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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

(Mark One)

M ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 20!

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

For the transition period from to

Commission file number 0-26946

INTEVAC, INC.

(Exact name of registrant as specified in its cagrt

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

3560 Bassett Street
Santa Clara, California 95054
(Address of principal executive office, including Zode)
Registrant’s telephone number, including area code(408) 986-9888
Securities registered pursuant to Section 12(b) dfie Act:

Title of Each Class Name of Each Exchange on Which Register:
Common Stock ($0.001 par valt The Nasdag Stock Market LLC (NASDAQ Global Sele

Securities registered pursuant to Section 12(g) tie Act:
None.

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405edbéturities Act. O
Yes M No

Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 orti®ecl5(d) of the Act. O
Yes M No

Indicate by check mark whether the registrant €l filed all reports required to be filed by Secti® or 15(d) of the
Securities Exchange Act of 1934 during the preagdia months (or for such shorter period that tlyésteant was required to file
such reports), and (2) has been subject to sunl fiéquirements for the past 90 day®l Yes O No

Indicate by a check mark if disclosure of delinqudars pursuant to Item 405 of Regulation S-Kaat contained herein, and
will not be contained, to the best of registrarkhowledge, in definitive proxy or information &ments incorporated by refere
in Part Ill of this Form 10-K or any amendmenthastForm 10-K. O

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, a-accelerated filer, or a
smaller reporting company. See the definitionslafde accelerated filer,” “accelerated filer” arairialler reporting company” in
Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated fileEl ~ Accelerated filerd Non-accelerated fileid Smaller reporting compan
(Do not check if a smaller reporting
company)

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the AdJ Yes M No

The aggregate market value of voting stock helddy-affiliates of the Registrant, as of June 3@72@as approximately
$356,923,914 (based on the closing price for shafréee Registrans Common Stock as reported by the Nasdaq Stocke¥l ol
the last trading day prior to that date). ShareSamhmon Stock held by each executive officer, doeand holder of 5% or mo
of the outstanding Common Stock have been exclud#tht such persons may be deemed to be affiliditeis determination of
affiliate status is not necessarily a conclusivieedrination for other purposes.

On March 7, 2008, 21,676,698 shares of the Regisdr&ommon Stock, $0.001 par value, were outstandi
DOCUMENTS INCORPORATED BY REFERENCE.



Portions of the Registrant’s Proxy Statement fer2808 Annual Meeting of Stockholders are incorfgatdy reference into
Part lll. Such proxy statement will be filed withl20 days after the end of the fiscal year covesethis Annual Report on
Form 10-K.

Except for historical information contained in thisrm 10-K, certain statements set forth hereinluding
statements regarding growth in industry shipmeifitsand disk drives; trends in semiconductor mantifeng
equipment including line width dimensions, wafeesind market size; timing of shipment and reveecegnition
for our new semiconductor equipment products; prigjd growth in Imaging Instrumentation product sades &
percentage of Imaging Instrumentation revenuesntinof volume production for our nic-vision sensor modules
for rifle sights and our LIVAI° cameras; the expectation that a significant portifrour revenue will continue to be
concentrated with a small number of internationastomers; continued government and internal funddamg
development of Digital Enhanced Night Vision Gogpthe estimated cost of compliance with envirortalen
regulations; projected reduction in new 200 Lé&ahipments in 2008 relative to 2007; expected flatidms in our
quarterly and annual revenues and operating margamgl our expectation that we will continue to iataur
earnings, rather then paying dividends are forwdaobking statements that are dependant on certaksrand
uncertainties including such factors, among othasshard disk drive industry conditions; our alyilto forecast an
meet the equipment needs of semiconductor mantgestand deliver our Lean Etch systems as planpnadability
to design and market new Imaging Instrumentatiadpcts and sell increasing levels of those prodiectsilitary
and commercial customers; our ability to continaedise external funding and provide internal fumglfor
development of our Imaging Instrumentation products ability to maintain compliance with environnial
regulations on a cost-effective basis; our abilycost-effectively manage significant fluctuatiomsur business
levels from quarter to quarter and other factorscdgbed below. Therefore, actual outcomes and tesay differ
materially from what is expressed or forecast inrstorward-looking statements. Words such as “epec
“anticipate”, “intend”, “plan”, “believe”, “seek”, “estimate” and variations of such words and simikxpressions
are intended to identify such forward looking stasmts. See “Risk Factors” in the “Business” sectufrthis
Annual Report olForm 1(-K for a more thorough list of potential risks and ertainties.
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PART I

ltem 1. Business
Overview
Intevac’s business consists of two reportable seggne

Equipment: Intevac is a leader in the design, manufactudenaarketing of high-productivity “lean”
manufacturing systems and has been producing “Léaking” platforms since 1994. We are the leadsagplier
of magnetic media sputtering equipment to the kigsk drive industry and offer leading-edge, higbgrctivity
etch systems to the semiconductor industry.

Imaging Instrumentation: Intevac is a leader in the development of compadt-effective, high-sensitivity
digital-optical products for the capture and digpthlow-light images and the optical analysis aiterials. We
provide sensors, cameras and systems for commappditations in the inspection, medical, scieati#nd security
industries and for government applications suchigist vision and long-range target identification.

Intevac was incorporated in October 1990 in Catif@and completed a leveraged buyout of a number of
divisions of Varian Associates in February 1991ewac was reincorporated in Delaware in 2007. Quncipal
executive offices are located at 3560 Bassett GtBamta Clara, California 95054, and our phonebenis
(408) 986-9888.

Equipment Segment
Hard Disk Drive Equipment Market

We design, manufacture, market and service congapital equipment used to deposit, or sputter, filirs of
material onto magnetic disks that are used in Hakidrives, and also equipment to lubricate tltisks. Disk and
disk drive manufacturers produce magnetic disks $ophisticated manufacturing process involving yrstaps,
including plating, annealing, polishing, texturirsguttering and lubrication. We believe our systeapsesent
approximately 60% of the installed capacity of digkittering systems worldwide. Our systems are bged
manufacturers such as Fuji Electric, Hitachi Gldbirage Technologies, Seagate Technology and Wid3igital.
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Hard disk drives are a primary storage medium igital data and are used in products and applicatsuch as
personal computers, enterprise data storage, strgasndeo, personal audio and video players andwigame
platforms. We believe that hard disk drive shiprsemil continue to grow, driven by these produtig other new
and emerging applications, by the proliferatiopefsonal computers into emerging markets in AsthEeastern
Europe and by technology advances in the indudsya result of these and other factors, TrendFbessprojected
that hard disk drive unit shipments will increasmi 435 million units in 2006 to 785 million units 2011,
equivalent to a 12.5% cumulative annual growth.r@mntinued growth in hard disk drive shipmenta leey factor
in determining demand for magnetic disks used nd kigsk drives. TrendFocus also has projectedutht
shipments of magnetic disks for hard disk drivelf wtrease from 786 million units in 2006 to 1.ilibn units in
2011, equivalent to a 9.3% cumulative annual grawata.

Demand for our disk manufacturing products is dritsg a number of factors, including demand for hdist
drives, market share, the average number of magdisks used in each hard drive, utilization anepctivity of
disk manufacturers’ installed base of magnetic diskufacturing equipment, and obsolescence of$talled base
as new recording technologies are introduced. ftreduction of perpendicular recording technologydisk
manufacturers in recent years had a significanaithpn the equipment market, and has increasedrdkbwih for
new equipment, such as our 200 L&atisk sputtering system, and for technology upgradéke installed base of
our legacy MDP-250 systems. However, in 2007, ingdab 2006, shipments of new systems declinedlewhi
technology upgrades became a larger percentage &cquipment revenues.

Hard Disk Drive Equipment Products
Disk Sputtering Systems

The 200 Lean is our latest generation disk spuiesystem. The first 200 Lean shipped in late 2608, the
installed base totaled 110 systems as of the eRA@. We believe approximately 90% of these systera used in
production, and the balance are used in reseacterelopment. The 200 Lean was designed to pra@ndenced
capabilities relative to our MDP-250 system antbteer overall cost of ownership for disk manufaetsrt The
200 Lean provides higher disk throughput from alkmé&ootprint, which enables more disks to be nfantured pe
square-foot of factory floor space. The 200 Leantslular architecture enables our customers to prate any
number of disk manufacturing process steps requyetieir evolving technology roadmaps. Most 20@nshave
been delivered with the capability to perform uR@process steps versus the 12 process step naxemithe
MDP-250. The 200 Lean also allows rapid reconfitjarato accommodate varying process recipes, digsand
disk materials.

We shipped approximately 110 of our previous geraraViDP-250 disk sputtering systems from 1994 thro
2005. We believe approximately 65% of these systeare still being used for production as of the eh#007 and
that the balance were in storage, in use in rekesard development or permanently retired from servi

Disk Lubrication Systems

Disk lubrication is the manufacturing step that iettiately follows deposition of magnetic films. Dugi
lubrication, a microscopic layer of lubricant ispéipd to the disk’s surface to improve durabilitydareduce surface
friction between the disk and the read/write hesskmbly.

The Intevac AccuLubéeM disk lubrication system lubricates disks by depogit thin film of lubricant on the
disk while it is under vacuum. This eliminates tlse of large amounts of solvents during the lutidogprocess,
which are environmentally hazardous and are expertsiprocure, store and dispose of. The AccuLgbeapor
process capability creates a uniform lubricantiogatand two lubricating process chambers providé throughpu
and redundancy. The first AccuLuber was shippedameepted by the customer during 2007, and praziucinits
are expected to begin shipping in 2008.

The Intevac DLS-100 disk lubrication system progider customers with an alternate lubrication psedsy
dipping disks into a lubricant/solvent mixture.dmac has been manufacturing dip lubrication syst@mgar to the
DLS-100 since 1996.
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Non-Systems Business

We also provide installation, maintenance and regavices, technology upgrades, spare parts and
consumables to our system customers. An increaseti of technology upgrades caused non-systemadsssto
increase significantly from 2006 to 2007, both lis@lute terms and as a percentage of Equipmentuesge

Semiconductor Equipment Market

A wide range of manufacturing equipment is usefhboicate semiconductor chips including: atomicelay
deposition (“ALD"), chemical vapor deposition (“CV] physical vapor deposition (“PVD"), electrocheal
plating (“ECP"), etch, ion implantation, rapid theal processing (“RTP”), chemical mechanical plaretion
(CMP), wafer wet cleaning, wafer metrology and exton, and systems that etch, measure and inspeuwit
patterns on masks used in the photolithographygssc

Most chips are built on a silicon wafer base amilitle a variety of circuit components, such assistars and
other devices, that are connected by multiple Bgémiring (interconnects). To build a chip, tharsistors,
capacitors and other circuit components are fiesated on the surface of the wafer by performisgrées of
processes to deposit and selectively remove sugeddm layers. Similar processes are then usdulitdl the layer
of wiring structures on the wafer.

Most chips are currently fabricated using 65 nartem@m) and larger linewidth dimensions. Over tinve
believe the 45 nm, and then 32 nm, are likely téhigenext line width “nodes” to be implemented aofacturers
work to squeeze more and more components ontoakighAs the density of the circuit components éases to
enable greater computing power in the same or smalka, the complexity of building the chip alsoreases,
necessitating more process steps to form smaillectates and more intricate wiring schemes.

Over time, the semiconductor industry has also atégt to increasingly larger wafers to build chipise
predominant wafer size used for volume productamtay is 200 millimeter (mm), or eight-inch, wafdosit a
substantial number of advanced fabrications now3@8enm, or 12-inch, wafers to gain the economiaatages of
a larger surface area. The majority of new fabidcatapacity is 300mm.

We are utilizing our expertise in the design, mactiring, marketing and support of complex manuwiidat
equipment and the prior experience of our managetaam in the semiconductor manufacturing equipment
business to develop products for the semicondunstotufacturing market, which we believe is subsgdigtiarger
than the hard disk drive equipment market that weently serve.

Semiconductor Manufacturing Products

We announced our new etch semiconductor manufagtgsistem, the Lean Etéh, during 2007. The Lean
Etch is a 300 mm system designed to address tlefaesignificant productivity improvement and pide enablin
etch technology at 45 nanometer nodes and belowplgVeto deliver evaluation systems to customersigl2008
and begin production shipments during 2009. Weat@Rrpect to recognize any revenue from Lean Btgimsents
until 2009.

Imaging Instrumentation Segment
Imaging Instrumentation Market

We develop, manufacture and sell compact, cost#its high-sensitivity digital-optical productsrfthe
capture and display of low-light images and theogptanalysis of materials. We provide sensors,erasand
systems for commercial applications in the inspegtmedical, scientific and security industries &vdgovernment
applications such as night vision and long-ranggetaidentification. The majority of our imagingvenue has
historically been derived from contracts relateth® development of electro-optical sensors, casnand systems
and funded by the U.S. Government, its agenciecanttactors. However, the percentage of Imaging
Instrumentation revenue derived from product sgfesv from 15% in 2006 to 27% in 2007 and is expedtte
continue to increase in 2008.
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Imaging Instrumentation Productt

Raman Spectrometers- On January 31, 2007, we completed an acquisitidhe assets and certain liabilities
of DeltaNu, LLC, a Laramie, Wyoming company thain@ered development of miniature Raman spectrometer
systems. Raman spectrometer systems are usechtyideaterials by illuminating the material withaser and
measuring the characteristic spectrum of lighttecatl from the material. The process enables mal-non-
destructive identification of liquids and solidstside of the laboratory, and is well suited to #&gilons such as
hazmat, forensics, homeland security, geology, degyo medical, pharmaceutical and industrial qyadisurance.
DeltaNu’s products include the Advantage Seridewfcost, high-performance bench-top spectrometbes,
Inspector series of hand-held field analysis speutters, the ExamineR high-performance Raman microscope,
and a new series of near-infrared Raman instrunveinitsh incorporate our core technology in neararéd sensors
into the Advantage and ExamineR product lines.

Near Infrared Cameras— Our MOSIR® line of cameras provide previously unavailable hghsitivity in the
near infrared portion of the spectrum and are wsugtied for lowkght spectroscopy, physical science, life scieaice
industrial applications within the commercial imagjimarket.

Near-Eye Display Systems- On November 9, 2007, we completed an acquisifathe assets and certain
liabilities of Creative Display Systems, LLC, (“CD% Carlsbad, California company that specialirelsigh-
performance, micro-display products for near-eye portable viewing of video in defense and comnantiarkets.
CDS'’s portfolio of intellectual property includesykpatent applications relating to CDS’s innovagyeglass-
mounted display systems, which provide high da@iniind a wide field-of-view in miniaturized ligkteight and
portable designs.

Low-Light Cameras— Our CMOS-based cameras include our Night\idiae of day/night digital video
cameras for low light level surveillance applicaaand our MicroVist& line of cameras for microscopy, medical
imaging, and inspection applications between wangthes of 200 and 1100 nanometers.

Night Vision Rifle Sights— In 2007, we completed development and began pitaduction of night vision
sensor modules for use in a digital rifle-sighttegs by the military of a NATO country. We expectaegin volume
production deliveries during 2008.

Head Mounted Night Vision Systems The U.S. military has funded development of @asi night vision
technologies at multiple companies, which has exaho today’s widely deployed “Generation-I1II" nigkision
tubes. The U.S. military is now funding developmeih& compact head mounted digital imaging systamRigital
Enhanced Night Vision Goggle (‘“DENVG”). DENVG intedes a visible imager, an infrared imager anddawi
display. This approach allows low light and infrhienagery to be viewed individually, or to be owddl (“digitally
fused”), and also enables connectivity to a wirelestwork for distribution of the imagery and othdormation.
The U.S. Army plans to begin production of thiseyy system in 2011. During 2007, we completedtjoin
development, with DRS Technologies, Inc. (“DRS™)agrototype DENVG night vision goggle for the U&gmy.
The prototype used our low-light night vision seissio combination with a DRS thermal imaging sen¥ée have
delivered multiple prototype units and have cormgaetxtensive field testing with the Army. We expiectontinue
funded development of DENVG technology during 2088] we expect to deliver enhangeeformance prototypt
for field testing within the year.

Long-Range Target Identification— Current long-range military nighttime surveiltansystems are based on
expensive thermal imaging camera systems. Thesensysare relatively large, which is a disadvanfagairborne
and portable applications. Accordingly, there reead for a cost-effective, compact, lormgpge imaging solution tr
identifies targets at a distance greater than &aradry’s detection range capability. Our Lasemtiinated Viewing
and Ranging (“LIVAR®") system can be used to identify targets at degarof up to twenty kilometers and has
been incorporated into U.S. weapons developmermfranas, such as the Airborne Laser, the Cost Effecti
Targeting System, and the Long-Range IdentificaBgatem programs. We expect to deliver preduction LIVAR
cameras for both land-based and airborne applitaitioring 2008, and we expect initial productiohivéeies to
commence in late 2008.

Intensified Photodiodes— We have developed, under a number of reseaitidevelopment contracts,
intensified photodiode technology that enableslesipfoton detection at extremely high data ratéschvis
designed for use in target identification and othditary applications.
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Backlog

Our backlog of orders at December 31, 2007 was2d3dlion, as compared to a December 31, 2006 logcal
$125.0 million. The $34.2 million of backlog at Eeaber 31, 2007 consisted of $28.4 million of Equémirbacklog
and $5.8 million of Imaging Instrumentation backlddpe $125.0 million of backlog at December 31,&2@806nsiste:
of $119.4 million of Equipment backlog and $5.6liail of Imaging Instrumentation backlog. The desem
Equipment backlog was primarily the result of regtliorders for 200 Lean disk sputtering systemskiBgat
December 31, 2007 includes two 200 Lean systentrapared to twenty-four 200 Lean systems in barhklo
December 31, 2006. Backlog includes only customaers with scheduled delivery dates that are niojestito any
customer contingencies.

Customer Concentration

Historically, a significant portion of our revenireany particular period has been attributableslesto a small
number of customers. In 2007, Seagate; Matsuba)apanese equipment distributor; Fuji Electric Hitechi
Global Storage Technology each accounted for niwe 10% of our revenues, and in aggregate accotmt@d%
of revenues. In 2006, Seagate, Matsubo, and Hitakdhal Storage Technology each accounted for rinane 10%
of our revenues, and in aggregate accounted for&3%venues. In 2005, Seagate, Matsubo, Hitacbb&IStorag
Technology and Maxtor each accounted for more #®4 of our revenues, and in aggregate accounte?Dfdr of
revenues. We expect that sales of our producislatively few customers will continue to account &ohigh
percentage of our revenues in the foreseeablecfutur

Foreign sales accounted for 82% of revenue in 280% of revenue in 2006 and 71% of revenues in 2008
majority of our foreign sales are to companies §iafor to U.S. companies for use in their Asian afiacturing or
development operations. We anticipate that sal#setge international customers will continue talsgnificant
portion of our Equipment revenues. Our disk spirtteequipment customers include magnetic disk matufers,
such as Fuiji Electric, and vertically integratedchdisk drive manufacturers, such as Hitachi Gl&tarage
Technology and Seagate. Our customers’ manufagtfaiilities are primarily located in Californiah®a, Japan,
Malaysia and Singapore.

Our Equipment customers’ businesses tend to bécayclvith their peak sales occurring during theasel half
of the year. As a result, our customers have aetenydto order equipment for delivery and instatiatby midyear,
so that they have new capacity in place for the@tkoproduction period. However, while this pattepplied during
2007, during both 2005 and 2006 our customers wegpacity constrained, demand did not follow norsggsonal
patterns, and we realized our highest revenuesgitiie fourth fiscal quarter.

Competition

The principal competitive factors affecting the kets for our equipment products include price, paid
performance and functionality, ease of integrataustomer support and service, reputation anduiétia We have
historically experienced intense competition woildisvfor magnetic disk sputtering equipment from petitors
including Anelva Corporation, Ulvac and Oerlikofgrfnerly Unaxis Holdings, Ltd.), each of which hasd
substantial numbers of systems worldwide. In addjtas we enter the semiconductor equipment masieet,
anticipate that we will experience competition froompetitors such as Applied Materials, LAM Resbhand
Tokyo Electron, Ltd. Our Equipment competitorshalve substantially greater financial, technicalrkatng,
manufacturing and other resources than we do. Tdarde no assurance that any of our competitdraioti
develop enhancements to, or future generationoafipetitive products that offer superior price erfprmance
features, or that new competitors will not enter markets and develop such enhanced products.

The principal competitive factors affecting our Igireg Instrumentation products include price, exiedow
light level sensitivity, power consumption, res@uat size, ease of integration, reliability, regista and customer
support and service. We face substantial competitio our Imaging Instrumentation products, and ynafour
competitors have greater resources than we dbelmilitary market, ITT Industries, Inc. and NodprGrumman
Corporation, who are large and well-establishe@wfst contractors, are the primary U.S. manufactuwfeimage
intensifier tubes used in Generation-III night eisidevices and their derivative products. Our @kl digital
cameras are intended to displace Generation-IHtnigsion based products. We expect that ITT, Nogth
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Grumman, BAE and other companies will develop digiight vision products and aggressively prombgrtsales.
Furthermore, CMC Electronics, DRS, FLIR Systems Bagitheon manufacture cooled infrared sensors amea:
which are presently used in long-range target ifleation systems, and with which our LIVAR targdentification
sensors and cameras compete. In the commerciakbtsadompanies such as Andor, E2V, Goodrich, Hartama
Texas Instruments and Roper Scientific offer coitipetsensor and camera products, and companidésasuéhura
B&W Tek, Horiba — Jobin Yvon, InPhotonics, Oceantio@ Renishaw and Smiths Detection offer compstiti
portable Raman spectrometer products.

Marketing and Sales

Equipment sales are made through our direct sates,fwith the exception of in Japan and MalaystaEre we
sell our products through our distributor, Matsubbe selling process for our Equipment productaugti-level and
long-term, involving individuals from marketing, gineering, operations, customer service and sen&ragement.
The process involves making sample disks or wderthe prospective customer and responding ta trestds for
moderate levels of machine customization. Custommies require a significant number of product preations
and demonstrations before making a purchasingidecis

Installing and integrating new equipment requiresilastantial investment by a customer. Sales ofpstems
depend, in significant part, upon the decision pf@spective customer to replace obsolete equiporeiatincrease
manufacturing capacity by upgrading or expandingteyg manufacturing facilities or by constructingw
manufacturing facilities, all of which typicallywolve a significant capital commitment. After madgia decision to
select our equipment, our customers typically pasehone or more engineering systems to developweldy their
production process prior to ordering and takingvaey of multiple production systems. Accordingbyr systems
have a lengthy sales cycle, during which we mayeagsubstantial funds and management time and effibr no
assurance that a sale will result.

The production of large complex systems require® usake significant investments in inventory btattiulfill
customer orders and to maintain adequate supgligsane parts to service previously shipped systémsome
cases we manufacture subsystems and/or completarsyprior to receipt of a customer order to smaaith
production flow and/or reduce our lead time. Wenteh inventories of spare parts in California,dggipore and
Shenzhen, China to support our customers. We ofiguire our customers to pay for systems in thmellments,
with a portion of the system price billed upon iptef an order, a portion of the price billed upsiripment, and the
balance of the price and any sales tax due upompletimy installation and acceptance of the systethea
customer’s factory. All customer product paymemesracorded as customer advances, which are rel@zse
revenue in accordance with our revenue recognfiaity.

We provide process and applications support, custdraining, installation, start-up assistance emergency
service support to our equipment customers. Weudrtdaining classes for our customers’ processnergs,
machine operators and machine service personnditidual training is also given to our customersiaig
equipment installation. We have field offices im@pore, China, Korea, Malaysia and Japan to stippor
customers in Asia. We generally add additional suppenters as necessary to maintain close proxtmiour
customers’ factories as they deploy our systems.

Warranty for our equipment typically ranges betw&2rand 24 months from customer acceptance. Dtinisg
warranty period any necessary non-consumable pagtsupplied and installed without charge. Our eygss
provide field service support in the United Staisgapore, Malaysia, China and Japan. In Japald, dervice
support is also supplemented by our distributor{suibo.

Sales of our Imaging Instrumentation products fditany applications are primarily made to the erskr
through our direct sales force. In cases whergpmaucts are enabling technology for more compiestesns, we
also sell to leading defense contractors such angolLockheed Martin Corporation, Northrop Grumman
Corporation, Raytheon, DRS Technologies and Sagem.

We are subject to long sales cycles in our Imagisgrumentation segment because many of our predsiath
as our night vision systems, typically must be giesd into our customers’ products, which are oftemplex and
state-of-the-art. These development cycles are oftglti-year, and our sales are contingent on astamer
successfully integrating our product into its prodewompleting development of its product and tbbtaining
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production orders for its product. Sales of themselpcts are also often dependent on ongoing funolinfense
programs by the U.S. government and its allies.idathlly, sales to international customers argjesttito issuance
of export licenses by the United States governmehich cannot always be obtained.

Sales of our commercial Imaging Instrumentatiordpais are made through a combination of direcssale
system integrators, distributors and value addsellexs and can also be subject to long salessycle

Imaging Instrumentation generally invoices its egsh and development customers either as cosis@need,
or as program milestones are achieved, dependiog tiye particular contract terms. As a governmentractor, wi
invoice customers using estimated annual rateapgrby the Defense Contracts Audit Agency (“DCAAR)
majority of our contracts are Cost Plus Fixed FE&#EF”) contracts. On any CPFF contract, 15% offédeeis
withheld pending completion of the program and DC#Annual audit of our actual rates. The withheddipn of
the fee is included in revenue and in unbilled aote receivable until paid.

Research and Development and Intellectual Property

Our long-term growth strategy requires continuedettgpment of new products. We work closely with our
global customers to design products that meet fhaimed technical and production requirementsdirro
development and engineering organizations areddgatimarily in the United States and Singapore.

We invested $40.1 million (18.6% of net sales)ffecal 2007, $30.0 million (11.6% of net sales) figcal
2006, and $14.4 million (10.5% of net sales) fecél 2005 for product development and engineenngrams to
create new products and to improve existing teagies and products. We have spent an average @¥l&f. net
sales on product development and engineering bedast five years.

We believe our competitive position significantlgpbnds on our research, development, engineering,
manufacturing and marketing capabilities, and nst pn our patent position. However, protectiotntévac’s
technological assets by obtaining and enforcinglliexttual property rights, including patents, iponant.
Therefore, our practice is to file patent applioas in the United States and other countries fegntions that we
consider important. We have a substantial numbeatdnts in the United States and other countaied,additional
applications are pending for new inventions. Althlowve do not consider our business materially dégetnupon
any one patent, the rights of Intevac and the prtsdmade and sold under our patents along withr atkedlectual
property, including trademarks, know-how, traderstscand copyrights, taken as a whole, are a signif element
of our business.

We enter into patent and technology licensing ages#s with other companies when management detesmin
that it is in our best interest to do so. We pagatties under existing patent license agreememtsde, in several of
our products, of certain patented technologies ale receive, from time to time, royalties fronmelises granted to
third parties. Royalties received from or paidhiod parties have not been, and are not expectbd,tmaterial to
our consolidated results of operations.

In the normal course of business, we periodicabeive and make inquiries regarding possible patent
infringement. In dealing with such inquiries, it ynae necessary or useful for us to obtain or gia@nhses or other
rights. However, there can be no assurance thatlmenses or rights will be available to us on cwencially
reasonable terms, or at all. If we are not ablesolve or settle claims, obtain necessary liceasdor successfully
prosecute or defend our position, our businesanfiral condition and results of operations couldriagerially and
adversely effected.

Manufacturing

We manufacture our Equipment products at our taslin California and Singapore. Our Equipment
manufacturing operations include electromechamisaémbly, mechanical and vacuum assembly, fatorcafi
sputter sources, and system assembly, alignmerteatidg. We make extensive use of the local sappli
infrastructure serving the semiconductor equipnhbeisiness. We purchase vacuum pumps, valves, insttiation
and fittings, power supplies, printed wiring boassemblies, computers and control circuitry, aredarua
mechanical parts made by forging, machining andlingl We also have our own small fabrication cettiat
supports our engineering departments and makes sbthe machined parts used in our products.
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We manufacture our Imaging Instrumentation prodattur facilities in California and Wyoming. Imagi
Instrumentation manufacturing includes productibadvanced photo-cathodes and sensors, lasersrasme
integrated camera systems, compact Raman spectyoim&tuments and micro-displays. We make extenase of
advanced manufacturing techniques and equipmetditp@noperations include vacuum, electromecharaicdl
optical system assembly. We make use of the sugpfi@astructure serving the semiconductor, canacoptics
manufacturing industries. In manufacturing our sesiswe purchase wafers, components, processimqissijand
chemicals. In manufacturing our camera systemgurehase printed circuit boards, electromechamicaiponents
and assemblies, mechanical components and encipsyatécal components and computers.

Employees

At December 31, 2007, we had 480 employees, inctu88 contract employees. Of these 480 employdds, 1
were in research and development, 228 in operations111 in administration, customer support aadketing. Of
the 480 employees, 338 were in the Equipment segrh@h were in the Imaging Instrumentation segmamd, 41
were in Corporate.

Compliance with Environmental Regulations

We are subject to a variety of governmental regadatrelating to the use, storage, discharge, vamndl
emission, generation, manufacture, treatment asgbdal of toxic or otherwise hazardous substamtesnicals,
materials or waste. We treat the cost of complywith government regulations and operating a safikplace as a
normal cost of business and allocate the costesfgtactivities to all functions, except where tbst can be isolated
and charged to a specific function. The environmlestandards and regulations promulgated by goventm
agencies in Santa Clara, California, Fremont, Galifi and Singapore are rigorous and set a higluatd of
compliance. We believe our costs of compliance wi#se regulations and standards are comparabtb¢o
companies operating similar facilities in Santar&|&alifornia, Fremont, California and Singapore.

Executive Officers of the Registrant

Certain information about our executive officersddarch 14, 2008 is listed below:

Name Age Position

Executive Officers

Norman H. Pont 69 Chairman of the Boar

Kevin Fairbairn 54 President and Chief Executive Offic

Jeffrey Andreson 46 Vice President, Finance and Administration, Chief
Financial Officer, Treasurer and Secret

Michael Barne 49 Vice President and Chief Technical Offic

Kimberly Burk 42  Sr. Director, Human Resourc

Ralph Kerns 61 Vice President, Business Development, Equipment
Products

Luke Marusiak 45 Chief Operating Office

Joseph Pietras 53 Vice President and General Manager, Imaging
Instrumentatior

Other Key Officers

Verle Aebi 53 Chief Technology Officer, Imaging Instrumentati

James Bir 43 Vice President, Customer Support, Equipment Prex

Terry Bluck 48 Vice President, Technology, Equipment Prodi

Jerry Carollo 55 Vice President and General Manager, Creative Dyspla
Systems

Keith Carron 49 Managing Director and General Manager, Delt:

Timothy Justyr 45 Vice President, Manufacturing, Equipment Prodi

Dave Kelly 45 Vice President, Engineering, Imaging Instrumenta
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Mr. Pondis a founder of Intevac and has served as Chaiohtre Board since February 1991. Mr. Pond
served as President and Chief Executive Officenffebruary 1991 until July 2000 and again from Seyer 2001
through January 2002. Mr. Pond holds a BS in plsyfsam the University of Missouri at Rolla and arshh
physics from the University of California at Los deles.

