. If the Company
exercises this right, it is required to repay the purchase price paid by or on behalf of the recipient for the repurchased restricted shares, which typically is
the par value per share of $0.01. Repurchased shares are returned to the applicable Stock and Option Plan under which they were issued. Shares returned
to the 2006 Stock and Option Plan are available for future awards under the terms of that plan.

Item 4.                        Submission of Matters to a Vote of Security Holders

The Company’s annual meeting of stockholders was held on May 11, 2006.

The stockholders elected Mr. Eric K. Brandt, Mr. Bruce I. Sachs and Dr. Eve E. Slater to serve on the Board of Directors until the annual meeting of
stockholders to be held in 2009. The tabulation of votes with respect to the election of such directors is as follows:

  For  Withheld  

Eric K. Brandt
 

88,536,811
 

1,731,254
 

Bruce I. Sachs
 

82,425,075
 

7,842,991
 

Eve E. Slater
 

89,937,730
 

330,336
  

Following the meeting, the Company’s Board of Directors consists of Charles A. Sanders (Chairman), Joshua S. Boger, Eric K. Brandt, Roger W.
Brimblecombe, Stuart J.M. Collinson, Eugene Cordes, Matthew W. Emmens, Bruce I. Sachs, Eve E. Slater and Elaine S. Ullian.

In addition, the stockholders approved the adoption of the Company’s 2006 Stock and Option Plan at the annual meeting. The tabulation of votes with
respect to the adoption of the 2006 Stock and Option Plan is as follows:

For  Against  Abstain  

47,050,901
 

25,806,926
 

62,757
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Item 6.                        Exhibits

Exhibit No.  Description
10.1

 

License, Development, Manufacturing and Commercialization Agreement, dated June 30, 2006, by
and between Vertex Pharmaceuticals Incorporated and Janssen Pharmaceutica, N.V. †

10.2
 

Letter Agreement, dated June 26, 2006, by and between Merck & Co., Inc. and Vertex
Pharmaceuticals Incorporated.

31.1
 

Certification of the Chief Executive Officer under Section 302 of the Sarbanes-Oxley Act of 2002.
31.2

 

Certification of the Chief Financial Officer under Section 302 of the Sarbanes-Oxley Act of 2002.
32.1

 

Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

†                  Confidential portions of this document have been filed separately with the Securities and Exchange Commission pursuant to a request for confidential
treatment.

40

Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.



August 9, 2006 VERTEX PHARMACEUTICALS
INCORPORATED

 

By: /s/ IAN F. SMITH
  

Ian F. Smith
  

Executive Vice President and Chief Financial
Officer

  

(principal financial officer and duly authorized
officer)
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10.1

 

License, Development, Manufacturing and Commercialization Agreement, dated June 30, 2006, by
and between Vertex Pharmaceuticals Incorporated and Janssen Pharmaceutica, N.V. †

10.2
 

Letter Agreement, dated June 26, 2006, by and between Merck & Co., Inc. and Vertex
Pharmaceuticals Incorporated.

31.1
 

Certification of the Chief Executive Officer under Section 302 of the Sarbanes-Oxley Act of 2002.
31.2

 

Certification of the Chief Financial Officer under Section 302 of the Sarbanes-Oxley Act of 2002.
32.1

 

Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

†                  Confidential portions of this document have been filed separately with the Securities and Exchange Commission pursuant to a request for confidential
treatment.
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Exhibit 10.1
 

Execution Copy
 

Confidential Treatment Requested. Confidential portions of this document have been redacted
and have been separately filed with the Commission.

 
 

LICENSE, DEVELOPMENT, MANUFACTURING AND COMMERCIALIZATION AGREEMENT
 

by and between
 

Vertex Pharmaceuticals Incorporated
 

and
 

Janssen Pharmaceutica, N.V.
 

CONFIDENTIAL TREATMENT REQUESTED
 

Information redacted pursuant to a confidential treatment request.  An unredacted version of this exhibit has been filed separately with the Commission.
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License, Development, Manufacturing and Commercialization Agreement

 
This License, Development, Manufacturing and Commercialization Agreement (this “Agreement”) is effective as of June 30, 2006 (the “Effective

Date”) and is entered into by and between Vertex Pharmaceuticals Incorporated, a Massachusetts corporation with corporate offices at 130 Waverly Street,
Cambridge, MA 02139-4242, United States of America (“Vertex”) and Janssen Pharmaceutica, N.V., a Belgium corporation with corporate offices at 30,
Turnhoutsesteenweg, B-2340 Beerse, Belgium (“Janssen”).

 
Background

 
WHEREAS, Vertex is developing VX-950, a novel inhibitor of the NS3/4A hepatitis C viral protease, under a global development plan; and
 
WHEREAS, Vertex and Janssen would like Janssen to assist in the development of, and to commercialize, VX-950 in the Territory (as defined

below).
 
NOW, THEREFORE, in consideration of the foregoing premises and the mutual covenants herein contained, the receipt and sufficiency of which are

hereby acknowledged, the Parties agree as follows.
 

Article 1 - Definitions
 

1.1       (Intentionally left blank)
 
1.2       “Additional Development Activities” shall have the meaning set forth in Section 3.5.
 
1.3       “Affiliate” shall mean, with respect to any Person, any other Person that directly or indirectly controls, is controlled by or is under direct or indirect

common control with, such Person. For purposes of this Section 1.3, the term “control” means the possession, direct or indirect, of the power to direct
or cause the direction of the management and policies of a Person, whether through the ownership of voting securities, by contract or otherwise.
Control of any Person by another Person will be presumed if fifty percent (50%) or more of the securities or other ownership interests representing the
equity, the voting stock or general partnership interest of the first Person are owned, controlled or held, directly or indirectly, by the other Person, or by
an Affiliate of the other Person.

 
1.4       “API” means the active pharmaceutical ingredient that is intended to be used in the manufacture of a Product Candidate or a Product.
 
1.5       [***]
 
1.6       “Business Day” means a day in which banking institutions in Boston, Massachusetts are open for business.

 
Information redacted pursuant to a confidential treatment request.  An unredacted version of this exhibit has been filed separately with the Commission.

 
1

 
1.7       “Calendar Quarter” shall mean a calendar quarter during any Calendar Year based on the Janssen Universal Calendar for that year, a copy of which,

for 2006, is attached hereto as Schedule 1.7, and which shall be updated by Janssen for each Calendar Year during the term of this Agreement
consistent with the Janssen Universal Calendar used for Janssen’s internal business purposes; provided, however, that the first Calendar Quarter under
this Agreement shall extend from the Effective Date to the end of the then-current Calendar Quarter and the last Calendar Quarter under this
Agreement shall extend from the first day of such Calendar Quarter until the effective date of the termination or expiration of the Agreement.

 
1.8       “Calendar Year” shall mean a calendar year during the term of this Agreement based on the Janssen Universal Calendar for that year, a copy of which,

for 2006, is attached hereto as Schedule 1.7, and which shall be updated by Janssen for each Calendar Year during the term of this Agreement
consistent with the Janssen Universal Calendar used for Janssen’s internal business purposes. For the first Calendar Year, the Calendar Year shall begin
on the Effective Date and the last day shall be December 31, 2006. The last Calendar Year of the term of this Agreement shall begin on the first day of
the Janssen Universal Calendar Year for the year during which termination or expiration of the Agreement will occur, and the last day of such
Calendar Year shall be the effective date of such termination or expiration.

 



1.9       “Change of Control” means a transaction or series of related transactions that results in (a) the holders of outstanding voting securities of a Party
immediately prior to such transaction ceasing to represent at least [***] of the combined outstanding voting power of that Party, or if the surviving
entity (or its parent) into which that Party may have merged or been combined, immediately after such transaction or series of transactions; (b) any
Third Party (other than a trustee or other fiduciary holding securities under an employee benefit plan) becoming the beneficial owner of [***] of the
combined voting power of the outstanding securities of a Party, including as a single Third Party all Third Parties who act together as a “group” for
purposes of acquiring shares of a Party, as referenced in Section 13(d) of the Securities Act of 1934; or (c) a sale or other disposition to a Third Party
of all or substantially all of a Party’s assets or business.

 
1.10     “Clinical Trial” means a Phase I Clinical Trial, a Phase II Clinical Trial, a Phase III Clinical Trial or a Pivotal Clinical Trial.
 
1.11     “Code” shall have the meaning set forth in Section 13.4.2.
 
1.12     “Combination Product” means a single product that includes one or more therapeutically active ingredients other than a Product Candidate or a

Product, in combination with a Product Candidate or Product. All references to Product in this Agreement shall be deemed to include a Combination
Product unless otherwise specifically noted.

 
1.13     “Commercialization” or “Commercialize” means to take any action directed to marketing, promoting, distributing, importing or selling a Product, or

obtaining pricing and reimbursement approvals for that Product. Commercialization shall also include post-approval Investigator-Initiated Clinical
Studies and Phase IV Clinical Trials.
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1.14     “Committees” shall have the meaning set forth in Section 2.3.
 
1.15     Intentionally left blank.
 
1.16     “Compound” means VX-950, [***], and all of its or their prodrugs and metabolites, its or their stereoisomers and tautomers, and all of the esters,

salts, hydrates, solvates, inclusion complexes and polymorphs of any of the foregoing.
 
1.17     “Control” or “Controlled by” means the ownership or other legal authority or right of a Party to grant a license or sublicense of intellectual property

to another Party without breaching the terms of any agreement with a Third Party, infringing the intellectual property rights of a Third Party, or
misappropriating the proprietary or trade secret information of a Third Party.

 
1.18     “Desired Label” shall have the meaning set forth in Section 1.41.
 
1.19     “Development” or “Develop” means any non-clinical and clinical drug development activities that are customarily undertaken after a compound has

been designated as a development candidate [***] including but not limited to [***]
 
1.20     “Development Program” means all activities associated with the Development of Product Candidates pursuant to the Global Development Plan and

all Additional Development Activities.
 
1.21     [***]
 
1.22     [***]
 
1.23     “Diligent Efforts” means, with respect to each Party’s obligations related to Developing, Manufacturing and Commercializing Product Candidates and

Products, the carrying out of those obligations [***]
 
1.24     “Effective Date” shall have the meaning set forth in the preamble to this Agreement.
 
1.25     “EMEA” means the European Medicines Evaluation Agency or any successor EU agency that is responsible for approving the sale of pharmaceuticals

in the EU.
 
1.26     “European Union” or “EU” means the countries of the European Union, as the European Union is constituted as of the Effective Date and as it may

be expanded from time to time, [***]
 
1.27     “Excluded Claim” shall have the meaning set forth in Section 14.5.7.
 
1.28     “Excluded Territory” means the Far East and North America.
 
1.29     “Exclusivity Period” means the [***] beginning on the Effective Date.
 
1.30     “Executive Officers” means the Chief Executive Officer of Vertex and the World Wide Chairman, Pharmaceuticals Group of Johnson & Johnson.
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1.31     “Existing Third Party Agreements” means the agreements between Vertex and Third Parties listed on Schedule 1.31 hereto.
 



1.32     “Far East” means the countries listed on Schedule 1.32 hereto.
 
1.33     “FDA” means the United States Food and Drug Administration, or any successor U.S. governmental agency that is responsible for approving the sale

of pharmaceuticals in the United States.
 
1.34     “Field” means all human and animal therapeutic and/or prophylactic uses of Product Candidates and Products.
 
1.35     “First Commercial Sale” means, with respect to any Product, the first arm’s-length sale of that Product to a Third Party in a country of the Territory

for use or consumption by the general public in such country (rather than, e.g., in a Phase IV Clinical Trial) after Marketing Authorization for such
Product has been obtained in such country. For the avoidance of doubt, a sale in a particular country prior to receipt of all marketing approvals
necessary to commence regular commercial sales in that country, such as so-called “treatment IND sales,” “named patient sales” and “compassionate
use sales,” shall not be construed as a First Commercial Sale in that country. Any such sale shall however constitute a part of Net Sales.

 
1.36     “FTE” means the equivalent in time of the work of one scientist or other professional conducting activities hereunder on a full time basis for a

Calendar Year, [***]
 
1.37     “FTE Rate” means, for 2006, [***] per FTE; provided that effective January 1 of each Calendar Year, commencing with January 1, 2007, the FTE

Rate applicable to each Party’s FTE’s will be the amount obtained by multiplying the FTE Rate applicable on December 31 of the immediately
preceding Calendar Year by 1 + ((CPIx – CIPy) / CPIy), where CPIx is the Consumer Price Index for All Urban Consumers in the Boston
Metropolitan Area published by the Bureau of Labor Statistics of the United States Department of Labor for December of the immediately preceding
Calendar Year and CPIy is the Consumer Price Index for All Urban Consumers in the Boston Metropolitan Area published by the Bureau of Labor
Statistics of the United States Department of Labor for the month immediately preceding the Effective Date, [***]  Any such increase shall be rounded
to the nearest [***].

 
1.38     “GAAP” means accounting principles generally accepted in the United States, applied on a consistent basis.
 
1.39     “Generic Version” shall have the meaning set forth in Section 9.4.2.
 
1.40     “Global Development Costs” [***]
 

[***]
 
[***]
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[***]
 
[***]
 
[***]
 

1.41     “Global Development Plan” or “GDP” means the initial plan outlining the Parties’ intended program to Develop Product Candidates or Products in
North America and the Territory, including a general description of all related activities therefor, all as reflected in the Global Development Plan, with
associated budgets, discussed by the Parties immediately prior to the Effective Date and to which the Parties have agreed. The Parties have designed
the Global Development Plan to support certain anticipated Product indications and label claims and related necessary label information (the “Desired
Label”), and the Development activities listed in the Global Development Plan are considered critical to obtaining Regulatory Approval in both the
United States and the EU for the Desired Label. Other Development activities that are critical to obtaining Regulatory Approval for the Desired Label
in the United States or the EU, or that are required by a Regulatory Authority in either the United States or the EU for the Desired Label, may be added
to the Global Development Plan from time to time by amendment as provided herein. Development activities that are not critical to obtaining
Regulatory Approval in the United States or the EU for the Desired Label shall be considered Additional Development Activities, unless the Parties
mutually agree to include such activities in the Global Development Plan. The Global Development Plan as amended from time to time in accordance
with the terms of this Agreement shall constitute, as so amended, the Global Development Plan.

 
1.42     “Good Clinical Practice” or “GCP” means the current good clinical practice applicable to the clinical Development of the Product under applicable

law including without limitation the ICH guidelines, or in the event such standards are less stringent than the current U.S. Good Clinical Practice, then
“Good Clinical Practice” or “GCP” shall mean current U.S. Good Clinical Practice.

 
1.43     “Good Laboratory Practice” or “GLP” means the current good laboratory practice applicable to the Development of the Product under applicable

law, including without limitation 21 C.F.R. Part 58, or in the event such standards are less stringent than the current U.S. Good Laboratory Practice,
then “Good Laboratory Practice” or “GLP” shall mean current U.S. Good Laboratory Practice.

 
1.44     “Good Manufacturing Practice” or “GMP” means the current good manufacturing practice applicable to the Manufacturing of the Product under

applicable law, including without limitation 21 C.F.R. parts 210 and 211 (as the same may be amended) and all applicable FDA rules, regulations,
orders and guidances.

 
1.45     “HCV Infection” means human infection with the hepatitis C virus.
 
1.46     “Improvement” means any enhancement, whether or not patentable, in the formulation, use, preparation, presentation, means of delivery, or dosage of

a Product Candidate or Product.
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1.47     “IND” shall mean an Investigational New Drug Application filed with FDA or a similar application filed with an applicable Regulatory Authority

outside of the United States, such as a clinical trial application (CTA) or a clinical trial exemption (CTX).
 
1.48     “Indemnitee” shall have the meaning set forth in Section 12.3.3.
 
1.49     “Indemnitor” shall have the meaning set forth in Section 12.3.3.
 
1.50     “Information” means any and all information and data, including all scientific, pre-clinical, clinical, regulatory, manufacturing, marketing, financial

and commercial information or data, whether communicated in writing, electronically or orally or by any other method, which is provided by one
Party to the other Party in connection with this Agreement.

 
1.51     “Initiation” means, with respect to a particular Clinical Trial, the administration of the [***] dose of a Product Candidate to the [***] patient in that

Clinical Trial.
 
1.52     “Invention” means any process, method, use, composition of matter, article of manufacture, discovery or finding that is conceived or reduced to

practice (whether or not patentable).
 
1.53     “Investigator-Initiated Clinical Study” means a human clinical trial or study of the Product that is sponsored and conducted by a Third Party who is

a health-care professional, under an agreement with a Party pursuant to which that Party provides clinical supplies of the Product and/or funding for
the clinical trial or study.

 
1.54     “Janssen Know-How” means all information, materials, discoveries, Improvements, processes, methods, protocols, formulas, data, Inventions and

trade secrets, patentable or otherwise, that do not fall within Janssen Patent Rights, and (i) that are Controlled by Janssen or any of its Affiliates as of
the Effective Date or (ii) are discovered, created or developed, and Controlled, by Janssen or its Affiliates in the course of Janssen’s performance of
the Development Program, or of Manufacturing activities, under this Agreement or any supply agreement under which Janssen or any of its Affiliates
supplies Compounds, Product Candidates or Products to Vertex, or during studies of a Compound, Product Candidate or Product undertaken after the
end of the Development Program, or as part of the Commercialization of a Compound, Product Candidate or Product, and (iii) that are related to the
Development, utilization, Manufacture or Commercialization of any Compound, Product Candidate or Product.

 
1.55     “Janssen Patent Rights” means all patents and patent applications that generically or specifically claim (a) (i) a Compound, a Product Candidate or a

Product, (ii) a process for manufacturing a Compound, a Product Candidate or a Product, or an Intermediate used in such process; or (iii) a use of the
Compound, a Product Candidate or a Product, and that are Controlled by Janssen or any of its Affiliates as of the Effective Date, or (b) Inventions
Controlled by Janssen or any of its Affiliates that are conceived or reduced to practice in the course of Janssen’s performance of the Development
Program, or of Manufacturing activities, under this Agreement or any supply agreement under which Janssen or any of its Affiliates supplies Product
Candidates or Products to Vertex, or during studies of a Product
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Candidate or Product undertaken after the end of the Development Program, or as part of the Commercialization of a Product Candidate or Product,
and that are related to the Development, utilization, Manufacture or Commercialization of the Compound or any Product Candidate or Product.
Included within the definition of Janssen Patent Rights are all continuations, continuations-in-part, divisions, patents of addition, reissues, renewals or
extensions, substitutions, re-examinations or restorations, registrations and revalidations thereof, and all supplementary protection certificates and the
like. Schedule 1.55 lists all patent applications and patents encompassed within Janssen Patent Rights on the Effective Date.

 
1.56     “Joint Commercialization Committee” and “JCC” have the meaning set forth in Section 5.2.
 
1.57     “Joint Development Committee” and “JDC” have the meaning set forth in Section 3.1.
 
1.58     “Joint Know-How” means all information, Improvements and Inventions created, developed or invented jointly by employees of Janssen and Vertex

or their Affiliates, or by others acting on behalf of Janssen and Vertex, in the course of activities undertaken under this Agreement.
 
1.59     “Joint Manufacturing Committee” and “JMC” have the meaning set forth in Section 4.2.
 
1.60     “Joint Patent Rights” means all national, regional and international patents and patent applications, certificates of invention and applications for

certificates of invention, including divisions, continuations, continuations-in-part, additions, reissues, renewals, extensions, substitutions, re-
examinations or restorations, registrations and revalidations, and supplementary protection certificates or the like or any of the foregoing and all
foreign equivalents thereof, that, when granted, recite a claim directed to Joint Know-How.

 
1.61     “Joint Philanthropic Committee” and “JPC” shall have the meaning set forth in Article 6.
 
1.62     “Joint Steering Committee” and “JSC” have the meaning set forth in Section 2.2.
 
1.63     “Key Countries” means at the time of measurement the Major Market Countries, and to the extent not included as a Major Market Country, the [***]

in the Territory with respect to all pharmaceutical sales as reported by IMS, or by another independent Third Party source of market data selected by
the Parties by mutual agreement.

 



1.64     “Key Opinion Leaders” or “KOLs” means scientific or health care professionals who are recognized experts in the relevant scientific or health care
field, which in the context of this Agreement is the investigation and treatment of HCV Infection.

 
1.65     “MAA” means a Marketing Authorization Application, or similar application or submission for Marketing Authorization, that is filed to obtain

marketing approval for a Product Candidate or Product in the EU.
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1.66     “Major Market Countries” means [***]
 
1.67     “Manufacturing” or “Manufacture” means all of the activities relating to production of a Product Candidate or Product, including without limitation,

purchasing raw materials and Intermediates, production of API, [***], tableting, and all related quality control and quality assurance and all storage,
shipping and handling. Manufacturing also includes Packaging and manufacturing technical transfer activities. “Intermediate” as used herein means
[***].

 
1.68     “Manufacturing Cost” means the cost of [***]
 
1.69     Intentionally left blank.
 
1.70     “Marketing Authorization” means all approvals from the relevant Regulatory Authority necessary to market and sell a Product in a particular

country. For countries where governmental approval is required for pricing or reimbursement for the Product, “Marketing Authorization” shall not be
deemed to occur until such pricing or reimbursement approval is obtained.

 
1.71     “Material Adverse Effect” means, with respect to any action by a Party or its Related Parties, [***]
 
1.72     “Medical Science Liaisons” or “MSL” shall have the meaning set forth in Section 5.11.
 
1.73     “Milestone Event” shall have the meaning set forth in Section 9.2.1.
 
1.74     “Milestone Payment” shall have the meaning set forth in Section 9.2.1.
 
1.75     “NDA” means a New Drug Application or similar application or submission for Marketing Authorization that is filed with the FDA to obtain

marketing approval for a Product Candidate or Product in the United States.
 
1.76     [***]
 
1.77     “Net Sales” means the gross amount billed or invoiced by Janssen or its Related Parties on arms-length sales of Product Candidates and Products (for

purposes of this definition, Product Candidates and Products are referred to collectively as “Products” or a “Product”) to a Third Party other than a
Related Party, less Permitted Deductions. “Permitted Deductions” for any Product includes only the following, to the extent permitted by applicable
law and specifically related to the gross amount billed or invoiced:

 
(i)            customary transportation charges relating to the Product, including handling charges and insurance premiums relating thereto;

 
(ii)           sales taxes, excise taxes and duties paid by and not refunded to the selling party and directly related to sale of the Product, and any other
equivalent governmental charges imposed upon the importation, use or sale of the Product, but excluding income and similar taxes;
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(iii)         government-mandated rebates;

 
(iv)          customary trade, quantity and prompt payment discounts allowed on the Product;

 
(v)            allowances or credits to customers on account of retrospective price reductions affecting the Product; and

 
(vi)          customary Product rebates and Product wholesaler charge-backs including those customarily granted to managed care entities
 
(vii)         [***]
 

[***]
 

For the purposes of determining royalty rates and the royalties payable on Combination Products, Net Sales of a Product shall be calculated as follows:
[***]

 
For purposes of clarity, no permitted deduction to Net Sales will be counted more than once or, with the exception of [***], adjusted more than [***]
following the calculation of Net Sales for a given month.

 
Solely for the purposes of this Section 1.77, a Related Party of Janssen or of any of its Affiliates shall include a distributor acting as an actual or
constructive sublicensee of rights granted hereunder with respect to sales of a Product in a particular country in the Territory, as evidenced by the fact



that the distributor holds (A) sales and distribution rights for the Product in that country, coupled with (B) pricing authority or government pricing
negotiation authority with respect to wholesalers or sub-distributors in that country.

 
If Janssen or any of its Related Parties makes any transfer of a Product to a Third Party as part of a multiproduct transaction, Net Sales of each unit of
the Product transferred will be determined on a country-by-country basis, and will be equal to [***]

 
1.78     “Non-Incurred Amount” shall have the meaning set forth in Section 3.4.3.
 
1.79     “Non-Publishing Party” shall have the meaning set forth in Section 11.3.
 
1.80     [***]
 
1.81     (a)  “North America” means the United States, Canada and Mexico, and the territories and possessions of each of them.
 

(b)  “North America Product Materials” shall have the meaning set forth in Section 5.5(a).
 

1.82     [***]
 
1.83     “Packaging” means importation, quality control, testing, primary and secondary packaging (including all labeling), qualified person release, storage

and shipping and handling.
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1.84     “Packaging Regulatory Approval” means all requisite approvals of applicable Regulatory Authorities necessary for the Packaging of a Product.
 
1.85     “Party” means Janssen or Vertex, and “Parties” means Janssen and Vertex.
 
1.86     “Patent Costs” shall mean all reasonable costs and expenses incurred by Vertex in preparing, filing, prosecuting and/or maintaining Vertex Patent

Rights, including, without limitation, out-of-pocket costs and reasonable time spent by Vertex’s professional personnel in patent preparation and
prosecution, measured at the FTE Rate then in effect.

 
1.87     “Permitted Sublicensee” means a sublicensee of either Party under a sublicense permitted under Article 7 of this Agreement.
 
1.88     “Person” means any individual, corporation, partnership, limited liability company, association, joint-stock company, trust, unincorporated

organization or government or political subdivision thereof.
 
1.89     “Phase I Clinical Trial” means a human clinical trial for a Product Candidate or Product, in any country, that would satisfy the requirements of 21

CFR §312.21(a).
 
1.90     “Phase II Clinical Trial” means a human clinical trial in any country that would satisfy the requirements of 21 CFR §312.21(b) and is intended to

explore one or more doses, dose response, and duration of effect, and to generate initial evidence of clinical activity and safety, for a Product
Candidate or Product in the target patient population

 
1.91     “Phase III Clinical Trial” means a human clinical trial in any country that would satisfy the requirements of 21 CFR §312.21(c) and is intended to

confirm with statistical significance the efficacy and safety of the Product Candidate or Product, and is performed to obtain Regulatory Approval.
 
1.92     “Phase IV Clinical Trial” means a study or data collection effort for the Product that is initiated after receipt of Regulatory Approval for the Product

and is not principally intended to support or maintain a Regulatory Approval, maintain a label or otherwise obtain a labeling change. Phase IV Clinical
Trials shall include, without limitation, studies related to the Product that are sponsored by a Third Party but supported by a Party (either through
financial support or through the provision of study drugs). Phase IV Clinical Trials may also include a human clinical trial of the Product that is
required by the Regulatory Authority in a country to be conducted following Regulatory Approval of the Product in that country, as an explicit
condition of that Regulatory Approval.

 
1.93     “Philanthropic Funds” shall have the meaning set forth in Article 6.
 
1.94     “Pivotal Clinical Trial” means a Phase III Clinical Trial or, under the following circumstances, a Phase II Clinical Trial. A Phase II Clinical Trial shall

be considered a Pivotal Clinical Trial if and when (a) in the United States, the protocol for that Phase II Clinical Trial shall have been reviewed by the
FDA under its current Special Protocol Assessment Guidelines (or equivalent guidelines issued in the future), and any comments from the FDA on that
protocol are incorporated in the final protocol for that Phase II

 
Information redacted pursuant to a confidential treatment request.  An unredacted version of this exhibit has been filed separately with the Commission.

 
10

 
Clinical Trial or are resolved to the FDA’s satisfaction as evidenced by further written communications from the FDA; [***]

 
1.95     “Primary Detail” means a Sales Call for the Product in which the Product receives the predominant portion of emphasis and time during the Sales

Call (i.e., no other product or service receives more emphasis or time during the Sales Call, where such calculation of emphasis and time is conducted
and measured in accordance with Janssen’s standard operating procedures for its own products to the target physician group for the Product.

 



1.96     “Product” means any pharmaceutical preparation in final commercial form containing the Product Candidate, for sale by prescription, over-the-
counter or any other method. Product includes without limitation any Combination Product.

 
1.97     “Product Candidate” means a pharmaceutical composition containing a Compound as an active ingredient.
 
1.98     “Publishing Party” shall have the meaning set forth in Section 11.3.
 
1.99     “Regulatory Approval” means, with respect to any country or region, all authorizations by the appropriate governmental entity or entities necessary

for commercial sale of a Product in that country or region (not including pricing or reimbursement approval). “Regulatory Approval” in the United
States shall mean final approval of an NDA pursuant to 21 CFR §314 (or any successor regulation having the same purpose or effect), permitting
marketing of a Product in interstate commerce in the United States. “Regulatory Approval” in the European Union shall mean final approval of a
MAA pursuant to Council Directive 75/319/EEC, as amended, or Council Regulation 2309/93/EEC, as amended, or pursuant to any successor
regulation having the same purpose or effect.

 
1.100  “Regulatory Authority” shall mean any applicable government regulatory authority involved in granting approvals for the manufacturing, marketing

and sale of a Product.
 
1.101  “Related Party” shall mean each of a Party’s Affiliates and any Permitted Sublicensees, and “Related Parties” means all of a Party’s Affiliates and

Permitted Licensees.
 
1.102  “Results” shall have the meaning set forth in Section 11.3.
 
1.103  “Sales Call” means face-to-face contact (or other contact which in the future is employed to substitute, in whole or in part, for face-to-face contact) of

a Sales Representative with a health care professional with prescribing authority during which scientific and/or medical information is discussed about
the use of a Product for the treatment of indications for which the Product has received Regulatory Approval.

 
1.104  “Sales Representative” means an individual who engages in or manages Sales Calls and other promotional efforts with respect to a Product and who is

employed by a Party or its Related Parties. For purposes of clarity, an MSL is not a Sales Representative.
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1.105  “Specifications” means the manufacturing specifications for the Product to be filed with the FDA in the NDA.
 
1.106  “Supply Agreement” shall have the meaning set forth in Section 4.5.
 
1.107  “Tablet” means the form of the Product or Product Candidate that is ready for Packaging.
 
1.108  “Territory” means all of the countries in the world, and their territories and possessions, outside of the Excluded Territory.
 
1.109  “Territory Product Materials” shall have the meaning set forth in Section 5.5.
 
1.110  “Third Party” means an entity other than a Party or any of its Related Parties.
 
1.111  “Third Party Product” shall have the meaning set forth in Section 9.4.2.
 
1.112  “Trademark” shall mean the mark or marks used to promote and sell the Product.
 
1.113  “U.S.” and “United States” and “United States of America” shall mean the United States of America and its territories and possessions.
 
1.114  “Valid Patent Claim” means a claim of an issued and unexpired patent included within the Vertex Patent Rights or Joint Patent Rights that (a) claims

(i) the Compound, a Product Candidate or a Product as a composition of matter, or (ii) the formulation, method of manufacture or use of the
Compound, a Product Candidate or a Product; (b) has not been revoked or held unenforceable, unpatentable or invalid by a decision of a court or other
governmental agency of competent jurisdiction (which decision is not appealable or has not been appealed within the time allowed for appeal); and (c)
has not been disclaimed, denied or admitted to be invalid or unenforceable through reissue, re-examination or disclaimer or otherwise.

 
1.115  “Vertex Know-How” means all information, materials, discoveries, Improvements, processes, methods, protocols, formulas, data, Inventions and trade

secrets, patentable or otherwise, that do not fall within the Vertex Patent Rights, and (i) that are Controlled by Vertex or any of its Affiliates as of the
Effective Date or (ii) are discovered, created or developed, and Controlled, by Vertex or its Affiliates in the course of Vertex’s performance of the
Development Program or Additional Development Activities, or of Manufacturing activities, under this Agreement or the Supply Agreement, or
during studies of a Compound, Product Candidate or Product undertaken after the end of the Development Program, or as part of the
Commercialization of a Compound, Product Candidate or Product, and (iii) that are related to the Development, utilization, Manufacture or
Commercialization of any Compound, Product Candidate or Product; provided, however, that the term “Vertex Know-How” shall not apply to Vertex’s
general drug design technology whether in hardware or software form, tangible or intangible.

 
1.116  “Vertex Patent Rights” means all patents and patent applications that generically or specifically claim (a) (i) a Compound, a Product Candidate or a

Product; (ii) a process for manufacturing a Compound, a Product Candidate or a Product, or an Intermediate used in
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such process; or (iii) a use of the Compound, a Product Candidate or a Product, and that are Controlled by Vertex or any of its Affiliates as of the
Effective Date, or (b) inventions Controlled by Vertex or any of its Affiliates that are conceived or reduced to practice in the course of either Vertex’s
performance of the Development Program or Additional Development Activities, or of Manufacturing activities, under this Agreement or the Supply
Agreement, or during studies of a Compound, Product Candidate or Product undertaken after the end of the Development Program, or as part of the
Commercialization of a Compound, Product Candidate or Product and that are related to the Development, utilization, Manufacture or
Commercialization of a Compound or any Product Candidate or Product. Included within the definition of Vertex Patent Rights are all continuations,
continuations-in-part, divisions, patents of addition, reissues, renewals or extensions, substitutions, re-examinations or restorations, registrations and
revalidations thereof, and all supplementary protection certificates and the like. Schedule 1.116 lists all patent applications and patents encompassed
within Vertex Patent Rights as of the Effective Date.

 
1.117  “VX-950” means the chemical compound referred to by Vertex as VX-950 and having the chemical structure referenced on Schedule 1.117.
 

Article 2 - Collaboration Scope and Governance
 

2.1       Purposes of the Collaboration. The purpose of the collaboration between Vertex and Janssen established under this Agreement is to advance the
Development and Commercialization of Product Candidates and Products as rapidly as reasonably practicable, for the treatment of Hepatitis C
Infection in North America and the Territory.

 
2.2       Joint Steering Committee. Promptly after the Effective Date, the Parties will establish a Joint Steering Committee (the “Joint Steering Committee” or

“JSC”), as more fully described in this Section 2.2, to review all Development, Manufacturing, Commercialization and philanthropic activities being
conducted by the Parties under this Agreement. Each Party will keep the Joint Steering Committee, and other relevant committees referenced in
Section 2.3 below, [***] of its progress and activities under this Agreement. The Joint Steering Committee shall have no authority to amend this
Agreement.

 
2.2.1       Membership. The Joint Steering Committee shall be comprised of [***]  The exact number of such representatives [***] or such other
number as the Parties may agree. Each Party shall provide the other with a list of its initial members of the Joint Steering Committee within [***].
Each Party will use all reasonable efforts to maintain the continuity of its representation, although each Party may nevertheless replace or substitute
any or all of its representatives at any time. On an annual basis, the JSC shall meet [***] with [***] meetings being in person. Either Party may
request that the JSC meet at any time upon [***] notice to the other Party, for any purpose properly addressed by the JSC pursuant to this
Agreement, and the Parties shall use best efforts to ensure that a meeting occurs within [***] period or as soon thereafter as practicable.
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2.2.2       Responsibilities. The JSC shall oversee the collaborative relationship between Janssen and Vertex. To that end, the JSC shall also be
responsible, without limitation, for the following:
 

2.2.2.1    oversight of the Development Program and Manufacturing activities undertaken with respect to any Product Candidate or Product
hereunder;

 
2.2.2.2    reviewing matters referred to it by the other Committees (as defined below);
 
2.2.2.3    ensuring the exchange of relevant information and materials on a timely basis as required under this Agreement;
 
2.2.2.4    reviewing and approving substantive amendments and updates to the Global Development Plan, and to any Additional

Development Activities, consistent with this Agreement; and
 
2.2.2.5    such other responsibilities as may be assigned to the Joint Steering Committee pursuant to this Agreement or as may be agreed

upon by the Parties in writing from time to time.
 

2.3       Committee Governance. In addition to the JSC, the Parties will participate in the collaboration created by this Agreement through a number of other
committees, including a Joint Development Committee (“JDC”), a Joint Manufacturing Committee (“JMC”), a Joint Commercialization Committee
(“JCC”) and a Joint Philanthropic Committee (“JPC”) (each, including the JSC, a “Committee” and together, the “Committees”). Each Committee
shall meet [***] or as otherwise agreed by the Committee. Meetings will be held either in person or by teleconference or video conference, on such
dates, and at such places and times, as provided herein or as the Parties shall agree. Meetings of each Committee that are held in person shall alternate
between the offices of the Parties, or shall be conducted at such other place as the Parties may agree. Either Party may propose matters to the
Committee Chair for inclusion on the Committee agenda for an upcoming meeting. Each Party shall initially have [***] members on each Committee,
or such other number as the Parties may agree with respect to any particular Committee. Each Party will provide the other with a list of its initial
members of each Committee [***]  Each Party may thereafter replace any or all of its representatives at any time. A Committee meeting shall have a
quorum if there are [***] of each of Janssen and Vertex in attendance. The Chair of each Committee shall be responsible for scheduling each meeting,
and for issuing appropriate minutes of each meeting of that Committee within [***] of the date of such meeting. The minutes shall be considered as
accepted by a Party if, [***], none of that Party’s Committee members have objected to the draft of such minutes in writing or by email to the Chair.
[***] Where decisions are required of a Committee, the members of that Committee will attempt in good faith to reach consensus with respect to the
matter at hand. If agreement cannot be reached after a good faith discussion among the members of [***]  Any decision required or permitted to be
taken by any Committee may be taken without a meeting in person taking place, if (i) a consent in writing, setting forth the decision so taken, is signed
by all designated members of that Committee; or (ii) by mutual
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agreement of the Parties, the meeting is conducted by teleconference or videoconference; provided, however, that a Party that has requested a JSC
meeting on [***] may not object to the conduct of that meeting by teleconference or videoconference. Each Party may, in its reasonable discretion,
invite non-member representatives of such Party to attend meetings of a Committee; provided, however that (i) the attendance by any such non-
member representative shall be reasonably acceptable to both Parties and (ii) the requirements of Section 11.2 of this Agreement with respect to
obligations of confidentiality and non-use shall have been satisfied with respect to any such non-member representative. Each Party will be responsible
for its representatives’ expenses incurred in attending Committee meetings.

 
2.4       Alliance Managers. Promptly after the Effective Date, each Party may appoint an individual(s) to act as the alliance manager(s) for such Party (the

“Alliance Managers”). Each Alliance Manager who is not otherwise a member shall thereafter be permitted to attend meetings of the Committees. The
Alliance Managers, if appointed, shall be a significant point of contact for the Parties regarding the administration of this Agreement.

 
Article 3 - Global Development of Product Candidate

 
3.1       Current Status. Prior to the Effective Date, Vertex independently initiated Phase II Clinical Studies of VX-950 in North America and the EU, and has

conducted or is conducting other clinical and non-clinical studies in support of the overall Development of VX-950. The Parties have agreed to
continue the Development of Product Candidates under the Development Program and in accordance with the terms of this Agreement.

 
3.2       Development Program. Product Candidates will be Developed in the Territory and in North America pursuant to a Global Development Plan and in

connection with any Additional Development Activities that may be undertaken by either Party. The Global Development Plan and any such
Additional Development Activities together constitute the Development Program for a Product Candidate. The Global Development Plan identifies the
type and timing of all planned Development activities to be undertaken in the Territory and in North America with the goal of securing Regulatory
Approvals for the sale of Products in North America and the Territory with the Desired Label. The Global Development Plan also includes preliminary
budgets covering all Development activities included in the Plan and allocates responsibilities for Development activities between the Parties.

 
3.3       Joint Development Committee. The Parties shall establish a JDC promptly after the Effective Date. The JDC shall be led by [***]. Subject to

oversight by the JSC, the JDC shall coordinate the Development of Product Candidates with the objective of obtaining Regulatory Approvals in North
America and the Territory as soon as practicable, for each Product Candidate. The JDC may establish sub teams having representatives from both
Parties for important functional areas, including but not limited to clinical trial teams, regulatory teams and the like. Each Party will keep the JDC
reasonably informed of its Development activities and its progress in executing its responsibilities under the
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Development Program. The JDC’s responsibilities shall include, without limitation, the following:

 
3.3.1       consider and discuss strategies for the Development of Product Candidates; and
 
3.3.2       at least [***], review and discuss the Global Development Plan and related budgets and allocation of responsibilities between the Parties
and, from time to time, present to the JSC for review and approval (i) proposed substantive amendments to the Global Development Plan in
accordance with Section 3.4.3, and (ii) Additional Development Activities in accordance with Section 3.5.
 

3.4       Global Development Plan.
 

3.4.1       Global Development. The Development of Product Candidates in North America and the Territory shall be governed by the Global
Development Plan, and the Parties agree that all Development activities relating to Product Candidates shall be conducted in accordance with the
Global Development Plan, except for those activities that are specifically included within Additional Development Activities undertaken in
accordance with Section 3.5. Each Party will contribute to the operational execution of the Global Development Plan, and will make best use of each
Party’s established technological and process excellence for the optimal execution of the Global Development Plan. The JDC shall review the Global
Development Plan not less frequently than [***] and shall develop detailed and specific Global Development Plan updates, which shall include
annual Development budgets and allocation of responsibilities between the Parties, for each Calendar Year under the Global Development Plan. The
JDC shall submit all such updates to the JSC for review and approval such that JSC preliminary approval of the plan and budget for any Calendar
Year would occur [***]. Updates with the JSC’s preliminary approval shall be submitted to each Party for its internal budgeting process with a target
for final approval by the JSC [***], at which time any updates will be appended to the Global Development Plan.
 
3.4.2       Conduct of Activities under the Global Development Plan. Each Party will initially be responsible for conducting the Development
activities assigned to it under the Global Development Plan. The allocation of responsibilities will be periodically reviewed by the JDC after the
Effective Date, and may be supplemented or adjusted as determined by the JDC to be in the best interests of the collaboration, subject to review and
approval by the JSC.
 
3.4.3       Amendments to the Global Development Plan. The JDC may develop and submit to the JSC from time to time proposed substantive
amendments (which shall include necessary budget and allocation of responsibility updates) to the Global Development Plan as may be necessary or
appropriate in its judgment to reflect changing circumstances. The JSC shall review any such proposed amendments presented by the JDC and may
approve those proposed amendments and/or any other amendments proposed from time to time by members of the JDC and, upon approval of any
such proposals by the JSC, the Global Development Plan shall be amended accordingly (provided that the JSC shall not be empowered to amend this
Agreement). Amendments
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to the Global Development Plan, associated budgets and allocation of responsibilities shall not be effective without the approval of the JSC. Except
as provided below, disagreements that cannot be resolved within the JDC concerning any proposed amendment shall be submitted for resolution to
the JSC. Disagreements that cannot be resolved by the JSC shall be submitted for resolution as Unresolved Matters under the provisions of Sections
14.2 and 14.3. Notwithstanding the foregoing, mutual agreement among the Parties’ representatives on the JSC shall be required for any proposed
amendment to the Global Development Plan that would: (i) increase the aggregate amount of Global Development Costs [***]  In the event that
during any Calendar Year any Development activity expressly provided for in the approved Global Development Plan budget to be completed during
that year is not completed, and therefore the full expense budgeted for that activity for that year is not incurred (to the extent not incurred, a “Non-
Incurred Amount”), then to the extent that the incomplete activity is scheduled for the next succeeding Calendar Year, the Non-Incurred Amount
shall be included in the Global Development Plan budget for the succeeding Calendar Year.
 

3.5       Additional Development Activities.
 

If the JDC is unable to reach agreement on the inclusion in the Global Development Plan of (i) additional Development activities relating to the
Development of a Product Candidate that are not critical to obtaining Regulatory Approval for the Desired Label, or (ii) that constitute an Out-of-
Budget Proposal (“Additional Development Activities”), then the Party wishing to conduct those activities may do so at its own expense, but only after
review and approval of the Additional Development Activities with the JSC and, failing approval by the JSC, subject to the provisions of Sections 14.2
and 14.3 hereof. If the results of any such activities are included by the other Party in a filing with a Regulatory Authority (other than a required
submission for safety purposes) to support a label claim or a change in an approved label in that other Party’s territory, then the other Party using that
data [***]

 
3.5.1          [***]

 
[***]

 
[***]

 
3.6       Development Efforts; Manner of Performance; Reports
 

3.6.1       Standards for Conduct of Development Program. Each of Vertex and Janssen shall use Diligent Efforts to execute and to perform, or
cause to be performed, the activities for which it is responsible under the Global Development Plan and to cooperate with and comply with all
reasonable requests of the other Party in carrying out the Global Development Plan, in each case in good scientific manner and in compliance with
applicable law, Good Clinical Practice and Good Laboratory Practice. Janssen shall use Diligent Efforts to seek Regulatory Approval to market the
Product in the Territory including in each of the Key Countries. [***]
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3.6.2       Development Progress Reports. The minutes of the Committees will serve as Development Progress Reports.
 
3.6.3       Coordination of Certain Activities. The Parties will use reasonable efforts to coordinate their Development activities to effect the most
efficient and reasonable contacts and [***]
 
3.6.4       Drug Supply for Non-Clinical and Clinical Trials. During the Development Program prior to the First Commercial Sale, Vertex shall use
Diligent Efforts to supply clinical trial material of the Product Candidate for use in clinical studies conducted in accordance with the Global
Development Plan and, if applicable, for Additional Development Activities. [***]  With respect to supply for any Additional Development
Activities prior to the First Commercial Sale, Vertex shall use Diligent Efforts to provide clinical trial material, subject to the primary commitment to
supply clinical trial material for the Global Development Plan. Clinical trial material for Additional Development Activities conducted by Janssen
shall be supplied to Janssen by Vertex [***], and otherwise as further described in a Development Supply Agreement to be executed by the Parties in
advance of Janssen’s need for such clinical trial material. In the event that Janssen conducts one or more clinical trials under the Global Development
Plan, or as Additional Development Activities, Vertex shall supply the Product Candidate in bulk Tablet form, and Janssen will be responsible for
Packaging and distribution, unless Vertex, after discussion at the JMC, elects in its sole discretion to take on that responsibility. Notwithstanding the
foregoing, in the event Janssen is unable to perform Packaging due to regulatory requirements, Vertex will use commercially reasonable efforts to
perform Packaging, consistent with Vertex’s current capabilities, upon Janssen request.
 

3.7       Regulatory Submissions and Regulatory Approvals
 

3.7.1       Regulatory Submissions. Vertex shall be solely and exclusively responsible for obtaining all Regulatory Approvals for Products in North
America and shall own all regulatory submissions, including all applications for and dossiers relating to Regulatory Approval made by or at its
direction under this Agreement. Janssen shall be solely and exclusively responsible for obtaining Regulatory Approvals for Products in the countries
in the Territory, and shall own all regulatory submissions directed toward Regulatory Approval, including all applications for and dossiers relating to
Regulatory Approval made by or at its direction under this Agreement. All activities conducted by each Party in their territory in connection with the
preparation, filing and prosecution of applications for Regulatory Approval of a Product Candidate or Product, or with respect to pricing or
reimbursement activities, shall be at each Party’s sole cost and expense. Each Party shall provide the other Party documentation to support the
regulatory submissions of the other Party.
 
3.7.2       Discussions with Regulatory Authorities. Each Party will have the right to participate as an observer in all material meetings and other
material contacts with Regulatory Authorities pertaining to the Development of a Product Candidate for Regulatory Approval in the territory of the
other Party (excluding the Far East) to the

 
Information redacted pursuant to a confidential treatment request.  An unredacted version of this exhibit has been filed separately with the Commission.

 
18



 
extent not prohibited by law. Each Party shall provide the other Party with reasonable advance notice of all such meetings and other contacts, and to
the extent practicable will supply advance copies of all related documents and other relevant information sufficiently in advance of any such
meetings or other contacts as may provide the receiving Party with a reasonable opportunity to comment on the substance of the documents or
correspondence. Material submissions made by a Party to, or correspondence with, Regulatory Authorities in such Party’s territory [***], will be
provided to the other Party sufficiently in advance to enable translation, if any such submissions or correspondence are not available in English.
Janssen and Vertex shall discuss any material documents or other material correspondence [***] that either Party is planning to submit in connection
with Regulatory Approvals, and each Party will consider the other Party’s comments in good faith.
 
3.7.3       Labeling. The Parties will use reasonable efforts to establish and maintain a core label for each Product. [***]  Each Party shall promptly
provide to the other Party copies of all initially proposed labeling, Packaging and package inserts for a Product, in each case sufficiently in advance
of submission to FDA and EMEA so that the other Party may review and have a reasonable opportunity to comment on the substance of such
submissions. In addition, each Party shall promptly provide to the other Party copies of all initially proposed labeling, Packaging and package inserts
for a Product that are materially different from the core label, in each case sufficiently in advance of submission to Regulatory Authorities, so that
the other Party may review and have a reasonable opportunity to comment on the substance of such submissions. Thereafter, each Party will use
reasonable efforts to provide the other Party with advance copies of any material changes to (i) the label, (ii) Packaging and (iii) package insert for
review and comment. Vertex shall promptly provide to Janssen copies of any documents or correspondence pertaining to labeling received by Vertex
or its Related Parties from the FDA. Janssen shall promptly provide to Vertex copies of any documents or correspondence pertaining to labeling
received by Janssen or its Related Parties from EMEA or Regulatory Authorities in the Major Market Countries, and in addition, any such
documents or correspondence, irrespective of the country to which the documents or correspondence relate, which address material issues
concerning the label. Upon Vertex’s reasonable request, Janssen shall provide Vertex with any English translations of the documents and
correspondence described in the preceding sentence that are produced for Janssen’s own use. Neither Party shall have the right to approve the
proposed labeling for the Product in any country in the other Party’s territory. However, each Party shall have the right to object to the labeling to be
initially submitted (or resubmitted following receipt of comments from, or negotiations with, Regulatory Authorities) for the Product in any country
in the other Party’s territory or to any proposed variations or modifications to any labeling that has received Regulatory Approval, but in each case
solely on the grounds that such labeling could in such Party’s’s reasonable judgment have a Material Adverse Effect; and provided, further, that such
Party shall not be entitled to object to any variations or modifications to any labeling required by law or by any Regulatory Authority. Any objection
or response to the other Party’s label or proposed label shall be made promptly so as to not delay the submission or approval of the label. Any such
objection shall be submitted in writing to the JSC, with a full explanation of the concerns underlying the objection, and the matter shall be addressed
by the JSC at a meeting called

 
Information redacted pursuant to a confidential treatment request.  An unredacted version of this exhibit has been filed separately with the Commission.

 
19

 
for that purpose as soon as reasonably practicable. Failing agreement by the JSC, the objection shall be referred for resolution under Section 14.2
hereof.
 
3.7.4       Right to Cross-Reference. Each Party shall have the right to cross-reference and make any other use of the other Party’s NDAs/MAAs and
INDs/CTAs for the Product that it would have if it were the owner [***] including without limitation access to all data Controlled by the other Party
and contained or referenced in such NDAs/MAAs and INDs/CTAs, in each case as may be reasonably necessary to enable such Party to Develop,
Manufacture or Commercialize Products as permitted under this Agreement. In addition, each Party shall have the right to cross-reference the other
Party’s drug master file (“DMF”) in connection with the performance of its obligations under this Agreement.
 
3.7.5       [***]. Subject to applicable law, Janssen shall provide Vertex at its request with all material information relating to Janssen’s [***] in the
EU and material information that serves as the basis for [***] in the EU.
 

Article 4 -Manufacture and Supply
 

4.1       General Background. In general, the Parties intend that the provision of supply of raw materials, Intermediates, API and Product for both clinical and
commercial purposes in the Territory will occur in accordance with the terms of this Agreement as follows:

 
(a)           Clinical. Vertex will be responsible for providing Product Candidate supply under the Global Development Plan and, subject to availability,
for Additional Development Activities pursuant to the provisions of Section 3.6.4.
 
(b)           Commercial. The Parties intend that (i) Janssen will be responsible for the Manufacture of Product for Commercialization in the Territory

including but not limited to Intermediates, API, and Product, and (ii) Vertex will be responsible for the Manufacture of Product for
Commercialization outside the Territory, provided that Janssen will, as a secondary source for Vertex, also be responsible for the
Manufacture of Product for Commercialization by Vertex outside the Territory as described in Section 4.5(d).

 
(c)           Technical Transfer. Accordingly, the Parties will commence technical transfer activities [***] with the goal of enabling Janssen to supply

Product for Commercialization in the Territory at Product launch and, as soon as practicable, to serve as a secondary source for Product for
Commercialization outside the Territory as described in Section 4.5(d). In the event the Joint Manufacturing Committee determines that
Janssen’s progress under the Technical Transfer Plan (as defined in Section 4.5(b)) [***] Vertex shall [***] to supply Product to Janssen in
accordance with the terms of the Supply Agreement (as defined in Section 4.5(a)).

 
(d)           [***]
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4.2       Joint Manufacturing Committee. Promptly after the Effective Date, the Parties shall establish a Joint Manufacturing Committee (the “Joint

Manufacturing Committee” or “JMC”) to oversee Manufacturing activities related to the Territory, subject to the terms of this Agreement and the
oversight of the JSC. The JMC shall be responsible, without limitation, for the following:

 
4.2.1       consider and discuss the strategy for the Manufacture of the Product and Product Candidates in the Territory with the goal of synchronizing
supply and demand; and
 
4.2.2       review and approve the Technical Transfer Plan described in Section 4.5(b), and monitor Janssen progress under such Technical Transfer
Plan.
 

4.3       Manufacturing Director. Promptly following the Effective Date, each Party shall appoint one of its representatives to the JMC to direct all matters
related to Manufacturing within its organization and to coordinate with the appointed representatives’ counterpart designated by the other Party.

 
4.4       Initial Forecast. [***]  As a necessary component of estimating supply chain capacity requirements, the Parties will deliver to each other [***]

forecast for Product [***] which will also include [***]
 
4.5       Supply of Product.
 

(a)           Supply Agreement. Within [***] of the Effective Date, Janssen and Vertex will negotiate [***], and separately enter into a supply
agreement for the supply by Vertex, [***], of Janssen’s requirements of Product for distribution and sale in the Territory (the “Supply Agreement”).
The Supply Agreement shall include the Supply Agreement Key Elements attached hereto as Exhibit 4.5(a) and such customary representations,
warranties, covenants and conditions as are necessary or appropriate for transactions of this type, not inconsistent with the terms and conditions
hereof; [***]  Vertex will supply Product to Janssen [***]  In the event Regulatory Authorities in the Territory require different specifications, [***]
 
(b)           Technical Transfer to Janssen. Within [***] Janssen will propose to the JMC a plan for establishing manufacturing capabilities necessary
for Janssen to manufacture the Product for the Territory and for use outside the Territory as a secondary source for Vertex (the “Technical Transfer
Plan”). Following approval of the Technical Transfer Plan by the JMC, Janssen will commence and use Diligent Efforts to perform technical transfer
activities and achieve its supply and secondary source obligations in accordance with such plan, the capacity expectations described in section 4.5(d)
below and any applicable supply agreement. Janssen will provide Vertex with all documentation that is required and useful to effect regulatory
filings necessary for regulatory approval of secondary source manufacturing facilities. Vertex will assist with such technical transfer by providing
both technical documentation and FTE resources as may be reasonably requested to inform Janssen about the manufacturing process, subject to the
understanding that Vertex will provide [***] at the initiation of the
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technical transfer for each discrete aspect of the manufacturing process: [***]  Following the initiation of the technical transfer, individuals having
the expertise shared with Janssen at the initiation of the technical transfer (as provided above) will be available to participate in [***] project
teleconferences with Janssen during the execution of the Technical Transfer Plan. If requested by Janssen and agreed by Vertex’s Third Party
suppliers, Vertex will use reasonable efforts [***]  Notwithstanding the foregoing, Janssen will retain sole responsibility for the implementation and
progress of the Technical Transfer Plan and for meeting its needs for Product Supply (either through its own Manufacturing activities or through the
supply agreement) at launch and thereafter.
 
(c)           Sale of Intermediates. [***], and subject to the terms of the Supply Agreement, Vertex will use Diligent Efforts to supply Janssen with the
raw materials, Intermediates required for its manufacture of the API to be converted into Product for Commercialization in the Territory and, as a
secondary source to Vertex, for Product to be sold outside the Territory. [***]
 
(d)           Notice of Establishment of Supply Capability; Secondary Source Capacity. Janssen shall notify Vertex promptly following its
establishment of supply capability for Manufacture of Product for Commercialization in the Territory. [***] following delivery of such notice, the
Parties will enter into a supply agreement for Janssen to be a secondary supplier, which supply agreement shall include usual and customary terms
including, but not limited to, provisions for good faith forecasts, binding purchase orders for periodic orders by Vertex from Janssen, purchase price,
and term, for supply of [***] provided the purchase price shall be [***]
 
In addition, Janssen agrees to use [***] to supply additional quantities of [***] if requested by Vertex, provided, however, [***]
 
(e)           Third Party Agreements. Vertex will provide Janssen with copies of draft Third Party manufacturer agreements for the commercial supply
of VX-950 and will consider in good faith Janssen’s comments provided [***].
 

4.6       Packaging. Janssen will be responsible for Packaging of Products for commercial sale in the Territory.
 
4.7       Support for Establishment of Supply Capabilities. [***]  Vertex will invoice Janssen for costs incurred under Section 4.7 as they occur and Janssen

will pay such invoice within [***]  Vertex may sell Product from its inventory following Regulatory Approval of the Product in Vertex’s territory and,
[***]

 
Article 5 - Commercialization in the Territory

 
5.1       Janssen Commercialization Efforts. Janssen shall warehouse and distribute the Product in the Territory and shall be responsible for recording sales

and handling all aspects of Product order processing, invoicing, collection, inventory and receivables in the Territory. In this work and in all other
aspects of Commercialization of the Product in the Territory, Janssen shall use Diligent Efforts, including without limitation by [***]  Except relating
to the philanthropic and access programs and activities pursuant to Article 6, Janssen will use
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Diligent Efforts to maximize Net Sales of Products in the Territory through its commercial marketing, pricing and contracting strategies [***]  Janssen
shall bear all of its own costs and expenses of Commercializing the Product in the Territory.

 
5.2       Joint Commercialization Committee. Promptly after the Effective Date, the Parties shall establish a Joint Commercialization Committee (the “Joint

Commercialization Committee” or “JCC”). The JCC shall be led by co-chairs, one of which shall be selected by Vertex and one of which shall be
selected by Janssen.

 
5.2.1       Responsibilities. The JCC shall be responsible for the following:
 

5.2.1.1    use reasonable efforts to establish a global brand for the Product including but not limited to, establishing overall strategic objectives
for the Product;

 
5.2.1.2    review and discuss the Territory Commercialization Plan and the North American Commercialization Plan; and

 
5.2.1.3    discuss commercial activities that may benefit from joint involvement or coordination, including but not limited to [***] other matters

of mutual interest.
 

5.3       Commercialization Plans. The JCC will review and discuss the Territory Commercialization Plan and the North American Commercialization Plan,
each of which will be provided to the JCC by Janssen or Vertex, respectively, no later than [***] prior to the projected commercial launch for the
Product in the United States (with respect to the North American Commercialization Plan) or the European Union (with respect to the Territory
Commercialization Plan). [***]  The responsible Party will also provide to the JCC, for review and discussion, any subsequent material amendments
to the most recent Commercialization Plan that it provided to the JCC and in any event shall submit an updated plan on an annual basis. [***] prior to
the projected commercial launch for the Product in either the United States or the European Union, the JCC will consider plans for sharing certain
global Commercialization activities (i.e., activities that benefit the Product in both the Vertex’ and Janssen’s territories, including without limitation
such activities that relate to [***] and the appropriate allocation of responsibilities and budget for such activities. Any such plan (including the
allocation of responsibilities and budget) recommended by the JCC will be referred to the JSC for approval and if approved, will be reviewed and
updated annually thereafter by the JSC upon referral from the JCC. The Territory Commercialization Plan will contain the annual Commercialization
plans and budgets for [***] with sufficient detail with respect to Commercialization,  including but not limited to details [***] to enable the JCC to
conduct a meaningful review of such plans. Comparable information will be provided for the Territory as a whole and on a regional basis.
Amendments and updates to the Territory Commercialization Plan and particularly the Commercialization plans for [***] shall not be effective
without review and discussion by the JCC.
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Notwithstanding the foregoing, Janssen shall be solely responsible for all decisions regarding the prices charged for the Product in the Territory, as
well as discounts, rebates and all other deductions from Net Sales allowed under Section 1.77.
 

5.4       Scientific Meetings; [***]  Commencing [***], the Parties will discuss the scientific meetings inside and outside the Territory to which each Party
intends to send a representative(s) during the balance of 2006 and for the following year, and will periodically review their respective plan in this
regard with each other. The discussions will be for the purpose of coordinating efforts in connection with [***] in connection with supporting the
worldwide exchange of scientific information. [***]

 
5.5       Advertising and Promotional Materials.
 

(a)           Janssen shall develop relevant educational, sales, promotion and advertising materials relating to the Product (“Territory Product
Materials”), for use in the Territory, that shall be consistent with the Territory Commercialization Plan and compliant with applicable law and the
provisions of applicable Regulatory Approvals. Copies of all Territory Product Materials used in the Territory will be archived by Janssen in
accordance with applicable law. Upon Vertex’s request, Janssen shall provide copies of the material core Territory Product Materials for the Key
Countries to Vertex for its review and comment prior to their first use. Moreover, upon request, Janssen shall provide copies of any other Territory
Product Materials for other countries in the Territory to Vertex for its review and comment. Janssen will provide Vertex with any English
translations, if available, of such Territory Product Materials that are produced for its own use. Janssen will consider in good faith any comments
Vertex may have with respect to such Territory Product Materials. Upon Janssen’s request, Vertex shall provide Janssen with copies of the material
core educational, sales, promotion and advertising materials relating to the Product in North America (“North American Product Material”), for
review and comment prior to their use. Vertex will consider in good faith any comments Janssen may have with respect to such North American
Product Material. Requests for North American Product Material and Territory Product Materials shall be made through a member of the JCC or his
or her designee.
 
(b)           Subject to any limitations imposed by applicable law, all Territory Product Materials and all documentary information and oral
presentations, whether in hard-copy written, electronic or other media form regarding the education, marketing and promotion for the Product in
countries of the Territory shall acknowledge the Parties’ license arrangement and shall display the Janssen or Janssen Affiliate and Vertex names and
logos with equal prominence.
 
(c)           In the event that Janssen uses, in a majority of the Major Market Countries in the Territory, the same Trademark for the Product used by
Vertex in the United States, at Vertex’s option the Parties will coordinate the establishment, content, operation, and maintenance of any site or
domain on the internet which incorporates the Trademark, and the related annual cost [***] The costs incurred by Vertex in the search for and
selection of the Trademark will be shared in the same proportion.
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(d)           Where not prohibited by law or regulation, and subject to any required Regulatory Approval, which Janssen shall use diligent efforts to
obtain, Vertex’s name and logo will be carried on all Product packaging, package inserts, labels and containers, and on all printed, electronic and
digital material related thereto (including educational materials and advertisements), with a prominence substantially equivalent to that of Janssen, or
the Janssen Affiliate that is the most prominent name listed on any such material.
 

5.6       Referral of Orders; Returns. If Vertex receives any orders for the Product in the Territory, it shall refer such orders to Janssen. If Janssen receives any
orders for the Product outside the Territory, it shall refer such orders to Vertex. Janssen shall be solely responsible for handling all returns of the
Product sold in the Territory. If Product sold in the Territory is returned to Vertex, Vertex shall promptly ship such Product to a facility designated by
Janssen. If Product sold in North America is returned to Janssen, Janssen shall promptly ship such Product to a facility designated by Vertex, at
Vertex’s expense.

 
5.7       Adverse Event and Product Complaint Reporting Procedures. Each Party will (i) provide the other Party with all Product complaints, adverse

event information, and safety data in its control necessary or desirable for the other Party to comply with all applicable law with respect to the Product
and (ii) report and provide such information to the other Party in such a manner and time so as to enable the other Party to comply with all applicable
law. Vertex shall maintain a global adverse event database for the Product and shall generate adverse event reports for Janssen’s use in the Territory.
Janssen shall have access to all data in the global adverse event database. Janssen shall be responsible for submitting adverse events reports to the
applicable Regulatory Authorities in the Territory. The Parties will enter into a Pharmacovigilance Agreement along with any other sublicensees of
Vertex and Janssen (the “Pharmacovigilance Agreement”) within [***], setting forth the product complaint procedures to which each Party will
adhere; provided that in any event, the Pharmacovigilance Agreement will be in place prior to (a) the earlier of initiation by Janssen of any activities
under the Global Development Plan, or any Additional Development Activities, or (b) the submission by Janssen of any applications for Regulatory
Approval of the Product in the Territory. The costs and expenses of maintaining the global adverse event database shall be borne [***] 
Notwithstanding the foregoing, [***] the Parties will enter into a new Pharmacovigilance Agreement and Vertex and its sublicensees will have benefits
and relevant obligations substantially similar to those which Janssen had in the initial Pharmacovigilance Agreement. The foregoing shall not be
interpreted as requiring either Vertex or Janssen, respectively, to be responsible for the cost of maintenance of the global adverse event database,
except as otherwise required by law, beyond the point at which Vertex or Janssen, respectively, terminates Development or Commercialization of
Products under this Agreement.

 
[***] of this Agreement, the Parties shall meet to establish a safety oversight working group (the “Safety Oversight Working Group”) composed of
members of both Parties, which during the [***] and as otherwise provided in the Pharmacovigilance Agreement, shall discuss processes and
procedures for sharing information needed to support each Party’s respective regulatory responsibilities and to comply with applicable regulatory
pharmacovigilance requirements. Any such procedures shall not be construed to restrict either Party’s ability to take action that it deems to be
appropriate or required of it under
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the applicable regulatory requirements, but when permitted by applicable laws and regulations, the Parties shall consult with each other before taking
such action.
 

5.8       Commercial Information. In addition to royalty reports required pursuant to Section 9.6, Janssen will provide Vertex, on an annual basis as part of the
Territory Commercialization Plan, with information relating to Sales Call metrics on a country-by-country basis in the [***] on a country-by-country
basis for the [***].

 
5.9       [***]
 
5.10     Recalls, Market Withdrawals or Corrective Actions.
 

5.10.1     In the Territory. If any Regulatory Authority issues or requests a recall or takes a similar action in connection with the Product in the
Territory, or if either Party determines that an event, incident or circumstance has occurred that may result in the need for a recall or market
withdrawal in the Territory, the Party notified of such recall or similar action, or the Party that desires such recall or similar action, shall [***] advise
the other Party thereof by telephone or facsimile. Janssen, in consultation with Vertex, shall decide whether to conduct a recall in the Territory
(except in the case of a government mandated recall, when Janssen may act without such advance notice but shall notify Vertex as soon as possible)
and the manner in which any such recall shall be conducted. Vertex will make available to Janssen, upon request, all pertinent records within
Vertex’s control that Janssen may reasonably request to assist Janssen in effecting any recall. Janssen shall bear the expense of any such recall in the
Territory, subject to the terms of the Supply Agreement.
 
5.10.2     Outside the Territory. In the event that any Regulatory Authority issues or requests a recall or takes a similar action in connection with the
Product in any country outside the Territory, or in the event either Party determines that an event, incident or circumstance has occurred that may
result in the need for a recall or market withdrawal in any country outside the Territory, the Party notified of such recall or similar action, or the Party
that desires such recall or similar action, shall [***], advise the other Party thereof by telephone or facsimile. Vertex and/or its Related Parties, in
consultation with Janssen, shall decide whether to conduct a recall in any country outside the Territory and the manner in which any such recall shall
be conducted. Janssen will make available to Vertex, upon request, all pertinent records within Janssen’s control that Vertex may reasonably request
to assist Vertex in effecting any recall. Vertex and/or its Related Parties shall bear the expense of any such recall.
 

5.11     Medical Inquiries.
 



5.11.1     In the Territory. After the First Commercial Sale, Janssen shall handle all medical questions or inquiries from members of the medical
profession in the Territory regarding the Product [***]  Vertex shall, and shall cause its medical affairs and/or sales department to, refer to Janssen all
such questions and inquiries within [***] of receipt. In no event will Vertex or its Sales Representatives or MSLs respond to any such medical
question or inquiry. Notwithstanding the foregoing, [***]
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5.11.2     Outside the Territory. Vertex shall handle all medical questions or inquiries from members of the medical profession outside the Territory
regarding the Product. Janssen shall, and shall cause its medical affairs and/or sales department to refer to Vertex all such questions and inquiries
within [***] of receipt. In no event will Janssen or its Sales Representatives or MSLs respond to any such medical question or inquiry.
 

Article 6 -Philanthropic Program.
 

Vertex and Janssen along with their respective Affiliates share the goal of promoting the diagnosis, prevention, treatment and cure of HCV Infection
worldwide. In addition to Developing and Commercializing the Product in their respective territories, the Parties intend to engage in worldwide philanthropic
activities directed toward this goal. Accordingly, the Parties agree that, [***], each Party will set aside an amount [***] to apply in furtherance of such
philanthropic objectives (the “Philanthropic Funds”). Each Party shall make its contribution no later than [***]. The Philanthropic Funds will be provided by
each Party in any one of a variety of approved forms at such Party’s election, such as [***]  Also as part of this philanthropic program, the Parties shall
consider in good faith activities and programs to increase the access to the Product, especially in countries identified by the World Health Organization as
developing countries. In addition, as part of the Philanthropic program, Janssen may [***]  The disposition of the Philanthropic Funds shall be determined by
consensus of the members of a Joint Philanthropic Committee (“JPC”), with equal representation from each Party; provided, however, that the Philanthropic
Funds shall be allocated in such a way as to maximally benefit the causes of the diagnosis, prevention, treatment and cure of HCV Infection. If the JPC is
unable to reach consensus, either Party may refer the matter to the Executive Officers in accordance with Section 14.2. Each Party will afford equal
recognition to the other Party in any public description by that Party of activities under this Article 6.

 
Article 7 -License Grants

 
7.1       Development License. Vertex and its Affiliates hereby grant to Janssen a co-exclusive (with Vertex) right and license under Vertex Patent Rights and

Vertex’s rights under Joint Patent Rights, to Develop Product Candidates and Products in the Territory in the Field, provided however, that such license
shall not include a license to Vertex Patent Rights resulting from inventions conceived or reduced to practice as a result of Additional Development
Activities, if Janssen elected not to participate in those activities, unless and until Janssen has paid the amounts specified in Section 3.5 hereof with
respect to those Additional Development Activities.

 
7.2       Commercialization License. Vertex and its Affiliates hereby grant to Janssen an exclusive right and license under Vertex Patent Rights and Vertex’s

rights under Joint Patent Rights, to Commercialize Product Candidates and Products in the Territory in the Field, provided however, that such license
shall not include a license to Vertex Patent Rights resulting from inventions conceived or reduced to practice as a result of Additional Development
Activities, if Janssen elected not to participate in those activities, unless and
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until Janssen has paid the amounts specified in Section 3.5 hereof with respect to those Additional Development Activities.

 
7.3       Know-How License. Vertex and its Affiliates hereby grant to Janssen an exclusive license in the Field in the Territory under all Vertex Know-How to

the extent that it relates exclusively to Compounds, Product Candidates or Products, solely to discharge Janssen’s obligations and exercise its rights
under this Agreement, provided however, that such license shall not include a license to Vertex Know-How resulting from inventions conceived or
reduced to practice as a result of Additional Development Activities, if Janssen elected not to participate in those activities, unless and until Janssen
has paid the amounts specified in Section 3.5 hereof with respect to those Additional Development Activities.

 
7.4       Licenses from Janssen. Janssen and its Affiliates hereby grant to Vertex a non-exclusive, royalty-free license in the Field under all Janssen Patent

Rights, Janssen Know-How and Janssen’s rights under Joint Patent Rights, solely for the purpose of Developing or Manufacturing Product Candidates
or Products worldwide, and an exclusive, royalty-free license in the Field under all Janssen Patent Rights, Janssen Know-How and Janssen’s rights
under Joint Patent Rights, for Commercializing Product Candidates and/or Products outside the Territory, provided however, that such license shall not
include a license to Janssen Patent Rights or Know-How resulting from inventions conceived or reduced to practice as a result of Additional
Development Activities, if Vertex elected not to participate in those activities, unless and until Vertex has paid the amounts specified in Section 3.5
hereof with respect to those Additional Development Activities.

 
7.5       Manufacturing License. Vertex and its Affiliates hereby grant to Janssen an exclusive license in the Field in the Territory to Manufacture Product

Candidates and Products for Commercial use in the Territory, and a co-exclusive (with Vertex) right and license to Manufacture Product Candidates
and Products for purposes of exercising its rights under the Development License granted under Section 7.1 above, in each case under Vertex Patent
Rights, Vertex Know-How and Vertex’s right under Joint Patent Rights. Any license provided to Janssen under the Supply Agreement shall be
incremental to the license right granted in this section.

 
7.6       License of Trademarks. Prior to Commercialization of a Product, the Parties shall enter into a trademark licensing agreement under which Vertex and

its Affiliates grant to Janssen a [***] license during the term of the Agreement to use (i) logos chosen and owned by Vertex (the “Vertex Logo”) and
(ii) the Trademarks Controlled by Vertex, on labeling, package inserts, monographs and packaging materials for the Product, Product Materials and
samples, and other materials used in connection with the performance of this Agreement during its term. Janssen shall have no rights under this
Agreement in or to the Vertex Logo, the Vertex Trademarks or the goodwill pertaining thereto except as specifically provided in the trademark
licensing agreement. Janssen agrees that upon termination or expiration of this Agreement, it will discontinue all use of the Vertex Logo and the Vertex



Trademarks, provided, however, Janssen shall have the right to sell off any inventory of Product containing Vertex Logo or Vertex Trademarks in
accordance with the terms of this Agreement.
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7.7       Right to Sublicense. Each Party shall have the right to grant sublicenses under the rights and licenses granted to it under Sections 7.1, 7.2, 7.3, 7.4 and

7.5 of this Agreement, provided that any such sublicense obliges the sublicensee to comply with all relevant terms of this Agreement and that each
Party remains liable to the other for all material acts and omissions of any such sublicensee.

 
Notwithstanding the foregoing, if Janssen wishes to grant a sublicense to a Third Party of its Development or Commercialization rights in [***]  For
the avoidance of doubt, Janssen shall not be required to seek the consent of Vertex in respect of sublicenses granted to its Affiliates.

 
7.8       Vertex Retained Rights. Notwithstanding the foregoing, Vertex shall retain rights under the Vertex Patent Rights and the Joint Patent Rights to the

extent necessary or useful to discharge its obligations and exercise its rights under this Agreement, including but not limited to performing all activities
(directly or with Related Parties) included in the Global Development Plan from time to time.

 
7.9       No Implied Licenses. Except as specifically set forth in this Agreement, neither Party shall acquire any license or other intellectual property interest,

by implication or otherwise, in any Information disclosed to it under this Agreement or under any patents or patent applications owned or Controlled
by the other Party or its Affiliates.

 
7.10     [***]
 
7.11     [***]
 

Article 8 -
 

(This Article is intentionally left blank).
 

Article 9 -Financial Provisions
 

9.1       Upfront License Fee. In consideration of the licenses granted pursuant to Article 7, Janssen shall pay to Vertex a one-time non-refundable, non-
creditable payment of One Hundred Sixty Five Million Dollars (US $165,000,000) within [***] the Effective Date.

 
9.2       Milestones
 

9.2.1       Milestone Payment. In further consideration of the licenses granted pursuant to Article 7, Janssen shall also pay each of the amounts set
forth in the table below (each, a “Milestone Payment”) if and when the corresponding development milestone event (each, a “Milestone Event”) is
achieved.
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Milestone Event
 

Milestone
Amount

  
(USD)

     
[***]

 

[***]
 

[***]
 
[***]

 
[***]

 
9.2.2       Each Milestone Payment shall be payable only once upon the initial achievement of the associated Milestone Event. Vertex will invoice
Janssen upon the occurrence of each of the Milestone Events [***], and the invoiced amount shall be payable within [***] of receipt of invoice.
Janssen will notify Vertex in writing not later than [***] after the occurrence (or deemed occurrence) of each of the Development Milestone Events
[***], and shall pay the appropriate Milestone Payment within [***] of receipt of an invoice thereafter from Vertex.
 

9.3       Development Cost Reimbursement. Janssen will pay to Vertex fifty (50%) percent of the Global Development Costs. Not later than [***] after the
end of each calendar quarter, Vertex will submit to Janssen a summary of Global Development Costs for the Calendar Quarter just ended, including a
brief description of the aggregate internal and external costs and an allocation of the Global Development Costs across various Development activities.
With the summary, Vertex will include an invoice for fifty (50%) percent of the reported Global Development Costs, which invoice shall be due and
payable by Janssen [***]  If Janssen has responsibility for Development activities under the Global Development Plan, Janssen will provide to Vertex,
also on a quarterly basis and with a description as set forth above, a summary of the Janssen’s Global Development Costs under the Global
Development Plan for the preceding quarter. Janssen may apply fifty (50%) percent of any such Global Development Costs appropriately incurred and
disclosed hereunder against any unpaid amounts otherwise due to Vertex on account of Global Development Costs previously incurred by Vertex, and
if the amount of any such offset exceeds the amount otherwise due and payable to Vertex, [***] The books and records of each Party and any of that
Party’s Related Parties relating to Global Development Costs to be charged to the other Party hereunder will be subject to inspection as provided
below [***] upon reasonable notice from the Party charged to the charging Party, for the purpose of verifying the accuracy of the summary of
submitted Global Development Costs. Those records will be made available during normal business hours and will include all appropriate supporting



information, such as a record of time expended on Development activities and invoices received covering all Third Party costs included in any
summary of Global Development Costs submitted by the Party being audited. The inspection shall be conducted by an independent certified public
accounting firm of nationally recognized standing, selected by (and at the expense of) the Party exercising its inspection right and reasonably
acceptable to the Party being audited. The accounting firm conducting any such inspection shall only
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disclose to the Party exercising its inspection right whether the summary of Global Development Costs being audited is accurate, and if not, by what
aggregate amount the summary is inaccurate. The books and records of each Party pertaining to Global Development Costs shall be retained by such
Party for a period of [***]  The summary information provided by either Party under the reporting provisions set forth above and any additional
information disclosed by that Party upon audit shall be Information of the Party providing the information and subject to the confidentiality and non-
use obligations of Section 11.1.

 
9.4       Royalties.
 

9.4.1       Royalties Payable By Janssen. In further consideration of the licenses granted pursuant to Article 7, Janssen shall pay to Vertex royalties
on cumulative Net Sales of Products in the Territory as set out in this Section 9.4. The royalty rate payable shall be determined [***]:
 

 

[***] [***]
   
   
   

 
Royalties on sales of Products, at the royalty rates determined as set forth above with reference to annual aggregate Net Sales in the Territory, shall
be payable on a country-by-country basis until, [***]  For purposes of determining aggregate Calendar Year Net Sales under this Section 9.4.1 for
any Calendar Year, [***].
 
9.4.2       Unlicensed Competition. Notwithstanding Section 9.4.1, if a Third Party sells a pharmaceutical product in any country that is a “Generic
Version” of a Product being sold in that country (the generic version, a “Third Party Product”), then [***]  For purposes of this subsection 9.4.2, a
“Generic Version” of a product is [***]  This Section 9.4.2 shall not be applicable to any product being sold by a Third Party to which Janssen has
granted a sublicense hereunder. The [***] provided in this Section 9.4.2 shall not be applied to any Net Sales in respect of which a royalty report has
already been provided pursuant to Section 9.7 prior to receipt by Vertex from Janssen of written notice that sales of a Generic Version of a Product
covered by that royalty report [***]
 

9.5       Third Party Licenses. Janssen shall be responsible for [***] of any royalties, or other amounts relating to intellectual property rights, payable on
account of Products sold in the Territory, including without limitation, royalties due under any of the Existing Third Party Agreements. Neither Party
shall enter into any agreement with a Third Party, without the other Party’s written consent, obligating the other Party to pay royalties or other amounts
relating to the Third Party’s intellectual property rights in connection with the
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Development, Manufacture or Commercialization by that other Party of Product Candidate or Products in that other Party’s territory. If Vertex pays
any such royalties or other payments otherwise the responsibility of Janssen, those payments will be deemed to have been made on behalf of Janssen
and Janssen shall promptly reimburse Vertex for any such payments [***] days of receipt of an invoice therefor from Vertex. The Parties shall
establish such procedures as are reasonably necessary to permit them to reconcile Vertex’s actual payments pursuant to the foregoing with Janssen’s
payments to Vertex or to any Third Party under this Section 9.5.

 
9.6       Reports; Payment of Royalty. During the term of this Agreement following the First Commercial Sale of a Product, Janssen shall furnish to Vertex

[***], at the end of each [***], showing (i) the Net Sales of Products in each country in the Territory during the reporting period, and any permitted
deductions from gross sales taken to arrive at the Net Sales calculation as set forth in Section 1.77 of this Agreement; (ii) the royalties payable under
this Agreement on account of those Net Sales and the basis for calculating those royalties; (iii) the exchange rates and other methodology used in
converting Net Sales into U.S. dollars, from the currencies in which sales were made in order to determine the appropriate royalty tier; and (iv)
dispositions of Products other than pursuant to sale for cash. Net Sales in countries invoiced in currency other than U.S. Dollars shall be translated to
U.S. Dollars using Janssen’s then-current standard exchange rate methodology, fairly applied, for the translation of foreign currency into U.S. dollars,
as employed on a consistent basis throughout Janssen’s operations and disclosed to Vertex in advance. Should Janssen change its foreign currency
translation methodology, the new methodology will be disclosed in writing to Vertex. [***]  Royalties shown to have accrued by each [***] royalty
report shall be due and payable to Vertex no later than the [***]. Janssen shall keep complete and accurate records in sufficient detail to enable the
royalties payable hereunder to be determined and the information provided hereunder to be verified by Vertex’s accounting firm pursuant to Section
9.7.

 
9.7       Audits. Upon the written request of Vertex, with [***] prior written notice to Janssen, [***], Janssen shall permit an independent certified public

accounting firm of nationally recognized standing selected by Vertex and reasonably acceptable to Janssen, [***], to have access during normal
business hours to such of the records of Janssen and its Affiliates as may be reasonably necessary to verify the accuracy of the royalty reports
hereunder for any [***]. Those records shall include, without limitation, gross sales of each Product or Product Candidate on a country-by-country
basis, as well as all deductions taken from gross sales in that country to arrive at Net Sales in that country. The accounting firm shall disclose to Vertex
only whether the royalty reports are correct or incorrect and the specific details concerning any discrepancies.

 



If such independent accountant’s review of Janssen’s royalty reports shows an underpayment, Janssen shall remit or cause its Related Parties to remit
to Vertex within [***] after Janssen’s receipt of such report: (i) the amount of such underpayment plus interest as determined under Section 9.10
below, and (ii) if such underpayment exceeds [***] of the total amount owed for the period being audited, the reasonable and necessary fees and
expenses of the independent accountant performing the audit. If such underpayment does not exceed [***], the fees and expenses of the independent
accountant
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performing any such audit shall be paid by Vertex. [***] Upon prior written notice to Janssen as provided above, Vertex shall have a further right,
exercisable not more frequently than once [***], to audit Net Sales, deductions taken from gross sales, and royalties earned by Vertex in any country in
which a prior audit has shown an understatement of royalties due of at least [***].
 
Janssen shall include in each sublicense granted by it pursuant to this Agreement a provision requiring the sublicensee to make reports to Janssen, to
keep and maintain records of sales made pursuant to such sublicense and to grant access to such records by Vertex’s independent accountant to the
same extent required of Janssen under this Agreement.
 
Upon the expiration of [***] the calculation of royalties payable with respect to such year shall be binding and conclusive upon the Parties, and
Janssen and its Related Parties shall be released from any liability or accountability with respect to royalties for such Calendar Year.
 
Vertex shall treat all financial Information subject to review under this Section 9.7 or under any sublicense agreement in accordance with the
confidentiality and non-use provisions of this Agreement, and shall cause its accounting firm to enter into an acceptable confidentiality agreement with
Janssen and/or its Related Parties obligating it to retain all such Information in confidence pursuant to such confidentiality agreement.
 

9.8       Payments. All payments to be made by Janssen to Vertex under this Agreement shall be made in U.S. dollars and shall be paid by bank wire transfer in
immediately available funds to such bank account in the United States or elsewhere as may be designated in writing by Vertex from time to time.

 
9.9       Income Tax Withholding.

(a)           Janssen will make all payments to Vertex under this Agreement without deduction or withholding for taxes except to the extent that any
such deduction or withholding is required by law in effect at the time of payment, and Janssen has notified Vertex of any such deduction or
withholding in the royalty report.
 
(b)           Any tax required to be withheld on amounts payable under this Agreement will promptly be paid by Janssen on behalf of Vertex to the
appropriate governmental authority, and Janssen will furnish Vertex with proof of payment of such tax. Any such tax required to be withheld will be
an expense of and borne by Vertex.

 
(c)           Janssen and Vertex will cooperate with respect to all documentation required by any taxing authority or reasonably requested by Janssen or
Vertex to secure a reduction in the rate of applicable withholding taxes.
 
(d)           If Janssen had a duty to withhold taxes in connection with any payment it made to Vertex under this Agreement but Janssen failed to
withhold, and such taxes were assessed against and paid by Janssen, then Vertex will indemnify and hold harmless Janssen from and against such
taxes (including interest but excluding penalties). If Janssen makes a
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claim under this Section 9.9(d), it will comply with the obligations imposed by Section 9.9(b) as if Janssen had withheld taxes from a payment to
Vertex.

 
9.10     Interest Penalty. In case of any delay in payment by Janssen to Vertex (including a delay in payment identified in connection with an audit under

Section 9.7 above) [***] interest at the [***] assessed from the [***] after the due date of the payment, shall be due from Janssen and payable [***].
 
9.11     [***]
 

Article 10 -Intellectual Property Ownership, 
Protection and Related Matters

 
10.1     Filing, Prosecution and Maintenance of Vertex Patent Rights. Vertex shall have the exclusive right and the obligation (subject to Vertex’s election

not to file, prosecute, or maintain pursuant to Section 10.3), to diligently file, prosecute and maintain (by timely paying all maintenance fees, renewal
fees, and other such fees and costs required under applicable laws) the Vertex Patent Rights worldwide, and to conduct any interference, opposition
and re-examination or other similar proceeding with respect thereto, in all such countries as is customary for Vertex to file, prosecute and maintain
patent rights covering pharmaceutical products. [***]  If Janssen notifies Vertex that it wishes Vertex to file and prosecute patent applications covering
Vertex Patent Rights in any country or countries in the Territory in which it is not customary for Vertex to do so, or to conduct any interference,
opposition and re-examination or other similar proceedings with respect to the Vertex Patent Rights in the Territory, [***] Vertex shall keep Janssen
advised of the status of all actual and prospective patent filings in the Territory and upon the request of Janssen, provide advance copies of any papers
related to the filing, prosecution and maintenance of such patent filings. Vertex shall promptly give reasonable advance notice to Janssen of the grant,
lapse, revocation, surrender, invalidation or abandonment of any Vertex Patent Rights in the Territory for which Vertex is responsible for the filing,
prosecution and maintenance. Vertex shall solicit Janssen’s advice and review of the nature and text of such patent applications and important
prosecution matters related thereto in reasonably sufficient time prior to filing thereof, and Vertex shall consider Janssen’s comments related thereto.

 



10.2     Filing, Prosecution and Maintenance of Joint Patent Rights. In respect of any Joint Information and Inventions, the Parties shall agree, without
prejudice to ownership, which Party shall have the right and/or obligation to prepare and file a priority patent application, and prosecute such
application(s) and maintain any patents derived therefrom, with the Parties equally sharing the Patent Costs for the preparation, filing, prosecution and
maintenance of such priority patent application. Should the agreed-upon Party elect not to prepare and/or file any such patent application, it shall (i)
provide the other Party with written notice as soon as reasonably possible after making such election but in any event no later than [***] before the
other Party would be faced with a possible loss of rights, (ii)
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give the other Party the right, at the other Party’s discretion and sole expense, to prepare and file the priority application(s), and (iii) offer reasonable
assistance in connection with such preparation and filing [***]  The other Party, at its discretion and cost, may prosecute such application(s) and
maintain any patents derived therefrom.

 
10.3     Option to Prosecute and Maintain Patents.
 

10.3.1     Vertex shall give notice to Janssen of any desire to cease prosecution and/or maintenance of Vertex Patent Rights or Joint Patent Rights on a
country-by-country basis in the Territory and, in such case, shall permit Janssen, at its sole discretion, to continue prosecution or maintenance of
such Vertex Patent Rights [***]. If Janssen elects to continue prosecution or maintenance or to file based on Vertex’s election not to file pursuant to
this Section 10.3, Vertex shall execute such documents and perform such acts at [***] expense as may be reasonably necessary to allow Janssen to
initiate or continue such filing, prosecution or maintenance.
 
10.3.2     Janssen shall give notice to Vertex of any desire to cease prosecution and/or maintenance of Janssen Patent Rights or Joint Patent Rights in
any country and, in such case, shall permit Vertex at its sole discretion, to continue prosecution or maintenance of such Janssen Patent Rights [***].
If Vertex elects to continue prosecution or maintenance or to file based on Janssen’s election not to file pursuant to this Section 10.3, Janssen shall
execute such documents and perform such acts at [***] expense as may be reasonably necessary to allow Vertex to initiate or continue such filing,
prosecution or maintenance.
 

10.4     Interference, Opposition, Re-examination and Re-issue.
 

10.4.1     Vertex shall promptly, but in any case within [***] of learning of such event, inform Janssen of any request for, or filing or declaration of,
any interference, opposition, or re-examination by a Third Party relating to Vertex Patent Rights or Joint Patent Rights for which Vertex is
responsible, in the Territory. Janssen and Vertex shall thereafter consult and cooperate fully to determine a course of action with respect to any such
proceeding. Janssen shall have the right to review and approve any submission to be made in connection with such proceeding.
 
10.4.2     Vertex shall not initiate any re-examination, interference or re-issue proceeding relating to Vertex Patent Rights or Joint Patent Rights in the
Territory without the prior written consent of Janssen, which consent shall not be unreasonably withheld.
 
10.4.3     In connection with any interference, opposition, re-issue, or re-examination proceeding relating to Vertex Patent Rights or Joint Patent
Rights in the Territory, Janssen and Vertex will cooperate fully and will provide each other with any information or assistance that either may
reasonably request. Vertex shall keep Janssen informed of developments in any such action or proceeding, including, to the extent permissible by
law, consultation and approval of any settlement, the status of any settlement negotiations and the terms of any offer related thereto.
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10.4.4     The expense of any interference, re-examination or re-issue proceeding, and the expense of any opposition or similar two-party proceeding
conducted under rules of the U.S. Patent and Trademark Office, or any comparable foreign authority shall, unless agreed otherwise, [***]

 
10.5     Enforcement and Defense.
 

10.5.1     Each Party shall promptly give the other Party notice of (i) any infringement of Vertex Patent Rights, Janssen Patent Rights or Joint Patent
Rights, or (ii) any misappropriation or misuse of Vertex Know-How or Janssen Know-How, that may come to the first Party’s attention. Janssen and
Vertex shall thereafter consult and cooperate fully to determine a course of action, including but not limited to the commencement of legal action by
either or both Janssen and Vertex, to terminate any infringement of Vertex Patent Rights, Janssen Patent Rights or Joint Patent Rights or any
misappropriation or misuse of Vertex Know-How or Janssen Know-How, in the Territory. Vertex, upon notice to Janssen, shall have the first right to
initiate and prosecute any such legal action in the name of Vertex and Janssen, or to control the defense of any declaratory judgment action, relating
to Vertex Patent Rights, Joint Patent Rights or Vertex Know-How in the Territory. Janssen, upon notice to Vertex, shall have the first right to initiate
and prosecute any such legal action in the name of Janssen and Vertex, or to control the defense of any declaratory judgment action, relating to
Janssen Patent Rights or Janssen Know-How in the Territory. [***]  Each Party shall promptly inform the other Party if it elects not to exercise its
first right as described above and the other Party shall thereafter have the right to either initiate and prosecute such action or to control the defense of
such declaratory judgment action in its name of and, if necessary, the name of the first Party. Each Party shall have the right to be represented by
counsel of its own choice [***]
 
10.5.2     For any action to terminate any infringement of Vertex Patent Rights, Janssen Patent Rights or Joint Patent Rights or any misappropriation
or misuse of Vertex Know-How or Janssen Know-How, as permitted in accordance with Section 10.5.1, in the event that the Party initiating the
action is unable to initiate or prosecute such action solely in its own name, the other Party will join such action voluntarily and will execute and
cause its Affiliates to execute all documents necessary for the first Party to initiate litigation to prosecute and maintain such action. In connection
with any such action, Janssen and Vertex will cooperate fully and will provide each other with any information or assistance that either may



reasonably request. Each Party shall keep the other informed of developments in any such action or proceeding, including, to the extent permissible
by law, the consultation and approval of any settlement negotiations and the terms of any offer related thereto.
 
10.5.3     Any recovery obtained by either or both Janssen and Vertex in connection with or as a result of any action contemplated by this Section,
whether by settlement or otherwise, shall be shared in order as follows:
 

[***]
 
[***]
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[***]
 

10.5.4     Vertex shall inform Janssen of any certification regarding any Vertex Patent Rights it has received pursuant to either 21 U.S.C. §§355(b)(2)
(A)(iv) or (j)(2)(A)(vii)(IV) or its successor provisions or any similar provisions in a country in the Territory and shall provide Janssen with a copy
of such certification [***] Vertex’s and Janssen’s rights with respect to the initiation and prosecution of any legal action as a result of such
certification or any recovery obtained as a result of such legal action shall be as defined in subsections 10.5.1 through 10.5.4; provided, however, that
Vertex shall have the first right to initiate and prosecute any action and shall inform Janssen of such decision [***], in the case of certification
regarding any Vertex Patent Rights it has received pursuant to either 21 U.S.C. §§355(b)(2)(A)(iv) or (j)(2)(A)(vii)(IV), or within a similarly
appropriate time in the case of certifications or the like in countries outside of the United States, of receipt of the certification, after which time
Janssen shall have the right to initiate and prosecute such action.
 

10.6     Patent Term Restoration. Vertex shall be responsible for obtaining patent term restoration or supplemental protection certificates or their equivalents
in any country in the Territory where applicable to Vertex Patent Rights and Joint Patent Rights. Janssen shall be responsible for obtaining patent term
restoration or supplemental protection certificates or their equivalents in any country in the Territory where applicable to Janssen Patent Rights. The
Parties hereto shall cooperate with each other in obtaining patent term restoration or supplemental protection certificates or their equivalents in any
country in the Territory where applicable to Vertex Patent Rights, Janssen Patent Rights and Joint Patent Rights. In the event that elections with respect
to obtaining such patent term restoration are to be made, Vertex shall have the right to make the election with respect to Vertex Patent Rights and Joint
Patent Rights and Janssen shall have the right to make the election with respect to Janssen Patent Rights.

 
10.7     Third Party Claims.
 

10.7.1     Without prejudice to Section 12.3.2, if any action, suit or proceeding is brought against Janssen or Vertex or any Affiliate or sublicensee of
either Party alleging the infringement of the intellectual property rights of a Third Party by reason of the discovery, development, manufacture, use,
sale, importation or offer for sale of a Product Candidate or Product in the Territory, Janssen shall have the sole right but not the obligation to defend
itself and Vertex in such action, suit or proceeding [***]  The Parties shall cooperate with each other in any defense of any such suit, action or
proceeding. The Parties will give each other prompt written notice of the commencement of any such suit, action or proceeding, or receipt of any
claim of infringement, and will furnish each other a copy of each communication relating to the alleged infringement. Without regard to which Party
defends an Infringement Claim under this Section 10.7, all damages (including all reasonable costs and expenses associated with any defense of a
claim hereunder) associated with any such infringement claim in the Territory shall be borne equally by the Parties.
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10.7.2     Neither Party shall compromise, litigate, settle or otherwise dispose of any such suit, action or proceeding without the other Party’s advice
and prior consent, provided that the Party not having the right to defend the suit shall not unreasonably withhold its consent to any settlement which
does not have a material adverse effect on its rights, obligations or benefits, either under this Agreement or otherwise. Notwithstanding the
foregoing, if Janssen decides to seek a license, and Vertex elects not to seek such license, Janssen may seek to obtain such license for its benefit
[***] provided that the terms and conditions of such license do not include an admission of invalidity of any Vertex Patent Rights or Joint Patent
Rights, or restrict Vertex’s ability to challenge or litigate the validity or applicability of any intellectual property to which the license relates.
 
10.7.3     The Party first having actual notice of any claim, action or proceeding referenced in Section 10.7.1 above shall promptly notify the other
Party in writing, setting forth in reasonable detail, to its knowledge, the facts related to any such claim, action or proceeding. The Parties shall
promptly discuss proposed responses to any such matters.
 

10.8     Trademarks. Janssen shall have the right but not the obligation to use Vertex’ Trademarks to market and promote the Product in its Territory, subject
to the provisions of the license to be provided under Section 7.6 hereof. Janssen may, however, select all Trademarks which it employs in connection
with Product in the Territory, and subject to the following sentence, shall own and control, and shall be responsible for registration and maintenance of
all such Trademarks. In the event Janssen selects a Product Trademark for any country in the Territory that is the same as the Product Trademark
selected by Vertex for use in the United States, Vertex will own the related Trademark and will provide Janssen with a license as provided in Section
7.6 of this Agreement to use that Trademark in the Territory. [***]  Nothing in this Agreement shall be construed as a grant of rights, by license or
otherwise, to Vertex to use any Trademarks owned by Janssen for any purpose, except as might otherwise be permitted under applicable law or as
provided in Article 13 hereof in the event of the termination of this Agreement by Vertex with cause or by Janssen without cause.

 
Article 11 -Confidentiality, Publication and Publicity

 
11.1     Nondisclosure Obligation. All Information disclosed by one Party to the other Party shall be maintained in confidence by the receiving Party and

shall not be disclosed to a Third Party or used for any purpose except as set forth herein without the prior written consent of the disclosing Party,



except to the extent that such Information:
 

11.1.1     is known by the receiving Party at the time of its receipt, and not through a prior disclosure by the disclosing Party, as documented by the
receiving Party’s contemporaneous business records;
 
11.1.2     is in the public domain through no breach of this Agreement by the receiving Party;
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11.1.3     is subsequently disclosed to the receiving Party by a Third Party who may lawfully make such disclosure and is not to the best of the
receiving Party’s knowledge under an obligation of confidentiality to the disclosing Party;
 
11.1.4     is developed by the receiving Party independently of Information received from the disclosing Party, as documented by the receiving Party’s
contemporaneous business records;
 
11.1.5     is disclosed to governmental or other regulatory agencies to comply with applicable law or regulations, provided the receiving Party
provides to the disclosing Party prompt prior written notice of its obligation to make such disclosure and takes reasonable and lawful actions to avoid
or minimize the degree of such disclosure; or
 
11.1.6     is deemed necessary by the receiving Party in the reasonable exercise of its judgment to be disclosed to Related Parties, agents or
consultants, to the extent the receiving Party deems necessary or advisable, in connection with the Development, Manufacturing and/or
Commercialization of a Product or Product Candidate (or for such entities to determine their interest in performing such activities) in accordance
with this Agreement, on the condition that any such Third Parties agree to be bound by confidentiality and non-use obligations that are no less
stringent than those confidentiality and non-use provisions contained in this Agreement.
 
A combination consisting of multiple components shall not be deemed to fall within the foregoing exclusions merely because one or more individual
components of that disclosure are published or available to the general public or in the rightful possession of the receiving Party, unless the
combination itself is published or available to the general public or otherwise falls within one of the foregoing exclusions.
 
If a Party is required by judicial or administrative process to disclose Information that is subject to the non-disclosure provisions of this Section 11.1,
such Party shall promptly inform the other Party of the disclosure that is being sought in order to provide the other Party an opportunity to challenge
or limit the disclosure obligations. Information that is disclosed by judicial or administrative process shall remain otherwise subject to the
confidentiality and non-use provisions of this Section 11.1, and the receiving Party shall cooperate with any reasonable attempts of the disclosing
Party to limit any such disclosure required by law, including without limitation by way of obtaining an order of confidentiality, to ensure the
continued confidential treatment of such Information.
 
The confidential and non-use obligations of this Section 11.1 shall survive the termination or expiration of this Agreement.
 

11.2     Employee, Consultant and Advisor Obligations. Each Party agrees that it and its Affiliates shall provide or permit access to Information received
from the other Party and such Party’s Affiliates and representatives only to the receiving Party’s employees, consultants, Permitted Sublicensees and
subcontractors, and to the employees, consultants, Permitted Sublicensees and subcontractors of the receiving Party’s Affiliates, who in such Party’s
reasonable judgment have a need to know such Information to assist the receiving Party with the activities contemplated by this Agreement and who
are subject to

 
Information redacted pursuant to a confidential treatment request.  An unredacted version of this exhibit has been filed separately with the Commission.

 
39

 
obligations of confidentiality and non-use with respect to such Information no less restrictive than the obligations of confidentiality and non-use of the
receiving Party pursuant to Section 11.1; provided that each Party shall remain responsible for any failure by its Affiliates, and its and its Affiliates’
respective employees, consultants, permitted subcontractors and sublicensees, to treat such Information as required under Section 11.1 (as if such
Affiliates, employees, consultants, permitted subcontractors and sublicensees were Parties directly bound to the requirements of Section 11.1).

 
11.3     Publication. Each of Janssen and Vertex reserves the right to publish or publicly present the results (the “Results”) of the Development Program,

subject to the following terms and conditions. The Party proposing to publish or publicly present the Results (the “Publishing Party”) will submit a
draft of any proposed manuscript, abstract or speech to the other Party (the “Non-Publishing Party”) for comments [***] prior to submission for
publication or oral presentation. The Non-Publishing Party shall notify the Publishing Party in writing [***] of receipt of such draft whether such draft
contains (i) information of the Non-Publishing Party which it considers to be confidential under the provisions of Section 11.1 hereof, (ii) information
that if published would have an adverse effect on a patent application covering the subject matter of this Agreement, or (iii) information that the Non-
Publishing Party reasonably believes would be likely to have a material adverse impact on the Development, Manufacture or Commercialization of a
Product Candidate or Product. In any such notification, the Non-Publishing Party shall indicate with specificity its suggestions regarding the manner
and degree to which the Publishing Party may disclose such information. In the case of item (i) above, no Party may publish Information of the other
Party without its consent in violation of Section 11.1 of this Agreement. In the case of item (ii) above, the Non-Publishing Party may request a delay
and the Publishing Party shall delay such publication or presentation, for a period [***], to permit the timely preparation and filing of a patent
application or an application for a certificate of invention covering the information at issue. In the case of item (iii) above, if the Publishing Party shall
disagree with the Non-Publishing Party’s assessment of the impact of the publication or presentation, then the issue shall be referred by the Publishing
Party to the JSC for resolution, or if there is no JSC at the time of referral, then to the Parties’ respective Chief Executive Officers for discussion and
resolution. The decision of the JSC or the Chief Executive Officers, if the referral is made to them, shall be final, provided that such decision shall
always be subject to the confidentiality provisions of Section 11.1 hereof and shall be made with reasonable regard for the interests of the Non-
Publishing Party and provided further that no decision shall be made to publish or present information if the publication or presentation would have a



material adverse effect on the commercial prospects of any Product Candidate or Product. The Parties agree that authorship of any publication or
presentation will be determined based on the customary standards then being applied in the relevant scientific journal or conference. The Parties will
require any agents conducting the Development Program on their behalf to comply with publication and presentation restrictions comparable to those
set forth herein. The forgoing provisions shall not be interpreted to prevent the publication by a Party of information required by law to be published
by that Party.
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This Section 11.3 shall terminate with the termination of this Agreement, but the provisions of Section 11.1 hereof shall continue to govern the
disclosure by one Party, whether by publication or otherwise, of Information of the other.
 

11.4     Publicity/Use of Names. Prior to the Effective Date, the Parties shall agree upon the timing and content of an initial press release relating to the
execution of this Agreement and its terms. Except to the extent already disclosed in that initial press release, no disclosure of the existence of this
Agreement or its terms may be made by either Party, and no Party shall use the name, trademark, trade name or logo of the other Party or its
employees in any publicity, news release or promotional materials relating to this Agreement or its subject matter, without the prior express written
permission of the other Party, except as permitted by this Agreement or as may be required by applicable laws, regulations, or judicial order. The Party
desiring to make any such public announcement shall provide the other Party with a written copy of the proposed announcement sufficiently in
advance of the public release to allow such other Party to comment upon such announcement, prior to its release.

 
In addition to the foregoing restrictions on public disclosure, if either Party concludes that a copy of this Agreement must be filed with a securities
exchange or regulatory or governmental body to which that Party is subject, wherever situated, such Party shall provide the other Party with a copy of
this Agreement showing any sections as to which the filing Party proposes to request confidential treatment, will provide the other Party with an
opportunity and a reasonable time period to comment on any such proposal and to suggest additional portions of the Agreement for confidential
treatment and will take such Party’s comments into consideration before filing the Agreement. If the filing Party disagrees with the other Party’s
additional confidential treatment request, the Parties shall attempt in good faith to discuss the matter before the Agreement is filed.
 

Article 12 -Representations and Warranties; Indemnification
 

12.1     Representations and Warranties of Vertex. Vertex, for itself and its Affiliates, represents and warrants to Janssen that, as of the Effective Date:
 

12.1.1     Authorization. This Agreement has been duly executed and delivered by Vertex and constitutes the valid and binding obligation of Vertex,
enforceable against Vertex in accordance with its terms except as enforceability may be limited by bankruptcy, fraudulent conveyance, insolvency,
reorganization, moratorium and other laws relating to or affecting creditors’ rights generally and by general equitable principles. The execution,
delivery and performance of this Agreement have been duly authorized by all necessary action on the part of Vertex, its officers and directors.
 
12.1.2     Intellectual Property. The Vertex Patent Rights are existing and, to Vertex’s knowledge, the patents in Vertex Patent Rights are not invalid
or unenforceable. Vertex has disclosed to Janssen all patent applications and issued patents comprising the Vertex Patent Rights, and all prosecution
history relating thereto, which patent applications and issued patents are listed in Schedule 1.116. Except for [***], Vertex has full right and
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interest in all Vertex Know-How and Vertex Patent Rights. Vertex has not granted any right, title or interest in or to any Vertex Know-How or Vertex
Patent Rights that are inconsistent with the rights, licenses and interests granted under the terms of this Agreement.
 
12.1.3     Encumbrances. To Vertex’s knowledge,Vertex Patent Rights are free of any liens, charges and encumbrances.
 
12.1.4     Mitsubishi. Vertex has the right to sublicense to Janssen hereunder any rights to know-how or patents that it obtains from Mitsubishi
Pharma Corporation under its existing agreement with Mitsubishi in connection with Products incorporating VX-950.
 
12.1.5     Government Funding. Vertex is not a party to any agreement with the U.S. Federal government or an agency thereof pursuant to which the
U.S. federal government or such agency provided funding for the development of the Compound or Product.
 
12.1.6     No Third Party Patents. To Vertex’s knowledge, no Third Party right or patent would necessarily be infringed by the Development,
Manufacture, use or Commercialization of VX-950 pursuant to this Agreement, and Vertex is not aware of any pending patent application that, if
issued, would necessarily be infringed by the Development, Manufacture, use or Commercialization of VX-950 pursuant to this Agreement.
 
12.1.7     No Interference. The Vertex Patent Rights are not the subject of any interference proceeding known to Vertex, and Vertex is not aware of
any pending or threatened action, suit, proceeding or claim by a Third Party challenging Vertex’s ownership rights in, or the validity or scope of, the
Vertex Patent Rights.
 
12.1.8     [***]
 
12.1.9     VX-950 Patents. Schedule 1.116 contains a complete list of all patents and patent applications Controlled by Vertex, as of the Effective
Date, that [***]
 
12.1.10  No Debarment. Neither Vertex nor any of its Affiliates has been debarred or is subject to debarment. During the term of the Development
Program and any Supply Agreement adopted hereunder, Vertex and its Affiliates will use commercially reasonable efforts to avoid using in any
capacity, in connection with the Development, Manufacture or Commercialization of the Product Candidate or Product, any Person who to Vertex’s



knowledge has been debarred pursuant to Section 306 (or comparable law or regulation) of the United States Federal Food, Drug, and Cosmetic Act,
or who to Vertex’s knowledge is the subject of a conviction described in such section. Vertex agrees to inform Janssen in writing immediately if it or
any Person who is performing services hereunder is debarred or is the subject of a conviction described in Section 306 (or comparable law or
regulation), or if any action, suit, claim, investigation or legal or administrative proceeding is pending or, to the best of Vertex’s knowledge, is
threatened, relating to the debarment or conviction of Vertex or any Person used in any capacity by Vertex or any of its Affiliates in connection with
the Development, Manufacture or Commercialization of any Product.
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12.1.11  [***]
 

12.2     Representations and Warranties of Janssen. Janssen, for itself and its Affiliates, represents and warrants to Vertex that, as of the Effective Date:
 

12.2.1     Authorization. This Agreement has been duly executed and delivered by Janssen and constitutes the valid and binding obligation of
Janssen, enforceable against Janssen in accordance with its terms, except as enforceability may be limited by bankruptcy, fraudulent conveyance,
insolvency, reorganization, moratorium and other laws relating to creditors’ rights generally and by general equitable principles. The execution,
delivery and performance of this Agreement have been duly authorized by all necessary action on the part of Janssen, its officers and directors.
 
12.2.2     No Debarment. Neither Janssen nor any of its Affiliates has been debarred or is subject to debarment. During the term of the Development
Program and any Supply Agreement adopted hereunder, Janssen and its Affiliates will use commercially reasonably efforts to avoid using in any
capacity, in connection with the Development, Manufacture or Commercialization of the Product Candidate or Product, any Person who to Janssen’s
knowledge has been debarred pursuant to Section 306 (or comparable law or regulation) of the United States Federal Food, Drug, and Cosmetic Act,
or who to Janssen’s knowledge is the subject of a conviction described in such section. Janssen agrees to inform Vertex in writing immediately if it
or any Person who is performing services hereunder is debarred or is the subject of a conviction described in Section 306 (or comparable law or
regulation), or if any action, suit, claim, investigation or legal or administrative proceeding is pending or, to the best of Janssen’s knowledge, is
threatened, relating to the debarment or conviction of Janssen or any Person used in any capacity by Janssen or any of its Affiliates in connection
with the Development, Manufacture or Commercialization of any Product.
 
12.2.3     [***]
 

12.3     Indemnification.
 

12.3.1     Indemnification by Vertex. Except to the extent due to the negligence or willful misconduct of Janssen or its Affiliates, and subject to
Section 12.3.5, Vertex shall indemnify, defend and hold Janssen and its Affiliates, and their respective directors, officers, employees and agents,
harmless from and against any claims of damages (except to the extent arising from any claims of intellectual property infringement), bodily injury,
death, or property damage made by a Third Party (a “Third Party Claim”) to the extent arising from: (i) the negligence or willful misconduct of
Vertex under this Agreement or the Supply Agreement; (ii) the material breach by Vertex of any material warranty, representation or obligation of
Vertex under this Agreement; or (iii) any product liability claims related to the Product and arising from Commercialization in North America and
the Far East.
 
12.3.2     Indemnification by Janssen. Except to the extent due to the negligence or willful misconduct of Vertex or its Affiliates, and subject to
Section 12.3.5, Janssen shall
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indemnify, defend and hold Vertex and its Affiliates, and their respective directors, officers, employees and agents, harmless from and against any
Third Party Claim resulting from (i) the negligence or willful misconduct of Janssen or its Affiliates under this Agreement, the Supply Agreement or
any other supply agreement under which Janssen supplies Product Candidates or Products to Vertex; (ii) the material breach by Janssen of any
material warranty, representation or obligation of Janssen under this Agreement; or (iii) any product liability claims related to the Product and arising
from Commercialization in the Territory.
 
12.3.3     Claims for Indemnification. If a Party (the “Indemnitee”) intends to claim indemnification under this Section, it shall promptly notify the
other Party (the “Indemnitor”) in writing of any Third Party Claim for which the Indemnitee intends to claim such indemnification. The failure of the
Indemnitee to deliver written notice to the Indemnitor within a reasonable time after the commencement of any such action shall relieve the
Indemnitor of any obligation to the Indemnitee under this Section with respect to any such action, to the extent that the failure prejudices the
Indemnitor’s ability to defend a Third Party Claim. The Indemnitee shall permit the Indemnitor to control the litigation and/or settlement of such
Third Party Claim, and cooperate fully with Indemnitor in all matters related thereto, provided that unless agreed by Indemnitee (i) counsel
appointed by Indemnitor to defend Indemnitee shall not take any position which, if sustained, would cause Indemnitee not to be indemnified by
Indemnitor and (ii) no settlement will involve any terms binding on Indemnitee except payment of money to be paid by Indemnitor.
 
12.3.4     Direct Damage Claims Only. Neither Party shall be liable to the other for indirect, consequential, special or punitive damages under this
Agreement.
 
12.3.5     Claims Arising in Connection with Development. Except to the extent due to the negligence or willful misconduct of a Party,
 

(a)           [***]
 



(b)           Janssen will indemnify Vertex from and against any Third Party Claims arising out of any Additional Development Activities
conducted by or at the direction of Janssen or its Affiliates, and

 
(c)           Vertex will indemnify Janssen from and against any Third Party Claims arising out of any Additional Development Activities

conducted by or at the direction of Vertex.
 

Article 13 -Term and Termination
 

13.1     Term and Expiration. This Agreement shall be effective as of the Effective Date and unless terminated earlier pursuant to Sections 13.2, 13.3, 13.6 or
13.7, this Agreement shall continue in effect until expiration of all royalty obligations under Article 9.
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13.2     Termination by Janssen Without Cause. Notwithstanding anything contained herein to the contrary, Janssen shall have the right to terminate this

Agreement at any time in its sole discretion by giving six months’ advance written notice to Vertex; provided, however, if a Product has received a
Marketing Authorization in any Major Market Country, the notice required shall be [***] unless such termination is for a reason other than a Valid
Safety Issue, in which case termination may be with immediate effect. For the purposes of this Agreement, a “Valid Safety Issue” [***]

 
Following any delivery by Janssen of notice of termination pursuant to this Section 13.2, Janssen and Vertex will cooperate in good faith to agree
and implement a transition plan, in order to give effect to Section 13.5. Until the earlier of (i) transfer of any central marketing authorization from
Janssen to Vertex or its designee or the effective date of any such termination, Janssen will use all reasonable efforts to agree and implement a
transition plan and will continue to use Diligent Efforts to Develop, Manufacture and Commercialize Product Candidates and Products in the
Territory in accordance with the plans then in effect and approved by the JDC and/or JCC, and will otherwise conduct itself with the objective of
avoiding a negative impact, either by its actions or inaction, on the value of a Product Candidate or Product.
 

13.3     Termination for Cause. This Agreement may be terminated at any time during the term of this Agreement:
 

13.3.1     upon written notice by either Party if the other Party is in breach of its material obligations hereunder and has not cured such breach after
notice from the terminating Party requesting cure of the breach; provided, however, in the event of a good faith dispute with respect to the existence
of a material breach, the cure period shall be tolled until such time as the dispute is resolved pursuant to Section 14.5; and provided that the
terminating Party has given the defaulting Party the following opportunities to remedy any breach:
 

(i)       the written notice of breach referenced above shall detail the specific obligation under this Agreement which is alleged to have been
breached; the manner of such alleged breach; and the steps which must be taken in order to remedy such breach; and

 
(ii)     the terminating Party has provided the defaulting Party with a reasonable amount of time (but no more than [***]) in which to

complete any steps which might be taken to remedy the breach, as stated in the notification of breach;
 

13.3.2     by either Party upon the filing or institution of bankruptcy, reorganization, liquidation or receivership proceedings, or upon an assignment of
a substantial portion of the assets for the benefit of creditors, by the other Party; provided, however, in the case of any involuntary bankruptcy
proceeding such right to terminate shall only become effective if the Party consents to the involuntary bankruptcy or such proceeding is not
dismissed within [***] after the filing thereof.
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13.4     Effect on License of Termination by Janssen for Cause.
 

13.4.1     If Janssen terminates this Agreement under Section 13.3.1, then (i) Janssen’s licenses pursuant to Article 7 shall become perpetual,
exclusive licenses subject to the financial provisions of Article 9; and (ii) Janssen shall have the right to offset against any monies owed to Vertex
(pursuant to Article 9 of this Agreement) all of its direct costs, losses and expenses incurred as a result of Vertex’s breach, [***]  Notwithstanding the
foregoing, no offsets may be taken by Janssen in any Calendar Year that would reduce the aggregate royalties payable to Vertex on account of Net
Sales in that Calendar Year [***]
 
13.4.2     If Janssen terminates this Agreement pursuant to subsection 13.3.2, all licenses and rights to licenses granted under or pursuant to this
Agreement by Vertex to Janssen are, and shall otherwise be deemed to be, for purposes of Section 365(n) of the United States Bankruptcy Code (the
“Code”), licenses of rights to “intellectual property” as defined under Section 101(35A) of the Code. The Parties agree that Janssen, as a licensee of
such rights under this Agreement, shall retain and may fully exercise all of its rights and elections under the Code, and that upon commencement of a
bankruptcy proceeding by Vertex under the Code, or against Vertex if such proceeding is not dismissed within [***] of its initial filing, Janssen shall
be entitled to complete access to any such intellectual property and all embodiments of such intellectual property in the Territory.
 

13.5     Effect of Termination by Vertex For Cause or by Janssen Without Cause.
 
If Vertex terminates this Agreement under Section 13.3 or Janssen terminates this Agreement under Section 13.2:
 
13.5.1     The license granted to Janssen and its Affiliates under Article 7, and any sublicense granted by Janssen with respect to any [***] under
Section 7.7, shall terminate as of the effective date of termination, except to the extent necessary to enable Janssen to perform its obligations under
this section 13.5, and Janssen shall, within [***] after such termination, return or cause to be returned to Vertex at Vertex’s request all Vertex



Information in tangible form, and all substances or compositions delivered or provided by Vertex, as well as any other material provided by Vertex in
any medium, except that Janssen may retain one copy in its confidential files for records purposes.
 
13.5.2     The license granted to Vertex by Janssen under Section 7.4 hereof shall continue in effect notwithstanding termination of this Agreement
and shall be extended in geographic scope to cover the right to Develop, Manufacture and Commercialize Product Candidates and Products in the
Territory. During the period commencing with notice of termination and ending [***] following the effective date of termination, Janssen will
provide Vertex and its sublicensees, at Janssen’s expense and in accordance with procedures to be agreed by the Parties, with reasonable access to
information and know-how necessary for Vertex to apply the licensed technology.
 
13.5.3     If Vertex terminates this Agreement pursuant to subsection 13.3.2, all licenses and rights to licenses granted under or pursuant to this
Agreement by Janssen to Vertex are, and shall otherwise be deemed to be, for purposes of Section 365(n) of the United States Bankruptcy Code (the
“Code”), licenses of rights to “intellectual property” as
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defined under Section 101(35A) of the Code. The Parties agree that Vertex, as a licensee of such rights under this Agreement, shall retain and may
fully exercise all of its rights and elections under the Code, and that upon commencement of a bankruptcy proceeding by Janssen under the Code, or
against Janssen if such proceeding is not dismissed within [***] of its initial filing, Vertex shall be entitled to complete access to any such
intellectual property and all embodiments of such intellectual property in the Territory.
 
13.5.4     Upon termination by Janssen under Section 13.2, (a) all filings and approvals with Regulatory Authorities and Regulatory Approvals
concerning Product Candidates or Products and Marketing Authorizations relating to any Product will be assigned or otherwise transferred to or at
the direction of Vertex as soon as practicable and at Janssen’s expense, and any reports required to be made to any Regulatory Authority covering
any periods prior to the effective date of termination of the Agreement will be prepared promptly and filed at Vertex’s direction with the appropriate
Regulatory Authority or, at Vertex’s discretion, made available to or at the direction of Vertex for filing by Vertex. Janssen will also promptly deliver
to or at the direction of Vertex (i) all governmental and regulatory correspondence and conversation logs relating to the Development, Manufacture
or Commercialization of Product Candidates and Products in the Territory, (ii) copies of all data, reports, records and materials in Janssen’s
possession or Control relating to the Development, Manufacture or Commercialization of Product Candidates and Products in the Territory, including
all non-clinical and clinical data relating to Product Candidates and Products, and (iii) all records and materials in Janssen’s possession or Control
containing Confidential Information of Vertex.
 
(b)  Janssen will appoint Vertex as Janssen’s and/or its Affiliates’ agent for all Product-related matters involving Regulatory Authorities in the
Territory.
 
(c)  if Vertex so requests, Janssen and its Affiliates will assign to Vertex any agreements with Third Parties relating solely to the Development,
Manufacture or Commercialization of the Product to which Janssen is a party to the extent permitted by the applicable law and the terms of such
agreements, and Janssen will use best efforts not to enter into any agreement that restricts its ability to comply with this provision.
 
(d)  Janssen will, upon request by Vertex, appoint Vertex or its designee as its exclusive distributor of the Product in the Territory, and grant Vertex or
its designee the right to appoint sub-distributors.
 
(e)  Janssen will, at its cost, return to Vertex or its designee all inventory of Intermediates and Product in its possession as of the date of termination
and, at Vertex’s election, make payment to Vertex for any Intermediates and Product ordered by Janssen pursuant to the Supply Agreement but not
yet paid for.
 
(f)  Notwithstanding the provisions of Section 11.1, Vertex shall be able to disclose any such data and information as is necessary to exercise its
rights with respect to a Compound, Product Candidate or Product.
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(g)  Notwithstanding termination of this Agreement, this Section 13.5.4 shall remain in effect until the completion by Janssen of all actions which are
required by it to enable a full transfer to Vertex of all filings for Regulatory Approvals and all Marketing Authorizations relating to any Product.
 
13.5.5     If Janssen or any of its Affiliates at the time of termination is performing any Manufacturing activities with respect to a Product Candidate
or Product, then at Vertex’s request Janssen or its Affiliates, as applicable, shall continue to perform those Manufacturing activities with respect to a
Product on the same terms in accordance with forecasts under the most recent and mutually agreed forecast for commercial supply, as applicable,
until [***]  During that period Janssen shall use [***] at Janssen cost to cooperate with Vertex in the transition of manufacturing capacity to other
sources as early as practicable.
 

13.6     [***]
 

This section 13.6 is not a termination provision under section 13.7 of this Agreement.
 

13.6.1     [***]
 
13.6.2     [***]
 

13.7     Survival.



 
Any expiration or termination of this Agreement shall be without prejudice to the rights of either Party against the other accrued or accruing under
this Agreement prior to expiration or termination, including without limitation the obligation to pay royalties for Product(s) sold prior to such
expiration or termination or make other payments under this Agreement. In addition to any other provisions which by their terms specifically survive
expiration or termination of this Agreement, the following provisions shall indefinitely survive any expiration or termination of this Agreement:
Section 7.4, provided that any and all licenses granted under Section 7.4 shall be non-exclusive, Sections 9.6, 9.7, 9.9, and 9.11, Article 11, Section
12.3, Article 13, sections 14.1, 14.2, 14.3, and 14.5, sections 15.1, 15.3, 15.4, 15.5, 15.6, 15.7, 15.8, 15.9, 15.10, 15.11, 15.12, 15.13, 15.14, and
15.15, and the definitions of terms from Article 1 that are part of the recitation of any of the sections listed in this section 13.7.
 

13.8     Non-exclusive Remedies. The remedies provided to either Party in this Article 13 shall not be deemed the exclusive remedies available to that Party,
and in particular shall not limit any legal or equitable remedies otherwise available to that Party.

 
Article 14 -Governing Law and Dispute Resolution

 
14.1     Governing Law. This Agreement shall be governed by and construed in accordance with the laws of The Commonwealth of Massachusetts without

reference to any rules of conflict of laws. The United Nations Convention on the Sale of Goods shall not apply.
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14.2     Referral to Executive Officers. If for any reason the JSC cannot resolve any matter properly referred to it for resolution, either Party may refer the

matter to the Executive Officers for resolution. If, after discussing the matter in good faith and attempting to find a mutually satisfactory resolution to
the issue, the Executive Officers fail to come to consensus within [***] after the date on which the matter is referred to the Executive Officers (unless
a longer period is agreed to in writing by the Parties) the provisions of Section 14.3 shall apply and resolutions reached through such provisions shall
be binding on the Parties; provided that [***]

 
14.3     Final Decision-Making Authority. If the Executive Officers fail to come to consensus on any matter properly referred to the Executive Officers

within the period for resolution set forth in Section 14.2 (an “Unresolved Matter”) then the following provisions shall apply:
 

14.3.1     Subject to the provisions of subsections 14.3.2 through 14.3.3, Vertex shall have final decision-making authority over all Unresolved
Matters;
 
14.3.2     Janssen shall have final decision-making authority with respect to the following:
 

14.3.2.1       [***]
 
14.3.2.2       [***]
 
14.3.2.3       [***]
 
14.3.2.4       [***]
 

14.3.3     Notwithstanding the foregoing provisions of this Section 14.3, neither Party shall have final decision-making authority pursuant to this
Section 14.3 with respect to matters over which one or the other of the Parties is expressly allocated decision-making authority elsewhere in this
Agreement.
 

14.4     Decision to Terminate or Suspend a Study Based on Safety Concerns. The Party sponsoring or controlling any clinical study of a Product
Candidate may terminate or suspend such clinical study if (a) a Regulatory Authority or safety data review board for such clinical study has required
such termination or suspension, or (b) if such Party believes in good faith that such termination or suspension is warranted because of safety or
tolerability risks to the study subjects. In either case, such Party shall promptly notify the other Party of such termination or suspension, and shall use
all reasonable efforts to notify and consult with the other Party prior to taking such action.

 
14.5     Dispute Resolution.
 

14.5.1     The Parties shall negotiate in good faith and use reasonable efforts to settle any dispute, controversy or claim arising from or related to this
Agreement or the breach thereof. If the Parties are unable to resolve a dispute other than a dispute properly referred to the Executive Officers under
Sections 14.2 and 14.3 above, despite using reasonable efforts to do so, either Party may, by written notice to the other, pursue any matter through
binding arbitration in accordance with the Rules for Non-Administered
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Arbitration then pertaining of the International Institute for Conflict Prevention and Resolution (available at http://www.cpradr.org/arb-intro.asp?
M=9.3) or its successor (“CPR”), except where those rules conflict with these provisions, in which case these provisions control. This dispute
resolution provision will be binding on any corporate parent, subsidiary, affiliate under common control, director or officer of the Parties hereto. All
proceedings will be conducted in the English language.
 
14.5.2     The arbitration will be held in Boston, MA.
 



14.5.3     The panel shall consist of [***] arbitrators chosen from the CPR Panels of Distinguished Neutrals (or, by agreement, from another provider
of arbitrators) each of whom is either a lawyer [***]  In the event the aggregate damages sought by the claimant are stated to be less than [***], and
the aggregate damages sought by the counterclaimant are stated to be less than [***] then a [***] shall be chosen, having the same qualifications and
experience specified above. Each arbitrator shall be impartial and independent of the Parties and shall abide by the Code of Ethics for Arbitrators in
Commercial Disputes then pertaining (available at http://www.adr.org/EthicsAndStandards).
 
14.5.4     The Parties agree to cooperate (1) to attempt to select the arbitrator(s) by agreement within [***] of initiation of the arbitration, including
jointly interviewing the final candidates, (2) to meet with the arbitrator(s) within [***] of selection and (3) to agree at that meeting or before upon
procedures for discovery and as to the conduct of the hearing which will result in the hearing being concluded within no more than [***] after
selection of the arbitrator(s) and in the award being rendered within [***] of the conclusion of the hearings, or of any post-hearing briefing, which
briefing will be completed by both sides within [***] after the conclusion of the hearings.
 
14.5.5 In the event the Parties cannot agree upon selection of the arbitrator(s), the CPR will select arbitrator(s) as follows:  CPR shall provide the
Parties with a list of no less than [***] proposed arbitrators ([***] if a single arbitrator is to be selected) having the credentials referenced above.
Within [***] of receiving such list, the Parties shall rank at least [***] of the proposed arbitrators on the initial CPR list, after exercising cause
challenges. The Parties may then interview the [***] candidates ([***] if a [***] arbitrator is to be selected) with the highest combined rankings for
no more than [***] each and, following the interviews, may exercise [***] each. The panel will consist of the remaining [***] candidates (or [***],
if [***] is to be selected) with the highest combined rankings. In the event these procedures fail to result in selection of the required number of
arbitrators, CPR shall select the appropriate number of arbitrators from among the members of the various CPR Panels of Distinguished Neutrals,
allowing each side [***] each.
 
14.5.6     In the event the Parties cannot agree upon procedures for discovery and hearing, then the arbitrator(s) shall set dates for a hearing, any post-
hearing briefing, and the issuance of the award. The arbitrator(s) shall provide for discovery, giving recognition to the understanding of the Parties
that they contemplate reasonable discovery, including
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document demands and depositions. Multiple hearing days will be scheduled consecutively to the greatest extent possible.
 
14.5.7     The arbitrator(s) are expressly empowered to decide dispositive motions, including but not limited to pre-hearing motions to dismiss and
summary judgment motions, and shall endeavor to decide such motions as would a U.S. District Judge of the District where the hearings are to be
held.
 
14.5.8     The arbitrator(s) must render their award by application of the substantive law of the Commonwealth of Massachusetts and are not free to
apply “amiable compositeur” or “natural justice and equity.”  The arbitrator(s) shall render a written opinion setting forth findings of fact and
conclusions of law with the reasons therefor stated. A transcript of the evidence adduced at the hearing shall be made and shall, upon request, be
made available to either Party. The arbitrator(s) shall have power to exclude evidence on grounds of hearsay, prejudice beyond its probative value,
redundance, or irrelevance and no award shall be overturned by reason of such ruling on evidence. To the extent possible, the arbitration hearings
and award will be maintained confidential.
 
14.5.9     In the event the panel’s award exceeds [***] in monetary damages or includes or consists of equitable relief, or rejects a claim in excess of
that amount or for that relief, then the losing Party may obtain review of the arbitrators’ award or decision pursuant to the CPR Arbitration Appeal
Procedure then pertaining by a single appellate arbitrator (the “Appeal Arbitrator”) selected from the CPR Panels of Distinguished Neutrals by
agreement or, failing agreement within [***] working days, pursuant to the selection procedures specified in Section 14.5.5. If CPR cannot provide
such services, the Parties will together select another provider of arbitration services that can do so. No Appeal Arbitrator shall be selected unless he
or she can commit to rendering a decision within [***] following oral argument; any such review must be initiated within [***] following the
rendering of the award referenced in Section 14.5.8.
 
14.5.10 The Appeal Arbitrator will make the same review of the arbitration panel’s ruling and its bases that the U.S. Court of Appeals of the Circuit
where the arbitration hearings are held would make of findings of fact and conclusions of law rendered by a district court after a bench trial and then
reverse, modify, vacate or affirm the arbitration panel’s award or decision accordingly, or remand to the panel for further proceedings. The Appeal
Arbitrator will consider only the arbitration panel’s findings of fact and conclusions of law, pertinent portions of the hearing transcript and
evidentiary record as submitted by the Parties, opening and reply briefs of the Party pursuing the review, and the answering brief of the opposing
Party, plus a total of no more than [***] or oral argument evenly divided between the Parties. The Party seeking review must submit its opening brief
and any reply brief within [***] respectively, following the date of the
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award under review, whereas the opposing Party must submit its responsive brief within [***] of that date. Oral argument shall take place within
[***] after the date of the award under review, and the Appeal Arbitrator shall render a decision within [***] following oral argument. That decision
will be final and not subject to further review, except pursuant to the Federal Arbitration Act.
 
14.5.11 The Parties irrevocably consent to and submit their person to the jurisdiction of the U. S. District Court for the District in which the
arbitration is held for the enforcement of these provisions and the entry of judgment on any award rendered hereunder (including after review by the
Appeal Arbitrator where such an appeal is pursued). Should such court for any reason lack jurisdiction, any court with jurisdiction shall act in the
same fashion.
 



14.5.12Each Party has the right before, or if the arbitrator(s) cannot hear the matter within an acceptable period, during the arbitration to seek and
obtain from the appropriate court provisional remedies such as attachment, preliminary injunction, repelevin, etc. to avoid irreparable harm, maintain
the status quo, or preserve the subject matter of the arbitration.
 
14.5.13 EACH PARTY HERETO WAIVES ITS RIGHT TO TRIAL OF ANY ISSUE BY JURY.
 
14.5.14 EACH PARTY HERETO WAIVES ANY CLAIM TO PUNITIVE, EXEMPLARY OR MULTIPLIED DAMAGES FROM THE OTHER.
 
14.5.15 EACH PARTY HERETO WAIVES ANY CLAIM OF CONSEQUENTIAL DAMAGES FROM THE OTHER.
 
14.5.16 EACH PARTY HERETO WAIVES ANY CLAIM FOR ATTORNEYS’ FEES AND COSTS AND PREJUDGMENT INTEREST FROM
THE OTHER, EXCEPT THAT THE COST OF THE ARBITRATORS AND ANY FEES AND EXPENSES PAYABLE TO CPR SHALL BE
BORNE BY THE PARTY AGAINST WHOM THE MATTER AT ISSUE IS ULTIMATELY RESOLVED.
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Article 15 -Miscellaneous

 
15.1     Force Majeure. Neither Party shall be held liable to the other Party nor be deemed to have defaulted under or breached this Agreement for failure or

delay in performing any obligation under this Agreement when such failure or delay is caused by or results from causes beyond the reasonable control
of the affected Party including, but not limited to, embargoes, war, acts of war (whether war be declared or not), insurrections, riots, civil commotions,
strikes, lockouts or other labor disturbances, fire, floods, or other acts of God, or acts, omissions or delays in acting by any governmental authority or
the other Party. The affected Party shall notify the other Party of such force majeure circumstances as soon as reasonably practical, and shall promptly
undertake all reasonable efforts necessary to cure such force majeure circumstances.

 
15.2     Assignment. Except as provided in this Section 15.2, this Agreement may not be assigned or otherwise transferred, nor may any right or obligation

hereunder be assigned or transferred, by either Party without the consent of the other Party, which consent shall not be unreasonably withheld. Either
Party may, without the other Party’s consent, assign this Agreement and its rights and obligations hereunder in whole or in part to an Affiliate, if that
Party guarantees the full performance of its Affiliate’s obligations hereunder. Any permitted assignee shall assume all obligations of its assignor under
this Agreement and shall be subject to all of the provisions of this Agreement. Any attempted assignment not in accordance with this Section shall be
void. Notwithstanding the above, Vertex or Janssen may, without the other’s consent, assign this Agreement and all rights and obligations hereunder, in
the event it experiences a Change of Control, to the Change of Control party, subject to the other provisions of this Agreement.

 
15.3     Severability. If any one or more of the provisions contained in this Agreement is held invalid, illegal or unenforceable in any respect, the validity,

legality and enforceability of the remaining provisions contained herein shall not in any way be affected or impaired thereby, unless the absence of the
invalidated provision(s) adversely affects the substantive rights of the Parties. The Parties shall in such an instance use their best efforts to replace the
invalid, illegal or unenforceable provision(s) with valid, legal and enforceable provision(s) which, insofar as practical, implement the purposes of this
Agreement.

 
15.4     Notices. All notices that are required or permitted hereunder shall be in writing and will be sufficient if delivered personally, sent by facsimile (and

promptly confirmed by personal delivery, registered or certified mail or overnight courier), sent by internationally-recognized courier or sent by
registered or certified mail, postage prepaid, return receipt requested, addressed as follows:

 
if to Vertex, to:

 

Vertex Pharmaceuticals Incorporated
130 Waverly Street
Cambridge, MA 02139
Attn: Office of Business Development
Facsimile No.: (617) 444-6632
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and:

 

Attn: General Counsel
Facsimile No.: (617) 444-7117

   
if to Janssen, to:

 

Janssen Pharmaceutica, N.V.
30, Turnhoutsesteenweg
B-2340 Beerse, Belgium
Attn: President
Telephone: 32 14 60 2111
Facsimile No.: 32 14 60 2841

and:

 

Office of the General Counsel
Johnson & Johnson
One Johnson & Johnson Plaza
New Brunswick, NJ 08933
Attn: General Counsel
Telephone: 732-524-2448
Facsimile: 732-524-2788

 



or to such other address as the Party to whom notice is to be given may have furnished to the other Party in writing in accordance herewith. Any such
notice shall be deemed to have been given: (a) when delivered if personally delivered or sent by facsimile on a business day; (b) on the next business
day after dispatch if sent by internationally-recognized overnight courier; and/or (c) on the fifth (5th) business day following the date of mailing if
sent by other internationally-recognized courier or by mail. Notices hereunder will not be deemed sufficient if provided only between or among each
Party’s representatives on any committee established in accordance with this Agreement.
 

15.5     Entire Agreement; Amendments. This Agreement, together with the Exhibits and Schedules hereto, contains the entire understanding of the Parties
with respect to the subject matter hereof and supercedes and cancels all previous express or implied agreements and understandings, negotiations,
writings and commitments, either oral or written, in respect to the subject matter hereof. The Schedules to this Agreement are incorporated herein by
reference and shall be deemed a part of this Agreement. This Agreement may be amended, or any term hereof modified, only by a written instrument
duly executed by authorized representatives of both Parties.

 
15.6     Headings. The captions to the several articles, sections and subsections hereof are not a part of this Agreement, and shall not be interpreted as having

any substantive meaning, but are merely for convenience to assist in locating and reading the several Articles and Sections hereof.
 
15.7     Independent Contractors. It is expressly agreed that Vertex and Janssen shall be independent contractors and that the relationship between the two

Parties shall not constitute a partnership, joint venture or agency. Neither Vertex nor Janssen shall have the authority to make any statements,
representations or commitments of any kind, or to take any action, which shall be binding on the other Party, without the prior written consent of the
other Party. Neither Party shall have any responsibility for the hiring, firing or compensation of the other Party’s employees or for any employee
benefits. No employee or representative of a Party shall have any authority to bind or obligate the other Party to
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this Agreement for any sum or in any manner whatsoever, or to create or impose any contractual or other liability on the other Party without said
Party’s written approval.

 
15.8     Waiver. The waiver by either Party hereto of any right hereunder, or the failure of the other Party to perform, or a breach by the other Party, shall not

be deemed a waiver of any other right hereunder or of any other breach or failure by such other Party whether of a similar nature or otherwise.
 
15.9     Cumulative Remedies. No remedy referred to in this Agreement is intended to be exclusive, but each shall be cumulative and in addition to any other

remedy referred to in this Agreement or otherwise available under law.
 
15.10  Waiver of Rule of Construction. Each Party has had the opportunity to consult with counsel in connection with the review, drafting and negotiation of

this Agreement. Accordingly, the rule of construction that any ambiguity in this Agreement shall be construed against the drafting Party shall not
apply.

 
15.11  Certain Conventions. Any reference in this Agreement to an Article, Section, subsection, paragraph, clause, Schedule or Exhibit shall be deemed to be

a reference to an Article, Section, subsection, paragraph, clause, Schedule or Exhibit, of or to, as the case may be, this Agreement, unless otherwise
indicated. Unless the context of this Agreement otherwise requires, (a) words of any gender include each other gender, (b) words such as “herein”,
“hereof”, and “hereunder” refer to this Agreement as a whole and not merely to the particular provision in which such words appear, and (c) words
using the singular shall include the plural, and vice versa.

 
15.12  Counterparts. This Agreement may be executed in two or more counterparts, each of which shall be deemed an original, but all of which together

shall constitute one and the same instrument.
 
15.13  Performance by Affiliates. To the extent that this Agreement imposes obligations on Affiliates of a Party, such Party agrees to cause its Affiliates to

perform such obligations. Either Party may use one or more of its Affiliates to perform its obligations and duties hereunder, provided that the Parties
shall remain liable hereunder for the prompt payment and performance of all their respective obligations hereunder. Each of Vertex and Janssen
guarantees performance of this Agreement by any of its Affiliates. Any Affiliate of Vertex or Janssen to which rights are extended or which performs
any of the obligations required of the respective Party hereunder shall be deemed to have accepted and be bound by the relevant terms and conditions
of this Agreement including, without limitation, the jurisdiction and binding effect of the arbitration proceeding carried out pursuant to Section 14.5.

 
15.14  Standstill. Janssen agrees that during the period beginning on the Effective Date and ending on [***] neither Janssen nor any of its Affiliates will,

without the prior written consent of Vertex (i) acquire, or participate as part of a group which in the aggregate acquires, securities representing [***] of
the voting power of the outstanding voting securities of Vertex, or (ii) make, or in any way participate in, directly or indirectly, any
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“solicitation” of “proxies” (as such terms are used in the rules of the United States Securities and Exchange Commission). The foregoing provisions of
this Section 15.14 shall no longer apply (i) if Vertex announces publicly that (a) it is seeking, or considering seeking, purchasers for Vertex or (b) it is
otherwise exploring, or considering exploring, strategic options in this regard; (ii) upon the commencement by a Third Party of a tender or exchange
offer for shares of Vertex voting stock which, when added to shares then owned by the Third Party, would result in ownership by the Third Party of
[***] of the voting power of the outstanding voting securities of Vertex; (iii) if a Third Party acquires or seeks to acquire beneficial ownership of [***]
of the outstanding common stock of Vertex; (iv) if Vertex publicly announces a transaction, or an intention to effect any transaction which would result
in (a) the sale by Vertex or one or more of its subsidiaries of assets representing [***] of the consolidated earning power or assets of Vertex; (b) the
common stockholders of Vertex (other than stockholders who are Affiliates of the acquiring entity) immediately prior to such transaction owning [***]
of the outstanding common stock of the acquiring entity or, in the case of a merger transaction, the surviving corporation (or, if the surviving



corporation is a subsidiary of a parent company, the parent company); or (c) a Third Party acquiring beneficial ownership of [***] or more of the
outstanding common stock of Vertex.

 
15.15  Export Control. This Agreement is made subject to any restrictions concerning the export of products or technical information from the United States

of America or other countries that may be applicable to Janssen or Vertex from time to time. Neither Party will export, directly or indirectly, any
technical information acquired from the other Party under this Agreement, or any products using that technical information, to a location or in a
manner that at the time of export requires an export license or other governmental approval, without first obtaining necessary and sufficient consents to
do so from the appropriate agency or other governmental authority.

 
IN WITNESS WHEREOF, the Parties have executed this Agreement as of the date first set forth above.
 

JANSSEN PHARMACEUTICA, N.V.
VERTEX PHARMACEUTICALS
INCORPORATED

  
By:   /s/Dirk Collier

 

By:   /s/Kenneth S. Boger
 

Name: Dirk Collier Name: Kenneth S. Boger
Title: Board Member Title: Senior Vice President and General Counsel
  
  
Date: 30/6/06 Date: June 30, 2006
  
By:  /s/Didier de Chaffoy de Courcelles

  

Name: Didier de Chaffoy de Courcelles
 

Title: Senior Vice President, Research and
 

 

 Early Development Europe
 

   
Date: 30/6/06
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Exhibit 4.5(a)

Supply Agreement Key Elements
 

The Parties agree to negotiate the terms of a supply agreement in good faith, subject to the terms of this Agreement, which will include the
following:

 
1.             Vertex will supply Product that meets the Specifications (unless otherwise agreed by Vertex) to Janssen [***] the Effective Date of the

Agreement.
 
2.             Janssen will forecast and place orders with Vertex for its Product requirements and its requirement of Intermediates for Commercialization

in the Territory, commencing [***] of the first requested delivery of Tablets. Based on the current Development Program, the first forecast to be provided
under the Supply Agreement will be due [***]  Based on the forecast, Vertex will make commitments to Third Party Manufacturers for Territory supplies, in
accordance with lead-time or contractual obligations with Third Party Manufacturers, that will be binding on Janssen.

 
3.             Vertex will supply Janssen through its Third Party Manufacturers in accordance with the terms of the Third Party Manufacturer agreements.
 



4.             Vertex will supply the Product to Janssen at [***]. All [***] directly related to supply of Product to the Territory will be borne by Janssen.
Vertex will provide financial transparency for all [***] associated with supply of Product for the Territory.

 
5.             Delivery will be FCA facility (see INCOTERMS 2000).
 
6.             Janssen will be responsible for shipping and handling charges arising in connection with Product delivered to Janssen, and for defining the

method of shipment and for undertaking, at its expense, any validation that may be required.
 
7              Rights with respect to non-conforming product, shortage of supply and late delivery will be consistent with comparable rights that Vertex

has with the relevant Third Party Manufacturers. [***]
 
8.             [***]
 
9.             Representations, warranties, insurance and indemnification will be no more extensive than those which Vertex has in the relevant Third

Party Agreements.
 
10.           Vertex’s liability will be limited to its own negligence. [***]  In the event product delivered to Janssen is non-conforming, Janssen’s remedy

will be that Vertex will [***] to seek remedies available pursuant to the relevant Third Party Manufacturing Agreements and pass those remedies on to
Janssen.

 
11.           The agreement will include provisions that address continuity of supply concerns for Janssen.

 
Information redacted pursuant to a confidential treatment request.  An unredacted version of this exhibit has been filed separately with the Commission.

 

 
12.           The Parties will execute a Quality Agreement.

 
Information redacted pursuant to a confidential treatment request.  An unredacted version of this exhibit has been filed separately with the Commission.

 



Exhibit 10.2
 
June 26, 2006
 
Vertex Pharmaceuticals Incorporated
130 Waverly Street
Cambridge, MA  02139
Attn:  Office of Business Development
 
Re:          Exclusive Research Collaboration, License and Commercialization Agreement (as amended by that certain letter agreement, dated
February 4, 2005, and as may be subsequently amended, the “Agreement”), effective as of June 21, 2004, by and between Merck & Co., Inc.
(“Merck”), and Vertex Pharmaceuticals Incorporated (Vertex”).
 
Ladies and Gentlemen:
 
This Letter (this “Letter”) will confirm the understanding of Merck and Vertex regarding the extension of the Agreement’s Research Program Term and is
intended to be legally binding on both Parties. Capitalized terms used but not otherwise defined in this Letter shall have the meanings provided in the
Agreement.
 
Vertex and Merck agree as follows:
 

1.     Extension of Research Program Term. In accordance with Section 1.55 of the Agreement, Vertex and Merck agree to a three-month extension of
the Research Program Term. As a result, the Research Program Term will end on September 21, 2006.

 
2.     This Letter shall be deemed effective as of June 26, 2006. Except as amended by this Letter, the terms of the Agreement remain in full force and

effect in all other respects, unless further amended by written agreement in accordance with Section 9.9 of the Agreement. On and after the
effectiveness of this Letter, each reference in the Agreement to “this Agreement,” “hereinafter” or words of like import referring to the
Agreement shall mean and be a reference to the Agreement as amended by this Letter.

 
3.     This Letter may be executed (including, without limitation, by facsimile signature) in two counterparts, each of which shall be deemed an

original, but both of which together shall constitute one and the same instrument.
 

 
If the foregoing is acceptable to you, please sign this Letter in the space provided below and return it to me.
 
Sincerely,
 
Merck & Co., Inc.
 
 
By:    /s/Stephen H. Friend

 

 

Name: Stephen H. Friend, MD, Ph.D.
 

Title: Executive Vice President
  

Advanced Technologies & Oncology
 
 

Acknowledged and Agreed to
As of the effective date specified in Section 2 above:
 
Vertex Pharmaceuticals Incorporated
 
 
By:    /s/Kenneth S. Boger

 

 

Name: Kenneth S. Boger
 

Title: Senior VP & General Counsel
 



Exhibit 31.1

CERTIFICATION

I, Joshua S. Boger, certify that:

1.                I have reviewed this Quarterly Report on Form 10-Q of Vertex Pharmaceuticals Incorporated;

2.                Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3.                Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.                The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-
15(f)) for the registrant and have:

(a)           designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b)          designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c)           evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d)          disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5.                The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a)           All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

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

Date: August 9, 2006 /s/ JOSHUA S. BOGER
 

Joshua S. Boger
 

President and Chief Executive Officer
 



Exhibit 31.2

CERTIFICATION

I, Ian F. Smith, certify that:

1.                I have reviewed this Quarterly Report on Form 10-Q of Vertex Pharmaceuticals Incorporated;

2.                Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3.                Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.                The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-
15(f)) for the registrant and have:

(a)           designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b)          designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c)           evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d)          disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5.                The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a)           All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

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

Date: August 9, 2006 /s/ IAN F. SMITH
 Ian F. Smith
 Executive Vice President and Chief Financial Officer

 



Exhibit 32.1

Certification
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

(Subsections (a) and (b) of Section 1350,
Chapter 63 of Title 18, United States Code)

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (subsections (a) and (b) of Section 1350, Chapter 63 of Title 18, United States Code), each of
the undersigned officers of Vertex Pharmaceuticals Incorporated, a Massachusetts corporation (the “Company”), does hereby certify, to such officer’s
knowledge, that the Quarterly Report on Form 10-Q for the quarter ended June 30, 2006 (the “Form 10-Q”) of the Company fully complies with the
requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, and the information contained in the Form 10-Q fairly presents, in all material
respects, the financial condition and results of operations of the Company.

Dated: August 9, 2006
 

/s/ JOSHUA S. BOGER
 

 

Joshua S. Boger
 

 

President and Chief Executive Officer
 

 

(principal executive officer)
   
Dated: August 9, 2006

 

/s/ IAN F. SMITH
 

 

Ian F. Smith
 

 

Executive Vice President and Chief Financial
Officer

 

 

(principal financial officer)
 


