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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

Xl QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2011
OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from (0}

Commission File Number: 0-30319

THERAVANCE, INC.

(Exact Name of Registrant as Specified in its Girart

Delaware 94-326596C
(State or Other Jurisdiction of (I.LR.S. Employer
Incorporation or Organizatiot Identification No.)

901 Gateway Boulevard
South San Francisco, CA 94080
(Address of Principal Executive Offices includingpZode)

(650) 808-6000
(Registrant’s Telephone Number, Including Area Qode

Indicate by check mark whether the registranth@s filed all reports required to be filed by Sextl3 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was requaodile such reports), and (2) has been
subject to such filing requirements for the pastlé@s. YesxI No O

Indicate by check mark whether the registrant liéssnstted electronically and posted on its corpo¥ab site, if any, every Interactive
Data File required to be submitted and posted untsto Rule 405 of Regulation5¢§ 232.405 of this chapter) during the precedignonth
(or for such shorter period that the registrant veagiired to submit and post such files). Y& No O

Indicate by check mark whether the registrantlezge accelerated filer, an accelerated filer, m-accelerated filer, or a smaller reporting
company. See definitions of “large accelerated,fitaccelerated filer,” and “smaller reporting cpamy” in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated fileO Accelerated filer[X]

Non-accelerated fileid Smaller reporting companO
(Do not check if a smaller reporting compa

Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Exgje Act). Yesd No

The number of shares of registrant’s common stat&tanding on July 27, 2011 was 84,766,987
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PART | — FINANCIAL INFORMATION
Item 1. Financial Statements
THERAVANCE, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except per share data)

June 30, December 31
2011 2010
(Unaudited) *
Assets
Current assett
Cash and cash equivale $ 90,65¢ $ 163,33!
Marketable securitie 193,22¢ 146,30:
Accounts receivable from related pa 32 194
Notes receivabl 20C 531
Prepaid expenses and other current a: 4,50¢ 5,99t
Total current asse 288,62! 316,35¢
Restricted cas 89:¢ 892
Property and equipment, r 10,33¢ 10,21t
Notes receivabl 34C 40C
Other asset 2,92¢ 3,34(
Total asset $ 303,12( $ 331,20:
Liabilities and stockholders’ net capital deficiency
Current liabilities:
Accounts payabl $ 2,168 $ 2,12¢
Accrued personn-related expense 5,15¢ 8,617
Accrued clinical and development expen 2,85( 2,801
Accrued interest on convertible subordinated n 2,37 2,372
Other current liabilitie: 1,93¢ 2,00¢
Note payable and capital lease, curl 162 20¢€
Deferred revenue, curre 20,55: 21,92:
Total current liabilities 35,19 40,054
Convertible subordinated not 172,50( 172,50(
Deferred rent, nc-current 5,51¢ 3,57¢
Note payable and capital lease, -current — 69
Deferred revenu 127,39: 137,42t
Commitments and contingencies (Notes 4, 8 ar
Stockholder net capital deficiency
Common stock, $0.01 par value; authorized: 200gb@0es; outstanding: 75,365 at June 30, :

and 70,950 at December 31, 2( 754 71C
Class A common stock, $0.01 par value; authorid&00 shares; outstanding: 9,402 at June 30,

2011 and December 31, 20 94 94
Additional paic-in capital 1,210,001 1,177,35!
Accumulated other comprehensive income (It 8 33
Accumulated defici (1,248,32) (1,200,611

Total stockholder net capital deficienc (37,487) (22,420)

Total liabilities and stockholde’ net capital deficienc $ 303,12( $ 331,20:

* Condensed consolidated balance sheet at Decemp20B81 has been derived from audited consolidatedhfial statements.
See accompanying notes to condensed consolidatattial statements.
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THERAVANCE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
2011 2010 2011 2010

Revenue (including amounts from a related part$2#56 for

the three months ended June 30, 2011 and 201Ch4813

for the six months ended June 30, 2011 and 2 $ 6,38¢ $ 6,26« $ 12,71¢  $ 11,97¢
Operating expense

Research and developme 22,79¢ 18,70¢ 43,26: 39,05%

General and administrati\ 7,24¢ 6,991 14,41% 13,467
Total operating expens: 30,04¢ 25,69¢ 57,67¢ 52,52¢
Loss from operation (23,65 (19,437 (44,960 (40,545
Interest incomt 11€ 134 268 22¢
Interest expens (1,50€) (1,50¢) (3,01%) (3,02%)
Net loss $ (25,049 $ (20,800 $ (47,71) $ (43,347
Basic and diluted net loss per sh $ (0.3) $ (0.2¢) $ (0.59) $ (0.6%)
Shares used in computing basic and diluted netdesshart 81,81 73,28: 81,41t 69,12«

See accompanying notes to condensed consolidagattial statements.
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THERAVANCE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)
Six Months Ended June 30
2011 2010
Cash flows from operating activities
Net loss $ 47,719 $ (43,349
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic 3,407 3,137
Stocl-based compensatic 11,13¢ 9,82(
Forgiveness of notes receival 1 4
Changes in operating assets and liabilit
Receivable: (53 (159
Prepaid expenses and other current a: 1,717 1,36¢
Accounts payabl 81: (283)
Accrued personn-related expenses, accrued clinical and developmerénses, accrued inter
on convertible subordinated notes and other cufianitities (3,48¢) (2,577
Deferred ren 1,932 931
Deferred revenu (11,40) (20,400
Other liabilities, no-current — (389)
Net cash used in operating activit (43,650 (40,887
Cash flows from investing activities
Purchases of property and equipm (2,769 (133
Purchases of marketable securi (176,32) (103,86))
Sales of marketable securiti 8,75( —
Maturities of marketable securiti 119,47¢ 70,00(
Release of restricted ca — 417
Additions to notes receivab (140 —
Payments received on notes receivi 53C 11C
Net cash used in investing activiti (50,469 (33,467
Cash flows from financing activities
Payments on note payable and capital I (113) (89
Proceeds from issuances of common stock 21,55% 96,62(
Net cash provided by financing activiti 21,44 96,53!
Net increase (decrease) in cash and cash equis (72,67Y 22,17
Cash and cash equivalents at beginning of p¢ 163,33: 47,54¢
Cash and cash equivalents at end of pe $ 90,65¢ 69,72

See accompanying notes to condensed consolidatattial statements.
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Theravance, Inc.
Notes to Condensed Consolidated Financial Statement
(Unaudited)

1. Basis of Presentation and Significant AccountmPolicies
Basis of Presentatio

The accompanying unaudited condensed consolidataxdial statements of Theravance, Inc. (the Coyplaave been prepared in
accordance with U.S. generally accepted accouptimgiples (GAAP) for interim financial informatioand the instructions to Form 10-Q and
Article 10 of Regulation S-X. Accordingly, they dot include all of the information and notes regdiby GAAP for complete financial
statements. In the opinion of the Company’s managegnthe unaudited condensed consolidated finast@ééments have been prepared on the
same basis as audited consolidated financial seateand include all adjustments, consisting of alrmal recurring adjustments, necessary
for the fair presentation of the Company'’s finahpiasition, results of operations and cash flowse interim results are not necessarily
indicative of the results of operations to be expedor the year ending December 31, 2011 or ahgrgieriod.

The accompanying unaudited condensed consolidataddial statements should be read in conjunctiith the audited consolidated
financial statements and notes thereto includébdénCompany’s Annual Report on Form KGer the year ended December 31, 2010 filed \
the Securities and Exchange Commission (SEC) orugep?28, 2011.

Principles of Consolidatiol

The condensed consolidated financial statemenhsdadhe accounts of the Company and its wholly edvsubsidiaries. All
intercompany balances and transactions have beemaled in consolidation.

Use of Management’s Estimates

The preparation of condensed consolidated finastééments in conformity with GAAP requires mamaget to make estimates and
assumptions that affect the amounts reported icdheensed consolidated financial statements acwhgzanying notes. Actual results could
differ materially from those estimates.

Other-than-Temporary Impairment Assessment

The Company reviews its investment portfolio tonitiy and evaluate investments that have indicatiohpossible impairment.
Factors considered in determining whether a losghisr-than-temporary include the length of timd artent to which fair value has been less
than the cost basis, the financial condition araf#term prospects of the investee, credit quality the Company’s conclusion that it does not
intend to sell an impaired investment and is notenikely than not to be required to sell the ségurefore it recovers its amortized cost basis.
If the Company determines that the impairment ofh@estment is other-than-temporary, the investnigentritten down with a charge recorded
in interest income.

Inventory

Inventory is stated at the lower of cost or maskatie and is included in prepaid and other curassets in the accompanying
condensed consolidated balance sheets. Inventogmgrised of VIBATIV® active pharmaceutical ingieat. Inventory was $0.5 million at
June 30, 2011 and $1.7 million at December 31, 2D1L@ing the three months ended June 30, 2011]lAsteéharma Inc. (Astellas) purchased
$1.2 million of VIBATIV ® inventory from the Compargt cost. If Astellas decides not to purchase sonany of the remaining VIBATI\?

inventory, the Company will be required to expeagmrtion of, or the entire remaining, capitalizegdentory.

Research and Development Cc
Research and development costs are expensedpetioe that services are rendered or goods aré/seteResearch and development
costs consist of salaries and benefits, laboratopplies and facility costs, as well as fees paithird parties that conduct certain research and

development activities on behalf of the Company afi€ertain external research costs reimburse@laxoSmithKline plc (GSK) and Astellas.
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Fair Value of Stoc-based Compensation Awards

The Company uses the fair value method of accogtitinstock-based compensation arrangements. Stasid compensation
arrangements currently include stock options gmeestricted stock unit awards (RSUs) grantedppeiance-contingent RSUs granted,
restricted stock awards (RSAs) granted, and pedao®-contingent RSAs granted under the 2004 Etpigntive Plan (2004 Plan) and the
2008 New Employee Equity Incentive Plan (2008 P&mj purchases of common stock by the Company’$ogmegs at a discount to the
market price during offering periods under the Camps Employee Stock Purchase Plan (ESPP). Matutory options, RSUs, and RSAs w
granted under the 2008 Plan to the Company’s nbaikdd employees until April 27, 2010, the date drick stockholders approved the
Company’s amended and restated 2004 Plan. No fuathards will be granted under the 2008 Plan. Stuptlons were granted with an
exercise price not less than 100% of the fair ntarkkie of the common stock on the date of gratuiclSoptions were generally granted with
terms of up to ten years and vest over a periddwfyears.

The Company uses the Black-Scholes valuation nfodstock-based payment awards granted. The Con'pdeiermination of the
fair value of stock-based payment awards on thetgtate using the Black-Scholes option valuatiomehoequires the use of assumptions,
including the expected term of the award and theeeted stock price volatility. The Company used“Himplified” method as described in
Staff Accounting Bulletin No. 107 for the expectgation term. Beginning April 1, 2011, the Comparsgd its historical volatility to estimate
expected stock price volatility. Prior to April 2011, the Company used peer company price volatidiestimate expected stock price volati
due to the Company’s limited historical common ktprdce volatility since its initial public offergpin 2004.

Stock-based compensation expense was calculated basawards ultimately expected to vest and has keduced for estimated
forfeitures at the time of grant and revised, i€e&sary, in subsequent periods if actual forfestaiéfer from those estimates. The Company’s
estimated annual forfeiture rates for stock optigt8Us and RSAs are based on its historical fanfeiexperience.

The estimated fair value of stock options, RSUsRBds is expensed on a straight-line basis oveexpected term of the grant and
the fair value of performance-contingent RSUs aBd\Ris expensed during the term of the award wherCompany determines that it is
probable that certain performance milestones weilabhieved. Compensation expense for purchases thedESPP is recognized based on the
estimated fair value of the common stock durinchezftering period and purchase discount percentage.

The Company has not recognized, and does not et@eatognize in the near future, any tax benefdted to employee stock-based
compensation costs as a result of the full valuadilowance on the Comparsyhet deferred tax assets including deferred tagtaselated to i
net operating loss carryforwards.

Recent Accounting Updat

In June 2011, the Financial Accounting Standardsr8¢FASB) issued Accounting Standards Update (ASt)2011-05,
“Presentation of Comprehensive Income” an updatsctmunting Standards Codification (ASC) Topic 220pmprehensive Income”. The
amendments of this update require that all nonowhanges in stockholders’ equity be presented reithe single continuous statement of
comprehensive income or in two separate but cotisecstatements. This update is to be applied aetreely and is effective for financial
statements issued for fiscal years, and interinodsiwithin those years, beginning after Decemie2011, and interim and annual periods
thereafter. This update will be effective for then@pany January 1, 2012. The Company does not etpeaidoption of this guidance to have a
material impact on its condensed consolidated Girstatements.

In April 2010, the FASB issued ASU No. 2010-17, V8aue Recognition—Milestone Method” an update t&€CApic 605,
“Revenue Recognition”. The amendments of this upgadvide guidance on defining the milestone andrdgning when the use of the
milestone method of revenue recognition for redearnd development transactions is appropriateoltiges criteria for evaluating if the
milestone is substantive and clarifies that a vewwdo recognize consideration that is contingenugchievement of a milestone as revenue in
the period in which the milestone is achievedh& milestone meets all the criteria to be consitlstdstantive. The guidance became effective
on a prospective basis in fiscal years beginningroaifter June 15, 2010 and early adoption was ipexain The Company elected to adopt the
milestone method of revenue recognition on a pratdpebasis effective January 1, 2011. The eleatiothe milestone method did not have a
material impact on the Company’s condensed coreelitifinancial statements. However, the electidhresult in different accounting
treatment for future substantive milestones eaaiest the date of this adoption. Nenbstantive milestones will continue to be recogdiavel
the remaining performance period.
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In October 2009, the FASB issued ASU No. 2009-RxVenue Recognition - Multiple-Deliverable ReveAumngements—a
consensus of the FASB Emerging Issues Task Foacelipdate to ASC Topic 605, “Revenue Recognitidhe amendments of this update
require companies to allocate the overall constamsrdo each deliverable by using a best estimbtbeoselling price of individual deliverables
in the arrangement in the absence of vendor spadtifective evidence or other third party evideatthe selling price. The guidance became
effective on a prospective basis in fiscal yeagifo@ng on or after June 15, 2010 and early adoptias permitted. Companies may elect to
adopt this guidance prospectively for all revenrarggements entered into or materially modifie@ratithe date of adoption or retrospectively
for all periods presented. The Company electeditpithis update on a prospective basis effecaveidry 1, 2011. The adoption of this upc
did not have a material impact on the Company’sieosed consolidated financial statements. Howéverelection may result in different
accounting treatment for future collaboration agements than the accounting treatment appliedeteiqguis and existing collaboration
arrangements.

2. Net Loss per Share

Basic net loss per share (basic EPS) is computeliMxling net loss by the weighted average numtbeommon shares outstanding
during the period, less RSAs subject to forfeitididuted net loss per share (diluted EPS) is cominy dividing net loss by the weighted
average number of common shares outstanding dtirengeriod, less RSAs subject to forfeiture, plistide potential common shares. Dilut
EPS is identical to basic EPS for all periods pné=e since potential common shares are excluded tine calculation, as their effect is anti-
dilutive.

Weighted Average Shares Outstanding

The following table sets forth the computation aéiz and diluted net loss and the weighted avemag®er of shares used in
computing basic and diluted net loss per share:

Three Months Ended Six Months Ended
June 30, June 30,
(in thousands, except for per share amounts) 2011 2010 2011 2010
Net loss $ (25,049 $ (20,800 $ (47,71) $ (43,34)
Weighted average shares of common stock outstal 84,26: 73,33¢ 83,861 69,18
Less: unvested RS/ (2,452) (57) (2,452) (57
Weighted average shares used in computing basi

diluted net loss per common shi 81,81: 73,28: 81,41t 69,12/

Basic and diluted net loss per common sl $ (03) % 0.29) $ 0.59 $ (0.69)

Anti-dilutive securities

Securities that could potentially dilute basic ER $1e future that were not included in the compataof diluted EPS because their
effect would have been anti-dilutive were as follow

Three Months Ended Six Months Ended
June 30, June 30,
(in thousands) 2011 2010 2011 2010
Shares issuable upon the exercise of stock op 4,50( 6,191 4,66 6,01¢
Shares issuable under RSUs and R 944 77C 92¢ 881
Shares issuable upon the conversion of conve i 6,66¢ 6,66¢ 6,66¢ 6,66¢
Total ant-dilutive securities 12,11 13,62¢ 12,26( 13,56:

3. Comprehensive Loss

Comprehensive loss is comprised of net loss andgd®in other comprehensive loss, which consists@alized gains and losses on
the Company’s marketable securities. Comprehensssewas as follows:

Three Months Ended Six Months Ended
June 30, June 30,
(in thousands) 2011 2010 2011 2010
Net loss $ (25,04 $ (20,806 $ (47,719 $ (43,34))
Other comprehensive los
Net unrealized loss on availa-for-sale securitie (36) (8) (41) (61)
Comprehensive los $ (25,08:) $ (20,819 $ (47,759 $ (42,407
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4. Collaboration Arrangements
LABA collaboration with GSI

In November 2002, the Company entered into its{aciing beta agonist (LABA) collaboration with G$&Kdevelop and
commercialize once-daily LABA products for the traant of chronic obstructive pulmonary disease (OP&nd asthma. For the treatment of
COPD, the collaboration is developing combinationdpicts, RELOVAIR™ and the LAMA/LABA (GSK573719/aihterol or ‘719/VI). For
the treatment of asthma, the collaboration is dgiah RELOVAIR™. RELOVAIR™ is an investigational c&-daily combination medicine
consisting of a LABA, VI, previously referred to @WN642444 or ‘444, and an inhaled corticostero@), fluticasone furoate (FF). The
LAMA/LABA, ‘719/VI, is an investigational once-dajlcombination medicine consisting of the long-agtmuscarinic antagonist (LAMA)
‘719, and the LABA, VI.