Mr. Fairbairn joined Intevac as President and Chief Executivec®ffin January 2002 and was appointed a
director in February 2002. Before joining Intevitr, Fairbairn was employed by Applied Materialsrfrduly 1985
to January 2002, most recently as Vice-PresidethtGaneral Manager of the Conductor Etch Organiratiith
responsibility for the Silicon and Metal Etch Diies. From 1996 to 1999, Mr. Fairbairn was Genbtahager of
Applied Materials’ Plasma Enhanced Chemical Vapep@sition Business Unit and from 1993 to 1996, he w
General Manager of Applied Materials’ Plasma Sil@wb Product Business Unit. Mr. Fairbairn holdshda in
engineering sciences from Cambridge University.

Mr. Andresorjoined Intevac in June 2007 and has served asRfiesident, Finance and Administration, Chief
Financial Officer, Treasurer and Secretary sincgusti 2007. Before joining Intevac Mr. Andreson seras
managing director and controller of Applied Matésjanc.’s Global Services product group. Sincaijog Applied
Materials in 1995, Mr. Andreson held a number afigefinancial positions, including managing dir@gtGlobal
Financial Planning and Analysis; Controller, Metsubsidiary; controller, North American Sales aetvi®e; and
Controller, Volume Manufacturing. From 1989 throug®5, Mr. Andreson held various roles at Measurex
Corporation. Mr. Andreson holds an M.B.A. from Safara University and a B.S. in Finance from SaseJXtate
University.

Dr. Barnesjoined Intevac as Vice President and Chief Techrdficer in February 2006. Before joining
Intevac, Dr. Barnes was General Manager of the Bighsity Plasma Chemical Vapor Deposition Busirdsis at
Novellus Systems from March 2004 to February 2606m January 2004 to March 2004, he was Vice Peesj
Technology at Nanosys, and from August 2003 to dan2004, he was Vice President, Engineering at @few
Technologies. Dr. Barnes was employed by Appliededals from April 1998 to August 2003, first adlanaging
Director and subsequently as Vice President, Etgfirteering and Technology. Dr. Barnes holds a BS,avid Phl
in electrical engineering from the University of éligan.

Ms. Burkhas served as Human Resources Director since M. Boior to joining Intevac, Ms. Burk served
Human Resources Manager of Moen, Inc. from 1990 and as Human Resources Manager of Lawson Mardo
from 1994 to 1999. Ms. Burk holds a BS in socioldgyn Northern lllinois University.

Mr. Kernsjoined Intevac as Vice President, Business Devetopiraf the Equipment Products Division in
August 2003. Before joining Intevac, Mr. Kerns veasployed by Applied Materials from April 1997 to Wamber
2002, most recently as Managing Director for BusinBevelopment for the Process Modules Group. &uslyi,
Mr. Kerns was General Manager of Applied Materidd&tal Etch Division from 2000 to 2002. From 1998000,
Mr. Kerns was Senior Director for Applied Materidiorth America Multinational Accounts, and fromd®to
1998, he was General Manager of Applied Materidlslectric Etch Division. Mr. Kerns holds a BS ihamistry
from the University of Idaho and a PhD in theor&@tichemistry from Princeton University.

Mr. Marusiakjoined Intevac as Chief Operating Officer in A004. Before joining Intevac, Mr. Marusiak
was employed by Applied Materials from July 199ril 2004, most recently as Senior Director ofrito
American Operations. Previously, Mr. Marusiak maethgpplied Materials’ Field Operations in North Ariza.
Mr. Marusiak holds a BS in electrical engineeringnfi Gannon University and an MS in teleprocessaignee fron
the University of Southern Mississippi.

Mr. Pietrasjoined Intevac as Vice President and General Manaigihe Imaging Instrumentation Business in
August 2006. Before joining Intevac, Mr. Pietrassveanployed by the Sarnoff Corporation from Marchb2@ July
2006 as General Manager of Sarnoff Imaging Systénwsn September 1998 to March 2005, he was employed
Roper Scientific as Vice President, Operations. Rietras holds a BS in Physics from the Stevertitutes of
Technology and a MA and PhD in Physics from Colwaribniversity.

Mr. Aebihas served as Chief Technology Officer of our Imgdnstrumentation business since August 2006.
Previously, Mr. Aebi served as President of thet@hios Division from July 2000 to July 2006 andGeneral
Manager of the Photonics Division since May 1995. Akbi was elected as a Vice President of the Gomjin
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September 1995. From 1988 through 1994, Mr. Aelsi tha Engineering Manager of the night vision besiwe
acquired from Varian Associates in 1991, where he mesponsible for new product development in teasaof
advanced photocathodes and image intensifiersAbbi holds a BS in physics and an MS in electr@ajineering
from Stanford University.

Mr. Birt joined Intevac as Vice President, Customer Supgdtie Equipment Products Division in September
2004. Before joining Intevac, Mr. Birt was employeyl Applied Materials from July 1992 to Septemb@d£2, most
recently as Director, Field Operations/Quality Nofmerica. Mr. Birt holds a BS in electrical engéniag from
Texas A&M University.

Mr. Bluckrejoined Intevac as Vice President, TechnologyhefEEquipment Products Division in August 2004.
Mr. Bluck had previously worked at Intevac from Bather 1996 to November 2002 in various engineering
positions. The business unit Mr. Bluck worked fasasold to Photon Dynamics in November 2002, anddse
employed there as Vice President, Rapid Thermae@Product Engineering until August 2004. Mr.cRIbolds ¢
BS in physics from San Jose State University.

Mr. Carollo joined Intevac in November 2007 as Vice Presidedt@eneral Manager of Intevac’s Creative
Display Systems subsidiary. Prior to joining Intevisir. Carollo was founder, president and CEO addiive
Display Systems. Prior to founding Creative Displstems Mr. Carollo worked for Rockwell-Collins {@mics
ElectroOptics from 1993 to 2006 where his most recenttippsivas General Manager. Mr. Corollo holds nums
patents in the area of optics, display systemsoatidal communications, a MS in Optics from the \émsity of
Rochester and a BS in Physics from the State Usityesf New York.

Dr. Carronjoined Intevac in January 2007 as Managing Direatat General Manager of Intevac’s DeltaNu,
Inc. subsidiary. Prior to joining Intevac, Dr. Gamrwas the CEO of DeltaNu, LLC from March 2002 udginuary
2007. Dr. Carron was also a professor of Chematttire University of Wyoming from 1988 to 2006. Dxarron
holds a BA in Chemistry from Washington Universityd a PhD in Chemistry from Northwestern University

Mr. Justynhas served as Vice President, Equipment Manufacfsince April 1997. Mr. Justyn joined Intevac
in February 1991 and has served in various rolesiirEquipment Products Division and our formerttigision
business. Mr. Justyn holds a BS in chemical engiingdérom the University of California, Santa Baraa

Mr. Kelly joined Intevac in December 2006 as Vice Presidemgineering of the Imaging Instrumentation
business. Before joining Intevac, Mr. Kelly was doyed by Redlake MASD LLC, a division of Roper Irstites
from January 2004 to December 2006, most recestViee President, Engineering and Custom ServiaeamF
November 2000 to December 2003, he was employdthbyTechnology AG as Vice President, Engineel
Mr. Kelly holds a BS and a MS in mechanical engimgefrom the University of Michigan.

Available Information

Our annual report on Form 10-K, quarterly reports=orm 10-Q, current reports on Form 8-K, and
amendments to such reports are available, frebarfe, on or through our Internet home page as asoeasonab
practicable after we electronically file such matewith, or furnish it to, the Securities and Eaclge Commission.
The public may also read and copy any material§ilevgvith the SEC at the SEC’s Public Reference iRad
100 F Street, N.E., Washington D.C. 20549. Theipubhy obtain information on the operation of theol
Reference Room by calling the SEC at 1-800-SEC-0BB6 SEC also maintains an Internet website
(www.sec.goy that contains reports, proxy and informationestants and other information regarding us that we
file electronically with the SEC. Our Internet hopege is located at www.intevac.commowever, the information
in, or that can be accessed through, our home ipag# part of this report.

Trade Marks

“200 Lean®”, “AccuLuber™" “ ExaminerR™" | “Lean Etch™”, “LIVAR ®”, “MicroVista ®” , “NightVista
®” and “MOSIR®,” among others, are our trademarks.
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Item 1A. Risk Factors

Demand for capital equipment is cyclical, which gebts our business to long periods of depresse@nees
interspersed with periods of unusually high reversue

Our Equipment business sells equipment to capitahsive industries, which sell commodity prodisttsh as
disk drives and semiconductors. When demand faetiktemmaodity products exceeds capacity, demanuefor
capital equipment such as ours tends to be angli@enversely, when supply of these commodity petalexceed
demand, the demand for new capital equipment ssicues tends to be depressed. For example, thediskrdrive
industry has been historically subject to multityeycles because of the long lead times and higtsdavolved in
adding capacity, and to seasonal cycles driverobgumer purchasing patterns, which tend to be bsaii the
third and fourth quarters of each year.

The cyclical nature of the capital equipment industeans that in some years we will have unusumadi sale
of new systems, and that in other years our sdlaew systems will be severely depressed. The gnlangth and
volatility of these cycles are difficult to predidthese cycles have affected the timing and amafrasr customers
capital equipment purchases and investments inteefwnology. For example, sales of systems for magdisk
production were severely depressed from mid-1998 mid-2003 and grew rapidly from 2004 through B0The
number of new systems delivered or scheduled flivedg in the second half of 2007 was significarityer than
the number of systems delivered in the first h&athe year, and we are projecting that new systeipngents will be
significantly lower in 2008 than 2007. We cannatdict with any certainty when these cycles will ibegr end.

If demand for hard disk drives does not continuedoow and our customers do not replace or upgrabeit
installed base of disk sputtering systems, therufetsales of our disk sputtering systems will suffe

From mid-1998 until mid-2003, there was very liflemand for new disk sputtering systems, as magdistk
manufacturers were burdened with over-capacityveer@ not investing in new disk sputtering equipm&yt2003,
however, over-capacity had diminished, and ordarefir 200 Lean began to increase. From 2004 tirthug end
of 2006, there was strong demand for new disk epag systems.

Sales of our equipment for capacity expansionslependent on the capacity expansion plans of atomers
and upon whether our customers select our equipfoetiteir capacity expansions. We have no corttvelr our
customers’ expansion plans, and we cannot be katehey will select our equipment if they do exgpdmeir
capacity. Our customers may not implement capasipansion plans, or we may fail to win orders fguipment fo
those capacity expansions, which could have a mbhtatverse effect on our business and our operagisults. In
addition, some manufacturers may choose to purahses systems from other manufacturers or custoragrsr
than purchasing new systems from us.

Sales of our 200 Lean disk sputtering systemslacedeependent on obsolescence and replacemer# of th
installed base of disk sputtering equipment. Ihtestogical advancements are developed that extendgeful life
of the installed base of systems, then sales o260r_ean will be limited to the capacity expansi@eds of our
customers, which would significantly decrease ewenue. For example, during 2007 some of our cuestem
decided to use legacy systems for the productiditsifgeneration perpendicular media, which detbtre
replacement of such legacy systems with new 200 kgatems.

Our customers have experienced competition frompezomies that produce alternative storage technadiiie
flash memory, where increased capacity, improviogf,dower power consumption and performance rugessl
have resulted in competition with lower capacitpadler form factor disk drives in handheld applicas. While this
competition has traditionally been in the marketshfandheld consumer electronics applicationspi#esonal media
players, these competitors have recently annoupiatiicts for notebook and enterprise computer egipdins. If
alternative technologies, such as flash memoryaceghard disk drives as a primary method of digitarage, then
demand for our products would likely decrease.

We are exposed to risks associated with a highlyaamtrated customer base.

Historically, a significant portion of our revenureany particular period has been attributablealesof our
disk sputtering systems to a limited number of eugrs. In 2007, one of our customers accounte81®s of our
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revenues, and four customers in the aggregate atambtor 90% of our revenues. The same four customethe
aggregate, accounted for 31% of our net accountsvable at December 31, 2007. During 2006, Seagajeired
Maxtor, and in June 2007, Western Digital annourtbedacquisition of Komag. This consolidation ie thdustry
limits the number of potential customers for owdarcts. Orders from a relatively limited numbenadgnetic disk
manufacturers have accounted for, and likely wdtitinue to account for, a substantial portion of @venues. The
loss of, or delays in purchasing by, any one oflatge customers would significantly reduce potrtiture
revenues. In addition, the concentration of outamer base may enable customers to demand printhgther
terms unfavorable to us, and makes us more vultetatany changes in demand by a given customethéunore,
the concentration of customers can lead to extneamiability in revenue and financial results fromriod to period.
For example, during 2007 revenues ranged betwe@d $fillion in the first quarter and $16.8 milliamthe fourth
quarter.

Our operating results fluctuate significantly fromquarter to quarter, which may cause the price ofratock to
decline.

Over the last eight quarters, our revenues pertguiave fluctuated between $16.8 million and $95ilfon.
Over the same period our operating income (loss) @arcentage of revenues has fluctuated betwegenxamately
23% and (42%) of revenues. We anticipate that exenues and operating margins will continue tottlate. We
expect this fluctuation to continue for a variefy@asons, including:

« changes in the demand, due to seasonality, cyityi@ald other factors in the markets, for compgtestems,
storage subsystems and consumer electronics cmgaiisks our customers produce with our syste

« delays or problems in the introduction and accegganrf our new products, or delivery of existingduots;
« timing of orders, acceptance of new systems bycastomers or cancellation of those orders;
* new products, services or technological innovatimnsur competitors or u

Additionally, because our systems are priced imtlilkons of dollars and we sell a relatively smalimber of
systems, we believe that quarter-to-quarter corapasi of our revenues and operating results mapenah accurate
indicator of our future performance. Our operatiagults in one or more future quarters may faihget the
expectations of investment research analysts @siiovs, which could cause an immediate and sigmifidecline in
the trading price of our common shares.

Our long-term revenue growth is dependent on new productshése new products are not successful, then
results of operations will be adversely affected.

We have invested heavily, and continue to investhé development of new products, especially @w hean
Etch system. Our success in developing and seliévgproducts depends upon a variety of factordydieg our
ability to predict future customer requirementsuaately, technological advances, total cost of awimig of our
systems, our introduction of new products on scleadwr ability to manufacture our products co$eetvely and
the performance of our products in the field. Oewrproduct decisions and development commitmentt mu
anticipate continuously evolving industry requirertsesignificantly in advance of sales.

The majority of our revenues in both fiscal 200d &iacal 2006 were from sales of our 200 Lean djskttering
system and related parts and services. The 200Wwaariirst delivered in December 2003. When finstaduced,
advanced vacuum manufacturing equipment, suches®( Lean, is subject to extensive customer aanepttests
after installation at the customer’s factory. Thaseeptance tests are designed to validate religdgmtion to
specifications in areas such as throughput, vadeuei, robotics, process performance and softwaatufes and
functionality. These tests are generally more cahensive for new systems than for mature systemasage
designed to highlight problems encountered withyearsions of the equipment. For example, initiailds of the
200 Lean experienced high production and warransgscin comparison to our more established prolihes.
Failure to promptly address any of the problemsouvaned in these tests could have adverse effeatsiobusiness,
including rescheduling of backlog, failure to ast@eustomer acceptance and therefore revenue ri¢gioogms
anticipated, unanticipated product rework and wayraosts, penalties for non-performance, candéeliaif orders,
or return of products for credit.
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We are making a substantial investment to develommew Lean Etch system for semiconductor manufaugi
We spent a substantial portion of our researchdawveélopment costs on this new product in 2006 aoctased our
level of spending on this project in 2007. We magegience problems with the Lean Etch similar ® shartup
problems encountered with the 200 Lean. Moreoverhave not developed or sold products for this etark
previously. Failure to correctly assess the sizéhefmarket, to successfully develop a cost effegtroduct to
address the market, or to establish effective saldssupport of the new product would have a nadtadverse
effect on our future revenues and profits, andad@utlude loss of our entire investment in the pcbj

We are jointly developing a next generation headmbed night-vision system with another defense remtor.
This system is planned for sale to the U.S. mifitand will compete with head-mounted systems deezldoy our
competitors. The U.S. military does not intendritiate production of this system until 2011. Warpto make a
significant investment in this type of product arahnot be assured when, or if, we will be awardgdmoduction
contracts for these night vision systems.

We have developed a night-vision sensor and camedhule for use in a NATO customer’s digital rifligtst
system. We cannot guarantee that we will achiege/ild improvements and cost reductions necegeatiis
program to be successful. Shipments under thisranogre subject to export approval by the U.S. guvent.

Products based on our LIVAR target identificatiom dow light level camera technologies are desigoeaffer
significantly improved capability to military custeers. We are also developing commercial productaiinmaging
Instrumentation business. None of our Imaging tmagntation products are currently being manufadtiréigh
volume, and we may encounter unforeseen difficailt@en we commence volume production of these ptedu
Our Imaging Instrumentation business will requinbstantial further investment in sales and marlkeiim product
development and in additional production faciliierder to expand our operations. We may noteeddn these
activities or generate significant sales of thems products. In 2007, sales of our Imaging Instmt@ion products
were $5.2 million out of a total of $19.1 milliofi lmnaging Instrumentation revenues.

Failure of any of these new products to perforrmtended, to penetrate their markets and develap in
profitable product lines or to achieve their pratitut cost objectives would have a material adveffext on our
business.

Our sales cycle is long and unpredictable, whiclgeéres us to incur high sales and marketing expeaseith
no assurance that a sale will result.

The sales cycle for our Equipment systems cany@aaor longer, involving individuals from many feifent
areas of our company and numerous product presargaind demonstrations for our prospective custen@ur
sales process for these systems also commonlhydieglproduction of samples, customization of oudpecd and
installation of evaluation systems in the factonésur prospective customers. We do not enterlong-term
contracts with our customers, and therefore untibaler is actually submitted by a customer themoi binding
commitment to purchase our systems.

Our Imaging Instrumentation business is also stilifelong sales cycles because many of our prodsiath as
our LIVAR system, often must be designed into awstomers’ products, which are often complex
state-of-the-art products. These development cyrlesften multi-year, and our sales are contingardgur
customers successfully integrating our product th&r product, completing development of theirdarct and then
obtaining production orders for their product frtime U.S. government or its allies.

As a result, we may not recognize revenue frompooducts for extended periods of time after we have
completed development and made initial shipmentsuoproducts, during which time we may expend il
funds and management time and effort with no asserthat a sale will result.

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

In the market for our disk sputtering systems, @aeehexperienced competition from competitors sich a
Anelva Corporation, which is a subsidiary of Canamg Oerlikon, each of which has sold substantiatlvers of
systems worldwide. In the market for semiconduetjuipment, we expect to experience competition from
competitors such
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as Applied Materials, LAM Research and Tokyo Eleati_td. In the market for our military Imaging
Instrumentation products, we experience competitiomm companies such as ITT Industries, Inc., Noh
Grumman Corporation and BAE. In the markets foraammercial Imaging Instrumentation products, wepete
with companies such as Andor, E2V, Hamamatsu, Texsisiments and Roper Scientific for sensor andeza
products, and with companies such as Ahura, B&W, Hekiba — Jobin Yvon, InPhotonics, Ocean Optics,
Renishaw, and Smiths Detection for portable Ranpaatsometer products. Our competitors have suhatignt
greater financial, technical, marketing, manufaomgiand other resources than we do, especiallgen t
semiconductor equipment market where we have matiqusly offered a product. We cannot assure yatdhr
competitors will not develop enhancements to, turkigenerations of, competitive products thatrogfeperior price
or performance features. Likewise, we cannot asgmehat new competitors will not enter our maskahd
develop such enhanced products. Moreover, compefibr our customers is intense, and our compsthave
historically offered substantial pricing concessi@md incentives to attract our customers or rekegir existing
customers.

We may not be successful in maintaining and obtaigithe necessary export licenses to conduct opereti
abroad, and the United States government may préyenposed sales to foreign customers.

Many of our Imaging Instrumentation products reguxport licenses from United States Governmemcgs
under the Export Administration Act, the Tradingiwihe Enemy Act of 1917, the Arms Export Act of76%nd the
International Traffic in Arms Regulations. This lisithe potential market for our products. We ca@ gno
assurance that we will be successful in obtainlhthea licenses necessary to export our produatseRtly,
heightened government scrutiny of export licensepfoducts in our market has resulted in lengtbiergiew
periods for our license applications. Export tortoies which are not considered by the United St@&evernment t
be allies is likely to be prohibited, and even sateU.S. allies may be limited. Failure to obtalalays in obtaining,
or revocation of previously issued licenses woulgvpnt us from selling our products outside thetéthStates, may
subject us to fines or other penalties, and woalkra material adverse effect on our businessidinhcondition
and results of operations.

Our products are complex, constantly evolving anfttm must be customized to individual customer
requirements.

The systems we manufacture and sell in our Equipimgsiness have a large number of components &nd ar
complex, which requires us to make substantialstments in research and development. This is edpetrue with
the new Lean Etch system. If we were to fail toalep, manufacture and market new systems or toneehexisting
systems, that failure would have an adverse effieatur business. We may experience delays anditedtamd
manufacturing difficulties in future introductiomplume production and acceptance of new systems or
enhancements. In addition, some of the systemswhabhanufacture must be customized to meet indatidu
customer site or operating requirements. In sorsessave market and commit to deliver new systerosluhes and
components with advanced features and capabiliieswve are still in the process of designing. Vieehlimited
manufacturing capacity and engineering resourcdsray be unable to complete the development, maturiaand
shipment of these products, or to meet the requéelthical specifications for these products, iimeely manner.
Failure to deliver these products on time, or failto deliver products that perform to all contuadly committed
specifications, could have adverse effects on asiness, including rescheduling of backlog, failir@chieve
customer acceptance and therefore revenue reamgaisi anticipated, unanticipated rework and wayreosts,
penalties for non-performance, cancellation of sder return of products for credit. In additieve may incur
substantial unanticipated costs early in a produdg cycle, such as increased engineering, mahufag,
installation and support costs, that we may be len@bpass on to the customer and that may affecgmss
margins. Sometimes we work closely with our custante develop new features and products. In comreatith
these transactions, we sometimes offer a peri@xdfisivity to these customers.

Our Imaging Instrumentation business depends hegviin government contracts, which are subject to
immediate termination and are funded in incremeniBhe termination of or failure to fund one or moref these
contracts could have a negative impact on our og@as.

We sell many of our Imaging Instrumentation produanid services directly to the U.S. governmeniyelsas
to prime contractors for various U.S. governmeongpams. Our revenues from government contractietbta
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$14.1 million, $10.2 million, and $6.9 million ird27, 2006, and 2005, respectively. Generally, gavent
contracts are subject to oversight audits by gawent representatives and contain provisions pengitt
termination, in whole or in part, without prior e at the government’s convenience upon the payofen
compensation only for work done and commitmentseradhe time of termination. We cannot assuretiiatione
or more of the government contracts under whichcostomers or we operate will not be terminatedeutigese
circumstances. Also, we cannot assure you thatneeocustomers would be able to procure new gawert
contracts to offset the revenues lost as a refalby termination of existing contracts, nor canagsure you that w
or our customers will continue to remain in goaghsling as federal contractors.

Furthermore, the funding of multi-year governmerttgpams is subject to congressional appropriatiand,
there is no guarantee that the U.S. governmentwéke further appropriations. The loss of fundiogd
government program would result in a loss of futeneenues attributable to that program.

In addition, sales to the U.S. government andrite@ contractors may be affected by changes inyemsent
policies, budget considerations and political depeients in the United States or abroad. The infleaf any of
these factors, which are beyond our control, caldd negatively impact our financial condition. \Also may
experience problems associated with advanced desggpuired by the government, which may resultiforeseen
technological difficulties and cost overruns. Fedlto overcome these technological difficultie®ocurrence of co:
overruns would have a material adverse effect arbasiness.

Unexpected increases in the cost to develop or nfacture our products under fixegrice contracts may caus
us to experience un-reimbursed cost overruns.

A portion of our revenue is derived from fixed-gridevelopment and production contracts. Under fixece
contracts, unexpected increases in the cost tdafeee manufacture a product, whether due to inatewestimates
in the bidding process, unanticipated increasesaterial costs, reduced production volumes, inigficies or other
factors, are borne by us. We have experiencedosestuns in the past that have resulted in loseeedain
contracts, and may experience additional cost amerin the future. We are required to recognizddted estimated
impact of cost overruns in the period in which tlaeg first identified. Such cost overruns couldédavmaterial
adverse effect on our results of operation anchfiied condition.

Our sales of Equipment products are dependent obstantial capital investment by our customers, far
excess of the cost of our products.

Our customers must make extremely large capitadmedipures in order to purchase our systems and othe
related equipment and facilities. These costsaranfexcess of the cost of our systems alone nfdmgnitude of suc
capital expenditures requires that our customeve hacess to large amounts of capital and thatlikewilling to
invest that capital over long periods of time toalpée to purchase our equipment. The magneticatisk
semiconductor manufacturing industries have magtafgant additions to their production capacitytlie last few
years. Our customers may not be willing or abledotinue this level of capital investment, espdgidliring a
downturn in the overall economy, the hard disk @iivdustry, or the semiconductor industry.

Our stock price is volatile.

The market price and trading volume of our comntorlshas been subject to significant volatilitydahis
trend may continue. During 2007, the closing pateur common stock, as traded on The Nasdaq NatMarket,
fluctuated from a low of $13.23 per share to a wGB30.57 per share. More recently, our stockephas closed as
low as $10.14 per share. The value of our commaekshay decline regardless of our operating peréoree or
prospects. Factors affecting our market price ihelu

 our perceived prospect
 hard disk drive market expectatiol
* variations in our operating results and whethemaalgeve our key business targe

« sales or purchases of large blocks of our st
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« changes in, or our failure to meet, our revenueeardings estimate

« changes in securities analy buy or sell recommendatior

- differences between our reported results and thrgected by investors and securities anal
* announcements of new contracts, products or teogiuall innovations by us or our competitc

» market reaction to any acquisitions, joint ventusestrategic investments announced by us or our
competitors

« our high fixed operating expenses, including reseand development expens
« developments in the financial markets; i

« general economic, political or stock market cowdisi in the United States and other major regiomnghich
we do busines:

In addition, the general economic, political, stocirket and industry conditions that may affectrttarket
price of our common stock are beyond our contrbk Tarket price of our common stock at any paiictiime may
not remain the market price in the future. In thstpsecurities class action litigation has bestitirted against
companies following periods of volatility in the rkat price of their securities. Any such litigatjohinstituted
against us, could result in substantial costs aidexsion of management’s attention and resources.

The liquidity of our Auction Rate Securities may lmpaired, which may impact our ability to meet ooash
requirements and require additional debt funding.

At December 31, 2007, we held $81.5 million of AantRate Securities. These securities have long-ter
underlying maturities (ranging from 20 to 40 yeals)t the market has historically been highly lajand the
interest rates reset every 7 or 28 days. We dintegtd to hold these securities to maturity, btiieato use the
interest rate reset feature to sell the secur@seseeded to provide liquidity. Beginning in midsReary of 2008,
certain of these Auction Rate Securities failectianadue to sell orders exceeding buy orders. Tinel$ associated
with failed auctions will not be accessible untdwccessful auction occurs or a buyer is foundideitsf the auction
process. We do not know when, or if, one of thesmimstances will occur. All of our Auction Ratecbeities are
student loan structured issues, where the loans besn originated under the Department of Educatieederal
Family Education Loan Program and the principal imterest is 97% reinsured by the U.S. Departmént o
Education. At this time, there has been no changlea AAA rating of these securities, but we cartmetertain that
no change will occur in the future. We may alsadmguired to reclassify all or a part of these siéiesrfrom short-
term to long-term investments. If the issuer ofdlnetion rate securities is unable to successéldige future
auctions or does not redeem the auction rate siesyior the United States government fails to sufpips guaranty
of the obligations, the Company may be requirealdjoist the carrying value of the auction rate séearand record
an other-than-temporaignpairment charge. We have entered into a lingedit with Citigroup Global Markets In
under which approximately $20 million is availabbeus to help secure our ability to fund our casduirements
until we are able to liquidate our Auction Rate @@tes, but if we are unable to maintain the loferedit, or if the
interest rate of the line of credit is prohibitivethe amount of the line of credit is insufficiemte could experience
difficulties in meeting our cash requirements utité market for the Auction Rate Securities becoligesd again
and we may have to seek additional debt fundirfgnemce our operations.

Changes in tax rates or tax liabilities could affefuture results.

As a global company, we are subject to taxatiathénUnited States and various other countries.ifsignt
judgment is required to determine and estimatedwade tax liabilities. Our future tax rates coulg &ffected by
changes in the applicable tax laws, compositioeashings in countries with differing tax rates, mgjes in the
valuation of our deferred tax assets and liabdit@ changes in the tax laws. Although we belimwetax estimates
are reasonable, there can be no assurance thihahgetermination will not be materially differefitom the
treatment reflected in our historical income tagyisions and accruals, which could materially addeasely affect
our results of operations.

16




Table of Contents

Our effective tax rate in both 2007 was well belbw applicable statutory rates due primarily taement
differences and the utilization of research andetigyment credits. In 2006, our effective tax ragswell below th
applicable statutory rates due primarily to théizgtion of net operating loss carry-forwards amededred credits.

We have experienced significant growth and contiiactin our business and operations and if we do not
appropriately manage this growth and contractionow and in the future, then our operating results Mbe
negatively affected.

Our business has both grown and contracted signifig in recent years, in both operations and heawol; and
this growth and contraction causes significantirstoa our infrastructure, internal systems and rganal resource:
To manage our growth and contraction effectivelg,must continue to improve and enhance our infrasire,
including information technology and financial ogting and administrative systems and controls,camtinue
managing headcount, capital and processes in meaffmanner. Our productivity and the qualityoofr products
may be adversely affected if we do not integratktaain our new employees quickly and effectivetgl @oordinate
among our executive, engineering, finance, margesales, operations and customer support orgammzatll of
which add to the complexity of our organization amctease our operating expenses. We also maysbalde to
predict and effectively control our operating expesmidue to the growth and increasing complexityuofbusiness.
In addition, our information technology systems may grow at a sufficient rate to keep up with pinecessing and
information demands placed on them by a much lazgampany. The efforts to continue to expand ousrimition
technology systems or our inability to do so cdwdaim our business. Further, revenues may not grasafficient
rate to absorb the costs associated with a langenath headcount.

Our future growth may require significant additibresources, given that, as we increase our busines
operations in complexity and scale, we may haveffitsent management capabilities and internal lvéidth to
manage our growth and business effectively. We aaassure you that resources will be available whemeed
them or that we will have sufficient capital to €lthese potential resource needs. If we are utalteinage our
growth effectively or if we experience a shortfalfesources, our results of operations will bented.

Our current and future success depends on interatal sales and the management of global operations.

In 2007, approximately 82% of our revenues camenfregions outside the United States. Substantdiligf
our international sales are to customers in Askackvincludes products shipped to overseas opesatbd
U.S. companies. We currently have internationalauasr support offices in Singapore, China, MalayKiarea and
Japan. We expect that international sales willioortto account for a significant portion of outaiaevenue in
future years. Certain of our manufacturing fa@htiand suppliers are also located outside the d)Bitates.
Managing our global operations presents challemgggding, but not limited to, those arising from:

« varying regional and geopolitical business condi&iand demand

« global trade issue:

« variations in protection of intellectual propertydaother legal rights in different countrie
* rising raw material and energy cos

* variations in the ability to develop relationshipish suppliers and other local busines:

» changes in laws and regulations of the United St@beluding export restrictions) and other cowgrias
well as their interpretation and applicatic

« fluctuations in interest rates and currency excbaages, particularly with the recent decline ie Halue of
the U.S. dollar

« the need to provide sufficient levels of technmgbport in different location:

« political instability, natural disasters (such astlequakes, hurricanes or floods), pandemics, iemoor acts
of war where we have operations, suppliers or s
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« cultural differences; an
« shipping delays

Changes in existing financial accounting standards practices or taxation rules or practices may adsely
affect our results of operations.

Changes in existing accounting or taxation rulegractices, new accounting pronouncements or taxatiles,
or varying interpretations of current accountingrmuncements or taxation practice could have afgignt adverst
effect on our results of operations or the mannevhich we conduct our business. Further, suchgésoould
potentially affect our reporting of transactionsnpeted before such changes are effective. In 2006, the FASB
issued Interpretation No. 48, “Accounting for Urteg@nty in Income Taxes” (“FIN 48”)FIN 48, which was effecti\
January 1, 2007, clarifies the accounting for utadety in income taxes recognized in an enterpsi§@ancial
statements in accordance with FASB Statement N@. “Ktcounting for Income Taxes.” We adopted FINiA8he
first quarter of fiscal year 2007.

We are required to evaluate our internal control @vfinancial reporting under Section 404 of the
Sarbanes-Oxley Act of 2002, and any adverse reduéts such evaluation could result in a loss of iestor
confidence in our financial reports and have an aghse effect on our stock price.

Pursuant to Section 404 of the Sarbanes-Oxley B2002, our management must perform evaluatiormiof
internal control over financial reporting. Begingim 2004, our Form 10-K has included a report lanagement of
their assessment of the adequacy of such inteoméitad. Additionally, our independent registeredliciaccounting
firm must publicly attest to the effectiveness af mternal control.

We have completed the evaluation of our internatmds over financial reporting as required by Rec#04 of
the Sarbanes-Oxley Act. Although our assessmestintg and evaluation resulted in our conclusiat #s of
December 31, 2007, our internal controls over famreporting were effective, we cannot prediet dutcome of
our testing in future periods. If our internal car$ are ineffective in future periods, our finaaldiesults or the
market price of our shares could be adversely tteaVe will incur additional expenses and commithod
management’s time in connection with further evidures.

Our dependence on suppliers for certain parts, soofiehem sole-sourced, makes us vulnerable to
manufacturing interruptions and delays, which coulaffect our ability to meet customer demand.

We are a manufacturing business. Purchased parssittibe the largest component of our product dOst.
ability to manufacture depends on the timely dejivaf parts, components and subassemblies fromlisuppVe
obtain some of the key components and sub-asseswuiskgl in our products from a single supplier ormatéd grouj
of suppliers. If any of our suppliers fail to dedivquality parts on a timely basis, we may expeegetelays in
manufacturing, which could result in delayed prddialiveries or increased costs to expedite datgesr develop
alternative suppliers. Development of alternativpiers could require redesign of our products.

Our business depends on the integrity of our ingsltual property rights and failure to protect ountellectual
property rights adequately could have a materiahadse effect on our business.

The success of our business depends upon theitptefjour intellectual property rights, and we nahassure
you that:

« any of our pending or future patent applicationt g allowed or that any of the allowed applicasawill be
issued as patents or will issue with claims ofsbepe we sough

* any of our patents will not be invalidated, deeraadnforceable, circumvented or challenc

« the rights granted under our patents will providepetitive advantages to t
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« other parties will not develop similar productsptlicate our products or design around our patemt

 our patent rights, intellectual property laws or agreements will adequately protect our intelletproperty
or competitive positior

We may be subject to claims of intellectual propeirtfringement.

From time to time, we have received claims thaaweeinfringing third parties’ intellectual properights or
seeking to invalidate our rights. We cannot asgorethat third parties will not in the future claitmat we have
infringed current or future patents, trademarketber proprietary rights relating to our produétay claims, with
or without merit, could be time-consuming, resaltostly litigation, cause product shipment delaysequire us to
enter into royalty or licensing agreements. Sugfalty or licensing agreements, if required, may m®available on
terms acceptable to us.

Our success is dependent on recruiting and retaigia highly talented work force.

Our employees are vital to our success, and ouna@yagement, engineering and other employees fficeidi
to replace. We generally do not have employmentraots with our key employees. Further, we do naintain key
person life insurance on any of our employees.&pansion of high technology companies worldwide ha
increased demand and competition for qualifiedgramel, and has made companies increasingly pregectiprior
employees. It may be difficult for us to locate doyees who are not subject to non-competition ageres and
other restrictions.

The majority of our U.S. operations are locate@amta Clara, California and Fremont, Californiagvehthe
cost of living and of recruiting employees is higluditionally, our operating results depend, irglapart, upon our
ability to retain and attract qualified managementgineering, marketing, manufacturing, customepst, sales
and administrative personnel. Furthermore, we caoengéh similar industries, such as the semiconaiuicidustry,
for the same pool of skilled employees. If we amahle to retain key personnel, or if we are nog ablattract,
assimilate or retain additional highly qualified @oyees to meet our needs in the future, our basiaaed operatiol
could be harmed.

Changes in demand caused by fluctuations in intd@raad currency exchange rates may reduce our
international sales.

Sales and operating activities outside of the WnB8&ates are subject to inherent risks, includingtdiations in
the value of the U.S. dollar relative to foreignremcies, tariffs, quotas, taxes and other mar&gidys, political an
economic instability, restrictions on the exporiraport of technology, potentially limited intelle@l property
protection, difficulties in staffing and managingdrnational operations and potentially adversectasequences.
We earn a significant portion of our revenue frarteinational sales, and there can be no assuraatany of these
factors will not have an adverse effect on ourightib sell our products or operate outside thet&éthStates.

We currently quote and sell the majority of ourdgwrots in U.S. dollars. From time to time, we mateeimto
foreign currency contracts in an effort to redune @verall risk of currency fluctuations to our imgss. However,
there can be no assurance that the offer and pleducts denominated in foreign currencies, dedrélated
foreign currency hedging activities, will not adsely affect our business.

Our principal competitor for disk sputtering equigmhis based in Japan and has a cost structurd bagbe
Japanese yen. Accordingly, currency fluctuationdacause the price of our products to be moress tompetitiv
than our principal competita’products. Currency fluctuations will decreaseorease our cost structure relative
those of our competitors, which could lessen theated for our products and affect our competitivesifan.

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

We have completed a number of acquisitions dururgoperating history. In early 2007, we completesl t
acquisition of certain assets of DeltaNu, LLC, amthe fourth quarter of 2007 we completed the &itjon of
certain assets of Creative Display Systems, LLC.Hake spent and will continue to spend significasburces
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identifying and acquiring businesses. The efficeemd effective integration of our acquired busiesssto our
organization is critical to our growth. Any futusequisitions involve numerous risks including ditfities in
integrating the operations, technologies and prtedoicthe acquired companies, the diversion ofroanagement’s
attention from other business concerns and thenpatéoss of key employees of the acquired comgarfrailure to
achieve the anticipated benefits of these and atyd acquisitions or to successfully integratedperations of the
companies we acquire could also harm our businessits of operations and cash flows. Any futurguisitions
may also result in potentially dilutive issuanceeqfiity securities, acquisition- or divestitureated writeeffs or the
assumption of debt and contingent liabilities.

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

We are subject to a variety of governmental regadatrelating to the use, storage, discharge, vandl
emission, generation, manufacture, treatment asgbdal of toxic or otherwise hazardous substamtesnicals,
materials or waste. If we fail to comply with curter future regulations, such failure could resulsuspension of
our operations, alteration of our manufacturingcpss, or substantial civil penalties or criminak8 against us or
our officers, directors or employees. Additionatlyese regulations could require us to acquire msipe
remediation or abatement equipment or to incurtsuntisl expenses to comply with them. Failure toperly
manage the use, disposal or storage of, or addguastrict the release of, hazardous or toxic tarxses could
subject us to significant liabilities.

Future sales of shares of our common stock by officers, directors and affiliates could cause outogk price
to decline.

Substantially all of our common stock may be soith@ut restriction in the public markets, althowsjtares
held by our directors, executive officers and &ffés may be subject to volume and manner of sskeictions. Sale
of a substantial number of shares of common stot¢ke public market by our officers, directors tiliates or the
perception that these sales could occur could maflieand adversely affect our stock price and miakeore
difficult for us to sell equity securities in thetéire at a time and price we deem appropriate.

Anti-takeover provisions in our charter documenta@dunder Delaware law could prevent or delay a clgann
control, which could negatively impact the value ofir common stock by discouraging a favorable marge
acquisition of us.

Our certificate of incorporation authorizes our twbaf directors to issue up to 10,000,000 shargseferred
stock and to determine the powers, preferences|qges, rights, including voting rights, qualifteans, limitations
and restrictions of those shares, without any @rrtiote or action by the stockholders. The riglfithe holders of
our common stock will be subject to, and may becashly affected by, the rights of the holders of preferred
stock that we may issue in the future. The issuafipeeferred stock could have the effect of delgyideterring or
preventing a change in control and could adveraffct the voting power of your shares. In additiprovisions of
Delaware law and our bylaws could make it moreiditf for a third party to acquire a majority ofroautstanding
voting stock by discouraging a hostile bid, or giglg or deterring a merger, acquisition or tendésran which our
stockholders could receive a premium for their eear a proxy contest for control of our compangttier changes
in our management.

We could be involved in litigation.

From time to time we may be involved in litigatiofivarious types, including litigation alleging iiffgement ¢
intellectual property rights and other claims. Erample, in July 2006, we filed a patent infringatiawsuit
against Unaxis USA, Inc. and its affiliates UnaB@zers AG and Unaxis Balzers, Ltd. alleging infiément by
Unaxis of a patent relating to our 200 Lean systgee Part |, Item 3 of this Form 10-K for furtheformation
regarding this lawsuit. Litigation is expensive aah require significant management time and atterand could
have a negative effect on our results of operatiwrzisiness if we lose or have to settle a casggmificantly
adverse terms.
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Business interruptions could adversely affect oyserations.

Our operations are vulnerable to interruption log,fearthquake or other natural disaster, quamstin other
disruptions associated with infectious diseasetspma catastrophe, terrorist activities, war, dggions in our
computing and communications infrastructure dugawer loss, telecommunications failure, human ephysical
or electronic security breaches and computer virused other events beyond our control. We do awe¢ la fully
implemented detailed disaster recovery plan. Despit implementation of network security measuoestools an
servers are vulnerable to computer viruses, bresland similar disruptions from unauthorized tarmzewith our
computer systems and tools located at customex. gttditical instability could cause us to incucngased costs in
transportation, make such transportation unreljahteease our insurance costs and cause intenahtarrency
markets to fluctuate. This same instability coudardnthe same effects on our suppliers and thdityata timely
deliver their products. In addition, we do not gasufficient business interruption insurance to pemsate us for all
losses that may occur, and any losses or damag@sed by us could have a material adverse effectur business
and results of operations. For example, we selirmgarthquake risks, because we believe thigipriident
financial decision based on the high cost of thetéd coverage available in the earthquake ins@ramarket. An
earthquake could significantly disrupt our openagiomost of which are conducted in California.dticl also
significantly delay our research and engineeririgrebn new products, most of which is also condddh
California. We take steps to minimize the damagé would be caused by an earthquake, but there ¢eriainty
that our efforts will prove successful in the evehan earthquake.

Item 1B. Unresolved Staff Commen

None.

Item 2. Properties

We maintain our corporate headquarters in SanteaQGalifornia. The location, approximate size gk of
facility of our principal properties are listed bel. We lease all of our properties and do not omynraal estate.

Location Square Footag Lease Expire Principal Use

Santa Clara, CA 169,58: Mar 2012  Corporate Headquarters; Equipment and Imaging
Instrumentation Marketing, Manufacturing,
Engineering and Customer Supp

Fremont, CA 9,50t Feb 201: Imaging Instrumentation Sensor Fabricai

Laramie, WY 4,00( Feb 200! Imaging Instrumentation Raman Spectrometer

Carlsbad, CA 10,36( May 201(  Imaging Instrumentation Micro Display Product
Mfg

Chicago, IL 12C Aug 200¢  Imaging Instrumentation Micro Display Product
Sales

Singapore 31,94° Jun 201 Equipment Manufacturing and Customer Sup

Korea 1,55¢ May 200¢  Equipment Customer Suppc

Malaysia 1,291 Aug 200¢  Equipment Customer Suppe

Japar 1,507 Nov 200¢  Equipment Customer Suppt

Shenzhen, Chin 2,56¢ Jul 200¢  Equipment Customer Supp

We consider these properties adequate to meetuowant and future requirements. We regularly assessize
capability and location of our global infrastruawand periodically make adjustments based on thessssments.
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Item 3. Legal Proceeding:
Patent Infringement Complaint against Unaxis

On July 7, 2006, we filed a patent infringementdaitzagainst Unaxis USA, Inc. (a wholly owned sdizsiy of
Oerlikon) and its affiliates, Unaxis Balzers AG dddaxis Balzers, Ltd., in the United States Dist@ourt for the
Central District of California. Our lawsuit againghaxis asserts infringement by Unaxis of Uniteat&t Patent
6,919,001, which relates to our 200 Lean systenn.d@mplaint seeks monetary damages and an injumttiet bars
Unaxis from making, using, offering to sell or s&jlin the United States, or importing into the tédi States,
Unaxis’ allegedly infringing product. In the suite seek damages and a permanent injunction fongg&ment of
the same patent. We believe we have meritoriousis|aand we intend to pursue them vigorously.

On September 12, 2006, Unaxis filed a responseitéaavsuit in which it asserted non-infringementalidity
of our patent, inequitable conduct by Intevac, pateisuse by Intevac, and lack of jurisdiction bg tourt as
defenses. Additionally, Unaxis requested a deaaygudgment of patent non-infringement, invalidétyd
unenforceability; asserted our violation of theifdahia Business and Professional Code; requesigtdie be
enjoined from engaging in any unfair competitiong aequested that we be required to pay Unaxistraly fees.
We believe such claims lack merit, and we intendefend ourselves vigorously.

We replied to Unaxis’ response on October 3, 2d@8ying the assertions of non-infringement, invglidnd
unenforceability of the Intevac patent, and denyng unfair competition. With the approval of theutt, we
amended our complaint on February 6, 2007 to aaseatditional ground for our infringement claindda add a
request for a declaratory judgment of infringeméhtaxis filed a response on February 21, 2007 hichvit
repeated the assertions of its September 12, 28Q@®nse.

On May 21, 2007, the Court granted Unaxis’ reqteestay the litigation pending reexamination of dunited
States Patent 6,919,001, after the U.S. Patenteddfianted Unaxis’ February 27, 2007 reexaminatouest and
issued an initial office action rejecting the claiof the patent. The Court also ordered the pauiéite a joint repot
every 120 days to keep it appraised of the reexatioim status. Intevac had no input to the initffice action
determination by the U.S. Patent Office.

On June 20, 2007, we filed a reply to the initiffioe action reexamination. Our reply addressesffiee
action’s rejections of the patent’s original claiared proposes amended claims that we believe ppoeed by the
original patent’s specification. Unaxis respondedur reply, and the U.S. Patent Office is now aering both
parties’ submissions. During the reexamination ess¢the patent remains valid.

Other Legal Matters

From time to time, we are involved in claims angaleproceedings that arise in the ordinary coufdmisiness.
We expect that the number and significance of thesseers will increase as our business expands.chaisns or
proceedings against us, whether meritorious oramatld be time consuming, result in costly litigatj require
significant amounts of management time, resulhendiversion of significant operational resour@gsequire us to
enter into royalty or licensing agreements whi€hegquired, may not be available on terms favorables or at all.
We are not presently party to any lawsuit or prdasgthat, in our opinion, is likely to seriouslgim our business.

ltem 4. Submission of Matters to a Vote of Secu-Holders

No matters were submitted to a vote of securitydrd during the fourth quarter of the fiscal yearared by
this Annual Report on Form 10-K.
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PART Il

Item 5. Market for Registran’'s Common Equity, Related Stockholder Matters arsslier Purchases of Equity
Securities

Price Range of Common Stock

Our common stock is listed on The Nasdaq Natioraikdt (NASDAQ Global Select) under the symbol
“IVAC.” As of March 10, 2008, there were approxiralgt 124 holders of record of our common stock. Beea
many of our shares of common stock are held bydysind other institutions on behalf of stockhddere are
unable to estimate the total number of stockholdepsesented by these record holders.

The following table sets forth the high and lowsitmy sale prices per share as reported on The Nasakdonal
Market for the periods indicated.

High Low

Fiscal 2006

First Quartel $28.8( $13.4:

Second Quarte 30.6( 18.8¢

Third Quartel 25.3¢ 14.81

Fourth Quarte 27.9¢ 16.2¢
Fiscal 2007

First Quarte! $30.57 $22.0(

Second Quarte 26.7 18.92

Third Quartel 22.3i 13.2:

Fourth Quarte 18.12 14.01

Dividend Policy

We currently anticipate that we will retain our@ags, if any, for use in the operation of our lmesis and do
not expect to pay cash dividends on our capitalksio the foreseeable future.
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Performance Graph

The following graph compares the cumulative totatkholder return on our Common Stock with thathef
NASDAQ Stock Market Total Return Index, a broad keaindex published by the Center for Researchecu8ty
Prices (“CRSP”), and the NASDAQ Computer ManufaetsirStock Total Return Index compiled by CRSP. The
comparison for each of the periods assumes th&t %48 invested on December 31, 2002 in our ComniockSthe
stocks included in the NASDAQ Stock Market TotatiRe Index and the stocks included in the NASDAQ
Computer Manufacturers Stock Total Return Indexesghindices, which reflect formulas for dividenthvestment
and weighting of individual stocks, do not neceibgagflect returns that could be achieved by indihal investors.

COMPARISON OF CUMULATIVE TOTAL RETURN SINCE DECEMBE R 31, 2002
AMONG INTEVAC, NASDAQ STOCK MARKET TOTAL RETURN IND EX AND
NASDAQ COMPUTER MANUFACTURERS TOTAL RETURN INDEX
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Item 6. Selected Consolidated Financial Da

The following table presents our selected finand&h and is qualified by reference to, and shbeldead in
conjunction with, the consolidated financial sta¢ens of Intevac, including the notes thereto, armshdfjement’s
Discussion and Analysis of Financial Condition &®bults of Operations, each appearing elsewhehgsimeport.

Consolidated Statement of Operations Datz
Net revenues
Systems and componel
Technology developmel
Total net revenue
Cost of net revenue
Systems and componel
Technology developmel
Inventory provision
Total cost of net revenu

Gross profi
Operating expense
Research and developm
Selling, general and administrati
Total operating expens
Operating income (los:
Interest incomi
Other income (expense), r

Income (loss) before income tax
Provision for (benefit from) income tax

Net income (loss

Basic earnings (loss) per shs

Net income (loss

Shares used in per share calculati
Diluted earnings (loss) per sha

Net income (loss

Shares used in per share calculati

Consolidated Balance Sheet Data:

Cash, cash equivalents and s-term Investment
Working capital
Total asset
Long-term debt
Total stockholder' equity

Year Ended December 31

2007 2006 2005 2004 2003
(In thousands, except per share data)
$202,29: $250,15¢ $130,16¢( $61,32¢ $ 27,73¢
13,54: 9,71i 7,061 8,28¢ 8,55¢€
215,83 259,87! 137,22¢ 69,61¢ 36,29«
111,51 151,28 87,52 45,52¢ 19,68¢
7,41°F 6,10z 5,25¢ 6,85¢ 6,032
862 1,52 873 1,37¢ 743
119,79: 158,91¢ 93,651 53,75¢ 26,46¢
96,04: 100,95¢ 43,57¢ 15,85¢ 9,83(
40,13} 30,03¢ 14,38¢ 11,58( 12,03
28,47( 22,92¢ 14,47 9,52% 8,44¢
68,60 52,96( 28,861 21,10¢ 20,48¢
27,43¢ 47,99¢ 14,717 (5,249 (10,659
6,544 3,501 1,30z 634 26¢
1,59¢ 277 552 381 (1,879
35,57¢ 51,77: 16,57: (4,239 (12,269
8,23t 5,07¢ 421 11C 38
$ 27,34F $ 46,69¢ $ 16,151 $(4,349) $(12,309)
$ 126 $ 222 $ 07¢ $(02) $ (0.9
21,44, 21,01t 20,46: 19,74¢ 12,94¢
$ 12 $ 21t $ 07€¢ $ (022 $ (0.99
22,15( 21,93¢ 21,20z 19,74¢ 12,94¢
$138,65¢ $ 95,03t $ 49,731 $42,03¢ $ 19,507
154,63( 118,06: 77,35:¢ 53,10( 22,63¢
215,41 206,00 130,44- 79,62: 55,97t
1,89¢ — — —
185,16 144,31( 87,87« 69,37¢ 30,86¢
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Item 7. Managemen's Discussion and Analysis of Financial Condition drResults of Operation

The following discussion and analysis contains fodMooking statements which involve risks and
uncertainties. Words such as “believes,” “expect&hticipates” and the like indicate forward-lookinstatements.
These forward looking statements include commertdsed to our projected revenue, gross margin, apeg
expense, profitability, income tax expense, effec¢tix rate, capital spending and cash balances;athequacy of
our cash balances to fund our operations; projecteldtility in our financial results; projected cimner
requirements for new capacity and technology upgsar our installed base of magnetic disk manui@ut)
equipment and when, and if, our customers will @laers for these products; projected change fpamiod to
period in the customers, and location of customites, constitute the majority of our revenues; lgnegth of
development, marketing and deployment cycles fiitargicustomers; Imaging Instrumentation’s ability
proliferate its technology into major military weaps programs and to develop and introduce commigpcgaucts;
and the timing of delivery and/or acceptance of lnaicklog for revenue. Our actual results may diffexterially
from the results discussed in the forw-looking statements for a variety of reasons, idiig those set forth under
“Risk Factors” and should be read in conjunctiontivthe Consolidated Financial Statements and reliNetes
contained elsewhere in this Annual Report on FofakK1

Overview
Intevac’s business consists of two reportable seggne

Equipment: Intevac is a leader in the design, manufactudenaarketing of high-productivity “lean”
manufacturing systems and has been producing “Lé&king” platforms since 1994. We are the leadiugplier
of magnetic media sputtering equipment to the kigskl drive industry and offer leading-edge, higbgrctivity
etch systems to the semiconductor industry.

Imaging Instrumentation: Intevac is a leader in the development of compandt-effective, high-sensitivity
digital-optical products for the capture and digpthlow-light images and the optical analysis aiterials. We
provide sensors, cameras and systems for commappéitations in the inspection, medical, scieat#nd security
industries and for government applications suchigist vision and long-range target identification.

Equipment Business

In the early 1990s we developed a system, the MBIR- deposit magnetic films and protective ovatso
onto magnetic disks used in hard disk drives. Shstem gained wide acceptance and by the late 1889%eing
used to manufacture approximately half of the disdesd in hard disk drives worldwide. In late 20@8,introduced
a new system, the 200 Lean. The hard disk drivastig has gone through significant consolidation there are
now only seven significant manufacturers of magnéitks, some of whom also manufacture hard diskesr As a
result of the small number of customers and thé higerage selling price of our products, our Eq@ptmevenues
tend to be volatile from quarter to quarter. Iniidd, our Equipment business has historically bgelnject to capit:
spending cycles. For example, in the period fro@51Hhrough the middle of 1998, we sold $300 millafrdisk
manufacturing equipment. In the period from the diedbf 1998 thru 2003, our disk equipment reveraxesaged
approximately $20 million per year and consistethefsale of a limited number of systems, technolgggrades,
parts and service for the installed base of outesys. In 2006, our sales of disk manufacturing goeint grew to
$248 million in annual revenues. In 2007, shipmeritsew disk sputtering systems declined and ouenae from
sales of disk manufacturing equipment dropped &v$tillion.

In the past we also manufactured both depositiohrapid thermal processing equipment used in the
manufacture of flat panel displays. In late 2002,s@ld our rapid thermal processing product ling stopped
actively marketing our flat panel deposition prodire. From 2000 through 2004, cumulative reverfues sales
of flat panel display manufacturing systems tot£i8d.8 million. 2005 revenues included $5 milliearh selling a
license to one of our flat panel patents and reieignrevenue on the last flat panel system wepstdp
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Imaging Instrumentation Business

Developing advanced products for the military imes long development cycles, as products move gftrou
successive multi-year stages of technology dematimty, engineering and manufacturing product dguakent,
prototype production and then product deploymeathEstage in this process requires ongoing govarhfuading.
Historically, much of our Imaging Instrumentationsiness revenues have been derived from contrseareh and
development, rather than product sales. In 2008rder to shorten the time to market and to ineehs number of
markets for our imaging products, we began to faedelopment of imaging products for commercial re&skin
January 2007, we completed the acquisition of #sets and certain liabilities of DeltaNu, LLC, agmany that
pioneered development of miniature Raman spectemsgstems. In November 2007 we completed and sitiqui
of the assets and certain liabilities of Creativeplay Systems, LLC, a company that specializdggh-
performance, micro-display products for nege and portable applications in defense and cociatenarkets. As
result of these activities and the internal develept of new products for military and commercigblagations, the
percentage of Imaging Instrumentation revenuewveéeéiirom product sales grew from 15% in 2006 to 272007
and is expected to continue to increase in 2008.

Critical Accounting Policies

The preparation of financial statements and reldisclosures in conformity with accounting prineigl
generally accepted in the United States of Amgtid® GAAP”) requires management to make judgments,
assumptions and estimates that affect the amoeptsted. Our significant accounting policies arsodided in
Note 2 to the consolidated financial statementided in Iltem 8 of our Annual Report Form 10-K. Certain of
these significant accounting policies are considi¢éoebe critical accounting policies, as definetbbve

A critical accounting policy is defined as one tlsaboth material to the presentation of our firnahstatements
and requires management to make difficult, subjeair complex judgments that could have a mateffaktt on oul
financial conditions and results of operations.&mlly, critical accounting estimates have toh#dwing
attributes: 1) We are required to make assumptdosit matters that are highly uncertain at the tifrthe estimate
and 2) different estimates we could reasonably lseel, or changes in the estimate that are realydiiaddy to
occur, would have a material effect on our finahc@adition or results of operations.

Estimates and assumptions about future eventshamndeffects cannot be determined with certaintg Mdse
our estimates on historical experience and on varather assumptions believed to be applicable@agbnable
under the circumstances. These estimates may claangaw events occur, as additional informatiasbigined and
as our operating environment changes. These ch&ageshistorically been minor and have been indudeur
consolidated financial statements as soon as thegrbbe known. In addition, management is periodidalted with
uncertainties, the outcomes of which are not wittsrtontrol and will not be known for prolongedipes of time.
Many of these uncertainties are discussed in tbioseabove entitled “Risk Factors.” Nonethelessdal on a
critical assessment of our accounting policiesthedunderlying judgments and uncertainties affectire
application of those policies, management beli¢kasour consolidated financial statements ardyfatated in
accordance with US GAAP, and provide a meaningfesentation of our financial condition and resalfts
operation.

We believe the following critical accounting poésiaffect the more significant judgments and esémeve
make in preparing our consolidated financial statets. We also have other key accounting policielssameounting
estimates related to the collectibility of tradeawables, customer advances, cash, cash equivaedtinvestment
and prototype product costs. We believe that tléiser accounting policies and other accountingrests either do
not generally require us to make estimates andnjgaigs that are as difficult or subjective, or assllikely to have
material impact on our reported results of operefay a given period.

Revenue Recognition

Certain of our system sales with customer acceptpnuvisions are accounted for as multiple-element
arrangements. If we have previously met definedotner acceptance levels with the specific typeysfem, then
we recognize revenue for the fair market valueéhefgdystem upon shipment and transfer of title,randgnize
revenue for the fair market value of installatioacceptance services when those services ardetechp/Ne
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estimate the fair market value of the installatiod acceptance services based on our actual hatexperience of
the relative cost of such installation and acceg#aservices. For systems that have generally rest bemonstrated
to meet a particular customer’s product speciftsaiprior to shipment, revenue recognition is tgjpycdeferred
until customer acceptance. For example, whileahghipments of our 200 Lean System were recogragagvenue
upon customer acceptance during 2004, revenueagagmized upon shipment for the majority of 200rnsea
shipped in 2005, 2006 and 2007. The systems inlbgek December 31, 2007 are for a customer fomwiv@ hav:
met defined customer acceptance levels, and wecet@eecognize revenue upon shipment. We antieifiat we
will recognize revenue on our newly developed systén 2008 upon customer acceptance, until sudersgsmeet
defined customer acceptance levels.

In some instances, hardware that is not esseatthktfunctioning of the system may be delivergdraf
acceptance of the system. In these cases, we &stineefair market value of the non-essential harévas if it had
been sold on a stand-alone basis, and defer reingnievenue on that value until the hardware liveleed.

Revenues for systems without installation and aecee provisions, as well as revenues from teclyyolo
upgrades, spare parts, consumables and produtitbythe Imaging Instrumentation business are gaczed when
title passes to our customer. In certain caselntdogy upgrade sales are accounted for as mukipiment
arrangements, usually split between delivery ofpthts and installation on the customer’s systémihese cases,
we recognize revenue for the fair market valuehefgarts upon shipment and transfer of title, @edgnize revent
for the fair market value of installation servisgisen those services are completed.

In certain cases, we sell limited rights to oueilgctual property. Revenue from the sale of atglliectual
property license will generally be recognized &tithception of the license term.

We perform best efforts research and developmerit wader various government-sponsored research
contracts. These contracts are a mixture of cagt-fiked-fee (“CPFF”) and firm fixed-price (“FFP"Revenue on
CPFF contracts is recognized in accordance witlraonterms, typically as costs are incurred. Reeemm FFP
contracts is generally recognized on the percenthgempletion method based on costs incurred lation to total
estimated costs. Provisions for estimated lossepuwarnment-sponsored research contracts are extardhe
period in which such losses are determined.

Inventories

Inventories are priced using average actual cogtsaee stated at the lower of cost or market. Breyng valus
of inventory is reduced for estimated excess arsblelscence by analyzing historical and anticipatsdand. In
addition, inventories are evaluated for potentizdalescence due to the effect of known and antieipangineering
changes and new products. If actual demand wdve substantially lower than estimated, additionaéntory
adjustments would be required, which could haveaterial adverse effect on our business, finanadabiion and
results of operation. A cost-to-market reservestaldished for work-in-progress and finished goodsntories
when the value of the inventory plus the estimatest to complete exceeds the net realizable vdltleeanventory.

Warranty

We provide for the estimated cost of warranty wherenue is recognized. Our warranty is per contexots
and for our systems the warranty typically rangetsveen 12 and 24 months from customer acceptancesyBtems
sold through our distributor, we offer a 3 monthrraty. The remainder of any warranty period isréeponsibility
of the distributor. During this warranty period asgfective non-consumable parts are replaced astalled at no
charge to the customer. The warranty period onwoasle parts is limited to their reasonable uskbds. We use
estimated repair or replacement costs along witth@torical warranty experience to determine oarranty
obligation. We exercise judgment in determining tinéerlying estimates. We also provide for estimhagrofit
costs, which typically relate to design changesnmrovements we identify. On a case-by-case bagigjetermine
whether or not to retrofit systems in the fieldhatcharge to the customer. Should actual warrasgisdiffer
substantially from our estimates, revisions togktmated warranty liability would be required, alnicould have a
material adverse effect on our business, finargabition and results of operations.
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Income Taxes

We account for income taxes in accordance witheStant of Financial Accounting Standard No. 109,
“Accounting for Income Taxes,” (“SFAS 109"), whichquires that deferred tax assets and liabiliteesezognized
using enacted tax rates for the effect of tempodéfgrences between book and tax bases of recassets and
liabilities. SFAS 109 also requires that defer@dassets be reduced by a valuation allowancésiinitore likely
than not that a portion of the deferred tax assttot be realized. As of December 31, 2007, $#iBion of the
deferred tax asset was valued on the balance stetadf a valuation allowance of $2.7 million. Thepresents the
amount of the deferred tax asset from which we etqmerealize a benefit. We cannot predict withtaiaty when, o
if, we will realize the benefit of the portion dfa deferred tax asset currently offset with a vdnaallowance.

On a quarterly basis, we provide for income taxaseld upon an annual effective income tax rate effieetive
tax rate is highly dependent upon the level ofmejected earnings, the geographic compositionafdwide
earnings, tax regulations governing each regiongperating loss carry-forwards, availability ok teredits and the
effectiveness of our tax planning strategies. Wefady monitor the changes in many factors andisidpur
effective income tax rate on a timely basis. luattesults differ from the estimates, this coudadna material effe
on our business, financial condition and resultspdrations. For example, as our projected levebofings
changed throughout 2007 and we benefited from variax planning strategies, we decreased the aeffeative
tax rate from 31.6% at the end of the first quat®26.9% at the end of the second quarter, 10%4t the end of
the third quarter and to 23.1% at the end of thetfoquarter.

The calculation of tax liabilities involves sigriéint judgment in estimating the impact of uncetiefin the
application of complex tax laws. Resolution of #hn@scertainties in a manner inconsistent with opeetations
could have a material effect on our business, firrcondition and results of operations.

Results of Operations

Net revenues

Year Ended December 31, % Change % Change
2007 2006 2005 2007 vs. 200 2006 vs. 200
(In thousands, except percentages)
Equipment net revenuu $196,68¢ $248,48: $129,28( (21)% 92%
Imaging Instrumentation net revent 19,14¢ 11,39: 7,94¢ 68% 43%
Total net revenue $215,83: $259,87! $137,22! 17% 89%

Net revenues consist primarily of sales of equipnosied to manufacture thin-film disks, and, tossér extent,
related equipment and system components; flat pgmeépment technology license fees; contract rebeand
development related to the development of elegptical sensors, cameras and systems; and lowititgding
products.

The decrease in Equipment revenues in 2007 wagrituarily to a reduction in the number of 200 Lean
systems delivered. In 2007 we delivered twenty-iZi0@ Lean systems versus forty-six 200 Lean systiatigered
in 2006. Equipment revenue in 2007 also includendt éisk lubrication systems and a significant iasein revenue
from disk equipment technology upgrades and sparts.pNe sold a D-Sté&flat panel technology license for
$1.3 million. During 2006, we also sold thirteesldiubrication systems and had significant saledisk equipment
technology upgrades and spare parts. During 20850l twenty-three 200 Lean systems, six MDP-358sns
and fourteen disk lubrication systems. 2005 rever®o included $5.0 million of flat panel equiprhand license
sales.

The magnetic disk manufacturing industry consi$@ small number of large manufacturers. In 2008ga&e
acquired Maxtor, and in June 2007, Western Digitadlounced the acquisition of Komag, both of whiattHer
concentrated our customer base. We currently hewens200 Lean systems either shipped or in bacltbgh are
scheduled for revenue recognition during 2008. Weet Equipment revenues in 2008 to be signifigaotiver
than in 2007, due to fewer shipments of 200 Leatesys.
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Imaging Instrumentation revenues increased by G8%d.9.1 million in 2007, which consisted of $5.lioin
of product revenue and $13.9 million of contrase@ch and development revenue. The $11.4 mii@006
Imaging Instrumentation revenue consisted of $1illfom of product revenue and $9.7 million of camtt research
and development revenue. The increase in produehte resulted from higher sales of digital nighton camera
modules and commercial products. Product reverziedad contributions from DeltaNu, which was acegdion
January 31, 2007, and Creative Display Systems;hwilias acquired on November 9, 2007. The incra@aseritrac
research and development revenue was the resalbigher volume of contracts and incremental regegenerated
from contract close-outs. The $7.9 million in 206%ging Instrumentation revenues consisted of $BXBof
product revenue and $7.0 million of contract resle@nd development revenue. In 2008, we expedhthging
Instrumentation revenue to grow significantly, guignarily to increased product sales. During 2008 expect ove
50% of our revenue to come from product sales. tanbal growth in future Imaging Instrumentationeaues is
dependent on proliferation of our technology intajon military weapons programs, the ability to abtaxport
licenses for foreign customers, obtaining produrciabcontracts for these programs, and developamhsale of
commercial products.

Our backlog of orders at December 31, 2007 was2d3dlion, as compared to a December 31, 2006 logcal
$125.0 million. The $34.2 million of backlog at Eeaber 31, 2007 consisted of $28.4 million of Equémirbacklog
and $5.8 million of Imaging Instrumentation backldgpe $125.0 million of backlog at December 31,&200nsiste:
of $119.4 million of Equipment backlog and $5.6liail of Imaging Instrumentation backlog. Backlog at
December 31, 2007 includes two 200 Lean systentrapared to twenty-four 200 Lean systems in barhklo
December 31, 2006. During the first two months @&, we have received orders for five additiond P@an
systems.

Significant portions of our revenues in any pattacyeriod have been attributable to sales to adomumber
of customers. In 2007 sales to Seagate, our Japdistsbutor, Matsubo, Hitachi Global Storage Trealbgies, and
Fuji Electric each accounted for more than 10%uwfrevenues, and in aggregate accounted for 90%vehues. In
2006, Seagate, Matsubo, and Hitachi Global Stofaghnologies each accounted for more than 10% of ou
revenues, and in aggregate accounted for 93% ehtms. In 2005, Seagate, Matsubo, Hitachi Glolmab§e
Technologies and Maxtor each accounted for mone 1986 of our revenues, and in aggregate accounte2Dfo of
revenues.

International sales totaled $177.0 million, $233i#lion, and $97.5 million in 2007, 2006, and 2005,
respectively, accounting for 82%, 90%, and 71%atfravenues. The decrease in international sal280di was
primarily due to a decrease in net revenues frak sibuttering systems. The increase in internaltalas in 2006
was primarily due to an increase in net revenuas flisk sputtering systems. Substantially all afioternational
sales are to customers in Asia, which includesyctsdshipped to overseas operations of U.S. corapa@iur mix
of domestic versus international sales will chafigm period to period depending on the locatioowf largest
customers in each period.

Gross margin

Year Ended December 31 % Change % Change
2007 2006 2005 2007 vs. 200 2006 vs. 200
(In thousands, except percentage:

Equipment gross prof $87,88: $ 97,16  $42,62: (20)% 12&%
%of Equipment net revenu 44.71% 39.1% 33.(%
Imaging Instrumentation gross prc $815¢ $ 3,79¢ $ 95E 115% 29&%
%of Imaging Inst. net revenu 42.% 33.2% 12.(%

Total gross profi $96,04:  $100,95¢  $43,57¢ (5)% 132%

%of net revenue 44.5% 38.&% 31.&%

Cost of net revenues consists primarily of purctiasaterials and costs attributable to contractare$eand
development, and also includes fabrication, assgndst and installation labor and overhead, custespecific
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engineering costs, warranty costs, royalties, gions for inventory reserves and scrap. Cost ofevatnues for 2007 and 2006
included $638,000 and $428,000 of equity-based emsgtion expense, respectively.

Equipment gross margin improved to 44.7% in 200Mmf39.1% in 2006. Our product mix, higher averaglkrg prices and
cost reduction programs all contributed to the bigiross margin for the year. Equipment gross marg2006 improved over
the gross margin achieved in 2005 due primarilgraduct mix, higher average selling prices, coduotion programs and
increased volume. We expect the gross margin Etuipment business in 2008 to be somewhat Idwvear in 2007, primarily
as a result of a reduction in volume. Gross mariitke Equipment business will vary depending eumber of additional
factors, including product mix, product cost, systeonfiguration and pricing, factory utilizatiomdprovisions for excess and
obsolete inventory.

Imaging Instrumentation gross margin improved t@®%2in 2007 from 33.3% in 2006. The increase irsgnmargin resulted
primarily from higher margins on development coatsafavorable adjustments related to contractedots and increased prod
sales. The improvement in Imaging Instrumentatiasg margin in 2006 as compared to 2005 was piiiymduie to a higher
percentage of contract research and developmestuevbeing derived from fully funded contractsofable adjustments related
to closing out prior year government rate audit$ iaereased product shipments. We expect the gnasgin for the Imaging
Instrumentation business in 2008 to improve ov&72@rimarily as a result of the projected increiageroduct sales, which
typically carry higher gross margins.

Research and development

Year Ended December 31 % Change % Change
2007 2006 2005 2007 vs. 200t 2006 vs. 200!
(In thousands, except percentage:
Research and development expe $40,13" $30,03¢ $14,38:¢ 34% 10%
% of net revenue 18.¢% 11.€% 10.5%

Research and development expense consists prinopiptotype materials, salaries and related aofsésnployees engaged
in ongoing research, design and development aetvibr disk sputtering equipment, semiconductariggent and Imaging
Instrumentation products. Research and developotests for 2007 and 2006 included $2.1 million afdt$nillion of equity-
based compensation expense, respectively.

Research and development spending increased ipgui during 2007 as compared to 2006 and in 26@®mpared to
2005. The increase in Equipment spending was daeagty to spending on the development of our LEach™ product line to
serve the semiconductor market and, to a lessengxdpending for continuing development of ouk diguttering products.
Imaging Instrumentation research and developmesidipg declined slightly in 2007 after a signifitarcrease in 2006 as
compared to 2005.

Engineering headcount has grown from 89 at theo#2005 to 129 at the end of 2006, and to 141aetid of 2007. We
expect that research and development spendinglegliease slightly in 2008 due primarily to a returcin expenditures related
to the development of our Lean Efé¢tproduct line.

Research and development expenses do not inclste afdb7.4 million, $6.1 million, and $5.3 millipim 2007, 2006, and
2005, respectively, which are related to contrasearch and development and included in cost akenenues.

Selling, general and administrative

Year Ended December 31, % Change % Change
2007 2006 2005 2007 vs. 2006 2006 vs. 2005
(In thousands, except percentages)
Selling, general and administrative expe $28,47( $22,92¢ $14,47" 24% 58%
% of net revenue 13.2% 8.8% 10.5%

Selling, general and administrative expense canpistarily of selling, marketing, customer suppértancial and
management costs and also includes productionstbmer samples, travel, liability insurance,
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legal and professional services and bad debt egpéiisdomestic sales and international sales sk dputtering
products in Asia, with the exception of Japan,tgpécally made by Intevac’s direct sales force, vetas sales in
Japan of disk sputtering products and other pradaret typically made by our Japanese distribut@tsiibo, who
provides services such as sales, installation,amtyrrand customer support. We also have subsidiari8ingapore
and in Hong Kong, along with field offices in JapMfalaysia, Korea and Shenzhen, China to supperéguipmen
customers in Asia. Selling, general and adminiseatosts for 2007 and 2006 included $3.5 milliowl a

$1.5 million of equity-based compensation experespectively.

The increase in selling, general and administratpending in 2007 was primarily the result of imses in
costs related to business development, customécsend support in both the Equipment and Imaging
Instrumentation businesses, legal expenses asseidh the Unaxis litigation and higher equity-bds
compensation expense. Our selling, general andrasinaitive headcount increased from 63 at the é29@5 to 77
at the end of 2006, and to 111 at the end of 20B&.increase in selling, general and administrapending in
2006 was primarily the result of increases in coststed to business development, customer seavidesupport in
the Equipment business, legal expenses associdtethe Unaxis litigation and provisions for empéayprofit
sharing and bonus plans. We expect that sellinggrgé and administrative expenses will increasz0id8 over the
amount spent in 2007 due primarily to a projectenieéase in costs related to customer service guubsifor the
Equipment business and the addition of key busidegslopment personnel in the Imaging Instrumeortati
business. This will be partially offset by loweopgisions for employee profit sharing and bonus glaasulting fror
our expectations of lower profits in 2008.

Interest income and other, net

Year Ended December 31, % Change % Change
2007 2006 2005 2007 vs. 200 2006 vs. 200
(In thousands, except percentages)
Interest income and other, r $8,14: $3,77¢  $1,85¢ 11€% 104%

Interest income and other, net in 2007 included.a $illion gain on the redemption of our prefernetrest ir
601 California Avenue LLC, $6.5 million of interaatome on investments and $129,000 in net otreame. The
increase in interest income in 2007 was drivenibhér interest rates on our investments and a higierage
invested balance. Interest income and other, n20@6 consisted of $390,000 of dividends from 6@lif@rnia
Avenue LLC, $3.5 million of interest income on istments and $113,000 in net other expense. Inteiasne and
other, net in 2005 consisted of $390,000 of diviteftom 601 California Avenue LLC, $1.3 million ioterest
income on investments and $155,000 of foreign cegrgyains and losses and other income. We expiecest
income and other, net to decrease in 2008 duestalikence of the one-time real estate gain in 2867 reduction
in interest income due primarily to a reductionnterest rates.

Provision for income taxes

Year Ended December 31 % Change % Change
2007 2006 2005 2007 vs. 200 2006 vs. 200
(In thousands, except percentage:
Provision for income taxe $8,23:  $5,07¢ $421 62% 110€%

In 2007, we accrued income tax using an effecixerate of 23.1% of pretax income. This rate issdamn an
estimate of our annual tax rate calculated in ataace with Statement of Financial Accounting Stadsl&lo. 109,
“Accounting for Income Taxes.” Our tax rate difféfrem the applicable statutory rates due primanolyhe
utilization of deferred and current credits andéffect of permanent differences and adjustmengsiof permanent
differences. Our deferred tax asset of $10.1 millpartially offset by a valuation allowance,uéisig in a net
deferred tax asset of $7.3 million at December2BD7. The valuation allowance is attributable &iestemporary
differences and deferred research and developmedits that are not realizable in 2008. We expeacteffective ta:
rate to decrease in 2008 due to research and geneht credits generated in 2008, which will beizédl against a
lower level of pre-tax profits.

In 2006, we accrued income tax using an effecixerate of 12% of pretax income. Our net deferesdasset
totaled $4.6 million at December 31, 2006, net vakation allowance of $2.8 million.
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For 2005, we accrued income tax using an effettixeate of 2.5% of pretax income. Our net defetexdasse
totaled zero at December 31, 2005, net of a $18l®mvaluation allowance.

Liquidity and Capital Resources

At December 31, 2007, we had $140.7 million in ¢casish equivalents, and investments compared to
$103.0 million at December 31, 2006. During fis2a07, cash and cash equivalents decreased by #llidh, due
to the net purchase of investments and fixed assetsthe acquisitions of the assets and cerilities of
DeltaNu, LLC and Creative Display Systems, LLC tadly offset by the cash provided by operating éindncing
activities.

Cash provided by operating activities in 2007 &dab40.5 million compared to $55.2 million in 200®e
decrease in cash provided from operating activitias due primarily to the reduction in net incom&007,
adjusted to exclude the effect of non-cash charg#sding depreciation and equity-based compensatind to
decreases in accounts payable and customer adygacgslly offset by decreases in accounts reddévand
inventory. Accounts receivable totaled $14.1 millet December 31, 2007 compared to $40.0 million at
December 31, 2006. The decrease of $25.8 millidhérreceivable balance was due primarily to tideicgon in
revenue in the second half of 2007 as compare@@6.2Net inventories decreased by $15.8 milliorirdu2007 dut
primarily to decreases in both raw materials andkvio-progressThe higher level of net inventory at December
2006 was used to support the twenty-four systerbaaklog at that time. Accounts payable totaled $Tillion at
December 31, 2007 compared to $16.0 million at bdxsr 31, 2006. The decrease of $8.3 million reltddhe
decrease in inventory purchases and a slowdowaribusiness. Accrued payroll and related liab#itiecreased by
$3.2 million during 2007 due to a decrease in asrfor bonuses and employee profit-sharing. Odlcerued
liabilities totaled $5.5 million at December 31 ,0Z0compared to $6.6 million at December 31, 200& decrease
of $1.2 million relates primarily to reductionsaccruals for our warranty and tax obligations. Cosr advances
decreased by $21.9 million during 2007. The deeeass driven by the reduction in backlog at Decem3fie 2007.

Investing activities in 2007 used cash of $59.2ioml Purchases of investments, net of proceeds Bales an
maturities, totaled $49.2 million, and capital exgieures in 2007 totaled $5.7 million. During 200 invested
$6.7 million in the acquisitions of DeltaNu, LLC&&reative Display Systems, LLC, and we sold ouestment in
601 California Avenue LLC. Our investing activities2006 used cash of $37.3 million as the reduthe
$28.9 million net purchase of investments and $&l4on in capital expenditures.

Financing activities provided cash of $6.9 million2007. The sale of Intevac common stock to oupleyees
through our employee benefit plans provided $38aniand we realized tax benefits of $3.0 millisom equity-
based compensation. Financing activities provideshof $6.2 million in 2006 due to the sale of yaiecommon
stock to our employees through our employee bepkfits and tax benefits from equity-based compensat

We issued $4.0 million in notes payable relatethéoacquisition of DeltaNu, LLC, which are disccanhto
$3.9 million on the accompanying Consolidated Beda8heet. $2 million of the notes are scheduldi:trepaid on
each of January 31, 2008 and 2009.

We have generated operating income for the lasethears, after incurring annual operating lossea f.998
through 2004. We currently expect to incur a sligprating loss in 2008.

We believe that our existing cash, cash equivalemisshort-term investments will be sufficient teghour
cash requirements for the foreseeable future. \émihto undertake approximately $8 million in capit
expenditures during the next 12 months.
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Contractual Obligations

In the normal course of business, we enter int@uarcontractual obligations that will be settlaccash. These
obligations consist primarily of operating lease @archase orders placed in the normal coursesihbss. The
expected future cash flows required to meet theigadions as of December 31, 2007 are shown irtable below.
More information on the operating lease obligatienavailable in Part II, Item 8, “Financial Statemts and
Supplementary Data.”

Payments Due by Perioc

Total <1 Year 1-3 Years 3-5 Years > 5 Years

(In thousands)
Operating lease obligatiol $10,53( $2,53¢ $4,90¢ $305 $ 36
Purchase obligatior 9,39: 9,392 — — —
Total $19,92: $11,92¢ $ 4906 $305. $ 36

Off-Balance Sheet Arrangements

As of December 31, 2007, we did not have any naltefi-balance sheet arrangements (as definee:im 803
(a)(4)(ii) of Regulation S-K).

ltem 7A. Quantitative and Qualitative Disclosures About MagkRisk

Interest rate risk. Our exposure to market risk for changes in irsterates relates primarily to our investment
portfolio. We do not use derivative financial instrents in our investment portfolio. We place owestments with
high quality credit issuers and, by policy, linfietamount of credit exposure to any one issuent$éion
investments typically consist of investments in RlLkated commercial paper, auction rate secuatieisdebt
instruments issued by the U.S. government andjgsces.

The table below presents principal amounts ande@hlaeighted-average interest rates by year of nityafor
our investment portfolio at December 31, 2007.

Fair
2008 2009 2010 Beyonc Total Value
Cash equivalent
Fixed rate amount $ 7,75C — — — % 7,75C $ 7,75¢C
Weightec-average rat 4.2&%
Variable rate amoun $ 7,97: $ 797 $ 7,97¢
Weightec-average rat 4.82% — — —
Shor-term investment
Fixed rate amount $110,98! — — — $110,98! $111,01¢
Weightec-average rat 5.52% — — —
Long-term investment
Fixed rate amount —  $2,00¢ — — $ 2,00¢ $ 2,01C
Weightec-average rat — 4.4% — —
Total investment portfoli $126,70¢  $2,00¢ — — $128,71° $128,75!

Due to the short-term nature of the substantiai@oiof our investments, we believe that we dohete any
material exposure to changes in the fair valueuofiovestment portfolio as a result of changesiteriest rates.
Refer to footnote 13 of Notes To Consolidated FailrStatements for current issues around our invests in
Auction Rate Securities.

Foreign exchange risk.From time to time, we enter into foreign currefiogward exchange contracts to
economically hedge certain of our anticipated fgmeturrency transaction, translation and re-measeiné
exposures. The objective of these contracts isitinmze the impact of foreign currency exchange rabvements
on our operating results. We had no foreign cuydaovard exchange contracts during any of the yeaded
December 31, 2007, 2006 and 2005.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Intevac, Inc.

We have audited the accompanying balance sheé&tteohic, Inc. (a Delaware corporation) and subsgieka
(collectively, the “Company”) as of December 3102@&nd 2006, and the related consolidated statsneéiicome
and comprehensive income, stockholders’ equity,casth flows for each of the three years in theggeended
December 31, 2007. These financial statementsareesponsibility of the Company’s management. Our
responsibility is to express an opinion on thesarftial statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighargio
(United States). Those standards require that e g@hd perform the audit to obtain reasonable assarabout
whether the financial statements are free of materisstatement. An audit includes examining, ¢esa basis,
evidence supporting the amounts and disclosurtrifinancial statements. An audit also includeessing the
accounting principles used and significant estimatade by management, as well as evaluating thalbfirancial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial stateteeaferred to above present fairly, in all matenéspects, the
financial position of Intevac, Inc. as of DecemB&r 2007 and 2006, and the results of their opmratand their
cash flows for each of the three years in the peginded December 31, 2007 in conformity with actiogn
principles generally accepted in the United StafeSmerica.

Our audits were conducted for the purpose of fognain opinion on the basic consolidated financeteshents
taken as a whole. The Schedule Il is presenteddiggoses of additional analysis and is not a regupart of the
basic financial statements. This schedule has saljected to the auditing procedures applied iratkdit of the
basic financial statements and, in our opiniofiaidy stated in all material respects in relattorthe basic financial
statements taken as a whole.

As discussed in Note 10 to the consolidated fir@ratatements, effective January 1, 2007, the Cosnpa
adopted the provisions of Financial Accounting 8tads Board Interpretation No. 48;counting for Uncertainty i
Income Taxe.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Boar
(United States), Intevac, Inc.’s internal contreéofinancial reporting as of December 31, 2003glleon criteria
established internal Control — Integrated Framewoissued by the Committee of Sponsoring Organizatifns
the Treadway Commission (COSO) and our report dsli@ath 14, 2008, expressed an unqualified opiniothe
effective operation of internal control over finalaeporting.

/s/ GRANT THORNTON LLP
San Jose, California

March 14, 2008
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INTEVAC, INC.

CONSOLIDATED BALANCE SHEETS

ASSETS
Current asset:
Cash and cash equivalel
Shor-term investment

December 31

2007

2006

(In thousands)

Trade and other accounts receivable, net of alloesif $57 and $143 at December

2007 and 2006, respective

Inventories, including $2,276 and $5,765 held atamer locations at December 31,

2007 and 2006, respective
Prepaid expenses and other current a:
Deferred tax asse
Total current asse
Property, plant and equipment, at ct
Leasehold improvemen
Machinery and equipme!

Less accumulated depreciation and amortize

Long-term investment

Investment in 601 California Avenue LL
Goodwill

Other intangible assets, net of amortization ofg
Deferred income taxes and other long term as

Total asset

LIABILITIES AND STOCKHOLDERS
Current liabilities:
Notes payabli
Accounts payabl
Accrued payroll and related liabiliti¢
Other accrued liabilitie
Customer advance
Total current liabilities
Other lon¢-term liabilities
Long-term notes payabl
Stockholder' equity:

Undesignated preferred stock, $0.001 par valu®000shares authorized, no shares

issued and outstandir

Common stock, $0.001 par value at December 31, a8@#ho par value at December 31,

2006:
Authorized share— 50,000

Issued and outstanding shares — 21,591 and 21tI38amber 31, 2007 and 2006,

respectively
Additional paic-in-capital
Accumulated other comprehensive incc
Retained earning
Total stockholder equity
Total liabilities and stockholde’ equity

See accompanying notes.
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$ 27,67¢ $ 39,44(
110,98! 55,59t
14,14; 39,92’
22,13: 37,94:
4,16: 2,50¢
3,60¢ 3,26¢
182,70 178,67
12,63 11,06
27,18t 23,92¢
39,81¢ 34,98¢
24,41¢ 21,44:
15,40: 13,54¢
2,00¢ 8,00(
— 2,431
7,90¢ —
1,80¢ —
5,58¢ 3,347
$215,41:  $206,00:
' EQUITY
$ 199 $ —
7,67¢ 15,99
8,61( 11,76¢
5,45¢ 6,61
4,34( 26,24:
28,07+ 60,61¢
27¢ 1,07¢
1,89¢ —
22 99,46¢
120,05¢ 7,31¢
571 354
64,51 37,16¢
185,16: 144,31
$215,41:  $206,00:
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CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE

Net revenues
Systems and componer
Technology developmel
Total net revenue
Cost of net revenue
Systems and componel
Technology developmel
Inventory provision:
Total cost of net revenus
Gross profit
Operating expense
Research and developm
Selling, general and administrati
Total operating expens
Operating incom:
Interest incom
Other income
Income before income tax
Provision for income taxe

Net income

INTEVAC, INC.

Other comprehensive income, net of income ta

Foreign currency translation adjustme
Total comprehensive incon

Basic income per shar

Net income

Shares used in per share amol
Diluted income per shar.

Net income

Shares used in per share amol

See accompanying notes.
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INCOME

Years Ended December 31

2007

2006

2005

(In thousands, except per share amount

$202,29: $250,15¢ $130,16¢
13,54: 9,717 7,061
215,83  259,87' 137,22
111,51  151,28° 87,52
7,41F 6,10z 5,25¢
862 1,521 872
119,79:  158,91¢  93,65!
96,04:  100,95¢  43,57¢
40,137  30,03¢  14,38¢
2847C 2292« 14,47
68,601  52,96( _ 28,861
27.43¢  47,99¢ 14,71
6,544 3,501 1,30¢
1,59¢ 277 552
3557¢ 51,777 16,57
8,23: 5,07¢ 421

$ 27,348 $ 46,69t $ 16,15’
217 11€ (15)

$ 27,56 $46,81¢ $ 16,13¢
$ 126 $ 222 $ 0.7¢
21,447 21,01  20,46:
$ 122 $ 212 $ 0.7¢€
22,15( 21,93  21,20:
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INTEVAC, INC.

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

Balance at December 31, 2C
Shares issued in connection wi

Exercise of stock optior
Employee stock purchase pl

Compensation expense in form of stoc

options
Foreign currency translation adjustm
Net income

Balance at December 31, 2C
Shares issued in connection wi

Exercise of stock optior
Employee stock purchase pl

Income tax benefits realized from activity

in employee stock plar
Stoclk-based compensation expel
Foreign currency translation adjustm
Net income

Balance at December 31, 2C
Shares issued in connection wi
Exercise of stock optior
Employee stock purchase pl
Reclassification of par value fi
Delaware reincorporatic

Income tax benefits realized from activity

in employee stock plar
Stocl-based compensation expel
Foreign currency translation adjustm
Net income

Balance at December 31, 2C

Accumulated Retained
Additional Other Earnings Total
Common Stock Paid-In  Comprehensive (Accumulated Stockholders
Shares  Amount Capital Income Deficit) Equity
(In thousands)

20,18: $ 93,63¢ § 1,16¢ $ 25 $ (25,680)% 69,37t
35¢ 1,85¢ — — — 1,85¢
12¢ 48¢ — — — 48¢
— — 19 — — 19
— — — (15) — (15)
— — — — 16,15 16,15]

20,66¢$ 9597¢ ¢ 1,187 $ 23€ $  (9,529% 87,87
36C 2,66¢ — — — 2,66¢€
15¢ 824 — — — 824
— — 2,701 — — 2,707
— — 342 — — 3,42t
— — — 11€ — 11€
_ _ — — 46,69¢ 46,69¢

21,18¢ $ 99,46t § 7,31¢ $ 354 $ 37,16¢ $ 144,31
31: 2,141 352 — — 2,49
a0 671 704 — — 1,37¢
— (102,25 102,25¢ — — —
— — 3,00¢ — — 3,00¢
— — 6,37¢ — — 6,37¢
— — 34 217 — 251
_ _ — — 27,34F 27,34¢

21,59. $ 22 $120,05¢ $ 571 $ 64,51+ $ 185,16

See accompanying notes.
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INTEVAC, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities
Net income

Adjustments to reconcile net income to net cashcasth equivalents provided

by operating activities
Depreciation & amortizatio
Net accretion of investment premiums and disco
Amortization of intangible asse
Inventory provision
Equity-based compensatic
Deferred income taxe
Tax benefit from equit-based compensatic
Loss on disposal of equipme
Changes in assets and liabiliti
Accounts receivabl
Inventory
Prepaid expenses and other as
Accounts payabl
Accrued payroll and other accrued liabilit
Customer advance

Total adjustment

Net cash and cash equivalents provided by operatitigities
Investing activities

Purchase of investmer

Proceeds from sales and maturities of investrr

Sale of investment in 601 California Avenue L

Acquisition of DeltaNu, LLC, net of cash acquir

Acquisition of Creative Display Systems, LLC, nétash acquire:
Purchase of equipme

Net cash and cash equivalents used in investirgtaes
Financing activities

Proceeds from issuance of common sl

Tax benefit from equit-based compensation pla

Net cash and cash equivalents provided by finanaatiyities
Effect of exchange rate changes on ¢

Net increase (decrease) in cash and cash equis

Cash and cash equivalents at beginning of p¢

Cash and cash equivalents at end of pe

Cash paid (received) fc
Income taxe:
Income tax refun:
Other noi-cash change:
Notes payable issued for the acquisition of DeltalN1C

See accompanying notes.
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Years Ended December 31

2007

2006

2005

(In thousands)

$ 27,34t $ 46,69¢ $ 16,15!

4,20: 2,84¢ 2,15(
(175) (264) (55)
21¢ — —
862 1,521 872
6,37¢ 3,42t 19
(1,659 (4,58 —
(3,009 (2,707 —
— 39 4
26,68 2,92¢ (38,08
15,68¢ (14,590 (10,359
(2,537) (1,909 (1,661
(8,84) 8,90« 5,40%
(2,679 9,762 7,64¢
(22,02) 3,107 _ 19,30:
13,11¢ 8,49 (14,75
40,46:  55,19: 1,39¢
(175,629 (152,280 (100,14
126,40( 123,42f  98,35(
2,431 — —
(1,919 — —
(4,782) — —
(5735 (8,429 (4,140
(59,229 (37,279 (5,930
3,86¢ 3,49( 2,34¢
3,00¢ 2,707 —
6,87¢ 6,197 2,34¢
114 75 (10)
(11,767 24,18F (2,200
39,44( 1525  17,45:
$ 27,67 $ 3944( $ 15,25

$ 11,64« $ 572 $ 2

(25¢)

$ 389 $

$ —
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Business and Nature of Operation
Intevac’s business consists of two reportable seggne

Equipment: Intevac is a leader in the design, manufactudenaarketing of high-productivity “lean”
manufacturing systems and has been producing “Lé&king” platforms since 1994. We are the leadiugplier
of magnetic media sputtering equipment to the kigsk drive industry and offer leading-edge, higbgrctivity
etch systems to the semiconductor industry.

Imaging Instrumentation: Intevac is a leader in the development of compadt-effective, high-sensitivity
digital-optical products for the capture and digpdhlow-light images and the optical analysis dafterials. We
provide sensors, cameras and systems for commapgiitations in the inspection, medical, scieati#nd security
industries and for government applications suchigist vision and long-range target identification.

The majority of our revenue is currently derivednfrour Equipment business, and we expect that #jerity
of our revenues for the next several years willticwre to be derived from our Equipment business.

2. Summary of Significant Accounting Policies
Basis of Presentation

The consolidated financial statements include tu@ants of Intevac and its wholly owned subsidari|
inter-company transactions and balances have beeinated.

Revenue Recognition

We recognize revenue using guidance from SEC 8tafbunting Bulletin No. 104, “Revenue Recognition.”
Our policy allows revenue recognition when perseasvidence of an arrangement exists, deliveryolkasrred or
services have been rendered, the price is fixetbtmrminable, and collectibility is reasonably asdu

Certain of our system sales with customer acceptpnuvisions are accounted for as multiple-element
arrangements. If we have previously met definedocnser acceptance levels with the specific typeysfem, then
we recognize revenue for the fair market valuehefgystem upon shipment and transfer of title,randgnize
revenue for the fair market value of installatiovdacceptance services when those services ardatechpVe
estimate the fair market value of installation aedeptance services based on our actual histesipalrience of the
relative cost of such installation and acceptarceices.. For systems that have generally not deemonstrated to
meet product specifications prior to shipment, nexerecognition is usually deferred until customereptance. In
the event that our customer chooses not to compistallation and acceptance, and our obligatiordeuthe
contract to complete installation, acceptance graher tasks, with the exception of warranty odligns, have bet
fully discharged, then we recognize any remainagenue to the extent that collectibility under toatract is
reasonably assured.

Accounting Treatment for SystemBuring the period that a system is undergoingausr acceptance (either
distributor or end user), the value of the systemains in inventory, and any payments receivednoounts
invoiced, related to the system are included inarasr advances. When revenue is recognized orytters, the
inventory is charged to cost of net revenues, tlstotner advance is liquidated, and the customgiliésl for the
unpaid balance of the system revenue.

In some instances, hardware that is not esseatthktfunctioning of the system may be delivergdraf
acceptance of the system. In these cases, we &stineefair market value of the non-essential harévas if it had
been sold on a stand-alone basis, and defer reingnievenue on that value until the hardware liveleed.

Occasionally, we are asked by our customers toyakdvery of products that they have accepted,tand
temporarily hold the product at our facility. Totelemine revenue recognition when the product ismatediately
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

shipped to the customer, we apply the criteriained in the SEC Enforcement Release No. 108, wikicbnsistent
with APB Statement 4, paragraph 150. All of théecia must be met in order for revenue to be reizegh

Other Systems and Non-System Revenue RecognRiemenues for systems without installation and
acceptance provisions, as well as revenues frormtéogy upgrades, spare parts, consumables andgisdoluilt by
the Imaging Instrumentation business are recognidezh title passes to our customer. In certains;deehnology
upgrade sales are accounted for as multiple-elearesmigements, usually split between delivery effiarts and
installation on the customer’s systems. In thesesave recognize revenue for the fair market vafube parts
upon shipment and transfer of title, and recogréxenue for the fair market value of installati@nsces when
those services are completed. Service and maintera@mtract revenue, which to date has been irignt, is
recognized ratably over applicable contract permdss the service is performed.

Obligations After ShipmentOur shipping terms are generally FOB shippingipdiut in some cases are FOB
destination. For systems sold directly to the esetuour obligations remaining after shipment tgfycinclude
installation, end user factory acceptance and warr&or systems sold to distributors, typicallg tfistributor
assumes responsibility for installation and end sastomer acceptance. In some cases, the digiribiit assume
some or all of the warranty liability. For producther than systems and system upgrades, warsattig ionly
obligation we have after shipment.

In certain cases, we sell limited rights to oueilgctual property. Revenue from the sale of atglliectual
property license will generally be recognized &tithception of the license term.

Technology Development Revenue Recognitidfe perform research and development work undéows
government-sponsored research contracts. Genénallg contracts are best efforts cost-plus-fixed-fEPFF")
contracts or firm fixed-price (“FFP”) contracts. ®ast efforts CPFF contracts we typically commipéoform
certain research and development efforts up tageeeal upon amount. In connection with these cotsrae
receive funding on an incremental basis up to kngeiOn FFP contracts we typically commit to penfiocertain
development and production efforts for a fixed @ric

Our CPFF contracts are accounted for under ARB4SpChapter 11, Section A, which addresses Cos-Plu
Fixed-Fee Contracts. The contracts are all cos#;twith financial terms that are a mixture of fixee, no fee and
cost sharing. Revenue on these contracts is reoeg)im accordance with contract terms, typicallg@sts are
incurred. In the event that total cost incurredamal particular contract oveuns its agreed upon amount, we ma
liable for the additional costs.

Our FFP contracts are accounted for under SOP“&tdounting for Performance of Construction-Typealan
Certain Production-Type Contracts.” Revenue on E6Rracts is generally recognized on the percertige
completion method based on costs incurred in aiab the total estimated costs. Provisions faneged losses on
FFP research contracts are recorded in the pariadhich such losses are determined.

The deliverables under each CPFF or FFP contragerftom providing reports to providing hardwarethe
majority of the contracts there is no obligationéither party to continue the program once theumave been
expended. The efforts can be terminated at anyfiimeonvenience, in which case we would be reirabdrfor our
actual incurred costs, plus fee, if applicable,tfer completed effort. We own the entire rightetdand interest to
each invention discovered under the contract, snlesspecifically give up that right. The U.S. Goweent has a
paid-up license to use any invention or intellecpraperty developed under government funded cotgri@r
government purposes only. In addition, we havenftine to time, negotiated with third parties todiua portion of
our costs in return for granting them a joint iegrin the technology rights developed pursuattiéaontract.

Trade Receivables and Doubtful Accounts

We evaluate the collectibility of trade receivabbesan ongoing basis and provide reserves agaitsihtial
losses when appropriate. Management analyzesibetbad debts, customer concentrations, custoneelitc
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

worthiness, changes in customer payment tendeangsurrent economic trends when evaluating thguaty of the allowance
for doubtful accounts. Customer accounts are writiié against the allowance when the amount is éekamcollectible.

Included in trade receivables are unbilled recdasbelated to government contracts of $1.9 milao $1.0 million at
December 31, 2007 and December 31, 2006, resplyctivieich includes $250,000 and $313,000 of feemton, respectively.

Warranty

We provide for the estimated cost of warranty wherenue is recognized. Our warranty is per contexots and for our
systems the warranty typically ranges between t22dnmonths from customer acceptance. For systeldgrsough our
distributor, we offer a 3 month warranty. The renagr of any warranty period is the responsibilityre distributor. During this
warranty period any defective non-consumable maggeplaced and installed at no charge to th@wmest The warranty period
on consumable parts is limited to their reasonabéble lives. We use estimated repair or replacenwests along with our
historical warranty experience to determine ourrauaty obligation. We exercise judgment in determgntihe underlying
estimates. We also provide for estimated retrafits, which typically relate to design changesmgrovements we identify. On
case-by-case basis, we determine whether or metrafit systems in the field at no charge to thstomer.

On the Consolidated Balance Sheet, the short-temtiop of the warranty provision is included in ettaccrued liabilities,
while the long-term portion is included in othendpterm liabilities. The expense associated withdpct warranties issued or
adjusted is included in cost of net revenues orCitiesolidated Statement of Income and Compreheisbane.

The following table displays the activity in the manty provision account for 2007 and 2006:

2007 2006
(In thousands)
Beginning balanc $ 5,28:¢ $ 3,39¢
Expenditures incurred under warrant (4,15%) (3,695
Accruals for product warranties issued during #gorting perioc 2,13 4,35¢
Adjustments to previously existing warranty accst (170 1,22¢
Ending balanci $ 3,092 $ 5,28¢

The following table displays the balance sheetsifiagition of the warranty provision account at Bexber 31, 2007 and
2006:

December 31

2007 2006
(In thousands)
Other accrued liabilitie $2,81¢ $4,20¢
Other lon¢-term liabilities 27¢ 1,07t
Total warranty provisiol $3,092  $5,28¢

Guarantees

We have entered into agreements with customers@gpgliers that include limited intellectual propgeirtdemnification
obligations that are customary in the industry.Sehguarantees generally require us to compengatghbr party for certain
damages and costs incurred as a result of thitg paellectual property claims arising from thésznsactions. The nature of the
intellectual property indemnification obligationsepents us from making a reasonable estimate ahteémum potential amount
we could be required to pay our customers and
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suppliers. Historically, we have not made any digant indemnification payments under such agreg¢smy@md no amount has
been accrued in the accompanying consolidateddiabstatements with respect to these indemnificatibligations.

Income Taxes

We account for income taxes in accordance witheStant of Financial Accounting Standard No. 109,céunting for
Income Taxes,” (“SFAS 109”), which requires thatedred tax assets and liabilities be recognizedgusnacted tax rates for the
effect of temporary differences between book ardtses of recorded assets and liabilities. SFABal$b requires that deferred
tax assets be reduced by a valuation allowantésiinore likely than not that a portion of the eleéd tax asset will not be
realized.

On a quarterly basis, we provide for income tax@seld upon an annual effective income tax rate effeetive tax rate is
highly dependent upon the level of our projectethiegs, the geographic composition of worldwidengags, tax regulations
governing each region, net operating loss carrwdods, availability of tax credits and the effeetiess of our tax planning
strategies. We carefully monitor the changes inyrfantors and adjust our effective income tax mte timely basis. If actual
results differ from the estimates, this could havaaterial effect on our business, financial caadiand results of operations. |
example, as our projected level of earnings chatigedighout 2007 and we benefitted from variouspiaxning strategies, we
decreased the annual effective tax rate from 3568te end of the first quarter, to 26.9% at the efithe second quarter, to
24.0% at the end of the third quarter and to 23at%he end of the fourth quarter.

The calculation of tax liabilities involves sigmifint judgment in estimating the impact of uncetieiin the application of
complex tax laws. Resolution of these uncertairities manner inconsistent with our expectationdctcbave a material effect on
our business, financial condition and results aragions.

We recognize accrued interest and penalties retatadrecognized tax benefits in the provisionifimome taxes.

Customer Advances

Customer advances generally represent nonrefundaplesits invoiced by the Company in connectiom ngceiving
customer purchase orders and other events precadieptance of systems. Customer advances retapedducts that have not
been shipped to customers and included in accoao¢svable were $0 and $17.1 million at Decembe2B07 and December
2006, respectively.

Cash, Cash Equivalents and Short-term Investments

Our investment portfolio consists of cash, cashwedents and investments in debt securities andicipai bonds. We
consider all highly liquid investments with a matiyiof three months or less when purchased to bk eguivalents. Investments
in debt securities and municipal bonds consistscipally of highly rated debt instruments with nmiéias generally between one
and 25 months.
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We account for our investments in debt securitiesauction rate securities in accordance with State of
Accounting Standards No. 115 “Accounting for Certlivestments in Debt and Equity Securities,” whiefuires
certain securities to be categorized as eithentgadvailable-for-sale or held-to-maturity. Avdila-for-sale
securities, consisting solely of Auction Rate Séims, are carried at fair value, with unrealizedng and losses
recorded within other comprehensive income (loss aeparate component of stockholders’ equitytidmdrate
Securities have long-term underlying maturities@iag from 20 to 40 years), however the markethisterically
been highly liquid and the interest rates resetye¥er 28 days. Our intent is not to hold thessusiéies to maturity
but rather to use the interest rate reset featuselt securities to provide liquidity as neededr @ractice is to inve:
in these securities for higher yields comparedagheequivalents. Held-tmaturity securities are carried at amorti
cost. We have no trading securities. The costwdstment securities sold is determined by the fipaedentification
method. Interest income is recorded using an éfieatterest rate, with the associated premiumiscalint
amortized to interest income. Realized gains assde and declines in value judged to be othertdraporary, if
any, on available for sales securities are includeshrnings. The table below presents the amattizmcipal
amount, major security type and maturities for iovestments in debt securities and Auction RateuSes.

December 31 December 31
2007 2006
(In thousands)

Amortized principal amoun

Debt securities issued by U.S. government agel $ 29,74« $ 8,00(
Auction rate securitie 81,45( 53,59¢
Corporate debt securitit 1,80( 2,00(¢
Total investments in debt securiti $ 11299: $ 63,59t
Shor-term investment $ 11098 $ 55,59
Long-term investment 2,00¢ 8,00(
Total investments in debt securiti $ 11299: $ 63,59
Approximate fair value of investments in debt sé@ms $ 113,02¢ $ 63,58

The change in the fair value of our investmentttisbutable to changes in interest rates and reaticquality.
In accordance with EITF 03-01, we have the abditg intent to hold these investments until faiuealecovers,
which may be maturity, and we do not consider thegestments to be other-than-temporarily impaaed
December 31, 2006. As of December 31, 2007, fdirevaf our investments in debt securities exceedk lvalue,
and there is no impairment. In the first quarteP@d8, our Auction Rate Securities have experiemeeltiple failed
auctions. See footnote 13 for further disclosuréhencurrent market situation.

Cash and cash equivalents represent cash accmartsy market funds and investments with a duragfon
90 days or less at purchase. Cash balances hfelckign bank accounts totaled $4.3 million and $tillion at
December 31, 2007 and December 31, 2006, resphyctimeluded in accounts payable is $2.1 millioman
$2.4 million of book overdraft at December 31, 2@0id December 31, 2006, respectively.
Valuation of Long-lived and Intangible Assets

We assess the impairment of identifiable intangilaled long-lived assets whenever events or changes
circumstances indicate that the carrying value nybe recoverable. Factors we consider importétwcould
trigger an impairment review include the following:

« significant underperformance relative to expectistbhical or projected future operating resu
« significant changes in the manner of our use ofitipuired assets or the strategy for our overainass; an
« significant negative industry or economic trer
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When we determine that the carrying value of lamgd assets, intangibles or goodwill may not b@vecable
based upon the existence of one or more of theeaimalicators of impairment, we measure any impaitrbased o
a projected discounted cash flow method using @odist rate determined by our management to be corsumate
with the risk inherent in our current business ntode

Prototype Costs

Prototype product costs that are not paid for uneleearch and development contracts and are irsgxédair
market value are charged to research and develdmwrpanse.

Foreign Exchange Contracts

We may enter into foreign currency forward exchaogetracts to hedge certain of our foreign currency
transaction, translation and re-measurement expss@ur accounting policies for some of these umsénts are
based on our designation of such instruments agitgtransactions. Instruments not designatedresige
transaction will be “marked to market” at the erigdéach accounting period. The criteria we use &sighating an
instrument as a hedge include effectiveness in®xeoreduction and one-tme matching of the derivative financ
instrument to the underlying transaction being leeldgsains and losses on foreign currency forwaathaxge
contracts that are designated and effective asdseofgexisting transactions are recognized in ireanthe same
period as losses and gains on the underlying tcéinsa are recognized and generally offset.

As of December 31, 2007 and 2006, we had no foreigrency forward exchange contracts outstanding.

Foreign Currency Translation

The functional currency of our foreign subsidiari@ih the exception of Hong Kong, is the localreuncy of
the country in which the respective subsidiary apes. Hong Kong'’s functional currency is the U.&lat. Assets
and liabilities recorded in foreign currencies temslated at year-end exchange rates; revenuesxpedses are
translated at average exchange rates during thre Mea effect of foreign currency translation adijusnts are
included in stockholders’ equity as a componerifaicumulated other comprehensive income” in the
accompanying consolidated balance sheets. The®ffiééoreign currency transactions are includetther
income” in the determination of net income. Netngaor (losses) from foreign currency transactioesev$62,000,
($55,000) and $7,000 in 2007, 2006 and 2005, reisede

Financial Instruments

The carrying amount of our short-term financiakinments (cash and cash equivalents, short-terestments,
accounts receivable and certain other liabilitegg)roximates fair value due to the short-term niigtof those
instruments.

Inventories

In fiscal 2007, we changed our accounting method/&tuing inventory from a standard cost systemictvh
approximated first-in, first-out, to the averagéuat cost method. The new method of accountingnieentory is
deemed preferable as we moved from a system wipjgfogimated a GAAP valuation method to a GAAP vhbra
method. The change in inventory accounting methidahdt have a material impact on any of the perjpésented
herein.
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Inventories are stated at the lower of average @ostarket and consist of the following:

December 31

2007 2006
(In thousands)
Raw materials $13,66¢  $19,90¢
Work-in-progress 6,191 12,27
Finished good 2,27¢ 5,76

$22,137  $37,94:

Finished goods inventory consists primarily of céeted systems at customer sites that are undergoing
installation and acceptance testing.

Inventory reserves included in the above numbers 2.8 million and $9.1 million at December 3102@&nd
2006, respectively. Each quarter, we analyze owgritory (raw materials, work-in-progress and fieidlgoods)
against the forecast demand for the next 12 moRhw. materials with no forecast requirements it plegiod are
considered excess and inventory provisions ar®dkstad to write those items down to zero net bealke.
Work-in-progress and finished goods inventoriesiwid forecast requirements in that period are lfyiavritten
down to the lower of cost or market. During thisgess, some inventory is identified as having nor&use or
value to us and is disposed of against the reserves

The following table displays the activity in thevantory provision account for 2007 and 2006:

2007 2006
(In thousands)
Beginning balanc $9,12¢  $10,98¢
New provisions in cost of sal 862 1,52
New provisions for refurbishment of consigned prad 13¢ 10
Disposals of inventor (2,395 (3,355
Miscellaneous adjustmer 16 (42)
Ending balanc $7,75C $ 9,12¢

Property, Plant and Equipment

Equipment and leasehold improvements are carriedsitless accumulated depreciation and amortizatio
Gains and losses on dispositions are reflectelderConsolidated Statements of Income and Compriteeimeome

Depreciation is computed using the straight-linghod over the estimated useful lives of the assefsllows:

Computers and softwa 3 years
Machinery and equipme 5 years
Furniture 7 years
Vehicles 4 years
Leasehold improvemen Remaining lease ter|

Comprehensive Income

SFAS No. 130, “Reporting Comprehensive Income” nepuunrealized gains or losses on foreign currency
translation adjustments to be included in otherm@hensive income. As of December 31, 2007, thd $8D
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balance of accumulated other comprehensive incernemprised entirely of accumulated foreign curyenc
translation adjustments.

Employee Stock Plans

We have adopted equity-based compensation plahprihwde for the grant to employees of equity-lohse
awards, including incentive or non-statutory stopkions, restricted stock, stock appreciation ggperformance
units and performance shares. In addition, themespbrovide for the grant of non-statutory stoctiams to non-
employee directors and consultants. We also haEguioyee Stock Purchase Plan, which provides mp@yees
with the opportunity to purchase Intevac commomlstat a discount through payroll deductions. Setel8dor a
complete description of these plans and their attoy treatment.

Financial Presentation

Certain prior year amounts in the Consolidated el Statements have been reclassified to conforg®07
presentation. The reclassifications had no mateffatt on total assets, liabilities, equity, metame (loss) or
comprehensive income (loss) previously reported.

Net income per share

The following table sets forth the computation asic and diluted income per share:

2007 2006 2005
(In thousands)
Numerator:
Numerator for diluted earnings per share — incoralable to common
stockholder: $27,34F  $46,69¢ $16,15!
Denominator
Denominator for basic earnings per sk— weightec-average share 21,44, 21,01¢ 20,46:
Effect of dilutive securities
Employee stock options(: 703 921 74C
Dilutive potential common shar: 703 921 74C
Denominator for diluted earnings per sh— adjustec 22,15( 21,93¢ 21,20:

(1) Potentially dilutive securities, consisting of sémissuable upon exercise of employee stock optaes
excluded from the calculation of diluted EPS fifitredfect would be anti-dilutive. The weighted aage
number of employee stock options excluded fromtwredve-month periods ended December 31, 2007, 2006,
and 2005 was 784,684, 426,606, and 226,804 respBc

Use of Estimates

The preparation of financial statements in confeymiith accounting principles generally acceptethia
United States of America requires management tceregkmates and assumptions that affect the repanwunts
of assets and liabilities and disclosure of corgittgassets and liabilities at the date of the fir@rstatements and
the reported amounts of revenue and expenses dhengporting period. Actual results could diffierm those
estimates, and such differences may be matertaktfinancial statements.
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New Accounting Pronouncements

In September 2006, the FASB issued Statement afn€ial Accounting Standard No. 15Fair Value
Measuremen” (“SFAS 157”). SFAS 157 defines fair value, estaidis a framework for measuring fair value in
generally accepted accounting principles and expdistiosures about fair value measurements. FASsL5
effective for fiscal years beginning after NovembBr 2007 for financial assets and liabilitiesyal as for any
other assets and liabilities that are carriediatv&ue on a recurring basis in financial statetaeim November
2007, the FASB provided a one year deferral foritiqg@ementation of FAS 157 for other nonfinancissets and
liabilities. We will adopt SFAS 157 beginning iretfirst quarter of fiscal year 2008 and we do nqiteet SFAS 157
to have a material impact on our financial conditicesults of operations or cash flows.

In February 2008, the FASB issued FASB Staff PosiBFAS 157-1;Application of FASB Statement No. 157
to FASB Statement No. 13 and Other Accounting Rmcements That Address Fair Value Measurements for
Purposes of Lease Classification or MeasuremeneuBtatement I (“FSP FAS 157-1"). FSP FAS 157-1 defers
the effective date of SFAS 157 for all non-finamheissets and non-financial liabilities, except thdsat are
recognized or disclosed at fair value in the finahstatements on a recurring basis. FSP FAS 1&i8dlexcludes
from the scope of SFAS 157 certain leasing trammasiccounted for under SFAS No. 13, “Accountioglfeases”
We will adopt FSP FAS 157-1 beginning in the fostrter of fiscal year 2008 and we do not expe® FS
to have a material impact on our financial conditiesults of operations or cash flows.

In February 2007, the FASB issued Statement ofrigiiah Accounting Standards No. 15%he Fair Value
Option for Financial Assets and Financial Liabiis — Including an amendment of FASB Statement
No. 11" (“SFAS 159"). SFAS 159 permits entities to choaseneasure many financial instruments and certain
other items at fair value. The fair value optiotabtished by SFAS 159 permits all entities to cleomsmeasure
eligible items at fair value at specified electtates and report unrealized gains and losses o fier which the
fair value option has been elected in earningsielh subsequent reporting date. SFAS 159 is eftetbivfiscal
years beginning after November 15, 2007. We daerpect to apply this fair value option to our catrénancial
instruments, and as such, do not expect SFAS 1B8ue a material impact on our financial conditi@sults of
operations or cash flows.

In December 2007 the FASB issued Statement of EiabAccounting Standards No. 141(RBusiness
Combinations”(“SFAS 141R").SFAS 141R retains the fundamental acquisition netifaccounting established
Statement 141; however, among other things, SFAR ¥équires recognition of assets and liabilitieaan-
controlling interests acquired, fair value measwernhof consideration and contingent consideragapgense
recognition for transaction costs and certain irgégn costs, recognition of the fair value of éogéncies, and
adjustments to income tax expense for changes atamirer’s existing valuation allowances or urai@rtax
positions that result from the business combinat®FAS 141R is effective for annual reporting pésitbeginning
after December 15, 2008 and shall be applied potisiedy. We have not yet completed our assessnfaghiedmpac
SFAS 141R will have on our financial condition,utts of operations or cash flows.

3. Stock-Based Compensatiot

On January 1, 2006, we adopted Statement of FiabActounting Standards No. 123 (revised 2004)af8h
Based Payment,” (“SFAS 123(R)hich requires the measurement and recognitiomwipensation expense for
share-based payment awards made to employeesrantbds, including equity awards related to the22Bquity
Incentive Plan (the “2004 Plan”) and employee stogichases related to the 2003 Employee Stock Bsechlan
(the “ESPP"), based on estimated fair values. SE2ARR) supersedes our previous accounting undeowaing
Principles Board Opinion No. 25, “Accounting foiloBk Issued to Employees” (“APB 25”) for periods lvegng in
fiscal 2006. In March 2005, the Securities and Exge Commission issued Staff Accounting Bulletin Nay7
(“SAB 107") relating to SFAS 123(R). We have apglibe provisions of SAB 107 in our adoption of SFEZB(R).
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We adopted SFAS 123(R) using the modified prospedtansition method, which requires the applicatid
the accounting standard as of January 1, 2008irgtelay of our fiscal year 2006. Our Consolidakédancial
Statements as of and for the twelve months endeémker 31, 2007 and December 31, 2006 reflecttipadt of
SFAS 123(R). In accordance with the modified prespe transition method, our Consolidated FinanSi@tement
for prior periods have not been restated to refmetl do not include, the impact of SFAS 123(Ryckthased
compensation expense recognized under SFAS 128(R)d twelve months ended December 31, 2007 and
December 31, 2006 was $6.3 million and $3.4 milli@spectively, which consisted of stock-based cmsption
expense related to the grant of stock options utiede2004 Plan and stock purchase rights undeE8#P. There
was $19,000 of stock-based compensation expereteddb the grant of stock options or stock purehaghts
recognized during the twelve months ended Decei@ibe2005.

SFAS 123(R) requires companies to estimate thevédire of share-based payment awards on the dateof
using an option-pricing model. The value of thetjoor of the award that is ultimately expected tstie recognized
as expense in our Consolidated Statement of Inamaethe requisite service period using the graaesting
attribution method. Prior to the adoption of SFAZB(R), we accounted for employee equity awardsesmployee
stock purchases using the intrinsic value methataordance with APB 25 as allowed under StatewiefRinancia
Accounting Standards No. 123, “Accounting for St&sed Compensation” (“SFAS 123"). Under the irgign
value method, no stock-based compensation expesbden recognized in our Consolidated Statementofme,
because the exercise price of our stock optionstgdato employees and directors equaled the faikehaalue of
the underlying stock at the date of grant.

Stock-based compensation expense recognized dhergeriod is based on the value of the portioshafre-
based payment awards that is ultimately expectegdbduring the period. Stock-based compensatiparese
recognized in our Consolidated Statement of Inclanéhe years ended December 31, 2007 and Dece3ib@00¢
included compensation expense for share-based payawards granted prior to, but not yet vestedfas o
December 31, 2005 based on the grant date faieedtimated in accordance with the pro forma prongsof
SFAS 123 and compensation expense for the shaegHpayment awards granted subsequent to Decemb2033
based on the grant date fair value estimated iardeace with the provisions of SFAS 123(R). As ktbased
compensation expense recognized in the Consolid&tsdment of Income for fiscal 2007 and 2006 &ebaon
awards ultimately expected to vest, it has beenaed for estimated annual forfeitures. SFAS 123éQyires
forfeitures to be estimated at the time of gramt mvised, if necessary, in subsequent periodstufah forfeitures
differ from those estimates. In our pro forma imf@tion required under SFAS 123 for the periodsrpadiscal
2006, the Company accounted for forfeitures as thoeyrred.

Descriptions of Plans
2004 Equity Incentive Plan

In 2004, our Board of Directors and our stockhaddspproved adoption of the 2004 Plan. The 2004 sdaves
as the successor equity incentive program to 086 Block Option/Stock Issuance Plan (the “1995Plaipon
adoption of the 2004 Plan, all remaining sharedlala for issuance under the 1995 Plan were teared to the
2004 Plan.

Our 2004 Plan is a broad-based, long-term reteqiogram intended to attract and retain qualified
management and employees, and align stockholdeeraptbyee interests. The 2004 Plan permits thet gifan
incentive or non-statutory stock options, restdcséock, stock appreciation rights, performancesusmnd
performance shares. Option price, vesting period,aher terms are determined by the administiafttre 2004
Plan, but the option price shall generally notdssithan 100% of the fair market value per shath@date of grar
As of December 31, 2007, 3,227,707 shares of constamk were authorized for future issuance unde2t04
Plan. Options granted under the 2004 Plan are isadle upon vesting and vest over periods of Ujvéyears.
Options currently expire no later than ten yeawsifthe date of grant. The 2004 Plan expires no tats March 1C
2014.
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During the year ended December 31, 2007, we graf§8@O00 stock options with an estimated total gdate
fair value of $7.4 million, including 3,000 shagrsnted to a consultant with a grant date fair @afi$24,000. Of
this amount, we estimated that the stbalsed compensation for option grants that willdréefted, and are therefc
not expected to vest, was $1.6 million.

2003 Employee Stock Purchase Plan

In 2003, our stockholders approved adoption o8B€P, which serves as the successor to the EmpEigek
Purchase Plan originally adopted in 1995. Upon tdomf the ESPP, all shares available for issuamoker the
prior plan were transferred to the ESPP. Our ESBRdes that eligible employees may purchase ommgon stocl
through payroll deductions at a price equal to &%he lower of the fair market value at the begigrof the
applicable offering period or at the end of eacpliapble purchase interval. Offering periods areagally two year
in length, and consist of a series of six-monttchase intervals. Eligible employees may join th®€E&t the
beginning of any six-month purchase interval. Unitlerterms of the ESPP, employees can choose soumto
10% of their base earnings withheld to purchasecoarmon stock. Under the ESPP, we sold 90,0188%98nd
129,217 shares to employees in 2007, 2006 and 28§pectively. As of December 31, 2007, 297,91%esha
remained available for issuance under the 2003 ESPP

During the year ended December 31, 2007, we grgnathase rights with an estimated total grant-datee
of $2.0 million.

Impact of the Adoption of SFAS 123(R)

The effect of recording stock-based compensatiothi®years ended December 31, 2007 and December 31
2006 was as follows (in thousands, except per Stheta:

2007 2006
Stocl-based compensation by type of aw:
Stock options $5517 $2,80:
Employee stock purchase pl 864 622
Amounts capitalized as inventa (117) (69
Total stocl-based compensatic 6,27( 3,35¢
Tax effect on stoc-based compensatic (1,457) (403)
Net effect on net incom $4,81¢ $2,95¢
Effect on earnings per sha
Basic $ 02z $0.1¢
Diluted $ 02z $0.1:

Approximately $180,000 and $69,000 of stock-basedpensation is included in inventory as of Decen3ier
2007 and December 31, 2006, respectively. No sbaded compensation was capitalized to inventooyr poiour
adoption of the provisions of SFAS 123(R) in thstfguarter of 2006.

Valuation Assumptions

The fair value of share-based payment awardsimat&d at the grant date using the Black-Scholegdvie
option valuation model. The determination of featue of share-based payment awards on the datauof gsing an
optionjpricing model is affected by our stock price ashaslassumptions regarding a number of highly cemphc
subjective variables. These variables include abaitnot limited to, our expected stock price véitgtover the term
of the awards, and actual employee stock optioncesesbehavior.
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We estimate the fair value of stock options comsistvith the provisions of SFAS 123(R), SAB No. B
our prior period pro forma disclosures of net egsj including stock-based compensation expenser(dimed
under a fair value method as prescribed by SFAS. I2& weightedaverage estimated fair value of employee s
options granted during the twelve months ended Béee 31, 2007 and December 31, 2006 was $9.8%pee an
$11.22 per share, respectively. The weighted-aeeeatimated fair value of employee stock purchigges granted
pursuant to the ESPP during the twelve months eBéegmber 31, 2007 and December 31, 2006 was $&r23
share and $9.68 per share, respectively. The &ievof each option and employee stock purchabé gignt is
estimated on the date of grant using the Black-Bshderton option valuation model with the followiweighted-
average assumptions:

2007 2006
Stock Options
Expected volatility 66.61% 74.4%
Risk free interest rai 4.05% 4.6&%
Expected term of options (in yea 4.4¢ 4.71
Dividend yield None  None
2007 2006
Stock Purchase Right
Expected volatility 63.15% 59.25%
Risk free interest rai 3.9% 4.67%
Expected term of purchase rights (in ye: 1.97 1.9z
Dividend yield None  None

The computation of the expected volatility assunmgiused in the Black-Scholes Merton calculationséw
grants and purchase rights is based on the hiatadatility of our stock price, measured overesipd equal to the
expected term of the grant or purchase right. Tdefree interest rate is based on the yield ab&lan
U.S. Treasury Strips with an equivalent remaingmgit The expected life of employee stock optiopsasents the
weighted-average period that the stock option®apected to remain outstanding and was determiaseldoon
historical experience of similar awards, giving sidieration to the contractual terms of the stockeldeawards and
vesting schedules. The expected life of purchagegiis the period of time remaining in the curreffiéring period.
The dividend yield assumption is based on our histd not paying dividends and the assumption dfpaying
dividends in the future.
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Stock Plan Activity
2004 Equity Incentive Plan

A summary of activity under the above captionedhaas follows:

Weighted
Average
Weighted Remaining
Average Contractual Aggregate
Exercise Term Intrinsic
Shares Price (Years) Value
Options outstanding at December 31, 2 2,354,211 $ 11.47 7.9 $34,107,46
Options grante: 750,000 $ 17.7¢
Options forfeitec (203,48) $ 15.7¢
Options exercise (312,879 $ 7.97
Options outstanding at December 31, 2 2,587,85. $ 13.37 7.64 $ 8,004,45
Vested and expected to vest at December 31, 2,213,97. $ 12.97 7.5C $ 7,488,81
Options exercisable at December 31, 2 894,80( $ 9.31 6.0¢ $ 5,322,41

The aggregate intrinsic value in the table abopeasents the total pretax intrinsic value, basedwrclosing
stock price of $14.54 as of December 31, 2007, vhiould have been received by the option holdedsatizoption
holders exercised their options as of that dateinguiscal years 2007, 2006 and 2005 the aggreg#iasic value
of options exercised under our Equity IncentivenRies $5.1 million, $4.8 million and $2.1 milliorgspectively,
determined as of the date of option exercise.

The options outstanding and currently exercisab@ezember 31, 2007 were in the following exergigee

ranges:
Options Outstanding Options Exercisable
Weighted
Average
Remaining Weighted Number Weighted
Number of Share:  Contractual Term Average Vested anc Average
Range of Exercise Price Outstanding (In Years) Exercise Price  Exercisable  Exercise Price
$2.63-$4.06 316,11 451 $ 2.9¢ 288,53( $ 2.8¢
$4.12-$7.72 358,17¢ 6.5 $ 7.04 111,028 $ 6.2¢
$7.77- $10.68 275,76" 6.8¢ $ 9.2C 182,66! $ 9.8¢
$10.95- $15.40 280,95( 84t $ 14.2¢ 116,25( $ 12.9¢
$15.50- $15.81 157,12! 79 % 15.8( 39,00 $ 15.7¢
$16.13- $16.13 720,47! 9.01 $ 16.1: 85,08( $ 16.1:
$16.87- $22.01 283,00( 8.6( $ 19.4¢ 44,000 $ 19.0¢
$22.40- $29.45 196,25( 794 % 25.41 28,25( % 23.91
$ 2.63- $29.45 2,587,85. 76/ $ 1337 894,80 $ 9.31

As of December 31, 2007, the unrecognized defest@ck-based compensation balance related to sqians
was $10.3 million and will be recognized over atinested weighted average amortization period 08 Y€ars. The
amortization period is based on the expected térieooption, which is defined as the period frorarg date to
exercise date.
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2003 Employee Stock Purchase Plan

Weighted
Weighted Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Shares Price Term (Years) Value
Purchase rights outstanding at December 31, 354,81t $ 11.7(C 1.04 $1,008,82
Vested and expected to vest at December 31, 313,05( $ 11.42 0.97 $ 976,33

The aggregate intrinsic value in the table abopeasents the total pretax intrinsic value, basedwrtlosing
stock price of $14.54 as of December 31, 2007, whiould have been received by the purchase righen® had
all purchase right holders exercised their purchigges as of that date. During fiscal years 2@0Q6 and 2005 the
aggregate intrinsic value of purchase rights esertunder our ESPP was $317,000, $2.1 million &6 ,$00,
respectively, determined as of the date of purchase

During the twelve months ended December 31, 200,018 shares were purchased at an average per share
price of $15.27. At December 31, 2007, there wé&&219 shares available to be issued under the ESPP

As of December 31, 2007, the unrecorded defermzkdtased compensation balance related to purclyite
was $1.5 million and will be recognized over anreated weighted average recognition period of y&€drs. The
recognition period is based on the expected tertheopurchase right, which is defined as the peirioch grant date
to expiration of the offering period.

Prior to the Adoption of SFAS No. 123(R)

Prior to the adoption of SFAS No. 123(R), we preddhe disclosures required under SFAS No. 123,
“Accounting for Stock-Based Compensation,” as aneeray SFAS No. 148, “Accounting for Stock-Based
Compensation — Transition and Disclosures.” Coasistvith the disclosure provisions of SFAS 148, oeir
income (loss) and basic and diluted earnings paresivould have been adjusted to the pro forma atadndicated
below (in thousands, except per share data):

2005

Net income as reporte $16,15!
Deduct: Total stock-based employee compensatioaresgpdetermined under fair value based method for

all awards, net of related tax effe (2,907
Pro forma net incom $13,24¢
Earnings per sharn

Basic— as reporte! $ 0.7¢

Basic— pro forma $ 0.6f

Diluted — as reporte $ 0.7¢

Diluted — pro forma $ 0.62

54




Table of Contents

INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

The weighted-average fair value of stock optioranggd was $6.58 for the year ended December 35, 0@
weighted-average fair value of purchase rightstghwas $5.14 for the year ended December 31, Z0@5fair
value of each option grant and purchase right \stimated on the date of grant using the Black-Sshblerton
option valuation model with the following weightaderage assumptions:

Stock Options Purchase Right:

Expected volatility 92.3(% 91.7%%
Risk free interest rat 4.3(% 3.8%
Expected term of options and purchase rights (arg) 5.9¢ 1.27
Dividend yield None None

On October 27, 2005, our Board of Directors appdoaecelerating the vesting of approximately 306,@00-
of-the-money’unvested common stock options previously awardesrtployees and officers under our stock of
plans. Vesting was accelerated for stock optioasliad exercise prices greater than or equal @6%%er share,
which was the closing price of our common stoclQOatober 27, 2005. In connection with the modificatof the
terms of these options to accelerate their vesipgroximately $1.5 million is reflected as a nastt compensation
expense on a pro-forma basis in accordance withSSE28 in the pro-forma table above for the yeaednd
December 31, 2005. This action was taken to rethee@npact of future compensation expense that aadv
otherwise be required to recognize in future cadatéd statements of operations pursuant to SFAR12

4. Business Combinations
Delta Nu, LLC

On January 31, 2007, we completed the acquisitidtheoassets and certain liabilities of DeltaNu{_L
(“DeltaNu”) for a total purchase price of $6 milioThe purchase price was comprised of $2 millashcpaid at the
close of the acquisition and $2 million due on eafcbanuary 31, 2008 and January 31, 2009, whightlse form o
a note. These notes do not bear interest. Inter@sputed, and the related Notes Payable are dedaat a
discounted in the accompanying Consolidated Bal&tet. As a result of the discount on the notestdtal
allocated purchase price is $5.8 million. DeltaNlaiLaramie, Wyoming company specializing in srfadtprint
and handheld Raman spectrometry instruments.

We accounted for the acquisition as a taxable @sehransaction and, accordingly, the purchase pas bee
allocated to tangible assets, liabilities assuraed,identifiable intangible assets acquired basettheir estimated
fair values on the acquisition date. The excesh@purchase price over the aggregate fair valassracorded as
goodwill. The fair value assigned to identifiabhtaingible assets acquired is determined usingntmnrie approach,
which discounts expected future cash flows to pregalue using estimates and assumptions deternbiped
management. Purchased intangible assets are agabotiza straight-line basis over the respectiveuubees. Our
allocation of the purchase price is summarizedwéln thousands):

Net liabilities assumed, net of cash of $ (31)
Backlog 12C
Trademarks/name 12C
Customer relationshiy 60
Non-compete agreemer 10C
36¢

Goodwill 5,43¢
Total $5,80:
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The $5.8 million allocated purchase price consi$t2.0 million paid in cash, $3.7 million in notpayable
(present value at January 31, 2007) and $87,086qunisitionrelated expenses. The estimated useful econoneis
of the identified intangible assets acquired are years for the customer relationships and non-eten@greements
and approximately four months for the backlog. Trademark/names asset has an indefinite life.

Creative Display Systems, LLC

On November 9, 2007, we completed the acquisitidhe@assets and certain liabilities of Creativelay
Systems, LLC (“CDS") for a total purchase priceb6fmillion cash paid at the close of the acquisitiéDS is a
Carlsbad, California company specializing in higitfprmance micro-display products for near-eye pordable
applications in defense and commercial markets.

We accounted for the acquisition as a taxable @selransaction and, accordingly, the purchase pdas bee
allocated to tangible assets, liabilities assuraed,identifiable intangible assets acquired baseitheir estimated
fair values on the acquisition date. The excesh@purchase price over the aggregate fair valassracorded as
goodwill. The fair value assigned to identifiabi¢aingible assets acquired is determined usingnitwme approach,
which discounts expected future cash flows to pregalue using estimates and assumptions deternbiyned
management. Purchased intangible assets are agabotiva straight-line basis over the respectivéuubees. Our
allocation of the purchase price is summarizedwéln thousands):

Net assets acquired, net of cash of $ $1,89¢
Technology— I-Port 37t
Technology— Optical Display 51t
Backlog 11C
Customer relationshiy 56(
Non-compete agreemer 40
3,49¢

Goodwill 2,471
Total $5,961

The $6.0 million allocated purchase price cong§t6.0 million paid in cash and $97,000 in acdigsirelatec
expenses, less cash acquired of $130,000. Theatstimseful economic lives of the identified intitahgy assets
acquired are ten years for the technology, thirtezrs for the customer relationships, three ykarthe non-
compete agreements and approximately three mootthikd backlog.

In accordance with SFAS No. 141, we allocated #tuess of the cost of the acquired entities oventte
amounts of assets acquired and liabilities assumgdodwill. At December 31, 2007, we had recor§ié® million
of goodwill on our Consolidated Balance Sheet.dooadance with SFAS No. 142, goodwill is not anmmed.
Instead, it is tested for impairment on an annaai$or more frequently upon the occurrence otioirstances that
indicate that goodwill may be impaired. We did rextord any impairment of goodwill during fiscal 200
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Total amortization expense for the year ended Déeerdl, 2007 was $218,000. Future amortization res@éor the existing
amortizable intangible assets for the years enDiecember 31, is as follows:

2008 $ 335,00(
2009 152,00(
2010 143,00(
2011 132,00(
2012 132,00(
Beyond 768,00(
Total $1,662,00!

The results of operations for the acquired busegbgave been included in our consolidated statenudrperations for the
period subsequent to our acquisition of DeltaNu @Bxs. The results of operations for DeltaNu and G@r$eriods prior to this
acquisition were not material to our consolidatedesnents of operations and, accordingly, pro fofimancial information has
not been presented.

5. Concentrations
Credit Risk and Significant Customers

Financial instruments that potentially subjectaisignificant concentrations of credit risk consitash equivalents, short-
and long-term investments, accounts receivablg@neign exchange forward contracts. We generalhgsh our excess cash in
money market funds, Auction Rate Securities, consrakpaper and debt securities of the U.S. goventraerd its agencies,
which each have contracted maturities of 25 moatHess and an average maturity in aggregate ofyeaeor less. By policy,
our investments in commercial paper, Auction Rageusities, certificates of deposit, Eurodollar tideposits, or banker’s
acceptances are rated AAA or better, and we lingittmount of credit exposure to any one issuer.

Our accounts receivable tend to be concentratadimited number of customers. At December 31, 2€8@%e customers
accounted for 14%, 12% and 11%, respectively, ofacgounts receivable and in aggregate accounte@Bfb of net accounts
receivable. At December 31, 2006, three custonmrsumted for 39%, 34% and 13%, respectively, ofammounts receivable a
in aggregate accounted for 86% of net accountsvade. At December 31, 2005, four customers actifor 33%, 22%, 20%
and 18%, respectively, of our accounts receivaiteia aggregate accounted for 93% of net accogatsivable.

Our largest customers tend to change from periguebtind. Historically, a significant portion of otevenues in any particul
period have been attributable to sales to a limitesber of customers. In 2007, four customers attealfor 31%, 23%, 23%
and 13%, respectively, of our consolidated netmaes and in aggregate accounted for 90% of nehueg In 2006, three
customers accounted for 52%, 22% and 19%, resdgtiof our consolidated net revenues and in aggesgccounted for 93%
of net revenues. In 2005, four customers accouioiredl1%, 24%, 14% and 11%, respectively, of oursohidated net revenues
and in aggregate accounted for 90% of net reveresiac performs credit evaluations of its custmghfinancial condition and
generally requires deposits on system orders bed dot generally require collateral or other ségtio support customer
receivables.

Products

Disk manufacturing products contributed a significportion of our revenues in 2007, 2006, and 200&.expect that our
ability to maintain or expand our current levelg@fenues in the future will depend upon continumayket demand for our
products; our success in enhancing our existinteeys and developing and manufacturing competitisk ohanufacturing
equipment, such as our 200 Lean; our success elal@ng both military and
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commercial products based on our low light techggl@nd our success in utilizing our expertisedmplex
manufacturing equipment to develop new equipmerdyets for semiconductor manufacturing.

6. Equity Investments
601 California Avenue LLC

In 1995, we entered into a Limited Liability Compadperating Agreement (the “Operating Agreemem/ijh
601 California Avenue LLC (the “LLC"), a Californiamited liability company formed and owned by Inée and
certain stockholders of Intevac. Under the Opegatigreement we transferred our leasehold interetttd site of
our discontinued night vision business in exchdioga Preferred Share in the LLC with a face vaitie
$3.9 million. During 1996, the LLC formed a joirgénture with Stanford University (the “Stanford JW¥6)develop
and lease the property. In December 2007, the @il sold the property, and LLC redeemed Intevac’
$3.9 million Preferred Share.

We accounted for the investment under the costodedind originally recorded our investment in theCLat
$2,431,000, which represented our historical cagyialue of the leasehold interest in the site. Chempany
received dividends of $292,500, $390,000 and $3®0i® 2007, 2006 and 2005, respectively, from LIGese
dividends and the $1,469,000 gain realized upoarmgdion of the Preferred Share in December 2002 inetuded
in other income and expense.

7. Commitments and Contingencie:

Leases

We lease certain facilities under non-cancelabkrag leases that expire at various times ugetwrdary
2013. Certain of our leases contain provisiongédotal adjustments, including a provision baseihoreases in the
Bay Area Consumer Price Index. Included in othaglterm assets on the Consolidated Balance Steeets i
$1.8 million of prepaid rent related to the effeetrent on our long-term lease for our Santa Cacdity. The
facility leases require Intevac to pay for all natrmaintenance costs.

Future minimum rental payments under these lead@s@@mber 31, 2007 are as follows (in thousands):

2008 $ 2,53¢
2009 2,52(
2010 2,38¢
2011 2,31C
2012 744
Beyond 36
Total $10,53(

Gross rental expense was approximately $3,300§0#26,000, and $2,454,000 for the years ended
December 31, 2007, 2006, and 2005, respectively.

Contingencies

From time to time, we may have certain contingettilities that arise in the ordinary course of business
activities. We account for contingent liabilitied@n it is probable that future expenditures willhbade and such
expenditures can be reasonably estimated.

On July 7, 2006, we filed a patent infringementdaitzagainst Unaxis USA, Inc. (a wholly owned sdizsiy of
Oerlikon) and its affiliates, Unaxis Balzers AG dodaxis Balzers, Ltd., in the United States DistGourt for the
Central District of California. Our lawsuit againghaxis asserts infringement by Unaxis of Uniteat&t Patent
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6,919,001, which relates to our 200 Lean system.cOmplaint seeks monetary damages and an injuntite
would bar Unaxis from making, using, offering tdl @ selling in the United States, or importingdrthe United
States, Unaxis’ allegedly infringing product. Wdidwée we have meritorious claims, and we intengucsue them
vigorously.

On September 12, 2006, Unaxis filed a responsertdeavsuit in which it asserted non-infringementalidity
of our patent, inequitable conduct by Intevac, pabeisuse by Intevac, and lack of jurisdiction hg Court as
defenses. Additionally, Unaxis requested a dedaygidgment of patent non-infringement, invalidétsd
unenforceability; asserted that Intevac violatesl @alifornia Business and Professional Code; réqddbkat we be
enjoined from engaging in any unfair competitiong aequested that we be required to pay Unaxisiratl fees.
We believe such claims lack merit, and we intendefend ourselves vigorously.

We replied to Unaxis’ response on October 3, 2@@8ying the assertions of non-infringement, invglidnd
unenforceability of the Intevac patent, and denying unfair competition. With the approval of theutt, we
amended our complaint on February 6, 2007 to aaseatiditional ground for our infringement clainddn add a
request for a declaratory judgment of infringeméhtaxis filed a response on February 21, 2007 hichvit
repeated the assertions of its September 12, 286Q®nse.

On May 21, 2007, the Court granted Unaxis’ reqteestay the litigation pending reexamination of ounited
States Patent 6,919,001, after the U.S. Patentégfianted Unaxis’ February 27, 2007 reexaminatouest and
issued an initial office action rejecting the claiof the patent. The Court also ordered the paiéie a joint repoi
every 120 days to keep it appraised of the reexatioim status. Intevac had no input to the initffice action
determination by the U.S. Patent Office.

On June 20, 2007, we filed a reply to the initiilog action reexamination. Our reply addressesffiee
action’s rejections of the patent’s original claiared proposes amended claims that we believe ppoeed by the
original patent’s specification. Unaxis respondedur reply, and the U.S. Patent Office is now agring both
parties’ submissions. During the reexamination pss¢the patent remains valid.

8. Employee Benefit Plan
Employee Savings and Retirement Plan

In 1991, we established a defined contributiorreetient plan with 401(k) plan features. The plarecsall
United States employees eighteen years and oldgrldyees may make contributions by a percentagéctiuh in
their salaries, not to exceed the statutorily pibed annual limit. We made cash contributions 482000,
$437,000 and $327,000 for the years ended Dece®ih@007, 2006, and 2005, respectively. Employess m
choose among twelve investment options for theitrdoutions and their share of Intevac’s contribng, and they
are able to move funds between investment optibasyatime. Intevac’s common stock is not one efithvestment
options. Administrative expenses relating to trengre insignificant.

Employee Bonus Plans

We have various employee bonus plans. A profitisgaslan provides for the distribution of a percaye of
pre-tax profits to substantially all of our emplegenot eligible for other performance-based ineerpians, up to a
maximum percentage of compensation. Other plansdaaranual or quarterly bonuses to our executiveskay
contributors based on the achievement of profitgkaind other specific performance criteria. Charfgeexpense
under these plans were $5.2 million, $8.3 milliowl 3.2 million for the years ended December 30,72Q006 and
2005, respectively.
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9. Segment Reporting

Segment Description

We have two reportable operating segments: Equiparghimaging Instrumentation. Our Equipment bussne
is a leader in the design, manufacture and mauketitnigh-productivity “lean’manufacturing systems and has t

producing “Lean Thinking” platforms since 1994. \We the leading supplier of magnetic media spuiteri
equipment to the hard disk drive industry and oféading-edge, high-productivity etch systems & th
semiconductor industry. Our Imaging Instrumentabosiness is a leader in the development of compast-

effective, high-sensitivity digital-optical prodscfor the capture and display of low-light imagasd ¢éhe optical

analysis of materials. We provide sensors, camardsystems for commercial applications in theéospn,

medical, scientific and security industries anddovernment applications such as night vision and{range target

identification.

Included in corporate activities are general coapmexpenses, less an allocation of corporate sggen

operating units equal to 3% of net revenues. Assfatsrporate activities include unallocated casth short-term

investments, deferred tax assets and other assets.

Segment Profit or Loss and Segment Assets

We evaluate performance and allocate resourcesl lmasa number of factors, including profit or Idssm

operations and future revenue potential. The adaoypolicies of the reportable segments are theesas those

described in the summary of significant accounfinticies.

Business Segment Net Revenues

2007 2006 2005
(In thousands)
Equipment $196,68¢ $248,48: $129,28(
Imaging Instrumentatio 19,14¢ 11,39: 7,94¢
Total $215,83¢ $259,87! $137,22¢

Business Segment Profit (Loss)

2007 2006 2005
(In thousands)
Equipment(1)(2 $32,90: $52,22¢ $20,41:
Imaging Instrumentation(3)( (2,919 (4,826 (5,799
Corporate activities(t (2,549 602 10z
Operating incom: 27,43¢ 47,99¢ 14,717
Interest incom 6,544 3,501 1,30¢
Other income and expense, 1,59¢ 277 552
Income before income tax $35,57¢ $51,777  $16,57-

(1) Includes inventory provisions of $839,000, $1.4liovl and $782,000 in 2007, 2006 and 2005, respelgti
(2) Includes stoc-based compensation expense of $3.0 million and$glibn in 2007 and 2006, respective

(3) Includes inventory provisions of $23,000, $124,66d $91,000 in 2007, 2006 and 2005, respecti
(4) Includes stoc-based compensation expense of $1.4 million and $8R5n 2007 and 2006, respective
(5) Includes stoc-based compensation expense of $1.7 million and $0074n 2007 and 2006, respective
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Business Segment Assets

Equipment
Imaging Instrumentatio
Corporate activitie

Total asset

Business Segment Property, Plant & Equipment

Additions

Equipment
Imaging Instrumentatio
Corporate activitie

Total additions

Depreciation

Equipment
Imaging Instrumentatio
Corporate activitie

Total depreciatiol

Geographic Breakdowr

United State:
Asia
Net property, plant & equipme

Geographic Area Net Trade Revenues

United State!
Asia

Europe

Rest of world

Total revenue

2007 2006
(In thousands)
$ 36,637 $ 84,36¢
26,71¢ 7,37¢
152,06: 114,25¢
$215,410 $206,00:

2007 2006
(In thousands)
$2,81€  $5,70:

85¢ 97¢
2,061 1,742
$5,73t  $8,42:

2007 2006 2005
(In thousands)
$2,22¢  $1,12C $ 82z
1,274 1,217 1,054
701 50¢ 274
$4,20:  $2,84¢  $2,15(

2007 2006
(In thousands)
$14,36¢  $12,69(

1,034 85€
$15,40:  $13,54¢

2007 2006 2005

(In thousands)

$ 38,80 $ 26,47¢ $ 39,75«
175,90° 233,15¢ 96,69
1,08: 244 781

43 — —

$215,83: $259,87! $137,22¢

Revenues are attributable to the geographic aredich our customers are located. Net trade revemudsia

includes shipments to Singapore, China, Japan aidy¥ia.
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10. Income Taxes
The provision for income taxes on income from amnitig operations consists of the following (in teands):

Years Ended December 31

2007 2006 2005

Federal:
Current $9,532 $9,47¢ $39z
Deferred (1,507 (3,750 —
8,027 5,72¢ 39z

State:

Current 3 2 9
Deferred (147) (831) —
(144) (829) 9

Foreign:
Current 35C 17¢ 20
Total $8,23: $5,07¢ $421

Income before income taxes consisted of the folgwin thousands):

Years Ended December 31,

2007 2006 2005
u.s. $32,06¢ $51,00¢ $16,31¢
Foreign 3,517 773 253

$35,57¢  $51,777 $16,57:

The tax benefits associated with exercises of nalifted stock options and disqualifying dispositsonf stock
acquired through incentive stock options and thpleyee stock purchase plan reduced taxes currpajigble for
2007 and 2006 by $3.0 million and $2.7 million,pestively. Such benefits were credited to additigraéd-in
capital.
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Deferred income taxes reflect the net tax effettemporary differences between the carrying ameont
assets and liabilities for financial reporting pagps and the amounts for income tax purposes.figeymti
components of our deferred tax assets computecciordance with SFAS No. 109 are as follows (in gzods):

December 31,

2007 2006
Deferred tax asset
Vacation, rent, warranty and other accrt $ 1,142  $2,09(
Depreciation and amortizatic 18€ 44
Inventory valuatior 3,217 3,13¢
Deferred incomt 99 24¢
Equity-based compensatic 3,00z 1,08¢
Research and other tax credit c-forwards 2,472 59C
Other (47 234
10,072 7,42
Valuation allowance for deferred tax ass (2,729 (2,844
Net deferred tax asse $ 7,34¢  $4,58]
As reported on the balance she
Current assel
Deferred tax asse $ 4,13: $4,48¢
Valuation allowance for deferred tax ass (529 (1,219
Net current deferred tax ass 3,60¢ 3,26¢
Other long term asse
Deferred tax asse 5,93¢ 2,93
Valuation allowance for deferred tax ass (2,199 (1,625)
Net nor-current deferred tax asst 3,74( 1,317
Net deferred tax asse $ 7,34¢  $4,58]

The valuation allowance of $2.7 million is attribbte to temporary differences and deferred resesndh
development credits that are not realizable in 2@08te research credit carry-forwards of $1.5iam|Inet of a
$1.0 million valuation allowance, do not expire.
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A reconciliation of the income tax provision onamee from continuing operations at the federal stayurate
of 35% to the income tax provision at the effectie rate is as follows (in thousands):

Years Ended December 31

2007 2006 2005

Income taxes at the federal statutory $12,45. $18,12: $5,79
State income taxes, net of federal ber 27 (539 6
Effect of foreign operations taxes at various r: (879 (93 (39
Research tax credi (1,800 (2,12 —
Effect of tax rate changes, permanent differenoesaajustments of prior

deferrals (1,699 (38) (430
Stocl-based compensatic — 1,94: —
Change in valuation allowan (121) (22,18¢)  (4,91))
Other 258 — —

Total $823: $ 507¢ $ 421

Included in the above rate reconciliation is $2illiom of favorable federal and state adjustmeetated to
prior estimates for Domestic Activities Productidaduction, Extra-Territorial Income, research ardedopment
credits and deferred tax assets.

We have not provided for U.S. federal income andigm withholding taxes on approximately $5.3 roifliof
undistributed earnings from non-U.S. operationsfddecember 31, 2007 because we intend to reirsuses$t
earnings indefinitely outside of the United Statésie were to distribute these earnings, foremndredits may
become available under current law to reduce thelting U.S. income tax liability. Determination thle amount of
unrecognized deferred tax liability related to thearnings is not practicable. We will remit the+iiadefinitely
reinvested earnings of our non-U.S. subsidiariesra/excess cash has accumulated and we deterratrieith
advantageous for business operations, tax or easons.

We adopted the provisions of FASB Interpretationriver 48,'Accounting for Uncertainty in Income
Taxes,”(“FIN 48”) on January 1, 2007. As required by FI8| 4vhich clarifies SFAS No. 109Accounting for
Income Taxe” we recognize the financial statement benefit @apiosition only after determining that the relevan
tax authority would more likely than not sustaie ffosition following an audit. For tax positionsetieg the more-
likely-than-not threshold, the amount recognizethimfinancial statements is the largest benedit las a greater
than 50 percent likelihood of being realized uptimate settlement with the relevant tax authoryring 2007,
we applied FIN 48 to all tax positions for whicletstatute of limitations remained open and detezththat there
would be no material impact on the financial stagata for any years still subject to a potentialdasit. We did
recognized an immaterial increase in the liabflityunrecognized tax benefits. This liability arakee to a change
the state and local reporting methodology, whicghhaffect certain tax attributes.

We did not accrue any interest or penalties relaid¢tiese unrecognized tax benefits because wedthee tax
attributes which would offset any potential taxes d

We are subject to income taxes in the U.S. federadiction, and various states and foreign judgdns. Tax
regulations within each jurisdiction are subjectite interpretation of the related tax laws andit&pns and requi
significant judgment to apply. With few exceptiomsg are not subject to U.S. federal, state and,loca
international jurisdictions income tax examinatidaystax authorities for the years before 2004. &rtyg, there are
no active income tax examinations in the jurisdicsi where we operates.
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11. Other Accrued Liabilities

December 31

2007 2006
(In thousands)
Accrued product warrantie $2,81¢  $4,20¢
Accrued taxe! 18E 1,53:
Deferred incomt 1,541 572
Other 914 29¢
Total other accrued liabilitie $5,45¢  $6,617

12. Quarterly Consolidated Results of Operations (Unauited)

Three Months Ended
March 31, June 30, Sept. 29, Dec. 31,

2007 2007 2007 2007
(In thousands, except per share date
Net sales $76,37¢ $72,10¢ $50,60¢ $16,75!
Gross profit 32,78: 30,823 24,61¢ 7,81¢
Net income (loss 9,84t 11,55: 8,36¢ (2,41¢)
Basic income (loss) per she $ 04¢ $ 054 $ 03¢ ¢ (0.11)
Diluted income (loss) per sha 0.44 0.52 0.3¢ (0.17)
Three Months Ended
April 1, July 1, Sept. 30. Dec. 31,
2006 2006 2006 2006
(In thousands, except per share date
Net sales $49,62( $59,54: $54,82¢ $95,88¢
Gross profit 17,30¢ 21,26: 23,28( 39,11:
Net income 7,011 9,33t 9,01z 21,34
Basic income per sha $ 032 $ 04 $ 04z $ 1.01
Diluted income per shal 0.32 0.4z 0.41 0.97

13. Subsequent Event:
Auction Rate Securities

At December 31, 2007, we held $81.5 million of AaotRate Securities, valued at fair market valueictv wa:
equal to cost. Beginning in mid-February, certdithese Auction Rate Securities failed auction ttusell orders
exceeding buy orders. The funds associated witbdf@uctions will not be accessible until a suctgésaiction
occurs or a buyer is found outside of the auctiatgss. All of our Auction Rate Securities are stidoan
structured issues, where the loans have been atéglrunder the Department of Education’s Fedenalilifa
Education Loan Program and the principal and istdsee97% reinsured by the U.S. Department of EtilnicaAt
this time, there has been no change in the AAAgadif these securities.

The auction failures for the specific type of AoctiRate Securities in which we invest are so retteitneither
valuation models nor secondary markets yet exigt v continue to monitor the market for our AwgrtiRate
Securities and will analyze the valuation of thissestments each reporting period. If the valuatibthese
investments decline, we may be required to recardalized losses in other comprehensive incommpairment
charges in 2008.
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

We intend and have the ability to hold these AuttRate Securities until the market recovers. Waato
anticipate having to sell these securities in otdaperate our business. We believe that the gasbrated by our
operating activities, the scheduled maturitiestbBoinvestments and the establishment of a stalidbwf credit
will be sufficient to meet our cash requirementsildhe market for the Auction Rate Securities bees liquid
again.

Standby Line of Credit

On March 5, 2008, we entered into an agreement@itigroup Global Markets Inc (“Citi”). for a secd
revolving loan facility. This loan facility is sead by our Auction Rate Securities held at Citipfgximately
$20 million of credit is currently available pursiao the loan facility. The interest rate on thar facility is Prime
minus 1.5%, which is equal to, or less than, tier@st we are earning on the Auction Rate Secsinitigose auctior
have failed.
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Item 9. Changes In and Disagreements With Accountants orcAganting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Management's Report on Assessment of Internal Contls Over Financial Reporting
Conclusions Regarding Disclosure Controls and Prdcees

Our chief executive officer and our chief finanaficer have concluded, based on the evaluatichef
effectiveness of our disclosure controls and praoesi(as defined in Rules 13a-15(e) and 15d-18(#)e Securitie
Exchange Act of 1934, as amended) by our manageméhtthe participation of our chief executiveio#fr and ou
chief financial officer, that our disclosure codsrand procedures were effective as of Decembe2®17.

Management's Report on Internal Control over Finaiad Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finahcia
reporting (as defined in Rules 13a-15(f) and 15¢)1&der the Securities Exchange Act of 1934,rasrzded).
Under the supervision and with the participatiomof management, including our chief executiveceifiand chief
financial officer, we conducted an evaluation @& #ffectiveness of our internal control over finahceporting
based on the framework internal Control — Integrated Frameworiésued by the Committee of Sponsoring
Organizations of the Treadway Commission, or COB&3ed on our evaluation under the frameworktarnal
Control — Integrated Frameworkour management has concluded that our intermdtaaver financial reporting
was effective as of December 31, 2007.

Changes in Internal Control over Financial Reportm

There were no changes in our internal control éwancial reporting during our fourth fiscal quartbat have
materially affected, or are reasonably likely totenally affect, our internal control over finantiaporting.

Limitations on the Effectiveness of Controls

Our management, including our chief executive effiand chief financial officer, does not expect tha
disclosure controls and procedures or our intezaatrols will prevent all errors and all fraud. Antrol system, no
matter how well conceived and operated, can prooidg reasonable, not absolute, assurance thatdjeetives of
the control system are met. Further, the designaantrol system must reflect the fact that theeerasource
constraints, and the benefits of controls mustdiesiclered relative to their costs. Our disclosummls and
procedures and our internal controls have beemdedito provide reasonable assurance of achiek@ig t
objectives. Because of the inherent limitationallircontrol systems, no evaluation of controls pesvide absolute
assurance that all control issues and instanciaudd, if any, within Intevac have been detected.eA&aluation was
performed under the supervision and with the paditon of our management, including our chief exe® officer
and chief financial officer, of the effectivenedstte design and operation of our disclosure cdsiad procedures
as of December 31, 2007. Based on that evaluadionnanagement, including our chief executive effiand chief
financial officer, concluded that our disclosur@tols and procedures were effective at the redsersssurance
level.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
Intevac, Inc.

We have audited Intevac, Inc. (a Delaware corpamatand subsidiaries’ (collectively, the “Companyfidernal
control over financial reporting as of December 107, based on criteria establishedhiernal Control —
Integrated Frarrework issued by the Committee of Sponsoring Orgsitins of the Treadway Commission
(COSO0). The Company’s management is responsiblmé&intaining effective internal control over finaac
reporting and for its assessment of the effectigerd internal control over financial reportingclided in the
accompanying Management's Report on Internal Cotver Financial Reporting. Our responsibility @sexpress
an opinion on the Company’s internal control oveamcial reporting based on our audit.

We conducted our audit in accordance with the stadgdof the Public Company Accounting OversightriBoa
(United States). Those standards require that e g@hd perform the audit to obtain reasonable assarabout
whether effective internal control over financiaporting was maintained in all material respects. &udit included
obtaining an understanding of internal control dugincial reporting, assessing the risk that aemaltweakness
exists, testing and evaluating the design and ¢ipgraffectiveness of internal control based onabsessed risk,
and performing such other procedures as we comsldercessary in the circumstances. We believethaudit
provides a reasonable basis for our opinion.

A company'’s internal control over financial repogiis a process designed to provide reasonablesass
regarding the reliability of financial reportingathe preparation of financial statements for exdepurposes in
accordance with generally accepted accounting ipfeez A company’s internal control over finanaiaporting
includes those policies and procedures that (Iajpeto the maintenance of records that, in reasiendetail,
accurately and fairly reflect the transactions disghositions of the assets of the company; (2) idmveasonable
assurance that transactions are recorded as ngctsparmit preparation of financial statementadcordance wit
generally accepted accounting principles, andréwdipts and expenditures of the company are beadg only in
accordance with authorizations of management amdtdis of the company; and (3) provide reasonasdeirance
regarding prevention or timely detection of unauitted acquisition, use, or disposition of the comps assets that
could have a material effect on the financial stegets.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or dete
misstatements. Also, projections of any evaluatibeffectiveness to future periods are subjecheorisk that
controls may become inadequate because of chamgesdlitions, or that the degree of compliance wWithpolicies
or procedures may deteriorate.

In our opinion, Intevac, Inc. maintained, in allterdal respects, effective internal control overaficial
reporting as of December 31, 2007, based on aitstiablished iinternal Control — Integrated Framewoissued
by COSO.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Boar
(United States), the consolidated balance shedtgafac Inc. as of December 31, 2007 and 2006{tzendelated
consolidated statements of operations and compsaleeimcome, stockholdersquity and cash flows for each of
three years in the period ended December 31, 200 0ar report dated March 14, 2008 expressed uifigaal
opinion on those financial statements.

/sl GRANT THORNTON LLP

San Jose, California
March 14, 2008
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Iltem 9B. Other Information

On February 14, 2008, our Board of Directors appdoan updated form of indemnification agreement
applicable to our directors and certain of oura#fs. The form was intended to update the curoem for our
reincorporation into Delaware and general develagmin corporate law since the adoption of ouriodgform of
indemnification agreement and was done as partiobalinary course of corporate governance mati#tsle we
have not yet executed this new form of agreemett @ur directors and officers, we intend to entéo these
agreements in the first quarter of 2008, and a aftlge form of agreement is attached as Exhihbi® 10 this Repor
on Form 10-K.

PART IlI

Item 10. Directors, Executive Officers and Corporate Govente

The information required by this item relating be tCompany’s directors and nominees, disclosueimgl to
compliance with Section 16(a) of the Securitiestage Act of 1934, and information regarding oudecof ethics,
audit committee and stockholder recommendationsdifector nominees is included under the captidtiection of
Directors,” “Nominees,” “Business Experience of Noges for Election as Directors,” “Board Meetingsla
Committees,” “Corporate Governance Matters,” “Sattl6(a) Beneficial Ownership Reporting Compliahead
“Code of Business Conduct and Ethics” in the CongfsaRroxy Statement for the 2008 Annual Meeting of
Stockholders and is incorporated herein by refexrefibe information required by this item relatinghe
Company’s executive officers and key employeerdbided under the caption “Executive Officers” unidem 4 in
Part | of this Annual Report on Form 10-K.

Item 11. Executive Compensatio

The information required by this item is includatter the caption “Executive Compensation and Relate
Information” in the Company’s Proxy Statement fog 2008 Annual Meeting of Stockholders and is ipocaited
herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners afbnagement and Related Stockholder Matt

Securities authorized for issuance under equitypmmsation plans. The following table summarizes the
number of outstanding options granted to emplog@esdirectors, as well as the number of secunigegining
available for future issuance, under our equity gensation plans at December 31, 2007.

@ (©

Number of Securities (b) Number of Securities
to be Issued Upon Weighted-Average Remaining Available
Exercise of Exercise Price of for Future Issuance
Outstanding Options, Outstanding Options, Under Equity
Plan Category Warrants and Rights Warrants and Rights Compensation Plans(1
Equity compensation plans approved by
security holders(2 2,587,85: $ 13.3i 937,77:

Equity compensation plans not approved by
security holder: —

Total 2,587,85:

13.3i 937,77

$
$

(1) Excludes securities reflected in column

(2) Included in the column (c) amount are 297,919 shawailable for future issuance under Intevac’s3200
Employee Stock Purchase Pl

The other information required by this item is ureéd under the caption “Ownership of Securitiesthim
Company'’s Proxy Statement for the 2008 Annual Meptif Stockholders and is incorporated herein figreace.
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Item 13. Certain Relationships and Related Transactions, abitector Independenci

The information required by this item is includatter the captions “Certain Transactions” and “Coap®
Governance Matters” in the Company’s Proxy Statdrf@rthe 2008 Annual Meeting of Stockholders asd i
incorporated herein by reference.

Item 14. Principal Accountant Fees and Servici

The information required by this item is includatter the caption “Fees Paid To Accountants ForiSesv
Rendered During 2007” in the Company’s Proxy Stateinfior the 2008 Annual Meeting of Stockholders &nd
incorporated herein by reference.

PART IV

Iltem 15. Exhibits and Financial Statement Schedult

(a) List of Documents filed as part of this Ann&adport on Form 10-K.

1. The following consolidated financial statemeuiténtevac, Inc. are filed in Part Il, ltem 8 oighAnnual
Report on Form 10-K:

Report of Grant Thornton LLP, Independent Auditors
Consolidated Balance Sheets as of December 31, 802006

Consolidated Statements of Income and Comprehehsioeme (Loss) for the years ended December 31,
2007, 2006 and 2005

Consolidated Statement of Stockholders’ Equitytiieryears ended December 31, 2007, 2006 and 2005
Consolidated Statements of Cash Flows for the yeailed December 31, 2007, 2006 and 2005
Notes to Consolidated Financial Statements foyydaes ended December 31, 2007, 2006 and 2005

2. Financial Statement Schedules.

The following financial statement schedule of Ir@eyinc. is filed in Part IV, Item 15(a) of this Amal Report
on Form 10-K:

Schedule Il — Valuation and Qualifying Accounts

All other schedules have been omitted since theired, information is not present in amounts sudfitito
require submission of the schedule or becausentbemation required is included in the consoliddfiedncial
statements or notes thereto.

3. Exhibits

Exhibit
Number Description
3.1(1) Certificate of Incorporation of the Registr:
3.2(1) Bylaws of the Registrar
10.1+(2, The Registrars 1995 Stock Option/Stock Issuance Plan, as ame
10.2+(2, The Registrars Employee Stock Purchase Plan, as ame
10.3+(3] The Registrar's 2004 Equity Incentive Ple
10.4(6) Lease, dated February 5, 2001 regarding the spaated at 3510, 3544, 3560, 3570 and 3580 Bassett
Street, Santa Clara, California, including the tRinsough Sixth Amendmen
10.5(2) 601 California Avenue LLC Limited Liability Operaiy Agreement, dated July 28, 1€
10.6+(2, The Registrar's 401(k) Profit Sharing Ple
10.7+(5) The Registrar's Executive Incentive Ple
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Exhibit
Number

1)
()
(3)
(4)
()
(6)
(7)

Description

10.8(7) Loan Facility with Citigroup Global Markets, In

109
211
231
241
311
31.2

321

Director and Officer Indemnification Agreeme

Subsidiaries of the Registre

Consent of Independent Registered Public Accourking

Power of Attorney (see page i

Certification of President and Chief Executive ©éfi Pursuant to Section 302 of the Sarb-Oxley Act of 200z
Certification of Vice-President, Finance and Adreiration, Chief Financial Officer, Treasurer andr®&&ry
Pursuant to Section 302 of the Sarb-Oxley Act of 200z

Certifications Pursuant to U.S.C. 1350, adoptedtamt to Section 906 of the SarbeOxley Act of 200z

Previously filed as an exhibit to the Comp’s Report orForm ¢-K filed July 23, 2007

Previously filed as an exhibit to the Registrat®tatement olForm £-1 (No. 3:-97806)

Previously filed as an exhibit to the Comp’s Definitive Proxy Statement filed March 31, 2(

Previously filed as an exhibit to the Comp’s Report orForm &K filed February 7, 200

Previously filed as an exhibit to the Comp’s Report orForm &K filed February 7, 200

Previously filed as an exhibit to the Comp’s Form 1(-K filed March 16, 200°

Previously filed as an exhibit to the Comp’s Report orForm &K filed March 6, 200¢

Management compensatory plan or arrangement rebjaree filed as an exhibit pursuant to Item 18fcForm 1(-K
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas
duly caused this report to be signed on its bahathe undersigned, thereunto duly authorized, @nckl 14, 2008.

INTEVAC, INC.

By: /s/ JEFFREY ANDRESOM

Jeffrey Andreson

Vice President, Finance and Administration,
Chief Financial Officer, Treasurer and Secretary
(Principal Financial and Accounting Officer)

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each pemsbose signature appears below constitutes
and appoints Kevin Fairbairn and Jeffrey Andreswoth @ach of them, as his true and lawful attorney&ct and
agents, with full power of substitution and resitbbn, for him and in his name, place and stéadny and all
capacities, to sign any and all amendments (inotpgiost-effective amendments) to this Report ommFbd-K, and
to file the same, with all exhibits thereto, anbestdocuments in connection therewith, with theuiges and
Exchange Commission, granting unto said attorneyfadt and agents, and each of them, full power aldcgity to
do and perform each and every act and thing requasid necessary to be done in connection thereastfully to
all intents and purposes as he might or could gmeison, hereby ratifying and confirming all thaidsattorneys-in-
fact and agents, or any of them, or their or hisstitute or substitutes, may lawfully do or causéé¢ done by virtue
hereof.

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe
following persons on behalf of the registrant amthie capacities and on the dates indicated.

Signature Title Date
/s/ KEVIN FAIRBAIRN President, Chief Executive Officer and  March 14, 200
(Kevin Fairbairn) Director (Principal Executive Officer)
/s/ NORMAN H. POND Chairman of the Board March 14, 200
(Norman H. Pond
/s/ JEFFREY ANDRESOM Vice President, Finance and Administration, March 14, 200:
(Jeffrey Andreson) Chief Financial Officer Treasurer and

Secretary (Principal Financial and
Accounting Officer)

/s/ DAVID DURY Director March 14, 200:
(David Dury)

/s/ STANLEY J. HILL Director March 14, 200
(Stanley J. Hill)

/s/ ROBERT LEMOS Director March 14, 200:
(Robert Lemos

Is/ PING YANG Director March 14, 200:
(Ping Yang)
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SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS

Description

Year ended December 31, 20!
Deducted from asset accour
Allowance for doubtful accoun
Inventory provision:
Year ended December 31, 20!
Deducted from asset accour
Allowance for doubtful accoun
Inventory provision:
Year ended December 31, 20!
Deducted from asset accour
Allowance for doubtful accoun
Inventory provision:

INTEVAC, INC.
Additions (Reductions)
Balance a Charged (Credited) Charged (Credited) Balance a
Beginning to Costs and to Other Deductions— End
of Period Expenses Accounts Describe of Period

(In thousands)

$  217% 211 $ (269 $ 6(1)$ 154
9,86: 873 37€ 1242)  10,98¢
$ 154 % (14 $ 33 — $ 14z
10,98¢ 1,521 (32 3,3562)  9,12¢
$ 1428 (84 $ — % 2(1) $ 57
9,12¢ 862 15¢ 2,3952)  7,75(

(1) Write-offs of amounts deemed uncollectit
(2) Write-off of inventory having no future use or value he Compan
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Exhibit 10.9

INTEVAC, INC.
INDEMNIFICATION AGREEMENT

This Indemnification Agreement ggreement”) is made as of jnsert date] by and between Intevac, Inc., a Delaware corpamgthe “
Company?”), and [insert name of indemnitgg" Indemnitee”).

WHEREAS, Indemnitee’s service to the Compantystantially benefits the Company;

WHEREAS, individuals are reluctant to serval@ectors or officers of corporations or in cemtather capacities unless they are provided
with adequate protection through insurance or indéoation against the risks of claims and actiagainst them arising out of such service;

WHEREAS, Indemnitee does not regard the ptiotiecurrently provided by applicable law, the Canp's governing documents and any
insurance as adequate under the present circurestaanad Indemnitee may not be willing to continuserve in such capacities without
additional protection;

WHEREAS, in order to induce Indemnitee to amum to provide services to the Company, it iseeable, prudent and necessary for the
Company to contractually obligate itself to indefynand to advance expenses on behalf of, Indemaisegpermitted by applicable law; and

WHEREAS, this Agreement is a supplement toiarfdrtherance of the indemnification providedli®e Company’s certificate of
incorporation and bylaws, and any resolutions aglbpursuant thereto, and this Agreement shall eatdemed a substitute therefor, nor shall
this Agreement be deemed to limit, diminish or gate any rights of Indemnitee thereunder.

NOW, THEREFORE, the Company and Indemnitebeleby agree as follows:
1. Definitions

(a) A “Change in Control” shall be deemed to occur upon the earliest taoafter the date of this Agreement of any of wiéfving
events:

(i) Acquisition of Stock by Third Partiny Person (as defined below) is or becomes theefd@al Owner (as defined below),
directly or indirectly, of securities of the Compyamepresenting fifteen percent (15%) or more ofdbmbined voting power of the Compasy’
then outstanding securities;

(ii) Change in Board CompositioBuring any period of two (2) consecutive years (notuding any period prior to the executior
this Agreement), individuals who at the beginnifiguch period constitute the Company’s board cadors, and any new directors (other
than a director designated by a person who haseghitgto an agreement with the Company to effécamsaction described in Sections 1(a)
(i), 1(a)(iii) or 1(a)(iv)) whose election by th@drd of directors or nomination for election by @mpany’s stockholders was approved by a




vote of at least two-thirds of the directors thah is office who either were directors at the liragng of the period or whose election or
nomination for election was previously so approwese for any reason to constitute at least arityagf the members of the Company’s
board of directors;

(iii) Corporate Transactiong he effective date of a merger or consolidatiothefCompany with any other entity, other than a
merger or consolidation which would result in tleing securities of the Company outstanding immtetiigprior to such merger or
consolidation continuing to represent (either bya@ing outstanding or by being converted into mgtsecurities of the surviving entity) m
than 50% of the combined voting power of the vosegurities of the surviving entity outstanding iedrately after such merger or
consolidation and with the power to elect at l@astajority of the board of directors or other gamweg body of such surviving entity;

(iv) Liquidation.The approval by the stockholders of the Compary @dmplete liquidation of the Company or an agredrfer the
sale or disposition by the Company of all or sulbisadly all of the Company’s assets; and

(v) Other EventsAny other event of a nature that would be requitele reported in response to Item 6(e) of Schetiweof
Regulation 14A (or in response to any similar itemany similar schedule or form) promulgated uritlerSecurities Exchange Act of 1934,
as amended, whether or not the Company is theedubj such reporting requirement.

(vi) Definitions with Respect to this Section 1(a) .
For purposes of this Section 1(a), the follayvierms shall have the following meanings:

(1) Person” shall have the meaning as set forth in Sectiond)18{d 14(d) of the Securities Exchange Act of 1@®&4amende!
provided, howevethat “ Person” shall exclude (i) the Company, (ii) any trusteeother fiduciary holding securities under an ergp®
benefit plan of the Company, and (iii) any corpmatwned, directly or indirectly, by the stockhetd of the Company in substantially the
same proportions as their ownership of stock ofGhmpany.

(2) Beneficial Owner” shall have the meaning given to such term in RiBd-3 under the Securities Exchange Act of 1984, a
amendedprovided, howevethat “Beneficial Owner” shall exclude any Person otherwise becoming eeBeal Owner by reason of (i) the
stockholders of the Company approving a mergen@Qompany with another entity or (ii) the Companiydard of directors approving a s
of stock by the Company to such Person.

(b) “Corporate Status” describes the status of a person who is or wdiseator, trustee, general partner, managing menafiécer,
employee, agent or fiduciary of the Company or atfyer Enterprise.

(c) “DGCL " means the General Corporation Law of the Stateelbware.




(d) “Disinterested Director” means a director of the Company who is not andg mat a party to the Proceeding in respect of which
indemnification is sought by Indemnitee.

(e) “Enterprise ” shall mean the Company and any other corporapartnership, limited liability company, joint veme, trust,
employee benefit plan or other enterprise of whictemnitee is or was serving at the request oCthiapany as a director, trustee, general
partner, managing member, officer, employee, agefitiuciary.

(f) “Expenses’ shall include all reasonable attornefesés, retainers, court costs, transcript costs, d@el costs of experts, witness fi
travel expenses, duplicating costs, printing amdlibig costs, telephone charges, postage, delieswcs fees, and all other disbursements or
expenses of the types customarily incurred in cotioe with prosecuting, defending, preparing togeute or defend, investigating, being or
preparing to be a witness in, or otherwise parditiyg in, a Proceeding. Expenses also shall indiyd&xpenses incurred in connection with
any appeal resulting from any Proceeding, includiitout limitation the premium, security for, anther costs relating to any cost bond,
supersedeas bond or other appeal bond or its dgntyand (ii) for purposes of Section 12(c), Exgesnincurred by Indemnitee in connection
with the interpretation, enforcement or defenstndémnitee’s rights under this Agreement or undwgrdirectors’ and officers’ liability
insurance policies maintained by the Company. Egegnhowever, shall not include amounts paid ittese¢nt by Indemnitee or the amount
of judgments or fines against Indemnitee.

(9) “Independent Counsel means a law firm, or a partner or member of afiam, that is experienced in matters of corponatiaw
and neither presently is, nor in the past five géws been, retained to represent: (i) the Compamdemnitee in any matter material to ei
such party (other than with respect to matters eoring Indemnitee under this Agreement, or of othéemnitees under similar
indemnification agreements), or (ii) any other paotthe Proceeding giving rise to a claim for indafication hereunder. Notwithstanding 1
foregoing, the term Independent Counsel’ shall not include any person who, under the ayailie standards of professional conduct then
prevailing, would have a conflict of interest ipresenting either the Company or Indemnitee inciomto determine Indemnitee’s rights
under this Agreement.

(h) “Proceeding” means any threatened, pending or completed adiat) arbitration, mediation, alternate disputsalution
mechanism, investigation, inquiry, administratiwahing or other proceeding, whether brought irritjet of the Company or otherwise and
whether of a civil, criminal, administrative or iestigative nature, including any appeal therefrowh iacluding without limitation any such
proceeding pending as of the date of this Agreeniienthich Indemnitee was, is or will be involvesl @ party, potential party, non-party
witness or otherwise by reason of (i) the fact thdemnitee is or was a director or officer of @empany, (ii) any action taken by Indemni
or on Indemnitees part while acting as a director or officer of tb@mpany, or (iii) the fact that he or she is oswarving at the request of 1
Company as a director, trustee, general partneragiag member, officer, employee, agent or fidyc@rthe Company or any other
Enterprise, in each case whether or not servirsyiai capacity at the time any liability or Expeissicurred for which indemnification or
advancement of expenses can be provided undekghéement, except one initiated by Indemnitee foree his or her rights under this
Agreement.




(i) Reference todther enterprises” shall include employee benefit plans; referertoesfines” shall include any excise taxes asse
on a person with respect to any employee benefit;pkferences toserving at the request of the Company shall include any service as a
director, officer, employee or agent of the Compwatnch imposes duties on, or involves servicessbigh director, officer, employee or ag
with respect to an employee benefit plan, its pgrdints or beneficiaries; and a person who actegad faith and in a manner he or she
reasonably believed to be in the best interestseoparticipants and beneficiaries of an employareekit plan shall be deemed to have acted in
a manner ‘hot opposed to the best interests of the Compariyas referred to in this Agreement.

2. Indemnity in ThiréParty ProceedingsThe Company shall indemnify Indemnitee in accoogawith the provisions of this Section 2 if
Indemnitee is, or is threatened to be made, a pany a participant in any Proceeding, other thdroceeding by or in the right of the
Company to procure a judgment in its favor. Purst@athis Section 2, Indemnitee shall be indemditie the fullest extent permitted by
applicable law against all Expenses, judgmentesfemd amounts paid in settlement actually andnedody incurred by Indemnitee or on his
or her behalf in connection with such Proceedingror claim, issue or matter therein, if Indemneeted in good faith and in a manner he or
she reasonably believed to be in or not opposéuktbest interests of the Company and, with redpeany criminal action or proceeding,
no reasonable cause to believe that his or herumehs unlawful.

3. Indemnity in Proceedings by or in the Righthe Company The Company shall indemnify Indemnitee in accoogawith the
provisions of this Section 3 if Indemnitee is, ®thireatened to be made, a party to or a partitipaany Proceeding by or in the right of the
Company to procure a judgment in its favor. Purstmathis Section 3, Indemnitee shall be indemditie the fullest extent permitted by
applicable law against all Expenses actually aadaerably incurred by Indemnitee or on Indemniteetsalf in connection with such
Proceeding or any claim, issue or matter theréindemnitee acted in good faith and in a mannesr&he reasonably believed to be in or not
opposed to the best interests of the Company. tlenimification for Expenses shall be made underSkigion 3 in respect of any claim, is
or matter as to which Indemnitee shall have begudgéd by a court of competent jurisdiction to iable to the Company, unless and only to
the extent that the Delaware Court of Chanceryngraaurt in which the Proceeding was brought sthetérmine upon application that, des
the adjudication of liability but in view of all ghcircumstances of the case, Indemnitee is faityreaasonably entitled to indemnification for
such expenses as the Delaware Court of Chanceychrother court shall deem proper.

4. Indemnification for Expenses of a PartyoNhWholly or Partly Successfullo the extent that Indemnitee is a party to padicipant
in and is successful (on the merits or otherwise)afense of any Proceeding or any claim, issueatter therein, the Company shall
indemnify Indemnitee against all Expenses actuatllg reasonably incurred by Indemnitee or on Indeeis behalf in connection therewith.
If Indemnitee is not wholly successful in such Rmding but is successful, on the merits or otherwisdefense of one or more but less than
all claims, issues or matters in such ProceedimgCompany shall indemnify Indemnitee against afidhses actually and reasonably
incurred by Indemnitee or on Indemnitee’s behalfannection with (a) each successfully resolvethtgléssue or matter and (b) any claim,
issue or matter related to any such
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successfully resolved claim, issue or matter. krwppses of this Section and without limitation, temination of any claim, issue or matte
such a Proceeding by dismissal, with or withoujygtiee, shall be deemed to be a successful resutt such claim, issue or matter.

5. Indemnification for Expenses of a Witnesktwithstanding any other provision of this Agment, to the extent that Indemnitee is, by
reason of his or her Corporate Status, a witneasynProceeding to which Indemnitee is not a paniyemnitee shall be indemnified to the
fullest extent permitted by applicable law agaaisExpenses actually and reasonably incurred bgrimitee or on Indemnitee’s behalf in
connection therewith.

6. Additional Indemnification

(a) Notwithstanding any limitation in $Sieos 2, 3 or 4, the Company shall indemnify Indé@aato the fullest extent permitted by
applicable law if Indemnitee is a party to or iseitened to be made a party to any Proceedingudimg, if permissible, a Proceeding by or in
the right of the Company to procure a judgmentdriavor) against all Expenses, judgments, finesaamounts paid in settlement actually and
reasonably incurred by Indemnitee in connectiotn wie Proceeding.

(b) For purposes of Section 6(a), themrepof the phrase to the fullest extent permitted by applicable law’ shall include, but not
be limited to:

(i) to the fullest extent permittied the provision of the DGCL that authorizes orteomplates additional indemnification by
agreement, or the corresponding provision of angradment to or replacement of the DGCL; and

(i) to the fullest extent authorizer permitted by any amendments to or replacendritee DGCL adopted after the date of this
Agreement that increase the extent to which a catjpm may indemnify its officers and directors.

7. Exclusions Notwithstanding any provision in this Agreemehg Company shall not be obligated under this Agiesg to make any
indemnity in connection with any Proceeding (or @ayt of any Proceeding):

(a) for which payment has actually beedeto or on behalf of Indemnitee under any instegolicy or other indemnity provision,
except with respect to any excess beyond the anpaiditunder any insurance policy or other indempityision;

(b) for an accounting of profits madenfrthe purchase and sale (or sale and purchas@gdeynhitee of securities of the Company
within the meaning of Section 16(b) of the Secesittxchange Act of 1934, as amended, or similarngioms of state statutory law or
common law, if Indemnitee is held liable therefmic{uding pursuant to any settlement arrangements);

(c) for any reimbursement of the Complpyndemnitee of any bonus or other incentive-basegfjuity-based compensation or of any
profits realized by Indemnitee from the sale ofusiies of the Company, as required in each casenthe Securities Exchange Act of 1934,
as
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amended (including any such reimbursements ths¢ #dm an accounting restatement of the Comparsupuat to Section 304 of the
Sarbanes-Oxley Act of 2002 (th&arbanes-Oxley Act’), or the payment to the Company of profits atisfrom the purchase and sale by
Indemnitee of securities in violation of Sectior63f the Sarbanes-Oxley Act), if Indemnitee is Hedllle therefor (including pursuant to any
settlement arrangements);

(d) initiated by Indemnitee, includingyadroceeding (or any part of any Proceeding) itgtieby Indemnitee against the Company or its
directors, officers, employees, agents or otheernmaitees, unless (i) the Company’s board of dirscaathorized the Proceeding (or the
relevant part of the Proceeding) prior to its atitin, (ii) the Company provides the indemnificatio its sole discretion, pursuant to the
powers vested in the Company under applicable (i@votherwise authorized in Section 12(c) or (atherwise required by applicable law; or

(e) if prohibited by applicable law.

8. Advances of Expense$she Company shall advance, to the extent notipited by law, the Expenses incurred by Indemnitee
connection with any Proceeding, and such advanceshali be made as soon as reasonably practidalilé) any event no later than twenty
(20) days, after the receipt by the Company of itevr statement or statements requesting such adsdrom time to time (which shall
include invoices received by Indemnitee in conmectiith such Expenses but, in the case of invaitesnnection with legal services, any
references to legal work performed or to expenditnade that would cause Indemnitee to waive awlge accorded by applicable law
shall not be included with the invoice). Advancbkalkbe unsecured and interest free and made witiegard to Indemnitee’s ability to repay
such Advances. Indemnitee hereby undertakes ty mpaadvance to the extent that it is ultimatedyetmined that Indemnitee is not entitled
to be indemnified by the Company, which undertalghgll itself be sufficient without the need forther evaluation of any credit aspects of
the undertaking or with respect to such advancenTdng Section 8 shall not apply to any claim mbgéndemnitee for which indemnity is
excluded pursuant to this Agreement.

9. Procedure for Notification and Defensé€tfim .

(a) Indemnitee shall notify the Companiriting of any matter with respect to which Ind@tee intends to seek indemnification or
advancement of Expenses as soon as reasonablicabéetfollowing the receipt by Indemnitee of weittnotice thereof. The written
notification to the Company shall include a degwipof the nature of the Proceeding and the fantierlying the Proceeding. The failure by
Indemnitee to notify the Company hereunder will redieve the Company from any liability which it yneave to Indemnitee hereunder or
otherwise than under this Agreement, and any dalag notifying the Company shall not constituteaiver by Indemnitee of any rights
under this Agreement, except to the extent that &aiture or delay materially prejudices the Comypan

(b) If, at the time of the receipt of atice of a claim pursuant to the terms hereof Gbempany has director and officer liability
insurance in effect, the Company shall give prongtice of the commencement of the Proceeding tantheers in accordance with the
procedures set forth in the respective policiee Tbmpany shall thereafter take all necessary siratge action to




cause such insurers to pay, on behalf of Indemréiéamounts payable as a result of such Procgediaccordance with the terms of such
policies.

(c) In the event the Company shall bégaiéd hereunder to make any indemnity in conneatiith a Proceeding, the Company shal
entitled to assume the defense of such Proceedihgcaunsel approved by Indemnitee, which apprstall not be unreasonably withheld,
upon the delivery to Indemnitee of written notidets election so to do. After delivery of such ivet approval of such counsel by Indemnitee
and the retention of such counsel by the CompdmeyCompany will not be liable to Indemnitee undes Agreement for any fees or exper
of counsel subsequently incurred by Indemnitee végipect to the same Proceeding. Notwithstandi@gttmpany’s assumption of the
defense of any Proceeding, the Company shall bgaibt to pay the fees and expenses of Indemmitaesel if (i) the employment of
counsel by Indemnitee has been previously authlizethe Company, (ii) Indemnitee shall have reabbnconcluded that there is a conflict
of interest between the Company and Indemnitekdrconduct of any such defense such that Indemmnéteds to be separately represented,
(iii) the fees and expenses are non-duplicativeraadonably incurred in connection with Indemngaele in the proceeding despite the
Company'’s assumption of the defense, (iv) the Camp&not financially or legally able to perforns indemnification obligations or (v) the
Company shall not have retained, or shall not comtito retain, such counsel to defend such Proegetihe Company shall have the right to
conduct such defense as it sees fit in its solereti®n,providedthat the Company shall not settle any Proceeditigout Indemnitee’s prior
written consent, which shall not be unreasonabthéld. Regardless of any provision in this Agreemedemnitee shall have the right to
employ Indemnitee’s counsel in any Proceeding @timnitee’s personal expense.

(d) Indemnitee shall give the Companyhsnéormation and cooperation in connection wite Broceeding as may be reasonably
appropriate.

(e) The Company shall not be liable weimnify Indemnitee under this Agreement for anyleient of any Proceeding without the
Company’s prior written consent, which shall notumeeasonably withheld.

10. Procedure upon Application for Indemrfion.

(a) To obtain indemnification under thigreement, Indemnitee shall submit to the Compawyithien request, including therein or
therewith such documentation and information asasonably available to Indemnitee and is reasymadilessary to determine whether and
to what extent Indemnitee is entitled to indemiaifion following the final disposition of such Predéng. The Company shall, as soon as
reasonably practicable after receipt of such aesgior indemnification, advise the board of dioestin writing that Indemnitee has requested
indemnification.

(b) Upon written request by Indemniteeifmemnification, a determination, if required d&yyplicable law, with respect to Indemnitee’s
entitlement thereto shall be made in the speciiedi) if a Change in Control shall have occurlgdindependent Counsel in a written
opinion to the Company’s board of directors, a copwhich shall be delivered to Indemnitee orifida Change in Control shall not have
occurred, (A) by a majority vote of the DisinteesbDirectors,
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even though less than a quorum of the Company’sdbafedirectors, (B) by a committee of Disinteresiirectors designated by a majority
vote of the Disinterested Directors, even thougs aan a quorum of the Company’s board of direci{@) if there are no such Disinterested
Directors or, if such Disinterested Directors s@di, by Independent Counsel in a written opinimthe Company’s board of directors, a copy
of which shall be delivered to Indemnitee or (D3df directed by the Company’s board of directoyghle stockholders of the Company. If it
is so determined that Indemnitee is entitled temdification, payment to Indemnitee shall be maglsamn as reasonably practicable, but in
any event no later than ten (10) days, after satbrohination. Indemnitee shall cooperate with thiespn, persons or entity making such
determination with respect to Indemnitee’s entig@tto indemnification, including providing to suplrson, persons or entity upon
reasonable advance request any documentationasmiafion which is not privileged or otherwise prital from disclosure and which is
reasonably available to Indemnitee and reasonaddgssary to such determination. Any costs or exgsefiscluding attorneys’ fees and
disbursements) reasonably incurred by Indemnite® icooperating with the person, persons or entéking such determination shall be
borne by the Company (irrespective of the detertiinaas to Indemnitee’s entitlement to indemnificaj.

(c) In the event the determination ofitterhent to indemnification is to be made by Indegent Counsel pursuant to Section 10(b), the
Independent Counsel shall be selected as providds Section 10(c). The Independent Counsel sigadielected by the Company’s board of
directors, except in the case of a Change in Chratnal the Company shall give written notice todnuhitee advising him or her of the
identity of the Independent Counsel so selecteal.Ghange in Control shall have occurred, the laddpnt Counsel shall be selected by
Indemnitee and Indemnitee shall give written noticéhe Company advising it of the identity of theependent Counsel so selected (unless
Indemnitee shall request that such selection beerbgdhe Company’s board of directors, in whichrébe Company shall provide written
notice to the Indemnitee of the identity of thedpdndent Counsel). In either event, Indemniteé®Company, as the case may be, may,
within ten (10) days after such written notice elfestion shall have been given, deliver to the Camypor to Indemnitee, as the case may |
written objection to such selectiogorovided, however, that such objection may be asserted only on thengl that the Independent Counsel
so selected does not meet the requirements of gltlient Counsel” as defined in Section 1 of thises&gent, and the objection shall set
forth with particularity the factual basis of suaésertion. Absent a proper and timely objectioagbrson so selected shall act as Independen
Counsel. If such written objection is so made anustantiated, the Independent Counsel so selecigchot serve as Independent Counsel
unless and until such objection is withdrawn oparthas determined that such objection is withoetit. If, within twenty (20) days after the
later of (i) submission by Indemnitee of a writteguest for indemnification pursuant to Sectioma) ®greof and (ii) the final disposition of
the Proceeding, no Independent Counsel shall hase belected without objection, either the Comparipdemnitee may petition a court of
competent jurisdiction for resolution of any objentwhich shall have been made by the Companydegrmitee to the other’s selection of
Independent Counsel and for the appointment agpbmtient Counsel of a person selected by the cobst such other person as the court
shall designate, and the person with respect taowdlbobjections are so resolved or the persompgoiated shall act as Independent Counsel
under Section 10(b) hereof. Upon the due commeneeai@ny judicial proceeding or arbitration punstio Section 12(a) of this Agreeme
Independent Counsel shall be discharged and relieve
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of any further responsibility in such capacity (&abto the applicable standards of professionatioat then prevailing).
(d) The Company agrees to pay the redderiees and expenses of any Independent Counsel.

(e) If the Company believes that Indeemihas not met the standards of conduct which hgleemissible under applicable law for the
Company to indemnify Indemnitee for the amountéwdal, the Company may file an action in the Delav@ourt of Chancery to obtain a
declaratory judgment that Indemnitee is not emtitiader applicable law to receive indemnificatieradvancement from the Company (a
“Declaratory Action” ). If the Delaware Court of Chancery issues anmoodgudgment in a Declaratory Action that Inderagiis not entitled
under applicable law to receive indemnificatioradvancement from the Company with respect to agexting or any claim, issue or matter
therein, the Company shall have no further oblagatinder this Agreement, the Company’s certificdtecorporation or bylaws or other
applicable laws, statutes or rules to provide indifination or advances to Indemnitee with respectuch Proceeding, claim, issue or matter.
In a Declaratory Action, the burden of proof shlon the Company to establish that Indemniteeti€ntitled to indemnification or
advances.

11. Presumptions and Effect of Certain Prdicess.

(a) In making a determination with reggeeentitiement to indemnification hereunder,he fullest extent permitted by law, Indemni
shall be presumed to be entitled to indemnificatiader this Agreement if Indemnitee has submittegl@est for indemnification in
accordance with Section 10(a) of this Agreemerd,the Company shall, to the fullest extent not goidéd by law, have the burden of proof
to overcome that presumption in connection withrttaking by such person, persons or entity of atgrd@nation contrary to that
presumption. Neither (i) the failure of the Compaityy board of directors, any committee or subgrotifhe board of directors, Independent
Counsel or stockholders to have made a determim#ign indemnification is proper in the circumstasmbecause Indemnitee has met the
applicable standard of conduct, nor (ii) an actiegermination by the Company, its board of diresstany committee or subgroup of the bc
of directors, Independent Counsel or stockholdgais Indemnitee has not met such applicable starafazdnduct, shall be a defense to the
action or create a presumption that Indemniteenbaisnet the applicable standard of conduct.

(b) Subject to Section 12(d), if the perspersons or entity empowered or selected uneleid® 10 of this Agreement to determine
whether Indemnitee is entitled to indemnificatitvals not have made a determination within sixty)(é8ys after receipt by the Company of
the request therefor in accordance with this Agethe requisite determination of entittemennttemnification shall be deemed to have
been made and Indemnitee shall be entitled to swehmnification, absent (i) a misstatement by Inditee of a material fact, or an omission
of a material fact necessary to make Indemnitdatesents not materially misleading, in connectidth the request for indemnification, or
(i) a prohibition of such indemnification under@icable law;provided, howevethat such 60-day period may be extended for a redide
time, not to exceed an additional thirty (30) dafythe person, persons or entity making the deiteaitron with respect to entitlement to
indemnification in good faith requires such additibtime for obtaining or




evaluating documentation or information relatingréto; angprovided, furtherthat the foregoing provisions of this Section 114ball not
apply (i) if the determination of entitlement talemnification is to be made by the stockholderspant to Section 10(b) of this Agreement
and if (A) within fifteen (15) days after receipt the Company of the request for such determinatierBoard has resolved to submit such
determination to the stockholders for their consitien at an annual meeting thereof to be heldiwigkventyfive (75) days after such rece
and such determination is made thereat, or (Beaiapmeeting of stockholders is called withindéh (15) days after such receipt for the
purpose of making such determination, such medihgld for such purpose within sixty (60) day®afiaving been so called and such
determination is made thereat, or (ii) if the detieation of entitlement to indemnification is to &de by Independent Counsel pursuant to
Section 10(b) of this Agreement.

(c) The termination of any Proceedingbany claim, issue or matter therein, by judgmerder, settlement or conviction, or upon a
plea ofnolo contenderer its equivalent, shall not (except as otherwigeressly provided in this Agreement) of itself ¢eea presumption
that Indemnitee did not act in good faith and manner which he or she reasonably believed to be ot opposed to the best interests o
Company or, with respect to any criminal Proceedihgt Indemnitee had reasonable cause to bel@ténis or her conduct was unlawful.

(d) For purposes of any determinatiogadd faith, Indemnitee shall be deemed to haveddntgood faith to the extent Indemnitee
relied in good faith on (i) the records or bookso€ount of the Enterprise, including financiatestaents, (ii) information supplied to
Indemnitee by the officers of the Enterprise intbarse of their duties, (iii) the advice of legalinsel for the Enterprise or its board of
directors or counsel selected by any committed@bioard of directors or (iv) information or receglven or reports made to the Enterprise
by an independent certified public accountant,@raiser, investment banker or other expert sedewstth reasonable care by the Compan
its board of directors or any committee of the boafrdirectors. The provisions of this Section )Iqdall not be deemed to be exclusive or to
limit in any way the other circumstances in whiodémnitee may be deemed to have met the applistdnidard of conduct set forth in this
Agreement.

(e) The knowledge and actions, or faileract, of any other director, officer, agent orptoyee of the Enterprise shall not be impute
Indemnitee for purposes of determining the righhttemnification under this Agreement.

12. Remedies of Indemnitee

(a) Subject to Section 12(d), in the evbhat (i) a determination is made pursuant toi8ac0 of this Agreement that Indemnitee is not
entitled to indemnification under this Agreemeii},gdvancement of Expenses is not timely madeyansto Section 8 of this Agreement,
(iii) no determination of entitlement to indemnéiion shall have been made pursuant to Sectior) b@this Agreement within ninety
(90) days after receipt by the Company of the retjfee indemnification, (iv) payment of indemnific@n pursuant to this Agreement is not
made within ten (10) days after a determinationlie@n made that Indemnitee is entitled to indemetiion, or (v) in the event that the
Company or any other person takes or threaterakéoany action to declare this Agreement void @ndiorceable, or institutes any litigation
or other action or proceeding
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designed to deny, or to recover from, Indemniteehtbnefits provided or intended to be providechttemnitee hereunder, Indemnitee sha
entitled to an adjudication by a court of his or éstitlement to such indemnification or advancenwérExpenses. Indemnitee shall
commence such proceeding seeking an adjudicatittinii80 days following the date on which Indemaitiest has the right to commence
such proceeding pursuant to this Section 1(@yided, howevethat the foregoing clause shall not apply in respéea proceeding brought
by Indemnitee to enforce his or her rights undeatiSe 4 of this Agreement. The Company shall ngiasge Indemnitee’s right to seek any
such adjudication in accordance with this Agreement

(b) In the event that a determinationlidieve been made pursuant to Section 10(b) ofAjigement that Indemnitee is not entitled to
indemnification, any judicial proceeding or arbiiba commenced pursuant to this Section 12 shatidpelucted in all respects agd@novo
trial, or arbitration, on the merits and Indemnis&ll not be prejudiced by reason of that advedesermination.

(c) To the fullest extent permitted bw)dahe Company shall be precluded from assertiraninjudicial proceeding or arbitration
commenced pursuant to this Section 12 that theepiwwes and presumptions of this Agreement arealit,\binding and enforceable and
shall stipulate in any such court or before anyhsarbitrator that the Company is bound by all thevjsions of this Agreement. It is the intent
of the Company that Indemnitee not be requiredi¢ari legal fees or other Expenses associated hatinterpretation, enforcement or defe
of Indemnitee’s rights under this Agreement byétion or otherwise because the cost and expeaseothwould substantially detract from
the benefits intended to be extended to Indemhiéeeunder. To the extent permitted by law, the Camyshall indemnify Indemnitee agai
any and all Expenses and, if requested by Indemrsteall (as soon as reasonably practicable, bartyrevent no later than twenty (20) days,
after receipt by the Company of a written requlestdfor) advance such Expenses to Indemnitee thaneurred by Indemnitee in connection
with any action brought by Indemnitee for indenudtion or advancement of Expenses from the Compadegr this Agreement or under any
directors’ and officers’ liability insurance polgs maintained by the Company.

(d) Notwithstanding anything in this Agraent to the contrary, no determination as tolentint to indemnification under this
Agreement shall be required to be made prior tditta disposition of the Proceeding.

13. _Contribution To the fullest extent permissible under appliedblv, if the indemnification provided for in thigreement is
unavailable to Indemnitee, the Company, in lieindemnifying Indemnitee, shall contribute to thecamt incurred by Indemnitee, whether
for Expenses, judgments, fines or amounts paid betpaid in settlement, in connection with anyneleelating to an indemnifiable event
under this Agreement, in such proportion as is dgkfair and reasonable in light of all of the cimatances of such Proceeding in order to
reflect (i) the relative benefits received by thengpany and Indemnitee as a result of the eventsjransaction(s) giving rise to such
Proceeding; and (ii) the relative fault of Indenaeitand the Company (and its other directors, affiecamployees and agents) in connection
with such event(s) and transaction(s).
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14. Norexclusivity. The rights of indemnification and to receive ath@ment of Expenses as provided by this Agreentellt 1sot be
deemed exclusive of any other rights to which Indigeée may at any time be entitled under applicédble the Company’s certificate of
incorporation or bylaws, any agreement, a votdadkholders or a resolution of directors, or othieewNo amendment, alteration or repeal of
this Agreement shall limit or restrict any rightloflemnitee under this Agreement in respect ofaatipn taken or omitted by such Indemn
in his or her Corporate Status prior to such amesdpalteration or repeal. To the extent that anghan Delaware law, whether by statute or
judicial decision, permits greater indemnificatmmadvancement of Expenses than would be afforde@rmtly under the Compa’s
certificate of incorporation and bylaws and this@gment, it is the intent of the parties heretd hégemnitee shall enjoy by this Agreement
the greater benefits so afforded by such chandpestto the restrictions expressly set forth herExcept as expressly set forth herein, no
right or remedy herein conferred is intended t@kausive of any other right or remedy, and eveheporight and remedy shall be cumulative
and in addition to every other right and remedyegihereunder or now or hereafter existing at lam @quity or otherwise. The assertion or
employment of any right or remedy hereunder, oentlise, shall not prevent the concurrent assedie@mployment of any other right or
remedy.

15. No Duplication of Payment3he Company shall not be liable under this Agreeinto make any payment of amounts otherwise
indemnifiable hereunder (or for which advancemsmirovided hereunder) if and to the extent thatinditee has otherwise actually received
such payment under any insurance policy, conteaggement or otherwise.

16. InsuranceTo the extent that the Company maintains an arswe policy or policies providing liability insureafor directors, trustee
general partners, managing members, officers, grapk) agents or fiduciaries of the Company or dhgrdEnterprise, Indemnitee shall be
covered by such policy or policies to the samerexds the most favorably-insured persons under gality or policies in a comparable
position. The Company shall, from time to time, makgood faith determination as to whether or nistpracticable for the Company to
obtain and maintain a policy or policies of inswranvith reputable insurance companies providingdthectors and officers with coverage for
losses from wrongful acts, or to ensure the Comiggmgrformance of its indemnification obligationsder this Agreement. Among other
considerations, the Company will weigh the costshifining such insurance coverage against thegfoh afforded by such coverage.
Notwithstanding the foregoing and without limitatjighe Company shall have no obligation to obtaimaintain such insurance if tl
Company determines in good faith that such inswasmaot reasonably available, if the premium cémtsuch insurance are disproportionate
to the amount of coverage provided, if the coveageided by such insurance is limited by exclusien as to provide an insufficient bene
or if Indemnitee is covered by similar insurancentened by a parent or subsidiary of the Company.

17. Subrogationin the event of any payment under this AgreentbetCompany shall be subrogated to the exteniaf payment to all
of the rights of recovery of Indemnitee, who skxiécute all papers required and take all actioessary to secure such rights, including
execution of such documents as are necessary lidegth@ Company to bring suit to enforce such gght
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18. Services to the Companyndemnitee agrees to serve as a director oresfi€ the Company or, at the request of the Compasia
director, trustee, general partner, member, offiemployee, agent or fiduciary of another Entemrier so long as Indemnitee is duly elected
or appointed or until Indemnitee tenders his orresignation. Indemnitee may at any time and fgrr@ason resign from such position
(subject to any other contractual obligation or abiigation imposed by operation of law), in whigkent the Company shall have no
obligation under this Agreement to continue Indegemin such position. This Agreement shall not @ended an employment contract
between the Company (or any of its subsidiariesngrEnterprise) and Indemnitee. Indemnitee spedifi@acknowledges that any
employment with the Company (or any of its subsid@or any Enterprise) is at will, and Indemniteay be discharged at any time for any
reason, with or without cause, except as may beraibe provided in any written employment contfaetween Indemnitee and the Company
(or any of its subsidiaries or any Enterprise), fomynal severance policies adopted by the Companyasd of directors or, with respect to
service as a director or officer of the Compang, @ompany’s certificate of incorporation or bylasvgshe DGCL.

19. Duration of Agreemenihis Agreement shall continue until and termingten the later of (a) ten (10) years after the daat
Indemnitee shall have ceased to serve as a directdficer of the Company or as a director, tresgeneral partner, managing member,
officer, employee, agent or fiduciary of any otk@terprise, as applicable; or (b) one (1) year dfte final termination of any Proceeding,
including any appeal, then pending in respect atlvindemnitee is granted rights of indemnificatmmadvancement of Expenses hereunder
and of any proceeding commenced by Indemnitee patdo Section 12 of this Agreement relating theeret

20. _Successordhis Agreement shall be binding upon the Compamy its successors and assigns, including anytdirendirect
successor by purchase, merger, consolidation erwibe to all or substantially all of the businessissets of the Company, and shall inure to
the benefit of Indemnitee and Indemnitee’s heixecators and administrators. The Company shalliregund cause any successor (whether
direct or indirect by purchase, merger, consolatatr otherwise) to all or substantially all of tsiness or assets of the Company, by wi
agreement in form and substance satisfactory tenhmitee, expressly to assume and agree to perfosnhgreement in the same manner and
to the same extent that the Company would be redud perform if no such succession had taken place

21. Severability If any provision or provisions of this Agreemeiiall be held to be invalid, illegal or unenforcieafor any reason
whatsoever: (a) the validity, legality and enfolmiéty of the remaining provisions of this Agreeméimcluding without limitation, each
portion of any Section of this Agreement containémy such provision held to be invalid, illegalumenforceable, that is not itself invalid,
illegal or unenforceable) shall not in any way Heated or impaired thereby and shall remain erdabte to the fullest extent permitted by
law; (b) such provision or provisions shall be dedmeformed to the extent necessary to confornppicable law and to give the maximum
effect to the intent of the parties hereto; anddahe fullest extent possible, the provisionshis Agreement (including, without limitation,
each portion of any Section of this Agreement cioitig any such provision held to be invalid, illéga unenforceable, that is not itself
invalid, illegal or unenforceable) shall be constiiso as to give effect to the intent manifestedethy.
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22. _EnforcementThe Company expressly confirms and agrees tihaisitentered into this Agreement and assumed tigatibns
imposed on it hereby in order to induce Indemnitegerve as a director or officer of the Compamy #gne Company acknowledges that
Indemnitee is relying upon this Agreement in segvas a director or officer of the Company.

23. _Entire Agreemen(This Agreement constitutes the entire agreemetwden the parties hereto with respect to the stubjatter hereof
and supersedes all prior agreements and undensgandiral, written and implied, between the pattieseto with respect to the subject matter
hereof;provided, however, that this Agreement is a supplement to and ith&rance of the Comparsytertificate of incorporation and byla
and applicable law, and shall not be deemed aitutiestherefor, nor to diminish or abrogate anytigof Indemnitee thereunder.

24. Maodification and WaiverNo supplement, modification or amendment to Agseement shall be binding unless executed in ngiby
the parties thereto. No waiver of any of the priovis of this Agreement shall be deemed or shalétitute a waiver of any other provisions
this Agreement nor shall any waiver constitute aticming waiver.

25. Notices All notices, requests, demands and other comnatinits under this Agreement shall be in writing ahdll be deemed to
have been duly given if (a) delivered by hand awbipted for by the party to whom said notice tieocommunication shall have been
directed, (b) mailed by certified or registered Indth postage prepaid, on the third business d&gyr the date on which it is so mailed,

(c) mailed by reputable overnight courier and rpteal for by the party to whom said notice or ott@mmunication shall have been directed,
or (d) transmitted by way of facsimile or e-mailiffwacknowledgement of complete transmission).

(a) If to Indemnitee, at such addresmdisated on the signature page of this Agreenmarguch other address as Indemnitee shall
provide to the Company.

(b) If to the Company to:

Intevac, Inc.
3560 Bassett Street
Santa Clara, CA 95054

or to any other address as may have been furnishedemnitee by the Company.

26. Applicable Law and Consent to Jurisdittid his Agreement and the legal relations amongtrées shall be governed by, and
construed and enforced in accordance with, the &ivise State of Delaware, without regard to iteftiot of laws rules. Except with respec
any arbitration commenced by Indemnitee pursuaBeittion 12(a) of this Agreement, the Company ademnitee hereby irrevocably and
unconditionally (i) agree that any action or pratiag arising out of or in connection with this Agreent shall be brought only in the
Delaware Court of Chancery, and not in any othatiestr federal court in the United States of Ameedc any court in any other country,

(i) consent to submit to the exclusive jurisdictiof the Delaware Court of Chancery for purposesnyfaction or proceeding arising out of or
in connection with this
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Agreement, (iii) appoint, to the extent such pastyiot otherwise subject to service of procestiénState of Delaware, The Corporation Trust
Company, Wilmington, Delaware as its agent in ttegeSof Delaware as such party’s agent for acceptahlegal process in connection with
any such action or proceeding against such patty the same legal force and validity as if servpdrusuch party personally within the State
of Delaware, (iv) waive any objection to the layimigvenue of any such action or proceeding in teta@are Court of Chancery, and

(v) waive, and agree not to plead or to make, daiyncthat any such action or proceeding broughh&éDelaware Court of Chancery has b
brought in an improper or inconvenient forum.

27. _CounterpartsThis Agreement may be executed in one or morateoparts, each of which shall for all purposesiéemed to be an
original but all of which together shall constitutee and the same Agreement. Only one such coamtesigned by the party against whom
enforceability is sought needs to be produced idege the existence of this Agreement.

28. _CaptionsThe headings of the paragraphs of this Agreemeninserted for convenience only and shall natdemed to constitute
part of this Agreement or to affect the constructioereof.

( signature page followp
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IN WITNESS WHEREOF, the parties have causelAlgreement to be signed as of the day and yesirabove written.

INTEVAC, INC.
a Delaware corporation

( Signature)

( Print name)

(Title)

[ INSERT INDEMNITEE NAME ]

( Signature)

( Print name)

( Street addres)

( City, State and ZII)






SUBSIDIARIES OF THE REGISTRANT
Lotus Technologies, In— Santa Clara, Californi
IRPC, Inc.— Santa Clara, Californi
DeltaNu, Inc— Laramie, Wyoming
Northern Acquisition Corporation, dba Creative DagpSystem«— Carlsbad, Californii
Intevac Foreign Sales Corporati— Barbados
Intevac Asia Private Limite— Singapore
Intevac Malaysia Sdn BF— Malaysia

Intevac Limited— Hong Kong

© © N o g M o bd R

Intevac (Shenzhen) Co. L— China
10. IVAC Co. Ltd— Korea
11. Intevac Japan Kabushiki Kaisha (K— Japar
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Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have issued our reports dated March 148 28&€companying the consolidated financial statésn@nd Schedule 1l and management’s
assessment of the effectiveness of internal cootret financial reporting included in the Annualp®et of Intevac, Inc and subsidiaries on
Form 10-K for the year ended December 31, 2007h@feby consent to the incorporation by referencsaaf reports in the Registration
Statements of Intevac, Inc and subsidiaries on E@ (File Nos. 33-99648, 33-65421, 333-50166; BER60, 333-109260, 333-125523,
333-134422, and 333-143418) pertaining to the 1286k Option/Stock Issuance Plan, the 2003 Empl&teek Purchase Plan and the 2004
Equity Incentive Plan and in the Registration Staets on Forms S-3 (File Nos. 333-24275, and 331%183).

/sl GRANT THORNTON LLP

San Jose, California
March 14, 2008






Exhibit 31.1

Certifications

I, Kevin Fairbairn certify that:

1.
2.

I have reviewed this Annual Report on Forn-K of Intevac, Inc.

Based on my knowledge, this report does not coraynuntrue statement of a material fact or ométate a material fact necessary to
make the statements made, in light of the circuntets. under which such statements were made, nigamisg with respect to the period
covered by this repor

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

respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this rep

. The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15@))%nd internal control over financial reportirag @efined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the registrant and hav

(a) Designed such disclosure controls and procsgorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

(b) Designed such internal controls over finanmglorting, or caused such internal control oveatditial reporting to be designed under
our supervision, to provide reasonable assuramzgding the reliability of financial reporting attte preparation of financial stateme
for external purposes in accordance with geneeadtepted accounting principles;

(c) Evaluated the effectiveness of the registragiisslosure controls and procedures and presenttsi report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibyeport based on such evaluation;
and

(d) Disclosed in this report any change in thegsegnt's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

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

reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the equivalent
functions):

(&) All significant deficiencies and material weakses in the design or operation of internal ctstreer financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

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

Date: March 14, 2008

/s/ KEVIN FAIRBAIRN

Kevin Fairbairn
President, Chief Executive Officer and Direc







Exhibit 31.2

Certifications

I, Jeffrey Andreson certify that:

1.
2.

I have reviewed this Annual Report on Forn-K of Intevac, Inc.

Based on my knowledge, this report does not coraynuntrue statement of a material fact or ométate a material fact necessary to
make the statements made, in light of the circuntets. under which such statements were made, nigamisg with respect to the period
covered by this repor

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

respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this rep

. The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15@))%nd internal control over financial reportirag @efined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the registrant and hav

(a) Designed such disclosure controls and procsgorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

(b) Designed such internal controls over finanmglorting, or caused such internal control oveatditial reporting to be designed under
our supervision, to provide reasonable assuramzgding the reliability of financial reporting attte preparation of financial stateme
for external purposes in accordance with geneeadtepted accounting principles;

(c) Evaluated the effectiveness of the registragiisslosure controls and procedures and presenttsi report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibyeport based on such evaluation;
and

(d) Disclosed in this report any change in thegsegnt's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

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

reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the equivalent
functions):

(&) All significant deficiencies and material weakses in the design or operation of internal ctstreer financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

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

Date: March 14, 2008

/s/ JEFFREY ANDRESON

Jeffrey Andreson

Vice President, Finance and Administration,
Chief Financial Officer, Treasurer and Secre







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 SediiéroPthe Sarbanes-Oxley Act of 2002, that
the Annual Report of Intevac, Inc. on Form 10-K tlee period ended December 31, 2007 fully complis the requirements of Section 13
(a) or 15(d) of the Securities Exchange Act of 1884 that information contained in such Form 10aKly presents in all material respects
the financial condition and results of operatiohintevac, Inc.

By: /s/ KEVIN FAIRBAIRN
Name: Kevin Fairbairn
Title: President, Chief Executive Officer and Direc

I, Jeffrey Andreson, certify, pursuant to 18BIEC. Section 1350, as adopted pursuant to Se@fiérof the Sarbanedxley Act of 2002, the
the Annual Report of Intevac, Inc. on Form 10-K ttee period ended December 31, 2007 fully compli#is the requirements of Section 13
(&) or 15(d) of the Securities Exchange Act of 1884 that information contained in such Form 10akly presents in all material respects
the financial condition and results of operatiohintevac, Inc.

By: /s/ JEFFREY ANDRESON

Name: Jeffrey Andreson

Title:  Vice President, Finance and Administration
Chief Financial Officer, Treasurer and Secre

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



