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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

FORM 10-Q

(MARK ONE)

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

For the quarterly period ended July 2, 2011

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

Commission file number 0-26946

INTEVAC, INC.

(Exact name of registrant as specified in its chaetr)

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

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

Registrant’s telephone number, including area codeg408) 986-9888

Indicate by check mark whether the regist(ahtas filed all reports required to be filed bgc8on 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was redquodile such reports), and (2) has been
subject to such filing requirements for the past@g9s.M YesO No

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

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

Large accelerated filed Accelerated filel Non-accelerated filed Smaller reporting compar
(Do not check if a smaller reporting compée
Indicate by check mark whether the registiaiat shell company (as defined in Rule 12b-2 ofAbg. 0 YesM No
On August 2, 2011, 22,881,536 shares of trggdRant's Common Stock, $0.001 par value, werstantding.
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PART I. FINANCIAL INFORMATION

Iltem 1. Financial Statements

INTEVAC, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS
Current asset:
Cash and cash equivalel
Shor-term investment
Trade, note and other accounts receivable, ndtaviances of $55 at both July 2, 2011 and Decerflh¢
2010
Inventories
Prepaid expenses and other current a:
Deferred income tax asse¢
Total current asse
Property, plant and equipment, |
Long-term investment
Goodwill
Other intangible assets, net of amortization 00%3,at July 2, 2011 and $1,801 at December 31,
Deferred income taxes and other I-term asset

Total asset

LIABILITIES AND STOCKHOLDERS ' EQUITY

Current liabilities:
Accounts payabl
Accrued payroll and related liabilitit
Other accrued liabilitie
Customer advance
Total current liabilities
Other lon¢-term liabilities
Stockholder equity:
Common stock, $0.001 par val
Additional pait-in capital
Accumulated other comprehensive inca
Retained earning
Total stockholder equity
Total liabilities and stockholde’ equity

July 2, December 31
2011 2010
(Unaudited)

(In thousands, except

par value)

$ 31,89( $ 109,52
43,17: 4,99
26,36( 25,911
19,19( 20,67
7,08¢ 6,63(
3,44t 3,12¢
131,14( 170,85(
15,30: 13,91¢
48,22¢ 22,86¢
18,38¢ 18,38¢
6,71z 6,98¢
22,18¢ 18,76¢
$241,95¢ $ 251,77

$ 5,81¢ $ 5,56

4,98¢ 11,36¢
11,06¢ 11,10
7,101 4,86
28,961 32,89¢
11,37¢ 11,63(
23 23
143,62! 139,82«
474 25E
57,49: 67,14:
201,61 207,24
$241,95¢ $ 251,77:

Note: Amounts as of December 31, 2010 are derir@d the December 31, 2010 audited consolidatedhdiiahstatement:

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

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Three Months Ended

July 2,
2011
Net revenues
Systems and componel $25,73¢
Technology developmel 1,851
Total net revenue 27,58t
Cost of net revenue
Systems and componel 16,44(
Technology developmel 1,00¢
Total cost of net revenus 17,44¢
Gross profi 10,13
Operating expense
Research and developm 8,29(
Selling, general and administrati 6,50¢
Total operating expens: 14,79¢
Income (loss) from operatiol (4,6617)
Interest income and other, r 16¢
Income (loss) before income tax (4,492)
Provision for (benefit from) income tax (1,879
Net income (loss $ (2,619
Net income (loss) per shai
Basic $ (0.1)
Diluted $ (0.11)
Weighted average common shares outstant
Basic 22,85
Diluted 22,85

See accompanying notes to the condensed consadlifiaséacial statements.
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Six Months Ended

July 3, July 2, July 3,
2010 2011 2010
(Unaudited)
(In thousands, except per share amounts)

$63,96" $ 41,228 $ 92,87¢
4,631 3,78¢ 8,86:
68,59¢ 45,00¢ 101,74(
36,42t 26,05 52,325
3,13¢ 2,431 5,901
39,56« 28,49( 58,22¢
29,03« 16,51¢ 43,517
7,011 17,30z 13,55¢
7,55¢ 13,39¢ 14,12°¢
14,56¢ 30,69¢ 27,68(
14,46°¢ (14,179 15,83:
72 29¢ 463
14,531 (13,880 16,29¢
2,20( (4,230 2,52¢
$12,33; $ (9,650 $ 13,767
$ 0.5t $ (0.42 $ 0.6z
$ 054 $ (0.42) $ 0.6C
22,28¢ 22,78¢ 22,241
22,93: 22,78¢ 22,95:¢
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INTEVAC, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities
Net income (loss

