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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended March 31, 2011

OR

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

For the transition period from to

.

Commission file number 000-31141

INFINITY PHARMACEUTICALS, INC.

(Exact name of registrant as specified in its charter)
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Delaware 33-0655706
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

780 Memorial Drive, Cambridge, Massachusetts 02139
(Address of principal executive offices) (zip code)
(617) 453-1000

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes © No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer, and smaller reporting company in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer ~ Accelerated filer X

Non-accelerated filer ~ ~ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ©~ No x

Number of shares of the registrant s Common Stock, $0.001 par value, outstanding on March 31, 2011: 26,545,911
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PART I. FINANCIAL INFORMATION

Item 1. Unaudited Condensed Consolidated Financial Statements
INFINITY PHARMACEUTICALS, INC.
Condensed Consolidated Balance Sheets
(unaudited)
Assets

Current assets:

Cash and cash equivalents
Available-for-sale securities

Accounts receivable from Purdue entities
Prepaid expenses and other current assets

Total current assets

Property and equipment, net

Loan commitment asset from Purdue entities, net
Long-term available-for-sale securities
Restricted cash

Other assets

Total assets

Liabilities and stockholders equity
Current liabilities:
Accounts payable
Accrued expenses
Deferred revenue from Purdue entities

Total current liabilities
Deferred revenue from Purdue entities, less current portion
Other liabilities

Total liabilities

Commitments and contingencies

Stockholders equity:

Preferred Stock, $0.001 par value; 1,000,000 shares authorized, no shares issued and outstanding at
March 31, 2011 and December 31, 2010

Common Stock, $0.001 par value; 100,000,000 shares authorized, and 26,545,911 and 26,519,217
shares issued and outstanding, at March 31, 2011 and December 31, 2010, respectively

Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive income

Total stockholders equity

Total liabilities and stockholders equity
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March 31, 2011

$ 21,719,668
68,801,525
547,526
2,703,641

93,772,360
4,899,821
13,855,200
687,471
1,123,415
106,486

$ 114,444,753

$ 2,235,637
12,416,152
4,726,691

19,378,480
45,308,070
1,198,701

65,885,251

26,546
279,815,604
(231,316,108)

33,460

48,559,502

$ 114,444,753

December 31, 2010

$ 20,416,997
79,804,921

2,907,057

103,128,975
5,147,545
14,288,175
736,739
1,122,633
141,855

$ 124,565,922

$ 2,606,303
20,363,884
4,780,418

27,750,605
46,361,745
970,057

75,082,407

26,519
278,412,580
(229,009,563)

53,979

49,483,515

$ 124,565,922
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The accompanying notes are an integral part of these unaudited, condensed consolidated financial statements.
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INFINITY PHARMACEUTICALS, INC.
Condensed Consolidated Statements of Operations

(unaudited)

Collaborative research and development revenue from Purdue entities
Operating expenses:

Research and development

General and administrative

Total operating expenses

Loss from operations

Other income (expense):
Interest expense

Interest and investment income

Total other expense
Net loss
Basic and diluted loss per common share

Basic and diluted weighted average number of common shares outstanding

Three Months Ended March 31,
2011 2010
$ 27,186,905 $ 16,300,183

24,278,413 19,377,805
4,875,592 4,749,001

29,154,005 24,126,806

(1,967,100) (7,826,623)

(432,975) (433,057)
93,530 204,934
(339,445) (228,123)

$ (2,306,545)  $ (8,054,746)
$ 0.09 $ (0.31)

26,536,048 26,244,297

The accompanying notes are an integral part of these unaudited, condensed consolidated financial statements.
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INFINITY PHARMACEUTICALS, INC.

Condensed Consolidated Statements of Cash Flows

(unaudited)
Operating activities
Net loss
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation

Stock-based compensation, including 401 (k) match

Net amortization of available-for-sale securities
Amortization of loan commitment asset from Purdue entities
Other, net

Changes in operating assets and liabilities:

Accounts receivable

Prepaid expenses and other current assets

Accounts payable, accrued expenses and other liabilities
Deferred revenue from Purdue entities

Net cash used in operating activities

Investing activities

Purchases of property and equipment

Purchases of available-for-sale securities

Proceeds from sales of available-for-sale securities
Proceeds from maturities of available-for-sale securities

Net cash provided by investing activities
Financing activities

Proceeds from issuances of common stock
Capital lease payments

Net cash provided by financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

The accompanying notes are an integral part of these unaudited, condensed consolidated financial statements.
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Three Months Ended March 31,

2011
$ (2,306,545)

578,454
1,393,844
266,606
432,975
22,931

(547,526)
215,453

(8,088,055)
(1,107,402)

(9,139,265)
(330,730)
(33,066,538)

1,288,988
42,542,709

10,434,429

9,206
(1,699)

7,507

1,302,671
20,416,997

$ 21,719,668

2010
$ (8,054,746)

556,285
1,830,548
424,885
432,975
18,845

386,943
1,304,301
(50,183)

(3,150,147)
(701,976)
(58,294,393)

7,239,262
55,258,080

3,500,973

11,397
(1,181)

10,216

361,042
16,287,229

$ 16,648,271
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Infinity Pharmaceuticals, Inc.
Notes to Condensed Consolidated Financial Statements
(Unaudited)
1. Organization

Infinity Pharmaceuticals, Inc. is an innovative drug discovery and development company seeking to discover, develop and deliver to patients
best-in-class medicines for difficult to treat diseases. As used throughout these unaudited, condensed consolidated financial statements, the terms
Infinity, we, wus, and our refer to the business of Infinity Pharmaceuticals, Inc. and its wholly owned subsidiary.

2. Basis of Presentation

These condensed consolidated financial statements include the accounts of Infinity and its wholly owned subsidiary. We have eliminated all
significant intercompany accounts and transactions in consolidation.

The accompanying condensed consolidated financial statements have been prepared in accordance with generally accepted accounting principles
for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all
of the information and footnotes required by generally accepted accounting principles for complete financial statements. In the opinion of
management, all adjustments, consisting of normal recurring accruals and revisions of estimates, considered necessary for a fair presentation of
the accompanying condensed consolidated financial statements have been included. Interim results for the three months ended March 31, 2011
are not necessarily indicative of the results that may be expected for the fiscal year ending December 31, 2011.

The information presented in the condensed consolidated financial statements and related footnotes at March 31, 2011, and for the three months
ended March 31, 2011 and 2010, is unaudited, and the condensed consolidated balance sheet amounts and related footnotes at December 31,
2010 have been derived from our audited financial statements. For further information, please refer to the consolidated financial statements and
accompanying footnotes included in our annual report on Form 10-K for the fiscal year ended December 31, 2010, which was filed with the U.S.
Securities and Exchange Commission ( SEC ) on March 16, 2011.

3. Significant Accounting Policies
Cash Equivalents and Available-For-Sale Securities

Cash equivalents and short-term available-for-sale securities primarily consist of money market funds, U.S. government-sponsored enterprise
obligations, corporate obligations, and mortgage-backed securities. We consider all highly liquid investments with maturities of three months or
less at the time of purchase to be cash equivalents. Cash equivalents, which consists of a money market fund, corporate obligations and U.S.
government sponsored enterprise obligations, are stated at fair value. They are also readily convertible to known amounts of cash and close
enough to maturity that each presents insignificant risk of change in value due to changes in interest rates. Our classification of cash equivalents
is consistent with prior periods.

