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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
VICAL INCORPORATED

BALANCE SHEETS

(In thousands, except par value data)

(Unaudited)

ASSETS

Current assets:

Cash and cash equivalents

Marketable securities, available-for-sale

Restricted cash

Receivables and other assets

Total current assets

Long-term investments

Property and equipment, net

Intangible assets, net

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Accounts payable and accrued expenses

Deferred revenue

Total current liabilities

Long-term liabilities:

Deferred rent

Commitments and contingencies

Stockholders' equity:

Preferred stock, $0.01 par value, 5,000 shares authorized, none issued and outstanding
Common stock, $0.01 par value, 160,000 shares authorized, 9,206 and 9,154 shares

issued and outstanding at June 30, 2016, and December 31, 2015, respectively
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive income
Total stockholders' equity
Total liabilities and stockholders' equity

June 30,
2016

$5,229
27,746
3,246
4,751
40,972
2,238
1,578
868
191

$45,847

$3,191
122
3,313

90

92
450,752
(408,583)
183
42,444
$45,847

December
31,
2015

$13,450
23,258
3,246
4,544
44,498
2,052
1,873
1,300
191

$49,914

$3,912
250
4,162

359

92

450,166

(404,905)

40

45,393
$49,914
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See accompanying notes to unaudited financial statements
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VICAL INCORPORATED
STATEMENTS OF OPERATIONS
(In thousands, except per share data)

(Unaudited)

Revenues:

Contract revenue

License and royalty revenue

Total revenues

Operating expenses:

Research and development
Manufacturing and production
General and administrative

Total operating expenses

Loss from operations

Other income:

Investment and other income, net
Net loss

Basic and diluted net loss per share
Weighted average shares used in computing basic and diluted net

loss per share

See accompanying notes to unaudited financial statements

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

2016 2015 2016 2015

$3,630 $3,681 $7,718 $7,955
492 495 1,008 1,165
4,122 4,176 8,726 9,120

2,303 2,457 4781 6,094
1,221 2,379 4,067 5,320
1,919 2,132 3,709 4,355
5,443 6,968 12,557 15,769
(1,321) (2,792) (3,831) (6,649)

66 30 153 66

$(1,255) $(2,762) $(3,678 ) $(6,583)
$(0.14 ) $(0.30 ) $(0.40 ) $(0.72 )

9,240 9,189 9,232 9,141
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VICAL INCORPORATED
STATEMENTS OF COMPREHENSIVE LOSS

(In thousands)

(Unaudited)
Three Months Ended  Six Months Ended
June 30, June 30,
2016 2015 2016 2015
Net loss $(1,255 ) $(2,762 ) $(3,678) $(6,583)
Other comprehensive gain (loss):
Unrealized gain (loss) on available-for-sale and long-term
marketable securities:
Unrealized gain (loss) arising during holding period, net of tax
benefit of $19 and $0 for three months ended June 30, 2016
and 2015, respectively, and $63 and $0 for six months ended
June 30, 2016 and 2015, respectively 48 (54 ) 143 25
Other comprehensive gain (loss) 48 (54 ) 143 25
Total comprehensive loss $(1,207 ) $(2,816 ) $(3,535) $(6,558)

See accompanying notes to unaudited financial statements
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VICAL INCORPORATED
STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization

Write-off of abandoned patents

Loss on sale of property and equipment
Compensation expense related to stock options and awards
Purchase of technology license with common stock
Changes in operating assets and liabilities:
Receivables and other assets

Accounts payable and accrued expenses

Deferred revenue

Deferred rent

Net cash used in operating activities

Cash flows from investing activities:

Maturities of marketable securities

Purchases of marketable securities

Purchases of property and equipment

Patent expenditures

Net cash (used in) provided by investing activities
Cash flows from financing activities:

Proceeds from issuance of common stock

Payment of withholding taxes for net settlement of restricted stock units
Net cash used in financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

See accompanying notes to unaudited financial statements

Six Months Ended
June 30,
2016 2015
$(3,678 ) $(6,583)
556 595
371 46
— 2
591 1,097
— 775
(208 ) (330 )
(689 ) (1,208)
(128 ) 520
237 ) (205 )
(3,422 ) (5,291)
12,422 11,435
(17,011) (6,852)
205 ) (33 )
— 45 )
(4,794 ) 4,505
5 2
(10 ) 20 )
(5 ) (18 )
(8,221 ) (804 )
13,450 20,471
$5,229 $19,667
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VICAL INCORPORATED
NOTES TO FINANCIAL STATEMENTS
June 30, 2016

(Unaudited)

1.BASIS OF PRESENTATION

Vical Incorporated, or the Company, a Delaware corporation, was incorporated in April 1987 and has devoted
substantially all of its resources since that time to its research and development programs. The Company researches
and develops biopharmaceutical products, including those based on its patented DNA delivery technologies, for the
prevention and treatment of serious or life-threatening diseases.

All of the Company’s potential products are in research and development phases. No revenues have been generated
from the sale of any such products, nor are any such revenues expected for at least the next several years. The
Company earns revenue from research and development agreements with pharmaceutical collaborators and from
contract manufacturing agreements. Most of the Company’s product candidates will require significant additional
research and development efforts, including extensive preclinical and clinical testing. All product candidates that
advance to clinical testing will require regulatory approval prior to commercial use, and will require significant costs
for commercialization. There can be no assurance that the Company’s research and development efforts, or those of its
collaborators, will be successful. The Company expects to continue to incur substantial losses and not generate
positive cash flows from operations for at least the next several years. No assurance can be given that the Company
can generate sufficient product revenue to become profitable or generate positive cash flows from operations.

The unaudited financial statements at June 30, 2016, and for the three and six months ended June 30, 2016 and 2015,
have been prepared in accordance with the rules and regulations of the Securities and Exchange Commission, or SEC,
and with accounting principles generally accepted in the United States applicable to interim financial statements.
These unaudited financial statements have been prepared on the same basis as the audited financial statements
included in the Company’s Annual Report on Form 10-K and include all adjustments, consisting of only normal
recurring accruals, which in the opinion of management are necessary to present fairly the Company’s financial
position as of the interim date and results of operations for the interim periods presented. Interim results are not
necessarily indicative of results expected for a full year or future periods. The preparation of financial statements
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ materially from those estimates. These
unaudited financial statements should be read in conjunction with the Company’s audited financial statements for the
year ended December 31, 2015, included in its Annual Report on Form 10-K filed with the SEC.

On May 26, 2016, the Company amended its certificate of incorporation to effect a one-for-ten (1:10) reverse stock
split. This reverse stock split became effective as of the close of business on May 26, 2016. The reverse stock split
had no effect on the par value of its common stock and did not reduce the number of authorized shares of common
stock but reduced the number of outstanding shares of common stock by the ratio. Accordingly, the outstanding
shares, stock award disclosures, net loss per share, and other per share disclosures for all periods presented have been
retrospectively adjusted to reflect the impact of this reverse stock split.

10
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The reverse stock split did effect a proportionate adjustment to the per share exercise price and the number of shares
of common stock issuable upon the exercise of outstanding stock options, the number of shares of common stock
issuable upon the vesting of restricted stock awards, and the number of shares of common stock eligible for issuance
under our stock incentive plan. No fractional shares were issued in connection with the reverse stock split. Each
stockholder’s percentage ownership and proportional voting power generally remained unchanged as a result of the
reverse stock split.