Adjustments to reconcile net income (loss) to rRehcand cash equivalents provided by (used inatipgr

activities:

Depreciation and amortizatic

Net amortization of investment premiums and dis¢t®
Loss on sale of investmer

Equity-based compensatic

Change in the fair value of acquisit-related contingent considerati

Deferred income taxe

Loss (gain) on disposal of equipm

Changes in operating assets and liabili
Total adjustment

Net cash and cash equivalents provided by (useob@jating activitie:

Investing activities

Purchases of investmer

Proceeds from sales and maturities of investrr

Proceeds from sale of equipm

Purchases of leasehold improvements and equip

Net cash and cash equivalents provided by (useidveyting activities
Financing activities

Net proceeds from issuance of common s

Net cash and cash equivalents provided by finanaatigities
Effect of exchange rate changes on cash and casaénts
Net increase (decrease) in cash and cash equis

Cash and cash equivalents at beginning of p¢

Cash and cash equivalents at end of pe

See accompanying notes to the condensed consadlifiaéacial statements.
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Six months ended

July 2, July 3,
2011 2010
(Unaudited)
(In thousands)

$ (9,650 $ 13,767
2,82¢ 2,92:
571 —
15C —
2,04¢ 1,58¢
57:¢ —
(4,739 2,09¢
(109) 122

(3,29) (20,396
(1,979 (13,679
(11,629 92

(87,040 (2,999
23,008 13,20(
241 —
(4,06¢) (2,349
(67,777) 7,85¢
1,75¢ 1,231
1,75¢ 1,231
16 33
(77,63() 9,21¢
109,52 17,59:
$ 31,89( $ 26,807
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

1. Basis of Presentation

In the opinion of management, the unauditéerim condensed consolidated financial statemehmitstevac, Inc. and its subsidiaries (Inte’
or the Company) included herein have been preparexdbasis consistent with the December 31, 20@Realiconsolidated financial stateme
and include all material adjustments, consistingarimal recurring adjustments, necessary to fairgsent the information set forth therein.
These unaudited interim condensed consolidateddiabstatements should be read in conjunction thighaudited consolidated financial
statements and notes thereto included in Intevacisial Report on Form 10-K for the fiscal year ethidecember, 31, 2010 (2010 Form 10-
K). Intevac’s results of operations for the thred aix months ended July 2, 2011 are not necegsadilcative of future operating results.

The preparation of financial statements infeonity with accounting principles generally acasgpin the United States of America requires
management to make judgments, estimates and asenmfitat affect the amounts reported in the fifgrstatements and accompanying nc
Actual results could differ materially from thos&timates.

2. New Accounting Pronouncements

In June 2011, the Financial Accounting Stadsl@oard (“FASB”) issued Accounting Standards UpdaéASU”) No. 2011-05,
“Comprehensive Income (Topic 220)—Presentation@h@rehensive Income” (“ASU 2011-05"), to requireeantity to present the total of
comprehensive income, the components of net incamthe components of other comprehensive incatimerén a single continuous
statement of comprehensive income or in two sepdrat consecutive statements. ASU 2011-05 eliménidte option to present the
components of other comprehensive income as pénedatatement of equity. ASU 2011-05 is effecfimeinterim and annual periods
beginning after December 15, 2011 and should bkeappetrospectively. Intevac does not expect thepgion of ASU 2011-05 to have a
significant effect on its consolidated financiatsiments.

In May 2011, the FASB issued ASU No. 2011-@mendments to Achieve Common Fair Value Measureraed Disclosure
Requirements in U.S. GAAP and IFRSs,” which ameh8€ 820, “Fair Value Measurement,” (“ASU 2011-04The amended guidance
changes the wording used to describe many requiresne U.S. GAAP for measuring fair value and factbsing information about fair value
measurements. Additionally, the amendments clanigyFASB’s intent about the application of existfag value measurement requirements.
The guidance provided in ASU 2011-04 is effectioeifterim and annual periods beginning after Ddoeri5, 2011 and is applied
prospectively. Intevac does not expect the adopifdhese provisions to have a significant effetite consolidated financial statements.

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

July 2, December 31
2011 2010
(In thousands)
Raw materials $10,22: $ 13,37(
Work-in-progress 5,252 5,29t
Finished good 3,717 2,00¢
$19,19( $ 20,67

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

6
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

4. Equity-Based Compensation

At July 2, 2011, Intevac had equity-based awautstanding under the 2004 Equity Incentive Pilam “2004 Planand the 2003 Employ:
Stock Purchase Plan (the “ESPP”). Intevac’s stolddre approved both of these plans.