The current lead product candidates in the LABAatmiration, VI and FF, were discovered by GSK Ha ¢évent that VI is
successfully developed and commercialized, the Gaywill be obligated to make milestone paymentS8K which could total as much as
$220.0 million if both a single-agent and a comboraproduct or two different combination produate launched in multiple regions of the
world. If the results of the Phase 3 studies wiELRVAIR™ are positive, a portion of these potentidlestone payments could be payable to
GSK within the next two years. The Company is &dito annual royalties from GSK of 15% on thetf#$3.0 billion of annual global net sales
and 5% for all annual global net sales above $Bi0rb Sales of singleagent LABA medicines and combination medicines wdg combine
for the purposes of this royalty calculation. Ftres products combined with a LABA from the LABAltaboration, such as ‘719/VI, royalties
are upward tiering and range from the mid-singtgtslito 10%. However, if GSK is not selling a LAB&S combination product at the time
that the first other LABA combination is launchégen the royalties described above for the LABA/&Bnbination medicine would be
applicable.

In connection with the LABA collaboration, in 2003SK purchased through an affiliate shares of theg@any’s Series E preferred
stock for an aggregate purchase price of $40.0amill

Strategic Alliance with GSK

In March 2004, the Company entered into its stiatatliance with GSK. Under this alliance, GSK rizeel an option to license
exclusive development and commercialization rightgroduct candidates from all of the Company’$ dulig discovery programs initiated
prior to September 1, 2007, on pre-determined temason an exclusive, worldwide basis. Pursuatitederms of the strategic alliance
agreement, the Company initiated three new futt@iery programs between May 2004 and August 200&s@ three programs are (i) the oral
Peripheral Mu Opioid Receptor Antagonist (PLMA)gmam for opioid-induced constipation, (ii) the AReceptor-Neprilysin Inhibitor
(ARNI) program for cardiovascular disease and (i MonoAmine Reuptake Inhibitor (MARIN) prograwr thronic pain. GSK still has the
right to license the ARNI and MARIN programs, andsnexercise this right no later than sixty daysssguent to the final delivery to GSK of
all material, data and supporting documentatioatired to achievement of clinical proof-of-concepttee first product candidate in the
applicable program. For these two programs, “pafe¢oncept” is generally defined as the succesgiaipletion of a Phase 2a clinical study
showing efficacy and tolerability. Under the teraighe strategic alliance agreement, GSK has oné/apportunity to license each of the
Company’s programs.

Upon GSK'’s decision to license a program, GSK spomsible for funding all future development, maatdiring and
commercialization activities for product candidaitethat program. In addition, GSK is obligatedus®e diligent efforts to develop and
commercialize product candidates from any progtaan it licenses. Consistent with the Company’stegg the Company is obligated to use
diligent efforts at the Company’s sole cost to disar two structurally different product candidatessany programs on which GSK has an
option under the alliance. If these programs aceessfully advanced through development by GSKCitvapany is entitled to receive clinic
regulatory and commercial milestone payments apdlties on any sales of medicines developed frasdtprograms. For any programs
licensed under this agreement, the royalty strechor a product containing one of the Company’s poumds as a single active ingredient
would result in an average percentage royaltyiratke low double digits. For single-agent MABA drets, the Company is entitled to receive
royalties from GSK of between 10% and 20% of anigl@tbal net sales up to $3.5 billion, and 7.5%#dibannual global net sales above
$3.5 billion. For combination products, such asABA/ICS, the royalty rate is 70% of the rate appbte to sales of single-agent MABA
medicines. If a product is successfully commerz&di in addition to any royalty revenue that thenPany receives, the total upfront and
milestone payments that the Company could receiamy given program that GSK licenses range froB0¥Lmillion to $162.0 million for
programs with single-agent medicines and up to $264lllion for programs with both a single-agendancombination medicine. If GSK
chooses not to license a program, the Companyneetdii rights to the program and may continue tlegam alone or with a third party. To
date, GSK has licensed the Company’s two COPD progr LAMA and MABA. In 2009, GSK returned the LAMgogram to the Company
because the formulation of the lead product caneidas incompatible with GSK'’s proprietary inhalewice. GSK has chosen not to license
the Company’s antibacterial, anesthesia, 5-HT4RpBIA programs.
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In May 2004, GSK purchased through an affiliate88,896 shares of the Compasylass A common stock for an aggregate purc
price of $108.9 million and, upon the closing of thompanys initial public offering on October 8, 2004, GSKrphased through an affiliate
additional 433,757 shares of Class A common stoclm aggregate purchase price of $6.9 millioraddition, GSK purchased through an
affiliate in a private placement 5,750,000 shafeth® Company’s common stock for an aggregate @selprice of $129.4 million on
November 29, 2010. On February 24, 2011 and M&p 81, GSK purchased through an affiliate 152,2&eshand 261,299 shar
respectively, of the Company’s common stock from@ompany for an aggregate purchase price of $Blimmand $6.7 million, respectively,
pursuant to its rights under the Company’s govertaagreement with GSK dated June 4, 2004, as amende

GSK Upfront Fees, Milestone Payments and Revenue

Upfront fees and certain milestone payments haea deferred and are being amortized ratably interree over the estimated period
of performance (the product development period)rai fees and milestone payments received from @8der the LABA collaboration and
strategic alliance agreements were as follows:

Through June 30, 2011

(in thousands) Upfront Fees Milestone Payments Total

GSK Collaboration:
LABA/RELOVAIR™ collaboration(1) $ 10,00C $ 50,00C $ 60,00(
Strategic alliance agreeme 20,00( — 20,00(
Strategic allianc—LAMA license(2) 5,00 3,00 8,00(
Strategic allian—MABA license 5,00( 13,00( 18,00(

Total $ 40,00( $ 66,000 $ 106,00(

(1) The Company does not currently expect to be ebdibt any additional milestones under this collalion.

(2) In August 2004, GSK exercised its right to licetis® Company’s LAMA program pursuant to the termghef strategic alliance. In 2009,
GSK returned the program to the Company.

The eligible milestones related to the MABA progrand any future milestones that may be earned K &&rcises its right to licen
either ARNI or MARIN are not deemed substantive thuthe fact that the outcome predominantly rel&ateSSK’s performance of future
development, manufacturing and commercializatidividies for product candidates after licensing gregram.

Revenue recognized through amortization of therdedeupfront fees and milestone payments from GB8#euthe LABA
collaboration and strategic alliance agreementasga®llows:

Three Months Ended Six Months Ended
June 30, June 30,

(in thousands) 2011 2010 2011 2010
GSK Collaboration:

LABA/ RELOVAIR™ collaboration $ 1,27C $ 1,27C $ 2540 % 2,54(

Strategic alliance agreeme 684 684 1,36¢ 1,36¢

Strategic allianc—MABA license 502 502 1,004 1,004
Total $ 2,45¢ $ 2,45¢ $ 491: $ 4,91
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License, Development and Commercialization Agreémith Astellas

In November 2005, the Company entered into a cotkion arrangement with Astellas for the developtad commercialization of
telavancin. In July 2006, Japan was added to thebmyation, thereby giving Astellas worldwide righo this medicine. Under this
arrangement, the Company is responsible for sutisligrall costs to develop and obtain U.S. reguigtapproval for telavancin and Astellas is
responsible for substantially all other costs aisged with commercialization of telavancin. The Guany is entitled to receive royalties from
Astellas on global net sales of VIBATI¥ that, opercentage basis, range from the high teens togper twenties depending on sales
volume.

Through June 30, 2011, the Company had receivedl.@illion in upfront, milestone and other feesnfr Astellas. The Company
recorded these payments as deferred revenue anbigizing them ratably over its estimated peribgerformance (development and
commercialization period). The Company is eligitilgeceive up to an additional $15.0 million in @sfone payments. The Company has
deemed $10.0 million of the remaining potentialasibne payments to be substantive as the Compaagpensible for substantially all
activities to develop and obtain U.S. regulatorgrapal for telavancin for the treatment of nosocalnpheumonia. However, the Company’s
management believes the likelihood of achieving thilestone is low. The remaining eligible milesgrayment of $5.0 million is not deemed
substantive due to the fact that pursuing regufaapproval of telavancin in the regions of the warltside of the U.S. is predominantly the
responsibility of Astellas.

Revenue recognized under this collaboration agreemas as follows:

Three Months Ended Six Months Ended
June 30, June 30,

(in thousands) 2011 2010 2011 2010
Amortization of deferred revent $ 3,24 % 3,24¢ % 6,48t $ 6,48
Royalties from net sales of VIBATI® 694 114 1,32¢ 124
Proceeds from VIBATI\® delivered to Astella 1,171 1,39: 1,171 1,39:
Cost of VIBATIV @ delivered to Astella (1,177) (943) (1,177) (93¢€)

Total net revenu $ 3932 $ 3,80¢ $ 7,806 $ 7,06¢€

5. Marketable Securities

The Company manages, monitors and measures itstingats in highly liquid investment grade secwsitiy major security type.
Investments in debt securities are accounted favasable-for-sale securities, carried at fairnealith unrealized gains and losses reported in
accumulated other comprehensive income (loss),fbeldse in current operations and classified iment assets as marketable securities. The
cost of securities sold is based on the specifitrification method.

The estimated fair value amounts were determinegdywsrailable market information. Available-for-ealebt securities recorded in
cash equivalents, marketable securities or restricash in the Company’s condensed consolidatesh¢tmbkheets were as follows:

June 30, 2011 December 31, 2010
Gross Gross Gross Gross
Amortized Unrealized Unrealized Estimated Amortized Unrealized Unrealized Estimated
(in thousands) Cost Gains Losses Fair Value Cost Gains Losses Fair Value
U.S. government securitis $ 66,49 $ 28 $ (6) $ 66,561¢ $ 2596t $ 1 $ — $ 25,97¢
U.S. government agenci 77,715 18 (39) 77,69¢ 54,62¢ 30 @) 54,64¢
U.S. corporate note 21,10( 1 (20 21,09: 34,69t 9 (9) 34,69"
U.S. commercial pap¢ 44,35¢ — — 44,35¢ 97,22 — — 97,22:
Money market fund 72,39: — — 72,39: 91,80¢ — — 91,80¢
Total 282,06: 47 (55) 282,05¢ 304,31 49 (16) 304,34!
Less amounts classified
cash equivaleni (87,93)) — — (87,93 (157,15) — — (157,15)
Less amounts classified
restricted cas (899 — — (899) (899 — — (899)
Amounts classified as
marketable securitie $ 193,23 $ 47 % (55) $ 193,22¢ $ 146,26¢ $ 48 3 (16) $ 146,30:

At June 30, 2011, all of the marketable securtig@d contractual maturities within twelve months #melaverage duration of
marketable securities was approximately seven nsoiiitie Company does not intend to sell the investenghich are in an unrealized loss
position and it is unlikely that the Company wi#l bequired to sell the investments before recowétiieir amortized cost basis, which may be
maturity. The Company has determined that the grossalized losses on its marketable securitidsime 30, 2011 were temporary in nature.
All marketable securities with unrealized lossegehlaeen in a loss position for less than twelve timgn
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6. Fair Value Measurements

The Company defines fair value as the exchange it would be received for an asset or paidaaster a liability (an exit price) in
the principal or most advantageous market for gsetor liability in an orderly transaction betweaearket participants on the measurement
date.

The Company’s valuation techniques are based oaradisle and unobservable inputs. Observable impfiect readily obtainable
data from independent sources, while unobservabplats reflect the Company’s market assumptions.ddmpany classifies these inputs into
the following hierarchy:

Level 1 Inputs—Quoted prices for identical instruments in activarkets.

Level 2 Inputs—Quoted prices for similar instruments in activerkess; quoted prices for identical or similar instrents in
markets that are not active; and model-derivedatans whose inputs are observable or whose sigmifivalue drivers are
observable.

Level 3 Inputs—Unobservable inputs and little, if any, markeftyt for the assets.

The estimated fair values of the Company’s findrasaets were as follows:

June 30, 2011
Fair Value Measurements at Reporting Date Using

Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
(in thousands) Level 1 Level 2 Level 3 Total
U.S. government securitit $ 66,51¢ $ — 3 — 66,51¢
U.S. government agency securit 63,87 13,82: — 77,69¢
U.S. corporate note 20,52: 56¢ — 21,09:
U.S. commercial pap¢ — 44,35¢ — 44,35¢
Money market fund 72,39 — — 72,39:
Total $ 22330 $ 58,747 $ — 282,05
December 31, 201!
Fair Value Measurements at Reporting Date Using
Quoted Prices
in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
(in thousands) Level 1 Level 2 Level 3 Total
U.S. government securitit $ 25,97¢ $ — 3 — 25,97¢
U.S. government agency securit 24,37 30,27: — 54,64¢
U.S. corporate note 34,69t — — 34,69t
U.S. commercial pap¢ — 97,22 — 97,22
Money market fund 91,80¢ — — 91,80¢
Total $ 176,85. $ 127,49: $ — 304,34

7. Convertible Subordinated Notes

In January 2008, the Company closed an underwiiitdatic offering of $172.5 million aggregate pripal amount of unsecured
convertible subordinated notes which will matureJanuary 15, 2015. The financing raised proceestpfrissuance costs, of $166.7 million.
The notes bear interest at the rate of 3.0% pet yeach is payable semi-annually in arrears irhcais January 15 and July 15 of each year,

beginning on July 15, 2008.

12




Table of Contents

The notes are convertible, at the option of theléglinto shares of the Company’s common stock @itial conversion rate of
38.6548 shares per $1,000 principal amount of ttes) subject to adjustment in certain circumstane@ich represents an initial conversion
price of approximately $25.87 per share. The dehiance costs, which are included in other long-&ssets, are being amortized on a straight
line basis over the life of the notes.

Holders of the notes will be able to require thenPany to repurchase some or all of their notes upemccurrence of a fundamental
change (as defined) at 100% of the principal amoiiitie notes being repurchased plus accrued goadiinterest. The Company may not
redeem the notes prior to January 15, 2012. Oftar Zanuary 15, 2012 and prior to the maturityedtdiie Company, upon notice of
redemption, may redeem for cash all or part ofnibtes if the last reported sale price of its commsimick has been greater than or equal to
130% of the conversion price then in effect foleaist 20 trading days during any 30 consecutivdirigaday period prior to the date on which it
provides notice of redemption. The redemption pwideequal 100% of the principal amount of the e®to be redeemed, plus accrued and
unpaid interest up to but excluding the redempdiate.

The fair value of debt was estimated based on tioéegl price of the instrument. The carrying valaed estimated fair values for the
notes were as follows.

June 30, 201! December 31, 201
Carrying Estimated Carrying Estimated
(in thousands) Value Fair Value Value Fair Value
Convertible subordinated not $ 172,500 $ 190,40¢ $ 172,50( $ 202,39:

8. Operating Lease

The Company leases its South San Francisco, Qaklifdiacilities under a non-cancelable operatirgée Future minimum lease
payments under this lease, exclusive of executosys¢ at June 30, 2011, were as follows:

Minimum Lease

(in thousands) Commitments

Years ending December &
Remainder of 201 $ 2,22¢
2012 5,42¢
2013 5,02¢
2014 4,85¢
2015 5,00¢
Thereafter 23,96

Total $ 46,51¢

9. Commitments and Contingencies
Guarantees and Indemnifications

The Company indemnifies its officers and direcforscertain events or occurrences, subject to relitaits. The Company believes
the fair value of these indemnification agreeméntainimal. Accordingly, the Company has not redagd any liabilities relating to these
agreements as of June 30, 2011.
10. Stock-Based Compensation
Equity Incentive Plal

The 2004 Plan provides for the granting of stockams, stock appreciation rights, RSUs and RSAsmployees, officers, directors
and consultants of the Company. Stock options neegranted with an exercise price not less than 16D8te fair market value of the comm
stock on the date of grant. On April 27, 2010, areadment and restatement of the 2004 Plan was \agply the Company’s stockholders to,
among other things, reserve additional shares miwon stock for issuance thereunder. As of Jun@@D], total shares remaining available
issuance under the 2004 Plan were 2,439,637.
Employee Stock Purchase P!

As of June 30, 2011, a total of 2,025,000 share®pofmon stock were approved and authorized foaisse under the Employee St
Purchase Plan (ESPP). Through June 30, 2011, thp &ty issued 1,419,532 shares under the ESPPaateage price of $9.90 per share.
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Stock-Based Compensation Expense

The allocation of stock-based compensation expedgded in the condensed consolidated statemémigaevations was as follows:

Three Months Ended Six Months Ended
June 30, June 30,
(in thousands) 2011 2010 2011 2010
Research and developm: $ 337¢ $ 2,61¢ $ 6,511 $ 5,14¢
General and administrati\ 2,89¢ 2,704 5,30t 4,67
Total $ 6,27 % 532: % 11,81¢ $ 9,82(

As of June 30, 2011, unrecognized compensationnsepeas as follows: $6.5 million related to unvestmck options; $24.4 million
related to unvested RSUs; and $26.4 million relédeshvested RSAs.

