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ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934
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or

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

For the transition period from to
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This Annual Report on Form 10-K contains forwarddimg statements, which involve risks and uncetigsn
Words such as “believes,” “expects,” “plans,” “antipates” and the like indicate forward-looking statents.
These forward-looking statements include commedsed to technology and market trends in the débaage,
hard disk drive and magnetic disk market; commesitgted to technology and market trends in militand
commercial markets for low light sensors, camenag systems; projected seasonality and cyclicatitthe market
for our equipment products; projected sales of hdigk drives and magnetic disks for hard disk dsj\expectation
of our continued leadership position in magnetikdinanufacturing equipment; projected customer iregquents
for new capacity and for technology upgrades, sagfor perpendicular recording, to their installbdse o
magnetic disk manufacturing equipment, as welhasability of our products to meet these requiretsien
expectations regarding the extended sales cyctemufoequipment and military products; projectedhiaology
roadmaps and deployment schedules for our militaistomers; discussions of expected features, peaioce,
costs, and competitive advantages of products welaveloping, including 200 Lean systems, LIVARecasmand
systems, NightVista cameras, MOSIR cameras, carfaraslitary head-mounted applications and comniedrc
markets and low light level sensors; expectatidnsstablishing relationships with development aisdrithution
partners for our Imaging products; discussions efelopment of manufacturing systems for entrythmd
semiconductor equipment market; and discussiotiseofosts of complying with government regulatié@s: actual
results may differ materially from the results dissed in the forward-looking statements for a \tgred reasons,
including those set forth under “Risk Factors.”

PART I

Item 1. Business
Overview

We are the world’s leading provider of disk sputtgrequipment to manufacturers of magnetic medésl urs
hard disk drives and we are developing equipmeattwle plan sell to semiconductor manufacturers ai¥e
develop and provide leading technology for extréomelight imaging sensors, cameras and systemsopéeate
two businesses: Equipment and Imaging.

Our Equipment business designs, manufactures, tsaake services complex capital equipment which
deposits, or sputters, highly engineered thin-fibtmg magnetic disks used in hard disk drives. \&lebe our
systems represent approximately 60% of the instaldgoacity of disk sputtering systems worldwider @ustomers
are manufacturers of magnetic disks for hard disked, and include Fuji Electric, Hitachi Globab&ige
Technologies and Seagate Technology. We believeathie growth of the storage of digital data, intthg new
consumer applications, such as personal audio iaed vecorders, emerging HDTV applications, stregmwideo
and video game platforms; increasing enterprisa s@trage requirements; the proliferation of peasoomputers
into emerging markets in Asia and Eastern Eurojogigawith new technology advances in the indugirgyide us
with a significant opportunity to sell magnetic nechanufacturing equipment. In addition, we plaemer the
market for complex capital equipment sold to thmisenductor manufacturing industry. The vast majoof our
revenue is currently derived from our Equipmentibess, and we expect that the majority of our reresrfor the
next several years will continue to be derived fraun Equipment business.

Our Imaging business develops and manufactureg@leptical sensors, cameras, and systems thatiperm
highly sensitive detection of photons in the visiahd near infrared portions of the spectrum, aligvimaging or
analytical detection in extreme low light situaofVe develop imaging technology and equipmeniriititary
applications. To date, our revenues have beenatkprimarily from research and development corgrhotded by
the U.S. government, rather than product salesliégipns for our imaging technology include sessand camere
for use in extreme low light situations and systéongositive identification of targets at long ggn We also
develop and market commercial cameras and systednessing markets within life science, physicaésce,
industrial inspection and security.

Intevac was incorporated in October 1990 in Catif@and completed a leveraged buyout of a number of
divisions of Varian Associates in February 1991e Téchnologies acquired from Varian formed the fation for
our Equipment and Imaging businesses. Our prin@patutive offices are located at 3560 Bassetegtre
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Santa Clara, California 95054, and our phone nungh@08) 986-9888. Our Internet home page is kxtat
www.intevac.com however the information in, or that can be acedshrough, our home page is not part of this
report. Our annual report on Form 10-K, quartegiyarts on Form 10-Q, current reports on Form 8¢, a
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§ilevavith the SEC at the SEC’s Public Reference iRad 100 F
Street, N.E., Washington D.C. 20549. The public mltain information on the operation of the PuB&ference
Room by calling the SEC at 1-800-SEC-0330. The 8EG maintains an Internet websitew.sec.goy that
contains reports, proxy and information statemants other information regarding us that we filecgdenically with
the SEC.

“LIVAR ®,"“D-STAR ®,” “NightVista ®,” “200 Lean®,” and “MOSIRTM,” among others, are our
trademarks.

Equipment Business

Our Equipment business designs, manufactures, nsaake services complex capital equipment useduties
thin-films of material onto magnetic disks whicle arsed in hard disk drives, and equipment to labeithose disks.
Hard disk drives are the primary storage mediundigital data. These magnetic disks are createdsophisticated
manufacturing process involving many steps, inelggilating, annealing, polishing, texturing, sprttg and
lubrication. We are utilizing our expertise in cdspmanufacturing equipment to develop new prodties addres
semiconductor manufacturing markets.

Storage Market Growth Drivers

Data storage requirements have rapidly increased kilobytes for documents, to megabytes for aaudlic still
images, to gigabytes for video. Hard disk drivestae primary devices used for storing and retnigvarge amoun
of digital data where re-recordable capability ésessary. We believe there are a number of emetiginds and
applications that require cost effective storadenive solutions.

« New consumer electronics applications, such asatiigideo and audio recorders, video game platfo
emerging HDTV applications and streaming vic

« Personal computers have evolved from devices apgrsimple applications such as word processing, to
powerful machines that are capable of playing, idiog and creating multimedia content, such as &sag
audio and videc

« Proliferation of personal computers into the enraggnarkets of Asia and Eastern Eurc

» Enterprise data storage requirements are increaasngegulations and other business factors require
companies to archive more information, such as eheciis and email. Additionally, companies are
transitioning from pap+-based storage to digital d-based storage and digital back

 Certain traditional analog storage applicationstamesitioning to digital hard disk-based stordger.
example, the video surveillance industry, includigne security, law enforcement, private secugtyises,
retail, transportation and government agencidsaissitioning from analog video tapes to digitalchdisk
storage

As a result of these and other storage applicatibrendFocus reported that hard disk drive shipsgraw by
14.2% during 2006 to 435 million units and projebis4% annual growth in hard disk drive units tlylo2010.

Hard Disk Drive Market Dynamics

Areal Density Increasing.Areal density, defined as the density of inforimastored on magnetic disks,
continues to increase, albeit at a slower rate ithg@ast years. Higher areal density allows mofermation to be
stored on each magnetic disk, which enables hatddiive manufacturers to provide greater datagmicapacity i
a lower cost per gigabyte.




Table of Contents

Transition from Longitudinal to Perpendicular Redorg. Historically, magnetic disk manufacturers have
been able to increase the areal density of a disinproving existing longitudinal recording processa storage
method where magnetized data bits are parallégalisk. In the past few years, the rate of in@éasreal density
for longitudinal recording processes has slowedhasnagnetized data bits were packed closer asectogether,
increasing instability. In order to continue incsigd capacity per disk, the magnetic disk indubaxtg begun the
transition to perpendicular recording. In perpeantdicrecording the data bits are oriented perperalico the disk
surface, and this approach makes it possible #obits to be recorded at a higher density thaongitudinal
recording.

New Equipment Required for Perpendicular Recordifithe legacy equipment that magnetic disk
manufacturers purchased in the mid to late 1990klagenerally accommodate up to twelve procesmostatwhich
was sufficient for longitudinal recording. Howevdisk manufacturers need to replace or retool #wasting disk
manufacturing equipment to support increasing petdn of disks capable of perpendicular recording.
Economically producing disks capable of perpendictdcording may require as many as twenty or mporeess
stations. As a result, disk manufacturers have rearsting in new equipment, such as the 200 Lsiaige 2004. In
2007 we believe that some of our customers wilitegaking significant replacements of their legaguipment
with 200 Leans.

Consolidation of Equipment Supplier8eginning in 1995, most magnetic disk manufactiumdertook
aggressive expansion plans. A reduction in diskglpgee, possible because of rapid increases ial @ensity,
combined with these capacity expansions, resultethbstantial excess disk production capacity fi@®8 through
2002. Even though total storage capacity of altitthsk drives shipped increased from 1997 to 2@
manufacturers did not make significant investméntiisk sputtering equipment. As a result, the $eppase of
disk sputtering equipment was reduced. Intevacosedother manufacturer now supply the majorityiskd
sputtering equipment capable of economically mastufing media suitable for perpendicular recording.

Industry Consolidation. Two types of companies purchase disk sputteripgpenent; vertically integrated
companies that manufacture both disks and thedvards that use those disks, and merchant suppliats
manufacture magnetic disks for sale to hard diskufacturers. Both drive and disk manufacturers veeheersely
affected by the overcapacity of 1998 through 2@0®@i the industry underwent significant consolidatieor
instance, in 2001 Maxtor acquired Quantarhard disk drive operations, and Fujitsu ceasenufaaturing hard dis
drives for the personal storage market. In 200®) Hdld its hard disk drive business to Hitachi2004, Showa
Denko acquired Trace Storage Technology. In 2086g8te completed its acquisition of Maxtor. Thissmidation
substantially reduced the number of magnetic diakuffacturers able to respond to any increasing dedrfta disks
for hard disk drives.

Equipment Selection CriteriaTo evaluate the performance of competing disktegng equipment, magnetic
disk manufacturers consider the following criteria:

« Cost of Ownership.Cost of ownership of disk sputtering equipmeustudes factors such as equipment p
manufacturing yield, throughput, consumables dastory floor footprint and uptime. A lower cost of
ownership for disk sputtering equipment is a kestdain lowering the manufactur's product cos!

« Extendibility and Flexibility We believe magnetic disk manufacturers need egt equipment that can
address the needs of their evolving technologymaaas. This equipment must be capable of incorpayati
new process steps and new technical capabilitiekjding the processes needed for producing magneti
disks capable of perpendicular recording. Additlgynahese manufacturers are improving longitudinal
processes and further developing the processessagdor perpendicular recording, and as a rethdy,
demand a flexible system that supports processfigemations and expansions with a minimum of dff

« Compatibility with Existing EquipmentWe believe magnetic disk manufacturers prefatandardize their
processes around a single disk sputtering equipsmgglier. Once a disk manufacturer has selected a
particular supplier’s equipment, that manufactgemerally relies upon that supplier's equipment and
generally will continue to purchase any additioegliipment from the same supplier. There are siganifi
economies of scale related to the use of a singdpl®r’'s disk manufacturing system in product dasi
product qualification, manufacturing and supp
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e Long-term Commitment of SupplietWe believe magnetic disk manufacturers need epugt equipment
suppliers that are committed to meeting currentfatde technology requirements and to supportiig t
equipment throughout its useful life. As a resmlggnetic disk manufacturers demand a supplier tvih
stability and capability to be a lo-term technology partne

Our Competitive Strengths

We are the leading provider of disk sputtering pment to manufacturers of magnetic media usedrit thiak
drives. We believe that our industry leadershifhéresult of the following key competitive stremgjt

« Broad Installed Base with Industry Leading Custasn Our MDP-250 disk sputtering system gained wide
acceptance in the magnetic disk manufacturing imgasd by the late 1990s was being used in the
manufacture of approximately half of the magnetiksl used in hard disk drives worldwide. Our 20@rh.e
introduced in 2003, continues our strong industigifion. We believe that there are approximately
111 legacy MDP-250 systems and 80 next genera@i@rL2an systems currently available for use in
production and research and development appliabgrcustomers such as Fuji Electric, Hitachi Globa
Storage Technology and Seagate. We believe thergridicant potential for these customers to amunti
adding capacity and to upgrade the technical ctipabf their installed base to permit productiohhigher
density disks capable of perpendicular record

» Technology Leadership with Modular Next Generatdalvanced Platform.In December 2003, we first
delivered our latest-generation disk sputterindesys the 200 Lean, which provides enhanced cagiabili
relative to our installed base of MDP-250 systenige 200 Lean’s compact design enables more dislis to
manufactured per square-foot of factory clean-repace. The flexible design of the 200 Lean allcaysd
reconfiguration to accommodate product changecdsnew disk technology. The modular design of the
200 Lean also allows disk manufacturers to addtiafdil process stations, as advanced magnetic disk
technologies, such as perpendicular recordingnameduced. We believe the Intevac 200 Lean system
accounts for the majority of installed producti@pacity of next generation perpendic-capable system

e Long-Term Commitment to Hard Disk Drive Industri’/e have been a hard disk drive equipment provider
since 1991. We continue to develop new technologied introduced the 200 Lean disk sputtering syste
meet the need for additional process stations sacg$o economically produce magnetic disks capable
perpendicular recording. In addition, our headagrarand our support centers in Singapore, China and
Malaysia are located in close proximity to manyof customers’ hard disk drive development cerdars
manufacturing facilities

Based on these competitive strengths, we belieaterth are well positioned to maintain our marketliag
position in the magnetic disk sputtering equipnmaatket.

Our Equipment Strategy

We believe we can leverage our leadership positiatisk sputtering equipment to increase our s@es
magnetic disk manufacturers and apply our techiyologhew markets. The key elements of our strateggyas
follows:

« Be a Preferred Solutions Provider in the Magnetisikdndustry. Our goal is to be a preferred solutions
provider to magnetic disk manufacturers. We belignat our 200 Lean provides our customers with an
advanced modular platform that can address theirdulisk sputtering needs. We believe we aretlkso
leading provider of disk lubrication equipment, ahis used to apply ultra-thin coatings of lubricem
magnetic disks after sputterir

« Leverage Existing Technology into New Mark In addition to expansion within our existing arser base
we are targeting other markets where we can applgxpertise in complex manufacturing equipment. Ou
expertise includes the ability to design and mactuf@ complex, highly automated vacuum manufacgurin
systems. We are currently developing a new manufiact system that addresses the etch segment of the
semiconductor manufacturing market. We are devaisggnificant portion of our business developnaard
technical resources to developing this new procartd, we plan to deliver evaluati




Table of Contents

units for this new system to multiple customersmy2007. We expect our initial customers will test
evaluation systems for as long as twelve monthsrbeafeciding whether to purchase production systems
Accordingly, we do not expect to recognize reverfugs the sale of this new system until 20

Deliver Highest Customer Value Propositic Our goal is to maintain our leadership in complex
manufacturing equipment by providing flexible, exdable equipment having the lowest cost of ownprshi
For example, the 200 Lean’s modular design provadissomers the ability to reconfigure their disk
manufacturing systems for rapid technology shifid evolving technology roadmaps, and its compact
footprint and increased throughput relative tolégacy MDP250 systems enable increased output per s
foot of factory clea-room space

Expand Consumables, Spare Parts and Service Gffel We plan to increase the sale of disk sputtering
equipment consumables, spare parts and servigelén  increase our revenue opportunity per custom
This will enable us to deepen and enhance our mesteelationships. We believe that the close praityiof
our service centers in Singapore, Shenzhen, Chid&alim, Malaysia to our customers’ facilities gsrus a
competitive advantage. We plan to add additionppsett centers as required in order to maintaineclos
proximity to our custome’ operations

Our Equipment Products

200 Lean Disk Sputtering System

The 200 Lean is our latest generation disk spuaijesiystem. The 200 Lean provides significantly ecbd
capabilities relative to the installed base of agpnately 111 legacy MDP-250 systems. The 200 Lwanides
higher throughput from a smaller footprint in axflde modular system, which enables more diskseto b
manufactured per square-foot of factory floor spacel is designed to lower overall cost of owngrshi

The key features of the 200 Lean include:

Modular Design The 200 Lean’s modular design allows our custen@accommodate any number of disk
manufacturing process steps required by their éwvgliechnology roadmaps. The 200 Lean consists of a
front-end robotic module that loads and unloadksdie and from the system, combined with any nunalber
four-station process modules. Typical configuraiofithe 200 Lean have five of these four-statimtess
modules, which results in systems capable of @tprocess steps. Additional process modules caaigy
added to already installed systel

Easy to Reconfigurc Magnetic disk manufacturers produce many diffedasigns that have short product
life cycles, leading to frequent reconfigurationdigk sputtering equipment. The mechanical desigh a
software control system of the 200 Lean allow rapitbnfiguration of systems by our customers. To@ 2
Lean is also easily reconfigured to process disks glass or aluminum substrates of varying diamsedad
thicknesses

Higher Throughput with Smaller Footprir The 200 Lean offers higher throughput (up to 83Bs per
hour) and more process stations in a more comaéigge than our legacy MDP-250 system. We believe
that the 200 Lean has the highest disk throughpusguare foot of factory space for a system capatbl
manufacturing perpendicular med

High Availability. The 200 Lean is designed to operate seven daggl, 24 hours a day with high
availability. The 200 Lean can be run continuodstya week or more between preventative maintenance
cycles.

Single Disk Processing.The 200 Lean processes each individual disk segllg through a series of single-
disk, vacuume-isolated, process chambers. “Singlk*girocessing assures that each individual difks

an identical path through the system, which lead$igk-to-disk uniformity, since each disk seessame
process condition:
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« High-Vacuum Capability. The 200 Lean operates at significantly betteuvat levels compared to the
installed base of MD-250s. Better vacuum levels generally lead to impdomagnetic media performan:

 Suite of Process Station Optiong.he 200 Lean offers a wide range of processostatiproviding capabilitie
such as metal deposition, heating, cooling andaradvercoating onto both aluminum and glass d

DLS-100 Disk Lubrication System

Disk lubrication is the manufacturing step that iettiately follows deposition. During lubrication, a
microscopic layer of lubricant is applied to thelds surface to improve durability and reduce stefiction
between the disk and the read/write head assembly.

The Intevac DLS-100 is a disk lubrication systemuiformly lubricating disks in a temperature qotied,
low vibration and contamination free environment.

Equipment Business Sales and Marketing

Our Equipment business sales are made primaributir our direct sales force, although in Japanselleour
products through a distributor, Matsubo. The sglfinocess for our equipment products is a multélend long-
term process, involving individuals from marketimggineering, operations, customer service anaseni
management. The process involves making sampls @hskthe prospective customer and respondingstodeds fo
moderate levels of machine customization. Customies 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 equiporetatincrease
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 develogwalidy 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 compleétsmsyprior to receipt of a customer order to smaoith
production flow and/or reduce our lead time. Wenteih inventories of spare parts in Santa Clanag&iore and
other locations to support our customers. We tylyicaquire our customers to pay for systems ir¢hinstallments,
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 upompledimg installation and acceptance of the systethea
customer’s factory. All customer product paymemesracorded as customer advances pending reveoognigon.

Equipment Business Customers

Our disk sputtering equipment customers includemetig disk manufacturers such as Fuji Electric and
vertically integrated hard disk drive manufacturersch as Hitachi Global Storage Technology andj&eaThe
majority of our customers’ product development paogs are located in the United States and Japancu3tomers’
manufacturing facilities are primarily located iml@ornia, China, Japan, Malaysia and Singapore.

Our customers’ businesses tend to be cyclical, thighr peak sales occurring during the seconddfalie year.
As a result, our customers have a tendency to @wgi@pment for delivery and installation by midyeso that they
have new capacity in place for their peak producgieriod. However, during both 2005 and 2006 ostamers
were capacity constrained, demand did not follownmad seasonal patterns, and we realized our higheshues
during the fourth fiscal quarter.
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Equipment Business Customer Support

We provide process and applications support, custdraining, installation, start-up assistance emergency
service support to our equipment customers. Weudrtdaining classes for our customers’ processneegs,
machine operators and machine service personnditidwaial training is also given to our customersidg the
machine installation. We have a subsidiary in Simga and field offices in China, Malaysia and Jatasupport
our customers in Asia. We are planning to add amuit support centers to maintain close proxintytir
customers’ factories as they deploy our systems.

We generally offer a one year warranty on our eqipt. In some cases we market extended warraniydger
beyond 12 months to our customers. During this avdyrperiod any necessary hon-consumable parsuprdied
and installed without charge. Our employees profild service support in the United States, SimgapMalaysia,
China and Japan. In Japan, field service suppais@&ssupplemented by our distributor, Matsubo.

Equipment Business Competition

The principal competitive factors affecting the kets for our equipment products include price, paid
performance and functionality, integration and nggaadility of products, customer support and senreputation
and reliability. We have historically experiencetense competition worldwide for magnetic disk $grirng
equipment from competitors including Anelva Corgmna, Ulvac and Oerlikon, formerly Unaxis Holdindgd.,
each of which has sold substantial numbers of systeorldwide. Anelva, Ulvac and Oerlikon all hawdstantially
greater financial, technical, marketing, manufaoiand other resources than we do. To our knovelgbigevac,
Anelva and Oerlikon are the only companies thatldelivered products that economically addressplugtering
requirements for manufacture of advanced perpefationagnetic disks. However, there can be no assarthat
any of our competitors will not develop enhancerséat or future generations of, competitive produbtt offer
superior price or performance features or that cempetitors will not enter our markets and devedoph enhanced
products. In addition, as we enter the semicondwezjaipment market, we anticipate that we will eigrece
competition from competitors such as Applied MatisiLAM Research and Tokyo Electron, Ltd.

Given the lengthy sales cycle and the significaméstment required to integrate equipment into the
manufacturing process, we believe that once a ntiagiiek manufacturer has selected a particulaplens
equipment for a specific application, that manufeet generally relies upon that supplégeequipment and frequen
will continue to purchase any additional equipnfenthat application from the same supplier. Acdogty,
competition for customers in the equipment induirytense, and suppliers of equipment may offstantial
pricing concessions and incentives to attract nestacners or retain existing customers.

Imaging Business

Our Imaging business develops and manufactureg@leptical sensors, cameras and systems that permi
highly sensitive detection of photons in the visibhd near infrared portions of the spectrum, afigwision or
analytical detection in extreme low light situaofmhe majority of our imaging revenue to date lbeen derived
from contracts related to the development of eteoptical sensors, cameras and systems and furydig b
U.S. Government, its agencies and contractors.

Imaging Industry Overview

Imaging is the capture and display of an imagediecting light or heat emitted or reflected from @bject.
Low light imaging involves the capture and disptdyight at intensities of approximately one mitiitn, or less, of
daytime light levels.

Low light imaging technology that provides super@ion in nighttime creates a significant tacticambat
advantage. Accordingly, the U.S. military has futhtlee development of various night vision techn@egwhich
have evolved to today’s widely deployed “Generaiildhnight vision tubes. Typically, Generation-IHight vision
tubes are placed in front of a user’s eyes, likaiaof binoculars, and produce a direct-view, &grglow” image.
The U.S. military is now funding the developmentofmpact digitally enhanced night vision goggleat th
incorporate imagery from both low light and therrsahsors.
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The commercial sector has taken a different apprt@extreme low light imaging than the militanhd initial
extreme low light cameras for the commercial seatere based on charged coupled device, or CCDntdaty,
which is able to directly produce a digital outpD€D technology has been applied in a wide vaégpplications
requiring low light level detection or imaging suaf astronomy, spectroscopy, life sciences andstriduproducts
monitoring.

As a result, two distinct forms of low light leviehaging have evolved: the Generation-III night erstube
technology developed by the military, which proddbrect-view analog imagery; and CCD technolodlyicl can
provide digital imagery, but is not well suiteddgnamic applications.

Our Imaging Solution

We have developed imaging technology that combimesow light capability of Generation-1ll nightsion
technology with silicon-based digital video techomyt that we believe will enable us to provide aifgrof cost-
effective low light sensors and cameras. Elemehtsioproprietary solutions include:

Advanced Photocathode Technology A photocathode is a semiconductor compound thighability to
convert light into electrons. We manufacture a farof photocathodes designed to optimize sensjtizitspecific
wavelengths ranging from the visible (0.40 micraieshhe near infrared (1.65 microns). Our photocdds are
extremely sensitive to incoming light. Some of datectors incorporating such photocathodes cartdetoming
light at levels of a single photon, the ultimatedieof sensitivity.

Use of Low Power CMOS Imaging Chips Complementary Metal Oxide Semiconductor, or CVE28sors,
which are generally lower cost and require lessgrdivan comparable CCD sensors, have been deveioped
consumer imaging applications. We have developegratary technologies and capabilities to incog®@ICMOS
sensors into our products to take advantage oétimagrovements. We have also developed propri€@dM@S
devices optimized for use in our night vision seasés a result, we believe we will be able to pffest effective,
compact, low power, extreme low light imaging sesso

Increased Silicon Sensor Sensitivity We have developed proprietary technology to En@MOS and CCD
sensors to efficiently capture electrons emittedhfthe photocathode. Increasing the electron catfiiciency
directly increases extreme low light imaging periance.

Compact Ultra-High Vacuum Sensor Packagig Our compact ultra-high vacuum sensor packagblesas
to combine an imaging chip with a photocathode thim package, which is particularly well suited fmrtable
applications where size and weight are critical.

Low Light Imaging Market Opportunity

Head Mounted Night Vision Systems Generation-11l based night vision goggles, whigtve excellent
extreme low light imaging performance, were widééployed by the U.S. military for use by soldieusidg the
1990’s. In 2005 the U.S. military awarded contrdotsprocurement of up to $3.2 billion of Generatildl night
vision equipment over a five-year period. Howetkese goggles lack video output. Additionally, iz
adversaries are now deploying Generation-ll+ gagglanufactured outside the United States with padioce
levels approaching that of Generation-1ll. Accoglin the U.S. Army has developed a roadmap to raairgxtreme
low light imaging dominance for the individual s@d The roadmap includes developing the Digitah&irced
Night Vision Goggle “DENVG”), a compact head mounted system, that irgtgs a visible imager, an infrared
imager and a video display. This approach alloveddlw light and the infrared imagery to be viewedividually, ol
to be overlaid on each other (“fusedit)the option of the soldier, and also enables ectivity to a wireless netwol
for distribution of the imagery and other inforneatti The U.S. Army plans to begin production of tlyjse of syster
in 2010.

Long Range Target Identificatior— Current long-range military nighttime surveiltansystems are based on
expensive thermal imaging camera systems, whiclyéntlae thermal profile of a target. Lorgnge thermal syster
are relatively large, which is a disadvantage fdyane and portable applications. Accordingly réhis a need for a
cost effective, compact, long-range imaging sohutimat identifies targets at a distance that iagrethan an
adversary’s detection range capability.
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Physical Sciences— Companies in the physical sciences use extremdight imaging to investigate the
chemistry and physics of a wide variety of substarsuch as foods, medicines, materials and bi@dbg@npounds
They need wider spectral coverage, high sensitiintgreased speed and increased resolution toaiserhe
accuracy of their measurements and the produciifitiieir measurement tools.

Life Sciences— The life sciences market focuses on increasirguihderstanding of biology at the cellular
level to improve health and quality of life. To igesingle living cells, this market needs extreowe light cameras
that operate at speeds significantly higher thaneras that are available today.

Our Imaging Strategy

Collaborate with Leading Development OrganizatiocrsWe collaborate with and receive significant funyg
from leading government research organizationshferdevelopment of our extreme low light technolofyese
organizations strongly influence development armtprement of advanced technologies by the U.Stanjli For
example, we have collaborated with the U.S. ArmghtlVision Labs, the world leader in night visi@thnology,
to facilitate the development and adoption of adghtvision technology.

Become Leading Provider of Extreme Low Light Imgddensor, Camera, and System Products for theak4il
— We are actively marketing our extreme low lightging technology-based products to the military.

 Night Vision Camera Module— Our extreme low-light sensor technology was gef@ 2004 for use in a
digital head-mounted and rifle-sight system for titary of a NATO ally. During 2006, we completéue
development of a night-vision sensor and cameraufeddr this application and entered into a purafis
agreement with our NATO customer to deliver 32,68fera modules over seven years, valued in exéess o
$50 million over the term of the agreement. Orderder this agreement may be released annually.Xyveci
to deliver pilot production units in 2007 and voleiproduction units in 200

« Digitally Enhanced Night Vision Goggles (“DENVG”") ‘We are jointly developing, with DRS
Technologies, DENVG night vision goggle prototyfasthe U.S. Army. These compact digital systengs ar
being designed to display the imagery from our lmlt night vision sensors in combination with ineag
from DRS Technology’s thermal imaging sensors.087 we expect to deliver prototypes to the U.Snyr
for field-testing and to pursue additional contracts to flumther development of this produ

 Laser llluminated Viewing and Ranging (“LIVAR") —@ LIVAR target identification system can be used
to identify targets at distances of up to twentgrkieters and has been incorporated into U.S. weapon
development programs such as the Airborne LasdBI("}\ the Cost Effective Targeting System (“CETS"),
and the Long-Range Identification System (“LRIDfpgrams. We expect to begin volume production
deliveries of LIVAR cameras late in 20(

« Intensified Photodiodes — We are developing devibasenable single photon detection at extremigliy h
data rates and are designed for use in targetifidatibn and other military application

Become Leading Provider of Camera and Systems Btedoased on Proprietary Sensor Technology, to
Address Emerging Commercial Mark — We are also using our extreme Itight imaging expertise in sensor a
camera technology to develop products for commientéakets. We believe the modular design of oureram
electronics and software, coupled with use of aoppetary CMOS chips in configurable sensors, tdlp decreas
development time and cost.

* MOSIR Near Infrared Cameras — We began shippingM@D6IR line of commercial cameras during 2006.
This camera provides previously unavailable highsgity in the near infrared portion of the speoh and
is well suited for low-light spectroscopy applicats. We plan to continue to enlarge our productroffys of
high-performance cameras for physical sciencestifence and industrial applications within the ooencial
imaging market

« Raman Spectrometers — On February 1, 2007, we atetpban acquisition of the assets and certain
liabilities of DeltaNu, LLC, a company that pionedrdevelopment of miniature Raman spectrometer
systems. Raman spectroscopy systems are usedtifyideaterials by illuminating the material withaser
and measuring the characteristic spectrum of Bghttered from the material. The process enabéd-
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time, non-destructive identification of liquids asolids outside of the laboratory and is well siiiie
applications such as hazmat, forensics, homelanttisg geology, gemology, medical, pharmaceutaral
industrial quality assuranc

» Near Infrared Raman Spectromet— Raman spectrometers typically use lasers in igiblg spectrum,
which can lead to excessive background noiseuordiscence, as well as potential eye-safety is3iese
limitations can now be significantly reduced byngshear infrared lasers in combination with ourgpietary
near infrared sensor technology. We plan to devalopw class of high-performance Raman spectrometer
systems that integrate Inte’s near infrared sensors with Delte’s low cost Raman spectromete

Low Manufacturing Costs— The market for our cameras and sensors is pansitive, and low-cost
manufacturing will be critical to the rapid proliggion of our products. Our use of low-cost profatig CMOS
sensors and wafer level die manufacturing, as aaptssingle die manufacturing, are elements ofstrategy to
reduce product cost. Additionally, we have devetbpmprietary ultra-high vacuum assembly equipntent
automate the assembly of the photocathode andnaging device. This system is designed to decneiseosts by
increasing throughput and improving process costaold yields.

Imaging Sales and Marketing

Sales of our products for military applications premarily made to the end user through our disades force.
In cases where our products are enabling techndtmgypore complex systems, we also sell to leadiefgnse
contractors such as Boeing, Lockheed Martin Compmrand Northrop Grumman Corporation. To date, the
majority of our Imaging revenue has been derivethfresearch and development contracts, ratherpituatuct
sales. During 2006, revenue from product sales ¢goe$il.7 million from $888,000 in 2005. We expéwttproduct
sales will contribute an increasing percentager@fding revenue over the next several years.