We determine the appropriate classification of available-for-sale securities at the time of purchase and reevaluate such designation at each

balance sheet date. We have classified all of our marketable securities at March 31, 2011 and December 31, 2010 as available-for-sale. We carry
available-for-sale securities at fair value, with the unrealized gains and losses reported in accumulated other comprehensive income (loss), which

is a separate component of stockholders equity.

We adjust the cost of available-for-sale debt securities for amortization of premiums and accretion of discounts to maturity. We include such
amortization and accretion in interest and investment income. The cost of securities sold is based on the specific identification method. We
include interest and dividends on securities classified as available-for-sale in interest and investment income.

We conduct periodic reviews to identify and evaluate each investment that is in an unrealized loss position in order to determine whether an
other-than-temporary impairment exists. An unrealized loss exists when the current fair value of an individual security is less than its amortized
cost basis. Unrealized losses on available-for-sale debt securities that are determined to be temporary, and not related to credit loss, are recorded,
net of tax, in accumulated other comprehensive income.
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For available-for-sale debt securities in an unrealized loss position, we perform an analysis to assess whether we intend to sell or whether we
would more likely than not be required to sell the security before the expected recovery of the amortized cost basis. Where we intend to sell a
security, or may be required to do so, the security s decline in fair value is deemed to be other-than-temporary and the full amount of the
unrealized loss is recorded within earnings as an impairment loss.
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Regardless of our intent to sell a security, we perform additional analysis on all securities in an unrealized loss position to evaluate losses
associated with the creditworthiness of the security. Credit losses are identified where we do not expect to receive cash flows sufficient to
recover the amortized cost basis of a security and are recorded within earnings as an impairment loss.

Segment Information

We make operating decisions based upon performance of the enterprise as a whole and utilize our consolidated financial statements for decision
making. We operate in one business segment, which focuses on drug discovery and development.

All of our revenues to date have been generated under research collaboration agreements. Revenue associated with the amortization of the
deferred revenue associated with the grant of rights and licenses to, and reimbursed research and development services provided for,
Mundipharma International Corporation Limited ( Mundipharma ) and Purdue Pharmaceutical Products L.P. ( Purdue ) accounted for all of our
revenue for the three months ended March 31, 2011 and 2010. We consider Mundipharma, Purdue and associated entities to be related parties

for financial reporting purposes because of their equity ownership (see note 8).

Basic and Diluted Loss per Common Share

Basic loss per share is based upon the weighted average number of common shares outstanding during the period, excluding restricted shares of
common stock that have been issued but are not yet vested. Diluted loss per share is based upon the weighted average number of common shares
outstanding during the period, plus the effect of additional weighted average common equivalent shares outstanding during the period when the
effect of adding such shares is dilutive. Common equivalent shares result from the assumed exercise of outstanding stock options (the proceeds

of which are then assumed to have been used to repurchase outstanding stock using the treasury stock method) and the vesting of restricted

shares of common stock. In addition, the assumed proceeds under the treasury stock method include the average unrecognized compensation
expense of stock options that are in-the-money. This results in the assumed buyback of additional shares, thereby reducing the dilutive impact of
stock options. Common equivalent shares have not been included in the loss per share calculations for the periods presented because the effect of
including them would have been anti-dilutive. Total potential gross common equivalent shares consisted of the following:

At March 31,
2011 2010
Stock options 6,822,675 6,025,042
Warrants 5,246,629 6,246,629
Unvested restricted shares of common stock 11,347

Stock-Based Compensation Expense

We measure stock-based compensation cost at the grant date based on the estimated fair value of the award, and recognize it as expense over the
employee s requisite service period on a straight-line basis. We have no awards with market or performance conditions. We use the
Black-Scholes valuation model in determining the fair value of equity awards.

Revenue Recognition

To date, all of our revenue has been generated under research collaboration agreements. The terms of these research collaboration agreements
may include payment to us of non-refundable, up-front license fees, funding or reimbursement of research and development efforts, milestone
payments if specified objectives are achieved, and/or royalties on product sales. On January 1, 2011, we adopted on a prospective basis a newly
issued accounting standard related to multiple-deliverable revenue arrangements. We will apply this standard to revenue arrangements entered
into or materially modified after December 31, 2010. This guidance eliminates the requirement to establish the fair value of undelivered products
and services and instead provides for separate revenue recognition based upon our best estimate of the selling price for an undelivered item when
there is no other means to determine the fair value of that undelivered item. Previous accounting principles required that the fair value of the
undelivered item be the price of the item either sold in a separate transaction between unrelated third parties or the price charged for each item
when the item is sold separately by the vendor.

Under our strategic alliance with Purdue and Mundipharma, we recognize revenues from non-refundable, up-front license fees on a straight-line
basis over the contracted or estimated period of performance, which is typically the research or development term. We regularly consider
whether events warrant a change in the estimated period of performance under an agreement. Such a change would cause us to modify the period
of time over which we recognize revenue from the up-front license fee on a prospective basis and would, in turn, result in changes in our

Table of Contents 10



Edgar Filing: INFINITY PHARMACEUTICALS, INC. - Form 10-Q

quarterly and annual results. We recognize research and development funding as earned over the period of effort as related research costs are
incurred in proportion to our forecasted total expenses as compared to the total research funding budget for the year.
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At the inception of each agreement that includes milestone payments, we evaluate whether each milestone is substantive on the basis of the
contingent nature of the milestone. We recognize revenues related to substantive milestones in full in the period in which the substantive
milestone is achieved. If a milestone payment is not considered substantive, we recognize the applicable milestone over the remaining period of
performance.

We will recognize royalty revenue, if any, based upon actual and estimated net sales by the licensee of licensed products in licensed territories,
and in the period the sales occur. We have not recognized any royalty revenue to date.

Research and Development Expense

Research and development expense consists of expenses incurred in performing research and development activities, including salaries and
benefits, facilities expenses, overhead expenses, materials and supplies, preclinical expenses, clinical trial and related clinical manufacturing
expenses, stock-based compensation expense, contract services, and other outside expenses. We also include as research and development
expense upfront license payments related to acquired technologies which have not yet reached technological feasibility and have no alternative
use. We expense research and development costs as they are incurred. We have entered into certain collaboration agreements in which expenses
are shared with the collaborator, others in which we are reimbursed for work performed on behalf of the collaborator, and another in which we
reimburse the collaborator for work it has performed. We record all of our expenses as research and development expense. If the arrangement is
a cost-sharing arrangement and there is a period during which we receive payments from the collaborator, we record payments from the
collaborator for its share of the development effort as a reduction of research and development expense. If the arrangement is a cost-sharing
arrangement and there is a period during which we make payments to the collaborator, we record our payments to the collaborator for its share
of the development effort as additional research and development expense. If the arrangement provides for reimbursement of research and
development expenses, as is the case with our alliance with Mundipharma and Purdue, we record the reimbursement as revenue. If the
arrangement provides for us to reimburse the collaborator for research and development expenses or achieving a development milestone for
which a payment is due, as is the case with our agreement with Intellikine, Inc. ( Intellikine ), we record the reimbursement or the achievement of
the development milestone as research and development expense.

Income Taxes

We use the liability method to account for income taxes. Deferred tax assets and liabilities are determined based on differences between
financial reporting and income tax basis of assets and liabilities, as well as net operating loss carryforwards, and are measured using the enacted
tax rates and laws that will be in effect when the differences reverse. Deferred tax assets are reduced by a valuation allowance to reflect the
uncertainty associated with their ultimate realization. The effect on deferred taxes of a change in tax rate is recognized in income or loss in the
period that includes the enactment date.

