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PART |
ITEM 1. BUSINESS

THIS REPORT ON FORM 10-K CONTAINS FORWARD-LOOKINGTBTEMENTS RELATING TO CLINICAL AND REGULATORY
DEVELOPMENTS (INCLUDING ANTICIPATED TRIAL COMMENCEMENT AND FDA FILING DATES), MARKETING AND SALES
MATTERS, FUTURE EXPENSE LEVELS AND FINANCIAL RESULS. THESE STATEMENTS INVOLVE INHERENT RISKS AND
UNCERTAINTIES. THE COMPANY'S ACTUAL RESULTS MAY DIFER SIGNIFICANTLY FROM THE RESULTS DISCUSSED IN
THE FORWARD-LOOKING STATEMENTS. FACTORS THAT MIGHTAUSE SUCH A DIFFERENCE INCLUDE, BUT ARE NOT
LIMITED TO, THOSE DISCUSSED IN "RISK FACTORS", PARTULARLY THOSE RELATING TO THE DEVELOPMENT,
APPROVAL AND MARKETING OF PHARMACEUTICAL PRODUCTS.

GENERAL

Gilead Sciences, Inc. ("Gilead" or the "Compang"aibiopharmaceutical company dedicated to thewdksy, development and
commercialization of treatments for human diseables.Company's business and scientific endeaverfbaused on making new therapies
available to patients, physicians and the healthsgstem. Gilead's expertise has resulted in prpyi therapeutics for important viral
diseases, including a currently available therapycftomegalovirus retinitis, and products in depshent to treat diseases caused by human
immunodeficiency virus, hepatitis B virus, herpaspdex virus, human papillomavirus and influenzeusi Gilead's research programs seek
treatments for these and other viral infectionscutar diseases and cancer.

The successful development and commercializatidghefCompany's products will require substantial angoing efforts at the forefront of
the life sciences industry. The Company is purspirgglinical or clinical development of a numbepodduct candidates. Even if these
product candidates appear promising during varstages of development, they may not reach the meoka number of reasons. Such
reasons include the possibilities that the potéptiaducts will be found ineffective or cause hauh#fide effects during preclinical or clinical
trials, fail to receive necessary regulatory appteyvbe difficult or uneconomical to manufacturesocommercial scale, fail to achieve market
acceptance or be precluded from commercializatjoprbprietary rights of third parties.

The Company faces significant challenges and iisk® industry undergoing rapid change, includimg tisks inherent in its research and
development programs, uncertainties in obtainirdyenforcing patents, the lengthy and expensiveladgy approval process, reliance on
third party manufacturers, intense competition fygimarmaceutical and biotechnology companies, degaredon collaborative relationships,
increasing pressure on pharmaceutical pricing fpayors, patients and government agencies, andtairdérs associated with the
commercial success of VISTIDE or the market acaeggaf any of the Company's products in development

The Company was incorporated in Delaware in 198ie&. Company's principal executive offices are lot @333 Lakeside Drive, Foster
City, California 94404 and its telephone numbgris5) 574-3000, or (800) GILEADS (800-445-3235).

FOR A MORE DETAILED DISCUSSION OF THE RISK FACTORRELATING TO THE COMPANY SUMMARIZED ABOVE, SEE
"RISK FACTORS" AT THE END OF THIS ITEM 1 (PAGES ZHROUGH 28 OF THIS REPORT). STOCKHOLDERS AND
PROSPECTIVE INVESTORS IN THE COMPANY SHOULD CAREFUY. CONSIDER THESE RISK FACTORS.

OVERVIEW OF NUCLEOTIDES

Nucleotides exist in every human cell and are thiling blocks of the nucleic acids DNA and RNAs#gle nucleotide is called
mononucleotide, and several nucleotides linkedttmgeare called an oligonucleotide. Nucleotidesimvelved in the metabolism and
regulation of certain activities of cells and mierganisms. Oligonucleotides are the material caimgigenetic information.
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Natural oligonucleotides are coupled to one andtharspecific manner to form DNA or RNA strand&eTspecific sequences of nucleoti
that compose each strand of DNA contain the geceties for the different proteins produced by tlé roteins perform most of the norr
physiologic functions of humans, viruses and otirganisms. However, when the production or actieftproteins becomes aberrant,
numerous diseases, such as vascular disease, imdlienny disease or cancer, can result. Diseasesalsayesult from a foreign organism,
such as a virus, which directs a cell to producdgins necessary for viral replication.

Protein production begins in the nucleus of awéh transcription, a process in which a segmeri?N#, called a gene, is copied
(transcribed) into a "messenger” molecule. Thisaoale, which is also composed of nucleotides, lisdanessenger RNA ("mRNA"). The
MRNA moves from the nucleus into the cell's cyteplawhere it is translated into a protein.

Natural nucleotides are a versatile class of com@sihat can be chemically modified to inhibit greduction or activity of disea-causing
proteins. Natural nucleotides have three moleadarponents: a sugar, a phosphate group and abasg. nucleotide in DNA has the same
sugar and phosphate group but a different basdebliste analogues designed to be therapeutic congsocan work by a number of differe
mechanisms. Mononucleotides can be designed tdergewith the metabolism of cells or with the iieption of viruses. Oligonucleotides ¢
be designed to interfere with transcription or $lation by binding to DNA or RNA.

The Company believes that the precise interactionuoleotides in binding to DNA, RNA and protein®ypides the chemical basis for the
development of therapeutic products with high djeEti and potency and long duration of action.

VISTIDE

In June 1996, Gilead received U.S. Food and DrugpiAistration ("FDA") clearance to market its fipgtoduct, VISTIDE-Registered
Trademark- (cidofovir injection) for the treatmaritcytomegalovirus ("CMV") retinitis in patients thi AIDS. The active ingredient in
VISTIDE is cidofovir, a mononucleotide analoguetthas demonstrated activity in preclinical studied clinical trials against several viruses
in the herpesvirus family. In addition to VISTID&gdofovir is under development in different formtidéas for a variety of indications. See
"Gilead's Product Development Programs."

Cytomegalovirus is a common viral opportunistiertfon in patients with AIDS. CMV is a systemiceanfion that may infect several sites in
the body, including the retina, gastrointestinatty lungs, liver and central nervous system. Rigiis the most frequent manifestation of
CMV infection. The incidence of CMYV retinitis in BIS patients may be declining as a result of mdiect¥e therapeutics for AIDS, as well
as the use of oral ganciclovir for CMV prophylaxifiere were an estimated 225,000 patients with AlbiBe United States in 1996.

VISTIDE was cleared for marketing by the FDA basadhe results of three pivotal clinical trials.eBe trials demonstrated that VISTIDE
has a statistically significant effect in delayihg progression of CMV retinitis lesions in newiaghosed patients, and in previously treated
patients who had failed other therapies. In addjtibese studies indicate a more convenient dasigignen than the other intravenous CMV
treatments. VISTIDE is administered by intravenmigsion once per week for the first two weeksrahuction therapy, and then once every
other week as maintenance therapy until progressitime disease or intolerance to the therapy. Qtiieavenous treatments must be
administered once or multiple times per day androfequire the surgical implantation of a chrortheter in the patient's chest for the daily
infusions.

Renal toxicity is the primary dose-limiting siddesft of VISTIDE administration. Prior to each adistmation, patients must be monitored for
urinary protein and serum creatinine (laboratorykees of renal toxicity). In addition, patients edee intravenous saline hydration and oral
probenecid on each



treatment day, to mitigate the potential for toxicMISTIDE is contraindicated in patients recetyiother agents with nephrotoxic potential,
and patients are required to undergo a "wash artb@ of seven days after completing therapy witthsagents and before receiving
VISTIDE. In certain animal studies, cidofovir, thetive ingredient in VISTIDE, was carcinogenic.

VISTIDE is marketed and sold in the United Statg$llead's sales force of antiviral specialistsisTdroup currently consists of 26 sales
representatives and three regional directors whalicactly on physicians, hospitals, clinics, pimacies and other healthcare providers
involved in the treatment of patients with CMV retis. VISTIDE is sold by Gilead to wholesalers apkcialty distributors, who in turn sell
the product to hospitals, home healthcare compapiesmacies and other healthcare providers. Seek#iing and Sales."

In December 1995, Gilead filed a marketing auttadigs application ("MAA") with the European Medieis Evaluation Agency ("EMEA"),
seeking marketing approval for VISTIDE throughdwe European Union under the EMEA's centralizedgutae. In August 1996, Gilead
licensed commercial rights to Pharmacia & UpjohA. $!Pharmacia & Upjohn") to market and sell VISTDn all territories outside of the
United States. The Committee for Proprietary MeditProducts ("CPMP") recommended that VISTIDE leaued for marketing in Europe
in December 1996, and final marketing approval ftomEMEA is pending. If marketing approval is db&al, Pharmacia & Upjohn will be
responsible for obtaining pricing and reimbursenaarovals required in certain European counteed,will then launch VISTIDE on a
country-by-country basis during 1997 and 1998. Plaaia & Upjohn will pay Gilead a royalty on netessal Pharmacia & Upjohn is also
pursuing regulatory approval of VISTIDE in sevestier countries outside of the United States anmdfigs See "Collaborative Relationships-
-Pharmacia & Upjohn."

There are several approved therapies that comp#teASTIDE in the CMV retinitis market. Ganciclayimarketed by Roche Laboratories
the most widely used treatment for CMV retinitisar@iclovir is available in intravenous and orahfiolations, and the oral formulation is
approved for both prophylaxis and maintenancerreat of CMV retinitis. A ganciclovir ocular implannarketed by Chiron Corporation,
provides local therapy to an affected eye and [gamted through a surgical procedure. Astra U.Sketa foscarnet, the other approved
intravenous therapy for CMV retinitis. There argoa$everal products in clinical development forttkatment of CMV retinitis. Although the
Company believes that VISTIDE has competitive atlvg®s over these products, particularly with regardiosing convenience and efficacy,
there can be no assurance that the Company wéllibeessful in maintaining or increasing VISTIDHiare of the CMV retinitis treatment
market. See "Competition."

GILEAD'S PRODUCT DEVELOPMENT PROGRAMS

Gilead's product development efforts are condubted scientific team with the multidisciplinary B&ithat the Company believes are critical
for the discovery and development of nucleotidesbaberapeutics. Gilead has focused its reseatilevelopment efforts on potential
therapeutic products derived from three nucleobidsed programs: antiviral therapeutics, cardiovastherapeutics and genetic code
blockers. Each of these programs is directed towardievelopment of nucleotide analogues or otbepounds that, through different
mechanisms of action, inhibit the production onaist of disease-causing proteins.

- ANTIVIRAL THERAPEUTICS. Gilead has an extensivirhry of proprietary nucleotide compounds, inchgitidofovir, the active
ingredient in VISTIDE. The Company is developingaihmolecule nucleotide analogues in preclinicabtisgs and clinical trials for the
potential treatment of a variety of viral infectiorThe Company has multiple small molecule prodaadidates in clinical trials for viral
diseases, including human immunodeficiency virk\¢"), hepatitis B virus ("HBV"), herpes simplexrds ("HSV"), human papillomavirus
("HPV") and influenza virus. Gilead's most advanpeaduct candidates are FORVADE-TM- (cidofovir gahid GS

840 (adefovir dipivoxil).



FORVADE is the subject of a new drug applicatiodPA") filed in January 1997 for the treatment ofreetory HSV infection in patients
with AIDS. GS 840 is in Phase I/l trials for theeatment of HIV and AIDS and Phase |l trials tioe treatment of HBV infection.

- CARDIOVASCULAR THERAPEUTICS. Gilead's cardiovasauprogram includes a thrombin inhibitor, GS 528¢ two new classes of
product candidates, Protein C Activator and Ademo$teceptor Regulators, which have the potentiatithress a variety of cardiovascular
conditions.

- GENETIC CODE BLOCKERS. The Company is conductiegearch in collaboration with Glaxo Wellcome oig@hucleotide analogues
that are designed to act inside the cell to blackegulate the production of disease-causing pretei
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The following table summarizes Gilead's product product candidates. This table is qualified sneihtirety by reference to the more
detailed descriptions elsewhere in this Report.

PRODUCT CANDIDATE TARG ET INDICATIONS DEVELOPMENT STATUS(1) WORLDWIDE RIGHTS
ANTIVIRAL THERAPEUTICS
VISTIDE-Registered Trademark- (cidofovir CMV Retin itis Launched in U.S. (6/96) Gilead
injection)
Launch Pending in E.U. Pharmacia &
Upjohn
FORVADE-TM- (cidofovir gel) HSV-Acycl ovir-Resistant NDA; Expanded Access Gilead
Herpes

HSV-Recur rent Genital Herpes Phase I/l Gilead

HPV-Genit al Warts Phase I/l Gilead
GS 840 Oral (adefovir dipivoxil) HIV-AIDS Phase I/l Gilead

Hepatitis B Virus Phase Il Gilead
PMPA IV HIV-AIDS Phase I/l Gilead
PMPA Oral Prodrug HIV-AIDS Clinical Candidate Gilead
Cidofovir Topical Ophthalmic Viral Ker atoconjunctivitis  Phase Il AHP/Storz
Cidofovir Intraocular CMV Retin itis Phase I/11 Gilead
GS 930 IV/Oral Herpesvir uses Phase | Gilead
GS 4104 Oral Influenza Phase | Hoffmann-

La Roche
GS 3333 Analogues Oral HIV-AIDS (protease Preclinical Gilead
inhibit or)

CARDIOVASCULAR THERAPEUTICS

GS 522 and Derivatives Anticoagu lation for Bypass, Preclinical Gilead
Thrombo lytic Adjunct

Protein C Activator Angioplas ty, Thrombolysis  Preclinical Gilead

Adenosine Receptor Regulators Stroke Preclinical Gilead/NIH

GENETIC CODE BLOCKERS

Antisense and Triple Helix Compounds  Cell Cycl e Genes / Cancer, Research Gilead & Glaxo
Viral | nfections, Wellcome
Cardiov ascular Disease

(1) "NDA" indicates that a new drug application teen filed with the FDA for clearance to mark@raduct for the target indication.

"Phase Il/1lI" clinical trials indicates that thempound is being tested in human clinical trialssfafety and efficacy in an expanded patient
population at geographically dispersed clinicatigtsites.

"Phase I/1I" clinical trials indicates that the cpound is being tested in humans for safety andrpirgdry indications of biological activity in
limited patient population.



"Phase I" clinical trials indicates that the compdis being tested in humans for preliminary safetg pharmacologic profile in a limited
patient population.

"Clinical Candidate" indicates that Gilead is coetjrlg preIND animal model studies of a lead compound armbimpiling the data necess:
for the submission of an IND with the FDA.

"Preclinical" indicates that Gilead is conductirffijoacy, pharmacology and/or toxicology testingadiead compound in animal models or
biochemical or cell culture assays.

"Research" includes the development of assay sgstaistovery of prototype compounds and evaluaimhrefinement of prototype
compounds in in vitro testing.

See "Government Regulation” for a more completeri@son of the phases of clinical testing and thgulatory approval process.
ANTIVIRAL THERAPEUTICS

Gilead is developing small molecule nucleotide agaés that are intended to treat viral infectiopsdlectively interfering with proteins
essential for viral replication. Numerous diseaseesses, particularly viral infections, requiregise interactions between cellular or viral
proteins and nucleotides or oligonucleotides. Kangle, many viruses depend upon certain proteinsvk as enzymes to synthesize their
own DNA. This dependence of the virus upon spedifieractions between proteins and nucleic acidsiges opportunities for the
development of therapeutic products that disrugseéhcrucial interactions. Preclinical and clinistaidies have demonstrated that small
molecule nucleotide analogues can selectively inpgrthese interactions.

The Company believes that small molecule nucleaitiogues offer several potential advantagesemaphutics. First, these molecules may
have a long duration of action, permitting lesgjrent and therefore more convenient dosing. Sedmuhuse certain nucleotides can be
active in both infected and uninfected cells, thesdecules may provide prophylactic protection oinflected cells. Third, when compared to
existing antiviral drugs, viruses may be less ijkel develop resistance to these analogues. Iiaddihese analogues may be active against
viral strains that have developed resistance tstiegi antiviral drugs. Finally, the low moleculaeight of these analogues, or prodrug
derivatives of them, may permit their developmeit idrugs suitable for oral administration.

CIDOFOVIR

Cidofovir is a mononucleotide analogue that hasatestrated activity in preclinical studies and dalitrials against several viruses in the
herpesvirus family. Cidofovir is the active ingredi in the Company's commercial product VISTIDE@ovir injection). See "VISTIDE."
Gilead is currently conducting clinical trials aflofovir in different formulations for the potenitiaeatment of infections caused by HSV, F
and CMV. Gilead is also evaluating cidofovir, itravenous and topical formulations, as a potetrggtment for diseases caused by several
other viruses in people with AIDS. In addition,alaborative partner of Gilead, American Home Piduis conducting Phase Il clinical

trials of topical ophthalmic cidofovir, an eyedrfigmmulation, for the potential treatment of certairuses that can cause external infections of
the eye.

The side effect profiles of the drugs under develept based on cidofovir have not yet been fullyrabterized. Renal toxicity is the primary
dose-limiting side effect of VISTIDE administratioim addition, in certain animal studies, cidofowias carcinogenic. There can be no
assurance that the Company will be successfulueldping or commercializing any therapeutic progducther than VISTIDE, based on
cidofovir.

HERPES SIMPLEX VIRUS. The Company is developing MMRE-TM- (cidofovir gel) for the potential treatmeaf lesions caused by
HSV. This product candidate has the same activeedignt as VISTIDE,
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but in a gel formulation for direct topical applica. In 1996, the Company completed a Phaseliflical trial of FORVADE in 30 patients
with AIDS, evaluating the treatment of HSV lesidhat are clinically unresponsive to treatment vaiglyclovir, the standard therapy for this
disease. In this trial, FORVADE demonstrated astaally significant treatment effect in healirtiese lesions. Based on these data, the
Company filed an NDA with the FDA seeking marketaigarance of FORVADE for this indication. The FAcepted the NDA for review
in January 1997. The Company's NDA for FORVADE ¥itgsl on the basis of a single trial, with subsialht less patient data than is
generally required by the FDA for approval. Theae be no assurance as to the timing or ultimateogppof the Company's NDA for
FORVADE.

Herpes lesions that are unresponsive to curreraies can be debilitating and represent a smalhipportant medical need. While the NDA
is under review, Gilead is making FORVADE availatdeeligible patients through an expanded accesgram in the United States. The
Company is also evaluating alternatives for purgueygulatory approval and/or making FORVADE avdiatn an expanded access basis in
certain European countries.

The Company is also evaluating FORVADE as a paetreatment for HSV lesions in immunocompetenigras. Genital herpes simplex
virus infection is a common sexually transmittesiedise. Once a person is infected, the virus maginemthe body indefinitely, evading
attempts by the immune system to destroy it. In61@lead completed a Phase I/l placebo-contratledcal trial of FORVADE in a group
of 96 patients with normal immune systems at midtghinical centers in Canada. Data from this stindijcated that a single application of
FORVADE significantly decreased the time to viraltare negativity in the lesion at all strengthkatige to placebo, and treatment was
associated with a trend toward more rapid healfriggions. The application of FORVADE was generaliil tolerated with no evidence of
systemic side effects.

Further development of FORVADE for the treatmenH&V lesions in immunocompetent patients would megBhase 11/111 trials involving
significant number of patients, as well as adddicanimal testing, including long-term carcinogéyistudies. There are significant
competitive products in this market, including doyar, which will become a generic product in theitéd States in 1997, as well as two n
recently approved products, famciclovir and valdayic. The Company is evaluating the commerciabibéity of developing FORVADE for
this indication, either independently or with alabbrative partner.

