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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements

INTEVAC, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

September 27 December 31
2014 2013
(Unaudited)
(In thousands, excep
par value)
ASSETS
Current assett
Cash and cash equivalel $ 21,71« $ 20,12:
Shor-term investment 32,77: 48,97¢
Trade and other accounts receivable, net of alloeswof $0 at both September 27, 2014 and at
December 31, 201 9,39¢ 15,03"
Inventories 23,10¢ 22,76:
Prepaid expenses and other current a: 1,791 1,23;
Total current asse 88,78¢ 108,13.
Long-term investment 16,25 12,31¢
Restricted cas 1,00( —
Property, plant and equipment, | 12,43¢ 12,94*
Intangible assets, net of amortization of $4,183egitember 27, 2014 and $3,485 at December 31, 4,20( 4,90
Deferred income taxes and other |-term asset 9,972 9,97¢
Total asset $ 132,64 $ 148,271
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payabl $ 4,601 $ 4,011
Accrued payroll and related liabiliti¢ 4,32 5,03¢
Other accrued liabilitie 6,25¢ 3,26:
Customer advance 1,79¢ 3,74:
Deferred income taxe 93¢ 93¢
Total current liabilities 17,92: 16,99(
Other lon¢-term liabilities 1,821 1,71¢
Stockholder' equity:
Common stock, $0.001 par val 23 24
Additional paic-in capital 160,28 156,35¢
Treasury stock, 1,304 shares at September 27, &t 241 shares at December 31, 2 (9,169 (1,68¢)
Accumulated other comprehensive incc 69¢ 72t
Accumulated defici (38,936 (25,849
Total stockholder equity 112,90! 129,57:
Total liabilities and stockholde’ equity $ 132,64¢ $ 148,27¢

Note: Amounts as of December 31, 2013 are derik@d the December 31, 2013 audited consolidatedilah statements

See accompanying notes to the condensed consadlifiaéacial statements.
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INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Net revenues
Systems and componer
Technology developmel
Total net revenue
Cost of net revenue
Systems and componer
Technology developmel
Total cost of net revenut
Gross profit
Operating expense
Research and developm
Selling, general and administrati
Total operating expens
Loss on divestitur
Loss from operation
Interest income and other, r
Loss before income tax
Benefit from income taxe
Net loss

Net loss per shar
Basic and dilute:

Weighted average common shares outstani

Basic and dilutes

Three Months Ended

September 27

2014

$ 12,29
2,46¢
14,751

8,06
1,87¢
9,94:
4,81¢

3,08¢
4,91°
8,80¢
(4,08
11¢
(3,97)
417

$ (3,559
$  (0.19

23,65:

Nine Months Ended

September 2¢€ September 27 September 2¢
2013 2014 2013
(Unaudited)
(In thousands, except per share amounts
$ 15,99 $ 37,65 $ 38,11
3,124 8,83¢ 10,97(
19,11¢ 46,48t 49,08:
9,72¢ 25,34« 26,20¢
2,49¢ 6,30¢ 8,63¢
12,22( 31,65: 34,84
6,89¢ 14,83¢ 14,23"
4,25( 12,81: 16,19:
5,62i 16,07 16,83¢
9,871 28,89! 33,02¢
— — (20€)
(2,987 (14,05%) (18,99))
22C 30¢ 39z
(2,767) (13,749 (18,60Y)
17 662 1,18¢
$ (2,749 $ (13,08) $ (17,42)
$  (0.11) $ (059 $ (079
23,93 23,81« 23,79¢

See accompanying notes to the condensed consadlifiaéacial statements.
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INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

Net loss

Other comprehensive income (loss), before
Change in unrealized net loss on available-for-sale

investments

Foreign currency translation gains (loss
Other comprehensive income (loss), before
Income tax (expense) benefit related to items lreiot

comprehensive income (los

Other comprehensive income (loss), net of

Comprehensive los

Three Months Ended Nine Months Ended
September 27 September 2¢€ September 27 September 2¢
2014 2013 2014 2013
(Unaudited)

(In thousands)

$ (3,559 $ (2,745 $ (13,08) $  (17,42)
©) 60 (15) (29
5 3 (11) 7)
(4) 63 (26) (36)
@ e @) @9
$ (3,569 $ (2,689 $ (13,119 $ (17,45)

See accompanying notes to the condensed consadlifiaéacial statements.
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INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Nine months endec

September 27 September 2¢
2014 2013
(Unaudited)
(In thousands)

Operating activities
Net loss $ (13,08) $ (17,42)
Adjustments to reconcile net loss to net cash asti equivalents used in operating activit

Depreciation and amortizatic 3,49¢ 3,28(

Net amortization of investment premiums and dist® 508 658

Equity-based compensatic 2,21¢ 1,83¢

Change in the fair value of acquisit-related contingent considerati 19 (24)

Deferred income taxe (417) (1,019

Loss on divestitur: — 20¢

Gain on disposal of equipme — (1593

Changes in operating assets and liabili 5,31: 4,28~
Total adjustment 11,13 9,07¢
Net cash and cash equivalents used in operatingtisst (1,959 (8,347)
Investing activities
Purchases of investmer (27,379 (32,60¢€)
Proceeds from sales and maturities of investrr 39,12¢ 31,73¢
Proceeds from sale of DeltaNu as: — 50C
Proceeds from sale of equipmi 13 15¢
Increase in restricted ca (1,000 —
Purchases of leasehold improvements and equip (2,300 (92¢)
Net cash and cash equivalents provided by (usedve}ting activities 8,46( (1,14
Financing activities
Common stock repurchas (7,150 —
Payment of acquisitic-related contingent considerati — (40
Net proceeds from issuance of common s 2,24¢ 1,90¢
Net cash and cash equivalents provided by (usefihamcing activities (4,909 1,86t
Effect of exchange rate changes on ¢ (10 (8
Net increase (decrease) in cash and cash equis 1,59: (7,635
Cash and cash equivalents at beginning of p¢ 20,12: 24,26
Cash and cash equivalents at end of pe $ 21,71 $ 16,62¢
Non-cash investing activity
Finished goods inventory transferred to propergnipand equipmet $ — $ 1,551

See accompanying notes to the condensed consadlifiaéacial statements.
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

1. Basis of Presentatior

In the opinion of management, the unaudited inteximdensed consolidated financial statements ef/&dt, Inc. and its subsidiaries
(Intevac or the Company) included herein have epared on a basis consistent with the Decembh&@B audited consolidated financial
statements and include all material adjustmentssisting of normal recurring adjustments, necesgafgirly present the information set fo
therein. These unaudited interim condensed coregelidfinancial statements should be read in cotipmavith the audited consolidated
financial statements and notes thereto includddtavac’s Annual Report on Form 10-K for the fisgahr ended December 31, 2013 (2013
Form 10-K). Intevac’s results of operations for tiiee months ended September 27, 2014 are notssdgsndicative of future operating
results.

The preparation of financial statements in conftymiith accounting principles generally acceptethia United States of America
requires management to make judgments, estimatkassumptions that affect the amounts reportelddrimancial statements and
accompanying notes. Actual results could differemiatly from those estimates.

2. Recent Accounting Pronouncement

In August 2014, the Financial Accounting Standddard (“FASB”) issued Accounting Standards UpdéfsS(U”) No. 2014-15,
Presentation of Financial Statements-Going Con(®ubtopic 205-40): Disclosure of Uncertainties atmuEntity’s Ability to Continue as a
Going Concern. This ASU is intended to define mamagnt’s responsibility to evaluate whether thersuisstantial doubt about an
organization’s ability to continue as a going cancand to provide related footnote disclosures. dinendments in this ASU will be effective
for Intevac in the fourth quarter of fiscal 2016thwearly adoption permitted. We are currently eaéihg the impact of the adoption of this
accounting standard update on our consolidateddinhstatements.

In May 2014, the FASB issued ASU No. 2014-09, Rexefnom Contracts with Customers (Topic 606) wipcbvides guidance for
revenue recognition. This ASU affects any entitgtthither enters into contracts with customersansfer goods or services or enters into
contracts for the transfer of nonfinancial assEltss ASU will supersede the revenue recognitionuiregnents in Topic 605, Revenue
Recognition, and most industry-specific guidandesTASU also supersedes some cost guidance inclndégbtopic 605-35, Revenue
Recognition-Construction-Type and Production-Tymattacts. The standard’s core principle is thadbragany will recognize revenue when
it transfers promised goods or services to custsiimean amount that reflects the considerationh@iwthe company expects to be entitled in
exchange for those goods or services. In doingaopanies will need to use more judgment and make @stimates than under today’s
guidance. These may include identifying performaoigigations in the contract, estimating the amaifntariable consideration to include in
the transaction price and allocating the transagtiice to each separate performance obligatioa.sténdard will be effective for Intevac in
the first quarter of fiscal 2017 using one of tvetrospective application methods. Early adoptiomoispermitted. We are currently evaluating
the impact of the adoption of this accounting staddipdate on our consolidated financial statements

In April 2014, the FASB issued authoritative guidarhat raises the threshold for a disposal traiwsam qualify as a discontinued
operation and requires additional disclosures allimgbntinued operations and disposals of indivigisagnificant components that do not
qualify as discontinued operations. The authoxitaguidance becomes effective prospectively faxat in the first quarter of fiscal 2015.
Early adoption is permitted, but only for dispodhlat have not been reported in financial statempreviously issued.
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INTEVAC, INC.

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

3. Inventories

Inventories are stated at the lower of average amostarket and consist of the following:

September 27 December 31
2014 2013
(In thousands)
Raw materials $ 12,15 $ 13,00¢
Work-in-progres: 4,98¢ 8,19¢
Finished good 5,961 1,561
$ 23,10¢ $ 22,76

Finished goods inventory consists primarily of cdeted systems at customer sites that are undergustaylation and acceptance
testing and evaluation inventory.

4. Equity-Based Compensatior

At September 27, 2014, Intevac had eqbiged awards outstanding under the 2012 EquityntiveePlan and the 2004 Equity Incent
Plan (the “Plans”) and the 2003 Employee Stock Rase Plan (the “ESPP”). Intevac’s stockholders @t all of these plans. The Plans
permit the grant of incentive or non-statutory ktoptions, restricted stock, stock appreciatiohtsgrestricted stock units (“RSUs,” also
referred to as performance units) and performahaees.

The ESPP provides that eligible employees may msehntevac’s common stock through payroll dedustat a price equal to 85% of
the lower of the fair market value at the beginrafighe applicable offering period or at the encath applicable purchase interval. Offering
periods are generally two years in length, and isbo$ a series of six-month purchase intervalgjiBlle employees may join the ESPP at the
beginning of any six-month purchase interval. Unitlerterms of the ESPP, employees can choose toumto 15% of their base earnings
withheld to purchase Intevac common stock.

Compensation Expense

The effect of recording equityased compensation for the three and nine monttedeBeptember 27, 2014 and September 28, 201
as follows:

Three Months Ended Nine Months Ended
September 27 September 2€ September 27 September 2¢
2014 2013 2014 2013

(In thousands)
Equity-based compensation by type of aw:

Stock options $ 371 $ 37t $ 76t $ 651
RSUs 40z 13C 1,07(¢ 314
ESPP award 83 24¢ 384 871
Total equit-based compensatic $ 85€ $ 754 $ 2,21¢ $ 1,83¢
Tax benefit recognize $ 3 $ 8 $ 9 $ 18
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INTEVAC, INC.

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

Equity-based compensation expense is based on swthimately expected to vest and such amount bas beduced for estimated
forfeitures. Forfeitures were estimated based tevhat's historical experience, which Intevac beadgto be indicative of Intevac’s future
experience.

Stock Options and ESP

The fair value of stock options and ESPP awaréstisnated at the grant date using the Black-Schagésn valuation model. The
determination of fair value of stock options andPPSawards on the date of grant using an optionAgrimodel is affected by Intevac’s stock
price as well as assumptions regarding a numbleigbty complex and subjective variables. Thesealdes include, but are not limited to,
expected stock price volatility over the term of twards and actual employee stock option exebekavior.

Option activity as of September 27, 2014 and chauigeing the nine months ended September 27, 2@1d as follows:

Weighted Average

Shares Exercise Price
Options outstanding at December 31, 2013 2,637,96! $ 8.5¢
Options grante: 466,73! $ 7.38
Options cancelled and forfeitt (224,109 $ 8.64
Options exercise (128,83) $ 4.9:
Options outstanding at September 27, 2 2,751,76: $ 8.4¢
Vested and expected to vest at September 27, 2,562,67! $ 8.6:
Options exercisable at September 27, 2 1,641,30. $ 9.7C

Intevac issued 444,000 shares under the ESPP dbengne months ended September 27, 2014.

Intevac estimated the weighted-average fair vafigtazk options and employee stock purchase rigitsy the following weighted-
average assumptions:

Three Months Ended Nine Months Ended
September 27 September 2¢ September 27 September 2¢
2014 2013 2014 2013
Stock Options

Weighted-average fair value of

grants per shat $ 2.77 $ 2.81 $ 3.1¢ $ 2.4¢
Expected volatility 50.3(% 55.06% 52.36% 56.4%
Risk free interest rai 1.24% 1.04% 1.3¢% 1.0¢%
Expected term of options (in yea 3.92 4.02 4.31 4.22
Dividend yield None None None None

Three Months Ended Nine Months Ended
September 27 September 2€ September 27 September 2¢€
2014 2013 2014 2013
Stock Purchase Right

Weighted-average fair value of

grants per shat $ 1.7¢ $ 1.97 $ 2.0¢ $ 1.6:
Expected volatility 47.1% 43.0% 44.0(% 51.5%%
Risk free interest rai 0.13% 0.21% 0.11% 0.2¢%
Expected term of purchase rights

(in years) 0.5C 1.0C 0.6¢ 1.77
Dividend yield None None None None



Table of Contents

INTEVAC, INC.