The 2004 Plan permits the grant of incentivaan-statutory stock options, restricted stoctcktappreciation rights, performance units and
performance shares. During the three months endg®,2011, Intevac granted 514,000 stock optisitls an estimated total grant-date fair
value of $3.1 million, including 2,000 shares gehto a consultant with a grant date fair valu8f,000. Of this amount, estimated awards of
$722,000 are not expected to vest. During the threrths ended July 3, 2010, Intevac granted 50868k options with an estimated total
grant-date fair value of $3.3 million, includind®p shares granted to a consultant with a graetfdatvalue of $13,000. Of this amount,
estimated awards of $769,000 are not expectedsio BDering the six months ended July 2, 2011, lategranted 540,000 stock options with an
estimated total grant-date fair value of $3.3 miilli Of this amount, estimated awards of $768,08(at expected to vest. During the six
months ended July 3, 2010, Intevac granted 5956k options with an estimated total grant-daeviaue of $4.0 million. Of this amount,
estimated awards of $964,000 are not expectedsio ve

The ESPP provides that eligible employees maghase Intevac’s common stock through payroludédns at a price equal to 85% of the
lower of the fair market value at the beginningtad applicable offering period or at the end ofreapplicable purchase interval. Offering
periods are generally two years in length, and isbo$ a series of six-month purchase intervalgyiBlle employees may join the ESPP at the
beginning of any six-month purchase interval. Dgiine six months ended July 2, 2011, Intevac gdaptechase rights with an estimated total
grant-date fair value of $1.3 million. During thig smonths ended July 3, 2010, Intevac granted @msgehights with an estimated total grant-
date fair value of $48,000.

Compensation Expense
The effect of recording equity-based compeasdbr the three and six months ended July 2, 20id July 3, 2010 was as follows:

Three Months Ended Six Months Ended
July 2, 2011 July 3, 201( July 2, 201 July 3, 201(

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

Stock options $ 761 $ 85¢ $ 1,49 $ 1,34C
Employee stock purchase pl 323 111 554 241
Total equit-based compensatic 1,08¢ 96¢€ 2,04¢ 1,58:
Tax effect on equit-based compensatic (299 (309 (562) (502
Net effect on net income (los $ 791 $ 657 $ 1,48¢ $ 1,081

Valuation Assumptions

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

The weighted-average estimated value of eng@®gock options granted during the three monttecetduly 2, 2011 and July 3, 2010 was
$6.07 per share and $6.46 per share, respectiVietyweighted-average estimated value of employesk sfptions granted during the six
months ended July 2, 2011 and July 3, 2010 wa$tel share and $6.79 per share, respectivelywEighted-average estimated fair value of
employee stock purchase rights granted




Table of Contents

INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

pursuant to the ESPP during the six months endgd2J2011 and July 3, 2010 was $5.18 and $4.7&pare, respectively. No purchase rights
were granted under the ESPP during either the tharehs ended July 2, 2011 or July 3, 2010. Thevidue of each option and employee
stock purchase right grant is estimated on the afageant using the Black-Scholes option valuatioodel with the following weighted-average
assumptions:

Three Months Ended Six Months Ended
July 2, July 3, July 2, July 3,
2011 2010 2011 2010
Stock Options
Expected volatility 64.6% 67.81% 64.7(% 67.94%
Risk free interest raf 1.71% 1.61% 1.7¢% 1.72%
Expected term of options (in yea 4.8 4.t 4.8 4.t
Dividend yield None None None None
Six Months Ended
July 2, 2011 July 3, 201(
Stock Purchase Right
Expected volatility 52.4(% 55.4¢%
Risk free interest raf 0.51% 0.44%
Expected term of purchase rights (in yei 1.2¢ 0.7t
Dividend yield None None