Cash, Cash Equivalents and Marketable Securities

Cash and cash equivalents consist of cash and highly liquid securities with original maturities at the date of acquisition
of ninety days or less and can be liquidated without prior notice or penalty. Investments with an original maturity of
more than ninety days are considered marketable securities and have been classified by management as
available-for-sale. These investments are classified as current assets, even though the stated maturity date may be one
year or more beyond the current balance sheet date which reflects management’s intention to use the proceeds from
sales of these securities to fund its operations, as necessary. Such investments are carried at fair value, with unrealized
gains and losses included as a separate component of stockholders’ equity. Realized gains and losses from the sale of
available-for-sale securities or the amounts, net of tax, reclassified out of accumulated other comprehensive income
(loss), if any, are determined on a specific identification basis.

7
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Restricted Cash

The Company is required to maintain a letter of credit securing an amount equal to twelve months of the current
monthly installment of base rent for the term of its primary facilities lease, which ends in December 2018. Under
certain circumstances, the Company may be able to eliminate the need for the letter of credit. As of June 30, 2016, and
December 31, 2015, restricted cash of $3.2 million was pledged as collateral for this letter of credit.

Revenue Recognition

Revenue is recognized when the four basic criteria of revenue recognition are met: (1) persuasive evidence of an
arrangement exists; (2) delivery has occurred or services rendered; (3) the fee is fixed or determinable; and

(4) collectability is reasonably assured. Certain portions of the Company’s revenue are generated through
manufacturing contracts and stand-alone license agreements.

Multiple-Element Arrangements

The Company has entered into multiple-element arrangements. In order to account for the multiple-element
arrangements, the Company identifies the deliverables included within the agreement and evaluates which
deliverables represent separate units of accounting. Analyzing the arrangement to identify deliverables requires the
use of judgment, and each deliverable may be an obligation to deliver services, a right or license to use an asset, or
another performance obligation. The delivered item(s) must have value to the customer on a standalone basis and, if
the arrangement includes a general right of return relative to the delivered item, delivery or performance of the
undelivered item(s) is considered probable and substantially in the Company’s control.

A delivered item is considered a separate unit of accounting when the delivered item has value to the partner on a
standalone basis based on the consideration of the relevant facts and circumstances for each arrangement. Factors
considered in this determination include the research capabilities of the partner and the availability of research
expertise in this field in the general marketplace. Arrangement consideration is allocated at the inception of the
agreement to all identified units of accounting based on their relative selling price. The relative selling price for each
deliverable is determined using vendor specific objective evidence, or VSOE, of selling price or third-party evidence
of selling price if VSOE does not exist. If neither VSOE nor third-party evidence of selling price exists, the Company
uses its best estimate of the selling price for the deliverable. The amount of allocable arrangement consideration is
limited to amounts that are fixed or determinable. The consideration received is allocated among the separate units of
accounting, and the applicable revenue recognition criteria are applied to each of the separate units. Changes in the
allocation of the sales price between delivered and undelivered elements can impact revenue recognition but do not
change the total revenue recognized under any agreement. If facts and circumstances dictate that the license has
standalone value from the undelivered items, which generally include research and development services and the
manufacture of drug products, the license is identified as a separate unit of accounting and the amounts allocated to
the license are recognized upon the delivery of the license, assuming the other revenue recognition criteria have been
met. However, if the amounts allocated to the license through the relative selling price allocation exceed the upfront
license fee, the amount recognized upon the delivery of the license is limited to the upfront fee received. If facts and
circumstances dictate that the license does not have standalone value, the transaction price, including any upfront
license fee payments received, are allocated to the identified separate units of accounting and recognized as those
items are delivered.

The terms of the Company’s collaboration agreements provide for milestone payments upon achievement of certain
regulatory and commercial events. Under the Milestone Method, the Company recognizes consideration that is
contingent upon the achievement of a milestone in its entirety as revenue in the period in which the milestone is
achieved only if the milestone is substantive in its entirety. A milestone is considered substantive when it meets all of

12
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the following criteria: 1) The consideration is commensurate with either the entity’s performance to achieve the
milestone or the enhancement of the value of the delivered item(s) as a result of a specific outcome resulting from the
entity’s performance to achieve the milestone, 2) The consideration relates solely to past performance, and 3) The
consideration is reasonable relative to all of the deliverables and payment terms within the arrangement. A milestone
is defined as an event (i) that can only be achieved based in whole or in part on either the entity’s performance or on
the occurrence of a specific outcome resulting from the entity’s performance, (ii) for which there is substantive
uncertainty at the date the arrangement is entered into that the event will be achieved and (iii) that would result in
additional payments being due to the Company.

Contract Services, Grant and Royalty Revenue

The Company recognizes revenues from contract services and federal government research grants during the period in
which the related expenditures are incurred and related payments for those services are received or collection is
reasonably assured. Royalties to be received based on sales of licensed products by the Company’s collaborators

incorporating the Company’s licensed technology are recognized when received.

8
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Manufacturing and Production Costs

Manufacturing and production costs include expenses related to manufacturing contracts and expenses for the
production of plasmid DNA for use in the Company’s research and development efforts. Manufacturing expenses
related to manufacturing contracts are deferred and expensed when the related revenue is recognized. Production
expenses related to the Company’s research and development efforts are expensed as incurred.

Net Loss Per Share

Basic and diluted net loss per share has been computed using the weighted-average number of shares of common
stock outstanding during the period. The weighted average number of shares used to compute diluted loss per share
excludes any assumed exercise of stock options and any assumed issuance of common stock under restricted stock
units as the effect would be antidilutive. Common stock equivalents of 11,860 and 51,859 for the three months ended
June 30, 2016 and 2015, respectively, were excluded from the calculation because of their antidilutive

effect. Common stock equivalents of 6,168 and 63,189 for the six months ended June 30, 2016 and 2015,
respectively, were excluded from the calculation because of their antidilutive effect.

Stock-Based Compensation

The Company records its compensation expense associated with stock options and other forms of equity compensation
based on their fair value at the date of grant using the Black-Scholes-Merton option pricing model. Stock-based
compensation includes amortization related to stock option awards based on the estimated grant date fair value.
Stock-based compensation expense related to stock options includes an estimate for forfeitures and the portion that is
ultimately expected to vest is recognized ratably over the vesting period of the option. In addition, the Company
records expense related to RSUs granted based on the fair value of those awards on the grant date. The fair value
related to the RSUs is amortized to expense over the vesting term of those awards. Stock-based compensation expense
related to RSUs includes an estimate for forfeitures and the portion expected to vest is recognized ratably over the
requisite service period. The expected forfeiture rate of all equity-based compensation is based on observed historical
patterns of the Company’s employees and was estimated to be 8.75% annually for each of the six months ended June
30,2016 and 2015.

Stock-based compensation expense for a stock-based award with a performance condition is recognized when the
achievement of such performance condition is determined to be probable. If the outcome of such performance
condition is not determined to be probable or is not met, no compensation expense is recognized and any previously
recognized compensation expense is reversed.

Recent Accounting Pronouncements

In May 2014, the FASB issued guidance that outlines a single comprehensive model for entities to use in accounting
for revenue arising from contracts with customers and supersedes most current revenue recognition guidance,
including industry-specific guidance. The guidance provides that an entity recognize revenue when it transfers
promised goods or services to customers in an amount that reflects the consideration to which the entity expects to be
entitled in exchange for those goods or services. This guidance also requires additional disclosure about the nature,
amount, timing and uncertainty of revenue and cash flows arising from customer contracts, including significant
judgments and changes in judgments, and assets recognized from costs incurred to obtain or fulfill a contract. The
guidance allows for either full retrospective or modified retrospective adoption and will become effective for the
Company in the first quarter of 2018. The Company is evaluating the alternative transition methods and the potential
effects of the adoption of this update on its financial statements.