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

The computation of the expected volatility assummiused in the Black-Scholes calculations for stk option grants and purchase
rights is based on the historical volatility ofémtic’s stock price, measured over a period equalet@xpected term of the stock option grant
or purchase right. The risk-free interest rateaisdal on the yield available on U.S. Treasury Stils an equivalent remaining term. The
expected term of employee stock options represkataeighted-average period that the stock optwasxpected to remain outstanding and
was determined based on historical experiencemifasi awards, giving consideration to the contratterms of the equity-based awards and
vesting schedules. The expected term of purchghésriepresents the period of time remaining inctireent offering period. The dividend
yield assumption is based on Inte’s history of not paying dividends and the assuorptf not paying dividends in the future.

RSUs

A summary of the RSU activity is as follows:

Weighted Average

Grant Date

Shares Fair Value
Non-vested RSUs at December 31, 2013 237,85¢ $ 5.34
Granted 243,37 $ 7.2¢
Vested (70,52)) $ 5.3¢
Cancelled and forfeite (79,687 $ 6.31
Non-vested RSUs at September 27, 2 331,02: $ 6.58

RSUs are converted into shares of Intevac comnuuok stpon vesting on a one-for-one basis. RSUs &jlgiare scheduled to vest over
four years. Vesting of RSUs is subject to the gratstcontinued service with Intevac. The compeasatkpense related to these awards is
determined using the fair market value of Intevammon stock on the date of the grant, and the casgi®n expense is recognized over the
vesting period. In fiscal 2014, the annual bonuspfrticipants in the Company’s annual incentivanplill be settled with RSUs with one
year vesting. The Company accrued for the paymienbiouses at the expected comg-wide payout percentage amount at
September 27, 2014, which amounts were less tleatatget bonus amounts for each participant. Tieibaccrual is classified as a liability
until the number of shares is determined on the thed awards are granted, at which time the Complasgifies the awards into equity. The
Company recorded equity-based compensation expeleed to the annual incentive plan of $130,000 $462,000, respectively for the
three and nine months ended September 27, 2014.

Performance-based RSUs (“performance-based awagdaijed in fiscal 2013 to certain executive officare also subject to the
achievement of specified performance goals. Theg®nance-based awards become eligible to vegtibperformance goals are achieved
and then actually will vest only if the grantee eens employed by Intevac through each applicaldtinvg date. The fair value of these
performance-based awards is estimated on the figtamt and assumes that the specified performgoaks will be achieved. If the goals are
achieved, these awards vest over a specified rémgaservice period, provided that the grantee rasmiamployed by Intevac through each
scheduled vesting date. If the performance goalsiatr met, no compensation expense is recognizdmnpreviously recognized
compensation expense is reversed. The expectedfoeath award is reflected over the service peaindiis reduced for estimated forfeitul
For performance-based awards granted during f&2H8, the performance goals require the achievenfdatgeted revenues and adjusted
annual operating profit levels measured at theaddo and three-year periods.
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INTEVAC, INC.

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

5. Purchased Intangible Assets
Details of finite-lived intangible assets by segtr@mof September 27, 2014, are as follows.

September 27, 201.
Gross Net

Carrying Accumulated Carrying
Amount Amortization Amount

(In thousands)
Equipment $ 7,172 $ (342) $ 3,74¢
Photonics 1,21¢ (760 45k
$ 8,387 $ (418) $ 4,20(

Total amortization expense of finite-lived intanigbfor the three and nine months ended Septenth@024 was $234,000 and
$702,000.

As of September 27, 2014, future amortization expaa expected to be as follows.

(In thousands)

2014 $ 234
2015 852
2016 852
2017 75€
2018 61&
Thereaftel 88¢

$4,20(

6. Acquisition-Related Contingent Consideratior

In connection with the acquisition of Solar Impldmtchnologies, Inc. (“SIT”), Intevac agreed to payhe selling shareholders in cash a
revenue earnout on Intevac’s net revenue from cawialesales of certain products over a specifiedbgeup to an aggregate of $9.0 million.
Intevac estimated the fair value of this contingearisideration on September 27, 2014 based on Ipititpdased forecasted revenues
reflecting Intevac’s own assumptions concerningreirevenue from such products. As of Septembe2@14, payments made associated
with the revenue earnout obligation have not bégmfgcant.

The fair value measurement of contingent considaras based on significant inputs not observethéxmarket and thus represents a
Level 3 measurement. Any change in fair value efdbntingent consideration subsequent to the atiquislate is recognized in operating
income within the statement of operations. Theofeihg table represents a reconciliation of the geain the fair value measurement of the
contingent consideration liability for the threedarine month periods ended September 27, 2014 epigi@ber 28, 2013:

Three Months Ended Nine Months Ended

September 27 September 2¢ September 27 September 2¢&
2014 2013 2014 2013
(In thousands)
Opening balanc $ 1,481 $ 4,94; $ 1,38¢ $ 5,151
Changes in fair valu (78) 18t 19 (24
Cash payments mau — (40 — (40
Closing balanc: $ 1,40: $ 5,08 $ 1,40: $ 5,08
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INTEVAC, INC.

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

The following table displays the balance sheetsifi@stion of the contingent consideration lialyilaccount at September 27, 2014 and
at December 31, 2013:

September 27 December 31
2014 2013
(In thousands)
Other accrued liabilitie $ 7 $ 164
Other lon¢-term liabilities 1,39¢ 1,22(
Total acquisitio-related contingent considerati $ 1,40: $ 1,38¢

The following table represents the quantitativegeanf the significant unobservable inputs usedhédalculation of fair value of the
continent consideration liability as of Septemb@y2014. Significant increases or decreases irottyese inputs in isolation would result i
significantly lower (higher) fair value measurement

Quantitative Information about Level 3 Fair Value Measurements at September 27, 20:
Fair Value Valuation Technique Unobservable Input Range (Weighted Average
(In thousands, except for percentages
Weighted average cost o

capital
Probability weighting of 17.2%
achieving revenue
Revenue Earnol $ 1,40: Discounted cash flo forecasts 20.0%- 55.0% (33.0%

7. Divestitures
Sale of DeltaNu

On March 29, 2013, the Company sold certain asisetsiding existing tangible and intangible assefisich comprised its Raman
spectroscopy instruments product line, also knosvBeltaNu, for consideration not to exceed $1.%ionil Under the terms of the agreement,
the acquirer also assumed certain liabilities egldb the purchased assets. Payment terms incB&Bj000 which was paid on the closing
date, with the remaining balance to be paid infthe of an earnout of 5% of the acquirer's Ramagcsscopy instrument sales for 5 years
following the closing date which will be due and/ghle on or before each anniversary of the clodaig or a minimum earnout payment of
$100,000 annually, whichever is higher. The maxineamout payments during the payment period sloakexceed $1.0 million.

As the earnout is collected over an extended peridiine and in management’s judgment the degremlbdctibility is uncertain,
Intevac did not recognize the minimum earnout paysiapon closing, but instead will record incoméhia period when the minimum
earnout payments can be reasonably estimateddbpéniod and payment is assured. The first eanpayrnent in the amount of $75,000 was
received in the second quarter of fiscal 2014 aasd reported in interest and other income, net ercéimdensed consolidated statement of
operations.

The following table summarizes the components efltiss (in thousands):

Cash proceec $50C

Assets sold
Accounts receivabl 147
Inventories 32C
Other current asse 27
Property, plant and equipme 15¢
Trade namt 90
Total assets sol 743
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)
(Unaudited)
Liabilities divested
Accounts payabl 5¢
Other accrued expens 6
Total liabilities divestet 65
Transaction and other co 3C
Loss on sali $(20¢

8. Warranty

Intevac provides for the estimated cost of warravitgn revenue is recognized. Intevac’s warranpeiscontract terms, and for systems
sold directly the warranty typically ranges betwéd@nand 24 months from customer acceptance. Fteragssold through a distributor,
Intevac offers a 3 month warranty. The remaindeargf warranty period is the responsibility of thstgbutor. During this warranty period
any defective nomonsumable parts are replaced and installed aba@e to the customer. The warranty period on aoasle parts is limite
to their reasonable usable lives. Intevac usematgd repair or replacement costs along with g®hical warranty experience to determine
warranty obligation. Intevac generally providesvalive month warranty on its Photonics products. piwevision for the estimated future cc
of warranty is based upon historical cost and pco@erformance experience. Intevac exercises judgimeletermining the underlying
estimates.

On the condensed consolidated balance sheetdydhietarm portion of the warranty provision is inded in other accrued liabilities,
while the long-term portion is included in othendpterm liabilities. The expense associated withdpct warranties issued or adjusted is
included in cost of net revenues on the condenseddtidated statements of operations.

The following table displays the activity in the manty provision account for the three and nine theended September 27, 2014 and
September 28, 2013:

Three Months Ended Nine Months Ended
September 27 September 2¢ September 27 September 2¢
2014 2013 2014 2013
(In thousands)

Opening balanc $ 1,15¢ $ 2,081 $ 1,64 $ 2,34¢

Expenditures incurred under warrani (152) (309 (679 (773
Accruals for product warranties issued durin

the reporting perio 12¢ 32: 633 861
Adjustments to previously existing warranty

accruals (74) (37 (547 (379

Closing balanci $ 1,05¢ $ 2,06 $ 1,05¢ $ 2,064

The following table displays the balance sheetsifi@stion of the warranty provision account at epber 27, 2014 and at
December 31, 2013:

September 27 December 31
2014 2013
(In thousands)
Other accrued liabilitie $ 982 $ 1,54¢
Other lon¢-term liabilities 77 101
Total warranty provisiol $ 1,05¢ $ 1,64i
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INTEVAC, INC.

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

9. Guarantees
Officer and Director Indemnifications

As permitted or required under Delaware law antthéomaximum extent allowable under that law, Intelvas certain obligations to
indemnify its current and former officers and diogs for certain events or occurrences while tHieef or director is, or was serving, at
Intevac’s request in such capacity. These inderatifin obligations are valid as long as the dineotmfficer acted in good faith and in a
manner the person reasonably believed to be imtoopposed to the best interests of the Companyveitid respect to any criminal action or
proceeding, had no reasonable cause to believa hisr conduct was unlawful. The maximum potergrabunt of future payments Intevac
could be required to make under these indemnitioatbligations is unlimited; however, Intevac hatiractor and officer insurance policy
that mitigates Intevac’s exposure and enables &atéw recover a portion of any future amounts pasla result of Intevac’s insurance policy
coverage, Intevac believes the estimated fair vafubese indemnification obligations is not madkri

Other Indemnifications

As is customary in Intevac’s industry, many of irge’s contracts provide remedies to certain third parsuch as defense, settlemen
payment of judgments for intellectual property alairelated to the use of its products. Such indécation obligations may not be subject to
maximum loss clauses. Historically, payments matited to these indemnifications have been imnadteri

10. Cash, Cash Equivalents and Investment

Cash and cash equivalents, short-term investmenttoag-term investments consist of:

September 27, 201.

Unrealized Unrealized
Amortized
Holding Holding Fair
Cost Gains Losses Value
(In thousands)

Cash and cash equivaler

Cash $ 7,38¢ $ — $ — $ 7,38¢

Money market fund 14,33( — — 14,33(
Total cash and cash equivale $ 21,71« $ — $ — $21,71¢
Shor-term investments

Certificate of depos $ 1,00( $ — $ — $ 1,00(

Commercial pape 1,49¢ 2 — 1,50(C

Corporate bonds and medi-term note: 20,86( 11 2 20,86¢

Municipal bonds 5,397 10 1 5,401

U.S. treasury and agency securi 4,001 2 — 4,00z
Total shor-term investment $ 32,75 $ 25 $ 3 $32,77:
Long-term investments

Corporate bonds and medi-term notes $ 6,22¢ $ — $ 9 $ 6,21¢

Municipal bonds 1,03¢ 2 — 1,04(

U.S. treasury and agency securi 8,99/ 6 2 8,99¢
Total lon¢-term investment $ 16,25¢ $ 8 $ 11 $16,25!
Total cash, cash equivalents, and investm $ 70,72: $ 33 $ 14 $70,74(
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(Unaudited)
December 31, 201
Unrealized Unrealizec
Amortized
Holding Holding
Cost Gains Losses Fair Value
(In thousands)
Cash and cash equivaler
Cash $ 5,81¢ $ — $ — $ 5,81¢
Money market fund 14,30: — — 14,30:
Total cash and cash equivale $ 20,12: $ — $ — $ 20,12:
Shor-term investments
Commercial pape $ 1,99¢ $ 1 $ — $ 1,99¢
Corporate bonds and medi-term notes 27,18 13 3 27,19
Municipal bonds 6,10¢ 4 — 6,112
U.S. treasury and agency securi 13,50¢ 7 — 13,51
Variable rate demand note*VRDNSs") 16C — — 16C
Total shor-term investment $ 48,95 $ 25 $ 3 $ 48,97
Long-term investments
Corporate bonds and medi-term notes $ 8,811 $ 12 $ — $ 8,82:
Municipal bonds 3,49¢ 2 2 3,49¢
Total lon¢-term investment $ 12,30¢ $ 14 $ 2 $ 12,31¢
Total cash, cash equivalents, and investm $ 81,38( $ 39 $ 5 $ 81,41

The contractual maturities of available-for-saleusities at September 27, 2014 are presented ifotfogving table.

Amortized
Cost Fair Value
(In thousands)
Due in one year or le: $ 45,07" $ 45,09¢
Due after one through two yes 18,26( 18,251

$ 63,33] $ 63,35¢

The following table provides the fair market vahfdntevac’s investments with unrealized losse$ #éna not deemed to be other-than
temporarily impaired as of September 27, 2014.