Compensation Awards

The Company granted the following compensation dear

Six Months Ended Six Months Ended
June 30, 2011 June 30, 2010
Number of Weighted Number of Weighted
Compensation Average Compensation Average
Awards Exercise Awards Exercise Price/
Granted Price/Fair Value Granted Fair Value
2004 Plar
Stock option: 307,500 $ 24.5¢ 143,75( $ 16.37
RSUs tim+basec 465,00( 25.0: 940,04: 10.43
RSAs timebasec 1,148,001 24.7( — —
RSUs performanc-contingent(1 — — 210,00( 10.1%
RSAs performanc-contingent(2] 1,290,001 24.7: — —
2008 Plar
Stock option: — 3 — 110,000 $ 10.9¢

(1) These performance-contingent RSUs awarded to serdoagement in 2010 have dual triggers of vestasgth upon the successful
achievement of certain corporate operating milesgaturing 2010 and 2011, as well as a requirensemointinued employment through
early 2014. As of February 11, 2011, both perforogamilestones had been deemed achieved, and tisegtbvasting had commenced
with respect to all of the performance-contingeBtURshares.

(2) These performance-contingent RSAs granted to semmagement in 2011 have dual triggers of vestasgt upon the achievement of
certain performance targets over a six-year tinmeérérom 20112016 and continued employment, both of which messdtisfied in orde
for the RSAs to vest. Expense associated with tR&%&s would be recognized, if at all, during thgears depending on the probability
meeting the performance conditions. The maximurenl expense associated with the RSAs could de approximately $31.9
million (allocated as $6.3 million for research atelelopment expense and $25.6 million for geremmdladministrative expense) if all of
the performance targets are achieved on time. Asioé 30, 2011, the Company had determined thatdhievement of the requisite
performance conditions was not probable, and asualty no compensation expense has been recoghigedde RSAs are dependent upon
the achievement of certain performance targetsetpense associated with the RSAs may vary sigmifig from period to period.
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Valuation Assumptions

The range of weighted average assumptions usestitnage the fair value of stock options granted asfollows:

Three Months Ended Six Months Ended
June 30, June 30,
2011 2010 2011 2010
Employee stock option
Risk-free interest rat 1.94%-2.57% 2.42%-2.82% 1.94%-2.57% 2.42%-2.82%
Expected term (in year 5-6 5-6 5-6 5-6
Volatility 0.5z-0.5t 0.5z 0.4¢-0.5E 0.4¢€-0.52
Dividend yield —% —% —% —%
Weighted average estimated fair value of stockomgtigranter  $ 13.0¢ $ 841 $ 1241 3 7.07
Employee stock purchase plan issuanc
Risk-free interest rat .07%-.54% 0.22%-0.79% .07%-.54% 0.22%-0.79%
Expected term (in year 0.5-2.C 0.5-2.C 0.5-2.C 0.5-2.C
Volatility 0.4€-0.5C 0.5(-0.6¢ 0.4€-0.5C 0.5(-0.6¢
Dividend yield —% —% —% —%
Weighted average estimated fair value of ESPP i&®s $ 9.2t % 5.8¢ $ 9.2t % 5.8¢

Stockholders’ equity

For the six months ended June 30, 2011, approxiynhi£20,000 shares were exercised at a weightethge exercise price of $8.90
per share for a total of $10.0 million.

11. Subsequent Events

On August 2, 2011, the Company and GSK enteredaintagreement pursuant to which GSK agreed to paecthrough an affiliate,
in a private placement, 102,466 shares of the Cagip@ommon stock for $19.71 per share pursuaits taghts under the Company’s
governance agreement with GSK dated June 4, 280amanded.

On July 21, 2011, GlaxoSmithKline LLC, an affiliad€ GSK, converted 6,820,854 shares of the Compa@iidss A common stock
into the Company’s common stock, and on July 22,12@Glaxo Group Limited, an affiliate of GSK, comtesl 2,580,645 shares of the
Company’s Class A common stock into the Compangiamon stock, in each case on a one share-for-are dlasis in accordance with the
terms of the Company’s restated certificate of ipocation. Following these conversions there arshares of the CompargyClass A commc
stock outstanding.
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations
Forward-Looking Statements

T he information in this discussion contains ford#oking statements within the meaning of Secf#@A of the Securities Act of
1933, as amended (Securities Act), and Sectiona?ifie Securities Exchange Act of 1934, as amen8edh forward-looking statements
involve substantial risks, uncertainties and asdigng. All statements contained herein that areofidiistorical fact, including, without
limitation, statements regarding our strategy, feitoperations, future financial position, futurgeeues, projected costs, prospects, plans,
intentions, expectations, goals and objectives, beaforward-looking statements. The words “antitggd “believes,” “designed,” “estimates,”
“expects,” “intends,” “may,” “objective,” “plans,“projects,” “pursue,” “will,” “would” and similar expressions (including the negativesdabf
are intended to identify forward-looking statemeatthough not all forward-looking statements canthese identifying words. We may not
actually achieve the plans, intentions, expectatmmobjectives disclosed in our forwdobking statements and the assumptions underlyim
forward-looking statements may prove incorrect.réfae, you should not place undue reliance onfauvard-looking statements. Actual
results or events could materially differ from fhians, intentions, expectations and objectivedagd in the forward-looking statements that
we make. Factors that we believe could cause aasgalts or events to differ materially from ound@rd-looking statements include, but are
not limited to those discussed below in “Risk Fegtdn Item 1A of Part Il and in “Management’s Dission and Analysis of Financial
Condition and Results of Operations” in this IterafPart 1. All forwardlooking statements in this document are based fonnration availabl
to us as of the date hereof and we assume no tibliga update any such forward-looking statements.

OVERVIEW
Executive Summary

Theravance is a biopharmaceutical company wittpalipie of internally discovered product candidated strategic collaborations
with pharmaceutical companies. Theravance is fatosethe discovery, development and commerciatimatif small molecule medicines
across a number of therapeutic areas includingregspy disease, bacterial infections, and cemteaous system (CNS)/pain. The Company’s
key programs include: RELOVAIR™, LAMA/LABA (‘719Nanterol (V1)) and MABA (Bifunctional Muscarinic Aagonist-Beta Agonist),
each partnered with GlaxoSmithKline plc, (GSK), @sdbral Peripheral Mu Opioid Receptor AntagofigiMA) program. By leveraging its
proprietary insight of multivalency to drug discoyeTheravance is pursuing a best-in-class stratiegygned to discover superior medicines in
areas of significant unmet medical need.

Our net loss was $25.0 million in the second quantel $47.7 million in the first six months of 2Qtbmpared with $20.8 million and
$43.3 million for the same periods in 2010, respebt. Total operating expenses were $30.1 milliothe second quarter and $57.7 million in
the first six months of 2011, compared with $25illiom and $52.5 million for the same periods inl®Q respectively. Cash, cash equivalents
and marketable securities totaled $283.9 millioduate 30, 2011, a decrease of $25.7 million sireeebber 31, 2010. The decrease was
primarily due to cash used in operations, partiaffget by net proceeds of $10.3 million receivieshf our private placements of common st
to an affiliate of GSK.

Program Highlights
Respiratory Program

Registrational Programs with RELOVAIR™

The registrational programs with RELOVAIR™ in chioobstructive pulmonary disease (COPD) and asthava fully enrolled
approximately 11,000 patients. RELOVAIR™ is an istigational once-daily medicine that combines fasione furoate (FF, an inhaled
corticosteroid or ICS) and vilanterol (VI, a longtiag beta, agonist or LABA) for the treatment atipnts with COPD or asthma.

In COPD

The registrational program in COPD consists of Suadies, including two 12-month exacerbation stsdiwo six-month efficacy and
safety studies, and a detailed lung function peastudy.

In June 2011, GSK and Theravance announced thksre$two 6-month efficacy and safety Phase 3istudf RELOVAIR™ for
patients with COPD. Results of both studies supih@ttontinuation of the RELOVAIR™ development maig in the COPD patient
population. These data form part of the overalleation of the efficacy and safety of the RELOVAIREYmbination in COPD which, together
with data from ongoing 12-month exacerbation stsidigll be included in regulatory submissions ambtime world.
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The two 6-month studies were placebo-controlledibtie-blind, parallel-group studies that enrollegrpximately 2,200 patients with
moderate to severe COPD. Patients (approximatéhyp2d arm per study) were randomized to receivalbfre (100mcg, 200mcg), VI alone
(25mcqg), a combination of FF and VI (50mcg, 100nmag200mcg FF plus VI 25mcg) or placebo. The stéiealuated improvement in lung
function at two timepoints: over the first four hiswafter dosing on day 168 and 24 hours afterakiedose of study drug.

These two 6-month FEV1 studies provided an initiaight into the pivotal program for RELOVAIR™ wilhigs evaluating over 6,000
patients with COPD. The two larger 12-month exaaton studies, which enrolled over 3,000 patienttf provide additional evaluation of the
efficacy of RELOVAIR™ compared with VI. The full selts of all the studies will be presented at fetscientific meetings.

In Asthma

The asthma registrational program is designed teroiéne the safety and efficacy of RELOVAIR™ intasia patients who remain
uncontrolled on current treatment. These studielsidie an exacerbation study, a 12-month safetyqttich also supports the COPD
program), a 12-week low-dose combination efficacylg, a 24-week high-dose combination efficacy gt@d24-week head-to-head study of
RELOVAIR™ versus AdvaiP /Seretide™, a 24-week stoflf-F versus fluticasone propionate, avi€ek study of VI versus salmeterol, ar
hypothalamic-pituitary-adrenal (HPA) axis study.

Phase 3b Program with RELOVAIR™ in COPD

The RELOVAIR™ Phase 3b COPD program is progressittig the large Phase 3b outcomes study of 16,068mia, which will
assess the potential for RELOVAIR™ to improve sualin patients with moderate COPD and a historyooft risk for, cardiovascular
disease. The results of this study are not requiethe regulatory submission and will not fornrtpat the initial New Drug Application
(NDA)/Marketing Authorization Application (MAA).

In addition to the outcomes study, there are fingaing Phase 3b COPD studies. Three of these stadiel2-week studies that will
evaluate the 24-hour pulmonary function profileREELOVAIR™ once daily compared with Advadir /Serefildwice daily in patients with
COPD. These studies are targeted to enroll appwiein 500 patients per study. The two other studiisevaluate the effect of RELOVAIR?
once-daily on arterial wall stiffness 1) compardthwplacebo and VI for a treatment period of 24 kgeand 2) compared with tiotropium for a
treatment period of 12 weeks in patients with COPRe estimated enroliments for these studies abepéfients and 248 patients, respectively.

LAMA/LABA Combination (GSK573719/Vilanterol of719/VI) in COPD

Enrollment is in line with expectations for the sawstudies in the Phase 3 program for the oncg-daMA/LABA dual
bronchodilator ‘719/VI. “719/VI combines two brormtiilators currently under development - ‘719, egk@tting muscarinic antagonist
(LAMA) and VI, a LABA. These moleculeact through two mechanisms: antagonism of acetlittlhonuscarinic receptors and agonism of
2 adrenoreceptors.

The LAMA/LABA Phase 3 program, which will evaluateer 5,000 patients with COPD globally, consista &2-week study to
evaluate the long term safety and tolerability &9 (125mcg) alone, as well as the combination/\7IL@L25/25mcg), two large pivotal studies
that will compare improvements in lung functionweén ‘719/VI, its components and placebo, two gsidd compare the combination with its
components and tiotropium and two studies to agbessffect of ‘719/VI on exercise endurance. Thade 3 program will investigate two
doses of ‘719 (125mcg and 62.5mcg) and ‘719/VI (22Bcg and 62.5/25mcg).

Inhaled Bifunctional Muscarinic AntagoniBeta, Agonist (MABA) in COPD

Enrollment is in line with expectations for the Ba&b study with GSK961081 (‘081) in patients withderate to severe COPD. ‘081
is a single molecule bifunctional bronchodilatothwiboth muscarinic antagonist and beta receptoniagactivity. The primary objective of
this study is to evaluate dose response, dosesatjefficacy, and safety of ‘081 by studying ordzgly (QD) doses (100mcg, 400mcg, and
800mcg), twice-daily (BID) doses (100mcg, 200mag] 400mcg), the active comparator salmeterol (50BIEDY and placebo over a 28-day
period. The overall aim of this Phase 2b study isvaluate the safety and efficacy of ‘081 admémestl both once daily and twice daily over a
28-day period to allow the selection of an apprajeridose and dosing interval.
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Central Nervous System (CNS)/Pain Program

Oral Peripheral Mu Opioid Receptor AntagonigifA) — TD-1211

Recently, the first patient with opioid-induced stipation (OIC) was dosed in the Phase 2b progmassess the safety, tolerability
and clinical activity of TD-1211 in patients with@ This study will evaluate doses and dose regsrerprovide information for the design of
the Phase 3 program. TD-1211 is an investigationaé-daily, orallyadministered, peripherally selective, multivalentibitor of the mu opioi
receptor designed to alleviate gastrointestina siflects of opioid therapy without affecting aresi.

Collaboration Arrangements
LABA collaboration with GSI

In November 2002, we entered into our LABA colladdtrn with GSK to develop and commercialize oncéydaABA products for
the treatment of COPD and asthma. For the treatofd®@©OPD, the collaboration is developing combioatproducts, RELOVAIR™ and the
LAMA/LABA ‘719/VI. For the treatment of asthma, tlesllaboration is developing RELOVAIR™. RELOVAIR™ an investigational once-
daily combination medicine consisting of a LABA,,\ireviously referred to as GW642444 or ‘444, andGS, FF. The LAMA/LABA,
‘719/V1, is an investigational once-daily combirmatimedicine consisting of the LAMA, ‘719, and thARA, VI. The Phase 3 program with
RELOVAIR™ is aimed at developing a next generatiespiratory product to succeed GSK's Advair /Sdestt (salmeterol and fluticasone
as a combination) franchise, which had reported2@iles of approximately $7.97 billion, and to cetepvith Symbicor® (formoterol and
budesonide as a combination), which had reportd® 2@les of approximately $2.75 billion. ‘719/VIhigh is also a combination product, is
targeted as an alternative treatment option toi&gh (tiotropium), a once-daily, single-mechanisrorithodilator, which had reported 2010
sales of approximately $3.8 billion.

The current lead product candidates in the LABAatmiration, VI and FF, were discovered by GSK Ha ¢évent that VI is
successfully developed and commercialized, weheilbbligated to make milestone payments to GSK lwbauld total as much as
$220.0 million if both a single-agent and a comboraproduct or two different combination produate launched in multiple regions of the
world. If the results of the Phase 3 studies wiELRVAIR™ are positive, a portion of these potentidlestone payments could be payable to
GSK within the next two years. We are entitlednowal royalties from GSK of 15% on the first $3illidn of annual global net sales and 5%
for all annual global net sales above $3.0 billi§ales of single-agent LABA medicines and combarathedicines would be combined for the
purposes of this royalty calculation. For otherdarcts combined with a LABA from the LABA collaboian, such as ‘719/VI, royalties are
upward tiering and range from the mid-single digitd0%. However, if GSK is not selling a LABA/I@®mbination product at the time that
the first other LABA combination is launched, thie royalties described above for the LABA/ICS camation medicine would be applicable.

In connection with the LABA collaboration, in 200@SK purchased through an affiliate shares of @uieS E preferred stock for an
aggregate purchase price of $40.0 million.

Strategic Alliance with GSK

In March 2004, we entered into our strategic aleawith GSK. Under this alliance, GSK received atian to license exclusive
development and commercialization rights to prodactdidates from all of our full drug discovery grams initiated prior to September 1,
2007, on pre-determined terms and on an exclugigddwide basis. Pursuant to the terms of the eiatalliance agreement, we initiated three
new full discovery programs between May 2004 andust 2007. These three programs are (i) our PuM#gnam for opioid-induced
constipation, (ii) our AT1 Receptor-Neprilysin Ibiitor (ARNI) program for cardiovascular disease &iiflour MonoAmine Reuptake
Inhibitor (MARIN) program for chronic pain. GSK Bthas the right to license the ARNI and MARIN prags, and must exercise this right no
later than sixty days subsequent to the final @gjivo GSK of all material, data and supportingutoentation relating to achievement of
clinical proof-of-concept of the first product cadate in the applicable program. For these two o, “proof-of-concept” is generally
defined as the successful completion of a Phasdirfleal study showing efficacy and tolerabilitynder the terms of the strategic alliance
agreement, GSK has only one opportunity to licexesgh of our programs.

