
QuickLinks -- Click here to rapidly navigate through this document

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q
(Mark One)  

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

For the Quarterly Period Ended September 30, 2002

or

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

Commission File Number: 0-21088

VICAL INCORPORATED
(Exact name of registrant as specified in its charter)

Delaware  93-0948554

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

9373 Towne Centre Dr., Suite 100, San Diego, California  92121

(Address of principal executive offices)  (Zip code)

(858) 646-1100

(Registrant's telephone number, including area code)

Not Applicable

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

        Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the
preceding 12 months (or such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days—
Yes    ý    Noo.

        Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable date.

Total shares of common stock outstanding at November 1, 2002
20,091,344

  
VICAL INCORPORATED

FORM 10-Q
TABLE OF CONTENTS 

    

PAGE NO.

COVER PAGE  1

TABLE OF CONTENTS  2

PART I. FINANCIAL INFORMATION   

  ITEM 1.   

  Financial Statements   

  Balance Sheets as of September 30, 2002, and December 31, 2001  3

  Statements of Operations for the Three Months Ended September 30, 2002 and 2001, and for the Nine Months Ended September 30,
2002 and 2001

 4



  Statements of Cash Flows for the Nine Months Ended September 30, 2002 and 2001  5

  Notes to Financial Statements  6

  Forward-Looking Statements  10

  ITEM 2.   

  Management's Discussion and Analysis of Financial Condition and Results of Operations  11

  ITEM 3.   

  Quantitative and Qualitative Disclosure About Market Risk  27

  ITEM 4.   

  Controls and Procedures  27

PART II. OTHER INFORMATION   

  ITEM 1.   

  Legal Proceedings  28

  ITEM 6.   

  Exhibits and Reports on Form 8-K  28

SIGNATURES  29

CERTIFICATIONS UNDER SECTION 302 OF THE SARBANES-OXLEY ACT  30

2

  
Part I. Financial Information 

  Item 1. Financial Statements 

VICAL INCORPORATED
BALANCE SHEETS

  

September 30,
2002

 

December 31,
2001

 
  (Unaudited)    
ASSETS        
Current Assets:        

 Cash and cash equivalents  $ 19,231,434 $ 43,736,068 

 Marketable securities—available-for-sale   97,194,194  90,351,409 

 Marketable securities—restricted   2,298,240  — 

 Receivables and other   4,280,726  4,635,534 
    

  Total current assets   123,004,594  138,723,011 
    

Investment   800,000  5,000,000 
Property and Equipment:        

 Equipment   9,553,023  8,225,632 

 Leasehold improvements   4,915,500  4,800,503 
    

   14,468,523  13,026,135 

 Less—accumulated depreciation and amortization   (9,331,747)  (7,966,257)
    

   5,136,776  5,059,878 
    

Intangible Assets, net   5,477,703  5,406,500 
Other Assets   637,924  305,345 
    

  $ 135,056,997 $ 154,494,734 
    

LIABILITIES AND STOCKHOLDERS' EQUITY        
Current Liabilities:        

 Accounts payable and accrued expenses  $ 6,051,539 $ 4,492,005 

 Current portion of capital lease obligations   1,178,406  846,348 

 Current portion of notes payable   657,143  657,143 

 Current portion of deferred revenue   1,578,409  1,794,857 
    



  Total current liabilities   9,465,497  7,790,353 
    

Long-Term Obligations:        

 Long-term obligations under capital leases   1,950,744  1,616,677 

 Notes payable   480,952  973,810 

 Deferred revenue   1,230,375  1,954,926 
    

  Total long-term obligations   3,662,071  4,545,413 
    

Commitments and Contingencies        

Stockholders' Equity:        

 Preferred stock, $0.01 par value—5,000,000 shares authorized—none outstanding   —  — 

 
Common stock, $0.01 par value—40,000,000 shares authorized—20,091,344 and 20,056,344 shares issued and outstanding at
September 30, 2002, and December 31, 2001, respectively   200,913  200,563 

 Additional paid-in capital   203,568,346  203,543,985 

 Accumulated other comprehensive income   1,021,630  816,665 

 Accumulated deficit   (82,861,460)  (62,402,245)
    

  Total stockholders' equity   121,929,429  142,158,968 
    

  $ 135,056,997 $ 154,494,734 
    

See accompanying notes.
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VICAL INCORPORATED
STATEMENTS OF OPERATIONS

(Unaudited)

  

Three months ended
September 30,

 

Nine months ended
September 30,

 

  

2002

 

2001

 

2002

 

2001

 
Revenues:              
 License/royalty revenue  $ 511,709 $ 1,562,346 $ 3,623,800 $ 3,681,345 
 Contract revenue   2,008,260  823,335  2,855,221  2,913,815 
      
   2,519,969  2,385,681  6,479,021  6,595,160 
      

Operating Expenses:              
 Research and development   7,516,377  5,423,087  19,884,527  16,068,642 
 General and administrative   1,975,675  1,479,780  5,747,147  4,996,843 
 Write-down of investment   4,200,000  —  4,200,000  — 
      
   13,692,052  6,902,867  29,831,674  21,065,485 
      
Loss from operations   (11,172,083)  (4,517,186)  (23,352,653)  (14,470,325)
Other income (expense):              
 Investment income   1,030,802  2,045,881  3,107,085  6,877,664 
 Interest expense   (75,003)  (85,210)  (213,647)  (217,931)
      
Net loss  $ (10,216,284) $ (2,556,515) $ (20,459,215) $ (7,810,592)
      

Net loss per common share (basic and diluted—Note 2)  $ (0.51) $ (0.13) $ (1.02) $ (0.39)
      

Weighted average shares used in computing net loss per
common share (Note 2)   20,082,648  20,039,774  20,074,293  20,025,032 
      

See accompanying notes.
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VICAL INCORPORATED
STATEMENTS OF CASH FLOWS



(Unaudited)

  

Nine months ended
September 30,

 

  

2002

 

2001

 
OPERATING ACTIVITIES:        
 Net loss  $ (20,459,215) $ (7,810,592)
 Adjustments to reconcile net loss to net cash used in operating activities:        
  Write-down of investment   4,200,000  — 
  Depreciation and amortization   2,003,615  1,280,750 
  Compensation expense related to grant of stock options   15,911  17,715 
  Change in operating assets and liabilities:        
   Receivables and other   354,808  1,622,690 
   Other assets   (332,579)  81,207 
   Accounts payable and accrued expenses   1,559,534  778,104 
   Deferred revenue   (940,999)  (909,075)
    
    Net cash used in operating activities   (13,598,925)  (4,939,201)
    

INVESTING ACTIVITIES:        
 Sales of marketable securities   69,338,939  163,850,743 
 Purchases of marketable securities   (78,274,999)  (108,466,070)
 Capital expenditures   (305,477)  (1,764,498)
 Patent expenditures   (460,673)  (338,121)
    
    Net cash (used in) provided from investing activities   (9,702,210)  53,282,054 
    

FINANCING ACTIVITIES:        
 Issuance of common stock   8,800  261,403 
 Proceeds from notes payable   —  1,107,700 
 Payments on notes payable   (492,858)  (338,095)
 Principal payments under capital lease obligations   (719,441)  (584,442)
    
    Net cash (used in) provided from financing activities   (1,203,499)  446,566 
    

Net (decrease) increase in cash and cash equivalents   (24,504,634)  48,789,419 

Cash and cash equivalents at beginning of period   43,736,068  16,480,087 
    

Cash and cash equivalents at end of period  $ 19,231,434 $ 65,269,506 
    

Interest paid  $ 215,891 $ 217,931 
    

Supplemental Disclosure of Non-Cash Investing and Financing Activities - Equipment acquired
under capital lease financing  $ 1,385,566 $ 1,230,230 
    

See accompanying notes.
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VICAL INCORPORATED
NOTES TO FINANCIAL STATEMENTS

September 30, 2002
(Unaudited)

1.    ORGANIZATION AND BASIS OF PRESENTATION    

Organization

        Vical was incorporated in April 1987 and has devoted substantially all of its resources since that time to its research and development programs. We research and develop
potential biopharmaceutical products based on our patented gene delivery technologies for the prevention and treatment of serious or life-threatening diseases.

Basis of Presentation

        The information contained herein has been prepared in accordance with instructions for Form 10-Q. The information at September 30, 2002, and for the three-month and



nine-month periods ended September 30, 2002 and 2001, is unaudited. In the opinion of management, the information reflects all adjustments necessary to present fairly the
financial position and results of operations for the interim periods. All such adjustments are of a normal recurring nature. Interim results are not necessarily indicative of results
for a full year. The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates. These financial statements should be read in
conjunction with the audited financial statements for the year ended December 31, 2001, included in our Form 10-K filed with the Securities and Exchange Commission, and
with the unaudited financial statements for the three-month periods ended March 31, 2002, and June 30, 2002, included in our Forms 10-Q filed with the Securities and
Exchange Commission.

Reclassifications

        Certain amounts in the prior period financial statements have been reclassified to conform with current period presentation.

2.    NET LOSS PER SHARE    

        Net loss per share (basic and diluted) for the three-month and nine-month periods ended September 30, 2002 and 2001, has been computed using the weighted average
number of common shares outstanding during the respective periods. The weighted average number of shares used to compute diluted loss per share excludes any assumed
exercise of stock options, as the effect would be antidilutive. The weighted average number of shares so excluded was 11,926 and 27,316 for the three-month and nine-month
periods ended September 30, 2002, respectively. The weighted average number of shares so excluded was 69,506 and 108,421 for the three-month and nine-month periods
ended September 30, 2001, respectively. Options outstanding were 3,024,923 and 2,419,793 at average exercise prices of $13.97 and $16.34 at September 30, 2002 and 2001,
respectively.

3.    COMPREHENSIVE INCOME    

        Accumulated other comprehensive income (loss) represents net unrealized gains (losses) on marketable securities. Marketable securities consist of investments in debt
instruments of financial institutions and corporations with strong credit ratings, and in U.S. government obligations. For the three-month periods ended September 30, 2002 and
2001, other comprehensive income was $0.3 million
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and $0.4 million, respectively, and total comprehensive loss was $9.9 million and $2.1 million, respectively. For the nine-month periods ended September 30, 2002 and 2001,
other comprehensive income was $0.2 million and $0.6 million, respectively, and total comprehensive loss was $20.3 million and $7.2 million, respectively.