September 27, 201

In Loss Position for In Loss Position for

Less than 12 Months Greater than 12 Months

Gross Gross
Unrealized Unrealized
Fair Value Losses Fair Value Losses
(In thousands)

Corporate bonds and medi-term notes $ 11,77« $ 11 $ — $ —
Municipal bonds 1,00(¢ 1 — —
U.S. treasury and agency securii 1,99¢ 2 — —
$ 14,77 $ 14 $ — $ —
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)
(Unaudited)

All prices for the fixed maturity securities incind U.S. Treasury and agency securities, certégatf deposit, commercial paper,
corporate bonds, VRDNs and municipal bonds araveddrom independent pricing services utilizedibievac’s outside investment
manager. This investment manager performs a resfahe pricing methodologies and inputs utilizedthg independent pricing services for
each asset type priced by the vendor. In additorat least an annual basis, the investment macageucts due diligence visits and
interviews with each pricing vendor to verify thgiuts utilized for each asset class. The due ditigevisits include a review of the procedt
performed by each vendor to ensure that pricinduetians are representative of the price that wianeldeceived to sell a security in an
orderly transaction. Any pricing where the inpub&sed solely on a broker price is deemed to bevell3 price. Intevac uses the pricing data
obtained from its outside investment manager aptineary input to make its assessments and detatioirs as to the ultimate valuation of
the above-mentioned securities and has not madegdhe periods presented, any material adjuststenguch inputs.

The following table represents the fair value hielg of Intevac’s available-fosale securities measured at fair value on a requbasi:
as of September 27, 2014.

Fair Value Measurements
at September 27, 2014
Total Level 1 Level 2
(In thousands)

Recurring fair value measuremer
Available-for-sale securitie

Money market fund $14,33( $14,33( $ —
U.S. treasury and agency securi 13,00: 8,99¢ 4,00z
Certificate of depos 1,00(¢ — 1,00(¢
Commercial pape 1,50C — 1,50C
Corporate bonds and medi-term notes 27,08¢ — 27,08¢
Municipal bonds 6,441 — 6,441
Total recurring fair value measureme $63,35¢ $23,32¢ $40,02¢

11. Derivative Instruments

The Company uses foreign currency forward contracisitigate variability in gains and losses getetdrom the re-measurement of
certain monetary assets and liabilities denominattédreign currencies. These hedges do not quedifgpecial hedge accounting treatment.
These derivatives are carried at fair value witanges recorded in interest income and other, néeitondensed consolidated statements of
operations. Changes in the fair value of thesevdévies are largely offset by re-measurement ofitderlying assets and liabilities. Cash
flows from such derivatives are classified as ofpegeactivities. The derivatives have maturitiesapproximately one month. The notional
amount of Company'’s foreign currency derivatives 801,000 at September 27, 2014 and $894,000canhizer 31, 2013.

12. Equity
Stock Repurchase Progra

On November 21, 2013, Intevac’'s Board of Directggproved a stock repurchase program authorizirtg $30.0 million in
repurchases. At September 27, 2014, $20.8 milkomained available for future stock repurchases utigerepurchase program.
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(Unaudited)

The following table summarizes Intevac’s stock repases:

Three Months Endec Nine Months Endec
September 27, 201
(In thousands, except per share amount:

Shares of common stock repurcha 86¢ 1,06:
Cost of stock repurchas: $ 6,001 $ 7,47¢
Average price paid per she $ 6.8¢ $ 7.0C

Intevac records treasury stock purchases undera$temethod using the first-in, first-out (FIFO)timed. Upon reissuance of treasury
stock, amounts in excess of the acquisition castegdited to additional paid in capital. If Intev&issues treasury stock at an amount below
its acquisition cost and additional paid in capas$ociated with prior treasury stock transactismssufficient to cover the difference between
the acquisition cost and the reissue price, thfemdince is recorded against retained earnings.

Accumulated Other Comprehensive Incor

The changes in accumulated other comprehensivenady component for the three and nine months eBéptember 27, 2014 and
September 28, 2013, are as follows.

Three Months Ended Nine Months Ended
September 27, 201
Unrealized Unrealized

holding gains holding gains

on available- on available-
Foreign for-sale Foreign for-sale
currency investments Total currency investments Total

(In thousands)

Beginning balanc $ 678 3 28 $70:  $ 691 % 34  $72t
Other comprehensive income (loss) before reclassifin 5 (9) (4) (171) (15) (26)
Amounts reclassified from other comprehensive ine — — — — — —

Net currer-period other comprehensive income (Ic 5 (9 (4) (17) (15) (26)

Ending balanc: $ 68C $ 19 $69¢ $ 68C $ 19  $69¢

Three Months Ended Nine Months Ended
September 28, 201
Unrealized Unrealized

holding gains holding gains

on available- on available-
Foreign for-sale Foreign for-sale
currency investments Total currency investments Total

(In thousands)

Beginning balanc $ 684 % (149 $67C $ 694 % 75 $76¢
Other comprehensive income (loss) before reclassidin 3 6C 63 @) (29 (36)
Amounts reclassified from other comprehensive ine — — — — — —

Net currer-period other comprehensive income (Ic 3 6C 63 (7) (29 (36)

Ending balanc: $ 687 % 46 $73: $ 687 $ 46  $73:
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13. Net Loss Per Share
The following table sets forth the computation asiz and diluted loss per share:

Three Months Ended Nine Months Ended
September 27 September 2¢€ September 27 September 2¢
2014 2013 2014 2013
(In thousands, except per share amount
Net loss $ (3,559 $ (2,749 $ (13,08) $ (17,42)
Weightec-average share basic 23,65’ 23,93 23,81« 23,79:
Effect of dilutive potential common shar — — — —
Weightec-average share- diluted 23,65’ 23,93 23,81« 23,79:
Net loss per shar basic and dilute: $ (0.15) $ (0.17) $ (0.55) $ (0.79)
Antidilutive shares based on employee awards
excludec 2,401 2,551 2,074 2,64¢

Potentially dilutive common shares consist of shassuable upon exercise of employee stock optadsvesting of RSUs and are
excluded from the calculation of diluted EPS whaeeirteffect would be anti-dilutive.

14. Segment Reporting

Intevac’s two reportable segments are: EquipmedtRirotonics. Intevac’s chief operating decision-endias been identified as the
President and CEO, who reviews operating resultsake decisions about allocating resources anagsiageperformance for the entire
Company. Segment information is presented based igpevac’s management organization structure &eptember 27, 2014 and the
distinctive nature of each segment. Future chatm#ss internal financial structure may resulthanges to the reportable segments
disclosed.

Each reportable segment is separately managedaanskbparate financial results that are reviewedteyac’s chief operating decision-
maker. Each reportable segment contains closayectproducts that are unique to the particulamssg. Segment operating profit is
determined based upon internal performance measseekby the chief operating decision-maker.

Intevac derives the segment results from its imtienmanagement reporting system. The accountingipslintevac uses to derive
reportable segment results are substantially thee s those used for external reporting purposasalyement measures the performance of
each reportable segment based upon several métgtsjing orders, net revenues and operating ircdvianagement uses these results to
evaluate the performance of, and to assign resstiogeach of the reportable segments. Intevac gesnzertain operating expenses separ
at the corporate level. Intevac allocates certhth@se corporate expenses to the segments in anrdraqual to 3% of net revenues. Segment
operating income excludes interest income/expendether financial charges and income taxes acegrdi how a particular reportable
segment’s management is measured. Management dbesnsider impairment charges, gains and lossekvestitures and sales of
intellectual property, and unallocated costs in sneiag the performance of the reportable segments.

The Equipment segment designs, develops and marketsim process equipment solutions for high-voloma@ufacturing of small
substrates with precise thin film properties forchdrive and solar cell manufacturers as well &sioadjacent thin film deposition
applications.

The Photonics segment develops compact, cost-eettigh-sensitivity digital-optical products fire capture and display of low-light
images and the optical analysis of materials. ktgyrovides sensors, cameras and systems for gogatrmpplications such as night vision
and long-range target identification.
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Information for each reportable segment for thedhaind nine months ended September 27, 2014 ateh8my 28, 2013 is as follows:

Net Revenues

Three Months Ended Nine Months Ended
September 27 September 2¢& September 27 September 2¢
2014 2013 2017 2013
(In thousands)
Equipment $ 3,37¢ $ 11,76( $ 16,18¢ $ 26,29
Photonics 11,38 7,35k 30,30¢ 22,78t
Total segment net revenu $ 14,75 $ 19,11 $  46,48¢ $ 49,08
Operating Income (Loss)
Three Months Ended Nine Months Ended
September 27 September 2¢ September 27 September 2¢&
2014 2013 2014 2013
(In thousands)
Equipment $ (5,879 $ (1,42 $ (15,68) $ (14,60)
Photonics 3,12( 192 6,59¢ 254
Total segment operating income (lo (2,757 (1,237 (9,08¢) (14,35))
Unallocated cost (1,339 (1,75) (4,969 (4,436
Loss on divestitur — — — (20¢)
Loss from operation (4,089 (2,987) (14,05Y (18,997
Interest income and other, r 11z 22C 30€ 392
Loss before income tax $  (3,97) $ (2,769 $ (13,749 $ (18,609

Total assets for each reportable segment as oéf®éetr 27, 2014 and December 31, 2013 are as follows

Assets
September 27 December 31
2014 2013
(In thousands)

Equipment $ 30,12¢ $ 33,42¢
Photonics 18,93¢ 21,12(
Total segment asse 49,06¢ 54,54¢
Cash, cash equivalents and investm 70,74( 81,41«
Restricted cas 1,00¢ —
Deferred income taxe 10,02: 9,60t
Other current asse 75E 982
Common property, plant and equipm 1,06¢ 1,302
Other asset — 42°F
Consolidated total asse $ 132,64 $ 148,27¢

19



Table of Contents

INTEVAC, INC.

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

15. Restructuring Charges

During the first quarter of fiscal 2014, Intevadstantially completed implementation of the 201dtgeduction plan (the “Plan”),
which was intended to reduce expenses and reduemikforce by 6 percent. The cost of implementhgPlan was reported under cost of
net revenues and operating expenses in the cordlenssolidated statements of operations. Subsligralhcash outlays in connection with
the Plan occurred in the first half of fiscal 20Ifiplementation of the Plan is expected to redadarg, wages and other employee-related
expenses by approximately $2.1 million on an anbaals. As of September 27, 2014, activities relédethe Plan were complete.

On February 1, 2013, Intevac announced the 201t3edaction plan (the “2013 Plan”) to reduce exgsnacluding a reduction in its
workforce. Implementation of the 2013 Plan was sufigally completed in the first half of fiscal 20And the Company reduced its workfc
by 18 percent. The cost of implementing the 20 RVas reported under cost of net revenues anatipgexpenses in the condensed
consolidated statement of operations. Substantdlligash outlays in connection with the 2013 Rlaaurred in the first half of fiscal 2013.
of September 27, 2014, activities related to thE32Blan were complete.

The changes in restructuring reserves associatbdivg Plans for the three and nine months endpteBder 27, 2014 and
September 28, 2013 are as follows.

Three Months Ended Nine Months Ended
September 27 September 2¢ September 27 September 2¢&
2014 2013 2014 2013

Severance and other employerelated costs
(In thousands)

Beginning balanc $ — $ — $ — $ —
Provision for restructuring reserv — — 28¢ 742
Cash payments mau — — (288 (742)
Ending balanc $ — $ — $ — $ —

16. Income Taxes

Intevac recorded income tax benefits of $412,0aD$662,000 for the three and nine months endeceBdymr 27, 2014, respectively.
Intevac recorded income tax benefits of $17,000%&ind million for the three and nine months endept&mber 28, 2013, respectively. The
income tax provisions for the three and nine mgmathods are based upon estimates of annual inclms®) ,(annual permanent differences
statutory tax rates in the various jurisdictionsvimich Intevac operates. Intevac did not recogaibenefit on the U.S. net operating loss for
the three and nine months ended September 27,8t &eptember 28, 2013 due to having full valuagltowances on the U.S. deferred tax
assets. Intevac’s tax rate differs from the applestatutory rates due primarily to establishnadra valuation allowance, the utilization of
deferred and current credits and the effect of peent differences and adjustments of prior perntadiéfierences. Intevac’s future effective
income tax rate depends on various factors inctydime level of Intevac’s projected earnings, theggaphic composition of worldwide
earnings, tax regulations governing each regiongoperating loss carryforwards, availability of tevedits and the effectiveness of Intevac’s
tax planning strategies. Management carefully noosithese factors and timely adjusts the effedtizeme tax rate.

17. Contingencies

From time to time, Intevac may have certain corgirtdiabilities that arise in the ordinary courdét® business activities. Intevac
accounts for contingent liabilities when it is patite that future expenditures will be made and sxgienditures can be reasonably estimated.
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Leases

Intevac leases certain facilities under non-carfdelaperating leases that expire at various tinpetoiMarch 2024 and has options to
renew most leases, with rental rates and otherstéorbe negotiated. Certain of Intevac’s leasesatoprovisions for rental adjustments.
Included in other long-term liabilities on the colidated balance sheets is $248,000 of deferredaenf September 27, 2014 related to the
effective rent on Intevac’s long-term lease foelrtc’'s Santa Clara, California facility. The terofishe Company'’s lease of its Santa Clara,
California facility include a tenant improvemenioalance of up to $1.7 million. Tenant improvemelidvaances are reimbursements recei
from the landlord for initial construction costsdaare amortized on a straight-line basis overé¢lsé term as a reduction in rent. The tenant
improvement allowances are recorded when the Coynipasi completed its obligations and the tenantawgment allowance is receivable
addition, Intevac is required to maintain a stanigiier of credit for $1.0 million for this leasEhis standby letter of credit is secured with
$1.0 million of restricted cash. The facility leagequire Intevac to pay for all normal maintenaoests. Gross rental expense was $996,000
and $2.8 million for the three and nine months e@nSleptember 27, 2014, respectively.

As of September 27, 2014, future minimum lease paymare as follows.

(In thousands)

2014 $ 207
2015 3,187
2016 3,092
2017 2,64¢
2018 2,63(
Thereaftel 15,14¢

$26,90¢
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Iltem 2. Managemen's Discussion and Analysis of Financial Condition drResults of Operation

This Quarterly Report on Form 10-Q contains forwimaking statements, which involve risks and uraiattes. Words such as
“believes,” “expects,” “anticipates” and the likedicate forward-looking statements. These forwanking statements include comments
related to Intevac’s shipments, projected reveeaegnition, product costs, gross margin, operakpgenses, interest income, income taxes,
cash balances and financial results in 2014 andrakyprojected customer requirements for Intevaelw and existing products, and when,
and if, Intevac’s customers will place orders fogge products; Intevac’s ability to proliferateRtsotonics technology into major military
programs; the timing of delivery and/or acceptanicéhe systems and products that comprise Intev@acklog for revenue and the
Company’s ability to achieve cost savings. Intesagtual results may differ materially from theulesdiscussed in the forward-looking
statements for a variety of reasons, includingetses forth under “Risk Factors” and in other doenta we file from time to time with the
Securities and Exchange Commission, including aumugl Report on Form 10-K filed on February 20,£0nd our periodic Form 10-Q’s
and Form 8-K’s.