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

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

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

On November 19, 2010, Intevac acquired thsetantling shares of Solar Implant Technologies, (181T"), a privately-owned, developme
stage company, creating an ion implant module todsel in the manufacturing of photovoltaic celideVac’s primary reasons for this
acquisition were to complement its existing procaféérings and to provide opportunities for futgmwth. The preliminary aggregate purck
price was $12.4 million, which consisted of anialitash payment totaling $2.7 million and a cogeint consideration obligation with a fair
value of $9.7 million payable in cash. In connettigith the acquisition, Intevac acquired $4.0 railliof IPR&D, $43,000 of tangible assets,
and $10.5 million of goodwill and assumed $703,00tangible liabilities. Intevac also recorded &2%,000 net deferred tax liability to reflect
the tax impact of the identified intangible asshet will not generate tax deductible amortizatpense net of the future tax benefit of
acquired net operating loss carryforwards. Theevaltributable to IPR&D has been capitalized amédefinite-lived intangible asset. Goodwill
is attributable to estimated synergies arising fthmacquisition and other intangible assets thatat qualify for separate recognition.
Goodwill is not deductible for tax purposes.
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

In connection with the acquisition of SIT,dmac agreed to pay up to an aggregate of $7.0omilti cash to the selling shareholders if
certain milestones are achieved over a specifieidghentevac estimated the fair value of this dogent consideration to be in the amount of
$5.6 million based on the probability that certaiifestones would be met and the payments would ddenon the targeted dates outlined in the
acquisition agreement. On July 21, 2011, Intevader$2.4 million in payments to the selling shardkod for achievement of the first
milestone.

In connection with the acquisition of SIT,dutic also agreed to pay a revenue earnout on bisevet revenue from commercial sales of
certain products over a specified period up toggregate of $9.0 million in cash to the sellingrehalders. Intevac estimated the fair value of
this contingent consideration to be in the amodig4ol million based on probability-based forecdstvenues reflecting Intevac’'s own
assumptions concerning future revenue of SIT. Angban the estimated probabilities of revenue aahteent could have a material effect on
the statement of operations and balance sheédts ipetriod of change.

Any change in fair value of the contingent sideration subsequent to the acquisition datecisgized in operating income within the
statement of operations. The fair value of the iogeint consideration increased $273,000 and $503@tpectively for the three and six
months ended July 2, 2011.

Prior to the acquisition, Intevac had an ggunterest in SIT with a cost basis of $94,000 thas accounted for under the cost method. As a
result of revaluing Intevac’s equity interest infQin the acquisition date, the Company recognizgdia of $481,000, which was included in
other income, net, in the Consolidated Stateme@psrations during the fourth quarter of fiscal @01

Intevac accounted for the acquisition of S¢Tacbusiness combination. Under business combimatioounting, the assets and liabilities of
SIT were recorded as of the acquisition date, it tlespective fair values, and consolidated with@ompany. The preliminary purchase price
allocation is based on estimates of the fair valugssets acquired and liabilities assumed. Sulesgqa the acquisition in the fourth quarter of
fiscal 2010, Intevac paid in full $177,000 in nopes/able to certain selling shareholders assumed tie acquisition. The purchase price was
allocated as follows:

(In thousands)

Current assets (including cash of $ $ 40
Property, plant, and equipme 3
IPR&D 4,00(
Goodwill 10,48
Long-term deferred tax asse 697
Total assets acquire 15,22«
Notes payable to selle 177
Current liabilities 52¢€
Long-term deferred tax liabilitie 1,524
Total liabilities assume 2,22
Net assets acquire $12,99

The results of operations for SIT for perigd®r to the acquisition were not material to Irde\s Consolidated Statements of Operations
and, accordingly, pro forma financial informatioasnot been presented.

Goodwill and indefinite-life intangible asset® tested for impairment on an annual basis aerfrequently upon the occurrence of
circumstances that indicate that goodwill and imdtf-life intangible assets may be impaired. la tourth quarter of fiscal 2010, Intevac
performed its annual impairment analysis and tkalte of the
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

analysis indicated that Intevac’s goodwill and faged intangible assets with an indefinite usdfiMere not impaired. At July 2, 2011,
Intevac had a total of $18.4 million of goodwilldai4.1 million of indefinite-life intangible assest July 2, 2011, $10.5 million of goodwill is
attributed to the Equipment segment and $7.9 milibgoodwill is attributed to the Intevac Photangzgment.

Total amortization expense of finite-livedangibles for the three and six months ended Jud@21 was $136,000, and $271,000
respectively. As of July 2, 2011, future amortiaatexpense is expected to be $271,000 for the refeabdf 2011, $541,000 for 2012, $541,!
for 2013, $363,000 for 2014, $284,000 for 2015 $582,000 thereafter. Intangible assets by segnrergsafollows: Equipment: $5.8 million
and Intevac Photonics: $919,000.