4.    WRITE-DOWN OF INVESTMENT    

        In February 2000, we received shares of Series B Preferred Stock in Vascular Genetics Inc., or VGI, in exchange for granting VGI a license to our technology. VGI is a
privately-held company developing gene-based delivery of the angiogenic growth factor VEGF-2 for cardiovascular applications. No cash was received or paid by either party
to this transaction. The shares were recorded as an investment on our balance sheet at estimated fair value, which was $5.0 million on the date of investment. The preferred
stock is convertible into common stock of VGI. In September 2002, GenStar Therapeutics, a public company listed on the American Stock Exchange, or AMEX, and VGI
announced a merger that would result in the creation of a new entity, to be called Autus Genetics. The merger is subject to approval of the shareholders of both companies, and
is expected to close in the fourth quarter of 2002. Subsequent to the merger, the shares of Autus Genetics are expected to be traded on AMEX. We evaluated our investment in
VGI based on the five-day average share price of GenStar Therapeutics immediately before and after the merger announcement and concluded that it was necessary to write
down our investment in VGI to a fair value of $0.8 million, reflecting the objective values established as a result of the proposed merger. Accordingly, the results of operations
for the three-month and nine-month periods ended September 30, 2002, reflect a write-down of $4.2 million to reduce our recorded investment in VGI to its fair value of
$0.8 million.

        Assuming the merger successfully closes, we would expect our investment in Autus Genetics to be accounted for as an available-for-sale security. Accordingly, any change
in the fair value of the shares we own based on the market price of the traded shares would be reflected as unrealized gain or loss in the stockholders' equity section of our
balance sheet at the end of each quarter.

5.    LEASED FACILITY; CREDIT LINE RENEWAL; OTHER COMMITMENTS    

        In January 2002, we signed a 15-year lease for a new facility in northern San Diego, California. The lease commenced in June 2002. As we are building out the new shell
facility, phased-in occupancy of the new facility should commence in the first quarter of 2003. The new facility has approximately 68,400 square feet of manufacturing,
research laboratory and office space. The new lease requires us to pay taxes, insurance and operating costs. We have the option to renew this lease for three additional five-year
periods beyond its expiration, and we have a one-time purchase option at 110 percent of fair market value, which we can exercise in year nine of the lease. Minimum lease
obligations on the new facility are as follows: $1.0 million in 2002, $2.3 million in 2003, $2.4 million in 2004, $2.5 million in 2005 and 2006, $2.6 million in 2007, and further
payments totaling an additional $29.0 million thereafter until conclusion of the lease term in August 2017.

        The new lease has specified annual rent increases. We recognize level monthly rent expense over the entire lease period. This level monthly rent is calculated by adding the
total rent payments over the entire lease period and then dividing the result by the 183-month term of the lease. Accordingly, this level rent per square foot is significantly higher
than the actual base rent per square foot we will pay on the new facility in 2002. We began paying rent on the new facility in September 2002.

        In accordance with the provisions of the lease, in July 2002, we provided to the landlord of the new facility a standby letter of credit from a bank in the amount of
approximately $2.3 million. This letter of credit is fully secured by investments at the bank, which are reflected as "Marketable securities—restricted" in the accompanying
balance sheets.

        We will continue to hold the leases on our three older facilities until they expire. We intend to sublease most of the space in these older facilities as it becomes vacant in
order to recover some or all
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of our existing rent payments plus a portion of our amortization of leasehold improvements. However, if we are unable to do so, our net loss and cash outlays will increase
accordingly.

        In January 2002, our capital equipment credit line was renewed and increased to $4.3 million. At September 30, 2002, $2.9 million was available under this credit line. In
November 2002, we received a commitment letter from our primary lender for $10.8 million of financing. We have accepted the terms of this commitment letter subject to



completing final loan documentation. This financing included approximately $8.0 million of credit for tenant improvements and equipment for the new leased facility, with the
remainder replacing our existing equipment credit line.

6.    RECENT ACCOUNTING PRONOUNCEMENTS    

        In June 2001, the Financial Accounting Standards Board, or FASB, issued SFAS No. 141, "Business Combinations," and SFAS No. 142, "Goodwill and Other Intangible
Assets." To date we have not entered into any business combinations as defined in SFAS No. 141. We would have to adhere to SFAS 141 if we were to enter into any such
business combinations in the future. The primary changes resulting from SFAS No. 142 consist of how goodwill and intangible assets will be segregated, amortized (or not
amortized), reviewed for impairment (if any), and disclosed within the footnotes to financial statements. We do not currently have any recorded goodwill. We implemented
SFAS No. 142 in the first quarter of 2002. Implementation did not have a material impact on our intangible assets, results of operations, financial position or cash flows. SFAS
No. 142 requires that assets which do not have indefinite lives be amortized over the expected useful life of those assets using a method of amortization which reflects the
pattern in which the economic benefits of the assets are used up or otherwise consumed. We are amortizing our intangibles using the straight-line method as permitted under
SFAS No. 142.

        In August 2001, the FASB issued SFAS No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets." SFAS No. 144 addresses financial accounting and
reporting for the impairment or disposal of long-lived assets. SFAS No. 144 supersedes SFAS No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-
Lived Assets to Be Disposed Of," and the accounting and reporting provisions of APB Opinion No. 30, "Reporting the Results of Operations—Reporting the Effects of
Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions," for the disposal of a segment of a business, as
previously defined in that Opinion. We implemented SFAS No. 144 in the first quarter of 2002. Implementation did not have a material impact on our financial position or
results of operations.

        In April 2002, the FASB issued SFAS No. 145, "Rescission of FASB Statements No. 4, 44 and 64, Amendment of FASB Statement No. 13, and Technical Corrections."
SFAS No. 145 updates, clarifies and simplifies existing accounting pronouncements including: rescinding SFAS No. 4, which required all gains and losses from extinguishment
of debt to be aggregated and, if material, classified as extraordinary items, net of related income tax effect; and amending SFAS No.13 to require that certain lease modifications
that have economic effects similar to sale-leaseback transactions be accounted for in the same manner as sale-leaseback transactions. SFAS No. 145 is effective for fiscal years
beginning after May 15, 2002, although early adoption of the provisions related to the rescission of SFAS No. 4 is encouraged. We do not expect adoption of this statement to
have a material impact on our results of operations or financial position.

        In June 2002, the FASB issued SFAS No. 146, "Accounting for Costs Associated with Exit or Disposal Activities." SFAS No. 146 requires recognition of costs associated
with exit or disposal activities when they are incurred rather than at the date of commitment to an exit or disposal plan. SFAS No. 146 will affect only the timing of the
recognition of future restructuring costs. This statement is effective prospectively for exit or disposal activities initiated after December 31, 2002. We do not expect adoption of
this statement to have a material impact on our results of operations or financial position.
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7.    RELATED-PARTY TRANSACTIONS    

        R. Gordon Douglas, M.D., Chairman of the Board of Directors of Vical, also is the Director of Strategic Planning at the National Institutes of Health, Dale and Betty
Bumpers Vaccine Research Center, or VRC. For the period from November 2000 to December 2002, VRC has contracted with Vical for approximately $1.8 million for the
production of HIV clinical trial supplies. Additionally, for varying periods commencing in February 2001 and ending in March 2003, VRC has contracted with Vical for
approximately $0.9 million for providing regulatory support services. For the three-month and nine-month periods ended September 30, 2002, we recognized revenue of
$0.5 million and $0.8 million, respectively, under these contracts. Contract revenue recognized under these contracts for the three-month and nine-month periods ended
September 30, 2001, was $0.2 million and $0.7 million, respectively.

        In July 2002, we entered into an agreement with VRC to provide certain regulatory and manufacturing services to VRC related to the research and development for a DNA
vaccine against the Ebola virus. Revenue recognized under this contract was $1.0 million for the three-month and nine-month periods ended September 30, 2002.

        Dr. Douglas is on the board of directors of the International AIDS Vaccine Initiative, or IAVI, a not-for-profit entity. Vijay B. Samant, President and CEO of Vical, serves
on the Project Management Subcommittee of IAVI. In 2002, we signed an agreement with IAVI to provide clinical trial supplies. As of November 1, 2002, IAVI had issued
purchase orders under this agreement totaling approximately $1.1 million. No revenue was recognized under this agreement for the three-month period ended September 30,
2002, and $0.2 million of revenue was recognized for the nine-month period ended September 30, 2002.

        The above related-party transactions were approved by a majority or more of the disinterested members of our Board of Directors.

8.    STOCK INCENTIVE PLAN    

        At our May 24, 2002, Annual Meeting of Stockholders, the stockholders approved an amendment to our Stock Incentive Plan to increase the number of shares of common
stock reserved for issuance under the plan from 4,200,000 shares to 4,700,000 shares, subject to adjustment as provided in the plan.
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FORWARD-LOOKING STATEMENTS 

        The statements incorporated by reference or contained in this report discuss our future expectations, contain projections of our results of operations or financial condition,
and include other "forward-looking" information within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act
of 1934, as amended. Our actual results may differ materially from those expressed in forward-looking statements made or incorporated by reference in this report. Forward-
looking statements that express our beliefs, plans, objectives, assumptions or future events or performance may involve estimates, assumptions, risks and uncertainties.
Therefore, our actual results and performance may differ materially from those expressed in the forward-looking statements. Forward-looking statements often, although not
always, include words or phrases such as the following:

• "will likely result," 

• "are expected to," 

• "will continue," 



• "is anticipated," 

• "estimate," 

• "intends," 

• "plans," 

• "projection," and 

• "outlook."

        You should not unduly rely on forward-looking statements contained or incorporated by reference in this report. Actual results or outcomes may differ materially from
those predicted in our forward-looking statements due to the risks and uncertainties inherent in our business, including risks and uncertainties in:

• clinical trial results, 

• obtaining and maintaining regulatory approval, 

• market acceptance of and continuing demand for our products, 

• the attainment of patent protection for any of these products, 

• our ability to defend against challenges to our patents, 

• the impact of competitive products, pricing and reimbursement policies, 

• our ability to obtain additional financing to support our operations, 

• the continuation of our corporate collaborations, and 

• changing market conditions (and other risks detailed below).

        You should read and interpret any forward-looking statements together with the following documents:

• the risk factors contained in this report under the caption "Additional Business Risks," 

• our Annual Report on Form 10-K, and 

• our other filings with the Securities and Exchange Commission.
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        Any forward-looking statement speaks only as of the date on which that statement is made. We disclaim any obligation to update any forward-looking statement to reflect
events or circumstances that occur after the date on which such statement is made.

  
ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

        We research and develop potential biopharmaceutical products based on our patented gene delivery technologies for the prevention and treatment of serious or life-
threatening diseases. Potential applications of our gene delivery technologies include:

• cancer vaccines and immunotherapies, 

• infectious disease vaccines, and 

• therapeutic proteins.

        We are actively pursuing the refinement of our plasmids and lipids, development of future products, evaluation of potential enhancements to our core technologies and
exploration of alternative gene delivery technologies. We also seek to develop additional applications for our technologies by testing new approaches to disease control or
prevention. These efforts could lead to further independent product development or additional licensing opportunities. In addition, we continually evaluate compatible
technologies or products that may be of potential interest for in-licensing or acquisition.