Overview

Intevac provides process manufacturing equipmdatisas to the hard disk drive industry and offkigh-productivity, thin film
processing systems to the photovoltaic (“PV”") irntdpand to adjacent markets for thin film depositapplications. Intevac also provides
sensors, cameras and systems for government applgauch as night vision and long-range targettification. Intevac customers incluc
manufacturers of hard disk drives and PV cells els & the U.S. government and its agencies antlastiars. Intevac reports two segments:
Equipment and Photonics.

Product development and manufacturing activitie=ioin North America and Asia. Intevac has fielflagfs in Asia to support its
equipment customers. Intevac’s equipment and sepricducts are highly technical and are sold piilgndhirough Intevacs direct sales forc
Intevac also sells its products through distribsiiarJapan and China.

22



Table of Contents

The following table presents certain significantasigrements for the three and nine months endeé8bpt 27, 2014 and
September 28, 2013:

Three months endec Nine months endec
September 27 September 2¢€ September 27 September 2¢€ Change ove
Change over
2014 2013 prior period 2014 2013 prior period
(In thousands, except percentages and per share aos)

Net revenue $ 14,75 $ 19,11f $ (4359 $ 46,48¢ $  49,08: $ (2,599
Gross profit $ 4,81°F $ 6,89t $ (2,080) $ 14,83¢ $ 14,237 $ 59¢
Gross margin perce 32.6% 36.1% (3.5) point: 31.9% 29.(% 2.9 point:
Net loss $ (3,559 $ (2,745 $ (81) $ (13,08) $ (17,42) $ 4,33
Loss per diluted shal $ (0.15) $ (0.13) $ 0.0 % (0.55) $ (0.79) $ 0.1¢

Net revenues decreased for the third quarter c&lfi8014 compared to the same period in the pgar primarily due to lower
equipment sales to disk manufacturers and lowetdPies’ contract research and development (“R&Dffset in part by higher Photonics’
product sales. Intevac recognized revenue on o8é.2an® system in the third quarter of 2013 and did nobgeize revenue on any
200 Lean systems in the third quarter of 2014. Adtdoss for the third quarter of fiscal 2014 irased compared to the same period in the
prior year due to lower revenues and lower grosgims, offset in part by lower operating expensea aesult of cost reduction efforts. Loy
operating expenses for the third quarter fiscaB2@flected costs recovered under a non-recurtigineering (“NRE”) arrangement.

Net revenues decreased for the first nine monthBgcal 2014 compared to the same period in tiar gear primarily due to lower
equipment sales to disk manufacturers and lowetdPies’ contract R&D, offset in part by higher Pboics’ product sales. Intevac
recognized revenue on one 200 Lean system in hetfirst nine months of fiscal 2014 and first nimenths of fiscal 2013. The net loss for
the first nine months of fiscal 2014 decreased amexhto the same period in the prior year duedbéri gross margins and lower operating
expenses as a result of cost reduction effortcartdiled R & D spending, offset in part by lowerenues and increased costs associatec
a contested Board of Directors election.

In the remainder of fiscal 2014, Intevac expect ttemand for and growth in hard disk media with@ase modestly compared to 2013,
but this demand will not exceed the existing prdiguccapacity during 2014. The Company expectsshagments of Intevac equipment to
hard disk drive manufacturers will be lower thai20in 2014, Intevac expects higher sales of néwftim equipment products. For
fiscal 2014, Intevac expects that Photonics busifegels will increase approximately 30% from 2@s3Photonics delivers production
shipments of the pilot night vision system for fkgache helicopter.

Intevac’s trademarks, include the following: “208dn®,” “AccuLuber™,” “EBAPS®,” “ENERG i ™,” “I-Port™,” “LithoPrime™,”
“LIVAR ® " “INTEVAC MATRIX™,” “MicroVista ®,” “NightVista®,” and “Night Port™”".
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Results of Operations

Net revenues
Three months endec Nine months endec
September 27 September 2¢ Change ove September 27 September 2¢ Change ove
2014 2013 prior period 2014 2013 prior period
(In thousands)
Equipment $ 337 $ 11,76 $ (838) $ 16,18 $ 26,290 $ (10,109
Photonics
Products $ 8,91t % 4,231 $ 4,68 $ 2146¢ $ 11,81¢ $ 9,65(
Contract R&D 2,46¢ 3,12¢ (660) 8,83¢ 10,97( (2,139
11,38: 7,35¢ 4,02i 30,30¢ 22,78t¢ 7,51¢
Total net revenue $ 1475 $ 19,11f $ (435) $ 46,48t $ 49,08 $ (2,599

Equipment revenue for the three months ended Ségte?, 2014 decreased compared to the same petioe prior year as a result of
lower sales of disk sputtering systems, technolggyrades, and spare parts. During the third quaft2d14 Intevac recognized revenue on
disk equipment technology upgrades, and spare. fzuting the third quarter of 2013 Intevac recogdizevenue on one 200 Lean system,
disk equipment technology upgrades, and spare. fiagtspment revenue for the nine months ended 8dy®e28, 2013 decreased over the
same period in the prior year as a result of loseées of disk lubrication systems, technology uggsaand spare parts. Equipment revenue fol
the nine months ended September 27, 2014 inclueeshue recognition for one 200 Lean system, upgradd spare parts. Equipment
revenue for the nine months ended September 28, i28luded revenue recognition for one 200 Leatesgsone solar implant ENERG™
system, AccuLuber systems, upgrades and spare parts

Photonics revenue for the three and nine montltogeended September 27, 2014 increased over treseninds in the prior year as a
result of increased product sales offset in paibler contract R&D work. The decrease in contR&D revenue was the result of
completion of the program to design the Apachetmight viewing system during mid-2013. The inceeasproduct sales resulted from the
transition to production deliveries for the Apagdilet night viewing camera at the end of 2013. Oarth 29, 2013, Intevac sold certain as
comprising its Raman spectroscopy instruments prolche, also known as DeltaNu, and no longer affRaman spectroscopy products.

Backlog
September 27 December 31 September 2¢
2014 2013 2013
(In thousands)
Equipment $ 12,79 $ 13,56t $  19,75¢
Photonics 31,14¢ 46,31¢ 50,98¢
Total backlog $ 43,94 $ 59,88« $ 70,74

Equipment backlog at September 27, 2014 included2®® Lean system, one PV deposition system ané¥etouch screen cover
glass coating system. Equipment backlog at DeceBthe2013 included one 200 Lean system and onedpddition system. Equipment
backlog at September 28, 2013 included two 200 Isyatems. Photonics backlog at September 27, 2@lddies $24.3 million in revenue
that will be earned in one year and $6.8 milliomémenue that will be earned beyond one year.
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Revenue by geographic region
Three months endec Nine months endec
September 27 September 2¢& Change ove September 27 September 2¢& Change ove
2014 2013 prior period 2014 2013 prior period
(In thousands)

United State: $ 1081C $ 7306 $ 350¢ $ 36,160 $ 24,35 $ 11,8L
Asia 2,85° 10,12; (7,279 7,27( 20,49: (13,225
Europe 1,092 1,682 (58¢€) 3,05¢ 4,23¢ (1,17¢)
Total net revenue $ 1475 $ 19,11f $ (435) $ 46,48t $ 49,08 $ (2,599

International sales include products shipped tosmas operations of U.S. companies. The increadeSnsales in 2014 versus 2013
primarily due to delivery of a 200 Lean system 1d.8. customer, higher camera sales and the ipit@auction shipments of the pilot night
vision camera for the Apache helicopter. The desgéa sales to the Asia region in 2014 versus @43 primarily due to lower net revenues
from 200 Lean and solar implant systems, disk tatidbn systems and technology upgrades. The decieasles to the Europe region in
2014 versus 2013 was primarily due to lower safd2hotonics’ digital night-vision cameras for ridghts to a NATO customer.

Gross profit
Three months endec Nine months endec
September 27 September 2¢ Change ove September 27 September 2€ Change ove
2014 2013 prior period 2014 2013 prior period
(In thousands, except percentage:
Equipment gross prof $ (322 $ 4,66/ $ (4,986 $ 1,99¢ $ 7,21¢ $ (5,229
% of Equipment net revenu (9.5% 39.7% 12.2% 27.4%
Photonics gross prof $ 5,13 $ 2,231 $  2,90¢ $ 12,84 $ 7,01¢ $ 5,82
% of Photonics net revenu 45.1% 30.2% 42.8% 30.8%
Total gross profi $ 4,81¢ $ 6,89t $ (2,080 $ 14,83¢ $ 14,23 $ 59¢
% of net revenue 32.6% 36.1% 31.% 29.(%

Cost of net revenues consists primarily of purctiasaterials and costs attributable to contractare$eand development, and also
includes fabrication, assembly, test and installatabor and overhead, customer-specific engingexsts, warranty costs, royalties,
provisions for inventory reserves and scrap.

Equipment gross margin was (9.5)% in the three hahded September 27, 2014 compared to 39.7% ihtbe months ended
September 28, 2013 and was 12.3% in the nine memithsd September 27, 2014 compared to 27.4% inminleemonths ended
September 28, 2013. The lower gross margin fothttee months ended September 27, 2014 was duerjyitaelower systems and spares
shipments and lower factory utilization. The lowgeoss margin for the nine months ended Septemhe&2@4 was due primarily to lower
revenues and lower factory utilization, offset artby lower factory costs as a result of cost ammhent efforts, lower inventory provisions
and the lower system margin on the first solar anpENERG system for which revenue was recognized in secomdter of 2013. Gross
margins in the Equipment business will vary depegdin a number of factors, including product migduct cost, system configuration and
pricing, factory utilization, and provisions for@ss and obsolete inventory.

Photonics gross margin was 45.1% in the three nscenided September 27, 2014 compared to 30.3% thriése months ended
September 28, 2013 and was 42.4% in the nine memithsd September 27, 2014 compared to 30.8% iminleemonths ended
September 28, 2013. The higher gross margin fothtlee months ended September 27, 2014 was dughterhmargins on both products and
contract R&D, lower warranty provisions and imprdsensor yields, offset in part by higher inventorgvisions. The higher gross margin
for the nine months ended September 27, 2014 wasodoigher margins on both products and contr&® Rower warranty costs, lower
inventory provisions and
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improved sensor yields. Gross margins in the Phogdyusiness will vary depending on a number afofis; including sensor yield, product
mix, product cost, pricing, factory utilization,quisions for warranty and inventory reserves.

Research and devel opment

Three months endec Nine months endec
September 27 September 2¢ Change ove September 27 September 2€ Change ove
2014 2013 prior period 2014 2013 prior period
(In thousands)
Research and development expe $ 3,98¢ $ 4,25( $ (2649 $ 12,81 $ 16,19: $ (3,379

Research and development spending decreased iprieui during the three and nine month periods eSdgdember 27, 2014 as
compared to the same periods in the prior year.dBoeease in Equipment spending during the thrdenare month periods ended
September 27, 2014 was due primarily to decrea¥edeRelopment, offset in part by costs recoveredenra NRE arrangement during
fiscal 2013. Photonics research and developmemidspg during the three and nine month periods ef®atember 27, 2014 was down
compared to the same periods in the prior yeataeagineering efforts incurred in 2014 associatéd manufacturing transition costs whi
were included in cost of net revenues. Photonissarch and development spending during the fir&e months of fiscal 2013 included costs
from DeltaNu which did not re-occur in the firsheimonths of fiscal 2014 as DeltaNu was sold onckl&9, 2013. Research and
development expenses do not include costs of $illidmand $6.3 million for the three and nine mosiended September 27, 2014
respectively, or $2.5 million and $8.6 million fibre three and nine months ended September 28, B8 ctively, which are related to
customer-funded contract R&D programs at Photoaiastherefore included in cost of net revenues.

Slling, general and administrative

Three months endec Nine months endec
September 27 September 2¢& Change ove September 27 September 2€ Change ove
2014 2013 prior period 2014 2013 prior period

(In thousands)
Selling, general and administrative
expense $ 4,91: $ 5,627 $ (7149 $ 16,07 $ 16,83¢ $ (760)

Selling, general and administrative expense canpistarily of selling, marketing, customer suppéirtancial and management costs.
The decrease in selling, general and administrapending in the three months ended Septembel024, &as primarily the result of lower
variable compensation program expense and saviagsdost reduction initiatives, lower charges aigded with the change in the fair value
of the contingent consideration obligations relatethe SIT acquisition, offset in part by highgu#y compensation expense. The decrea
selling, general and administrative spending inrtime months ended September 27, 2014 was printhglyesult of lower variable
compensation program expense and savings fronre@dsttion initiatives, offset in part by increaggdfessional service costs associated
with a contested Board of Directors election arghbr equity compensation expense. Higher equitypemsation expense for all periods
presented was primarily due to the 2014 annual §éonparticipants in the Company’s annual incenfilan which will be settled with RSUs
with one year vesting.

Cost reduction plans

During the first quarter of fiscal 2014, Intevadstantially completed implementation of the 2014tgeduction plan (the “Plan”),
which was intended to reduce expenses and reduamikforce by 6 percent. The total cost of impletmg the Plan was $288,000 of which
$43,000 was reported under cost of net revenue$24%!,000 was reported under operating expensésta&uially all cash outlays in
connection with the Plan occurred in the first ludlfiscal 2014. Implementation of the Plan is extpd to reduce salary, wages and other
employee-related expenses by approximately $2 liomibn an annual basis. As of September 27, 28d#\ities related to the Plan were
complete.
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During the first quarter of fiscal 2013, Intevacannced the 2013 cost reduction plan (the “2018"Pta reduce expenses including a
reduction in its workforce. Implementation of thePwas substantially completed in the first hdlfiscal 2013 and the workforce was
reduced by 18 percent. During the first half of 20htevac recognized employee-related costs 02 D0 of which $315,000 was reported
under cost of net revenues and $427,000 was reponiger operating expenses in connection with @8 2Plan. All cash outlays in
connection with the 2013 Plan occurred in the fiadf of fiscal 2013. As of September 27, 2014ivitas related to the 2013 Plan were
complete.