Upon GSK'’s decision to license a program, GSK $&poasible for funding all future development, mawtfiring and
commercialization activities for product candidaitethat program. In addition, GSK is obligatedus®e diligent efforts to develop and
commercialize product candidates from any progtze it licenses. Consistent with our strategy, veeabligated to use diligent efforts at our
sole cost to discover two structurally differendguct candidates for any programs on which GSKamagption under the alliance. If these
programs are successfully advanced through develophy GSK, we are entitled to receive clinicaguiatory and commercial milestone
payments and royalties on any sales of medicinesldged from these programs. For any programsdiegmnder this agreement, the royalty
structure for a product containing one of our coomts as a single active ingredient would resudtriraverage percentage royalty rate in the
low double digits. For single-agent MABA productse are entitled to receive royalties from GSK afimen 10% and 20% of annual global
net sales up to $3.5 billion, and 7.5% for all ealrglobal net sales above $3.5 billion. For comtiameproducts, such as a MABA/ICS, the
royalty rate is 70% of the rate applicable to salesingle-agent MABA medicines. If a product icseassfully commercialized, in addition to
any royalty revenue that we receive, the total
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upfront and milestone payments that we could receiany given program that GSK licenses range f$430.0 million to $162.0 million for
programs with single-agent medicines and up to $264#llion for programs with both a single-agentdancombination medicine. If GSK
chooses not to license a program, we retain ditsigp the program and may continue the programeato with a third party. To date, GSK has
licensed our two COPD programs: LAMA and MABA. 1808, GSK returned the LAMA program to us becausefdhmulation of the lead
product candidate was incompatible with GSK’s pietary inhaler device. GSK has chosen not to lieemg antibacterial, anesthesia, 5-HT4
and PUMA programs. There can be no assurance Siatv@ll license either of the two remaining progmuomder the alliance agreement,
which could have an adverse effect on our busiarddinancial condition.

In May 2004, GSK purchased through an affiliate88,896 shares of our Class A common stock for gmeggte purchase price of
$108.9 million and, upon the closing of our init@alblic offering on October 8, 2004, GSK purchasedugh an affiliate an additional 433,757
shares of Class A common stock for an aggregathpsee price of $6.9 million. In addition, GSK purskd through an affiliate in a private
placement 5,750,000 shares of our common stockrf@ygregate purchase price of $129.4 million ometber 29, 2010. On February 24,
2011 and May 3, 2011, GSK purchased through alieddfil52,278 shares and 261,299 shares, respgctif@ur common stock from us for
an aggregate purchase price of $3.6 million and §6llion, respectively, pursuant to its rights endur governance agreement with GSK
dated June 4, 2004, as amended.

GSK Upfront Fees, Milestone Payments and Revenue
The eligible milestones related to the MABA progrand any future milestones that may be earned K &&rcises its right to licen
either ARNI or MARIN are not deemed substantive thuthe fact that the outcome predominantly rel&deSSK’s performance of future

development, manufacturing and commercializatidividies for product candidates after licensing gregram.

Revenue recognized through amortization of therdedeupfront fees and milestone payments from GB#euthe LABA
collaboration and strategic alliance agreementasga®llows:

Three Months Ended Six Months Ended
June 30, June 30,

(in millions) 2011 2010 2011 2010
GSK Collaboration:

LABA/ RELOVAIR™ collaboration $ 12 % 12 % 25 % 2L

Strategic alliance agreeme 0.7 0.7 1.4 1.4

Strategic allian—MABA license 0.t 0.t 1.C 1.C
Total $ 25 § 25 § 4¢ % 4.8

License, Development and Commercialization Agreémith Astellas

In November 2005, we entered into a collaborativsarmpement with Astellas for the development androercialization of telavanci
In July 2006, Japan was added to the collaboratiwreby giving Astellas worldwide rights to thigdicine.

Under this arrangement, we are responsible fortanbally all costs to develop and obtain U.S. tetpry approval for telavancin and
Astellas is responsible for substantially all otbests associated with commercialization of telairmn/NVe are entitled to receive royalties from
Astellas on global net sales of VIBATI¥ that, opercentage basis, range from the high teens togper twenties depending on sales
volume. The U.S. Food and Drug Administration (FO¥&s approved VIBATI\?  for the treatment of comptied skin and skin structure
infections (cSSSI) caused by susceptible Gram4pediacteria including both methicillin-resistaMRSA) and methicillin-susceptible
(MSSA) strains ofStaphylococcus aureirs adult patients. VIBATIV® is also approved in Gala for the treatment of cSSSI in adult patients.
The Committee for Medicinal Products for Human (SeIMP) of the European Medicines Agency (EMA) adapa positive opinion,
recommending the granting of marketing authorizafar telavancin for the treatment of adults wittsacomial pneumonia including
ventilator-associated pneumonia, known or suspedotee caused by methicillin-resisté@taphylococcus aure MIRSA).

Through June 30, 2011, we have received $191.@omith upfront, milestone and other fees from AstelWe recorded these
payments as deferred revenue and are amortizimg thiably over our estimated period of performafusyelopment and commercialization
period). We are eligible to receive up to an addai $15.0 million in milestone payments. We hagerded $10.0 million of the remaining
potential milestone payments to be substantiveeaar® responsible for substantially all activiteslevelop and obtain U.S. regulatory
approval for telavancin for the treatment of noso@ pneumonia. However, management believes kiediliood of achieving this milestone is
low. The remaining eligible milestone payment of@s&illion is not deemed substantive due to thé tizat pursuing regulatory approval of
telavancin in the regions of the world outsidelef U.S. is predominantly the responsibility of Alste
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Revenue recognized under this collaboration agraemas as follows:

Three Months Ended Six Months Ended
June 30, June 30,

(in millions) 2011 2010 2011 2010
Amortization of deferred revent $ 32 $ 32 $ 6. $ 6.5
Royalties from net sales of VIBATI® 0.7 0.1 1.3 0.1
Proceeds from VIBATI\® delivered to Astella 1.2 14 1.2 14
Cost of VIBATIV @ delivered to Astella (1.2 (0.€ (1.2 (0.€

Total net revenu $ 3¢ $ 38 $ 786 $ 7.1

Critical Accounting Policies and the Use of Estimads

As of the date of the filing of this quarterly repave believe there have been no material chaagadditions to our critical
accounting policies and estimates during the sinttoended June 30, 2011 compared to those distimsear 2010 Annual Report on
Form 10-K filed on February 28, 2011, except aateal to the adoption of Accounting Standards Up@agtJ) No. 2010-17, “Revenue
Recognition—Milestone Method” an update to AccongtStandards Codification (ASC) Topic 605, “ReveReeognition” and ASU
No. 200¢-13, “Revenue Recognition - Multiple-Deliverableveaue Arrangements—a consensus of the FASB Emelsguogs Task Forcedn
update to ASC Topic 605, “Revenue Recognition”.

We adopted ASU 2010-17 and elected the milestorthadevhich did not have a material impact on ourdensed consolidated
financial statements. However, the election widlulein different accounting treatment for fututdstantive milestones earned after the date of
this adoption and non-substantive milestones wititinue to be recognized over an estimated perfocenperiod.

For future agreements that may include contingelestone payments, we will evaluate whether a rnoles is substantive in nature.
Where a substantive milestone is achieved in alsothtion arrangement, and we have no obligatiemsining after achievement of the
milestone and the corresponding payment is rea$paabured, we will recognize the payment as earfigee determine a milestone is not
substantive, then the revenues from the relateelstoihe payment will be recognized on a straigteiasis over an estimated performance
period.
RESULTS OF OPERATIONS
Revenue

Revenue, compared to the same periods in 2010asvislows:

Three months Ended Six months Ended
June 30, Change June 30, Change
(in millions, except percentages 2011 2010 $ % 2011 2010 $ %
Revenue $ 64 $ 6.3 $ 0.1 2% 127 $ 120 $ 0.7 6%

From GSK, we recognize revenue from the amortipatioupfront fees and milestone payments relatexutd ABA collaboration an
strategic alliance agreements. From Astellas, wegeize revenue from the amortization of upfrord arilestone payments related to our
telavancin collaboration, royalties from net sale¥IBATIV ® and the impact of VIBATIV® inventory insfers or dispositions. Revenue
remained relatively flat at $6.4 million in the sed quarter and $12.7 million in the first six monbf 2011, from the comparable periods in
2010.

Upfront fees and certain milestone payments haea deferred and are being amortized ratably interree over the estimated period
of performance (the product development period)raf fees and milestone payments received from @8der the LABA collaboration and
strategic alliance agreements and from Astellagutite telavancin collaboration were as follows:

Through June 30, 2011

Upfront and Other Milestone
(in millions) Fees Payments Total
GSK Collaboration:
LABA/RELOVAIR™ collaboration(1) $ 100 $ 50.C $ 60.C
Strategic alliance agreeme 20.C — 20.C
Strategic allianc—LAMA license(2) 5.C 3.0 8.C
Strategic allianc—MABA license 5.C 13.C 18.C
Astellas License agreeme 70.C 121.C 191.(
Total $ 110.C $ 187.C $ 297.C

(1) We do not currently expect to be eligible for adgliional milestones under this collaboration.

(2) In August 2004, GSK exercised its right to license LAMA program pursuant to the terms of the sigét alliance. In 2009, GSK
returned the program to t
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Upfront fees and certain milestone payments rededirem GSK and Astellas have been deferred antheireg amortized ratably into
revenue over the estimated period of performantie evid dates ranging between 2011 and 2021. Freuemue will include the ongoing
amortization of upfront and milestone payments edrnoyalties from Astellas on net sales of VIBAT¥Vand proceeds from Astellas for
transfers of inventory offset by our cost of invamtno longer realizable. We periodically reviewdaif necessary, revise the estimated periods
of performance of our contracts.

Research & Development

Research and development (R&D) expenses, compatée same periods in 2010, were as follows:

Three months Ended Six months Ended
June 30, Change June 30, Change

(in millions, except percentages) 2011 2010 $ % 2011 2010 $ %
Employerrelated $ 85 % 73 % 1.2 166 $ 167 $ 152 $ 14 9%
External R&D 5.2 3.3 1.9 58% 8.4 7.4 1.C 14%
Stocl-based compensatic 34 2.6 0.8 31% 6.5 5.1 14 27%
Facilities, depreciation and other alloc: 5.7 5.5 0.2 1% 117 11.2 0.4 4%

Total R&D expense $ 22¢ $ 187 $ 4.1 22% $ 435 $ 391 % 4.2 11%

R&D expenses increased to $22.8 million in the sdaguarter and to $43.3 million in the first six mios of 2011, from the
comparable periods in 2010. Both of these increases primarily due to the higher external costatesl to clinical and non-clinical activities
and higher employee-related expenses.

During the first quarter of 2011, we granted spdoiag-term retention and incentive equity awamgxecutive officers and certain
employees and special long-term retention and ieeoash bonus awards to certain employees. Tétingeof these awards is tied to the
achievement of certain performance targets over-gear timeframe from 2011 through December 31,628nd continued employment, both
of which must be satisfied in order for vestingptur. The maximum potential expense for R&D asgedi with this program is $6.3 million
related to stock-compensation expense and $35libmielated to cash bonus expense, which woultebegnized in increments based on
achievement of the performance conditions. As aeJ80, 2011, we determined that the achievemetiteafequisite performance conditions
was not probable, and as a result, no compensatipense has been recognized. Management beliexékdlihood of achieving all of the
performance targets is remote.

R&D expenses for 2011 are expected to be highepeaoed to 2010. R&D expenses in 2011 will be drilsgely by employee relat
expenses, costs associated with our continued @awelint efforts in our PUMA program for opioid-inédcconstipation with TD-1211, our
MARIN program for chronic pain with T®855, and costs associated with our earlier sthigieal programs and new drug discovery progr:
We have not provided program costs in detail beeatesdo not track, and have not tracked, all ofrtdészidual components (specifically the
internal cost components) of our research and dpwaent expenses on a program basis. We do notthensystems and processes in place to
accurately capture these costs on a program basis.

General and administrative

General and administrative (G&A) expenses, comptoéde same periods in 2010, were as follows:

Three months Ended Six months Ended
June 30, Change June 30, Change
(in millions, except percentages) 2011 2010 $ % 2011 2010 $ %
G&A expense: $ 7.2 % 7C $ 0.2 3% $ 144 $ 13t 0.6 7%

G&A expenses increased to $7.2 million in the seloguarter and to $14.4 million in the first six nlo of 2011, from the comparat
periods in 2010. Both of these increases were pifyrdue to higher employee related expenses.
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During the first quarter of 2011, we granted spdoiag-term retention and incentive equity awamgxecutive officers and certain
employees and special long-term retention and i@oash bonus awards to certain employees. Tétngeof these awards is tied to the
achievement of certain performance targets over-gear timeframe from 2011 through December 31,628nd continued employment, both
of which must be satisfied in order for the vestiogpccur. The maximum potential expense for G&8ogsated with this program is $25.6
million related to stock-compensation expense ahd #illion related to cash bonus expense, whichld/be recognized in increments based
on achievement of the performance conditions. Aluoie 30, 2011, we determined that the achieveofahe requisite performance conditic
was not probable, and as a result, no compensatipense has been recognized. Management beliexékdlihood of achieving all of the
performance targets is remote.

We anticipate G&A expenses for the remaining quarnbé 2011 to be at similar quarterly levels to fingt half of the year.
Interest income

Interest income, compared to the same periods10,20as as follows:

Three months Ended Six months Ended
June 30, Change June 30, Change
(in millions, except percentages 2011 2010 $ % 2011 2010 $ %
Interest incom $ 01 $ 01 $ — —%$ 02 $ 02 $ 01 5C%

Interest income remained relatively flat at $0.1lion in the second quarter and $0.3 million in flist six months of 2011, from the
comparable period in 2010.

We expect interest income to fluctuate in the feitdwe to changes in average cash equivalents arkétalale securities balances and
changes in market interest rates.

Interest expense

Interest expense, compared to the same periodylid, 2vas as follows:

Three months Ended Six months Ended
June 30, Change June 30, Change
(in millions, except percentages) 2011 2010 $ % 2011 2010 $ %
Interest expens $ 15 $ 15 % — —%$ 3C $ 3C $ — —%

Interest expense is primarily comprised of inteeegtense and amortization of debt issuance casts dur convertible subordinated
notes issued in January 2008.

LIQUIDITY AND CAPITAL RESOURCES
Liquidity

Since our inception, we have financed our operatmmarily through private placements and pubfferings of equity and debt
securities and payments received under corpordishooation arrangements. As of June 30, 2011, ace$283.9 million in cash, cash
equivalents and marketable securities, excluding &0llion in restricted cash that was pledged@kateral for certain of our leases.

We expect to incur substantial expenses as wertgntiur discovery and development efforts; pamidylto the extent we advance
our product candidates into clinical studies, whicé very expensive. We believe that our cash, egalvalents and marketable securities will
be sufficient to meet our anticipated operatingdsder at least the next twelve months based uparist operating plans, milestone and
royalty forecasts and spending assumptions. Itament operating plans, milestone and royaltydasts or spending assumptions change, we
may require additional funding sooner in the forhpwoblic or private equity offerings or debt finamgs. Furthermore, if in our view favorable
financing opportunities arise, we may seek additidnnding at any time. However, future financingymot be available in amounts or on
terms acceptable to us, if at all. This could leasevithout adequate financial resources to fundoperations as presently conducted. In
addition, we regularly explore debt restructurimgl/@r reduction alternatives, including throughdenoffers, redemptions, repurchases or
otherwise, all consistent with the terms of ourtdeiyreements.
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Cash Flows

Cash flows, compared to the same period in 2016 &g follows:

Six Months Ended

June 30,
(in millions) 2011 2010
Net cash used in operating activit $ 437 $ (40.9
Net cash used in investing activiti $ (50.5) $ (33.5)
Net cash provided by financing activiti $ 214  $ 96.5

Cash used in operations increased $2.8 millionHersix months ended June 30, 2011, compared twaiihe period in 2010, primarily
due to higher uses of cash for operating liabditie

Cash used in investing activities increased $17lmfor the six months ended June 30, 2011, carad to the same period in 2010,
primarily resulting from higher cash balances beémgsted in shorterm investments during the first six months of P0dompared to the sat
period in 2010.

Cash provided by financing activities decreased B#illion for the six months ended June 30, 2@hinpared to the same period in
2010, primarily due to net proceeds of $93.5 millieceived from our public offering of common stdbkt closed in March 2010, partially
offset by proceeds of $10.3 million received froor private placements with GSK during the six maerghded June 30, 2011.

Off Balance-Sheet Arrangements

We lease various real properties under an opertgagge that generally requires us to pay taxesrange, maintenance, and minimum
lease payments. This lease has options to renew.

We have not entered into any off-balance sheehéigharrangements and have not established amgtsted finance or special
purpose entities. We have not guaranteed any delotsmmitments of other entities or entered intp aptions on non-financial assets.

Contractual Obligations and Commercial Commitments

During the first six months of 2011, there haverbee significant changes in our payments due uodetractual obligations, as
disclosed in our Annual Report on Form 10-K for ytear ended December 31, 2010.

We indemnify our officers and directors for certairents or occurrences, subject to certain lilits.may be subject to contingencies
that may arise from matters such as product liglglaims, legal proceedings, shareholder suitstardnatters, as such, we are unable to
estimate the potential exposure related to thegenimification agreements. We have not recognizgdiabilities relating to these agreements
as of June 30, 2011.