We use our judgment to determine the recognition threshold and measurement attribute for financial statement recognition and for measurement
of a tax position taken or expected to be taken in a tax return. We recognize any material interest and penalties related to unrecognized tax
benefits in income tax expense.

Due to the uncertainty surrounding the realization of the favorable tax attributes in future tax returns, we have recorded a full valuation
allowance against our otherwise recognizable net deferred tax assets as of March 31, 2011 and December 31, 2010.

Fair Value Measurements

We define fair value as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. We determine fair value based on the assumptions market participants use when pricing the asset or
liability. We also use the fair value hierarchy that prioritizes the information used to develop these assumptions.

The carrying amounts reflected in the condensed consolidated balance sheets for prepaid expenses and other current assets, accounts payable and
accrued expenses approximate fair value due to their short term maturities.

Property and Equipment

Property and equipment are stated at cost. Depreciation is recorded using the straight-line method over the estimated useful lives of the
applicable assets. Application development costs incurred for computer software developed or obtained for internal use are capitalized. Upon
sale or retirement, the cost and related accumulated depreciation are eliminated from the respective account and the resulting gain or loss, if any,
is included in current operations. Amortization of leasehold improvements and capital leases are included in depreciation expense. Repairs and
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maintenance charges that do not increase the useful life of the assets are charged to operations as incurred. Property and equipment are
depreciated over the following periods:

Laboratory equipment 5 years
Computer equipment and software 3 to 5 years
Leasehold improvements Shorter of life of lease or useful life of asset
Furniture and fixtures 7 years
6
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4. Stock-Based Compensation

Total stock-based compensation expense, related to all equity awards, for the three months ended March 31, 2011 and 2010 comprised the
following:

Three Months Ended Three Months Ended
March 31, 2011 March 31, 2010
Effect of stock-based compensation on net loss by
line item:
Research and development $ 729,265 $ 959,364
General and administrative 664,579 871,184

As of March 31, 2011, there was approximately $8.3 million of total unrecognized compensation cost, net of estimated forfeitures, related to
unvested stock options, which are expected to be recognized over a weighted-average period of 2.6 years.

During the three months ended March 31, 2011, we granted options to purchase 813,501 shares of our common stock at a weighted average fair
value of $3.26. During the three months ended March 31, 2010, we granted options to purchase 1,132,530 shares of our common stock at a
weighted average fair value of $3.51. For the three months ended March 31, 2011 and March 31, 2010, the fair values were estimated using the
Black-Scholes valuation model using the following weighted-average assumptions:

Three Months Ended Three Months Ended
March 31,2011 March 31,2010
Risk-free interest rate 2.4% 2.9%
Expected annual dividend yield
Expected stock price volatility 58.2% 59.7%
Expected term of options 5.9 years 5.7 years

5. Comprehensive Loss

Comprehensive loss is comprised of net loss and other comprehensive loss. Other comprehensive loss includes unrealized holding gains and
losses arising during the period on available-for-sale securities that are not other-than-temporarily impaired. For the three months ended
March 31, 2011 and 2010, comprehensive loss was as follows:

Three Months Ended March 31,

2011 2010
Net loss $ (2,306,545) $ (8,054,746)
Net unrealized holding losses on available-for-sale securities arising
during the period (20,519) (122,015)
Total comprehensive loss $(2,327,064) $(8,176,761)

Accumulated other comprehensive income (loss) consists of unrealized net losses on available-for-sale securities.
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6. Cash, Cash Equivalents and Available-for-Sale Securities

The following is a summary of cash, cash equivalents and available-for-sale securities:

March 31, 2011

Gross Gross
Unrealized Unrealized Estimated

Cost Gains Losses Fair Value
Cash and cash equivalents due in 90 days or less $ 21,719,604 $ 64 $ $ 21,719,668
Available-for-sale securities
Corporate obligations due in one year or less 44,798,767 17,930 (13,242) 44,803,455
Mortgage-backed securities due after ten years 647,764 39,707 687,471
U.S. government-sponsored enterprise obligations due in one
year or less 16,747,626 1,678 (150) 16,749,154
U.S. government-sponsored enterprise obligations due in one to
five years 7,261,443 (12,527) 7,248,916
Total available-for-sale securities 69,455,600 59,315 (25,919) 69,488,996
Total cash, cash equivalents and available-for-sale securities $ 91,175,204 $ 59,379 $ (25,919) $ 91,208,664

December 31, 2010
Gross Gross
Unrealized Unrealized Estimated

Cost Gains Losses Fair Value
Cash and cash equivalents due in 90 days or less $ 20,416,933 $ 64 $ $ 20,416,997
Available-for-sale securities
Corporate obligations due in one year or less 43,635,770 8,362 (14,314) 43,629,818
Mortgage-backed securities due after ten years 659,473 79,189 (1,923) 736,739
U.S. government-sponsored enterprise obligations due in one
year or less 21,670,829 2,479 (4,480) 21,668,828
U.S. government-sponsored enterprise obligations due in one to
five years 14,521,673 (15,398) 14,506,275
Total available-for-sale securities 80,487,745 90,030 (36,115) 80,541,660
Total cash, cash equivalents and available-for-sale securities $ 100,904,678 $ 90,094 $ (36,115) $ 100,958,657

We held 14 debt securities at March 31, 2011 that had been in an unrealized loss position for less than 12 months. The gross unrealized losses on
these securities was $25,919 and the fair value was $30,119,672. We evaluated our securities for other-than-temporary impairments based on
quantitative and qualitative factors. We considered the decline in market value for these 14 securities to be primarily attributable to current
economic conditions. We do not intend to sell these securities prior to their maturity. Additionally, it is not more likely than not that we will be
required to sell these securities before the recovery of their amortized cost bases, which may be maturity. Based on our analysis, we do not
consider these investments to be other-than-temporarily impaired at March 31, 2011.

There were no other-than-temporary impairments recognized for the three months ended March 31, 2011 and 2010. Realized gains on our
available-for-sale securities were immaterial for the three months ended March 31, 2011 and 2010.

7. Fair Value

We use a valuation hierarchy for disclosure of the inputs used to measure fair value. This hierarchy prioritizes the inputs into three broad levels.
Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities. Level 2 inputs are quoted prices for similar
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assets and liabilities in active markets or inputs that are observable for the asset or liability, either directly or indirectly through market

corroboration, for substantially the full term of the financial instrument. Level 3 inputs are unobservable inputs based on our own assumptions
used to measure assets and liabilities at fair value. The classification of a financial asset or liability within the hierarchy is determined based on
the lowest level input that is significant to the fair value measurement. For our fixed income securities, we reference pricing data supplied by our

custodial agent and nationally known pricing vendors, using a variety of daily data sources, largely readily-available market data and broker

quotes.

The following table provides the assets carried at fair value measured on a recurring basis as of March 31, 2011:

Level 1
Cash and cash equivalents $20,219,728
Corporate obligations (including commercial paper)
Mortgage-backed securities
U.S. government-sponsored enterprise obligations
Total $ 20,219,728
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Level 2
$ 1,499,940
44,803,455
687,471
23,998,070

$70,988,936
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The fair value of the available-for-sale securities and cash and cash equivalents (including asset types listed below with maturities of three
months or less at the time of purchase) is based on the following inputs:

Corporate Obligations:

Commercial paper: calculations by custodian based on three month Treasury bill published on last business day of the month.

