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May 7, 2012

Re: Theravance’s 2012 Annual Meeting of Stockholders — May 15, 2012
Proposal 3, Advisory Vote Regarding Executive Compensation (“Say on Pay”)

Dear Stockholder:

By now you should have received Theravance’s Notice of the 2012 Annual Meeting and Proxy Statement. You can also view our Proxy Statement at
http://investor.theravance.com/secfiling.cfm?filingID=1047469-12-4297&CIK=1080014.

We are writing to ask for your support at the Annual Meeting by voting in accordance with the recommendations of our Board of Directors on all proposals.
In particular, we want to request your support on Proposal 3, Advisory Vote Regarding Executive Compensation (“Say on Pay”).

Institutional Shareholder Services (ISS) has recommended that Theravance stockholders vote against this proposal. We disagree with the ISS
recommendation and believe that it reflects a general lack of understanding about drug research and development companies and a specific lack of

understanding about both our business model and our CEO compensation program.

Our position can be summarized as follows:



ISS based its conclusion that Theravance’s CEO pay was above market using a peer group selected based on revenue size. We believe
market capitalization is a much more meaningful measure of company size for our industry because it reflects stockholders’ projected value
of the product pipeline of research and development-stage drug companies. Our business model emphasizes future relative profitability over
current revenue. By employing partnership agreements where the primary economic benefit accruing to our company is royalty income,
our current and near-term future revenues will be lower than if we utilized a business model that sought to maximize absolute revenues.
Our investors value Theravance based on future royalty streams as opposed to absolute revenue. Given our business model, market
capitalization is a much better metric than revenue for peer group selection.

ISS inflated Theravance’s 2011 CEO pay using a flawed methodology, which: (1) attributed a larger-than-normal initial equity award that is
the first part of a three-year equity program to a single year, and (2) valued a six-year performance-contingent equity award at its
maximum potential value, while we consider the possibility remote that sufficient performance goals will be achieved for the award to fully
vest. In accordance with SEC rules, no value related to this performance-contingent award was included in the 2011 Summary
Compensation Table in our proxy statement as it is not probable that the full amount of this award will be earned.

Theravance would not have any “high” concern ratings under ISS’ CEO Pay for Performance Test, if either: (1) Theravance’s internal peer
group were used to evaluate our pay and performance, or (2) Theravance’s CEO’s 2011 compensation were valued in a manner taking into
account the high risk associated with the performance-contingent awards, and compared to ISS’ flawed peer group.

We take issue with the “one-size-fits all” peer group selected by ISS to benchmark our CEO compensation. We believe that it fails to recognize that investors
in drug research and development companies do not use revenue as a key measure of organizational size, scope, and complexity. It further ignores the fact
that Theravance has a market capitalization value that is over eight times larger than the median peer used by ISS in its analysis, and that this higher market
value naturally drives higher equity grant value.

We agree that company size matters in setting compensation, and we consider the market value ascribed by our investors to the future value of Theravance’s
product pipeline, for which management is responsible, as a better size measure. Therefore, we developed our peer group (with advice from our independent
compensation consultant) based primarily on market capitalization, development stage and labor market, and set CEO compensation using the pay practices
of these companies as a guide.

This difference in comparator groups is the core source of the difference between the recommendations of our Board and ISS on the Say on Pay proposal, and
as shown below (and in the Appendix with more detail), ISS chose to evaluate our CEO’s pay against a group of companies that we believe are smaller and
generally less mature enterprises.

Theravance Size Ranking'
Internal IS5
Size Measure Compensation Comparator
(% millions ) Peer Group' Group®
Market Capitalization 0ol 17 20f22
Revenues 170f17 10 0f22

! Based on data from the Standard & Poor's Research Insight database (effective 5/01/12), which may differ from the
financial information as Gled with the Securities and Exchange Commission,

* Market capitalization is measured as of 12/31/1 1. Revenues reflect the most recent fiscal vear end (as of 12/31/11).