6. Warranty

Intevac provides for the estimated cost ofreually when revenue is recognized. Integagarranty is per contract terms, and for systeoits
directly the warranty typically ranges between h& 84 months from customer acceptance. For systetfdghrough a distributor, Intevac
offers a 3 month warranty. The remainder of anyraray period is the responsibility of the distributDuring this warranty period any
defective non-consumable parts are replaced atallets at no charge to the customer. The warraatipd on consumable parts is limited to
their reasonable usable lives. Intevac uses esinapair or replacement costs along with its histbwarranty experience to determine its
warranty obligation. Intevac generally providesvaltye month warranty on its Intevac Photonics patsiuThe provision for the estimated
future costs of warranty is based upon historicat @and product performance experience. Intevaeses judgment in determining the
underlying estimates.

On the Condensed Consolidated Balance Stiketshortterm portion of the warranty provision is includedther accrued liabilities, whi
the long-term portion is included in other longrteiabilities. The expense associated with produatranties issued or adjusted is included in
cost of net revenues on the Condensed Consolid&tements of Operations.

The following table displays the activity metwarranty provision account for the three anchsiaths ended July 2, 2011 and July 3, 2010:

Three Months Ended Six Months Ended
July 2, July 3, July 2, July 3,
2011 2010 2011 2010
(In thousands)

Beginning balanc $ 3,09: $ 1,85¢ $ 3,41t $ 1,60:
Expenditures incurred under warrani (532) (529) (1,349 (1,119
Accruals for product warranties issued during gorting perioc 61¢ 1,58¢ 99¢ 2,35
Adjustments to previously existing warranty accst (52 66 62 14E
Ending balanc $ 3,12i $ 2,98¢ $ 3,12i $ 2,98¢

10
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)
The following table displays the balance shugdsification of the warranty provision accoundaly 2, 2011 and at December 31, 2010:

July 2, December 31
2011 2010
(In thousands)
Other accrued liabilitie $ 2,64t $ 2,612
Other lon¢-term liabilities 482 803
Total warranty provisiol $ 3,127 $ 3,41t

7. Guarantees
Officer and Director Indemnifications

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

Other Indemnifications

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

11
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

8. Cash, Cash Equivalents and Investments
Cash and cash equivalents, short-term invegsraand long-term investments consist of:

Cash and cash equivaler
Cash
Money market fund
Total cash and cash equivale
Shor-term investments
Certificate of deposi
Commercial pape
Corporate bonds and medi-term notes
Municipal bonds
U.S. treasury and agency securi
Variable rate demand note“VRDNs")
Total shor-term investment
Long-term investments
Corporate bonds and medi-term notes
Municipal bonds
U.S. treasury and agency securi
Auction rate securities* ARS")
Total lon¢-term investment
Total cash, cash equivalents, and investm

12

July 2, 2011
Unrealized Unrealized
Amortized Holding Holding
Cost Gains Losses Fair Value
(In thousands)
$ 20,55: $ — $ — $ 20,55
11,33¢ — — 11,33¢
$ 31,89( $ — $ — $ 31,89(
$ 25C $ — $ — $ 25C
7,991 2 — 7,99¢
16,00¢ 29 4 16,03¢
4,341 8 1 4,34¢
7,50¢ 7 — 7,51¢
7,02t — — 7,02t
$ 43,13( $ 46 $ $ 43,17:
$ 25,17 $ 55 $ 2 $ 25,22¢
1,82¢ 3 — 1,832
13,98( 61 — 14,04
7,60( — 478 7,127
$ 48,58 $ 11¢ $ 47F $ 48,22¢
$123,60: $ 16E $ 48C $123,28°
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

December 31, 2010

Unrealized Unrealized
Amortized Holding Holding
Cost Gains Losses Fair Value

(In thousands)
Cash and cash equivaler

Cash $ 22,88: $ — $ — $ 22,887

Commercial pape 2,99¢ — 1 2,99¢

Corporate bond 1,25¢ — — 1,25¢

Money market fund 82,37¢ — — 82,37¢
Total cash and cash equivale $109,52: $ — $ 1 $109,52(
Shor-term investments

Commercial pape $ 2,99t $ — $ — $ 2,99t

U.S. treasury and agency securi 1,99¢ — — 1,99¢
Total shor-term investment $ 4,99« $ — $ — $ 4,99/
Long-term investments

U.S. treasury and agency securi $ 6,97¢ $ $ — $ 6,98:¢

Corporate bonds and medi-term notes 5,61t — 5 5,61(

ARS 10,90( — 627 10,27:
Total lon¢-term investment $ 23,49: $ $ 632 $ 22,86¢
Total cash, cash equivalents, and investm $138,00¢ $ 5 $ 638 $137,38(

The contractual maturities of available-folessecurities at July 2, 2011 are presented ifialh@ving table.