Other: benchmark yields, reported trades, broker/dealer quotes, issuer spreads, two-sided markets, benchmark securities, bids,
offers and reference data.

Mortgage-backed securities: benchmark yields, reported trades, broker/dealer quotes, issuer spreads, two-sided markets, benchmark
securities, bids, offers and reference data, new issue data, monthly payment information and collateral performance.

U.S. government-sponsored enterprise obligations: benchmark yields, reported trades, broker/dealer quotes, issuer spreads,
two-sided markets, benchmark securities, bids, offers and reference data.
There have been no changes to the valuation methods during the three months ended March 31, 2011. There were no transfers of assets or
liabilities between Level 1 and Level 2 during the three months ended March 31, 2011. We evaluate transfers between levels at the end of each
reporting period. We had no available-for-sale securities that were classified as Level 3 as of March 31, 2011 and December 31, 2010.

8. Collaborations
Purdue and Mundipharma
Scope

In November 2008, we entered into a strategic alliance with Purdue and Mundipharma to develop and commercialize pharmaceutical products.
The alliance is governed by strategic alliance agreements that we entered into with each of Purdue and Mundipharma. The agreement with
Purdue is focused on the development and U.S. commercialization of products targeting FAAH. The agreement with Mundipharma is focused
on the development and commercialization outside of the United States of all products and product candidates covered by the alliance, including
those targeting FAAH. The alliance currently includes product candidates that inhibit or target the Hedgehog pathway, FAAH, PI3K, and
product candidates arising out of our early discovery projects in all disease fields that are conducted during a prescribed discovery period. In
December 2010, Mundipharma exercised an option to extend the duration of the discovery period through December 31, 2012 and
Mundipharma has the option to extend this period for an additional year. Our Hsp90 program is expressly excluded from the alliance.

Mundipharma also has the option to include in the alliance certain products or product candidates that we may in-license during the discovery
period in the alliance by paying us a prescribed percentage of the up-front license fee or other acquisition cost, which percentage could be up to
60% of such fee or cost, and by funding research and development costs in the same manner as products or product candidates arising out of our
internal discovery programs, as described below. If we in-license any product or product candidate during the discovery period for which GLP
(Good Laboratory Practice) toxicology studies have not been initiated, as we did with our PI3K program in 2010, such products are
automatically included in the alliance as having arisen out of our internal discovery projects.

We have responsibility and decision-making authority for the development of all of our product candidates and performance of early discovery
projects on a worldwide basis. There are no joint steering or similar committees for the alliance. Except with respect to FAAH products and
opt-out products as described below, we will have the right and responsibility to market and sell products arising from the alliance in the United
States and Mundipharma will have the right and responsibility to market and sell products arising from the alliance outside of the United States.
Other than pursuant to the strategic alliance agreements, neither we, Purdue nor Mundipharma may develop, manufacture or commercialize
products that are directed to the same target or pathway as a product included in the strategic alliance, unless and until a party terminates its
rights with respect to such products.
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Following entry into the strategic alliance agreements, we consider Mundipharma, Purdue and associated entities to be related parties for
financial reporting purposes because of their equity ownership in our company.

Research and Development Funding

For each alliance program other than FAAH, Mundipharma is obligated to reimburse us for research and development expenses we incur, up to
an annual aggregate cap, until the later of December 31, 2013 and the commencement of the first Phase 3 clinical trial of a product candidate,
which we refer to as the transition date . The funding cap for the year ended December 31, 2010 was $65 million, and the funding caps for 2011
and 2012 are $85 million and $110 million, respectively. We are obligated to fund any activities in excess of the annual funding cap ourselves,
which we did in 2010 primarily as the result of costs associated with the in-license of our PI3K inhibitor program, and which we expect to do in
2011 on account of enhanced clinical trial activities for IPI-926, our lead Hedgehog program candidate, and the commencement of clinical
development of IPI-145, our lead P13K program candidate. After the transition date for each product candidate, we are
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obligated to share equally with Mundipharma all research and development costs for such product candidate. We are recognizing revenue for
reimbursed research and development services we perform for Mundipharma and Purdue. We recognized $23.9 million and $15.3 million in
such revenue in the three months ended March 31, 2011 and 2010, respectively.

In October 2010, Mundipharma and Purdue exercised their rights to assume all worldwide development and commercialization activities and
fund all subsequent research, development and commercialization expenses for products arising out of our FAAH program. Expenses associated
with activities we conduct related to the transition of the FAAH program to Purdue and Mundipharma will be reimbursed by Purdue and
Mundipharma, with such amounts not counting towards the annual funding cap. We recognized $2.3 million in revenue related to reimbursed
research and development services for the transition of the FAAH program for the three months ended March 31, 2011. We expect the transition
of the FAAH program and the associated revenue for reimbursed research and development services to be completed during 2011.

Opt-out and Termination Rights

Mundipharma has the right to opt out of any alliance program, except the Hedgehog program, on an annual basis in November of each year. In
the event of an opt-out decision, Mundipharma would continue to provide funding for, in the aggregate, 100% of our contractually budgeted
research and development expenses for all programs included in the alliance for the calendar year following the date of such opt out.

Mundipharma s next funding commitment for the Hedgehog program must be made by the 30th day following the outcome of an end-of-Phase 2
meeting with the U.S. Food and Drug Administration pertaining to the ongoing clinical trial of IPI-926 in patients with pancreatic cancer (or, if
the end-of-Phase 2 meeting is not held by November 1, 2013, then by November 30, 2013). Mundipharma is obligated to fully fund the
Hedgehog program until it is required to make this further commitment. If Mundipharma elects to opt-out of continued development funding at
this time, then Mundipharma would be obligated to make an immediate payment of $23.65 million to us, which we can use on any program in
the alliance. In addition, Mundipharma would be obligated to reimburse us for up to $23.65 million of additional expenses incurred during 2013
that are associated with the completion of Phase 2 clinical trials of IPI-926 that are ongoing at the time of the opt-out, so that aggregate residual
funding could total $47.3 million. If Mundipharma elects to continue participation in the Hedgehog program when it makes its next

commitment, Mundipharma would thereafter have the annual November opt-out right, and one-year residual funding obligation, that applies to
the other alliance programs.

In addition, we and Mundipharma each have the right to opt out of continued development of a product candidate after it has reached the
transition date, with a one year tail funding obligation for 50% of post-transition date research and development expenses for the product
candidate. If a party exercises its right to opt out of the development of a product or product candidate after the transition date, the other party
may elect to continue the development and assume responsibility for the worldwide commercialization of such product or product candidate,
subject to the payment of a royalty.

Each of the strategic alliance agreements expire when the parties thereto have no further obligations to each other thereunder. Either party may
terminate the strategic alliance agreement to which it is a party on 60 days prior written notice if the other party materially breaches the
agreement and fails to cure such breach within the 60-day notice period. The agreements may also be terminated by Purdue or Mundipharma in
the event of a change in control of Infinity or in the event that, during the discovery period, either Adelene Perkins or Julian Adams is no longer
a full-time executive of Infinity. Upon termination of either strategic alliance agreement by us or either Purdue or Mundipharma, either party to
the other strategic alliance agreement may terminate that agreement.