Loss on divestiture

On March 29, 2013, the Company sold certain asiseisiding existing tangible and intangible assetsich comprised its Raman
spectroscopy instruments product line, also knosvBeltaNu, for consideration not to exceed $1.%ioni] of which $500,000 was receivec
cash upon closing, and recorded a loss of $208 T first earnout payment in the amount of $75,8@6 received in the second quarter of
fiscal 2014 and was reported in interest and dtie@me, net on the condensed consolidated statesheperations. See Note 7 “Divestiture”
in the notes to the condensed consolidated finhstzEgements for additional information relatedhe loss on divestiture.

Interest income and other, net

Three months endec Nine months endec
September 27 September 2€ Change ove September 27 September 2¢€ Change ove
2014 2013 prior period 2014 2013 prior period
(In thousands)
Interest income and other, r $ 11z $ 22C $ (207) $ 30¢€ $ 392 $ (86)

Interest income and other, net is comprised ofésteincome and realized gains and losses on ghiegestments, foreign currency
gains and losses, and other income and expensasugains and losses on sales of fixed assetsaandut income from divestitures.

Income tax benefit

Three months endec Nine months endec
September 27 September 2¢ Change ove September 27 September 2¢€ Change ove
2014 2013 prior period 2014 2013 prior period
(In thousands)
Income tax benefi $ 412 $ 17 $ 39t $ 662 $ 1,18¢ $ (522)

Intevac recorded income tax benefits of $412,0aD$662,000 for the three and nine months endeceBdyar 27, 2014, respectively.
Intevac recorded income tax benefits of $17,000%in& million for the three and nine months endept&mber 28, 2013, respectively. The
income tax provisions for the three and nine mgathods are based upon estimates of annual inclms®) ,(annual permanent differences
statutory tax rates in the various jurisdictionsvimich Intevac operates. Intevac did not recogaibenefit on the U.S. net operating loss for
the three and nine months ended September 27,8t eptember 28, 2013 due to having full valuaglitowances on the U.S. deferred tax
assets. Intevac’s tax rate differs from the appleatatutory rates due primarily to establishnadra valuation allowance, the utilization of
deferred and current credits and the effect of peent differences and adjustments of prior perntatiéfierences. Intevac’s future effective
income tax rate depends on various factors inctydime level of Intevac’s projected earnings, theggaphic composition of worldwide
earnings, tax regulations governing each regiongperating loss carryforwards, availability of tevedits and the effectiveness of Intevac’s
tax planning strategies. Management carefully noosithese factors and timely adjusts the effedtigeme tax rate.
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Liquidity and Capital Resources

At September 27, 2014, Intevac had $70.7 millionash, cash equivalents, and investments compai&®ilt4 million at
December 31, 2013. During the first nine month&@#4, cash, cash equivalents and investments cdectdy $10.7 million due primarily to
cash used by operating activities, repurchasesrmfmon stock, purchases of fixed assets and in@éasestricted cash partially offset by
cash received from the sale of Intevac common simt¢ktevac’s employees through Intevac's empldyeeefit plans.

Cash, cash equivalents and investments consibedbtlowing:

September 27 December 31
2014 2013
(In thousands)
Cash and cash equivalel $ 21,71« $ 20,12
Shor-term investment 32,77: 48,97¢
Long-terminvestment 16,25 12,31¢
Total cash, cash equivalents and investm $  70,74( $ 81,41«

Operating activities used cash of $2.0 million dgrthe first nine months of 2014 and of $8.3 millauring the first nine months of
2013. The decrease in cash used by operatingtéediwas due primarily to a smaller net loss anetiuctions in working capital during the
first nine months of 2014, offset in part by themp&nt of annual bonuses.

Accounts receivable totaled $9.4 million at Septenfty, 2014, compared to $15.0 million at Decen¥ei2013. The decrease of
$5.6 million in the receivable balance was due priim to decreased revenue levels and improvecectitins. Total net inventories increased
slightly to $23.1 million at September 27, 2014mgared to $22.8 million at December 31, 2013. Actepayable increased to $4.6 million
at September 27, 2014 compared to $4.0 millioneateber 31, 2013 primarily due to an accrual o6$ad0 for unsettled trades for the
stock repurchase program at September 27, 2014udd@ayroll and related liabilities decreased4@$nillion at September 27, 2014
compared to $5.0 million at December 31, 2013. Odterued liabilities increased to $6.3 milliorSsptember 27, 2014 compared to
$3.3 million at December 31, 2013 primarily due#h3 million in deferred revenue at September D142associated with two completed
systems at customer sites that are undergoindlatsta and acceptance testing. Customer advarnea®adsed to $1.8 million at
September 27, 2014 compared to $3.7 million at Bes 31, 2013.

Investing activities generated cash of $8.5 millileming the first nine months of 2014. Proceedmfsales of investments net of
purchases totaled $11.7 million. Intevac is requicemaintain a standby letter of credit for $1.llion for the Santa Clara, California camg
lease. This standby letter of credit is secureti %it.0 million of restricted cash. Capital expeadts for the nine months ended
September 27, 2014 were $2.3 million.

Financing activities in the first nine months ofl20used cash of $4.9 million. The sale of Intevammon stock to Intevac’s employees
through Intevac’s employee benefit plans generasesth $2.2 million. Cash used to repurchase sh&a@smmon stock under the Company’s
stock repurchase program totaled $7.1 million fier tiine months ended September 27, 2014.

Intevac’s investment portfolio consists principadifyinvestment grade money market mutual funds, Ur8asury and agency securities,
certificates of deposit, commercial paper, municigmads and corporate bonds. Intevac regularly toosithe credit risk in its investment
portfolio and takes measures, which may includestiie of certain securities, to manage such riske&cordance with its investment policies.

As of September 27, 2014, approximately $10.6 amilbf cash and cash equivalents were domiciledrigign tax jurisdictions. Intevac
expects a significant portion of these funds toaenoff shore in the short term. If the Companysehto repatriate these funds to the United
States, it would be required to accrue and paytiatdi taxes on any portion of the repatriation veheo United States income tax had been
previously provided.
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Intevac believes that its existing cash, cash ed@nts and investments will be sufficient to mégtash requirements for the foresee
future. Intevac intends to undertake approxima$dlyp million to $1.5 million in capital expenditereluring the remainder of 2014.

Contractual Obligations

The following table summarizes Intevac’s contrattl@igations as of September 27, 2014

Payments due by perioc

Total <1 Yeal 1-3 Years 3-5 Years > 5 Years
(In thousands)
Operating lease obligatiol $26,90¢ $ 207 $ 6,27¢ $ 527/ $15,14¢
Purchase obligations and commitmel 7,60¢ 7,60¢ — — —
Other lon¢-term liabilities2 4 32€ 32€ — — —
Total3. 4 $34,84( $8,13¢ $ 6,27¢ $ 5274/ $15,14¢

1 Purchase obligations include agreements to purad@sgs or services that are enforceable and legadtying on Intevac and that
specify all significant terms, including fixed olimmum quantities to be purchased; fixed, minimunvariable price provisions; and t
approximate timing of the transaction. Purchas@abibns exclude agreements that are cancelabh®utipenalty. These purchase
obligations are related principally to inventorydasther items

2 Intevac is unable to reliably estimate the timifiduture payments related to uncertain tax posgj therefore, $99,000 of unrecognized
tax benefits has been excluded from the table at

3 Total excludes contractual obligations already réed on the condensed consolidated balance sheatrast liabilities (except other
long-term liabilities) and certain purchase obligatic

4 Total excludes contingent consideration that mapdid pursuant to asset purchases or business catiubis.

Critical Accounting Policies and Estimates

The preparation of financial statements and reldisclosures in conformity with accounting prineiglgenerally accepted in the United
States of America (“US GAAP”) requires managemennike judgments, assumptions and estimates fleat #ie amounts reported.
Intevac’s significant accounting policies are désaxt in Note 1 to the consolidated financial staata included in Item 8 of IntevacAnnual
Report on Form 10-K filed on February 20, 2014.t@arof these significant accounting policies avasidered to be critical accounting
policies, as defined below.

A critical accounting policy is defined as one tlsaboth material to the presentation of Intevdiciancial statements and requires
management to make difficult, subjective or complelgments that could have a material effect oevat’s financial conditions and results
of operations. Specifically, critical accountindiemtes have the following attributes: 1) Intevaeedquired to make assumptions about me
that are highly uncertain at the time of the estamand 2) different estimates Intevac could reabynhave used, or changes in the estimate
that are reasonably likely to occur, would haveadamal effect on Intevac’s financial conditionresults of operations.
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Estimates and assumptions about future eventshadeffects cannot be determined with certaintjevac bases its estimates on
historical experience and on various other assumsptbelieved to be applicable and reasonable uhderircumstances. These estimates may
change as new events occur, as additional infoomagi obtained and as Intevac’s operating envirartroleanges. These changes have
historically been minor and have been includedhe&donsolidated financial statements as soon gme known. In addition,
management is periodically faced with uncertainties outcomes of which are not within its conantl will not be known for prolonged
periods of time. Many of these uncertainties aseulised in the section below entitled “Risk Fact@ased on a critical assessment of
Intevac’s accounting policies and the underlyindgjoments and uncertainties affecting the applicatioihose policies, management believes
that Intevac’s consolidated financial statemengsfairly stated in accordance with US GAAP, andvite a meaningful presentation of
Intevac’s financial condition and results of openat

For further information about Intevac’s other @dti accounting policies, see the discussion oicatibccounting policies in Intevac’s
2013 Form 10-K. Management believes that therébbaga no significant change during the nine montisee September 27, 2014 to the
items identified as critical accounting policiedimevac’s 2013 Form 10-K.

ltem 3.  Quantitative and Qualitative Disclosures About MagkRisk

Interest raterisk. Intevac’s exposure to market risk for changes terest rates relates primarily to its investmentfpbio. Intevac does
not use derivative financial instruments in Intésanvestment portfolio. The Company has adoptethaastment policy and established
guidelines relating to credit quality, diversifimat and maturities of its investments in order teserve principal and maintain liquidity. All
investment securities in Intevac’s portfolio haveimvestment grade credit rating. Investments glpicconsist of certificates of deposit,
commercial paper, obligations of the U.S. governnael its agencies, corporate debt securities amdaipal bonds.

The table below presents principal amounts ande@laeighted-average interest rates by year of@gdematurity for Intevac’s
investment portfolio at September 27, 2014.

Fair
2014 2015 2016 Total Value
(In thousands, except percentage:
Cash equivalent
Variable rate amoun $14,33( — — $14,33( $14,33(
Weightec-average rat 0.05% — —
Shor-term investment
Fixed rate amount $10,10¢ $18,64: — $28,74¢  $28,76"
Weightec-average rat 0.95% 2.85% —
Variable rate amoun $ 4,00t — — $ 4,00t $ 4,00¢
Weightec-average rat 0.7¢% — —
Long-term investment
Fixed rate amount — $ 3,00 $13,25¢ $16,25¢  $16,25:
Weightec-average rat — 2.01% 0.7€¢%
Total investment portfoli $28,44( $21,64: $13,25¢ $63,337 $63,35¢

Foreign exchangerisk. From time to time, Intevac enters into foreign eaay forward exchange contracts to hedge certaitis of
anticipated foreign currency re-measurement exgasdrhe objective of these contracts is to mininttiseimpact of foreign currency
exchange rate movements on Intevac’s operatindtse3ine notional amount of Company’s foreign conogderivatives was $601,000 at
September 27, 2014.

30



Table of Contents

Iltem 4.  Controls and Procedure
Evaluation of disclosure controls and procedures

Intevac maintains a set of disclosure controls@nodedures that are designed to ensure that infameelating to Intevac, Inc. requir
to be disclosed in periodic filings under the Sdms Exchange Act of 1934, or Exchange Act, iorded, processed, summarized and
reported in a timely manner under the Exchange latonnection with the filing of this Form 1Q-for the quarter ended September 27, 2
as required under Rule 13a-15(b) of the Exchandgakcevaluation was carried out under the superviand with the participation of
management, including the Chief Executive Officed &hief Financial Officer, of the effectivenesdmtievac’s disclosure controls and
procedures as of the end of the period coveretiibyquarterly report. Based on this evaluatiorgvat’s Chief Executive Officer and Chief
Financial Officer concluded that our disclosureteols and procedures were effective as of Septe@be?014.

Attached as exhibits to this Quarterly Report asifications of the CEO and the CFO, which areuiegyl in accordance with Rule 13a-
14 of the Exchange Act. This Controls and Procesigeztion includes the information concerning thietiols evaluation referred to in the
certifications, and it should be read in conjunttiath the certifications for a more complete ursti@nding of the topics presented.

Definition of disclosure controls

Disclosure Controls are controls and proceduregded to ensure that information required to beldsed in our reports filed under
Exchange Act, such as this Quarterly Report, isnaad, processed, summarized and reported witbititie periods specified in the
Securities and Exchange Commission’s rules andgobisclosure Controls are also designed to ertbatesuch information is accumulated
and communicated to our management, including t8® @nd CFO, as appropriate to allow timely decisicyarding required disclosure.
Our Disclosure Controls include components of atgrnal control over financial reporting, which s@ts of control processes designed to
provide reasonable assurance regarding the rétjabflour financial reporting and the preparatafrfinancial statements in accordance with
generally accepted accounting principles in the Wthe extent that components of our internatmdmver financial reporting are included
within our Disclosure Controls, they are includadhe scope of our quarterly controls evaluation.