Amortized
Cost Fair Value
(In thousands)
Due in one year or let $ 44,32 $ 44,35¢
Due after one through five years 42,55:; 42,67
Due after ten years(: 16,17¢ 15,70¢
$103,05: $102,73¢

(1) Includes $575,000 in par value of VRD!

(2) Includes $6.5 million in par value of VRDNs and@&million in par value of ARS
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

The following table provides the fair markeiwe of Intevac’s investments with unrealized lssbat are not deemed to be other-than
temporarily impaired as of July 2, 2011.

July 2, 2011
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 $ 2,50¢ $ 6 $ — $ —
Municipal bonds 1,21¢ 1 — —
ARS — — 7,127 473
$ 3,72¢ $ 7 $ 7,12% $ 47:

All prices for the fixed maturity securitiegciuding U.S. Treasury and agency securities, cortiaepaper, corporate bonds, VRDNs and
municipal bonds are received from independentipgisiervices utilized by Intevac’s outside investtmaanager. This investment manager
performs a review of the pricing methodologies ammlits utilized by the independent pricing servifmseach asset type priced by the vendor.
In addition, on at least an annual basis, the imvest manager conducts due diligence visits aretvigws with each pricing vendor to verify
the inputs utilized for each asset class. The digedce visits include a review of the procedupesformed by each vendor to ensure that
pricing evaluations are representative of the pitie¢ would be received to sell a security in ahedly transaction. Any pricing where the input
is based solely on a broker price is deemed tolteval 3 price. Intevac uses the pricing data ofaifrom its outside investment manager as
the primary input to make its assessments andrdetations as to the ultimate valuation of the abmentioned securities and has not made,
during the periods presented, any material adjustsrte such inputs.

VRDNSs are long-term floating rate municipahids with embedded put options that allow the bofd#rdo sell the security at par plus
accrued interest. IntevacVRDN portfolio is comprised of investments in manunicipalities, which are secured by irrevocdbtéers of cred
from major financial institutions or other highlgted companies that serve as the pledged ligudityce. Intevac can tender these VRDN
securities for sale upon notice to the broker augive payment for the tendered securities withires days.

As of July 2, 2011, Intevac’s investment palitf included ARS with an aggregate par value ab$illion. All of the ARS are student loan
structured issues, where the loans have been atgglrunder the U.S. Department of Education’s Fdeamily Education Loan Program. The
principal and interest are 97-98% reinsured byt Department of Education and the collaterabsatange from 102% to 115%. Securities
with a par value of $5.5 million are rated AAA/Aamd a security with a par value of $2.1 milliomased AAA/A3. These investments have
experienced failed auctions beginning in Febru®82 The investments in ARS will not be accessiinil a successful auction occurs, they
are restructured into a more liquid security, adyuy found outside of the auction process, owuthgerlying securities have matured. In
June 2011, the Company participated in a tender,adbld an ARS with a par value of $3.0 millionllected $2.9 million and recognized a
realized loss on the sale of $150,000.

As of July 2, 2011, there was insufficient etv&ble market information for the ARS held by irate to determine the fair value. Therefore
Level 3 fair values were estimated for these séesrby incorporating assumptions that market pigeints would use in their estimates of fair
value. At July 2, 2011, the fair value of the AR8snestimated at $7.1 million based on a valuatioHdulihan Capital Advisors, LLC using
discounted cash flow models and management appiyiegnhal analysis to the valuation. The estimafesiture cash flows are based on cer
key assumptions, such as discount rates approjoiatee type of asset and risk, which are sigaificunobservable inputs. Some of these
assumptions included credit quality, collaterali@atfinal stated maturity, estimates of the prdligtof being called or becoming liquid prior
to final maturity, redemptions of similar ARS, piews market activity for the same investment seguinpact due to extended periods
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of maximum auction rates and valuation models. &sexurities are classified as long-term assetsaasigement believes that the ARS
market will not become liquid within the next yeRotentially, it could take until the final matyriof the underlying notes (ranging from
20 years to 34 years) to realize these investmeatsrded values.

