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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

FORM 10-Q

(MARK ONE)

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

For the quarterly period ended September 26, 2009

OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from o

Commission file number 0-26946

INTEVAC, INC.

(Exact name of registrant as specified in its chaetr)

Delaware 94-3125814
(State or other jurisdiction of (IRS Employer Identification No.)
incorporation or organization)

3560 Bassett Street
Santa Clara, California 95054
(Address of principal executive office, including Zp Code)

Registrant’s telephone number, including area code408) 986-9888

Indicate by check mark whether the regist(ahtas filed all reports required to be filed bgc8on 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was requodile such reports), and (2) has been
subject to such filing requirements for the past@9s.Md Yes O No

Indicate by check mark whether the registhast submitted electronically and posted on its @@te Web site, if any, every Interactive C
File required to be submitted and posted pursuaRuie 405 of Regulation S-T (8232.405 of this ¢bgpduring the preceding 12 months (or
for such shorter period that the registrant wasired to submit and post such files). Yd8s No O

Indicate by check mark whether the registiqatlarge accelerated filer, an accelerated filerpn-accelerated filer, or a smaller reporting
company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated filed Accelerated filel™ Non-accelerated filed Smaller reporting compar
(Do not check if a smaller reporting compa

Indicate by check mark whether the registiaiat shell company (as defined in Rule 12b-2 ofAb. 0 Yes M No

APPLICABLE ONLY TO CORPORATE ISSUERS:
On October 27, 2009, 22,067,084 shares oR#gistrant’'s Common Stock, $0.001 par value, wetstanding.
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Iltem 1. Financial Statements

Current asset:
Cash and cash equivalel
Shor-term investment

PART I. FINANCIAL INFORMATION

INTEVAC, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

Trade and other accounts receivable, net of allocesf $33 at September 26, 2009 and $1-

December 31, 200
Inventories

Prepaid expenses and other current a:

Deferred income tax asse¢
Total current asse

Property, plant and equipment, |

Long-term investment
Goodwill

Other intangible assets, net of amortization ofl8&,at September 26, 2009 and $693 at Decemb&08§

Deferred income taxes and other |-term asset

Total asset

Current liabilities:
Note payable
Accounts payabl

Accrued payroll and related liabilitit

Other accrued liabilitie
Customer advance
Total current liabilities
Other lon¢-term liabilities
Stockholder’ equity:

Common stock, $0.001 par val

Additional paic-in capital

Accumulated other comprehensive i

Retained earning

Total stockholder equity

LIABILITIES AND STOCKHOLDERS ' EQUITY

Total liabilities and stockholde’ equity

September 2€
2009

December 31
2008

(Unaudited)
(In thousands)

$ 19,760 $ 39,20
11,99: —
12,31: 15,01«
22,79: 17,67¢
5,49¢ 4,80¢
3,35¢ 3,20¢
75,72t 79,89¢
13,29( 14,88¢
65,07: 66,32¢
7,90¢ 7,90¢
3,66( 4,05¢
20,13: 16,09'

$ 186,69  $ 189,16

$ — % 2,00
5,20: 4,21¢
3,17¢ 3,39¢
4,191 3,17t
5,74¢ 2,807
18,31¢ 15,59:

20 50¢

22 22
133,38 128,68¢
(2,349 (4,809)
37,117 49,16¢
168,17 173,06¢
$ 186,69 $ 189,16

Note: Amounts as of December 31, 2008 are derir@td the December 31, 2008 audited consolidatedhdiiahstatement:

See accompanying notes to the condensed consadlifiaéacial statements.
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Net revenues

INTEVAC, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Three Months Ended Nine Months Ended
September 2€ September 27 September 2€ September 27
2009 2008 2009 2008

(Unaudited)
(In thousands, except per share amounts)

Systems and componel $ 14,61¢ $ 25,26! $ 32,277 $ 82,40
Technology developmel 4,53¢€ 3,291 11,50¢ 11,46¢
Total net revenue 19,15¢ 28,56( 43,78 93,86
Cost of net revenue
Systems and componel 8,15¢ 17,681 19,96¢ 49,67
Technology developmel 2,32 1,78¢ 6,35¢ 6,664
Total cost of net revenus 10,47 19,47¢ 26,32¢ 56,33¢
Gross profil 8,67¢ 9,08t 17,45¢ 37,52¢
Operating expense
Research and developme 6,84( 8,62( 22,25" 26,42¢
Selling, general and administrati 5,551 7,341 16,65¢ 21,81¢
Total operating expens: 12,39! 15,96 38,90¢ 48,24+
Loss from operation (3,719 (6,87¢€) (21,459 (10,719
Interest income and other, r 122 884 78C 3,101
Loss before income tax (3,597 (5,997) (20,677 (7,619
Income tax benef 1,79¢ 2,63¢ 8,621 4,88\

Net loss

Net loss per shar:
Basic
Diluted

$ (1,79 $ (3,359 $ (12,05 $ (2,72)

$  (0.09 $  (0.19) $ (059 $  (0.19
$  (0.09 $  (0.19 $ (0.5 $  (0.19

Weighted average common shares outstani

Basic
Diluted

22,01« 21,76 21,94: 21,70(
22,01« 21,76: 21,94 21,70(

See accompanying notes to the condensed consadlifiaséacial statements.
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INTEVAC, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities
Net loss
Adjustments to reconcile net loss to net cash asti equivalents used in operating activit
Depreciation and amortizatic
Equity-based compensatic
Deferred income taxe
Changes in operating assets and liabili
Total adjustment
Net cash and cash equivalents used in operatingtisst
Investing activities
Purchases of investmer
Proceeds from maturities of investme
Acquisition of Oerlikon assets, net of cash acqll
Purchases of leasehold improvements and equip
Net cash and cash equivalents provided by (useidvefting activities
Financing activities
Net proceeds from issuance of common s
Repayment of note payat
Net cash and cash equivalents used in financingities
Effect of exchange rate changes on ¢
Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of pe
Cash and cash equivalents at end of pe

See accompanying notes to the condensed consadliflaéecial statements.
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Nine months ended

September 2€
2009

September 27

2008

(Unaudited)
(In thousands)

$ (1205) $ (2,729
4,01¢ 3,73¢
3,70¢ 5,00¢

(4,267) (4,512)
86 (7,499)
3,541 (3,274
(8,509) (6,007)
(20,98() (7,000
13,00( 42,65(
— (15,099
(2,009) (3,147)
(9,989) 17,41¢
1,021 1,80:
(2,000 (2,000
(979) (197)
44 (65)
(19,43:) 11,15:
39,20 27,67
$ 1976¢ $ 38,82
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

1. Basis of Presentation and Significant Accountingolicies
Basis of Presentatiol

In the opinion of management, the unauditéerim condensed consolidated financial statemdmitstevac, Inc. and its subsidiaries (Inte'
or the Company) included herein have been prepareibasis consistent with the December 31, 208Bezliconsolidated financial stateme
and include all material adjustments, consistingaimal recurring adjustments, necessary to fairgsent the information set forth therein.
These unaudited interim condensed consolidateddinbstatements should be read in conjunction Wighaudited consolidated financial
statements and notes thereto included in Intevagisial Report on Form 10-K for the fiscal year em@®=cember, 31, 2008 (2008 Form 10-
K). Intevac’s results of operations for the thred aine months ended September 26, 2009 are nessexdly indicative of future operating
results.

The preparation of financial statements infoomity with accounting principles generally acasgpin the United States of America requires
management to make judgments, estimates and agenmfitat affect the amounts reported in the fifgrstatements and accompanying nc
Actual results could differ materially from thos&timmates. Subsequent events have been evaluategjth©ctober 27, 2009, the date these
financial statements were issued.

There have been no material changes in Ints\sgnificant accounting policies, as comparedéosignificant accounting policies descril
in the 2008 Form 10-K, except that the Companyupaiated its disclosures related to the followintigies:

Revenue Recognitio

Intevac recognizes revenue when persuasiviepree of an arrangement exists, delivery has cedwnd title and risk of loss have passed to
Intevac’s customer or services have been rend#redrice is fixed or determinable, and collectibils reasonably assured. Intevac’s shipping
terms are customarily FOB shipping point or equanaterms. Intevac’s revenue recognition policyegally results in revenue recognition at
the following points: (1) for all transactions whkdegal title passes to the customer upon shipnet/ac recognizes revenue upon shipment
for all products that have been demonstrated ta preeluct specifications prior to shipment; thetjwor of revenue associated with certain
installation-related tasks is deferred based oresfienated fair value, and that revenue is recaghigpon completion of the installation-related
tasks; (2) for products that have not been demaiestito meet product specifications prior to shiptneevenue is recognized at customer
acceptance; and (3) for arrangements containingipteielements, the revenue relating to the undedigt elements is deferred at estimated fair
value until delivery of the deferred elements. éntain cases, technology upgrade sales are accbfantas multiple-element arrangements
usually split between delivery of the parts andahation on the customer’s systems. In these ¢dstevac recognizes revenue for the fair
market value of the parts upon shipment and tramdféitle, and recognizes revenue for the fair keawvalue of installation services when those
services are completed. Revenue related to sakgsaoé parts is generally recognized upon shipnRaenue related to services is generally
recognized upon completion of the services.

Intevac performs research and development woder various government-sponsored research ctstRevenue on cost-plése contract
is recognized to the extent of costs actually irediplus a proportionate amount of the fee eadméelvac considers fixed fees under cost-plus-
fee contracts to be earned in proportion to thenadble costs actually incurred in performance efdbntract. Revenue on fixed-price contracts
is recognized using the percentage-of-completiothotkof contract accounting. Intevac determinegireentage completed based on the
percentage of costs incurred to date in relaticiotal estimated costs expected upon completidgheotontract. When estimates of total cost
be incurred on a contract exceed total estimatesveinue to be earned, a provision for the entise bn the contract is recorded in the period
the loss is determined.
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)
(Unaudited)

Goodwill and Purchased Intangible Assets

Goodwill and purchased intangible assets imitlefinite useful lives are not amortized, but eeiewed for impairment annually during the
fourth quarter of each fiscal year and whenevenesver changes in circumstances indicate thatdhgiog value of an asset may not be
recoverable. For goodwill, Intevac performs a tstep impairment test. In the first step, Intevampares the fair value of each reporting un
its carrying value. Intevac’s reporting units aomsistent with the reportable segments identifireNdte 12, based on the manner in which
Intevac operates its business and the nature eétbperations. Depending on the facts and circurostalntevac determines the fair value of
each of its reporting units based upon the mostogypiate valuation technique using the income appipthe market approach or a
combination thereof. The income and market appresglere selected as management believes theseapgsagenerally provide the most
reliable indications of value when the value of tperations is more dependent on the ability teegge earnings than on the value of the a
used in the production process. Under the incorpeoagh Intevac calculates the fair value of therpg units based on the present value of
estimated future cash flows. Under the market aggrdntevac estimates the fair value based on markkiples of revenue or earnings for
comparable companies. Each valuation techniquadhesntages and drawbacks, which must be considéred applying those techniques.
The income approach closely correlates to managesmetpectations of future results but requiresigigant assumptions which can be highly
sensitive. The market approach is relatively shtiayward to measure, but it may be difficult todidirectly comparable companies in the
marketplace. If the fair value of the reportingtuadceeds the carrying value of the net assetgreesito that unit, goodwill is not impaired and
no further testing is performed. If the carryindueaof the net assets assigned to the reportintgestneeds the fair value of the reporting unit,
then Intevac would perform the second step offfgairment test in order to determine the impliedyalue of the reporting ung’goodwill. If
the carrying value of a reporting unit's goodwiiceeds its implied fair value, Intevac would recardimpairment loss equal to the difference.

Intevac’s methodology for allocating the puasé price relating to purchase acquisitions isrdeted through established and generally
accepted valuation techniques. Goodwill is measasetthe excess of the cost of the acquisition theesum of the amounts assigned to tan
and identifiable intangible assets acquired ledsillties assumed. Intevac assigns assets acqimetdding goodwill) and liabilities assumed to
a reporting unit as of the date of acquisition.

2. New Accounting Pronouncements

In January 2009, the Securities and Excharggerission issued Release No. 33-9002, “Interadata to Improve Financial Reporting.”
The final rule requires companies to provide tfiegncial statements and financial statement sdeedua the Securities and Exchange
Commission and on their corporate websites in &utére data format using the eXtensible BusinegmRi;mg Language (“XBRL"). The rule
was adopted by the Securities and Exchange Conunissiimprove the ability of financial statemenéerssto access and analyze financial data.
The Securities and Exchange Commission adoptedsepin schedule indicating when registrants musigh interactive data. Under this
schedule, Intevac will be required to submit fisngith financial statement information using XBRanemencing with its March 26, 2011
quarterly report on Form 10-Q. Intevac is curreetialuating the impact of XBRL reporting on itsdirtial reporting process.

In April 2009, the Financial Accounting StandkBoard (“FASB”) issued FASB Staff Position (“F$FPAS 141R-1 ‘Accounting for Asse
Acquired and Liabilities Assumed in a Business Ciration That Arise from Contingencies” (Codifiedtiin Accounting Standards
Coadification “ASC” 805) (“FSP FAS 141R-1"). This P@famends and clarifies Statement of Financial Acting Standards (“SFAS”) No. 141
(revised 2007), “Business Combinations” (Codifieithin ASC 805) (“SFAS 141R”"), to require that argater recognize at fair value, at the
acquisition date, an asset acquired or a liabdggumed in a business combination that arisesdroamtingency if the acquisition-date fair
value of that asset or liability can be determidadng the measurement period. If the acquisitiatedair value of such an asset acquired or
liability assumed cannot be determined, the acgshieuld apply the provisions of SFAS 5, “Accougtfior Contingencies”, to determine
whether the contingency should be recognized at
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)
(Unaudited)

the acquisition date or after it. FSP FAS 141R-éffective for assets or liabilities arising fromntingencies in business combinations for
which the acquisition date is after the beginnifithe first annual reporting period beginning aflexcember 15, 2008. Intevac expects FSP
FAS 141-R may have an impact on Intevac’s finangigition and results of operations in future pasidout the nature and magnitude of the
specific effects will depend upon the nature, teamd size of the acquisitions Intevac consummatdise future.

In June 2009, the FASB issued SFAS No. 16méAdments to FASB Interpretation No. 46(R)” (natipeluded in the Codification)
(“SFAS 167"),which modifies how a company determines when aityaiat is insufficiently capitalized or is notwolled through voting (c
similar rights) should be consolidated. SFAS 1@&ifies that the determination of whether a compiamgquired to consolidate an entity is
based on, among other things, an entity’s purpodedasign and a company’s power to direct the iietvof the entity that most significantly
impact the entity’s economic performance. SFAS rEgjlires an ongoing reassessment of whether a conipéhe primary beneficiary of a
variable interest entity. SFAS 167 also requireditazhal disclosures about a company’s involvememnariable interest entities and any
significant changes in risk exposure due to thatlivement. SFAS 167 is effective for fiscal yeaegimning after November 15, 2009 and is
effective for Intevac on January 1, 2010. Intevgueets SFAS 167 may have an impact on Intevacanfiral position and results of operations
in future periods, but the nature and magnitudiefspecific effects will depend upon the natugens and size of the transactions Intevac
consummates in the future.

In August 2009, the FASB issued Accountingh8tads Update (ASU) 2009-05, “Measuring Liabiliteedair Value,” which clarifies how
entities should estimate the fair value of lialgktunder ASC 820, “Fair Value Measurements andlBésires” formerly FASB Statement 15
ASU 2009-05 is effective for the first interim amraual reporting period beginning after August 2802 and is effective for Intevac on
September 27, 2009. Although Intevac will contitoievaluate the application of SFAS 157 and thidatg for its non-financial liabilities,
Intevac does not expect the implementation of AB09205 will have a material effect on its consatidhfinancial statements.

In October 2009, the FASB issued ASU 2009°0ltiple-Deliverable Revenue Arrangements, (amepdis to FASB ASC Topic 605,
Revenue Recognition)” (“ASU 2009-13") and ASU 20D9-“Certain Arrangements That Include Softwarentélats, (amendments to FASB
ASC Topic 985, Software)” (“ASU 2009-14"). ASU 2042 requires entities to allocate revenue in aarsyement using estimated selling
prices of the delivered goods and services basedsatiing price hierarchy. The amendments elinsitla¢ residual method of revenue
allocation and require revenue to be allocatedgufia relative selling price method. ASU 2009-1vhoges tangible products from the scope of
software revenue guidance and provides guidanaetarmining whether software deliverables in aarsgement that includes a tangible
product are covered by the scope of the softwarenge guidance. ASU 2009-13 and ASU 20d@9should be applied on a prospective basi
revenue arrangements entered into or materiallyifirddn fiscal years beginning on or after June 2610, with early adoption permitted. The
Company is currently evaluating the impact thatpdidm of these pronouncements will have on its obdated financial statements.

3. Inventories

Inventories are stated at the lower of averagt or market and consist of the following:

September 2€ December 31
2009 2008
(In thousands)
Raw materials $ 12,137 $ 10,47(
Work-in-progres: 9,00 4,93
Finished good 1,65¢ 2,27z

$ 22,79 $ 17,67«




Table of Contents

INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)
(Unaudited)

Finished goods inventory consists primarilycompleted systems at customer sites that are goiterinstallation and acceptance testing.

Inventory reserves included in the above artowere $10.4 million and $9.1 million at Septem®@&y 2009 and December 31, 2008,
respectively.

4. Equity-Based Compensation

At September 26, 2009, Intevac had equity-tbaseards outstanding under the 2004 Equity Incerf@ilan (the “2004 Plan”) and the 2003
Employee Stock Purchase Plan (the “ESPP”). Intevstgckholders approved both of these plans.

The 2004 Plan permits the grant of incentivaan-statutory stock options, restricted stoctcktappreciation rights, performance units and
performance shares. During the three months endptt@ber 26, 2009, Intevac granted 8,500 stockgtivith an estimated total grant-date
fair value of $56,000. Of this amount, estimatecals of $13,000 are not expected to vest. Duriegithe months ended September 26, 2009,
Intevac granted 531,000 stock options with an extéchtotal granttate fair value of $1.3 million. Of this amounttissted awards of $275,0
are not expected to vest.

The ESPP provides that eligible employees maghase Intevac’'s common stock through payrolud#édns at a price equal to 85% of the
lower of the fair market value at the beginninghe applicable offering period or at the end ofteapplicable purchase interval. Offering
periods are generally two years in length, andisbo$ a series of six-month purchase intervalgjille employees may join the ESPP at the
beginning of any six-month purchase interval.

Compensation Expense

The effect of recording equity-based compeaardbr the three and nine-month periods endededelper 26, 2009 and September 27, 2008
was as follows:

Three Months Ended Nine Months Ended
September 2€ September 27 September 2€ September 27
2009 2008 2009 2008

(in thousands, except per share amounts)
Equity-based compensation by type of aw:

Stock options $ 834 $ 1,311 $ 3,051 $ 3,96(
Employee stock purchase pl 174 47¢ 624 97¢
Amounts (capitalized as inventory) released to obstles (9 (23) 34 66
Total equit-based compensatic 99¢ 1,76¢ 3,70¢ 5,004
Tax effect on equit-based compensatic (297) (512) (1,0779) (1,499
Net effect on net los $ 70¢ $ 1,25¢ $ 2,632 $ 3,50¢

Valuation Assumptions

The fair value of share-based payment awardstimated at the grant date using the Black-8shmption valuation model. The
determination of fair value of share-based paynagrards on the date of grant using an option-pricmuglel is affected by our stock price as
well as assumptions regarding a number of highipmex and subjective variables. These variabldside; but are not limited to, our expec
stock price volatility over the term of the awardsgd actual employee stock option exercise behavior

9




Table of Contents

INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)
(Unaudited)

The weighted-average estimated values of eyeplstock options granted during the three momnibee September 26, 2009 and
September 27, 2008 were $6.55 per share and $6rG&hpre, respectively. The weighted-average esinalues of employee stock options
granted during the nine months ended Septemb&@®, and September 27, 2008 were $2.53 per shdrg6ad7 per share, respectively. The
weighted-average estimated fair values of emplayeek purchase rights granted pursuant to the EBFARg the three months ended
September 26, 2009 and September 27, 2008 werd &6d1$5.20 per share, respectively. The weightedage estimated fair values of
employee stock purchase rights granted pursuahet&SPP during the nine months ended Septemb@026,and September 27, 2008 were
$2.73 and $5.40 per share, respectively. The &irevof each option and employee stock purchabe gigint is estimated on the date of grant
using the Black-Scholes option valuation model lith following weighted-average assumptions:

Three Months Ended Nine Months Ended
September 2€ September 27 September 2€ September 27
2009 2008 2009 2008
Stock Options
Expected volatility 67.84% 65.5%% 67.1€6% 65.4(%
Risk free interest raf 2.14% 2.8% 2.0(% 2.94%
Expected term of options (in yea 4.5¢ 4.4¢ 4.47 4.4¢
Dividend yield None None None None
Three Months Ended Nine Months Ended
September 2€ September 27 September 2€ September 27
2009 2008 2009 2008
Stock Purchase Right
Expected volatility 85.3%% 64.22% 82.5¢% 62.65%
Risk free interest raf 0.45% 1.9(% 0.8%% 1.68%
Expected term of purchase rights (in yei 1.0C 1.92 1.8¢ 1.87
Dividend yield None None None None

The computation of the expected volatilityuaaptions used in the Black-Scholes calculationsyéw grants and purchase rights is based or
the historical volatility of Intevac’s stock priceweasured over a period equal to the expecteddéthe grant or purchase right. The risk-free
interest rate is based on the yield available dh Ureasury Strips with an equivalent remainingiteFhe expected term of employee stock
options represents the weighted-average periodhbaitock options are expected to remain outstgraind was determined based on historical
experience of similar awards, giving consideratmthe contractual terms of the equity-based awandsvesting schedules. The expected term
of purchase rights represents the period of timeareing in the current offering period. The divideyield assumption is based on Intevac’s
history of not paying dividends and the assumptibnot paying dividends in the future.

As the equity-based compensation expense nezexdjin the Condensed Consolidated Statementpefafions is based on awards
ultimately expected to vest, such amount has bedumced for estimated forfeitures. Forfeitures westtmated based on Intevac’s historical
experience, which Intevac believes to be indicabif/mtevac’s future experience.

5. Business Combination, Goodwill and Purchased lahgible Assets, Net

On July 14, 2008, Intevac acquired certairtssand liabilities of OC Oerlikon Balzers Ltd. @ikon”)’s magnetic media equipment
business for a purchase price of $15.1 millionaal; net of cash acquired. In addition Intevacedjte pay contingent consideration to
Oerlikon in the form of a royalty on Intevac’s mevenue from commercial sales of certain produdtss royalty agreement terminates on
July 13, 2011. Intevac has made no

10
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)
(Unaudited)

payments to Oerlikon under this agreement throwggte®nber 26, 2009. As part of the acquisition Matealso entered into a settlement
agreement with Oerlikon related to a patent infeimgnt lawsuit filed by Intevac against Unaxis U8#,., a wholly owned subsidiary of
Oerlikon, and all claims in the litigation were mhissed.

In connection with this acquisition, Intevacorded goodwill of $9.8 million and intangible etssof $3.8 million. Of the $3.8 million of
acquired intangible assets, $2.6 million was agsigo customer relationships (being amortized éuter9 years), $1.2 million was assigned to
purchased technology (being amortized over 3 teafs) and $80,000 was assigned to acquired bafklugh was amortized over 1 year).
Future contingent payments will also be allocategdodwill.

The results of operations for the acquiredriass have been included in Intevac’s consolidstaments of operations for the periods
subsequent to the acquisition date. Pro formatssfibperations have not been presented becaasffétts of the acquisition were not
material.

Goodwill and indefinite-life intangible asset® tested for impairment on an annual basis aerfrequently upon the occurrence of
circumstances that indicate that goodwill and ungizexd intangible assets may be impaired. In thetfoquarter of fiscal 2008, Intevac
performed an interim goodwill impairment analydibe analysis indicated that there would be no raingiimplied value attributable to
goodwill in the Equipment reporting unit and acdoglly, Intevac wrote off all $9.7 million of goodWvin its Equipment reporting unit. The
goodwill associated with the Intevac Photonics répg unit was not impaired. Intevac did not recary impairment of goodwill and
intangible assets during the nine months endece8dqar 26, 2009. At September 26, 2009, Intevacahathl of $7.9 million of goodwill and
$120,000 of indefinite-life intangible assets. AfpBember 26, 2009 all goodwill is attributed to thivac Photonics segment.

Total amortization expense of purchased iritdeg for the three months and nine months endpteS8#er 26, 2009 was $138,000 and
$415,000, respectively. As of September 26, 20@@y€& amortization expense is expected to be $08%dr the remainder of 2009, $552,000
for 2010, $541,000 for 2011, $541,000 for 2012,1$6@0 for 2013 and $1.2 million thereafter. Intdngiassets by segment are as follows:
Equipment: $2.5 million and Intevac Photonics: $iflion.

6. Warranty

Intevac provides for the estimated cost ofrasatly when revenue is recognized. Intevac’s wayranper contract terms and for its systems
the warranty typically ranges between 12 and 24th®from customer acceptance. For systems soldghra distributor, Intevac offers a
3 month warranty. The remainder of any warrantyqokis the responsibility of the distributor. Dugithis warranty period any defective non-
consumable parts are replaced and installed ahage to the customer. The warranty period on aoable parts is limited to their reasonable
usable lives. Intevac uses estimated repair oncephent costs along with its historical warrantyezience to determine its warranty obligat
Intevac generally provides a twelve month warramtyits Intevac Photonics products. The provisiartiie estimated future costs of warrani
based upon historical cost and product performarperience. Intevac exercises judgment in detengitiie underlying estimates.

On the Condensed Consolidated Balance Stibetshortterm portion of the warranty provision is includedther accrued liabilities, whi
the long-term portion is included in other longrteliabilities. The expense associated with produentranties issued or adjusted is included in
cost of net revenues on the Condensed Consolid&tements of Operations.
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The following table displays the activity imetwarranty provision account, including estimgteaVisions for retrofit costs, for the thressd
nine-month periods ending September 26, 2009 apteBder 27, 2008:

Three Months Ended Nine Months Ended
September 2€ September 27 September 2€ September 27
2009 2008 2009 2008
(in thousands)

Beginning balanc $ 1,18:¢ $ 2,13¢ $ 1,69¢ $ 3,092

Expenditures incurred under warrani (310 (842) (2,070 (2,059
Accruals for product warranties issued during #ygorting

period 58¢ 40¢ 1,03 1,19¢

Acquired in a business combinati — 85 — 85

Adjustments to previously existing warranty accst 46 121 (155 (419

Ending balanci $ 1,507 $ 1,90¢ $ 1,507 $ 1,90¢

The following table displays the balance slutgtsification of the warranty provision accounttie Condensed Consolidated balance sheet
at:

September 2€ December 31
2009 2008
(In thousands)
Other accrued liabilitie $ 1,47¢ $ 1,28¢
Other lon¢-term liabilities 28 40¢
Total warranty provisiol $ 1,507 $ 1,69t

7. Guarantees
Officer and Director Indemnifications

As permitted or required under Delaware law githe maximum extent allowable under that lakevac has certain obligations to
indemnify its current and former officers and dtogs for certain events or occurrences while tHieef or director is, or was serving, at
Intevac’s request in such capacity. These indegatifin obligations are valid as long as the dinectmfficer acted in good faith and in a
manner the person reasonably believed to be intopposed to the best interests of the corporatimh with respect to any criminal action or
proceeding, had no reasonable cause to believa hisr conduct was unlawful. The maximum potergrabunt of future payments Intevac
could be required to make under these indemnitioatbligations is unlimited; however, Intevac hatiractor and officer insurance policy that
mitigates Intevac’s exposure and enables Intevaedover a portion of any future amounts paid. Assalt of Intevac’s insurance policy
coverage, Intevac believes the estimated fair vafukese indemnification obligations is not maakri

Other Indemnifications

As is customary in Intevac’s industry, manyrdévac’s contracts provide remedies to certaii tparties such as defense, settlement, or
payment of judgment for intellectual property clainelated to the use of its products. Such inddoatibn obligations may not be subject to
maximum loss clauses. Historically, payments matited to these indemnifications have been imnadteri
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8. Cash, Cash Equivalents and Investments

Cash and cash equivalents are comprised of-&m, highly liquid investments with original mogities of 90 days or less from the date of
purchase. Investments are comprised of both aveifab-sale securities, which are recorded at esttiah fair value, and held-to-maturity
securities, which are carried at amortized costedlized gains and losses associated with Intesa@gable-for-sale investments, if any, are
reported in stockholders’ equity. Included in aauisypayable are $1.1 million and $916,000 of bogdrdraft at September 26, 2009 and
December 31, 2008, respectively.

The table below presents the estimated fdirevar amortized principal amount and major seguyipe for Intevac’s investments:

September 2€ December 31
2009 2008

(in thousands)

Carrying value

Shor-term investmen-U.S. treasury bill: $ 11,997 $ —
Long-term investmen-Auction rate securitie 65,97 66,32¢
Total investments in debt securiti $  77,97( $ 66,32¢
Approximate fair value of investments in debt séms $ 7797 $ 66,32¢

As of September 26, 2009, financial assetssoed utilizing Level 1 inputs were valued basedjoated market prices in active markets
identical securities and included money market fuindthe amount of $9.4 million and U.S. TreasuifisBn the amount of $12.0 million.

As of September 26, 2009, Intevac’s investnpentfolio included $70.4 million par value in aiget rate securities (“ARS”). All of the ARS
are student loan structured issues, where the lvaves been originated under the U.S. DepartmeBtiatation’s Federal Family Education
Loan Program. The principal and interest are 97-8&¥%sured by the U.S. Department of Educationtaecollateral ratios range from 102%
to 115%. Securities with a par value of $57.7 wiillare rated AAA/Aaa, securities with a par vali@@7 million are rated AAA/A3 and a
security with a par value of $3.0 million is rat®dA/Baa3. These investments have experienced failedions beginning in February 2008.
The investments in ARS will not be accessible umBlccessful auction occurs, they are restrucinteca more liquid security, a buyer is
found outside of the auction process, or the ugdeylsecurities have matured.

As of September 26, 2009, there was insufficadservable market information for the ARS heldrtevac to determine the fair value.
Therefore Level 3 fair values were estimated festhsecurities by incorporating assumptions thakeb@articipants would use in their
estimates of fair value. At September 26, 2009fairevalue of the ARS was estimated at $66.0 orillbased on a valuation by Houlihan Sn
& Company, Inc. using discounted cash flow modeld management applying internal analysis to theatan. The estimates of future cash
flows are based on certain key assumptions, sudisesunt rates appropriate for the type of asseétrisk, which are significant unobservable
inputs. Some of these assumptions included credility;, collateralization, final stated maturitystienates of the probability of being called or
becoming liquid prior to final maturity, redempt®of similar ARS, previous market activity for the@me investment security, impact due to
extended periods of maximum auction rates and tialuanodels. These securities are classified ag-term assets, as management believes
that the ARS market will not become liquid withiretnext year. Potentially, it could take until fial maturity of the underlying notes
(ranging from 23 years to 39 years) to realizedhiegestments’ recorded values.

13




Table of Contents

INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)
(Unaudited)

Management believes that the impairment of4R& investments is temporary, primarily due toglogernment guarantee of the underlying
securities and Intevac’s ability to hold these siies for the foreseeable future. Management befighat it is more likely than not that it
would not be required to sell these securities fgefloe recovery of their par amounts. A temporargairment charge results in an unrealized
loss being recorded in the other comprehensivenirrcoomponent of stockholders’ equity. Such an dizezhloss does not reduce net income
for the applicable accounting period, becausedbe is not viewed as other-than-temporary. Thefaetvaluated to differentiate between
temporary and other-than-temporary include thegmtejd future cash flows, credit ratings actions, @assessment of the credit quality of the
underlying collateral. Factors considered in deteimy whether a loss is temporary include lengttiok and the extent to which the
investment's fair value has been less than thelmsss, the financial condition and near-term pecspof the issuer, including any specific
events which may influence the operations of teaes, and Intevac’s intent and ability to retaia ifvestment for a period of time sufficient to
allow for any anticipated recovery of fair values &f September 26, 2009, management has no reabeti¢ve that any of the underlying
issuers of Intevac’s ARS or their insurers are gméyg at risk or that the underlying credit qualitfithe assets backing Intevac’s ARS has been
impacted by the reduced liquidity of these investtaeAs of September 26, 2009, based on the Levaluation performed, Intevac determi
that there was a temporary decline in fair valugsoARS of $4.4 million.

On March 19, 2009, Intevac filed a statemémi@m under the Financial Industry Regulatory Barity dispute resolution process against
Citigroup Inc. and Citigroup Global Markets, Inco(lectively, “Citigroup”) with respect to allegdchud and market manipulation by Citigroup
related to ARS. The statement of claim requestsGitagroup accept Intevac’s tender of its ARS at palue and that Intevac receive
compensatory, consequential and punitive damagesasis and expenses. Citigroup responded dengiagdc’s claims. Intevac is currently
in the discovery stage of this matter. An arbitatdate of May 13, 2010 has been agreed upon fonmmcement of the arbitration of this
dispute. As of September 26, 2009, the total pasuarhof ARS held by Intevac which are subject & @itigroup claim amounted to
$56.1 million.

The following table presents the changes wel& instruments measured on a recurring basigéthree and nine months ended
September 26, 2009 and September 27, 2008. InvetnimeARS are Intevac’s only Level 3 instrumemid are classified as available-for-sale
with changes in fair value recorded in equity.

Changes in Level 3 instruments (in thousands):

Three Months Ended Nine Months Ended
September 2€ September 27 September 2€ September 27
2009 2008 2009 2008

(in thousands)

Beginning balanc $ 66,187 $ 76,19t $ 66,32¢ $ 81,45(
Net unrealized gains and losses included in ¢

comprehensive los 28¢€ 63 3,64t (1,492
Purchases and settlements, (500) (3,150 (4,000 (6,850
Ending balanc $ 65,97 $ 73,10¢ $ 6597 $ 73,10¢
Net change in unrealized gains and los $ 28€ $ 63 $ 3,64¢ $ (1,49

9. Borrowing Facility

On March 5, 2008, Intevac entered into an@gent with Citigroup for a secured revolving loanility. This loan facility may be
terminated at the discretion of Citigroup and antswutstanding are payable on demand. It is sedwrdatevac’s ARS held at Citigroup.
Approximately $18.5 million of credit is currentivailable pursuant to the loan facility. The ingnate on the loan facility is prime minus
1.5 percent. No amounts were outstanding underthidit facility at September 26, 2009.
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10. Other Comprehensive Loss

The components of accumulated other compréletesss, at September 26, 2009 and December 8B &@re as follows:

September 2€ December 31
2009 2008
(in thousands)
Accumulated net unrealized holding loss on avag-for-sale investments, net of t $ (2,87) $ (5249
Foreign currency translation gai 52¢ 43¢
Total accumulated other comprehensive $ (2,349 $  (4,80¢

The changes in the components of comprehelwigdor the three and nine month periods endgteSwer 26, 2009 and September 27,
2008 were as follows:

Three Months Ended Nine Months Ended
September 2€ September 27 September 2€ September 27
2009 2008 2009 2008
(in thousands)

Net loss $ (1,799 $ (3,359 $ (12,059 $  (2,72)

Unrealized holding gains (losses) on avail-for-sale
investments, net of taxe

Increase (decrease) in unrealized holding gairss¢e 28€ 63 3,64t (1,497)

Income tax expens (100) — (1,279 —

18¢€ 63 2,37(C (1,492

Foreign currency translation gains (loss 237 (43€) 89 (77)

Total comprehensive lo: $ (1,369 $ (3,729 $ (9,599 $ (4,299
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11. Net Loss Per Share
The following table sets forth the computatadrbasic and diluted loss per share:

Three Months Ended Nine Months Ended
September 2€ September 27 September 2€ September 27
2009 2008 2009 2008
(in thousands)
Numerator:
Numerator for diluted loss per share —(loss) abéelao
common stockholdel $ (1,79 $ (3,359 $ (12,059 $  (2,72)

Denominator
Denominator for basic loss per sh— weightec-average
shares 22,01« 21,76! 21,94: 21,70(

Effect of dilutive securities
Employee stock options (. — — — —
Dilutive potential common shar: — — — —

Denominator for diluted loss per share — adjusteitjated-
average shares and assumed conver: 22,01 21,76! 21,94 21,70(

(1) Potentially dilutive securities, consisting of staissuable upon exercise of employee stock optamasexcluded from the calculation
diluted EPS when their effect would be anti-diletiihe weighted average number of employee stotirapexcluded for the three-
month periods ended September 26, 2009 and Sept@mp2008 was 3,261,639 and 2,886,011, respeygtigatl the number of
employee stock options excluded for the nine-m@ettiods ended September 26, 2009 and Septemb20@8 was 2,361,456 and
2,679,915, respectivel

12. Segment Reporting

Intevac’s two reportable segments are: Equigraed Intevac Photonics, formerly Imaging Instratagon. Intevac’s chief operating
decision-maker has been identified as the Presa@htCEO, who reviews operating results to makésets about allocating resources and
assessing performance for the entire Company. Ssignfermation is presented based upon Intevac'sagament organization structure as of
September 26, 2009 and the distinctive nature cif sagment. Future changes to this internal firustiucture may result in changes to the
reportable segments disclosed.

Each reportable segment is separately maraggtias separate financial results that are reddweéntevac’s chief operating decision-
maker. Each reportable segment contains closedyetproducts that are unique to the particulameeg. Segment operating profit is
determined based upon internal performance meassegkby the chief operating decision-maker.

Intevac derives the segment results frormitsrhal management reporting system. The accoupbttigies Intevac uses to derive reportable
segment results are substantially the same as tisaskfor external reporting purposes. Managemeaisores the performance of each
reportable segment based upon several metricsidimg) orders, net revenues and operating incomealfament uses these results to evaluate
the performance of, and to assign resources th, @&atie reportable segments. Intevac managesiteparating expenses separately at the
corporate level. Intevac allocates certain of thesporate expenses to the segments in an amouat ®g3% of
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net revenues. Segment operating income excludeesitincome/expense and other financial chargéénanme taxes according to how a
particular reportable segmestnanagement is measured. Management does notleoimspairment charges and unallocated costs irsonge
the performance of the reportable segments.

The Equipment segment designs, manufactusnankets manufacturing equipment and solutiorikedard disk drive industry and offers
highly efficient technology solutions to the phatitaic industry and advanced etch systems to thecemductor industry. In 2009, the
Equipment segment began offering high-efficienoyw-kcost thin film solar cell manufacturing equiprhémphotovoltaic cell manufacturers.
Historically, the majority of Intevac’s revenue Hzeen derived from the Equipment segment and lotexpects that the majority of its
revenues for at least the next several years wiitinue to be derived from the Equipment segment.

The Intevac Photonics segment develops compast-effective, high-sensitivity digital-opticatoducts for the capture and display of low-
light images and the optical analysis of materigitevac provides sensors, cameras and systenssifamercial applications in the inspection,
medical, scientific and security industries anddovernment applications such as night vision ang{range target identification.

Information for each reportable segment fer ttiree and nine months ended September 26, 2@0September 27, 2008 is as follows:

Net Revenues

Three Months Ended Nine Months Ended
September 2€ September 27 September 2€ September 27
2009 2008 2009 2008
(in thousands)

Equipment $ 12,29 $ 22,85t $ 24,477 $ 75,55¢
Intevac Photonic 6,86 5,70¢ 19,30¢ 18,30¢
Total segment net revenu $ 19,15t $ 28,56( $ 43,78 $ 93,86

Operating Loss

Three Months Ended Nine Months Ended

September 2€ September 27 September 2€ September 27
2009 2008 2009 2008
(in thousands)

Equipment $ (1,836 $ (4,35) $ (14,30¢ $ (449)
Intevac Photonic (628) (1,824 (3,249 (3,71Y)
Total segment operating lo (2,464 (6,187) (17,559 (8,209
Unallocated cost (1,249 (695) (3,899 (2,50¢)
Operating los! (3,719 (6,876 (21,459 (20,71%)
Interest income and other, r 122 884 78C 3,101
Loss before income tax: $  (3,59) $ (5,99 $ (20,679 $ (7,619
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Total assets for each reportable segment Sgptember 26, 2009 and December 31, 2008 ardl@s:fo
Assets
September 2€ December 31
2009 2008
(in thousands)

Equipment $ 33,48 $ 33,130
Intevac Photonic 25,21¢ 23,83¢
Total segment asse 58,69¢ 56,97
Cash, cash equivalents and investm 97,73¢ 105,52¢
Deferred income taxe 22,23¢ 17,96¢
Other current asse 4,13¢ 3,75:
Common property, plant and equipm 2,921 3,64:
Other asset 95E 1,304
Consolidated total asse $ 186,69( $ 189,16¢

13. Income Taxes

Intevac’s effective income tax rate for theethand nine months ended September 26, 2009 wkE% %hd 46.7%, respectively. Intevac’'s
effective income tax rate for the three and nin@thg ended September 27, 2008 was 44.0% and 6de8fpectively. Intevac adjusts its
effective income tax rate each quarter to be ctavsisvith the estimated annual effective incomertdg. The effective income tax rate differs
from the applicable statutory rates due primanlytte utilization of deferred and current creditg effect of permanent differences and the
geographical composition of Intevac’s worldwidergags. Intevac’s effective income tax rate is hjgtéependent on the availability of tax
credits and the geographic composition of Intevagsidwide earnings.

During the first quarter of 2009, Intevac éfithed an additional valuation allowance to fulgerve its California state deferred tax assets
due to the impact of California tax legislationttiaas enacted in February 2009. This additionalatin allowance decreased the income tax
benefit by $1.0 million. Intevac recognized theeeffof the change in valuation allowance as a disdtem during the period.

The fiscal 2009 income tax benefit is net 46&,000 of unfavorable federal adjustments recondeke third fiscal quarter related to prior
year estimates for research tax cre«

Intevac is subject to income taxes in the e8eral jurisdiction, and various states and fymgurisdictions. Tax regulations within each
jurisdiction are subject to the interpretationtuod telated tax laws and regulations and requimgfgignt judgment to apply. With fe'
exceptions, Intevac is not subject to U.S. fedestake and local, or international jurisdictionsdme tax examinations by tax authorities for the
years before 2004. In February 2009, the stateatifd@nia commenced an examination of the fiscargeended 2005, 2006 and 2007
September 2009, the Internal Revenue Service adtifie Company that they will conduct a field rewigf the fiscal year 2008 tax return.
Presently, there are no other active income tarm@ations in the jurisdictions where Intevac opesat
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14. Contingencies

From time to time, Intevac may have certaintoment liabilities that arise in the ordinary of its business activities. Intevac accounts
for contingent liabilities when it is probable thHature expenditures will be made and such expareBtcan be reasonably estimated.
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Iltem 2. Managemen'’s Discussion and Analysis of Financial Condition drResults of Operation

This Quarterly Report on Form 10-Q contairrsverd-looking statements, which involve risks amdertainties. Words such as “believes,”
“expects,” “anticipates” and the like indicate fami-looking statements. These forward-looking stetets include comments related to
Intevac’s shipments, projected revenue recognifionduct costs, gross margin, operating expensgsest income, income taxes, cash
balances and financial results in 2009; projectestamer requirements for Intevac’s new and exigpirgglucts, and when, and if, Intevac’s
customers will place orders for these productgMat’s ability to proliferate its technology intajar military programs and to develop and
introduce commercial imaging products; and thengof delivery and/or acceptance of the systemspaoducts that comprise Intevac’s
backlog for revenue; legal proceedings; and inleroatrols. Intevac’s actual results may differ er&lly from the results discussed in the
forward-looking statements for a variety of reasansluding those set forth under “Risk Factorstiam other documents we file from time to
time with the Securities and Exchange Commissioeiuding our Annual Report on Form 10-K filed in Mh 2009 and amended in July 2009,
and our periodic Form 10-Q’s and Form 8-K'’s.

Overview

Intevac provides manufacturing equipment asidt®ns to the hard disk drive industry and offeighly efficient technology solutions to t
photovoltaic industry and advanced etch systentise@emiconductor industry. In 2009, Intevac aneedra high-efficiency, loveost thin film
solar cell manufacturing system for photovoltaiplagations, LEAN SOLAR™ and began offering equipmenphotovoltaic cell
manufacturers. Intevac also provides sensors, @naerd systems for commercial applications inrtepection, medical, scientific and secu
industries and for government applications suchigist vision and long-range target identificatitmtevac’s customers and potential customers
include manufacturers of hard disk drives, semicatat chips and wafers, photovoltaic cells as wslmedical, scientific and security
companies, law enforcement and the U.S. governarahits contractors. Intevac reports two segméfgsipment and Intevac Photonics.
Effective in the second quarter of 2008, Intevaareed the Imaging Instrumentation segment to Irt&retonics. During the third quarter of
2008, Intevac completed the acquisition of cerégigets and liabilities of the magnetic media eqeiptrbusiness of OC Oerlikon Balzers Ltd.
(“Oerlikon™).

Product development and manufacturing aotisibccur in North America and Asia. Intevac halsl fidfices in Asia to support its
Equipment customers. Intevacdquipment and service products are highly teehiicd, with the exception of Japan, are sold gilgnthrough
a direct sales force. In Japan, sales are typicadlgle by Intevac’s Japanese distributor, Matsulwing the third quarter of 2008, Intevac
entered into an alliance with a Korean equipmentufecturer and distributor, TES Co., Ltd. (“TESUnder the agreement TES has the rights
to manufacture and sell Intevac’s Lean ERdystem to the Korean and Chinese markets, anddateas the rights to manufacture and sell
TES’ chemical vapor deposition equipment to custentieroughout the rest of the world. To date nesalave been made pursuant to this
contract.

Intevac’s results are driven primarily by wiwide demand for hard disk drives, which in turpeeds on end-user demand for personal
computers, enterprise data storage, personal andioideo players and video game platforms. Intevagsiness is subject to cyclical industry
conditions, as demand for manufacturing equipmedtsrvices can change depending on supply andrdefoehard disk drives, chips, and
other electronic devices, as well as other facgursh as global economic conditions and technoédgidvances in fabrication processes.

20




Table of Contents

The following table presents certain significeneasurements for the three and nine months edelegmber 26, 2009 and September 27,
2008:

Three months ended Nine months ended
September 26, September 27, % September 26, September 27, %
2009 2008 Change 2009 2008 Change
(in thousands, except percentages and per share aoms)
Net revenue $19,15¢ $28,56( (32.9% $ 43,78 $93,861 (53.9%
Gross margi $ 8,67¢ $ 9,08t (4.5% $ 17,45¢ $37,52¢ (53.5%
Gross margin perce 45.2% 31.8% 13.5% 39.9% 40.(% (0.1)%
Net loss $(1,797) $(3,359) 46.6% $(12,057) $(2,727) (342.0%
Loss per diluted shal $ (0.0¢) $ (0.1%) 46.7% $ (0.5%) $ (0.13) (323.)%

Financial results for the third quarter andtfnine months of fiscal 2009 reflected a chalieggnvironment as Intevac’s Equipment
customers reduced or delayed capital expendituresagly as a result of reduced demand and ovewigpim the hard disk drive industry
which occurred in the first half of 2009. Net satiexreased during the third quarter and first mieaiths of fiscal 2009 compared to the same
periods in the prior year primarily due to loweruggment sales to disk manufacturers partially dffseincreased Intevac Photonics sales. The
global economic climate caused a broad slowdowapital equipment purchases by Intevac’s hard drisgomers. The net loss for the third
quarter of fiscal 2009 decreased compared to time geeriod in the prior year due to lower operagrgenses, partially offset by lower net
sales, lower investment income and lower incoméemnefits. The net loss for the first nine monthéiszal 2009 increased compared to the
same period in the prior year due to lower netssafed lower investment income, partially offsetdyer operating expenses and higher
income tax benefits. The decrease in operatingresgsewas a result of the global cost reduction jpigaslemented in the fourth quarter of 2008
and continuing focus on operating efficiency. Astjpdi the global cost reduction plan, Intevac heduced its global workforce by 21% and
reduced its global infrastructure.

For the fourth quarter of 2009, Intevac expétst Equipment revenue to increase from the tipirarter of 2009 and from fourth quarter 2008
levels as a result of increased demand as custdaiersielivery of systems to be used in researdrdamelopment including next generation
patterned media production and the first new systEmmanufacturing capacity increases since 2Dfi8vac expects Intevac Photonics
revenues in the fourth quarter of 2009 to incrdewa the third quarter of 2009.

For fiscal 2009, Intevac expects its Equipnrernenue to decrease from 2008 levels as a refsdétoveased demand due to the global
macroeconomic conditions as hard drive manufaciutiet not add to capacity in 2009. Intevac expkitssac Photonics revenues in fiscal
2009 to increase from fiscal 2008 levels.

200 Lear®,” “AccuLuber™,” “ExaminerR™,” “Lean Etc®,” “LEAN SOLAR™," “LIVAR @ " “MicroVista ®,” “NightVista ®,” “MOSIR
® "“LithoPrime™,” “Night Port™,” “NanoVista™” and RAPID-ID ™" among others, are our trademarks.
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Results of Operations

Net revenues
Three months endec Nine months endec
September 26, September 27, % September 26, September 27, %
2009 2008 Change 2009 2008 Change
(in thousands, except percentages)
Equipment $ 12,29¢ $ 22,85¢ (46.29% $ 24,47 $ 75,55¢ (67.6)%
Intevac Photonic 6,867 5,70¢ 20.2% 19,30« 18,30¢ 5.4%
Total net revenue $ 19,15¢ $ 28,56( (329% $ 43,78 $ 93,861 (53.9)%

Net revenues consist primarily of equipmetgésased to manufacture thin-film disks, and, tesaer extent, related equipment and system
components; contract research and developmenédelatthe development of electro-optical sens@mseras and systems, low-light imaging
products and table-top and handheld Raman instrtsmen

Equipment revenue for the three months endgde®hber 26, 2009 decreased over the same peribd prior year as a result of lower sales
of disk sputtering systems and spare parts, offsgart by higher sales of disk equipment technplgggrades. During the third quarter of 2009
Intevac recognized revenue on one 200 Lean systisknequipment technology upgrades and spare Egtspment revenue for the nine
months ended September 26, 2009 decreased ov&airtieeperiod in the prior year as a result of lovedes of disk sputtering systems, disk
equipment technology upgrades and spare partspiguit revenue for the nine months ended Septenth@0D9 included revenue
recognition for one 200 Lean system, five AccuLubesystems, upgrades and spare parts. During tttegharter of fiscal 2008, Intevac
recognized revenue on four 200 Lean systems, djsipment technology upgrades and spare parts. BEguiprevenue for the nine months
ended September 27, 2008 included revenue recogffidi ten 200 Lean systems, eleven disk lubricasigstems, including one AcculLuber
system, upgrades and spare parts. While the uirggrtd end market demand continues to dampen éapens for the hard drive market,
Intevac expects that in 2009 the demand for equipwél result primarily from the need to producatierned media development systems,
incremental research and development systemshamgplacement of legacy systems with 200 Leasapport the continued growth in
mobile drives.

Intevac Photonics revenue for the three and months ended September 26, 2009 increasedtw/eaine periods in the prior year. Intevac
Photonics revenues for the three months ended 18bpte26, 2009 consisted of $4.5 million of reseanct development contract revenue and
$2.3 million of product sales as compared to $3l8am of research and development contract reveane$2.4 million of product sales for the
three months ended September 27, 2008. IntevaoRihstrevenues for the nine months ended SepteR@h@009 consisted of $11.5 million
of research and development contract revenue adn$ilion of product sales as compared to $11 Kianiof research and development
contract revenue and $6.8 million of product s&eshe nine months ended September 27, 2008. drease in contract research and
development revenue for the three months endec®dtr 26, 2009 compared to the same period inrtbeyear was the result of a higher
volume of contracts. The increase in product reedouthe nine months ended September 26, 2009tbeesame period in the prior year
resulted from higher sales of digital night visitamera modules, systems and commercial produdbst&htial growth in future Intevac
Photonics revenues is dependent on proliferatidntef/ac’s technology into major military progranestaining production subcontracts for
these programs, continued defense spending, thigy abiobtain export licenses for foreign custoseand development and sale of comme
products.

Intevac’s backlog of orders at September P692vas $52.2 million, as compared to $20.2 milkdiDecember 31, 2008 and $18.5 million
at September 27, 2008. The $52.2 million of baclkdb§eptember 26, 2009 consisted of $38.7 millioBaquipment backlog and $13.5 million
of Intevac Photonics backlog. The $20.2 milliorbatklog at December 31, 2008 consisted of $11.Homibf Equipment backlog and
$8.8 million of Intevac Photonics backlog. BackkligSeptember 26, 2009 included five 200 Lean systsrcompared to one at both
December 31, 2008 and September 27, 2008.

International sales decreased by 59.4% to ®ill®n for the three months ended September 269Zrom $18.6 million for the three
months ended September 27, 2008 and by 72.2% td #iiflion for the nine months
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ended September 26, 2009 from $69.8 million forrtime months ended September 27, 2008. Interndtsates include products shipped to
overseas operations of U.S. companies. The decire@gernational sales was primarily due to a dase in net revenues from disk sputtering
systems, upgrades and spare parts. Substantiadif/latevacs international sales are to customers in Asi&rivadtional sales constituted 39.
of net revenues for the three months ended Septe28h@009 and 65.3% of net revenues for the threeths ended September 27, 2008.
International sales constituted 44.3% of net reesrfor the nine months ended September 26, 20094886 of net revenues for the nine
months ended September 27, 2008. The mix of domestsus international sales will change from etmperiod depending on the location
of Intevac’s largest customers in each period.

Gross profit
Three months endec Nine months endec
September 26, September 27, % September 26, September 27, %
2009 2008 Change 2009 2008 Change
(in thousands, except percentages)
Equipment gross prof $5,92¢ $7,26: (18.9% $10,13: $30,86¢ (67.2)%
% of Equipment net revenu 48.2% 31.8% 41.2% 40.%
Intevac Photonics gross pr¢ $2,75% $1,827 51.1% $ 7,32¢ $ 6,66( 10.(%
% of Intevac Photonics n
revenue: 40.1% 31.9% 37.%% 36.4%
Total gross profi $8,67¢ $9,08¢ (4.5)% $17,45¢ $37,52¢ (53.9%
% of net revenue 45.2% 31.8% 39.%% 40.(%

Cost of net revenues consists primarily ofchased materials and costs attributable to conteaetarch and development, and also includes
fabrication, assembly, test and installation ladiod overhead, customer-specific engineering castsanty costs, royalties, provisions for
inventory reserves and scrap. Cost of net revefaudbe three and nine months ended September0®®, i2cluded $72,000 and $283,000 of
equity-based compensation expense, respectivebt. @met revenues for the three and nine montisa&®eptember 27, 2008 included
$155,000 and $607,000 of equity-based compensakpense, respectively.

Equipment gross margin was 48.2% in the thmeaths ended September 26, 2009 compared to 3h.8% three months ended
September 27, 2008 and was 41.4% in the nine memitthsd September 26, 2009 compared to 40.9% initleemonths ended September 27,
2008. The higher gross margin for the three moaetited September 26, 2009 compared to the samel petioe prior year was due primarily
to changes in product mix to higher-margin techgglopgrades, improved factory utilization and theisgs from the global cost reduction
plan implemented in the fourth quarter of 2008seffin part by lower revenues. The higher grosgmdor the nine months ended
September 26, 2009 compared to the same peride iprior year was due primarily to changes in pobaiix to higher-margin technology
upgrades and the savings from the global cost texuplan implemented in the fourth quarter of 2008set in part by lower revenues and
costs from an acquired business. In general, gnasgins in the Equipment business will vary depegdin a number of factors, including
product mix, product cost, system configuration priding, factory utilization, and inventory proioss.

Intevac Photonics gross margin was 40.1%aérthhee months ended September 26, 2009 compaBida® in the three months ended
September 27, 2008 and was 37.9% in the nine memithad September 26, 2009 compared to 36.4% initleemonths ended September 27,
2008. The increase in gross margin in the threethsoended September 26, 2009 compared to the sanioel n the prior year resulted
primarily from higher-margin research and developtreontracts and improved factory absorption. Tieedase in gross margin in the nine
months ended September 26, 2009 compared to the amed in the prior year resulted primarily freimanges in product mix to higher-
margin product sales, offset in part by higher nfacturring costs, warranty costs and provisionsfaress and obsolete inventory.
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Research and Devel opment

Three months endec Nine months endec
September 26, September 27, % September 26, September 27, %
2009 2008 Change 2009 2008 Change

(in thousands, except percentages)

Research and developmt
expense $6,84( $8,62( (20.6)% $22,25¢ $26,42¢ (15.9%
% of net revenue 35.7% 30.2% 50.8% 28.2%

Research and development spending decreagagliipment and increased in Intevac Photonics dutie three and nine months ended
September 26, 2009 as compared to the three ardmonths ended September 27, 2008. The decre&spiipment spending was due
primarily to a reduction in spending on the LeaohBbroduct line (as the product design phase istanbally complete and ogeing efforts ar
primarily related to continuous improvement) andirsgs from the global cost reduction plan impleneghin the fourth quarter of 2008, offset
by initial investment in development of photovadtananufacturing systems. The increase in Intevatdriics research and development
reflected increased spending for sensor yield imgmeents, sensor development and digital night misigstem development. Research and
development expense for the three and nine momithsdeSeptember 26, 2009 included $312,000 andrillign of equity-based
compensation expense, respectively. Research amtbgenent expense for the three and nine monthede8dptember 27, 2008 included
$507,000 and $1.4 million of equity-based compéoratxpense, respectively. Research and developex@enses do not include costs of
$2.3 million and $6.4 million for the three and @imonths ended September 26, 2009 respective$i,.8rmillion and $6.7 million for the thr
and nine months ended September 27, 2008, reselgctivhich are related to Intevac Photonics comtrasearch and development and
included in cost of net revenues.

Slling, general and administrative

Three months ended Nine months ended
September 26, September 27, % September 26, September 27, %
2009 2008 Change 2009 2008 Change

(in thousands, except percentage:

Selling, general and
administrative expens $5,551 $7,341 (24.9% $16,65¢ $21,81¢ (23.7)%
% of net revenue 29.(% 25.1% 38.(% 23.2%

Selling, general and administrative expenseists primarily of selling, marketing, customeppart, financial and management costs. The
decrease in selling, general and administrativadipg in the three and nine months ended Septeg8)e&2009 compared to the three and nine
months ended September 27, 2008 was primarilyebeltrof savings from the global cost reductiomptaplemented in the fourth quarter of
2008. Selling, general and administrative expens¢hie three and nine months ended September 26,iB6luded $615,000 and $2.3 million
of equity-based compensation expense, respecti8elling, general and administrative expense fertiinee and nine months ended
September 27, 2008 included $1.1 million and $3l0am of equity-based compensation expense, raspdy.
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Interest income and other, net

Three months endec Nine months endec
September 26 September 27 % September 26 September 27, %
2009 2008 Change 2009 2008 Change

(in thousands, except percentages)

Interest income and other, r $122 $884 (86.29% $78C $3,101 (74.9%

Interest income and other, net consists pilynaf interest income on investments and foreignrency gains and losses. The decrease in
interest and other income in the three and ninethsoended September 26, 2009 resulted from lowenage invested balances, lower interest
rates and fluctuations in foreign currency gaingd lasses.

Income tax benefit

Three months ended Nine months ended
September 26, September 27, % September 26, September 27, %
2009 2008 Change 2009 2008 Change

(in thousands, except percentage:

Income tax benef $1,79¢ $2,63¢ (31.9% $8,621 $4,88 76.4%

Intevac’s effective income tax rate for theethand nine months ended September 26, 2009 wH% Zhd 46.7%, respectively. Intevac’s
effective income tax rate for the three and nin@thg ended September 27, 2008 was 44.0% and 6de8fpectively. Intevac adjusts its
effective income tax rate each quarter to be ctersisvith the estimated annual effective incomertdag. The effective income tax rate differs
from the applicable statutory rates due primanlytte utilization of deferred and current creditg effect of permanent differences and the
geographical composition of Intevac’s worldwidergags. Intevac’s effective income tax rate is hjgtéependent on the availability of tax
credits and the geographic composition of Inteva@sidwide earnings.

The fiscal 2009 income tax benefit is net 46&,000 of unfavorable federal adjustments recondékle third fiscal quarter related to prior
year estimates for research tax cre(

During the first quarter of 2009, Intevac etithed an additional valuation allowance to fuldgerve its California state deferred tax assets
due to the impact of California tax legislationtthas enacted in February 2009. This additionalatin allowance decreased the income tax
benefit by $1.0 million. Intevac recognized theeeffof the change in valuation allowance as a disdtem during the period.

Liquidity and Capital Resources

At September 26, 2009, Intevac had $97.7 onilin cash, cash equivalents, and investments cadpa $105.5 million at December 31,
2008. During the first nine months of 2009, castl emsh equivalents and investments decreased 8y#lfion due primarily to cash used by
operating activities, a scheduled payment to theeya/of DeltaNu, LLC, and purchases of fixed asgettally offset by cash received from
sale of Intevac common stock to Intevac’s employbesugh Intevac’'s employee benefit plans.
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Cash, cash-equivalents and investments consikedbtlowing:

September 2€ December 31
2009 2008
(In thousands)
Cash and cash equivale $ 19,76¢ $ 39,20:
Shor-term investment 11,99: —
Long-term investment 65,97 66,32¢
Total cash, cash equivalents and investm $ 97,73¢ $ 105,52

Operating activities used cash of $8.5 millzzmd $6.0 million during the first nine months @08 and 2008, respectively. The increase in
cash used by operating activities was due priméoitye increase in the net loss partially offsetbanges in working capital during the first
nine months of 2009.

Accounts receivable totaled $12.3 million ep&mber 26, 2009, compared to $15.0 million atebdmer 31, 2008. The decrease of
$2.7 million in the receivable balance was duetedr revenues and improved collection activitiestal net inventories increased to
$22.8 million at September 26, 2009, compared @ ®illion at December 31, 2008 primarily as aufesf inventory build for planned
shipments in the fourth quarter of 2009. Accourstggble increased to $5.2 million at September 269Zompared to $4.2 million at
December 31, 2008. Accrued payroll and relatedliiEds decreased by $219,000 during the nine meetided September 26, 2009. Customer
advances increased by $2.9 million during the filse months of 2009, as a result of new ordersived from Intevac’s customers.

Investing activities in the first nine months2009 used cash of $10.0 million. Purchasesw#siments, net of proceeds from maturities of
investments, totaled $8.0 million. Capital expendis for the nine months ended September 26, 2@08 $2.0 million.

Financing activities in the first nine montfs2009 used cash of $979,000. Intevac made a atdiedayment of $2.0 million to the owners
of DeltaNu, LLC, which Intevac acquired in the ficparter of 2007. Intevac generated $1.0 millionirtg the nine months ended
September 26, 2009 from the sale of Intevac comstaek to Intevac’s employees through Intevac’s eygé benefit plans.

Although market conditions improved in thead half of 2009, if market conditions deteriordtgevac believes that its efforts to reduce
costs through its global cost reduction plan aratlbeunt restructuring activity implemented in tharth quarter of 2008 have reduced its cash
loss from operations to a level sustainable unditklet conditions and Intevac’s business improves.

As of September 26, 2009, Intevac’s availdbtesale securities represented $70.4 million @doe of auction rate securities (“ARSIss ¢
temporary valuation adjustment of $4.4 million édlect their current lack of liquidity. Manageméralieves that the impairment of the ARS
investments is temporary. Due to current marketlitmms, these investments have experienced failetions beginning in February 2008.
These failed auctions result in a lack of liquiditythe securities, but do not affect the undedydollateral of the securities. Intevac does not
anticipate that any potential lack of liquiditytimese ARS will affect its ability to finance itsenqations and planned capital expenditures.
Intevac continues to monitor efforts by the finahenarkets to find alternative means for restothmgliquidity of these investments. These
investments are classified as naurrent assets until Intevac has better visibdigyto when their liquidity will be restored. Thassification an
valuation of these securities will continue to beiewed quarterly. During the first nine month2609, $4.0 million of ARS were redeemed at
par.

As described in Note 8 of Notes to CondensensOlidated Financial Statements, at Septembe2(®, the fair value of the ARS was
estimated at $66.0 million based on a valuatiotdbuylihan Smith & Company, Inc., using discountedtcliow models and applying
management’s internal analysis to the valuatiore @$timates of future cash flows are based onigdw@y assumptions, such as discount rates
appropriate for the type of asset and risk, whiehsignificant unobservable inputs. As of Septen#ter2009, there was insufficient observe
market
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information for the ARS held by Intevac to determthe fair value. Therefore Level 3 fair values avestimated for these securities by
incorporating assumptions that market participamdsld use in their estimates of fair value. Soméhese assumptions included credit quality,
collateralization, final stated maturity, estimatéshe probability of being called or becominguiig prior to final maturity, redemptions of
similar ARS, previous market activity for the saimeestment security, impact due to extended peradasaximum auction rates and valuation
models.

On March 19, 2009, Intevac filed a statemdmiam under the Financial Industry Regulatory Bartity dispute resolution process against
Citigroup Inc. and Citigroup Global Markets, Incollectively, “Citigroup”) with respect to allegdthud and market manipulation by Citigroup
related to ARS. The statement of claim requestsGitggroup accept Intevac’s tender of its ARS at palue and that Intevac receive
compensatory, consequential and punitive damagesa@sts and expenses. Citigroup responded dengiagdc’s claims. Intevac is currently
in the discovery stage of this matter. An arbitmatilate of May 13, 2010 has been agreed upon formamcement of the arbitration of this
dispute.

Intevac has entered into a line of credit v@iitigroup under which approximately $18.5 millisnavailable. For additional information on
this borrowing facility, see Note 9 of Notes to @ensed Consolidated Financial Statements.

Intevac believes that its existing cash, aghivalents, investments and credit facility wil sufficient to meet its cash requirements for the
foreseeable future. Intevac intends to undertaki® §1.0 million in capital expenditures during tieenainder of 2009 and $4.0 to $5.0 million
in capital expenditures during fiscal 2010.

Critical Accounting Policies and Estimates

The preparation of financial statements ateted disclosures in conformity with accountingipiples generally accepted in the United
States of America (“US GAAP”) requires managemenntke judgments, assumptions and estimates fieat #ie amounts reported. Intevac’
significant accounting policies are described ine\bto the consolidated financial statements oiedlin Item 8 of Intevac’s Annual Report on
Form 10-K. Certain of these significant accountfimdjcies are considered to be critical accountialicges, as defined below.

A critical accounting policy is defined as dhat is both material to the presentation of latés financial statements and requires
management to make difficult, subjective or compledgments that could have a material effect oavat’s financial conditions and results of
operations. Specifically, critical accounting esttes have thillowing attributes: 1) Intevac is required to neakssumptions about matters
are highly uncertain at the time of the estimatet 2) different estimates Intevac could reasonablye used, or changes in the estimate that are
reasonably likely to occur, would have a materfda on Intevac’s financial condition or resultfsaperations.

Estimates and assumptions about future earatsheir effects cannot be determined with cetyaintevac bases its estimates on historical
experience and on various other assumptions believbe applicable and reasonable under the ciranoss. These estimates may change as
new events occur, as additional information is ivlgteh and as Intevac’s operating environment charigesse changes have historically been
minor and have been included in the consolidateahitial statements as soon as they become knowaddition, management is periodically
faced with uncertainties, the outcomes of whichrerewithin its control and will not be known forgdonged periods of time. Many of these
uncertainties are discussed in the section belditlezh“Risk Factors.” Based on a critical assesshoé Intevac’s accounting policies and the
underlying judgments and uncertainties affectirggdpplication of those policies, management bedig¢lat Intevac’s consolidated financial
statements are fairly stated in accordance wittGA%\P, and provide a meaningful presentation ofdates financial condition and results of
operation.
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Management believes that the following aréaai accounting policies:
Revenue Recognition

Intevac recognizes revenue when persuasiviepree of an arrangement exists, delivery has cedwnd title and risk of loss have passed to
Intevac’s customer or services have been rend#redrice is fixed or determinable, and collectibils reasonably assured. Intevac’s shipping
terms are customarily FOB shipping point or equanaterms. Intevac’s revenue recognition policyegally results in revenue recognition at
the following points: (1) for all transactions whkdegal title passes to the customer upon shipnet/ac recognizes revenue upon shipment
for all products that have been demonstrated ta preeluct specifications prior to shipment; thetjwor of revenue associated with certain
installation-related tasks is deferred based oresfienated fair value, and that revenue is recaghigpon completion of the installation-related
tasks; (2) for products that have not been demaiestito meet product specifications prior to shipineevenue is recognized at customer
acceptance; and (3) for arrangements containingipteielements, the revenue relating to the undedigt elements is deferred at estimated fair
value until delivery of the deferred elements. éntain cases, technology upgrade sales are accbfantas multiple-element arrangements
usually split between delivery of the parts andahation on the customer’s systems. In these ¢dsteac recognizes revenue for the fair
market value of the parts upon shipment and tramdféitle, and recognizes revenue for the fair keawvalue of installation services when those
services are completed. Revenue related to sakgsaoé parts is generally recognized upon shipnRaenue related to services is generally
recognized upon completion of the services.

Intevac performs research and development woder various government-sponsored research ctstRevenue on cost-plfse contract
is recognized to the extent of costs actually irediplus a proportionate amount of the fee eadméelvac considers fixed fees under cost-plus-
fee contracts to be earned in proportion to thenadble costs actually incurred in performance efdbntract. Revenue on fixed-price contracts
is recognized using the percentage-of-completiothotkof contract accounting. Intevac determinegireentage completed based on the
percentage of costs incurred to date in relaticiotal estimated costs expected upon completidgheotontract. When estimates of total cost
be incurred on a contract exceed total estimatesveinue to be earned, a provision for the entise bn the contract is recorded in the period
the loss is determined.

Inventories

Inventories are priced using average actustiscand are stated at the lower of cost or mafkeg.carrying value of inventory is reduced for
estimated obsolescence by the difference betwsao#t and the estimated market value based ugomasions about future demand. Intevac
evaluates the inventory carrying value for potérgi@ess and obsolete inventory exposures by anglyistorical and anticipated demand. In
addition, inventories are evaluated for potentizaescence due to the effect of known and anteipangineering change orders and new
products. If actual demand were to be substantia#yer than estimated, additional inventory adjlestits for excess or obsolete inventory m
be required, which could have a material adverieebn Intevac’s business, financial condition aesllts of operations.

Warranty

Intevac estimates the costs that may be induinder the warranty it provides and recordshililia in the amount of such costs at the time
the related revenue is recognized. Estimated wigrists are determined by analyzing specific pcodad historical configuration statistics
and regional warranty support costs. Intevac’s argyr obligation is affected by product failure steaterial usage, and labor costs incurred in
correcting product failures during the warrantyiper As Intevac’s customer engineers and procgsgatiengineers are highly trained and
deployed globally, labor availability is a signdiat factor in determining labor costs. The quargitg availability of critical replacement parts
is another significant factor in estimating warsaoosts. Unforeseen component failures or exceatioomponent performance can also result
in changes to warranty costs. If actual warranstsdiffer substantially from our estimates, remisi to the estimated warranty liability would
be required.

Income Taxes

Intevac accounts for income taxes by recoggitieferred tax assets and liabilities using stayutx rates for the effect of temporary
differences between the book and tax bases ofdedassets and liabilities, net operating lossddancredit carryforwards. Deferred tax
assets are also reduced by a valuation allowaritisimore likely than not that a portion of theferred tax asset will not be realized.
Management has determined that it is more likedythot that its future taxable income will be stiffint to realize its deferred tax assets.
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The effective tax rate is highly dependentrupie geographic composition of worldwide earnirigg,regulations governing each region,
non-tax deductible expenses and availability ofdeedits. Management carefully monitors the chamgasany factors and adjusts the effective
income tax rate as required. If actual resultsediffom these estimates, Intevac could be requo@dcord a valuation allowance on deferred
tax assets or adjust its effective income tax ratéch could have a material adverse effect onviat&s business, financial condition and results
of operations.

The calculation of tax liabilities involvegsificant judgment in estimating the impact of unammties in the application of complex tax
laws. Resolution of these uncertainties in a mam@Emsistent with Intevac’s expectations couldéhavmaterial impact on Intevac’s results of
operations and financial condition.

Goodwill and Purchased Intangible Assets

Goodwill and purchased intangible assets imitlefinite useful lives are not amortized, but eeiewed for impairment annually during the
fourth quarter of each fiscal year and wheneventsver changes in circumstances indicate thatdhgiog value of an asset may not be
recoverable. For goodwill, Intevac performs a tstep impairment test. In the first step, Intevampares the fair value of each reporting un
its carrying value. Intevac’s reporting units aomsistent with the reportable segments identifieNdte 12 of Notes to the Condensed
Consolidated Financial Statements, based on th@enam which Intevac operates its business andéiiere of those operations. Depending on
the facts and circumstances Intevac determinefathealue of each of its reporting units basednufite most appropriate valuation technique
using the income approach, the market approactcomdination thereof. The income and market appresievere selected as management
believes these approaches generally provide thé malisble indications of value when the valueltd bperations is more dependent on the
ability to generate earnings than on the valudefdssets used in the production process. Undémndbme approach Intevac calculates the fair
value of the reporting units based on the presalutevof estimated future cash flows. Under the mtaalbproach Intevac estimates the fair v
based on market multiples of revenue or earningsdmparable companies. Each valuation technigaetieantages and drawbacks, which
must be considered when applying those technidiresincome approach closely correlates to managesrexpectations of future results but
requires significant assumptions which can be kigkhsitive. The market approach is relativelyightiorward to measure, but it may be
difficult to find directly comparable companiestire marketplace. If the fair value of the reportimgt exceeds the carrying value of the net
assets assigned to that unit, goodwill is not imgzhand no further testing is performed. If theyiag value of the net assets assigned to the
reporting unit exceeds the fair value of the reipgrunit, then Intevac would perform the secong stethe impairment test in order to
determine the implied fair value of the reportimgtis goodwill. If the carrying value of a reporgrunit’s goodwill exceeds its implied fair
value, Intevac would record an impairment loss etputhe difference. In the fourth quarter of 2008evac recorded an impairment charge of
$10.5 million for goodwill and purchased technolagiangible assets due to a decline in market vahgelower revenue expectations in light
of current operating performance and future opegagixpectations.

Intevac’s methodology for allocating the puasé price relating to purchase acquisitions isroeted through established and generally
accepted valuation techniques. Goodwill is measasetthe excess of the cost of the acquisition theesum of the amounts assigned to tan
and identifiable intangible assets acquired ledsllties assumed. Intevac assigns assets acdimadding goodwill) and liabilities assumed to
a reporting unit as of the date of acquisition.

Equity-Based Compensation

Intevac records compensation expense foredaised awards under Accounting Standards CodditdtASC”) 718, “Stock
Compensation”, using the Black-Scholes option pganodel. This model requires Intevac to estimiateetxpected volatility of the price of
Intevac’s common stock and the expected life ofettpeity-based awards. ASC 718 also requires foreiéstimates of equity-based awards.
Estimating volatility, expected life and forfeitgreequires significant judgment and an analysisistbrical data. Intevac may have to increase
compensation expense for equity-based awardsufbrsults differ from Intevac’s estimates sigrafitly.
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Item 3. Quantitative and Qualitative Disclosures About MarkRisk

Interest raterisk. Intevac’s exposure to market risk for changes fergst rates relates primarily to its investmentfptio. Intevac does not
use derivative financial instruments in Intevacigdstment portfolio. Intevac places its investmevite high quality credit issuers and, by
policy, limits the amount of credit exposure to ame issuer. Investments typically consist of aurctate securities and debt instruments is:
by the U.S. government and its agencies.

The table below presents principal amountsrataled weighted-average interest rates by yearabfirity for Intevac’s investment portfolio
at September 26, 2009.

Fair
2009 2010 2011 Beyond Total Value
(in thousands, except percentages)
Cash equivalent
Fixed rate amount $ 9,40¢ — — — $ 9,404 $ 9,40¢
Weightec-average rat 0.09% — — —
Shor-term investment
Fixed rate amount $11,997 — — — $11,997 $11,99¢
Weightec-average rat 0.23% — — —
Long-term investment
Fixed rate amount — — — $70,40( $70,40( $65,97:
Weightec-average rat — — — 1.4(%
Total investment portfolit $21,40! — — $70,40( $91,80! $87,37¢

At September 26, 2009, Intevac held investmgnARS. With the liquidity issues experiencedjiobal credit and capital markets, Intevac’
ARS have experienced multiple failed auctions.Jatecontinues to earn interest at the maximum eotial rate for each security. The
estimated values of the ARS held by Intevac arbnger at par. As of September 26, 2009, Intevac$#@6.0 million in ARS in the condensed
consolidated balance sheet, which is net of a teanpainrealized loss of $4.4 million. Managemeridwes that the impairment of the ARS
investments is temporary, primarily due to the gowgent guarantee of the underlying securities atelvhc’s ability to hold the ARS for the
foreseeable future. Management believes thanitoee likely than not that it would not be requitedsell these securities before the recover
their par amounts. The unrealized loss is includexther comprehensive loss.

Intevac continues to monitor the market forA&nd consider its impact (if any) on the fair neankalue of its investments. If the current
market conditions continue, or the anticipated vecp in market values does not occur, Intevac neyeluired to record additional unrealized
losses or record an other-than-temporary impairroleatge in 2009.

Based on Intevac’s ability to access its céstexpected operating cash flows, and other gsuo€ cash, Intevac does not anticipate that the
lack of liquidity of these investments will affdcttevac’s ability to operate its business in thdimary course.

Foreign exchange risk. From time to time, Intevac enters into foreign enay forward exchange contracts to hedge certaits ahticipated
foreign currency transaction, translation and resoeement exposures. The objective of these castisato minimize the impact of foreign
currency exchange rate movements on Intevac’s tipgneesults. At September 26, 2009, Intevac hatbreign currency forward exchange
contracts.
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Item 4. Controls and Procedure
Evaluation of disclosure controls and procedures

Intevac maintains a set of disclosure contaold procedures that are designed to ensure foatiation relating to Intevac, Inc. required to
be disclosed in periodic filings under the SecesitExchange Act of 1934, or Exchange Act, is remtbrgrocessed, summarized and reporte
a timely manner under the Exchange Act. In conpaatiith the filing of this Form 10-Q for the quarended September 26, 2009, as required
under Rule 13a-15(b) of the Exchange Act, an et@oavas carried out under the supervision and thiéhparticipation of management,
including the Chief Executive Officer and Chief &irtial Officer, of the effectiveness of Intevacisalbsure controls and procedures as of the
end of the period covered by this quarterly re@®ased on this evaluation, Intevac’s Chief Exeautfficer and Chief Financial Officer
concluded that our disclosure controls and proceslwere effective as of September 26, 2009.

Attached as exhibits to this Quarterly Repoe certifications of the CEO and the CFO, whighraquired in accordance with Rule 13a-14
of the Securities Exchange Act of 1934, as ameii@rdhange Act). This Controls and Procedures sedtidudes the information concerning
the controls evaluation referred to in the certifions, and it should be read in conjunction whit tertifications for a more complete
understanding of the topics presented.

Definition of disclosure controls

Disclosure Controls are controls and procesldesigned to ensure that information requirecetdibclosed in our reports filed under the
Exchange Act, such as this Quarterly Report, isnded, processed, summarized and reported witbitirte periods specified in the Securities
and Exchange Commission’s rules and forms. Discé8wntrols are also designed to ensure that sficiiation is accumulated and
communicated to our management, including the CEDGFO, as appropriate to allow timely decisiorgarding required disclosure. Our
Disclosure Controls include components of our maércontrol over financial reporting, which consisf control processes designed to provide
reasonable assurance regarding the reliabilityuofioancial reporting and the preparation of ficiahstatements in accordance with generally
accepted accounting principles in the U.S. To tlierg that components of our internal control diregincial reporting are included within our
Disclosure Controls, they are included in the saofpgur quarterly controls evaluation.

Limitations on the effectiveness of controls

Intevac’s management, including the CEO an@®Qfoes not expect that Intevac’s Disclosure Cémtiolntevac’s internal control over
financial reporting will prevent all error and &hud. A control system, no matter how well desajaad operated, can provide only reason:
not absolute, assurance that the control systehjtives will be met. Further, the design of atooirsystem must reflect the fact that there are
resource constraints, and the benefits of contmist be considered relative to their costs. Becafifge inherent limitations in all control
systems, no evaluation of controls can provide lals@ssurance that all control issues and inssot&aud, if any, within the Company have
been detected. These inherent limitations inclh@e¢alities that judgments in decision-making loarfiaulty and that breakdowns can occur
because of simple error or mistake. Controls caa bé circumvented by the individual acts of soms@ns, by collusion of two or more
people, or by management override of the contiidie. design of any system of controls is based ihgracertain assumptions about the
likelihood of future events, and there can be rememnce that any design will succeed in achiewmgtated goals under all potential future
conditions. Over time, controls may become inadegbacause of changes in conditions or deteriorétidhe degree of compliance with
policies or procedures. Because of the inhereritdifons in a cost-effective control system, mitestgents due to error or fraud may occur and
not be detected.

Changes in internal controls over financial reportng
There were no changes in our internal conteés financial reporting that occurred during fiegiod covered by this Quarterly Report on
Form 10-Q that have materially affected, or arsoeably likely to materially affect, Intevac’s int@l control over financial reporting.
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PART II. OTHER INFORMATION

Item 1. Legal Proceeding:

From time to time, Intevac is involved in ofa and legal proceedings that arise in the ordinatyse of business. Intevac expects that the
number and significance of these matters will inseeas Intevas’business expands. Any claims or proceedings styasgn whether meritoriot
or not, could be time consuming, result in costigation, require significant amounts of managentane, result in the diversion of significant
operational resources, or require us to enterrimyalty or licensing agreements which, if requiredy not be available on terms favorable t
or at all. Intevac is not presently a party to &wsuit or proceeding that, in Intevac’s opiniaglikely to seriously harm Intevac’s business.

On March 19, 2009, Intevac filed a statemdmiam under the Financial Industry Regulatory Bartity dispute resolution process against
Citigroup Inc. and Citigroup Global Markets, Incollectively, “Citigroup”) with respect to allegdthud and market manipulation by Citigroup
related to auction rate securities. The statemieciaon requests that Citigroup accept Intevactsltr of its auction rate securities at par value
and that Intevac receive compensatory, consequi@nmiigpunitive damages and costs and expensegtdlifi responded denying Intevac’s
claims. Intevac is currently in the discovery stafiéhis matter. An arbitration date of May 13, Rdias been agreed upon for commencement
of the arbitration of this dispute.

Iltem 1A. Risk Factors

The following factors could materially affdotevac’s business, financial condition or resofteperations and should be carefully
considered in evaluating the Company and its bgsina addition to other information presentedwlssre in this report.

The industries we serve are cyclical, volatile amapredictable.

The majority of our revenue is derived frore gale of equipment used to manufacture commodigyets such as disk drives,
semiconductors and photovoltaic cells. This subjestto business cycles, the timing, length andtiliey of which can be difficult to predict.
When demand for commodity products exceeds proglucikpacity, then demand for new capital equipraeah as ours tends to be amplified.
Conversely, when supply of commodity products edsegemand, then demand for new capital equipmet asi ours tends to be depressed.
For example, sales of systems for magnetic disklyrion were severely depressed from mid-1998 aniti2003 and grew rapidly from 2004
through 2006. The number of new systems delivarede second half of 2007 was significantly lowart the number of systems delivered in
the first half of the year, and fiscal 2008 newtsgs shipments were significantly lower than 200& ¥¥nnot predict with any certainty when
these cycles will begin or end, although we belieeeentered into a downturn in the cycle in lat®2Which we expect to continue through
remainder of 2009 and potentially through 2010.

Our equipment represents only a portion ofcidygital expenditure that our customers incur wihely upgrade or add production capacity.
Accordingly, our customers generally commit to nmakiarge capital expenditures, far in excess otthst of our systems alone, when they
decide to purchase our systems. The magnitudeesétbapital expenditures requires our customerave access to large amounts of capital.
The magnetic disk and semiconductor manufacturidgstries have made significant additions to theaduction capacity in the last few yei
Our customers are unlikely to be willing or ablectmtinue this level of capital investment durihg tecent downturn in the overall economy,
or during a downturn in the hard disk drive, semihactor, or solar industries.

We must effectively manage our resources aodyttion capacity to meet rapidly changing dem#&ut. business experiences rapid growth
and contraction, which stresses our infrastructuternal systems and managerial resources. Denigds of increasing demand for our
products, we must have sufficient manufacturingac#tp and inventory to meet customer demand; ditratain and motivate a sufficient
number of qualified individuals; and effectively nze our supply chain. During periods of decreademand for our products, we
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must be able to align our cost structure with pitexgamarket conditions; motivate and retain keyptoyees and effectively manage our supply
chain.

Sales of our equipment are primarily dependent aur eustomers’upgrade and capacity expansion plans and whether oustomers sele:
our equipment.

We have no control over our customers’ upgiattk capacity expansion plans, and we cannot leetisay will select, or continue to select,
our equipment when they upgrade or expand the&aip The sales cycle for our equipment systemsheaa year or longer, involving
individuals from many different areas of Intevad amumerous product presentations and demonstrdtiomsir prospective customers. Our
sales process also commonly includes producti@awiples, customization of our product and insialadf evaluation systems in the factories
of our prospective customers. We do not enterlorig-term contracts with our customers, and umtibeder is actually submitted by a
customer there is no binding commitment to purclmsesystems. Intevac Photonics’ business is albfest to long sales cycles because many
of its products, such as our military imaging protdy often must be designed into the customerspeoducts, which are often complex state-
of-the-art products. These development cycles fiea enulti-year, and our sales are contingent ancastomers successfully integrating our
product into their product, completing developmeintheir product and then obtaining production osder their product from the U.S.
government or its allies.

Sales of new manufacturing systems are alperdint on obsolescence and replacement of ttalé@sbase of our customers’ existing
equipment with newer, more capable equipment. ¢rages are developed that extend the useful liteefnstalled base of legacy systems,
then we tend to sell more upgrade products fotethacy systems and fewer new systems, which caifisgntly reduce total revenue. For
example, some of our 200 Lean customers continueddegacy systems for the production of perpesatiecnedia, which delays the
replacement of such legacy systems with new 200 kgatems.

Our 200 Lean customers also experience cotigrefrom companies that produce alternative stertaghnologies like flash memory, which
offer smaller size, lower power consumption andemmoigged designs. If alternative technologies, sicfiash memory, replace hard disk
drives as a primary method of digital storage, ttiemand for our hard disk manufacturing productaldidecrease.

Adverse economic conditions and volatility and diption of the capital and credit markets may negagly impact our revenues and our
ability to access financing.

Economic conditions worldwide have contributedlecreased spending by our customers and a alevih the hard disk drive industry.
These factors have adversely impacted our operegsgts in prior periods, including most recemtiyhe first three quarters of 2009, and have
created significant and increasing uncertaintytierfuture and have caused us to be cautious albodtiture outlook. If adverse economic
conditions persist or worsen, we could continuexperience decreased revenues from our operaBeesiuse we have long sales cycles, even
if the economic conditions improve and demand iases, there will still be a significant delay befare see an improvement in our revenues.
The current recession, the continuing credit ctisid has affected worldwide financial markets, éRaordinary volatility in the stock marke
other current negative macroeconomic and glob&ssionary factors, and uncertainty or further waaigin key markets are expected to
continue to negatively impact spending for our juicid and may materially adversely affect our busgneperating results and financial
condition.

In addition, while we intend to finance op@as with existing cash, cash flow from operatiansl, if necessary, borrowing under our
existing credit facility, we may require additiorfelancing to support our continued operations. Buthe existing uncertainty in the capital
credit markets, our access to capital may not ladable on terms acceptable to us or at all.
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We are exposed to risks associated with a highlgcemtrated customer base.

Historically, a significant portion of our rerue in any particular period has been attributeb&ales of our disk sputtering systems to a
limited number of customers. In 2008, two of oustomers accounted for 69% of total revenues, anddaostomers in aggregate accounted for
80% of total revenues. The same four customemg@regate, accounted for 56% of our net accoun&vable at December 31, 2008. This
concentration of customers can lead to extremedity in revenue and financial results from perio period. For example, over the last e
quarters, our revenues per quarter have fluctusgegdeen $12.3 million and $33.2 million.

Industry consolidation can limit the numberpotential customers for our products. For exanpéggate acquired Maxtor in 2006 and
Western Digital acquired Komag in 2007. The conaditn of our customer base may enable our cust®imetemand pricing and other terms
unfavorable to Intevac, and makes us more vulner@mbthanges in demand by a given customer. Ofdarsa relatively limited number of
manufacturers have accounted for, and will likedptinue to account for, a substantial portion af @mvenues. The loss of one of these large
customers, or delays in purchasing by them, coaleéta material and adverse effect on our revenues.

Our growth depends on development of technicallywadced new products and processes.

We have invested heavily, and continue toshvie the development of new products, such ag60rLean Gen Il system, our Lean Etch
system, 200 Lean systems for photovoltaic appbtcatiand our digital night-vision products. Our sgxcin developing and selling new
products depends upon a variety of factors, inclydiur ability to: predict future customer requients, make technological advances, achieve
a low total cost of ownership for our productsradiuce new products on schedule, manufacture ptedosteffectively including transitionin
production to volume manufacturing; commercialiné attain customer acceptance of our productsaahitve acceptable and reliable
performance of our new products in the field. Oenrproduct decisions and development commitments amticipate continuously evolving
industry requirements significantly in advance ales. In addition, we are attempting to expand mgw or related markets, including the
semiconductor market for our Lean Etch system,thaghotovoltaic market. To date Intevac has nceived revenue from our Lean Etch or
photovoltaic manufacturing products. Failure toreotly assess the size of the markets, to sucdsdayvelop cost effective products to
address the markets or to establish effective saldssupport of the new products would have a nahtzdverse effect on future revenues and
profits.

Rapid technological change in our served ntarnegjuires us to rapidly develop new technicadlyaamced products. Our future success
depends in part on our ability to develop and ofiew products with improved capabilities and totouare to enhance our existing products. If
new products have reliability or quality problerosy performance may be impacted by reduced ortagser manufacturing costs, delays in
acceptance and payment for new products and adaitservice and warranty expenses.

Our operating results fluctuate significantly fromuarter to quarter, which can lead to volatility ithe price of our common stock.

Over the last eight quarters, our quarterieneies have fluctuated between $12.3 million argiZgillion and our operating loss as a
percentage of revenues has fluctuated betweenxipmtely (120.2%) and (3.4%) of revenues. Overstémme period, the price of our common
stock has fluctuated between $3.43 and $18.12hzees

We anticipate that our revenues, operatinggimarand common stock price will continue to fliattifor a variety of reasons, including:
(1) changes in demand due to seasonality, cydljcatid other factors in the markets for computstesys, storage subsystems and consumer
electronics containing disks our customers produite our systems; (2) delays or problems in theoithiction and acceptance of our new
products, or delivery of existing products; (3)itign of orders, acceptance of new systems by ouoowess or cancellation of those orders;
(4) new products, services or technological inniovet by our competitors or us; (5) changes in oanufiacturing costs and operating expense;
(6) changes in general economic, political, stoekkat and industry conditions; and (7) any failaf@ur operating results to meet the
expectations of investment research analysts @siovs.
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Any of these, or other factors, could leaddtatility and/or a rapid change in the tradingcprbf our common shares. In the past, securities
class action litigation has been instituted againstpanies following periods of volatility in theamket price of their securities. Any such
litigation, if instituted against Intevac, couldstdt in substantial costs and diversion of manageme

The liquidity of our auction rate securities is ingired, which could impact our ability to meet casbquirements and require additional
debt financing.

At September 26, 2009, we held auction ratersties with a par value of $70.4 million. The rketrfor these securities had historically been
highly liquid, even though the auction rate se@esithat we hold have underlying maturities randiog 23 to 39 years. The liquidity was
achieved through auctions, which occurred every Z8adays depending on the security, in which therest paid on each security was reset to
current market rates. We never intended to holdetlsecurities to maturity, but rather to use thetiaw feature to sell the securities as need
provide liquidity. Since February 2008, all of thesuction rate securities have failed auction. dingtion rate securities will continue to be
illiquid until a successful auction process is stitted, they are restructured into a more liquadisty, or a buyer is found outside of the auc
process. We do not know when, or if, this will occAll of the auction rate securities held by us student loan structured issues, originated
under the U.S. Department of Education’s FederaliljaEducation Loan Program with principal and netgt 97% — 98% reinsured by the
U.S. Department of Education. As of September P692all of these securities are currently rategstment grade but there is no assurance
that these ratings will continue in the future. &sSeptember 26, 2009, securities with a par vafu&b7.7 million are rated AAA/Aaa,
securities with a par value of $9.7 million areechAAA/A3 and a security with a par value of $3.0lion is rated AAA/Baa3. These securities
are classified as long-term investments and werdecban impairment charge of $4.4 million. If: {ti¢ issuers of the auction rate securities are
unable to successfully resume auctions; or (2)sbigers do not redeem the auction rate securitigg) a liquid market for the auction rate
securities does not develop; or (4) the U.S. Depant of Education fails to support its guarantyhef obligations; or (5) these or any other
valuation metrics or processes change, then Intexagcbe required to further adjust the carryingigadf the auction rate securities and/or
record an other-than-temporary impairment chargeMarch 19, 2009, Intevac filed a statement ofralander the Financial Industry
Regulatory Authority dispute resolution processiagfCitigroup Inc. and Citigroup Global Marketagl (collectively, “Citigroup”) with
respect to alleged fraud and market manipulatiofitigroup related to auction rate securities. $tatement of claim requests that Citigroup
accept Intevac’s tender of its auction rate seilegrit par value and that Intevac receive compensatonsequential and punitive damages and
costs and expenses. Citigroup responded denyiegdats claims. Intevac is currently in the discgvetiage of this matter. An arbitration date
of May 13, 2010 has been agreed upon for commenaewh¢he arbitration of this dispute. We couldunsignificant legal costs associated
with the legal action and there can be no guaramteefforts would be successful.

In order to increase our liquidity we enteneth a line of credit with Citigroup, secured by8$b million in par value of our auction rate
securities. At September 26, 2009, approximateB.Snillion of credit is available pursuant to tban facility. This loan facility may be
terminated at the discretion of Citigroup and antswutstanding are payable on demand. If we arbleri@ maintain this line of credit, or if
the interest rate of the line of credit is prohikgtor the amount of the line of credit is insuiifict, we could experience difficulties in meeting
our cash requirements until the market for theianaiate securities becomes liquid again and wéddoave to seek additional debt funding to
finance our operations, which may not be availalattractive terms, if at all.

We may be subject to additional impairment chargks to potential declines in the fair value of oassets.

As a result of our acquisitions, we have digant goodwill and intangible assets on our batasiceet. We test goodwill and intangible as
for impairment on a periodic basis as required, whdnever events or changes in circumstances iedilsat the carrying value may not be
recoverable. The events or changes that couldnegsito test our goodwill and intangible assetsmfipairment include: a reduction in our
stock price, and as a result market capitalizatibanges in our estimated future cash flows, abagethanges in rates of growth in our indu
or in any of our reporting units. In the fourth quaa of 2008, we recorded an impairment chargel6f% million for goodwill due to a decline
our market capitalization and certain purchaselrelogy intangible assets due to lower revenue @agiens in light of current operating
performance and future operating expectations. \lleantinue to evaluate the carrying value of oemaining goodwill and intangible assets
and if we determine in the
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future that there is a potential further impairmienany of our reporting units, we may be requite@decord additional charges to earnings
which could materially adversely affect our finaalgiesults and could also materially adverselycffeir business.

We operate in an intensely competitive marketplaaed our competitors have greater resources thandee

In the market for our disk sputtering systems have experienced competition from Anelva Caafion, a subsidiary of Canon, which has
sold substantial numbers of systems worldwidehénrharket for semiconductor equipment we are attiegnpo enter a market dominated by
competitors such as Applied Materials, LAM Reseaml Tokyo Electron, Ltd. In the market for phothair equipment we experience
competition from companies such as Veeco Instruskt, Centrotherm Photovoltaics AG, and cell mednanufacturers that are internally
developing manufacturing equipment that may be sgtdrnally in the future. In the market for ouditary imaging products we experience
competition from companies such as ITT Industiies, and Photonis Netherlands B.V. In the marketotir commercial imaging products we
compete with companies such as Andor, Dalsa, E2a&matsu, Texas Instruments and Roper Industriesfsor and camera products, and
with companies such as Ahura, B&W Tek, Horiba -idofvon, InPhotonics, Ocean Optics, Renishaw, amitt®s Detection for Raman
spectrometer products. Our competitors have sutistisirgreater financial, technical, marketing, méacturing and other resources than we
especially in the semiconductor equipment marketreslive have not previously offered a product. Wenoaensure that our competitors will
not develop enhancements to, or future generatifreompetitive products that offer superior pricggperformance features. Likewise, we
cannot ensure that new competitors will not entermarkets and develop such enhanced products.derecompetition for our customers is
intense, and our competitors have historically refflesubstantial pricing concessions and incentivedtract our customers or retain their
existing customers.

We may not be able to obtain export licenses frdra U.S. government permitting delivery of our prazts to international customers.

Many of our products, especially Intevac Phats’ products, require export licenses from U.&ernment agencies under the Export
Administration Act, the Trading with the Enemy Axft1917, the Arms Export Act of 1976 or the Intdiomal Traffic in Arms Regulations.
These regulations limit the potential market fomgoof our products. We can give no assurance thatilbe successful in obtaining all the
licenses necessary to export our products. Heightgovernment scrutiny of export licenses for de¢erelated products has resulted in
lengthened review periods for our license applaceti Exports to countries that are not consideyeithéd U.S. government to be allies are likely
to be prohibited, and even sales to U.S. allies bealymited. Failure to obtain export licenses elags in obtaining licenses, or revocation of
previously issued licenses would prevent us frolingethe affected products outside the United &atnd could negatively impact our results
of operations.

The Intevac Photonics business is dependent on ld@/ernment contracts, which are subject to fixegcpng, immediate termination and
number of procurement rules and regulations.

We sell many of our imaging products and smwidirectly to the U.S. government, as well gzritme contractors for various U.S.
government programs. Our revenues from governnmrttacts totaled $14.8 million, $14.1 million, adt0.2 million in 2008, 2007, and 20!
respectively. Funding of multi-year government peags is subject to congressional appropriationd there is no guarantee that the U.S.
government will make further appropriations, partéely given the U.S. government’s recent focuspeanding in other areas. Sales to the U.S.
government and its prime contractors may also fezi@d by changes in procurement policies, budgesiderations and political developme
in the United States or abroad. For example, ifitfe. government is less focused on defense spgidithere is a decrease in hostilities,
demand for our products could decrease. The loBmding for a government program would result loss of future revenues attributable to
that program. The influence of any of these fagtatsch are beyond our control, could negativelpaut our results of operations.

A significant portion of our U.S. governmeatenue is derived from fixed-price development pratiuction contracts. Under fixed-price
contracts, unexpected increases in the cost tdazwve manufacture a product, whether due to inetewestimates in the bidding process,
unanticipated increases in material costs, redpoeduction volumes, inefficiencies or other fact@®e borne by us. We have experienced cost
overruns in the past
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that have resulted in losses on certain contraots,may experience additional cost overruns irfuhee. We are required to recognize the total
estimated impact of cost overruns in the periodtiich they are first identified. Such cost overrgosid have a material adverse effect on our
results of operations.

Generally, government contracts contain piows permitting termination, in whole or in parttout prior notice at the government’s
convenience upon the payment of compensation enlwérk done and commitments made at the timerafiteation. We cannot ensure that
one or more of the government contracts under wighor our customers, operate will not be terngdatnder these circumstances. Also, we
cannot ensure that we, or our customers, wouldleeta procure new government contracts to oftsetrevenues lost as a result of any
termination of existing contracts, nor can we eeshat we, or our customers, will continue to ramnigood standing as federal contractors.

As a U.S. government contractor we must comtly specific government rules and regulations aredsubject to routine audits and
investigations by U.S. government agencies. If aikté comply with these rules and regulations,rsults could include: (1) reductions in the
value of our contracts; (2) reductions in amoumé&yusly billed and recognized as revenue; (3}reah modifications or termination; (4) the
assessment of penalties and fines; and (5) sugpeosidebarment from government contracting or satvacting for a period of time or
permanently.

Changes to our effective tax rate affect our resutif operations.

As a global company, we are subject to taxaticthe United States and various other countBemificant judgment is required to
determine and estimate worldwide tax liabilitiesir@Quture effective tax rate could be affected (iy:changes in tax laws; (2) the allocation of
earnings to countries with differing tax rates; ¢@anges in worldwide projected annual earningaiment and future years: (4) accounting
pronouncements; or (5) changes in the valuatiouofdeferred tax assets and liabilities. Althoughbelieve our tax estimates are reasonable,
there can be no assurance that any final deterimimaill not be different from the treatment refled in our historical income tax provisions
and accruals, which could result in additional pagis by Intevac.

We booked a significant tax benefit in 2008ubifich we carried back losses to years Intevac jp&ioime taxes and which management
believes we can carry-forward tax credits to futyears where we would generate taxable incomevaoteill need to generate approximately
$40 million of taxable income in order to realibe tFederal deferred tax assets recorded as of eredth, 2008. If our expectations of future
income are incorrect, we could be required to distal valuation allowance against some or alhefdeferred tax assets.

Our success depends on international sales andrtfenagement of global operations.

In 2008, approximately 69% of our revenues e€firom regions outside the United States. Mostusfioternational sales are to customers in
Asia, which includes products shipped to oversgesations of U.S. companies. We currently have rfzanturing facilities in California,
Wyoming and Singapore and international customppst offices in Asia. We expect that internatiosales will continue to account for a
significant portion of our total revenue in futyrears. Certain of our suppliers are also locatadide the United States.

Managing our global operations presents chgés including, but not limited to, those arisingnii: (1) global trade issues; (2) variations in
protection of intellectual property and other ledghts in different countries; (3) concerns of UgBvernmental agencies regarding possible
national commercial and/or security issues posegrbwing manufacturing business in Asia; (4) flattan of interest rates, raw material co
labor and operating costs, and exchange ratesaitions in the ability to develop relationshipsh suppliers and other local businesses;

(6) changes in the laws and regulations of theadinBtates, including export restrictions, and otleemtries, as well as their interpretation and
application; (7) the need to provide technical apdres support in different locations; (8) politi@ad economic instability; (9) cultural
differences; (10) varying government incentivepitomote development; (11) shipping costs and deldyy adverse conditions in credit
markets; (13) variations in tariffs, quotas, taxle® and other market barriers; and (14) barriensdeement of cash.
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We must regularly assess the size, capabhifitylocation of our global infrastructure and makeropriate changes to address these issues.
Our success is dependent on recruiting and retaigia highly talented work force.

Our employees are vital to our success, and@ymanagement, engineering and other employreedifficult to replace. We generally do
not have employment contracts with our key empley&erther, we do not maintain key person life iasge on any of our employees. The
expansion of high technology companies worldwide ihareased demand and competition for qualifiedqenel, and has made companies
increasingly protective of prior employees. It nsgydifficult for us to locate employees who are sudbject to non-competition agreements and
other restrictions.

The majority of our U.S. operations are loddteCalifornia where the cost of living and of neiting employees is high. Additionally, our
operating results depend, in large part, upon bilityato retain and attract qualified managememigineering, marketing, manufacturing,
customer support, sales and administrative persoRughermore, we compete with industries, sucthashard disk drive and semiconductor
industries, for skilled employees. Failure to netieéy personnel, or to attract, assimilate or negaiditional highly qualified employees to meet
our needs in the future, could have a materialaaherse effect on our business, financial condiiod results of operations.

We are dependent on certain suppliers for parts dige our products.

We are a manufacturing business. Purchases gamstitute the largest component of our prodast. Our ability to manufacture depends
on the timely delivery of parts, components andassbmblies from suppliers. We obtain some of tlyeckenponents and sub-assemblies used
in our products from a single supplier or a limiggdup of suppliers. If any of our suppliers faildeliver quality parts on a timely basis, we
may experience delays in manufacturing, which coetdilt in delayed product deliveries, increaseststo expedite deliveries or develop
alternative suppliers, or require redesign of aadpcts to accommodate alternative suppliers. Safroer suppliers are thinly capitalized and
may be vulnerable to failure given recent econaroieditions.

Our business depends on the integrity of our inegtual property rights.

The success of our business depends uponttgrity of our intellectual property rights, ané wannot ensure that: (1) any of our pending
or future patent applications will be allowed oattlany of the allowed applications will be issusgatents or will issue with claims of the
scope we sought; (2) any of our patents will noirivalidated, deemed unenforceable, circumventathallenged; (3) the rights granted under
our patents will provide competitive advantageadgp(4) other parties will not develop similar puets, duplicate our products or design arc
our patents; or (5) our patent rights, intellectpralperty laws or our agreements will adequatebtgat our intellectual property or competitive
position.

From time to time, we have received claims Waare infringing third parties’ intellectual grerty rights or seeking to invalidate our rights.
We cannot ensure that third parties will not in fileire claim that we have infringed current omufat patents, trademarks or other proprietary
rights relating to our products. Any claims, withwathout merit, could be time-consuming, resultostly litigation, cause product shipment
delays or require us to enter into royalty or lgieg agreements. Such royalty or licensing agreé&smémequired, may not be available on
terms acceptable to us.

We could be involved in litigation.

From time to time we may be involved in litiige of various types, including litigation allegjiinfringement of intellectual property rights
and other claims. For example, in March 2009, latefiled a statement of claim under the Financidubktry Regulatory Authority dispute
resolution process against Citigroup with respeelieged fraud and market manipulation by Citigroelated to auction rate securities. The
statement of claim requests that Citigroup accefgtviac’s tender of its auction rate securitiesaatyalue and that Intevac receive
compensatory, consequential and punitive damagesasis and expenses. Citigroup responded dengiagdc’s claims. Intevac
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is currently in the discovery stage of this matfer.arbitration date of May 13, 2010 has been atjrgmn for commencement of the arbitration
of this dispute. Litigation is expensive, subjactsto the risk of significant damages and requsigsificant management time and attention and
could have a material and adverse effect on ounbss, financial condition and results of operation

Difficulties in integrating past or future acquisibns could adversely affect our business.

We have completed a number of acquisitiongndusur operating history. For example, in 2007agquired certain assets of DeltaNu, LLC
and certain assets of Creative Display Systems, &h€in 2008 we acquired certain assets of OC kderlBalzers Ltd. We have spent and |
continue to spend significant resources identifyang pursuing future acquisition opportunities. Bisgtions involve numerous risks including:
(2) difficulties in integrating the operations, b@ologies and products of the acquired compan®&ghé diversion of our management’s
attention from other business concerns; and (3pthential loss of key employees of the acquiredganies. Failure to achieve the anticipated
benefits of the prior and any future acquisitionsoosuccessfully integrate the operations of thmganies we acquire could have a material
adverse effect on our business, financial condigiod results of operations. Any future acquisitioasld also result in potentially dilutive
issuance of equity securities, acquisition- or giitare-related write-offs or the assumption oftdeid contingent liabilities.

We use hazardous materials and are subject to riskaon-compliance with environmental and safetygudations.

We are subject to a variety of governmentgllations relating to the use, storage, dischdrgedling, emission, generation, manufacture,
treatment and disposal of toxic or otherwise hamasdsubstances, chemicals, materials or wastee faivto comply with current or future
regulations, such failure could result in suspemsibour operations, alteration of our manufactgiimocess, or substantial civil penalties or
criminal fines against us or our officers, direstor employees. Additionally, these regulationsl@¢oequire us to acquire expensive
remediation or abatement equipment or to incurtsutisl expenses to comply with them.

Business interruptions could adversely affect oyserations.

Our operations are vulnerable to interruptigrfire, earthquake or other natural disaster, guiimes or other disruptions associated with
infectious diseases, national catastrophe, tetractvities, war, disruptions in our computing as@mmunications infrastructure due to power
loss, telecommunications failure, human error, alor electronic security breaches and compuiteses, and other events beyond our
control. We do not have a detailed disaster regoptan. Despite our implementation of network séguneasures, our tools and servers are
vulnerable to computer viruses, break-ins and sindisruptions from unauthorized tampering with computer systems and tools located at
customer sites. Political instability could causgaiincur increased costs in transportation, nsalod transportation unreliable, increase our
insurance costs and cause international currenciatsato fluctuate. This same instability could @dlve same effects on our suppliers and
ability to timely deliver their products. In additi, we do not carry sufficient business interrupfiessurance to compensate us for all losses that
may occur, and any losses or damages incurred bguld have a material adverse effect on our bssiaed results of operations. For
example, we self-insure earthquake risks becaudeelieve this is the prudent financial decisiondabsn the high cost of the limited coverage
available in the earthquake insurance market. Athgaake could significantly disrupt our operatiomest of which are conducted in
California. It could also significantly delay owgsearch and engineering effort on new productst ofashich is also conducted in California.
We take steps to minimize the damage that woulchsed by business interruptions, but there isen@ioty that our efforts will prove
successful.

We are required to evaluate our internal control@vfinancial reporting under Section 404 of the Szanes-Oxley Act of 2002, and any
adverse results from such evaluation could resulta loss of investor confidence in our financial perts and have an adverse effect on our
stock price.

Pursuant to Section 404 of the Sarbanes-Oxétywf 2002, our management must perform evaluatafrour internal control over financial
reporting and our Form 10-K must include a repgritanagement of their
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assessment of the adequacy of such internal coAtditionally, our independent registered public@unting firm must publicly attest to the
effectiveness of our internal control over finahceporting.

We have completed the evaluation of our irgecontrols over financial reporting as requiredSsction 404 of the Sarbanes-Oxley Act.
Although our assessment, testing, and evaluatisutezl in our conclusion that as of December 30820ur internal controls over financial
reporting were effective, we cannot predict theconte of our testing in future periods. Ongoing cbamze with this requirement is complex,
costly and time-consuming. If: (1) Intevac failsni@intain effective internal control over financiaporting; (2) our management does not
timely assess the adequacy of such internal comir@B) our independent registered public accagntirm does not deliver an unqualified
opinion as to the effectiveness of our controlentive could be subject to: (1) restatement of presly reported financial results, (2) regulat
sanctions and (3) a decline in the public’s pelicapdf Intevac, which could have a material andeade effect on our business, financial
condition and results of operations.

Iltem 2. Unregistered Sales of Equity Securities and UsdPobceed:

None.

Item 3. Defaults upon Senior Securitie

None.

ltem 4. Submission of Matters to a Vote of Security Holde

None.

Iltem 5. Other Information

None.

Iltem 6. Exhibits

The following exhibits are filed herewith:

Exhibit

Number Description

23.2 Consent of Independent Valuation Fi

311 Certification of President and Chief Executive ©éfi Pursuant to Section 302 of the Sarb-Oxley Act of 2002

31.2 Certification of Executive Vice President, Finarmeel Administration, Chief Financial Officer, Treasuand Secretary Pursuan
Section 302 of the Sarbal-Oxley Act of 2002

32.1 Certifications Pursuant to U.S.C. 1350 Adopted Bam$to Section 906 of the Sarbe-Oxley Act of 2002
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SIGNATURES

Pursuant to the requirements of the Secuilitiehange Act of 1934, the registrant has duly eduhis report to be signed on its behalf by
the undersigned thereunto duly authorized.

INTEVAC, INC.

Date: October 27, 200 /s/ KEVIN FAIRBAIRN
Kevin Fairbairn
President, Chief Executive Officer and Director
(Principal Executive Officer;

Date: October 27, 2009 /s/ JEFFREY ANDRESON
Jeffrey Andreson
Executive Vice President, Finance ¢
Administration, Chief Financial Officer,
Treasurer and Secretary
(Principal Financial and
Accounting Officer)
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Exhibit 23.2

CONSENT OF INDEPENDENT VALUATION FIRM

We consent to the inclusion in the Quarterly ReparForm 10-Q of Intevac, Inc. and subsidiariestlfier quarterly period ended September 26,
2009 of references to our Valuation Report relatonthe estimation of fair value of certain auctrate securities held by the Company as of
September 26, 2009 and to references to our fina'se therein.

/s/ Houlihan Smith & Company, Inc.

Chicago, lllinois
October 27, 2009



Exhibit 31.1

I, Kevin Fairbairn certify that:

1.
2.

| have reviewed this Quarterly Report on Forr-Q of Intevac, Inc.

Based on my knowledge, this report does not comaynuntrue statement of a material fact or omgtéde a material fact necessary to r
the statements made, in light of the circumstanoeer which such statements were made, not misigadth respect to the period covered

by this report

. Based on my knowledge, the financial statementsofimer financial information included in this repdairly present in all material respe

the financial condition, results of operations aadh flows of the registrant as of, and for, thegas presented in this repa

. The registrar's other certifying officer(s) and | are responsifoleestablishing and maintaining disclosure cdstemd procedures (i

defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag defined in Exchange Act Rules 13a-
15(f) and 15-15(f)) for the registrant and hay

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedortee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

(b) Designed such internal control over financ&darting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting attte preparation of financial statements
for external purposes in accordance with geneealepted accounting principles;

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenttailsi report our conclusions about the
effectiveness of the disclosure controls and prores) as of the end of the period covered by #psit based on such evaluation; and

(d) Disclosed in this report any change in thestgnt’s internal control over financial reportitigt occurred during the registrant’s most
recent fiscal quarter (the registrantourth fiscal quarter in the case of an annuyabm® that has materially affected, or is reasopdikély
to materially affect, the registrant’s internal trmhover financial reporting; and

5. The registrant’s other certifying officer(s) ahldave disclosed, based on our most recent evatuafiinternal control over financial

reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfws persons performing the equivalent
functions):

(a) All significant deficiencies and material weakges in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the regisisability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the registrant’s
internal control over financial reporting.

Date: October 27, 2009

/s/ KEVIN FAIRBAIRN
Kevin Fairbairn
President, Chief Executive Officer and Direct




Exhibit 31.2

I, Jeffrey Andreson certify that:

1.
2.

| have reviewed this Quarterly Report on Forr-Q of Intevac, Inc.

Based on my knowledge, this report does not comtajnuntrue statement of a material fact or ométéde a material fact necessary to
the statements made, in light of the circumstanoeer which such statements were made, not misigadth respect to the period covered
by this report

. Based on my knowledge, the financial statementsofimer financial information included in this repdairly present in all material respe

the financial condition, results of operations aadh flows of the registrant as of, and for, thegoks presented in this repao

. The registrar's other certifying officer(s) and | are responsildleestablishing and maintaining disclosure cdstemd procedures (i

defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag defined in Exchange Act Rules 13a-
15(f) and 15-15(f)) for the registrant and hay

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedortee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

(b) Designed such internal control over financegdarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting attte preparation of financial statements
for external purposes in accordance with geneealepted accounting principles;

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenttailsi report our conclusions about the
effectiveness of the disclosure controls and prores) as of the end of the period covered by #psit based on such evaluation; and

(d) Disclosed in this report any change in thestgnt’s internal control over financial reportitigt occurred during the registrant’s most
recent fiscal quarter (the registrantourth fiscal quarter in the case of an annuyabm® that has materially affected, or is reasopdikély
to materially affect, the registrant’s internal trmhover financial reporting; and

5. The registrant’s other certifying officer(s) ahldave disclosed, based on our most recent evatuafiinternal control over financial

reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfws persons performing the equivalent
functions):

(a) All significant deficiencies and material weakges in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the regisisability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the registrant’s
internal control over financial reporting.

Date: October 27, 2009

/s/ JEFFREY ANDRESON

Jeffrey Andreson

Executive Vice President, Finance ¢
Administration, Chief Financial Officer, Treasurer
and Secretary




Exhibit 32.1

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

I, Kevin Fairbairn, certify, pursuant to 183JC. Section 1350, as adopted pursuant to SedliéroBthe Sarbanes-Oxley Act of 2002, that
the Quarterly Report of Intevac, Inc. on Form 18eQthe quarterly period ended September 26, 2009 éomplies with the requirements of

Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in suohnfr 10-Q fairly presents in all material
respects the financial condition and results ofrafiens of Intevac, Inc.

Date: October 27, 2009

/s! KEVIN FAIRBAIRN
Kevin Fairbairn
President, Chief Executive Officer and Direct

I, Jeffrey Andreson, certify, pursuant to 18IE. Section 1350, as adopted pursuant to Se@fiérof the Sarbanes-Oxley Act of 2002, that
the Quarterly Report of Intevac, Inc. on Form 18eQthe quarterly period ended September 26, 2009 éomplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in suolnfr 10-Q fairly presents in all material
respects the financial condition and results ofrafiens of Intevac, Inc.

Date: October 27, 2009

/s! JEFFREY ANDRESON
Jeffrey Andreson
Executive Vice President, Finance ¢

Administration, Chief Financial Officer, Treasurer
and Secretary

A signed original of this written statemenqué&ed by Section 906 has been provided to Intelvec,and will be retained by Intevac, Inc.
furnished to the Securities and Exchange Commissiats staff upon request.



