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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended March 31, 2013
Or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission File Number: 000-21088

VICAL INCORPORATED

(Exact name of registrant as specified in its chaer)

Delaware 93-0948554

(State or other jurisdiction of (I.R.S. Employer Identification No.)
incorporation or organization)

10390 Pacific Center Court
San Diego, California 92121

(Address of principal executive offices (Zip code)

(858) 646-1100

(Registrant’s telephone number, including area code

(Former name, former address and former fiscal yearif changed since last report)

Indicate by check mark whether the registrant €l filed all reports required to be filed by Seeti or 15(d) of the Securities Excha
Act of 1934 during the preceding 12 months (orsiach shorter period that the registrant was reduodile such reports), and (2) has been
subject to such filing requirements for the pastfgs. YesX No O

Indicate by check mark whether the registrant lasmstted electronically and posted on its corpo¥eb site, if any, every Interactive
Data File required to be submitted and posted puntsio Rule 405 of Regulation S-T (8§232.405) dutimg preceding 12 months (or for such
shorter period that the registrant was requiresbtamit and post such files). Ye&Xl No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, maccelerated filer or a smaller reporting
company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act.

Large accelerated filei]] Accelerated filer[x] Non-accelerated fileE] Smaller reporting compank/
Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the Exgje Act). Yes[ No
Indicate the number of shares outstanding of e&tiedssuer’s classes of common stock, as ofdtest practicable date.

Total shares of common stock outstanding at A@®jlZ013: 86,448,194
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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 asset:
Cash and cash equivalel
Marketable securities, availa-for-sale
Restricted cas
Receivables and other ass

Total current asse

Long-term investment

Property and equipment, r

Intangible assets, n

Other asset

Total asset

LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payable and accrued expei
Deferred revenu
Total current liabilities
Long-term liabilities:
Deferred ren
Commitments and contingenci
Stockholder' equity:
Preferred stock, $0.01 par value, 5,000 shares
authorized, none issued and outstant
Common stock, $0.01 par value, 160,000 shares arsito
86,311 and 86,136 shares issued and outstandMgrah 31,
2013, and December 31, 2012, respecti
Additional paic-in capital
Accumulated defici
Accumulated other comprehensive inca

Total stockholder equity
Total liabilities and stockholde’ equity

See accompanying notes to unaudited financialratiés

3

December 31

March 31,
2013 2012
$ 47,02¢ $ 43,15¢
25,35: 37,63¢
3,05¢ 3,05¢
2,39( 2,152
77,82 86,00¢
2,19 2,22¢
5,04z 5,28¢
2,74: 2,81:
191 191
$ 87,99¢ $ 96,52
$ 5,10¢ $ 5,62¢
167 15C
5,27¢ 5,77¢
1,56¢ 1,657
862 861
437,27¢ 435,91!
(357,219 (347,93)
234 247
81,15 89,08k
$ 87,99¢ $ 96,52
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VICAL INCORPORATED
STATEMENTS OF OPERATIONS
(In thousands, except per share data)

(Unaudited)

Revenues
Contract and grant reven
License and royalty reveni
Total revenue
Operating expense
Research and developmt
Manufacturing and productic
General and administrati

Total operating expens:

Loss from operation
Other income (expense
Investment and other income, |

Net income (loss

Basic net income (loss) per shi

Diluted net income (loss) per sh:

Weighted average shares used in computing basiae@he (loss) per sha
Weighted average shares used in computing diludéthoome (loss) per she

See accompanying notes to unaudited financialratiés

4

Three Months Ended

March 31,

2013 2012
$ 1,13¢ $ 1,221
43¢ 10,23¢
1,57¢ 11,46(
3,65( 6,42¢
3,71: 2,47:
3,51¢ 2,70(
10,88: 11,60(
(9,307 (140)
2E 384
$(9,287) $ 244
$ (0.1) $ 0.0C
$ 01 $ 0.0C
86,63¢ 84,51¢
86,63¢ 86,12
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VICAL INCORPORATED
STATEMENTS OF COMPREHENSIVE LOSS
(In thousands)

(unaudited)

Net income (loss
Other comprehensive los
Unrealized (losses) gains on availi-for-sale and lon-term marketable securitie
Unrealized (losses) gains arising during holdingquk
Less: Reversal of unrealized losses in accumulztteel comprehensive loss upon the sale of long-term
marketable securities included in investment aheérincome
Other comprehensive lo

Total comprehensive lo:

See accompanying notes to financial statements

5

Three Months Ended
March 31,
2013 2012

$(9,28) $ 244

(13) 19€
— (590)
(13) (394

$ (9,299  $ (150
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VICAL INCORPORATED
STATEMENTS OF CASH FLOWS
(In thousands)
(Unaudited)

Cash flows from operating activitie
Net income (loss
Adjustments to reconcile net income (loss) to mshcused in operating activitie
Depreciation and amortizatic
Write-off of abandoned paten
Gain on sale of property and equipm
Compensation expense related to stock options wadia
Changes in operating assets and liabilit
Receivables and other ass
Accounts payable and accrued expei
Deferred revenu
Deferred ren

Net cash used in operating activit
Cash flows from investing activitie
Proceeds from the sale of marketable secul
Maturities of marketable securiti
Purchases of marketable securi
Purchases of property and equipr
Proceeds from the sale of property and equipt
Patent expenditure
Net cash provided by (used in) investing activi
Cash flows from financing activitie
Net proceeds from issuance of common s
Payment of withholding taxes for net settlementestricted stock unit
Net cash provided by financing activiti
Net increase in cash and cash equival
Cash and cash equivalents at beginning of p¢
Cash and cash equivalents at end of pe

See accompanying notes to unaudited financialratiés
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Three Months Ended

March 31,
2013 2012

$(9,28) $ 244
50¢€ 49:¢

81 20

— (6)
1,13¢ 92C
(239) (10,41
(53F) 88¢
17 (99
(72) (57)
(8,38¢) (8,00¢)
— 3,75(
12,59 5,261
(299 (17,65
(164) (13F)
— 6
(110 (97)
12,02 (8,879
32¢ 48,77(
(10%) (109)
22t 48,66
3,867 31,77¢
43,15¢ 38,69¢
$47,02¢ $70,47"
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VICAL INCORPORATED
NOTES TO FINANCIAL STATEMENTS
March 31, 2013
(Unaudited)

1. GENERAL

Vical Incorporated, or the Company, a Delaware ocmfion, was incorporated in April 1987 and hasaded substantially all of its
resources since that time to its research and digwvent programs. The Company researches and devalmggharmaceutical products basec
its patented DNA delivery technologies for the metion and treatment of serious or life-threaterdisgases.

All of the Company’s potential products are in st and development phases. No revenues havegbaerated from the sale of any
such products, nor are any such revenues expemnted least the next several years. The Compamse&avenue from research and
development agreements with pharmaceutical colabms and grant and contract arrangements withrgovent entities. Most of the
Company'’s product candidates will require significadditional research and development effortduding extensive preclinical and clinical
testing. All product candidates that advance toicdil testing will require regulatory approval prto commercial use, and will require
significant costs for commercialization. There b@no assurance that the Company’s research aetbgewvent efforts, or those of its
collaborators, will be successful. The Company et continue to incur substantial losses andyeoerate positive cash flows from
operations for at least the next several yearsagéarance can be given that the Company can gerseifficient product revenue to become
profitable or generate positive cash flows fromragiens.

The unaudited financial statements at March 31328ad for the three months ended March 31, 2082842, have been prepared in
accordance with the rules and regulations of thei®ges and Exchange Commission, or SEC, and adtfounting principles generally
accepted in the United States applicable to intéinancial statements. These unaudited financééstents have been prepared on the same
basis as the audited financial statements anddedill adjustments, consisting of only normal reiagraccruals, which in the opinion of
management are necessary to present fairly the @wyigpfinancial position as of the interim date aesults of operations for the interim
periods presented. Interim results are not nedgssaticative of results for a full year or futuperiods. The preparation of financial statem:
requires management to make estimates and assas it affect the reported amounts of assetsiabitities and disclosures of contingent
assets and liabilities at the date of the finamstialements and the reported amounts of revenukesxaenses during the reporting period. Ac
results could differ materially from those estingaf€hese unaudited financial statements shoulé&e in conjunction with the Company’s
audited financial statements for the year endeceBer 31, 2012, included in its Annual Report omi-&0-K filed with the SEC.

Cash, Cash Equivalents and Marketable Securities

Cash and cash equivalents consist of cash andyHighld securities with original maturities at thate of acquisition of ninety days or
less. Investments with an original maturity of mtitan ninety days are considered marketable se&xsuighd have been classified by
management as available-for-sale. These investnaeatslassified as current assets, even thougstdled maturity date may be one year or
more beyond the current balance sheet date whilglti® management’s intention to use the proceeuis §ales of these securities to fund its
operations, as necessary. Such investments areccatrfair value, with unrealized gains and lossekided as a separate component of
stockholders’ equity. Realized gains and lossa®s fitte sale of available-for-sale securities orahmunts, net of tax, reclassified out of
accumulated other comprehensive income, if anydarermined on a specific identification basis.

Restricted Cash

The Company is required to maintain a letter oflitreecuring an amount equal to twelve months efdirrent monthly installment of
base rent for the term of its primary facilitieade, which ends in August 2017. Under certain nistances, the Company may be able to
eliminate the need for the letter of credit. Asdrch 31, 2013, and December 31, 2012, restrichst of $3.1 million was pledged as
collateral for this letter of credit.

Revenue Recognition

Revenue is recognized when the four basic critdri@venue recognition are met: (1) persuasiveandd of an arrangement exists;
(2) delivery has occurred or services renderedih@Yee is fixed or determinable; and (4) collbiity is reasonably assured. Certain of the
Company’s revenue is generated through manufagteontracts and stand-alone license agreements.

7
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The Company has entered into multiple-element gearents. In order to account for the multiple-elet@@rangements, the Company
identifies the deliverables included within theegmnent and evaluates which deliverables represpatate units of accounting. Analyzing the
arrangement to identify deliverables requires the af judgment, and each deliverable may be agatnin to deliver services, a right or
license to use an asset, or another performanaatibh.

The delivered item(s) must have value to the custam a standalone basis and, if the arrangemelndies a general right of return
relative to the delivered item, delivery or perfamae of the undelivered item(s) is considered gblgband substantially in the Company’s
control.

A delivered item is considered a separate unitobanting when the delivered item has value tgoiéner on a standalone basis based
on the consideration of the relevant facts anduairstances for each arrangement. Factors considetieid determination include the research
capabilities of the partner and the availability@$earch expertise in this field in the generalketplace. Arrangement consideration is
allocated at the inception of the agreement tadelttified units of accounting based on their ietaselling price. The relative selling price for
each deliverable is determined using vendor spesffjective evidence, or VSOE, of selling pricehord-party evidence of selling price if
VSOE does not exist. If neither VSOE nor third-gavtidence of selling price exists, the Companslitebest estimate of the selling price for
the deliverable. The amount of allocable arrangdroensideration is limited to amounts that aredixe determinable. The consideration
received is allocated among the separate unitsafumting, and the applicable revenue recogniti@erea are applied to each of the separate
units. Changes in the allocation of the sales greteveen delivered and undelivered elements caadhmpvenue recognition but do not change
the total revenue recognized under any agreenfdatts and circumstances dictate that the licérasestandalone value from the undelivered
items, which generally include research and devetnt services and the manufacture of drug prodtiedjcense is identified as a separate
unit of accounting and the amounts allocated tditlemse are recognized upon the delivery of tbenise, assuming the other revenue
recognition criteria have been met. However, ifdhgounts allocated to the license through theivelaelling price allocation exceed the
upfront license fee, the amount recognized uporétieery of the license is limited to the upfrdeé received. If facts and circumstances
dictate that the license does not have standalale vthe transaction price, including any upfiar@nse fee payments received, are allocated
to the identified separate units of accounting mmbgnized as those items are delivered.