        We collaborate with major pharmaceutical and biotechnology companies and government agencies, providing us access to complementary technologies or greater
resources. These collaborations provide us with mutually beneficial opportunities to expand our product pipeline and serve significant unmet medical needs. We license
intellectual property from companies holding complementary technologies in order to leverage the potential of our own gene delivery technology and to further the discovery of
innovative new therapies for internal development. We license our intellectual property to other companies in order to leverage our technologies for applications that may not be
appropriate for our independent product development efforts.

Recent Events

Clinical Program Update

        We announced in September 2002 that our low-dose Phase III registration trial with Allovectin-7® in patients with metastatic melanoma would not advance to an
independent endpoint assessment and adjudication committee, or EAAC(1), because an initial review of investigator-determined efficacy by an external consultant indicated



that the study would not meet statistical significance of its primary endpoints: objective response rate and/or time to disease progression. Although the efficacy data from the
Phase III trial did not support continued preparations for registration of a low-dose product, we will continue our ongoing high-dose Allovectin-7® Phase II program in patients
with metastatic melanoma.

(1) "Endpoint assessment and adjudication committee, or EAAC," review refers to a voluntary process, developed by Vical and consistent with U.S. Food and Drug
Administration, or FDA, guidelines, by which efficacy results are independently determined and then reconciled with results reported by trial investigators to determine
whether the protocol-specific endpoints have been met.
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EAAC Process

        The EAAC process is a precisely defined, detailed three-step protocol developed in close partnership with the FDA. The first step, which we completed in the first half of
the year, is to have an independent contract research organization collect and audit all the efficacy data, and then lock and maintain that embargoed(2) efficacy database. The
optional second step stipulated that after approval of the EAAC process by the FDA but prior to proceeding to EAAC review, an independent consultant agreed to by the FDA
could review specific data in the locked, embargoed database. In this step, we would remain blinded to the efficacy data while the independent consultant, using a pre-
determined algorithm of specific statistical criteria agreed upon by us and the FDA, could determine whether proceeding to the comprehensive and resource-intensive EAAC
review was warranted. This second step was completed in the third quarter and revealed that the study would not meet statistical significance of its primary endpoints, as
described above. As a result, we are not proceeding with the third step, which is comprised of the assessment and adjudication of efficacy data for the entire patient population
by an independent panel of three radiologists and an oncologist.

        As a result of this review, we avoided prematurely embarking on the time-consuming and costly process of Biologics License Application, or BLA, filing. We will now
focus our attention and resources on our Allovectin-7® high-dose program.

High-Dose Allovectin-7® for Metastatic Melanoma

        We have four main reasons for continuing to pursue development of our 2000 microgram high-dose, Allovectin-7® program in metastatic melanoma. First, the 10
microgram low-dose, Allovectin-7® program was first developed over five years ago. Since then we have learned from our experiences in human clinical trials of malaria
vaccines with the U.S. Navy and from other DNA vaccine trials that immune responses in humans appear to be DNA dose-dependent. Second, our experience in prior trials has
shown that while overall response rates up to 15 percent have been observed, nearly 50 percent of the injected tumors shrank. As a result, injection of multiple tumors needs to
be studied to determine its effect on increasing overall response rates. Third, our safety experience in the high-dose trial is consistent with our experience in our low-dose
registration trial. Because the safety record with Allovectin-7® is excellent, any significant benefit from Allovectin-7® would yield a highly favorable risk-to-benefit ratio when
compared with conventional chemo- or biotherapies. Fourth, although survival was not an endpoint in the Phase II registration trial, the survival data from the trial suggested a
beneficial trend—14.3 months median survival compared with published historical controls of 6 to 11 months. In addition, seven of the eight responders from our interim
analysis of the low-dose Phase II registration trial were still alive at the last follow-up. This survival data, along with the other factors described above, has prompted us to
concentrate our efforts on our high-dose trial.

(2) In preparation for the planned EAAC review, efficacy data from the trial were collected, entered into a database, audited, and all queries resolved by a contract research
organization. The database was then "locked" such that no further data changes could be made. The sponsor, Vical, was barred, or "embargoed," from accessing or
reviewing the database. In June 2002, the Phase III registration trial database was locked, and the EAAC charter was submitted to the FDA for review.
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        Enrollment in our high dose, non-registration Phase II trial has been rapid, with 89 patients enrolled through mid-September 2002. Even though the original study design of
up to 80 patients was sufficient to evaluate the primary trial endpoint of overall response rate, we requested and the FDA allowed us to expand enrollment up to 124 patients to
provide greater statistical confidence in conclusions that may be drawn from this non-registration trial. If the strong physician and patient interest in this trial continues, we hope
to be able to confirm the good safety profile of Allovectin-7® and examine its efficacy when administered at higher doses and injected into one or more tumors.

        We expect to have interim data from the high-dose trial in time for the May 2003 annual meeting of the American Society of Clinical Oncology. Based on the results of the
expanded high-dose Phase II trial, we will determine whether to initiate discussions with the FDA on a potential Phase III registration study with high-dose Allovectin-7®.

Allovectin-7® for Head and Neck Cancer

        We announced in September 2002 our plan to close our Phase II trial with Allovectin-7® for early-stage head and neck cancer, in which recruitment of patients had been
extraordinarily difficult. We are focusing our cancer research resources on melanoma.

Leuvectin®

        Following a thorough review of our options, we concluded that further independent development of Leuvectin® for kidney cancer is not justified in light of our other
priorities. In prostate cancer, we conducted three trials of Leuvectin® in two distinct patient populations, with our decision to proceed driven by initial encouraging results based
on a provisional surrogate marker, Prostate-Specific Antigen, or PSA. We determined that further development for this indication would require far greater resources than we
can devote independently, so we announced in September 2002 that we were bringing our two current prostate cancer trials to a close. We plan to leverage the knowledge we
gained from our Leuvectin® trials by evaluating its potential application in patients with metastatic melanoma.

Intellectual Property

        We announced in June 2002 the issuance of a patent covering the gene-based delivery of interleukin-2, or IL-2, for the treatment of cancer, and in July 2002, we announced
a broad patent covering methods for the non-viral, gene-based delivery of physiologically active polypeptides or proteins. The first is a specific patent for the gene-based
delivery of IL-2, which complements our existing patent coverage on Leuvectin®. The second is a broader patent that reinforces and expands existing coverage on our core
technology for gene-based delivery of polypeptides or proteins. Among the most advanced applications that would be covered by this patent are the clinical programs being run
by our partners Aventis Pharma and VGI in the field of angiogenesis.

        Our core gene delivery technology was covered by a patent issued in Europe in 1998, which was subsequently opposed by seven companies under European patent
procedures, and was revoked on formal grounds in October 2001 under an initial ruling by the Opposition Division of the European Patent Office. In April 2002, we filed an
appeal, which is still pending, seeking to overturn this initial ruling.



        Our core gene delivery technology is also covered by patent applications filed in Canada and Japan. In Canada, a patent was issued and then withdrawn from issuance and
returned to the examiner for further consideration after protests against the issuance of the patent were filed on behalf of an undisclosed party or parties on August 10, 2001, and
December 5, 2001. Vical has responded to the protests and is awaiting further action by the examiner.
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        We were notified of the grant of a Japanese patent on October 9, 2001, and at least one opposition was filed prior to the end of the formal opposition filing period, July 28,
2002. An initial examination of the patent will be conducted by the Japanese Patent Office to determine whether the Japanese patent should be maintained or revoked.

Corporate Agreements

        In June 2002, we announced that Centocor, Inc., a Johnson & Johnson company, had expanded its 1998 license and option agreement to use our naked DNA technology to
develop and commercialize certain DNA vaccines for the potential treatment of some types of cancer. We included a payment made by Centocor in connection with this
expansion in our second-quarter results, and we could receive additional milestone payments in the future.

        In April 2002, Merial, a joint venture between Merck & Co., Inc. and Aventis S.A., paid us $1.0 million for the exercise of options to license our technologies for
additional vaccine targets under a 1995 agreement for veterinary preventive infectious disease vaccines. The payment was recognized as license revenue in the second quarter of
2002. Under the agreement, we are entitled to receive payments upon the achievement of certain milestones and royalty payments on sales of commercialized vaccines.

Biodefense Efforts

        As announced in July 2002, Vical has initiated, in collaboration with The Ohio State University, preclinical studies of DNA vaccines against anthrax. The research is being
funded by a one-year Small Business Technology Transfer Research grant from the National Institute of Allergy and Infectious Diseases, or NIAID.

        In June 2002, Vical was contracted by the National Institutes of Health, Dale and Betty Bumpers Vaccine Research Center, or VRC, to manufacture clinical-grade supplies
of investigational DNA vaccines against the Ebola virus for initial clinical development. A Materials Cooperative Research and Development Agreement, or MCRADA, has
been approved between the VRC and Vical to explore the benefits of using Vical's proprietary formulation technology in the delivery of these Ebola DNA vaccines. Vical
would have commercial rights to any products resulting from the MCRADA.

Management Changes

        In September 2002, David J. Pyrce, Vice President, Business Development, resigned from Vical.

        In August 2002, we expanded our management team with the appointment of Alain P. Rolland, Pharm.D., Ph.D., as Vice President, Product Development and the
appointment of Thomas G. Evans, M.D., as Executive Director, Infectious Diseases Clinical Research.

Critical Accounting Policies

Use of estimates

        The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period.
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Actual results could differ from those estimates. Specifically, management must make estimates in the following areas:

Intangible assets

        We capitalize the license fees we pay to acquire access to proprietary technology if the technology has alternative future use in multiple research and development projects.
The cost of licensed technology rights is amortized to expense over the estimated average useful life of the technology. We also capitalize certain costs related to patent
applications. Accumulated costs are amortized over the estimated economic life of the patent, which is generally 20 years. Costs related to patent applications are written off to
expense at the time such costs are deemed to have no continuing value. Intangible assets are amortized using the straight-line method. We review long-lived assets and
intangible assets for impairment whenever events or changes in circumstances indicate that the total amount of an asset may not be recoverable. An impairment loss is
recognized when the estimated future cash flows expected from the use of the asset and the eventual disposition are less than its carrying amount. Loss of legal ownership or
rights to patents or licensed technology, or significant changes in our strategic business objectives and utilization of the assets, among other things, could give rise to asset
impairment.