Pursuant to our LABA collaboration with GSK, in theent that a LABA product candidate discovered8K is successfully
developed and commercialized, we will be obligatethake milestone payments to GSK which could tasainuch as $220.0 million if both a
single-agent and a combination product or two déffic combination products are launched in multiptons of the world. The current lead
LABA, VI, was discovered by GSK. If the resultstbké Phase 3 studies with RELOVAIR™ are positivppgtion of these potential milestone
payments could be payable to GSK within the nextyears. We have not recognized any liabilitieatie to these agreements as of June 30,
2011.

RECENT ACCOUNTING UPDATES

In June 2011, the Financial Accounting Standardsr89FASB) issued Accounting Standards Update (ASt)2011-05,
“Presentation of Comprehensive Income” an updatctmunting Standards Codification (ASC) Topic 220pmprehensive Income”. The
amendments of this update require that all nonowhanges in stockholders’ equity be presented reithe single continuous statement of
comprehensive income or in two separate but cotisecstatements. This update is to be applied aetreely and is effective for financial
statements issued for fiscal years, and interinodsiwithin those years, beginning after Decemie2011, and interim and annual periods
thereafter. This update will be effective for usuary 1, 2012. We do not expect the adoption afdliidance to have a material impact on our
condensed consolidated financial statements.

In April 2010, the FASB issued ASU No. 2010-17, V8aue Recognition—Milestone Method” an update t&€CARpic 605,
“Revenue Recognition”. The amendments of this upgabvide guidance on defining the milestone andrdgning when the use of the
milestone method of revenue recognition for redearnd development transactions is appropriateoltiges criteria for evaluating if the
milestone is substantive and clarifies that a vewwdo recognize consideration that is contingenugchievement of a milestone as revenue in
the period in which the milestone is achievedh& milestone meets all the criteria to be consitlere
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substantive. The guidance became effective on sppative basis in fiscal years beginning on orrdftme 15, 2010 and early adoption was
permitted. We elected to adopt the milestone mettisdvenue recognition on a prospective basiséffe January 1, 2011. The election of the
milestone method did not have a material impaauncondensed consolidated financial statementaeier, the election will result in
different accounting treatment for future substantnilestones earned after the date of this adeplion-substantive milestones will continue
to be recognized over the remaining performanceger

In October 2009, the FASB issued ASU No. 2009-RxVenue Recognition - Multiple-Deliverable ReveAumngements—a
consensus of the FASB Emerging Issues Task Foacelipdate to ASC Topic 605, “Revenue Recognitidhhe amendments of this update
require companies to allocate the overall constamrdo each deliverable by using a best estimbtbeoselling price of individual deliverables
in the arrangement in the absence of vendor spaddifective evidence or other third party evideotthe selling price. The guidance became
effective on a prospective basis in fiscal yeagifo@ng on or after June 15, 2010 and early adoptias permitted. Companies may elect to
adopt this guidance prospectively for all reventrarggements entered into or materially modifiegratithe date of adoption or retrospectively
for all periods presented. We elected to adoptupdate on a prospective basis effective Janua2@11. The adoption of this update did not
have a material impact on our condensed consotidatancial statements. However, the election nesylt in different accounting treatment
for future collaboration arrangements than the acting treatment applied to previous and existiopboration arrangements.

Item 3. Quantitative and Qualitative Disclosure abat Market Risk

During the first six months of 2011, there haverbee significant changes in our market risk or reaw market risk is managed, as
disclosed in our Annual Report on Form 10-K for ylear ended December 31, 2010.

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

We conducted an evaluation as of June 30, 201%ruhd supervision and with the participation of management, including our
Chief Executive Officer and Chief Financial Officef the effectiveness of the design and operaifasur disclosure controls and procedures,
which are defined under SEC rules as controls dimer @rocedures of a company that are designedstare that information required to be
disclosed by a company in the reports that it fileder the Securities Exchange Act of 1934 (Exckahg) is recorded, processed, summar
and reported within required time periods. Baseghupat evaluation, our Chief Executive Officer &tdef Financial Officer concluded that,
as of such date, our disclosure controls and prgesdvere effective.

Limitations on the Effectiveness of Contr

Our management, including our Chief Executive @ifiand Chief Financial Officer, does not expect tha disclosure controls and
procedures or our internal control over financegarting will prevent all error and all fraud. Artool system, no matter how well conceived
and operated, can provide only reasonable, notales@assurance that the objectives of the cosyrslem are met. Further, the design of a
control system must reflect the fact that thereraseurce constraints, and the benefit of contralst be considered relative to their costs.
Because of the inherent limitations in all consgétems, no evaluation of controls can provide laibs@ssurance that all control issues and
instances of fraud, if any, within Theravance hbgen detected. Also, projections of any evaluabioeffectiveness to future periods are
subject to the risk that controls may become inadtgibecause of changes in conditions, or thaddlyeee of compliance with the policies or
procedures may deteriorate.

Changes in Internal Control over Financial Repogtin

There was no change in our internal control ovwgairicial reporting (as defined in Rule 13a-15(f)tef Exchange Act) identified in
connection with the evaluation required by paragr@}) of Rule 13a-15 of the Exchange Act, whichuwyoed during our most recent fiscal
quarter which has materially affected, or is reabbnlikely to materially affect, our internal coat over financial reporting.
PART Il. OTHER INFORMATION
Item 1A. Risk Factors

In addition to the other information in this QualyeReport on Form 10-Q, the following risk factaisould be considered carefully in
evaluating our business and us.
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Risks Related to our Business

If the RELOVAIR™ Phase 3 program in asthma or chramobstructive pulmonary disease (COPD) does nahdastrate safety an
efficacy, the RELOVAIR™ program will be significaht delayed or terminated, our business will be hardy and the price of our securities
could fall.

The RELOVAIR™ Phase 3 registrational program forRBDcommenced in October 2009, the RELOVAIR™ PhasegZtrational
program for asthma commenced in March 2010 an@®REIeOVAIR™ Phase 3b program for COPD commenced torir@y 2011. Any adver:
developments or results or perceived adverse dewelots or results with respect to the RELOVAIR ™guean will significantly harm our
business and could cause the price of our seautdiéall. Examples of such adverse developmemtsidie, but are not limited to:

« the U.S. Food and Drug Administration (FDA) determg that additional clinical studies are requivéth respect to the Phase 3
program in asthma or COPD;

e inability to gain, or delay in gaining, regulatapproval for the new delivery device used in thegpam;

«  safety or other concerns arising from ongoing pnézal! or clinical studies in this program, incladi without limitation, the
COPD outcomes study initiated in February 2011;

« safety or other concerns arising from the longragcthuscarinic antagonist (LAMA)/long-acting betagoaist (LABA) Phase 3
program having to do with the LABA vilanterol, ot,\vhich is also a component of RELOVAIR™;

« the Phase 3 program in asthma or COPD raisingysefetcerns or not demonstrating efficacy; or

« any change in FDA policy or guidance regardingube of LABAS to treat asthma.

On February 18, 2010, the FDA announced that LABW#suld not be used alone in the treatment of astimdawill require
manufacturers to include this warning in the prddalbels of these drugs, along with taking othepstto reduce the overall use of these
medicines. The FDA will now require that the prodiabels for LABA medicines reflect, among otheints, that the use of LABAs is
contraindicated without the use of an asthma ctlatrmedication such as an inhaled corticosteridi LABAs should only be used long-term
in patients whose asthma cannot be adequatelyatieation asthnma controller medications, and thaBBA should be used for the shortest
duration of time required to achieve control ohasa symptoms and discontinued, if possible, onttenas control is achieved. In addition, on
March 10 and 11, 2010, the FDA held an Advisory @utiee to discuss the design of medical researdfies (known as “clinical trial
design”) to evaluate serious asthma outcomes (@sittospitalizations, a procedure using a breatiuing known as intubation, or death) with
the use of LABAs in the treatment of asthma in tgjuldolescents, and children. Further, in Aprl2dhe FDA announced that to further
evaluate the safety of LABAs, it is requiring thamufacturers of currently marketed LABAs to condanttiitional randomized, double-blind,
controlled clinical trials comparing the additiohLdABAs to inhaled corticosteroids versus inhaledticosteroids alone. These post-marketing
studies are to begin in 2011 with results expeirt2D17. It is unknown at this time what, if anjfeet these or future FDA actions will have
the development of RELOVAIR™. The current uncettairegarding the FDA'’s position on LABAs for the#tment of asthma and the lack of
consensus expressed at the March 2010 Advisory Gb@enmay result in increased time and cost ofastema clinical trials in the United
States for RELOVAIR™ and increase the overall ofkhe RELOVAIR™ asthma program in the United State

If the ‘719/VI Phase 3 program for the treatment of COPDek not demonstrate safety and efficacy, the ‘719kbgram will be
significantly delayed or terminated, our busines#lbe harmed, and the price of our securities caufall.

The ‘719/VI Phase 3 program with the combinatiothef LABA, VI, and the LAMA GSK573719, or ‘719, fohe treatment of COPD
commenced in February 2011. Any adverse develosranesults or perceived adverse developmenssoitts with respect to the ‘719/VI

program will significantly harm our business andildocause the price of our securities to fall. Epéen of such adverse developments include,
but are not limited to:

« the FDA determining that additional clinical stuslere required with respect to the Phase 3 prograd®PD;
< inability to gain, or delay in gaining, regulatapproval for the new delivery device used in thegpam;
«  safety or other concerns arising from ongoing pnél or clinical studies in this program;

« safety or other concerns arising from the RELOVAIRPWase 3 program having to do with the LABA, VI ighhis also a
component of ‘719/VI;
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» the Phase 3 program in COPD raising safety conaarnst demonstrating efficacy; or
e any change in FDA policy or guidance regardingube of LABAs combined with a LAMA to treat COPD.

If the MABA program for the treatment of COPD doemt demonstrate safety and efficacy, the MABA pragr will be significantly delaye:
or terminated, our business will be harmed, and thece of our securities could fall.

The lead compound, GSK961081 (‘081), in the bifiowal muscarinic antagonist-beta agonist (MABA)gnam with GSK is
currently being evaluated in a Phase 2b study andh@er of non-clinical studies. Any adverse depelents or results or perceived adverse
developments or results with respect to these asudlill harm our business and could cause the pficair securities to fall. Examples of such
adverse developments include, but are not limibed t

« the FDA determining that any of these studies dademonstrate adequate safety or efficacy, oratiditional non-clinical or
earlier stage clinical studies are required witpeet to the MABA program;

< inability to gain, or delay in gaining, regulatapproval for the new delivery device used in thegpam;
« safety or other concerns arising from ongoing niimieal studies in this program;

» the Phase 2b clinical study raising safety concernmst demonstrating efficacy; or

« any change in FDA policy or guidance regardingube of MABAs to treat COPD.

If telavancin is not approved in additional counes and for additional indications, our business Ilille adversely affected and the price
our securities could fall.

On October 28, 2009, Astellas Pharma Europe B.gubsidiary of our telavancin partner, Astellasrpfeainc. (Astellas), announced
that it submitted a new European Marketing Authettitm Application (MAA) for telavancin to the Euregn Medicines Agency for the
treatment of complicated skin and soft tissue itides (cSSTI) and nosocomial pneumonia (NP). On B@y2011 we announced that the
CHMP adopted a positive opinion, recommending ttaating of marketing authorization for telavanain the treatment of adults with NP
including ventilator-associated pneumonia, knowsuspected to be caused by MRSA. The CHMP alsairbt telavancin should be used
only in situations where it is known or suspecteat bther treatment alternatives are not suitdblaotwithstanding this positive opinion, the
European Medicines Agency does not approve the NBXAP, requires data from additional clinical sesdregarding telavancin, or if
telavancin is ultimately approved by the Europeadiines Agency for NP but with restrictions, irgilug labeling that may further limit the
targeted patient population, our business will amted and the price of our securities could fale THMP did not recommend that telavancin
be approved for the treatment of cSSTI.

Our first New Drug Application (NDA), for VIBATIV®(telavancin) for the treatment of complicated skivd skin structure infections
(cSSSI) caused by susceptible Gram-positive bacteradult patients, was approved by the FDA int&aper 2009. In January 2009, we
submitted a second telavancin NDA to the FDA fa NP indication based on data from our two Phade®al studies referred to as the
ATTAIN studies. During the fourth quarter of 201®tFDA issued new draft guidance for antibacteliaical trial design for the treatment of
NP with a focus on mortality as the primary effigandpoint. The ATTAIN studies, which were conducpairsuant to the-current draft FDA
guidelines and completed prior to the issuancéisfriew draft guidance, used clinical respons@éaptimary efficacy endpoint. In late 2010,
we received a Complete Response Letter from the Fidigating that the ATTAIN studies do not meet tleav draft guidance and that
additional clinical studies will be required formpval. We do not plan to conduct additional cladistudies for NP, but we do intend to
continue to engage with FDA concerning the NP NDéck of FDA approval for use of telavancin to trdd has adversely affected and will
continue to adversely affect commercializationha$ imedicine in the United States.

If any product candidates, in particular those img respiratory program with GSK, are determinedide unsafe or ineffective in human:
our business will be adversely affected and thecprof our securities could fall.

Although our first approved product, VIBATIV®, wasmmercially launched in the U.S. by our partnetefas in November 2009,
we have not yet commercialized any of our othedpob candidates. We are uncertain whether any obther product candidates will prove
effective and safe in humans or meet applicablalatgry standards. In addition, our approach tdyapg our expertise in multivalency to drug
discovery may not result in the creation of sucteéssedicines. The risk of failure for our produandidates is high. For example, in late 2!
we discontinued our overactive bladder program dapen the results of our Phase 1 studies with comg TD-6301, and GSK discontinued
development of TD-5742, the first LAMA compoundditsed from us, after completing a single-dose Phasaedy. The data supporting our
drug discovery and development programs is derived
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solely from laboratory experiments, preclinicaldias and clinical studies. A number of other compisuremain in the lead identification, lead
optimization, preclinical testing or early clinidaisting stages.

Several well-publicized Complete Response letesged by the FDA and safety-related product withets, suspensions, post-
approval labeling revisions to include boxed wagsiand changes in approved indications over thddasyears, as well as growing public
governmental scrutiny of safety issues, have cdeateincreasingly conservative regulatory environtn€he implementation of new laws and
regulations, and revisions to FDA clinical trialsitn guidance, have increased uncertainty regattim@pprovability of a new drug. Further,
there are additional requirements for approvalef nirugs, including advisory committee meetingsniew chemical entities, and formal risk
evaluation and mitigation strategy (REMS) at theAFXiscretion. These new laws, regulations, adddl requirements and changes in
interpretation could cause non-approval or furthedays in the FDA'’s review and approval of our prodcandidates.

With regard to all of our programs, any delay in gonencing or completing clinical studies for producandidates and any adverse results

from clinical or preclinical studies or regulatorpbstacles product candidates may face, would haum lousiness and could cause the pri
of our securities to fall.

Each of our product candidates must undergo extemsiclinical and clinical studies as a conditiomegulatory approval. Preclinical
and clinical studies are expensive, take many yeacemplete and study results may lead to delasriher studies or decisions to terminate
programs. For example, we had planned to commérecBhiase 2b clinical study in our MABA program wW&BSK in 2009, but the program
was delayed until late 2010.

The commencement and completion of clinical stutbhesur product candidates may be delayed andranog may be terminated due
to many factors, including, but not limited to:

« lack of effectiveness of product candidates dudligjcal studies;

e adverse events, safety issues or side effectsngliat the product candidates or their formulaiimio medicines;

* inability to raise additional capital in sufficieamounts to continue our development programs, twéie very expensive;
« the need to sequence clinical studies as opposashtiucting them concomitantly in order to consergources;

e ourinability to enter into partnering arrangemenetgting to the development and commercializatibaur programs and product
candidates;

< ourinability or the inability of our collaboratoos licensees to manufacture or obtain from thidips materials sufficient for u
in preclinical and clinical studies;

» governmental or regulatory delays and changesgualagory requirements, policy and guidelines;

« failure of our partners to advance our product @hatds through clinical development;

« delays in patient enroliment and variability in tih@nber and types of patients available for clingtadies;
«  difficulty in maintaining contact with patients afttreatment, resulting in incomplete data;

e varying interpretations of data by the FDA and &amioreign regulatory agencies; and

« aregional disturbance where we or our collaboegpiartners are enrolling patients in our clinicell$, such as a pandemic,
terrorist activities or war, political unrest onatural disaster.

If our product candidates that we develop on ourmwar through collaborative partners are not appravéy regulatory agencies, includin
the FDA, we will be unable to commercialize them.

The FDA must approve any new medicine before itmmmarketed and sold in the United States. We proside the FDA and
similar foreign regulatory authorities with datarfr preclinical and clinical studies that demonsttatat our product candidates are safe and
effective for a defined indication before they denapproved for commercial distribution. We will mitain this approval for a product
candidate unless and until the FDA approves a NO& processes by which regulatory approvals arairodd
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from the FDA to market and sell a new product ammglex, require a number of years and involve ttpeaditure of substantial resources. In
order to market our medicines in foreign jurisdios, we must obtain separate regulatory appromadgadh country. The approval procedure
varies among countries and can involve additiogsting, and the time required to obtain approval ditfer from that required to obtain FDA
approval. Approval by the FDA does not ensure aygdrby regulatory authorities in other countriesd approval by one foreign regulatory
authority does not ensure approval by regulatothiaities in other foreign countries or by the FOZonversely, failure to obtain approval in
one or more jurisdictions may make approval in ojhesdictions more difficult.