The terms of the Company’s partnership agreementsdge for milestone payments upon achievemenedfm regulatory and
commercial events. The Company recognizes congiderdnat is contingent upon the achievement ofilastone in its entirety as revenue in
the period in which the milestone is achieved afifiie milestone is substantive in its entiretymflestone is considered substantive when it
meets all of the following three criteria: 1) thensideration is commensurate with either the €stiperformance to achieve the milestone o
enhancement of the value of the delivered iten¥s) gesult of a specific outcome resulting fromehéty’s performance to achieve the
milestone, 2) the consideration relates solelyatst performance, and 3) the consideration is reddemelative to all of the deliverables and
payment terms within the arrangement. A milestendeffined as an event (i) that can only be achiéased in whole or in part on either the
entity’s performance or on the occurrence of aifipemutcome resulting from the entity’s performangii) for which there is substantive
uncertainty at the date the arrangement is entatedhat the event will be achieved and (iii) tiatuld result in additional payments being due
to the Company.

Contract Services, Grant and Royalty Revenue

The Company recognizes revenues from contractcenand federal government research grants duvingeriod in which the related
expenditures are incurred and related paymenthése services are received or collection is resslgrassured. Royalties to be received bi
on sales of licensed products by the Company’'s\pestincorporating the Company’s licensed technolog recognized when received.

Net Income (Loss) Per Share

Basic and diluted net income (loss) per share kas lbomputed using the weighted-average numbdranés of common stock
outstanding during the period. The weighted averageber of shares used to compute diluted netdesshare excludes any assumed exerci
of stock options and warrants, and any assumednssuof common stock under restricted stock uoitRSUs, as the effect would be
antidilutive. Common stock equivalents totaling ilion shares for the three months ended Marcgh2813, were excluded from the
calculation of diluted net loss per share becafisiesir antidilutive effect. Common stock equivaieiotaling 1.6 million shares for the three
months ended March 31, 2012, were included in #heutation of diluted net income per share.

8
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Recent Accounting Pronouncement

Effective January 1, 2013, the Company adopted deting Standards Update (“ASU”) No. 2013-02, “Rejgy of Amounts
Reclassified Out of Accumulated Other Comprehenkigeme.” The adoption of ASU No. 2013-02 conceressentation and disclosure only
and did not have an impact on the Company’s firernmisition or results of operations. The Compadegted to present the information
required by ASU No. 2013-02 in the Statements ah@ehensive Loss.

2. STOCK-BASED COMPENSATION

Total stock-based compensation expense was altbtatesearch and development, manufacturing asdiption and general and
administrative expense as follows (in thousands):

Three Months Ended

March 31,
2013 2012
Research and development $ 31z $ 287
Manufacturing and productic 68 49
General and administratiy 75¢ 584
Total stocl-based compensation expel $1,13¢ $ 92C

During the three months ended March 31, 2013 ad@,2Be Company granted stock-based awards wittabestimated value of $3.1
million and $3.6 million, respectively. At March 32013, total unrecognized estimated compensatiparese related to unvested stock-based
awards granted prior to that date was $4.3 millenich is expected to be recognized over a weightedage period of 1.5 years. Stock-basec
awards granted during the three months ended MarcB013 and 2012, were equal to 1.8% and 1.9%eaotisely, of outstanding shares of
common stock at the end of the applicable period.

3. OTHER BALANCE SHEET ACCOUNTS
Accounts payable and accrued expenses consisthd @dllowing (in thousands):

March 31, December 31
2013 2012

Employee compensation $ 2,392 $ 3,85¢
Pos-termination benefit accru 465 —
Clinical trial accrua 70€ 66C
Accounts payabl 64E 377
Deferred ren 322 307
Other accrued liabilitie 57¢ 427
Total accounts payable and accrued expe $ 5,10¢ $ 5,62¢
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4. MARKETABLE SECURITIES, AVAILABLE FOR SALE
The following is a summary of available-for-salerketable securities (in thousands):

Amortized Unrealizec Unrealizec
Market
March 31, 2013 Cost Gain Loss Value
U.S. treasuries $ 7,574 $ 2 $ — $ 7,57¢
Governmer-sponsored enterprise securit 7,751 — — 7,751
Corporate bond 9,24¢ — 6 9,24(
Certificates of depos 78% — — 78E

$25,35¢ $ 2 $ 6 $25,35:

Amortized Unrealizec Unrealizec
Market
December 31, 201; Cost Gain Loss Value
U.S. treasuries $10,13¢ $ 1 $ — $10,13¢
Governmer-sponsored enterprise securit 15,507 — 1 15,50¢
Corporate bond 11,50¢ — 8 11,50:
Certificates of depos 49¢€ — — 49¢€

$37,64: $ 1 $ 9 $37,63¢

At March 31, 2013, $7.8 million of these securitigere scheduled to mature outside of one year Cldmepany did not realize any gains
or losses on sales of available-for-sale securitiethe three months ended March 31, 2013. As afdid 31, 2013, none of the securities had
been in a continuous unrealized loss position lotigen one year.

5. LONG-TERM INVESTMENTS

In March 2012, the Company sold two auction rateigges classified as longrm investments with a par value of $4.0 millibrcluded
in interest and other income for the three montited March 31, 2012, is a gain of $0.3 million tetgto the sale.

As of March 31, 2013, the Company held an auctate security with a par value of $2.5 million. Thisction rate security has not
experienced a successful auction since the liquiggues experienced in the global credit and abpiairkets in 2008. As a result, the securi
classified as a long-term investment as it is saleetito mature in 2038. The security was rated BBEtandard and Poor’s as of March 31,
2013. The security continues to pay interest aéongrth its stated terms.

The valuation of the Company’s auction rate segusisubject to uncertainties that are difficulppr@dict. The fair value of the security is
estimated utilizing a discounted cash flow analyEie key drivers of the valuation model include #xpected term, collateralization
underlying the security investment, the creditwioiglss of the counterparty, the timing of expecteadre cash flows, discount rates, liquidity
and the expected holding period. The security i&s@mpared, when possible, to other observabt&ehdata for securities with similar
characteristics. Based on the valuation of theritgcthe Company has recognized cumulative los$&9.5 million as of March 31, 2013,
none of which were recognized during the three mehded March 31, 2013. The losses when recogaizeidcluded in investment and ot
income. The market value of the security has dirtiacovered. Included in other comprehensive meare unrealized losses of $17,000 and
$6,000 for the three months ended March 31, 2083842, respectively. As of March 31, 2013, the @any had recorded cumulative
unrealized gains of $0.4 million. The resultingrgarg value of the auction rate security at Mardh 3013, was $2.2 million. Any future
decline in market value may result in additionaisies being recognized.

10
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6. FAIR VALUE MEASUREMENTS

The Company measures fair value as an exit peggesenting the amount that would be receivedit@aseasset or paid to transfer a
liability in an orderly transaction between margatticipants at the measurement date. As suchvdhie is a market-based measurement that
should be determined based on assumptions thaemaakticipants would use in pricing an assetatility. Fair value measurements are b
on a three-tier fair value hierarchy, which priaes the inputs used in measuring fair value devis!:

. Level 1: Observable inputs such as quoted pricestive markets
. Level 2: Inputs, other than the quoted prices tivaanarkets, that are observable either direatlyndirectly; anc

. Level 3: Unobservable inputs in which there iddittr no market data, which require the reportintitg to develop its own
assumptions

Cash equivalents, marketable securities and lomg-t@vestments measured at fair value are clagdsifi¢he table below in one of the
three categories described above (in thousands):

Fair Value Measurements

March 31, 2013 Level 1 Level 2 Level 3 Total

Certificates of deposit $ 78 $ — $ — $ 78t
Money market fund 19,81¢ — — 19,81¢
U.S. treasurie 7,57¢ — — 7,57¢
Corporate bond — 9,24( — 9,24(
Governmer-sponsored enterprise securit — 7,751 — 7,751
Auction rate securitie — — 2,19 2,197

$28,17° $16,99: $2,197 $47,36¢

Fair Value Measurements

December 31, 201 Level 1 Level 2 Level 3 Total

Certificates of deposit $ 49%€ $ — $ — $ 49¢€
Money market fund 18,50( — — 18,50(
U.S. treasurie 10,13¢ — — 10,13¢
Corporate bond — 11,50: — 11,50:
Governmer-sponsored enterprise securit — 15,50¢ — 15,50¢
Auction rate securitie — — 2,22¢ 2,22¢

$29,13. $27,007 $2,22f  $58,36¢

The Company’s investments in U.S. treasury seestitiertificates of deposit and money market fuardsvalued based on publicly
available quoted market prices for identical sdmsias of March 31, 2013. The Company determimegair value of corporate bonds and
other government-sponsored enterprise relatedisesurith the aid of valuations provided by thpdrties using proprietary valuation models
and analytical tools. These valuation models aradyéinal tools use market pricing or similar instrents that are both objective and publicly
available, including matrix pricing or reporteddes, benchmark yields, broker/dealer quotes, issarelads, two-sided markets, benchmark
securities, bids and/or offers. The Company vadisldhe valuations received from its primary prichegdors for its level 2 securities by
examining the inputs used in that vendor’s prigingcess and determines whether they are reasoaatblebservable. The Company also
compares those valuations to recent reported tfadéisose securities. The Company did not adjogtat the valuations received from these
independent third parties with respect to anyofatel 2 securities at March 31, 2013. The Comphdyot reclassify any investments
between level categories during the three montis@March 31, 2013. The valuation of the Compaimysstments in auction rate securities,
which includes significant unobservable inputsnsre fully described in Note 5.

11
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Activity for assets measured at fair value usirgg#icant unobservable inputs (Level 3) is preséritethe table below (in thousands):

Three Months

Ended
March
31,2013
Balance at December 31, 2012 $ 2,22¢
Total net unrealized losses included in other ca@hensive incom (28)
Balance at March 31, 20: $  2,19i
Total gains or losses for the period included inloss attributable to the change in unrealizedgar losses relating to
assets still held at the reporting d $ —

7. COMMITMENTS AND CONTINGENCIES

The Company prosecutes its intellectual propertgtessigorously to obtain the broadest valid scigpéts patents. Due to uncertainty of
the ultimate outcome of patent enforcement actithresy impact on future operating results or thenpany’s financial condition is not subject
to reasonable estimates.

In the ordinary course of business, the Company Ibeapme a party to lawsuits involving various matt&he Company is unaware of
any such lawsuits presently pending against it iyhindividually or in the aggregate, are deemebleanaterial to the Company’s financial
condition or results of operations.

8. STOCKHOLDERS’ EQUITY

In January 2012, the Company sold 13,333,334 sludiiesscommon stock in a public offering at a prio the public of $3.75 per share.
In February 2012, the Company sold an additionél 38 shares pursuant to a partial exercise afitiderwriters’ overallotment option at a
price to the public of $3.75 per share. Net prosdeaimn the offering, after deducting underwritingabunts and commissions and other
offering expenses payable by the Company, totad@d7dmillion. All of the shares of common stock weiffered pursuant to two effective sl
registration statements.

In November 2012, the Company entered into an At-Wlarket Equity Offering Sales Agreement, or S&lgeeement, with Stifel,
Nicolaus & Company, Incorporated, or Stifel, unddrich the Company may issue and sell up to $5000@00f shares of its common stc
from time to time. Under the Sales Agreement, tben@any will set the parameters for the sale ofeancluding the number of shares to be
issued and any minimum price below which sales n@ybe made. Subject to the terms and conditiotiseoSales Agreement, shares may be
sold through Stifel acting as sales agent or direotStifel acting as principal, by means of oy brokers’ transactions on the Nasdaq Globe
Select Market, in privately negotiated transactionstherwise at market prices prevailing at theetiof sale, at prices related to prevailing
market prices or at negotiated prices.

9. ASTELLAS AGREEMENTS

In July 2011, the Company entered into licenseagents with Astellas Pharma Inc., or Astellas, ingrAstellas exclusive, worldwide,
royalty-bearing licenses under certain of the Camyfsaknow-how and intellectual property to develoll commercialize certain products
containing plasmids encoding certain forms of cyggalovirus, or CMV, glycoprotein B and/or phosphaipm 65, including TransVax™ but
excluding CyMVectin™.

Under the terms of the license agreements, Astpiasa nonrefundable upfront license fee of $25illon in 2011. The Company also
received a $10.0 million milestone payment in Ma26l12 upon finalization of the general trial designa Phase 3 registration trial of
TransVax™ in hematopoietic stem cell transplanipieats. The Company recognized $0.1 million an@.$million in license revenue under
the Astellas agreements during the three monthsdeNthrch 31, 2013 and 2012, respectively.

Under the terms of the agreements, the Companrgasparforming research and development servicéshwdre being paid for by
Astellas. During the three months ended March 8132and 2012, the Company recognized $1.1 millrah%L.0 million, respectively, of
revenue related to these contract services.

In August 2012, the Company amended its licensesapgly agreements with Astellas to, among othiegt) extend the time period that
the Company is obligated to supply licensed praaltmt commercial use to Astellas, at Astellaspense, modify the allocation of $95.0 mill
of milestone payments among certain milestonesutfircommercial launch and modify the structurehefroyalties on net sales from a fixed
double digit royalty to tiered double digit royaki.
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

This Quarterly Report on Form 10-Q, or Report, aorg forward-looking statements within the mearoh&ection 27A of the Securities
Act of 1933, as amended, and Section 21E of ther8ies Exchange Act of 1934, as amended, inclugiatements regarding our business,
financial position, the research and developmemi@iharmaceutical products based on our patenkéd @elivery technologies, the funding
of our research and development efforts, and ataements describing our goals, expectationstiotes or beliefs. Such statements reflect
our current views and assumptions and are sulgettks and uncertainties, particularly those iehein the process of developing and
commercializing biopharmaceutical products basedwrpatented DNA delivery technologies. Actualutescould differ materially from tho:
projected herein. Factors that could cause or ibané to such differences include, but are nottkhito, those discussed in our Annual Report
on Form 10-K for the year ended December 31, 2848,in our other filings with the SEC, and thosentified in Part II, ltem 1A entitled
“Risk Factors” beginning on page 20 of this Repa#g.a result, you are cautioned not to rely ondtfesward-looking statements. We disclaim
any duty to update any forward-looking statemeneftect events or circumstances that occur afterdiate on which such statement is made.

Overview

We research and develop biopharmaceutical prodhastsd on our patented DNA delivery technologiestferprevention and treatment
of serious or life-threatening diseases. We beltaedollowing areas of research offer the gregtestntial for neaterm commercialization fc
us and our partners:

. Vaccines for use in hi¢risk populations for infectious disease targetsafbich there are significant neet

. Vaccines for general pediatric, adolescent andtguydulations for infectious disease applicatic

. Cancer vaccines or immunotherapies that complemangxisting programs and core expertise;

. Genebased delivery of therapeutic proteins, such agogegic growth factors for treatment of cardiovdacudiseases

We currently have three active independent clirécal preclinical development programs in the aodasfectious disease and cancer
including:

. A fully enrolled ongoing Phase 3 clinical trial ngiour Allovectin® immunotherapeutic in patientstwitetastatic melanoma which
has been funded, up to certain limits, by AnGes M@, or AnGes, through cash payments and equitystments under a resea
and development agreeme

. A completed preclinical program, with an allowegastigational new drug application, or IND, using €yMVectin™
prophylactic vaccine formulated with our proprigt&faxfectin® adjuvant to prevent cytomegalovirus, or CMV, infentbefore ani
during pregnancy; ar

. A preclinical program with therapeutic and propleyi@vaccines for herpes simplex virus type 2, &2, formulated with our
proprietary Vaxfectir® adjuvant.

We have leveraged our patented technologies thrbegsing and collaboration arrangements, suauadicensing arrangements with
Astellas Pharma Inc., or Astellas, Merck & Co.,.Jrar Merck, Sanofi, AnGes, Aqua Health Ltd. of @da, or Aqua Health, an affiliate of
Novartis Animal Health, and Merial Limited, or Malj a subsidiary of Sanofi, among other biopharmtical companies

In addition, we have licensed complementary teabgiek from leading research institutions and bioplaaeutical companies. We also
have granted non-exclusive, academic licensesnt®biA delivery technology patent estate to 11 lagdiesearch institutions including
Stanford, Harvard, Yale and the Massachusettsuitstdf Technology. The non-exclusive academimbes allow university researchers to ust
our technology free of charge for educational artdrnal, non-commercial research purposes. In exghave have the option to exclusively
license from the universities potential commerajgplications arising from their use of our techigglon terms to be negotiated.
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Product Development

We, together with our licensees and collaboratme currently developing a number of DNA-based waand therapeutics for the
prevention or treatment of infectious diseases¢ceaand cardiovascular diseases. The table belownsuizes our independent programs and
corporate and government collaborations.

Product/Concept Intended Use Development Statust Lead Developer
I ndependent Programs
Allovectin ® cancer First-line treatment for Phase 3 Vical
immunotherapeuti metastatic melanorr
CyMVectin™ prophylactic vaccine Prevent infection before Preclinical complete Vical
for CMV pregnancy to preclude fetal
transmissior
Therapeutic and prophylactic Prevent and protect against Preclinical Vical
vaccines for HSV-2 recurring flare-ups, reduce
viral shedding and
transmissior
Corporate Collaborations
TransVax™ therapeutic vaccine for Protect against CMV infection  Phase 3 preparation Astellas
CMV after stem cell transplan
TransVax™ therapeutic vaccine for Protect against CMV infection  Phase 2 preparation Astellas
CMV after solid organ transplar
Collategene® angiogenic therapy  Induce local growth of blood Phase 3 preparation AnGes
encoding Hepatocyte Growth vessels to restore blood flow
Factor to limbs affected by critical
limb ischemig
Apex® -IHN prophylactic vaccine Prevent infection and disease in Marketed in Canada Aqua Health (Novartis)
for infectious hematopoietic farm-raised salmon when
necrosis virus exposed to infected wild
salmon
ONCEPT® therapeutic cancer Adjunct treatment to increase ~ Marketed in the United States  Merial
vaccine encoding human survival time of dogs with
tyrosinase oral melanom:
Government Collaboration
Tetravalent dengue vaccine Prevent dengue disease caused Phase 1 Naval Medical Research Cen

by all 4 dengue serotyp

! “Preclinical” indicates that a specific product datate in a nonclinical setting has shown functiamivity that is relevant to a targeted

medical need, and is advancing toward initial hurclarical testing. “Phase 1” clinical trials argtgally conducted with a small number of
patients or healthy subjects to evaluate safetgraene a safe dosage range, identify side effaais, if possible, gain early evidence of
effectiveness. “Phase 2" clinical trials are cortddawith a larger group of patients to evaluateafeness of an investigational product for
a defined patient population, and to determine comshort-term side effects and risks associateld thiéé product candidate. “Phase 3”
clinical trials involve large scale, multi-centegmparative trials that are conducted with patieffiicted with a target disease to evaluate
the overall benel-risk relationship of the investigational productign provide an adequate basis for product labe
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Recent Events
The following event has recently occurred with exggo our business and our development programs:

. Effective January 2, 2013, listing of our commancktwas transferred to the NASDAQ Global Selectirthe highest of the

three market tiers at NASDAC(

. In February 2013, we announced the publicationréw article in the journalaccine detailing results from our completed guinea

pig studies with our Vaxfectifi -formulated plasnmiillA vaccines against HSV-2. These results, alorth mieviously published

results from mouse studies, support our decisi@dt@nce toward clinical testing, which we expedb¢gin in the second
2013.

half of

. On March 15, 2013, Jill M. Broadfoot notified usitlshe was resigning as the Company’s Senior \iesident, Chief Financial
Officer and Secretary. On the same date, we entete@ separation agreement with Ms. Broadfoots&ant to the terms of the

separation agreement, Ms. Broad’s last day of employment was April 1, 20

. The National Institute of Allergy and Infectiousd@ases, or NIAID, part of the National Instituté$lealth, or NIH, began a Phase

2b DNA-prime, adenovirus-boost HIV vaccine studyAungust 2009. In April 2013, the NIAID announceatlit stopped

administering injections in this clinical trial beatse an independent data and safety monitoringifioand during a scheduled
interim review that the vaccine regimen did notverg HIV infection nor reduce viral load among viaecrecipients who became

infected with HIV.

Research, Development and Manufacturing Programs

To date, we have not received revenues from tleecdadur independently developed pharmaceuticadymts and have received minimal

revenues from the sale of commercially marketedipets by our licensees. We earn revenues by peirigragrvices under research and
development and manufacturing contracts, from grantl from licensing access to our proprietaryrieldgies. Since our inception, we
estimate that we have received approximately $2d4ifll®n in revenues from these sources. Revenyesobrce were as follows (in millions):

Three Months Ended

March 31,

Source 2013 2012

Astellas supply and services contract $ 11 $ 1C
Other contract and grar 0.1 0.2
Total contract and grant revent 1.2 1.2
Astellas licenst $ 0.1 $ 10.1
Other royalties and licens 0.2 0.2
Total royalty and license revenu 0.4 10.2
Total revenue: $ 1€ $ 11t

Research, development, manufacturing and productists by major program, as well as other costeg ag follows (in millions):

Three Months Ended

March 31,
Program 2013 2012
Allovectin ® $ 5C $ 4.C
CmVv 1.3 3.8
Other research, development, manufacturing andugtamh 1.1 1.1
Total research, development, manufacturing andymtich $ 74 $ 8¢
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Since our inception through March 31, 2013, weneste that we have spent approximately $480 milinmesearch, development,
manufacturing and production. Our current indepanhdevelopment focus is on our cancer immunotheripallovectin® , novel DNA
vaccines for CMV and HSV-2, and other clinical gmdclinical targets.

We are conducting a Phase 3 clinical trial usinigvdctin® in patients with recurrent metastatic melaa which has been funded, up to
certain limits, by AnGes through cash paymentsemdty investments under a research and developageaement. We are also developing
TransVax™, CyMVectin™, and HSV-2 vaccine candidatesl these programs, excluding TransVax™ whicticeased to Astellas, will
require significant additional funds to advancetiyh development to commercialization. From in@apthrough March 31, 2013, we have
spent approximately $171 million on our Allovectiprogram and $75 million on our CMV programs.

We have other product candidates in the reseaage sit can take many years to develop productidates from the initial decision to
screen product candidates, perform preclinicalsaidty studies, and perform clinical trials leadimgto possible approval of a product by the
U.S. Food and Drug Administration, or FDA, or comgide foreign agencies. The outcome of the resdanghknown until each stage of the
testing is completed, up through and includingréiggstration of clinical trials. Accordingly, weeunable to predict which potential product
candidates we may proceed with, the time and cosbinplete development, and ultimately whether wehave a product approved by the
FDA or comparable foreign agencies.

As a result, we expect to incur substantial opegaltisses for at least the next several yearspdoerily to the advancement of our
research and development programs, the cost difioat studies and clinical trials, spending fartside services, costs related to maintaining
our intellectual property portfolio, costs due tammfacturing activities, costs related to our fées, and possible advancement toward
commercialization activities.

Critical Accounting Policies and Estimates

The preparation and presentation of financial statgs in accordance with accounting principles tadlyeaccepted in the United States
requires that management make a number of assumitd estimates that affect the reported amodiissets, liabilities, revenues and
expenses in our financial statements and accompamgtes. Management bases its estimates on batorformation and assumptions
believed to be reasonable. Although these estinzatebased on management’s best knowledge of ¢@vents and circumstances that may
impact us in the future, they are inherently uraiarand actual results may differ materially frdmge estimates.

Our critical accounting policies are those thagetffour financial statements materially and invav&gnificant level of judgment by
management. Our critical accounting policies rey@rdevenue recognition are in the following ardegnse and royalty agreements,
manufacturing contracts, contract services andtgeaenues. Our critical accounting policies alsdide recognition of research and
development expenses and the valuation of longtare intangible assets.

There have been no material changes to our craimabunting policies and estimates discussed iannal Report on Form 10-K for
the fiscal year ended December 31, 2012.

Recent Accounting Pronouncements

For information on the recent accounting pronoureimiwhich may impact our business, see Note heoRbtes to Financial Stateme
included in this Report.

Results of Operations
Three Months Ended March 31, 2013, Compared with Three Months Ended March 31, 2012

Total Revenues . Total revenues decreased $9.9 million to $1.€oniffor the three months ended March 31, 2013nf@11.5 million for
the three months ended March 31, 2012. This deemas primarily the result of the recognition oD&1million of license revenue during the
three months ended March 31, 2012 related to camsMax™ license agreements with Astellas.

Research and Devel opment Expenses . Research and development expenses decreaseaiidg, or 43.2%, to $3.7 million for the three
months ended March 31, 2013, from $6.4 milliontf@ three months ended March 31, 2012. This deemas primarily due to a sub-license
payment we made to the City of Hope related tditemse of our TransVax™ program to Astellas dutimg three months ended March 31,
2012.
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Manufacturing and Production Expenses . Manufacturing and production expenses increadezi illion, or 50.2%, to $3.7 million for
the three months ended March 31, 2013, from $2lEomfor the three months ended March 31, 2014sTicrease was primarily the result of
an increase in contract manufacturing expenses astrease in capitalized manufacturing costs ededowith our license agreements with
Astellas during the three months ended March 31320

General and Administrative Expenses. General and administrative expenses increas@d$ilion, or 30.3%, to $3.5 million for the three
months ended March 31, 2013, from $2.7 milliontfe three months ended March 31, 2012. This inerees primarily the result of post-
termination benefit costs accrued related to teggmation of our Chief Financial Officer and higleenployee related compensation costs.

Investment and Other Income, Net . Investment and other income, net decreased $38%0$25,000 for the three months ended
March 31, 2013, from $384,000 for the three moetided March 31, 2012. This decrease was primdwdyesult of a gain recognized on the
sale of auction rate securities during the threathmended March 31, 2012.

Liquidity and Capital Resources

Since our inception, we have financed our operatfmmarily through private placements and pubfferings of equity securities, and
revenues from our operations. From our inceptioaubh March 31, 2013, we have received approxim&217.3 million in revenues from
performing services under research and developar@htmanufacturing contracts, from grants and frieamking access to our proprietary
technologies, and we have raised net proceedspobamately $420.3 million from the sale of equiigcurities. Cash, cash equivalents,
marketable securities, and long-term investmentduding restricted cash, totaled $77.6 milliomMarch 31, 2013, compared with $86.1
million at December 31, 2012. The decrease in ashccash equivalents and marketable securitighéahree months ended March 31, 2013
was primarily the result of the use of cash to fond operations.

Net cash used in operating activities was $8.4ioniland $8.0 million for the three months ended dia81, 2013 and 2012, respectively.
The increase in net cash used in operating aet/ftir the three months ended March 31, 2013, coedpaith the prior year period, was
primarily the result of a $10.0 million decreasdigense revenue related to our TransVax™ licemggseanents, which was partially offset by a
$10.2 million decrease in accounts receivableedl& our TransVax™ license agreements.

Net cash provided by (used in) investing activities $12.0 million and $(8.9) million for the thre®nths ended March 31, 2013 and
2012, respectively. The increase in net cash peaviny investing activities for the three monthsezhifarch 31, 2013, compared with the p
year period, was primarily the result of an inceegsnet maturities of marketable securit

Net cash provided by financing activities was $ilion and $48.7 million for the three months eddéarch 31, 2013 and 2012,
respectively. The decrease in net cash providdihbpcing activities for the three months ended thaB1, 2013, compared with the prior year
period, was the result of net proceeds receivad fiee sale of our common stock in a public offerduging the three months ended March 31,
2012.

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

We expect to incur substantial additional researathdevelopment expenses, manufacturing and prioduetpenses, and general and
administrative expenses, including continued ineesan costs related to personnel, preclinicaldinital testing, outside services, facilities,
intellectual property and possible commercializatiOur future capital requirements will depend ammfactors, including continued scient
progress in our research and development progthmscope and results of preclinical testing amdaall trials, the time and costs involved in
obtaining regulatory approvals, the costs involirefiling, prosecuting, enforcing and defendinggudtclaims, the impact of competing
technological and market developments, the costafufacturing scale-up and validation, and possiblamercialization activities and
arrangements. We may seek additional funding throegearch and development relationships with Isigitaotential corporate collaborators.
We may also seek additional funding through pubtiprivate financings. We currently have on fileedfective shelf registration statement t
allows us to raise up to $150.0 million from théesaf common stock, preferred stock, debt secsraied/or warrants. However, additional
financing may not be available on favorable termatall. If additional financing is not availablee anticipate that our available cash and
existing sources of funding will be adequate tésfabur cash needs at least through DecemberBH4.2
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In November 2012, we entered into an At-The-Matkegtity Offering Sales Agreement, or Sales Agreemgith Stifel, Nicolaus &
Company, Incorporated, or Stifel, under which weynsaue and sell up to $50,000,000 of shares otommon stock from time to time. Unc
the Sales Agreement, we will set the parameterthfosale of shares, including the number of sharee issued and any minimum price be
which sales may not be made. Subject to the temiicanditions of the Sales Agreement, shares mapldethrough Stifel acting as sales a
or directly to Stifel acting as principal, by mearfrdinary brokers’ transactions on the Nasdagap@ll Select Market, in privately negotiated
transactions or otherwise at market prices prengidit the time of sale, at prices related to plegamarket prices or at negotiated prices. Any
sales other than by methods deemed to be an “atdlhlest” offering as defined in Rule 415 promulghteder the Securities Act of 1933, as
amended, or the Securities Act, will require ouoipconsent. Stifel is obligated to use commergiediasonable efforts in conducting sales
activities consistent with its normal trading amdkes practices. The Sales Agreement may be teraaiimt us upon prior notice to Stifel or by
Stifel upon prior notice to us, or at any time undertain circumstances, including but not limitedhe occurrence of a material adverse ch
in the company.

The Sales Agreement provides that Stifel will batken to compensation for its services in an am@ir2.5% of the gross proceeds from
the sale of shares sold through Stifel under thesS&greement. We have no obligation to sell arsyeshunder the Sales Agreement, and may
at any time suspend offers under the Sales AgreemMénagreed in the Sales Agreement to providenmmiécation and contribution to Stifel
against certain liabilities, including liabilitiesder the Securities Act, and to reimburse Stdelkkrtain legal expenses incurred in connection
with the Sales Agreement.

Contractual Obligations

Under our Merck, Sanofi, AnGes, Merial and Aqua ltteagreements, we are required to pay up to 10&exéin initial upfront
monetary payments, and a small percentage of soyadty payments, to the Wisconsin Alumni Researabrfedation and/or the University of
Michigan. Under our license agreements with Astelge are required to make certain payments t€ityeof Hope and CytRx Corporation in
connection with the development and commerciabizadif our products licensed by Astellas. In additicertain technology license agreement
require us to make other payments if we or ourisaebsees advance products through clinical devetopniror programs developed with the
support of U.S. government funding, the U.S. gorernt may have rights to resulting products withmayment of royalties to us.

We may be required to make future payments toioensors based on the achievement of milestonderiein various in-licensing
agreements. In most cases, these milestone payarerisised on the achievement of development afategy milestones, including the
exercise of options to obtain licenses relategtrsic disease targets, commencement of varioasgshof clinical trials, filing of product
license applications, approval of product licerfses the FDA or a foreign regulatory agency, anel first commercial sale of a related
product. Payment for the achievement of milestamater our in-license agreements is highly speadaind subject to a number of
contingencies.

The aggregate amount of additional milestone paysiéat we could be required to pay under all afindicense agreements in place at
March 31, 2013, is approximately $14.9 millionydiich approximately $7.1 million is related to dondependent programs and corporate anc
government collaborations which are currently inichl development. These amounts assume thatratining milestones associated with the
milestone payments are met. In the event that ptdaense approval for any of the related prodigtsbtained, we may be required to make
royalty payments in addition to these milestonenpayts. Although we believe that some of the milessocontained in our in-license
agreements may be achieved, it is highly unliket &a significant number of them will be achievBdcause the milestones are contingent, we
are not in a position to reasonably estimate howhmii any, of the potential milestone paymentd witimately be paid, or when. Additionall
under the in-license agreements, many of the mitesévents are related to progress in clinicastidnich will take several years to achieve.

In addition, we have undertaken certain commitmanter license agreements with collaborators, aindemnification agreements
with our officers and directors. Under the liceageeements with our collaborators, we have agreedrtinue to maintain and defend the
patent rights licensed to the collaborators anthéncase of our agreements with Astellas, haveeabto undertake certain development and
manufacturing activities. Under the indemnificategreements with our officers and directors, weehagreed to indemnify those individuals
for any expenses and liabilities in the event tifraatened, pending or actual investigation, latysuicriminal or investigative proceeding.

We have employment agreements that contain seveergngements with each of our two executive efi@and four of our other
executives. Under the agreements with the execoffigers, we are obligated to pay severance itevminate the executive officer’s
employment without “cause,” or if the executiveiodf resigns for “good reason,” as defined in theeaments, within the periods set forth
therein. The severance for the executive officerssists of continued base salary payments at gredhbrrent rate, including the payment of
health insurance premiums, for the period specifiegach agreement, which ranges from 12 to 18 hsomptius a payment equal to between
and one and a half times the executive’s cash biontlie previous year. In addition, the executiffecers receive accelerated vesting on all
their
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unvested stock awards as if they had remained gmgloy us for between 12 and 18 months from the ditermination. In the event that the
termination occurs within 24 months of a “changeantrol,” as defined in the agreements, the sewerfor the executive officers consists of
lump sum payments equal to between 18 and 24 monhtisse salary at the thensrent rate, the payment of health insurance pramsifor the
period specified in each agreement, which ranges 2 to 18 months, plus a payment equal to betwaerand one and a half times the
executive’s cash bonus in the previous year. Intiaagl all outstanding unvested stock awards wetvimmediately. The severance for the
other executives consists of continued paymerntseathen-current base compensation rate for aghefisix months. All of the agreements
specify that any earnings from employment or camsmiduring this period will offset any salary contation payments due from us. The
maximum payments due under these employment agreemveuld have been $2.8 million if each such etieelofficer and other executive
were terminated at March 31, 2013.

ITEM3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK _ET RISK

We are subject to interest rate risk. Our investrpentfolio is maintained in accordance with ourestment policy which defines
allowable investments, specifies credit qualitynderds and limits the credit exposure of any simggaer. Our investment portfolio consists of
cash equivalents, both restricted and non-restkicterketable securities and long-term investm@8rits.average maturity of our investments,
excluding our auction rate securities, is approxéiyasix months. Our investments are classified\aslable-for-sale securities.

To assess our interest rate risk, we performedsitsgty analysis projecting an ending fair valofeour cash equivalents and current
marketable securities using the following assumnmgti@ 12-month time horizon, a 9-month average ritatand a 150-basis-point increase in
interest rates. This pro forma fair value wouldé&een $0.1 million lower than the reported falueaof our investments at March 31, 2013.

Our investment securities consist of auction rataisties, corporate debt securities and governmgency securities. As of March 31,
2013, our long-term investments included a (atvadue) $2.5 million auction rate security securgdrunicipal bonds. At March 31, 2013, the
auction rate security we held maintained a StandaddPoor’s credit rating of BBB. The auction re¢eurity is a debt instrument with a long-
term maturity and with an interest rate that ietés short intervals through auctions. The coodiiin the global credit markets have preve
some investors from liquidating their holdings atton rate securities because the amount of s@=usubmitted for sale has exceeded the
amount of purchase orders for such securitietielfe is insufficient demand for the securitieshattime of an auction, the auction may not be
completed and the interest rates may be reseettefgrmined higher rates. When auctions for thesergies fail, the investments may not be
readily convertible to cash until a future auctadrnthese investments is successful or they aresredd or mature.

Since February 2008, there has been insufficiemiaghel at auction for our auction rate security lellarch 31, 2013. As a result, this
security is currently not liquid, and we could leguired to hold it until it is redeemed by the &sar to maturity. As of March 31, 2013, we
had recognized $0.5 million of losses related &ahction rate security by adjusting its carryiadue. The market value of the security has
partially recovered from the lows that createdltisses. As of March 31, 2013, we had recorded cativel unrealized gains of $0.4 million.
Any future decline in market value may result idiéidnal losses being recognized.

The valuation of our auction rate security is sabje uncertainties that are difficult to predithe fair value of the security is estimated
utilizing a discounted cash flow analysis or ottygre of valuation model as of March 31, 2013. Thg #rivers of the valuation model include
the expected term, collateralization underlyinggbeurity investment, the creditworthiness of tbanterparty, the timing of expected future
cash flows, discount rates, and the expected hmplokmiod. This security was also compared, whesiptes to other observable market data fo
securities with similar characteristics.

In the event we need to access the funds thatareunrently liquid, we will not be able to do sdthout the possible loss of principal,
until a future auction for this investment is sussfel or it is redeemed by the issuer or it matufese are unable to sell this security in the
market or it is not redeemed, then we may be reduiv hold it to maturity. We do not anticipateeed to access the funds for operational
purposes for the foreseeable future. We will cargito monitor and evaluate this investment on ajoimg basis for impairment. Based on our
ability to access our cash and other short-terrastments, our expected operating cash flows, andtbar sources of cash, we do not
anticipate that the potential illiquidity of thisviestment will affect our ability to execute ourrant business plan.
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ITEM4. CONTROLS AND PROCEDURES
Conclusion Regarding the Effectiveness of DisclosarControls and Procedures

Under the supervision and with the participatiomof management, including our principal executiffecer and principal financial
officer, we conducted an evaluation of the desigth @peration of our disclosure controls and procesiuas such term is defined in Rule 13a-1
(e) promulgated under the Securities Exchange At984, as amended, as of the end of the periodredwby this Report. Based on this
evaluation, our principal executive officer andngipal financial officer concluded that our disalos controls and procedures were effective
and were operating at the reasonable assurandeakewé March 31, 2013.

Changes in Internal Control over Financial Reportirg

Management has determined that there were no iignifchanges in our internal control over finahoégorting that occurred during the
three months ended March 31, 2013, that have rafljeaiffected, or are reasonably likely to matdyialffect our internal control over financial
reporting.

PART Il. OTHER INFORMATION

ITEM 1A. RISK FACTORS

You should consider carefully the risks describebbly, together with all of the other informatiortinded in this Report, and in our other
filings with the SEC, before deciding whether teast in or continue to hold our common stock. Tisksrdescribed below are all material risks
currently known, expected or reasonably foresedaplgs. If any of these risks actually occurs, lousiness, financial condition, results of
operations or cash flow could be seriously harriéis could cause the trading price of our commoalsto decline, resulting in a loss of all
part of your investment.

The risk factors set forth below with an asterigknext to the title are new risk factors or rigicfors containing changes, including any
material changes, from the risk factors previouk$glosed in Item 1A of our Annual Report on For@iKL for the year ended December 31,
2012, as filed with the SEC.

(*)None of our independently devel oped product candidates has been approved for sale, and we have a limited number of independently
developed product candidatesin 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 candidadre either in research or development. We namturct a substantial amount of
additional research and development before any &.freign regulatory authority will approve anfyaur product candidates. Limited data
exist regarding the efficacy of DNA vaccines orrtipeutics compared with conventional vaccines eragpeutics. Results of our research and
development activities may indicate that our pradandidates are unsafe or ineffective. In thigcesgulatory authorities will not approve
them.

Our independently developed product candidate®ntlyrin clinical development include Allovectin for which we announced the
completion of enroliment of a Phase 3 clinicalltimie2010. We have an allowed Investigational NemdpApplication for CyMVectin™ and
have begun preclinical work on a HSV-2 vaccine. M&y not conduct Phase 1 CyMVectin™ or HSV-2 vactiiads, and the future trials, if
any, may not demonstrate sufficient efficacy tomarpfurther product development. Because we hdiraited number of independent clinical-
stage product candidates, if we experience a signif delay, set-back or failure in the developnadrany of these product candidates, it coulo
have a material adverse impact on our businesp@cts In particular, we believe that our near-tprospects are substantially dependent on
the results of our Phase 3 clinical trial for Alkmtin. If we do not meet our pre-specified endmooftthe trial or the results are otherwise
negative or are perceived negatively, our stookepebuld decline significantly.

Additionally, we are in early stages of developmeith other product candidates. These product caieds will require significant costs
to advance through the development stages. If pumiuct candidates are advanced through clini@dsfrthe results of such trials may not
support approval by the FDA or comparable foreigareeies. Even if approved, our products may natdmemercially successful, particularly
if they do not gain market acceptance among physscipatients, healthcare payers and relevant aleimmunities. If we fail to develop and
commercialize our products, we may be forced téadusr cease operations.
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We are dependent on our license agreements with Astellasto further develop and commercialize TransVax ™. The failure to maintain
these agreements, or the failure of Astellasto perform its obligations under these agreements, could negatively impact our business.

Pursuant to the terms of our license agreementsAugtellas, we granted to Astellas exclusive worttwrights to develop and
commercialize certain products, including TransVak{it excluding CyMVectin™, for the control and peation of CMV infection in
immunocompromised patients, including transplaaipients and transplant donors, and pursuant teetimes of our supply and services
agreement with Astellas, we are obligated to perfoertain development activities and supply Assellgth its product requirements for
development and initial commercialization acti\gti€onsequently, our ability to generate any reesritom TransVax™ depends on Astellas’
ability to develop, obtain regulatory approvals émd successfully commercialize TransVax™. We Hiawited control over the amount and
timing of resources that Astellas will dedicatahese efforts.

We are subject to a number of other risks assatiaith our dependence on our license agreemenitsAgitellas, including:

. Astellas may not comply with applicable regulatgnidelines with respect to developing or commeiziiad) TransVax™, which
could adversely impact sales or future developroéfitansVax™;

. We and Astellas could disagree as to future devedop plans and Astellas may delay, fail to commencgop future clinical trials
or other developmen

. There may be disputes between us and Astellasidimg disagreements regarding the license agresitéiat may result in (1) the
delay of or failure to achieve developmental, ragly and commercial objectives that would resulnilestone or royalty
payments, (2) the delay or termination of any feitdevelopment or commercialization of TransVax™/an(3) costly litigation or
arbitration that diverts our managen’s attention and resource

. Astellas may not provide us with timely and accaiiatormation regarding development, sales and etandx activities or supply
forecasts, which could adversely impact our abttitgomply with our service and supply obligatida#stellas and manage our
own inventory of TransVax™, as well as our abititygenerate accurate financial foreca

. Business combinations or significant changes irelest’ business strategy may adversely affect Festeability or willingness to
perform its obligations under our license agreesie

. Astellas may not properly defend our intellectualperty rights, or may use our proprietary inforimatin such a way as to invite
litigation that could jeopardize or invalidate antellectual property rights or expose us to patéitigation;

. The royalties we are eligible to receive from Alsteimay be reduced based upon Astellas’ and olityabi maintain or defend our
intellectual property rights and the presence ofegie competitors

. Limitations on our or an acquiror’s ability to m&m or pursue development or commercializatioprofiucts that are competitive
with TransVax™ could deter a potential acquisitidrus that our stockholders may otherwise viewexseficial; anc

. If Astellas is unsuccessful in developing, obtagniagulatory approvals for or commercializing Thdas™, we may not receive
any additional milestone or royalty payments urtterlicense agreements and our business prospettimancial results may be
materially harmed

The license agreements and supply and servicesragré are subject to early termination, includimgptigh Astellas’ right to terminate
upon advance notice to us if Astellas reasonaligrdenes that further development and/or commaeeiibn will not be beneficial for
Astellas. If the agreements are terminated eamymay not be able to find another collaboratottiercommercialization and further
development of TransVax™ on acceptable terms, all,aind we may be unable to pursue continuedldpseent or commercialization of
TransVax™ on our own.
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Our revenues partially depend on the development and commercialization of productsin collaboration with others to whom we have
licensed our technologies. If our other collaborators or licensees do not successfully develop and commercialize products covered by these
arrangements, or if we are unableto find collaborators or licenseesin the future, we may not be able to derive revenues from these
arrangements, we may |lose opportunities to validate our DNA delivery technologies, or we may be forced to curtail our development and
commercialization effortsin these areas.

In addition to our license agreements with AsteNes have licensed, and may continue to licenseteminologies to corporate
collaborators and licensees for the research, dpaent and commercialization of specified prodactdidates. Our revenues partially depenc
upon the ability of these collaborators and licessste successfully develop and commercialize prisctmvered by these arrangements. In
addition, our licensees Astellas and AnGes havdymbcandidates in advanced stage of clinical dgreént, for which we believe regulatory
approval would provide important further validatiohour DNA delivery technologies. The developmantl commercialization efforts of our
collaborators and licensees are subject to the siakweand uncertainties described above with @speour independently developed product
candidates.

Some collaborators or licensees may not succettgtinproduct development efforts. It is possilblattAnGes or any of our other
collaborators or licensees may be unable to obé&gjolatory approval of product candidates usingtecinnologies or successfully market and
commercialize any such products for which regulatpproval is obtained. In September 2010, AnGesanced that after a series of
extensive consultations with the Japanese Pharriealsiand Medical Devices Agency, it would be wlitwing its New Drug Application, or
NDA, in Japan. Also in September 2010, anotherafrair licensees, Sanofi, announced that NV1FGRBrgiogenic growth factor therapet
for which Sanofi had licensed our DNA delivery taotogy, did not meet the primary endpoint in a @ldBhase 3 trial. Other collaborators or
licensees may not devote sufficient time or resesito the programs covered by these arrangemeittsy@may have limited or no control
over the time or resources allocated by theselmmligtors or licensees to these programs. The aoweerof any of these events may cause us
derive little or no revenue from these arrangeméose opportunities to validate our DNA deliveeghnologies, or force us to curtail or cease
our development and commercialization efforts isthareas.

Our collaborators and licensees may breach or tet@itheir agreements with us, including somertieat terminate their agreements
without cause at any time subject to certain prigtten notice requirements, and we may be unssfgei® entering into and maintaining ott
collaborative arrangements for the developmentcamdmercialization of products using our technolegléwe are unable to maintain existing
collaboration arrangements or enter into new oosability to generate licensing, milestone oraiby revenues would be materially impaired.

Some of our independent product candidates and some of those under devel opment by our sublicensees incor porate technologies we
have licensed from others. | f we are unable to retain rights to use these technologies, we or our sublicensees may not be able to market
products incorporating these technologies on a commercially feasible basis, if at all.

We have licensed certain technologies from corparatlaborators and research institutions, andicaided certain of such technologies
to others, for use in the research, developmentaminercialization of product candidates. Our poydievelopment efforts and those of our
sublicensees partially depend upon continued atoghgse technologies. For example, we or ounfioes may breach or terminate our
agreements, or disagree on interpretations of tagesements, which could prevent continued accegse technologies. If we were unabl
resolve such matters on satisfactory terms, olt,at@ or our sublicensees may be unable to devalmbcommercialize our products, and we
may be forced to curtail or cease operations.

(*)We have a history of net losses. We expect to continue to incur net losses and we may not achieve or maintain profitability.

To date, we have not sold, or received approvaétlh any pharmaceutical products. We do not exigesell any pharmaceutical products
for at least the next several years. Our net losses approximately $22.9 million, $7.3 million ah80.4 million for the years ended
December 31, 2012, 2011 and 2010, respectivelpfAgarch 31, 2013, we had incurred cumulative nssés totaling approximately $357.2
million. Moreover, we expect that our net losseb gantinue and may increase for the foreseeatledu\We may not be able to achieve
projected results if we generate lower revenuasagive lower investment income than expected,@maeur greater expenses than expected,
or all of the above. We may never generate suffigigoduct revenue to become profitable. We alg@eixto have quarter-to-quarter
fluctuations in revenues, expenses, and losseg sbmhich could be significant.
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We may need additional capital in the future. If additional capital is not available, we may have to curtail or cease operations.

We may need to raise more money to continue theareb and development necessary to bring our ptedoienarket and to establish
marketing and additional manufacturing capabiliti® may seek additional funds through public amebpe stock offerings, government
contracts and grants, arrangements with corpordlgborators, borrowings under lease lines of ¢redother sources. We currently have on
file a shelf registration statement that allowsaigaise up to an aggregate of $150.0 million ftbmsale of common stock, preferred stock,
debt securities and/or warrants. However, we maypaable to raise additional funds on favorabimse or at all. Conditions in the credit
markets and the financial services industry mayereduity and debt financing more difficult to olboteénd may negatively impact our ability
complete financing transactions. To the extentweataise additional funds by issuing equity sasj our stockholders may experience
significant dilution. Any debt financing, if avablée, may involve restrictive covenants, such agtéitions on our ability to incur additional
indebtedness and other operating restrictionscihalt adversely impact our ability to conduct ousiness.

In November 2012, we entered into a Sales AgreemightStifel, under which we may issue and selta$50.0 million of our common
stock from time to time. However, Stifel is not iglalted to sell any shares that we may request tmlag and any attempt to sell shares under
this facility, if made, may not be successful @ulein sufficient proceeds to meet our capitaliieements.

If we are unable to obtain additional funds, we rhaye to scale back our development of new produsdsice our workforce or license
to others products or technologies that we otherwisuld seek to commercialize ourselves. The amoumoney we may need would depend
on many factors, including:

. The progress of our research and development progy

. The scope and results of our preclinical studiesdimical trials; anc

. The time and costs involved in: obtaining necessagylatory approvals; filing, prosecuting and eaiiog patent claims; scaling up
our manufacturing capabilities; and the comme@iedngements we may establi

(*)The regulatory approval process is expensive, time consuming and uncertain, which may prevent us and our collaborators and
licensees from obtaining required approvals for the commercialization of our products.

Our product candidates under development and thfoser collaborators and licensees, including Aatglare subject to extensive and
rigorous regulations by numerous governmental aiitbg in the United States and other countrie® fdgulatory approval process takes man
years and will require us to expend substantiaueses. For example, the FDA has provided onlytéchiguidelines concerning the size i
scope of clinical trials required for gene-basestabeutic and vaccine products.

Therefore, U.S. or foreign regulations could preévardelay regulatory approval of our productsimit our and our collaborators and
licensees’ ability to develop and commercialize ptaducts. Delays could:

. Impose costly procedures on our activities andetadur collaborators and license

. Delay or prevent our receipt of developmental anowrcial milestones from our collaborators andrisees

. Diminish any competitive advantages that we orgyoducts attain; ¢

. Otherwise negatively affect our results of operatiand cash flow:

We have no experience in filing a Biologics Licedgmlication, or BLA, or NDA with the FDA. BecauseBLA or NDA must be
submitted to and approved by the FDA before anyunfproduct candidates may be commercialized,ank bf experience may impede our
ability to obtain FDA approval in a timely mann#rat all, which in turn would delay or preventisem commercializing those

products. Similarly, our lack of experience witlspect to obtaining regulatory approvals in coustather than the United States may impede
our ability to commercialize our products in thaseintries.

We believe that the FDA and comparable foreign laguy bodies will regulate separately each prodwocitaining a particular gene
depending on its intended use. Presently, to cowiaize any product we and our collaborators acensees must file a regulatory application
for each proposed use. We and our collaboratordieemsees must conduct
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clinical studies to demonstrate the safety anda&fy of the product necessary to obtain FDA orifpreegulatory authority approval. The
results obtained so far in our clinical trials ahdse of our collaborators and licensees may no¢jplécated in ongoing or future trials, or the
results may be subject to varying interpretatiomtether they are sufficient to support approvalclmmmercialization. This may prevent any
of our product candidates from receiving approvaldommercial sale.

We anticipate that we would commercially manufaetainy of our product candidates that are appromethérketing. Therefore, our
manufacturing facilities will have to be approvedtbe FDA pursuant to inspections conducted afeeisubmit an application for regulatory
approval. If we cannot successfully manufactureemiatthat conforms to applicable specificationd #re strict regulatory requirements of the
FDA, we will not be able to secure and/or maintaigulatory approval for our manufacturing faciktiéf the FDA does not approve our
facilities for the manufacture of our product catades or if it withdraws any such approval in thtife, our ability to develop, obtain
regulatory approval for or market our product cdatis will be adversely effected.

We use recombinant DNA molecules in our productizgdates, and therefore we and our collaboratordiaedsees also must comply
with guidelines instituted by the NIH and its O#iof Biotechnology Activities. The NIH could restror delay the development of our product
candidates.

If any of our product candidates receive regulatgpproval, the FDA or other foreign regulatory agjes may still impose significant
restrictions on the indicated uses or marketinguwfproduct candidates or impose ongoing requirgésen potentially costly post-approval
studies. In addition, regulatory agencies subjgmoduct, its manufacturer and the manufacturedifies to continual review and periodic
inspections. If a regulatory agency discovers mneslly unknown problems with a product or a prodi&ss, including adverse events of
unanticipated severity or frequency, or problenthhe facility where the product is manufacturdegulatory agency may impose
restrictions on that product or product class,amllaborators and licensees or us, including réagiwithdrawal of a product from the market.
Our product candidates will also be subject to amy&DA and other foreign regulatory agency requieats for the labeling, packaging,
storage, advertising, promotion, record-keeping satamission of safety and other post-market infdioneon the product. If we or our
collaborators and licensees fail to maintain reguacompliance after receiving marketing approvad,or our collaborators and licensees may
be unable to market our products and our businadsl cuffer.

Adverse events or the perception of adverse eventsin the field of gene therapy, or with respect to our product candidates, may
negatively impact regulatory approval or public perception of our products.

The commercial success of some of our product datek will depend in part on public acceptancéefuse of gene therapy for
preventing or treating human diseases. Seriousrsglevents, including patient deaths, have occumretinical trials utilizing viral delivery
systems to deliver therapeutic genes to the p&itargeted cells. Although none of our currentdarcts or studies utilize viral delivery
systems, these adverse events, as well as anyaatherse events in the field of gene therapy that atcur in the future, may negatively
influence public perception of gene therapy in gahéf public perception is influenced by clainm&t gene therapy is unsafe, our product
candidates may not be accepted by the generalcputthe medical community.

Future adverse events in gene therapy or the Ihinttogy industry could also result in greater goveental regulation, stricter labeling
requirements and potential regulatory delays inéiséng or approval of our potential products. Amgreased scrutiny could delay or increase
the costs of our product development efforts aricdil trials. In addition, any adverse events thay occur in our clinical trials and any
resulting publicity may cause regulatory delaysthrerwise affect our product development effortslonical trials.

Some of our potential products may be administevguhtients who are suffering from, or are vulnérdb, serious diseases or other
conditions which can themselves be life-threateraind often result in the death of the patient.ds@mple, one patient in our Allovectn
Phase 2 trial conducted in 2000, died from progvestisease more than two months after receivirigu&tctin® and other cancer therapies.
death was originally reported as unrelated to thatinent. Following an autopsy, the death was ssiflad as “probably related” to the
treatment because the possibility could not bedrol&. We do not believe Allovectih was a significéactor in the patient’s death. Patient
deaths in our clinical trials, even if caused bg-pkisting diseases or conditions, could negatiaéfigct the perception of our product
candidates. In addition, in our TransVax™ Phagga®, tve administered TransVax™ to patients whoenarrisk of CMV reactivation.
Although we do not believe our vaccine candidategddcause the diseases they are designed to pagf@iast, a temporal relationship betw
vaccination and disease onset could be perceivedusal. Some of our products are designed to Btismimmune responses, and those
responses, if particularly strong or uncontrollealjld result in local or systemic adverse eventduding latent adverse events.

24



Table of Contents

(*)Our patents and proprietary rights may not provide us with any benefit and the patents of others may prevent us from
commercializing our products.

As of March 31, 2013, we were the assignee or s@ase of 85 issued U.S. and foreign patents. Wateia our issued patents by
paying maintenance fees to the patent office il €acintry when due. Where appropriate, we partieipalegal proceedings to vigorously
defend against the revocation or withdrawal of patents. The scope and nature of these proceegémgsally differ depending on the country
in which they are initiated. If we are not succabksf defending our patents, we may lose all ot papur proprietary rights related to those
patents in these geographic regions.

As of March 31, 2013, we were also prosecuting &tding patent applications in the United Statesiaridreign countries that cover
various aspects of our proprietary technologiesjmaiuding patent applications for which we arecseassignee and that are being prosecutt
our partners.

We may not receive any patents from our currergrgagpplications. Issued patents provide exclysfoit only a limited time period,
after which they no longer serve to protect prdprigtechnologies or to provide any commercial adxge. Moreover, if patents are issued to
us, governmental authorities may not allow clainfficGient to protect our technologies and produ€tthers may also challenge or seek to
circumvent or invalidate our patents. In that eyére rights granted under our patents may be ozate to protect our proprietary technolog
or to provide any commercial advantage.

In addition, the Leahy-Smith America Invents AatAdA, was signed into law on September 16, 201t significantly changed certain
aspects of the United States patent laws. Thesgelkadnclude, but are not limited to, authoriziag Setting authority to the United States
Patent Office, transitioning the United States fost-inventor-tofile patent system, expanding the scope of pribtteat may be utilized agait
a pending patent application, and adding post-patemt proceedings before the Patent Office incihinird parties may challenge the validity
of the granted patent. It is not clear, what, if,ampact the AIA will have on the cost of prosengtour patent applications, our ability to
obtain patents based on our patent applicatiomspanability to enforce or defend our issued @nged United States patents. An inability to
obtain, enforce, and defend patents covering ayprmetary technologies would materially and advigraéfect our business prospects and
financial condition.

Some components of our gene-based product canglideteor may become, patented by others. As &,resumay be required to obtain
licenses to conduct research, to manufacture, wraidket such products. Licenses may not be availablcommercially reasonable terms, or a
all, which may impede our ability to commercialmar products.

The legal proceedings to obtain and defend patents, and litigation of third-party claims of intellectual property infringement, could
require usto spend money and could impair our operations.

Our and our collaborators’, including Astellas’cesass will depend in part on our, or our collabansit ability to obtain patent protection
for our products and processes, both in the UrStatles and in other countries. The patent positidmgotechnology and pharmaceutical
companies, however, can be highly uncertain andivevcomplex legal and factual questions. Therefibiie difficult to predict the breadth of
claims allowed in the biotechnology and pharmacalfields.

We also rely on confidentiality agreements with corporate collaborators, employees, consultardscartain contractors to protect our
proprietary technologies. However, these agreenmmatsbe breached and we may not have adequate ismiedsuch breaches. In addition,
our trade secrets may otherwise become known epierdently discovered by our competitors.

Protecting intellectual property rights can be vexpensive. Litigation may be necessary to enfpatents issued to us or to determine
the scope and validity of third-party proprietaights. If we or, as applicable, our commercialiaatpartners, including Astellas pursuant to its
first right to enforce patents licensed to it under license agreements, choose to go to coutbppsdmeone else from using our inventions,
that individual or company has the right to askadbert to rule that the underlying patents are lidvand/or should not be enforced against tha
third party. Moreover, if a competitor were to fdepatent application claiming technology also ited by us or our collaborators or licensees
we would have to participate in an interferencecpealing before the U.S. Patent and Trademark Qfficketermine the priority of the
invention. We or our collaborators or licensees inaylrawn into interferences with third partiesray have to provoke interferences ourse
to unblock third-party patent rights to allow usomrr collaborators or licensees to commercializmlpcts based on our technologies. Litigation
could result in substantial costs and the diversiomanagement’s efforts regardless of the resiiltse litigation. An unfavorable result in
litigation could subject us to significant liabiéis to third parties, require disputed rights tdibensed or require us to cease using some
technologies.
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Our products and processes may infringe, or beddarinfringe, patents not owned or controlled By Ratents held by others may
require us to alter our products or processesjmobtanses, or stop activities. If relevant claiofghird-party patents are upheld as valid and
enforceable, we or our collaborators or licenseesddcbe prevented from practicing the subject mattgmed in the patents, or may be requ
to obtain licenses or redesign our products orgsses to avoid infringement. In addition, we or @altaborators or licensees could be require
to pay money damages. A number of genetic sequemqasteins encoded by genetic sequences thatenieaestigating are, or may become,
patented by others. As a result, we or our collatoos or licensees may have to obtain licensesstouse or market these products. Our
business will suffer if we or our collaboratorslioensees are not able to obtain licenses at alhderms commercially reasonable to us or t
and we or they are not able to redesign our pradarcprocesses to avoid infringement.

We have incurred costs in several legal proceedmgsving our intellectual property rights in Ey®, Japan and Canada. We may
continue to incur costs to defend and prosecuenpaaind patent applications in these and othérneg

Competition and technological change may make our product candidates and technologies less attractive or obsolete.

We compete with companies, including major pharrmatical and biotechnology firms that are pursuingeotforms of treatment or
prevention for diseases that we target. We alsoempgrience competition from companies that hageiaed or may acquire technologies
from universities and other research institutigksthese companies develop their technologies, gy develop proprietary positions which
may prevent us from successfully commercializingdpicts.

Some of our competitors are established comparitesgreater financial and other resources than axehOther companies may succ
in developing products and obtaining regulatoryrapal from the FDA or comparable foreign agencastdr than we do, or in developing
products that are more effective than ours. Rebeard development by others may seek to rendetechinologies or products obsolete or
noncompetitive or result in treatments or curessiop to any therapeutics developed by us.

The NIH and the FDA jointly developed the Genetiod¥fication Clinical Research Information SystemGeMCRIS, an Internet-based
database of human gene transfer trials. GeMCRIBlenindividuals to easily view information on pewtar characteristics of clinical gene
transfer trials. Although GeMCRIS includes spesidurity features designed to protect patient pyivaand confidential commercial
information, these security features may be inadedy designed or enforced, potentially resultimglisclosure of confidential commercial
information. In addition, the NIH, in collaboratiovith the FDA, has developed an Internet site, i€éifTrials.gov, which provides public
access to information on clinical trials and thresults for a wide range of diseases and conditieuisire disclosures of such confidential
commercial information may result in loss of adeay® of competitive secrets.

If we lose our key personnel or are unable to attract and retain additional personnel, we may not be able to achieve our business
objectives.

We are highly dependent on our principal scientifi@nufacturing, clinical, regulatory and managenpemsonnel, including Vijay B.
Samant, our President and Chief Executive Offithe loss of the services of these individuals mgigificantly delay or prevent the
achievement of our objectives. We do not maint&iy“person” life insurance on any of our personwé. depend on our continued ability to
attract, retain and motivate highly qualified mamagnt and scientific personnel. We face competftomualified individuals from other
companies, academic institutions, government estiaind other organizations in attracting and rigtgipersonnel. To pursue our product
development plans, we may need to hire additiormalagement personnel and additional scientific pemsioto perform research and
development, as well as additional personnel wiftedtise in clinical trials, government regulatamd manufacturing. However, due to the
reasons noted above, we may not be successfuirig lur retaining qualified personnel and therefeeemay not be able to achieve our
business objectives.

We have limited experience in manufacturing our product candidatesin commercial quantities. We may not be able to comply with
applicable manufacturing regulations or produce sufficient product for contract or commercial purposes.

The commercial manufacturing of vaccines and adbi@bgical products is a time-consuming and compmcess, which must be
performed in compliance with the FDA's current Gdddnufacturing Practices, or cGMP, regulations. M&y not be able to comply with the
cGMP regulations, and we have in the past encoehtzznd may in the future encounter delays, disvoptor quality control problems in our
manufacturing process. In addition, we may neezbtoplete the installation and validation of additiblarge-scale fermentation and related
purification equipment to produce the quantitieprfduct expected to be required for commerciappses. We have limited experience in
manufacturing at this scale.
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Noncompliance with the cGMP regulations, the irnbtb complete the installation or validation afditional larg-scale equipment, or other
problems with our manufacturing process may limitlelay the development or commercialization of prrduct candidates, and cause us to
breach our contract manufacturing service arrangésya our obligations under our agreements withaborators, including our obligations
under our supply and services agreement with Asstell

We currently depend on third parties to conduct our clinical trials and may initially depend on third parties to manufacture our product
candidates commercially.

We rely on third parties, including clinical resefaiorganizations, or CROs, medical institutions emwltract laboratories, to perform
critical services for us in connection with oumdtial trials. These third parties are responsibtariany aspects of the trials, including finding
and enrolling subjects for testing and administgthre trials. Although we rely on these third pestto conduct our clinical trials, we are
responsible for ensuring that each of our clintdals is conducted in accordance with its protaowd applicable regulations, including good
clinical practices established by the FDA and fgmaiegulatory authorities, which govern the condoainitoring, recording and reporting the
results of clinical trials to ensure that the data results are scientifically credible and acayrand that trial subjects are adequately informed
of the potential risks associated with participatim clinical trials. Our reliance on third partiéses not relieve us of the responsibility to ea
these requirements are met. These third partiesnoiagomply with all regulatory and contractualuggments or may not otherwise perform
their services in a timely or acceptable manned,\@@ may need to enter into new arrangements Wehnative third parties and our clinical
trials may be extended, delayed or terminateddtiten, if such third parties fail to perform th@bligations in compliance with our clinical
trial protocols or applicable good clinical praetiegulations, our clinical trials may not meetulagpry requirements or may need to be
repeated, and we may not be able to obtain regylagproval for or commercialize the product caatidbeing tested in such trials. These
also apply to the development activities of outatmbrators and licensees, and we do not controtollabborators’ and licensees’ research and
development, clinical trials or regulatory actiegi

We may also initially depend on collaborators, hisees or other third parties to manufacture ouwdyobcandidates in commercial
guantities. There are a limited number of thirdtiparthat could manufacture our product candiddsmay be unable to enter into any
arrangement for the commercial manufacture of codyct candidates, and any arrangement we secyr@obaneet our requirements for
manufacturing quality or quantity. Our dependentéhird parties for the commercial manufacture wf product candidates may also reduce
our profit margins and our ability to develop aredicer products in a timely manner.

We have no marketing or sales experience, and if we are unable to develop our own sales and marketing capability, we may not be
successful in commercializing our products.

Our current strategy is to market our proprietaigdpicts directly in the United States, but we cottyedo not possess pharmaceutical
marketing or sales capabilities. To market andaallproprietary products, we will need to devedogales force and a marketing group with
relevant pharmaceutical industry experience, orargglpropriate arrangements with strategic partoemsarket and sell these products.
Developing a marketing and sales force is experainktime-consuming and could delay any produetdhulf we are unable to successfully
employ qualified marketing and sales personnelesetbp other sales and marketing capabilities, \ag not be able to generate sufficient
product revenue to become profitable.

Healthcare reform and restrictions on reimbursement may limit our returns on potential products.

Our ability to earn sufficient returns on our protbuwill depend in part on how much, if any, reirgament for our products and related
treatments will be available from:

. Government health administration authoriti

. Government agencies procuring biodefense prodactwilitary or public use, including some for whiale may become a sole-
source vendol

. Private health coverage insure
. Managed care organizations; ¢
. Other organization:

If we fail to obtain appropriate reimbursement, seeld be prevented from successfully commerciadizior potential products. There i
ongoing efforts by governmental and third-partygrayto contain or reduce the costs of healthcaoai¢hh various reform measures. In the
United States, the Federal government passed cbemsizve healthcare reform legislation in 2010. Mahthe details regarding the
implementation of this legislation are yet to béedmined and we currently cannot predict whethdoavhat extent such implementation or
adoption of reforms may impair our business.
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Additionally, third-party payers are increasinghlatlenging the price of medical products and sewidf purchasers or users of our
products are not able to obtain adequate reimbusefar the cost of using our products, they magdo or reduce their use. Significant
uncertainty exists as to the reimbursement stdtaswly approved healthcare products, and whettieqaate third-party coverage will be
available.

We use hazardous materialsin our business. Any claims relating to improper handling, storage or disposal of these materials could be
time consuming and costly.

Our research and development processes involveotiteolled storage, use and disposal of hazard@terials and biological materials.
Our hazardous materials include certain compregases, flammable liquids, acids and bases, and tatkie compounds. We are subject to
federal, state and local regulations governinguges manufacture, storage, handling and disposahtdrials and waste products. Although we
believe that our safety procedures for handlingdiegosing of these hazardous materials comply thighrstandards prescribed by law and
regulation, the risk of accidental contaminationnjury from hazardous materials cannot be completéminated. In the event of an accident,
we could be held liable for any damages that re¥uét could incur significant costs to comply witlrent or future environmental laws and
regulations

We may have significant product liability exposure.

We face an inherent business risk of exposuredduat liability and other claims in the event tbat technologies or products are alle
to have caused harm. We also have potential liglidr products manufactured by us on a contrasisbfr third parties. Although we currer
maintain product liability insurance in the amooh$10 million in the aggregate plus additional emge specific to the foreign countries
where our clinical trials are being conducted, thigirance coverage may not be sufficient, and &g mot be able to obtain sufficient cover.
in the future at a reasonable cost. Our inabibitplttain product liability insurance at an accelgaost or to otherwise protect against potentia
product liability claims could prevent or inhibite commercialization of any products developed $grour collaborators, or our ability to
manufacture products for third parties. If we aredsfor any injury caused by our technologies odpcts, or by third-party products that we
manufacture, our liability could exceed our insw&ooverage and total assets.

(*)Negative conditionsin the global credit markets may impair the liquidity of a portion of our investment portfolio.

Our investment securities consist of auction rataisties, corporate debt securities and governmgency securities. As of March 31,
2013, our long-term investments included a (atvgdue) $2.5 million auction rate security securgdrunicipal bonds. At March 31, 2013, the
auction rate security we held maintained a StandaddPoor’s credit rating of BBB. Our auction rageurity is a debt instrument with a long-
term maturity and with an interest rate that ietés short intervals through auctions. The condgiin the global credit markets have preve
some investors from liquidating their holdings atton rate securities because the amount of s@=usubmitted for sale has exceeded the
amount of purchase orders for such securitietielfet is insufficient demand for the securitieshatttme of an auction, the auction may not be
completed and the interest rates may be reseettefgrmined higher rates. When auctions for thesergies fail, the investments may not be
readily convertible to cash until a future auctafrthese investments is successful or they areeredd or mature.

Since February 2008, there has been insufficiemiaghel at auction for our auction rate security lallarch 31, 2013. As a result, this
security is currently not liquid, and we could leguired to hold it until it is redeemed by the &sar to maturity. As of March 31, 2013, we
had recognized $0.5 million of losses related ®ahction rate security by adjusting its carryiadpe. The market value of the security has
partially recovered from the lows that createdltsses. As of March 31, 2013, we had recorded catiwel unrealized gains of $0.4 million.
Any future decline in market value may result idiéidnal losses being recognized.

In the event we need to access the funds thahame illiquid state, we will not be able to do sithwut the possible loss of principal, until
a future auction for this investment is successfiit is redeemed by the issuer or it matures.dfare unable to sell this security in the market
or it is not redeemed, then we may be requiredtd i to maturity.
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(*)Our stock price could continue to be highly volatile and you may not be able to resell your shares at or above the price you pay for
them.

The market price of our common stock, like thatainy other life sciences companies, has been dikelig to continue to be highly
volatile. From January 1, 2010, to March 31, 2Gi8, stock price has ranged from $1.70 to $5.30.féhewing factors, among others, could
have a significant impact on the market price af@ammon stock:

. The results of our preclinical studies and clinicills or announcements regarding our plans fluréustudies or trials, or those of
our collaborators, licensees or competiti

. Evidence or lack of evidence of the safety or afficof our potential products or those of our dmiators, licensees or competits

. The success of our collaborators and licenseesidimg Astellas, in the development or commercaian of our product
candidates

. The announcement by us or our collaborators, lees®r competitors of technological innovationa@w products

. Developments concerning our patent or other prégyeights or those of our collaborators, licersseecompetitors, including
litigation and challenges to our proprietary rigi

. Other developments with our collaborators or lie&ss including our entry into new collaborativdicensing arrangement
. Geopolitical developments, natural or r-made disease threats, or other events beyond atnok

. U.S. and foreign governmental regulatory actic

. Changes or announcements in reimbursement pol

. Perioc-to-period fluctuations in our operating resu

. Market conditions for life science stocks in getre

. Changes in the collective short interest in ouclst

. Changes in estimates of our performance by seesidgtnalysts; an

. Our cash balances, need for additional capital cacéss to capite

We are at risk of securities class action litigation due to our expected stock price volatility.

In the past, stockholders have brought securitessaction litigation against a company followadecline in the market price of its
securities. This risk is especially acute for usause life science companies have experiencecdegrtbain average stock price volatility in
recent years and, as a result, have been subjemt tverage, a greater number of securities aletgan claims than companies in other
industries. To date, we have not been subjectgsdction litigation. However, we may in the fatbe the target of this litigation. Securities
litigation could result in substantial costs andedi our management’s attention and resourcescamid seriously harm our business.

Anti-takeover provisionsin our charter documents and under Delaware law could make an acquisition of us, which may be beneficial
to our stockholders, more difficult and may prevent attempts by our stockholdersto replace or remove our current management.

Our certificate of incorporation and bylaws incluatgi-takeover provisions, such as a classifieddoédirectors, a prohibition on
stockholder actions by written consent, the authaf our board of directors to issue preferreatktwithout stockholder approval, and
supermajority voting requirements for specifiedaw. In addition, because we are incorporateddta®are, we are governed by the
provisions of Section 203 of the Delaware GenembGration Law, which generally prohibits stockhessl owning in excess of 15% of our
outstanding voting stock from merging or combinwith us for a period of three years. These prowisimay delay or prevent an acquisitior
us, even if the acquisition may be considered heiaéby some stockholders. In addition, they mécdurage or prevent any attempts by our
stockholders to replace or remove our current mamagit by making it more difficult for stockholdeosreplace members of our board of
directors, which is responsible for appointing tembers of our management.
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The issuance of preferred stock could adversely affect our common stockholders.

We currently have on file a shelf registration eta¢nt that allows us to raise up to an aggrega$d 9.0 million from the sale of
common stock, preferred stock, debt securitiesandarrants and our restated certificate of incoafion authorizes us to issue up to 5,000
shares of preferred stock. The issuance of prefestack could adversely affect the voting powehalfiers of our common stock, and reduce
the likelihood that our common stockholders wilteeve dividend payments and payments upon liqudafihe issuance of preferred stock
could also decrease the market price of our comstmek, or have terms and conditions that couldadiszge a takeover or other transaction
that might involve a premium price for our shareshat our stockholders might believe to be initheist interests.
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ITEM 6.

EXHIBITS

Exhibit
Number

3.1(3)(1)
3.2(ii)(2)
3.3()(2)
4.1(1)
10.1(3)¢
31.1

32.1

101.INS*

101.SCH’
101.CAL*
101.DEF*
101.LAB*
101.PRE’

Description of Document

Restated Certificate of Incorporatic

Amended and Restated Bylav

Certificate of Amendment to Restated Certificaténabrporation

Specimen Common Stock Certifica

Separation Letter Agreement between Vical Incorqgatrand Jill M. Broadfoot dated March 15, 20

Certification of Vijay B. Samant, Chief Executivdfioer and acting Chief Financial Officer, pursuamtSection 302 of the
Sarbane-Oxley Act of 2002

Certification of Vijay B. Samant, Chief Executivédfidoer and acting Chief Financial Officer, pursuamiSection 906 of the
Sarbane-Oxley Act of 2002

XBRL Instance Documen

XBRL Taxonomy Extension Schema Docume

XBRL Taxonomy Extension Calculation Linkbase Docuatn
XBRL Taxonomy Extension Definition Linkbase Docurhe
XBRL Taxonomy Extension Label Linkbase Docume

XBRL Taxonomy Extension Presentation Linkbase Doenty

(1) Incorporated by reference to the exhibit of sahene number filed with the Company’s Registragtetement on Form S-3 (No. 35812)
filed on August 15, 199¢

(2) Incorporated by reference to the exhibit of shene number filed with the Company’s Quarterly d&tepn Form 10-Q for the quarter
ended June 30, 201

(3) Incorporated by reference to the exhibit of shene number filed with the Company’s Current Repor=orm 8-K filed on March 15,

2013.
Indicates management contract or compensatorygslarrangemen
Furnished herewith and n“filed” for purposes of Section 18 of the Securities Exgbafact of 1934, as amende

a

*
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SIGNATURE

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly caussdRbport to be signed on its behalf by the
undersigned thereunto duly authorized.

Vical Incorporatec

Date: May 10, 2013 By: /sl ANTHONY A. RAMOS
Anthony A. Ramo:
Chief Accounting Officer (on behalf of the regésit
and as the registré' s Principal Accounting Officel
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Exhibit 31.1

CERTIFICATION

I, Vijay B. Samant, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of Vical Incorporated

Based on my knowledge, this report does notaiominy untrue statement of a material fact or dongtate a material fact necessary to
make the statements made, in light of the circuntstsunder which such statements were made, niaadisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememig,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

| am responsible for establishing and maintgmisclosure controls and procedures (as definékahange Act Rules 13a-15(e) and
15d-15(e)) and internal control over financial repmy (as defined in Exchange Act Rules 13a-15¢f) 45d-15(f)) for the registrant and
have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under my
supervision, to ensure that material informatidatheg to the registrant, including its consolidhtubsidiaries, is made known to
me by others within those entities, particularlyidg the period in which this report is being pregzh

b) Designed such internal control over financigloiging, or caused such internal control over feiahreporting to be designed under
my supervision, to provide reasonable assuranadaty the reliability of financial reporting anitet preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the registragigslosure controls and procedures and presenttisineport my conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such
evaluation; ant

d) Disclosed in this report any change in the tegjig’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tlas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

| have disclosed, based on my most recent etvafuaf internal control over financial reporting, the registrant’s auditors and the audit
committee of the registrée’s board of directors (or persons performing thewedent functions)

a) All significant deficiencies and material weakses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; an

b)  Any fraud, whether or not material, that invalveanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

Date: May 10, 201

By: /s/ VIJAY B. SAMANT

Vijay B. Saman
Chief Executive Officer and
acting Chief Financial Office



Exhibit 32.1

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

Pursuant to Section 906 of the Sarbanes-Oxley A2002 (18 U.S.C. 8 1350, as adopted), Vijay B. &aimthe Chief Executive

Officer and acting Chief Financial Officer of Vichicorporated (the “Company”), hereby certifiestitia the best of his knowledge:

1.

The Company’s Quarterly Report on Form 10-Qtfier period ended March 31, 2013, to which this ieation is attached as
Exhibit 32.1 (the “Periodic Report”), fully compfewith the requirements of Section 13(a) or Sectibfd) of the Securities

Exchange Act of 1934, as amended,;

The information contained in the Periodic Refaily presents, in all material respects, thaficial condition of the Company at
the end of the period covered by the Periodic Regradl results of operations of the Company forpiieod covered by the Periodic

Report.
Dated: May 10, 201

/sl VIJAY B. SAMANT

Vijay B. Saman
Chief Executive Officer and
acting Chief Financial Office

THIS CERTIFICATION "ACCOMPANIES” THE FORM 10-Q TO WICH IT RELATES, IS NOT DEEMED FILED WITH THE SEC KD
IS NOT TO BE INCORPORATED BY REFERENCE INTO ANY ANG OF THE COMPANY UNDER THE SECURITIES ACT OF 1933
AS AMENDED, OR THE SECURITIES EXCHANGE ACT OF 19345 AMENDED (WHETHER MADE BEFORE OR AFTER THE
DATE OF THE FORM 10-Q), IRRESPECTIVE OF ANY GENERANCORPORATION LANGUAGE CONTAINED IN SUCH FILING. A
SIGNED ORIGINAL OF THIS CERTIFICATION HAS BEEN PRABED TO THE COMPANY AND WILL BE RETAINED BY THE
COMPANY AND FURNISHED TO THE SECURITIES AND EXCHANE COMMISSION OR ITS STAFF UPON REQUES