14
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In August 2014, the FASB issued an amendment to the accounting guidance related to the evaluation of an entity to
continue as a going concern. The amendment establishes management’s responsibility to evaluate whether there is
substantial doubt about an entity’s ability to continue as a going concern in connection with preparing financial
statements for each annual and interim reporting period. The amendment also gives guidance to determine whether to
disclose information about relevant conditions and events when there is substantial doubt about an entity’s ability to
continue as a going concern. The amended guidance is effective prospectively for fiscal years beginning after
December 15, 2016. The new guidance will not have an impact on the Company’s financial position, results of
operations or cash flows.

In February 2016, the FASB issued an amendment to the accounting guidance related to the accounting for leasing
transactions. The new standard requires a lessee to record on the balance sheet the assets and liabilities for the rights
and obligations created by leases with lease terms of more than 12 months and will require both lessees and lessors to
disclose certain key information about lease transactions. The standard will be effective for fiscal years beginning
after December 15, 2018, including interim periods within those fiscal years. The Company is evaluating the effect
that the adoption of the new guidance will have on its financial statements.

15
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2.STOCK-BASED COMPENSATION
Total stock-based compensation expense was allocated to research and development, manufacturing and production
and general and administrative expense as follows (in thousands):

Three
Months Six Months
Ended Ended

June 30, June 30,
2016 2015 2016 2015

Research and development $77 $105 $159 $216
Manufacturing and production 30 47 63 81
General and administrative 171 374 369 800

Total stock-based compensation expense $278 $526 $591 $1,097

During the six months ended June 30, 2016 and 2015, the Company granted stock-based awards with a total estimated
value of $0.6 million and $1.9 million, respectively. At June 30, 2016, total unrecognized estimated compensation
expense related to unvested stock-based awards granted prior to that date was $1.1 million, which is expected to be
recognized over a weighted-average period of 1.4 years. Stock-based awards granted during the six months ended
June 30, 2016 and 2015, were equal to 3.6% and 3.3%, respectively, of the outstanding shares of common stock at the
end of the applicable period.

3.MARKETABLE SECURITIES, AVAILABLE FOR SALE
The following is a summary of available-for-sale marketable securities (in thousands):

Amortized Unrealized Unrealized Market

June 30, 2016 Cost Gain Loss Value

U.S. treasuries $17,801 $ 12 — $17,813

Certificates of deposit 9,933 — — 9,933
$27734 $ 12 $ — $27,746

Amortized Unrealized Unrealized Market

December 31, 2015 Cost Gain Loss Value
U.S. treasuries $ 7,027 $ —9$ 8 $7,019
Corporate bonds 1,000 — — 1,000
Certificates of deposit 15,239 — — 15,239

16
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$23,266 $ —$ 8 $23,258

At June 30, 2016, none of these securities were scheduled to mature outside of one year. The Company did not realize
any gains or losses on sales of available-for-sale securities for the six months ended June 30, 2016. As of June 30,
2016, none of the securities had been in a continuous material unrealized loss position longer than one year.

4.0OTHER BALANCE SHEET ACCOUNTS
Accounts payable and accrued expenses consisted of the following (in thousands):

June December

30, 31,

2016 2015
Employee compensation $1,701 $ 2,220
Clinical trial accruals 67 102
Accounts payable 460 733
Deferred rent 529 496
Other accrued liabilities 434 361

Total accounts payable and accrued expenses $3,191 $ 3,912

10
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5.LONG-TERM INVESTMENTS

As of June 30, 2016, the Company held an auction rate security with a par value of $2.5 million. This auction rate
security has not experienced a successful auction since the liquidity issues experienced in the global credit and capital
markets in 2008. As a result, the security is classified as a long-term investment as it is scheduled to mature in 2038.
The security was rated A- by Standard and Poor’s as of June 30, 2016. The security continues to pay interest according
to its stated terms.

The valuation of the Company’s auction rate security is subject to uncertainties that are difficult to predict. The fair
value of the security is estimated utilizing a discounted cash flow analysis. The key drivers of the valuation model
include the expected term, collateral underlying the security investment, the creditworthiness of the counterparty, the
timing of expected future cash flows, discount rates, liquidity and the expected holding period. The security was also
compared, when possible, to other observable market data for securities with similar characteristics. As of June 30,
2016, the inputs used in the Company’s discounted cash flow analysis assumed an interest rate of 1.00%, an estimated
redemption period of five years and a discount rate of 1.00%. Based on the valuation of the security, the Company has
recognized cumulative losses of $0.4 million as of June 30, 2016, none of which were realized during the six months
ended June 30, 2016. The losses when recognized are included in investment and other income. The market value of
the security has partially recovered. Included in other comprehensive income are unrealized gains of $123,000 and
$9,000 for the six months ended June 30, 2016 and 2015, respectively. As of June 30, 2016, the Company had
recorded cumulative unrealized gains of $0.4 million. The resulting carrying value of the auction rate security at June
30, 2016, was $2.2 million. Any future decline in market value may result in additional losses being recognized.

6.FAIR VALUE MEASUREMENTS

The Company measures fair value as an exit price, representing the amount 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. As such, fair
value is a market-based measurement that should be determined based on assumptions that market participants would
use in pricing an asset or liability. Fair value measurements are based on a three-tier fair value hierarchy, which
prioritizes the inputs used in measuring fair value as follows:

-Level 1: Observable inputs such as quoted prices in active markets;
-Level 2: Inputs, other than the quoted prices in active markets, that are observable either directly or indirectly; and
-Level 3: Unobservable inputs in which there is little or no market data, which require the reporting entity to develop
its own assumptions.
Cash equivalents, marketable securities and long-term investments measured at fair value are classified in the table
below in one of the three categories described above (in thousands):

Fair Value Measurements
Level Level

June 30, 2016 Levell 2 3 Total
Certificates of deposit $9,933 § —$— $9,933
Money market funds 3,540 — — 3,540
U.S. treasuries 17,813 — — 17,813
Auction rate securities — — 2,238 2,238

$31,286 $ —$2,238 $33,524
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Fair Value Measurements
Level Level

December 31, 2015 Levell 2 3 Total
Certificates of deposit $15,239 $— $— $15,239
U.S. treasuries 7,019 — — 7,019
Corporate bonds — 1,000 — 1,000
Auction rate securities — — 2,052 2,052

$22,258 $1,000 $2,052 $25,310

based on publicly available quoted market prices for identical securities as of June 30, 2016. The Company determines

the fair value of corporate bonds and other government-sponsored enterprise related securities with the aid of
valuations provided by third parties using proprietary valuation models and analytical tools. These valuation models

and analytical tools use market pricing or similar instruments that are both objective and publicly available, including

matrix pricing or reported trades, benchmark yields, broker/dealer quotes, issuer spreads, two-sided markets,

benchmark securities, bids and/or offers. The Company validates the valuations received

11
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from its primary pricing vendors for its level 2 securities by examining the inputs used in that vendor’s pricing process
and determines whether they are reasonable and observable. The Company also compares those valuations to recent
reported trades for those securities. The Company did not transfer any investments between level categories during the
three and six months ended June 30, 2016. The valuation of the Company’s investments in auction rate securities,
which includes significant unobservable inputs, is more fully described in Note 5.