Clinical trial expenses

        We account for our clinical trial costs by estimating the total cost to treat a patient in each clinical trial and amortizing this total cost for the patient over the estimated
treatment period, beginning when the patient enrolls in the clinical trial. This estimated cost includes payments to the trial site and patient-related costs, including lab costs,
related to the conduct of the trial. Cost per patient varies based on the type of clinical trial, the site of the clinical trial, the method of administration of the treatment, and the
length of treatment period for each patient. As actual costs become known to us, we may need to make a material change in our estimated accrual, which could also materially
affect our results of operations.

Revenue recognition

        We earn revenue from licensing access to our proprietary technology, and by performing services under research and development contracts and service contracts. In
general, revenue is recognized when all of the following criteria are met: persuasive evidence of an arrangement exists, services have been rendered, the price is fixed or
determined, and collection is reasonably assured. Any initial license or option payment received under an agreement under which we also provide research and development
services is recognized over the term of the research and development period. Payments for options on a license to our technology are recognized over the option period. Fees
paid to extend an option are recognized over the option extension period. Upfront license payments are recognized upon contract signing if the fee is nonrefundable and
noncreditable, and if there are no significant performance obligations remaining. Revenue from milestones is recognized as the milestones are achieved and collection of
payment is reasonably assured.



        Revenue under research and development contracts and manufacturing service contracts is recognized as the services are performed. We do not recognize revenue on
contract change orders until the service is performed and we have a signed modification for additional funding for the contract. Prior to that time, any costs incurred for change
orders on contracts are deferred if it is probable that we will receive a signed modification increasing the funding under the contract which will allow us to recover the costs
incurred. Once the signed modification for additional funding is received, the deferred costs and any related revenue are both recognized. Advance payments received in excess
of amounts earned are classified as deferred revenue on the balance sheets.
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Recent Accounting Pronouncements

        In June 2002, the FASB issued SFAS No. 146, "Accounting for Costs Associated with Exit or Disposal Activities." SFAS No. 146 requires recognition of costs associated
with exit or disposal activities when they are incurred rather than at the date of commitment to an exit or disposal plan. SFAS No. 146 will affect only the timing of the
recognition of future restructuring costs. This statement is effective prospectively for exit or disposal activities initiated after December 31, 2002. We do not expect adoption of
this statement to have a material impact on our results of operations or financial position.

        In April 2002, the FASB issued SFAS No. 145, "Rescission of FASB Statements No. 4, 44 and 64, Amendment of FASB Statement No. 13, and Technical Corrections."
SFAS No. 145 updates, clarifies and simplifies existing accounting pronouncements including: rescinding SFAS No. 4, which required all gains and losses from extinguishment
of debt to be aggregated and, if material, classified as extraordinary items, net of related income tax effect; and amending SFAS No.13 to require that certain lease modifications
that have economic effects similar to sale-leaseback transactions be accounted for in the same manner as sale-leaseback transactions. SFAS No. 145 is effective for fiscal years
beginning after May 15, 2002, although early adoption of the provisions related to the rescission of SFAS No. 4 is encouraged. We do not expect adoption of this statement to
have a material impact on our results of operations or financial position.

        In August 2001, the FASB issued SFAS No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets." SFAS No. 144 addresses financial accounting and
reporting for the impairment or disposal of long-lived assets. SFAS No. 144 supersedes SFAS No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-
Lived Assets to Be Disposed Of," and the accounting and reporting provisions of APB Opinion No. 30, "Reporting the Results of Operations—Reporting the Effects of
Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions," for the disposal of a segment of a business, as
previously defined in that Opinion. We implemented SFAS No. 144 in the first quarter of 2002. Implementation did not have a material impact on our financial position or
results of operations.

        In June 2001, the FASB issued SFAS No. 141, "Business Combinations," and SFAS No. 142, "Goodwill and Other Intangible Assets." To date we have not entered into
any business combinations as defined in SFAS No. 141. We would have to adhere to SFAS 141 if we were to enter into any such business combinations in the future.

        The primary changes resulting from SFAS No. 142 consist of how goodwill and intangible assets will be segregated, amortized or not amortized, reviewed for impairment,
if any, and disclosed within the footnotes to financial statements. We do not currently have any goodwill. We implemented SFAS No. 142 in the first quarter of 2002.
Implementation did not have a material impact on our intangible assets, results of operations, financial position or cash flows.

Results of Operations

        We recorded revenues of $2.5 million for the three months ended September 30, 2002, and $6.5 million for the nine months ended September 30, 2002. License/royalty
revenue of $0.5 million for the three months ended September 30, 2002, represented recognition of deferred license fees primarily from VGI, and royalty revenue.
License/royalty revenue of $3.6 million for the nine months ended September 30, 2002, consisted of recognition of license payments from Merial and Centocor, recognition of
deferred license fees primarily from Merial and VGI, and royalty revenue. Contract revenue for the three-month and nine-month periods ended September 30, 2002, of
$2.0 million and $2.9 million, respectively, included revenues from the National Institutes of Health, or NIH, for manufacturing of DNA for infectious disease vaccines, and
from the Office of Naval Research, or ONR, for development work on an investigational naked DNA vaccine to prevent malaria. The
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agreement between Vical and ONR provided revenue of $5.3 million from its execution in September 1998 through its expiration on September 30, 2002. Contract revenue for
the nine-month period ended September 30, 2002, also included revenue from IAVI.

        Revenues of $2.4 million were recorded for the three months ended September 30, 2001, and $6.6 million for the nine months ended September 30, 2001. License/royalty
revenue of $1.6 million for the three months ended September 30, 2001, represented recognition of a milestone payment from Centocor, recognition of deferred license fees
from Merial, Pfizer and VGI, and royalty revenue. License/royalty revenue of $3.7 million for the nine months ended September 30, 2001, consisted of recognition of milestone
payments from Centocor, recognition of deferred license fees from Merial, Pfizer and VGI, and royalty revenue. Contract revenue for the three-month and nine-month periods
ended September 30, 2001, of $0.8 million and $2.9 million, respectively, included revenue from the contract with ONR, revenue from contracts and grants with NIH, and
revenue from Pfizer.

        Our license revenues are expected to decrease for the full year 2002 compared with 2001, primarily as a result of a $3.0 million milestone payment from Merck in 2001
which will not recur in 2002.

        Our total operating expenses for the three months ended September 30, 2002, were $13.7 million, including a $4.2 million write-down of investment, compared with
$6.9 million for the three months ended September 30, 2001. Total operating expenses for the nine months ended September 30, 2002, were $29.8 million, including the
$4.2 million write-down of investment, compared with $21.1 million for the same period in 2001. Research and development expenses increased to $7.5 million for the three
months ended September 30, 2002, from $5.4 million for the same period in 2001. Research and development expenses increased to $19.9 million for the nine months ended
September 30, 2002, from $16.1 million for the same period in 2001. The increase in research and development expenses generally was due to increased personnel-related and
facilities costs and preclinical costs. The increase for the nine months ended September 30, 2002, also included higher intellectual property costs.

        General and administrative expenses were $2.0 million for the three months ended September 30, 2002, and $1.5 million for the three months ended September 30, 2001.
General and administrative expenses for the nine months ended September 30, 2002 and 2001, were $5.7 million and $5.0 million, respectively. The increase in general and
administrative expenses for the three months and nine months ended September 30, 2002, compared with the same periods in the prior year, primarily was due to increased
personnel-related and facilities costs.

        The write-down of investment relates to our investment in Vascular Genetics Inc., or VGI. In February 2000, we received shares of Series B Preferred Stock in VGI in
exchange for granting VGI a license to our technology. VGI is a privately-held company developing gene-based delivery of the angiogenic growth factor VEGF-2 for
cardiovascular applications. No cash was received or paid by either party to this transaction. The shares were recorded as an investment on our balance sheet at estimated fair
value, which was $5.0 million on the date of investment. The preferred stock is convertible into common stock of VGI. In September 2002, GenStar Therapeutics, a public
company listed on the American Stock Exchange, or AMEX, and VGI announced a merger that would result in the creation of a new entity, to be called Autus Genetics. The
merger is subject to approval of the shareholders of both companies, and is expected to close in the fourth quarter of 2002. Subsequent to the merger, the shares of Autus



Genetics are expected to be traded on AMEX. We evaluated our investment in VGI based on the five-day average share price of GenStar Therapeutics immediately before and
after the merger announcement and concluded that it was necessary to write down our investment in VGI to a fair value of $0.8 million, reflecting the objective values
established as a result of the proposed merger. Accordingly, the results of operations for the three-month and nine-month periods ended September 30, 2002, reflect a write-
down of $4.2 million to reduce our recorded investment in VGI to its fair value of $0.8 million.
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        We expect research and development expense to increase for the full year 2002 compared with 2001 as we expand our preclinical programs to broaden our future pipeline.
We further expect these efforts to result in increases in headcount, spending for outside services, and costs related to intellectual property. We also expect to incur increased
costs as a result of relocation to a new facility.

        Investment income for the three-month period ended September 30, 2002, was $1.0 million and included realized gains on sales of investments of $0.1 million. Investment
income for the three months ended September 30, 2001, was $2.0 million, and included $0.4 million of realized gains on the sale of investments. Investment income for the
nine-month period ended September 30, 2002, was $3.1 million and included net realized gains on sales of investments of $0.1 million. Investment income for the nine months
ended September 30, 2001, was $6.9 million, and included $1.0 million of realized gains on the sale of investments. The decrease in investment income in 2002 primarily is due
to lower rates of return and lower investment balances. Our rate of return on investments, excluding realized gains on the sales of investments, has decreased due to the Federal
Reserve Board lowering interest rates. Some of our investments were purchased prior to the reductions in interest rates, and currently are yielding higher returns than we could
expect when reinvesting the proceeds upon sale or maturity. Thus, our interest yields and interest income are expected to be lower in the full year 2002 than in 2001.

        Our net loss was $0.51 per common share for the three months ended September 30, 2002, compared with a net loss of $0.13 per common share for the same period in the
prior year. Our net loss was $1.02 per common share for the nine months ended September 30, 2002, compared with a net loss of $0.39 per common share for the same period in
the prior year. We expect to incur losses throughout the remainder of 2002 and we expect our net loss for the year ending December 31, 2002, to be between $28 million and
$32 million, including the $4.2 million write-down of our investment in VGI.

Liquidity and Capital Resources

        Since our inception, we have financed our operations primarily through private placements of preferred and common stock, four public offerings of common stock and
revenues from collaborative agreements. Cash, cash equivalents and marketable securities totaled approximately $118.7 million at September 30, 2002, compared with
$134.1 million at December 31, 2001. As of September 30, 2002, we had working capital of approximately $113.5 million compared with $130.9 million at December 31,
2001.

        Cash used in operating activities increased to $13.6 million for the nine months ended September 30, 2002, compared with $4.9 million for the same period in 2001. The
increase in cash used in operating activities was due to an increased net loss, lower receipts of interest payments on investments and an increase in other assets primarily due to
the rent deposit on the new facility. These changes were offset by the positive cash flow impact of an increase in accounts payable and increases in noncash charges such as
depreciation and amortization.