Royalties

Except with respect to products that have been in-licensed by us, for which no royalties will be payable between the parties, we are obligated to
pay Mundipharma a 5% royalty on net sales of the commercialized products until such time as Mundipharma has recovered all research and
development expenses paid to us under the research program prior to the applicable transition date. After such cost recovery, we are obligated to
pay a tiered, 1% to 3% royalty on U.S. net sales of those products. For products in which Mundipharma has opted-out of development prior to
the transition date, we are obligated to pay royalties of 1% to 5% of worldwide net sales as a function of the stage of development of the
applicable product candidate at the time of opt-out. For products in which either party has opted-out of development following the transition
date, the commercializing party is obligated to pay the other party a 5% royalty on net sales. Mundipharma is obligated to pay us a tiered, 10%
to 20% royalty on annual net sales outside of the United States of each product arising out of the alliance, and Purdue is obligated to pay us a
tiered, 10% to 20% royalty on annual net sales of FAAH products in the United States. Royalties are payable until the later to occur of the
expiration of specified patent rights and the expiration of non-patent regulatory exclusivities in a country, provided that if royalties are payable
solely on the basis of non-patent regulatory exclusivity, each of the rates above is reduced by one-half. In addition, all royalties payable under
the strategic alliance agreements, whether by us, Purdue or Mundipharma, are subject to reduction on account of third party royalty payments or
patent litigation damages or settlements, with any such reductions capped at 50% of the amounts otherwise payable during the applicable royalty
payment period.
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Securities Purchase and Line of Credit Agreements

In connection with the entry into the strategic alliance agreements, we also entered into a securities purchase agreement and a line of credit
agreement in November 2008 with Purdue and its independent associated company, Purdue Pharma L.P. ( PPLP ).

Under the securities purchase agreement we issued and sold in two separate closings an aggregate of six million shares of our common stock and
warrants to purchase up to an aggregate of six million shares of our common stock, for an aggregate purchase price of $75 million. An equal
number of securities were sold to each purchaser. In March 2009, Purdue assigned its interest under the line of credit agreement to PPLP.

Warrants for 1,000,000 shares of our common stock expired unexercised on July 1, 2010. The remaining warrants are currently exercisable for:

2,000,000 shares of our common stock at any time up to July 1, 2011, with an exercise price of $30.00 per share; and

3,000,000 shares of our common stock at any time up to July 2, 2012, with an initial exercise price of $30.00 per share, with such
exercise price increasing over time depending on when such warrants are exercised, up to a maximum exercise price of $40.00 per
share.
The fair value of the warrants was estimated as of November 2008 using a binomial valuation model assuming no expected dividends, a
volatility of 58%, contractual lives ranging from 1.6 years to 3.6 years and risk-free interest rates ranging from of 1.0% to 1.5%. The aggregate
fair value of these warrants of approximately $1.3 million was recorded as additional paid-in capital in the year ended December 31, 2009.

The line of credit agreement provides for the borrowing by us of one or more unsecured loans up to an aggregate maximum principal amount of
$50 million. The loans may be drawn by us during the three-year period that began on April 1, 2009. The loans, which may be used by us for
any proper corporate purpose, mature on April 1, 2019, which we refer to as the maturity date, and will be subordinate to any senior
indebtedness that we may incur. Borrowings made under the line of credit agreement will bear interest, payable on the maturity date, at a
fluctuating rate set at the prime rate on the business day prior to the funding of each loan and will be reset on the last business day of each month
ending thereafter. Interest will be compounded on each successive three-month anniversary of the funding of each loan. Outstanding loans may
be prepaid without penalty or premium prior to the maturity date. Amounts borrowed under the credit agreement, once borrowed, may not be
borrowed again. We have certain rights to repay outstanding amounts under the line of credit agreement in shares of our common stock. As of
March 31, 2011, no amounts have been borrowed under this line of credit. We intend to borrow the full amount available under the line of credit
before April 1, 2012.

We recorded an aggregate of $59.3 million in deferred revenue associated with the grant of rights and licenses to Mundipharma and Purdue,
which consisted of the excess of the amount paid for the purchased shares over the closing market price on the day before the equity closings
and the value of the loan commitment asset (see note 9). We determined that the rights and licenses did not have stand-alone value and we
considered all of the obligations under the arrangement to be a single unit of accounting. There is no obligation for us to repay the $59.3 million
and we are recognizing the deferred revenue ratably over 14 years, which is our estimated period of performance under the arrangement. We will
periodically review this estimate and make adjustments as facts and circumstances dictate. We recognized $1.0 million in such revenue in the
three months ended March 31, 2011 and 2010.

Intellikine

In July 2010, we entered into a development and license agreement with Intellikine under which we obtained rights to discover, develop and
commercialize pharmaceutical products targeting the delta and/or gamma isoforms of PI3K, including IPI-145. We paid Intellikine a $13.5
million upfront license fee. The entirety of this fee is included as research and development expense in the year ended December 31, 2010,
although $8.5 million of this fee was paid in January 2011. In addition, we provide financial support for research activities that may be
conducted by Intellikine under a two year research program to identify additional novel delta, gamma and dual delta/gamma-specific inhibitors
of PI3K for future development. We are recognizing these costs as research and development expense as they are incurred. We may extend the
research program for an additional year upon written notice to Intellikine at least 180 days prior to the last day of the initial two-year research
term. We are also obligated to pay up to $25 million in success-based milestones for the development of two distinct product candidates, and up
to $450 million in success-based milestones for the approval and commercialization of two distinct products. In addition, we are obligated to pay
Intellikine tiered royalties ranging from single digits to low teens upon successful commercialization of products licensed to us, which are
payable until the later to occur of the last-to-expire of specified patent rights and the expiration of non-patent regulatory exclusivities in a
country, subject to reduction in certain circumstances.
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Under the agreement, we obtained rights to direct all development and commercialization activities worldwide for products arising from the
agreement for all therapeutic indications. Mundipharma has commercialization rights outside the United States for products arising out of our
PI3K inhibitor program. For a product for which the first Phase 2 clinical trial is for an oncology indication, Intellikine will have the option, at
the end of Phase 2 clinical development and upon payment of an option fee, to convert its royalty interest in U.S. sales into the right to share in
50% of profits and losses on U.S. development and commercialization, and to participate in up to 30% of the detailing effort for these products
in the United States.

Intellikine may terminate such participation upon with twelve months prior written notice to us, after which Intellikine s participation rights
would revert back to the original milestone- and royalty-based payment structure, provided that Intellikine would not be entitled to receive
royalty payments for net sales occurring prior to the termination date and certain specified milestone payments.

Other than pursuant to the agreement, neither we nor Intellikine may research, develop or commercialize products directed to the PI3K delta
and/or gamma isoforms of PI3K that meet certain selectivity criteria.

The agreement expires when the parties have no further obligations to each other thereunder, unless earlier terminated. Either party may
terminate the agreement on 75 days prior written notice if the other party materially breaches the agreement and fails to cure such breach within
the applicable notice period, provided that the notice period is reduced to 30 days where the alleged breach is non-payment. Additionally,
Intellikine may terminate the agreement upon 30 days prior written notice if we or a related party bring an action challenging the validity of any
of the licensed patents, provided that we have not withdrawn such action before the end of the 30-day notice period. We may terminate the
agreement at any time upon 180 days prior written notice provided after the end of the research term.

9. Loan Commitment Asset

In connection with the strategic alliance with Purdue and Mundipharma, we also entered into a line of credit agreement with Purdue and PPLP.
The extension of the line of credit at an interest rate below our incremental borrowing rate represented the transfer of additional value to us in
the arrangement. As such, we recorded this additional value as a loan commitment asset at its fair value of $17.3 million on our balance sheet in
2008. The fair value of the loan commitment asset was determined using a discounted cash flow model of the differential between the terms and
rates of the line of credit and market rates. The loan commitment asset is measured at fair value on a nonrecurring basis and will only be
re-measured at fair value for nonrecurring events such as an impairment loss. We recorded the offset to this asset as deferred revenue in 2008.