* Excludes OS] Pharmaceuticals and ZymoGenetics, both of which have been acquired.

* Excludes Micromet, which has been acquired.

Market capitalization, a key component of which is stock price, is the primary driver of equity compensation grant value, and equity compensation grant
value is the single largest component of CEO compensation at Theravance and the peer group. Obviously, higher market capitalization companies have higher
equity compensation grant values because their stock price is higher, even if the percentage of stockholder value offered to management as equity
compensation is not different. For example, assume companies A and B have identical revenues of $25 million and both have 100 million shares outstanding,
but company A’s market capitalization is $230 million (i.e., a $2.30 per share stock price) as compared to company B’s $1.6 billion market capitalization (i.e.,
a $16 per share stock price). It is logical that company B would provide more annual equity grant value to its CEO because it has a higher price at the time of
grant. However, the ISS analysis, which effectively compares Theravance to peers with median market cap 1/8™ our size, suggests that both companies
should have the same grant value because both companies have the same revenues. This simply doesn’t make sense.

If ISS had used Theravance’s internal compensation peer group, then we would have passed the ISS CEO compensation tests without being in the “high”
concern range on any quantitative measure. This is true even using ISS’ flawed valuation of our CEO’s pay (discussed in more detail below), which failed
to annualize the front-loaded restricted stock award amount over the three year period and valued a challenging six-year performance-contingent award at the
maximum possible earn-out (this award was not expected to fund at the time of grant, and Theravance still considers the likelihood of achieving sufficient
milestones to earn the full award as remote).

ISS’ Flawed Quantitative Pay Analysis

With respect to ISS’ quantitative pay analysis, we note the following methodological flaws:



ISS uses mostly smaller market cap companies in its analysis (the median market cap is 1/8" our size), so it is no surprise that our CEO’s compensation
was viewed as being relatively higher.

ISS values a multi-year front-loaded grant of restricted stock awards (RSAs) as one year of compensation for our CEO, when in fact it is intended as
roughly two years of compensation (in a three-year program), supported by an explicit written commitment not to grant our CEO more equity than
contemplated under the original three-year program through 2012 and 2013. As disclosed in our proxy statement, the intention of the Compensation
Committee was to provide the equivalent of 110,000 RSAs in 2011, 2012, and 2013, resulting in a three-year total of 330,000 RSAs. To augment
retention, this was delivered as 220,000 RSAs in 2011 (with an additional fifth year of vesting). Further, instead of granting an additional 55,000 RSAs
in both 2012 and 2013, for a total of 330,000 RSAs over three

years, we reduced our CEO’s 2012 and 2013 awards by 33,000 shares each year, requiring 66,000 RSAs to be deducted as a “buy-in” for participation in
a six-year performance plan. The three- and six-year compensation designs are consistent with Theravance’s multi-year drug research and development
business timeline, but if these awards were treated as a repeating annual event (which they are clearly disclosed as not so being), then CEO compensation
is overstated significantly. Theravance’s perspective on the long-term view of our CEO’s 2011 through 2013 compensation is that his compensation is
equivalent to 110,000 RSAs per year, yet ISS treats 2011 as 220,000 RSAs (plus maximum potential performance-contingent award earn-out on top).

ISS treats our CEO’s one-time six-year performance-contingent restricted stock grant, some or all of which may be forfeited if challenging performance
goals are not achieved, as “annual” compensation in 2011. Further, ISS has valued this performance-contingent grant as though the maximum possible
share earn-out will be achieved. In contrast, the probability of achieving any earn-out under the performance-contingent award was considered low
enough that no expense was booked in our audited 2011 financials, nor in the first quarter of 2012, nor was any grant date compensation reported in the
Summary Compensation Table of our proxy statement.