        Cash used in investing activities was $9.7 million for the nine months ended September 30, 2002, compared with cash provided from investing activities of $53.3 million
for the same period in 2001. In 2001, we sold marketable securities and invested in cash equivalents of a shorter term. Capital expenditures for the nine months ended
September 30, 2002, decreased from the same period in the prior year, but are expected to increase for the full year as we make capital purchases for the new facility.

        Cash used in financing activities for the nine months ended September 30, 2002, was $1.2 million compared with cash provided from financing activities of $0.4 million for
the same period in 2001. The increased use of cash was primarily a result of having no proceeds from notes payable for the nine months ended September 30, 2002, compared
with $1.1 million of proceeds from notes payable for the comparable period in 2001. An increase in payments on notes payable and capital lease obligations for
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the nine months ended September 30, 2002, compared with the comparable period in 2001, also contributed to the increase in cash used in financing activities.

        For the full year 2002, we expect that our total net cash used will increase compared with 2001 because of expected reductions in license revenues, a decline in investment
income, higher planned expenses related to preclinical research and development programs, higher intellectual property costs, and consolidation of our facilities into a new
location. Annual rent expense, excluding common area maintenance, is expected to be approximately $2.8 million for the new facility compared with a $1.6 million rent
expense incurred in 2001 for our older facilities. The new lease has specified annual rent increases. We recognize level monthly rent expense over the entire lease period. This
level monthly rent is calculated by adding the total rent payments over the entire lease period and then dividing the result by the 183-month term of the lease. Accordingly, this
level rent per square foot is significantly higher than the actual base rent per square foot we will pay on the new facility in 2002. We began paying rent on the new facility in
September 2002.

        Capital equipment spending, including amounts to be financed under capital leases or term loan facilities, is expected to be significantly higher due to the new facility. In
January 2002, we renewed our capital equipment lease line and increased it to $4.3 million. At September 30, 2002, $2.9 million was available under this lease line. In
November 2002, we received a commitment letter from our primary lender for $10.8 million of financing. We have accepted the terms of this commitment letter subject to
completing final loan documentation. This financing included approximately $8.0 million of credit for tenant improvements and equipment for the new leased facility, with the
remainder replacing our existing equipment credit line.

        We will attempt to sublease most of the space in our older facilities as it becomes vacant in order to recover some or all of our existing rent payments plus a portion of our
amortization of leasehold improvements. However, if we are unable to do so, our net loss and cash outlays will increase accordingly.

        We expect to incur substantial additional research and development expenses and general and administrative expenses, including continued increases in personnel costs,
costs related to preclinical testing and clinical trials, outside services and facilities, and costs to maintain and enhance our intellectual property. Our future capital requirements
will depend on many factors, including continued scientific progress in our research and development programs, the scope and results of preclinical testing and clinical trials,
the time and costs involved in obtaining regulatory approvals, the costs involved in filing, prosecuting and enforcing patent claims, competing technological and market
developments, the cost of manufacturing scale-up, and construction costs of the new facility. We intend to seek additional funding through research and development
relationships with suitable potential corporate collaborators. We may also seek additional funding through public or private financings, or an increase in our credit facilities. We
cannot assure that additional financing will be available on favorable terms or at all.

        If additional funding is not available, we anticipate that our available cash and existing sources of funding will be adequate to satisfy our operating needs through at least
2003.

Additional Business Risks



        You should carefully consider the risks described below, together with all of the other information included in this report, our Annual Report on Form 10-K, and our other
filings with the Securities and Exchange Commission. In addition, the risks and uncertainties described below are not the only ones facing us because we are also subject to
additional risks and uncertainties not presently known to us. If any of these risks actually occurs, our business, financial condition, results of operations or cash flow could be
seriously harmed. This could cause the trading price of our common stock to decline, and you may lose all or part of your investment.
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None of our products has been approved for sale. If our products are not approved or if we do not develop commercially successful products, we may be forced to
curtail or cease operations.

        All of our potential products are either in research or development. We will need to conduct additional research and development before any U.S. or foreign regulatory
authority would approve any of our products. Results of our research and development activities may indicate that our potential products are unsafe or ineffective. For example,
we recently announced that the efficacy data from our low-dose Phase III registration trial with Allovectin-7® in patients with metastatic melanoma would not support a
registration submission with the FDA. We also recently announced that further independent development of Allovectin-7® for head and neck cancer, and of Leuvectin® for
kidney cancer and prostate cancer, was not justified in light of our other priorities. As a result, our only product candidate currently in clinical development is high-dose
Allovectin-7® for metastatic melanoma. Even if one of our products is approved, it may not be commercially successful. If we fail to develop and commercialize our products,
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 our projected results or become profitable.

        To date, we have not received approval to sell any products and may not receive approval to sell any products for the next few years. Our net losses were approximately
$9.2 million, $8.5 million and $6.9 million for 2001, 2000 and 1999, respectively. As of September 30, 2002, we have incurred cumulative net losses totaling approximately
$82.9 million. Moreover, we expect that our negative cash flow and losses from operations will continue and increase for the foreseeable future. For the year ending
December 31, 2002, we have forecast a net loss of between $28 million and $32 million, including the $4.2 million write-down of our investment in VGI. We may not be able
to achieve our projected results, either because we generate lower revenues or lower investment income than expected, or we incur greater expenses than expected, or a
combination of these factors. We may never generate sufficient product revenue to become profitable. We also expect to have quarter-to-quarter fluctuations in revenues,
expenses, and losses, some of which could be significant.

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 the research and development necessary to bring our products to market and to establish manufacturing and marketing
capabilities. We may seek additional funds through public and private stock offerings, arrangements with corporate collaborators, borrowings under lease lines of credit or other
sources. We may not be able to raise additional funds on favorable terms, or at all. If we are unable to obtain additional funds, we may have to reduce our capital expenditures,
scale back our development of new products, reduce our workforce and license to others products or technologies that we otherwise would seek to commercialize ourselves.
The amount of money we may need will depend on many factors, including:

• the progress of our research and development programs, 

• the scope and results of our preclinical studies and clinical trials, 

• the time and costs involved in: 

• obtaining necessary regulatory approvals, 

• filing, prosecuting, enforcing and defending patent claims, 

• scaling up our manufacturing capabilities, and

• the commercial arrangements we may establish.

The regulatory approval process is expensive, time-consuming and uncertain, which may prevent us from obtaining required approvals for the commercialization of
our products.
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        Our product candidates and those of our collaborators are subject to extensive and rigorous regulations by numerous governmental authorities in the United States and
other countries. The regulations are evolving and remain uncertain. The regulatory process can take many years and may require us to expend substantial resources. Therefore,
U.S. or foreign regulations could:

• prevent or delay regulatory approval of our products, 

• limit our ability to develop and commercialize our products, 

• diminish any competitive advantages that we attain, or 

• negatively affect our ability to receive royalties.

        We understand that both the FDA and NIH are considering rules and regulations that would require public disclosure of commercial development data that are presently
confidential. This potential disclosure of commercial confidential information, if implemented, may result in loss of competitive secrets, which could be commercially
detrimental.

        We believe that the FDA and comparable foreign regulatory bodies will regulate separately each gene-based product depending on its intended use. Presently, to
commercialize any product we must:

• sponsor and file a regulatory application for each proposed use, and 



• conduct clinical studies to demonstrate the safety and efficacy of the product necessary to obtain FDA approval.

        The results obtained so far in our clinical trials may not be satisfactory, or if satisfactory, may not be able to be replicated in our ongoing or future trials. This may prevent
any of our potential products from receiving FDA approval. In addition, the FDA in October 2002 created the new Office of Tissue, Cellular and Gene Therapy, which may
impose additional regulatory or review requirements.

        We use recombinant DNA molecules in our product candidates, and therefore we also must comply with guidelines instituted by the NIH and its Recombinant DNA
Advisory Committee. The NIH could restrict or delay the development of our product candidates.

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

        The death in 1999 of a patient undergoing a viral-based gene therapy at the University of Pennsylvania in an investigator-sponsored trial was widely publicized. Another
viral-based gene therapy in France was stopped in 2002, along with other similar trials, as a result of an illness in one of the patients thought to have been caused by the viral
vector. These and other adverse events in the field of gene therapy could result in greater governmental regulation of gene therapies, including our non-viral gene delivery
technology, and potential regulatory delays relating to the testing or approval of our product candidates. In addition, the field of gene therapy is under increased scrutiny, which
may affect our product development efforts or clinical trials.

        For example, one patient who had undergone treatment with Allovectin-7® for advanced metastatic melanoma died more than two months later in September 1999 of
progressive disease and numerous other factors after receiving multiple other cancer therapies. The death was originally reported as unrelated to the treatment. Following an
autopsy, the death was reclassified as "probably related" to the treatment because the possibility could not be ruled out. We do not believe Allovectin-7® was a significant factor
in the patient's death.

        Some of our potential products are designed to be injected directly into malignant tumors. There are medical risks inherent in direct tumor injections. For example, in
clinical trials of our potential products, physicians have punctured patients' lungs in less than one percent of procedures, requiring hospitalization. In addition, a physician
administering our product in an investigator-sponsored clinical
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trial inadvertently damaged tissue near the heart of a patient, which may have precipitated the patient's death. These events are reported as adverse events in our clinical trials
and illustrate the medical risks related to direct injection of tumors. These risks may adversely impact market acceptance of some of our product candidates.

        The commercial success of our product candidates will depend in part on public acceptance of the use of gene therapies for the prevention or treatment of human diseases.
Public attitudes may be influenced by claims that gene therapies are unsafe and our gene therapies may not gain the acceptance of the public or the medical community.
Negative public reaction to adverse events in our trials or gene therapy in general could result in greater government regulation and stricter labeling requirements of gene
therapies, and could cause a decrease in the demand for any products we may develop.

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

        We may not receive any patents from our current patent applications. Moreover, if patents are issued to us, governmental authorities may not allow claims sufficient to
protect our technology and products. Finally, others may challenge or seek to circumvent or invalidate our patents. In that event, the rights granted under our patents may be
inadequate to protect our proprietary technology or to provide any commercial advantage. For example:

• Our core gene delivery technology was covered by a patent issued in Europe in 1998, which was subsequently opposed by seven companies under European
patent procedures, and was revoked on formal grounds in October 2001 under an initial ruling by the Opposition Division of the European Patent Office. In
April 2002, we filed an appeal, which is still pending, seeking to overturn this initial ruling. 