HUMAN PAPILLOMAVIRUS. The Company is also develogiffORVADE for the potential treatment of HPV, a sawf genital warts in
humans. FORVADE has demonstrated activity agaif®¥ lih preclinical and clinical studies. Based ois tictivity, Gilead is evaluating
FORVADE in the treatment of HPV-associated genitaits in both HIV-infected and immunocompetentgatss. In a recently completed
Phase I/l multicenter trial that enrolled 69 patgewith AIDS, 64% of the patients treated exparéghcomplete or partial clearance of the
warts. Reversible, mild to moderate reactions egbplication site were observed in some patigvite,no systemic side-effects. A Phase I/ll
study designed to enroll 60 immunocompetent patiefith HPV-associated genital warts is ongoing altiple centers in Europe.

HPV is also associated with increased rates oficarand anogenital cancers. Some HPV types amdfgu85% to 90% of cervical cancers,
and laboratory experiments have demonstratedftBpecific HPV genes in the infected cells arelditieid, the cancer does not progress.
Clinical researchers in Europe are independenthglacting a study of FORVADE for the potential treant of HPV-associated cervical
intraepithelial neoplasia, a precancerous condifzilead is also evaluating other potential antieza applications of FORVADE in
preclinical research.



CYTOMEGALOVIRUS. Gilead is evaluating an intraocutarmulation of cidofovir for local administratidoy direct injection into the eye, a
method that may prove useful as an adjunct to systtherapy with VISTIDE or other systemic agei@dead is conducting a Phase /Il
clinical trial of intraocular cidofovir at multipleenters in the United States. This randomizedcelirtrial is designed to determine the safety,
tolerance and efficacy of various dose levels. Plaaia & Upjohn has the rights to any commercialli@apfions of intraocular cidofovir
outside of the United States. See "Collaborativiateships-- Pharmacia & Upjohn."

OTHER VIRUSES. Gilead has entered into a licenseeagent with American Home Products ("AHP"), whoplthalmologic subsidiary,
Storz Instrument Company, is developing an eyeflsapulation of cidofovir for the potential treatmesf certain viruses that cause external
eye infections, including adenovirus, which is kb&ding cause of viral conjunctivitis, or "pink ey&he license to AHP is limited to topical
ophthalmic use for external viral eye disease,ewudes any treatment requiring injection and taegtment for other eye diseases such as
CMV retinitis. AHP commenced clinical testing optoal ophthalmic cidofovir in December 1995 andusrently conducting Phase |l trials.
See "Collaborative Relationships--American HomedRots."

Preclinical studies have demonstrated that cidofis\vactive against a variety of viruses that calisease in people with AIDS, including
molluscum contagiosum, which causes disfiguring $isions, Kaposi's sarcoma ("KS"), an AIDS-relatedignancy, and progressive
multifocal leukoencephalopathy ("PML"), a rapidlsogressive, often fatal brain disease. Gilead g@ies commencing human studies for
potential treatment of certain of these indicatiom$997, with a topical or intravenous formulatiaincidofovir.

GS 930, a derivative of cidofovir, has been evadan preclinical testing and exhibited comparadwtvity to cidofovir and was tolerated at
higher doses. GS 930 has the potential to be alkBpactrum antiviral, with activity against a numbé&herpesviruses. Gilead completed
Phase | clinical trials in 1996, and determined & 930 was not adequately bioavailable to sugffpdtter development as an oral
therapeutic. Gilead is evaluating derivatives aratipugs of GS 930 for potential development.

The Company has an exclusive, worldwide licengeatent rights and related technology for cidofdérem the Institute of Organic Chemist
and Biochemistry of the Academy of Sciences ofGkaech Republic and the REGA Stichting Researclitistin Belgium (collectively,
"IOCB/REGA"), and is obligated to pay a royaltyl@CB/REGA on the net sales of VISTIDE and any ofm&ducts containing cidofovir.
See "Collaborative Relationships--IOCB/REGA."

GS 840

GS 840 (adefovir dipivoxil) is a mononucleotide lgaie developed as an oral prodrug of GS 393 (alswn as PMEA), the Company's fi
HIV clinical candidate. A prodrug is a modified s&m of a parent compound designed to enhanceedgloharacteristics. GS 840 has
demonstrated preclinical and clinical activity agaiHIV and HBV. GS 840 has been generally wedrated in clinical trials. Observed
adverse events have included mild gastrointesiimalerance and laboratory abnormalities, includiegatic enzyme elevations and rever:
increases in creatinine in some patients. The Conjzadeveloping GS 840 in Phase Il/11l clinicahts as a potential oral treatment for HIV,
and in Phase Il clinical trials as a potential erehtment for HBV.

HUMAN IMMUNODEFICIENCY VIRUS. HIV is the causativagent of AIDS. HIV infects an estimated 23 millipaople worldwide. There
were an estimated 225,000 people with AIDS in tinéed States in 1996.

A number of products with different mechanisms atfan have been approved for the treatment of HIMe first generation of approved HIV
drugs are reverse transcriptase inhibitors, gelyematleoside compounds. Several protease inhibhiare recently been approved for
marketing, and others are in



clinical development. Combination therapy with neseetranscriptase inhibitors and protease inhibitoproving to be effective for many
people with AIDS, in some cases lowering the pdBeriral load (level of virus in the blood) to wetdctable levels for prolonged periods of
time. The Company believes, however, that thestilissubstantial room for improvement in AIDS drtigerapy. Many patients are develog
resistance to combination therapy, and require c@wbinations for therapy to be effective. In aduditipatients would benefit from AIDS
drugs that are better tolerated, more conveniedose and less prone to develop significant rexista

In Phase I/ll trials conducted by Gilead, GS 84@ wssociated with statistically significant antM-ctivity as measured by the surrogate
markers of HIV viral load and CD4 cell counts. Imé& 1996, Gilead initiated a placebo-controlledseh#|ll trial of GS 840 at multiple
centers in the United States, designed to enraibuf®0 patients. Patients in this trial will reseieither GS 840 (one tablet per day) or
placebo, in addition to continuing their currentigatroviral therapy (including combination therapgr six months, followed by a six-month
open label period of therapy with GS

840. Enrollment in this trial is expected to be @bated by mid-1997. If the results from the tridbguately demonstrate GS 840's safety and
efficacy, the Company expects to file an NDA fopagval of GS 840 in 1998. This NDA filing would neige additional safety and efficacy
data from other trials of GS 840 underway or schextito commence in 1997. There can be no assuthatthe Company will file an NDA
for GS 840 on this schedule or at all, or that @8 ®ill be approved for marketing if the NDA isdd.

GS 840 is also being evaluated in a Phase lllimighted in January 1997 by the Community Progsdan Clinical Research on AIDS
("CPCRA"), a clinical trial group sponsored by tiational Institutes of Health ("NIH"). The CPCRAaris designed to enroll up to 2,000
patients, and will evaluate the safety and efficaic§gS 840 in prolonging survival among patientfhwvadvanced AIDS and in preventing the
development of CMV end-organ disease in patienisferted with HIV and CMV. The Company anticipathat a trial similar in size and
scope to the CPCRA trial will be initiated in Eueoand Australia in 1997. The Company is also integtb initiate several smaller trials,
designed to provide guidance to physicians anapgtion appropriate use of GS 840 in combinatidgh ather drugs in AIDS therapy. The
Company is also intending to evaluate lower do$€32840 in several trials in an effort to expahe therapeutic index of the drug. Recent
improvements in AIDS drug therapy may make anyhese trials more difficult to enroll.

HEPATITIS B VIRUS. Gilead is also developing GS §40the potential treatment of HBV. Approximat&@0 million people worldwide
are chronically infected with HBV, primarily in A&n countries. HBV can lead to cirrhosis and can€dhne liver. A vaccine is available that
can prevent the transmission of HBV in some padigmbwever, it has no activity in those alreadgatéd with the virus. Alpha interferon is
approved for the treatment of HBV, is administeogdnjection and is not always successful in cdlitrg the disease.

In 1996, Gilead completed a Phase I/l placebo+otled trial of GS 840 for the treatment of hepati infection at multiple centers in the
United Kingdom, enrolling 20 patients. Data fromnsttrial indicate that GS 840 was well tolerated amsulted in a statistically significant
decline in HBV DNA levels in treated patients comgghto placebo. Gilead intends to initiate multioa&l Phase Il trials of GS 840 for the
treatment of HBYV infection in 1997, designed toadhup to 120 patients, in order to evaluate thegdat three dose levels and in two different
patient populations.

The Company has an exclusive, worldwide licenggatent rights and related technology for GS 840@8d393, which is the parent
compound of GS 840, from IOCB/REGA, and would bégalbed to pay a royalty to IOCB/REGA on any ndesaf GS 840. See
"Collaborative Relationships--IOCB/REGA."

PMPA

The Company is also evaluating PMPA, a nucleotiddague with structural similarities to GS 840 agsotential therapeutic for HIV and
AIDS. PMPA has shown significant activity againshign
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immunodeficiency virus ("SIV") in a variety of pietcal treatment and prevention models. SIV caumsealDS-like syndrome in primates.
In these experiments, primates treated with impastiof PMPA either before or after exposure to ®Bre completely protected from
infection. In a small primate study, a topical fpgin of PMPA also provided protection against Stahsmission when applied intravaginally.

Gilead initiated a placebo-controlled Phase I/livian clinical trial of intravenous PMPA in Octob&96, designed to enroll up to 40 patients.
An oral prodrug of PMPA has been identified by @tleesearchers, and Gilead anticipates beginnimghustudies of the oral prodrug in
mid-1997. There can be no assurance that humaiestotithe PMPA oral prodrug will begin on this edule, or will begin at all. A topical
version of PMPA, with possible application in theyention of sexual transmission of HIV, is in ghgical evaluation.

The Company has exclusive, worldwide license tematights and related technology for PMPA from BJREGA, and would be obligated
to pay a royalty to IOCB/REGA from any net salePMPA. See "Collaborative Relationships--IOCB/REGA.

GS 4104

In September 1996, Gilead researchers announcaeatisitwvery of GS 4104, an orally active neuramis@mhibitor that inhibits the
replication of influenza virus in a variety of ardihmodels. In these experiments, the parent compotieS 4104 was well tolerated and
demonstrated antiviral activity against multipleasis of influenza A and B.

Based on these data, Gilead and F. Hoffmann-La &(f¢toche") entered into an exclusive, worldwideelepment and commercialization
collaboration covering Gilead's neuraminidase iitbib. Gilead and Roche will jointly conduct resgaand development of neuraminidase
inhibitors for the prevention and treatment of urgfhza, with Roche funding the efforts of both gartiRoche has exclusive commercial rights
to any products developed under the collaboratmthe is obligated to pay Gilead cash payments apbievement of development
milestones and royalties on net sales of any ptsdieveloped under the collaboration. See "Collatba Relationships--Hoffmann-La
Roche."

In March 1997, Roche commenced Phase | human alitrials of GS 4104 in the United Kingdom. Gileaaticipates commencing clinical
trials of GS 4104 in the United States in mid-198laxo Wellcome, in collaboration with Biota Holdj® Limited, is also pursuing
development of a neuraminidase inhibitor to traflienza. This compound is in advanced clinical$rand represents significant potential
competition for GS 4104. See "Competition."

OTHER ANTIVIRALS

The Company has an extensive library of proprietargieotide compounds and, using structoaeed drug design techniques, has synthe
other small molecule lead compounds having antigicéivity. Gilead has in preclinical assessmenumber of these compounds that have
potential to address several viral targets, inclggirotease inhibitors for the potential treatna@ritllVV and hepatitis C infection.

CARDIOVASCULAR THERAPEUTICS

Cardiovascular diseases, including stroke, aratimeber one cause of morbidity and mortality inthréted States. Gilead's cardiovascular
therapeutics program is focused on the developofamivel therapeutics based on a detailed undefistgrof the mediators of cardiovascular
disease. Gilead's technological approaches tomasicular therapeutics include combinatorial chegisecombinant protein mutagenesis,
structural chemistry and medicinal chemistry.
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GS 522 AND DERIVATIVES

The Company discovered GS 522 through a combirztapproach designed to identify highly specifibibitors of thrombin. Thrombin is a
naturally occurring protein in the bloodstream thlatys a central role in coagulation and thrombhdécause thrombin generates the fibrin
mesh of blood clots and activates platelet aggiegathe Company believes that it is an attractarget for anticoagulant and antithrombotic
therapy. Coagulation and thrombosis are compleggsges that can lead to occlusion of blood veaselserious related diseases and
disorders. The Company believes that the processagfulation and thrombosis can be controlled itagesettings through the administrat
of a nucleotide-based drug, which could selectihy to thrombin in the bloodstream and inhilstactivity.

Gilead is evaluating derivatives of GS 522 in préchl testing for potential use as anticoagulamtsardiopulmonary bypass surgery.
Preclinical studies performed by the Company haraahstrated that GS 522 is an effective anticoagdaring cardiopulmonary bypass
procedures in animals. Continuous infusions of @3 during surgery in animals have demonstratedirapset, reproducible dose-related
anticoagulant activity, and rapid return to norilaltting times after discontinuation of infusionowever, animal models do not necessarily
predict effectiveness in humans.

Derivatives of GS 522 are being developed which aiag have benefit in the treatment of arteriaenrgssis, including use in combination
with angioplasty procedures or thrombolytic theragayd in the treatment of arterial and venous thasis.

PROTEIN C ACTIVATOR

Thrombin has both procoagulant and anticoagulantities through the activation of naturally-ocdag Protein C. Activation of plasma
Protein C is an important natural anti-thrombotid antiinflammatory pathway. Activated Protein C inhilitsrtain clotting factors which a
key regulatory factors in the clotting cascade.iviated Protein C also inhibits plasminogen activatdich enhances endogenous
thrombolysis by increasing tissue plasminogen atdivactivity.

In order to exploit the potent antithrombotic aityivof Protein C, the Company developed a modifietsion of thrombin which does not
stimulate thrombosis, but retains the ability ttwate Protein C and thereby inhibit thromboside@d has named this novel recombinant
protein Protein C Activator ("PCA").

Gilead has performed animal studies which demotestiat PCA causes potent, dose-dependent antiedi@guwithout increased bleeding
time. These findings suggest that administratioR@A may result in effective inhibition of thromb®swhile not increasing the risk of
intracerebral hemorrhage or stroke. However, anmadels do not necessarily predict effectivenedsimans.

ADENOSINE RECEPTOR REGULATORS

Gilead is working with the National Institute ofdbietes, Digestive and Kidney Diseases at the Niiudy adenosine receptor agonists and
antagonists in the treatment and prevention okstrAdenosine receptor studies have recently ifledtihree classes of receptors which may
play a central role in the regulation of cardiowdac disease. The NIH has synthesized a serieswal ismall molecule adenosine agonist and
antagonist compounds. NIH researchers have idedtifeveral compounds with A3 receptor agonist ataly@nist activity which exhibit
protective effects in an animal model of stroke] mmich have anti-inflammatory and antiallergic pedies. In collaboration with the NIH,
Gilead is currently evaluating several compoundb Wi receptor antagonist or agonist activity ifmnaal models of stroke, and also intend
evaluate the anti-inflammatory and antiallergicgadies of these compounds.

GENETIC CODE BLOCKERS

The Company is conducting research on oligonudeatnalogues that are designed to act inside th d#ock or regulate the production of
disease-causing proteins. The Company is develdpiodypes
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of code blocker compounds: antisense compoundsriteafere with the function of RNA and triple hetompounds that inhibit gene
expression by binding to the DNA double helix. T@mpany's therapeutic targets in its code blockegnam include cancer (particularly the
cell cycle genes implicated in cancer), viral itfees and cardiovascular diseases. The CompangMaslithat its code blocker technology
also have utility as a drug discovery tool. The @any's ability to selectively inhibit the activitf specific genes within cells provides a ra
method of determining the function of a gene tlest & known sequence.

The Company's collaborative relationship with Gla&¥ellcome covers the research and developmentds btocker compounds for all
potential diagnostic and therapeutic applicati@ams] has been the exclusive funding source fordhke blocker program since 1990. In Ma
1996, Glaxo Wellcome and Gilead extended the exjstollaboration for a period of five years. Seelt@borative Relationships-- Glaxo
Wellcome."

The successful development of therapeutics usidg btocker technology will require significant taeital improvements, notably in the
ability of oligonucleotides to enter cells effictgnto enable them to reach their molecular targetdA in the nucleus, and RNA in the
nucleus or the cytoplasm. The inability of a cotticker to enter the cell in sufficient quantity @blimit the effectiveness of the compound,
require higher doses (potentially resulting in wegtable toxicity), and significantly increase tusst of treatment. Although the size and
chemical properties of code blocker oligonucledatitimit their ability to enter the cell, the Compadpelieves that chemical modification or
proprietary permeation enhancers developed by émpgany may overcome this problem. The Companydsdimg a significant part of its
code blocker research program on synthesizing naiggnucleotide analogues that are able to peteetells efficiently.

Other technical challenges that the Company's relséa addressing include enhancing the intragallstability of oligonucleotide analogues,
minimizing interference with normal cellular funai, inhibiting the target gene with sufficient patg, and achieving adequate
pharmacokinetics. There can be no assurance th&dmpany will be successful in overcoming anyheke technical challenges or in
developing effective or commercially viable codedier technology or products.

COLLABORATIVE RELATIONSHIPS

As part of its business strategy, Gilead estabdisiodiaborations with pharmaceutical companiessgishin the clinical development and/or
commercialization of certain of its products anddurct candidates, and to provide support for reberograms. The Company is also
evaluating opportunities for in-licensing produatsl technologies complementary to its businedso@dth no negotiations regarding any such
opportunities are currently in progress. The Comgsaexisting collaborative relationships are afofes:

PHARMACIA & UPJOHN

In August 1996, Gilead and Pharmacia & Upjohn extténto an agreement providing Pharmacia & Upjolith exclusive rights to market
and sell VISTIDE and cidofovir intraocular in abuntries outside of the United States. Under thmdeof the agreement, Pharmacia &
Upjohn paid Gilead an initial license fee of $1tdlion. If the EMEA grants final approval of VISDE for marketing in the European
Union, Gilead is entitled to an additional cashestibne payment of $10.0 million. In addition, ale@d's option, within 60 days of such
approval, Pharmacia & Upjohn will purchase $40.0iam of newly issued shares of Series B PrefeBtatk at a per share purchase price
equal to 145% of the average closing price of Gie&ommon Stock over the 30 trading days priguuinlic announcement of the EMEA
approval. If issued, the Series B Preferred Stoitlknat be publicly registered, will vote togethsith Gilead's Common Stock and will be
convertible at any time into an equal number ofeh@f Common Stock at Pharmacia & Upjohn's optiitarmacia & Upjohn will be
restricted in its ability to sell the Series B Rreéd Stock (or underlying Common Stock), or pusehany additional stock of the Company,
for a
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period of five years from the original purchasde@il is entitled to royalty payments on a quartbegis on the net sales of VISTIDE by
Pharmacia & Upjohn. Pharmacia & Upjohn has thetrigherminate the agreement at any time beginimiriugust 1998, upon six months
notice. See "VISTIDE."