We are amortizing this asset to interest expense over the life of the loan arrangement, or 10 years commencing on April 1, 2009, the date we
could begin drawing on the line. We recorded approximately $0.4 million of related amortization expense in the periods ended March 31, 2011
and 2010. As of March 31, 2011, no amounts have been borrowed under this line of credit.

10. Accrued Expenses

Accrued expenses consisted of the following:

March 31, December 31,
2011 2010

Accrued drug manufacturing costs $ 3,332,118 $ 1,921,224
Accrued license fee payable to Intellikine 8,500,000
Accrued toxicology studies 1,390,068 1,153,006
Accrued compensation and benefits 2,859,332 4,495,189
Accrued clinical studies 2,158,222 2,375,823
Other 2,676,412 1,918,642
Total accrued expenses $12,416,152 $ 20,363,384
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
Forward-Looking Information

The following discussion of our financial condition and results of operations should be read in conjunction with our condensed consolidated
financial statements and related notes included elsewhere in this report. Some of the information contained in this discussion and analysis and set
forth elsewhere in this report, including information with respect to our plans and strategy for our business, includes forward-looking statements
that involve risks and uncertainties. You should review the section titled Risk Factors in Part II of this report for a discussion of important
factors that could cause actual results to differ materially from the results described in or implied by the forward-looking statements contained in
the following discussion and analysis.

Business Overview

We are an innovative drug discovery and development company seeking to discover, develop and deliver to patients best-in-class medicines for
difficult-to-treat diseases. We combine proven scientific expertise with a passion for developing novel small molecule drugs that target emerging
disease pathways. Our programs in the inhibition of the Hedgehog pathway, the heat shock protein 90, or Hsp90, chaperone system, fatty acid
amide hydrolase, or FAAH, and phosphoinositide-3-kinase, or PI3K, are evidence of our innovative approach to drug discovery and
development.

Hedgehog Pathway Inhibitor Program. Our lead product candidate is IPI-926, a novel, potent, oral molecule that inhibits the Hedgehog
pathway by binding to the Smoothened receptor, a protein that plays a critical role in the malignant activation of the Hedgehog pathway. We
believe that Smoothened inhibition represents a significant opportunity for addressing a number of difficult-to-treat cancers by disrupting
malignant activation of the Hedgehog pathway. We are actively enrolling patients in the Phase 2 portion of a Phase 1b/2 clinical trial evaluating
IP1-926 in combination with gemcitabine, also known as Gemzar®, in patients with previously untreated, metastatic, pancreatic cancer and in a
Phase 2 clinical trial evaluating IPI-926 as a single agent in patients with metastatic or locally advanced, inoperable chondrosarcoma. We expect
to present data from the Phase 1b portion of the pancreatic cancer trial at the American Society of Clinical Oncology, or ASCO, annual meeting
in June 2011, and to complete enrollment in the Phase 2 portion of this trial by the end of 2011. We are also evaluating IPI-926 in a Phase 1
clinical trial in patients with advanced or metastatic solid tumors, including patients with basal cell carcinoma, or BCC. Preliminary data from
this trial were presented at the European Society for Medical Oncology Congress in October 2010, and we expect to present follow-up data at
ASCO in June 2011. In addition, we initiated an investigator sponsored trial program for IPI-926 to explore a range of potential indications as
well as to study IPI-926 in combination with both commonly used and emerging treatments. We expect additional investigator sponsored trials
to begin in the second half of 2011. We are planning additional Infinity-sponsored clinical development of IPI-926 in 2011 as well.
Mundipharma International Corporation Limited, or Mundipharma, has commercialization rights outside of the United States for products
arising out of our Hedgehog pathway inhibitor program.

Hsp90 Chaperone Inhibitor Program. Our next most advanced program is directed at Hsp90, which is emerging as a major therapeutic target of
interest for the treatment of a broad range of cancers. Inhibition of the Hsp90 chaperone knocks out a critical source of support for cancer cells,
leading to tumor growth inhibition and cancer cell death. Thus, Hsp90 chaperone inhibition may represent an important approach to treating
certain cancers. Our lead Hsp90 inhibitor, IPI-504, is a novel, small molecule, semi-synthetic analog of the natural product geldanamycin that is
delivered as a water-based, intravenous infusion. IPI-504 is currently being evaluated in two ongoing clinical trials, both of which are focused on
patients with non-small cell lung cancer, or NSCLC. One trial is a Phase 1b trial in combination with docetaxel, also known as Taxotere®, that
initially enrolled patients with advanced solid tumors and expanded in 2009 to focus on patients with advanced NSCLC. We expect to present
data from this clinical trial at ASCO in June 2011. The second trial is an investigator sponsored trial in NSCLC patients with anaplastic
lymphoma kinase, or ALK, gene rearrangements. We also expect to present data from a completed Phase 2 clinical trial evaluating IPI-504 in
combination with trastuzumab, also known as Herceptin®, in patients with HER2-positive metastatic breast cancer at ASCO in June 2011.

In parallel with the development of IPI-504, we are pursuing development of IPI-493, a proprietary, orally available inhibitor of Hsp90. IPI-493
has demonstrated anti-tumor activity in multiple preclinical models of human cancer, including NSCLC, breast cancer, colon cancer, and
hematological malignancies. We are evaluating IPI-493 in two Phase 1, dose escalation studies to determine the optimal dose and schedule for
future development.

By the middle of 2011, we intend to announce a path forward for our Hsp90 chaperone inhibitor program based on data from our ongoing
clinical trials and relevant preclinical studies. We have worldwide development and commercialization rights for our Hsp90 chaperone inhibitor
program.

PI3K Inhibitor Program. In July 2010, we entered into a development and license agreement with Intellikine, Inc., or Intellikine, under which
we obtained global development and commercialization rights to Intellikine s portfolio of inhibitors targeting the delta and/or gamma isoforms of
PI3K. We believe that specifically targeting PI3Kdelta and PI3Kgamma may provide multiple opportunities to develop differentiated therapies
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against inflammatory and autoimmune diseases as well as hematologic cancers. Our lead compound in this program, IPI-145, is an
orally-available, small molecule, dual-selective inhibitor of PI3Kdelta and PI3Kgamma. IPI-145 has demonstrated activity in several preclinical
models of inflammation. We intend to commence clinical development of IPI-145 in the second half of 2011. Mundipharma has
commercialization rights outside of the United States for products arising from our PI3K inhibitor program.
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FAAH Inhibitor Program. 1t is believed that inhibition of FAAH may enable the body to bolster its own analgesic and anti-inflammatory
response, and may have applicability in a broad range of painful or inflammatory conditions. The lead compound in our FAAH program is
IPI-940, a novel, orally available inhibitor of FAAH with potential application for the treatment of a broad range of painful or inflammatory
conditions. In October 2010, we reported top-line data from a Phase 1 randomized clinical trial of IPI-940 in 48 healthy adult volunteers
demonstrating marked FAAH inhibition and increased anandamide levels. In addition, IPI-940 was well tolerated, with no observed
dose-limiting toxicities or clinically significant changes in clinical laboratory values, vital signs or electrocardiogram parameters.

In October 2010, Mundipharma and its independent associated company Purdue Pharmaceutical Products L.P., or Purdue, exercised their rights
to assume worldwide development and commercialization activities for products arising out of the FAAH program and will fund all subsequent
research, development and commercialization expenses. We are completing activities to enable Purdue to commence Phase 2 development of
IPI-940 in pain during 2011.

We have spent, and expect to continue to spend, significant resources to fund the research and development of our drug candidates. While we
may have net income in future periods as the result of non-recurring collaboration income, we expect to incur substantial operating losses over
the next several years as our clinical trial and drug manufacturing activities increase.

Collaboration Agreements
Purdue and Mundipharma
Scope

In November 2008, we entered into a strategic alliance with Purdue and Mundipharma to develop and commercialize pharmaceutical products.
The alliance is governed by strategic alliance agreements that we entered into with each of Purdue and Mundipharma. The agreement with
Purdue is focused on the development and U.S. commercialization of products targeting FAAH. The agreement with Mundipharma is focused
on the development and commercialization outside of the United States of all products and product candidates covered by the alliance, including
those targeting FAAH. The alliance currently includes product candidates that inhibit or target the Hedgehog pathway, FAAH, PI3K, and
product candidates arising out of our early discovery projects in all disease fields that are conducted during a prescribed discovery period. In
December 2010, Mundipharma exercised an option to extend the duration of the discovery period through December 31, 2012 and
Mundipharma has the option to extend this period for an additional year. Our Hsp90 program is expressly excluded from the alliance.

Mundipharma also has the option to include in the alliance certain products or product candidates that we may in-license during the discovery
period in the alliance by paying us a prescribed percentage of the up-front license fee or other acquisition cost, which percentage could be up to
60% of such fee or cost, and by funding research and development costs in the same manner as products or product candidates arising out of our
internal discovery programs, as described below. If we in-license any product or product candidate during the discovery period for which GLP
(Good Laboratory Practice) toxicology studies have not been initiated, as we did with our PI3K program in 2010, such products are
automatically included in the alliance as having arisen out of our internal discovery projects.

We have responsibility and decision-making authority for the development of all of our product candidates and performance of early discovery
projects on a worldwide basis. There are no joint steering or similar committees for the alliance. Except with respect to FAAH products and
opt-out products as described below, we will have the right and responsibility to market and sell products arising from the alliance in the United
States and Mundipharma will have the right and responsibility to market and sell products arising from the alliance outside of the United States.
Other than pursuant to the strategic alliance agreements, neither we, Purdue nor Mundipharma may develop, manufacture or commercialize
products that are directed to the same target or pathway as a product included in the strategic alliance, unless and until a party terminates its
rights with respect to such products.

Following entry into the strategic alliance agreements, we consider Mundipharma, Purdue and associated entities to be related parties for
financial reporting purposes because of their equity ownership in our company.

Research and Development Funding

For each alliance program other than FAAH, Mundipharma is obligated to reimburse us for research and development expenses we incur, up to
an annual aggregate cap, until the later of December 31, 2013 and the commencement of the first Phase 3 clinical trial of a product candidate,
which we refer to as the transition date . The funding cap for the year ended December 31, 2010 was $65 million, and the funding caps for 2011
and 2012 are $85 million and $110 million, respectively. We are obligated to fund any activities in excess of the annual funding cap ourselves,
which we did in 2010 primarily as the result of costs associated with the in-license of our PI3K inhibitor program, and which we expect to do in
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2011 primarily due to enhanced clinical trial activities for IPI-926 and the commencement of clinical development of IPI-145. After the
transition date for each product candidate, we are obligated to share equally with Mundipharma all research and development costs for such
product candidate. We are recognizing revenue for reimbursed research and development services we perform for Mundipharma and Purdue. We
recognized $23.9 million and $15.3 million in such revenue in the three months ended March 31, 2011 and 2010, respectively.
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In October 2010, Mundipharma and Purdue exercised their rights to assume all worldwide development and commercialization activities and
fund all subsequent research, development and commercialization expenses for products arising out of our FAAH program. Expenses associated
with activities we conduct related to the transition of the FAAH program to Purdue and Mundipharma will be reimbursed by Purdue and
Mundipharma, with such amounts not counting towards the annual funding cap. We recognized $2.3 million in revenue related to reimbursed
research and development services for the transition of the FAAH program for the three months ended March 31, 2011. We expect the transition
of the FAAH program and the associated revenue for reimbursed research and development services to be completed during 2011.

Opt-out and Termination Rights

Mundipharma has the right to opt out of any alliance program, except the Hedgehog program, on an annual basis in November of each year. In
the event of an opt-out decision, Mundipharma would continue to provide funding for, in the aggregate, 100% of our contractually budgeted
research and development expenses for all programs included in the alliance for the calendar year following the date of such opt out.

Mundipharma s next funding commitment for the Hedgehog program must be made by the 30th day following the outcome of an end-of-Phase 2
meeting with the U.S. Food and Drug Administration pertaining to the ongoing clinical trial of IPI-926 in patients with pancreatic cancer (or, if
the end-of-Phase 2 meeting is not held by November 1, 2013, then by November 30, 2013). Mundipharma is obligated to fully fund the
Hedgehog program until it is required to make this further commitment. If Mundipharma elects to opt-out of continued development funding at
this time, then Mundipharma would be obligated to make an immediate payment of $23.65 million to us, which we can use on any program in
the alliance. In addition, Mundipharma would be obligated to reimburse us for up to $23.65 million of additional expenses incurred during 2013
that are associated with the completion of Phase 2 clinical trials of IPI-926 that are ongoing at the time of the opt-out, so that aggregate residual
funding could total $47.3 million. If Mundipharma elects to continue participation in the Hedgehog program when it makes its next

commitment, Mundipharma would thereafter have the annual November opt-out right, and one-year residual funding obligation, that applies to
the other alliance programs.

In addition, we and Mundipharma each have the right to opt out of continued development of a product candidate after it has reached the
transition date, with a one year tail funding obligation for 50% of post-transition date research and development expenses for the product
candidate. If a party exercises its right to opt out of the development of a product or product candidate after the transition date, the other party
may elect to continue the development and assume responsibility for the worldwide commercialization of such product or product candidate,
subject to the payment of a royalty.

Each of the strategic alliance agreements expire when the parties thereto have no further obligations to each other thereunder. Either party may
terminate the strategic alliance agreement to which it is a party on 60 days prior written notice if the other party materially breaches the
agreement and fails to cure such breach within the 60-day notice period. The agreements may also be terminated by Purdue or Mundipharma in
the event of a change in control of Infinity or in the event that, during the discovery period, either Adelene Perkins or Julian Adams is no longer
a full-time executive of Infinity. Upon termination of either strategic alliance agreement by us or either Purdue or Mundipharma, either party to
the other strategic alliance agreement may terminate that agreement.