ISS’ rating of “high concern” on the CEO pay as a multiple of median test generated its negative recommendation. However, if this test had properly
treated Theravance’s annual CEO grant as 110,000 RSAs, then Theravance’s CEO pay multiple would be 2.3x the median of ISS’ flawed group of too
small companies, which would be in the “low concern” range under their published policy guidelines.

A simulation of the ISS quantitative CEO pay for performance test, using Theravance’s internal compensation peer group, is shown in the Appendix. The
simulation indicates that even if the CEQO’s entire 2011 front-loaded RSA and the maximum earn-out of the performance-contingent award are treated as
“annual” compensation for 2011, then Theravance’s CEO pay is still below the “high concern” range.

ISS and Theravance stockholders were aware of the 2011 CEO front-loaded RSA and performance-contingent awards last year, as well as Theravance’s

75t percentile philosophy and internal peer group. All of this information was disclosed in the March 16, 2011 proxy statement and none of it has changed
since then. Meanwhile, ISS supported the Theravance pay program in 2011, as did a substantial majority of the stockholders that voted on the 2011 proposal
(98.6% of the vote was “for” the executive pay program). The only changes to Theravance’s CEO equity grant program since the 2011 proxy statement
disclosure were to make the program more stockholder-friendly by (1) committing that CEO equity grants would not exceed 22,000 RSAs in each of 2012

and 2013, and (2) making 50% of the CEO’s 2012 RSA award performance-contingent, which was not contemplated in the original three-year program
design.

We would also like to reiterate, that 2012 and 2013 CEO compensation will appear to be quite a bit lower than 2011, since the front-loaded structure of the
equity grant program causes the most recent proxy statement to show high compensation followed by considerably lower
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amounts and we have committed not to exceed the original planned grant amounts for our CEO.
Theravance has Demonstrated its Commitment to Best Practice Performance-Based Executive Compensation and Governance Design.

In fiscal 2011, 60% of executive officer equity awards were performance-based and we consider the performance goals applicable to those awards to be
very challenging.

Approximately 58% of our CEO’s equity awards granted since 2007 have been performance-based, and the goals established have been so challenging
that 80% of those performance-based awards with a completed performance period were not earned and were forfeited as a result. Theravance
implemented pure performance-based equity awards several years ago and the Compensation Committee lived by the terms of those awards, including
forfeiture of the shares when the goals were not met.

We adopted an executive stock ownership guideline covering all named executive officers in early 2012, including a CEO ownership guideline set at six
times annual base salary.

We adopted a cash incentive compensation recoupment (“claw back”) policy effective February 8, 2012, and we intend to amend the policy to comply
with the additional requirements of the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (Dodd-Frank Act) after the SEC adopts
new regulations for implementation.

Our insider trading policy for executive officers and non-employee directors prohibits transactions involving short sales and derivatives, including put and
call options and forward sales contracts.

The Appendix to this letter provides additional detail to support the conclusions herein.

We invite you to read the Proxy Statement for more information regarding the reasons the Board is recommending a vote “FOR” Proposal 3,
Advisory Vote Regarding Executive Compensation.



We appreciate your time and consideration on these matters and ask for your support of the Board’s recommendation.
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APPENDIX

If Theravance’s 2011 internal compensation peer group is used for ISS’ CEO relative alignment pay-for-performance test, Theravance will fall below ISS’
“high concern” range. For the sake of conservatism, this analysis assumes that all CEO RSAs and the maximum earn-out under the performance-contingent
award are treated as annual compensation for 2011 (as ISS did it in its report, although inconsistent with Theravance’s internal view).