Activity for assets measured at fair value using significant unobservable inputs (Level 3) is presented in the table
below (in thousands):

Balance at December 31, 2015 $2,052
Total unrealized gains, excluding tax impact, included in other comprehensive loss 186
Balance at June 30, 2016 $2,238

Total gains or losses for the period included in net loss attributable to the change in

unrealized gains or losses relating to assets still held at the reporting date $—

7.COMMITMENTS AND CONTINGENCIES

In late October and early November 2013, following the Company’s announcement of the results of its Phase 3 trial of
Allovectin® and the subsequent decline of the price of the Company’s common stock, two putative securities class
action complaints were filed in the U.S. District Court for the Southern District of California against the Company and
certain of its current and former officers. On February 26, 2014, the two cases were consolidated into one action and a
lead plaintiff and lead counsel were appointed (“Consolidation Order”). On May 12, 2014, the lead plaintiff filed a first
amended consolidated complaint alleging that the defendants violated Section 10(b) and 20(a) of the Securities
Exchange Act of 1934 by making materially false and misleading statements regarding our business prospects and the
prospects for Allovectin®, thereby artificially inflating the price of the Company’s common stock. On June 9, 2014,
the defendants filed a motion to dismiss the first amended complaint and a motion to strike certain allegations in the
amended complaint. On March 9, 2015, the Court granted defendants’ motion to dismiss the first amended complaint
and terminated as moot defendants’ motion to strike, or Order. The lead plaintiff was granted leave to amend his first
amended complaint on or before March 25, 2015. The lead plaintiff chose not to amend his complaint and instead
stipulated to an entry of judgment. On April 28, 2015, the Court entered final judgment dismissing the action, or
Judgment. On May 28, 2015, the lead plaintiff appealed the Judgment to the U.S. Court of Appeals for the Ninth
Circuit. That same day, another group of the Company’s stockholders that had previously moved for appointment as
lead plaintiff, or the Vical Investor Group, also appealed the Judgment, as well as the Consolidation Order, to the U.S.
Court of Appeals for the Ninth Circuit. On August 3, 2015, the Vical Investor Group voluntarily dismissed its appeal.
On October 8, 2015, the lead plaintiff-appellant filed an opening brief in support of his appeal. Defendants filed an
answering brief on December 9, 2015. On January 27, 2016, lead plaintiff-appellant filed a motion to dismiss his
appeal with prejudice, which was joined by defendants. On February 1, 2016, the Ninth Circuit granted the joint
motion and dismissed the appeal.

In the ordinary course of business, the Company may become a party to additional lawsuits involving various matters.

The Company is unaware of any such lawsuits presently pending against it which, individually or in the aggregate, are
deemed to be material to the Company’s financial condition or results of operations.
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The Company prosecutes its intellectual property vigorously to obtain the broadest valid scope for its patents. Due to
uncertainty of the ultimate outcome of these matters, the impact on future operating results or the Company’s financial
condition is not subject to reasonable estimates.

8.ASTELLAS OUT-LICENSE AGREEMENTS

In July 2011, the Company entered into license agreements with Astellas Pharma Inc., or Astellas, granting
Astellas exclusive, worldwide, royalty-bearing licenses under certain of the Company's know-how and intellectual
property to develop and commercialize certain products containing plasmids encoding certain forms of
cytomegalovirus, glycoprotein B and/or phosphoprotein 65, including ASP0113 (TransVax™) but excluding
CyMVectin™,

Under the terms of the agreements, the Company is performing research and development services and manufacturing
services which are being paid for by Astellas. During the three months ended June 30, 2016 and 2015, the Company
recognized $3.6 million and $3.7 million, respectively, of revenue related to these contract services. During the six
months ended June 30, 2016 and 2015, the Company recognized $7.5 million and $8.0 million, respectively, of
revenue related to these contract services. The Company also recognized $0.9 million and $1.0 million in license
revenue under the Astellas agreements during the six months ended June 30, 2016 and 2015, respectively.
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9.ASTELLAS IN-LICENSE AGREEMENTS

In March 2015, the Company entered into license and stock purchase agreements with Astellas, pursuant to which
Astellas granted the Company exclusive worldwide license to develop and commercialize a novel antifungal,
VL-2397. As consideration for the rights under the license, the Company issued 861,216 shares of its common stock
to Astellas and made an up-front payment of $250,000 in cash. The $250,000 cash payment and the fair value of the
common stock issued of $775,094 were included in research and development expenses during the six months ending
June 30, 2015. Astellas is also eligible to receive up to $99.0 million in aggregate milestone payments, the vast
majority of which are commercial and sales milestones, and single-digit royalties on net sales of commercial products.

10. SUBSEQUENT EVENTS

On August 1, 2016, the Company entered into a stock purchase agreement with AnGes MG, Inc., or AnGes, an
existing shareholder, to purchase 1,841,420 shares of the Company’s common stock in a private placement. The shares
were sold at a price of $4.24 per share, the 90-day volume weighted average price of the Company’s common stock.
Gross proceeds totaled approximately $7.8 million. Immediately following the closing of the private placement,
AnGes’ equity position in the Company increased from 2.4% to approximately 18.6% of the Company’s outstanding
shares. The private placement closed on August 2, 2016.

The shares will be subject to a two-year lock-up period in which they may not be sold and AnGes has agreed to not
increase its ownership position beyond 19.9% and to refrain from taking certain other actions with respect to the
Company’s stock, subject to certain conditions. AnGes is entitled to have a representative attend meetings of the
Company’s Board of Directors in a non-voting capacity and may in the future be entitled to have a representative
appointed to the Company’s Board of Directors, subject to certain conditions. AnGes has also agreed to vote its shares
in accordance with the recommendations of the Company’s Board of Directors for so long as it continues to hold a
specified percentage of the Company’s outstanding common stock. The Company also agreed under certain
circumstances in the future to register the shares for resale by AnGes.

The Company leases approximately 68,400 square feet of manufacturing, research laboratory and office space at a
single site in San Diego, California, under a lease agreement that expires in August 2017. In July 2016, the term of
the lease was extended for an additional 16 months through December 2018, resulting in additional obligation of $2.9
million.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

This Quarterly Report on Form 10-Q, or Report, contains forward-looking statements within the meaning of Section
27A of the Securities Act of 1933, as amended, or the Securities Act, and Section 21E of the Securities Exchange Act
of 1934, as amended, or the Exchange Act, including statements regarding our business, our financial position, the
research and development of biopharmaceutical products based on our patented DNA delivery and other technologies,
the funding of our research and development efforts, and other statements describing our goals, expectations,
intentions or beliefs. Such statements reflect our current views and assumptions and are subject to risks and
uncertainties, particularly those inherent in the process of developing and commercializing biopharmaceutical
products based on our patented DNA delivery and other technologies. Actual results could differ materially from those
projected herein. Factors that could cause or contribute to such differences include, but are not limited to, those
discussed in our Annual Report on Form 10-K for the year ended December 31, 2015, and in our other filings with the
SEC, and those identified in Part II, Item 1A entitled “Risk Factors” beginning on page 21 of this Report. As a result,
you are cautioned not to rely on these forward-looking statements. We disclaim any duty to update any
forward-looking statement to reflect events or circumstances that occur after the date on which such statement is
made.

Overview

We research and develop biopharmaceutical products, including those based on our patented DNA delivery
technologies, for the prevention and treatment of serious or life-threatening diseases.

We currently have three active product development programs, independent or partnered, in the clinical testing stage
in the area of infectious disease comprised of:

-An ongoing Phase 3 clinical trial of ASP0113 for prevention of cytomegalovirus, or CMV, reactivation in
hematopoietic stem cell transplant recipients and an ongoing Phase 2 clinical trial of ASP0113 for prevention of
CMV infection in kidney transplant recipients, both in collaboration with Astellas Pharma Inc., or Astellas. Astellas
expects enrollment in the Phase 3 clinical trial to be completed during the third quarter of 2016 with top-line data
expected to be available in the fourth quarter of 2017. Enrollment in the Phase 2 trial was completed in May of 2015
and top-line results are expected during the third quarter of 2016.

-A completed Phase 1/2 clinical study of our therapeutic genital herpes vaccine, designed to reduce viral shedding
and genital herpes lesions in herpes simplex virus type 2, or HSV-2, infected patients. The randomized,
double-blind, placebo trial enrolled patients across seven U.S. sites and evaluated a monovalent (gD) vaccine and a
bivalent (gD + UL46) vaccine. In June 2015, we announced top-line results from the trial. Neither the monovalent
nor bivalent vaccine met the primary endpoint (reduction of viral shedding from baseline). On the prospectively
defined secondary endpoints, the bivalent vaccine achieved statistically significant reductions in the rate of genital
lesions and viral load from positive swabs versus baseline. Patients were also followed for safety for 12 months and
efficacy for nine months after their final vaccine dose. The 9-month efficacy data showed that the bivalent vaccine
continued to achieve statistically significant reductions in the clinically meaningful secondary endpoint of genital
lesion rate when compared to the pre-vaccination period, an effect that was durable to 9 months. Neither the placebo
nor the monovalent vaccine groups achieved statistical significance on this endpoint at 9 months after vaccination.
Furthermore, at the 9-month time point, the bivalent vaccine showed a favorable trend in recurrence rate, time to
first recurrence, and proportion of patients who are recurrence-free. The bivalent vaccine elicited significant
increases in antigen-specific interferon gamma producing T cells, indicating biologic activity. The FDA is currently
reviewing our Phase 2 trial design that is intended to evaluate the efficacy of the bivalent vaccine using clinically
relevant endpoints rather than virologic endpoints. We plan to initiate a Phase 2 trial of the bivalent vaccine during
the second half of 2016.
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-An ongoing first-in-human Phase 1 clinical trial of VL-2397 for invasive fungal infections, including invasive
aspergillus. The randomized, double-blind, placebo-controlled trial is intended to evaluate safety, tolerability and
pharmacokinetics of VL-2397 in healthy volunteers. The study design is composed of seven single ascending dose
cohorts followed by four multiple ascending dose cohorts. The trial is expected to be complete by the end of 2016.
The FDA has granted us Fast Track, qualified infectious disease product and orphan drug designations for VL-2397
for the treatment of invasive aspergillosis. This invasive fungal infection is associated with high morbidity and
mortality in immunocompromised patients, underscoring the need for new antifungal therapies. We are working
closely with a core team of expert advisors to design a proof of concept Phase 2 efficacy study of VL-2397 in the
treatment of patients with invasive aspergillosis.

In addition, we have licensed complementary technologies from leading research institutions and biopharmaceutical
companies.
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24



Edgar Filing: VICAL INC - Form 10-Q

Product Development

We, together with our licensees and collaborators, are developing a number of DNA-based vaccines and other
therapeutics for the prevention or treatment of infectious diseases. The table below summarizes our independent
programs and corporate and government collaborations.

Product/Concept Intended Use Development Status! Lead Developer

Independent Programs

Therapeutic and prophylactic Prevent and protect against recurring Phase 1/2 complete  Vical
vaccines for HSV-2 flare-ups, reduce viral shedding and

transmission

CyMVectin™ prophylactic =~ Prevent infection during pregnancy to Preclinical Vical
vaccine for CMV preclude fetal transmission

VL-2397 antifungal Treatment of invasive fungal infections Phase 1 Vical

Corporate Collaborations

ASPO0113 therapeutic vaccine Protect against infection after hematopoietic Phase 3 Astellas
for CMV stem cell transplantation

ASP0113 therapeutic vaccine Protect against infection after solid organ Phase 2 Astellas
for CMV transplantation

ONCEPT® therapeutic cancer Adjunct treatment to increase survival Marketed in the Merial
vaccine encoding human time of dogs with oral melanoma United States
tyrosinase

I“Preclinical” indicates that a specific product candidate in a nonclinical setting has shown functional activity that is
relevant to a targeted medical need, and is advancing toward initial human clinical testing. “Phase 1” clinical trials are
typically conducted with a small number of patients or healthy subjects to evaluate safety, determine a safe dosage
range, identify side effects, and, if possible, gain early evidence of effectiveness. “Phase 2” clinical trials are conducted
with a larger group of patients to evaluate effectiveness of an investigational product for a defined patient population,
and to determine common short-term side effects and risks associated with the product candidate. “Phase 3” clinical
trials involve large scale, multi-center, comparative trials that are conducted with patients afflicted with a target
disease to evaluate the overall benefit-risk relationship of the investigational product and to provide an adequate
basis for product labeling.

Research, Development and Manufacturing Programs

To date, we have not received revenues from the sale of our independently developed pharmaceutical products and
have received minimal revenues from the sale of commercially marketed products by our licensees. We earn revenues
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by performing services under research and development and manufacturing contracts, from grants and from licensing
access to our proprietary technologies. Revenues by source were as follows (in millions):

Three

Months Six Months

Ended Ended

June 30, June 30,
Source 2016 2015 2016 2015
Astellas supply and services contract $3.6 $3.7 $7.5 $8.0
Astellas license 04 05 09 10
Other contracts, licenses and royalties 0.1 — 03 0.1
Total revenues $4.1 $4.2 $8.7 $9.1
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Research, development, manufacturing and production costs by major program, as well as other costs, were as follows
(in millions):

Three

Months Six Months

Ended Ended

June 30, June 30,
Program 2016 2015 2016 2015
CMV $1.9 $34 $5.7 $72
HSV-2 07 1.1 12 25
VL-2397 09 — 17 —
Other research, development, manufacturing and production — 03 02 1.7

Total research, development, manufacturing and production $3.5 $4.8 $88 $11.4

Our current development focus includes our novel DNA vaccines for CMV and HSV-2, and our antifungal for the
treatment of invasive fungal infections.

These programs will require significant additional funds to advance through development to commercialization. From
inception through June 30, 2016, we had spent approximately $18.1 million on our HSV-2 program, $113.5 million on
our CMV programs and $5.1 million on our VL-2397 program.

We have other product candidates in the research stage. It can take many years to develop product candidates from the
initial decision to screen product candidates, perform preclinical and safety studies, and perform clinical trials leading
up to possible approval of a product by the FDA or comparable foreign agencies. The outcome of the research is
unknown until each stage of the testing is completed, up through and including registration-enabling clinical trials.
Accordingly, we are unable to predict which potential product candidates we may proceed with, the time and cost to
complete development, and ultimately whether we will have a product approved by the FDA or comparable foreign
agencies.

As aresult, we expect to incur substantial operating losses for at least the next several years, due primarily to the
advancement of our research and development programs, the cost of preclinical studies and clinical trials, spending for
outside services, costs related to maintaining our intellectual property portfolio, costs due to manufacturing activities,
costs related to our facilities, and possible advancement toward commercialization activities.

Critical Accounting Policies and Estimates

The preparation and presentation of financial statements in accordance with accounting principles generally accepted
in the United States requires that management make a number of assumptions and estimates that affect the reported
amounts of assets, liabilities, revenues and expenses in our financial statements and accompanying notes.
Management bases its estimates on historical information and assumptions believed to be reasonable. Although these
estimates are based on management’s best knowledge of current events and circumstances that may impact us in the
future, they are inherently uncertain and actual results may differ materially from these estimates.

Our critical accounting policies are those that affect our financial statements materially and involve a significant level
of judgment by management. Our critical accounting policies regarding revenue recognition are in the following
areas: license and royalty agreements, manufacturing contracts, contract services and grant revenues. Our critical
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accounting policies also include recognition of research and development expenses and the valuation of long-lived and
intangible assets.

There have been no material changes to our critical accounting policies and estimates as compared to those discussed
in our Annual Report on Form 10-K for the fiscal year ended December 31, 2015.

Recent Accounting Pronouncements

For information on the recent accounting pronouncements which may impact our business, see Note 1 of the Notes to
Financial Statements included in this Report.
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Results of Operations
Three Months Ended June 30, 2016, Compared with Three Months Ended June 30, 2015

Total Revenues. Total revenues decreased $0.1 million to $4.1 million for the three months ended June 30, 2016, from
$4.2 million for the three months ended June 30, 2015. This decrease was primarily due to a decrease in the delivery
of ASP0113 material which was partially offset by an increase in billable research activities under our license
agreements with Astellas.

Research and Development Expenses. Research and development expenses decreased $0.2 million, or 6.3%, to $2.3
million for the three months ended June 30, 2016, from $2.5 million for the three months ended June 30, 2015. This
decrease was primarily due to a decrease in consulting fees.

Manufacturing and Production Expenses. Manufacturing and production expenses decreased $1.2 million, or 48.7%,
to $1.2 million for the three months ended June 30, 2016, from $2.4 million for the three months ended June 30, 2015.
This decrease was primarily due to a net increase in deferred contract costs capitalized during the three months ended
June 30, 2016 related to materials manufactured under our supply agreement with Astellas.

General and Administrative Expenses. General and administrative expenses decreased $0.2 million, or 10.0%, to $1.9
million for the three months ended June 30, 2016, from $2.1 million for the three months ended June 30, 2015. This
decrease was primarily due to a decrease in employee stock based compensation and legal fees related to the securities
class action litigation that was concluded in 2015.

Investment and Other Income, Net. Investment and other income, net, increased $36,000 to $66,000 for the three
months ended June 30, 2016, from $30,000 for the three months ended June 30, 2015.

Six Months Ended June 30, 2016, Compared with Six Months Ended June 30, 2015

Total Revenues. Total revenues decreased $0.4 million to $8.7 million for the six months ended June 30, 2016, from
$9.1 million for the six months ended June 30, 2015. This decrease was primarily due to a decrease in the delivery of
ASPO0113 material which was partially offset by an increase in billable research activities under our license
agreements with Astellas.

Research and Development Expenses. Research and development expenses decreased $1.3 million, or 21.5%, to $4.8
million for the six months ended June 30, 2016, from $6.1 million for the six months ended June 30, 2015. This
decrease was primarily due to $1.1 million in expenses recognized in connection with the in-license of ASP2397 in
March 2015.

Manufacturing and Production Expenses. Manufacturing and production expenses decreased $1.2 million, or 23.6%,
to $4.1 million for the six months ended June 30, 2016, from $5.3 million for the six months ended June 30, 2015.
This decrease was primarily due to a net increase in deferred contract costs capitalized during the six months ended
June 30, 2016 related to materials manufactured under our supply agreement with Astellas.

General and Administrative Expenses. General and administrative expenses decreased $0.7 million, or 14.8%, to $3.7
million for the six months ended June 30, 2016, from $4.4 million for the six months ended June 30, 2015. This
decrease was primarily due to a decrease in employee stock based compensation and legal fees related to the securities
class action litigation that was concluded in 2015.
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Investment and Other Income, Net. Investment and other income, net, increased $87,000 to $153,000 for the six
months ended June 30, 2016, from $66,000 for the six months ended June 30, 2015.

Liquidity and Capital Resources

Since our inception, we have financed our operations primarily through private placements and public offerings of
equity securities, and revenues from our operations. Cash, cash equivalents, marketable securities, and long-term
investments, including restricted cash, totaled $38.5 million at June 30, 2016, compared with $42.0 million at
December 31, 2015. The decrease in our cash, cash equivalents and marketable securities for the six months ended
June 30, 2016, was primarily the result of the use of cash to fund our operations.
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Net cash used in operating activities was $3.4 million and $5.3 million for the six months ended June 30, 2016 and
2015, respectively. The decrease in net cash used in operating activities for the six months ended June 30, 2016,
compared with the prior year period, was primarily the result of a decrease in our net loss combined with a decrease in
payments for accrued employee compensation and other accounts payable.

Net cash (used in) provided by investing activities was $(4.8) million and $4.5 million for the six months ended June
30, 2016 and 2015, respectively. The increase in net cash used by investing activities for the six months ended June
30, 2016, compared with the prior year period, was primarily the result of an increase in purchases of marketable
securities.

Net cash used in financing activities was $5,000 and $18,000 for the six months ended June 30, 2016 and 2015,
respectively. The decrease in net cash used in financing activities for the six months ended June 30, 2016, compared
with the prior year period, was primarily the result of a decrease in the payment of withholding taxes for the net
settlement of restricted stock units.

A discussion of our exposure to auction rate securities is included in Part 1, Item 3 of this Report under the heading
“Quantitative and Qualitative Disclosures About Market Risk.”

In the long-term, we expect to incur substantial additional research and development expenses, manufacturing and
production expenses, and general and administrative expenses, including increases in costs related to personnel,
preclinical and clinical testing, outside services, facilities, intellectual property and possible commercialization. Our
future capital requirements will depend on many factors, including continued scientific progress in our research and
development programs, the scope and results of preclinical testing and clinical trials, the time and costs involved in
obtaining regulatory approvals, the costs involved in filing, prosecuting, enforcing and defending patent claims, the
impact of competing technological and market developments, the cost of manufacturing scale-up and validation, and
possible commercialization activities and arrangements. We may seek additional funding through research and
development relationships with suitable potential corporate collaborators. We may also seek additional funding
through public or private financings. For example, in August 2016, we sold 1,841,420 shares of our common stock to
AnGes in a private placement. The shares were sold at a price of $4.24 per share, the 90-day volume weighted average
price of the Company’s common stock. Gross proceeds totaled approximately $7.8 million. We currently have on file
an effective shelf registration statement that allows us to raise up to $100.0 million from the sale of common stock,
preferred stock, debt securities and/or warrants. However, additional financing may not be available on favorable
terms or at all. If additional financing is not available, we anticipate that our available cash and existing sources of
funding will be adequate to satisfy our cash needs at least through December 31, 2018.

Contractual Obligations

Under our pre-existing license agreements, we are required to make certain payments to the City of Hope and CytRx
in connection with the development and commercialization of our products licensed by Astellas. In addition, certain
technology license agreements require us to make other payments if we or our sublicensees advance products through
clinical development. For programs developed with the support of U.S. government funding, the U.S. government
may have rights to resulting products without payment of royalties to us.

We may be required to make future payments to our licensors based on the achievement of milestones set forth in
various in-licensing agreements, including our in-license agreement with Astellas related to VL-2397. In most cases,
these milestone payments are based on the achievement of development or regulatory milestones, including the
exercise of options to obtain licenses related to specific disease targets, commencement of various phases of clinical
trials, filing of product license applications, approval of product licenses from the FDA or a foreign regulatory agency,
and the first commercial sale of a related product. Payment for the achievement of milestones under our in-license
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agreements is highly speculative and subject to a number of contingencies.

The aggregate amount of additional milestone payments that we could be required to pay under our active in-license
agreements in place at June 30, 2016, is approximately $106.1 million. These amounts assume that all remaining
milestones associated with the milestone payments are met. In the event that product license approval for any of the
related products is obtained, we may be required to make royalty payments in addition to these milestone payments.
Although we believe that some of the milestones contained in our in-license agreements may be achieved, it is highly
unlikely that a significant number of them will be achieved. Because the milestones are contingent, we are not in a
position to reasonably estimate how much, if any, of the potential milestone payments will ultimately be paid, or
when. Additionally, under the in-license agreements, many of the milestone events are related to progress in clinical
trials which will take several years to achieve.
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In addition, we have undertaken certain commitments under license agreements with collaborators, and under
indemnification agreements with our officers and directors. Under the license agreements with our collaborators, we
have agreed to continue to maintain and defend the patent rights licensed to the collaborators and, in the case of our
agreements with Astellas, have agreed to undertake certain development and manufacturing activities. Under the
indemnification agreements with our officers and directors, we have agreed to indemnify those individuals for any
expenses and liabilities in the event of a threatened, pending or actual investigation, lawsuit, or criminal or
investigative proceeding.

We have employment agreements that contain severance arrangements with our chief executive officer, or CEO, and
our three other executives. Under the agreement with our CEO, we are obligated to pay severance if we terminate the
CEO’s employment without “cause,” or if the CEO resigns for “good reason,” as defined in the agreement, within the
periods set forth therein. The severance for the CEO consists of continued base salary payments at the then-current
rate, including the payment of health insurance premiums for 18 months, plus a payment equal to one and one-half
times the CEO’s cash bonus in the previous year. In addition, the CEO receives accelerated vesting on all his unvested
stock awards as if he had remained employed by us for 18 months from the date of termination. In the event that the
termination occurs within 24 months of a “‘change in control,” as defined in the agreement, the severance for the CEO
consists of a lump sum payment equal to 24 months of base salary at the then-current rate, the payment of health
insurance premiums for 18 months, plus a payment equal to one and one-half times the CEO’s cash bonus in the
previous year. In addition, all outstanding unvested stock awards will vest immediately. Under the agreements with
our other three executives, we are obligated to pay severance if we terminate the executive’s employment without
“cause,” or if the executive resigns for “good reason,” as defined in the agreements, within the periods set forth therein.
The severance for the other executives consists of a lump-sum payment equal to 12 months of base salary at the
then-current rate, including the payment of health insurance premiums for 12 months, plus a payment equal to the
executive’s cash bonus in the previous year. In addition, the executive receives accelerated vesting on all his unvested
stock awards as if he had remained employed by us for 12 months from the date of termination. In the event that the
termination occurs within 12 months of a “change in control,” as defined in the agreements, the severance for the other
executives consists of a lump sum payment equal to 18 months of base salary at the then-current rate, the payment of
health insurance premiums for 12 months, plus a payment equal to the executive’s cash bonus in the previous year. In
addition, all outstanding unvested stock awards will vest immediately. The maximum payments due under these
employment agreements would have been $3.1 million if each such officer was terminated at June 30, 2016.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are subject to interest rate risk. Our investment portfolio is maintained in accordance with our investment policy
which defines allowable investments, specifies credit quality standards and limits the credit exposure of any single
issuer. Our investment portfolio consists of cash equivalents, both restricted and non-restricted, marketable securities
and long-term investments. The average maturity of our investments, excluding our auction rate securities, is
approximately five months. Our investments are classified as available-for-sale securities.

To assess our interest rate risk, we performed a sensitivity analysis projecting an ending fair value of our cash
equivalents and current marketable securities using the following assumptions: a three month average maturity and a
150-basis point increase in interest rates. This pro forma fair value would have been $0.2 million lower than the
reported fair value of our investments at June 30, 2016.
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Our investment securities consist of auction rate securities, corporate debt securities and government agency
securities. As of June 30, 2016, our long-term investments included a (at par value) $2.5 million auction rate security
secured by municipal bonds. At June 30, 2016, the auction rate security we held maintained a Standard and Poor’s
credit rating of A-. The auction rate security is a debt instrument with a long-term maturity and with an interest rate
that is reset in short intervals through auctions. The conditions in the global credit markets have prevented some
investors from liquidating their holdings of auction rate securities because the amount of securities submitted for sale
has exceeded the amount of purchase orders for such securities. If there is insufficient demand for the securities at the
time of an auction, the auction may not be completed and the interest rates may be reset to predetermined higher rates.
When auctions for these securities fail, the investments may not be readily convertible to cash until a future auction of
these investments is successful or they are redeemed or mature.

Since February 2008, there has been insufficient demand at auction for our auction rate security held at June 30, 2016.
As a result, this security is currently not liquid, and we could be required to hold it until it is redeemed by the issuer or
to maturity. As of June 30, 2016, we had recognized $0.4 million of losses related to the auction rate security by
adjusting its carrying value. The market value of the security has partially recovered from the lows that created the
losses. As of June 30, 2016, we had recorded cumulative unrealized gains of $0.4 million. Any future decline in
market value may result in additional losses being recognized.
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The valuation of our auction rate security is subject to uncertainties that are difficult to predict. The fair value of the
security is estimated utilizing a discounted cash flow analysis or other type of valuation model as of June 30, 2016.
The key drivers of the valuation model include the expected term, collateralization underlying the security investment,
the creditworthiness of the counterparty, the timing of expected future cash flows, discount rates, and the expected
holding period. This security was also compared, when possible, to other observable market data for securities with
similar characteristics.

In the event we need to access the funds that are not currently liquid, we will not be able to do so without the possible
loss of principal, until a future auction for these investments is successful or they are redeemed by the issuer or they
mature. If we are unable to sell these securities in the market or they are not redeemed, then we may be required to
hold them until 2038 when they mature. We do not anticipate a need to access these funds for operational purposes for
the foreseeable future. We will continue to monitor and evaluate these investments on an ongoing basis for
impairment. Based on our ability to access our cash and other short-term investments, our expected operating cash
flows, and our other sources of cash, we do not anticipate that the potential illiquidity of these investments will affect
our ability to execute our current business plan.

ITEM 4. CONTROLS AND PROCEDURES
Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures

Under the supervision and with the participation of our management, including our principal executive and financial
officer, we conducted an evaluation of the design and operation of our disclosure controls and procedures, as such
term is defined in Rule 13a-15(e) promulgated under the Exchange Act as of the end of the period covered by this
Report. Based on this evaluation, our principal executive officer and principal financial officer concluded that our
disclosure controls and procedures were effective and were operating at a reasonable assurance level as of June 30,
2016.

Changes in Internal Control over Financial Reporting
Management has determined that there were no significant changes in our internal control over financial reporting that

occurred during the three months ended June 30, 2016, that have materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION
ITEM 1A.  RISK FACTORS

You should consider carefully the risks described below, together with all of the other information included in this
Report, and in our other filings with the SEC, before deciding whether to invest in or continue to hold our common
stock. The risks described below are all material risks currently known, expected or reasonably foreseeable by us. If
any of these risks actually occur, our business, financial condition, results of operations or cash flow could be
seriously harmed. This could cause the trading price of our common stock to decline, resulting in a loss of all or part
of your investment.

The risk factors set forth below with an asterisk (*) next to the title are new risk factors or risk factors containing
changes, including any material changes, from the risk factors previously disclosed in Item 1A of our Annual Report
on Form 10-K for the year ended December 31, 2015, as filed with the SEC.

(*)None of our independently developed product candidates has been approved for sale, and we have a limited number
of independently developed product candidates in clinical trials. If we do not develop commercially successful
products, we may be forced to curtail or cease operations.

All of our independently developed product candidates are either in research or development. We must conduct a
substantial amount of additional research and development before any U.S. or foreign regulatory authority will
approve any of our product candidates. Limited data exist regarding the efficacy of DNA vaccines or therapeutics
compared with conventional vaccines or therapeutics. Results of our research and development activities may indicate
that our product candidates are unsafe or ineffective. In this case, we may stop development and regulatory authorities
will not approve them. For example, in 2013 we ceased development of Allovectin®, an investigational intratumoral
cancer immunotherapy, following negative results from a Phase 3 trial.

We have completed a Phase 1/2 clinical study of our therapeutic genital herpes vaccine, designed to reduce viral
shedding and genital herpes lesions in HSV-2 infected patients. The randomized, double-blind, placebo trial enrolled
patients across seven U.S. sites and evaluated a monovalent (gD) vaccine and a bivalent (gD + UL46) vaccine. In June
2015, we announced top-line results from the trial. Neither the monovalent nor bivalent vaccine met the primary
endpoint (reduction of viral shedding from baseline). The trial was completed in February 2016 and all patients were
followed for safety for 12 months and efficacy for nine months after their final vaccine dose. The bivalent vaccine
continued to achieve statistically significant reductions in the clinically meaningful secondary endpoint of genital
lesion rate when compared to the pre-vaccination period at the 9-month time point after the patient’s final dose. Neither
the placebo nor the monovalent vaccine groups achieved statistical significance on this endpoint at nine months after
vaccination. Furthermore, at the 9-month time point, the bivalent vaccine showed a favorable trend in recurrence rate,
time to first recurrence, and proportion of patients who are recurrence-free. The bivalent vaccine elicited significant
increases in antigen-specific interferon gamma producing T cells, indicating biologic activity. The FDA is currently
reviewing our Phase 2 trial design that is intended to evaluate the efficacy of the bivalent vaccine using clinically
relevant endpoints rather than virologic endpoints. We plan to initiate a Phase 2 trial of the bivalent vaccine during the
second half of 2016.

In March 2016, we initiated a Phase 1 clinical trial of our novel antifungal, VL.-2397. The Phase 1 clinical trial and
any future trials, if any, may not demonstrate sufficient safety or efficacy to support further product development.
Because we have a limited number of independent clinical-stage product candidates, if we experience a significant
delay, set-back or failure in the development of any of our product candidates, it could have a material adverse impact
on our business prospects.
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All of our product candidates we are developing independently will require significant costs to advance through the
development stages. If such product candidates are advanced through clinical trials, the results of such trials may not
support approval by the FDA or comparable foreign agencies. Even if approved, our products may not be
commercially successful, particularly if they do not gain market acceptance among physicians, patients, healthcare
payers and relevant medical communities. If we fail to develop and commercialize our product candidates, we may be
forced to curtail or cease operations.

(*)Our clinical trials or those of our partners may fail to demonstrate adequately the safety and efficacy of any of our
product candidates, which would prevent or delay regulatory approval and commercialization.

Before obtaining regulatory approvals for the commercial sale of our product candidates, we must demonstrate
through lengthy, complex and expensive preclinical testing and clinical trials that our product candidates are both safe
and effective for use in each target indication. Clinical testing is expensive and can take many years to complete, and
its outcome is inherently uncertain. Failure can occur at any time during the clinical trial process. The results of
preclinical studies and early clinical trials of our product candidates may not be predictive of the results of later-stage
clinical trials. There is typically an extremely high rate of attrition from the failure of product candidates proceeding
through clinical trials. Product candidates in later stages of clinical trials may fail to show
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the desired safety and efficacy profile despite having progressed through preclinical studies and initial clinical trials.
We and our licensees have in the past suffered significant setbacks in advanced clinical trials due to lack of efficacy,
notwithstanding promising results in earlier trials. For example, in 2013 we ceased development of Allovectin®, an
investigational intratumoral cancer immunotherapy, following negative results from a Phase 3 trial. In June 2015, we
announced that our HSV-2 product candidates did not meet the primary endpoint in a Phase 1/2 clinical study. Most
product candidates that commence clinical trials are never approved as products.

There are a number of factors that could cause a clinical study to fail or be delayed, including:

-the clinical study may produce negative or inconclusive results;
regulators, monitoring boards or other entities may require that we hold, suspend or terminate clinical
research for safety, ethical or regulatory reasons, including adverse events reported during the trial;
-we may decide, or regulators may require us, to conduct additional preclinical testing or clinical studies;
-enrollment in our clinical studies may be slower than we anticipate;
-the cost of our clinical studies may be greater than we anticipate; and
-the supply or quality of our product candidates or other materials necessary to conduct our clinical studies may be
insufficient, inadequate or delayed.
In addition, even if clinical trials are successfully completed, we cannot guarantee that the FDA or foreign regulatory
authorities will interpret the results as sufficient to demonstrate that a product is safe and efficacious, and more trials
could be required before we submit our product candidates for approval. To the extent that the results of the trials are
not satisfactory to the FDA or foreign regulatory authorities for support of a marketing application, approval of our
product candidates may be significantly delayed, or we may be required to expend significant additional resources,
which may not be available to us, to conduct additional trials in support of potential approval of our product
candidates.

We are dependent on our out-license agreements with Astellas to further develop and commercialize ASP0113. The
failure to maintain these agreements, or the failure of Astellas to perform its obligations under these agreements, could
negatively impact our business.

Pursuant to the terms of our out-license agreements with Astellas, we granted to Astellas exclusive worldwide rights
to develop and commercialize certain products, including ASP0113 but excluding CyMVectin™, for the control and
prevention of CMV infection in immunocompromised patients, including transplant recipients and transplant donors,
and pursuant to the terms of our supply and services agreement with Astellas, we are obligated to perform certain
development activities and supply Astellas with its product requirements for development and initial
commercialization activities. Consequently, our ability to generate any revenues from ASP0O113 depends on Astellas’
ability to develop, obtain regulatory approvals for and successfully commercialize ASPO113. We have limited control
over the amount and timing of resources that Astellas will dedicate to these efforts.

We are subject to a number of other risks associated with our dependence on our out-license agreements with Astellas,
including:

- Astellas may not comply with applicable regulatory guidelines with respect to developing or commercializing
ASPO0113, which could adversely impact sales or future development of ASP0113;

-We and Astellas could disagree as to future development plans and Astellas may delay, fail to commence or stop
future clinical trials or other development;

-There may be disputes between us and Astellas, including disagreements regarding the license agreements, that may
result in (1) the delay of or failure to achieve developmental, regulatory and commercial objectives that would result
in milestone or royalty payments, (2) the delay or termination of any future development or commercialization of
ASPO0113, and/or (3) costly litigation or arbitration that diverts our management’s attention and resources;
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- Astellas may not provide us with timely and accurate information regarding development, sales and marketing
activities or supply forecasts, which could adversely impact our ability to comply with our service and supply
obligations to Astellas and manage our own inventory of ASP0113, as well as our ability to generate accurate
financial forecasts;

-Business combinations or significant changes in Astellas’ business strategy may adversely affect Astellas’ ability or
willingness to perform its obligations under our license agreements;
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- Astellas may not properly defend our intellectual property rights, or may use our proprietary information in such a
way as to invite litigation that could jeopardize or invalidate our intellectual property rig