Limitations on the effectiveness of controls

Intevac’'s management, including the CEO and CF@sdamt expect that Intevac’s Disclosure Controlst@vac’s internal control over
financial reporting will prevent all error and &ud. A control system, no matter how well desijaad operated, can provide only
reasonable, not absolute, assurance that the tepstem’s objectives will be met. Further, theigeof a control system must reflect the fact
that there are resource constraints, and the heméftontrols must be considered relative to thests. Because of the inherent limitations in
all control systems, no evaluation of controls pesvide absolute assurance that all control isamélsnstances of fraud, if any, within Inte
have been detected. These inherent limitationsidtecthe realities that judgments in decision-makiag be faulty and that breakdowns can
occur because of simple error or mistake. Contraisalso be circumvented by the individual actsamfie persons, by collusion of two or
more people, or by management override of the otmtfhe design of any system of controls is basgxért on certain assumptions about
likelihood of future events, and there can be rsuemce that any design will succeed in achiewmgtated goals under all potential future
conditions. Over time, controls may become inadexjbacause of changes in conditions or deterioratithe degree of compliance with
policies or procedures. Because of the inhereritdtions in a coseffective control system, misstatements due tor@rdraud may occur ar
not be detected.

Changes in internal controls over financial reportng

There were no changes in our internal controls émancial reporting that occurred during the pdramvered by this Quarterly Report
on Form 10-Q that have materially affected, orraesonably likely to materially affect, Intevaasérnal control over financial reporting.
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PART Il. OTHER INFORMATION

Item 1. Legal Proceeding:

From time to time, Intevac is involved in claimsddagal proceedings that arise in the ordinary sewf business. Intevac expects that
the number and significance of these matters ngitéase as Intevac’s business expands. Any claimoeedings against us, whether
meritorious or not, could be time consuming, resuttostly litigation, require significant amour@Emanagement time, result in the diversion
of significant operational resources, or requiréausnter into royalty or licensing agreements Wwhitrequired, may not be available on te|
favorable to us or at all. Intevac is not preseatfarty to any lawsuit or proceeding that, inVatgs opinion, is likely to seriously harm
Intevac’s business.

Iltem 1A. Risk Factors

The following factors could materially affect Int/s business, financial condition or results oérgpions and should be carefully
considered in evaluating the Company and its bssirnia addition to other information presentedwlsere in this report.

The industries we serve are cyclical, volatile amdpredictable.

A significant portion of our revenue is derivedrfrahe sale of equipment used to manufacture contyntetihnology products such as
disk drives, PV solar cells and cell phones. Thigjects us to business cycles, the timing, lengthwlatility of which can be difficult to
predict. When demand for commaodity technology potslexceeds production capacity, then demand forcagital equipment such as ours
tends to be amplified. Conversely, when supplyasmodity technology products exceeds demand, teeradd for new capital equipment
such as ours tends to be depressed. For examigle afaystems for magnetic disk production wengreesed from late 2007 through 2009.
The number of new systems delivered increased 10 28 customers increased their production capercigsponse to increased demand for
data storage, but decreased in 2011, 2012, 208i3havugh the first nine months of 2014 as the sk drive industry did not add the same
level of capacity that it did in 2010. We cannatgtict with any certainty when these cycles will inegr end. We believe that our sales will
continue to be depressed through 2014.

Our equipment represents only a portion of thetahpkpenditure that our customers incur when thyrade or add production
capacity. Accordingly, our customers generally cantonmaking large capital expenditures far in esscef the cost of our systems alone
when they decide to purchase our systems. The tualgnof these capital expenditures requires ouomer's to have access to large amounts
of capital. Our customers generally reduce thewllef capital investment during downturns in the@ll economy or during a downturn in
their industries.

We must effectively manage our resources and ptamucapacity to meet rapidly changing demand. Qusiness experiences rapid
growth and contraction, which stresses our infaastire, internal systems and managerial resoubng#ng periods of increasing demand for
our products, we must have sufficient manufactudagacity and inventory to meet customer demanidicaf retain and motivate a sufficient
number of qualified individuals; and effectively naae our supply chain. During periods of decreademand for our products, we must be
able to align our cost structure with prevailingrked conditions; motivate and retain key employaed effectively manage our supply chain.

Sales of our equipment are primarily dependent amr @ustomers’ upgrade and capacity expansion plarl whether our customers
select our equipment.

We have no control over our customers’ upgradecapacity expansion plans, and we cannot be suyentiieselect, or continue to
select, our equipment when they upgrade or exdagid ¢apacity. The sales cycle for our equipmestesys can be a year or longer, invol
individuals from many different areas of Intevad amumerous product presentations and demonstratioosir prospective customers. Our
sales process also commonly includes productiaoiples, customization of our products, and ireiah of evaluation systems in the
factories of our prospective customers. We do nt#ranto long-term contracts with our customers] antil an order is actually submitted by
a customer there is no binding commitment to pusehaur systems.
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The Photonics’ business is also subject to longsseycles because many of its products, such asititary imaging products, often
must be designed into the customers’ end produttich are often complex state-of-the-art produtiese development cycles are typically
multi-year, and our sales are contingent on outocasrs successfully integrating our product inirtiproduct, completing development of
their product and then obtaining production ordergheir product from the U.S. government or itgea.

Sales of new manufacturing systems are also dependeobsolescence and replacement of the instaled of our customers’ existing
equipment with newer, more capable equipment. dfrages are developed that extend the useful litheoinstalled base of systems, then we
tend to sell more upgrade products and fewer netesys, which can significantly reduce total reverar example, some of our 200 Lean
customers continue to use legacy systems for theugtion of perpendicular media, which delayedrémacement of such systems with new
200 Lean systems.

Our 200 Lean customers also experience compefittmn companies that produce alternative storageniglogies like flash memory,
which offer smaller size, lower power consumptiond anore rugged designs. These storage technolaggdseing used increasingly in
enterprise applications and smaller form factohsas tablets, smart-phones, ultra-books, and aotepersonal computers instead of hard
disk drives. Tablet computing devices and srplidgnes have never contained, nor are they liketigerfuture to contain, a disk drive. Prodi
using alternative technologies, such as flash mgnomtical storage and other storage technologe®&@coming increasingly common and
could become a significant source of competitiopddicular applications of the products of our 2@@&n customers, which could adversely
affect our results of operations. If alternativettieologies, such as flash memory, replace harddtisks as a significant method of digital
storage, then demand for our hard disk manufaguyionducts would decrease.

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

We have invested heavily, and continue to investhé development of new products, such as oul 280 and other PVD systems, our
solar systems for PV applications, our digital migision products and our near-eye display produ@ts success in developing and selling
new products depends upon a variety of factorgydtieg our ability to: predict future customer réguments, make technological advances,
achieve a low total cost of ownership for our pretduintroduce new products on schedule, manufagitoducts cost-effectively including
transitioning production to volume manufacturingramercialize and attain customer acceptance opmgducts; and achieve acceptable and
reliable performance of our new products in th&fi®©ur new product decisions and development cdmarits must anticipate continuously
evolving industry requirements significantly in ahee of sales. In addition, we are attempting {maax into new or related markets,
including the PV and cell phone cover lens mark@ts. expansion into the PV market is dependent uipersuccess of our customers’
development plans. To date we have not recognizgéral revenue from such products. Failure toewily assess the size of the markets, to
successfully develop cost effective products taesklthe markets or to establish effective saldsapport of the new products would have a
material adverse effect on future revenues andtprdh addition, if we invest in products for whithe market does not develop as
anticipated, we may incur significant charges elab such investments.

Rapid technological change in our served markefsires us to rapidly develop new technically adeahproducts. Our future success
depends in part on our ability to develop and off@w products with improved capabilities and totoare to enhance our existing product:
new products have reliability or quality problerosr performance may be impacted by reduced ortigler manufacturing costs, delays in
acceptance and payment for new products and addits@rvice and warranty expenses.

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

Historically, a significant portion of our revenimeany particular period has been attributablealesof our disk sputtering systems to a
limited number of customers. This concentratiogugtomers, when combined with changes in the ciat@mapecific capacity plans and
market share shifts can lead to extreme variahilitgur revenue and financial results from periogériod.
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The concentration of our customer base may enalbrleustomers to demand pricing and other termsvanédle to Intevac, and makes
us more vulnerable to changes in demand by a giuetomer. Orders from a relatively limited numbemanufacturers have accounted for,
and will likely continue to account for, a substahportion of our revenues. The loss of one obthkarge customers, or delays in purchasing
by them, could have a material and adverse effecuw revenues.

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

In the market for our disk sputtering systems, wgeeience competition primarily from Canon Anelwdyich has sold a substantial
number of systems worldwide. In the PV equipmentketa Intevac faces competition from large estélgidscompetitors including Eteris,
Centrotherm Photovoltaics, Amtech, Jusung and VateAne. In the market for our military imaging puots we experience competition
from companies such as Exelis and L-3 CommunicatiS8oeme of our competitors have substantially grefatancial, technical, marketing,
manufacturing and other resources than we do, edlyeia the PV equipment market. Our competitorgyndevelop enhancements to, or
future generations of, competitive products th&rofuperior price or performance features, and campetitors may enter our markets and
develop such enhanced products. Moreover, compefidir our customers is intense, and our compsttiare historically offered substantial
pricing concessions and incentives to attract agtamers or retain their existing customers.

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

Our quarterly revenues and common stock price Ractuated significantly. We anticipate that ouveaues, operating margins and
common stock price will continue to fluctuate fovariety of reasons, including: (1) changes indemand, due to seasonality, cyclicality and
other factors in the markets for computer systestisage subsystems and consumer electronics cogalisks our customers produce with
our systems; (2) delays or problems in the intrtidncand acceptance of our new products, or dglieéexisting products; (3) timing of
orders, acceptance of new systems by our custasneencellation of those orders; (4) new produsgsyices or technological innovations by
our competitors or us; (5) changes in our manufamjcosts and operating expense; (6) changesnargeeconomic, political, stock market
and industry conditions; and (7) any failure of operating results to meet the expectations ofstment research analysts or investors.

Any of these, or other factors, could lead to vibitptand/or a rapid change in the trading priceoaf common shares. In the past,
securities class action litigation has been in&idagainst companies following periods of volgtiln the market price of their securities. Any
such litigation, if instituted against Intevac, tbresult in substantial costs and diversion of aggament time and attention.

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

Economic conditions worldwide have contributed ¢ézmtased spending by our customers and a slowdotie ihard disk drive
industry. These factors have adversely impactedparating results and have caused us to be caudlmut our future outlook. Our
customers also continue to remain cautious abeuttionomy. Negative macroeconomic and global remesy factors, further volatility or
disruption in the capital and credit markets otHar uncertainty or weakening in key markets cawddatively impact spending for our
products and may materially adversely affect owiress, operating results and financial condition.

In addition, while we intend to finance operatiavith existing cash and cash flow from operatiohagicessary, we may require
financing to support our continued operations. Buthe existing uncertainty in the capital and @rawarkets, our access to capital may no
available on terms acceptable to us or at all.
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We may not be able to obtain export licenses frdra U.S. government permitting delivery of our procts to international customers.

Many of our products, especially Photonics’ produotquire export licenses from U.S. governmenheigs under the Export
Administration Act, the Trading with the Enemy Aaft1917, the Arms Export Act of 1976 or the Intdfomal Traffic in Arms Regulations.
These regulations limit the potential market fomgoof our products. We can give no assurance thatibe successful in obtaining all the
licenses necessary to export our products. Heightgovernment scrutiny of export licenses for degarelated products has resulted in
lengthened review periods for our license appliceti Exports to countries that are not consideyetthéd U.S. government to be allies are
likely to be prohibited, and even sales to U.Seslinay be limited. Failure to comply with expoohtrol laws, including identification and
reporting of all exports and re-exports of contrdltechnology or exports made without correct keeapproval or improper license use could
result in severe penalties and revocation of lieenBailure to obtain export licenses, delays aiong licenses, or revocation of previously
issued licenses would prevent us from selling ffected products outside the United States anddcoedatively impact our results of
operations.

The Photonics business is dependent on U.S. govemmincontracts, which are subject to fixed pricinggmediate termination and a
number of procurement rules and regulations.

We sell our Photonics products and services diréotthe U.S. government, as well as to prime @anttrrs for various U.S. government
programs. The U.S government is considering sicguifi changes in the level of existing, follow-orreplacement programs. We cannot
predict the impact of potential changes in priestdue to military transformations and/or the ratfrfuture war-related activities. A shift of
government priorities to programs in which we do pearticipate and/or reductions in funding for loe termination of programs in which we
do participate, unless offset by other programsappbrtunities, could have a material adverse effamur financial position, results of
operations, or cash flows.

Funding of multi-year government programs is sutfi@congressional appropriations, and there iguarantee that the U.S.
government will make further appropriations, patcly given the U.S. government’s recent focuspending in other areas and spending
reductions. Sales to the U.S. government and isepcontractors may also be affected by changpsoicurement policies, budget
considerations and political developments in théddhStates or abroad. For example, if the U.Segawent is less focused on defense
spending or there is a decrease in hostilities,aehfior our products could decrease. The lossrafifig for a government program would
result in a loss of future revenues attributabléhtd program. The influence of any of these fagtarhich are beyond our control, could
negatively impact our results of operations.

A significant portion of our U.S. government reveris derived from fixed-price development and pudidun contracts. Under fixed-
price contracts, unexpected increases in the oatdvelop or manufacture a product, whether duleaocurate estimates in the bidding
process, unanticipated increases in material caisced production volumes, inefficiencies or ofaetors, are borne by us. We have
experienced cost overruns in the past that hawdteesin losses on certain contracts, and may éxpeg additional cost overruns in the fut
We are required to recognize the total estimatqmhohof cost overruns in the period in which they farst identified. Such cost overruns
could have a material adverse effect on our restiligperations.

Generally, government contracts contain provisjpegnitting termination, in whole or in part, withqarior notice at the government’s
convenience upon the payment of compensation anlwérk done and commitments made at the timerafiteation. We cannot ensure that
one or more of the government contracts under wivighor our customers, operate will not be ternéidainder these circumstances. Also
cannot ensure that we, or our customers, wouldheta procure new government contracts to offsetrévenues lost as a result of any
termination of existing contracts, nor can we eaghat we, or our customers, will continue to ramaigood standing as federal contractors.