HOFFMANN-LA ROCHE

In September 1996, Gilead and Roche entered intdl@oration agreement to develop and commereidhzrapies to treat and prevent viral
influenza. Under the agreement, Roche receivedisixa worldwide rights to Gilead's proprietary ighza neuraminidase inhibitors,
including GS 4104. In October 1996, Roche madenaiali license fee payment to Gilead of $10.3 railliand Gilead is entitled to additional
cash milestone payments of up to $40.0 million uadmevement of development milestones. Rochefwrilll all research and development
costs and pay Gilead royalties on the net salemgrproducts developed under the collaborationhBdw@s the right to terminate the
agreement at any time upon 12 months notice. Séeds Product Development Programs--GS 4104."

In September 1996, Gilead and Roche entered intmeement to co-promote Roche's Roferon-Registaememark--A (Interferon alfa-2a,
recombinant) for the treatment of chronic hepa@imfection in the United States. The agreementicaes until December 31, 1999, unless
earlier terminated by either party as of Decemlerl®98. Under the agreement, Gilead's antiviratisfty sales force is obligated to make a
fixed number of calls to promote Roferon-A in egelar. Roche paid Gilead a $150,000 one-time fd®@6. Roche will pay Gilead a royalty
based on the net product sales beginning in 19899 "8Marketing and Sales."

GLAXOWELLCOME

In July 1990, Gilead entered into a research andldpment agreement with Glaxo Wellcome. Concurvétit the signing of the agreement
Glaxo Wellcome made an $8.0 million equity investime Gilead, and currently holds approximately?8.af the Company's outstanding
Common Stock. The collaboration with Glaxo Wellcohas been modified and extended on several ocaasince 1990, most recently in
March 1996. At that time, Gilead and Glaxo entergd a new collaborative research agreement, ekigrfdr five years the existing
collaboration between the parties. Under the teviitbe 1996 agreement, Glaxo will fund Gilead'saing research in the code blocker field
for five years. Each party has a worldwide licettsthe other party's patent rights to researcheldgy manufacture and sell products base
code blocker technology for all applications. Glaxith have the primary right to develop any produittentified during the collaboration.
Gilead is entitled to payments for achievementefalopment milestones, as well as royalties onpaiagiuct sales. Glaxo has a right to
terminate the collaborative research and fundirangttime after two years (beginning in 1998), imiet case Gilead could develop code
blocker technology independently or with a thirdtpa

AMERICAN HOME PRODUCTS

In August 1994, the Company entered into a licamksupply agreement with American Cyanamid Compiaony a part of American Home
Products, pursuant to which the Storz Instrumemh@any subsidiary of AHP will develop and have tightrto market an eyedrop
formulation of cidofovir for the potential treatntesf topical ophthalmic viruses. The field of theckisive, worldwide license to AHP is
limited to topical ophthalmic use for external Vieye disease, and specifically excludes any treatmequiring injection, and any treatment
for other eye diseases such as CMV retinitis. Inddeber 1995, AHP commenced human clinical trial®pical ophthalmic cidofovir and is
currently conducting a Phase |l trial. Gilead ititeed to receive a fee each year until AHP filesNDA under the agreement. In addition,
AHP is obligated to make a series of payments bardtie achievement of development milestonesffardnt countries during the term of
the agreement. Gilead is responsible for supplbing cidofovir to AHP, and AHP is obligated to matkwyalty payments to Gilead based on
net sales of any products developed under the mgmete AHP may terminate this agreement at any imghree months notice.
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IOCB/REGA

In 1991 and 1992, the Company entered into agremméth IOCB/REGA regarding a class of nucleotidenpounds, including cidofovir,

GS 393 (the parent compound of GS 840) and PMPAleUthese agreements and later amendments, Gdeaiyed from IOCB/REGA an
exclusive license to manufacture, use and seltdngpounds covered by issued United States patedtpatent applications plus foreign
counterparts throughout the world, subject to digabon to pay royalties on product sales to IORBGA. IOCB/REGA may terminate the
licenses under these agreements with respect tpaatigular product, in specified countries, if thempany does not make any sales of such
product in such countries within 12 months aftgutatory approval. Under one of these agreemdmsCbmpany has an option to receive an
exclusive license to any new developments by IOE&R during the term of this agreement. Such agre¢may be terminated by either
party on six months notice.

ACADEMIC AND CONSULTING RELATIONSHIPS

To supplement its research and development effinesCompany collaborates with and has licensedicgpatents and patent applications
from a number of universities and medical researstitutions.

MANUFACTURING

The Company generally relies on third parties fer tanufacture of bulk drug substance and finad groduct for clinical and commercial
purposes, including for VISTIDE, FORVADE and GS 8R@irsuant to such manufacturing relationshipsChipany depends on such third
parties to perform their obligations effectivelydaon a timely basis. There can be no assurancetubhtparties will perform and any failures
by third parties may delay clinical trials or theébmission of products for regulatory approval, itnplae Company's ability to deliver
commercial products on a timely basis, or otherwigaair the Company's competitive position, whidld have a material adverse effect on
the Company.

The Company has qualified a sole source supplittr thie FDA for the bulk drug substance used in VI3 and another sole source supplier
for the final drug product. Gilead has establishextcond source of bulk drug substance supply F8TNDE (and for FORVADE), but has r
yet qualified this source with the FDA. The usdha$ second source or other alternative supplidisequire FDA approval, which will b

time consuming. Consequently, in the event thapkesp from either of these sole source supplienewserrupted for any reason, the
Company's ability to ship VISTIDE or FORVADE couté impaired, which would have a material adverecebn the Company.

Gilead has developed in-house capabilities to ggitle and purify nucleotides and oligonucleotidesi believes that it has a base of
proprietary technologies, including patent appi@as and trade secrets, for the manufacture oethempounds. Gilead has established a
pilot-scale, bulk chemical facility, which operaiascompliance with the FDA's current Good Manutfiictg Practices ("cGMP"), to meet its
current preclinical and limited early-stage cliniquirements. The Company believes that it hasilbbe able to develop, acquire or
contract for sufficient supply capacity to meetatilitional clinical and commercial manufacturieguirements, although there can be no
assurance that it will be able to do so. Gileadentty has no commercial-scale cGMP manufacturaungifies for either the production of
bulk drug substance or final drug product, and umoent plans to establish such capacity.

The manufacture of sufficient quantities of newg#rean be an expensive, time-consuming and conppteess and may require the use of
materials with limited availability or require depkence on sole source suppliers. If the Compauapable to develop manufacturing
capabilities internally or contract for large scalanufacturing with third parties on acceptablengrthe Company's ability to conduct
preclinical studies and clinical trials, and/or meéemand for commercial products, will be adversdfgcted. This could prevent or delay
commercial shipment, submission of products foulatpry approval and initiation of new developmpragrams, which would have a
material adverse effect on the Company.
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The production of the Company's compounds is baspdrt on technology that the Company believesetproprietary. Gilead has licensed
this technology to contract manufacturers to entit#en to manufacture compounds for the CompanyreTe@n be no assurance that such
manufacturers will abide by any use limitationsonfidentiality restrictions in licenses with thei@pany. In addition, any such manufactt
may develop process technology related to its @rksilead, which could increase the Company'sairele on such manufacturer or require
the Company to obtain a license from such manufactn order to have its products manufacturedveieee. There can be no assurance that
such license, if required, would be available amteacceptable to the Company, if at all.

For certain of its potential products, including @84 for the potential treatment and preventiomfiffienza, the Company will need to
develop further its production technologies for asea larger scale in order to conduct clinicallsriand produce such products for comme
sale at an acceptable cost. There can be no assutat the Company or its partners will be ablerplement any of these developments
successfully.

MARKETING AND SALES

In connection with the launch of VISTIDE in 1996/éad established a sales force of antiviral spistsan the United States. This group
currently consists of 26 sales representativedtaneg regional directors who call directly on plajesns, hospitals, clinics, pharmacies and
other healthcare providers involved in the treathodépatients with CMV retinitis. VISTIDE is soldyliGilead to wholesalers and specialty
distributors, who in turn sell the product to haals, home healthcare companies, pharmacies and lotlalthcare providers. Gilead's sales
force also promotes Roferon-Registered Trademarl@sirferon alfa2a, recombinant), Roche's product for the treatraBhepatitis C in th
United States, pursuant to a co-promotion agreemihtRoche entered into in September 1996. Seddlrative Relationships--
Hoffmann-La Roche." Gilead's sales force is suppleted by a marketing and sales staff of approxiipate people based at the Company's
headquarters in Foster City, California.

The Company anticipates that its existing salesefavill promote FORVADE in the United States, i&tiproduct receives marketing cleare
from the FDA. Gilead does not anticipate that astaufitial increase in its sales force or marketespurces will be required to market and sell
FORVADE. If any of the Company's other productsl@velopment for specialty markets receive markatiegrance in the United States, or
if the Company obtains marketing rights to suchapct from a third party, Gilead's current intentivould be to market and sell such a
product directly, supplementing its existing mankgtand sales staff as appropriate. Gilead hasstablished a marketing and sales capacity
in Europe or any other country outside of the Uhiiates. Pharmacia & Upjohn has exclusive commlerights to VISTIDE and intraocular
cidofovir outside the United States, and Rochedxatusive commercial rights to GS 4104 on a worttwbasis. Gilead intends to evaluate
the establishment of a direct European marketimysates capacity in connection with the potenéiahkch of GS 840 in Europe for the
treatment of HIV and AIDS, if that product receivaarketing approval. The Company does not curréntind to directly market and sell

any product outside of the United States and Europe

The revenues received by Gilead for its produdtgesii to commercial collaborations, including VI®H outside of the United States, and
GS 4104 on a worldwide basis, are dependent toga Begree on the efforts of third parties. Ther lse no assurance that such efforts will
be successful, that the interests of the Compadytamartners will not be in conflict or that aofythe Company's partners will not terminate
their relationship with the Company. See "Collab@seRelationships."

PATENTS AND PROPRIETARY RIGHTS

Gilead has a proprietary portfolio of patent rigatsl exclusive licenses to patents and patentcgtialins in the field of nucleotide-based
therapeutics. The Company has filed patent appicsidirected to the compositions of matter, meshaichbreparation and uses of novel
compounds on the
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commercial market, under research or in developniRatent applications have been filed which encanpgampounds that are relevant to
many of the targets the Company is currently retgag, as well as other targets that may be ofasteo Gilead in the future. Gilead intends
to file additional patent applications, when appiate, relative to improvements in its technologyl 4o specific products that it develops.

Several patents relating to cidofovir (the actigredient in VISTIDE and FORVADE) and GS 393 (tleeemt compound of GS 840),
including composition of matter claims, have bessuéed in the United States, Western Europe andadetber jurisdictions. The Company
has exclusive licenses from third parties covetirege patents and other patent applications. Saléatorative Relationships--10CB/
REGA." The Company does not have patent filingseciog GS 840 in China or in other certain otheraf\stountries, although it does have
an application pending in Japan. Asia is a majakketeor hepatitis B therapies, one of the potémtidications for GS 840. In addition,
patents on certain of the Company's compounds ssayeimany years before marketing approval is oddaiimiting the ultimate commercial
value of the product.

The Company is the holder of, or is a licensee waipect to, patents and patent applications itJtlieed States and abroad relating to cel
basic aspects of code blocker technology, anceifithder of patent applications relating to neuradaise inhibitors and their use in the
treatment and prevention of influenza. The Compamware that others have patents or pending ajalits that relate to its own in these
fields. The Company cannot predict whether its qiade license rights or those of third parties wélsult in a significant position in these
fields, whether its patents or those of third gartivill be issued, whether its patents or thogliad parties will provide significant proprieta
protection, or whether they will be circumventedroralidated.

The commercial success of the Company will alseddpn part on not infringing patents or proprigtaghts of others and not breaching the
licenses granted to the Company. There can beswasce that the Company will be able to obtainenke to any thirgharty technology thi

it may require to conduct its business or thabpifainable, such technology can be licensed asoreble cost. Failure by the Company to
obtain a license to any technology that it may meqio commercialize its technologies or productg/thave a material adverse effect on the
Company.

The patent positions of pharmaceutical, biopharméca and biotechnology firms, including Gileade generally uncertain and involve
complex legal and factual questions. Consequeentign though Gilead is currently prosecuting itepaapplications with the United States
and foreign patent offices, the Company does nowkwhether any of its pending applications willuksn the issuance of any patents or, if
any patents are issued, whether they will provigeiicant proprietary protection. Since patent laggiions in the United States are
maintained in secrecy until patents are issued sarwt publication of discoveries in the scientificpatent literature tend to lag behind actual
discoveries by several months, Gilead cannot bioethat it has rights as the first inventor aftterologies covered by pending patent
applications or that it was the first to file patapplications for such inventions.

The Company also relies upon unpatented tradetseamd improvements, unpatented know-how and aaingjtechnological innovation to
develop and maintain its competitive position whitckeeks to protect, in part, by confidentialigreements with its corporate partners,
collaborators, employees, consultants and vendbesxe can be no assurance that these agreememstlke breached, that the Company
would have adequate remedies for any breach, btth@Company's trade secrets will not otherwismlree known or be independently
discovered by competitors.

Gilead's practice is to require its corporate pancollaborators, employees, consultants andorsrid execute a confidentiality agreement
upon the commencement of a relationship with thengany. The agreements provide that all confideirifarmation developed or made
known to an individual during the course of thatieinship shall be kept confidential and not diselibto third parties except in specified
circumstances. In the case of employees, the agmtsmrovide that all inventions
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conceived by the individual while employed by thentpany shall be the exclusive property of the Campdhere can be no assurance,
however, that these agreements will provide mednimgotection for the Company's trade secrethedvent of unauthorized use or
disclosure of such information.

COMPETITION

The Company's products and development programettarnumber of diseases and conditions, includirag infections, cardiovascular
disease and cancer. Even if the Company is suct@ssfeveloping additional products to treat afiyh@se diseases or conditions, there can
be no assurance that VISTIDE or any other prodihetsreceive marketing clearance will achieve digant commercial acceptance. There
are many commercially available products for thdiseases, and a large number of companies antiititsis are conducting well-funded
research and development activities directed atldping additional treatments for these diseases.

Ganciclovir, marketed in intravenous and oral folations by Roche Laboratories and as an ocularantgdy Chiron Corporation, and
foscarnet, marketed by Astra U.S., are commerc@ibilable for the treatment of CMV retinitis. Tlegsroducts are directly competitive with
VISTIDE. Several other potential CMV retinitis tlageutics are being developed by other companiesimdber of therapeutics are currently
marketed or are in advanced stages of clinical ldpweent for the treatment of AIDS and herpes simpleus. Glaxo Wellcome, in
collaboration with Biota Holdings Limited, is puisg development of a neuraminidase inhibitor tatiafluenza. This compound is in
advanced clinical trials and represents signifiganiential competition for GS 4104. The Companyewels that its products and product
candidates have competitive advantages over thesegis, particularly with regard to dosing conesrtie and duration of action. However,
there can be no assurance that VISTIDE or anyethmpany's products in development will competeassfully with other available
products.

Nucleotide-based drugs would compete for market share, inyro&their applications, with existing therapieselindications being pursued
by the Company's cardiovascular therapeutics progne addressed to varying degrees by existingugtedand are the subject of extensive,
well-funded programs sponsored by a number of lplggmaceutical companies. In addition, a numbeoofpanies are pursuing the
development of technologies competitive with thenpany's code blocker program. These competing coiepinclude specialized
pharmaceutical firms and large pharmaceutical canegaacting either independently or together witipbarmaceutical companies.
Furthermore, academic institutions, government eigsrand other public and private organizationgiooting research may seek patent
protection and may establish collaborative arrareygmfor product and clinical development.

Gilead anticipates that it will face increased cetitpn in the future as new products enter theketaaind advanced technologies become
available. There can be no assurance that exigtducts or new products developed by the Compaoypetitors will not be more
effective, or more effectively marketed and sotdyt any that may be developed by the Company. Ciitimpeproducts may render Gilead's
technology and products obsolete or noncompetjtii@ to the Company's recovering research, devedt or commercialization expenses
incurred with respect to any such products.

Many of the Company's existing or potential contpesi, particularly large pharmaceutical comparti@se substantially greater financial,
technical and human resources than the Comparagdition, many of these competitors have signifigagreater experience than the
Company in undertaking research, preclinical stdied clinical trials of new pharmaceutical produobtaining FDA and other regulatory
approvals, and manufacturing, marketing and seflingh products. Accordingly, the Company's compegiinay succeed in commercializing
the products more rapidly or more effectively thila@ Company, which would have a material adverfeebn the Company.

The Company's competition will be determined irt jpgrthe potential indications for which the Comparcompounds are developed and
ultimately approved by regulatory authorities. Eertain of the Company's potential products, aroitgmt competitive factor may be the
timing of market introduction
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of its products or competitive products. Accordinghe relative speed with which Gilead can devgloglucts, complete the clinical trials
and approval processes, and supply commercial ifjeardf the products to the market are expectdabtomportant competitive factors. The
Company expects that competition among productsozpp for sale will be based, among other thingsprduct efficacy, safety, dosing
convenience, availability, price and patent positio

The Company's competitive position also depends ifgability to attract and retain qualified pereel, obtain patent protection or otherv
develop proprietary products or processes, andeetificient capital resources for the often sabal period between technological
conception and commercial sales.

GOVERNMENT REGULATION

The production and marketing of the Company's petedand its research and development activitiesaogct to regulation for safety,
efficacy and quality by numerous government authesrin the United States and other countrieshénUnited States, drugs are subject to
rigorous FDA regulation. The Federal Food, Drug @admetic Act, as amended ("FFDCA") and the regadatpromulgated thereunder, and
other federal and state statutes and regulatiang&rg, among other things the testing, manufactafety, efficacy, labeling, storage, record
keeping, approval, advertising and promotion of@enpany's products. Product development and appvathin this regulatory framework
takes a number of years and involves the expemrddfisubstantial resources.

The steps required before a pharmaceutical agepbmanarketed in the United States include (i) lmeal laboratory tests, IN VIVO
preclinical studies and formulation studies, (ii¢ submission to the FDA of an investigational mieug application ("IND"), which must
become effective before clinical trials commendg,gdequate and well-controlled clinical triats éstablish the safety and efficacy of the
drug, (iv) the submission of a new drug applicaitdDA") to the FDA and (v) the FDA approval of ttiNDA, prior to any commercial sale
or shipment of the drug. In addition to obtainirfgA-approval for each product, each drug manufactuestablishment must be registered
with, and approved by, the FDA. Domestic manufantuestablishments, including third party contnaetnufacturers producing a drug
sponsor's products, are subject to periodic ingpesby the FDA and must comply with cGMP. To sypgmioducts for use in the United
States, foreign manufacturing establishments musipty with cGMP and are subject to periodic insjmecby the FDA or by regulatory
authorities in certain of such countries underpexial agreements with the FDA. Drug product andydiubstance manufacturing
establishments located in California also mustdenked by the State of California in compliancthvwacal regulatory requirements.

The FDA has implemented accelerated approval proesdor pharmaceutical agents that treat seriolifeethreatening diseases and
conditions, especially where no satisfactory aliéue therapy exists. Drug sponsors are generadjyired to conduct post-marketing clinical
trials of drugs that have been approved under B&'s-accelerated approval procedures, in ordeuntihnér characterize the drug's safety and
efficacy profile. The Company believes that GS 844 certain of its other products in developmeny mualify for accelerated approval. The
Company cannot predict the ultimate impact, howeokthe FDA's accelerated approval proceduresheriiining or likelihood of approval «
any of its potential products or those of any cotihpe

Preclinical tests include laboratory evaluatioprdduct chemistry and formulation, as well as ahishadies to assess the potential safety and
efficacy of the product. Compounds must be fornadatccording to cGMP and preclinical safety tesistrbe conducted by laboratories that
comply with FDA regulations regarding current Gdaboratory Practices ("GLP"). The results of thedtinical tests are submitted to the
FDA as part of an IND and are reviewed by the FDipto the commencement of clinical trials. Addital pharmacology and toxicology
studies are generally conducted concurrently wittical trials.
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Clinical trials involve the administration of theviestigational new drug to healthy volunteers guatients, under the supervision of qualified
principal investigators. Clinical trials are contettin accordance with Good Clinical Practices umaetocols that detail the objectives of the
study, the parameters to be used to monitor safedythe efficacy criteria to be evaluated. Eacliqua must be submitted to the FDA as part
of the IND. Further, each clinical trial must bendacted under the auspices of an independentutistial Review Board ("IRB") at the
institution at which the study will be conductedhelRB will consider, among other things, ethicaitbrs, the safety of human subjects and
the possible liability of the institution.

Clinical trials are typically conducted in threegygential phases, but the phases often overlaphdsél, the initial introduction of the drug i
healthy human subjects, the drug is tested fotysédelverse effects), dosage tolerance, metabotigtrjbution, excretion and
pharmacodynamics (clinical pharmacokinetics andmphaology). Phase Il involves studies in a limipadient population to (i) determine the
efficacy of the drug for specific, targeted indioas, (ii) determine dosage tolerance and optimahde and

(iii) identify possible adverse effects and safietks. When a compound appears to be effectiva@hdve an acceptable safety profile in
Phase Il clinical trials, Phase Ill clinical trisdse undertaken to further evaluate and confirmicdi efficacy and to further test for safety
within an expanded patient population at geogragllyiclispersed clinical study sites. There can dassurance that Phase |, Phase Il or f
1l clinical trials will be completed successfullyithin any specified time period, if at all, withspect to any of the Company's products
subject to such testing. Furthermore, the ComparnlyeoFDA may delay or suspend clinical trials @ eime if it is felt that the subjects or
patients are being exposed to an unacceptablehtresit

The results of the preclinical studies and clintci@ls are submitted to the FDA in the form of DA for approval of the marketing and
commercial shipment of the drug. The testing angr@al process is likely to require substantialgiand effort and there can be no assur.
that any approval will be granted on a timely baiat all. The FDA may deny an NDA if applicabikgulatory criteria are not satisfied,
require additional testing or information, requsignificant improvements to manufacturing faciktier require extensive post-marketing
testing and surveillance to monitor the safetyficacy of the Company's products if they do n@withe NDA as containing adequate
evidence of the safety and efficacy of the drugtvitbstanding the submission of such data, the Fiay ultimately decide that the
application does not satisfy its regulatory cradr approval. Moreover, if regulatory approvakodrug is granted, such approval may entalil
limitations on the indicated uses for which it msymarketed. Finally, product approvals may be dvétvn if compliance with regulatory
standards is not maintained or if problems occllioiong initial marketing.

Among the conditions for NDA approval is the regaient that the prospective manufacturer's quatibtrol and manufacturing procedures
conform to cGMP, which must be followed at all tsnén complying with standards set forth in thesgutations, manufacturers (including a
drug sponsor's third- party contract manufactunensdt continue to expend time, money and effothéarea of production and quality
control to ensure full technical compliance.

In addition to regulations enforced by the FDA, @@mpany also is subject to regulation under theupational Safety and Health Act, the
Environmental Protection Act, the Toxic SubstanCestrol Act, the Resource Conservation and Recofetyand other present and potential
future federal, state or local regulations. The @any's research and development involves the dadrose of hazardous materials,
chemicals, viruses and various radioactive compsuAtthough the Company believes that its safebgedures for handling and disposing
such materials comply with the standards presctiyestate and federal regulations, the risk of@auial contamination or injury from these
materials cannot be completely eliminated. In thené of such an accident, the Company could be Itk for significant damages or fines.
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In the European Community, human pharmaceuticalymts are also subject to extensive regulation.Hirepean Community
Pharmaceutical Directives govern, among other #itite testing, manufacture, safety, efficacy, llabestorage, record keeping, advertising
and promotion of human pharmaceutical productediffe in January 1995, the European Communitytedatew regulations providing for
a centralized licensing procedure, which is mangdiar certain kinds of products, and a decentealigcountry by country) procedure for all
other products. A license granted under the cem¢rdiprocedure authorizes marketing of the produatl of the member states of the
European Community. Under the decentralized praeedulicense granted in one member state cantbaded to additional member states
pursuant to a simplified application process. k¢kntralized procedure, the EMEA coordinates ensific review by one or more rapporte
chosen from among the membership of the CommitieProprietary Medical Products ("CPMP"), whichnegent the medicine authorities
the member states. The final approval is granted tgcision of the Commission or Council of thedpgan Community, based on the
opinion of the CPMP.

PRICING AND REIMBURSEMENT

The business and financial condition of pharmacalitind biotechnology companies will continue taffected by the efforts of government
and third-party payors to contain or reduce theé obkealth care through various means. For exanipleertain foreign markets pricing or
profitability of prescription pharmaceuticals isbgect to government control. In particular, indiva pricing negotiations are often required in
each country of the European Community, even if@ygd to market the drug under the EMEA's centealiprocedure is obtained. In the
United States, there have been, and the Comparmgctsxiat there will continue to be, a number défal and state proposals to implement
similar government control. In addition, an inciegsemphasis on managed care in the United Stateaitd will continue to increase the
pressure on pharmaceutical pricing. While the Camggannot predict whether any such legislativeegutatory proposals will be adopted or
the effect such proposals or managed care effagshrave on its business, the announcement of seglogals or efforts could have a
material adverse effect on the trading price ofGloenpany's Common Stock, and the adoption of sumhqgsals or efforts could have a
material adverse effect on the Company. Furthehdaextent that such proposals or efforts havetenal adverse effect on other
pharmaceutical companies that are prospective catgppartners for the Company, the Company's glvdiestablish a strategic alliance may
be adversely affected. In addition, in both thetelhiStates and elsewhere, sales of prescriptiomattzuticals are dependent in part on the
availability of reimbursement to the consumer fribvind-party payors, such as government and privesigrance plans that mandate rebates or
predetermined discounts from list prices. For examg majority of VISTIDE sales is subject to reumkement by government agencies,
resulting in significant discounts from list priaad rebate obligations. The Company expects thatakof its other products in development,
particularly for AIDS indications, will have a sitar reimbursement profile. In addition, third-papgyors are increasingly challenging the
prices charged for medical products and serviéeselCompany succeeds in bringing one or moretiathail products to the market, there |
be no assurance that these products will be corsldmst effective and that reimbursement will bailable or will be sufficient to allow the
Company to sell its products on a competitive basis

HUMAN RESOURCES

As of December 31, 1996, Gilead employed 248 pefiiltime, of whom 69 hold Ph.D. and/or M.D. degseand 30 hold other advanced
degrees. Approximately 149 employees are engagess@arch and development activities and 99 ardogexbin finance, sales and
marketing, corporate development, legal and geraghalinistrative positions. Gilead believes thab#intains good relations with its
employees.

SCIENTIFIC ADVISORY BOARD

The Company's Scientific Advisory Board is composg&ihdividuals with expertise in fields relatedttee Company's programs. This Board
holds formal meetings with scientists from the Campat least
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once a year. In some cases, individual membetsi®Bbard consult and meet informally with the Camyp on a more frequent basis. Each of
the members of this Board has a consulting agreewigmthe Company.

The members of Gilead's Scientific Advisory Board as follows:

DANIEL L. AZARNOFF, M.D., has been a member of Gitks Scientific Advisory Board since January 199@ headed G.D. Searle & Co.'s
research and development from 1979 through 198bpeaviously was Professor of Medicine and Pharteggoat the University of Kansas.
Dr. Azarnoff is a member of the Institute of Medieiof the National Academy of Sciences.

JACQUELINE K. BARTON, PH.D., has been a member 8é&l's Scientific Advisory Board since January 998he is a Professor of
Chemistry at the California Institute of Technolqgg€al Tech"), a member of the American AcademyAds and Sciences and a recipient of
a MacArthur Foundation Fellowship.

PETER B. DERVAN, PH.D., has been a member of Gle&dientific Advisory Board since September 1387 is Bren Professor of
Chemistry at Cal Tech and a member of the Natigiwaldemy of Sciences and the American Academy of and Sciences.

MICHAEL J. GAIT, PH.D., has been a member of Gilsdscientific Advisory Board since July 1989. HaiSenior Staff Scientist with the
Medical Research Council in Cambridge, England.

RALPH F. HIRSCHMANN, PH.D., has been a member dé&id's Scientific Advisory Board since October 1986 is a Research Professor
of Chemistry at the University of Pennsylvania.\isasly, Dr. Hirschmann was employed by Merck & Quost recently as Senior Vice
President of Basic Research and Chemistry. DrcHit&nn is a member of the American Academy of Anid Sciences.

LAWRENCE L.-K. LEUNG, M.D., has been a member ofdad's Scientific Advisory Board since Septembé4l®He is Chief of the
Division of Hematology at the Stanford UniversityeMcal School. Dr. Leung was previously DirectoCardiovascular Biology and
Medicine at Gilead.

BUSINESS ADVISORY BOARD
The members of Gilead's Business Advisory Boardaar®llows:

JOSEPH A. CALIFANO, JR. has been a member of GiteBdsiness Advisory Board since September 1988s lthee Chairman and
President of the Center on Addiction and Substainese. Formerly, he was the managing partner ofalvefirm of Dewey, Ballantine,
Bushby, Palmer & Wood. Mr. Califano served as Sacyeof Health, Education and Welfare from 197721939.

THOMAS D. KILEY has been a member of Gilead's BasmAdvisory Board since January 1990. He is amraty and independent
consultant specializing in intellectual propertylarorporate strategy in the biotechnology indusity. Kiley formerly served as Vice
President and General Counsel and as Vice Predmte@brporate Development at Genentech, Inc.

JOHN E. ROBSON has been a member of Gilead's BssiAdvisory Board since November 1993. He is a@ehilvisor with Robertson,
Stephens & Company, LLC. Formerly, he was Deputyr&ary of the United States Treasury, and Presigieth Chief Executive Officer of
G. D. Searle & Co. Mr. Robson has also served asr@han of the Civil Aeronautics Board, Underseanets the United States Department
of Transportation and Dean of the Emory UniverSighool of Business Administration.

GAIL R. WILENSKY has been a member of Gilead's Besis Advisory Board since February 1996. She iSdtha M. Olin Senior Fellow at
Project HOPE, and Chair of the Physician Paymenrte®eCommission, responsible for advising the IC8ngress on Medicare and
Medicaid matters. Dr. Wilensky was previously Dgpassistant to the President for Policy Developmantl Administrator of the Health
Care Financing Administration of the U.S. DepartingfrHealth and Human Services.
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RISK FACTORS

IN THIS SECTION, THE COMPANY SUMMARIZES CERTAIN RISS THAT SHOULD BE CONSIDERED BY STOCKHOLDERS
AND PROSPECTIVE INVESTORS IN THE COMPANY. THESE RS ARE DISCUSSED IN DETAIL BELOW, AND ARE
DISCUSSED IN CONTEXT IN OTHER SECTIONS OF THIS RERD

RAPIDLY CHANGING ENVIRONMENT FOR AIDS THERAPEUTICS

Several of the Company's products and productsweldpment address AIDS or AIDS-related conditiomsluding VISTIDE for CMV
retinitis, FORVADE for refractory HSV infection, G®I0 for HIV and AIDS and PMPA for HIV and AIDS. &medical, regulatory and
commercial environment for AIDS therapies is chaggat a rapid pace, often in unpredictable ways eixample, medical opinion on
appropriate treatment regimens for people with Al®8volving and is often in conflict. This evoluti can have a dramatic impact on the
regulatory requirements for the approval of AID8rdpies as well as the commercial prospects ofinhatal therapies. In addition,
improvements in AIDS therapy reduce the potenti@himercial market for therapies to treat AIDS-redatenditions such as CMV retinitis,
and make clinical trials for new AIDS therapies mdifficult to enroll. As a participant in the déopment and marketing of AIDS therapies,
Gilead is subject to dramatic changes in the regylaand commercial environment in which it opesatghich could have a material adverse
impact on the Company. See "VISTIDE" and "Giled&t'sduct Development Programs."

NO ASSURANCE OF REGULATORY APPROVAL; GOVERNMENT REG ULATION

The Company's preclinical studies and clinicaldtias well as the manufacturing and marketingsopotential products, are subject to
extensive regulation by numerous federal, statd@ral government authorities in the United StaBimilar regulatory requirements exist in
Europe and in other countries where the Compamndy to test and market its potential products. Gtvpany's NDA for FORVADE is
currently under review by the FDA, and the Companijcipates filing for marketing approval of addital products over the next several
years. There can be no assurance that FORVADEyoofahe Company's other products in developmettraceive marketing approval
any country on a timely basis, or at all.

The regulatory process, which includes preclingtatlies and clinical trials of each compound tal@gth its safety and efficacy, takes many
years and requires the expenditure of substamsalurces. Moreover, if regulatory approval of egdeugranted, such approval may en
limitations on the indicated uses for which it nimymarketed. Failure to comply with applicable tetnry requirements can, among other
things, result in fines, suspension of regulatgpravals, product recalls, seizure of productsyaiieg restrictions and criminal prosecutions.
Further, FDA policy may change and additional gameent regulations may be established that couldgmteor delay regulatory approval of
the Company's potential products. In addition, aket@d drug and its manufacturer are subject ttimoal review, and later discovery of
previously unknown problems with a product or mastdirer may result in restrictions on such prodwehanufacturer, including withdrawal
of the product from the market. See "GovernmentuRdimpn."

UNCERTAINTIES RELATED TO CLINICAL TRIALS

Before obtaining regulatory approvals for the conuia sale of any of its products under developmtig Company must demonstrate
through preclinical studies and clinical trialsttttee product is safe and efficacious for use chetarget indication. The results from
preclinical studies and early clinical trials magt be predictive of results that will be obtainadarge-scale testing, and there can be no
assurance that the Company's clinical trials vélindnstrate the safety and efficacy of any prodoictsill result in marketable products. A
number of companies in the biotechnology indusaiyehsuffered significant setbacks in advancedddirtrials, despite promising results in
earlier trials.
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The rate of completion of the Company's clinicallsris dependent upon the rate of patient accRatlent accrual is a function of many
factors, including the size of the patient popwolatithe nature of the protocol, the proximity ofigats to clinical sites and the eligibility
criteria for the study. In addition, recent improwents in AIDS drug therapy may make clinical trimsnew AIDS therapies more difficult to
enroll. Delays in planned patient enroliment casuliein increased costs and delays. In additiotheafCompany is unable to successfully
complete its clinical trials, its business couldrbaterially adversely affected. See "Gilead's Pcofevelopment Programs.”

DEPENDENCE ON COLLABORATIVE RELATIONSHIPS

The Company has established a number of significalfaborative relationships with major pharmacealtcompanies, including Pharmacia
& Upjohn, Hoffmann-La Roche, Glaxo Wellcome and Aioan Home Products. The Company is dependentaya degree on its
collaborative partners with respect to researchlifum clinical development and/or sales and mankgpierformance. There can be no
assurance that the efforts of the Company's caltdlve partners will be successful, that the irgey@f the Company and its partners will not
be in conflict or that any of the Company's parsneill not terminate their relationship with the i@pany. In addition, a significant portion of
the Company's revenues have historically come froltaborative relationships, and the Company exp#is to be the case in future periods.
Although the Company has established contractigioaships with each of its collaborative partnéngre can be no assurance that these
contracts will provide significant protection omche effectively enforced if one of these partrails to perform. The Company cannot
control whether its corporate partners will devatéficient resources to the Company's programsadycts. The Company anticipates
seeking collaborative relationships for certairt®programs in the future, and there can be noraese that such relationships will be
available on acceptable terms, if at all. See '@umlfative Relationships.”

LOSS HISTORY AND ACCUMULATED DEFICIT; QUARTERLY FLU CTUATIONS; UNCERTAINTY OF FUTURE
PROFITABILITY

Gilead has incurred net losses since its incepAviecember 31, 1996, the Company's accumulatéditdeas approximately $134.5
million. Such losses have resulted principally frerpenses incurred in the Company's research aradogenent programs and, to a lesser
extent, from sales, general and administrative es@e The Company's revenues to date have beeratpehprimarily from collaborative
arrangements rather than product revenues. The &uyisocurrent product revenues are derived saleiy ales of VISTIDE and from the
co-promotion of Roche's Roferon-A for hepatitisBoth of these products were recently launched ave limited sales potential relative to
many pharmaceutical products. Gilead expects tarisgbstantial losses for at least the next seyesais, due primarily to the expansion o
research and development programs, including mieelistudies, clinical trials and manufacturing veell as increasing commercialization
expenses. The Company expects that losses witlfite from quarter to quarter and that such fluatna may be substantial. There can b
assurance that the Company will successfully dgyekxreive regulatory approval for, commercialim@nufacture, market and sell any
additional products, or achieve or sustain or pabfiity.

TECHNOLOGICAL UNCERTAINTY

The development of new pharmaceutical productggisifyiuncertain and is subject to a number of digant risks. Potential products that
appear to be promising at various stages of dewsdop may not reach the market for a number of resasduch reasons include the
possibilities that the potential products will lmeifid ineffective or cause harmful side effectsmypreclinical studies or clinical trials, fail to
receive necessary regulatory approvals, be diffmulneconomical to manufacture on a commercilesdail to achieve market acceptance
or be precluded from commercialization by proprigtéghts of third parties.
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There are a number of technological challenge€tdrapany must address to successfully develop conmah@roducts in each of its
development programs. Certain of the Company'snpiatgproducts will require significant additiorr@search and development efforts,
including process development and significant aollitl clinical testing, prior to any commercial u$@ere can be no assurance that the
Company will successfully address any of theserteldgical challenges, or others that may arisééndourse of development. See "Gilead's
Product Development Programs."

NO ASSURANCE OF MARKET ACCEPTANCE

There can be no assurance that VISTIDE or anyefCthmpany's products in development, if approvednarketing, will achieve market
acceptance. The degree of market acceptance deppods number of factors, including the receipt scope of regulatory approvals, the
establishment and demonstration in the medicalpatiént advocacy community of the clinical efficanyd safety of the Company's product
candidates and their potential advantages over etitive products, and reimbursement policies ofegament and third-party payors. There
can be no assurance that physicians, patientgnpatilvocates, payors or the medical communiteirecal will accept and utilize any
products that may be developed by the Company\B&T IDE," "Gilead's Product Development Progranasid "Competition."

INTENSE COMPETITION

The Company's products and development programettarnumber of diseases and conditions, includiragd infections, cardiovascular
disease and cancer. Even if the Company is suct@ssfeveloping additional products to treat afiyh@se diseases or conditions, there can
be no assurance that VISTIDE or any other prodihetsreceive marketing clearance will achieve digant commercial acceptance. There
are many commercially available products for thdiseases, and a large number of companies antiititsis are conducting well-funded
research and development activities directed a¢ldping treatments for these diseases.

Gilead anticipates it will face increased competitin the future as new products enter the mametaalvanced technologies become
available. There can be no assurance that exigtducts or new products developed by the Compaoypetitors will not be more
effective, or be more effectively marketed and stildn any that may be developed by the Companmp@ttive products may render
Gilead's technology and products obsolete or nopetitive prior to the Company's recovery of reskadevelopment or commercialization
expenses incurred with respect to any such products

Many of the Company's existing or potential contpesi, particularly large pharmaceutical comparti@se substantially greater financial,
technical and human resources than the Comparmgdition, many of these competitors have signifigagreater experience than the
Company in undertaking research, preclinical stdied clinical trials of new pharmaceutical produobtaining FDA and other regulatory
approvals, and manufacturing, marketing and seflingh products. Accordingly, the Company's compeginay succeed in commercializing
products more rapidly or effectively than the Compavhich would have a material adverse effecten@ompany. See "Competition."

UNCERTAINTY OF PHARMACEUTICAL PRICING AND REIMBURSE MENT

The business and financial condition of pharmacautind biotechnology companies will continue taffected by the efforts of government
and third-party payors to contain or reduce the¢ obkealth care through various means. For exanmpleertain foreign markets, pricing or
profitability of prescription pharmaceuticals isbgect to government control. In particular, indiva pricing negotiations are often required in
each country of the European Community, even ifeygd to market the drug under the EMEA's centealiprocedure is obtained. In the
United States, there have been, and the Compargctsxihat there will continue to be, a number défal and state proposals to implement
similar
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government control. In addition, an increasing eagi$hon managed care in the United States has illrmbmtinue to increase the pressure on
pharmaceutical pricing. While the Company cannetmt whether any such legislative or regulatoypomsals will be adopted or the effect
such proposals or managed care efforts may haits bosiness, the announcement of such proposafasts could have a material adverse
effect on the trading price of the Company's Comi8totk, and the adoption of such proposals or &ffoyuld have a material adverse effect
on the Company. Further, to the extent that suopgmals or efforts have a material adverse effecitber pharmaceutical companies that are
prospective corporate partners for the CompanyCttrapany's ability to establish corporate collaboress may be adversely affected. In
addition, in both the United States and elsewlsakes of prescription pharmaceuticals are dependgatrt on the availability of
reimbursement to the consumer from thpakty payors, such as government and private inserplans that mandate rebates or predeterr
discounts from list prices. For example, a majooity/ISTIDE sales is subject to reimbursement byagaoment agencies, resulting in
significant discounts from list price and rebatéigdtions. The Company expects that several adthier products in development, particularly
for AIDS indications, will have a similar reimburaent profile. In addition, third-party payors anelieasingly challenging the prices charged
for medical products and services. If the Comparogseds in bringing one or more additional prodtethe market, there can be no
assurance that these products will be considerstdetfective and that reimbursement will be avaddady will be sufficient to allow the
Company to sell its products on a competitive b&&® "Pricing and Reimbursement."

UNCERTAINTY REGARDING PATENTS AND PROPRIETARY RIGHT S

The Company's success will depend in part on ilgyato obtain and enforce patent protection fisrproducts both in the United States and
other countries. No assurance can be given thahfsawill issue from any pending applications @ttlif patents do issue, the claims allowed
will be sufficiently broad to protect the Compangshnology. In addition, no assurance can be divehany patents issued to or licensed by
the Company will not be challenged, invalidatedsimged or circumvented, or that the rights grartesteunder will provide competitive
advantages to the Company. The Company does netgaent filings covering GS 840 in China or intaier other Asian countries, although
it does have an application pending in Japan. &ssamajor market for hepatitis B therapies, onthefpotential indications for GS 840. In
addition, patents on certain of the Company's camgs may issue many years before marketing appi®wedltained, limiting the commerc
value of the product.

The commercial success of the Company will alseddpn part on not infringing patents or proprigtaghts of others and not breaching the
licenses granted to the Company. There can beswsasce that the Company will be able to obtainenke to any thirgharty technology th:

it may require to conduct its business or thabpifainable, such technology can be licensed asoreble cost. Failure by the Company to
obtain a license to any technology that it may meqio commercialize its technologies or productg/thave a material adverse effect on the
Company.

Litigation, which could result in substantial cestthe Company, may also be necessary to enforcpatents issued to the Company or to
determine the scope and validity of other parpesprietary rights. If the outcome of any suctlgtition is adverse to the Company, the
Company's business could be adversely affectedetfermine the priority of inventions, the Compangynhave to participate in interference
proceedings declared by the United States Patentedemark Office, which could result in substaintbst to the Company.

The Company also relies on unpatented trade seamdtanprovements, unpatented know-how and comtgntéchnological innovation to
develop and maintain its competitive position, whitcseeks to protect, in part, by confidentialigreements with its corporate partners,
collaborators, employees, consultants and vendbesxe can be no assurance that these agreememstlk breached, that the Company
would have adequate remedies for any breach, btiteaCompany's trade secrets will not
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otherwise become known or be independently diseavby competitors. See "Patents and ProprietariitRig
RELIANCE ON THIRD PARTY MANUFACTURERS

The Company generally relies on third parties fer manufacture of bulk drug substance and finad groduct for clinical and commercial
purposes, including for VISTIDE, FORVADE and GS 8R@irsuant to such manufacturing relationshipsChiapany depends on such third
parties to perform their obligations effectivelydaon a timely basis. There can be no assurancstchtparties will perform and any failures
by third parties may delay clinical trials or thébmission of products for regulatory approval, implae Company's ability to deliver
commercial products on a timely basis, or othenwigaair the Company's competitive position, whidld have a material adverse effect on
the Company.

The Company has qualified a sole source supplittr the FDA for the bulk drug substance used in VI3 and another sole source supplier
for the final drug product. Gilead has establisaescond source of bulk drug substance supply B8TNDE (and for FORVADE), but has r
yet qualified this source with the FDA. The usdho$ second source or other alternative supplidisaquire further FDA approval, whic

will be time consuming. Consequently, in the ewtbat supplies from either of these sole source l&enspvere interrupted for any reason, the
Company's ability to ship VISTIDE or FORVADE couté impaired, which would have a material advergecebn the Company.

For certain of its potential products, including &84 for the potential treatment and preventiomfifienza, the Company will need to
develop further its production technologies for asea larger scale in order to conduct clinicallsriand produce such products for comme
sale at an acceptable cost. There can be no assutat the Company or its partners will be ablerplement any of these developments
successfully. See "Manufacturing."

PRODUCT LIABILITY EXPOSURE AND INSURANCE

The commercial use of VISTIDE or any other prodymproved for marketing, and use of any of the Camisgpotential products in clinical
trials, exposes the Company to product liabiligimis. These claims might be made directly by corsanhealth care providers or by
pharmaceutical companies or others selling suctiymts. Gilead has obtained product liability insuwecoverage for its commercial prodt
and clinical trials. There can be no assurancesiheth coverage will be adequate for any liabiliigiag from the use of commercial or clini
products of the Company. Moreover, insurance c@e&isbecoming increasingly expensive, and no assercan be given that the Company
will be able to maintain insurance coverage atawoaable cost or in sufficient amounts to proteet@ompany against losses due to liability.
There can also be no assurance that the Compalnlyenable to obtain commercially reasonable protiabtlity insurance for any future
clinical trials or products approved for marketidgsuccessful product liability claim or seriesatdims could have a material adverse effect
on the Company.

HAZARDOUS MATERIALS

The Company's research and development involvesatieolled use of hazardous materials, chemio@lsses and various radioactive
compounds. Although the Company believes thatitstg procedures for handling and disposing of suakerials comply with the standards
prescribed by state and federal regulations, 8leai accidental contamination or injury from thesaterials cannot be completely eliminai
In the event of such an accident, the Company doeldeld liable for significant damages or fines.

VOLATILITY OF STOCK PRICE

The market prices for securities of biopharmacealtompanies, including Gilead, have historicalyeb highly volatile, and the market has
from time to time experienced significant price amtime
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fluctuations that are unrelated to the operatingopeance of particular companies. Factors sudfuasiations in the Company's operating
results, announcements of technological innovataymsew therapeutic products by the Company ardtapetitors, clinical trial results,
government actions or regulation, developmentsiemt or other proprietary rights, public concesnathe safety of drugs developed by the
Company or others and general market conditionshear an adverse effect on the market price o€tmamon Stock. In particular, the
realization of any of the risks described in th&Risk Factors" could have a dramatic and advergmaanon such market price.

ANTITAKEOVER PROVISIONS

The Company has adopted a number of provisioncthdtl have antitakeover effects. In November 1984 Company's Board of Directors
adopted a Preferred Share Purchase Rights Plamaniy referred to as a "poison pill." The Comparestated Certificate of Incorporation
(the "Restated Certificate") does not permit curtivtavoting. The Board of Directors has the auttypsvithout further action by the
stockholders, to fix the rights and preferencesnd] issue shares of, preferred stock. These [wogisind other provisions of the Restated
Certificate and Delaware corporate law may haveeffect of deterring hostile takeovers or delayamgpreventing changes in control or
management of the Company, including transactionghich stockholders might otherwise receive a juemfor their shares over then
current market prices.

ITEM 2. PROPERTIES

Gilead's administrative offices and research lalooies are located in Foster City, California. T@mpany leases approximately 145,800
square feet of space in six adjacent buildings.|&ases on this space expire March 31, 2006, an@tmpany has an option to renew the
leases for two additional five year periods. Thenpany believes that it will need to expand itslfaes in the future to support any
significant growth in its operations. Gilead arites it will be able to expand its facilities isamby locations. There can be no assurance,
however, that such space will be available on fablar terms, if at all.

ITEM 3. LEGAL PROCEEDINGS
Not Applicable.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITI ES HOLDERS
Not Applicable.
PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON STOCK AND RE LATED STOCKHOLDER MATTERS

The information required by this Item is incorpedby reference to page 39 of the Registrant'sameport to security holders furnished to
the Commission pursuant to Rule 14a-3(b) in conaeatith the 1997 Annual Meeting attached heret&@sibit 13.1 (the "Annual Report").

ITEM 6. SELECTED FINANCIAL DATA
The information required by this Item is incorpedby reference to page 23 of the Annual Repaath#d hereto as Exhibit 13.1.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.
The information required by this Item is incorp@eby reference to pages 24 through 25 of the ArRReport attached hereto as Exhibit 1

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The following consolidated financial statementsh&f Company and the related report of independatitas are incorporated herein by
reference to pages 26 through 38 of the Annual Regttached here as to Exhibit 13.1:

Consolidated Balance Sheets
Consolidated Statements of Operations
Consolidated Statements of Stockholders' Equity
Consolidated Statements of Cash Flows
Notes to Consolidated Financial Statements
Report of Ernst & Young LLP, Independent Auditors
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING FINANCIAL DISCLOSURE

Not applicable
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PART 1lI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT
IDENTIFICATION OF DIRECTORS AND EXECUTIVE OFFICERS

The information required by this Iltem concerning @ompany's directors and executive officers isriparated by reference to pages 2
through 4 of Registrant's Definitive Proxy Statetrfdad with the Commission pursuant to RegulatigtA in connection with the 1997
Annual Meeting (the "Proxy Statement") under thadiegs "Nominees" and "Executive Officers."

COMPLIANCE WITH SECTION 16(A) OF THE EXCHANGE ACT

The information required by this Item is incorp@eby reference to page 6 of the Proxy Statemetgrnthe heading "Compliance with
Section 16(a) of the Securities Exchange Act 0f4193

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item is incorp@eby reference to pages 7 through 10 of the P&tatement under the heading "Executive
Compensation."

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The information required by this Item is incorp@eby reference to pages 5 through 6 of the Préte®ent under the heading "Security
Ownership of Certain Beneficial Owners and Managgttie

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information required by this Item is incorpaeby reference to page 14 through 15 of the P& atement under the heading "Certain
Transactions" and by reference to pages 7 throOgif the Proxy Statement under the heading "Exee@ompensation.”
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PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AN D REPORTS ON FORM 8-K
(a) The following documents are filed as part @ fhorm 10-K:

(1) Index to Consolidated Financial Statements. foblewing Consolidated Financial Statements ofe@d Sciences, Inc. are filed as part of
this Form 10-K and are included in the Annual Répttached hereto as Exhibit 13.1 and incorporhagedin by reference.

Report of Ernst & Young LLP, Independent Auditors
Consolidated Balance Sheets at December 31, 199&1dr995

Consolidated Statements of Operations for the gpded December 31, 1996, the nine months endechibeced1, 1995 and 1994 and for
year ended March 31, 19

Consolidated Statements of Stockholders' Equitytferyear ended December 31, 1996, the nine menithsd December 31, 1995 and for
year ended March 31, 19

Consolidated Statements of Cash Flows for the geded December 31, 1996, the nine months endedhibece31, 1995 and 1994 and for
the year ended March 31, 1995

Notes to Consolidated Financial Statements

All schedules are omitted because they are noinegjor the required information is included in firencial statements or notes thereto.

(2) Exhibits

EXHIBIT EXHIBIT
FOOTNOTE NUMBER

1) 3.1 Amended and Restated Certif

DESCRIPTION OF DOCUMENT

icate of Incorporation of the Registrant.
) 3.2 Amended and Restated By-law s of the Registrant.
9) 3.3 Certificate of Amendment of Restated Certificate of Incorporation.
4.1 Reference is made to Exhibi ts 3.1, 3.2, and 3.3.

(8) 4.2 Rights Agreement, dated as of November 21, 1994, between Registrant and First Interstate Bank,
with exhibits.

(8) 4.3 Form of letter sent to Gile ad Sciences, Inc. stockholders, dated December 14, 1994,

(9)+ 10.1 Form of Indemnity Agreement entered into between the Registrant and its direct ors and
executive officers.

?3) 10.3 Form of Employee Proprietar y Information and Invention Agreement entered into between
Registrant and certain of i ts officers and key employees.

2)+ 10.4 Registrant's 1987 Incentive Stock Option Plan and related agreements.

2) 10.5 Registrant's 1987 Supplemen tal Stock Option Plan and related agreements.

(4) 10.7 Registrant's 1991 Employee Stock Purchase Plan.

9) 10.8 Registrant's 1991 Stock Opt ion Plan, as amended October 17, 1995.

) 10.11 Series C Preferred Stock Pu rchase Agreement, dated as of July 26, 1990, by and between
Registrant and Glaxo Inc.

2) 10.13 Registration Rights Agreeme nt, dated as of June 28, 1991, by and among Registr ant and the
investors identified on Sch edule 1 attached thereto.

2)+ 10.15 Form of Non-Qualified Stock Option issued to certain executive officers and di rectors in 1991.
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EXHIBIT

EXHIBIT

FOOTNOTE NUMBER

@
@

@
®)

(6)
(6)
@
®)
9)
(10)
(11)
11
(11)
(11)

11

(12
(12

(12)

10.16 Relocation Loan Agreement,
Rosemary Martin.

10.17 Vintage Park Research and D
Associates dated March 27,
Foster City, California wit

10.21 Letter Agreement, dated as
exhibits with certain confi

10.23 Vintage Park Research and D
Associates dated September
California with related exh

10.26 Amendment Agreement, dated
license agreements and exhi

10.28 Loan Agreement among Regist
confidential information de

10.29 License and Supply agreemen
1994 with certain confident

10.30 Loan Agreement, dated as of
Pena.

10.33 Registrant's 1995 Non-Emplo
grant.

10.34 Collaborative Research Agre
Glaxo Wellcome Inc. with ce

10.35 Agreement among Registrant

10.36 Vintage Park Research and D
Partnership dated June 24,
California.

10.37 Amendment No. 1 to Vintage
WCB Seventeen Limited Partn
Drive, Foster City, Califor

10.38 Amendment No. 2 to Vintage
WCB Seventeen Limited Partn
353 Lakeside Drive, Foster

10.39 Amendment No. 2 to Vintage
WCB Sixteen Limited Partner
Lakeside Drive, Foster City

10.40 License and Supply Agreemen
1996 with certain confident

10.41 Series B Preferred Stock Pu
dated August 7, 1996.

10.42 Development and License Agr
Hoffmann-La Roche Inc dated

DESCRIPTION OF DOCUMENT

dated as of November 1, 1990 among Registrant, John

evelopment Net Lease by and between Registrant and
1992 for premises located at 344B, 346 and 353 Lake

h related addendum, exhibits and amendments.

of September 23, 1991 between Registrant and IOCB/
dential information deleted.

evelopment Net Lease by and between Registrant and
16, 1993 for premises located at 335 Lakeside Drive
ibits.

October 25, 1993 between Registrant and IOCB/ REGA,
bits with certain confidential information deleted.

rant and The Daiwa Bank, Limited dated May 17, 1994
leted.

t between Registrant and American Cyanamid Company
ial information deleted.

October 1, 1994 among Registrant and Mark L. Perry

yee Directors' Stock Option Plan and related form o

ement, dated as of March 25, 1996, by and between R
rtain confidential information deleted.

and Michael F. Bigham.

evelopment Lease by and between Registrant and WCB
1996 for premises located at 333 Lakeside Drive, Fo

Park Research and Development Lease by and between
ership dated June 24, 1996 for premises located at

nia.

Park Research and Development Lease by and between
ership dated June 24, 1996 for premises located at

City, California.

Park Research and Development Lease by and between
ship dated June 24, 1996 for premises located at 34

, California.

t between Registrant and Pharmacia & Upjohn S.A. da
ial information deleted.

rchase Agreement between Registrant and Pharmacia &

eement between Registrant and F. Hoffmann-La Roche
September 27, 1996 with certain confidential infor
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EXHIBIT EXHIBIT

FOOTNOTE NUMBER DESCRIPTION OF DOCUMENT
12) 10.43 Copromotion Agreement betwe en Registrant and Roche Laboratories, Inc. dated Se ptember 27, 1996
with certain confidential i nformation deleted.
10.44 Agreement among Registrant and Michael L. Riordan, M.D.
13.1 Registrant's Annual Report to Stockholders for the year ended December 31, 199 6.
23.1 Consent of Ernst & Young LL P, Independent Auditors. Reference is made to page 36.
24.1 Power of Attorney. Referenc e is made to page 34.

27.1 Financial Data Schedule.

(1) Filed as an exhibit to Registrant's Registraidatement on Form S-8 (No. 33-46058) and incaitpdrherein by reference.

(2) Filed as an exhibit to Registrant's Registratidatement on Form S-1 (No. 33-44534) or amendsibeteto and incorporated herein by
reference.

(3) Filed as an exhibit to Registrant's Registrafidatement on Form S-1 (No. 33-55680) or amendsitbeteto and incorporated herein by
reference.

(4) Filed as an exhibit to Registrant's Registraidatement on Form S-8 (No. 33-62060) and incaitpdrherein by reference.

(5) Filed as an exhibit to Registrant's Quartergp®&t on Form 10-Q for the quarter ended Septe@®et993 and incorporated herein by
reference.

(6) Filed as an exhibit to Registrant's Annual Repa Form 10-K for the fiscal year ended March B494 and incorporated herein by
reference.

(7) Filed as an exhibit to Registrant's Quartergp®&t on Form 10-Q for the quarter ended Septe@®et994 and incorporated herein by
reference.

(8) Filed as an exhibit to Registrant's Quartergp®&t on Form 10-Q for the quarter ended Decembget @394 and incorporated herein by
reference.

(9) Filed as an exhibit to Registrant's Registraidatement on Form S-3 (No. 333-868) or amendnibatsto and incorporated herein by
reference.

(10) Filed as an exhibit to Registrant's Annual &tepn Form 10-K for the nine month period endedé&meber 31, 1996.

(11) Filed as an exhibit to Registrant's Quart&gport on Form 10-Q for the quarter ended Jund 286 and incorporated herein by
reference.