We are subject to long sales cycles because mamyrqfroducts, such as our LIVAR system, typicallyst be
designed into our customers’ products, which atenofomplex and state-of-the-art. These developmaies are
often multi-year, and our sales are contingentumcastomer successfully integrating our produtt its product,
completing development of its product and then iobrig production orders for its product. Saleshege products
are also often dependent on ongoing governmenirigraf defense programs by the U.S. governmenitaradlies.
Additionally, sales to international customers subject to issuance of export licenses by the dritates
government, which cannot always be obtained.

Sales of our commercial products, which have nentsignificant to date, will be made through a comation
of direct sales, system integrators, distributod @alue added resellers and can also be subjémdosales cycles.

Our Imaging business generally invoices its redeard development customers either as costs anaéa or
as program milestones are achieved, depending tlegparticular contract terms. As a governmentreahor, we
invoice customers using estimated annual ratesoapdrby the Defense Contracts Audit Agency (“DCAAR)
majority of our contracts are Cost Plus Fixed FE#®EF") contracts. On any CPFF contract, 15% offéw®eis
withheld pending completion of the program and DC#Annual audit of our actual rates. The withheddipn of
the fee is included in accounts receivable uniiipa

Imaging Business Competition

The principal competitive factors affecting our lgiveg products include price, extreme low light stvisy,
power consumption, resolution, size, integratahilieliability, reputation and customer support aedvice. We fac
substantial competition for our Imaging products] anany of our competitors have greater resoutas we do.

In the military market, ITT Industries and NorthrGoumman, who are large and well-established defens
contractors, are the primary U.S. manufactureimafe intensifier tubes used in Generatilbmight vision device:
and their derivative products. Our extreme lowtighmeras are intended to displace Generationightrvision
based products, and we expect that ITT and NortBrapnman will continue to enhance the performarfdaeir
products and aggressively promote their saleshEurtore, CMC Electronics, DRS, FLIR Systems andtirayn
manufacture cooled infrared sensors and camerashwngé presently used in long-range target
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identification systems, with which our LIVAR targéentification sensors and cameras compete. ledh@nercial
markets, companies such as Andor, E2V, HamamagswasTinstruments and Roper Scientific offer contipeti
sensor and camera products, and companies sudhuag, B&W Tek, Horiba — Jobin Yvon, InPhotonics,gaa
Optics and Smiths Detection offer competitive ploldaRaman spectrometer products.

Manufacturing

We manufacture our Equipment products at our faslin Santa Clara, California and Singapore. Our
Equipment manufacturing operations include elecémanical assembly, mechanical and vacuum assembly,
fabrication of sputter sources, and system asseraliggyonment and testing. We make extensive ushefdcal
supplier infrastructure serving the semiconductpripment business. We purchase vacuum pumps, valves
instrumentation and fittings, power supplies, pihtviring board assemblies, computers and conitr@litry, and
custom mechanical parts made by forging, machiamdywelding. We also have our own small fabricatienter
that supports our engineering departments and nsatae of the machined parts used in our products.

We manufacture our Imaging products at our faesiin Santa Clara, California and Fremont, Californ
Imaging business manufacturing includes produatiomdvanced photo-cathodes and sensors, lasersrasiend
integrated camera systems. We make extensive wstvahced manufacturing techniques and equipmedtoar
operations include vacuum, electromechanical antidalsystem assembly. We make use of the supplier
infrastructure serving the semiconductor, camedaagtics manufacturing industries. In manufactuing sensors,
we purchase wafers, components, processing sugplieshemicals. In manufacturing our camera systems
purchase printed circuit boards, electromechamicalponents and assemblies, mechanical componeshts an
enclosures, optical components and computers. iMitlacquisition of DeltaNu early in 2007, our Raman
Spectrometer System products will be manufactutediafacility in Laramie, Wyoming.

Intellectual Property

We currently hold approximately 34 patents issuethé United States and approximately 63 patestgeisin
foreign countries, and have additional patent @pfibns pending in the United States and foreigmttes. Of the
34 U.S. patents, 17 relate to our Equipment busjreasd 17 relate to our Imaging business. Of theida patents,
30 relate to our Equipment business, and 33 rédabd@ir Imaging business. In addition, we have igetrto utilize
certain patents under licensing arrangements withri_Industries, Stanford University, The Chartark Draper
Laboratory and Alum Rock Technology. We hold subiséhtrade secrets in the Imaging area related to
photocathode fabrication and processing and toosilchip packaging for vacuum compatibility andrhéectron
sensitivity. We also have significant process irdéign intellectual property related to vacuum magikg of a
photocathode and a silicon semiconductor chip.

Customer Concentration

Historically, a significant portion of our revenireany particular period has been attributablealesto a
limited number of customers. In 2006, Seagate Japanese equipment distributor, Matsubo, and Hitaldbal
Storage Technology each accounted for more thandfG®r revenues, and in aggregate accounted fr &3
revenues. In 2005, Seagate, Matsubo, Hitachi Glstmbhge Technology and Maxtor each accounted fwerthan
10% of our revenues, and in aggregate accounte?Dfdrof revenues. In 2004, Seagate and Matsubo each
accounted for more than 10% of our revenues, aaggnegate accounted for 73% of revenues. We etipaticsales
of our products to relatively few customers wilhtioue to account for a high percentage of ourmees in the
foreseeable future.

Foreign sales accounted for 90% of revenue in 200% of revenues in 2005, and 68% of revenues 0420
The majority of our foreign sales are to compairie&sia or to U.S. companies for use in their Asiaanufacturing
or development operations. We anticipate that daléisese international customers will continuddoa significant
portion of our Equipment revenues.
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Employees

At December 31, 2006, we had 540 employees, inotutib7 contract employees. Of these 540 employé&ss,
were in research and development, 334 in manufagtuand 77 in administration, customer support madketing.
Of the 540 employees, 446 were in the Equipmentbas, 58 were in the Imaging business, and 36 imere
Corporate.

Compliance with Environmental 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. We treat the cost of complywith government regulations and operating a safikplace as a
normal cost of business and allocate the costesetactivities to all functions, except where thst of these
activities can be isolated and charged to a spdifiction. The environmental standards and regulat
promulgated by government agencies in Santa GGatifornia and Fremont, California are rigorous aetia high
standard of compliance. We believe our costs ofptiamce with these regulations and standards argaoable to
other companies operating similar facilities in ®a@lara, California and Fremont, California.

Iltem 1A. Risk Factors

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

Over the last 8 quarters, our revenues per qulaatez fluctuated between $10.6 million and $95.9iomil Over
the same period our operating income (loss) as@ptage of revenues has fluctuated between appabely 23%
and (41%) of revenues. We anticipate that our neesmnd operating margins will continue to fluctud’e expect
this fluctuation to continue for a variety of reaspincluding:

 our business is inherently subject to fluctuatiomevenue from quarter to quarter due to factachsas
timing of orders, acceptance of new systems bycastomers or cancellation of those ord

» changes in the demand, due to seasonality, cyityieaid other factors, for computer systems, sterag
subsystems and consumer electronics containing digkcustomers produce with our systems;

* delays or problems in the introduction and acceggani our new products, or delivery of existingguots;
* new products, services or technological innovationss or our competitor

Additionally, because our systems are priced imtlilkons of dollars and we sell a relatively smalimber of
systems, we believe that quarter-to-quactanparisons of our revenues and operating reswysmat be an accura
indicator of our future performance. Our operatiegults in one or more future quarters may faihet the
expectations of investment research analysts @siavs, which could cause an immediate and sigmifidecline in
the trading price of our common shares.

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

Historically, a significant portion of our revenimeany particular period has been attributablealesof our
disk sputtering systems to a limited number of @ungrs. In 2006, one of our customers accounte8Zés of our
revenues, and three customers in the aggregatargecofor 93% of our revenues. The same three gt in the
aggregate, accounted for 86% of our net accoun&svable at December 31, 2006. During 2006, Seagajeaired
Maxtor, which further consolidated our customereéb&@rders from a relatively limited number of matimdisk
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 potrititure
revenues. The concentration of our customer bageemable customers to demand pricing and othersterm
unfavorable to us. Furthermore, the concentratfarustomers can lead to extreme variability in rexeand
financial results from period to period. For exaemluring 2006 revenues ranged between $49.6 miliohe first
quarter and $95.9 million in the fourth quartere$e factors could have a material adverse effeotiobusiness,
financial condition and results of operations.
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Our long term revenue growth is dependent on newdlucts. If these new products are not successtugrt our
results of operations will be adversely affected.

We have invested heavily, and continue to investhé development of new products. Our success in
developing and selling new products depends up@riaty of factors, including our ability to pretioture
customer requirements accurately, technologicahades, total cost of ownership of our systemsjrdmwduction o
new products on schedule, our ability to manufactwr products cost-effectively and the performarfasur
products in the field. Our new product decisiond davelopment commitments must anticipate contislyou
evolving industry requirements significantly in athee of sales.

The majority of our revenues in both fiscal 2008 &incal 2005 were from sales of our 200 Lean disttering
system, which was first delivered in December 20J8en first introduced, advanced vacuum manufaeguri
equipment, such as the 200 Lean, is subject tmsixte customer acceptance tests after installatitie customer’s
factory. These acceptance tests are designedittateateliable operation to specifications in areach as
throughput, vacuum level, robotics, process peréoroe and software features and functionality. Thests are
generally more comprehensive for new systems thaméture systems, and are designed to highligiilems
encountered with early versions of the equipmeat.example, initial builds of the 200 Lean expeciet high
production and warranty costs in comparison tormoare established product lines. Failure to promatigiress any
of the problems uncovered in these tests could hdverse effects on our business, including resdhmepof
backlog, failure to achieve customer acceptancetzr@fore revenue recognition as anticipated, ticipated
product rework and warranty costs, penalties far-performance, cancellation of orders, or returproflucts for
credit.

We are making a substantial investment to developvamanufacturing system for semiconductor
manufacturing. We spent a substantial portion efresearch and development costs on this new prad 2006
and expect to increase our level of spending apfoject in 2007. Intevac has not developed at podducts for
this market previously. Failure to correctly asgbsssize of the market, to successfully developst effective
product to address the market, or to establisitéfe sales and support of the new product woulcereamaterial
adverse effect on our future revenues and prafitdiding loss of the Company’s entire investmenthie project.

We are jointly developing a next generation headmd night-vision system with another defensereatbr.
This system is planned for sale to the U.S. mifitand will compete with head-mounted systems deezldy our
competitors. The US military does not intend tdi&é production of this system until 2010. We plamake a
significant investment in this product and canm@lssured when, or if, we will be awarded any petido contract
for these night vision systems.

We have developed a night-vision sensor and camethule for use in a NATO customer’s digital head-
mounted and riflesight system. In 2006, we entered into a purchaagmgement with our customer to deliver 32,
camera modules over seven years. We cannot guardmatiewe will achieve the yield improvements aastc
reductions necessary for this program to be sufideShipments under this program are subject fmexapproval
from the U.S. government.

Our LIVAR target identification and low light leveamera technologies are designed to offer sigmiflyg
improved capability to military customers. We alsaleveloping commercial products in our Imagingibess.
None of our Imaging products are currently beinghafactured in high volume, and we may encounteoneseer
difficulties when we commence volume productioritedse products. Our Imaging business will requitesgantial
further investment in sales and marketing, in pobdievelopment and in additional production faigiitin order to
expand our operations. We may not succeed in thetsaties or generate significant sales of them& products. In
2006, sales of our Imaging products totaled $1Iiani

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 adveffect on our
business.
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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 prodistteh as
disk drives. When demand for these commodity prtedexceeds capacity, demand for new capital equipsweh
as ours tends to be amplified. Conversely, wheplgugf these commaodity products exceeds demandjeheand
for new capital equipment such as ours tends telpeessed. The hard disk drive industry has héstthyi been
subject to multi-year cycles because of the loag émes and high costs involved in adding capaeitg to
seasonal cycles driven by consumer purchasingrpafterhich tend to be heaviest in the third andtfoguarters 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 amafrdar customers’
capital equipment purchases and investments inteefwnology. For example, sales of systems for magdisk
production were severely depressed from mid-19%98 mid-2003 and grew rapidly from 2004 through BOWe
cannot predict with any certainty when these cyulifisbegin and end.

If the projected growth in demand for hard disk ¢eés does not materialize and our customers do emiace oi
upgrade their installed base of disk sputtering ®rms, then future sales of our disk sputtering st will
suffer.

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.

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 cortvelr our
customers’ expansion plans, and we cannot assuréhgo they will select our equipment if they dgard their
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 purasest systems from other manufacturers or custoratver
than purchasing new systems from us. Furthermbhayrd disk drives were to be replaced by an adtiéva
technology as a primary method of digital storatgsnand for our products would decrease.

Sales of our 200 Lean disk sputtering systemslacedeependent on obsolescence and replacemerd of th
installed base of disk sputtering equipment. Ihtedogical 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.

Our products are complex, constantly evolving anftem 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 require us to make substantial itmests in research and development. If we weraitad
develop, manufacture and market new systems arfhtaree existing systems, that failure would havaduerse
effect on our business. We may experience delaydeminical and manufacturing difficulties in fuglintroduction
volume production and acceptance of new systerealmincements. In addition, some of the systemswhat
manufacture must be customized to meet individustaner site or operating requirements. In somes;age
market and commit to deliver new systems, modutescamponents with advanced features and capabititiat wi
are still in the process of designing. We havetkohimanufacturing capacity and engineering ressuaiod may be
unable to complete the development, manufactureshipeinent of these products, or to meet the requéehnical
specifications for these products, in a timely manfailure to deliver these products on timeadufe to deliver
products that perform to all contractually comnutspecifications, could have adverse effects orbasiness,
including rescheduling of backlog, failure to acleustomer acceptance and therefore revenue ridiongs
anticipated, unanticipated rework and warranty s;gatnalties for non-performance, cancellation
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of orders, or return of products for credit. In dideh, we may incur substantial unanticipated cesidy in a
product’s life cycle, such as increased engineenmgnufacturing, installation and support costat the may be
unable to pass on to the customer and that magtafte gross margins. Sometimes we work closeli witr
customers to develop new features and productonnection with these transactions, we sometinfes afperiod
of exclusivity to these customers.

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 canyleaor 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 includesddegiion of samples and customization of prodtmtsur
prospective customers. We do not enter into lomgr-eontracts with our customers and therefore amtibrder is
actually submitted by a customer there is no bigdiommitment to purchase our systems.

Our Imaging business is also subject to long salekes because many of our products, such as MARI
system, often must be designed into our custonpeesiucts, which are often complex state-of-thepestiucts.
These development cycles are often multi-year,camdales are contingent on our customers sucdigssfu
integrating our product into their product, comjigtdevelopment of their product and then obtainggngduction
orders for their product from the U.S. governmanitoallies.

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

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

In the market for our disk sputtering systems, weehexperienced 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 semiconduetjipment, we expect to experience competition from
competitors such as Applied Materials, LAM Reseamotl Tokyo Electron, Ltd. In the market for ouritaily
Imaging products, we experience competition frommpanies such as ITT Industries, Inc. and Northrogn@nan
Corporation, the primary U.S. manufacturers of Gatien-111 night vision devices and their derivaiproducts. In
the markets for our commercial Imaging products cammpete with companies such as Andor, E2V, Hamamat
Texas Instruments and Roper Scientific for senedraamera products, and with companies such assAB&W
Tek, Horiba — Jobin Yvon, InPhotonics, Ocean Opticgl Smiths Detection for portable Raman spectteme
products. Our competitors have substantially grdatancial, technical, marketing, manufacturingl ather
resources than we do. We cannot assure you thaboypetitors will not develop enhancements touture
generations of, competitive products that offeresiqy price or performance features. Likewise, &prot assure
you that new competitors will not enter our markaatsl develop such enhanced products. Moreover, etitop for
our customers is intense, and our competitors hasterically offered substantial pricing concessiamd incentives
to attract our customers or retain their existingtomers.

We experienced significant growth in our businessdaoperations and if we do not appropriately manatés
growth and any future growth, our operating resultgll be negatively affected.

Our business has grown significantly in recent géaboth operations and headcount, and continteatly
may cause a significant strain on our infrastrugtimternal systems and managerial resources. hageaour
growth effectively, we must continue to improve axband our infrastructure, including informatiechnology
and financial operating and administrative systants controls, and continue managing headcounttetaid
processes in an efficient manner. Our productiaity the quality of our products may be adversdigctdd if we dc
not integrate and train our new employees quichly effectively and coordinate among our executveyineering,
finance, marketing, sales, operations and custenqguort organizations, all of which add to the ctamity of our
organization and increase our operating expensesalgd may be less able to predict and effectigehtrol our
operating expenses due to the growth and increasimgplexity of our business. In addition, our imf@tion
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technology systems may not grow at a sufficierd tatkeep up with the processing and informatianateds placed
on them by a much larger company. The efforts tinae to expand our information technology systemsur
inability to do so could harm our business. Furthevenues may not grow at a sufficient rate t@dbthe costs
associated with a larger overall headcount.

Our future growth may require significant additibresources, given that, as we increase our busines
operations in complexity and scale, we may havefiitsent management capabilities and internal lveidth to
manage our growth and business effectively. We aiaassure you that resources will be available whemeed
them or that we will have sufficient capital to uthese potential resource needs. Also, growthemumber of
orders received in our Equipment business may re@uiditional physical space and headcount, andlility to
fulfill such orders may be constrained if we aralie to effectively grow our business. If we arahle to manage
our growth effectively or if we experience a shalitin resources, our results of operations wilhlaemed.

Our Imaging business depends heavily on governmemtracts, which are subject to immediate termiraati
and are funded in increments. The termination of Gailure to fund one or more of these contracts ddthave a
negative impact on our operations.

We sell many of our Imaging products and servidgesctly to the U.S. government, as well as to prime
contractors for various U.S. government programs. @venues from government contracts totaled $allbn,
$6.9 million, and $8.2 million in 2006, 2005, an@02, respectively. Generally, government contrastssubject to
oversight audits by government representativescanthin provisions permitting termination, in whaolein part,
without prior notice at the government’s conven&npon the payment of compensation only for wonkedand
commitments made at the time of termination. Wenchassure you that one or more of the governmanttacts
under which we or our customers operate will notdsminated under these circumstances. Also, weatassure
you that we or our customers would be able to p@ogw government contracts to offset the revetagss ¢
result of any termination of existing contractst nan we assure you that we or our customers waiitioue to
remain in good standing as federal contractors.

Furthermore, the funding of multi-year governmemigpams is subject to congressional appropriatiand,
there is no guarantee that the U.S. governmentwéke further appropriations. The loss of fundiogéd
government program would result in a loss of ap#téd future revenues attributable to that progétmat could
increase our overall costs of doing business.

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

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 products require export licenfem United States Government agencies under the
Export Administration Act, the Trading with the Eng Act of 1917, the Arms Export Act of 1976 and 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 lengtiergiew
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 obtaialays in obtaining,
or revocation of previously issued licenses woulgvpnt us from selling our products outside thetéthStates, ma
subject us to fines or other penalties, and woakieha material adverse effect on our businessydiahcondition
and results of operations.
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Unexpected increases in the cost to develop or nfaature our products under fixegbrice contracts may caus
us to experience un-reimbursed cost overruns.

A portion of our revenue is derived from fixed-gridevelopment and production contracts. Under fixéce
contracts, unexpected increases in the cost tdagee manufacture a product, whether due to inadelestimates
in the bidding process, unanticipated increasesdterial costs, inefficiencies or other factorg laorne by us. We
have experienced cost overruns in the past that fesulted in losses on certain contracts, anderpgrience
additional cost overruns in the future. We are neglito recognize the total estimated impact of cwerruns in the
period in which they are first identified. Such togerruns would have a material adverse effeaiwrresults of
operation and financial condition.

Our sales of disk sputtering systems are depenadensubstantial capital investment by our customefies, in
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 customevs hacess to large amounts of capital and thathbeyilling to
invest that capital over long periods of time toaltie to purchase our equipment. The magneticrdaskufacturing
industry has made significant additions to its pictébn capacity in the last few years. Our custameay not be
willing or able to continue this level of capitaviestment, especially during a downturn in eitherdverall
economy or the hard disk drive industry.

Our stock price is volatile.

The market price and trading volume of our comntorlshas been subject to significant volatilitydahis
trend may continue. During 2006, the closing pateur common stock, as traded on The Nasdaq NaltMarket,
fluctuated from a low of $13.42 per share to a lafB30.60 per share. The value of our common stoak decline
regardless of our operating performance or prospé&eictors affecting our market price include:

 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

« 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, stochrket and hard drive industry conditions that rafigct the
market price of our common stock are beyond outrobrThe market price of our common stock at aastipular
time may not remain the market price in the futimghe past, securities class action litigatios haen instituted
against companies following periods of volatilitythe market price of their securities. Any sutigéition, if
instituted against us, could result in substamiists and a diversion of management’s attentiorreswhrces.
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Changes in tax rates or tax liabilities could affefuture results.

As a global company, we are subject to taxatiothénUnited States and various other countries.ifgignt
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, mges 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 thfihahgetermination will not be materially differefiom the
treatment reflected in our historical income tagyisions and accruals, which could materially addeasely affect
our results of operations.

Our effective tax rate in both 2006 and 2005 wal mdow the applicable statutory rates due pritgda the
utilization of net operating loss carry-forwardslateferred credits. We are currently projecting#active tax rate
of 32% for 2007.

Our future success depends on international salesdhe management of global operations

In 2006, approximately 90% of our revenues cammnfregions outside the United States. We currerglyeh
international customer support offices in Singap&fgina, Malaysia, Korea and Japan. We expecttkatational
sales will continue to account for a significanttm of our total revenue in future years. Certaianufacturing
facilities and suppliers are also located outdidelnited States. Managing our global operatiorsqmts challeng
including, 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 excbaates
« 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

« cultural differences; an

« shipping delays

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

Changes in existing accounting or taxation rulegractices, new accounting pronouncements or @xatiles,
or varying interpretations of current accountingrpruncements or taxation practice could have afgignt adverst
effect on our results of operations or the mannevhich we conduct our business. Further, suchgésnould
potentially affect our reporting of transactionsngleted before such changes are effective. In Dbee2004, the
Financial Accounting Standards Board (“FASEfacted Statement of Financial Accounting Standb283Revise
2004) (“SFAS 123R") “Share-Based Paymentyhich replaces SFAS No. 123 (“SFAS 123Accounting for
Stock-Based CompensatiorBFAS 123R requires the measurement of all sharedijzesyments to employees,
including grants of employee stock options, usitigiavalue-based method and the recording of @arhpensation
expense in our statements of income. We adopted5SI2AR in the first quarter of fiscal year 2006Jime 2006,
the FASB issued Interpretation No. 48, “AccountingUncertainty in Income Taxes” (“FIN 48”). FIN 4&hich
was effective January 1, 2007, clarifies the actingrfor uncertainty in income taxes recognized in
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an enterprise’s financial statements in accordaniteFASB Statement No. 109, “Accounting for Incomaxes.”
The adoption of FIN 48 may have a material impacbor consolidated financial position, results pémtions and
cash flows.

We are required to evaluate our internal control @vfinancial reporting under Section 404 of the Saanes-
Oxley Act of 2002, and any adverse results fromtsewaluation could result in a loss of investor dithence in
our financial reports and have an adverse effect oar stock price.

Pursuant to Section 404 of the Sarbanes-Oxley A2002, our management must perform evaluatiorsiof
internal control over financial reporting. Begingim 2004, our Form 10-K has included a report anagement of
their assessment of the adequacy of such inteamatal. Additionally, our independent registeredleiaccounting
firm must publicly attest to the adequacy of mamagiet's assessment and the effectiveness of ounaiteontrol.
Ongoing compliance with these requirements is cempmlostly and time-consuming.

We have in the past discovered, and may in thedudiscover, areas of our internal controls thaine
improvement. During the 2004 audit, our externalitis brought to our attention a need to increhsenternal
controls in certain areas of our operation, inaligdievenue calculations in the Imaging businesgraenation of
inventory reserve requirements, approval of chatgeerpetual inventory records and segregatiatutés. In
2005, we devoted significant resources to remettiaif these and other findings and to improveménuo internal
controls. Although we believe that these effortgehstrengthened our internal controls and addretbsedoncerns
that gave rise to the material weaknesses preyioapbrted by us, we are continuing to work to iayar our
internal controls.

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 dejiv&f parts, components and subassemblies fromlisupp/Ne
obtain some of the key components and sub-asseswuiskg in our products from a single supplier omatéd grouj
of suppliers. If any of our suppliers fail to dedivquality parts on a timely basis, we may expeeetelays 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 ingstual 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 intedrityr intellectual property rights, and we canassure 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
« other parties will not develop similar productsptlicate our products or design around our patemt
* our patent rjghts, in;ellectual 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 thatweeinfringing third parties’ intellectual propenights. We
cannot assure you that third parties will not ie thture claim that we have infringed current dufa patents,
trademarks or other proprietary rights relatingto products. Any claims, with or without merit,utd be time-
consuming, result in costly litigation, cause pretghipment delays or require us to enter into ltgya licensing
agreements. Such royalty or licensing agreemednesgiired, may not be available on terms acceptabus.
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Our success is dependent on recruiting and retaigia highly talented work force.

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

Our U.S. operations are located in Santa Clarafd@aia and Fremont, California, where the coslivihg and
recruiting employees is high. Additionally, our ogting results depend, in large part, upon ouiitgkitd retain and
attract qualified management, engineering, margetimnufacturing, customer support, sales and asirative
personnel. Furthermore, we compete with similaugtdes, such as the semiconductor industry, feisime pool
skilled employees. If we are unable to retain kegspnnel, or if we are not able to attract, assitibr retain
additional highly qualified employees to meet oaeds in the future, our business and operationsl teuharmed.

Changes in demand caused by fluctuations in intearaad currency exchange rates may reduce our
international sales.

Sales and operating activities outside of the Wn8&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 thetéthiStates.

We currently quote and sell the majority of ourguots in U.S. dollars. From time to time, we mateemto
foreign currency contracts in an effort to reduwe @verall risk of currency fluctuations to our imess. However,
there can be no assurance that the offer and Spleducts 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 decreasaorease our cost structure relative
those of our competitors, which could lessen theatel for our products and affect our competitivsitan.

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

We have completed a number of acquisitions dururgoperating history and we recently announced the
acquisition of certain assets of DeltaNu, LLC. Wada spent and will continue to spend significasbteces
identifying and acquiring businesses. The efficeemd effective integration of our acquired busiesssto our
organization is critical to our growth. Any futuaequisitions involve numerous risks including ditfities in
integrating the operations, technologies and prsdoicthe 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 busimesslts of operations and cash flows. Any futurguésitions
may also result in potentially dilutive issuance=gtiity securities, acquisition- or divestitureated writeeffs or the
assumption of debt and contingent liabilities.

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

We are subject to a variety of governmental reguiatrelating to the use, storage, discharge, ivamdl
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
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our operations, alteration of our manufacturingcpss, or substantial civil penalties or criminakB against us or
our officers, directors or employees. Additionatlyese regulations could require us to acquire rsipe
remediation or abatement equipment or to incurtsuntisl expenses to comply with them. Failure toperly
manage the use, disposal or storage of, or addguestrict the release of, hazardous or toxic s 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 soitheut restriction in the public markets, althowjtares
held by our directors, executive officers and &fféds may be subject to volume and manner of ealeictions. 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 documents andder California law could prevent or delay a change
control, which could negatively impact the value ofir common stock by discouraging a favorable marge
acquisition of us.

Our articles of incorporation authorize our boafdlicectors to issue up to 10,000,000 shares demed stock
and to determine the powers, preferences, pridlegghts, including voting rights, qualificatiorisnitations and
restrictions of those shares, without any furth@ewor action by the shareholders. The rights eftiblders of our
common stock will be subject to, and may be advgsgected by, the rights of the holders of angfprred stock
that we may issue in the future. The issuance efepred stock could have the effect of delayingedang or
preventing a change in control and could adveraffct the voting power of your shares. In additiprovisions of
California law and our bylaws could make it mor#idult for a third party to acquire a majority ofir outstanding
voting stock by discouraging a hostile bid, or gzlg or deterring a merger, acquisition or tendégran which our
shareholders could receive a premium for theireshar a proxy contest for control of our compangthier changes
in our management.

We could be involved in litigation

From time to time we may be involved in litigatiofvarious types, including litigation alleging iffgement o
intellectual property rights and other claims. Egample, in July 2006, we filed a patent infringetriawsuit
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 systatigation tends to be expensive and requiresifgamnt
management time and attention and could have dineggdfect on our results of operations or busénésve lose or
have to settle a case on significantly adversederm

Business interruptions could adversely affect oyserations.

Our operations are vulnerable to interruption lbg,fearthquake or other natural disaster, quamstin other
disruptions associated with infectious diseasetsomal catastrophe, terrorist activities, war, dfgions 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 ae¢ la fully
implemented detailed disaster recovery plan. Desqit implementation of network security measunes tools ani
servers are vulnerable to computer viruses, bresilaind similar disruptions from unauthorized tarmgewith our
computer systems and tools located at customex. gttditical instability could cause us to incucngased costs in
transportation, make such transportation unrelidbtFease our insurance costs and cause intemaatarrency
markets to fluctuate. This same instability coudardn the 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 selfrmgarthquake risks, because we believe thigiptiident
financial decision based on the high cost of thetéd coverage available in the earthquake inswamarket. An
earthquake could significantly disrupt our openasio
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most of which are conducted in California. It coaldo significantly delay our research and engingegffort on
new products, most of which is also conducted ilif@aia. We take steps to minimize the damage ¥atld be
caused by an earthquake, but there is no certdiatyour efforts will prove successful in the evehan earthquake.

Iltem 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 omnraal estate.

Square Lease

Location Footage Expire Principal Use

Santa Clara, CA 179,58. Mar 2012 Corporate Headquarters; Marketing,
Manufacturing, Engineering and Custor
Support for Equipment and Imagi

Fremont, CA 9,50t Feb 201z Imaging Sensor Fabricatic

Laramie, WY 4,000 Feb 2008 Imaging Raman Spectrometer
Manufacturing

Singapore 31,947 Jun 2010 Manufacturing and Customer Support for
Equipment

Korea 1,55¢ May 2007 Customer Support for Equipme

Malaysia 1,291 Aug 200€ Customer Support for Equipme

Japar 1,507 Nov 200€ Customer Support for Equipme

Shenzhen, Chin 1,93¢ Jul 2008 Customer Support for Equipme

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.

Item 3. Legal Proceeding:
Patent Infringement Complaint against Unaxis

On July 7, 2006, we filed a patent infringementdaitzagainst Unaxis USA, Inc. and its affiliateg)adis
Balzers AG and Unaxis Balzers, Ltd., in the Uni&tdtes District Court for the Central District cdil@ornia. Our
lawsuit against Unaxis asserts infringement by UmakUnited States Patent 6,919,001 which relstesir 200
Lean system. Our complaint seeks monetary damamgearainjunction that bars Unaxis from making, gsin
offering to sell or selling in the United Statesjmporting into the United States, Unaxis’ alletyeitifringing
product. In the suit, we seek damages and a pemharenction for infringement of the same patéffe believe wi
have meritorious claims, and we intend to purseenthigorously.

On September 12, 2006, Unaxis filed a responsertdeavsuit 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 clainddao add a
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request for a declaratory judgment of infringeméhtaxis filed a response on February 21, 2007 hithvit
repeated the assertions of its September 12, 28Q@®nse.
On March 9, 2007, Unaxis filed a motion requestimat the court stay the litigation pending actigrthe
U.S. Patent Office on their February 27, 2007 retjier a re-examination of United States Patent $,801.
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 oramtld be time consuming, result in costly litigatj require
significant amounts of management time, resulhendiversion of significant operational resouraggiequire us to
enter into royalty or licensing agreements whi€heguired, may not be available on terms favorables or at all.
We are not presently party to any lawsuit or prdasgethat, in our opinion, is likely to seriouslgim our business.

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

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

EXECUTIVE OFFICERS

Certain information about Intevac’s executive dfie as of March 15, 2007 is listed below:

Name Age Position

Executive Officers

Norman H. Pont 68 Chairman of the Boar

Kevin Fairbairn 53 President and Chief Executive Offic

Michael Barne: 48  Vice President and Chief Technical Offic

Kimberly Burk 41  Sr. Director, Human Resourc

Charles B. Eddy llI 56 Vice President, Finance and Administration, Chief
Financial Officer, Treasurer and Secret

Ralph Kerns 60 Vice President, Business Development, Equipment
Products

Luke Marusiak 44  Chief Operating Office

Joseph Pietre 52  Vice President and General Manager, Ima

Other Key Officers

Verle Aebi 52  Chief Technology Officer, Imagin

James Birt 42  Vice President, Customer Support, Equipment
Products

Terry Bluck 47  Vice President, Technology, Equipment Prodi

Timothy Justyr 44  Vice President, Manufacturing, Equipment Prod

Dave Kelly 44  Vice President, Engineering, Imagi

Mr. Pondis a founder of Intevac and has served as Chaioh#re Board since February 1991. Mr. Pond
served as President and Chief Executive Officenffebruary 1991 until July 2000 and again from Smybier 2001
through January 2002. Mr. Pond holds a BS in plsyis@am the University of Missouri at Rolla and arsivh
physics from the University of California at Los deles.
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Mr. Fairbairn joined Intevac as President and Chief Executivéc@&ffin January 2002 and was appointed a
director in February 2002. Before joining Intevidr, Fairbairn was employed by Applied Materialsrfrduly 1985
to January 2002, most recently as Vice-Presidetht@aneral Manager of the Conductor Etch Organiratiith
responsibility for the Silicon and Metal Etch Diies. From 1996 to 1999, Mr. Fairbairn was Genbfahager 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 holdshaa in
engineering sciences from Cambridge 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 Busirsis 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 ag/anaging
Director and subsequently as Vice President, Etajirtieering and Technology. Dr. Barnes holds a BS,avid Phl
in electrical engineering from the University of dligan.

Ms. Burkhas served as Human Resources Director since May. Boior to joining Intevac, Ms. Burk served
Human Resources Manager of Moen, Inc. from 199800 and served as Human Resources Manager of hawso
Mardon from 1994 to 1999. Ms. Burk holds a BS inislmgy from Northern lllinois University.

Mr. Eddyhas served as Vice President, Finance and Adnatitst, Chief Financial Officer, Treasurer and
Secretary since April 1991. Mr. Eddy holds a B&mgineering science from the University of Virgiaiad an MB/
from Dartmouth College.

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 Wember
2002, most recently as Managing Director for BusinBevelopment for the Process Modules Group. &usly,
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 from IRt
1998, he was General Manager of Applied Materialslectric 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 A@004. Before joining Intevac, Mr. Marusiak
was employed by Applied Materials from July 1991wl 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 engineeringni Gannon University and an MS in teleprocessaignee fron
the University of Southern Mississippi.

Mr. Pietrasjoined Intevac as Vice President and General Manaigthe Imaging Business in August 2006.
Before joining Intevac, Mr. Pietras was employedts Sarnoff Corporation from March 2005 to Julp@@s
General Manager of Sarnoff Imaging Systems. Fropte®eber 1998 to March 2005, he was employed by Rope
Scientific as Vice President, Operations. Mr. Rigtnolds a BS in Physics from the Stevens Instdfifeechnology
and a MA and PhD in Physics from Columbia Universit

Mr. Aebihas served as Chief Technology Officer of our Imgdiusiness since August 2006. Previously,
Mr. Aebi served as President of the Photonics vigrom July 2000 to July 2006 and as General Manaf the
Photonics Division since May 1995. Mr. Aebi wasctéel as a Vice President of the Company in Septed#bs.
From 1988 through 1994, Mr. Aebi was the EngineeNfanager of our night vision business, where he wa
responsible for new product development in thesaod@dvanced photocathodes and image intensifirsAebi
holds a BS in physics and an MS in electrical eagiiing 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.
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Mr. Bluckrejoined Intevac as Vice President, TechnologyhefEquipment 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 anddwe
employed there as Vice President, Rapid ThermaldaProduct Engineering until August 2004. Mr.dRIbolds ¢
BS in physics from San Jose State 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 formethhigision
business. Mr. Justyn holds a BS in chemical engimgdérom the University of California, Santa Baraa

Mr. Kelly joined Intevac in December 2006 as Vice Presidemgineering of the Imaging business. Before
joining Intevac, Mr. Kelly was employed by RedldW&SD LLC, a division of Roper Industries from Jampu2004
to December 2006, most recently as Vice Presidergineering and Custom Service. From November 2000
December 2003, he was employed by Fast Technol@a#\Vice President, Engineering. Mr. Kelly holdB%anc
a MS in mechanical engineering from the Universitjlichigan.

PART Il

Item 5. Market for Registran’s Common Equity, Related Shareholder Matters andusr Purchases of Equit
Securities

Price Range of Common Stock

Our common stock is listed on The Nasdaq Nationalkét under the symbol “IVAC.” As of February 28,
2007, there were approximately 127 holders of meodrour common stock. Because many of our shdresromon
stock are held by brokers and other institution®ehnalf of shareholders, we are unable to estithat¢éotal number
of shareholders represented 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 2005

First Quartel $981 $7.0¢

Second Quarte 12.0( 8.4z

Third Quartel 14.9¢ 9.7t

Fourth Quarte 13.9¢ 8.8¢
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¢

Dividend Policy

We currently anticipate that we will retain ourm@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 totereholder return on the Common Stock of Intevah wi
that of the NASDAQ Stock Market Total Return Indexproad market index published by the Center &Bearch i
Security Prices (“CRSP”gnd the NASDAQ Computer Manufacturers Stock TottulRy Index compiled by CRS
The comparison for each of the periods assume$iiti was invested December 31, 2001 in our Confatock,
the stocks included in the NASDAQ Stock Market T&aturn Index and the stocks included in the NASDA
Computer Manufacturers Stock Total Return Indexesehindices, 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, 2001
AMONG INTEVAC, NASDAQ STOCK MARKET TOTAL RETURN IND EX AND
NASDAQ COMPUTER MANUFACTURERS TOTAL RETURN INDEX

1K)
a00 —{1= Intevac. Inc.
22— Nasdag Stock Market Total Return Index Ju|
H0
—0O—  Nasdagq Computer Manufacturers Total Return Index /
wn 0 /
ﬁ 600 ~
- 500
S 400 o
= o / / \\\Erf/ /
200
1130 ﬂ%m?_&ﬁ——ﬂ
0 T T T T T T
2001 2002 20003 2004 2005 2004
12/31/0._| 12/31/0:_| 12/31/0_| 12/31/0< | 12/30/0¢ | 12/29/0¢
Intevac, Inc. $ 10C |$ 12€ |$ 451 [$ 242 |$ 422 | $ 82¢
Nasdaq Stock Market Total Return Inc 10C 69 10z 112 11¢F 12€
Nasdagq Computer Manufacturers Total Return Ir 10C 66 92 12C 122 12€
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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 short investn
Working capital
Total asset
Long-term debt
Total shareholde’ equity

Year Ended December 31

2006 2005 2004 2003 2002
(In thousands, except per share data)

$250,15¢ $130,16¢( $61,32¢ $27,73¢ $27,62¢
9,71 7,061 8,28¢ 8,55¢ 6,15¢
259,87! 137,22¢ 69,61¢ 36,29 33,78¢
151,28 87,52t  45,52¢ 19,68¢ 20,00¢
6,10z 5,25:¢ 6,85¢ 6,03z 5,15(
1,52 873 1,37¢ 743 1,31¢
158,91¢ 93,65 53,75¢ 26,46¢ 26,47
100,95¢ 43,57¢ 15,85¢ 9,83( 7,30¢
30,03¢ 14,38 11,58( 12,03 10,84¢
22,92¢ 14,47 9,52¢ 8,44¢ 7,752
52,96( 28,86! 21,10¢ 20,48¢ 18,59¢
47,99¢ 14,717 (5,249 (10,655 (11,289
3,501 1,30¢ 634 26¢ 284
277 552 381 (1,879 13,18
51,77: 16,57:  (4,23) (12,26Y 2,182
5,07¢ 421 11C 38 (6,592
$ 46,69¢ $ 16,15. $(4,349) $(12,30) $ 8,77«
$ 222 $ 07¢ $(029) $ (095 $ 0.7¢
21,01t 20,46: 19,74¢ 12,94¢ 12,07
$ 212 $ 07€ $ (022 $ (0.95 $ 0.6€
21,93¢ 21,20: 19,74¢ 12,94¢ 15,26:
$ 95,03t $ 49,73! $42,03: $19,507 $28,45]
118,06: 77,35: 53,10( 22,63¢ 31,30¢
206,00 130,44 79,62: 55,97t 60,29¢
— — — — 30,56¢
144,31( 87,87 69,37¢ 30,86¢ 10,54¢
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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’s ability to proliferatts technology
into major military weapons programs and to devedol introduce commercial products; and the timifiglelivery
and/or acceptance of our backlog for revenue. Guual results may differ materially from the resuliscussed in
the forward-looking statements for a variety ofgeas, including those set forth under “Risk Factasd should
be read in conjunction with the Consolidated Finah&tatements and related Notes contained elsexinethis
Annual Report olForm 10-K.

Overview

Our operations include two businesses, Equipmehimaging. The Equipment business designs,
manufactures, markets and services complex caggjtdpment that deposits highly engineered thindimhmaterial
onto disks used in hard disk drives and we areldpireg equipment that we plan sell to semiconductor
manufacturers. Our Imaging business develops amiifactures electro-optical sensors, cameras aridragshat
permit highly sensitive detection of photons in tigble and near infrared portions of the spectralftowing vision
in extreme low light situations. The vast majofyour revenue is currently derived from our Equémnbusiness,
and we expect that the majority of our revenuesiemext several years will continue to be derifrech our
Equipment business.

Equipment Business

In the early 1990s we developed a system, the MBI deposit magnetic films and protective ovatso
onto magnetic disks used in hard disk drives. Sh&gem gained wide acceptance and by the late 1889%eing
used to manufacture approximately half of the disdesd in hard disk drives worldwide. In late 2088,introduced
a new system, the 200 Lean. We believe that thera #otal of approximately 111 MDP-250 and 80 kéan
systems currently available for use in productind sesearch and development applications at mandisk and
hard disk drive manufacturers worldwide. The hast drive industry has gone through significantsmidation,
and there are now only seven significant manufecsuof magnetic disks, some of whom also manufadiard disk
drives. As a result of the small number of custanaard the high average selling price of our proguemtr
Equipment revenues tend to be volatile from quaadeuarter. In addition, our Equipment businesstiatorically
been subject to capital spending cycles. For exanipithe period from 1995 through the middle d®89we sold
$300 million of disk manufacturing equipment. I theriod from the middle of 1998 thru 2003, oukaiguipment
revenues averaged approximately $20 million per ged consisted of the sale of a limited numbesystems,
technology upgrades, parts and service for thaliestbase of our systems. In 2006, our salessif mianufacturing
equipment grew to $248 million in annual revenues.

We believe there is significant potential for matimdisk manufacturers to continue adding capabitg.
believe that the introduction of high density diskesed on perpendicular recording techniques Vg8idl eequire disk
manufacturers to significantly upgrade the techréapability of their installed base of manufactgriequipment to
accommodate the additional number of process giemscted to be required by perpendicular recordéatnology
roadmaps.

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 deposition product line. far@000 through 2004, cumulative revenues from zfiéiat
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panel display manufacturing systems totaled $36l8m 2005 revenues included $5 million relatedselling a
license to one of our flat panel patents and reizignrevenue on the last flat panel system wepstdp

Imaging Business

Our Imaging business develops and manufactureg@leptical sensors, cameras and systems that permi
highly sensitive detection of photons in the visibhd near infrared portions of the spectrum, atigvimaging in
extreme low light situations. Our military produatslude extreme low light sensors and cameragdgerin short- to
medium-range military applications and LIVAR canseead systems for positive target identificatiotoag range.
The majority of the funding for our Imaging busisexctivities has historically been derived fromeggsh and
development contracts with the United States Gawert and its contractors, with the balance beimgléal
internally.

Developing advanced products for the military imes long development cycles, as products move tffrou
successive multi-year stages of technology dematimt, engineering and manufacturing product dguakent,
prototype production and then product deploymeathEstage in this process requires ongoing goverhfueding.
To date, substantially all of our Imaging businesgenues has been derived from contract reseactterelopmen
rather than product sales. In July 2002, in ordeshtorten the time to market and to increase theben of markets
for our imaging products, we began to fund develeptof imaging products for commercial marketsedmly 2007
we acquired DeltaNu, LLC, a manufacturer of Ranaactometers. Although product revenues from these
activities have not yet been significant, we expegenues from product shipments to significaniyréase as a
percentage of 2007 Imaging revenues.

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. Note 2 of Notes to Consolidated Finarfatements
describes the significant accounting policies usdtie preparation of the consolidated financiateshents. Certain
of these significant accounting policies are comsd to be critical accounting policies, as defibelbw.

A critical accounting policy is defined as one ttsaboth material to the presentation of our finahstatements
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 assumptidosit matters that are highly uncertain at the tifrthe estimate;
and 2) different estimates we could reasonably seel, or changes in the estimate that are realydiiedy 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 chéageshistorically been minor and have been inaldehe
consolidated financial statements as soon as thegrbe known. In addition, management is periodidalted with
uncertainties, the outcomes of which are not wittsrcontrol and will not be known for prolongedipes of time.
Many of these uncertainties are discussed in tioe pection entitled “Risk Factors.” Based on dical assessment
of our accounting policies and the underlying juégits and uncertainties affecting the applicatiothoe policies,
management believes that our consolidated finastaéments are fairly stated in accordance witlGA&P, and
provide a meaningful presentation of our financ@dition and results of 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 policiessameounting
estimates related to the collectibility of tradeawables and prototype product costs. We belieatthese other
accounting policies and other accounting estimaitber do not generally require us to make estisatei
judgments that are as difficult or subjective,tasiless likely that they would have a materiabant on our reporte
results of operation for a given period.
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Revenue Recognition

Certain of our system sales with customer acceptpnavisions are accounted for as multiple-element
arrangements. If we have previously met definedotnser 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 the installaol acceptance services based on our actual baterperience.
For systems that have generally not been demoedttatmeet a particular custonseproduct specifications prior
shipment, revenue recognition is typically deferuetil customer acceptance. For example, whiléainghipments
of our 200 Lean system were recognized for revemas customer acceptance during 2004, revenue was
recognized upon shipment for the majority of 20@heshipped in 2005 and 2006. Most of the systarhacklog ¢
December 31, 2006 are for customers where we hateefined customer acceptance levels, and we timec
recognize revenue upon shipment for those systems.

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

In certain cases, we sell limited rights to oueilgctual property. Revenue from the sale of atglliectual
property license is generally recognized at thegtion of the license term.

We perform best efforts research and developmerikt 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. Rereesn FFP
contracts is generally recognized on the percertgempletion 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 cegtich approximate first-in, first-out, and are sthat the
lower of cost or market. The carrying value of intey is reduced for estimated excess and obsaiesday the
difference between its cost and the estimated mhagdtee based on assumptions about future demarcewMuate
the inventory carrying value for potential excesd absolete inventory exposures by analyzing hisaband
anticipated demand. In addition, inventories a@@ated for potential obsolescence due to the teffekenown and
anticipated engineering change orders and new ptsdii actual demand were to be substantially lativan
estimated, additional inventory adjustments wowddxjuired, which could have a material adversecefin our
business, financial condition and results of openatA cost-to-market reserve is established for
work-in-progress and finished goods inventoriesmiie value of the inventory plus the estimated tmsomplete
exceeds the net realizable value of the inventory.

Warranty

We provide for the estimated cost of warranty wherenue is recognized. Our warranty is per contexats,
and for our systems, the warranty typically rangetsveen 12 and 24 months from customer acceptieeise
estimated repair or replacement costs along withaotual warranty experience to determine our weyra
obligation. We exercise judgment in determining inelerlying estimates. Should actual warranty cotsr
substantially from our estimates, revisions togktmated warranty liability would be required, alinicould have a
material adverse effect on our business, finargabition and results of operations.

Income Taxes

We account for income taxes in accordance witheBtant 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 tempodéffgrences between book and tax bases of recassets and
liabilities. SFAS 109 also requires that deferrmeddssets be reduced by a valuation allowancésifitore likely
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than not that a portion of the deferred tax assiéhet be realized. Based on our history of losggsugh 2004, our
deferred tax asset was fully offset by a valuatidowance as of December 31, 2005. During 2006d#ferred tax
asset and the related valuation allowance wereigolinced due to the usage of our remaining NOLcaedit carry-
forwards. As of December 31, 2006, $4.6 milliorttef deferred tax asset was valued on the balaree, stet of a
valuation allowance of $2.8 million. This represetite amount of the deferred tax asset from whietexpect to
realize a benefit. We cannot predict with certainhen, or if, we will realize the benefit of therfion of the
deferred tax asset currently offset with a valuailowance.

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. Wefadly 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
increased throughout 2006, we increased the amfiigaitive tax rate from 3.0% at the end of thet fipgarter, to
8.8% at the end of the second quarter, to 10.0#tea¢nd of the third quarter and to 12% at theddrttde fourth
quarter.

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
2006 2005 2004 2006 vs. 200 2005 vs. 200
(In thousands, except percentages)
Equipment net revenu $248,48: $129,28( $60,49( 92% 114%
Imaging net revenue 11,39: 7,94¢ 9,12¢ 43% (13)%
Total net revenue $259,87! $137,22¢ $69,61: 89% 97%

Net revenues consist primarily of sales of equipnused to manufacture thin-film disks, and, tossér extent,
equipment used to manufacture flat panel displafated equipment and system components; flat pamepment
technology license fees; contract research anda@vent related to the development of electro-@bpsensors,
cameras and systems; and low light imaging products

The increase in Equipment revenues in 2006 wagssthét of the sale of forty-six 200 Lean systerhstden
disk lubrication systems and a significant incrdasevenue from disk equipment technology upgradesspare
parts. During 2005, we sold twenty-three 200 Legtesns, six MDP-250 systems and fourteen disk dation
systems. 2005 revenues also included $5.0 millidlabpanel equipment and license sales. During42@ve sold
eleven 200 Lean systems and two MDP-250 systems.

The magnetic disk manufacturing industry consiéts small number of large manufacturers. In 2008gate
acquired Maxtor, which further concentrates out@uer base. We believe that the majority of ouivaatustomers
utilize most of their capacity and that there gn#ficant potential for these customers to bothticwre adding
capacity and to upgrade the technical capabilitthefr installed base to permit production of hagnsity disks for
perpendicular recording rather than the currengitoidinal technology. We currently have twenty-f@@0 Lean
systems in backlog, which are scheduled for reveacegnition during the first half of 2007.

Imaging revenues increased by 43% to $11.4 millka2006, which consisted of $1.7 million of product
revenue and $9.7 million of contract research akibpment revenue. The $7.9 million in 2005 Imggievenues
consisted of $888,000 of product revenue and $1lmof contract research and development reveibhe
increase in product revenue resulted from highleissaf LIVAR systems and commercial products. Thieeéase in
contract research and development revenue wagshé of a better mix of fully funded vs. partiaflynded
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programs. The decrease in Imaging revenues in 20@®mpared to 2004 was the result of a reduatitine level ¢
orders received for funded development program&00V, we expect the Imaging business revenueoto gr
significantly, with increases in both contract @®h and development revenue and product reveritieuyh we
do not anticipate our Imaging business to be @bk in 2007, we expect the loss to be reduced R006.
Substantial growth in future Imaging revenues igetielent on proliferation of our technology into arajilitary
weapons programs, the ability to obtain exportigzs for foreign customers, obtaining productidoceatracts for
these programs, and development and sale of conahproducts.

Our backlog of orders at December 31, 2006 was $12ilion, as compared to a December 31, 2005 Ibgck
of $84.5 million. The $125.0 million of backlog@ecember 31, 2006 consisted of $119.4 million afigment
backlog and $5.6 million of Imaging backlog. Thet$million of backlog at December 31, 2005 comsigtf
$81.7 million of Equipment backlog and $2.8 milliohimaging backlog. The increase in Equipment baxkvas
primarily the result of orders for 200 Lean diskigpring systems.

Significant portions of our revenues in any pattcyperiod have been attributable to sales to @damumber
of customers. In 2006 sales to Seagate, our Japdistsbutor, Matsubo, and Hitachi Global Storagehnologies
each accounted for more than 10% of our revenuekineaggregate accounted for 93% of revenuesO0s 2
Seagate, Matsubo, Hitachi Global Storage Technetognd Maxtor each accounted for more than 10%iof o
revenues, and in aggregate accounted for 90% ehtms. In 2004, Seagate and Matsubo each accdontadre
than 10% of our revenues, and in aggregate acomt& 4% of revenues. Our largest customers terthange
from period to period.

International sales totaled $233.4 million, $97 iiom and $47.1 million, in 2006, 2005 and 200dspectively
accounting for 90%, 71% and 68% of net revenues.iiitrease in international sales in 2006 and 0520as
primarily due to an increase in net revenues frisk gputtering systems. Substantially all of odeinational sales
are to customers in Asia, which includes produkipped to overseas operations of U.S. companiesnduof
domestic versus international sales will changefperiod to period depending on the location oflatgest
customers in each period.

Gross margin.

Year Ended December 31 % Change % Change
2006 2005 2004 2006 vs. 200 2005 vs. 200
(In thousands, except percentage:

Equipment gross prof $ 97,167  $42,62:  $15,01¢ 126% 184%
% of Equipment net revenu 39.1% 33.(% 24.8%
Imaging gross profi $ 3,79¢ $ 95t $§ 84C 29&% 14%
% of Imaging net revenue 33.2% 12.(% 9.2%

Total gross profi $100,95¢  $43,57¢  $15,85¢ 132% 175%

% of net revenue 38.8% 31.8% 22.8%

Cost of net revenues consists primarily of purcasaterials and costs attributable to contractareseand
development, and also includes fabrication, assgndst and installation labor and overhead, custespecific
engineering costs, warranty costs, royalties, ious for inventory reserves and scrap. Cost ofeetnues for
2006 included $428,000 of equity-based compensatipense.

Equipment gross margin improved to 39.1% in 200&nf33.0% in 2005. Our product mix, increased awerag
selling prices, cost reduction programs and in@da®lume all contributed to the higher gross nrafgr the year.
2005 Equipment gross margin improved over the gnesgin achieved in 2004 due primarily to lower
manufacturing costs and a higher average selliing fior 200 Lean systems. The flat panel manufaajusystem
recognized for revenue in 2005 was originally skighph 2003 and contributed minimal gross profituipgent
gross margin in 2004 was adversely impacted bysdostirred during the rapid production, installatand
start-up of the initial production run of 200 Lesystems, by costs for scrap, rework and inventbsotescence
related primarily to design changes on our 200 L®|etem, and by favorable pricing offered to otstf200 Lean
customer. We expect the gross margin for the Eqeiipirbusiness to improve in 2007, primarily as altesf
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continued cost reduction efforts undertaken or2@@ Lean system. Gross margins in the Equipmenhéss will
vary depending on a number of factors, includingdpict cost, system configuration and pricing, factdilization,
and provisions for excess and obsolete inventory.

Imaging gross margin improved to 33.3% in 2006 ftb?r0% in 2005. The increase in Imaging gross margi
resulted from a higher percentage of contract rebegnd development revenue being derived frony fuihded
contracts, favorable adjustments related to closintgorior year government rate audits and incre@seduct
shipments. The improvement in Imaging gross marg2005 as compared to 2004 was primarily dueredaction
in cost-shared research and development contta@ging gross margin in 2004 was negatively impabie our
military head-mounted display development progrtme,initial phase of which was partially fundedthg
U.S. Government and our NATO customer.

Research and development

Year Ended December 31 % Change % Change
2006 2005 2004 2006 vs. 200 2005 vs. 200
(In thousands, except percentage:
Research and development expe $30,03¢  $14,38:  $11,58( 10<% 24%
% of net revenue 11.€% 10.5% 16.6%

Research and development expense consists prirohplptotype materials, salaries and related aufsts
employees engaged in ongoing research, designev@dogppment activities for disk manufacturing equégnt; flat
panel manufacturing equipment and Imaging products.

Research and development spending increased irBoplipment and in Imaging during 2006 as compaved t
2005 and in 2005 as compared to 2004. The inciadsguipment was due primarily to spending on the
development of a new product line to serve the sentuctor market and, to a lesser extent, sperfdmgpntinuing
development of our disk sputtering products. Thedase in Imaging was due to both spending onékigd of a
proprietary CMOS sensor for use in our military Ibght level cameras and spending on the developwieour
commercial Imaging products. Engineering headcbastgrown from 68 at the end of 2004, to 89 attie: of
2005, and to 129 at the end of 2006. Includedseaech and development spending for 2006 was $illidrof
equity-based compensation expense. We expectabadirch and development spending will increasenag&007
due primarily to expenditures related to our nemisenductor equipment product line, and the additbkey
engineering personnel.

Research and development expenses do not inclsde afd$6.1 million, $5.3 million, and $6.9 million 2006.
2005, and 2004, respectively, which are relatezbtdract research and development and includedshaf net
revenues.

Selling, general and administrative.

Year Ended December 31, % Change % Change
2006 2005 2004 2006 vs. 200 2005 vs. 200
(In thousands, except percentage:
Selling, general and administrative expe $22,92¢  $14,47°  $9,52¢ 58% 52%
% of net revenue 8.8% 10.5% 13.7%

Selling, general and administrative expense canpistnarily of selling, marketing, customer suppértancial
and management costs and also includes produdticustomer samples, travel, liability insuranceyaleand
professional services and bad debt expense. Aledtimsales and international sales of disk spngqroducts in
Asia, with the exception of Japan, are typicallydedy Intevac's direct sales force, whereas saldapan of disk
sputtering products and other products are typicalide by our Japanese distributor, Matsubo, whuiges
services such as sales, installation, warrantycastbmer support. We also have subsidiaries ingpioigg and in
Hong Kong, along with field offices in Japan, Mad&@y, Korea and Shenzhen, China to support our ewnp
customers in Asia.

33




Table of Contents

The increase in selling, general and administratpending in 2006 was primarily the result of imses in
costs related to business development, customéceend support in the Equipment business, leqgateses
associated with the Unaxis litigation and provisidor employee profit sharing and bonus plans.udet! in selling,
general and administrative spending for 2006 was #illion of equity-based compensation expense.gelling,
general and administrative headcount increased &®mt the end of 2005 to 77 at the end of 2006.ifmbrease in
2005 over 2004 was primarily the result of increasecosts related to customer service and sujptire
Equipment business, provisions for employee psiféring and bonus plans and costs related to Szsiaxley
compliance activities. We expect that selling, gahand administrative expenses will increase ib726ver the
amount spent in 2006 due primarily to a projectenieéase in costs related to customer service guubsifor the
Equipment business, the addition of key businessldpment and administrative personnel and incnegdsigal
expenses.

Interest income and other, net.

Year Ended December 31 % Change % Change
2006 2005 2004 2006 vs. 200t 2005 vs. 200-
(In thousands, except percentages)
Interest income and other, r $3,77¢  $1,858 $1,01f 104% 83%

Interest income and other, net in 2006 consistekB8D,000 of dividends from 601 California Avenued,
$3.5 million of interest income on investments id 3,000 in net other expense. The increase iresttécome in
2006 was driven by higher interest rates on ouestments and a higher average invested balanegseshincome
and other, net in 2005 consisted of $390,000 dfidivds from 601 California Avenue LLC, $1.3 milliohinterest
income on investments and $155,000 of foreign aeygains and losses and other income. Interestrie@nd
other, net in 2004 consisted of $390,000 of divedeftom 601 California Avenue LLC, $634,000 of iast income
on investments and $46,000 of other income. We@xpterest income and other, net to increase 6v2lue to
higher interest income generated from our investmen

Provision for income taxes.

Year Ended December 31, % Change % Change
2006 2005 2004 2006 vs. 2005 2005 vs. 2004
(In thousands, except percentages)

Provision for income taxe $5,07¢  $421 $11C 110€% 28%%

In 2006, we accrued income tax using an effectwerate of 12% of pretax income. This rate is basedn
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 to thkzation of net
operating loss carrferwards and deferred credits. At the end of 2006 reversed $831,000 of the deferred tax .
valuation allowance, reflecting the amount of tlefedred tax asset from which we expect to realieebenefit in
2007. Our deferred tax asset of $7.4 million igipHy offset by a valuation allowance, resultimga net deferred t:
asset of $4.6 million at December 31, 2006. We eixper effective tax rate to significantly increase€007 due to
the utilization of our remaining net operating lassry-forwards in 2006.

For 2005, we accrued income tax using an effe¢tiveate of 2.5% of pretax income. Our net defeteadasse
totaled zero at December 31, 2005, net of a $18l@mvaluation allowance.

In 2004, we recorded income tax expense of $110@@ primarily to the recording of $115,000 of enpe as
a result of a claim we received from the CaliforRfanchise Tax Board, partially offset by a neddréor taxes
owed by our Singapore subsidiary. Our net defaia®dhsset totaled zero at December 31, 2004, ret of
$19.9 million valuation allowance.

Liquidity and Capital Resources

At December 31, 2006, we had $103.0 million in ¢@sish equivalents, and investments compared to
$49.7 million at December 31, 2005. During fisc@08, cash and cash equivalents increased by $24i@mdue
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to the cash provided by operating and financiniyiiets, partially offset by the net purchase oféstments and
fixed assets.

Cash provided by operating activities in 2006 &d&b55.2 million compared to $1.4 million in 200%he
increase in cash provided from operating activitvas due primarily to the net income earned in 2@@§usted to
exclude the effect of non-cash charges includingelgation and equity-based compensation, andcteases in
accounts payable, accrued payroll and other acdralgitities. Accounts receivable totaled $40.0lmoil at
December 31, 2006 compared to $42.9 million at bdxsr 31, 2005. The decrease of $2.9 million inrdeeivable
balance was due to the year-end collection of cast@dvances billed in the fourth quarter of 2086the end of
2005, $10.8 million of receivables were outstandiglgted to products that had not shipped. Netritorées
increased by $13.1 million during 2006 due prinyatdl an increase in raw materials and work-in-pesgr which
will be used to support the December 31, 2006 loackf $125.0 million. Accounts payable totaled $l@iillion at
December 31, 2006 compared to $7.0 million at Déeer31, 2005. The increase of $9.0 million relatethe
increase in inventory purchases and the generailtigrof our business. Accrued payroll and relatedilities
increased by $6.3 million during 2006 due to inse=ain our headcount and accruals for bonusesmpltbgee
profit-sharing. Other accrued liabilities totaled B million at December 31, 2006 compared to $6l8am at
December 31, 2005. The increase of $5.1 millioates primarily to accruals for our warranty obligas. Custome
advances increased by $3.1 million during 2006. ihbeease was due to advances billed or receivedréters that
will be shipped during 2007.

Investing activities in 2006 used cash of $37.3ioml Purchases of investments, net of proceeds Bales an
maturities, totaled $28.9 million. Capital expendits in 2006 totaled $8.4 million. Our investindities in 2005
used cash of $5.9 million as the result of thepuethase of investments and $4.1 million in captgdenditures.

Financing activities provided cash of $6.2 millior2006 due to the sale of Intevac common stoauto
employees through our employee benefit plans andeaefits from equitypased compensation. Financing activ
provided cash of $2.3 million in 2005 due to thke s Intevac common stock to our employees through
employee benefit plans.

We have generated operating income for the lastyeeos, after incurring annual operating losses fi®98
through 2004. We expect our Equipment businesg torbfitable again in 2007. We also expect to camito inves
in Imaging during 2007, but with lower losses tia2006.

We believe that our existing cash, cash equivalemtsshort-term investments, combined with the eash
anticipate generating from operating activitied Wwé sufficient to meet our cash requirementslierforeseeable
future. We intend to undertake approximately $1Bioniin capital expenditures during the next 12miis.

Contractual Obligations

In the normal course of business, we enter intmuarcontractual obligations that will be settlaccash. These
obligations consist primarily of operating lease @urchase obligations. The expected future casbsfrequired to
meet these obligations as of December 31, 2008harwn in the table below. More information on tipe@ting
lease obligations is available in Part Il, ltenfEnancial Statements and Supplementary Data.”

Payments Due by Perioc

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

(In thousands)
Operating lease obligatiol $12,617 $2,70C $ 4528 $ 4612 $ 78C
Purchase obligatior 19,43: 19,43 — — —
Total $32,05( $22,13: $ 4,52¢ $ 4,612 $ 78C

Off-Balance Sheet Arrangements

As of December 31, 2006, we did not have any nslteff-balance sheet arrangements (as defineeém 803
(a)(4)(ii) of Regulation S-K).
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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 RlLfated commercial paper, auction rate secuatiesdebt
instruments issued by the U.S. government andjgscies.

The table below presents principal amounts ande@haeighted-average interest rates by year of nityafor
our investment portfolio at December 31, 2006.

Fair
2007 2008 2009  Beyonc Total Value
Cash equivalent
Fixed rate amount $ 2,68( — — — $268( $ 2,68(
Weightec-average rat 5.26%
Variable rate amoun $11,48¢ $11,48: $11,48:
Weightec-average rat 5.25% — — —
Shor-term investment
Fixed rate amount $55,59¢ — — — $55,59¢ $55,59¢
Weightec-average rat 5.24% — — —
Long-term investment
Fixed rate amount —  $8,00( — — $ 8,000 $ 7,98¢
Weightec-average rat — 5280 — —
Total investment portfoli $69,76(  $8,00( — —  $77,76( $77,747

Due to the short-term nature of the substantidi@oiof our investments, we believe that we dohete any
material exposure to changes in the fair valueuofimavestment portfolio as a result of changesiterest rates.

Foreign exchange risk.From time to time, we enter into foreign currefiagward 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. At December 31, 2006hadno foreign currency forward exchange contracts.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
Intevac, Inc.

We have audited the accompanying consolidated balsineets of Intevac, Inc. and subsidiaries as of
December 31, 2006 and 2005, and the related cdasetl statements of operations and comprehensivenim
(loss), shareholders’ equity and cash flows fohezfche three years in the period ended Decembe2(@6. These
financial statements are the responsibility of ngemaent. Our responsibility is to express an opimiorhese
financial 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 financial statements referredlbove present fairly, in all material respedis, ¢onsolidated
financial position of Intevac, Inc. as of DecemB&r 2006 and 2005, and the consolidated resultseaf operations
and their consolidated cash flows for each of kined years in the period ended December 31, 20@@nrformity
with accounting principles generally accepted m lthmited States of America.

Our audit was conducted for the purpose of forn@ingpinion on the basic financial statements tasa
whole. Schedule Il is presented for purposes oftiat@dl analysis and is not a required part offthsic financial
statements. This schedule has been subjected &uttiing requirements applied in the audit ofltlasic financial
statements and, in our opinion, is fairly statedlirmaterial respects in relation to the basiaficial statements
taken as a whole.

As discussed in Note 2 to the consolidated findrst@ements, effective January 1, 2006 the Compadopted
the provisions of Statement of Financial Account8tgndards No. 123(R¥hare-Based Paymenapplying the
modified-prospective method.

We also have audited, in accordance with stand#rttee Public Company Accounting Oversight Board
(United States), the effectiveness of Intevac, $rinternal control over financial reporting asicember 31, 2006,
based on criteria established in Internal Controlntegrated Framework issued by the Committee ahSpring
Organizations of the Treadway Commission, and eport dated March 15, 2007, expressed an unquhbfénion
on management’s assessment of, and an unqualfietbo on the effective operation of, internal cohbver
financial reporting.

/s/ GRANT THORNTON LLP
San Jose, California

March 15, 2007
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INTEVAC, INC.
CONSOLIDATED BALANCE SHEETS

December 31

2006 2005
(In thousands)
ASSETS
Current asset:
Cash and cash equivalel $ 39,44( $ 15,25¢
Shor-term investment 55,59¢ 34,47¢
Trade and other accounts receivable, net of allocesof $143 and $154 at December
2006 and 200 39,92° 42,84
Inventories, including $5,765 and $3,464 held atamer locations at December 31, 2
and 200t 37,94 24,83
Prepaid expenses and other current a: 2,50¢ 1,814
Deferred tax asse 3,26¢ —
Total current asse 178,67¢ 119,22¢
Property, plant and equipment, at ct
Leasehold improvemen 11,06: 7,581
Machinery and equipme! 23,92¢ 20,83¢
34,98¢ 28,421
Less accumulated depreciation and amortize 21,44 20,44
13,54¢ 7,98(
Long-term investment 8,00( —
Investment in 601 California Avenue LL 2,431 2,431
Other long term asse 3,341 804
Total asset $206,00: $130,44-
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Accounts payabl $ 15,99 $ 7,04¢
Accrued payroll and related liabiliti¢ 11,76¢ 5,50¢
Other accrued liabilitie 6,612 6,182
Customer advance 26,24 23,13¢
Total current liabilities 60,61¢ 41,87¢
Other lon¢-term liabilities 1,07t 694
Shareholder equity:
Undesignated preferred stock, no par value, 10sb@@es authorized, no shares issuec
outstanding — —
Common stock, no par valu
Authorized share— 50,000
Issued and outstanding shares — 21,188 and 20t@B&camber 31, 2006 and 2005,
respectively 99,46¢ 95,97¢
Additional paic-in-capital 7,31¢ 1,187
Accumulated other comprehensive incc 354 23¢€
Retained earnings (accumulated defi 37,16¢ (9,529
Total shareholde’ equity 144,31( 87,87¢
Total liabilities and sharehold¢ equity $206,00:. $130,44-

See accompanying notes.
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INTEVAC, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHEN SIVE INCOME (LOSS)

Years Ended December 31

2006 2005 2004
(In thousands, except per shar:
amounts)

Net revenues

Systems and componetl $250,15¢ $130,16¢ $61,32¢

Technology developmel 9,711 7,061 8,28¢

Total net revenue 259,87! 137,22¢ 69,61¢

Cost of net revenue

Systems and componet 151,28 87,52t 45,52¢

Technology developmel 6,10z 5,25: 6,85¢€

Inventory provision: 1,52 873 1,37¢

Total cost of net revenui 158,91¢ 93,65! 53,75¢

Gross profit 100,95¢ 43,57¢ 15,85¢
Operating expense

Research and developm 30,03¢ 14,38¢ 11,58(

Selling, general and administrati 22,924 14,477 9,52¢
Total operating expens 52,96( 28,86 21,10t
Operating income (los 47,99¢ 14,717 (5,249
Interest incom 3,501 1,30: 634
Other income 277 552 381
Income (loss) before income tax 51,77% 16,57: (4,239
Provision for income taxe 5,07¢ 421 11C
Net income (loss $ 46,69¢ $ 16,15, $(4,349)
Other comprehensive income, net of income ta
Foreign currency translation adjustme 11€ (15) 30
Total comprehensive income (lo: $ 46,81« $ 16,13¢ $(4,319)
Basic income (loss) per sha

Net income (loss $ 222 $ 07¢ $ (0.22

Shares used in per share amol 21,01¢ 20,46 19,74¢
Diluted income (loss) per shai

Net income (loss $ 212 $ 07€ $ (0.29

Shares used in per share amol 21,93¢ 21,20: 19,74¢

See accompanying notes.
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INTEVAC, INC.

CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY

Accumulated

Retained

Other Earnings Total
Common Stock Additional Comprehensive  (Accumulated-  Shareholdere
Shares Amount Paid-In Capital Income Deficit) Equity
(In thousands)
Balance at December 31, 2C 16,95! $50,81: $  1,16¢ $ 22z $ (21,33¢) $ 30,86¢
Shares issued in connection wi
Exercise of stock optior 17¢ 85€ — — — 85¢€
Employee stock purchase pl 82 40:< — — — 402
Secondary public offerin 2,96¢ 41,56 — — — 41,561
Foreign currency translation adjustm — — — 30 — 30
Net loss — — — — (4,349 (4,349
Balance at December 31, 2C 20,18. $93,63: $ 1,16¢ $ 252 $ (25,680 $ 69,37¢
Shares issued in connection wi
Exercise of stock optior 35¢ 1,85¢ — — — 1,85¢
Employee stock purchase pl 12¢ 48¢ — — — 48¢
Compensation expense in the form of
stock options — — 19 — — 19
Foreign currency translation adjustm — — — (15) — (15)
Net income — — — — 16,15 16,15
Balance at December 31, 2C 20,66¢ $9597¢ $ 1,187 $ 23t $ (9,529 $ 87,87«
Shares issued in connection wi
Exercise of stock optior 36C 2,66¢ — — — 2,66¢
Employee stock purchase pl 15¢ 824 — — — 824
Income tax benefits realized from
activity in employee stock plai — — 2,701 — — 2,707
Stoclk-based compensation expel — — 3,42¢ — — 3,42¢
Foreign currency translation adjustm — — — 11€ — 11€
Net income — — — — 46,69¢ 46,69¢
Balance at December 31, 2C 21,18t $99,46¢ $ 7,31¢ $ 354 $ 37,16¢ $ 144,31(

See accompanying notes.
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INTEVAC, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities
Net income (loss
Adjustments to reconcile net income (loss) to rethcand cash equivalents
provided by (used in) operating activitit
Depreciatior
Amortization of debt offering cos
Net amortization (accretion) of investment premiwand discount
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 (useopi@jating activitie:
Investing activities
Purchase of investmer
Proceeds from sales and maturities of investnr
Proceeds from sale of equipm:
Purchase of equipme
Net cash and cash equivalents used in investirgtas
Financing activities
Proceeds from issuance of common sl
Tax benefit from equit-based compensatic
Payoff of convertible notes due 20
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 pe
Cash and cash equivalents at end of pe
Cash paid for
Interest
Income taxe:
Other nor-cash change:
Inventories transferred to property, plant and piopgnt

See accompanying notes.
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Years Ended December 31

2006

2005

2004

(In thousands)

$ 46,69¢ $ 16,15. $ (4,349

2,84¢ 2,15 2,031
— — 1
(264) (55) 232
1,521 87:  1,37E
3,42t 19 —
(4,581) — —
(2,707) — —
39 4 86
2,92¢  (38,08) 9,261
(14,590 (10,359 (4,309
(1,909 (1,669 161
8,90/ 540 (1,749
9,76: 7,64¢ 44¢
3,107  19,30: (12,599
8,49 (14,759 (5,060
55,19: 1,39 (9,409
(152,28 (100,14() (45,862
123,42  98,35( 13,00(
— — 10
(8,429 (4,140 (1,620
(37,279 (5,930 (34,479
3,49( 2,34¢ 42,82
2,707 — —
— — (1,029
6,197 2,34 41,79
75 (10) 31
2418F (2,200 (2,059
15,25¢  17,45¢ 19,507

$ 39,44( $ 15,25¢ $17,45¢

$ — $
5,722

$ — $
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Business and Nature of Operation

We are the world’s leading provider of disk sputtgrequipment to manufacturers of magnetic medéal urs
hard disk drives and a developer and provideradiley technology for extreme low light imaging senss cameras
and systems. We operate two businesses: Equipmériireaging.

Our Equipment business designs, manufactures, msaake services complex capital equipment useken t
sputtering, or deposition, of highly engineereafiims of material onto magnetic disks which ased in hard disk
drives. Hard disk drives are the primary storageima for digital data and function by storing datamagnetic
disks. These disks are created in a sophisticateuifacturing process involving a variety of margpst including
plating, annealing, polishing, texturing, sputtgramd lubrication. We are also utilizing our exserin complex
manufacturing equipment to develop new manufaaguproducts that address the semiconductor market.

Our Imaging business develops and manufactureg@leptical sensors, cameras, and systems thatiperm
highly sensitive detection of photons in the visiahd near infrared portions of the spectrum, afigwision in
extreme low light situations.

The vast majority of our revenue is currently ded¥rom our Equipment business and we expect lieat t
majority of our revenues for the next several yedliscontinue to be derived from our Equipment iness.

2. Summary of Significant Accounting Policies
Basis of Presentation

The consolidated financial statements include tw@ants of Intevac and its wholly owned subsidi&ri|
inter-company transactions and balances have beeinaed.

Revenue Recognition

We recognize revenue using guidance from SEC Stafbunting Bulletin No. 104, “Revenue Recognition.
Our policy allows revenue recognition when persuasividence of an arrangement exists, deliveryolasrred or
services have been rendered, the price is fixetttmrminable, and collectibility is reasonably asdu

Certain of our system sales with customer acceptpnavisions are accounted for as multiple-element
arrangements. If we have previously met definedocnsr acceptance levels with the specific typeysfeam, then
we recognize revenue for the fair market valuéhefgystem upon shipment and transfer of title,randgnize
revenue for the fair market value of installatiordacceptance services when those services ardetechg=or
systems that have generally not been demonstrateeét product specifications prior to shipmenteraie
recognition is usually deferred until customer g@taace. In the event that our customer choosewromplete
installation and acceptance, and our obligatiordeuthe contract to complete installation, acceggar any other
tasks, with the exception of warranty obligatiomsye been fully discharged, then we recognize amaiming
revenue 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 receivednmunts
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 deliveredraf
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 reognevenue on that value until the hardware lveied.

Occasionally, we are asked by our customers toyakdvery of products that they have accepted,tand
temporarily hold the product at our facility. Totelenine revenue recognition when the product ismatediately

43




Table of Contents

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

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

Other Systems and Non-System Revenue RecognRienenues for systems without installation and
acceptance provisions, as well as revenues frormtéogy upgrades, spare parts, consumables anatyget
products built by the Imaging business are recaghizhen title passes to our customer. Service aidtemance
contract revenue, which to date has been insigmifids recognized ratably over applicable contpaciods or as tt
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 wiyrr&or systems sold to distributors, typicallg tfistributor
assumes responsibility for installation and end aastomer acceptance. In some cases, the digiribilt 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 commip#sform
certain research and development efforts up tayeeeal 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 reoad)im accordance with contract terms, typicallgests 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 E6iRracts is generally recognized on the
percentage-of- completion method based on costsried in relation to the total estimated costsviions for
estimated losses on FFP research contracts amnglegcim the period in which such losses are detezchi

The deliverables under each CPFF or FFP contrageritom providing reports to providing hardwarethe
majority of the contracts there is no obligationéither party to continue the program once theléumave 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, snkesspecifically 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 ietgrin the technology rights developed pursuattiéaontract.

Trade Receivables and Doubtful Accounts

We evaluate the collectibility of trade receivabbesan ongoing basis and provide reserves agaitshiial
losses when appropriate. Management analyzesibetbad debts, customer concentrations, custoneelitc
worthiness, changes in customer payment tendeantksurrent economic trends when evaluating thqusey of
the allowance for doubtful accounts. Customer astoare written off against the allowance whenatmaunt is
deemed uncollectible.
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Included in trade receivables are unbilled recdesbelated to government contracts of $1.0 milabiboth
December 31, 2006 and December 31, 2005.

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 acceptang@édxthis
warranty period any defective non-consumable madseplaced and installed at no charge to th@est The
warranty period on consumable parts is limitech&irtreasonable usable life. We use estimatedptacement cost
along with our actual warranty experience to deteenour warranty obligation. We exercise judgment i
determining the underlying estimates.

On the consolidated balance sheet, the dleomt-portion of the warranty provision is includedOther Accrue:
Liabilities, while the long-term portion is includén Other Long-Term Liabilities.

The following table displays the activity in the manty provision account for 2006 and 2005:

2006 2005
(In thousands)
Beginning balanc $3,39¢ $1,11¢
Expenditures incurred under warrant (3,695 (1,42¢)
Accruals for product warranties issued during #gorting perioc 4,35¢ 3,42
Adjustments to previously existing warranty accst 1,22t 28¢
Ending balanci $5.28° $3,39¢

The following table displays the balance sheetsifizgition of the warranty provision account at Berber 31,
2006 and 2005:

December 31

2006 2005
(In thousands)
Other accrued liabilitie $4,20¢  $2,70¢
Other lon¢-term liabilities 1,07t 694
Total warranty provisiol $5,28:  $3,39¢

Guarantees

We have entered into agreements with customers@gpgliers that include limited intellectual propert
indemnification obligations that are customarytia industry. These guarantees generally requite cempensate
the other party for certain damages and costsriedwas a result of third party intellectual propetaims arising
from these transactions. The nature of the intellqroperty indemnification obligations preveassfrom making
a reasonable estimate of the maximum potential anwea could be required to pay our customers apgl®rs.
Historically, we have not made any significant imghgfication payments under such agreements, arahmaunt has
been accrued in the accompanying consolidateddiabstatements with respect to these indemnificati
obligations.

Income Taxes

We account for income taxes in accordance witheBtant of Financial Accounting Standard No. 109,
“Accounting for Income Taxes,” (“SFAS 109"), whichquires that deferred tax assets and liabiliteeselzognized
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
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than not that a portion of the deferred tax assiéhet be realized. Based on our history of losggsugh 2004, our
deferred tax asset was fully offset by a valuatidowance as of December 31, 2005. During 2006d#ierred tax
asset and the related valuation allowance wereigolinced due to the usage of our remaining NOLcaedit carry-
forwards. As of December 31, 2006, $4.6 milliorttef deferred tax asset was valued on the balaree, stet of a
valuation allowance of $2.8 million. This represetite amount of the deferred tax asset from whielexpect to
realize a benefit. We cannot predict with certainhen, or if, we will realize the benefit of therfion of the
deferred tax asset currently offset with a valuailowance.

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. Wefadly monitor the changes in many factors andisipur
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 leveboings
increased throughout 2006, we increased the amfiigaitive tax rate from 3.0% at the end of thet fipgarter, to
8.8% at the end of the second quarter, to 10.0#tea¢nd of the third quarter and to 12% at theddrttde fourth
quarter.

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

Customer Advances

Customer advances generally represent nonrefundablesits invoiced by the Company in connectioit wit
receiving customer purchase orders and other epeeteding acceptance of systems. Customer adveglagsd to
products that have not been shipped to customerfatuded in accounts receivable were $17.1 nmlaod
$10.6 million at December 31, 2006 and 2005, respey.

Cash, Cash Equivalents and Short-term Investments

Our investment portfolio consists of cash, cashwedents and investments in debt securities andiciat
bonds. We consider all highly liquid investmentshwa maturity of three months or less when puratiégéde cash
equivalents. Investments in debt securities andicipal bonds consists principally of highly rategbd instruments
with maturities generally between one and 25 months

We account for our investments in debt securities@uction rate securities in accordance with Statg of
Accounting Standards No. 115 “Accounting for Certliivestments in Debt and Equity Securities,” whiefuires
certain securities to be categorized as eitheirtgacvailable-for-sale or held-to-maturity.

Available-for-sale securities, consisting solelyfaiction Rate Securities, are carried at fair valuigh unrealized
gains and losses recorded within other compreherisoome (loss) as a separate component of shderst#quity.
Auction Rate Securities have long-term underlyiragumities (ranging from 20 to 40 years), howeverharket is
highly liquid and the interest rates reset eveoy 28 days. Our intent is not to hold these seiesrib maturity, but
rather to use the interest rate reset featurelltsesgurities to provide liquidity as needed. Ouagtice is to invest in
these securities for higher yields compared to eagltivalents. Held-to-maturity securities are eatrat amortized
cost. We have no trading securities. The costwdstment securities sold is determined by the fipaedentification
method. Interest income is recorded using an éfkeaterest rate, with the associated premiumiscalint
amortized to interest income. Realized gains assd® and declines in value judged to be othertéraporary, if
any, on available for sales securities are includeshrnings. The table below presents the amattizmcipal
amount, major security type and maturities for ionestments in debt securities and auction ratargess.
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December 31 December 31
2006 2005
(In thousands)

Amortized Principal Amount

Debt securities issued by U.S. government agel $ 8,00( $ 10,99:
Auction rate securitie 53,59t 15,00(
Corporate debt securitit 2,00( 8,48¢
Total investments in debt securiti $ 63598 $§ 3447¢
Shor-term investment $ 55598 $§ 34,47¢
Long-term investment 8,00( —
Total investments in debt securiti $ 63598 $§ 3447¢
Approximate fair value of investments in debt séms $ 63,58¢ $ 34,40¢

The decline in the fair value of our investmentatisibutable to changes in interest rates anctreatit quality.
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.

Cash and cash equivalents represent cash accohisaney market funds. Cash balances held in foregmnk
accounts totaled $1.6 million and $1.3 million ad@mber 31, 2006 and December 31, 2005, respsactineluded
in accounts payable is $2.4 million and $988,00baik overdraft at December 31, 2006 and Decemhe2(05,
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

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 theealmolicators 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 irsexdédair
market value are charged to research and develd@wrpanse.

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
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instrument as a hedge include effectiveness inaxeoareduction and one-to-omatching of the derivative financ
instrument to the underlying transaction being leeldgsains and losses on foreign currency forwaath@xge
contracts that are designated and effective asdseofgexisting transactions are recognized in ireanthe same
period as losses and gains on the underlying tctéinga are recognized and generally offset.

As of December 31, 2006 and 2005, we had no foreigrency forward exchange contracts outstanding.

Foreign Currency Translation

The functional currency of our foreign subsidiariegh the exception of Hong Kong, is the localreuncy of
the country in which the respective subsidiary afes. Hong Kong's functional currency is the U.Qlat. Assets
and liabilities recorded in foreign currencies teaslated at year-end exchange rates; revenuesxpetses are
translated at average exchange rates during thie Mea effect of foreign currency translation adjusnts are
included in shareholders’ equity as a componefifo€umulated other comprehensive income” in the
accompanying consolidated balance sheets. Thetefiéforeign currency transactions are includetOther
income” in the determination of net income. Losisem foreign currency transactions were $59,000,8020 and
$39,000 in 2006, 2005 and 2004, respectively.

Financial Instruments

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

Inventories

Inventories are priced using average actual cedtish approximates cost under the first-in, first-mmethod,
and are stated at the lower of cost or market.ntorées consist of the following:

December 31,

2006 2005
(In thousands)
Raw material $19,90¢  $15,07(
Work-in-progress 12,27: 6,30:
Finished good 5,76¢ 3,46¢

$37,94: $24,83:

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

Inventory reserves included in the above numberg %8.1 million and $11.0 million at December 3020&
and 2005, respectively. Each quarter, we analyzéneentory (raw materials, work-in-progress amidshed goods)
against the forecast demand for the next 12 moRhw. materials with no forecast requirements in pleaiod are
considered excess and inventory provisions ar®dkstad to write those items down to zero net bealke.
Work-in-progress and finished goods inventorieswid 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

During the year ended December 31, 2006, $1.5anillvas added to inventory reserves based on thieegya
analyses and $3.4 million was disposed of and ehaig the reserve. We also added $10,000 to insentserves
to provide for the loss or refurbishment of Imagprgducts consigned to our customers for demoinstisat
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During the year ended December 31, 2005, $873,GB0added to inventory reserves based on the qyarter
analyses and $124,000 was disposed of and chardkd teserve. We also added $184,000 to invemésgrves to
provide for the loss or refurbishment of Imaginggarcts consigned to our customers for demonststion

Property, Plant and Equipment

Equipment and leasehold improvements are carriedsatless accumulated depreciation and amortizatio
Gains and losses on dispositions are reflectelderConsolidated Statements of Operations and Cdrapséve
Income (Loss).

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

Computers and softwa 3 year
Machinery and equipme 5year
Furniture 7 year
Vehicles 4 year
Leasehold improvemen Remaining lease tel

Comprehensive Income

SFAS No. 130, “Reporting Comprehensive Income” neguunrealized gains or losses on foreign currency
translation adjustments, which prior to the adaptiere reported separately in shareholders’ equtige included
in other comprehensive income. As of December 8Q62the $354,000 balance of accumulated other
comprehensive income is comprised entirely of aadatad foreign currency translation adjustments.

Employee Stock Plans

We have adopted equity-based compensation plahpritsde for the grant to employees of equity-lshse
awards, including incentive or non-statutory stopkions, restricted stock, stock appreciation ggperformance
units and performance shares. In addition, thesespbrovide for the grant of non-statutory stockams to non-
employee directors and consultants. We also haEngrioyee Stock Purchase Plan, which provides oyn@yees
with the opportunity to purchase Intevac commomlst&ee Note 3 for a complete description of theaes and
their accounting treatment.

Financial Presentation

Certain prior year amounts in the Consolidated fdére Statements have been reclassified to conford®06
presentation. The reclassifications had no matefiatt on total assets, liabilities, equity, metame (loss) or
comprehensive income (loss) previously reported.
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Net income (loss) per share

The following table sets forth the computation aéic and diluted income (loss) per share:

2006 2005 2004
(In thousands)
Numerator:
Numerator for diluted earnings (loss) per shareneeine (loss) available to
common stockholdel $46,69¢  $16,15. $(4,349
Denominator
Denominator for basic earnings (loss) per s— weighte-average share 21,01t 20,46: 19,74¢
Effect of dilutive securities
Employee stock options(. 921 74C —
61/ 2% convertible notes(] — — —
Dilutive potential common shar 921 74C —
Denominator for diluted earnings (loss) per sharadjusted weighted-avera
shares and assumed conversi 21,93¢ 21,20: 19,74¢

(1) Diluted EPS for the twelve-month period ended Ddoen31, 2004 excludes “as converted” treatmentef t
convertible notes, as their inclusion would be-dgiititive. The number of “as converteshares excluded fro
the twelve-month period ended December 31, 20048)&88. The $1.0 million balance of the notes was
repaid in March 200¢

(2) Potentially dilutive securities, consisting of sémissuable upon exercise of employee stock opties
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, 2006, 2005,
and 2004 was 426,606, 226,804, and 1,605,593 riaglgc

Use of Estimates

The preparation of financial statements in conféymiith accounting principles generally acceptethia
United States of America requires management toenegkkmates and assumptions that affect the repanwunts
of assets and liabilities and disclosure of corgimgassets and liabilities at the date of the fir@rstatements and
the reported amounts of revenue and expenses duengporting period. Actual results inevitablphwliffer from
those estimates, and such differences may be @laiethe financial statements.

New Accounting Pronouncements

In September 2006, the FASB issued Statement afi€ial Accounting Standards No. 157, “Fair Value
Measurements” (“SFAS 157”). SFAS 157 defines failue, establishes a framework for measuring fdiresaand
expands disclosures about fair value measureniBmsstatement is effective for financial statemésgaed for
fiscal years beginning after November 15, 2007, iatetim periods within that fiscal year. We arerently
evaluating the impact of adopting SFAS 157.

In June 2006, the FASB issued Interpretation No:*A8counting for Uncertainty in Income
Taxes” (“FIN 48"). FIN 48 clarifies the accountifigr uncertainty in income taxes recognized in ategmise’s
financial statements in accordance with FASB Statérilo. 109, “Accounting for Income Taxes.” This
interpretation prescribes a recognition threshaldl measurement attribute for the financial statémegognition
and measurement of a tax position taken or expéotbd taken in a tax return. FIN 48 also provigeslance on de-
recognition, classification, interest and penajteeounting in interim periods, disclosure, arehsition. FIN 48
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will be effective beginning January 1, 2007. We eugently evaluating this interpretation, howearthe present
time we do not anticipate that the adoption of BB\will have a material impact on our consoliddiadncial
position, results of operations and cash flows.

In May 2005, the FASB issued SFAS No. 154, “AccaumntChanges and Error Corrections — a Replacement
of APB Opinion No. 20 and FASB Statement No. 3"ASF154), which requires retrospective applicatioiptior
periods’ financial statements of voluntary chanigesccounting principle unless it is impracticatiedo so.

SFAS 154 is effective for accounting changes amtections of errors beginning in fiscal 2007. Werabd expect
the implementation of this standard to have a nateffect on our financial position or resultsagerations.

In September 2006, the SEC issued Staff AccoutBintetin No. 108, “Considering the Effects of Pridear
Misstatements when Quantifying Misstatements inr€htrYear Financial Statements” (“SAB 108"). SAB3lWas
issued in order to eliminate the diversity of preesurrounding how public companies quantify ficiahstatement
misstatements. It requires quantification of finahstatement misstatements based on the effetteof
misstatements on each of the company’s financstents and the related financial statement disods. The
provisions of SAB 108 must be applied to annuadfitial statements no later than the first fiscalryanding after
November 15, 2006. The adoption of SAB 108 didheote an effect on our consolidated financial posijtresults
of operations and cash flows.

3. Stock-Based Compensatiot

On January 1, 2006, we adopted Statement of FiabActounting Standards No. 123 (revised 2004)atgh
Based Payment,” (“SFAS 123(R)dhich requires the measurement and recognitiomwipensation expense for
share-based payment awards made to employeesrantbds including equity awards related to the 2BQ4dity
Incentive Plan (the “2004 Plan”) and employee stmgichases related to the 2003 Employee Stock Bsechlan
(the “ESPP”) based on estimated fair values. SF2AZRR) supersedes our previous accounting underuxtoa
Principles Board Opinion No. 25, “Accounting foioBk Issued to Employees” (“APB 25") for periods ledng in
fiscal 2006. In March 2005, the Securities and Exge Commission issued Staff Accounting Bulletin Na7
(“SAB 107") relating to SFAS 123(R). We have apglibe provisions of SAB 107 in our adoption of SFAZ3(R).

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 endeeérbleer 31, 2006 reflect the impact of SFAS 123|iR).
accordance with the modified prospective transitieethod, our Consolidated Financial Statementgfior periods
have not been restated to reflect, and do notdleclthe impact of SFAS 123(R). Stock-based compiemsaxpense
recognized under SFAS 123(R) for the twelve moetitied December 31, 2006 was $3.4 million, whictsistad
of stock-based compensation expense related grémt of stock options under the 2004 Plan andkgtacchase
rights under the ESPP. There was $19,000 of staskdcompensation expense related to the gratiakf sptions
or stock purchase rights recognized during thevgvaetonths ended December 31, 2005.

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 In@vaethe requisite service period using the gracksting
attribution method. Prior to the adoption of SFAR(R), we accounted for employee equity awardsegmployee
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 Statemdntome,
because the exercise price of our stock optionstgdato employees and directors equaled the faikehaalue of
the underlying stock at the date of grant.
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Stock-based compensation expense recognized dhergeriod is based on the value of the portioshafre-
based payment awards that is ultimately expecteddbduring the period. Stock-based compensatiparese
recognized in our Consolidated Statement of Inclanéhe year ended December 31, 2006 included casgi®n
expense for share-based payment awards granted@rlaut not yet vested as of December 31, 208&dban the
grant date fair value estimated in accordance thighpro forma provisions of SFAS 123 and compeosakpense
for the share-based payment awards granted subgdqueecember 31, 2005 based on the grant datedhie
estimated in accordance with the provisions of SER3(R). As stock-based compensation expense rezazhim
the Consolidated Statement of Income for fiscal®2Bhased on awards ultimately expected to vielsas been
reduced for estimated annual forfeitures. SFAS RP8¢quires forfeitures to be estimated at the tfingrant and
revised, if necessary, in subsequent periods ifzhddrfeitures differ from those estimates. In puw forma
information required under SFAS 123 for the peripder to fiscal 2006, the Company accounted fofefitures as
they occurred.

Descriptions of Plans
2004 Equity Incentive Plan

In 2004, our Board of Directors and our sharehadgproved adoption of the 2004 Plan. The 2004 sdares
as the successor equity incentive program to 086 Block Option/Stock Issuance Plan (the “1995Plaipon
adoption of the 2004 Plan, all shares availablésfewmance under the 1995 Plan were transferrdtetd@04 Plan.

Our 2004 Plan is a broad-based, long-term reteqiogram intended to attract and retain qualified
management and employees, and align stockholdegraptbyee interests. The 2004 Plan permits thet gifan
incentive or non-statutory stock options, restdctéock, stock appreciation rights, performancésuamd
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, 2006, 2,640,585 shares of comstank were authorized for future issuance unde2t04
Plan. Options granted under the 2004 Plan are isgabile upon vesting and vest over periods of Ujvéoyears.
Options currently expire no later than ten yeawsifthe date of grant. The 2004 Plan expires no tats March 1C
2014.

During the year ended December 31, 2006, we gra#2@b00 stock options with an estimated total gdate
fair value of $10.6 million.

2003 Employee Stock Purchase Plan

In 2003, our shareholders approved adoption oE®BP which serves as the successor to the Empkigek
Purchase Plan originally adopted in 1995. Upon tidomf the ESPP, all shares available for issuamzier 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 and its predecess®old
158,859, 129,217 and 82,184 shares to employe30id, 2005 and 2004, respectively. As of DecemteRB06,
387,937 shares remained reserved for issuance thel2003 ESPP.

During the year months ended December 31, 200@ramted purchase rights with an estimated totaltegate
value of $1.6 million.
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Impact of the Adoption of SFAS 123(R)

The effect of recording stock-based compensatiothi®year ended December 31, 2006 was as follows:

Stocl-based compensation by type of aw:

Stock option:s $2,80:

Employee stock purchase pl 622
Amounts capitalized as inventa (69
Total stocl-based compensatic 3,35¢
Tax effect on stoc-based compensatic (409)
Net effect on net incom $2,95¢
Effect on earnings per sha

Basic $ 0.14

Diluted $ 0.1c

Approximately $69,000 of stock-based compensasandluded in inventory as of December 31, 2006. No
stockbased compensation was capitalized to inventooy poi our adoption of the provisions of SFAS 123ifiRthe
first quarter of 2006.

Valuation Assumptions

The fair value of share-based payment awardsimatd at the grant date using the Black-Scholegdvie
option valuation model. The determination of faatue of share-based payment awards on the dataf gsing an
optionjpricing model is affected by our stock price ashaslassumptions regarding a number of highly cemphc
subjective variables. These variables include abeitnot limited to, our expected stock price vétgtover the term
of the awards, and actual employee stock optioncesesbehavior.

In connection with the adoption of SFAS 123(R),neassessed our valuation technique and related
assumptions. We estimate the fair value of stodlonp using a Black-Scholes Merton valuation modehsistent
with the provisions of SFAS 123(R), SAB No. 107 ana prior period pro forma disclosures of net eays,
including stock-based compensation expense (detedminder a fair value method as prescribed by SE2S3.
The weighted-average estimated fair value of emg#atock options granted during the twelve montiaeé
December 31, 2006 was $11.22 per share. The weligivierage estimated fair value of employee stockhase
rights granted pursuant to the ESPP during thevevelonths ended December 31, 2006 was $9.68 pes. Sitee
fair value of each option and employee stock pwehiaght grant is estimated on the date of graingubie Black-
Scholes Merton option valuation model with thedaling weighted-average assumptions:

Employee Stocl

Stock Options Purchase Plan
Expected volatility 74.4% 59.25%
Risk free interest rai 4.68% 4.67%
Expected term of options and purchase rights (arg) 4.71 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 remaingmgt 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 sigieration to the contractual terms of the stockeldeawards and
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vesting schedules. The expected life of purchagesiis the period of time remaining in the currefféring period.
The dividend yield assumption is based on our histd not paying dividends and the assumption dfpaying

dividends in the future.

Stock Plan Activity
2004 Equity Incentive Plan

A summary of activity under the above captionedhaas follows:

Options outstanding at December 31, 2
Options grante:
Options forfeitec
Options exercise

Options outstanding at December 31, 2

Vested and expected to vest at December 31,

2006
Options exercisable at December 31, 2

Weighted
Average Remainincg Aggregate
Weighted Average Contractual Term Intrinsic
Shares Exercise Price (Years) Value
1,867,571 $ 7.1¢ 7.55 $11,482,71
942,60( % 18.1:
(95,57) $ 8.72
(360,37 $ 7.3¢
2,354,21! $ 11.43 7.9 $34,107,46
2,005,681 $ 10.9¢ 7.3 $30,088,80
91545( $ 7.2t 6.3¢ $17,120,10

The aggregate intrinsic value in the table abopeasents the total pretax intrinsic value, basedwrclosing
stock price of $25.95 as of December 31, 2006, vhiould have been received by the option holdedsatizoption
holders exercised their options as of that date.

The options outstanding and currently exercisabl@ezember 31, 2006 were in the following exergisee

ranges:

Options Outstanding

Weighted Average

Options Exercisable

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-$351 294,37( 5.0 $ 2.7z 289,70 $ 2,72
$3.63-$6.75 294,42( 6.1¢ $ 465 17264 $ 4.7¢
$7.22-$7.84 300,90( 7.8¢ $ 7.65 33,62t $ 7.6t
$ 7.93- $10.01 297,20( 79C $ 9.0C 187,40( $ 9.6z
$10.69- $15.81 399,57! 831 $ 13.9¢ 232,07 $ 12.7¢
$16.13- $16.13 374,75( 9.6€ $ 16.1:% — $ —
$16.87- $28.55 393,00( 9.4, $ 20.9¢ — $ —
$ 2.63- $28.55 2,354,21! 79 % 11.47 915/45( $ 7.28

As of December 31, 2006, the unrecognized defest@ck-based compensation balance related to sqians
was $9.3 million and will be recognized over anreated weighted average amortization period ofyg#&s. 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

During the twelve months ended December 31, 2088,859 shares were purchased at an average per shar
price of $5.18. At December 31, 2006, there werg &8/ shares available to be issued under the ESPP.

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 aneeroly 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:
2005 2004
(In thousands, excep
per share amounts)
Net income (loss), as report $16,15. $(4,344
Deduct: Total stock-based employee compensatioaresgodetermined under fair value
based method for all awards, net of related tascts (2,907) (1,379
Pro forma net income (los $13,24¢  $(5,727)
Earnings (loss) per shal
Basic— as reportel $ 0.7¢ $ (0.29
Basic— pro forma $ 0.6 $ (0.29
Diluted — as reporte $ 0.7¢ $ (0.2
Diluted — pro forma $ 0.6z $ (0.29

The weightedaverage fair value of stock options granted wa5&6€nd $6.19 for the years ended Decembe
2005 and 2004, respectively. The weighted-averagerdlue of purchase rights granted was $5.14%2n@5 for the
years ended December 31, 2005 and 2004, respgcfited fair value of each option grant and purchage was
estimated on the date of grant using the Black-Bshderton option valuation model with the followiweighted
average assumptions:

Stock Options

2005 2004

Expected volatility 92.3(% 94.62%

Risk free interest rai 4.3(% 3.6(%
Expected term of options and purchase rights (arg) 5.9¢ 5.6(
Dividend yield None None

Employee Stock Purchase Plan

2005 2004

Expected volatility 91.7% 95.2(%

Risk free interest rai 3.8%% 2.3™%
Expected term of options and purchase rights (ars) 1.27 1.9z
Dividend yield None  None

On October 27, 2005, our Board of Directors appdoaecelerating the vesting of approximately 306,000
“out-of-the-money” unvested common stock optiorsvipusly awarded to employees and officers undestmck
option plans. Vesting was accelerated for stockooptthat had exercise prices greater than or ¢qu8.06 per
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share, which was the closing price of our commonlksbn October 27, 2005. In connection with the ification of
the terms of these options to accelerate theiingshapproximately $1.5 million is reflected asanrcash
compensation expense on a pro-forma basis in aasoedwith SFAS 123 in the pro-forma table abovedtieryear
ended December 31, 2005. This action was takeedace the impact of future compensation expensevavoulc
otherwise be required to recognize in future cadatéd statements of operations pursuant to SFAR12

4. Concentrations
Credit Risk and Significant Customers

Financial instruments that potentially subjectaisignificant concentrations of credit risk consittash
equivalents, short- and long-term investments, acitsoreceivable and foreign exchange forward cotgraVe
generally invest our excess cash in money marketfuauction rate securities, commercial papefimdebt
securities of the U.S. government and its ageneibigh each have contracted maturities of 25 moatHess and ¢
average maturity in aggregate of one year or Bggolicy, our investments in commercial paper,teurcrate
securities, certificates of deposit, Eurodollardideposits, or banker’s acceptances are rated AAktber, and we
limit the amount of credit exposure to any oneéss@ur accounts receivable tend to be concentmtadimited
number of customers. At December 31, 2006, thretomers accounted for 39%, 34%, and 13% respegtieiur
accounts receivable and in aggregate accounte®bfdrof net accounts receivable. At December 315 2fafur
customers accounted for 33%, 22%, 20% and 18% cteely of our accounts receivable and in aggregate
accounted for 93% of net accounts receivable.

Our largest customers tend to change from perigbtind. Historically, a significant portion of otevenues in
any particular period have been attributable testd a limited number of customers. In 2006, tlctestomers
accounted for 52%, 22% and 19%, respectively ofcomsolidated net revenues and in aggregate aabémt 93%
of net revenues. In 2005, four customers accouioiredl1%, 24%, 14% and 11%, respectively of our otidated
net revenues and in aggregate accounted for 90%taEvenues. In 2004, two customers accounte@fr and
11%, respectively of our consolidated net reveramnekin aggregate accounted for 73% of net reverhnteac
performs credit evaluations of its customers’ ficiahcondition and generally requires depositsysiesn orders but
does not generally require collateral or other gcto support customer receivables.

Products

Disk manufacturing products contributed a signffitcgortion of our revenues in 2006, 2005 and 2004.
expect that our ability to maintain or expand ourent levels of revenues in the future will depepdn continuing
market demand for our products; our success inrezih@ our existing systems and developing and naatufing
competitive disk manufacturing equipment, suchwas200 Lean; our success in developing both mylitard
commercial products based on our low light techggl@nd our success in utilizing our expertiseamplex
manufacturing equipment to develop new equipmeadycts for semiconductor manufacturing.

5. Equity Investments
601 California Avenue LLC

In 1995, we entered into a Limited Liability Compafperating Agreement (the “Operating Agreement”),
which expires December 31, 2015, with 601 CalifarAvenue LLC (the “LLC"), a California limited liality
company formed and owned by Intevac and certairebloéders of Intevac at that time. Under the Opegat
Agreement we transferred our leasehold intereftdrsite of our discontinued night vision busin@he “Site”) in
exchange for a preferred share in the LLC withce fealue of $3,900,000. We are accounting for trestment
under the cost method and have recorded our inesstim the LLC at $2,431,000, which representshistorical
carrying value of the leasehold interest in the.Sihe preferred share in the LLC pays a 10% arcwallative
preferred dividend.
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During 1996, the LLC formed a joint venture wittaB8tord University (the “Stanford JV”). The Stanfard
developed the property and has leased the profedygh August 2009. The LLC is a profitable entesgowhose
primary asset is its interest in the Stanford J&e Tompany received dividends of $390,000 from_ib€ in each
of the last three years. These dividends are irclud other income and expense.

6. Commitments and Contingencies
Leases

We lease certain facilities under non-cancelabkrang leases that expire at various times ugetwrdary
2013. Certain of our leases contain provisiongdotal adjustments, including a provision basethoreases in the
Bay Area Consumer Price Index. The facility leasegiire Intevac to pay for all normal maintenancsts.

Future minimum rental payments under these legddee@mber 31, 2006 are as follows (in thousands):

2007 $ 2,70¢
2008 2,23¢
2009 2,29t
2010 2,30z
2011 2,31C
Beyond 78C
Total $12,63:

Gross rental expense was approximately $2,726F0a54,000, and $2,550,000 for the years ended
December 31, 2006, 2005, and 2004, respectively.

Contingencies

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

On July 7, 2006, we filed a patent infringementdaivagainst Unaxis USA, Inc. and its affiliateg)ddis
Balzers AG and Unaxis Balzers, Ltd., in the Unidtes District Court for the Central District cdlornia. Our
lawsuit against Unaxis asserts infringement by likakUnited States Patent 6,919,001 which relatesir 200
Lean system. Our complaint seeks monetary damagearainjunction that bars Unaxis from making, gsin
offering to sell or selling in the United Statesjmporting into the United States, Unaxis’ alleyeitifringing
product. In the suit, we seek damages and a pemharenction for infringement of the same patéffe believe wi
have meritorious claims, and we intend to purseethigorously.

On September 12, 2006, Unaxis filed a responseitéaavsuit in which it asserted non-infringementalidity
of our patent, inequitable conduct by Intevac, pabeisuse by Intevac, and lack of jurisdiction hg tourt as
defenses. Additionally, Unaxis requested a dedaygidgment of patent non-infringement, invalidétsd
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 Unaxisfratly 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 denying unfair competition. With the approval of theutt, we
amended our complaint on February 6, 2007 to aaseatdditional ground for our infringement claindan 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.
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On March 9, 2007, Unaxis filed a motion requestimat the court stay the litigation pending actigrthe
U.S. Patent Office on their February 27, 2007 regf@ a re-examination of United States Patent %&01.

7. Employee Benefit Plan
Employee Savings and Retirement Plan

In 1991, we established a defined contributiorreetient plan with 401(k) plan features. The plarecs\all
United States employees eighteen years and oldgrldyees may make contributions by a percentagéctih in
their salaries, not to exceed the statutorily pibed annual limit. We made cash contributions 487000,
$327,000, and $280,000 for the years ended Decedih@006, 2005, and 2004, respectively. Employesps
choose among twelve investment options for thaitrioutions and their share of Intevac’s contribos, and they
are able to move funds between investment optibasatime. Intevac’s common stock is not one efitivestment
options. Administrative expenses relating to trengre insignificant.

Employee Bonus Plans

We have various employee bonus plans. A profitisgaslan provides for the distribution of a percagg of
pre-tax profits to substantially all of our emplegenot eligible for other performance-based ineerpians, up to a
maximum percentage of compensation. Other planscagranual or quarterly bonuses to our executivelskasy
contributors based on the achievement of profitghaind other specific performance criteria. Chartgeexpense
under these plans were $8.3 million and $3.2 milfiar the years ended December 31, 2006 and 268pectively.
Charges were not material for the year ended Deeef3ih 2004.

8. Segment Reporting
Segment Description

We have two reportable operating segments: Equiparahlimaging. Our Equipment business designs,
manufactures, markets and services complex caggjtdpment used in the sputtering, or depositiomigiily
engineered thin-films of material onto magnetikdig/hich are used in hard disk drives and is deiepa system
for the semiconductor manufacturing market. Ourdim@ business develops and manufactures electioabpt
sensors, cameras and systems that permit highsjtisendetection of photons in the visible and niefmared
portions of the spectrum, allowing vision in exteefow light situations.

Included in corporate activities are general coapmexpenses, less an allocation of corporate sggen
operating units equal to 3% of net revenues. Assfeterporate 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 accounpoticies.

Business Segment Net Revenues

2006 2005 2004
(In thousands,
Equipment $248,48. $ 129,28( $60,49(
Imaging 11,39: 7,94¢ 9,12¢
Total $259,87! $ 137,22¢ $69,61f
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Business Segment Profit (Loss)

2006 2005 2004
(In thousands)
Equipment(1 $52,22: $20,41: $ (377)
Imaging(2) (4,826 (5,799 (4,119
Corporate activitie 602 10z (758
Operating income (lost 47,99¢ 14,717 (5,249
Interest incomt 3,501 1,30¢ 634
Other income and expense, 2717 552 381
Income (loss) before income tax $51,777 $16,57: $(4,239)

(1) Includes inventory provisions of $1,403,000, $788,0and $1,263,000 in 2006, 2005, and 2004, reispdct
(2) Includes inventory provisions of $124,000, $91,084d $112,000 in 2006, 2005, and 2004, respecti

Business Segment Assets

2006 2005
(In thousands)
Equipment $ 84,36t $ 68,67
Imaging 7,37¢ 7,66¢
Corporate activitie 115,84 54,10"
Total asset $207,59: $130,44-
Business Segment Property, Plant & Equipment
Additions 2006 2005
(In thousands)
Equipment $5,70z  $2,18¢
Imaging 97¢ 934
Corporate activitie 1,742 1,022
Total additions $8,42:  $4,14(
Depreciation 2006 2005 2004
(In thousands)
Equipment $1,12C $ 822z $ 561
Imaging 1,215 1,05¢ 1,18¢
Corporate activitie 50¢ 274 282
Total depreciatiol $2,84¢  $2,15C $2,031
Geographic Breakdowr 2006 2005
(In thousands)
United State: $12,69( $7,77¢
Asia 85€ 207
Net property, plant & equipme $13,54¢  $7,98(
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Geographic Area Net Trade Revenues

2006 2005 2004
(In thousands)
United State: $ 26,47 $ 39,75¢ $22,54t
Asia 233,15¢ 96,69¢ 46,45:
Europe 244 781 61€
Total revenue $259,87¢ $137,22¢ $69,61¢

Revenues are attributable to the geographic aredich our customers are located.

9. Income Taxes

The provision for (benefit from) income taxes ondme from continuing operations consists of thiofeing
(in thousands):

Years Ended December 31,

2006 2005 2004

Federal:
Current $9,47¢ $392 $ —
Deferred (3,750 — —
5,72¢ 392 —

State:

Current 2 9 11¢
Deferred (831) — —
(829 9 11F

Foreign:
Current 17¢ 20 (5)
Total $5,07¢ $421 $11C

Income (loss) before income taxes consisted ofdh@wing (in thousands):

Years Ended December 31

2006 2005 2004
u.s. $51,00¢ $16,31¢ $(4,31%)
Foreign 773 258 78

$51,777 $1657: $(4,239)

The tax benefits associated with exercises of naliftpd stock options and disqualifying dispositsoof stock
acquired through incentive stock options and thpleyee stock purchase plan reduced taxes currpajigble for
2006 by $2.7 million. Such benefits were credieddditional paid-in capital.
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Deferred income taxes reflect the net tax effettemporary differences between the carrying anmmoht

assets and liabilities for financial reporting pagps and the amounts for income tax purposes.figaymti
components of our deferred tax assets computecciordance with SFAS No. 109 are as follows (in gzos):

December 31

2006 2005
Deferred tax asset
Vacation, rent, warranty and other accrt $2,09C $ 1,581
Depreciatior 44 1,40¢
Inventory valuatior 3,13¢ 3,89:
Deferred incomt 24¢ 544
Equity-based compensatic 1,08¢ —
Research and other tax credit c-forwards 59C 637
Federal and State NOL ca-forwards — 6,50z
Other 234 46€
7,42 15,03:
Valuation allowance for deferred tax ass (2,849 (15,037
Net deferred tax asse $4581 $ —
As reported on the balance she¢
Current assel
Deferred tax asse $4,48¢ 3 4,42¢
Valuation allowance for deferred tax ass (1,219 (4,424
Net current deferred tax ass 3,26¢ —
Other long term asse
Deferred tax asse 2,931 10,60¢
Valuation allowance for deferred tax ass (1,625 (10,609
Net nor-current deferred tax asst 1,312 —
Net deferred tax asse $4581 $ —

The valuation allowance decreased by $12.2 millioring 2006 due to the utilization of deferred éssets and
the partial release of the allowance. The remaimaigation allowance is attributable to deferreddasets not
realizable for 2006.

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

2006 2005 2004
Income taxes (benefit) at the federal statutorg $18,12: $5,79¢  $(1,479)
State income taxes, net of federal ber (539 6 75
Effect of foreign operations taxes at various r: (93 (39 —
Research tax credi (2,129 — —
Effect of tax rate changes, permanent differencésaajustments of prior

deferrals (38) (430) (2,75))
Stocl-based compensatic 1,94: — —
Change in valuation allowan (12,18¢) (4,917) 3,25¢

Total $ 507¢ $ 421 $ 1iC
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10. Other Accrued Liabilities

December 31,

2006 2005
(In thousands)
Accrued product warrantie $4,20¢  $2,70¢%
Accrued taxe: 1,53¢ 2,00(
Deferred incomt 573z 1,25¢
Other 29¢ 22%
Total other accrued liabilitie $6,61: $6,18:

11. Quarterly Consolidated Results of OperationfUnaudited)

Three Months Ended

April 1, July 1, Sept. 30, Dec. 31,
2006 2006 2006 2006
(In thousands, except per share data)
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 0.3 0.4z 0.41 0.97
Three Months Ended
April 2, July 2, Oct. 1, Dec. 31,
2005 2005 2005 2005
(In thousands, except per share data)
Net sales $10,60: $30,41¢ $43,507 $52,69¢
Gross profit 1,99¢ 9,661 13,55¢ 18,36¢
Net income (loss (3,899 3,921 6,191 9,93(
Basic income (loss) per she $ (019 $ 01¢ $ 03C $ 04¢
Diluted income (loss) per sha (0.19 0.1¢ 0.2¢ 0.4¢€

12. Subsequent Events

On January 31, 2007 we completed the acquisitidghefssets and certain liabilities of DeltaNu, L IaC
Laramie, Wyoming company specializing in small fogit and handheld Raman spectroscopy instrumehts.
total acquisition price was $6 million, with $2 fioh due at the close of the acquisition and $2iomildue on each
of January 31, 2008 and January 31, 2009. Deltabusimess and employees will be integrated inteviat's
Imaging organization.
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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

Our management is responsible for establishingnaaidtaining adequate internal control over finahcia
reporting, as such term is defined under Rules1B{§-and 15d-15(f) promulgated under the Secwifigchange
Act of 1934, as amended. Our internal control demcial reporting is a process designed to pevahsonable
assurance regarding the reliability of financigdaging and the preparation of financial statemémt&xternal
purposes in accordance with accounting principteeegally accepted in the United States of Ametitzrnal
control over financial reporting includes thoseigieks and procedures that:

 Pertain to the maintenance of records that inometde detail, accurately and fairly reflect trenactions
and dispositions of the assets of our comp

 provide reasonable assurance that transactione@vaded as necessary to permit preparation ofidiah
statements in accordance with generally accepteauating principles, and that receipts and expenett of
the Company are being made only in accordanceauthorizations of our management and directors;

 provide reasonable assurance regarding preventitmely detection of unauthorized acquisition, ose
disposition of our assets that could have a mataffiact on the financial statemen

Because of its inherent limitations, internal cohaver financial reporting may not prevent or detal
misstatements or fraud. Further, the design ofrdrabsystem must reflect the fact that there asmurce
constraints, and the benefit of controls must besiwtered relative to their costs. As a result eSthinherent
limitations in all control systems, no evaluatidrcontrols can provide absolute assurance thaballrol issues and
instances of fraud, if any, within the Company hbeen detected. These limitations include thetreslihat
judgments in decisic-making can be faulty, and that breakdowns canrmsecause of a simple error or mistake. As
a result of these limitations, misstatements dugrtor or fraud may occur or not be detected. Adiomyly, the
Company’s disclosure controls and procedures asiguled to provide reasonable, not absolute, assaithat the
disclosure controls and procedures are met. Alsgegtions of any evaluation of effectiveness tifa periods are
subject to the risk that controls may become inadtgbecause of changes in conditions, or thadelyece of
compliance with the policies or procedures may ri@tate.

In order to evaluate the effectiveness of inteowaitrol over financial reporting, as required byt®m 404 of
the Sarbanes-Oxley Act, management has conductagsassment, including testing, using the criiarlaternal
Control — Integrated Framework, issued by the Caottemiof Sponsoring Organizations of the Treadway
Commission (COSO). Based on our assessment usisg triteria, we concluded that, as of Decembe@06,
Intevac Inc.’s internal control over financial refiog was effective to provide reasonable assuraagarding the
reliability of financial reporting and the prepacat of financial statements for external purposeadcordance with
generally accepted accounting principles.

Management’s assessment of the effectiveness dfitdmmal control over financial reporting as of
December 31, 2006 has been audited by Grant ThotitB, the Company’s independent registered public
accounting firm, as stated in their report whicimiduded at page 65 herein.

Changes in Internal Control over Financial Reportirg.

During the fourth quarter of fiscal 2006, there &ap changes in the internal control over finan@gbrting
that materially affected, or are reasonably likelynaterially affect, Intevac’s internal controlesfinancial
reporting.
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Evaluation of disclosure controls and procedures

We maintain a set of disclosure controls and procesithat are designed to ensure that informaétating to
Intevac, Inc. required to be disclosed in peridiiicgs under Securities Exchange Act of 1934, mcliange Act, is
recorded, processed, summarized and reportedrmetytmanner under the Exchange Act. In conneactith the
filing of this Form 10-K for the fiscal year endB&cember 31, 2005, as required under Rule 13a-bhthe
Exchange Act, an evaluation was carried out ungestipervision and with the participation of mamagpet,
including the Chief Executive Officer and Chief &itial Officer, of the effectiveness of our disciascontrols and
procedures as of the end of the period coveretiibyahnual report. Based on this evaluation, ouefxecutive
Officer and Chief Financial Officer concluded tloatr disclosure controls and procedures were effects of
December 31, 2006.

Limitations on the Effectiveness of Controls

Our management, including the CEO and CFO, doesxpxct that our disclosure controls or our interna
control over financial reporting will prevent alirer and all fraud. A control system, no matter hoell designed
and operated, can provide only reasonable, nofilesassurance that the control system’s objestivil be met.
Further, the design of a control system must reflee fact that there are resource constraintsttamtenefits of
controls must be considered relative to their cadsause of the inherent limitations in all cohiystems, no
evaluation of controls can provide absolute assgdimat all control issues and instances of friuat)y, within the
Company have been detected. These inherent lionigtnclude the realities that judgments in deaisitaking can
be faulty and that breakdowns can occur becausingie error or mistake. Controls can also be omeented by
the individual acts of some persons, by collusibtwo or more people, or by management overridgnefcontrols.
The design of any system of controls is based ihgracertain assumptions about the likelihoodubfife events,
and there can be no assurance that any desigaugidked in achieving its stated goals under afimi@l future
conditions. Over time, controls may become inadegjhacause of changes in conditions or deteriardtiohe
degree of compliance with policies or procedurescdise of the inherent limitations in a cost-effectontrol
system, misstatements due to error or fraud mayramed not be detected.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Board of Directors and Stockholders of
Intevac, Inc.

We have audited management’s assessment, inclodbd accompanying Management’s Report on Internal
Control Over Financial Reporting as of December28D6, that Intevac, Inc. maintained effective iné control
over financial reporting as of December 31, 20@&€dl on criteria established in Internal Controlntegrated
Framework issued by the Committee of Sponsoringa@imgtions of the Treadway Commission (COSO). latev
Inc.’s management is responsible for maintainirfgative internal control over financial reportirapnd for its
assessment of the effectiveness of internal coontret financial reporting. Our responsibility isé®press an opinic
on management’s assessment, and an opinion offfdicéveness of the Company'’s internal control ofieancial
reporting based on our audit.

We conducted our audit in accordance with the stadsdof the Public Company Accounting Oversighti8oa
(United States). Those standards require that e g@hd perform the audit to obtain reasonable assarabout
whether effective internal control over financieporting was maintained in all material respects. &udit of
internal control included obtaining an understagdifiinternal control over financial reporting, éating
management’s assessment, testing and evaluatirtpsiign and operating effectiveness of internatrobrand
performing such other procedures as we considezeessary in the circumstances. We believe thaaadit
provides a reasonable basis for our opinion.

A company’s internal control over financial repogiis a process designed to provide reasonablesassu
regarding the reliability of financial reportingathe preparation of financial statements for exaepurposes 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) ideweasonable
assurance that transactions are recorded as ngctsparmit preparation of financial statementa@cordance wit
generally accepted accounting principles, andréwdipts and expenditures of the company are beadg only in
accordance with authorizations of management anedtdirs of the company; and (3) provide reasonasdeirance
regarding prevention or timely detection of unauitexd acquisition, use, or disposition of the comps assets that
could have a material effect on the financial stegets.

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

In our opinion, management’s assessment that loféne. maintained effective internal control ofieancial
reporting as of December 31, 2006, is fairly stabe@ll material respects, based on Internal Gbrtr Integrated
Framework issued by the Committee of Sponsoringa@imgtions of the Treadway Commission (COSO).
Furthermore, in our opinion, Intevac, Inc. maingnin all material respects, effective internaitcol over financia
reporting as of December 31, 2006, based on Int&@watrol — Integrated Framework issued by the Cattem of
Sponsoring Organizations of the Treadway CommisgxdSO).

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Boar
(United States), the consolidated balance shedtgefac Inc. as of December 31, 2006 and 2005{tzendelated
consolidated statements of operations and compsaleeimcome (loss), shareholdeesjuity and cash flows for ea
of the three years in the period ended Decembe2(®16 and our report dated March 15, 2007 expressed
unqualified opinion on those financial statements.

/s/ GRANT THORNTON LLP
San Jose, CA

March 15, 2007
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Item 9B. Other Information
Not applicable.

PART IlI

Item 10. Directors, Executive Officers and Corporate Govence

The information required by this item relating b@ tCompany’s directors and nominees, disclosuatimgl to
compliance with Section 16(a) of the Securitiestamge Act of 1934, and information regarding oudecof ethics,
audit committee and shareholder recommendationgdifector nominees is included under the captidtiection of
Directors,” “Nominees,” “Business Experience of Noaes for Election as Directors,” “Board Meetingsla
Committees,” “Corporate Governance Matters,” “Sattl6(a) Beneficial Ownership Reporting Complianart
“Code of Ethics” in the Company’s Proxy Statememtthe 2007 Annual Meeting of Shareholders and is
incorporated herein by reference. The informateguired by this item relating to the Company’s exie officers
and key employees is included under the captiorettive Officers” under Item 4 in Part | of this Aual 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 2007 Annual Meeting of Shareholders and is po@ted
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 emplogeekdirectors, as well as the number of securniéerining
available for future issuance, under our equity gensation plans at December 31, 2006.

(©

(€) Number of Securities
Number of Securities (b) Remaining Available
to be Issued Upor Weighted-Average for Future Issuance
Exercise of Exercise Price of Under Equity
Outstanding Options, Outstanding Options, Compensation Plans
Plan Category Warrants and Rights Warrants and Rights

@
Equity compensation plans approved by
security holders(2 2,354,21! $ 11.45 674,30’
Equity compensation plans not approved by
security holder: —

Total 2,354,211 $ 11.4; 674,30

»
|

(1) Excludes securities reflected in column

(2) Included in the column (c) amount are 387,937 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 Securitiesthia
Company’s Proxy Statement for the 2007 Annual Meetif Shareholders and is incorporated herein feyeace.

Item 13. Certain Relationships and Related Transactions, abitector Independenci

The information required by this item is includetter the captions “Certain Transactions” and “Coap®
Governance Matters” in the Company’s Proxy Statarf@rthe 2007 Annual Meeting of Shareholders and i
incorporated herein by reference.
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Item 14. Principal Accountant Fees and Servict

The information required by this item is includatter the caption “Fees Paid To Accountants ForiSesv
Rendered During 2006” in the Company’s Proxy Statetnfor the 2007 Annual Meeting of Shareholdersiand
incorporated herein by reference.

PART IV

Item 15. Exhibits and Financial Statement Scheduls

(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, Iltem 8 oighAnnual
Report on Form 10-K:

Report of Grant Thornton LLP, Independent Auditors
Consolidated Balance Sheets as of December 31,&0D&005

Consolidated Statements of Operations and Compsalemcome (Loss) for the years ended
December 31, 2006, 2005 and 2004

Consolidated Statement of Shareholders’ EquityHeryears ended December 31, 2006, 2005 and 2004
Consolidated Statements of Cash Flows for the yeaded December 31, 2006, 2005 and 2004
Notes to Consolidated Financial Statements foy#das ended December 31, 2006, 2005 and 2004

2. Financial Statement Schedules.

The following financial statement schedule of Iaeyinc. 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 sudintito
require submission of the schedule or becausenfbemation required is included in the consolidafiedncial
statements or notes thereto.

3. Exhibits

Exhibit
Number Description
3.1(1) Amended and Restated Articles of Incorporatiorhef Registran
3.2(5) Amended and Restated Bylaws of the Regist
1C.1+(1) The Registrar's 1991 Stock Option/Stock Issuance F
1C.2+(1) The Registrar's 1995 Stock Option/Stock Issuance Plan, as ame
1C.3+(1) The Registrar's Employee Stock Purchase Plan, as ame
1C.4+(2) The Registrar's 2004 Equity Incentive Ple
105 Lease, dated February 5, 2001 regarding the spaa&l at 3510, 3544, 3560, 3570 and 3580 Bassett
Street, Santa Clara, California, as amer
1C.7(1) 601 California Avenue LLC Limited Liability Operaty Agreement, dated July 28, 1¢
10.8+(1) The Registrar's 401(k) Profit Sharing Ple
1C.9+(3) The Registrar's 2005 Executive Incentive Pl
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Exhibit
Number

Description

1C.10+(4’ The Registrar s Executive Incentive Ple

211
231
241
311

31.2

321

Subsidiaries of the Registre

Consent of Independent Registered Public Accouriing

Power of Attorney (see page ¢

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

Certification of Vice-President, Finance and Adreiration, Chief Financial Officer, Treasurer and
Secretary Pursuant to Section 302 of the Sarl-Oxley Act of 200z

Certifications Pursuant to U.S.C. 1350, adoptedtamt to Section 906 of the Sarbanes-Oxley Act of
2002

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

(2) Previously filed as an exhibit to the Comp’s Definitive Proxy Statement filed March 31, 2(
(3) Previously filed as an exhibit to the Comp’s Report orForm &K filed February 7, 200

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

(5) Previously filed as an exhibit to the Comp’s Report orForm &K filed November 1, 200

+ Management compensatory plan or arrangementrestjto be filed as an exhibit pursuant to Item 156¢c
Form 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 behathe undersigned, thereunto duly authorized, anci 15, 2007.

INTEVAC, INC.

By: /s/ CHARLES B. EDDY Il

Charles B. Eddy, llI

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 persbose signature appears below constitutes
and appoints Kevin Fairbairn and Charles B. Edtyahd each of them, as his true and lawful attgsrie-fact 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 omFbd-K, and
to file the same, with all exhibits thereto, antestdocuments in connection therewith, with theuiges and
Exchange Commission, granting unto said attorneyfadétand agents, and each of them, full power and aityttor
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 gmison, hereby ratifying and confirming all thaids
attorneys-in-fact and agents, or any of them, eirthr his substitute or substitutes, may lawfaltyor cause to be
done by virtue hereof.

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed bélpihe
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 15, 200
(Kevin Fairbairn) Director (Principal Executive Officer)
/sl NORMAN H. POND Chairman of the Board March 15, 200
(Norman H. Pond
/s/ CHARLES B. EDDY llI Vice President, Finance and Administration, March 15, 200
(Charles B. EDDY Il Chief Financial Officer Treasurer and

Secretary (Principal Financial and
Accounting Officer)

/s/ DAVID DURY Director March 15, 200
(David Dury)

/s/ STANLEY J. HIL Director March 15, 200
(Stanley J. Hill)

/s/ ROBERT LEMOS Director March 15, 200
(Robert Lemos
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Signature

/sl ARTHUR L. MONEY

(Arthur L. Money)

/sl PING YANG

(Ping Yang)

Title

Director

Director
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March 15, 200

March 15, 200
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SCHEDULE II — VALUATION AND QUALIFYING ACCOUNTS

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

(In thousands)

Year ended December 31, 20
Deducted from asset accour
Allowance for doubtful accoun $ 22 $ 21€ $ (23) % — $ 217
Inventory provision: 10,19: 1,37¢ (121) 1,5852) 9,86:
Year ended December 31, 20
Deducted from asset accour
Allowance for doubtful accoun $ 217% 211 $ (26¢) $ 6(1) $ 154
Inventory provision: 9,86: 87:< 37¢ 124(2) 10,98¢
Year ended December 31, 20
Deducted from asset accour
Allowance for doubtful accoun $ 154% 14 $ 3% —  $  14:
Inventory provision: 10,98¢ 1,527 (32 3,3552) 9,12¢

(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
Number
3.1(1)
3.2(5)
10.1+(1)
10.2+(1)
10.3+(1)
10.4+(2)
10.5

10.7(1)
10.8+(1)
10.9+(3)
10.10+(4
211

231

241

311

31.2

32.1

Exhibit Index

Description

Amended and Restated Articles of Incorporatiorhef Registran

Amended and Restated Bylaws of the Regis!

The Registrars 1991 Stock Option/Stock Issuance F

The Registrars 1995 Stock Option/Stock Issuance Plan, as ame

The Registrar s Employee Stock Purchase Plan, as ame

The Registrars 2004 Equity Incentive Ple

Lease, dated February 5, 2001 regarding the spaaéel at 3510, 3544, 3560, 3570 and 3580 Bassett
Street, Santa Clara, California, as amer

601 California Avenue LLC Limited Liability Operaty Agreement, dated July 28, 1€

The Registrars 401(k) Profit Sharing Ple

The Registrar s 2005 Executive Incentive Pl

The Registrar's Executive Incentive Ple

Subsidiaries of the Registre

Consent of Independent Registered Public Accourking

Power of Attorney (see page ¢

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

Certification of Vice-President, Finance and Adreiration, Chief Financial Officer, Treasurer and
Secretary Pursuant to Section 302 of the Sarl-Oxley Act of 2002

Certifications Pursuant to U.S.C. 1350, adopteagfamt to Section 906 of the Sarbanes-Oxley Act of
2002

(1) Previously filed as an exhibit to the Registrat®tatement olForm $-1 (No. 33-97806)

(2) Previously filed as an exhibit to the Comp’s Definitive Proxy Statement filed March 31, 2(
(3) Previously filed as an exhibit to the Comp’s Report orForm &K filed February 7, 200

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

(5) Previously filed as an exhibit to the Comp’s Report orForm &K filed November 1, 200

+ Management compensatory plan or arrangement rebjgiree filed as an exhibit pursuant to Item 1%8(c)
Form 1(-K
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Exhibit 10.5

1. BASIC PROVISIONS

1.1 PARTIES: This Lease, executed in duplie&t€upertino, California, on February 5, 2001 abg between Mission West Properties,
L.P. lll, a Delaware limited partnership, and IrdaevCorporation, a California Corporation, hereieaftalled respectively Lessor and Lessee,
without regard to number or gender.

1.2 LETTING: Lessor hereby leases to Lesseé L&ssee hires from Lessor, the Premises, faetine, at the rental and upon all the terms
and conditions set forth herein.

1.3 USE: Lessee may use the Premises forutmope of conducting therein office, research angebbpment, light manufacturing, and
warehouse activities, and any other legal activity.

1.4 PREMISES: The real property with appurter@s as shown on Exhibit A (the “Premisesityated in the City of Santa Clara, Count
Santa Clara, State of California, and more paiityldescribed as follows:

The Premises includes 119,583 square feet out§DEB square feet of buildings, including all imggments thereto as shown on
Exhibit A.l including the right to use up to 396raeerved parking spaces and the link between 35683360 Bassett Street of
approximately 1,600 sq. ft. The addresses for teenBes are 3560-3570-3580 Bassett Street, Saata, Clalifornia. Lessee’s pro-rata
share of the Premises is 71.6%.

1.5 TERM: The term shall be for seventy-fiv&) months unless extended pursuant to Sectiori 8isoLease (the “Lease Term”),
commencing on the Commencement Date as defineddtiod 1.11 and ending on March 31, 2007.

1.6 RENT: Base rent shall be payable in mgnitidtallments as follows:

Base ren Estimated CAC’ Total
01/01/01 through 03/31/C $146,48¢ $2,20¢* $148,68¢
04/01/01 through 03/31/C $152,34¢ $2,20C* $154,54¢
04/01/02 through 03/31/C $236,77- $2,20C* $238,97-
04/01/03 through 03/31/C $246,24! $2,20C* $248,44!
04/01/04 through 03/31/C $256,09! $2,20¢* $258,29!
04/01/05 through 03/31/C $266,33¢ $2,20C* $268,53¢
04/01/06 through 03/31/C $276,99: $2,20¢* $279,19:

* CAC charges to be adjusted per Common Area Ch&egetion below

Base rent and CAC as scheduled above shall be lgayaddvance on or before the first day of eadarmiar month during the Lease Term.
The term “Rent,” as used herein, shall be deeméa @nd to mean the base monthly rent and all stimas required to be paid by Lessee
pursuant to the terms of this Lease. Rent shabdie in lawful money of the United States of Amariwithout offset or deduction, and shall
be paid to Lessor at such place or places as mdgdignated from time to time by Lessor. Rent for period less than a calendar month
shall be a pro rata portion of the monthly instalith

1.7 SECURITY DEPOSIT: NONE




1.8 COMMON AREA CHARGES: Lessee shall pay &ssor, as additional Rent, an amount equal to b&speo-rata share of the total
common area charges of the Premises as defined lfifle common area charges for the Premises igedféo herein as (“CAC")). Lessee
shall pay to Lessor as Rent, on or before the diagtof each calendar month during the Lease Tsuiject to adjustment and reconciliation
as provided herein below, the sum of Two ThousamtTavo Hundred Dollars ($2,200), said sum reprasgritessee’s estimated monthly
payment of Lessee’s percentage share of CACuhiderstood and agreed that Lessee’s obligationruheparagraph shall be prorated to
reflect the Commencement Date and the end of tasd-&erm.

Lessee’s estimated monthly payment of CAC payapledssee during the calendar year in which the & easnmences is set forth above. At
or prior to the commencement of each succeedirendak year term (or as soon as practical thergalftessor shall provide Lessee with
Lessee’s estimated monthly payment for CAC whickdee shall pay to Lessor as Rent. Within 120 datfsecend of the calendar year and
the end of the Lease Term, Lessor shall providesées statement of actual CAC incurred for theqatieg year or other applicable period in
the case of a termination year. If such statemeoivs that Lessee has paid less than its actuadipiage, then Lessee shall on demand pay to
Lessor the amount of such deficiency. If such stat® shows that Lessee has paid more than itsl gettentage, then Lessor shall, at its
option, promptly refund such excess to Lesseeatitthe amount thereof to the Rent next becomirgyfctom Lessee. Lessor reserves the
right to revise any estimate of CAC if the actuapmjected CAC show an increase or decrease iessxaf 10% from an earlier estimate for
the same period. In such event, Lessor shall peocaitkvised estimate to Lessee, together with plaeation of the reasons therefore, and
Lessee shall revise its monthly payments accordingissor’s and Lessee’s obligation with respe@djustments at the end of the Lease
Term or earlier expiration of this Lease shall sug\the Lease Term or earlier expiration.

As used in this Lease, CAC shall include but islmoited to: (i) landscaping repair, replacememiti anaintenance; (ii) all costs and expenses
including but not limited to supplies, materialgugpment and tools used or required in connectitth the operation and maintenance of the
Premises; (iii) licenses, permits and inspecti@sfgiv) all other costs incurred by Lessor in nimng and operating the Premises; and

(v) an amount equal to ten percent (10%) of iteinh(ough (iv) above. Lessee shall have the righeview the basis and computation
analysis used to derive the CAC applicable toltk@se annually.

1.9 LATE CHARGES: Lessee hereby acknowledbesd late payment made by Lessee to Lessor ofdehother sums due hereunder
will cause Lessor to incur costs not contemplatethis Lease, the exact amount of which will berextely difficult to ascertain. Such costs
include, but are not limited to, processing andaating charges, and late charges, which may besegbon Lessor according to the terms of
any mortgage or trust deed covering the Premisesoilingly, if any installment of base monthly rentmonthly estimate of CAC is not
received by Lessor or Lessor’s designee within fB)edays after such amount is due or if any ofemt or other sum payable to Lessor is not
received by Lessor or Lessor’s designee within(1€y) days after Lessor delivers a written noticekessee, Lessee shall pay to Lessor a late
charge equal to five percent (5%) of such overdueumt. The parties hereby agree that such lateyehapresents a fair and reasonable
estimate of the costs Lessor will incur by reasbiate payments made by Lessee. Acceptance oflatelcharges by Lessor shall in no event
constitute a waiver of Lessee’s default with resp@such overdue amount, nor shall it prevent ei®m exercising any of the other rights
and remedies granted hereunder.

1.10 QUIET ENJOYMENT: Lessor covenants anceagiwith Lessee that upon Lessee paying Rent afatpéng its covenants and
conditions under this Lease, Lessee shall and maggably and quietly have, hold and enjoy the Rresrfior the Lease Term, subject,
however, to the rights reserved by Lessor hereunder




1.11 POSSESSION: Lessee is in possessioreafiBes. Terms and conditions of this lease shalheence on January 1, 2001. On
January 1, 2001, this Lease will supercede andcepll prior agreements between Lessee and Ledated to Lessee’s use of the Premises.

2. LESSEE IMPROVEMENTS

2.1 ACCEPTANCE OF PREMISES AND COVENANTS TO BRENDER: Lessee accepts the Premises in an “A8d8dition and
“AS 1S” state of repair. Lessee has occupied ttegrises for over five (5) years under an existing\\NBase. Lessee agrees on the last day of
the Lease Term, or on the sooner termination sfltease, to surrender the Premises to Lessor i Goadition and Repair. “Good
Condition and Repairshall generally mean that the Premises are indhditon that one would expect the Premises tob# throughout th
Lease Term Lessee (i) uses and maintains the Rreiniss commercially reasonable manner and in eordance with the requirements of
this Lease and (ii) makes all Required ReplaceméRexjuired Replacements” are the replacementotoiout equipment, fixtures, and
improvements that a commercially reasonable owser-would make. All of the following shall be in GbCondition and Repair: (i) the
interior walls and floors of all offices and otheterior areas, (ii) all suspended ceilings and earpeting shall be clean and in good condi
(iii) all glazing, windows, doors and door closurpkate glass, and (iv) all electrical systemsudatg light fixtures and ballasts, plumbing,
temperature control systems, and those additioexls listed in Section 5 of the Lease. Lessee [ tefore the end of the Lease Term or
sooner termination of this Lease, shall removésalbersonal property and trade fixtures from thenfises, and all such property not so
removed shall be deemed to be abandoned by Ldssemee shall reimburse Lessor for all dispositiastEincurred by Lessor relative to
Lessee’s abandoned property. If the Premises dreun@ndered at the end of the Lease Term oreedglimination of this Lease, Lessee shall
indemnify Lessor against loss or liability resuitiftom any delay caused by Lessee in surrendenmdtemises including, without limitation,
any claims made by any succeeding Lessee foundsdaindelay. Notwithstanding the above, Lessoll #sthll, at Lessor’s cost, new roof
membrane on all remaining space by December 31,.200

3. USES PROHIBITED: Lessee shall not commit, ofesufo be committed, any waste upon the Premigeay nuisance, or other act or
thing which may disturb the quiet enjoyment of atlyer tenant in or around the buildings in whict $lubject Premises are located or allow
any sale by auction upon the Premises, or allovPtleenises to be used for any improper, immorakwhll or objectionable purpose, or pli
any loads upon the floor, walls, or ceiling whichyrendanger the structure, or use any machineaparatus which will in any manner
vibrate or shake the Premises or the building dtit is a part, or place any harmful liquids hretdrainage system of the building. No waste
materials or refuse shall be dumped upon or pezthitt remain upon any part of the Premises outffitlee building proper. No materials,
supplies, equipment, finished products or semsfied products, raw materials or articles of anyneashall be stored upon or permitted to
remain on any portion of the Premises outside efathilding structure, unless approved by the Ic&take, federal or other applicable
governing authority. Lessor consents to Lessea@wfisnaterials which are necessary to the operafitessee’s business, or which are
incidental to the normal, day-ttay operations of any office user, such as copigsd, cleaning materials, etc., but this doesrali¢ve Lesse
of any of its obligations not to contaminate therRises and related real property or violate anyaktiaus Materials Laws. For the purpose
this paragraph “building structure” includes fenéedtorage areas attached to the building. Lesges=a to comply with the regulations of
local, state, federal and other applicable goveraimthorities with respect to storage of articleany nature in the “building structure” and
Premises.




4. ALTERATIONS AND ADDITIONS: Lessee shall not mala suffer to be made, any alteration or additmeaid Premises, or any part
thereof, without the express, advance written coinsELessor; any addition or alteration to saidrRises, except movable furniture and trade
fixtures, shall become at once a part of the reaiiy belong to Lessor at the end of the Lease bemsarlier termination of this Lease.
Alterations and additions which are not deemedaetfixtures shall include HVAC systems, lightgystems, electrical systems,
partitioning, carpeting, or any other installatishich has become an integral part of the Premisessee agrees that it will not proceed to
make such alterations or additions until all regdigovernment permits have been obtained andrtafténg obtained consent from Lessor to
do so, until five (5) days from the receipt of sutimsent, so that Lessor may post appropriateamtaavoid any liability to contractors or
material suppliers for payment for Lessee’s improgats. Lessee shall at all times permit such ndticde posted and to remain posted until
the completion of work. At the end of the Leasenter earlier termination of this Lease, Lesseelskailove and shall be required to remove
its special tenant improvements, all related eqeiptmand any additions or alterations installed bgsee at or during the Lease Term and
Lessee shall return the Premises to the conditiahetxisted before the installation of the tenangrovements. Notwithstanding the above,
Lessor agrees to allow any reasonable alteratiodsraprovements and will use its best efforts tifpd.essee at the time of approval if such
improvements or alterations are to be removedeaetid of the Lease Term or earlier terminatiorhisf Lease.

5. MAINTENANCE OF PREMISES:
Lessee shall at its sole cost and expense keegir,rapd maintain the Premises in Good Conditiash Rapair, including, but not limited t

1. The interior walls and floors of all offices aather interior areas, doors and door closuredigalling systems, temperature control
systems, and plumbing systems.

2. The interior and exterior window washing as meekd

3. The HVAC by a service contract with a licensgdcanditioning and heating contractor which coatrshall provide for a minimum
quarterly maintenance of all air conditioning améting equipment at the Premises including HVAGinepor replacements which are
either excluded from such service contract or atistieg equipment warranties.

4. The roof membrane by a service contract witlkenked reputable roofing contractor which contshetll provide for a minimum of
semi-annual maintenance, cleaning of storm guttigesns, removing of debris, and trimming overhagdrees, repair of the roof and
application of a finish coat every five years te thuilding at the Premises.

5. Exterior pest control.
6. Fire monitoring services.
7. Elevator repair, inspection, and replacements.

Lessor will at Lessee’s sole cost and expense keppijr, and maintain the exterior of the buildiagy appurtenances and every part
thereof, including but not limited to, glazing, ewlalks, parking areas, electrical systems, andipgiof exterior walls. The parking lot
to receive a finish coat every five to seven years.

(c) Lessee hereby waives any and all rights to megairs at the expense of Lessor as providedétiddel1942 of the Civil Code of the
State of California, and all rights provided for 8gction 1941 of said Civil Code.




(d) Lessor shall be responsible for the repaimgf structural defects in the Premises includingrdad structure (not membrane), exterior
walls and foundation during the Lease Term.

(e) Lessee shall be responsible for and pay fdR@djuired Replacements of any items in this Se&ion Lease Termination.

. INSURANCE:

A) HAZARD INSURANCE: Lessee shall not use, or parsadid Premises, or any part thereof, to be usedrfy purpose other than that
for which the Premises are hereby leased; and @shall be made or permitted to be made of the Besmnor acts done, which may ce

a cancellation of any insurance policy coveringPnemises, or any part thereof, nor shall Lesskerspermit to be kept, used or sold, in
or about said Premises, any article which may baipited by a fire and extended coverage insuraotiey. Lessee shall comply with any
and all requirements, pertaining to said Premiskany insurance organization or company, necedsatye maintenance of reasonable
fire and extended coverage insurance, coveringtbmises. Lessor shall, at Lessee’s sole costxpehse, purchase and keep in force fire
and extended coverage insurance, covering losaroade to the Premises in an amount equal to theeflacement cost of the Premises,
as determined by Lessor, with proceeds payablessar. In the event of a loss per the insurancdgioms of this paragraph, Lessee shall
be responsible for deductibles up to a maximumso®@0 per occurrence. Lessee acknowledges thaigheance referenced in this
paragraph does not include coverage for Lessees®pal property.

B) LOSS OF RENTS INSURANCE: Lessor shall, at Le&ssele cost and expense, purchase and maintéiti iorce and effect, a policy
of rental loss insurance, in an amount equal tatheunt of Rent payable by Lessee commencing wiittiy (60) days of the date of the
loss or on the date of loss if reasonably availédri¢he next ensuing one (1) year, as reasonadbrohined by Lessor with proceeds
payable to Lessor (“Loss of Rents Insurance”).

C) LIABILITY AND PROPERTY DAMAGE INSURANCE: Lesseas a material part of the consideration to beessito Lessor,
hereby waives all claims against Lessor and Lesgggents for damages to goods, wares and merclearadtid all other personal property
in, upon, or about the Premises, and for injurdegdrsons in, upon, or about the Premises, frontange arising at any time, and Lessee
will hold Lessor and Lessor’'s Agents exempt andriess from any damage or injury to any personpdhé goods, wares, and
merchandise and all other personal property ofpgrgon, arising from the use or occupancy of tleenies by Lessee, or from the failure
of Lessee to keep the Premises in Good ConditidrRapair, as herein provided. Lessee shall, atdegssole cost and expense, purchase
and keep in force a standard policy of commeragaegal liability insurance and property damageqgyotiovering the Premises and all
related areas insuring the Lessee having a comiingte limit for both bodily injury, death and prerty damage in an amount not less
than five million dollars ($5,000,000.00) and Lessensurance shall be primary. The limits of saglrance shall not, however, limit the
liability of Lessee hereunder. Lessee shall, aale cost and expense, comply with all of therasce requirements of all local, municif
state and federal authorities now in force, or Whitay hereafter be in force, pertaining to Lessese and occupancy of the said Prem

D) PERSONAL PROPERTY INSURANCE: Lessee shall ohtairLessee’s sole cost and expense, a policye#fid extended coverage
insurance including coverage for direct physicaklgpecial form, and a sprinkler leakage endorsemguring the personal property of
Lessee. The proceeds from any personal propertageamolicy shall be payable to Lessee.




All insurance policies required in 6 C) and 6 Dpab shall: (i) provide for a certificate of insucanevidencing the insurance required herein,
being deposited with Lessor ten (10) days pricheoCommencement Date, and upon each renewal ceutificates shall be provided prior
the expiration date of such coverage, (ii) be faren reasonably satisfactory to Lessor and shaNiple the coverage required by Lessee in
this Lease, (iii) be carried with companies witBest Rating of A minimum, (iv) specifically provideat such policies shall not be subject to
cancellation or reduction of coverage except &@days prior written notice to Lessor, (v) namadar, and any other parties requested by
Lessor that have an insurable interest in the Besms additional insureds by endorsement to paicy (vi) shall be primary.

Lessee agrees to pay to Lessor, as additional Bemgemand, the full cost of the insurance polieésrenced in 6 A) and 6 B) above as
evidenced by insurance billings from Lessor. Ifd4axs does not occupy the entire Premises, the mseimemiums shall be allocated to the
portion of the Premises occupied by Lessee on agieosquare footage or other equitable basise&srdined by Lessor. It is agreed that
Lessee’s obligation under this paragraph shallrbeaped to reflect the Commencement Date and tbeéthe Lease Term.

Lessor and Lessee hereby waive any rights eachhanay against the other related to any loss or daroagsed to Lessor or Lessee as the
case may be, or to the Premises or its contentisywaich may arise from any risk covered by fire amtended coverage insurance and those
risks required to be covered under Lessee’s perpooperty insurance. The parties shall provide thair respective insurance policies
insuring the property or the personal propertyudel a waiver of any right of subrogation which saglirance company may have against
Lessor or Lessee, as the case may be.

7. ABANDONMENT: Lessee shall not vacate or abanttenPremises at any time during the Lease Termijfdressee shall abandon, vacate
or surrender said Premises, or be dispossesseabyss of law, or otherwise, any personal propeetgnging to Lessee and left on the
Premises shall be deemed to be abandoned, attiba opLessor. Notwithstanding the above, the Rsesishall not be considered vacated or
abandoned if Lessee maintains the Premises in Goadition and Repair, provides security and isinatefault.

8. FREE FROM LIENS: Lessee shall keep the subjemizes and the property in which the subject Psesnare situated, free from any and
all liens including but not limited to liens arigiout of any work performed, materials furnishedgloligations incurred by Lessee. However,
the Lessor shall allow Lessee to contest a lieimglao long as the claim is discharged prior to famgclosure proceeding being initiated
against the property and provided Lessee proviéssdr a bond if the lien exceeds $5,000.

9. COMPLIANCE WITH GOVERNMENTAL REGULATIONS: Lesseghall, at its sole cost and expense, comply witbfahe
requirements of all local, municipal, state ancefadlauthorities now in force, or which may hereafie in force, pertaining to the Premises,
and shall faithfully observe in the use and occeganf the Premises all local and municipal ordiremand state and federal statutes now in
force or which may hereafter be in force.

10. INTENTIONALLY OMITTED.

11. ADVERTISEMENTS AND SIGNS: Lessee shall not ga permit to be placed, in, upon or about theriiges any unusual or
extraordinary signs, or any signs not approvechkycity, local, state, federal or other applicadd®erning authority. Lessee shall not plact
permit to be placed upon the Premises, any siglhvgrdasements or notices without the written conséithe Lessor, and such consent shall
not be unreasonably withheld. A sign so placedcherRremises shall be so placed upon the understpadd agreement that Lessee will
remove same at the end of the




Lease Term or earlier termination of this Lease r@pair any damage or injury to the Premises catimdby, and if not so removed by
Lessee, then Lessor may have the same removedsed’s expense.

12. UTILITIES: Lessee shall pay for all water, gasat, light, power, telephone and other utilisapplied to the Premises. Any charges for
sewer usage, PG&E and telephone site serviceatetkfees shall be the obligation of Lessee ardifpaiby Lessee. If any such services are
not separately metered to Lessee, Lessee shadl pggsonable proportion of all charges which argljometered, the determination to be
made by Lessor acting reasonably and on any edpiitasis. Lessor and Lessee agree that Lessomshdde liable to Lessee for any
disruption in any of the utility services to thesRrises.

13. ATTORNEY’S FEES: In case suit should be broughthe possession of the Premises, for the regafeany sum due hereunder,
because of the breach of any other covenant hexetn,enforce, protect, or establish any termdations, or covenant of this Lease or the
right of either party hereunder, the losing pattglspay to the Prevailing Party reasonable atigmfees which shall be deemed to have
accrued on the commencement of such action antitehahforceable whether or not such action isquoted to judgment. The term
“Prevailing Party” shall mean the party that reeeisubstantially the relief requested, whetherdifesnent, dismissal, summary judgment,
judgment, or otherwise

14. DEFAULT

14.1 LESSEE DEFAULT: The occurrence of anyhef following shall constitute a default and brea€khis Lease by Lessee: a) Any
failure by Lessee to pay Rent or to make any gthgment required to be made by Lessee hereunder areeif not cured within ten
(10) days after written notice thereof by Lessokéssee; b) The abandonment or vacation of the iBesry Lessee except as provided in
Section 7; c) A failure by Lessee to observe artbpm any other provision of this Lease to be obsdror performed by Lessee, where such
failure continues for thirty days after written ivet thereof by Lessor to Lessee; provided, howehaet,if the nature of such default is such
that the same cannot be reasonably cured withim ity (30) day period, Lessee shall not be dektode in default if Lessee shall, within
such period, commence such cure and thereaftgedily prosecute the same to completion; d) Theimgay Lessee of any general
assignment for the benefit of creditors; the fillmgor against Lessee of a petition to have Lead@galged a bankrupt or of a petition for
reorganization or arrangement under any law rejatirbankruptcy; e) the appointment of a trusteesoeiver to take possession of
substantially all of Lessee’s assets or Lesse#sdat in this Lease, or the attachment, executiarther judicial seizure of substantially all of
Lessee’s assets located at the Premises or ofé’essterest in this Lease.

14.2 SURRENDER OF LEASE: In the event of angtsdefault by Lessee, then in addition to any otbmedies available to Lessor at
or in equity, Lessor shall have the immediate aptmterminate this Lease before the end of thesédarm and all rights of Lessee
hereunder, by giving written notice of such intentto terminate. In the event that Lessor termeiies Lease due to a default of Lessee,
Lessor may recover from Lessee: a) the worth atithe of award of any unpaid Rent which had beenezhat the time of such termination;
plus b) the worth at the time of award of unpaichRehich would have been earned after terminatiutil the time of award exceeding the
amount of such rental loss that the Lessee provelsl lave been reasonably avoided; plus c) thetvadrthe time of award of the amount by
which the unpaid Rent for the balance of the L8agen after the time of award exceeds the amoustiofi rental loss that the Lessee proves
could have been reasonably avoided; plus d) arsr @mount necessary to compensate Lessor foreatidtriment proximately caused by
Lessees failure to perform his obligations under this sear which in the ordinary course of things wadwddlikely to result therefrom; and
at Lessor’s election, such other amounts in addiioor in lieu of the foregoing as may be perndift®m time to time by applicable
California law. As used in (a) and (b) above, therth at the time of award” is computed by allowing




interest at the rate of Wells Fargo’s prime ratespivo percent (2%) per annum. As used in (c) ahbihvee"worth at the time of award” is
computed by discounting such amount at the discaiatof the Federal Reserve Bank of San Franeistite time of award plus one percent
(1%).

14.3 RIGHT OF ENTRY AND REMOVAL: In the eveat any such default by Lessee, Lessor shall alse b right, with or without
terminating this Lease, to re-enter the Premisds@amove all persons and property from the Prem&esh property may be removed and
stored in a public warehouse or elsewhere at teeafand for the account of Lessee.

14.4 ABANDONMENT: In the event of the vacationabandonment, except as provided in Sectiof theoPremises by Lessee or in the
event that Lessor shall elect to re-enter as pealid paragraph 14.3 above or shall take posses$ibie Premises pursuant to legal
proceeding or pursuant to any notice provided ly Bnd Lessor does not elect to terminate thiséeasgprovided in Section 14.2 above, then
Lessor may from time to time, without terminatimistLease, either recover all Rent as it becomesoduelet the Premises or any part the
for such term or terms and at such rental ratesupod such other terms and conditions as Lessds #ole discretion, may deem advisable
with the right to make alterations and repairgi® Premises. In the event that Lessor elects & tles Premises, then Rent received by Lesso
from such reletting shall be applied; first, to ffeyment of any indebtedness other than Rent dueaihéer from Lessee to Lessor; second, to
the payment of any cost of such reletting; thiodthe payment of the cost of any alterations apdirs to the Premises; fourth, to the payment
of Rent due and unpaid hereunder; and the residaiey, shall be held by Lessor and applied togagment of future Rent as the same may
become due and payable hereunder. Should thabpatisuch Rent received from such reletting dugng month, which is applied by the
payment of Rent hereunder according to the appicgirocedure outlined above, be less than the paydable during that month by Lessee
hereunder, then Lessee shall pay such deficiencgdsor immediately upon demand therefore by Le§&aeh deficiency shall be calculated
and paid monthly. Lessee shall also pay to Lessospon as ascertained, any costs and expense®éhby Lessor in such reletting or in
making such alterations and repairs not coveretthéyentals received from such reletting.

14.5 NO IMPLIED TERMINATION: No re-entry or king possession of the Premises by Lessor pursa&ection 14.3 OR Section 14.4
of this Lease shall be construed as an electi¢eriminate this Lease unless a written notice ohsntention is given to Lessee or unless the
termination thereof is decreed by a court of compigjurisdiction. Notwithstanding any reletting gt termination by Lessor because of
default by Lessee, Lessor may at any time aften seietting elect to terminate this Lease for amghsdefault.

15. SURRENDER OF LEASE: The voluntary or other snder of this Lease by Lessee, or a mutual caticsllthereof, shall not work a
merger, and shall, at the option of Lessor, terteiladl or any existing subleases or sub tenanciesiay, at the option of Lessor, operate a
assignment to him of any or all such subleasesitotenancies.

16. TAXES: Lessee shall pay and discharge pungtaaltl when the same shall become due and payathleut/penalty to Lessor, all real
estate taxes, personal property taxes, taxes loaseehicles utilizing parking areas in the Premis@ses computed or based on rental income
(other than federal, state and municipal net inctares), Environmental Surcharges, privilege tagrsise taxes, business and occupation
taxes, school fees or surcharges, gross recei#s, taales and/or use taxes, employee taxes, dimngddicense taxes, water and sewer taxes,
assessments (including, but not limited to, assestsifor public improvements or benefit), assesssnien local improvement and
maintenance districts, and all other governmentalasitions and charges of every kind and naturaseleaer, regardless of whether now
customary or within the contemplation of the partiereto and regardless of whether resulting friereased rate and/or valuation, or whe
extraordinary or ordinary, general or special, uedeen or foreseen, or similar or dissimilar to ahthe foregoing (all of the foregoing being
hereinafter




collectively called “Tax” or “Taxes”) which, at ariime during the Lease Term, shall be applicablagainst the Premises, or shall become
due and payable and a lien or charge upon the Besmainder or by virtue of any present or futures|astatutes, ordinances, regulations, or
other requirements of any governmental authoritgtatever. The term “Environmental Surcharge” shalude any and all expenses, taxes,
charges or penalties imposed by the Federal Depattof Energy, Federal Environmental Protection#gye the Federal Clean Air Act, or
any regulations promulgated thereunder, or anyrdtival, state or federal governmental agency tityenow or hereafter vested with the
power to impose taxes, assessments or other tygesahnarges as a means of controlling or abativiy@nmental pollution or the use of
energy in regard to the use, operation or occupahtlye Premises. The term “Tax” shall include haitt limitation, all taxes, assessments,
levies, fees, impositions or charges levied, imdpassessed, measured, or based in any manneoedatsi) in whole or in part on the Rent
payable by Lessee under this Lease, (ii) upon tir eispect to the use, possession, occupancyndgagieration or management of the
Premises, (iii) upon this transaction or any docointe which Lessee is a party creating or transfgran interest or an estate in the Premises,
(iv) upon Lessee’s business operations conductdted®remises, (v) upon, measured by or reasosdtbilputable to the cost or value of
Lessee’s equipment, furniture, fixtures and otlespnal property located on the Premises or thieoroslue of any leasehold improvements
made in or to the Premises by or for Lessee, régggaf whether title to such improvements shalhbeessor or Lessee, or (vi) in lieu of or
equivalent to any Tax set forth in this Section Ib&the event any such Taxes are payable by Lesabit shall not be lawful for Lessee to
reimburse Lessor for such Taxes, then the Renthpaylereunder shall be increased to net Lessaahe net rent after impaosition of any
such Tax upon Lessor as would have been payalhlestor prior to the imposition of any such TadsIthe intention of the parties that Les
shall be free from all such Taxes and all otheregpmental impositions and charges of every kindreatdre whatsoever. However, nothing
contained in this Section 16 shall require Lesegeay any Federal or State income, franchise,edtdateritance, succession, transfer or
excess profits tax imposed upon Lessor. If any g special assessment is levied and assesagtstthe Premises, Lessor agrees to use
its best reasonable efforts to cause the assessmieatome a lien on the Premises securing repayoh@nbond sold to finance the
improvements to which the assessment relates vidbjghyable in installments of principal and int¢i@ger the maximum term allowed by
law. It is understood and agreed that Lessee’gatitin under this paragraph will be prorated ttestfthe Commencement Date and the end
of the Lease Term. It is further understood thdtakes cover the Premises and Lessee does notyot®ipntire Premises, the Taxes will be
allocated to the portion of the Premises occupietidssee based on a pro-rata square footage arexb#able basis, as determined by
Lessor.

Subject to any limitations or restrictions impossdany deeds of trust or mortgages now or hereafteering or affecting the Premises,
Lessee shall have the right to contest or reviematnount or validity of any Tax by appropriate lgg@ceedings but which is not to be
deemed or construed in any way as relieving, modifpr extending Lessee’s covenant to pay suchatdéixe time and in the manner as
provided in this Section 16. However, as a conditbbLessees right to contest, if such contested Tax is nad pafore such contest and if 1
legal proceedings shall not operate to preventay the collection of the Tax so contested, Lessedl, before instituting any such
proceeding, protect the Premises and the inteféstgsor and of the beneficiary of a deed of tnrghe mortgagee of a mortgage affecting
Premises against any lien upon the Premises byetydaond, issued by an insurance company acceptatilessor and in an amount equal to
one and one-half (1 1/2) times the amount contesteat Lessor’s option, the amount of the conte3i@x and the interest and penalties in
connection therewith. Any contest as to the vafiditamount of any Tax, whether before or aftempent, shall be made by Lessee in
Lessee’s own name, or if required by law, in theeaf Lessor or both Lessor and Lessee. Lesseledgtfiahd, indemnify and hold harmless
Lessor from and against any and all costs or exgsemscluding attorneys’ fees, in connection witly auch proceedings brought by Lessee,
whether in its own name or not. Lessee shall bi#deshto retain any refund of any such contestex diad penalties or interest thereon which
have been paid by Lessee. Nothing contained hehgilh be construed as affecting or limiting Lessoight to contest any Tax at Lessor’s
expense.




17. NOTICES: Unless otherwise provided for in thésmse, any and all written notices or other comation (the “Communication”) to be
given in connection with this Lease shall be giirewriting and shall be given by personal delivdagsimile transmission or by mailing by
registered or certified mail with postage thereonegognized overnight courier, fully prepaid, isealed envelope addressed to the intended
recipient as follows:

(a) to the Lessor a 10050 Bandley Drivt
Cupertino, California 9501
Attention: Carl E. Ber¢
Fax No: (408) 72-1626

(b) to the Lessee ¢ 3560 Bassett Stre
Santa Clara, Californi
Attention: Charley Edd
Fax No: 408.727.573

or such other addresses, facsimile number or iddalias may be designated by a Communication diyemparty to the other parties as
aforesaid. Any Communication given by personahagii shall be conclusively deemed to have beemgiwvel received on a date it is so
delivered at such address provided that such datdusiness day, otherwise on the first businagdallowing its receipt, and if given by
registered or certified mail, on the day on whiehivery is made or refused or if given by recogdipernight courier, on the first business
day following deposit with such overnight couriedaf given by facsimile transmission, on the daywehich it was transmitted provided such
day is a business day, failing which, on the nedifiess day thereafter.

18. ENTRY BY LESSOR: Lessee shall permit Lessor iggmégents to enter into and upon said Premisal masonable times using the
minimum amount of interference and inconveniendegssee and Lessee’s business, subject to anyitgaegulations of Lessee, for the
purpose of inspecting the same or for the purpdseaintaining the building in which said Premises situated, or for the purpose of making
repairs, alterations or additions to any otheripaorof said building, including the erection andim@nance of such scaffolding, canopies,
fences and props as may be required, without drgteeof Rent and without any liability to Lesseeday loss of occupation or quiet
enjoyment of the Premises; and shall permit Leasdrhis agents, at any time within ninety (90) daysr to the end of the Lease Term, to
place upon said Premises any usual or ordinary Sade” or “For Lease” signs and exhibit the Premitgeprospective tenants at reasonable
hours.

19. DESTRUCTION OF PREMISES: In the event of aiphdestruction of a building in said Premises dgrihe Lease Term from any cause
which is covered by Lessarproperty insurance, Lessor shall forthwith reffaérsame, provided such repairs can be made vgttérhundre:
eighty (180) days after receipt of building peronider the laws and regulations of State, Fedemin€, or Municipal authorities, but such
partial destruction shall in no way annul or vdiistLease, except that Lessee shall be entitledptmportionate reduction of Rent while such
repairs are being made to the extent of paymentsved by Lessor under its Loss of Rents Insuraowerage. With respect to any partial
destruction which Lessor is obligated to repaimay elect to repair under the terms of this pagyrthe provision of Section 1932,
Subdivision 2, and of Section 1933, Subdivisionf4he Civil Code of the State of California areiveal by Lessee. In the event that a
building in the subject Premises is destroyed texdant greater than thirty-three and one-thirct@et (33 1/3%) of the replacement cost
thereof, Lessor may, at its sole option, elecetminate this Lease as to that building, whetherstibject Premises is insured or not. A total
destruction of more than 50% of the subject Presnésmll terminate this Lease. Notwithstanding the&va, Lessor is only obligated to repair




or rebuild to the extent of available insurancecpeals including any deductible amount paid by LesShould Lessor determine that
insufficient or no insurance proceeds are avail&drieepair or reconstruction of Premises, Lesabits sole option, may terminate the Lease.
Notwithstanding the above, Lessee shall have ttieropf continuing this Lease by agreeing to pdyepair costs to the subject Premi

which are not otherwise reimbursable by insurance.

20. ASSIGNMENT AND SUBLETTING: Lessee shall not igssthis Lease, or any interest therein, and siatlsublet the said Premises or
any part thereof, or any right or privilege appoéeet thereto, or cause any other person or ehtityccupy or use the Premises, or any portion
thereof, without the advance written consent ofsbesNotwithstanding the above, Lessee may, wittlmeiconsent of Lessor, assign this
Lease or sublet all or any part of the Premisesliona fide subsidiary or affiliate of Lessee, atitg in which or with which Lessee merge:
an entity which acquires all or substantially dlttee assets of Lessee (“Excepted Party”). Any aaggignment or subletting requiring
Lessor’s consent made without Lessor’s consent bhaloid, and shall, at the option of the Lessamminate this Lease. This Lease shall not,
or shall any interest therein, be assignable, #setinterest of Lessee, by operation of law, witithe written consent of Lessor.
Notwithstanding Less’s obligation to provide reasonable approval, Lessserves the right to withhold its consent foy aroposed
sublessee or assignee of Lessee if the proposésksab or assignee is a user or generator of HamiMaterials. If Lessee desires to assign
its rights under this Lease or to sublet all or payt of the Premises to a party other than an fiirdeParty, Lessee shall first notify Lessor of
the proposed terms and conditions of such assighanesubletting. Lessor, at its sole option, shalve the right (i) to enter into a direct
Lessor-lessee relationship with such party undeh guoposed terms and conditions, in which evessee shall be relieved of its obligations
hereunder to the extent of the Lessor-lessee oakttip entered into between Lessor and such thirky por (ii) to terminate the Lease and
relieve Lessee of all Lease obligations occurriftgrahe termination of the Lease. Notwithstanding foregoing, Lessee may assign this
Lease to an Excepted Party, provided there is hetantial reduction in the net worth of the resigitguarantor. Whether or not Lessor’s
consent to a sublease or assignment is requirgldeiavent of any sublease or assignment, Lessdiedbshand shall remain primarily liable 1
the performance of all conditions, covenants, dndjations of Lessee hereunder and, in the eveatd#fault by an assignee or sublessee,
Lessor may proceed directly against the originalsee hereunder and/or any other predecessor ofsaignee or sublessee without the
necessity of exhausting remedies against saidrassigr sublessee. If Lessee merges or sells stibijeall of its assets and the net worth of
the resulting entity is substantially less thart tifd_essee, such sale shall be a default undel#dse unless approved by Lessor.

21. CONDEMNATION: If any part of the Premises shadl taken for any public or quasi-public use, urater statute or by right of eminent
domain or private purchase in lieu thereof, andr fhereof remains which is susceptible of ocdopatereunder, this Lease shall as to the
part so taken, terminate as of the date title viesttse condemnor or purchaser, and the Rent payeskeunder shall be adjusted so that the
Lessee shall be required to pay for the remainfilreoLease Term only that portion of Rent as thlei@ of the part remaining. The rental
adjustment resulting will be computed at the sarest& rate for the remaining part not taken; howgelessor shall have the option to
terminate this Lease as of the date when titldégoiart so taken vests in the condemnor or purchidsdl of the Premises, or such part the|
be taken so that there does not remain a portiscegtible for occupation hereunder, this Leasd #iadeupon terminate. If a part or all of
Premises be taken, all compensation awarded upimtaking shall be payable to the Lessor. Lessagfileaa separate claim and be entitled
to any award granted to Lessee.

22. EFFECTS OF CONVEYANCE: The term “Lessor” asdisethis Lease, means only the owner for the timieg of the land and building
constituting the Premises, so that, in the everingfsale of said land or building, or in the evafra Lease of said building, Lessor shall be
and hereby is entirely freed and relieved of alleatants and obligations of Lessor hereunder, asttbil be deemed and construed, without
further agreement between the parties and the




purchaser of any such sale, or the Lessor of tiidibg, that the purchaser or lessor of the buidiras assumed and agreed to carry out any
and all covenants and obligations of the Lessoedmrater. If any security is given by Lessee to sethe faithful performance of all or any of
the covenants of this Lease on the part of Ledsessor may transfer and deliver the security, ab sio the purchaser at any such sale of the
building, and thereupon the Lessor shall be diggthfrom any further liability.

23. SUBORDINATION: This Lease, in the event Lessotifies Lessee in writing, shall be subordinataty ground lease, deed of trust, or
other hypothecation for security now or hereaftaced upon the real property at which the Prenases part and to any and all advances
made on the security thereof and to renewals, noadiibns, replacements and extensions thereof eleesgrees to promptly execute any
documents which may be required to effectuate sublordination. Notwithstanding such subordinatibhessee is not in default and so long
as Lessee shall pay the Rent and observe and meafbof the provisions and covenants required utiiis Lease, Lessee’s right to quiet
possession of the Premises shall not be disturbetfexted by any subordination.

24. WAIVER: The waiver by Lessor or Lessee of amgalgh of any term, covenant or condition, hereimaioed shall not be construed to |
waiver of such term, covenant or condition or anlysequent breach of the same or any other ternenemt or condition therein contained.
The subsequent acceptance of Rent hereunder bgrisdsal not be deemed to be a waiver of Lessaeadh of any term, covenant, or
condition of the Lease.

25. HOLDING OVER: Any holding over after the endthé Lease Term requires Lessowritten approval prior to the end of the Leasem,
which, notwithstanding any other provisions of thé&sase, Lessor may withhold. Such holding overldfetonstrued to be a tenancy at
sufferance from month to month. Lessee shall pdyessor monthly base rent equal to one and onethalf times the monthly base rent
installment due in the last month of the Lease Tenah all other additional rent and all other teand conditions of the Lease shall apply, so
far as applicable. Holding over by Lessee withotitten approval of Lessor shall subject Lessedédiabilities and obligations provided for
in this Lease and by law, including, but not lindit® those in Section 2.1 of this Lease. Lessek iski@mnify and hold Lessor harmless
against any loss or liability resulting from anylalecaused by Lessee in surrendering the Preniisgsding without limitation, any claims
made or penalties incurred by any succeeding lemsieg Lessor. No holding over shall be deemedboistrued to exercise any option to
extend or renew this Lease in lieu of full and tiynexercise of any such option as required hereunde

26. LESSOR'’S LIABILITY: If Lessee should recovenmney judgment against Lessor arising in connedtiibn this Lease, the judgment
shall be satisfied only out of the Lessor’s inteieghe Premises and neither Lessor nor any gfdtsners shall be liable personally for any
deficiency.

27. ESTOPPEL CERTIFICATES: Lessee shall at any tiloméng the Lease Term, upon not less than tenda@$ prior written notice from
Lessor, execute and deliver to Lessor a statementifing certifying that, this Lease is unmodifiadd in full force and effect (or, if modifie
stating the nature of such modification) and thiesléo which the Rent and other charges have kaidrirpadvance, if any, and
acknowledging that there are not, to Lessee’s kadgg, any uncured defaults on the part of Lesseuheler or specifying such defaults if
they are claimed. Any such statement may be coivellysrelied upon by any prospective purchasermmuenbrancer of the Premises. Lessee’
failure to deliver such a statement within suchetishall be conclusive upon the Lessee that (a)-tase is in full force and effect, without
modification except as may be represented by Lefispthere are no uncured defaults in Lessor'$operance.

28. TIME: Time is of the essence of the Lease.




29. CAPTIONS: The headings on titles to the panalgsaof this Lease are not a part of this Leaseshall have no effect upon the
construction or interpretation of any p#rereof. This instrument contains all of the agreets and conditions made between the parties |
and may not be modified orally or in any other n&mthan by an agreement in writing signed by athefparties hereto or their respective
successors in interest.

30. PARTY NAMES: Landlord and Tenant may be usedarious places in this Lease as a substitute éssar and Lessee respectively.

31. EARTHQUAKE INSURANCE: If Lessor desires to ointaome form of earthquake insurance in the futifignd when available, on
terms acceptable to Lessor as determined in tleeasal absolute discretion of Lessor, then as aittonaf Lessor agreeing to waive the
requirement for earthquake insurance, Lessee atitaes will pay, as additional Rent, which shadl included in the monthly CAC, an
amount not to exceed Forty Seven Thousand Eightliéahand Thirty Three Dollars ($47,833) per year.

32. HABITUAL DEFAULT: Notwithstanding anything tdé contrary contained in Section 14 herein, LeasdrLessee agree that if Lessee
shall have defaulted in the payment of Rent for bwanore times during any twelve month period dyitime Lease Term, then such conduct
shall, at the option of the Lessor, represent arsgp event of default which cannot be cured byéeslessee acknowledges that the purpose
of this provision is to prevent repetitive defaldisthe Lessee under the Lease, which constithdship to the Lessor and deprive the
Lessor of the timely performance by the Lesseeungter.

33. HAZARDOUS MATERIALS
33.1 DEFINITIONS: As used in this Lease, the folingvterms shall have the following meaning:

a. The term “Hazardous Materials” shall mean (lypblorinated biphenyls; (ii) radioactive materialsd (iii) any chemical, material or
substance now or hereafter defined as or includdide definitions of “hazardous substance” “hazasdwater”, “hazardous material”,
“extremely hazardous waste”, “restricted hazardeaste” under Section 25115, 25117 or 15122.7 stedi pursuant to Section 25140 of
the California Health and Safety Code, Division @Bapter 6.5 (Hazardous Waste Control Law), (ifjrebel as “hazardous substance”
under Section 25316 of the California Health anfityaCode, Division 20, Chapter 6.8 (Carpenter-lése3anner Hazardous Substances
Account Act), (iii) defined as “hazardous materjdtiazardous substance”, or “hazardous waste” uSdetion 25501 of the California
Health and Safety Code, Division 20, Chapter 618&z@rdous Materials Release, Response, Plans aadtdmy), (iv) defined as a
“hazardous substance” under Section 25181 of thifo@aa Health and Safety Code, Division 201, Cteay$.7 (Underground Storage of
Hazardous Substances), (v) petroleum, (vi) asbe@iidslisted under Article 9 or defined as “hadaus” or “extremely hazardous”
pursuant to Article Il of Title 22 of the CalifomiAdministrative Code, Division 4, Chapter 20, ijuviiefined as “hazardous substance”
pursuant to Section 311 of the Federal Water Rofiu€ontrol Act, 33 U.S.C. 1251 et seq. or listedsmant to Section 1004 of the Federal
Water Pollution Control Act (33 U.S.C. 1317), (defined as a “hazardous waste”, pursuant to Set6d of the Federal Resource
Conservation and Recovery Act, 42 U.S.C. 6901 gt ) defined as “hazardous substanger'suant to Section 101 of the Compreher
Environmental Responsibility Compensations, andility Act, 42 U.S.C. 9601 et seq., or (xi) regeldtunder the Toxic Substances
Control Act, 156 U.S.C. 2601 et seq.




b. The term “Hazardous Materials Laws” shall meay lacal, state and federal laws, rules, regulati@n ordinances relating to the use,
generation, transportation, analysis, manufactostallation, release, discharge, storage or delpafsHazardous Material.

c. The term “Lessor’s Agents” shall mean Lessogsrds, representatives, employees, contractorspatractors, directors, officers and
partners.

d. The term “Lessee’s Agents” shall mean Lessagesits, representatives, employees, contractorspatriactors, directors, officers,
partners, invitees or any other person in or ablmiPremises.

33.2 LESSEE'S RIGHT TO INVESTIGATE: Lessee ltba entitled to cause such inspection, soils gnadind water tests, and other
evaluations to be made of the Premises as Lesseesdeecessary regarding (i) the presence and ws$azafdous Materials in or about the
Premises, and (ii) the potential for exposure tssee’s employees and other persons to any Hazaktesials used and stored by previous
occupants in or about the Premises. Lessee sloailder Lessor with copies of all inspections, testd evaluations. Lessee shall indemnify,
defend and hold Lessor harmless from any costobeiexpense arising from such entry by Lesseeoon the performance of any such
investigation by such Lessee.

33.3 INTENTIONALLY OMITTED.

33.4 LESSEE’'S OBLIGATION TO INDEMNIFY: Lessea, its sole cost and expense, shall indemnifyer&fprotect and hold Lessor
and Lessor’s Agents harmless from and against adyah cost or expenses, including those descrilmetr subparagraphs i, ii and iii herein
below set forth, arising from or caused in wholénopart, directly or indirectly by:

a. Lessee’s or Lessee’s Agents’ use, analysiagotransportation, disposal, release, threatestedse, discharge or generation of
Hazardous Material to, in, on, under, about or ftbePremises; or

b. Lessee’s or Lessee’s Agents failure to compth Wiazardous Material laws; or

c. Any release of Hazardous Material to, in, ordamabout, from or onto the Premises caused logaurring as a result of acts or
omissions of Lessee or Lessee’s Agents, excephgraater contamination from other parcels wheresthece is from off the Premises
not arising from or caused by Lessee or Lessee&nisy

The cost and expenses indemnified against inclugtegre not limited to the following:

i. Any and all claims, actions, suits, proceedirigsses, damages, liabilities, deficiencies, foufeis, penalties, fines, punitive damages,
cost or expenses;

ii. Any claim, action, suit or proceeding for pensbinjury (including sickness, disease, or ded#rgible or intangible property damage,
compensation for lost wages, business income,tprofiother economic loss, damage to the natusalrees of the environment, nuisar
pollution, contamination, leaks, spills, releasoiirer adverse effects on the environment;

ii. The cost of any repair, clean-up, treatmentletoxification of the Premises necessary to bifiegPremises into compliance with all
Hazardous Material Laws, including the preparatiad implementation of any closure, disposal, realedition, or other actions with
regard to the Premises, and expenses (includirigouti limitation, reasonable attorney’s fees anasottants fees, investigation and
laboratory fees, court cost and litigation expehses




33.5 LESSEE’S OBLIGATION TO REMEDIATE CONTAMINTION: Lessee shall, at its sole cost and expemsanptly take any and
all action necessary to remediate contaminatich@Premises by Hazardous Materials occurringrasut of acts or omissions of Lessee or
Lessee’s Agents.

33.6 OBLIGATION TO NOTIFY: Lessor and Lesséwml each give written notice to the other as saeneasonably practical of (i) any
communication received from any governmental auhepncerning Hazardous Material which relatedh® Premises and (ii) any
contamination of the Premises by Hazardous Magewdlich constitutes a violation of any Hazardougévlal Laws.

33.7 SURVIVAL: The obligations of Lessee untiés Section 33 shall survive the Lease Term diegaermination of this Lease.

33.8 CERTIFICATION AND CLOSURE: On or beforeetend of the Lease Term or earlier terminatiothisf Lease, Lessee shall deliver
to Lessor a certification executed by Lessee gjdliat, to the best of Lessee’s knowledge, theistsero violation of Hazardous Material
Laws resulting from Lessee’s obligation in Para@rap. If pursuant to local ordinance, state or fabkaw, Lessee is required, at the
expiration of the Lease Term, to submit a closdaa for the Premises to a local, state or fedegahay, then Lessee shall comply at its sole
cost and expense with the requirements of the mgsian and furnish to Lessor a copy of such plan.

33.9 PRIOR HAZARDOUS MATERIALS: Lessee shallMe no obligation to clean up or to hold Lessontiess with respect to any
Hazardous Material or wastes discovered on the Besmvhich were not introduced into, in, on, abénain or under the Premises during
Lessee’s prior occupancy or during the Lease Tergraund water contamination from other parcelsnetibe source is from off the
Premises not arising from or caused by Lessee ssdegs Agents. Lessee will reimburse Lessor fguribsrata share of Environmental
Surcharges related to the Premises. As of thedinsggning of this Lease, Lessor was not awarengfBnvironmental Surcharges due or
expected to be due related to the Premises.

34. BROKERS: Lessor and Lessee represent thatidney not utilized or contacted a real estate brokénder with respect to this Lease.
Lessee agrees to indemnify and hold Lessor harragasst any claim, cost, liability or cause of@ttasserted by any broker or finder
claiming through Lessee. Lessor represents andaniarthat it has not utilized or contacted a retdte broker or finder with respect to this
Lease and Lessor agrees to indemnify and hold kedssenless against any claim, cost, liability arseaof action asserted by any broker or
finder claiming through Lessor.

35. OPTION TO EXTEND

A. OPTION: Lessor hereby grants to Lessee oneftfipio to extend the Lease Term, with the extendet to be for a period of five
(5) years, on the following terms and conditions:

(i) Lessee shall give Lessor written notice ofeikgrcise of its option to extend no earlier thaalte (12), nor later than six (6) calendar
months before the Lease Term would end but for sedgrcise. If Lessee and Lessor have not agreezhtal terms in writing, Lessee may
withdraw its notice of exercise of an extensioniapprior to six (6) months before the Lease Terault end but for said exercise. Lessor
shall provide Lessee with Lessor’s proposed basgtthorent for the option period within twenty (283ys of Lessee’s written request.
Lessee’s acceptance, in writing, of Lessor’s prepgdsase monthly rent shall operate to




extend the Lease Term. Upon any extension of tlasd.&erm pursuant to this Section 35, the termseé&arm”as used in this Lease st
thereafter include the then extended term. Tinof the essence.

(il) Lessee may not extend the Lease Term purdoaanty option granted by this Section 35 if Legsda default as of the date of the
exercise of its option. If Lessee has committe@fawlt by Lessee as defined in Section 14 or 3Riths not been cured or waived by
Lessor in writing by the date that any extendethtirto commence, then Lessor may elect not tavatte Lease Term to be extended,
notwithstanding any notice given by Lessee of ar@se of this option to extend.

(iii) All terms and conditions of this Lease shaiply during the extended term, except that the bast and rental increases for each
extended term shall be determined as provided ¢tic®e35 (B) below

(iv) The option rights of Intevac granted undestBection 35 are granted for Intevac’s persona¢titeend may not be assigned or
transferred by Intevac or exercised if Intevacasaccupying the Premises at the time of exercise.

B. EXTENDED TERM RENT — OPTION PERIOD: The montlRent for the Premises during the extended term shakl the fair market
monthly Rent for the Premises as of the commencedaga of the extended term, but in no case, lems the Rent during the last month of
the prior Lease term. Promptly upon Lessee’s egeraf the option to extend, Lessee and Lessor steat and attempt to agree on the fair
market monthly Rent for the Premises as of the ceno@ment date of the extended term. In the everpdtties fail to agree upon the amc

of the monthly Rent for the extended term priocoonmencement thereof, the monthly Rent for therebdd term shall be determined by
appraisal in the manner hereafter set forth; pexjdowever, that in no event shall the monthlytRenthe extended term be less than in the
immediate preceding period. Annual base rent irr@gauring the extended term shall be four per@énaj per year. In the event it becomes
necessary under this paragraph to determine thentaket monthly Rent of the Premises by appraissdsor and Lessee each shall appoint a
real estate appraiser who shall be a member dAitierican Institute of Real Estate Appraiser (“AIRBANd such appraisers shall each
determine the fair market monthly Rent for the Asa®itaking into account the value of the Premasesthe amenities provided by the
outside areas, the common areas, and the Buildirdjprevailing comparable Rentals in the area. @pphaisers shall, within twenty

(20) business days after their appointment, coragletir appraisals and submit their appraisal tsgorLessor and Lessee. If the fair market
monthly Rent of the Premises established in the(By@ppraisals varies by five percent (5%) or efshe higher Rent, the average of the two
shall be controlling. If said fair market monthlgR varies by more than five percent (5%) of thrghbr Rental, said appraisers, within ten
(10) days after submission of the last appraiselll @appoint a third appraiser who shall be a mambée AIREA and who shall also be
experienced in the appraisal of Rent values anasaident practices for commercial properties invibaity of the Premises. Such third
appraiser shall, within twenty (20) business ddter &is appointment, determine by appraisal tlirenf@arket monthly Rent of the Premises
taking into account the same factors referred tivapand submit his appraisal report to Lessorlassee. The fair market monthly Rent
determined by the third appraiser for the Premigedl be controlling, unless it is less than thetferth in the lower appraisal previously
obtained, in which case the value set forth in &@icer appraisal shall be controlling, or unless igreater than that set forth in the higher
appraisal previously obtained in which case thetRenfor in said higher appraisal shall be cofitrgl If either Lessor or Lessee fails to
appoint an appraiser, or if an appraiser appoihyeéither of them fails, after his appointmentabmit his appraisal within the required
period in accordance with the foregoing, the agalasubmitted by the appraiser properly appointettanely submitting his appraisal shall
be controlling. If the two appraisers appointedegsor and Lessee are unable to agree upon aaftyrdiser within the required period in
accordance with the foregoing, application shalitzale within twenty (20) days thereafter by eithessor or Lessee to AIREA, which shall
appoint




a member of said institute willing to serve as aggar. The cost of all appraisals under this sudgraph shall be borne equally be Lessor and
Lessee.

36. APPROVALS: Whenever in this Lease the Lessar'sessee’s consent is required, such consentsbiaie unreasonably or arbitrarily
withheld or delayed. In the event that the Lessdrassee does not respond to a request for angotsehich may be required of it in this
Lease within ten business days of the requestalf sansent in writing by the Lessee or Lessor, sieisent shall be deemed to have been
given by the Lessor or Lessee.

37. AUTHORITY: Each party executing this Lease emgnts and warrants that he or she is duly autitbtzexecute and deliver the Leas
executed on behalf of a corporation, that the Lé&asgecuted in accordance with the by-laws of saighoration (or a partnership that the
Lease is executed in accordance with the partneegirieement of such partnership), that no othay’saapproval or consent to such
execution and delivery is required, and that thaseeis binding upon said individual, corporationgartnership) as the case may be in
accordance with its terms.

38. INDEMNIFICATION OF LESSOR: Except to the exterused by the sole negligence or willful misconaiid essor or Lessos’ Agents
Lessee shall defend, indemnify and hold Lessor leasfrom and against any and all obligations,dessosts, expenses, claims, demands,
attorney’s fees, investigation costs or liabilit@saccount of, or arising out of the use, condito occupancy of the Premises or any act or
omission to act of Lessee or Lessee’s Agents oioanyirrence in, upon, about or at the Premisebjdimg, without limitation, any of the
foregoing provisions arising out of the use, geti@na manufacture, installation, release, dischastirage, or disposal of Hazardous
Materials by Lessee or Lessee’s Agents. It is wstded that Lessee is and shall be in control arsdgssion of the Premises and that Lessor
shall in no event be responsible or liable for anjyry or damage or injury to any person whatsoghappening on, in, about, or in connec!
with the Premises, or for any injury or damagent Premises or any part thereof. This Lease igezhiato on the express condition that
Lessor shall not be liable for, or suffer loss bggon of injury to person or property, from whatesause, which in any way may be conne
with the use, condition or occupancy of the Premaepersonal property located herein. The promsiaf this Lease permitting Lessor to
enter and inspect the Premises are for the pugfoseabling Lessor to become informed as to whdtkesee is complying with the terms of
this Lease and Lessor shall be under no duty trginspect or to perform any of Lessee’s covenseit$orth in this Lease. Lessee shall
further indemnify, defend and hold harmless Le§som and against any and all claims arising from lreach or default in the performance
of any obligation to Lessee’s part to be performader the terms of this Lease. The provisions cfiSe 38 shall survive the Lease Term or
earlier termination of this Lease with respectry third party claims, damage, injury or death adag during the Lease Term.

39. SUCCESSORS AND ASSIGNS: The covenants and tiondiherein contained shall, subject to the piows as to assignment, apply to
and bind the heirs, successors, executors, admaittist and assigns of all of the parties heretd;adnof the parties hereto shall be jointly and
severally liable hereunder.

40. MISCELLANEOUS PROVISIONS: All rights and remedihereunder are cumulative and not alternatiieet@xtent permitted by law
and are in addition to all other rights or remedirelw and in equity.

41. CHOICE OF LAW: This lease shall be construed enforced in accordance with the substantive laftbe State of California. The
language of all parts of this lease shall in allesabe construed as a whole according to its fe@mimg and not strictly for or against either
Lessor or Lessee.




42. ENTIRE AGREEMENT: This Lease is the entire &gnent between the parties, and there are no agnéererepresentations between
the parties except as expressed herein. Excephesaise provided for herein, no subsequent changeldition to this Lease shall be binding
unless in writing and signed by the parties hereto.

In Witness Whereof, Lessor and Lessee have exethitedease, the day and year first above written.

LESSOR LESSEE
MISSION WEST PROPERTIES, L.P. | INTEVAC CORPORATION
BY: MISSION WEST PROPERTIES, INC

ITS GENERAL PARTNEFR

By: /s/ Carl E. Ber¢ By: /s/ Charles B. Edd

Signature of authorized representa Signature of authorized represental
Carl E. Berc Charles B. Edd

Printed namt Printed nam

Presiden Chief Financial Office

Title Title

2/7/01 2-5-01

Date Date
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FIRST AMENDMENT TO LEASE

This First Amendment to Lease (“Amendment”), is madd entered into this 28day of February, 2004 by and between Mission West
Properties, L.P. 1ll, a Delaware limited partnepstiMission” or “Lessor”) and Intevac CorporaticenCalifornia corporation (“Lessee”).

RECITALS

A. Lessee currently leases from Lessor approxindil9,583 square feet of space located at 3580-B&ssett Street, Santa Clara,
California (the"Premise”) pursuant to that certain lease dated February(®, fbe“Leas(’).

B. The term of the Lease expires on March 31, 2

C. Lessee has elected and Mission has agreedieiadethe term of Lease until March 31, 2012 sulijg¢he terms and conditions set forth
herein:

NOW, THEREFORE, for good and valuable consideratibe receipt and sufficiency of which are acknalgled, the parties hereto agret
amend the Lease as follows:

1. TERM: The term of the Lease is hereby extendedier(5) years until March 31, 201:

2. BASIC RENT:The base rent shall be adjusted to and payabléléd7das follows

Base ren Estimated CA( Total

4/1/07 through 3/31/0 $113,60: $ 2,20C  $115,80¢

*CAC subject to annual adjustment.

Monthly base rent to increase each year by thededs (i) $.05 per square foot per month or (¢ increase in the Bay Area Consumer
Price Index, during the prior year on April 1 otha/ear during this extended term over the priargerent rounded to the nearest
dollar. (Example if consumer price increased byfidm 4/1/07 to 3/31/08 then the amount of increasald be lesser of $.05 +.95 =

$1.00 or $.95 x 107% = $1.0165 times 119,583.)

3. _COMMON AREA CHARGESt essee shall continue to pay to Mission its shammmon area charges as provided for in the
Lease during the extended tel

4. BROKERAGE COMMISSIONEach party represents and warrants to the othéyr theat it has not utilized or contacted a real
estate broker or finder with respect to this Ameadihand each party agrees to indemnify and hold etieer harmless against ¢
claim, cost, liability or cause of action assefdgcany broker or finder claiming through eithertgaMission and Lessee agree t
Mission shall not be obligated to pay any brokesieg commissions, consulting fees, finders feemgrother fees or
commissions arising out of the negotiation and atien of this Amendment or relating to any extentin of the Lease or to a
expansion or relocation of the Premis




5. LESSEE CERTIFICATIONASs a condition of Less’s agreeing to this Amendment, Les

hereby certifies and confirms that as ofdate of this Amendment, Lessee is not in violatibany government regulations,

ordinances, rules or laws, including those penmario Hazardous Waste and/or Hazardous Materialssee is accepting Premises
in an“as i’ condition.

6. _RATIFICATION OF LEASEExcept as modified herein, the Lease is herebfiadtiapproved and confirmed upon all the terms,
covenants, and conditior

7. _AUTHORITY:Each party executing this Amendment representsaamchnts that he or she is duly authorized to ebeeand
deliver this Amendment. If executed on behalf abgporation, that this Amendment is executed iroetance with the by-laws of
said corporation (or a partnership that this Ameeninis executed in accordance with the partnemtipement of such
partnership), that no other party’s approval orsgar to such execution and delivery is required,that this Amendment is
binding upon said individual, corporation (or pamship) as the case may be in accordance withritsst

MISSION WEST PROPERTIES, L.P. IlI, INTEVAC CORPORATION,

a Delaware limited partnersh a Delaware corporatic

By: /s/ Carl E. Ber By: /s/ Charles B. Eddy I
Carl E. Berg Charles B. Eddy I

Title: CEO of the General Partn Title: CFO

Date: 2/24/0¢ Date: 2/23/0¢




SECOND AMENDMENT TO LEASE

This Second Amendment to Lease (the “Second Amentliné made and entered into this 1st day of JBGO5 by and between Mission
West Properties, L.P. lll, a Delaware limited parship (“Lessor”) and Intevac Corporation, a Califa corporation (“Lessee”).

RECITALS

A. Lessee currently leases from Lessor approximate®y5B3 square feet of space located at 35D Bassett Street, Santa Clara, Califc
(the “Premises”) pursuant to that certain leasedi&ebruary 5, 2001 and First Amendment To Leasldeebruary 23, 2004 (the

“Leas(”).

B. Lessee has elected and Lessor has agreed todelasesee a 10,000 square foot portion of 3510 BeSseet in Santa Clara, California
which is comprised of a total of approximately IBl3quare feet (tH* Expansion Premis”) as described on Exhibit /

NOW, THEREFORE, for good and valuable consideratibe receipt and sufficiency of which are acknalgled, the parties hereto agres
amend the Lease as follows:

1. TERM: The Lease Term for the Expansion Premises willibe () months commencing July 1, 20

2. RENT:The Rent for the Expansion Premises shall be &sifsi

Base Ren Estimated CAC’ Total Rent
7/1/05 to 9/30/0! $4,00(C $2,30( $6,30(
10/1/05 to 3/31/01 $6,50( $2,30( $8,80(

* Estimated Common Area Charg“CAC").

3. _TERMINATION OPTION: essee will have the one time right to terminateltbase for the Expansion Premises upon delivering
advance written notice to Lessor on or before Qatdh 2005

4.  UTILITIES: Lessee will be responsible for 100% of the utiitier 3510 Bassett Street in Santa Clara, Califoduiring the Lease
Term for the Expansion Premis:

5. BROKERAGE COMMISSIONEach party represents and warrants to the othéy theat it has not utilized or contacted a real
estate broker or finder with respect to this Secamegndment and each party agrees to indemnify atdidach other harmless
against any claim, cost, liability or cause of aetasserted by any broker or finder claiming throagher party. Lessor and Les:
agree that Lessor shall not be obligated to paybaoker leasing commissions, consulting fees, fitsdees or any other fees or
commissions arising out of the negotiation and atien of this Second Amendment or relating to axtgeded term of the Lease
or to any expansion or relocation of the Premi




6.

LESSEE CERTIFICATIONAS a condition of Lessor’s agreeing to this SecAntendment, Lessee hereby certifies and
confirms that as of the date of this Second Amendmessee is not in violation of any governmemgutations, ordinances,
rules or laws, including those pertaining to HapaiiWaste and/or Hazardous Materials. Lessee éptog the Expansion
Premises in a“as is where " condition.

RATIFICATION OF LEASEExcept as modified herein, the Lease is herebfiedfiapproved and confirmed upon all the
terms, covenants, and conditio

AUTHORITY:Each party executing this Second Amendment reptese warrants that he or she is duly authoriaed t
execute and deliver this Second Amendment. If eieecan behalf of a corporation, that this SeconceAdment is executed in
accordance with the by-laws of said corporationa{partnership that this Second Amendment is egddataccordance with
the partnership agreement of such partnership) nthather party’s approval or consent to such etiec and delivery is
required, and that this Second Amendment is bindpan said individual, corporation (or partnerstap)the case may be in
accordance with its term

MISSION WEST PROPERTIES, L.P. lI INTEVAC CORPORATION,
a Delaware limited partnersh a California corporatio

By Mission West Properties, In

Its general partne

By: /s/ R.V. Marino By: /s/ Charles B. Edd
Print Name: R.V. Marint Print Name: Charles B. Ed(
Title: President & COC Title: CFO

Date: 7/1/0¢ Date: 7/1/0¢




SECOND AMENDMENT TO LEASE

This Second Amendment to Lease (“Amendment”), islenand entered into the 1st day of April, 2006 by between Mission West
Properties, L.P. lll, a Delaware limited partnepstfMission” or “Lessor”) and Intevac, Inc., a Cfalinia corporation (“Lessee”).

RECITALS

A. Lessee currently leases from Lessor approximate®y5B3 square feet of space located at 35D Bassett Street, Santa Clara, Califc
(the“Premise”) pursuant to that certain lease dated February %,206“Leas(").

B. The term of the Lease expires on March 31, 2

C. Lessee has elected and Mission has agreed to etkienerm of Lease until March 31, 2012 subjed¢htoterms and conditions set forth
herein:

NOW, THEREFORE, for good and valuable consideratibe receipt and sufficiency of which are acknalgled, the parties hereto agres
amend the Lease as follows:

1. TERM: The term of the Lease is hereby extended for Be/éars until March 31, 201
2.  BASIC RENT:The base rent shall be as shown bel

Base ren Estimated CAC Total
4/1/06 through 3/31/0 $276,99: $2,20C $279,19:
4/1/07 through 3/31/0 $113,60:- $2,20( $115,80-

* CAC subject to annual adjustme

Monthly base rent to increase each year by thelexs (i) $.05 per square foot per month or (i increase in the Bay Area Consumer
Price Index, during the prior year on April 1 otha/ear during this extended term over the pri@rgerent rounded to the nearest
dollar. (Example if consumer price increased byfidm 4/1/07 to 3/31/08 then the amount of increasald be lesser of $.05 +.95 =
$1.00 or $.95 x 107% = $1.0165 times 119,583.)

3. _COMMON AREA CHARGESt essee shall continue to pay to Mission its shammmon area charges as provided for in the
Lease during the extended tel

4. BROKERAGE COMMISSIONEach party represents and warrants to the othéy theat it has not utilized or contacted a real
estate broker or finder with respect to this Ameadhand each party agrees to indemnify and hold etier harmless against ¢
claim, cost, liability or cause of action assefdgcany broker or finder claiming through eithertgaMission and Lessee agree t
Mission shall not be obligated to pay any brokesieg commissions, consulting fees, finders feemgrother fees or
commissions arising out of the negotiation and aten of this




Amendment or relating to any extended term of thade or to any expansion or relocation of the Pres

LESSEE CERTIFICATIONASs a condition of Lessor’s agreeing to this Amendinkessee hereby certifies and confirms that as
of the date of this Amendment, Lessee is not itation of any government regulations, ordinance&es or laws, including those
pertaining to Hazardous Waste and/or HazardousrMigelLessee is accepting Premises ii*as i’ condition.

RATIFICATION OF LEASEExcept as modified herein, the Lease is herebfigdfiapproved and confirmed upon all the terms,
covenants, and conditions and supersedes priorgmnts,

FIRST RIGHT OF OFFER TO LEASEessor hereby gives Lessee the first right of aifecease the 47,480 sq. ft. building at
3550 Bassett, Santa Clara, Ca. upon the expirafitine Xicom Lease if they do not exercise theitiapto renew. The monthly
NNN rent would 95% of fair market value at the tinfehe exercise of the first right of offer. Therrm would expire with o
March 31, 2012

AUTHORITY:Each party executing this Amendment representsaamcants that he or she is duly authorized to ebeeand
deliver this Amendment. If executed on behalf abgporation, that this Amendment is executed iroetance with the by-laws of
said corporation (or a partnership that this Ameeninis executed in accordance with the partnemhgipement of such
partnership), that no other party’s approval orsaoi to such execution and delivery is required,that this Amendment is
binding upon said individual, corporation (or pamship) as the case may be in accordance withritsst

MISSION WEST PROPERTIES, L.P. | INTEVAC CORPORATION,
a Delaware limited partnersh a California corporatio
By: /s/ Carl E. Ber¢ By: /s/ Charles B. Edd
Carl E. Berg
Title: CEO of the General Partn Title: CFO

Date: April 1, 200¢ Date: April 1, 200¢




THIRD AMENDMENT TO LEASE

This Third Amendment to Lease (the “Third Amendnigrns made and entered into this 23 day of March, 200énd between Mission We
Properties, L.P. lll, a Delaware limited partnepstiiessor”) and Intevac Corporation, a Califoro@poration (“Lessee”).

RECITALS

A. Lessee currently leases from Lessor approximate®y5B3 square feet of space located at 35D Bassett Street, Santa Clara, Califc
(the “Premises”) pursuant to that certain leasedi&ebruary, 2001, First Amendment to Lease dated February @¥% 2nd Second
Amendment to Lease dated July 1, 2005 “Leas(").

B. Lessee currently leases a 10,000 square foot parfi@510 Bassett Street in Santa Clara, Califowtiech is comprised of a total of
approximately 18,304 square feet (the “Expansi@nises”) until March 31, 2006, and Lessee has stqddo extend the Lease Term for
the Expansion Premises. In addition, Lessor hagptaied a lease for the space adjacent to the EiqgaRsemises located at 3508 Bassett
Street, and Lessor requires certain modificationthé¢ Expansion Premises to provide for securerkdraccess to the dock area which:
reduce the total square footage of the ExpansiemiBes from approximately 18,304 to 17,836 [17,88&8 (50% of shared dock area)]
square feet

NOW, THEREFORE, for good and valuable consideratibe receipt and sufficiency of which are acknalgled, the parties hereto agres
amend the Lease as follows:

1. EXPANSION PREMISES SECURED SHARED DOdkessor, at Lessor’s cost, will modify the ExpansiRmemises to provide
for secured shared access to the dock area fiuettmee and tenant occupying the adjacent spa&®atBassett Street as
described on Exhibit A

2. _TERM:The Lease Term for the Expansion Premises wilbkteneled nine (9) months commencing April 1, 2006 ending
December 31, 2001

3.  RENT: The monthly Rent for the Expansion Premises slefidfollows

Base Ren Estimated CAC’ Total Rent
4/1/06 to 12/31/01 $6,50( $2,30( $8,80(

* Estimated Common Area Charg“CAC").

4.  UTILITIES: Lessee will be responsible for 100% of the utiitier 3510 Bassett Street in Santa Clara, Caliéoduiring the Lease
Term for the Expansion Premis:

5. BROKERAGE COMMISSIONEach party represents and warrants to the othéy theat it has not utilized or contacted a real
estate broker or finder with respect to this THirdendment and each party agrees to indemnify atldach other harmless
against any claim, cost, liability or cause of actasserted by any broker or finder claiming thioagher party. Lessor and Les:
agree that Lessor shall not be obligated to paybaoker leasing commissions, consulting fees, fitsdiees or any other fees or
commissions arising out of the negotiation and atien of this




Third Amendment or relating to any extendemint of the Lease or to any expansion or relocaifdhe Premises or Expansion
Premises

LESSEE CERTIFICATIONASs a condition of Lessor’s agreeing to this Thinthéndment, Lessee hereby certifies and confirms
that as of the date of this Third Amendment, Less@®t in violation of any government regulatiooglinances, rules or laws,
including those pertaining to Hazardous Waste andézardous Materials. Lessee is accepting the fiSipa Premises in aras is
where i’ condition.

RATIFICATION OF LEASEExcept as modified herein, the Lease is herebfiadtiapproved and confirmed upon all the terms,
covenants, and conditior

AUTHORITY:Each party executing this Third Amendment repressantl warrants that he or she is duly authorizegkézute an
deliver this Third Amendment. If executed on belwdilé corporation, that this Third Amendment is@xed in accordance with
the by-laws of said corporation (or a partnershit this Third Amendment is executed in accordavitte the partnership
agreement of such partnership), that no other jsaayproval or consent to such execution and dseliigerequired, and that this
Third Amendment is binding upon said individualyparation (or partnership) as the case may bedordance with its term:

MISSION WEST PROPERTIES, L.P. lI INTEVAC CORPORATION,
a Delaware limited partnersh a California corporatio

By Mission West Properties, In

Its general partne

By: /s/ R.V. Maring By: /s/ Dennis M. Van No
Print Name: R.V. MARINC Print Name: Dennis M. Van Nc
Title: President & COC Title: Facilities Manage

Date: 03/28/0¢ Date: 23 March 200




Exhibit A

Floor plan to be attached
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FIFTH AMENDMENT TO LEASE

This Fifth Amendment to Lease (“Amendment”), is rahd entered into the 23rd day of October, 200énuybetween Mission West
Properties, L.P. lll, a Delaware limited partnepstiiMission” or “Lessor”) and Intevac CorporaticenDelaware corporation (“Lessee”).

RECITALS

A. Lessee currently leases from Lessor approximate®y5B3 square feet of space located at 35D Bassett Street, Santa Clara, Califc
(the“Premise”) pursuant to that certain lease dated February(®l, pBe“Leas(’) as amended by amendments one thru -

B. The term of the Lease expires on March 31, Z

C. Lessee has elected and Mission has agreed to a0l@05€y. ft. at 3544 Bassett Street, Santa Clatfzettease for a total of 169,583 subject
to the terms and conditions set forth her

NOW, THEREFORE, for good and valuable consideratibe receipt and sufficiency of which are acknalgled, the parties hereto agret
amend the Lease as follows:

1. BASIC RENT:The base rent shall be as shown bel

Base ren Estimated CAC Total
11/1/06 through 12/31/C $276,99: $2,20( $279,19:
1/1/07 through 3/31/0 $306,99: $3,20(C $310,19:
4/1/07 through 3/31/0 $143,60:- $3,20(¢ $146,80:-

* CAC subject to annual adjustme

Monthly base rent to increase each year by thededs (i) $.05 per square foot per month or (¢ increase in the Bay Area Consumer
Price Index, during the prior year on April 1 otha/ear during this extended term over the priarigerent rounded to the nearest
dollar. (Example if consumer price increased byfrdm 4/1/07 to 3/31/08 then the amount of increasald be lesser of $.05 +.85 =

$ .90 or $.85 x 107% = $.9095 times 119,583.) Lessay occupy additional space to install it equiptrand personal property upon
lease signing.

2. _COMMON AREA CHARGES! essee shall continue to pay to Mission its shdimmmon area charges as provided for in the
Lease during the extended tel

3. BROKERAGE COMMISSIONEach party represents and warrants to the othéy theat it has not utilized or contacted a real
estate broker or finder with respect to this Ameadhand each party agrees to indemnify and hold etier harmless against ¢
claim, cost, liability or cause of action assefdgcany broker or finder claiming through eithertgaMission and Lessee agree t
Mission shall not be obligated to pay any brokesieg commissions, consulting fees, finders feemgrother fees or
commissions arising out of the negotiation and atien of this




Amendment or relating to any extended term of thade or to any expansion or relocation of the Pres

LESSEE CERTIFICATIONASs a condition of Lessor’s agreeing to this Amendinkessee hereby certifies and confirms that as
of the date of this Amendment, Lessee is not itation of any government regulations, ordinance&es or laws, including those
pertaining to Hazardous Waste and/or HazardousrdigelLessee is accepting Premises ii*as i’ condition.

RATIFICATION OF LEASEExcept as modified herein, the Lease is herebfigdfiapproved and confirmed upon all the terms,
covenants, and conditions and supersedes priorgmnts,

OPTION TO EXTEND:Lessee shall have option to extend this Leaserferamlditional five (5) year term at Fair Market ¥l

AUTHORITY:Each party executing this Amendment representsaamchnts that he or she is duly authorized to eteeand
deliver this Amendment. If executed on behalf abgooration, that this Amendment is executed iroetance with the by-laws of
said corporation (or a partnership that this Ameeninis executed in accordance with the partne@tipement of such
partnership), that no other party’s approval orsaoi to such execution and delivery is required,that this Amendment is
binding upon said individual, corporation (or pamship) as the case may be in accordance witbritsst

MISSION WEST PROPERTIES, L.P. I INTEVAC CORPORATION,
a Delaware limited partnersh a Delaware corporatic
By: /s/ Carl E. Bert By: /s/ Charles B. Edd
Carl E. Berg
Title: CEO of the General Partn Title: CFO

Date: 10/23/0¢ Date: 1(-27-06




SIXTH AMENDMENT TO LEASE

This Sixth Amendment to Lease (“Sixth Amendmernig)made and entered into the 14th day of Decen2®®6 by and between Mission
West Properties, L.P. lll, a Delaware limited parship (“Mission” or “Lessor”) and Intevac Corpduat, a California corporation (“Lessée”

RECITALS

A. Lessee currently leases from Lessor approximate®y5B3 square feet of space located at 3560-3586dBaStreet and approximately
50,000 square feet located at 3544 Bassett S8aata Clara, California (the “Premises”) pursuarthat certain lease dated February 5,
2001 as amended by amendments one thru five‘Leas(”).

B. Lessee also currently leases an approximately 0GsQ0are foot portion of 3510 Bassett Street, S@t#ea, California which is comprised
of a total of approximately 17,836 square feet (Evgpansion Premises”) until December 31, 2006, lagsksee has requested to extend the
Lease Term for the Expansion Premi

NOW, THEREFORE, for good and valuable consideratibe receipt and sufficiency of which are acknalgled, the parties hereto agret
amend the Lease as follows:

1. TERM:The Lease Term for the Expansion Premises willXbergled three (3) months commencing January 1, 28@#&nding
March 31, 2007

3. RENT: The monthly Rent for the Expansion Premises slefidfollows

Base Ren Estimated CAC’ Total Rent
1/1/07 to 3/31/0° $6,50( $2,30( $8,80(

* Estimated Common Area Charg“CAC").

4. _UTILITIES:Lessee will be responsible for 100% of the utiitfer 3510 Bassett Street in Santa Clara, Califoduiring the Lease
Term for the Expansion Premis:

5. BROKERAGE COMMISSIONEach party represents and warrants to the othey thaat it has not utilized or contacted a real
estate broker or finder with respect to this Sikthendment and each party agrees to indemnify aldidaxh other harmless
against any claim, cost, liability or cause of actasserted by any broker or finder claiming thioagher party. Lessor and Les:
agree that Lessor shall not be obligated to paybaoker leasing commissions, consulting fees, fitsdiees or any other fees or
commissions arising out of the negotiation and aien of this Sixth Amendment or relating to anyemnded term of the Lease or
to any expansion or relocation of the PremisesxpaBsion Premise

6. LESSEE CERTIFICATIONAS a condition of Lessor’s agreeing to this Sixtméndment, Lessee hereby certifies and confirms
that as of the date of this Sixth Amendment, Less@et in violation of any government regulatioogjinances, rules or laws,
including those pertaining !




Hazardous Waste and/or Hazardous Materials. Less@eepting the Expansion Premises il“as is where " condition.

RATIFICATION OF LEASEExcept as modified herein, the Lease is herebfigdfiapproved and confirmed upon all the terms,
covenants, and conditior

AUTHORITY : Each party executing this Sixth Amendment reprssand warrants that he or she is duly authoriaexkecute
and deliver this Sixth Amendment. If executed ohabeof a corporation, that this Sixth Amendmengxecuted in accordance
with the by-laws of said corporation (or a parthgrghat this Sixth Amendment is executed in acano# with the partnership
agreement of such partnership), that no other jsaafyproval or consent to such execution and dseliigerequired, and that this
Sixth Amendment is binding upon said individualrmaration (or partnership) as the case may bedordance with its term:

MISSION WEST PROPERTIES, L.P. II INTEVAC CORPORATION,
a Delaware limited partnersh a California corporatio

By Mission West Properties, In

Its general partne

By: /s/ R.V. Marina By: /s/ Charles B. Edd

Title: President & COC Title: CFO

Date: 12/18/0¢ Date:1:-15-06
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SUBSIDIARIES OF THE REGISTRANT
Lotus Technologies, In— California
IRPC, Inc.— California
DeltaNu, Inc— Wyoming
Intevac Foreign Sales Corporati— Barbados
Intevac Asia Private Limite— Singapore
Intevac Malaysia Sdn BF— Malaysia

Intevac Limited— Hong Kong

Exhibit 21.1






Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have issued our reports dated March 157 28&€companying the consolidated financial statésp&cthedule Il and management’s
assessment of the effectiveness of internal cootret financial reporting included in the Annualg®et of Intevac, Inc. on Form 10-K for the
year ended December 31, 2006. We hereby consém incorporation by reference of said reporthamRegistration Statements (For-8
Nos. 3:-99648, 333-65421, 333-50166, 333-106960, 333-109283-125523 and 333-134422) pertaining to theés1@ck Option/Stock
Issuance Plan, the 2003 Employee Stock PurchaseaRththe 2004 Equity Incentive Plan and in theiRegion Statements (Form S-3 Nos.
333-24275 and 333-124978).

/sl GRANT THORNTON LLP

San Jose, California
March 15, 2007






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 statementsoéimer 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 informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepared

(b) Designed such internal controls over finanmglorting, or caused such internal control oveaditial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of the registragiisslosure controls and procedures and presenttisi report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibyaport 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):

(a) All significant deficiencies and material weakses in the design or operation of internal ctstreer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

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

Date: March 15, 200

/s/ KEVIN FAIRBAIRN

Kevin Fairbairn
President, Chief Executive Officer and Direc







Exhibit 31.2

Certifications

I, Charles B. Eddy 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 statementsoéimer 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 informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepared

(b) Designed such internal controls over finanmglorting, or caused such internal control oveaditial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of the registragiisslosure controls and procedures and presenttisi report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibyaport 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):

(a) All significant deficiencies and material weakses in the design or operation of internal ctstreer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

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

Date: March 15, 200

/sl CHARLES B. EDDY Il

Charles B. Eddy llI
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, 2006 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

[, Charles B. Eddy lll, certify, pursuant t8 U.S.C. Section 1350, as adopted pursuant tod®e@€6 of the Sarbanes-Oxley Act of 2002,
that the Annual Report of Intevac, Inc. on FormKL@r the period ended December 31, 2006 fully chespwith the requirements of Section
13(a) or 15(d) of the Securities Exchange Act @&4.8nd that information contained in such Form 1faikdy presents in all material respects
the financial condition and results of operatiohintevac, Inc.

By: /s/ CHARLES B. EDDY Il

Name Charles B. Eddy Il
Title: Vice President, Finance and Administrati
Chief Financial Officer, Treasurer and Secre

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