As a U.S. government contractor we must comply wjitcific government rules and regulations andsabgect to routine audits and
investigations by U.S. government agencies. If aittd comply with these rules and regulations, dsults could include: (1) reductions in
the value of our contracts; (2) reductions in anisymmeviously billed and recognized as revenuec@Bract modifications or termination;
(4) the assessment of penalties and fines; ansLfension or debarment from government contraotirsgibcontracting for a period of time
or permanently.
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Our success depends on international sales andrtt@nagement of global operations.

The majority of our revenues come from regionsidetthe United States. Most of our internationésare to customers in Asia, wh
includes products shipped to overseas operatiobsSfcompanies. We currently have manufacturicditi@s in California and Singapore
and international customer support offices in Sgaga, China, and Malaysia. We expect that inteomafi sales will continue to account for a
significant portion of our total revenue in futyrears. Certain of our suppliers are also locataside the United States.

Managing our global operations presents challeimgsding, but not limited to, those arising fro(i) global trade issues; (2) variatic
in protection of intellectual property and othegdérights in different countries; (3) concerndb$f. governmental agencies regarding pos
national commercial and/or security issues posegrbywing manufacturing business in Asia; (4) flattan of interest rates, raw material
costs, labor and operating costs, and exchangg, iatduding the weakening relative position of th&. dollar; (5) variations in the ability to
develop relationships with suppliers and other llbesinesses; (6) changes in the laws and regogtbthe United States, including export
restrictions, and other countries, as well as timérpretation and application; (7) the need tvjate technical and spares support in different
locations; (8) political and economic instabili{®) cultural differences; (10) varying governmeantentives to promote development;
(11) shipping costs and delays; (12) adverse conditn credit markets; (13) variations in tariffgiotas, tax codes and other market barriers;
and (14) barriers to movement of cash.

We must regularly assess the size, capability acation of our global infrastructure and make appete changes to address these
issues.

Changes to our effective tax rate affect our resutif operations.

As a global company, we are subject to taxatioiménUnited States, Singapore and various othertdesnSignificant judgment is
required to determine and estimate worldwide talilities. Our future effective tax rate could Bgeeted by: (1) changes in tax laws; (2) the
allocation of earnings to countries with differitax rates; (3) changes in worldwide projected ahaaemings in current and future years:

(4) accounting pronouncements; or (5) changesarv#tiuation of our deferred tax assets and ligslitAlthough we believe our tax estimates
are reasonable, there can be no assurance thfihahgetermination will not be different from thieatment reflected in our historical income
tax provisions and accruals, which could resulidditional payments by Intevac.

We booked significant tax benefits in 2008, 20021 Pand 2013 based on our belief that we could batty back losses and tax credits
to years Intevac paid income taxes and carry faii@sses and tax credits to future years whereelieved we would generate taxable
income. In 2012, the Company established a $23libmnon-cash valuation allowance against certdiits U.S. deferred tax assets based
upon an evaluation of all available objectivelyifiable evidence, including but not limited to themulative loss incurred over the three-year
period ended December 31, 2012 by the Company’sap&ations. For the year ended December 31, 20%3,2 million valuation
allowance increase for the U.S. federal deferrechsset was recorded. The establishment of thecash-valuation allowance on the
Company’s U.S. deferred tax assets did not haveémapgct on its cash, nor does such an allowanadyste the Company from utilizing its
tax losses, tax credits or other deferred tax assdtiture periods.

Intevac will need to generate approximately $54ilian of taxable income in Singapore in order tdlyf realize the foreign deferred t
assets recorded as of September 27, 2014. If geceations of future income are incorrect, we cdigdequired to establish additional
valuation allowance against some or all of therermgmaining deferred tax assets which are atatilatto our Singapore operation.

Beginning in 2007, Intevac benefitted from a takiday in Singapore which was scheduled to expirth@tend of 2015. The tax holiday
provided a lower income tax rate on income frontaiertechnology, so long as certain thresholdsusiress investment and employment
levels were met in Singapore. Intevac was granteekbaly
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termination of this tax holiday effective Januan2013 by the Singapore tax authority. This reqémsearly termination of the holiday was
due to business conditions in the hard disk busijngkich would not allow Intevac to meet the regdithresholds. The terms of the early
termination include meeting certain agreed upourtuinnual business spending and staffing leveSsrigapore. Failure to meet the terms of
the early termination could result in a claw bagkte Singapore government of tax benefits receingevious years. A claw back of all or
part of these tax benefits would adversely affectresults of operations and cash flows.

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

As a result of our acquisitions, we have signiftdatangible assets and had significant goodwilban balance sheet. We test these
assets for impairment on a periodic basis as reduand whenever events or changes in circumstamtieate that the carrying value may
be recoverable. The events or changes that cogldresus to test our intangible assets for impantigclude: a significant reduction in our
stock price, and as a result market capitalizattbanges in our estimated future cash flows, akasathanges in rates of growth in our
industry or in any of our reporting units. In theufth quarter of 2012, as a result of a declineunmarket capitalization and a reduction in
revenue expectations we recorded a goodwill impatneharge in the amount of $18.4 million. We wdhtinue to evaluate the carrying
value of our intangible assets and if we determmirtbe future that there is a potential further @mment, we may be required to record
additional charges to earnings which could matgredversely affect our financial results and coalsb materially adversely affect our
business. See Note 5 “Purchased Intangible Asseth& notes to the condensed consolidated finhstEtements for additional information
related to impairment of intangible assets.

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 féirldito replace. We do not
maintain key person life insurance on any of oupleyees. The expansion of high technology companm@tdwide has increased demand
and competition for qualified personnel, and hasen@ompanies increasingly protective of prior emeés. It may be difficult for us to loce
employees who are not subject to non-competitioreagents and other restrictions.

The majority of our U.S. operations are locate@alifornia where the cost of living and of recrngiemployees is high. Our operating
results depend, in large part, upon our abilityetiain and attract qualified management, engingenrarketing, manufacturing, customer
support, sales and administrative personnel. Furtbiee, we compete with industries such as the disiddrive, semiconductor, and solar
industries for skilled employees. Failure to retkisting key personnel, or to attract, assimitateetain additional highly qualified employe
to meet our needs in the future, could have a nahtemd adverse effect on our business, financadition and results of operations.

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

We are a manufacturing business. Purchased parssittbe the largest component of our product d@st. ability to manufacture
depends on the timely delivery of parts, componantssubassemblies from suppliers. We obtain sdrtteedkey components and
subassemblies used in our products from a singiplign or a limited group of suppliers. If any afrcsuppliers fail to deliver quality parts on
a timely basis, we may experience delays in manurfimg), which could result in delayed product deties, increased costs to expedite
deliveries or develop alternative suppliers, ouiegjredesign of our products to accommodate altara suppliers. Some of our suppliers are
thinly capitalized and may be vulnerable to failgreen recent economic conditions.

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

The success of our business depends upon theitpteQour intellectual property rights, and we oahensure that: (1) any of our
pending or future patent applications will be altmivor that any of the allowed applications willissued as patents or will issue with claims
of the scope we sought; (2) any of our patentsnaitibe invalidated, deemed unenforceable, circumtegeor challenged; (3) the rights grar
under our patents will provide competitive advaetatp us; (4) other parties will not develop simgeoducts, duplicate our products or
design around our patents; or (5) our patent rightsllectual property laws or our agreements adlequately protect our intellectual property
or competitive position.
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From time to time, we have received claims thatweeinfringing third parties’ intellectual propentghts or seeking to invalidate our
rights. We cannot ensure that third parties witlinahe future claim that we have infringed cutrenfuture patents, trademarks or other
proprietary rights relating to our products. Angiois, with or without merit, could be time-consuminesult in costly litigation, cause
product shipment delays or require us to enterrioyalty or licensing agreements. Such royaltyiagrising agreements, if required, may not
be available on terms acceptable to us.

We could be involved in litigation.

From time to time we may be involved in litigatiofivarious types, including litigation alleging fiffgement of intellectual property
rights and other claims. Litigation is expensiughjscts us to the risk of significant damages aulires significant management time and
attention and could have a material and adversetafih our business, financial condition and reseiltoperations.

We could be negatively affected as a result of exyrcontest and the actions of activist stockhokler

A proxy contest with respect to election of ourediors, or other activist stockholder activitiesylid adversely affect our business
because: (i) responding to a proxy contest and atttéons by activist stockholders can be costly time-consuming, disruptive to our
operations and divert the attention of managemeahtoair employees; (ii) perceived uncertaintiesoasur future direction caused by activist
activities may result in the loss of potential Imeésis opportunities, and may make it more diffitulattract and retain qualified personnel and
business partners; and (iii) if individuals arecédel to our Board of Directors with a specific agg@nit may adversely affect our ability to
effectively and timely implement our strategic dan

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

We have completed a number of acquisitions anddipns during our operating history. For exampie€2007, we acquired certain
assets of DeltaNu, LLC and certain assets of Gred@isplay Systems, LLC, in 2008 we acquired cargasisets of OC Oerlikon Balzers Ltd.,
in 2010 we acquired the outstanding shares of iB8IZ012 we completed the sale of certain semicatodunainframe technology assets an
2013 we completed the sale of the assets of Deltéiduhave spent and may continue to spend signifiesources identifying and pursuing
future acquisition opportunities. Acquisitions itw® numerous risks including: (1) difficulties intégrating the operations, technologies and
products of the acquired companies; (2) the diearsif our management’s attention from other busimescerns; and (3) the potential loss of
key employees of the acquired companies. Failueelieve the anticipated benefits of the prior ang future acquisitions or to successfully
integrate the operations of the companies we aequiuld have a material and adverse effect on asinbss, financial condition and result
operations. Any future acquisitions could also heisupotentially dilutive issuance of equity seitiess, acquisition or divestiture-related write-
offs or the assumption of debt and contingent ligédé. In addition, we have made and will continaeconsider making strategic divestitures.
With any divestiture, there are risks that futupemting results could be unfavorably impactedrifieted objectives, such as cost savings, are
not achieved or if other business disruptions oesua result of the divestiture or activities redato the divestiture.

We are subject to risks of non-compliance with emvimental and other governmental regulations.

We are subject to a variety of governmental regaiatrelating to the use, storage, discharge, hagpdtmission, generation,
manufacture, treatment and disposal of toxic oewtise hazardous substances, chemicals, materialaste. If we fail to comply with
current or future regulations, such failure cowdduit in suspension of our operations, alteratioouo manufacturing process, remediation
costs or substantial civil penalties or criminakfs against us or our officers, directors or emggy Additionally, these regulations could
require us to acquire expensive remediation oregthaint equipment or to incur substantial expensesrnly with them.
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We are also subject to a variety of other governaiergulations and may incur significant costaisged with the compliance with
these regulations. For example rules adopted b$H@ to implement the Dodd-Frank Wall Street Refard Consumer Protection Act
impose diligence and disclosure requirements regauttie use of “conflict” minerals mined from themocratic Republic of Congo and
adjoining countries in the products we manufact@@npliance with these regulations is likely toulegn additional costs and expenses or
may affect the sourcing and availability of the gaments used in the products we manufacture.

Business interruptions could adversely affect oyserations.

Our operations are vulnerable to interruption log,fearthquake, floods or other natural disastearantines or other disruptions
associated with infectious diseases, national tafase, terrorist activities, war, disruptions imr@omputing and communications
infrastructure due to power loss, telecommunicati@@ilure, human error, physical or electronic siggireaches and computer viruses, and
other events beyond our control. We do not havetaildd disaster recovery plan. Despite our implaaiéon of network security measures,
our tools and servers may be vulnerable to commitgses, break-ins and similar disruptions fronawthorized tampering with our computer
systems and tools located at customer sites. €allitistability could cause us to incur increasests in transportation, make such
transportation unreliable, increase our insuransgscor cause international currency markets widhite. All these unforeseen disruptions
instabilities could have the same effects on oppbers and their ability to timely deliver theirqulucts. In addition, we do not carry suffici
business interruption insurance to compensaterna|ftosses that may occur, and any losses or damiacurred by us could have a material
adverse effect on our business and results of tipesaFor example, we self-insure earthquake ticause we believe this is the prudent
financial decision based on the high cost of thetéd coverage available in the earthquake inseramarket. An earthquake could
significantly disrupt our operations, most of whimte conducted in California. It could also sigrafitly delay our research and engineering
effort on new products, most of which is also castdd in California. We take steps to minimize taenége that would be caused by business
interruptions, but there is no certainty that ofiorés will prove successful.

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

Pursuant to Section 404 of the Sarbanes-Oxley A2002, our management must perform evaluatiormiointernal control over
financial reporting. Beginning in 2004, our FormKMas included a report by management of theesssaent of the adequacy of such
internal control. Additionally, our independent istgred public accounting firm must publicly attesthe effectiveness of our internal control
over financial reporting.

We have completed the evaluation of our internatrads over financial reporting as required by 88td04 of the Sarbanes-Oxley Act.
Although our assessment, testing, and evaluatisutel in our conclusion that as of December 31320ur internal controls over financial
reporting were effective, we cannot predict thecoate of our testing in future periods. Ongoing cthamze with this requirement is complex,
costly and time-consuming. If Intevac fails to ntain effective internal control over financial repog; our management does not timely
assess the adequacy of such internal control; mindependent registered public accounting firmsdeet deliver an unqualified opinion as to
the effectiveness of our internal control over fioial reporting, then we could be subject to resteent of previously reported financial
results, regulatory sanctions and a decline irpth#ic’s perception of Intevac, which could have a maktard adverse effect on our busint
financial condition and results of operations.
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ltem 2.  Unregistered Sales of Equity Securities and UsdPobceed:

The following table provides information as of Sapber 27, 2014 with respect to the shares of constank repurchased by Intevac
during the third quarter of fiscal 2014.