(12) Filed as an exhibit to Registrant's Quart&gport on Form 10-Q for the quarter ended Septe@®el996 and incorporated herein by
reference.

+ Indicates management contracts or compensatansr arrangements filed pursuant to Item 6011 Regulation S-K.
(b) Reports on Form 8-K
There were no reports on Form 8-K filed by the Regnt during the fourth quarter of the fiscal yeaded December 31, 1996.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigsthas duly caused this Report to be
signed on its behalf by the undersigned, theredatp authorized.

GILEAD SCIENCES, INC.

By: /s/ JOHN C. MARTIN

John C. Martin
PRESI DENT AND CHI EF EXECUTI VE OFFI CER

Date: March 20, 1997

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each pemsbose signhature appears below constitutes ammrgp@ohn C. Martin

and Mark L. Perry, and each of them, as his trutlawful attorneys-in-fact and agents, with fullgr of substitution and resubstitution, for
him and in his name, place, and stead, in any Hrd@acities, to sign any and all amendmentsi®Report, and to file the same, with all
exhibits thereto, and other documents in connedtierewith, with the Securities and Exchange Cormimiig granting unto said attorneys-in-
fact and agents, and each of them, full power artiglagity to do and perform each and every act Amtjtrequisite and necessary to be done
in connection therewith, as fully to all intentsdgmurposes as he might or could do in person, ewlying and confirming that all said
attorneys-in-fact and agents, or any of them aor threhis substitute or substitutes, may lawfulty @ cause to be done by virtue hereof.

Pursuant to the requirements of the Securities &xgl Act of 1934, this Report has been signed bbipthe following persons on behalf of
the Registrant and in the capacities and on thesdatlicated.

SIGNATURE TITLE DATE
/s JOHN C. MARTIN President and Chief Executive
- Offic er, Director (Principal March 20, 1997
(John C. Martin) Executi ve Officer)
Vice Pres ident, Chief
/sl MARK L. PERRY Financi al Officer and
Gener al Counsel (Principal March 20, 1997
(Mark L. Perry) Financi al and Accounting
Officer )
/s/ DONALD H. RUMSFELD
Chairma n of the Board of March 20, 1997
(Donald H. Rumsfeld) Directo rs
/s/ ETIENNE F. DAVIGNON
Directo r March 20, 1997

(Etienne F. Davignon)
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SIGNATURE

/sl JAMES M. DENNY, SR.
Directo

(James M. Denny, Sr.)

/sl GORDON E. MOORE
Directo

(Gordon E. Moore)

/s/ MICHAEL L. RIORDAN
Directo

(Michael L. Riordan)

/sl GEORGE P. SHULTZ
Directo

(George P. Shultz)
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DATE

March 20, 1997

March 20, 1997

March 20, 1997

March 20, 1997



[GILEAD SCIENCES LETTERHEAD]
October 1, 1996

Michael L. Riordan, M.D.
360 Forest Avenue, No. 604
Palo Alto, California 94301

Dear Dr. Riordan:

This letter agreement sets forth the terms uporhvipou will continue as an employee of Gilead Soésn Inc. (the "Company”) during the
period from October 1, 1996 through December 39819

I. OCTOBER 1, 1996 THROUGH DECEMBER 31, 1996. Yoill become a part-time employee on October 1, 188 continue in such
capacity through December 31, 1996, as provideaWnel

A. TERMS OF EMPLOYMENT.

1. TITLE AND DUTIES: Your title and duties will reain the same. You will reduce your time commitmenapproximately fifty percent
(50%) of full-time employment.

2. SALARY: You will receive fifty percent (50%) gfour current base salary.

3. BONUS: You will be eligible for a bonus for thalendar year ending December, 1996 in the fullaméor the second and third quarters
of the year and one-half ( 1/2) for the fourth dea(l.E., five-eighths ( 5/8) of the full annuadius), as determined by the Board of Directors
at its July 1997 meeting in accordance with curpaticies.

4. HEALTH AND LIFE INSURANCE; FACILITIES: You willreceive all life and disability insurance, hosp#ation and major medical,
dental and other employee benefit plans offerethbyCompany to its full-time employees, at levelntained for you prior to October 1,
1996. You will be provided with part-time secreshiand office support.

5. DEATH OR DISABILITY: In the event of your deatr disability, your options will vest as providdtetein.

6. OPTIONS: Your existing options will continueuest during this period.

[I. 1997-1998. During the period commencing on damud, 1997 through December 31, 1998, your empéytrwill continue as follows:
A. TERMS OF EMPLOYMENT.

1. DUTIES: You will continue as a part-time empleyserving at the Chief Executive Officer's request direction at times and for periods
mutually agreed to by you and the Chief Executivicer.

2. SALARY: You will be paid $5,000 per month.
3. BONUS: You will not be eligible for a bonus fcalendar years 1997 or 1998.

4. HEALTH AND LIFE INSURANCE; FACILITIES: You willreceive life and disability insurance, hospitaliaatand major medical, dental
and other employee benefit plans offered by the @y to its full-time employees, at levels mainégirior you prior to October 1, 1996.
You will be provided with part-time secretarial aoffice support.

5. NONCOMPETITION AGREEMENT: You agree not to congwith the Company during a two year period comairenon January 1,
1997 and ending on December 31, 1998, as providkivb

A. SCOPE OF NON-COMPETITION COVENANT: You shall ndirectly or indirectly, without the prior writteconsent of the Company,
own, manage, operate, join, control, financ



Michael L. Riordan, M.D.
October 1, 1996
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participate in the ownership, management, operationtrol or financing of, or be connected as ditef, director, employee, partner,
principal, agent, representative, consultant, Bognlicensee or otherwise with, any business tarprise in the world which is engaged in the
biotechnology or pharmaceutical business.

B. EXCEPTION: You shall be permitted to (i) invéstany business solely as a passive investor, figad@ercent (5%) of the publicly traded
equity securities of such business, or (ii) be eygd by a business or enterprise that is engagedply in a business other than the
biotechnology or pharmaceutical business if youndbapply your expertise at such business or engerfo that part of such business or
enterprise that is or could be competitive with bihetechnology or pharmaceutical business.

6. OPTIONS: Your existing options will continuewest during this period. At the end of the two yeariod, the Board would consider
whether the exercise period for vested but unesedcoptions should be extended in light of the rdoumions made by Dr. Riordan to the
Company.

7. TERMINATION: In the event of your violation ofi¢ noncompetition provisions contained in SectljX)(5) above, the vesting of your
options will cease and the Company could termigate employment or compensation or seek injunatlief.

Ill. BOARD SERVICE. From October 1, 1996 throughdeeber 31, 1998, you will continue serving on tloasl of Directors, subject to
termination at the discretion of the Board of Diogs. Your sole compensation for serving on therBad Directors during the two year
period will be the salary and benefits describe8étions (1)(A)(1-5) and (11)(A)(1-4) above. Ifesdted thereafter, you will be entitled to
standard, independent director compensation.

A. The benefits described in Sections | and Il wilhtinue even if you are not serving on the BadrBirectors, so long as you do not violate
the non-competition provisions contained in Sec{itiA)(5) above and remain available to assigt @hief Executive Officer as provided in
Section (IN(A)(1).

IV. GOVERNING LAW. This Letter Agreement shall bertstrued in accordance with, and governed in afieets by, the laws of the Stat¢
California (without giving effect to principles obnflicts of law).

Please evidence your acceptance of the termskétier Agreement by executing this Letter Agreenielow and returning the executed
Letter Agreement to the undersigned.

Very truly yours,
GILEAD SCIENCES, INC.

By: /s/ JOHN C. MARTIN

John C. Martin
PRESI DENT AND CHI EF EXECUTI VE OFFI CER

| hereby accept, and agree to
be bound by, the terms of this
Letter Agreement:

/'s/ M CHAEL L. RI ORDAN

M chael L. Ri ordan, MD.
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SELECTED CONSOLIDATED
FINANCIAL DATA

CONSOLIDATED STATEMENT OF OPERATIONS DATA
(in thousands, except per share data)

Nine Months
YEAR EN DED Ended
DECEMBER 31, December 31, Years Ended March 31,
1996 1995(1) 1995 1994 1993
Revenues:
Product sales, net $ 8,477 $ - $ - $ - 3 -
Contract revenues 24,943 2,699 4,922 4,085 4,177
Total revenues 33,420 2,699 4,922 4,085 4,177
Operating costs and expenses:
Cost of sales 910 -- - - --
Research and development 41,881 25,670 30,360 26,046 17,987
Selling, general and administrative 26,692 9,036 9,669 7,639 4,377
Total operating costs and expenses 69,483 34,706 40,029 33,685 22,364
Loss from operations (36,063) (32,007) (35,107) (29,600) (18,187)
Interest income, net 14,331 4,592 3,833 3,888 4,105
Net loss $(21,732) $(27,415) $(31,274) $(25,712) $ (14,082)
Net loss per share $ (0.78) $ (1.29) $ (165 $ (1.37) % (0.88)
Common shares used in the calculation
of net loss per share 27,786 21,274 18,971 18,779 16,065
CONSOLIDATED BALANCE SHEET DATA
(in thousands)
DECEMBER 31 , December 31, March 31,
1996 1995(1) 1995 1994 1993
Cash, cash equivalents and
short-term investments $ 295,963 $ 155,659 $89,146 $114968 $ 139,353
Working capital 284,154 145,539 80,190 108,071 133,901
Total assets 310,673 166,659 102,395 126,602 146,809
Non-current portion of equipment
financing obligations and
long-term debt 2,914 3,482 5,454 2,479 1,156
Accumulated deficit (134,486) (112,754) (85,339) (54,065) (28,353)
Total stockholders' equity (2) 291,660 151,499 86,056 115,280 139,402

(1) In October 1995, the Company changed its figeat end from March 31 to December 31, effectiitb the nine months ended December
31, 1995.
(2) No dividends have been declared or paid orc¢imemon stock.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

OVERVIEW

Since its inception in June 1987, Gilead has del/tite substantial portion of its resources todtearch and development programs, with
significant expenses relating to commercializabeginning in 1996. With the exception of the thirthrter of 1996, when the Company
entered into two collaborations with significanitial license fees, the Company has incurred losses its inception. Gilead expects to incur
losses for the next several years, due primarilisteesearch and development programs, includiaglipical studies, clinical trials and
manufacturing, as well as marketing and salestsfforsupport of VISTIDE-Registered Trademark- ¢aVir injection) and other potential
products. On June 26, 1996, the U.S. Food and Bdmginistration (FDA) granted marketing clearanc&/¢8TIDE for the treatment of
cytomegalovirus retinitis (CMV) in patients with BS. The Company is independently marketing VISTIiBEhe United States with an
antiviral specialty sales force and has enteremlantollaboration agreement with Pharmacia & Upj8bh. ("P&U") to market VISTIDE in
all countries outside the United States. The Comgapects that its financial results will fluctuditem quarter to quarter and that such
fluctuations may be substantial. There can be sorasce that the Company will successfully devetopgmercialize, manufacture and
market additional products or sustain profitabilifys of December 31, 1996, the Company's accuntutiéicit was approximately $134.5
million.

The successful development and commercializatidghefCompany's products will require substantial angoing efforts at the forefront of
the life sciences industry. The Company is purspirgglinical or clinical development of a numberadfditional product candidates. Even if
these product candidates appear promising duringusstages of development, they may not reacimtmiet for a number of reasons. Such
reasons include the possibilities that the potéptiaducts will be found ineffective or unduly toxduring preclinical or clinical trials, fail to
receive necessary regulatory approvals, be diffioumanufacture on a large scale, be uneconondaahbrket or be precluded from
commercialization by proprietary rights of others.

As a company in an industry undergoing rapid chatieCompany faces significant challenges andrisicluding the risks inherent in its
research and development programs, uncertainti@staining and enforcing patents, the lengthy aqubesive regulatory approval process,
intense competition from pharmaceutical and biatetdgy companies, increasing pressure on pharmaaépticing from payors, patients
and government agencies and uncertainties assoeidgtethe eventual market acceptance of VISTIDRmy of the Company's products in
development. These risks are discussed in greatail th the Company's Annual Report on FormKlfsr the year ended December 31, 1¢
Stockholders and potential investors in the Compmuld carefully consider these risks in evaluptimee Company and should be aware that
the realization of any of these risks could hadeaamatic and negative impact on the Company's sidck.

This report contains forward-looking statementatiat to clinical and regulatory developments, reéirlg and sales matters, future expense
levels and financial results. These statementdwevioherent risks and uncertainties. The Compaamtsal results may differ significantly
from the results discussed in the forwéwdking statements. Factors that might cause sutifieaence include, but are not limited to, thekd
discussed in the Company's Annual Report on For id) the year ended December 31, 1996, particutiudse relating to the developm
and marketing of pharmaceutical products.

RESULTS OF OPERATIONS

REVENUES The Company had total revenues of $33ldomi $2.7 million, and $4.9 million for the yeanded December 31, 1996, the nine
months ended December 31, 1995, and the year évdeth 31, 1995, respectively. Revenues increasadgl®996, primarily due to contre
revenues resulting from the Company's collaboraiyeements with P&U and F. Hoffmann-La Roche [t@oche"). Gilead recognized
revenues of $21.6 million related to these agre¢sten the year ended December 31, 1996. The Cop'g4f96 total revenues also incluc
net product sales from the sale of VISTIDE of $®ilion for the year ended December 31, 1996, witihmet product sales in the previous
periods. Revenues in all three periods includedrme from the Company's research and developmeatamgmt with Glaxo, which was
extended for an additional five years in 1996. Rexs for the year ended March 31, 1995, also irdwiounts earned under the
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Company's collaborative research and developmegatagent with the Advanced Research Projects AgéAdyPA"), which ended in
October 1994.

COSTS AND EXPENSES The Company's cost of salesp@a&smillion for the year ended December 31, 199 Company had no cost of
sales for the nine months ended December 31, 18@%he year ended March 31, 1995. Cost of salesteglsirom the Company's sale of
VISTIDE, which was launched in June 1996.

The Company's research and development expensespder9 million for the year ended December 3161$25.7 million for the nine
months ended December 31, 1995, and $30.4 miliothe year ended March 31, 1995. These expense=ased 63% from the nine months
ended December 31, 1995 to the twelve months eDdedmber 31, 1996 due to a shorter time perio®85lkand higher staffing, preclinical
and clinical expenses in 1996. The 15% decrease tine year ended March 31, 1995 to the nine mamided December 31, 1995 is due to
the shorter time period, offset in part by highesaarch and development expenses. The Companyteipaesearch and development
expenses in 1997 to increase over 1996, refleetitigipated increased expenses related to clibicdd for several product candidates as well
as related increases in staffing and manufacturing.

Selling, general and administrative expenses weée7dmillion for the year ended December 31, 18360 million for the nine months ended
December 31, 1995, and $9.7 million for the yeateehMarch 31, 1995. This increase of 195% fronrmihe months ended December 31,
1995 to the twelve months ended December 31, 1988ributable to the shorter time period in 1968 t the establishment of marketing
and sales capabilities in connection with the lawofcVISTIDE in 1996, as well as administrativeieaities in support of the Company's
expanded research and development efforts. Theaseof 7% in selling, general, and administraixgenses from the year ended Marct
1995 to the nine months ended December 31, 1983eido the shorter time period, offset in partiitial marketing and sales expenses,
support of expanded research and developmenttitiand the expansion of other general and adiratiige activities. The Company
expects its selling, general and administrativee@sps to increase during 1997 in connection witioorg marketing and sales activities as
well as continued support of expanded researcldamdlopment efforts and facilities.

NET INTEREST INCOME The Company had net interesbme of $14.3 million for the year ended Decemldgrl®96, $4.6 million for th
nine months ended December 31, 1995, and $3.&miitir the year ended March 31, 1995. Net intdrestme has significantly increased
due to the Company's higher average cash and gasrakents and short-term investment balances, wgsulted from the Company's two
public offerings of common stock completed in Feloyu1996 and August 1995.

LIQUIDITY AND CAPITAL RESOURCES

Cash and cash equivalents and skemta investments were $296.0 million at Decemberl396, compared to $155.7 million at Decembe
1995. This increase is primarily the result of @@mpany's public offering of common stock in Feloyu96, which generated $155.5
million in net proceeds, and an aggregate of $&0ligon in license fees paid by Roche in Octobe®@@nd by P&U in August 1996, offset
the Company's net use of cash. In October 1996Ctiiepany entered into a $3.0 million term loanitarce its facilities expansion, which
began in the fourth quarter of 1996. In 1997, tkenfany expects to incur construction and equiproesiis of approximately $2.5 million
related to the final build-out of a 37,000 squaret ffacility leased in August 1996, as well as ioyments to other leased facilities. In 1997,
the Company expects to incur research and develupanel selling, general and administrative expeisescess of amounts incurred in
1996.

Net cash used in operations was $16.5 millionHerytear ended December 31, 1996, $23.0 milliothfemine months ended December
1995, and $27.4 million for the year ended March1®05. The Company believes that its existingtehpesources, supplemented by net
product revenues and contract revenues, will bgute to satisfy its capital needs for the forelsleetuture. The Company's future capital
requirements will depend on many factors, includimg progress of the Company's research and develupthe scope and results of
preclinical studies and clinical trials, the cashing and outcomes of regulatory reviews, the cdteechnological advances, determinations as
to the commercial potential of the Company's présluader development, the commercial performandd®TIDE and any of the

Company's products in development that receive atigudg approval, administrative and legal expengesstatus of competitive products, the
establishment of manufacturing capacity or thirdgpananufacturing arrangements, the expansionlessand marketing capabilities and the
establishment of collaborative relationships withes companies.

The Company may in the future require additionalding, which could be in the form of proceeds frequity or debt financings or additior
collaborative agreements with corporate partnéudh funding is required, there can be no asseréimt it will be available on favorable
terms, if at all.
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CONSOLIDATED

BALANCE SHEETS

(in thousands, except share and per share amounts) DECEMBER 31, D ecember 31,
1996 1995
ASSETS
Current assets:
Cash and cash equivalents $ 131,984 $ 27,420
Short-term investments 163,979 128,239
Other current assets 4,290 1,558
Total current assets 300,253 157,217
Property and equipment, net 9,172 8,369
Other assets 1,248 1,073
$ 310,673 $ 166,659

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Accounts payable $ 2,501 $ 2412
Accrued clinical and preclinical expenses 5,007 3,923
Other accrued liabilities 4,433 2,229
Deferred revenues 527 208
Current portion of equipment financing obligatio ns and long-term debt 3,631 2,906
Total current liabilities 16,099 11,678
Non-current portion of equipment financing obligati ons and long-term debt 2,914 3,482

Commitments
Stockholders' equity:

Preferred stock, par value $.001 per share, issu able in series;

5,000,000 shares authorized; no shares issued and outstanding

at December 31, 1996 and 1995 - -
Common stock, par value $.001 per share; 60,000, 000 shares

authorized; 28,758,165 shares and 23,769,878 shares issued and

outstanding at December 31, 1996 and 1995, re spectively 29 24
Additional paid-in capital 426,577 265,460
Unrealized gains on investments, net 89 167
Accumulated deficit (134,486) (112,754)
Deferred compensation (549) (1,398)

Total stockholders' equity 151,499

$ 166,659

See accompanying notes
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CONSOLIDATED

STATEMENTS OF OPERATIONS

(in thousands, except per share amounts) YEAR ENDED Nine Months Ended Year Ended

DECEMBER 31, December 31, March 31,
1996 1995 1994 1995
Revenues:
Product sales, net $ 8,477 $ -
Contract revenues 24,943 2,699
Total revenues 33,420 2,699

Costs and expenses:

Cost of sales 910 -- -- --

Research and development 41,881 25,670 22,306 30,360

Selling, general and administrative 26,692 9,036 6,904 9,669
Total costs and expenses 69,483 34,706 29,210 40,029
Loss from operations (36,063) (32,007) (25,218) (35,107)
Interest income 15,042 5,199 3,501 4,762
Interest expense (711) (607) (684) (929)
Net loss $(21,732)  $(27,415) $(22,401) $(31,274)
Net loss per share $ (0.78) $ (1.29) $ (1.18) $ (1.65)

Common shares used in the calculation
of net loss per share 27,786 21,274 18,926 18,971

See accompanying notes
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CONSOLIDATED

STATEMENTS OF STOCKHOLDERS' EQUI TY
(in thousands, except share and per share amounts) Unrealized
Gains
Additional (Losses) on Total
Co mmon Paid-in  Investments, Accumulated Deferred Stockholders'
S tock Capital Net Deficit Compensation  Equity

BALANCE AT MARCH 31, 1994 $19 $171,767 $-- $ (54,065) $(2,441)  $115,280
Issuance of 134,814 shares of common

stock upon the exercise of stock options -- 208 -- - -- 208
Issuance of 133,002 shares of common

stock pursuant to the employee stock

purchase plan -- 923 -- - -- 923
Deferred compensation related to grant

of certain stock options -- 49 -- -- (49) --
Amortization of deferred compensation -- -- -- - 886 886
Unrealized gains (losses) on available-for-

sale short-term investments, net -- -- 33 - -- 33
Net loss - - - (31,274) - (31,274)
BALANCE AT MARCH 31, 1995 19 172,947 33 (85,339) (1,604) 86,056
Issuance of 380,595 shares of common

stock upon the exercise of stock options 1 1,963 -- - -- 1,964
Issuance of 207,165 shares of common

stock pursuant to the employee stock

purchase plan - 1,430 - - - 1,430
Issuance of 4,053,750 shares of common

stock at $23.25 per share (net of

issuance costs of $5,575,173) 4 88,670 - - - 88,674
Deferred compensation related to grant

of certain stock options - 450 - -- (450) -
Amortization of deferred compensation - - - -- 656 656
Unrealized gains (losses) on available-for-

sale short-term investments, net - - 134 - - 134
Net loss - - - (27,415) - (27,415)
BALANCE AT DECEMBER 31, 1995 24 265,460 167 (112,754) (1,398) 151,499
Issuance of 500,853 shares of common

stock upon the exercise of stock options 1 3,077 - -- - 3,078
Issuance of 181,590 shares of common

stock pursuant to the employee stock

purchase plan -- 1,856 -- - -- 1,856
Issuance of 4,305,844 shares of common

stock at $37.75 per share (net of

issuance costs of $7,063,476) 4 155,478 - - -- 155,482
Compensation related to accelerated

vesting on stock options -- 706 -- -- -- 706
Amortization of deferred compensation -- -- -- -- 849 849
Unrealized gains (losses) on available-for-

sale short-term investments, net -- -- (78) - -- (78)
Net loss - - - (21,732) - (21,732)
BALANCE AT DECEMBER 31, 1996 $29 $426,577 $89 $(134,486) $ (549) $291,660

See accompanying notes

28




CONSOLIDATED

STATEMENTS OF CASH FLOWS

Increase (decrease) in cash and cash equivalents

(in thousands)

Cash flows from operating activities:

Net loss

Adjustments used to reconcile net loss
to net cash used in operating activities:
Depreciation and amortization
Changes in assets and liabilities:

Other current assets

Other assets
Accounts payable

Accrued clinical and preclinical expenses
Other accrued liabilities
Deferred revenues

Total adjustments

Net cash used in operating activities

Cash flows from investing activities:
Purchases of short-term investments
Sale of short-term investments
Maturities of short-term investments

Capital expenditures

Net cash provided by (used in) investing activities
Cash flows from financing activities:
Payments of financing obligations and long-term
Proceeds from equipment loans
Proceeds from issuance of long-term debt
Proceeds from issuance of common stock
Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalent
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental schedule of noncash investing and

financing activities:

Acquisition of equipment pursuant to equipment
loan and capital lease obligation

Deferred compensation related to grant of certai

stock options

Compensation related to acceleration of vesting

on stock options

Supplemental disclosure of cash flow information:

Interest paid

See accompanying notes

debt

YEAR ENDED Nine Months
DECEMBER 31, December
1996 1995
(
$(21,732)  $(27,415)
4,479 3,247
(2,732) 371
(175) (148)

89 1,365
1,084 757
2,204 (366)

319 (859)
5,268 4,367

(16,464) (23,048)
(437,627) (173,971)
248,552 10,455
153,257 94,147
(3,727) (565)
(39,545) (69,934)

(2,843) (2,076)

3,000 -

160,416 92,068
160,573 89,992
104,564 (2,990)
27,420 30,410

$ 131,984 $ 27,420

$ - $ -

$ - $ 450

$ 706 $ -

$ 731 $ 619
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Ended Year Ended
31, March 31,

1994 1995
unaudited)

$(22,401) $(31,274)

2,803 3,908

396 17
(235) (92)
(314) (21)
(885) (637)
(45) 741
800 -

(88,781)  (111,575)
- 6,338

108,673 148,484

(3.716)  (3,885)

(1,665)  (2.366)
624 623
6,000 6,000
1,024 1,131

2,278 17,392




NOTES TO

CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTNG POLICIES

ORGANIZATION AND PRINCIPLES OF CONSOLIDATION Gilea8ciences, Inc. (the "Company" or "Gilead") waiporated in the
State of Delaware on June 22, 1987. The Compaengaged in the discovery, development and markefiagnew class of human
therapeutics based on nucleotides. VISTIDE, the @omy's first commercially available product, whielceived marketing clearance from
FDA in June 1996, is sold in the U.S. through dnimplesalers.

The consolidated financial statements include tu@ants of the Company and its wholly-owned subsjdGilead Sciences Limited, which
was formed under the laws of the United Kingdorhavember 1995. To date, the subsidiary has beeativesand has no material assets or
liabilities.

CHANGE IN YEAR END In October 1995, the Company ihed its fiscal year end from March 31 to Decengieeffective with the nine
months ended December 31, 1995. Financial statsn@nthe nine months ended December 31, 1994raradited and included for
comparison purposes.

CASH EQUIVALENTS The Company considers highly liunvestments with insignificant interest rate nrkchased with a remaining
maturity of three months or less to be cash eqental

CONCENTRATIONS OF CREDIT RISK Cash and cash eqeintd and short-term investments are financialunsénts that potentially
subject the Company to concentrations of credit itie Company primarily invests in notes and hdfsied by the U.S. government, bonds
and notes of domestic corporations, certificatedegfosit, commercial paper and asset-backed sesuly policy, the Company limits the
amount of credit exposure to any one financialtusbn and to any one type of investment, othantkecurities issued by the U.S.
government.

USE OF ESTIMATES The preparation of consolidate@ficial statements in conformity with generallyegted accounting principles
requires management to make estimates and assas it effect the amounts reported in the conatdiifinancial statements and
accompanying notes. Actual results could diffenfrihose estimates.

REVENUE RECOGNITION The Company recognizes prodaeenue at the time product is shipped. Proviseseranade for estimated
product returns, cash discounts and governmenduligs and rebates. Revenues recognized under thpaly's collaborative research and
development agreements, license and supply agresmet government grants are recorded as earned bpen the performance
requirements of the contracts. Payments receivadwance under these agreements are recordedessedakvenue until earned.

STOCK-BASED COMPENSATION In accordance with theypsions of Statement of Financial Accounting StaddaNo. 123, "Accounting
for Stock-Based Compensation” ("SFAS 123"), whivth Company adopted in 1996, the Company has elaxfetlow Accounting

Principles Board Opinion No. 25, "Accounting foo&k Issue to Employees” ("APB 25") and relatedriptetations in accounting for its
employee stock option plans. Under APB 25, if tkereise price of the Company's employee stock optexuals or exceeds the fair value of
the underlying stock on the date of grant as detexthby the Company's Board of Directors, no corspéan expense is recognized. See
Note 9 for pro forma disclosure of st-based compensation pursuant to SFAS 123.

SECURITIES AVAILABLE FOR SALE Management determirtbg appropriate classification of debt securitiethe time of purchase and
reevaluates such designation as of each balane¢ddie. The Company's debt securities, which sbpsimarily of U.S. treasury securities,
corporate commercial paper, bonds and notes of stiicreorporations and asset-backed securitieglassified as available-for-sale and are
carried at estimated fair value in cash equivalantsshort-term investments. At December 31, 1898ilable-for-sale investments included
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$132,621,000 of cash equivalents ($27,356,000 eeber 31, 1995) and all sheerm investments. Unrealized gains and lossesep@tec
in a separate component of stockholders' equitg.drhortized cost of debt securities in this catggoadjusted for amortization of premiums
and accretion of discounts to maturity. Such armatitn is included in interest income. Realizechgaind losses on available-for-sale
securities are included in interest income and espeThe cost of securities sold is based on theifspidentification method. Interest and
dividends on securities classified as availablesfe are included in interest income.

FOREIGN CURRENCY INSTRUMENTS The Company enters iftreign exchange forward contracts with finanaiatitutions primarily t
protect against currency exchange risks assocwatadcertain firmly committed purchase transactiofise Company's foreign exchange risk
management policy allows it to hedge a majoritjtoexisting material foreign exchange transacémposures. However, the Company may
not hedge certain foreign exchange transaction®xgs that are immaterial in terms of their minitde®. dollar value. For further discussion
about the Company's foreign currency instrumergs\sse 7.

PROPERTY AND EQUIPMENT Property and equipment da¢esl at cost and consist of the following (in thads):

December 31,

1996 1995
Equipment subject to
financing obligations $ 5320 $ 6,026
Laboratory equipment 1,904 766
Office equipment and
furniture and fixtures 4,081 2,386
Leasehold improvements 10,887 9,514

22,192 18,692
Less accumulated depreciation
and amortization (13,020) (10,323)

Laboratory equipment, office equipment and furrdtand fixtures are depreciated on a straight-lamsbover their estimated useful lives of
three to five years. Leasehold improvements anipetgnt subject to financing obligations are amedinn a straight-line basis over the
shorter of their estimated useful lives or the baing term.

See Note 5 for discussion of certain laboratory @ffide equipment acquired pursuant to equipmerarfcing obligations.

OTHER ACCRUED LIABILITIES Other accrued liabiliti es are summarized as follows
(in thousands):
December 31,

1996 1995
Accrued compensation $ 1,662 $ 1,102
Accrued Medicaid rebates 1,100 -
Other 1,671 1,127

NET LOSS PER SHARE Net loss per share is computgdyuhe weighted average number of common shatssanding during the perio
Common stock equivalents relating to stock optargsexcluded from the computation, as their effeantidilutive.

2. INVESTMENTS

The following is a summary of available-for-salewgties (in thousands):

Gros S Gross
Amortized Unreal ized Unrealized Estimated
Cost Gain s Losses Fair Value

DECEMBER 31, 1996
U.S. Treasury

Securities and

obligations of

U.S. government

agencies $158,734 $ 94 $(86) $158,742
Corporate




securities 27,115 24 3) 27,136

Other debt
securities 110,662 64 4) 110,722
Total $296,511 $1 82 $(93) $296,600

DECEMBER 31, 1995
U.S. Treasury
Securities and
obligations of
U.S. government

agencies $141,621 $1 62 - $141,783
Corporate

securities 13,807 5 - 13,812
Total $155,428 $1 67 $155,595

During the year ended December 31, 1996, the Coynpald available-for- sale investments with a faitue at the date of sale of
$248,552,000 ($10,445,000 in the nine-month pegivded December 31, 1995.) The gross realized gaiheosale of available-for-sale
securities totaled approximately $451,000 at Deearstt, 1996, and
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none at December 31, 1995, and the gross realizsdh the sale of available- for-sale securitesed approximately $65,000 at December
31, 1996. At December 31, 1996, the contractualritags of the debt securities do not exceed tlyeses.

3. COLLABORATIVE RESEARCH AGREEMENTS

PHARMACIA & UPJOHN In August 1996, Gilead and Phacia & Upjohn S.A. ("P&U") entered into a collabtioa to market VISTIDE-
Registered Trademark- (cidofovir injection) in @luntries outside the United States. Under thegarithe agreement, P&U paid Gilead an
initial license fee of $10.0 million. If Europearanketing authorization is received for VISTIDE, &itl will receive an additional cash
milestone payment of $10.0 million, and, at Gilsaation, P&U will purchase $40.0 million of newisued Gilead Series B Preferred Stock
priced at 145% of the average closing price of &ile common stock over a thirty-day trading periocgddition, P&U will pay Gilead
royalties on its VISTIDE sales.

Under the terms of the License and Supply AgreeméhtP&U dated August 1996 and related agreemmeidsing to expanded access
programs for VISTIDE outside of the United Stateg, Company will supply either the bulk drug substaused to manufacture VISTIDE or
the finished product VISTIDE ("Product”) to P&U.I&ad is entitled to receive a royalty based upenstile of Product by P&U, a portion of
which is received upon the shipment of Produchgéibulk drug substance or finished product) froiedal to P&U, with the remainder
received upon the ultimate sale of Product by P&bl royalties received by Gilead prior to the P&alesof Product to a third party are
recorded as deferred revenue until such third pealy occurs. As of December 31, 1996, the Compasrded approximately $277,000 of
deferred royalty income related to shipment of Bobdo P&U for expanded access programs.

HOFFMANN-LA ROCHE In September 1996, Gilead andHBffmann-La Roche Ltd. and Hoffmann-La Roche, [@ollectively, "Roche")
entered into a collaboration agreement to devehgpcammercialize therapies to treat and preveat influenza. Under the agreement, Rc
received exclusive worldwide rights to Gilead'spretary influenza neuraminidase inhibitors. In @r 1996, Roche made an initial license
fee payment to Gilead of $10.3 million (recordedha third quarter of 1996) and Gilead is entitie@dditional cash payments of up to $40.0
million upon achievement of developmental and ratguly milestones. In addition, Roche will fund r@éearch and development costs and
pay Gilead royalties on the net sales of any prteddeveloped under the collaboration. For the geded December 31, 1996, the Company
recorded $1,147,000 of research and developmeenuevrelated to this agreement. Costs of reseatidevelopment revenues earned under
this arrangement approximate such revenues (exela$iany milestone revenues) and are includedsearch and development expenses in
the accompanying financial statements.

In September 1996, Gilead and Roche entered inagerement to co-promote Roche's Roferon-A (Interfalfa-2a, recombinant) for the
treatment of chronic hepatitis C infection in the&SURoche paid Gilead a $150,000 one-time fee @ 1Roche will pay Gilead a royalty
based on the net product sales beginning in 1997.

GLAXO WELLCOME In July 1990, the Company enteretbia collaborative research agreement with Glaxddaae, Inc. ("Glaxo").
Concurrent with the signing of the agreement, Glavaale an $8 million equity investment in the Conypand currently holds 3.1% of the
Company's outstanding common stock. The agreemenided for the Company to conduct research oyeeraod of five years with a goal
identifying code blocker compounds with potentigpkcation in the diagnosis, prevention and treathaod cancer. The collaboration was
extended to all potential therapeutic applicationduly 1992.

In March 1996, the Company and Glaxo entered inteva collaborative research agreement extendinfiMeryears the existing collaborati
between the parties. Under the terms of the neeesgent, Glaxo will fund the Company's ongoing regea the code blocker field for five
years. Each party has a worldwide right to the ioplagty's patent rights to research, develop, natufe, and sell products based on ¢
blocker technology for all applications. Glaxo wikve the primary right to develop any productsidied during the collaboration. Gilead is
entitled to payments for achievement of regulatoilestones, as well as royalties on any produ@ssablaxo has the right to terminate the
collaborative research and funding at any timerdfte years, in which case Gilead could developecoldcker technology independently or
with a third party. Under the terms of the agreeintiee Company received $3.0 million in March 1986und research during the first year of
the new agreement.

Costs of research and development revenues eanded this arrangement approximate such revenuetugixe of any milestone revenues)
and are included in
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research and development expenses in the accompdityancial statements.

ARPA In December 1991, the Company entered intollatworative research agreement with the AdvanceseRrch Projects Agency
("ARPA"). The research under this program was fedusn the development of code blocker therapeotitgpounds for the treatment of
dengue fever and malaria. The Company performest ‘#féorts" research and development on a cosirghbasis. ARPA funding ended
October 1994 at the conclusion of the initial thyear term of the program. No revenues were reeeghiior the year ended December 31,
1996 or for the nine months ended December 31, (983,000 was recognized in the fiscal year edarth 31, 1995).

AMERICAN HOME PRODUCTS In August 1994, the Compamtered into a license and supply agreement wittstbrz subsidiary of
American Home Products to develop and market ardeye formulation of cidofovir for the potentiakbmtment of topical ophthalmic viruses.
The Company received a $250,000 annual fee in¢he gnded December 31, 1996, which was recognzesvanue (the Company
recognized as revenue a $250,000 annual fee imitleemonths ended December 31, 1995, and a $500¢@08e fee in the fiscal year ended
March 31, 1995). In addition, under the agreemeatGompany is entitled to receive annual fees,stafee payments and future royalties on
product sales.

OTHER Also included in total revenues for the yeaded December 31, 1996 is $104,000 earned urlde3.@epartment of Health and
Human Services Small Business Innovation Reseavedrds ($327,000 and $474,000 for the nine montbe@®ecember 31, 1995, and the
year ended March 31, 1995, respectively). Costesd#arch and development under these arrangenpgmtxanate revenues. The reseg
programs funded by these grants are focused oaircerdvel inhibitors of thrombin and certain geaetbde blocker compounds.

4. ACCOUNTS RECEIVABLE

Gilead sells VISTIDE through major drug wholesalierthe U.S. In August 1996, a major wholesalerNeyer Corporation, filed for
bankruptcy protection under Chapter 11 of the B&hkruptcy Code. The total receivable outstandmgfdDecember 31, 1996, from
FoxMeyer of $629,000 has been reserved. At DeceBihel996, trade receivables are included in tih@noa sheet in "Other current assets."

5. EQUIPMENT FINANCING OBLIGATIONS AND LONG-TERM DBT

Included in property and equipment at Decembefl996 are assets with a cost of $5,320,000 ($6,0260 December 31, 1995) acquired
pursuant to capital lease obligations and equiptoams. Accumulated amortization of assets acqyiteduant to these obligations was
approximately $4,360,000 and $3,843,000 at Dece®ibet996 and 1995, respectively. Assets acquinelgiuthese arrangements secure the
related obligations.

At December 31, 1996, the Company's aggregate conment under such arrangements, together with thpresent value of the obligations,
is as follows (in thousands):

Years ending December 31:

1997 $ 1,244
1998 371
1,615
Less amounts representing interest 133
Less current portion 1,131
$ 351

In May 1994, the Company entered into an unsechéedillion term loan to finance its office and raseh and development facilities
expansion and the acquisition of related laboraggyipment. The four-year loan requires quarteriygipal payments of $375,000, plus
applicable interest at a fixed rate of 8%, commegduly 1994. In addition, the Company is requieedomply with certain financial and
operating covenants. At December 31, 1996, thé defat outstanding is $2,250,000. The current portiutstanding is $1,750,000.

In October 1996, the Company entered into an umedc8 million term loan to finance its office arbearch and development facilities
expansion. The four-year loan requires quarteiygpal payments of $187,500, plus applicable egercommencing October 1, 1996. The
interest is fixed at 6.9% for the first year of than and will be reset periodically thereafterdzhen applicable LIBOR rates. In addition, the
Company is required to comply with certain finaheiad operating covenants. At December 31, 19%6tdtal debt outstanding is $2,812,¢
The current portion outstanding is $750,000.

At December 31, 1996, the long-term debt amount@gmates fair value.
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6. COMMITMENTS

The Company leases its facilities pursuant to dpeydeases. Rent expense under these leasegitafgieoximately $2,117,000 for the year
ended December 31, 1996, $1,485,000 for the ninghmmeriod ended December 31, 1995, and $1,980dd@he year ended March 31,
1995.

At December 31, 1996, the aggregate noncancelahlesfminimum payments under the operating leaseasafollows (in thousands):

Years ending December 31:

1997 $ 2,195
1998 2,284
1999 2,392
2000 2,484
2001 2,573
Thereafter 11,994
$ 23,922

In connection with its facilities lease agreemetits, Company obtained a letter of credit agreerfrent a bank which secures the aggregate
future payments under one of its facilities leagedDecember 31, 1996, a total of $2,500,000 wasrssl under this letter of credit

arrangement.
7. FOREIGN CURRENCY INSTRUMENTS

The Company has forward contracts outstanding ae®ber 31, 1996 with notional principal amountsling $1,417,000, fair value of
$(28,000). No forward contracts were outstandinQedember 31, 1995. The notional principal amototeff-balance sheet instruments
provides one measure of the transaction volumeaandig as of year end, and does not represemtntiogint of the Company's exposure to
credit or market loss. The Company's exposureddittoss and market risk will vary over time afsiaction of interest rates and currency
exchange rates. The estimates of fair value aredbais applicable and commonly used pricing modegitsguprevailing financial market
information as of December 31, 1996. The notiomelqipal and fair value amounts of the Companyfsiffn exchange instruments discussed
above do not reflect the gains or losses assooigtedhe exposures and transactions that thedorekchange instruments are intended to
hedge. The amounts ultimately realized upon seétigrof these financial instruments, together whtl gains and losses on the underlying
exposures, will depend on actual market conditsuréng the remaining life of the instruments. Utisd gains and losses on foreign
exchange forward contracts that are designate@fiective as hedges are deferred and recognizegpense in the same period as the he
transactions. All foreign exchange forward consaetpire within one year.

8. STOCKHOLDERS' EQUITY

PREFERRED STOCK The Company has 5,000,000 shamgtlobrized preferred stock issuable in serieserdmwhich are issued or
outstanding. The Company's board of directors teaized to determine the designation, powers gpegfces and rights of any such series.
The Company has reserved 400,000 shares of prefetiwek for potential issuance under the Prefe®ieare Purchase Rights Plan.

COMMON STOCK The Company has 60,000,000 sharesithioaized common stock at December 31, 1996. Inagnl996 the Board of
Directors approved an amendment to the Companytsfi€ate of Incorporation, increasing the numbésleares of common stock authorized
from 35,000,000 to 60,000,000 shares. The amendwetipproved by the Company's stockholders agd With the Delaware Secretary of
State in May 1996.

EMPLOYEE STOCK PURCHASE PLAN The Company has adbgte Employee Stock Purchase Plan under which gmg$ocan purchase
shares of the Company's common stock based orcarage of their compensation. The purchase peacshmre must equal at least the Ic
of 85% of the market value on the date offeredroth@ date purchased. A total of 750,000 sharesminon stock are reserved for issuance
under the plan. As of December 31, 1996, 601,288shhad been issued under the Plan (419,699 simodecember 31, 1995).

STOCK OPTION PLANS In December 1987, the Compargpéed the 1987 Incentive Stock Option Plan andStingplemental Stock Option
Plan for issuance of common stock to employeessutants and scientific advisors. Options grantedien the plans are at prices not less -
the fair market value on the date of the granti@stvest over five years pursuant to a formul@mheined by the Company's board of
directors and expire after ten years. At Decemhie 996, options on 545,108 shares are outstandtidgr the plans at exercise prices ran
from $0.09 to $17.50 per share (781,718 optionstantling at December 31, 1995 with exercise priaeging from
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$0.09 to $17.50 per share). For the year endedrbeee31, 1996, options to purchase 220,947 shages exercised at $0.09 to $17.50 per
share (options to purchase 182,029 shares wereise@mt prices ranging from $0.09 to $17.50 paresfor the nine months ended Decen
31, 1995). At December 31, 1996, options on 522s3G8Bes were exercisable (options on 605,125 shamesexercisable at December 31,
1995). No shares were available for grant of futytons.

In April 1991, the Company's board of directorsrappd the granting of nonqualified stock optionatthre not granted pursuant to the 1987
Supplemental Stock Option Plan but contain suckragrms and conditions of the Company's Supplemh&tbck Options. The options vest
pursuant to a formula determined by the Compargesdof directors and expire no more than ten yafies the date of grant or earlier if
employment terminates. At December 31, 1996, opt@m197,064 shares are outstanding at exercisespianging from $1.20 to $1.50 per
share (286,230 options outstanding at Decembet @15 with exercise price ranging from $1.20 to $1p8&r share). For the year ended
December 31, 1996, options to purchase 89,166 shae exercised at $1.20 per share (options thpae 49,966 shares were exercised at
$1.20 per share for the nine month period endecDber 31, 1995). At December 31, 1996, options@h741 shares were exercisable
(options on 111,314 shares were exercisable atDleee31, 1995). No shares were available for gr&ftture options.

In November 1991, the Company adopted the 1991kSdption Plan for issuance of common stock to elygés and consultants. Options
issued under the plan shall, at the discretiomefGompany's board of directors, be either incergtock options or nonstatutory stock
options. The exercise price of incentive stockamimust equal at least the fair market value etcttmmon stock on the date of grant.
Options vest over five years pursuant to a fornoefeermined by the Company's board of directorsexpite after ten years. At December 31,
1996, options to purchase 3,745,630 shares artandisg under the plan at exercise prices rangimg $4.38 to $38.00 per share (3,076,020
options outstanding at December 31, 1995 with eégenrices ranging from $4.38 to $22.50 per sh&w®) the year ended December 31,
1996, options to purchase 190,740 shares wereisgdrat prices ranging from $6.50 to $19.00 peresf@ptions to purchase 145,330 shares
were exercised for the nine month period ended Dbee 31, 1995 at prices ranging from $6.13 to $1@&r share). At December 31, 1996,
options on 1,375,050 shares were exercisable fmptia 954,342 shares were exercisable at Decerib&p95) and 1,599,550 were availe
for grant of future options.

In November 1995, the Company adopted the 1995 Buoployee Directors' Stock Option Plan for issuasficeommon stock to non-
employee directors. Options granted under the atarat prices not less than the fair market vatuthe date of grant. Options vest over five
years from the time of grant in quarterly 5% inst@&nts and expire after ten years. At Decembef 826, options on 163,000 shares
outstanding at exercise prices ranging from $3®088.00 per share (none at December 31, 1995thEqgear ended December 31, 1996,
no options were exercised. At December 31, 19960 on 24,300 shares were exercisable (no optiens exercisable at December 31,
1995) and 187,000 shares were available for griafottare options.

The Company records deferred compensation forifferehce between the grant price and the markieievalated to certain options granted.
No deferred compensation was recorded during the greded December 31, 1996 ($450,000 and $49,00@ inine month period end
December 31, 1995 and the year ended March 31, 1893ectively). Deferred compensation is beingréized to expense over the five-year
vesting period of the options. Amortization expefsethe year ending December 31, 1996 totaledapmately $849,000 ($656,000 and
$886,000 the nine month period ended December®®h5 and the year ended March 31, 1995, respec}ively

PREFERRED SHARE PURCHASE RIGHTS PLAN In Novembe®4,2he Company adopted a Preferred Share Purétigsts Plan (the
"Plan™). The Plan provides for the distributionaopreferred stock purchase right (a "Right") asvaldnd for each share of Gilead common
stock held of record at the close of business ateBwer 14, 1994. The Rights are not currently és&lpte. Under certain conditions
involving an acquisition or proposed acquisitionany person or group of 15% or more of the commocks the Rights permit the holders
(other than the 15% holder) to purchase Gilead comstock at a 50% discount from the market priahatt time, upon payment of an
exercise price of $60 per Right. In addition, ie #vent of certain business combinations, the Rigatmit the purchase of the common stock
of an acquirer at a 50% discount from the markieepait that time. Under certain conditions, thetf&gnay be redeemed by the Company's
board of directors in whole, but not in part, irece of $.01 per Right. The Rights have no vofingileges and are attached to and
automatically trade with Gilead common stock. Thghis expire on November 21, 2004.
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9. STOCK OPTION ACCOUNTING

The Company has elected to follow APB 25 and rdlateerpretations in accounting for its employemktoptions and employee stock
purchase plan shares because, as discussed Hedomiternative fair value accounting provided foder SFAS 123 requires use of option
valuation models that were not developed for usealning employee stock options and employee spackhase plan shares. Under APB 25,
because the exercise price of the Company's empktpek options equals the market price of the dyidg stock on the date of the grant,
compensation expense is recognized.

Pro forma information regarding net income and ie@sper share is required by SFAS 123 and has detenmined as if the Company had
accounted for its employee stock options grantédeguent to March 31, 1995, under the fair valuthatkof that Statement. The fair value
for these options was estimated at the date ot giging a Black-Scholes option pricing model fag thultiple option approach with the
following weighted-average assumptions for 1995 B9@6: risk-free interest rate of 6.0%; volatilictor of the expected market price of the
Company's common stock of 69%; and a weighted-geegapected life of the option of 1.54 years frtwd vesting date. No dividend
payments are expected.

The pro forma information required by SFAS 123 ulels compensation expense related to the Compamplyee stock purchase plan
purchases made subsequent to March 31, 1995. Thgersation expense has also been calculated bagkd fair-value method using a
Black-Scholes option pricing model with the weightererage assumptions discussed above.

The Black-Scholes option valuation model was degyatiofor use in estimating the fair value of tradptions which have no vesting
restrictions and are fully transferable. In addifioption valuation models require the input ofttygsubjective assumptions including the
expected stock price volatility. Because the Comgfsaemployee stock options and employee stock aseeplan shares have characteristics
significantly different from those of traded optmrand because changes in the subjective inputngséiguns can materially affect the fair val
estimate, in management's opinion, the existingetsodio not necessarily provide a reliable singlasoee of the fair value of the Company's
employee stock options and employee stock purgblaseshares.

For purposes of pro forma disclosures, the estidnfaie value of the options and shares are amattiagro forma/net loss over the options'
vesting period and the shares' plan period. Thep@ayls pro forma information follows (in thousanelsgcept for earnings per share
information):

Nine Months
Y EAR ENDED Ended
D ECEMBER 31, December 31,
1996 1995
Pro forma net loss $ (29,586)  $(29,162)
Pro forma loss per
share $ (1.06) $ (1.37)

Because SFAS 123 is applicable only to optionstgrhor shares issued subsequent to March 31, #89#p forma effect will not be fully
reflected until 1999.

A summary of the Company's stock option activitd aslated information for the periods ended Decamfigfollows:

YEAR ENDED Nine Months Ended
DECEMBER 31, 1996 December 31, 1995
OPTIONS WEIGHTED-AVERAGE Options Weighted-ave rage
(000's) EXERCISE PRICE (000's) Exercise Pr ice
Outstanding -- beginning of period 4,144 $10.55 4,069 $ 8.96
Granted (Price equals FMV) 1,240 $25.89 532 $1 8.04
Granted (Price less than FMV) - - 75 $1 9.00
Exercised (501) $6.15 (377) $ 5.20
Forfeited (232) $13.70 (155) $1 1.60
Outstanding -- end of period 4,651 $14.96 4,144 $1 0.55
Exercisable at end of period 2,025 1,671
Weighted-average fair value per share of
options granted during the period 15.17 11.26

The shares granted at less than fair market valtigei nine months ended December 31, 1995 havéghted-average fair value per share of
$19.00.
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The options outstanding at December 31, 1996 haea begregated into three ranges for additioneladisre as follows (options amounts

recorded in thousands):

O ptions Outstanding Op
Option
Options Weighted-average  Weighted- Current
Average Exercisab

Remaining

Outstanding
Contractual Life Exercise Price at Dec. 31,

Range of Exercise Prices at Dec. 31, 1996

$0.09-$12.25 2,005 5.88 $7.48 1,315
$12.50-$19.00 1,739 7.59 $16.13 647
907 9.15 $29.24 63

$19.38-$38.00

10. INCOME TAXES

tions Exercisable

s
ly Weighted-
le average

1996 Exercise Price

As of December 31, 1996, the Company had a fedetabperating loss carryforward of approximatel B000,000. The net operating loss

carryforwards will expire at various dates begignim 2001 through 2011, if not utilized.

Significant components of the Company's deferrgditsets for federal and state income taxes dadlaws (in thousands):

De
1996 1995
Deferred tax assets:
Net operating loss
carryforwards $ 43,000 $ 35,100
Research credits
(expire 2001-2011) 5,400 5,700
Capitalized R&D for
California 4,100 3,000
Other 2,800 3,300
Total deferred tax assets 55,300 47,100
Valuation allowance for
deferred tax assets (55,300) (47,100)
$ $

Net deferred tax assets

cember 31, December 31,

The net valuation allowance increased by $8,200¢0hg the year ended December 31, 1996 $10,500¢0Ghe nine months ended

December 31, 1995 and $12,600,000 during the yesedMarch 31, 1995.

Utilization of the net operating losses and creditryforwards may be subject to a substantial anima#ation due to the ownership change

limitations provided by the Internal Revenue Cotl&986.

Approximately $2,000,000 of the valuation allowaat@®ecember 31, 1996 relates to the tax bendfgtook option deductions which will |

credited to additional paid-in capital when redlize
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REPORT OF ERNST & YOUNG LLP,

INDEPENDENT AUDITORS

THE BOARD OF DIRECTORS AND STOCKHOLDERS
GILEAD SCIENCES, INC.

We have audited the accompanying consolidated balsineets of Gilead Sciences, Inc. as of Decemherd®6 and 1995, and the related
consolidated statements of operations, stockhdldgtsty and cash flows for the year ended Decer@bel 996, the nine-month period ended
December 31, 1995, and the year ended March 35, T9se financial statements are the respongibilithe Company's management. Our
responsibility is to express an opinion on thesarftial statements based on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatem@naudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by manageemiell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenéspects, the consolidated financial posi
of Gilead Sciences, Inc. at December 31, 1996 &38,land the consolidated results of its operatébits cash flows for the year ended
December 31, 1996, the nine-month period endedkeer31, 1995, and the year ended March 31, 189griformity with generally
accepted accounting principles.

/sl Ernst & Young LLP

PALO ALTO, CALI FORNI A
JANUARY 24, 1997
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CORPORATE

INFORMATION

TRANSFER AGENT AND REGISTRAR

Communications concerning stock transfer requirdmdost certificates and changes of address shmultirected to the Transfer Agent:

ChaseMellon Shareholder Services 85 Challenger Road
Overpeck Centre

Ridgefield Park, NJ 07660

http://www.cmssonline.com

1-800-522-6645

STOCKHOLDER INQUIRIES

Inquiries from our stockholders and potential inees regarding our company are always welcome ahdegeive a prompt response. Please
direct your requests for information to:

Investor Relations

Gilead Sciences, Inc.

333 Lakeside Drive

Foster City, California 94404
415-574-3000 or 1-800-GILEAD-5

Information regarding Gilead is available via théefnet on our web site at:
http://www.gilead.com

STOCK LISTING

Gilead common stock is traded on The Nasdaq Stoatkd&t under the symbol GILD.

PRICE RANGE OF COMMON STOCK
As of February 28, 1997, there were approximately 5 85 stockholders of record of
the Company's common stock and 28,996,918 shares of common stock outstanding. No
dividends have been paid on the common stock since the Company's inception, and
the Company does not anticipate paying any dividend s in the foreseeable future.
1995 High Low
First Quarter $15 1/4 $91/4
Second Quarter $19 3/4 $12 1/2
Third Quarter $25 1/2 $16 3/4
Fourth Quarter $34 1/4 $18
1996 High Low
First Quarter $417/8 $26 3/4
Second Quarter $39 $21 3/4
Third Quarter $29 3/4 $17 1/4
Fourth Quarter $28 3/4 $21 1/2

ANNUAL MEETING

The annual meeting of stockholders will be heldG00 a.m. on Tuesday, May 13, 1997, at Hotel 8lpf223 Twin Dolphin Drive, Redwood
City, California.

VISTIDE-Registered Trademe- is a registered trademark and FORVA-TM- is a trademark of Gilead Sciences, Inc. Rof-Registerec



Trademark- is a registered trademark of HoffmanrRbahe.
- -C- 1997 Gilead Sciences, Inc.
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EXHIBIT 23.1
CONSENT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS

We consent to the incorporation by reference is #ninual Report (Form 10-K) of Gilead Sciences, bfcour report dated January 24, 1997,
included in the 1996 Annual Report to Stockhold#r&ilead Sciences, Inc. for the year ended Dece®bgel1996.

We also consent to the incorporation by referendbe Registration Statement (Form S-8 No. 33-4ppB&aining to the Gilead Sciences,
Inc. 1987 Incentive Stock Option Plan, 1987 Suppletal Stock Option Plan, 1991 Stock Option PlanpByee Stock Purchase Plan,
Officer, Director and Key Employee Nonqualified 8tdptions, the Registration Statement (Form S-838e62060) pertaining to Gilead
Sciences, Inc. 1991 Stock Option Plan, and thedRagiion Statement (Form S-8 No. 33-81670) pemaind Gilead Sciences, Inc. Employee
Stock Purchase Plan, of our report dated January98¥, with respect to the consolidated finansiatements incorporated by reference in
the Annual Report (Form 10-K) of Gilead Sciences, for the year ended December 31, 1996.

ERNST & YOUNG LLP

Palo Alto, California
March 20, 1997
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ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE CONSOLIDATED BALANCE
SHEETS AND CONSOLIDATED STATEMENTS OF OPERATION FOID ON PAGES 26 AND 27 OF THE COMPANY ANNUAL
REPORT TO STOCKHOLDERS AT 12/31/96 AND FOR THE YEARIDED AND IS QUALIFIED IN ITS ENTIRETY BY
REFERENCE TO SUCH FINANCIAL STATEMENTS.

MULTIPLIER: 1,000

PERIOD TYPE YEAR
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END DEC 31 199
CASH 131,98
SECURITIES 163,97
RECEIVABLES 4,290!
ALLOWANCES 0
INVENTORY 0
CURRENT ASSETS 300,25:
PP&E 22,19:
DEPRECIATION 13,02(
TOTAL ASSETS 310,67:
CURRENT LIABILITIES 16,09¢
BONDS 2,91¢
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 29
OTHER SE 291,63:
TOTAL LIABILITY AND EQUITY 310,67:
SALES 8,471
TOTAL REVENUES 33,42(
CGS 91¢
TOTAL COSTS 91¢
OTHER EXPENSE 41,88:
LOSS PROVISION 0
INTEREST EXPENSE 711
INCOME PRETAX (21,732
INCOME TAX 0
INCOME CONTINUING (21,732
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME (21,732
EPS PRIMARY (0.78
EPS DILUTED 0

1ncludes all other current asst
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