Clinical studies involving our product candidateaymeveal that those candidates are ineffectiferior to existing approved
medicines, unacceptably toxic, or that they hateotinacceptable side effects. In addition, theltesf preclinical studies do not necessarily
predict clinical success, and larger and laterestdigical studies may not produce the same reasltsarlier-stage clinical studies.

Frequently, product candidates that have shown isingresults in early preclinical or clinical sted have subsequently suffered
significant setbacks or failed in later clinicali@dies. In addition, clinical studies of potentiabgucts often reveal that it is not possible or
practical to continue development efforts for thpemduct candidates. If our clinical studies arassantially delayed or fail to prove the safety
and effectiveness of our product candidates in ldpweent, we may not receive regulatory approvarof of these product candidates and our
business and financial condition will be materidigrmed and the price of our securities may fall.

VIBATIV ® may not be accepted by physicians, patients, tipiadty payors, or the medical community in general.

The commercial success of VIBATIV® depends uporadseptance by physicians, patients, third paryprsand the medical
community in general. We cannot be sure that VIB&®Iwill be accepted by these parties. VIBATIV® coetes with vancomycin, a
relatively inexpensive generic drug that is mantufeed by a variety of companies, and a number wfieg) antibacterials manufactured and
marketed by major pharmaceutical companies andsithad may compete against new antibacterialsatieatot yet on the market. Even if the
medical community accepts that VIBATIV® is safe afficacious for its indicated use, physicians roagose to restrict the use of
VIBATIV®. If we and our partner, Astellas, are ualbo demonstrate to physicians that, based onrexpe, clinical data, side-effect profiles
and other factors, VIBATIV® is preferable to vancgein and other antibacterial drugs, we may neveegete meaningful revenue from
VIBATIV® which could cause the price of our secig# to fall. The degree of market acceptance of AMB/® depends on a number of
factors, including, but not limited to:

« the demonstration of the clinical efficacy and safd# VIBATIV®;

» the experiences of physicians, patients and payithsthe use of VIBATIV® in the U.S;

«  whether or not VIBATIV® is approved by regulatorythorities in Europe or other jurisdictions;

« the advantages and disadvantages of VIBATIV® comgao alternative therapies;

«  potential negative perceptions of physicians rel&eour inability to obtain FDA approval of our NNDA,;
e our and Astellas’ ability to educate the medicahoounity about the safety and effectiveness of VIBA®,
« the reimbursement policies of government and thady payors; and

« the market price of VIBATIV® relative to competitigerapies.

Our telavancin collaboration partner relies on argjle manufacturer for product supply, as we do famumber of our product candidates,
and our business will be harmed if these manufaaus are not able to satisfy demand and alternatheeirces are not available.

All manufacture of telavancin active pharmaceutingtedient (API) and drug product is now our cbtieation partner’s
responsibility. For the foreseeable future, we@pdte that our collaboration partner may rely aingle source of supply of telavancin API
and a single source of supply of telavancin druglpct. If, for any reason, these third partieswarable or unwilling to perform, or if their
performance does not meet regulatory requiremardisiding maintaining current good manufacturinggtice (cGMP) compliance, our
collaboration partner may not be able to locatera#itive manufacturers, enter into favorable agesgsnwith them or obtain sufficient
guantities of APl and drug product in a timely manrAny inability to acquire sufficient quantitie$
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API and drug product in a timely manner from cutr@nfuture sources could adversely affect the cenamlization of telavancin and could
cause the price of our securities to fall.

During an inspection of our collaboration partnextgplier for telavancin drug product in the finsif of 2011, the FDA noted
deficiencies, not specifically related to the mamtifire of telavancin drug product, with the supdieroduction and quality systems. We
believe, based on communications with our collatimngpartner, that the telavancin drug product nfactured to date by the supplier will not
be affected and will remain available for salehia United States. However, additional telavancirggiroduct will need to be manufactured to
meet longer-term United States demand as well asde from foreign countries where telavancin isnay be approved for use in the future.
We are unable to predict the amount of time it teike for the supplier and the FDA to resolve tlmm&Manufacturing Practice compliance
issues, during which time production could be dethyAlthough our collaboration partner may begim pihocess of identifying and qualifying
an alternative manufacturer for telavancin, thizcpss will likely take a significant amount of timethe current supplier is unable to
manufacture telavancin in sufficient quantitiesaotimely basis, and if our collaboration partneumsble to arrange for supplemental or
alternative commercial manufacture of telavanciradimely basis, the commercialization of telavangill be adversely affected, our business
will be harmed and the price of securities coulll fa

Telavancin is approved in Canada for the treatroBoESSI in adult patients, and in May 2011 the @ittee for Medicinal Products
for Human Use of the European Medicines Agency ttbp positive opinion, recommending the grantihgarket authorization for
telavancin for the treatment of adults with noso@dmpneumonia. The supplier has been inspectedtgjgn regulatory agencies, and certai
the supplier's manufacturing compliance issuesthtsy FDA are also of concern to Canada and EUaty authorities. If the supplier is not
able to resolve these matters, commercial introdnaif telavancin in Canada and/or in Europe cdddlelayed, which could harm our
business and cause the price of securities to fall.

We have limited in-house production capabilitiesgoe-clinical and early clinical study purposesd aepend primarily on a number
of third-party API and drug product manufactur&e may not have long-term agreements with these garties and our agreements with
these parties may be terminable at will by eithatypat any time. If, for any reason, these thiadtiges are unable or unwilling to perform, or if
their performance does not meet regulatory requéregs) we may not be able to locate alternative rfiaatwrers or enter into favorable
agreements with them. Any inability to acquire giéint quantities of API and drug product in a tijnmanner from these third parties could
delay clinical studies, prevent us from developiog product candidates in a cost-effective mannencaa timely basis. In addition,
manufacturers of our APl and drug product are suligethe FDA’'s cGMP regulations and similar foregtandards and we do not have control
over compliance with these regulations by our maciufrers.

Our manufacturing strategy presents the followidditional risks:

«  because of the complex nature of our compoundsyaumufacturers may not be able to successfully fiaatwre our APls and/or
drug products in a cost effective and/or timely mamand changing manufacturers for our APIs or gmaglucts could involve
lengthy technology transfer and validation actestfor the new manufacturer;

» the processes required to manufacture certaintofABls and drug products are specialized and availanly from a limited
number of third-party manufacturers;

* some of the manufacturing processes for our ARdisding products have not been scaled to quantigeded for continued
clinical studies or commercial sales, and delayscale-up to commercial quantities could delayicdihstudies, regulatory
submissions and commercialization of our produntaiates; and

«  because some of the third-party manufacturersogagéd outside of the U.S., there may be diffieslin importing our APIs and
drug products or their components into the U.S essult of, among other things, FDA import insfied, incomplete or
inaccurate import documentation or defective patigg

Even if our product candidates receive regulatorgmoval, as VIBATIM® has, commercialization of such products may bevaxsely
affected by regulatory actions and oversight.

Even if we receive regulatory approval for our prodcandidates, this approval may include limitagion the indicated uses for wh
we can market our medicines or the patient popriatiat may utilize our medicines, which may lithié market for our medicines or put us at
a competitive disadvantage relative to alternativgapies. For example, VIBATIV®'s labeling contsia boxed warning regarding the risks of
use of VIBATIV® during pregnancy. Products with lsakwarnings are subject to more restrictive adsiadiregulations than products without
such warnings. These restrictions could make itendifficult to market VIBATIV® effectively. Furthemow that VIBATIV® is approved, we
remain subject to continuing regulatory obligatiosisch as safety reporting requirements and additipost-marketing obligations, including
regulatory oversight of promotion and marketing.
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In addition, the manufacturing, labeling, packagiadverse event reporting, advertising, promotiach @ecordkeeping for the approy
product remain subject to extensive and ongoingleggry requirements. If we become aware of preslipunknown problems with an
approved product in the U.S. or overseas or atraonimanufacturers’ facilities, a regulatory agem@y impose restrictions on the product, the
contract manufacturers or on us, including reqgitis to reformulate the product, conduct additiatiaical studies, change the labeling of the
product, withdraw the product from the market ajuiee the contract manufacturer to implement charigéts facilities. For example, during
the first half of 2011, U.S. and foreign regulatagencies inspected the third party manufactuagrishthe sole supplier of telavancin drug
product for our collaboration partner and noteddiesficies, not specifically related to the manufiaetof telavancin drug product, with the
suppliers production and quality systems. We are unabpeedict the amount of time it will take for the glipr and the regulatory agencies
resolve the Good Manufacturing Practice complidssees and whether they may interrupt commerci@izaf telavancin in the U.S. and
Canada and, if telavancin is approved in Europydsommercialization in Europe. In addition, weymeperience a significant drop in the
sales of the product, our royalties on product meres and reputation in the marketplace may sudfet,we could face lawsuits.

We are also subject to regulation by regional ameti, state and local agencies, including the Diepant of Justice, the Federal Trade
Commission, the Office of Inspector General of th8. Department of Health and Human Services alner segulatory bodies with respect to
VIBATIV®, as well as governmental authorities irofe foreign countries in which any of our produtdidates are approved for
commercialization. The Federal Food, Drug, and GagrnAct, the Public Health Service Act and otretdral and state statutes and regula
govern to varying degrees the research, developmertufacturing and commercial activities relatiogprescription pharmaceutical products,
including preclinical and clinical testing, appréveroduction, labeling, sale, distribution, impaekport, post-market surveillance, advertising,
dissemination of information and promotion. If weamy third parties that provide these servicesifoare unable to comply, we may be sul
to regulatory or civil actions or penalties thatiitbsignificantly and adversely affect our busingssy failure to maintain regulatory approval
will limit our ability to commercialize our produceindidates, which would materially and adverséigchour business and financial condition,
which may cause our stock price to decline.

We have incurred operating losses in each year siotir inception and expect to continue to incur sihntial losses for the foreseeable
future.

We have been engaged in discovering and develauingounds and product candidates since mid-1997fiQtiapproved product,
VIBATIV®, was launched by our partner Astellas iretU.S. in November 2009, and to date we havevedenodest royalty revenues. From
the commercial launch through June 30, 2011, Asstettcorded VIBATIV® net sales of $18 million. Waxognize royalty revenue from
Astellas in the period the royalties are earne@tha@s net sales of VIBATIV@®y Astellas as reported to us by Astellas. We nmeyengenerat
sufficient revenue from the sale of medicines galties on sales by our partners to achieve phufitg. As of June 30, 2011, we had an
accumulated deficit of approximately $1.2 billion.

We expect to incur substantial expenses as werzgntiur drug discovery and development effortjqaarly to the extent we
advance our product candidates into and througiiceli studies, which are very expensive. As a tesaud expect to continue to incur
substantial losses for the foreseeable future. Welacertain when or if we will be able to achievesustain profitability. Failure to become i
remain profitable would adversely affect the pré@ur securities and our ability to raise capétatl continue operations.

If we fail to obtain the capital necessary to furmdir operations, we may be unable to develop ourduct candidates and we could be forc
to share our rights to commercialize our productradidates with third parties on terms that may na Eavorable to us.

We need large amounts of capital to support owwaneh and development efforts. If we are unabketure capital to fund our
operations we will not be able to continue our disry and development efforts and we might haventer into strategic collaborations that
could require us to share commercial rights tornadicines to a greater extent than we currentnitit Based on our current operating plans,
milestone and royalty forecasts and spending assonsp we believe that our cash and cash equivatamd marketable securities will be
sufficient to meet our anticipated operating ndedsit least the next twelve months. We are likelyequire additional capital to fund operat
needs thereafter. Though we have no current imtierd do so, if we were to conduct additional stgdb support the telavancin NP NDA and
we were required to fund such studies, our capialds could increase substantially. We intend moirtoe clinical development of the lead
compounds in our PUMA and MARIN programs. In JUl1 2 we initiated a Phase 2b study in our PUMA mogrand we anticipate initiating
an additional Phase 2b study for PUMA and additi®ase 1 studies and a Phase 2 study for MARINaM#&intend to conduct a number of
other preclinical and clinical studies in othergnams. In addition, under our LABA collaborationthvizSK, in the event that vilanterol (V1),
which is the current lead LABA product candidatehia RELOVAIR™ and LAMA/LABA (‘719/VI) programs and/hich was discovered by
GSK, is approved and launched in multiple regionthe world as both a single agent and a combingiroduct or two different combination
products, we will be obligated to pay GSK milest@agments that could total as much as $220.0 mibiod we would not be
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entitled to receive any further milestone paymémts GSK. Future financing to meet our capital reethy not be available in sufficient
amounts or on terms acceptable to us, if at akrEf/we are able to raise additional capital, sficancing may result in significant dilution to
existing security holders. If we are unable toeadditional capital in sufficient amounts or orte acceptable to us, we may have to make
additional reductions in our workforce and may bevpnted from continuing our discovery and develephefforts and exploiting other
corporate opportunities. This could harm our bussnerospects and financial condition and causeribie of our securities to fall.

If our partners do not satisfy their obligations wer our agreements with them, or if they terminadar partnership with them, we will b
unable to develop our partnered product candidasessplanned.

We entered into our LABA collaboration agreementtw@ SK in November 2002, our strategic allianceeagrent with GSK in
March 2004, and our telavancin development and cerialization agreement with Astellas in Novemb@92. In connection with these
agreements, we have granted to these partiesrcedhts regarding the use of our patents and tdolgy with respect to compounds in our
development programs, including development andketeng rights. Under our GSK agreements, GSK hlisdaponsibility for development
and commercialization of any product candidateb@nRELOVAIR™, LAMA/LABA (‘719/VI1) and MABA prograns. Any future milestone
payments or royalties to us from these programisdeppend on the extent to which GSK advances tbdymt candidate through development
and commercial launch. In connection with our Ie@ndevelopment and commercialization agreemehtAstellas, Astellas is responsible for
the commercialization of VIBATIV® and any royaltiés us from net sales of VIBATIV® will depend updéstellas’ ability to commercialize
the medicine.

Our partners might not fulfill all of their obligahs under these agreements, and, in certain cgtanoes, they may terminate our
partnership with them. In either event, we may balle to assume the development and commercializafithe product candidates covered
by the agreements or enter into alternative arnaeges with a third party to develop and commermgiuch product candidates. In addition,
with the exception of product candidates in our lAA&bllaboration, our partners generally are notrieted from developing and
commercializing their own products and product édaies that compete with those licensed from ua.pgértner elected to promote its own
products and product candidates in preferencedsetlicensed from us, future payments to us coelceuced and our business and financial
condition would be materially and adversely affdctéccordingly, our ability to receive any reverfuem the product candidates covered by
these agreements is dependent on the efforts @iatttieer. We could also become involved in disputiéls a partner, which could lead to
delays in or termination of our development and emrtialization programs and time-consuming and esipe litigation or arbitration.

If a partner terminates or breaches its agreemvttisus, or otherwise fails to complete its obligas in a timely manner, the chances
of successfully developing or commercializing prodeandidates under the collaboration could be rizdifeand adversely affected. For
example, under the terms of our telavancin licedseglopment and commercialization agreement, ksstélas the right to terminate the
agreement since VIBATIV® was not approved by Decen8i, 2008. If Astellas chooses to terminate tire@ment, the further
commercialization of VIBATIV® would be delayed, ohusiness could be harmed and the price of ourisiesucould fall.

In addition, while our strategic alliance with GSKts forth preagreed upfront payments, development obligationigstone paymen
and royalty rates under which GSK may obtain exetigghts to develop and commercialize certainwf product candidates, GSK may in
future seek to negotiate more favorable terms progect-by-project basis. To date, GSK has licerm@d.AMA program and our MABA
program under the terms of the strategic alliargreement and has chosen not to license our argiti@lctanesthesia, 5-Hi  and PuUMA
programs. In February 2009, GSK returned the LAMB&gpam to us because the formulation of the leadyet candidate was incompatible
with GSK’s proprietary inhaler device. There camioeassurance that GSK will license any other dgrmaknt program under the terms of the
strategic alliance agreement, or at all. GSK’wufa&ilto license our development programs, or itsrnedf programs to us, could adversely affect
the perceived prospects of the product candidatdsare the subject of these development prognatrish could negatively affect both our
ability to enter into collaborations for these puoticandidates with third parties and the pricewfsecurities.

Our relationship with GSK may have a negative effea our ability to enter into relationships witthtrd parties.

As of July 27, 2011, GSK beneficially owned appmately 18.4% of our outstanding capital stock. Ban$ to our strategic alliance
with GSK, GSK has the right to license exclusivealepment and commercialization rights to our paidiandidates arising from (i) our AT1
Receptor-Neprilysin Inhibitor (ARNI) program forrchovascular disease and (ii) our MonoAmine Reugtihibitor (MARIN) program for
chronic pain. Because GSK is not required to dewaidether to license each development program aftél we have taken the lead compound
in the program through a successful Phase 2 prisobcept study, we may be unable to collaboratk wiher partners with respect to these
programs until we have expended substantial ressumadvance them through clinical studies. We nuyhave sufficient funds to pursue
such programs in the event GSK does not licenga titean early stage. Pharmaceutical companies titherGSK that may be interested in
developing products with us may be less inclinedd®o
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because of our relationship with GSK, or becausb®perception that development programs that @& not license, or returns to us,
pursuant to our strategic alliance agreement arpnoonising programs. If our ability to work withigsent or future strategic partners or
collaborators is adversely affected as a resuduofstrategic alliance with GSK, our business peotpmay be limited and our financial
condition may be adversely affected which couldsesatine price of our securities to fall.

If we are unable to enter into futurcollaboration arrangements or if any such collabdians with third parties are unsuccessful, we wilé
unable to fully develop and commercialize our praricandidates and our business will be adverselgetied.

We have active collaborations with GSK for the RBIAR™, LAMA/LABA (‘719/VI) and MABA programs and wih Astellas for
VIBATIV®, and we have licensed our anesthesia compound taZgteca AB (AstraZeneca). Additional collaboragiavill be needed to fur
later-stage development of our product candidé&tashave not been licensed to a collaborator, amdinmercialize these product candidates if
approved by the necessary regulatory agencies. &ach-5108, our lead compound in the 5-HT progrdm-1792, our investigational
antibiotic, and TD-1211, the lead compound in ouMA program for opioid-induced constipation, hasassfully completed a Phase 2 proof-
of-concept study, and TD-4208, our LAMA compoundtt®SK returned to us in February 2009 under tired®f the strategic alliance
agreement, has completed a singdse Phase 1 study. We currently intend to seed plairties with which to pursue collaboration agament:
for the development and commercialization of them@pounds. Collaborations with third parties regagdhese programs or our other
programs may require us to relinquish materialtggimcluding revenue from commercialization of ougdicines, on terms that are less
attractive than our current arrangements or toraesuaterial ongoing development obligations thatweeald have to fund. These collaborat
arrangements are complex and time-consuming totiaégoand if we are unable to reach agreementsthiitd-party collaborators, we may fi
to meet our business objectives and our finanaatlition may be adversely affected. We face sigaift competition in seeking third-party
collaborators, especially in the current unceregianomy, which is driving many biotechnology anopiarmaceutical companies to seek to
sell or license their assets. We may be unablimtbthiird parties to pursue product collaborationsa timely basis or on acceptable terms.
Furthermore, for any collaboration, we may not bke @o control the amount of time and resourcesdhapartners devote to our product
candidates and our partners may choose to puriraative products. Our inability to successfulbliaborate with third parties would increase
our development costs and would limit the likelitlaaf successful commercialization of our productdidates which may cause our stock
price to decline.

We depend on third parties in the conduct of oumgtal studies for our product candidates.

We depend on independent clinical investigatorefraat research organizations and other third-psetyice providers in the conduct
of our preclinical and clinical studies for our gt candidates. We rely heavily on these partiegXecution of our preclinical and clinical
studies, and control only certain aspects of thefiivities. Nevertheless, we are responsible fsugng that our clinical studies are conducte
accordance with good clinical practices (GCPs)@thér regulations as required by the FDA and fareggulatory agencies, and the applici
protocol. Failure by these parties to comply wiiplecable regulations, GCPs and protocols in cotidgctudies of our product candidates can
result in a delay in our development programs ar-approval of our product candidates by regulatarghorities.

The FDA enforces good clinical practices and othgulations through periodic inspections of trigbssors, clinical research
organizations (CROSs), principal investigators amal sites. For example, in connection with the Freview of our telavancin NDAs, the
FDA conducted inspections of Theravance and cedfaur study sites, clinical investigators and GR®we or any of the third parties on
which we have relied to conduct our clinical stsdiee determined to have failed to comply with GGRe study protocol or applicable
regulations, the clinical data generated in oudissimay be deemed unreliable. This could resuibimapproval of our product candidates by
the FDA, or we or the FDA may decide to conductitioital audits or require additional clinical staedj which would delay our development
programs, could result in significant additionastsoand could cause the price of our securitiéslito

We face substantial competition from companies wittore resources and experience than we have, wiity result in others discovering,
developing, receiving approval for or commercialigi products before or more successfully than we do.

Our ability to succeed in the future depends onatuility to demonstrate and maintain a competitideantage with respect to our
approach to the discovery and development of meelciOur objective is to discover, develop and cencialize new small molecule
medicines with superior efficacy, convenience, ralhdity and/or safety. We expect that any medisitteat we commercialize with our
collaborative partners will compete with existingfeture market-leading medicines.

Many of our potential competitors have substantigteater financial, technical and personnel resesithan we have. In addition,
many of these competitors have significantly gnreetenmercial infrastructures than we have. Ourityttib compete successfully will depend
largely on our ability to leverage our experienteliug discovery and development to:
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» discover and develop medicines that are superiotiter products in the market;
e attract and retain qualified personnel;
e obtain patent and/or other proprietary protectiandur medicines and technologies;
e obtain required regulatory approvals; and
« successfully collaborate with pharmaceutical congsim the discovery, development and commerciadinaof new medicines.

Established pharmaceutical companies may investiljga quickly discover and develop or in-licensevel compounds that could
make our product candidates obsolete. Accordirmly competitors may succeed in obtaining paterteption, receiving FDA approval or
discovering, developing and commercializing medisibefore we do. Other companies are engaged gtigbevery of medicines that would
compete with the product candidates that we areldping.

Any new medicine that competes with a generic oppetary market leading medicine must demonstatepelling advantages in
efficacy, convenience, tolerability and/or safetyorder to overcome severe price competition ancolnemercially successful. VIBATIV®
must demonstrate these advantages, as it compighegamcomycin, a relatively inexpensive generiggithat is manufactured by a number of
companies, and a number of existing antibacterigysimarketed by major and other pharmaceuticapemies. If we are not able to compete
effectively against our current and future compesit our business will not grow, our financial citiwth and operations will suffer and the pr
of our securities could fall.

As the principles of multivalency become more wydahown, we expect to face increasing competitimmf companies and other
organizations that pursue the same or similar ambres. Novel therapies, such as gene therapyemtie# vaccines for infectious diseases,
emerge that will make both conventional and mulémémedicine discovery efforts obsolete or lesngetitive.

We have no experience selling or distributing prads and no internal capability to do so.

Generally, our strategy is to engage pharmaceuticather healthcare companies with an existingssahd marketing organization
and distribution system to market, sell and distigbour products. We may not be able to estalitisbe sales and distribution relationships on
acceptable terms, or at all. If we receive regulagpproval to commence commercial sales of arguofproduct candidates that are not
covered by our current agreements with GSK, AdallaAstraZeneca, we will need a partner in orderammercialize such products unless
establish a sales and marketing organization vgfit@priate technical expertise and supporting ihistion capability. At present, we have no
sales personnel and a limited number of marketarggnnel. Factors that may inhibit our efforts démenercialize our products without
strategic partners or licensees include:

e our unproven ability to recruit and retain adequatmbers of effective sales and marketing persennel
« the unproven ability of sales personnel to obtaireas to or persuade adequate numbers of phystoigmsscribe our products;

» the lack of complementary products to be offereddigs personnel, which may put us at a competlisedvantage relative to
companies with more extensive product lines; and

» unforeseen costs and expenses associated witingraatindependent sales and marketing organization
If we are not able to partner with a third partg @me not successful in recruiting sales and mixdxgtersonnel or in building a sales
and marketing infrastructure, we will have diffigutommercializing our product candidates, whichuldcadversely affect our business and

financial condition and which could cause the pd€eur securities to fall.

If we lose key management or scientific personreal jf we fail to retain our key employees, our abjito discover and develop our prodt
candidates will be impaired.

We are highly dependent on principal members ofnoainagement team and scientific staff to operatdosiness. Our company is
located in northern California, which is headquarte many other biotechnology and biopharmacelutimapanies and many academic and
research institutions. As a result, competitiondertain skilled personnel in our market remairnsrise. None of
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our employees have employment commitments for eeylfperiod of time and they all may leave our esgpient at will. If we fail to retain
our remaining qualified personnel or replace thehemvthey leave, we may be unable to continue ougldpment and commercialization
activities, which may cause our stock price to ithecl

Our business and operations would suffer in the avef system failures.

Although we have security measures in place, dertal computer systems and those of our CROs tradt service providers are
vulnerable to damage from computer viruses, unaizsba access, natural disasters, terrorism, wateledommunication and electrical
failures. We have not experienced any materiaksygtilure, accident or security breach to datéjftauch an event were to occur, it could
result in a material disruption to our business. &@mple, the loss of clinical trial data from queated or ongoing clinical trials of our product
candidates could result in delays in our regulatgrgroval efforts and significantly increase oustedo recover or reproduce the data. If a
disruption or security breach results in a loseralamage to our data or regulatory applicationgadvertent disclosure of confidential or
proprietary information, we could incur liabilitthe further development of our product candidategctcbe delayed and the price of our
securities could fall.

Our principal facility is located near known earthgake fault zones, and the occurrence of an earthgeaextremist attack or other
catastrophic disaster could cause damage to ouilitees and equipment, which could require us toase or curtail operations.

Our principal facility is located in the San Fraswo Bay Area near known earthquake fault zonegtaaréfore is vulnerable to dame
from earthquakes. In October 1989, a major eartkejsruck this area and caused significant proptatgage and a number of fatalities. We
are also vulnerable to damage from other typessafsters, including power loss, attacks from exisenrganizations, fire, floods,
communications failures and similar events. If digaster were to occur, our ability to operatemuginess could be seriously impaired. In
addition, the unique nature of our research a@iwiand of much of our equipment could make iticliff for us to recover from this type of
disaster. We may not have adequate insurance & ocov losses resulting from disasters or otheil@irsignificant business interruptions and
we do not plan to purchase additional insuranamt@r such losses due to the cost of obtaining saehrage. Any significant losses that are
not recoverable under our insurance policies ceafibusly impair our business and financial cooditiwhich could cause the price of our
securities to fall.

Risks Related to our Alliance with GSK

GSK'’s ownership of a significant percentage of ostock and its ability to acquire additional share$ our stock may create conflicts of
interest, and may inhibit our management’s ability continue to operate our business in the mannemhich it is currently being operated.

As of July 27, 2011, GSK beneficially owned appmately 18.4% of our outstanding capital stock, &8K has the right to acquire
stock from us to maintain its percentage ownershipur capital stock. GSK could have substantiillance in the election of our directors,
delay or prevent a transaction in which stockhadright receive a premium over the prevailing mapkie for their shares and have
significant control over certain changes in ouribess.

In addition, GSK may make an offer to our stockleoddto acquire outstanding voting stock that wdwldg GSK'’s percentage
ownership of our voting stock to no greater tha#6provided that:

« the offer includes no condition as to financing;
« the offer is approved by a majority of our indepemiddirectors;

» the offer includes a condition that the holdera afiajority of the shares of the voting stock nohed/by GSK accept the offer by
tendering their shares in the offer; and

» the shares purchased will be subject to the samasiwns of the governance agreement as are thesbhvoting stock currently
held by GSK.
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If pursuant to the provision described above GSKimership of us becomes greater than 50.1%, dheor priorto September 1, 20:
GSK is allowed to make an offer to our stockholdermerge with us or otherwise acquire outstandwting stock that would bring GSK’s
percentage ownership of our voting stock to 1008éyiped that;

« the offer includes no condition as to financing;
« the offer is approved by a majority of our indepemiddirectors;

» the offer includes a condition that the holdera afiajority of the shares of the voting stock nohed/by GSK accept the offer by
tendering their shares in the offer; and

« the offer is for the greater of (a) the fair markelue per share on the date immediately precatiieglate of the first public
announcement of the offer or (b) $162.75 per steseadjusted to take into account stock dividestigk splits, recapitalizations
and the like).

Furthermore, if pursuant to the provision descriabdve GSK’s ownership of us is greater than 50th&nafter September 1, 2012,
GSK is allowed to make an offer to our stockholderacquire outstanding voting stock that woulshgrGSK’s percentage ownership of our
voting stock to 100%, provided that;

« the offer includes no condition as to financing;
« the offer is approved by a majority of our indepemtidirectors; and

« the offer includes a condition that the holdera ofiajority of the shares of the voting stock nohed by GSK accept the offer by
tendering their shares in the offer.

Further, pursuant to our certificate of incorparatiwe renounce our interest in and waive any cta@ha corporate or business
opportunity taken by GSK constitutes a corporateoofunity of ours unless such corporate or busiopg®rtunity is expressly offered to one
our directors who is a director, officer or empleysdf GSK, primarily in his or her capacity as ofi@or directors.

GSK’s rights under the strategic alliance and gowance agreements may deter or prevent efforts lyeotompanies to acquire us, which
could prevent our stockholders from realizing a dool premium.

Our governance agreement with GSK requires usémex GSK from our stockholder rights plan, affo&SK certain rights to offer
to acquire us in the event third parties seek tuise our stock and contains other provisions tloald deter or prevent another company from
seeking to acquire us. For example, GSK may offercquire 100% of our outstanding stock from stobdtérs in certain circumstances, suc
if we are faced with a hostile acquisition offerifoour board of directors acts in a manner tolfiate a change in control of us with a party
other than GSK. In addition, pursuant to our sgiatalliance agreement with GSK, GSK has the righicense our ARNI program and our
MARIN program. As a result of these rights, othempanies may be less inclined to pursue an aciquisif us and therefore we may not have
the opportunity to be acquired in a transaction si@ckholders might otherwise deem favorable udiclg transactions in which our
stockholders might realize a substantial premiuntHeir shares.

GSK could sell or transfer a substantial number sifiares of our common stock, which could depressphiee of our securities or result in a
change in control of our company.

GSK may sell or transfer our common stock eithespant to a public offering registered under theusies Act or pursuant to
Rule 144 of the Securities Act. In addition, begngnin September 2012, GSK will have no restricsiam its ability to sell or transfer our
common stock on the open market, in privately niageed transactions or otherwise, and these salarmsfers could create substantial declines
in the price of our securities or, if these salegansfers were made to a single buyer or grodpugérs, could contribute to a transfer of cor
of our company to a third party.

Risks Related to Legal and Regulatory Uncertainty

If our efforts to protect the proprietary nature dhe intellectual property related to our technolieg are not adequate, we may not be abl
compete effectively in our market.

We rely upon a combination of patents, patent apptins, trade secret protection and confidenfialgreements to protect the
intellectual property related to our technologiésy involuntary disclosure to or misappropriationthird parties of this proprietary
information could enable competitors to quickly licgte or surpass our technological achievemehts €roding our competitive position in
our market. The status of patents in the bioteadmoand pharmaceutical field involves complex leayad scientific questions and is very
uncertain. As of June 30, 2011, we owned 248 istirgtkd States patents and 748 granted foreigmtsmtas well as additional pending Uni
States and foreign patent applications. Our papplications may be challenged or fail to resulssued patents and our existing or future
patents may be invalidated or be too narrow togmethird parties from
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developing or designing around these patentseltifficiency of the breadth or strength of prdtecprovided by our patents with respect to a
product candidate is threatened, it could disswadgpanies from collaborating with us to developl #weaten our ability to commercialize,
the product candidate. Further, if we encounteayeln our clinical trials or in obtaining regulatapproval of our product candidates, the
patent lives of the related product candidates dbel reduced.

In addition, we rely on trade secret protection eodfidentiality agreements to protect proprietanpw-how that is not patentable, for
processes for which patents are difficult to endaaad for any other elements of our drug discoeey development processes that involve
proprietary know-how, information and technologgttfs not covered by patent applications. Althoughrequire our employees, consultants,
advisors and any third parties who have accesanproprietary know-how, information and technoldgyenter into confidentiality
agreements, we cannot be certain that this know-irdarmation and technology will not be disclosadhat competitors will not otherwise
gain access to our trade secrets or independestigiap substantially equivalent information anchtéques. Further, the laws of some foreign
countries do not protect proprietary rights to saene extent as the laws of the United States.r&sudt, we may encounter significant proble
in protecting and defending our intellectual prapdioth in the United States and abroad. If weusrable to prevent material disclosure of the
intellectual property related to our technologieshird parties, we will not be able to establishibestablished, maintain a competitive
advantage in our market, which could materiallyeadely affect our business, financial condition eeslilts of operations, which could cause
the price of our securities to fall.

Litigation or third-party claims of intellectual property infringementould require us to divert resources and may pretver delay our drug
discovery and development efforts.

Our commercial success depends in part on us anglaotners not infringing the patents and proprietaghts of third parties. Third
parties may assert that we or our partners areuB@ir proprietary rights without authorizatiomére are third party patents that may cover
materials or methods for treatment related to eadpct candidates. At present, we are not awaempfatent claims with merit that would
adversely and materially affect our ability to dieyeour product candidates, but nevertheless tlssipitity of third party allegations cannot be
ruled out. In addition, third parties may obtairiguds in the future and claim that use of our tedbgies infringes upon these patents.
Furthermore, parties making claims against us opattners may obtain injunctive or other equitakeléf, which could effectively block our
ability to further develop and commercialize onavare of our product candidates. Defense of thksms, regardless of their merit, would
involve substantial litigation expense and wouldalmibstantial diversion of employee resources foanbusiness.

In the event of a successful claim of infringemagdinst us, we may have to pay substantial damafbtsn one or more licenses fr
third parties or pay royalties. In addition, evartlie absence of litigation, we may need to olte@nses from third parties to advance our
research or allow commercialization of our prodtantdidates, and we have done so from time to Nemay fail to obtain any of these
licenses at a reasonable cost or on reasonabls,térat all. In that event, we would be unabldéudher develop and commercialize one or
more of our product candidates, which could harmbusiness significantly. In addition, in the fuguwwe could be required to initiate litigation
to enforce our proprietary rights against infringerhby third parties. Prosecution of these claionsrtforce our rights against others would
involve substantial litigation expenses and digatistantial employee resources from our busingae fail to effectively enforce our
proprietary rights against others, our busineskheilharmed, which may cause our stock price tdirdec

If the efforts of our partner, GSK, to protect th@roprietary nature of the intellectual property rafed to the assets in the LAB
collaboration, including RELOVAIR™ and LAMA/LABA (719/VI), are not adequate, the future commercialiiwa of any medicines
resulting from the LABA collaboration could be defad or prevented, which would materially harm oundiness and could cause the price
of our securities to fall.

The risks identified in the two preceding risk farstalso apply to the intellectual property pratatefforts of our partner GSK. To the
extent the intellectual property protection of arfiyhe assets in the LABA collaboration are sucitdlyschallenged or encounter problems with
the United States Patent and Trademark Officeferatomparable agencies throughout the world,uhed commercialization of these
potential medicines could be delayed or preveriag.challenge to the intellectual property proteotdf a latestage development asset aris
from the LABA collaboration could harm our businesel cause the price of our securities to fall.

Product liability lawsuits could divert our resoues, result in substantial liabilities and reducedltommercial potential of our medicine

The risk that we may be sued on product liabillgiras is inherent in the development and comméreitibn of pharmaceutical
products. Side effects of, or manufacturing defetctproducts that we or our partners develop onroercialize could result in the deterioration
of a patients condition, injury or even death. Once a prodsieigproved for sale and commercialized, the likelthof product liability lawsuit
tends to increase. Our partner Astellas launch&RVYIV®, our first approved product, in the
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U.S. in November 2009. Claims may be brought byviddals seeking relief for themselves or by indivéls or groups seeking to represent a
class. These lawsuits may divert our management frorsuing our business strategy and may be cwstlgfend. In addition, if we are held
liable in any of these lawsuits, we may incur sabsal liabilities and may be forced to limit orfm further commercialization of the
applicable products.

Although we maintain general liability and prodtiability insurance, this insurance may not fullpver potential liabilities. In
addition, inability to obtain or maintain sufficielmsurance coverage at an acceptable cost oh&swise protect against potential product
liability claims could prevent or inhibit the comma&@l production and sale of our products, whichldadversely affect our business. Product
liability claims could also harm our reputation,isihmay adversely affect our and our partners’ighib commercialize our products
successfully, which could cause the price of ogugges to fall.

Government restrictions on pricing and reimbursenteas well as other healthcare payor cagintainment initiatives, may negatively imp:
our ability to generate revenues.

The continuing efforts of the government, insuracampanies, managed care organizations and otlgeraf health care costs to
contain or reduce costs of health care may advyeadfdct one or more of the following:

e ouror our collaborators’ ability to set a price baieve is fair for our products, if approved;
e our ability to generate revenues and achieve ptafity; and
« the availability of capital.

The Patient Protection and Affordable Care Act atirebr potential legislative or regulatory actiogaeding healthcare and insurance
matters, along with the trend toward managed healéhin the United States, could influence the Ipase of healthcare products and reduce
demand and prices for our products, if approveds Tbuld harm our or our collaborators’ abilityrt@arket our potential medicines and
generate revenues. Cost containment measuresethiéth lsare payors and providers are institutingthecdeffect of the Patient Protection and
Affordable Care Act and further agency regulatitret are likely to emerge in connection with thegaae of this act could significantly redi
potential revenues from the sale of any productiickrtes approved in the future. In addition, int@erforeign markets, the pricing of
prescription drugs is subject to government cordgra reimbursement may in some cases be unavail&el®delieve that pricing pressures at
the state and federal level, as well as internatipnwill continue and may increase, which may madldifficult for us to sell our potential
medicines that may be approved in the future aitc @cceptable to us or our collaborators, whiely wause our stock price to decline.

If we use hazardous and biological materials in eanmer that causes injury or violates applicable lawe may be liable for damage

Our research and development activities involvectirolled use of potentially hazardous substgrinekiding chemical, biological
and radioactive materials. In addition, our operadiproduce hazardous waste products. Federa,astdtlocal laws and regulations govern the
use, manufacture, storage, handling and dispodazdrdous materials. We may incur significant tluil costs to comply with these and
other applicable laws in the future. Also, evewd are in compliance with applicable laws, we camoopletely eliminate the risk of
contamination or injury resulting from hazardougenials and we may incur liability as a result of@uch contamination or injury. In the
event of an accident, we could be held liable fomdges or penalized with fines, and the liabiliyld exceed our resources. We do not have
any insurance for liabilities arising from hazardonaterials. Compliance with applicable environraklastws and regulations is expensive, and
current or future environmental regulations mayampur research, development and production effevhich could harm our business, wh
could cause the price of our securities to fall.

Risks Related to Ownership of our Common Stock

The price of our securities has been extremely Viddaand may continue to be so, and purchasers of eecurities could incur substantial
losses.

The price of our securities has been extremelyti®land may continue to be so. The stock markegeimeral and the market for
biotechnology and biopharmaceutical companies itiqudar have experienced extreme volatility thas loften been unrelated to the operating
performance of particular companies, in particdiating the last few years. The following factorsaddition to the other risk factors described
in this section, may also have a significant imgacthe market price of our securities:

e any adverse developments or results or perceiveersel developments or results with respect to te@R/AIR™ program witt
GSK, including, without limitation, any difficulteeor delays encountered with regard to the reguato
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path for RELOVAIR™, delays in completing the varsoBhase 3 studies or any indication from thesdegubat RELOVAIR™ i
not safe or efficacious;

e any adverse developments or results or perceiveerse developments or results with respect to higlA/LABA (‘719/V1)
program with GSK, including, without limitation, rulifficulties or delays encountered with regardhe regulatory path for
‘719/VI, delays in completing the Phase 3 studieany indication from these studies that ‘719/Vha safe or efficacious;

« any adverse developments or results or perceiveersel developments or results with respect to tA8Mprogram with GSK,
including, without limitation, any indication frothe Phase 2b and other clinical and preclinicalistiof ‘081 that the compound
is not safe or efficacious;

* any adverse developments or perceived adverseagpewehts with respect to the commercialization @ATIV®, including,
without limitation, any failure to meet market expsions with respect to the timing and volumeaiés of VIBATIV®;

* any adverse developments or perceived adverseafewehts with respect to regulatory matters conogrtélavancin in any
foreign jurisdiction, in particular the European dlitines Agency'’s review of the MAA, about which wamticipate additional
information during the second half of 2011;

« any further adverse developments or perceived agdwigvelopments with respect to our telavancin WA Nvhich the FDA has
determined cannot be approved without data fronitiaddl clinical studies;

« any adverse developments or perceived adverseapeuehts in the field of LABAs, including any charige=DA policy or
guidance (such as the pronouncement in Februay @@tning that LABAs should not be used alone mtteatment of asthma
and related labeling requirements, the impact efMlarch 2010 FDA Advisory Committee discussing LABlical trial design
to evaluate serious asthma outcomes or the FDAH 2p11 announcement that manufacturers of culyenarketed LABAs
conduct additional clinical studies comparing tddidon of LABAs to inhaled corticosteroids versnbaled corticosteroids
alone);

e announcements regarding GSK’s decisions whetheoto license any of our development program® eeturn to us any
previously licensed program, such as its decigsidate 2010 not to license our PUMA program;

*  GSK’s decisions whether or not to purchase fronbnsa quarterly basis, sufficient shares of comstook to maintain its
ownership percentage taking into account our priegeguarter’s option exercise and equity vestiniyvay;

e any announcements of developments with, or comniBnthe FDA or other regulatory agencies with eetpgo products we or
our partners have under development or have conmafizez], such as the cGMP compliance issues that  BATIV®
collaboration partner’s single-source drug produgiplier is facing with U.S. and foreign regulatagencies;

e ourincurrence of expenses in any particular quani are different than market expectations;

« the extent to which GSK advances (or does not am)grroduct candidates arising from our LABA codledttion or licensed fro
us under the strategic alliance agreement throegkldpment into commercialization;

« any adverse developments or perceived adverseagpemehts with respect to our relationship with GBi€luding, without
limitation, disagreements that may arise betweeanasGSK concerning the public announcement of @ettén timing and
content) from the Phase 3 programs with RELOVAIRAY &19/VI,

* any adverse developments or perceived adverseagpemehts with respect to our relationship with Astelincluding, without
limitation, disagreements that may arise betweesnasAstellas concerning commercialization of VIBX®, regulatory strategy
or further development of telavancin, or AstelleEsmination of our telavancin license, developrmam commercialization
agreement;

¢ any adverse developments or perceived adverseagpemehts with respect to our partnering efforts witin 5-HT4 program,
PuUMA program, TD-1792 or TD-4208;
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e announcements regarding GSK or Astellas generally;
* announcements of patent issuances or denials,dkfical innovations or new commercial productausyor our competitors;
« developments concerning any collaboration we majertake with companies other than GSK or Astellas;

*  publicity regarding actual or potential study réswr the outcome of regulatory review relatingptoducts under development by
us, our partners or our competitors;

« regulatory developments in the United States areida countries;
« economic and other external factors beyond ourrofnt

« sales of stock by us or by our stockholders, indgdales by certain of our employees and direatdwsther or not pursuant to
selling plans under Rule 10b5-1 of the Securitieshiange Act of 1934;

« relative illiquidity in the public market for ouommon stock (our six largest stockholders othen B8K collectively owned
approximately 47.5% of our outstanding capital stas of July 27, 2011); and

e  potential sales or purchases of our capital stgcte8K.
Concentration of ownership will limit your abilityo influence corporate matters.

As of July 27, GSK beneficially owned approximat&B.4% of our outstanding capital stock and oueators, executive officers and
investors affiliated with these individuals benédlly owned approximately 6.5% of our outstandirgital stock. Based on our review of
publicly available filings as of July 27, 2011, mix largest stockholders other than GSK colledyivavned approximately 47.5% of our
outstanding capital stock. These stockholders coaidrol the outcome of actions taken by us thatiire stockholder approval, including a
transaction in which stockholders might receiveempum over the prevailing market price for théiaes.

Anti-takeover provisions in our charter and bylaws, aur rights agreement and in Delaware law could pest or delay a change in control
of our company.

Provisions of our certificate of incorporation amdaws may discourage, delay or prevent a mergacquisition that stockholders
may consider favorable, including transactions malv you might otherwise receive a premium for ysloares. These provisions include:

e requiring supermajority stockholder voting to effeertain amendments to our certificate of incogtion and bylaws;
«  restricting the ability of stockholders to call sj@ meetings of stockholders;
e prohibiting stockholder action by written conseang

» establishing advance notice requirements for notioing for election to the board of directors or fooposing matters that can be
acted on by stockholders at stockholder meetings.

In addition, our board of directors has adopteiglats agreement that may prevent or delay a chengentrol of us. Further, some
provisions of Delaware law may also discourageaylel prevent someone from acquiring us or mergiitly us.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds.

On May 3, 2011, we completed the sale of 261,29®eshof our common stock to an affiliate of GSK g@irice of $25.60 per share, resulting in
aggregate gross proceeds of $6.7 million beforeictaty transaction expenses. Neither we nor thkeddf of GSK engaged any investment
advisors with respect to the sale and no findemsfwere paid or will be paid to any party in catios with the sale. We issued and sold the
shares in reliance upon an exemption from registrggursuant to Section 4(2) of the Securities #ct933, as amended.
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Iltem 6. Exhibits

Incorporated
by Reference
Filing
Exhibit Date/Period
Number Description Form End Date
3.3 Amended and Restated Certificate of Incorpora S-1 7126/04
3.4 Certificate of Amendment of Restated Certificatéraforporatior 1C-Q 3/31/07
3.5 Amended and Restated Bylaws (as amended by thd bbdirectors April 25, 2007 1C-Q 9/30/08
4.1 Specimen certificate representing the common stéthe registran 1C-K 12/31/06
4.2 Amended and Restated Rights Agreement between Vidrege, Inc. and The Bank of Ne 1C-Q 6/30/07
York, as Rights Agent, dated as of June 22, 2
4.3 Indenture dated as of January 23, 2008 by and leetwhkeravance, Inc. and The Bank of 8-K 1/23/08
New York Trust Company, N.A., as trust
4.4 Form of 3.0% Convertible Subordinated Note Due 2(0d&uded in Exhibit 4.3
4.5 Amendment to Amended and Restated Rights Agreebeneen the registrant and The 8-K 11/25/08
Bank of New York Mellon Corporation, as Rights Agetiated November 21, 20!
311 Certification of Chief Executive Officer pursuantRules 13a-14(a) and 15d-14
(a) promulgated pursuant to the Securities Exchaéngef 1934, as amend:
31.2 Certification of Chief Financial Officer pursuantRules 13-14(a) and 15-14
(a) promulgated pursuant to the Securities Exchadmg®f 1934, as amendt
32 Certifications Pursuant to 18 U.S.C. Section 1
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SIGNATURES

Pursuant to the Securities Exchange Act of 193 relgistrant has duly caused this report to beesigm its behalf by the undersigned
thereunto duly authorized.

Theravance, Inc

(Registrant
August 3, 201: /s Rick E Winninghan
Date Rick E Winninghan
Chief Executive Office
August 3, 201! /s/ Michael W. Aguia
Date Michael W. Aguiar

Senior Vice President, Finan
and Chief Financial Office
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Exhibit 31.1

Certification of Chief Executive Officer
Pursuant to Section 302 of the Sarbanes-Oxley Acf 2002

[, Rick E Winningham, certify that:

1.

2.

I have reviewed this quarterly report omrrd.0-Q of Theravance, Inc.;

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nkeadisg with respect to the period
covered by this report;

Based on my knowledge, the financial statement$,oéimer financial information included in this repdairly present in all material
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

The registrant’s other certifying officer(s) andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirg @efined in Exchange Act
Rules 13a-15(f) and 15(d)-15(f)) for the registrantl have:

a) Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us
others within those entities, particularly duritg fperiod in which this report is being prepared;

b) Designed such internal control over financial réipgr, or caused such internal control over finaheaorting to be designed under
our supervision, to provide reasonable assuramgadang the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsimgport our conclusions about the
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in the regittsainternal control over financial reporting thatcurred during the registrastnos
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thatnhaterially affected, or is reasonably
likely to materially affect, the registrant’s inted control over financial reporting; and

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

a) All significant deficiencies and material weaknessethe design or operation of internal contragiofinancial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

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

August 3, 201: /sl Rick E Winninghan

(Date) Rick E Winningham

Chief Executive Officer
(Principal Executive Officer)




Exhibit 31.2

Certification of Chief Financial Officer
Pursuant to Section 302 of the Sarbanes-Oxley Acf 2002

[, Michael W. Aguiar, certify that:

1.

2.

I have reviewed this quarterly report omrrd.0-Q of Theravance Inc.;

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nkeadisg with respect to the period
covered by this report;

Based on my knowledge, the financial statement$,oéimer financial information included in this repdairly present in all material
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

The registrant’s other certifying officer(s) andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirg @efined in Exchange Act
Rules 13a-15(f) and 15(d)-15(f)) for the registrantl have:

a) Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us
others within those entities, particularly duritg fperiod in which this report is being prepared;

b) Designed such internal control over financial réipgr, or caused such internal control over finaheaorting to be designed under
our supervision, to provide reasonable assuramgadang the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsimgport our conclusions about the
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in the regittsainternal control over financial reporting thatcurred during the registrastnos
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thatnhaterially affected, or is reasonably
likely to materially affect, the registrant’s inted control over financial reporting; and

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

a) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

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

August 3, 201! /s/ Michael W. Aguial

(Date) Michael W. Aguiar

Senior Vice President, Finance an
Chief Financial Officer
(Principal Financial Officer)




Exhibit 32

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Rick E Winningham, certify, pursuant to 18 U.SSection 1350, as adopted pursuant to SectioroPtie Sarbanes-Oxley Act of 2002, that
the Quarterly Report of Theravance Inc. on FormQlfor the three months ended June 30, 2011 fullypdiees with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934, as amended and that information coathin such Quarterly Report on Form 10-
Q fairly presents in all material respects theritial condition of Theravance, Inc. at the endhef periods covered by such Quarterly Repo
Form 10-Q and results of operations of Theravalmz for the periods covered by such Quarterly Repo Form 10-Q.

August 3, 201: By: /sl Rick E Winninghan
(Date) Name: Rick E Winningham
Title: Chief Executive Officer

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

[, Michael W. Aguiar, certify, pursuant to 18 U.S®ection 1350, as adopted pursuant to SectioroBfe Sarbanes-Oxley Act of 2002, that
the Quarterly Report of Theravance Inc. on FormQlfor the three months ended June 30, 2011 fullypdiees with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934, as amended and that information coathin such Quarterly Report on Form 10-
Q fairly presents in all material respects theritial condition of Theravance, Inc. at the endhef periods covered by such Quarterly Repo
Form 10-Q and results of operations of Theravalmz for the periods covered by such Quarterly Repo Form 10-Q.

August 3, 201! By: /s/ Michael W. Aguial
(Date) Name: Michael W. Aguiar
Title: Senior Vice President, Finance and Chief Fiancial
Officer