Total Maximum
Number of Dollar
Shares Value of
Purchased Shares
Total as Part of That May
Number of Average Publicly Yet be
Price Paic Aggregate Announcec Purchased
Shares Under
Purchasec per Share Price Paid Program* the Program*
(in thousands, except per share date
Month #1
June 29, 2014 to July 26, 20 32C $ 7.1¢ $ 2,31 32( $ 24,53(
Month #2
July 27, 2014 to August 23, 20 214 $ 6.5: $ 1,40¢ 214 $ 23,12
Month #3
August 24, 2014 to September 27, 2 338 $ 6.8: $ 2,28t 33¢ $ 20,83t

* On November 21, 2013, the Board of Directors apgta stock repurchase program authorizing up ta0$3dlion in repurchase:

Item 3.  Defaults upon Senior Securitie
None.

Item 4.  Mine Safety Disclosure

Not applicable.

ltem 5.  Other Information

None.

ltem 6.  Exhibits
The following exhibits are filed herewith:

Exhibit

Number Description

10.1 Change in Control Agreement with Jay Cho dated bées 10, 2013. -

311 Certification of President and Chief Executive ©fi Pursuant to Section 302 of-
Sarbane-Oxley Act of 2002

31.2 Certification of Executive Vice President, Finarseel Administration, Chief Financial Officer, Treasuand Secretary
Pursuant to Section 302 of the Sarb-Oxley Act of 2002

32.1 Certifications Pursuant to U.S.C. 1350 Adopted ®am$ to Section 906 of the Sarbz-Oxley Act of 2002

101.INS XBRL Instance Documer
101.SCt XBRL Taxonomy Extension Schen
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101.CAL
101.DEF
101.LAB
101.PRE

XBRL Taxonomy Extension Calculation Linkbase Docutr
XBRL Taxonomy Extension Definition Linkbase Docurh
XBRL Taxonomy Extension Label Linkbase Docum

XBRL Taxonomy Extension Presentation Linkbase Doent

+ Management compensatory plan or arrangement rebdriee filed as an exhib
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly caussdréport to be signed on its behalf
by the undersigned thereunto duly authorized.

INTEVAC, INC.

Date: October 28, 201

By: /s WENDELL BLONIGAN
Wendell Blonigar
President, Chief Executive Officer and Direc
(Principal Executive Officer

Date: October 28, 201

By: /s/ CHARLES EDDY
Charles Edd
Interim Chief Financial Officer, Treasurer and Sxary
(Principal Financial and Accounting Office
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1.2

Exhibit 10.1
Change in Control Agreement

Definition: For purposes of this Agreement, “Change of Contnefans occurrence in a single transaction or eriasof related
transactions of any one or more of the followingree:

(&) Any person (within the meaning of Section 18did14(d) of the Securities Exchange action of4, %% amended) other than
Intevac, Inc. or a company, partnership or entitwhich Intevac holds, directly or indirectly, abbkt a 50% equity interest (an
“Intevac Entity”) becomes the owner, directly odirectly, of securities of the Company representimge than fifty (50%) of the
combined voting power of the Company’s then outditssn securities other than by virtue of a mergensolidation or similar
transaction

(b) thereis consummated a merger, consolidatiinoitar transactions involving (directly or indaty ) the Company and not
involving Intevac, Inc. or an Intevac, Inc. Entignd, immediately after the consummation of suchgere consolidation or similar
transaction, the stockholders of the Company imatet)i prior thereto do not own, directly or inditlgc outstanding voting
securities representing more than fifty percen#p0f the combined outstanding voting power ofsheviving entity in such
merger, consolidation or similar transaction or entbran fifty percent (50%) of the combined outstagdoting power of the
parent of the surviving entity in such merger, adigtion or similar transaction;

(c) thereis consummated a sale, lease, licensther disposition of all or substantially all okthonsolidated assets of the Company
and its subsidiaries, other than a sale, leasmsie or other disposition of all or substantiallyofthe consolidated assets of the
Company and its subsidiaries to (i) Intevac, Irrcam Intevac Inc. Entity or (ii) any entity, motean fifty percent (50%) of the
combined voting power of the voting securities diieth are owned by stockholders of the Company bstntially the same
proportions as their ownership of the Company imiatety prior to such sale, lease, license or otligposition.

Termination After a Change in Control. IN theet that within twelve (12) months following a Glgg in Control, the Company
terminates your employment without Cause (as défivedow) or you resign for Good Reason (as deflmddw) (a Change in Control
Termination), (a) the Company will provide you wiéverance in the amount of twelve (12) monthsooi yhen existing base salary,
less payroll deductions and all required withhaigdinpaid either (at the Company'’s discretion) inmap sum or in a regular payments at
equal intervals over a period of time not longeamtiwelve (12) months, and (b) all options held/by shall have their vesting
accelerated such that all options are fully vested exercisable as of the date of the Change ofr@adrermination (the “Acceleratioi)”’
As a precondition of receiving the payments ancefisnunder this paragraph, you must first sign alfolv to become effective a
general release of claims in favor of the Compang form acceptable to the Company. Notwithstanthegoregoing, you shall not be
entitled to any of the payments and benefits utidemparagraph upon the termination your employmétit the company in connection
with your becoming an employee of Intevac, Incaorintevac, Inc. Entity and the terms of this S®tfi.2 with respect to the
termination of your employment with the Companylsagply to your employment with Intevac Inc. orchuntevac Inc. Entity, mutatis
mutandis



1.3 Definition of “Cause”. For purposes of this A&gment, “Cause” shall mean the occurrence of omeooe of the following: (a) your
indictment or conviction of any felony or crime mlving moral turpitude or dishonesty; (b) your papation in any fraud against he
company or its successor; (c) breach of your datidee Company or its successor, including, withimoitation, persistent
unsatisfactory performance of job duties; (d) ititemal damage to any property of the company csutcessor; (e) willful conduct that
is demonstrably injurious to the Company or itscessor, monetarily or otherwise; (f) breach of aggeement with the Company or its
successor, including your Proprietary information énventions Agreement; or (g) conduct by you thahe good faith and reasonable
determination of the company demonstrates grosmess to serve. Physical or mental disability eatti shall not constitute Cause
hereunder

1.4 Definition of “Good Reason”. For purposes daf thgreement, your voluntary termination of empl@mhwith the company will be
considered a termination for “Good Reason” if yesign your employment because one of the follovewents occurs without your
consent: (a) a reduction of your then existing ahivase salary by more than ten percent (10%)ssrlee then existing base salaries of
other executive officers of the Company are acewigireduced; (b) a material reduction in the pgekaf benefits and incentives, tal
as a whole, provided to you (not including raisiiggmployee contributions to the extent of any @osteases imposed by third parties),
except to the extent that such benefits and ineestdf the other executive officers of the Compargysimilarly reduced; (c) assignmi
to you of any duties or any limitation of your resgibilities substantially inconsistent with yowrsition, duties, responsibilities and
status with the company immediately prior to theed# the Change in Control; or (d) relocationtu# principal place of your
employment to a location that is more than six@y) (@iles from your principal place of employmennirediately prior to the date of the
Change of Contro

1.5 Limitation on Payments. If any payment or bénefu would receive pursuant to a Change in Cdritnon the company or otherwise
(“Payment”) would (i) constitute a “parachute payrievithin the meaning of Section 280Gof the Code, @indbut for this sentence, |
subject to the excise tax imposed by Section 4938e0Code (the “Excise Tax"), then such Paymeatid¥e equal to the Reduced
Amount, the “Reduced Amount” shall be either (3¢ thrgest portion of the Payment that would reisutio portion of the Payment
being subject to the Excise Tax or (y) the largestion, up to and including the total, of the P&y whichever amount, after taking
into account all applicable federal, state andllecaployment taxes, income taxes and the Excise(@lagomputed at the highest
applicable marginal rate), results in your receiptthe after-tax basis, of the greater amounth®fayment notwithstanding that all or
some portion of the Payment may be subject to #uisE Tax. If a reduction in payments or benefitastituting “parachute payments”
is necessary so that t
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Payment equals the Reduced Amount, reduction sbellr in the following order unless you elect iriting a different order (provided,
however, that such election shall be subject tor@agproval if made on or after the effective daftéhe event that triggers the
Payment): reduction of cash payments; cancellaifokcceleration; reduction of employee benefitstHa event that Acceleration is to
be reduced, it shall be cancelled in the reverderasf the date of grant of your Options (i.e.Jieat granted Option cancelled last)
unless you elect in writing a different order fancellation

The accounting firm engaged by the Company for geradit purposes as of the day prior to the éffeaate of the Change in control
shall perform the foregoing calculations, if the@anting firm so engaged by the Company is seraggccountant or auditor for the
individual, entity or group effecting the Changedontrol, the Company shall appoint a nationallyognized accounting firm to make
the determinations required hereunder. The Comphaly bear all expenses with respect to the detertioins by such accounting firm
required to be made hereunder.

The accounting firm engaged to make the deternunathereunder shall provide its calculations, togietvith detailed supporting
documentation, to you and the Company within fifté€5) calendar days after the date on which yigint to a Payment is triggered (if
requested at the time by you or the Company) dn stiwer time as requested by you or the Comparthielficcounting firm determines
that no Excise Tax is payable with respect to aniemy, either before or after the application of Regluced Amount, it shall furnish y:
and the Company with an opinion reasonably accéptatyou that no Excise Tax will be imposed wiélspect to such Payment. Any
good faith determinations of the accounting firmda&ereunder shall be final, binding and conclusjpen you and the Company.

General Provisions

Severability. Whenever possible, each provisioihis Agreement will be interpreted in such anmer as to be effective and valid under
applicable law, but if any provision of this Agreent is held to be invalid, illegal or unenforceaisl@ny respect under any applicable
law or rule in any jurisdiction, such invaliditylegality or unenforceability will not affect anytteer provision or any other jurisdiction,
but such invalid, illegal or unenforceable provisigill be reformed, construed and enforced in gucdisdiction so as to render it valid,
legal and enforceable consistent with the interthefparties insofar as Possit

Entire Agreement. This Agreement, together WithProprietary Information and Inventions Agreameonstitutes the entire and
exclusive agreement between you and the Companlit anpersedes any prior agreement, promise, septation, or statement, writt
or otherwise, between you and the Company withrcetgathis subject matter. It is entered into witheeliance or any promise,
representation, statement or agreement other tiwese texpressly contained or incorporated herephjtazannot be modified or amend
except in writing signed by you and a duly authediofficer of the Compan'



2.3 Successors and Assigns. This Agreement isdetkto bind and inure to the benefit of and be fable by you, the company and your
and its respective successors, assigns, heirgjtexe@nd administrators, except that you may ssiga any of your duties hereunder
and you may not assign any of your rights hereundtiout the written consent of the Company, whsthall not be withheld

unreasonably

2.4 Governing Law. All questions concerning thestaiction, validity and interpretation of this Agraent will be governed by the law of
the State of California as applied to contracts enad to be performed entirely within Califorr

To indicate your acceptance of the Company’s afemployment, please sign and date this AgreerueatProprietary Information and
Inventions Agreement and return the signed docusnterne.

Sincerely,

/s/ Kimberly Burk

Kimberly Burk

Vice President, Human Resources

Intevac Inc.

Accepted and agreed:

/sl Jay Cho 12/10/2013
Jay Chc Date




Exhibit 31.1

I, Wendell Blonigan certify that:

1.
2.

5.

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

Based on my knowledge, this report does notaiominy untrue statement of a material fact or dongttate a material fact necessary to
make the statements made, in light of the circuntets.under which such statements were made, nigadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer(s) anare responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @defined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and hay

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procedaoitee 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, particularlyidg the period in which this report is being pneszh

(b) Designed such internal control over financégdarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atmuoce with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presentesi report our conclusions
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period cougyeldis report based on such
evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportititat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an a@imaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finaiceporting; and

The registrant’s other certifying officer(s) anldlave disclosed, based on our most recent evaituat internal 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 cootrer 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 si@mifiole in the registrant’s
internal control over financial reporting.

Date: October 28, 2014

/sl WENDELL BLONIGAN
Wendell Blonigar
President, Chief Executive Officer and Direc




Exhibit 31.Z

I, Charles Eddy certify that:

1.
2.

5.

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

Based on my knowledge, this report does notaiominy untrue statement of a material fact or dongttate a material fact necessary to
make the statements made, in light of the circuntets.under which such statements were made, nigadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer(s) anare responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @defined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and hay

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procedaoitee 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, particularlyidg the period in which this report is being pneszh

(b) Designed such internal control over financégdarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atmuoce with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presentesi report our conclusions
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period cougyeldis report based on such
evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportititat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an a@imaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finaiceporting; and

The registrant’s other certifying officer(s) anldlave disclosed, based on our most recent evaituat internal 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 cootrer 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 si@mifiole in the registrant’s
internal control over financial reporting.

Date: October 28, 2014

/s/ CHARLES EDDY
Charles Edd
Interim Chief Financial Officer, Treasurer and Sxary




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, Wendell Blonigan, certify, pursuant to 18 U.SS&ction 1350, as adopted pursuant to Section Bi& Garbanes-Oxley Act of 2002,
that the Quarterly Report of Intevac, Inc. on FA®Q for the quarterly period ended September @74 2ully complies with the
requirements of Section 13(a) or 15(d) of the SéearExchange Act of 1934 and that informationtedmed in such Form 10-Q fairly
presents in all material respects the financiabl@wn and results of operations of Intevac, Inc.

Date: October 28, 2014

/s/ WENDELL BLONIGAN
Wendell Blonigar
President, Chief Executive Officer and Direc

I, Charles Eddy, certify, pursuant to 18 U.S.C.tBecl350, as adopted pursuant to Section 906eoBtrbanes-Oxley Act of 2002, that
the Quarterly Report of Intevac, Inc. on Form 1®e@the quarterly period ended September 27, 20y ¢omplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeof 1934 and that information contained in suohnfr 10-Q fairly presents in all material
respects the financial condition and results ofrapens of Intevac, Inc.

Date: October 28, 2014

/s/ CHARLES EDDY
Charles Edd
Interim Chief Financial Officer, Treasurer and Sxary

A signed original of this written statement reqdil®y Section 906 has been provided to Intevac,dnd.will be retained by Intevac, Ir
and furnished to the Securities and Exchange Cosioni®r its staff upon reque:



