Annual Report

2007

PROFILE
We are the world’s leading provider of disk sputtering equipment to manufacturers of magnetic media used in
hard disk drives and offer leading-edge, high productivity etch systems to the semiconductor industry. We also
develop and market compact, cost-effective, high-sensitivity digital-optical products for the capture and display
of low-light images and the optical analysis of materials. We operate two segments: Equipment and Imaging.
Our hard disk deposition equipment business designs, manufactures, markets and services high productivity
capital equipment which deposits, or sputters, highly engineered thin-films onto magnetic disks used in hard disk
drives. We believe our disk sputtering systems represent approximately 60% of the installed capacity of disk
sputtering systems worldwide. Our customers are manufacturers of magnetic disks for hard drives, and include
Seagate Technology, Hitachi Global Storage Technologies and Fuji Electric. We believe the rapid growth of the
storage of digital data, including new consumer applications such as DVRs and video recorders, emerging HDTV
applications, streaming video and video game platforms; increasing enterprise data storage requirements; the
proliferation of personal computers into emerging markets; along with new technology advances in the industry
provide us with a significant opportunity to sell magnetic media manufacturing equipment.
Our semiconductor equipment business designs, manufactures, markets and services capital equipment for the
dielectric etch market. Our Lean Etch ™ system is capable of addressing the most difficult 300mm etch applications
by providing enabling technology and twice the throughput of leading etch systems in the market.
Our Imaging business develops and manufactures sensors, cameras and systems for government applications such
as digital night vision and long-range target identification and commercial applications in the inspection, medical,
scientific and security industries. Our revenues are derived primarily from research and development contracts
funded by the U.S. government and increasing levels of product sales in both government and commercial markets.
Our military products include sensors and cameras for use in extreme low-light situations, systems for long-range
target identification, and high-performance micro-display products for near-eye and portable viewing of video.
Our commercial products include scientific cameras and Raman spectrometer systems. Our scientific cameras
and systems provide previously unavailable high-sensitivity in the near-infrared portion of the light spectrum and are
well suited for low-light spectroscopy, physical science, life science and industrial applications within the commercial
imaging market. Our Raman spectrometer systems enable real-time, non-destructive identification of liquids and
solids outside of the laboratory, and are well suited to applications such as hazmat, forensics, homeland security,
geology, gemology, medical, pharmaceutical and industrial quality assurance.

FORWARD LOOKING STATEMENTS
The annual shareholder letter contains forward looking statements which involve risks and uncertainties. Words such as “believes”, “expects”, “anticipates” and the like indicate forward looking statements. These forward looking
statements include comments related to our projected revenue, gross margin, operating expense, profitability, projected volatility in our financial results; projected customer requirements for new capacity and technology upgrades for
our installed base of magnetic disk manufacturing equipment and when, and if, our customers will place orders for these products; demand for hard disk drives and memory, length of development, marketing and deployment cycles for
our new products; Imaging Instrumentation’s ability to proliferate its technology into major military weapons programs, develop and introduce commercial products and ability to successfully integrate acquisitions. Our actual results
may differ materially from the results discussed in the forward looking statements for a variety of reasons, including those set forth under “Risk Factors” and should be read in conjunction with the Consolidated Financial Statements and
related Notes contained elsewhere in this Annual Report on Form 10-K.
200 Lean®, Lean Etch™, AccuLuber™, MOSIR®, MicroVista® and LIVAR® are trademarks of Intevac, Inc. SEMICON® is a trademark of SEMI.
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2007 was an exciting year for Intevac marked by several key
growth initiatives. We successfully developed new products that will
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help us maintain our leadership in existing markets and diversify us
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into new markets. These products are the result of a combination
of innovative and efficient product creation teams and a product
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development process that converts leading-edge technology into
viable products that address the needs of our customers.
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We ended the year with $215.8 million in revenues and $27.3 million
in net income. One of the most significant achievements of 2007
was the gross margin improvement to 44.5% from 38.8% in 2006.
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We continue to make major strides in making our organization lean
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and efficient without impacting the development of new products,
which is critical to our long term growth strategy.
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SUMMARY
The Equipment business experienced another successful year as we continued to strengthen our technology leadership in
the hard disk drive market and position our products for customer adoption in the semiconductor market. Equipment revenues
for 2007 were $196.7 million and comprised twenty-nine 200 Lean® systems as well as disk lubrication systems, equipment
upgrades, spares, consumables and service. We introduced two new products in 2007 with an objective to address our
customers’ technology and productivity needs – the Lean Etch™ and the AccuLuber™. We also made significant progress
in developing a second-generation magnetic media deposition system – the 200 Lean® Gen II.
In July, we announced our new dielectric etch system, the Lean Etch, at SEMICON® West. The Lean Etch is our first system for
the semiconductor equipment industry and targets the $2 billion dielectric etch market. We are working closely with several leading
memory device manufacturers in qualifying the Lean Etch by processing their wafers on our in-house application systems. We
demonstrated significant advancements in dielectric etching that confirmed our system’s competitive edge in chamber technology.
Customer qualification has taken longer than we originally anticipated, as in mid-2007 our customers asked us to turn our focus
towards their most advanced dielectric etch applications. This change in application focus resulted in design modifications to the
process chamber and development of new process recipes in a new and unique process regime. Success at these leading-edge
applications can mean a much larger, more sustainable market for the Lean Etch. Our product development efforts are now
focused on further enhancing the Lean Etch process technology while continuing to improve its compelling cost proposition.
New products for the hard disk drive market defend our technology and market leadership position. The AccuLuber is the first
disk lubrication system to utilize vapor process technology that ensures superior uniformity and also eliminates solvent and solvent
related handling costs. We developed new sputter source concepts to enable future media technologies and improved our existing
sputter sources to enable lower cost disk manufacturing. We extended the competiveness of our market leading 200 Lean system
with the next-generation Gen II system that features a 25% improvement in throughput (1000 dph), improved uptimes and reduced
particulate contamination. Our developments continue to focus on media technology extendibility and reduced disk manufacturing
costs to support our customers’ business goals.
Equipment gross margins continued to improve in 2007, increasing to 44.7% from 39.1% in 2006, as a result of record
high sales of upgrades and spares as well as reduced manufacturing costs. We have successfully ramped production at our
Singapore facility, moved manufacturing closer to our customers, reduced cycle times and improved operational efficiency.

The 200 Lean magnetic media deposition system
is used by disk media manufacturers worldwide and
has an installed base of over 110 systems.

The AccuLuber is the first disk lubrication system with a unique
vapor process capability that ensures superior uniformity and
eliminates solvent and solvent related handling costs.

Launched at SEMICON West 2007, the Lean Etch system for dielectric etch
is Intevac’s first system for the semiconductor industry.

2007 was a defining year for our Imaging business. We achieved profitability in the second half of 2007 after many years
in investment mode. We achieved record revenues and expanded our product portfolio through organic development and
strategic acquisitions. Imaging revenues for 2007 were $19.1 million and included $13.9 million in research and development
contracts and $5.2 million in product sales. We accelerated our transition from a research and development contract centric
business to a business that will be driven primarily by product sales. Product sales were up more than 200% over 2006.
Our Imaging business accomplished several major milestones this past year that are propelling our growth in product sales.
We significantly ramped deliveries of our military, digital night vision camera to our NATO customer, as well as to a growing
number of U.S. military customers. With our partner, DRS Technologies, we successfully delivered prototypes of the
Digital-Enhanced Night Vision Goggle (DENVG) to the U.S. Army and are developing an enhanced design for delivery in 2008.
This product “fuses” imagery from Intevac’s digital night vision camera with imagery from DRS’s thermal camera and displays
it for the soldier in a near-eye micro-viewer. We achieved a steady increase both in commercial sales of our MOSIR® cameras
used in scientific spectroscopy and imaging applications and DeltaNu Raman instrumentation products. We launched
MicroVista®, a high-sensitivity, cost-effective camera for inspection, surveillance and scientific commercial markets that
utilizes Intevac’s unique capabilities in back-thinning CMOS wafers.
We completed two acquisitions strategic to our Imaging business in 2007. DeltaNu, a pioneer in compact Raman
spectrometer systems, was acquired in January 2007 and has provided expansion of our lab-based and portable
spectroscopy product offerings for the scientific, medical, and industrial markets. We have leveraged the synergies between
the near-infrared sensor technology of our MOSIR camera and DeltaNu’s Raman spectrometer product to introduce a new
line of near-infrared Raman instruments for “fluorescence free” materials identification. In November 2007, we acquired
Creative Display Systems (CDS), a company with specialized expertise in high-performance micro-display technology,
whose products provide near-eye viewing of video in military, medical, and commercial markets. Creative Display Systems’
expertise in integrated sensor/micro-display systems will be used to enhance the competiveness of our head-mounted
night vision systems for the large, multi-hundred million dollar military market that we are aggressively targeting.
We achieved significantly improved Imaging gross margins, which increased to 42.6% from 33.3% in 2006 as a result
of higher factory utilization and an increased percentage of revenue derived from higher-margin product shipments.

Intevac manufactures sensors, cameras and systems for government applications
such as digital night vision and long-range target identification for the defense industry
and commercial applications in the inspection, medical, scientific and security markets.

Creative Display Systems offers high-performance,
micro-display products for near-eye and portable viewing of video
in defense, medical, training and simulation applications.

DeltaNu is a pioneer in compact Raman spectrometer systems
for materials identification and analysis in scientific,
medical and industrial applications.

LOOKING AHEAD
We enter 2008 with a strong portfolio of new products that will further establish our leadership position in existing markets
and position us to expand into new and larger markets. The focus in 2008 is to get these products qualified and established
in the market and ramp revenues to achieve our growth goals.
We believe we are uniquely positioned in the capital equipment market by targeting both the hard disk drive and
semiconductor memory markets. The world has an ever-increasing appetite for memory and this will in turn generate demand
for our equipment. Several trends bode well for the future of the memory market. These include the increasing growth rate
for laptops; proliferation of MP3 players and smart-phones; rapid rise in video streaming; conversion to hi-definition TVs and
DVRs; digitization of photographs and video; web 2.0 initiatives that drive online storage and the economic emergence of
developing nations. We believe that the proliferation of flash memory for consumer applications will not only increase demand
for hard disk drives as low cost back-up storage but will also propel the use of hybrid flash hard drives for more storage
intensive applications.
Given the current economic climate coming into 2008, we expect hard disk drive manufacturers to make prudent and
conservative capital spending and capacity decisions. We believe our operational model enables us to offer the shortest
lead times in the industry, positioning us favorably to customers who need to react quickly to changing market dynamics.
The Gen II upgrade package for the installed base of over one hundred and ten 200 Leans is designed to help customers
meet areal density requirements and rapidly expand capacity without investing in additional facilities. This makes the Gen II
upgrade package a technologically advanced and economically attractive option that we believe will be welcomed by both
new and existing customers in 2008.
The current semiconductor equipment market is challenged as a result of falling chip prices and delayed fab expansions.
We see this situation as an opportunity. Customers must continue to lower their cost of manufacturing, which is exactly what
the Lean Etch is designed to accomplish. The slower market in 2008 gives us time to get qualified before the market moves
back into investment mode in 2009.

We expect 2008 to be another year of strong growth for our Imaging business as we continue executing our plan to transition
the business toward greater product based revenue. At least 50% of our revenue in 2008 is expected from product sales,
nearly double the 2007 level. Providing our customers in both government and commercial markets with enabling sensor,
camera and system products produced from world-class volume manufacturing methods remains critical to strengthening
our competitive position and driving our financial growth.
In our government business, we expect to deliver greater than 1,000 night vision cameras and camera modules based on
our digital sensor to various U.S. and international military customers. We remain committed to developing our core sensor
technology and, with government funding, we are on track to introduce an enhanced-performance, next-generation night vision
sensor in 2008, which we believe will be instrumental in transitioning head-mounted night vision systems to the digital age.
Our collaboration with DRS Technologies on the Digital-Enhanced Night Vision Goggle (DENVG) will continue and we expect
to field test an enhanced version, based on next-generation night vision and thermal sensors from Intevac and DRS, in late
2008. We anticipate the U.S. Army will fund DENVG pre-production in 2009, followed by a production order valued at
over $150 million in 2011. To strengthen our position to win these contracts, we will integrate our new acquisition,
Creative Display Systems (CDS), in this area in 2008. CDS’s expertise in integrated micro-display sensor systems for
near-eye, video viewing enhances our capabilities to be a critical goggle systems supplier in the large head-mounted,
digital-vision military market. We also expect to see revenue growth from our LIVAR® camera products in 2008.
Our next-generation LIVAR camera will be delivered in pre-production quantities for both ground-based and airborne
applications, and we expect to begin delivering initial production quantities during the later part of the year.
In our commercial Imaging business, we expect continued growth in sales from our MOSIR and MicroVista camera products
and from our DeltaNu family of Raman instruments. Our growth will be achieved through increased market share in our
traditional scientific markets, as well as through penetration into new market areas involving inspection, medical diagnostic
and security applications. In particular, we are pursuing product opportunities in these markets with our DeltaNu
hand-held Raman instrument, which is expected to generate product sales in 2008. In addition, we expect to expand
our CDS micro-display system products into commercial areas involving medical, veterinarian, training
and simulation applications.

The year ahead holds many opportunities for us and we are in a stronger position than ever
to leverage these opportunities. Our diligent focus on innovation coupled with intense efforts
to create a leaner, more efficient organization positions us for ongoing profitable growth.

I would like to express my sincere appreciation and thanks to all our employees
for their commitment, hard work and creativity, as well as to our customers
and shareholders for their continuing support.

Kevin Fairbairn
President and
Chief Executive Officer
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