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PART I
FINANCIAL INFORMATION
ITEM 1. Financial Statements

Vion Pharmaceuticals, Inc.
(A Development Stage Company)

Condensed Consolidated Balance Sheets

(Unaudited)
June 30, December 31,
(In thousands, except share and per share data) 2006 2005
ASSETS
Current Assets:
Cash and cash equivalents ............ ..., $ 41415 $ 52,762
Accounts receivable. .. ... ... 1 31
Prepaid eXpenses .. ... 202 195
Total current assets . ...t 41,618 52,988
Property and equipment, net............... ... 637 706
Security deposits. . .. .ove i 25 25
Total @SSELS . vttt et et $ 42,280 $ 53,719
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current Liabilities:
ACCTUEA EXPEISES. « v v vttt ettt e e ettt $ 3,350 $ 3,305
Accounts payable. . ... 1,402 855
Accrued payroll and payroll-related expenses .................... 441 560
Deferred revenue. . ...t e 18 18
Total current liabilities . ........... ..., 5,211 4,738
Deferred revenue. . ... .. e 333 342
Total liabilities ... ... e e 5,544 5,080
Shareholders’ Equity:
Preferred stock, $0.01 par value, authorized: 5,000,000 shares; issued
and outstanding: NONE. ... ... .uut ittt — —
Common stock, $0.01 par value, authorized: 150,000,000 shares;
issued and outstanding: 68,025,928 and 66,177,892 shares at
June 30, 2006 and December 31, 2005, respectively ............. 680 662
Additional paid-in-capital......... ... ... .. . 198,766 197,916
Deferred compensation ...............veiinniiiineiiineia. — (133)
Deficit accumulated during the development stage . ............... (162,710) (149,806)
36,736 48,639
Total liabilities and shareholders’ equity ....................... $ 42,280 $ 53,719

The accompanying notes are an integral part of these financial statements.
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Vion Pharmaceuticals, Inc.
(A Development Stage Company)

Condensed Consolidated Statements of Operations

(In thousands, except per share data)

Revenues:

Technology license fees................
Research and laboratory support fees . ..
Contract research grants...............

Total revenues

Operating expenses:
Clinical trials................... ... ...
Other research and development .......

Total research and development. .. ...
General and administrative ............
Marketing ......... .. ...

Total operating expenses

Loss from operations. . ..................
Interest income. ......................
Interest expense . .....................
Other income (expense), net...........

Preferred stock dividends and accretion . ..

Loss applicable to common shareholders . .

Loss applicable to common shareholders

pershare ...... .. ... . il

Weighted-average number of shares of
common stock outstanding.............

(Unaudited)

For the Three Months
Ended June 30,

For the Six Months
Ended June 30,

For the Period
From May 1, 1994
(Inception) through

2006 2005 2006 2005 June 30, 2006
$ 1 $ 6 % 10 11 $ 4519
— 1 — 1 5,932
— — — — 2,501
1 7 10 12 12,952
3563 2,626 6,698 5675 53,206
2233 1958 4,178 _ 3,103 77,793
5796 4584 10,876 8778 130,999
1,053 981 2153 1,672 33,101
582 — 891 — 891
7431 5565 13,920 10,450 164,991
(7.430)  (5.558) (13,910) (10,438) (152,039)
526 454 1,058 795 8,306
— — — — (214)
(18) 8 (28) 6 (150)
(6,922)  (5,096) (12,880)  (9,637) (144,097)
11 11 24 2 (131)
(6933)  (5107) (12,904)  (9,659) (143,966)
— _ — — (18,489)
$(6,933) $(5.107) $(12,904) $ (9,659)  $(162.455)
$ (0.10) $ (0.08) $ (0.20) $ (0.15)
66,158 65932 66,134 64298

The accompanying notes are an integral part of these financial statements.
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Vion Pharmaceuticals, Inc.
(A Development Stage Company)

Condensed Consolidated Statement of Changes in Shareholders’ Equity

(Unaudited)
Deficit
Common Stock A ggitional Accumulated Total
Paid-in Deferred During the Shareholders’

(In_thousands, except share data) Shares  Amount  Capital Compensation Development Stage Equity
Balance at December 31,2005 . ... ... 66,177,892  $662 $197,916 $(133) $(149,806) $ 48,639
Reversal of deferred compensation . . . . (133) 133 —
Stock-based compensation expense . . . . 946 946
Restricted stock awards . . .. ........ 1,773,425 18 (18) —
Exercise of stock options . .. ........ 53,743 — 30 30
Issuances under employee benefit plan. . 20,868 25 25
Net loss and comprehensive loss . . . . . . (12,904) (12,904)
Balance at June 30,2006 . .......... 68,025,928  $680 $198,766 $ — $(162,710) $ 36,736

The accompanying notes are an integral part of these financial statements.
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Vion Pharmaceuticals, Inc.
(A Development Stage Company)

Condensed Consolidated Statements of Cash Flows

(Unaudited)
For the Six Months For The Period
Ended June 30, From May 1, 1994
(Inception) through
(In thousands) 2006 2005 June 30, 2006

Cash flows from operating activities:
NEt 10SS. « vttt et e e $(12,904)  $(9,659) $(143,966)
Adjustments to reconcile net loss to net cash used in
operating activities-

Non-cash compensation............................ 946 — 2,040
Depreciation and amortization. ..................... 111 108 3,165
Loss on equipment disposals ....................... — — 12
Purchased research and development................ — — 4,481
Stock issued for services ........... il — — 600
Amortization of financing costs ..................... — — 346
Extension/reissuance of placement agent warrants. . . . . — — 168
Changes in operating assets and liabilities-
Receivables and prepaid expenses. ................ 23 82 (202)
Other assets..........coouuiiiiiiiiiiiinnn. — — (22)
Current liabilities ............. ... ... .o .. 473 (92) 5,158
Deferred revenue . ........... ..., 9) 9) 351
Net cash used in operating activities..................... (11,360) (9,570) (127,869)
Cash flows from investing activities:
Acquisition of equipment .............. .. .. (42) (192) (2,870)
Purchases of marketable securities .................... — — (321,052)
Maturities of marketable securities .. .................. — — 321,052
Net cash used in investing activities ..................... (42) (192) (2,870)
Cash flows from financing activities:
Initial public offering . ......... .. .. ... ... . ... — — 9,696
Net proceeds from issuance of common stock .......... 55 30,322 112,286
Net proceeds from issuance of preferred stock.......... — — 20,716
Net proceeds from exercise of Class A Warrants........ — — 5,675
Net proceeds from exercise of Class B Warrants ........ — — 17,538
Net proceeds from exercise of other warrants........... — — 7,456
Repayment of equipment capital leases ................ — — (927)
Other financing activities, net......................... — — (286)
Net cash provided by financing activities ................. 55 30,322 172,154
Change in cash and cash equivalents .................... (11,347) 20,560 41,415
Cash and cash equivalents, beginning of period ........... 52,762 41,729 —
Cash and cash equivalents, end of period ................ $ 41,415 $62,289 $ 41,415
Supplemental disclosure of cash flow information:
Cash paid for interest. . ..., $ — $  — $ 214
Cash paid for taxes. ..........ooiiiiiiiiinneennn... $ 52 $ 35 $ 119

The accompanying notes are an integral part of these financial statements.
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Vion Pharmaceuticals, Inc.
(A Development Stage Company)

Notes to Condensed Consolidated Financial Statements
(Unaudited)

1. The Company

Vion Pharmaceuticals, Inc. (the “Company”) is a development stage company engaged in the
development of therapeutics for the treatment of cancer. The Company, formerly OncoRx, Inc., was
incorporated in March 1992 as a Delaware corporation and began operations on May 1, 1994.

2. Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in
accordance with accounting principles generally accepted in the United States for interim financial
information and with the instructions to Form 10-Q. They do not include all of the information and
footnotes required by accounting principles generally accepted in the United States for complete
financial statements. In the opinion of management, all adjustments (consisting of normal recurring
accruals) considered necessary for a fair presentation have been included. Operating results for
interim periods are not necessarily indicative of the results that may be expected for the full year. For
further information, refer to the financial statements and footnotes thereto included in the Company’s
Annual Report on Form 10-K for the year ended December 31, 2005 (File No. 000-26534).

3. Per Share Data — Anti-dilution

As of June 30, 2006, the Company had outstanding warrants to purchase 9,198,971 shares of its
common stock at exercise prices between $2.20 and $3.25 per share, and outstanding stock options to
purchase 4,519,188 shares of its common stock at exercise prices between $0.36 and $17.88 per share.
As the Company has not generated net income in the periods presented, there is no dilutive per share
calculation and therefore, these options and warrants as well as restricted shares of common stock not
yet vested have not been considered in the per share calculation presented.

4. Income Taxes

For the six months ended June 30, 2006 and 2005, the Company recorded a provision of $24,000
and $22,000, respectively, for state capital taxes.

5. Stock-Based Compensation

On January 1, 2006, the Company adopted Statement of Financial Accounting Standards No. 123
(revised 2004), “Share-Based Payment” (SFAS 123R) that requires the recognition of expense related
to the fair value of stock-based compensation in the Company’s consolidated financial statements.
Prior to the adoption of SFAS 123R, the Company accounted for stock-based compensation
arrangements in accordance with the provisions of Accounting Principles Board Opinion No. 25,
Accounting for Stock Issued to Employees (APB 25), and provided pro forma disclosures required by
Statement of Financial Accounting Standards No. 123, Accounting for Stock-Based Compensation
(SFAS 123), as amended by Statement of Financial Accounting Standards No. 148, Accounting for
Stock-Based Compensation — Transition and Disclosure” (SFAS 148). Under APB 25, no stock-based
employee compensation cost is reflected in reported net loss when options granted to employees have
an exercise price equal to the market value of the underlying common stock at the date of grant.

The Company adopted SFAS 123R using the modified prospective method. The Company’s
consolidated financial statements as of and for the six-month period ended June 30, 2006 reflect the
impact of adopting SFAS 123R. Stock-based compensation expense recognized for the six-month
period ended June 30, 2006 included: (i) compensation expense for all share-based payments granted
prior to, but not yet vested, as of December 31, 2005, based on the grant-date fair value estimated in
accordance with the provisions of SFAS 123, and (ii) compensation expense for share-based payments
granted subsequent to December 31, 2005, based on the grant-date fair value estimated in accordance
with SFAS 123R. Upon adoption of SFAS 123R, on January 1, 2006 the Company reversed the
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unrecognized deferred compensation costs associated with 2005 restricted stock awards of $133,000
with a corresponding reduction to the Company’s additional paid-in capital. In accordance with the
modified prospective method, the consolidated financial statements for prior periods have not been
restated to reflect, and do not include, the impact of SFAS 123R.

Equity Compensation Plans

Stock Option Plans — The Company currently has stock options outstanding to purchase
4,519,188 shares of common stock under the following stock option plans: (i) the 2003 Stock Option
Plan; (ii) the Amended and Restated 1993 Stock Option Plan; and (iii) the Senior Executive Stock
Option Plan. There are no additional shares available for issuance under these plans. The options
outstanding will continue to vest according to one of the following schedules: (i) in annual installments
of 3354% on each of the first, second and third anniversaries of the date of grant, or (ii) in annual
installments of 25% on each of the first, second, third and fourth anniversaries of the date of grant.
The maximum contractual term of all options is ten years.

2005 Stock Incentive Plan (2005 Plan) — The 2005 Plan provides for the issuance of up to
7,463,291 shares of common stock for a range of awards, including restricted stock, stock appreciation
rights, deferred stock, other awards based on shares of common stock and performance awards. No
award may be made under the 2005 Plan after October 25, 2015.

The 2005 Plan provides an initial restricted stock grant for a non-employee director’s initial
appointment or election to the board as well as an annual restricted stock grant to each eligible
director following the annual meeting.

Employee Stock Purchase Plan (ESPP) — A total of 450,000 shares of common stock are
authorized for issuance under the ESPP. The ESPP permits eligible employees to purchase up to 2,000
shares of common stock at the lower of 85% of the fair market value of the common stock at the
beginning or at the end of each six-month offering period.

Grant-Date Fair Value

The Company uses the Black-Scholes option pricing model to calculate the grant-date fair value
of an award. There were no options granted during the first six month of 2006. The fair value of
options granted during the three-month and six-month periods ended June 30, 2005 was calculated
using the following estimated weighted-average assumptions:

For the Three For the Six
Months Ended Months Ended
June 30, 2005 June 30, 2005
Options granted . .. ..., 61,000 76,000
Weighted-average exercise price............... $ 2.09 $ 226
Weighted-average grant date fair value......... $ 1.13 $ 124
Assumptions:
Risk-free interest rate...................... 3.77% 3.87%
Expected volatility. ........................ 54% 55%
Expected term (inyears) ................... 5.81 5.82
Expected dividend yield.................... 0% 0%

Risk-free interest rate — The yield on the zero-coupon U.S. Treasury securities for a period that is
commensurate with the expected term assumption is used as the risk-free interest rate.

Expected volatility — The Company is responsible for estimating volatility and has considered a
number of factors when estimating volatility. The Company has used historical volatility to estimate
the grant-date fair value of stock options. The Company believes that past stock price volatility is
likely to be indicative of future stock price behavior.

Expected term — The Company uses historical employee exercise and option expiration data to
estimate the expected term assumption for the Black-Scholes grant-date valuation. The Company
believes that this historical data is currently the best estimate of the expected term of a new option,
and that generally all groups of our employees exhibit similar exercise behavior.
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Expected dividend yield — The Company has never paid dividends on its common stock. The
Company currently intends to retain all future earnings for use in the operation of its business and do
not anticipate paying cash dividends in the foreseeable future. Accordingly, the expected dividend
yield assumption is 0%.

The amount of stock-based compensation recognized during a period is based on the value of the
portion of the awards that is expected to vest. SFAS 123R requires forfeitures to be estimated at the
time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ significantly
from those estimates. Forfeitures represent only the unvested portion of a surrendered option. We
have applied an annual forfeiture rate of 0.44% to all unvested options as of June 30, 2006 based on
an analysis of the Company’s historical forfeitures. This forfeiture rate will be re-evaluated quarterly
and adjusted as necessary. The actual expense recognized over the vesting period will only be for
those shares that vest.

Expense

Beginning January 1, 2006, the Company is recognizing compensation expense using the
straight-line attribution method for awards of restricted stock, grants of stock options and purchases
under its employee stock purchase plan based on the grant-date fair value of the portion of
stock-based payment awards that is ultimately expected to vest. Stock-based compensation expense
recognized for the three-month and six-month periods ended June 30, 2006 included: (i) compensation
expense for all share-based payments granted prior to, but not yet vested, as of December 31, 2005,
based on the grant-date fair value estimated in accordance with the provisions of SFAS 123, and
(i) compensation expense for share-based payments granted subsequent to December 31, 2005. As
stock-based compensation expense recognized is based on awards ultimately expected to vest, it has
been reduced for estimated forfeitures. SFAS 123R requires forfeitures to be estimated at the time of
grant and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates.
In the pro forma information required under SFAS 123 for the periods prior to 2006, the Company
accounted for forfeitures as they occurred. The impact on previously reported pro forma disclosures
under SFAS 123 is not material.

The following table shows the pro forma impact on net loss and loss applicable to common
shareholders per share if the Company had applied the fair-value method under SFAS 123 to
stock-based compensation for the three and six months ended June 30, 2005:

For the Three For the Six
Months Ended Months Ended
June 30, 2005 June 30, 2005
Reported Net oSS, ..ottt i $(5,107) $ (9,659)
Add: Stock-based employee compensation expense included in
reported Nt 10SS. . . ..ottt e — —
Deduct: Stock-based employee compensation expense determined
under the fair value based method for all awards ................. (450) (901)
Pro forma net 1oSs .. ...ttt $(5,557) $(10,560)
Reported basic and diluted loss per share.......................... $ (0.08) $ (0.15)
Pro forma basic and diluted loss per share......................... $ (0.08) $ (0.16)

The adoption of SFAS 123R on January 1, 2006 had the following impact on the results for the
three and six months ended June 30, 2006: net loss was increased by $445,000 and $946,000,
respectively, and the basic and diluted loss per share were increased by $0.01 and $0.01, respectively.



Stock Option Activity

A summary of the activity under the Company’s stock option plans as of and for the six-month
period ended June 30, 2006 is as follows:

Weighted-Average

Options Weighted-Average Remaining Weighted-Average
Outstanding Exercise Price Contractual Term Fair Value Per
(in 000’s) Per Share in Years Share
Outstanding at January 1, 2006......... 4,932 $4.81
Granted............. ... . ... . ... — —
Exercised ............... ... ..., 92) $0.55
Forfeited.......................... 13) $3.23
EXPIired . . ..ot (308) $6.38 L
Outstanding at June 30, 2006 .......... 4,519 $4.79 4.99 $3.70
Exercisable at June 30, 2006........... 4,061 $4.90 4.63 $3.83
Vested or expected to vest at June 30,
2006 (1) v v 4,515 $4.79 4.76 $3.70

(1) In addition to the vested options, the Company expects a portion of the options not yet vested to
vest at some point in the future. Options expected to vest is calculated by applying an estimated
forfeiture rate to the options not yet vested.

During the six months ended June 30, 2006, the total intrinsic value of options exercised (i.e. the
difference between the market price at exercise and the price paid by the option holder to exercise
the options) was $82,000 and the total amount of cash received from exercise of these options was
$30,000. The total grant-date fair value of stock options that vested during the six-month period ended
June 30, 2006 was $455,000.

As of June 30, 2006, there was approximately $904,000 of total unrecognized compensation cost
related to unvested stock option awards. That cost is expected to be recognized over the period ended
October 31, 2009.

Restricted Stock Activity

For the three and six months ended June 30, 2006, the Company issued 91,200 and 1,773,425
shares, respectively, of restricted stock at a weighted-average fair value of $1.35 and $1.74 per share,
respectively, and recorded compensation expense of $303,000 and $591,000, respectively, for the
restricted shares. As of June 30, 2006, there was $2.6 million of total unrecognized compensation cost

related to unvested restricted stock awards. That cost is expected to be recognized over the period
ended May 20009.

6. Related Party Transactions

Included in the Company’s current liabilities at June 30, 2006, is $150,000 for a gift expensed in
2005 to fund research through March 31, 2007 at the laboratory headed by one of its directors, an
affiliate of Yale. The remaining gift balance will be paid in three equal quarterly installments through
the first quarter of 2007.

ITEM 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

All statements other than statements of historical fact included in this Quarterly Report on Form
10-Q, including without limitation statements under “Management’s Discussion and Analysis of
Financial Condition and Results of Operations,” regarding our financial position, business strategy,
and plans and objectives of our management for future operations, are forward-looking statements.
When used in this Quarterly Report on Form 10-Q, words such as “may,” “will,” “should,” “could,”
“potential,” “seek,” “project,” “predict,” “anticipate,” “believe,” “estimate,” “expect,” “intend” and

<«

8



similar expressions, as they relate to us or our management, identify forward-looking statements.
Forward-looking statements are based on the beliefs of our management as well as assumptions made
by and information currently available to our management. Such statements are subject to certain risk
factors which may cause our plans to differ or results to vary from those expected, including our
ability to secure external sources of funding to continue operations, the inability to access capital and
funding on favorable terms, continued operating losses and, as a result, the inability to continue
operations, our dependence on regulatory approval for our products, delayed or unfavorable results of
drug trials, the possibility that favorable results of earlier clinical trials are not predictive of safety and
efficacy results in later clinical trials, the need for additional research and testing, and a variety of
other risks set forth from time to time in our filings with the U.S. Securities and Exchange
Commission including, but not limited to, the detailed discussion of risks attendant to the
forward-looking statements included under Item 1A, “Risk Factors” in our Annual Report on Form
10-K for the year ended December 31, 2005. The information contained in this Quarterly Report on
Form 10-Q is believed to be current as of the date of filing with the U.S. Securities and Exchange
Commission. Except in special circumstances in which a duty to update arises under law when prior
disclosure becomes materially misleading in light of subsequent events, we do not intend to update
any of these forward-looking statements to reflect events or circumstances after the date hereof or to
reflect the occurrence of unanticipated events.

Overview

We are a development stage pharmaceutical company engaged in the development of therapeutics
for the treatment of cancer. Our activities to date have consisted primarily of research and product
development, preclinical trials of product candidates, obtaining regulatory approval for clinical trials,
conducting clinical trials, conducting pre-launch commercialization activities, negotiating and obtaining
collaborative agreements, and obtaining financing in support of these activities. Historically, our
revenues have primarily consisted of contract research grants, technology license fees, and research
and laboratory support fees. Since inception, we have generated minimal revenues and have incurred
substantial operating losses from our activities. We currently have no material source of revenue and
expect to incur substantial operating losses for the next several years due to expenses associated with
our activities.

We are continually reviewing our operating plan, and have recently revised our plan of operations
for the next twelve months. The revised operating plan includes the following changes: (i) a reduction
in the costs of three planned trials of Cloretazine® (VNP40101M) and the elimination of two planned
investigator-sponsored trials of Cloretazine® (VNP40101M); (ii) strict control of the timing and
amount of pre-launch marketing and commercialization expenses for Cloretazine® (VNP40101M); (iii)
a delay in the initiation of a Phase I trial of VNP40541; (iv) a reduction in the preclinical development
of the hydrazone compounds; and (v) an adjustment to the timing of the plan’s cash flow to reflect the
latest estimated payment schedules for the two pivotal trials of Cloretazine® (VNP40101M).

Our revised plan of operations for the next twelve months includes the following elements:

e Conduct Phase I, Phase II and Phase III clinical studies of Cloretazine® (VNP40101M) as a
single agent or in combination with standard chemotherapy treatments;

e Provide product and make payments related to certain patient costs for an ongoing Phase I
study of Cloretazine® (VNP40101M) in pediatric brain tumors;

e Provide product for clinical studies sponsored by the National Cancer Institute (NCI) of an

intravenous formulation of Triapine®;

e Provide product for Phase I clinical studies to be sponsored by the NCI of an oral
formulation of Triapine®;

e Resubmit an Investigational New Drug application for VNP40541 to the U.S. Food and Drug
Administration and, if approved, conduct Phase I clinical studies of VNP40541;

e Continue to conduct internal product development studies with respect to our clinical
products;

e Conduct pre-launch commercialization activities for Cloretazine® (VNP40101M)
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e Seek development partners for our TAPET® product development program;

e Continue to support research and development being performed at Yale University and by
other collaborators; and

e Continue to seek collaborative partnerships, joint ventures, co-promotional agreements or
other arrangements with third parties.

We have five research and development projects, which include two product candidates in clinical
trials (Cloretazine® (VNP40101M) and Triapine® ), two product development programs in preclinical
development (VNP40541 and hydrazone compounds) and one product development program for
which we are seeking a development partner (TAPET®).

The following table provides information on clinical trials of Cloretazine® (VNP40101M)
sponsored by us that were open for patient accrual as of August 1, 2006.

Product Trial Trial Commencement Date
Cloretazine® Phase III trial in relapsed acute myelogenous March 2005
(VNP40101M) leukemia in combination with Ara-C
Cloretazine® Phase II trial in elderly patients with de novo May 2006
(VNP40101M) poor-risk acute myelogenous leukemia
Cloretazine® Phase II trial in small cell lung cancer September 2005
(VNP40101M)

Cloretazine® Phase I trial in combination with temozolomide October 2004
(VNP40101M) in patients with hematologic malignancies

In addition to the above-listed clinical trials for Cloretazine® (VNP40101M) which are sponsored
by us, a Phase I trial in pediatric brain tumors was initiated in April 2005 by the Pediatric Brain
Tumor Consortium (PBTC) under an investigator’s IND and continues to accrue patients. We provide
product for this trial and incur certain costs related to patient enrollment.

The NCI is also sponsoring Phase I and Phase II clinical trials of Triapine®. We provide product
for the NCI trials.

Completion of clinical trials may take several years or more and the length of time can vary
substantially according to the type, complexity, novelty and intended use of a product candidate. The
types of costs incurred during a clinical trial vary depending upon the type of product candidate, the
disease treated and the nature of the study.

We budget and monitor our research and development costs by category. Significant categories of
costs include personnel, clinical, third party research and development services, and laboratory
supplies.The cost to take a product candidate through clinical trials is dependent upon, among other
things, the disease indications, the timing, the size and dosing schedule of each clinical trial, the
number of patients enrolled in each trial and the speed at which patients are enrolled and treated. We
could incur increased product development costs, if we experience delays in trial enrollment, the
evaluation of clinical trial results or in applying for or obtaining regulatory approvals. Significant
delays could allow our competitors to bring products to market before we do and impair our ability to
commercialize our product candidates. These uncertainties and variability make it difficult to
accurately predict the future cost of or timing to complete our product development projects.

We cannot be certain that any of our products will prove to be safe or effective, will achieve the
safety and efficacy needed to enter into Phase III or registrational clinical trials, will receive regulatory
approvals, or will be successfully commercialized. Our clinical trials might prove that our product
candidates may not be effective in treating disease or may have undesirable or unintended side effects,
toxicities or other characteristics that require us to cease further development of the product.

We expect that we will need to enter into and complete Phase III or registrational clinical trials of
our products in order to apply for regulatory approval. If we achieve successful completion of Phase
IIT or registrational trials, which have commenced or which we may in the future commence, of which
there can be no certainty, we intend to submit the results to the U.S. Food and Drug Administration
(FDA) to support an application for regulatory approval of the product.
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Given the uncertainties related to pharmaceutical product development, we are currently unable
to reliably estimate when, if ever, our product candidates will generate revenue and cash flows. We do
not expect to receive net cash inflows from any of our product development projects until and unless a
product candidate becomes a profitable commercial product.

Critical Accounting Policies and Estimates

The accompanying discussion and analysis of our financial condition and results of operations are
based upon our consolidated financial statements and the related disclosures, which have been
prepared in accordance with accounting principles generally accepted in the United States. The
preparation of these consolidated financial statements requires us to make estimates and assumptions
that affect the amounts reported in our financial statements and accompanying notes. These estimates
form the basis for making judgments about the carrying values of assets and liabilities. We base our
estimates and judgments on historical experience and on various other assumptions that we believe to
be reasonable under the circumstances. Actual results could differ materially from these estimates.

We believe the following policies to be the most critical to an understanding of our financial
condition and results of operations because they require us to make estimates, assumptions and
judgments about matters that are inherently uncertain.

Revenue Recognition
We record revenue under technology license agreements in accordance with the following:

e Nonrefundable upfront license fees for which no further performance obligations exist are
recognized as revenue on the earlier of when payments are received or collection is assured;

e Nonrefundable upfront license fees including guaranteed, time-based payments that require
continuing involvement in the form of development or other efforts by us are recognized as
revenue ratably over the performance period; and

e Milestone payments are recognized as revenue when milestones, as defined in the applicable
agreement, are achieved.

Actual license fees received may vary from recorded estimated revenues.

We record revenue from royalties, if any, based on licensees’ sales of our products or
technologies. Revenues are recognized as earned in accordance with the contract terms when royalties
from licensees can be reliably measured and collectibility is reasonably assured. Royalty estimates are
made in advance of amounts collected based on historical and forecasted trends.

The effect of any change in revenues from technology license agreements would be reflected in
revenues in the period such determination was made. Historically, such adjustments have been
insignificant.

Research and Development Expenses

We record research and development expenses as incurred. We disclose clinical trials expenses
and other research and development expenses as separate components of research and development
expense in our consolidated statements of operations to provide more meaningful information to our
investors. These expenses are based, in part, on estimates of certain costs when incurred. The effect of
any change in the clinical trials expenses and other research and development expenses would be
reflected in the period such determination was made.

Income Taxes

We provide deferred income taxes for the future tax consequences of temporary differences
between the financial statement carrying amounts and the tax basis of assets and liabilities, and on
operating loss and tax credit carryforwards. Except for the provisions recorded for minimum state
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capital taxes and the sales recorded of certain research and development tax credits to the State of
Connecticut, we have not recorded a provision or benefit for income taxes in the financial statements
due to recurring historical losses. Accordingly, we have provided a full valuation allowance for our
deferred income tax asset as of June 30, 2006. In the event we were to determine that we would be
able to realize deferred income tax assets in the future, an adjustment to reduce the valuation
allowance in the period of determination.

Stock-Based Compensation Expense

During the first quarter of fiscal 2006, we adopted Statement of Financial Accounting Standard
123 (revised 2004), “Share-Based Payment”, (SFAS 123R), using the modified prospective application
method. Compensation cost is calculated on the date of grant using the fair value of the options as
determined by the Black-Scholes valuation model. The Black-Scholes valuation model requires us to
make several assumptions.

For the three and six-month periods ended June 30, 2006, we recognized $445,000 and $946,000,
respectively, of total stock-based compensation expense as a result of the adoption of SFAS 123R. The
adoption of SFAS 123R increased basic and diluted loss applicable to common shareholders per share
by $0.01 for each of the three and six-month periods ended June 30, 2006. We expect the impact of
the adoption of SFAS 123R on diluted EPS to be approximately $0.01 in each of the remaining
quarters of fiscal 2006.

Prior to the adoption of SFAS 123R, we accounted for share-based payments to employees using
APB Opinion No. 25%, “Accounting for Stock Issued to Employees”, intrinsic value method and, as
such, generally recognized no compensation cost for employee stock options. The adoption of SFAS
123R under the modified prospective application method required us to recognize compensation cost
beginning on January 1, 2006 (i) based on the requirement of SFAS 123R for all share-based
payments granted after January 1, 2006 and (ii) based on the requirements of SFAS 123 for all awards
granted to employees prior to January 1, 2006 that remain unvested as of that date. Under the
modified prospective application method, prior periods are not restated for the effect of SFAS 123R.
We use the straight-line attribution method for all stock option grants.

As of June 30, 2006, the total compensation cost related to unvested awards of restricted stock
and stock options not yet recognized in the statement of income was approximately $3.5 million,
which will be recognized over the period ended December 31, 2009.

See Note 5 to our Condensed Consolidated Financial Statements contained in Item 1 of this
Quarterly Report on Form 10-Q for further information regarding our adoption of SFAS 123R.

Results of Operations

Comparison of the Three-Month Periods Ended June 30, 2006 and 2005

Revenues. Revenues from technology license fees were $1,000 for the three months ended
June 30, 2006, compared to $7,000 of revenues from technology license fees and research and
laboratory support fees for the same period in 2005. We have no material source of revenues.

Research and Development Expenses. Total research and development (“R&D”) expenses were
$5.8 million and $4.6 million for the three-month periods ended June 30, 2006 and 2005, respectively,
as a result of higher clinical trials expenses of $937,000 and higher other R&D expenses of $275,000.
The increase in clinical trials expenses was primarily due to higher spending for Cloretazine®
(VNP40101M) trials of $1.2 million and higher compensation costs of $161,000 related to the addition
of new employees in our clinical development group and stock-based compensation expense. These
increases were partially offset by lower drug production expense of $299,000 and lower spending for
Triapine® trials of $78,000, mainly as a result of the completion of Triapine® trials. The increase in
other R&D expenses was primarily due to development costs in support of a potential registration
filing for Cloretazine® (VNP40101M), preclinical development costs related to our preclinical
anticancer agent, VNP40541, and stock-based compensation expense recorded in 2006 as a result of
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the adoption of SFAS 123R. We expect total R&D expenses to increase over time mainly due to
conducting larger clinical trials, including the Phase III trial and pivotal Phase II trial of Cloretazine
(VNP40101M), and additional development of our preclinical products.

®

General and Administrative Expenses. General and administrative expenses were $1.1 million for
the three-month period ended June 30, 2006 as compared to $1.0 million for the same period in 2005.
The increase was primarily due to stock-based compensation expense recorded in 2006 as a result of
the adoption of SFAS 123R.

Marketing Expenses. Marketing expenses were $582,000 for the three-month period ended
June 30, 2006 as compared to $0 for the same period in 2005. During 2006, we began pre-launch
commercialization activities for Cloretazine® (VNP40101M), which is in late-stage clinical
development.

Interest Income. Interest income was $526,000 for the three months ended June 30, 2006, as
compared to $454,000 for the same 2005 period. The increase was primarily due to higher interest
rates partially offset by lower invested balances in 2006.

Other Income (Expense). Other expense was $18,000 for the three months ended June 30, 2006,
as compared to other income of $8,000 for the same 2005 period due to foreign currency exchange
rate fluctuations for payments to a vendor outside the U.S. denominated in a foreign currency.

Income Taxes. For the three months ended June 30, 2006 and 2005, a provision for state capital
taxes was recorded of $11,000 for each period.

Net Loss. As a result of the foregoing increases in expenses, the net loss was $6.9 million, or
$0.10 per share based on weighted average shares outstanding of 66.2 million, for the three months
ended June 30, 2006, compared to a net loss of $5.1 million, or $0.08 per share based on weighted
average shares outstanding of 65.9 million, for the same 2005 period.

Comparison of the Six-Month Periods Ended June 30, 2006 and 2005

Revenues. Revenues from technology license fees were $10,000 for the six months ended
June 30, 2006, compared to $12,000 of revenues from technology license fees and research and
laboratory support fees for the same period in 2005. We have no material source of revenues.

Research and Development Expenses. Total research and development (“R&D”) expenses were
$10.9 million and $8.8 million for the six-month periods ended June 30, 2006 and 2005, respectively, as
a result of higher clinical trials expenses of $1.0 million and higher other R&D expenses of
$1.1 million. The increase in clinical trials expenses was primarily due to higher spending for
Cloretazine® (VNP40101M) trials of $1.1 million and higher compensation costs of $363,000 related to
the addition of new employees in our clinical development group and stock-based compensation
expense. These increases were partially offset by lower drug production expense of $223,000 and
lower spending for Triapine® trials of $204,000, mainly as a result of the completion of Triapine®
trials. The increase in other R&D expenses was primarily due to development costs in support of a
potential registration filing for Cloretazine® (VNP40101M), preclinical development costs related to
our preclinical anticancer agent, VNP40541, and stock-based compensation expense recorded in 2006
as a result of the adoption of SFAS 123R. We expect total R&D expenses to increase over time
mainly due to conducting larger clinical trials, including the Phase III trial and pivotal Phase II trial of
Cloretazine® (VNP40101M), and additional development of our preclinical products.

General and Administrative Expenses. General and administrative expenses were $2.2 million for
the six-month period ended June 30, 2006 as compared to $1.7 million for the same period in 2005.
The increase was primarily due to stock-based compensation expense recorded in 2006 as a result of
the adoption of SFAS 123R.

Marketing Expenses. Marketing expenses were $891,000 for the six-month period ended
June 30, 2006 as compared to $0 for the same period in 2005. During 2006, we began pre-launch
commercialization activities for Cloretazine® (VNP40101M), which is in late-stage clinical
development.
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Interest Income. Interest income was $1.1 million for the six months ended June 30, 2006, as
compared to $795,000 for the same 2005 period. The increase was primarily due to higher interest
rates partially offset by lower invested balances in 2006.

Other Income (Expense). Other expense was $28,000 for the six months ended June 30, 2006, as
compared to other income of $6,000 for the same 2005 period due to foreign currency exchange rate
fluctuations for payments to a vendor outside the U.S. denominated in a foreign currency.

Income Taxes. For the six months ended June 30, 2006 and 2005, a provision for state capital
taxes was recorded of $24,000 and $22,000, respectively.

Net Loss. As a result of the foregoing increases in expenses, the net loss was $12.9 million, or
$0.20 per share based on weighted average shares outstanding of 66.1 million, for the six months
ended June 30, 2006, compared to a net loss of $9.7 million, or $0.15 per share based on weighted
average shares outstanding of 64.3 million, for the same 2005 period.

Liquidity and Capital Resources

At June 30, 2006, we had cash and cash equivalents of $41.4 million compared to cash and cash
equivalents of $52.8 million at December 31, 2005. The decrease in 2006 was due primarily to cash
used of $11.4 million to fund operating activities. Cash used in operations was primarily to fund
clinical and preclinical product development activities as well as for working capital and general
corporate purposes.

Cash Used in Operating Activities

Cash used in operating activities is primarily a result of our net loss. However, operating cash
flows differ from net loss as a result of non-cash charges, changes in operating assets and liabilities, or
differences in the timing of cash flows and earnings/expense recognition. Significant components of
cash used in operating activities are as follows:

Receivables and prepaid expenses decreased $23,000 during the six months ended June 30, 2006
compared to a decrease of $82,000 for the same 2005 period. The decreases in 2006 and 2005 were
primarily due to lower prepaid insurance expense as the timing of insurance premium payments
differs from the recognition of insurance expense.

Current liabilities increased $473,000 during the six-month period ended June 30, 2006 compared
to a decrease of $92,000 for the same 2005 period. The increase in 2006 was primarily due to a higher
level of accounts payable as a result of higher clinical and preclinical development costs. The decrease
of $92,000 in 2005 was primarily due to a decrease in the accrual for clinical trial costs as the timing of
payments to clinical vendors differs from the recognition of clinical trials expenses.

Cash Used in Investing Activities

Cash used in investing activities relates to the acquisition of capital equipment. Capital
expenditures of $42,000 and $192,000 for the six months ended June 30, 2006 and 2005, respectively,
were primarily for lab equipment, computer software and computer hardware. Capital expenditures
for fiscal 2006 are not expected to exceed $300,000.

Cash Provided by Financing Activities

Cash provided by financing activities is primarily related to capital raised and proceeds from
common stock issuances under our employee stock plans. For the six months ended June 30, 2006, we
received proceeds of $55,000 from the issuance of 74,611 shares of our common stock under employee
stock plans. For the six months ended June 30, 2005, we received a total of $30.3 million consisting of
net proceeds of $30.2 million from a registered direct offering of 10 million shares of our common
stock at $3.25 per share in January 2005 and proceeds of $127,000 from the issuance of 117,729 shares
of our common stock under employee stock plans.
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All proceeds from sales of our common stock are being and will be used to fund clinical and
preclinical product development activities, and for working capital and general corporate purposes.

Future Cash Requirements

We are continually reviewing our operating plan, and have recently revised our plan of operations
for the next twelve months. The revised operating plan includes the following changes: (i) a reduction
in the costs of three planned trials of Cloretazine® (VNP40101M) and the elimination of two planned
investigator-sponsored trials of Cloretazine® (VNP40101M); (ii) strict control of the timing and
amount of pre-launch marketing and commercialization expenses for Cloretazine® (VNP40101M); (iii)
a delay in the initiation of a Phase I trial of VNP40541; (iv) a reduction in the preclinical development
of the hydrazone compounds; and (v) an adjustment to the timing of the plan’s cash flows to reflect
the latest estimated payment schedules for the two pivotal trials of Cloretazine® (VNP40101M).

Based on our revised operating plan, we estimate that our existing cash and cash equivalents
totaling $41.4 million at June 30, 2006 will be sufficient to fund our operations through the fourth
quarter of 2007. Our operating plans and cash requirements may vary materially from the foregoing
due to the results of preclinical development, clinical trials, product testing, relationships with strategic
partners, changes in focus and direction of our preclinical and clinical development programs,
competitive and technological advances, the regulatory process in the United States and abroad, and
other factors. We will need to raise substantial capital to complete our product development and
clinical trials and to fund operations in 2007 and beyond, however, we cannot assure you that we will
be able to raise additional capital, nor can we predict what the terms of any financing might be.

Off-Balance Sheet Financing

We have no off-balance sheet arrangements that have a material current effect or that are
reasonably likely to have a material future effect on our financial position or results of operations.

Contractual Obligations

During the first six months of 2006, there were no significant changes in our reported payments
due under contractual obligations and disclosed contingent contractual obligations at
December 31, 2005.

Available Information

The following information can be found on our website at http://www.vionpharm.com or may be
obtained free of charge by contacting our Investor Relations Department at (203) 498-4210 or by
sending an e-mail message to info@vionpharm.com:

e our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form
8-K and any amendments to those reports as soon as reasonably practicable after such
material is electronically filed with the Securities and Exchange Commission;

e our policies related to corporate governance, including the charter for the Nominating and
Governance Committee of our Board of Directors, our code of ethics and business conduct
applying to our directors, officers and employees, and our code of ethics applying to our chief
executive officer and senior financial officials; and

e the charter of the Audit Committee of our Board of Directors.

ITEM 3. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to market risk, including changes to interest rates associated with our cash
equivalents, and foreign currency exchange rates. The following describes the nature of these risks
which we do not believe to be material to us.

Our cash equivalents are generally highly liquid investments in money market funds and U.S.
treasury securities. These Investments are subject to interest rate risk and as such our future
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investment income may fall short of expectations due to changes in interest rates. However, the
conservative nature of our investments mitigates our interest rate exposure. Our investments are held
for purposes other than trading and we believe that we currently have no material adverse market risk
exposure. The weighted-average interest rate on cash equivalents held at June 30, 2006 was
approximately 5.1%.

We have contracts with a vendor outside the U.S. that are denominated in a foreign currency. To
date, fluctuations in this currency have not materially impacted our results of operations. We have no
derivative financial instruments. We do not believe we have material exposures to changes in foreign
currency exchange rates.

ITEM 4. Controls and Procedures

(a) Disclosure controls and procedures — Our management, with the participation of our chief
executive officer and chief financial officer, has evaluated the effectiveness of our disclosure controls
and procedures as of June 30, 2006. Based on that evaluation, our Chief Executive Officer and Chief
Financial Officer have concluded that our disclosure controls and procedures (as defined in
Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended) were effective
to ensure that the information required to be disclosed in the reports that we file or submit under the
Securities Exchange Act of 1934, as amended, is recorded, processed, summarized and reported within
the time periods specified in the Securities and Exchange Commission rules and forms.

(b) Changes in internal control over financial reporting — There has been no change in our
internal control over financial reporting during the period covered by this quarterly report or in other
factors that has materially affected or is reasonably likely to materially affect the Company’s internal
control.

16



PART II

OTHER INFORMATION

ITEM 1A. Risk Factors

In addition to the other information set forth in this report, you should carefully consider the
factors discussed in Part I, “Item 1A. Risk Factors” in our Annual Report on Form 10-K for the year
ended December 31, 2005, which could materially affect our business, financial condition or future
results. The risks described in our Annual Report on Form 10-K are not the only risks facing our
Company. Additional risks and uncertainties not currently known to us or that we currently deem to
be immaterial also may materially adversely affect our business, financial condition and/or operating
results.

ITEM 4. Submission of Matters to a Vote of Security Holders

At our annual meeting of stockholders held on June 27, 2006, two proposals were voted upon by
our stockholders. A description of each proposal and a tabulation of the votes for each of the
proposals follows:

1. To elect seven directors to hold office until the 2007 annual meeting of stockholders or until
their successors are elected and qualified. All seven nominees were elected:

Authority
For Withheld From

Nominee Nominee

William R. Miller ........... ... ... ... . ..., 57,665,595 955,246
George Bickerstaff ......... ... .. ... il 57,950,603 670,238
Stephen K. Carter, M.D. ....... ... ... ... ... ...... 57,990,298 630,543
Alan Kessman ............. ... 57,643,487 977,354
Alan C. Sartorelli, Ph.D. ......................... 56,803,901 1,816,940
Ian Williams, D. Phil.............................. 57,985,848 634,993
Gary Kl Willis ... ..o 57,957,733 663,108

2. Ratification of the appointment of Ernst & Young LLP as the Company’s independent auditors
for the year ending December 31, 2006. The appointment of Ernst & Young LLP was ratified:

Abstentions and

For Against Broker Non-Vote
58,125,233 395,422 100,186

ITEM 6. Exhibits

10.1 Consulting Agreement, made as of May 8, 2006, by and between Vion Pharmaceuticals, Inc.
and Mario Sznol (1)

10.2 Amendment to Option Agreements with Terrence W. Doyle as of June 27, 2006 (2)

10.3 Employment Offer Letter to Meghan Fitzgerald dated December 13, 2005

10.4 Employment Offer Letter to Aileen Ryan dated June 19, 2006

31.1 Certification of the Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002

31.2 Certification of the Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002
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32.1 Certification of the Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002

322 Certification of the Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002

(1) Incorporated by reference to the Company’s Current Report on Form 8-K dated May 12, 2006.

(2) Incorporated by reference to the Company’s Current Report on Form 8-K dated June 29, 2006.
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SIGNATURES

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

Date: August 8, 2006 VION PHARMACEUTICALS, INC.

By: /s/ Howard B. Johnson
Howard B. Johnson
President and Chief Financial Officer
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EXHIBIT 10.3

EMPLOYMENT OFFER LETTER TO
MEGHAN FITZGERALD DATED DECEMBER 13, 2005

Dear Meghan:

On behalf of Vion Pharmaceuticals, Inc., I am very pleased to offer you the position of Vice
President, Chief Business Officer (or Chief Strategy and Marketing Officer). We will jointly decide on
the final title prior to your first day. In this capacity, you will report directly to me. As agreed, your
first day of employment will be Tuesday, January 10, 2006.

Your base salary will be two hundred twenty-five thousand dollars ($225,000.00) per annum. In
addition, you will be eligible for an annual bonus of up to 25% of base salary. Bonus determination
will be based on the achievement of both corporate and individual milestones that will be agreed
upon jointly by you and me. As a full-time employee of Vion, you will be eligible for our standard
benefits package, a summary of which is attached.

You will be eligible for grants under our Long Term Equity plan which today consists of
restricted stock. In that regard, we have agreed that you will be granted one hundred forty thousand
(140,000) shares of restricted Vion Pharmaceuticals, Inc. common stock as of your first day of
employment. We have agreed that over the next two years, we will grant to you one hundred sixty-six
thousand (166,000) in 2007 and one hundred ninety-four thousand (194,000) restricted shares in 2008.
The vesting period for the restricted shares granted under this plan will be the earlier of
December 31, 2008 or FDA approval for Cloretazine, whichever comes first. Additional terms and
conditions of this restricted stock grant will be governed by an agreement consistent with the
Restricted Stock Grant Program.

We will provide you with a signing bonus of $75,000 cash plus 20,000 additional shares of
restricted stock. The cash will be paid over five months as of the last day of each month beginning
January 2006. The restricted shares will vest on April 30, 2006.

You will be entitled to four weeks of vacation.

As of your first day of employment, Vion will enter into an agreement with you pursuant to
which you, as an officer of the company, would be entitled to a lump sum severance if your
employment were terminated due to a “change in control”. Such a payment under these conditions
would be equal to the sum of 12 months of the officer’s monthly base salary in effect at the time of
the date of termination plus the average of the last two cash bonus payments made to the officer prior
to the change in control. Under this situation, you would also be entitled to all payments necessary to
provide you with group health insurance benefits substantially similar to those which you were
receiving immediately prior to the date of termination until the earlier of 18 months after such
termination or the date you had obtained new full-time employment.

Consistent with the Company’s policies and in accordance with the agreements signed by all other
Company employees, we would expect you to execute and be bound by the terms of the Proprietary
Information and Inventions Agreement. Employment with the Company is at will. Any contrary
representations which may have been made to you are superseded by this offer. If you accept this
offer, the terms described in this letter and in the Proprietary Information and Inventions Agreement
shall be the terms of your employment. Any additions or modifications of these terms must be in
writing and signed by yourself and the Chief Executive Officer.



Meghan, we are very enthusiastic (and I personally am ecstatic) about the prospect of having you
join Vion, which we believe to be one of the more exciting young oncology companies in the
pharmaceutical industry. We will succeed faster and more surely if we can attract people of your
quality and track record. If you are in agreement with the terms and accept this offer, please return a
signed copy of this letter and the Proprietary Information and Inventions Agreement to me in the
envelope provided.

Sincerely yours,

/s/ Alan Kessman

Alan Kessman
Chief Executive Officer

Agreed to this 14" day of December, 2005 by /s/ Meghan Fitzgerald

Meghan Fitzgerald



EXHIBIT 10.4

EMPLOYMENT OFFER LETTER TO
AILEEN RYAN DATED JUNE 19, 2006

Dear Aileen:

On behalf of Vion Pharmaceuticals, Inc. I am very pleased to offer you the position of Vice
President of Regulatory Affairs. In this capacity you will report directly to me, as President of Vion.
You have represented and warranted to Vion that you are free to enter into employment with Vion as
its Vice President of Regulatory Affairs as contemplated hereby, and to perform the duties required of
such position, and that there are no employment contracts or understandings, restrictive covenants or
other restrictions, whether written or oral, preventing the performance of such duties.

Your starting salary will be two hundred and fifteen thousand dollars ($215,000.00) per annum.
You will also be eligible to receive a hire bonus of fifty thousand dollars ($50,000), subject to normal
employment withholding taxes, which will be paid to you as follows:

$10,000 — within 30 days of hire date
$10,000 — 1°* pay period of January, 2007
$10,000 — 1°* pay period of July, 2007
$20,000 — 1°* pay period of December, 2007

At the time of each installment of the hire bonus payment you must be an active, full time
employee of Vion. In addition, you will be reimbursed for the after tax amount of a sixteen thousand
dollar ($16,000) “Positive Performance Payment” that you are actually required to repay to Bayer, as
per the terms of the bonus agreement between you and Bayer dated October 20, 2004. As soon as we
receive relevant tax advice, Vion will either pay you an amount sufficient to provide you with the net
amount to be repaid to Bayer or, at our election, we will make payment on your behalf directly to
Bayer for the amount of your obligation. You are also eligible for an annual (12 month) performance
bonus of up to 25% of base salary , for which we will mutually agree on performance goals for your
position. As a full-time employee of Vion Pharmaceuticals, you will be eligible for our standard
benefits package, a summary of which is attached.

You will be granted, within 30 days of the hire date, 93,333 shares of restricted stock under the
Company’s 2005 Stock Incentive Plan. In the event that you are still employed by the Company and
your job performance meets the standards of the Board of Directors and the Chief Executive Officer
of the Company, management would also recommend that the Compensation Committee grant an
additional 93,000 shares of restricted stock (subject to adjustment for stock splits, stock dividends,
recapitalizations and other similar events) to you under the Company’s 2005 Stock Incentive Plan in
each of January 2007 and January 2008. The vesting of such grants would parallel the vesting of the
initial grant of restricted shares. The terms and conditions of this restricted stock grant will be
governed by the 2005 Stock Incentive Plan and an agreement which will provide for vesting of these
options at the earliest of FDA approval of Cloretazine, a change of control of Vion as defined in the
Plan, or December, 2008.

Your employment by Vion will continue at will. At will means that either you or Vion may
terminate the employment relationship at any time for any reason. In no event shall your employment
be construed as a contractual relationship between Vion and you, or guaranteeing employment for any
specific period of time

As of your first day of employment, Vion will enter into an agreement with you pursuant to
which you, as an officer of the Company, would be entitled to a lump sum severence if your
employment were terminated due to a “change of control”. Such a payment under these conditions
would be equal to the sum of twelve (12) months of the officer’s monthly base salary in effect at the
time of the date of termination plus the average of the last two cash bonus payments made to the
officer prior to the change of control. Under this situation, you would also be entitled to all payments



necessary to provide you with group health insurance benefits substantially similar to those which you
were receiving immediately prior to the date of termination until the earlier of 18 months after such
termination or the date you had obtained new full-time employment.

Consistent with the Company’s policies and in accordance with the agreements signed by all other
Company employees, you will be required to execute and be bound by the terms of the Proprietary
Information and Inventions Agreement. If you accept this offer, the terms described in this letter and
in the Proprietary Information and Inventions Agreement, as well as all other employment policies of
Vion, whether written or oral, shall be the terms of your employment. Any additions or modifications
of these terms must be in writing and signed by yourself and me.

We are very enthusiastic about the prospect of having you join Vion, which we believe to be one
of the more exciting young companies in the pharmaceutical industry. We are confident that Vion will
succeed. It will succeed faster and more surely if we can attract people of your quality and track
record. If you are in agreement with the terms and accept this offer, please return a signed copy of
this letter and the Proprietary Information and Inventions Agreement to me.

Sincerely yours,

/s/ Howard B. Johnson

Howard B. Johnson
President & CFO

Agreed to this 22" day of June, 2006 by /s/ Aileen Ryan

Aileen Ryan



EXHIBIT 31.1

CERTIFICATION

I, Alan Kessman, Chief Executive Officer of Vion Pharmaceuticals, Inc., certify that:

1.

I have reviewed this quarterly report on Form 10-Q of Vion Pharmaceuticals, Inc. (the
“Registrant”);

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

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

The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e))
and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

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

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this quarterly report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this quarterly report based on
such evaluation; and

d) Disclosed in this quarterly report any change in the registrant’s internal control over financial
reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s first
fiscal quarter) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of
registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have
a significant role in the Registrant’s internal control over financial reporting.

Date: August 8, 2006

/s/ Alan Kessman
Alan Kessman
Chief Executive Officer




EXHIBIT 31.2

CERTIFICATION

I, Howard B. Johnson, Chief Financial Officer of Vion Pharmaceuticals, Inc., certify that:

1.

I have reviewed this quarterly report on Form 10-Q of Vion Pharmaceuticals, Inc. (the
“Registrant”);

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

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

The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(¢e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-
15(f)) for the registrant and have:

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

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this quarterly report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this quarterly report
based on such evaluation; and

d) Disclosed in this quarterly report any change in the registrant’s internal control over financial
reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s first fiscal quarter) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit
committee of registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the
registrant’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have
a significant role in the Registrant’s internal control over financial reporting.

Date: August 8, 2006

/s/ Howard B. Johnson
Howard B. Johnson
Chief Financial Officer




EXHIBIT 32.1

WRITTEN STATEMENT OF THE CHIEF EXECUTIVE OFFICER

Pursuant to 18 U.S.C. Section 1350, I, the undersigned Chief Executive Officer of Vion
Pharmaceuticals, Inc. (the “Company”), hereby certify that the Quarterly Report on Form 10-Q of the
Company for the quarter ended June 30, 2006 (the “Report”) fully complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that information contained in the
Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

Date: August 8, 2006

/s/ Alan Kessman
Alan Kessman
Chief Executive Officer




EXHIBIT 32.2

WRITTEN STATEMENT OF THE CHIEF FINANCIAL OFFICER

Pursuant to 18 U.S.C. Section 1350, I, the undersigned Chief Financial Officer of Vion
Pharmaceuticals, Inc. (the “Company”), hereby certify that the Quarterly Report on Form 10-Q of the
Company for the quarter ended June 30, 2006 (the “Report”) fully complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that information contained in the
Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

Date: August 8, 2006
/s/ Howard B. Johnson

Howard B. Johnson
Chief Financial Officer