• Our core gene delivery technology is also covered by patent applications filed in Canada and Japan. In Canada, a patent was issued and then withdrawn from
issuance and returned to the examiner for further consideration after protests against the issuance of the patent were filed on behalf of an undisclosed party or
parties on August 10, 2001, and December 5, 2001. Vical has responded to the protests and is awaiting further action by the examiner. 

• We were notified of the grant of a Japanese patent on October 9, 2001, and at least one opposition was filed prior to the end of the formal opposition filing
period, July 28, 2002. An initial examination of the patent will be conducted by the Japanese Patent Office to determine whether the Japanese patent should be
maintained or revoked.

        Others may have or may receive patents that contain claims applicable to our products. These patents may impede our ability to commercialize our products.

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

        Our success will depend in part on our ability to obtain patent protection for our products and processes both in the United States and in other countries. The patent
positions of biotechnology and pharmaceutical companies, however, can be highly uncertain and involve complex legal and factual questions. Therefore, it is difficult to predict
the breadth of claims allowed in the biotechnology and pharmaceutical fields.

        We also rely on confidentiality agreements with our corporate collaborators, employees, consultants and certain contractors to protect our proprietary technology. However,
these agreements may be breached and we may not have adequate remedies for such breaches. In addition, our trade secrets may otherwise become known or independently
discovered by our competitors.
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        Protecting intellectual property rights can be very expensive. Litigation will be necessary to enforce patents issued to us, to defend any opposition or revocation of those
patents, or to determine the scope and validity of third-party proprietary rights. Moreover, if a competitor were to file a patent application claiming technology also invented by
us, we would have to participate in an interference proceeding before the United States Patent and Trademark Office or in a foreign counterpart to determine the priority of the
invention. We may be drawn into interferences with third parties or may have to provoke interferences ourselves to unblock third-party patent rights to allow us or our licensees
to commercialize products based on our technology. Litigation could result in substantial costs and the diversion of management's efforts regardless of the results of the
litigation. An unfavorable result in litigation could subject us to significant liabilities to third parties, require disputed rights to be licensed or require us to cease using some
technology.



        Our products and processes may infringe, or be found to infringe, on patents not owned or controlled by us. Patents held by others may require us to alter our products or
processes, obtain licenses, or stop activities. If relevant claims of third-party patents are upheld as valid and enforceable, we could be prevented from practicing the subject
matter claimed in the patents, or may be required to obtain licenses or redesign our products or processes to avoid infringement. A number of genetic sequences or proteins
encoded by genetic sequences that we are investigating are, or may become, patented by others. As a result, we may have to obtain licenses to test, use or market these products.
Our business will suffer if we are not able to obtain licenses at all or on terms commercially reasonable to us and we may not be able to redesign our products or processes to
avoid infringement.

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

        We compete with companies, including major pharmaceutical and biotechnology firms, that are pursuing other forms of treatment or prevention for diseases that we target.
We also may experience competition from companies that have acquired or may acquire technology from universities and other research institutions. As these companies
develop their technologies, they may develop proprietary positions which may prevent us from successfully commercializing products.

        Some of our competitors are established companies with greater financial and other resources than we have. Other companies may succeed in developing products and
obtaining FDA approval faster than we do, or in developing products that are more effective than ours. While we will seek to expand our technological capabilities to remain
competitive, research and development by others will seek to render our technology or products obsolete or noncompetitive or result in treatments or cures superior to any
therapy developed by us. Additionally, even if our product development efforts are successful, and even if the requisite regulatory approvals are obtained, our product may not
gain market acceptance among physicians, patients, healthcare payers and the medical communities. If any of our product candidates do not achieve market acceptance, we may
lose our investment in that product.

Commercialization of some of our potential products depends on collaborations with others. If our collaborators are not successful or if we are unable to maintain
these collaborations or find collaborators in the future, we may not be able to develop these products.

        Our strategy for the research, development and commercialization of some of our product candidates requires us to enter into contractual arrangements with collaborators,
licensors, licensees, vendors—some of whom are sole-source vendors—and others. Our success depends upon the performance by these collaborators, licensors, licensees, and
vendors of their responsibilities under these arrangements. Some collaborators may not perform their obligations as we expect or we may not derive any revenue from these
arrangements.

        We have collaborative agreements with several pharmaceutical companies. We do not know whether these companies will successfully develop and market any products
under their respective
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agreements. Moreover, some of our collaborators are also researching competing technologies to treat the diseases targeted by our collaborative programs. We may be
unsuccessful in entering into other collaborative arrangements to develop and commercialize our products.

We may suffer a further financial loss in our investment in VGI stock if an impairment which is other than temporary occurs to VGI as a result of its inability to
successfully complete its development plans.

        VGI needs to raise substantial cash to complete its development plans, and there can be no assurance that the therapy will work or that the FDA will grant market approval
for such a therapy. VGI, which currently has few employees and limited resources, may not be able to successfully commercialize a product even if it receives FDA market
approval. If a change were to occur in any of the aforementioned factors or estimates, a further write-down of up to $0.8 million could be required.

If we lose our key personnel or are unable to attract and retain additional personnel, we may not be able to pursue collaborations or develop our own products.

        We are highly dependent on the principal members of our scientific, manufacturing, clinical, regulatory and management personnel, the loss of whose services might
significantly delay or prevent the achievement of our objectives. We depend on our continued ability to attract, retain and motivate highly qualified management and scientific
personnel. We face competition for qualified individuals from other companies, academic institutions, government entities and other organizations in attracting and retaining
personnel. To pursue our product development plans, we will need to hire additional management personnel and additional scientific personnel to perform research and
development, as well as personnel with expertise in clinical trials, government regulation and manufacturing. We may not be successful in hiring or retaining qualified
personnel.

We may not be able to manufacture products on a commercial scale.

        We have limited experience in manufacturing our product candidates in commercial quantities. We may be dependent initially on corporate collaborators, licensees or
others to manufacture our products commercially. We also will be required to comply with extensive regulations applicable to manufacturing facilities. We may be unable to
enter into any arrangement for the manufacture of our products.

We may have to continue to incur rent expense on our older manufacturing, research laboratory and office sites in addition to rent expense on our new facility.

        We currently hold three leases at three sites for our older manufacturing, research laboratory and office facilities, in addition to the new facility lease signed in
January 2002. Occupancy of the new facility may be delayed by factors beyond our control. The leases on our older facilities do not terminate until 2004. These spaces will
become progressively unnecessary during the scheduled phased-in occupancy of our new facility. Until we vacate these spaces, we will not be able to sublease them, and will
have to continue incurring the full rent expense on the older facilities in addition to rent expense on our new facility. We may be unable to sublease the sites as we vacate them,
and we may not be able to recover the full amounts of rent payments plus amortization of leasehold improvements on any space we may be able to sublease.

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.

        We currently do not possess pharmaceutical marketing or sales capabilities. In order to market and sell our proprietary products, we will need to develop a sales force and a
marketing group with relevant pharmaceutical experience, or make appropriate arrangements with strategic partners to market and sell these products. Developing a marketing
and sales force is expensive and time consuming and could
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delay any product launch. Our inability to successfully employ qualified marketing and sales personnel or develop other sales and marketing capabilities will harm our business.



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

        Our ability to earn sufficient returns on our products will depend in part on the extent to which reimbursement for our products and related treatments will be available
from:

• government health administration authorities, 

• private health coverage insurers, 

• managed care organizations, and 

• other organizations.

        If we fail to obtain appropriate reimbursement, it could prevent us from successfully commercializing our potential products.

        There are efforts by governmental and third-party payers to contain or reduce the costs of health care through various means. We expect that there will continue to be a
number of legislative proposals to implement government controls. The announcement of proposals or reforms could impair our ability to raise capital. The adoption of
proposals or reforms could impair our business.

        Additionally, third-party payers are increasingly challenging the price of medical products and services. If purchasers or users of our products are not able to obtain
adequate reimbursement for the cost of using our products, they may forego or reduce their use. Significant uncertainty exists as to the reimbursement status of newly approved
health care products, and whether adequate third-party coverage will be available.

We use hazardous materials in 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 involve the controlled storage, use and disposal of hazardous materials, biological hazardous materials and radioactive
compounds. We are subject to federal, state and local regulations governing the use, manufacture, storage, handling and disposal of materials and waste products. Although we
believe that our safety procedures for handling and disposing of these hazardous materials comply with the standards prescribed by law and regulation, the risk of accidental
contamination or injury from hazardous materials cannot be completely eliminated. In the event of an accident, we could be held liable for any damages that result, and any
liability could exceed the limits or fall outside the coverage of our insurance. We may not be able to maintain insurance on acceptable terms, or at all. We could be required to
incur significant costs to comply with current or future environmental laws and regulations.

We may have significant product liability exposure.

        We face an inherent business risk of exposure to product liability and other claims in the event that our technologies or products are alleged to have caused harm. These
risks are inherent in the development of chemical and pharmaceutical products. Although we currently maintain product liability insurance, we may not have sufficient
insurance coverage and we may not be able to obtain sufficient coverage at a reasonable cost. Our inability to obtain product liability insurance at an acceptable cost or to
otherwise protect against potential product liability claims could prevent or inhibit the commercialization of any products developed by us or our collaborators. We also have
liability for products manufactured by us on a contract basis for third parties. If we are sued for any injury caused by our technology or products, our liability could exceed our
total insurance coverage and assets.

25

  

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 paid for them.

        The market price of our common stock, like that of many other life sciences companies, has been highly volatile and is likely to continue to be highly volatile. The
following factors, among others, could have a significant impact on the market price of our common stock:

• the results of our preclinical studies and clinical trials or those of our collaborators or competitors or for gene therapies in general, 

• evidence of the safety or efficacy of our potential products or the products of our competitors, 

• the announcement by us or our competitors of technological innovations or new products, 

• governmental regulatory actions, 

• changes or announcements in reimbursement policies, 

• developments with our collaborators, 

• developments concerning our patent or other proprietary rights or those of our competitors, including litigation and challenges to our proprietary rights, 

• concern as to the safety of our potential products, 

• period-to-period fluctuations in our operating results, 

• market conditions for life science stocks in general, and 

• changes in estimates of our performance by securities analysts.

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

        In the past, stockholders have often brought securities class action litigation against a company following a decline in the market price of its securities. This risk is
especially acute for us because life science companies have experienced greater than average stock price volatility in recent years and as a result have been subject to, on
average, a greater number of securities class action claims than companies in other industries. We may in the future be the target of similar litigation. Securities litigation could
result in substantial costs and divert management's attention and resources, and could seriously harm our business.

Our anti-takeover provisions could discourage potential takeover attempts and make attempts by stockholders to change management more difficult.

        The approval of two-thirds of our voting stock is required to approve some transactions and to take some stockholder actions, including the calling of a special meeting of



stockholders and the amendment of any of the anti-takeover provisions contained in our certificate of incorporation. Further, pursuant to the terms of our stockholder rights plan
adopted in March 1995, we have distributed a dividend of one right for each outstanding share of common stock. The exercise of rights under the plan is triggered by the
ownership, or tender offer which would result in ownership, of 15 percent or more of our outstanding common stock by a person or affiliated group. These rights would cause
substantial dilution to the ownership of a person or group that attempts to acquire us on terms not approved by our Board of Directors and may have the effect of deterring
hostile takeover attempts.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

        We are subject to interest rate risk. Our investment portfolio is maintained in accordance with our investment policy which defines allowable investments, specifies credit
quality standards and limits the credit exposure of any single issuer. No investments in equity securities are made in our investment portfolio which consists of cash equivalents
and marketable securities. The average maturity of our investments is approximately nine months. Our investments are all classified as available-for-sale securities.

        To assess our interest rate risk, we performed a sensitivity analysis projecting an ending fair value of our cash equivalents and marketable securities using the following
assumptions: a 12-month time horizon, a 9-month average maturity and a 150-basis-point increase in interest rates. This pro forma fair value would have been $1.3 million
lower than the reported fair value of our investments at December 31, 2001, and $1.0 million lower than the reported fair value at September 30, 2002. At September 30, 2002,
our unrealized gain on marketable securities was $1.0 million compared with $0.8 million at December 31, 2001.

        Our rate of return on investments, excluding realized gains on the sales of investments, has decreased as the Federal Reserve Board has lowered interest rates. Some of our
investments were purchased prior to the reductions in interest rates, and currently are yielding higher returns than we could expect when reinvesting the proceeds upon sale or
maturity. Thus, our interest yields and investment income are expected to be lower in 2002 than in 2001.

        The fair market value of floating interest rate debt is subject to interest rate risk. Generally, the fair market value of floating interest rate debt will vary as interest rates
increase or decrease. Based on our market-risk-sensitive instruments outstanding at September 30, 2002, and December 31, 2001, we believe that there were no material market
risk exposures to our financial position, results of operations or cash flows as of such dates.

  
ITEM 4. CONTROLS AND PROCEDURES

        Within 90 days prior to the filing date of this report, we carried out an evaluation, under the supervision and with the participation of our Chief Executive Officer and Chief
Financial Officer, of the effectiveness of the design and operation of our disclosure controls and procedures. "Disclosure controls and procedures" means our controls and other
procedures that are designed to ensure that information that is required to be disclosed in our periodic reports under the Securities Exchange Act of 1934 is recorded, processed,
summarized and reported within the time periods specified in the Securities and Exchange Commission rules and forms, and include, without limitation, controls and procedures
designed to ensure that information required to be disclosed by us in these periodic reports is accumulated and communicated to our management, including our Chief
Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure. Based on this evaluation, our Chief Executive Officer and
Chief Financial Officer have concluded that our disclosure controls and procedures are effective in meeting the requirements described in the preceding sentence. In addition,
there were no significant changes in our internal controls or in other factors that could significantly affect these controls subsequent to the date of this evaluation, including any
corrective actions with regard to significant deficiencies and material weaknesses.
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PART II. OTHER INFORMATION 

  ITEM 1. LEGAL PROCEEDINGS

        Our core gene delivery technology was covered by a patent issued in Europe in 1998, which was subsequently opposed by seven companies under European patent
procedures, and was revoked on formal grounds in October 2001 under an initial ruling by the Opposition Division of the European Patent Office. In April 2002, we filed an
appeal, which is still pending, seeking to overturn this initial ruling.

        Our core gene delivery technology is also covered by patent applications filed in Canada and Japan. In Canada, a patent was issued and then withdrawn from issuance and
returned to the examiner for further consideration after protests against the issuance of the patent were filed on behalf of an undisclosed party or parties on August 10, 2001, and
December 5, 2001. Vical has responded to the protests and is awaiting further action by the examiner.

        We were notified of the grant of a Japanese patent on October 9, 2001, and at least one opposition was filed prior to the end of the formal opposition filing period, July 28,
2002. An initial examination of the patent will be conducted by the Japanese Patent Office to determine whether the Japanese patent should be maintained or revoked.

  
ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a)    Exhibits

Exhibit
Number

 

Description of Document

10.29  Employment agreement between the Company and Alain P. Rolland.

99.1  Certification of Vijay B. Samant, Chief Executive Officer, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.

99.2  Certification of Martha J. Demski, Chief Financial Officer, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.

(b)    Reports on Form 8-K



None
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SIGNATURES 

        Pursuant to the requirements of the Securities and Exchange Act of 1934, the registrant has duly caused this report to be signed in its behalf by the undersigned thereunto
duly authorized.

  VICAL INCORPORATED

Date: November 14, 2002  By:  /s/ MARTHA J. DEMSKI

Martha J. Demski
Vice President and Chief Financial Officer
(on behalf of the registrant and as the
registrant's Principal Financial and Accounting
Officer)
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CERTIFICATIONS UNDER SECTION 302 OF THE

SARBANES-OXLEY ACT 

        I, Vijay B. Samant, certify that:

        1.    I have reviewed this quarterly report on Form 10-Q of Vical Incorporated;

        2.    Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this quarterly report;

        3.    Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this quarterly report;

        4.    The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act
Rules 13a-14 and 15d-14) for the registrant and we have:

        a)    designed such disclosure controls and procedures to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this quarterly report is being prepared;

        b)    evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date within 90 days prior to the filing date of this quarterly report (the
"Evaluation Date"); and

        c)    presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and procedures based on our evaluation as of the Evaluation
Date;

        5.    The registrant's other certifying officers and I have disclosed, based on our most recent evaluation, to the registrant's auditors and the audit committee of registrant's
board of directors (or persons performing the equivalent function):

        a)    all significant deficiencies in the design or operation of internal controls which could adversely affect the registrant's ability to record, process, summarize and
report financial data and have identified for the registrant's auditors any material weaknesses in internal controls; and

        b)    any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal controls; and

        6.    The registrant's other certifying officers and I have indicated in this quarterly report whether there were significant changes in internal controls or in other factors that
could significantly affect internal controls subsequent to the date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

Date: November 14, 2002  By:  /s/ VIJAY B. SAMANT

Vijay B. Samant
President and Chief Executive Officer
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CERTIFICATIONS UNDER SECTION 302 OF THE

SARBANES-OXLEY ACT (CONT'D.) 

        I, Martha J. Demski, certify that:

        1.    I have reviewed this quarterly report on Form 10-Q of Vical Incorporated;

        2.    Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this quarterly report;



        3.    Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this quarterly report;

        4.    The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act
Rules 13a-14 and 15d-14) for the registrant and we have:

        a)    designed such disclosure controls and procedures to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this quarterly report is being prepared;

        b)    evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date within 90 days prior to the filing date of this quarterly report (the
"Evaluation Date"); and

        c)    presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and procedures based on our evaluation as of the Evaluation
Date;

        5.    The registrant's other certifying officers and I have disclosed, based on our most recent evaluation, to the registrant's auditors and the audit committee of registrant's
board of directors (or persons performing the equivalent function):

        a)    all significant deficiencies in the design or operation of internal controls which could adversely affect the registrant's ability to record, process, summarize and
report financial data and have identified for the registrant's auditors any material weaknesses in internal controls; and

        b)    any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal controls; and

        6.    The registrant's other certifying officers and I have indicated in this quarterly report whether there were significant changes in internal controls or in other factors that
could significantly affect internal controls subsequent to the date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

Date: November 14, 2002  By:  /s/ MARTHA J. DEMSKI

Martha J. Demski
Vice President and Chief Financial Officer
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EXHIBIT 10.29 

June 17, 2002

Alain Rolland
22 Driftoak Circle
The Woodlands, TX 77381

Dear Alain:

        On behalf of the Vical Management Team, I am pleased to confirm our offer and your acceptance of full-time employment with Vical. We are delighted that you have
decided to join us in the position of Vice-President Development, effective Thursday, August 1, 2002.

        This letter sets forth the basic terms and conditions of your employment with Vical ("the Company.") By signing this letter, you will be agreeing to these terms:

1. Duties and Scope of Employment.

        (a)  Position. The Company agrees to employ you as Vice-President Development. This position is an officer level position and reports to the Chief Scientific
Officer. Your initial responsibilities will include management of the following functions: Project Planning and Management, Quality Control, Assay Development,
Formulation and Pharmacology/ Toxicology. As with all positions, responsibilities may change based on the needs of the company.

        (b)  Obligations. During the term of your employment, you will devote your full business efforts and time to the Company and its subsidiaries (if any). You will not
render services to any other person or entity without the express prior approval of the Chief Scientific Officer. During your employment, you will not engage, directly or
indirectly, in any other business activity (whether or not pursued for pecuniary advantage) that is or may be competitive with the Company; provided that you may own
less than one percent of the outstanding securities of any publicly-traded corporation.

        2.    Compensation.

        (a)  Salary. During your employment, the Company agrees to pay you as compensation for your services a base salary at the annual rate of $235,000 or at such
higher rate as the Company may determine from time to time. Such salary will be payable in accordance with the Company's standard payroll procedures. (The annual
compensation specified in this Section 2(a), together with any increases in such compensation that the Company may grant from time to time, is referred to in this
Agreement as "Base Compensation.")

        (b)  Bonus. You will be eligible for a performance-based annual cash bonus, at the discretion of the Board of Directors, targeted at 10% to 30% of the base
compensation actually paid to you each year. Bonuses are generally proposed in February of each year for the previous year and, if approved by the Board of Directors,
are paid out in March.

        3.    Employee Benefits.

        (a)  Company Benefits. During the term of your employment, you will be eligible to participate in the employee benefit plans maintained by the Company, subject in
each case to the generally applicable terms and conditions of the plan in question and to the determinations of any person or committee administering such plan. The
benefits may be changed from time to time by the Company. Current employee benefits are described in the enclosed benefit summary.

        (b)  Vacation You will be entitled to four weeks of vacation for the first three years of employment and five weeks of vacation for each subsequent year, provided,
however, that you remain employed by the Company. Vacation accrues at the rate of 13.33 hours per month during the first three years of employment and 16.67 hours
per month in each subsequent year.

        4.    Business Expenses. During your employment, you will be authorized to incur necessary and reasonable travel, entertainment and other business expenses in connection
with your duties hereunder. The Company will reimburse you for such expenses upon presentation of an itemized account and appropriate supporting documentation, all in
accordance with the Company's generally applicable policies.

        5.    Stock Option. The Company will grant to you a stock option (such option to be an incentive stock option to the extent permitted by law) to purchase from the Company
60,000 shares of the Company's common stock (the "Shares"). The exercise price of your stock option will be equal to the fair market value on the date of the grant. Your stock
option will be granted pursuant to the Stock Incentive Plan of Vical Incorporated and will be subject to the terms and conditions of the Plan and the Company's form of stock
option agreement, the summary of which is enclosed. Your stock options vest (become exercisable) over a four-year period as follows, subject to your continued employment
with the Company:

On the first anniversary of your employment with
Vical:  15,000 options vest
At the end of the first quarter after your first year of
employment and continuing for 11 quarters:  3,750 options vest

          6.      Proprietary Information and Inventions Agreement. You will be required to sign and abide by the terms of the Company's Employee's Proprietary Information and
Inventions Agreement, a copy of which is enclosed.

          7.      Immigration Documentation. Please be advised that your employment is contingent on your ability to prove your identity and eligibility to work in the United States.
You must comply with the Immigration and Naturalization Service's employment verification requirements. Please review the attached sample I-9 form. Documents which
establish identity and employment eligibility must be presented to Vical within three days of commencing employment.

          8.      Term and Termination of Employment.

          (a)    "At Will" Employment. Your employment with the Company is "at will" and not for a specified term and may be terminated by you or the Company at any
time for any reason, with or without cause. Except as expressly provided in subsection (c) below, upon a termination of your employment, you will only be entitled to the
compensation, benefits and reimbursements described in Section 2, 3 and 4 for the period preceding the effective date of the termination.



          (b)  Definitions. For all purposes under this Agreement,

            (i)  "Good Reason" shall mean (A) a significant demotion, or (B) a more than 25 percent reduction in Base Compensation

          (ii)  "Cause" shall mean (A) your sustained inadequate performance of your job duties, other than a failure resulting from complete or partial incapacity
due to verifiable physical or verifiable mental illness or impairment, (B) gross misconduct or fraud or (C) conviction of, or a plea of "guilty" or "no contest" to, a
felony.

        (iii)  "Disability" shall mean that you, at the time your employment is terminated, have performed substantially none of your duties under this Agreement
for a period of not less than three consecutive months as the result of your verifiable incapacity due to physical or mental illness.

          (c)    Salary Continuation. Subject to subsection (d) below, the Company will continue to pay your Base Compensation (at the annual rate then in effect) for up to
six months following the

termination of your employment if, prior to the fourth annual anniversary of the commencement of your employment:

            (i)  the Company terminates your employment without your consent for any reason other than Cause or Disability; or

          (ii)  you voluntarily resign your employment for Good Reason.

        The payments under this subsection (c) will cease in the event of your death. In order to receive your salary continuation, you will be required to sign a release in a form
acceptable to the Company, of any and all claims that you may have against the Company.

        (d)  Mitigation. The payments under subsection (c) above shall be reduced on a dollar-for-dollar basis by any other compensation earned by you for personal
services performed as an employee or independent contractor during the six-month period following the termination of your employment, including (without limitation)
deferred compensation. You will apply your best efforts to seek and obtain other employment or consulting engagements, whether on a full- or part-time basis, during
such six-month period in order to mitigate the Company's obligations under subsection (c) above. At reasonable intervals, you will report to the Company with respect to
such efforts and any compensation earned during such six-month period.

        9.    Dispute Resolution. You and the Company ("the parties ") agree that any dispute arising out of or related to your employment shall be resolved as provided in the
Dispute Resolution Procedures attached hereto as Exhibit A.

        10.  Relocation & Housing. The Company agrees to cover the costs associated with the relocation of you and your family according to the terms outlined in Exhibit B.

        Please note that this Agreement supersedes any prior agreements, representations or promises of any kind, whether written, oral, express or implied between the parties
hereto with respect to the subject matters herein, and it, together with your stock option agreement and Employee's Proprietary Information and Inventions Agreement,
constitutes the full, complete and exclusive agreement between you and the Company with respect to the subject matters herein. This Agreement cannot be changed unless in
writing, signed by you and an authorized officer of the Company. If any term of this Agreement is held to be invalid, void or unenforceable, the remainder of this Agreement
shall remain in full force and effect and shall in no way be affected, and the parties will use their best efforts to find an alternative way to achieve the same result.

        This offer letter may be executed in two or more counterparts, each of which shall be deemed an original and all of which together shall constitute one and the same
instrument. This Agreement is governed by California law without regard to its choice of law provisions.

        To indicate your acceptance of this offer of employment, please sign below and return one signed copy to me no later than June 21, 2002.

  Sincerely,

  VICAL INCORPORATED

  By  /s/ DAVID C. KASLOW

David C. Kaslow
Chief Scientific Officer

ACCEPTED AND AGREED
This 21st day of June, 2002:     

/s/  ALAIN ROLLAND      

Alain Rolland     

  
EXHIBIT A 

  Dispute Resolution Procedure 

        To ensure the rapid and economical resolution of disputes that may arise in connection with your employment with the Company, you and the Company agree that any and
all disputes, claims, or causes of action, in law or equity, arising from or relating to the enforcement, breach, performance, or interpretation of this Agreement, your employment,
or the termination of your employment ("Arbitrable Claims"), shall be submitted to confidential mediation in San Diego, California conducted by a mutually agreeable mediator
from Judicial Arbitration and Mediation Services ("JAMS") or its successor, and the cost of JAMS' mediation fees shall be paid by the Company. In the event mediation is
unsuccessful in resolving the Arbitrable Claims, the Arbitrable Claims shall be resolved, to the fullest extent permitted by law, by final, binding and confidential arbitration in
San Diego, California conducted by JAMS or its successor, under the then applicable rules of JAMS.

        You acknowledge that by agreeing to this arbitration procedure, both you and the Company waive the right to resolve any such dispute through a trial by jury
or judge or by administrative proceeding. The arbitrator shall: (a) have the authority to compel adequate discovery for the resolution of the dispute and to award such relief as
would otherwise be permitted by law; and (b) issue a written arbitration decision including the arbitrator's essential findings and conclusions and a statement of the award. The
arbitrator shall be authorized to award any or all remedies that you or the Company would be entitled to seek in a court of law. The Company shall pay all JAMS' arbitration
fees in excess of those which would be required if the dispute were decided in a court of law. Nothing in this Agreement is intended to prevent either you or the Company from
obtaining injunctive relief in court to prevent irreparable harm pending the conclusion of any such mediation or arbitration. Notwithstanding the foregoing, you and the
Company each have the right to resolve any issue or dispute involving confidential, proprietary or trade secret information, or intellectual property rights, by Court action



instead of arbitration.

  
EXHIBIT B 

  RELOCATION BENEFITS 

        House Hunting: Vical will pay travel, hotel and related expenses for one house hunting trip for you and your spouse. This trip will be for a period of up to 5 days.

        Movement of Household Goods: Vical will pay for the shipment of normal household goods. This includes packing, crating, van transportation, unpacking, insurance
coverage (replacement value) and storage charges for up to 90 days. Expenses are limited to those associated with one pick-up and delivery and one access to storage. Vical will
pay for the shipment of two automobiles, alternatively, the Company will pay for the shipment of one automobile and will pay the costs associated with driving a vehicle to San
Diego by the most direct route.

        Relocation of Family: Vical will pay coach airline fares for you and your family at the time of your move to San Diego. Vical will pay for a reasonable number of trips for
you to fly to Houston from San Diego after you have started employment with the company and prior to your family's move.

        Temporary Housing: Vical will pay for temporary housing for you and your family. Vical will pay the expenses associated with a rental property for you and your entire
family for a period not to exceed 90 days. These expenses are limited to the following: rental of a furnished apartment or, alternatively, rental of an apartment and appropriate
furniture for the apartment, and payment of utility expenses (water, electricity and gas). Vical will pay for a rental car for a period of 30 days to allow time for your personal
vehicle to be shipped to San Diego.

        Closing Costs: Vical will pay for the following costs associated with the sale of your home and the purchase of a new home in San Diego: The company will reimburse you
for the real estate commission, up to 6% of the sale price, and reasonable closing costs associated with the sale of your home in The Woodlands. Vical will reimburse reasonable
closing costs, including up to two points on a new loan, incurred in connection with the purchase of a new home in the San Diego area.

        Mortgage Assistance: Vical will provide you with a forgivable loan in the amount of $100,000 to assist you in the purchase of a home in San Diego. This loan will be
forgiven over a period of three years. You will be responsible for taxes on the forgiven principal and on the imputed interest on this loan each year. Vical must be named as the
holder of a second deed of trust in the amount of $100,000 on the property purchased by you and/or your spouse in the San Diego area. You will be required to sign a
promissory note prior to payment of this forgivable loan to you. In addition, Vical will pay you $1,000 each month for a period of 24 months. This mortgage differential
payment is considered regular income and will be taxed as such.

        Home Purchase: Vical will buy your current home, through a third party, should you be unable to sell your home prior to your date of employment with the company,
August 1, 2002. The guidelines set forth by this third party and Vical must be followed.

        Lump Sum Payment: Vical will provide one month's salary, grossed up for state and federal income taxes, to pay for the costs of relocation not covered by this policy.

        Administration: "Relocation Coordinates" will coordinate your move to San Diego.
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Exhibit 99.1 

  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 Act of 2002 (18 U.S.C. § 1350, as adopted), Vijay B. Samant, the Chief Executive Officer of Vical Incorporated (the
"Company"), hereby certifies that, to the best of his knowledge:

1. The Company's Quarterly Report on Form 10-Q for the period ended September 30, 2002, to which this Certification is attached as Exhibit 99.1 (the "Periodic
Report"), fully complies with the requirements of Section 13(a) or Section 15(d) of the Securities Exchange Act of 1934, as amended; and 

2. The information contained in the Periodic Report fairly presents, in all material respects, the financial condition of the Company at the end of the period covered
by the Periodic Report and results of operations of the Company for the period covered by the Periodic Report.

Dated: November 14, 2002   

/s/  VIJAY B. SAMANT      

Vijay B. Samant
Chief Executive Officer  
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Exhibit 99.2 

  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 Act of 2002 (18 U.S.C. § 1350, as adopted), Martha J. Demski, the Chief Financial Officer of Vical Incorporated (the
"Company"), hereby certifies that, to the best of her knowledge:

1. The Company's Quarterly Report on Form 10-Q for the period ended September 30, 2002, to which this Certification is attached as Exhibit 99.2 (the "Periodic
Report"), fully complies with the requirements of Section 13(a) or Section 15(d) of the Securities Exchange Act of 1934, as amended; and 

2. The information contained in the Periodic Report fairly presents, in all material respects, the financial condition of the Company at the end of the period covered
by the Periodic Report and results of operations of the Company for the period covered by the Periodic Report.

Dated: November 14, 2002   

/s/  MARTHA J. DEMSKI      

Martha J. Demski
Chief Financial Officer
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