Royalties

Except with respect to products that have been in-licensed by us, for which no royalties will be payable between the parties, we are obligated to
pay Mundipharma a 5% royalty on net sales of the commercialized products until such time as Mundipharma has recovered all research and
development expenses paid to us under the research program prior to the applicable transition date. After such cost recovery, we are obligated to
pay a tiered, 1% to 3% royalty on U.S. net sales of those products. For products in which Mundipharma has opted-out of development prior to
the transition date, we are obligated to pay royalties of 1% to 5% of worldwide net sales as a function of the stage of development of the
applicable product candidate at the time of opt-out. For products in which either party has opted-out of development following the transition
date, the commercializing party is obligated to pay the other party a 5% royalty on net sales. Mundipharma is obligated to pay us a tiered, 10%
to 20% royalty on annual net sales outside of the United States of each product arising out of the alliance, and Purdue is obligated to pay us a
tiered, 10% to 20% royalty on annual net sales of FAAH products in the United States. Royalties are payable until the later to occur of the
expiration of specified patent rights and the expiration of non-patent regulatory exclusivities in a country, provided that if royalties are payable
solely on the basis of non-patent regulatory exclusivity, each of the rates above is reduced by one-half. In addition, all royalties payable under
the strategic alliance agreements, whether by us, Purdue or Mundipharma, are subject to reduction on account of third party royalty payments or
patent litigation damages or settlements, with any such reductions capped at 50% of the amounts otherwise payable during the applicable royalty
payment period.
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Securities Purchase and Line of Credit Agreements

In connection with the entry into the strategic alliance agreements, we also entered into a securities purchase agreement and a line of credit
agreement in November 2008 with Purdue and its independent associated company, Purdue Pharma L.P., or PPLP.

Under the securities purchase agreement we issued and sold in two separate closings an aggregate of six million shares of our common stock and
warrants to purchase up to an aggregate of six million shares of our common stock, for an aggregate purchase price of $75 million. An equal
number of securities were sold to each purchaser. In March 2009, Purdue assigned its interest under the line of credit agreement to PPLP.

The line of credit agreement provides for the borrowing by us of one or more unsecured loans up to an aggregate maximum principal amount of
$50 million. The loans may be drawn by us during the three-year period that began on April 1, 2009. The loans, which may be used by us for
any proper corporate purpose, mature on April 1, 2019, which we refer to as the maturity date, and will be subordinate to any senior
indebtedness that we may incur. Borrowings made under the line of credit agreement will bear interest, payable on the maturity date, at a
fluctuating rate set at the prime rate on the business day prior to the funding of each loan and will be reset on the last business day of each month
ending thereafter. Interest will be compounded on each successive three-month anniversary of the funding of each loan. Outstanding loans may
be prepaid without penalty or premium prior to the maturity date. Amounts borrowed under the credit agreement, once borrowed, may not be
borrowed again. We have certain rights to repay outstanding amounts under the line of credit agreement in shares of our common stock.

The extension of the line of credit at an interest rate below our incremental borrowing rate represented the transfer of additional value to us in
the arrangement. As such, we recorded the fair value of the line of credit of $17.3 million as a loan commitment asset on our balance sheet in
2008. We began amortizing this asset to interest expense over the life of the loan arrangement, or 10 years, on April 1, 2009. We recorded
approximately $0.4 million of related amortization expense for the three months ended March 31, 2011 and 2010. Beginning with the fiscal year
ended December 31, 2008, we recorded the offset to the loan commitment asset to deferred revenue. As of March 31, 2011, no amounts have
been borrowed under this line of credit. We intend to draw down the full amount under the line of credit before April 1, 2012.

We recorded an aggregate of $59.3 million in deferred revenue associated with the grant of rights and licenses to Mundipharma and Purdue,
which consisted of the excess of the amount paid for the purchased shares over the closing market price on the day before the equity closings
and the value of the loan commitment asset (see note 9). We determined that the rights and licenses did not have stand-alone value and we
considered all of the obligations under the arrangement to be a single unit of accounting. There is no obligation for us to repay the $59.3 million
and we are recognizing this deferred revenue ratably over 14 years, which is our estimated period of performance under the arrangement. We
will periodically review this estimate and make adjustments as facts and circumstances dictate. We recognized $1.0 million in such revenue in
the three months ended March 31, 2011 and 2010.

Intellikine. In July 2010, we entered a development and license agreement with Intellikine under which we obtained rights to discover, develop
and commercialize pharmaceutical products targeting the delta and/or gamma isoforms of PI3K, including IPI-145. We paid Intellikine a $13.5
million up-front license fee. The entirety of this fee was included as research and development expense in the year ended December 31, 2010,
although $8.5 million of this fee was paid in January 2011. In addition, we provide financial support for research activities that may be
conducted by Intellikine under a two year research program to identify additional novel delta, gamma and dual delta/gamma-specific inhibitors
of PI3K for future development. We are recognizing these costs as research and development expense as they are incurred. We may extend the
research program for an additional year upon written notice to Intellikine at least 180 days prior to the last day of the initial two-year research
term. We are also obligated to pay up to $25 million in success-based milestones for the development of two distinct product candidates, and up
to $450 million in success-based milestones for the approval and commercialization of two distinct products. In addition, we are obligated to pay
Intellikine tiered royalties ranging from single digits to low teens upon successful commercialization of products licensed to us, which are
payable until the later to occur of the expiration of specified patent rights and the expiration of non-patent regulatory exclusivities in a country,
subject to reduction in certain circumstances.

Under the agreement, we obtained rights to direct all development and commercialization activities worldwide for products arising from the
agreement for all therapeutic indications. Mundipharma, pursuant to its strategic alliance agreement with us, has commercialization rights
outside the United States for products arising out of our PI3K inhibitor program. For a product directed primarily to an oncology indication,
Intellikine will have the option, at the end of Phase 2 clinical development and upon payment of an option fee, to convert its royalty interest in
U.S. sales into the right to share in 50% of profits and losses on U.S. development and commercialization, and to participate in up to 30% of the
detailing effort for these products in the United States.

Intellikine may terminate its participation rights in any oncology product with twelve months prior written notice to us, after which Intellikine s
participation rights would revert back to the original milestone- and royalty-based payment structure, provided that Intellikine would not be
entitled to receive royalty payments for net sales occurring prior to the termination date and certain specified milestone payments.
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Other than pursuant to the agreement, neither we nor Intellikine may research, develop or commercialize products directed to the PI3K delta
and/or gamma isoforms which meet certain selectivity criteria.
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The agreement expires when the parties have no further obligations to each other thereunder, unless earlier terminated. Either party may
terminate the agreement on 75 days prior written notice if the other party materially breaches the agreement and fails to cure such breach within
the applicable notice period, provided that the notice period is reduced to 30 days where the alleged breach is non-payment. Additionally,
Intellikine may terminate the agreement upon 30 days prior written notice if we or a related party bring an action challenging the validity of any
of the licensed patents, provided that we have not withdrawn such action before the end of the 30-day notice period. We may terminate the
agreement at any time upon 180 days prior written notice provided after the end of the research term.

Financial Overview
Revenue

All of our revenue to date has been derived from license fees, the reimbursement of research and development costs, contract service revenue
and milestones payments received from our collaboration partners. As the agreements with Mundipharma and Purdue provide for funding for
our research and development efforts, we recognize this cost reimbursement as revenue in the period earned in proportion to our forecasted total
expenses as compared to the total research funding budget for the year. In the future, we may generate revenue from a combination of product
sales, research and development support services and milestone payments in connection with strategic relationships, and royalties resulting from
the sales of products developed under licenses of our intellectual property. We expect that any revenue we generate will fluctuate from year to
year as a result of the timing and amount of license fees, research and development reimbursement, milestone and other payments earned under
our collaborative or strategic relationships, and the amount and timing of payments that we earn upon the sale of our products, to the extent any
are successfully commercialized. If we fail to complete the development of our drug candidates in a timely manner or obtain regulatory approval
for them, our ability to generate future revenue, and our results of operations and financial position, would be materially adversely affected.

Research and Development Expense

We