Estimated Resulis of 155" CEO Pav-for-Performance Tests for Theravanee's 2001 Peer Group' Helathve Allgnment Res ulis
1=Year Relatie Allgnment (40% Welghit) A-Year Relative Alignment (60% Welght) Welghted RIMA

vty v TSR: oy CED Pay” [‘.«mm‘ TSR? Carmpan CFLY Pay’ Performunce (TSR] 55%
Cubizt Phiarm B5% |United Thempeutics 323,561 Salx Pharm %% |Unted Thempeutics 516,738 mus Fay T
Regeneran Phamm % IMedicis Pharm 10637 In<yie A% |Regencron Phamm 11031
Alkormes 4% |Regeneron Pharm 516,740 | Human Genome 5% (Medicis Pharm A1ieiT
Medicnes Ca are | Thermance* 15002 Regeneron Pham 45 |Human Genome L T
Medics Phamm 25% Humen Genome 210,457 Medicis Pham % [Theravance * B, 5402
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United Thempeutics  -258% |Medicines Co S350 | IMedicines Co % |Interbune 83,537 1-Year CHEO Pay Multiple
I515 Pharm -2 |Annylin Phorm S5300 | fimterhune i |Ineyte 55302 [Peer Group Median 55053
Xenopo -55% | Alkermes S460% | |Anmyln Phom I [Medicines Co 53,253 Thermance 2.66%
Mektar Phiarm 5% |Salx Pharm 153 Mekiar Phamm e |Xenopor 2178
InterMune 65% | Xemopon 12,557 1515 Pharm -HF% |Saloc Pharm 52,759 Key:
Human (enome 5% 1SES Pham 52024 Kenopord =47%% |ISI5 Pharm 52,026 Low Concem <233
THRX %% Hank d44% |THEX % Rank Bl % [THRX % Rank 63% [THEX % Rank T5% Medium Concerm L3300 3,33

1-Year RDA -3IR% 3-Vear RN -13% High Concern = 333

! Campensation data are provided by Equilas, with stock opticns valssd under 155" methodology, which differs from the ASC 718 grant date Fair value reponed
in the proay. O8] Pharmaceuticals and ZymoGenctics are excluded from this analysis, as bath companies havie boen acquired.

“ TSR data are from the Standard & Poor's Research Insight database, Ome-year TSR reflects the pericd from 1230710010 12731011, ond theee-year TSR reflects
the period from 1230108 10 12731711,

" CEQ compensation shown in theussnds, One-year reflests fiscal 2011 and thres year reflecis ihe mean of fiscal 2000, 2010, and 2011,

¥ Compensation calculaled based on 155" methodology, and includes the maximum performance share award.

Theravance is slightly below the median of its internal compensation peers when measured by market capitalization. However, compared to the comparator
companies used by ISS in its evaluation of the CEO’s 2011 compensation, Theravance’s market capitalization is significantly larger. Note that Theravance’s
market capitalization size is approximately 8.5x larger than the median market cap in ISS’ compensation peer group.

Theravanee Siee versus 200 1 Compensation Peer Group Theravance Size versus 155" Comparator Group
Market Capitalization Value Last Fiscal Year Market Capitallzation Value Last Fiscal Year
ws of 120317011 (5 millions) Revenucs (3 millions) as ol 12/301000 (5 millions) Revenues (% millions )
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Human CGenome Sciences 1,468 Sentthe Genetics $05 | GTx 5211 Repligen §23
Medicmes L0010 Incwie 09 Ozing Thempeutics 3176 Amicus Thempeutics 221
Interdune L5235 Nektar 'I'hcntpuuli;s 71 Vanda Pharmaceuticals 21 Ii‘n‘l{'r}lsl Pharmmceuticals L0
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GenVeo 330 Ardea Biosciences 57
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Motes: All data are sourced from Standard & Poor's Research Insight database (effective 5/00712), which may differ from the fin ancil infermation
a% filed with the Securnties and |iJ:|;||;ml.:|.~ Commussion,
Uu;lrlik- slatist 'H.:a 'ir||;|u:l|.: Thn:m'.'rl nce.
OS] Phamaceuticals and £ymoGenetics are excluded from Theravance's 20011 peer group because they have been scquired: cument
financial dota are not available,
Micromet & excluded fromthe 155 peer group because it was acquired: cument financial data are not availabbe.