Management believes that the impairment ofARS investments is temporary, primarily due togogernment guarantee of the underlying
securities and Intevac's ability to hold these siies for the foreseeable future. Management befighat it is more likely than not that it
would not be required to sell these securities fgefloe recovery of their par amounts. A temporargairment charge results in an unrealized
loss being recorded in the other comprehensivenirrcoomponent of stockholders’ equity. Such an dizezhloss does not reduce net income
for the applicable accounting period, becausedbe is not viewed as other-than-temporary. Thefaetvaluated to differentiate between
temporary and other-than-temporary include thegmtejd future cash flows, credit ratings actions, assessment of the credit quality of the
underlying collateral. Factors considered in deteimy whether a loss is temporary include lengttiok and the extent to which the
investment's fair value has been less than thelwsss, the financial condition and near-term pecspof the issuer, including any specific
events which may influence the operations of teaés, and Intevac’s intent and ability to retaia ifivestment for a period of time sufficient to
allow for any anticipated recovery of fair values &f July 2, 2011, management has no reason tevedihat any of the underlying issuers of
Intevac’s ARS or their insurers are presently st dr that the underlying credit quality of theetssacking Intevac’s ARS has been impacted
by the reduced liquidity of these investments. Aduy 2, 2011, based on the Level 3 valuationgrentd, Intevac determined that there was a
temporary decline in fair value of its ARS of $40700).

The following table represents the fair vafigrarchy of Intevac’s assets and liabilities meaduat fair value on a recurring basis as of
July 2, 2011.

Fair Value Measurements at July 2, 2011
Total Level 1 Level 2 Level 3
(In thousands)

Assets:
Money market fund $ 11,33¢ $11,33¢ $ — $ —
Certificate of deposi 25C 25C — —
U.S. treasury and agency securi 21,55¢ 8,027 13,52¢ —
Commercial pape 7,99¢ — 7,99¢ —
Corporate bonds and medi-term notes 41,26( — 41,26( —
Municipal bonds 6,18( — 6,18( —
VRDNs 7,02t — 7,02t —
ARS 7,127 — 7,12
Total asset $102,73t $19,61¢ $75,99: $ 7,127
Liabilities:
Acquisitior-related contingent considerati $ 10,43( $  — $  — $10,43(

The following table presents the changes wel8 instruments measured on a recurring basigéthree and six months ended July 2,
2011 and July 3, 2010. The majority of Intevac’'s&le3 balances consist of investment securitiessiied as available-fasale with changes
fair value recorded in stockholders’ equity.
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Changes in Level 3 instruments (in thousands):

Three Months Ended Six Months Ended
July 2, July 3, July 2, July 3,
2011 2010 2011 2010
(In thousands)

Beginning balanc $10,28: $65,32¢ $10,27: $66,24¢
Net realized losses included in earnil (150 — (150 —
Net unrealized gains (losses) included in otherpr@mensive incom 14€ 258 154 (417)
Proceeds from tender off (2,850 — (2,850 —
Redemptions at p: (300 (3,950 (300 (4,200
Ending balanci $ 7,12i $61,63: $ 7,12i $61,63:

9. Other Comprehensive Income

The components of accumulated other compréreitecome at July 2, 2011 and December 31, 201@ we follows:

July 2, December 31
2011 2010
(In thousands)
Accumulated net unrealized holding loss on avag-for-sale investments, net of t $ (205 $ (40¢)
Foreign currency translation gai 67¢ 662
Total accumulated other comprehensive inci $ 474 $ 25E

The changes in the components of comprehensieene (loss) for the three and six month perieided July 2, 2011 and July 3, 2010 w
as follows:

Three Months Ended Six Months Ended
July 2, July 3, July 2, July 3,
2011 2010 2011 2010
(In thousands)
Net income (loss $ (2,619 $12,33" $ (9,650 $13,76"
Unrealized holding gains (losses) on availablesfale investments, net of
taxes
(Increase) decrease in unrealized holding losses/aitable-for-sale
investment 33¢ 258 31s (4179)
Income tax benefit (expens (119 (89 (110 14€
22C 164 20< (277)
Foreign currency translation gains (loss 7 13 16 33
Total comprehensive income (los $ (2,399 $12,51¢ $ (9,43)) $13,52¢
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10. Net Income (Loss) Per Share
The following table sets forth the computatadrbasic and diluted income (loss) per share:

Three Months Ended Six Months Ended
July 2, 201! July 3, 201( July 2, 201 July 3, 201(
(in thousands, except per share amounts)

Net income (loss $ (2,619 $ 12,33i $ (9,650 $ 13,76%
Weightec-average share— basic 22,85 22,28¢ 22,78¢ 22,24:
Effect of dilutive potential common shar — 64E — 71z
Weightec-average share— diluted 22,85! 22,93! 22,78¢ 22,95:
Net income (loss) per she— basic $ (0.1)) $ 0.5F $ (0.42 $ 0.6z
Net income (loss) per she— diluted $ (0.1) $ 054 $ (0.42) $ 0.6
Antidilutive shares based on employee awards erd 2,86¢ 1,55¢ 2,32¢ 1,35¢

Potentially dilutive common shares consisstudires issuable upon exercise of employee stoakngptind are excluded from the calculation
of diluted EPS when their effect would be anti-tiita.

11. Segment Reporting

Intevac’s two reportable segments are Equigiraed Intevac Photonics. Intevac’s chief operatiagision-maker has been identified as the
President and CEO, who reviews operating resultsake decisions about allocating resources andgsisgeperformance for the entire
Company. Segment information is presented based bppevac’s management organization structure dsilgf2, 2011 and the distinctive
nature of each segment. Future changes to thisaitBnancial structure may result in changesh®reportable segments disclosed.

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

Intevac derives the segment results frormitsrhal management reporting system. The accoupbttigies Intevac uses to derive reportable
segment results are substantially the same as tisaskfor external reporting purposes. Managemeaisares the performance of each
reportable segment based upon several metricsidimg) orders, net revenues and operating incomealfment uses these results to evaluate
the performance of, and to assign resources th, @&atie reportable segments. Intevac managesiteparating expenses separately at the
corporate level. Intevac allocates certain of thesporate expenses to the segments in an amouat ®g3% of net revenues. Segment
operating income excludes interest income/expendather financial charges and income taxes acegitdi how a particular reportable
segment’s management is measured. Management dbesnsider impairment charges and unallocatedséosheasuring the performance of
the reportable segments.

The Equipment segment designs, develops amkletsamanufacturing equipment and solutions tchidel disk drive industry and offers
high-productivity technology solutions to the phattiaic (“PV”) and semiconductor industries. Histally, the majority of Intevac’s revenue
has been derived from the Equipment segment apddotexpects that the majority of its revenuesfdeast the next several years will
continue to be derived from the Equipment segment.

The Intevac Photonics segment develops compast-effective, high-sensitivity digital-opticatoducts for the capture and display of low-
light images and the optical analysis of materigitevac provides sensors, cameras and systemge¥ernment applications such as night
vision and long-range target identification anddommercial applications in the inspection, lawoeoément, scientific and medical industries.
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Information for each reportable segment ferttiree and six months ended July 2, 2011 and3]J®@910 is as follows:

Net Revenues

Equipment
Intevac Photonic
Total segment net revenu

Operating Income (LosS)

Equipment

Intevac Photonic

Total income (loss) from segment operati
Unallocated cost

Income (loss) from operatiol

Interest income and other, r

Income (loss) before income tax

Three Months Ended

Six Months Ended

July 3, July 2, July 3,
2010 2011 2010
(In thousands)
$60,02¢ $29,99¢ $ 85,58¢
8,57( 15,011 16,15¢
$68,59¢ $45,00¢ $101,74(

Three Months Ended

July 2,
2011

$ (2,799
(493
(3,287%)
(1,379
(4,667)
16¢

$ (4,497

Total assets for each reportable segment dglp2, 2011 and December 31, 2010 are as follows:

Assets

Equipment

Intevac Photonic

Total segment asse

Cash, cash equivalents and investm
Deferred income taxe

Other current asse

Common property, plant and equipm
Other asset

Consolidated total asse

18

Six Months Ended

July 3, July 2, July 3,
2010 2011 2010
(In thousands)
$16,77¢ $ (9,069 $20,65¢
(1,447 (2,07¢) 2,625)
15,33¢ (11,140 18,03!
(870 (3,03%) 2,199
14,46" (14,179 15,83:
72 29€ 465
$14,53] $(13,880 $16,29¢
July 2, December 31
2011 2010
(In thousands)

$ 57,58: $ 57,13(
30,31 31,27¢
87,89¢ 88,40¢
123,28° 137,38(
21,95/ 17,71¢
6,49¢ 5,88¢
1,65:¢ 1,80¢
672 57€
$241,95¢ $ 251,77:
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12. Income Taxes

Intevac’s effective income tax rate for theethand six months ended July 2, 2011 was 42.898@183%, respectively. Intevac’s effective
income tax rate for the three and six months elddéd3, 2010 was 15.2% and 15.3%, respectivelgvint adjusts its effective income tax rate
each quarter to be consistent with the estimatedalreffective income tax rate. The effective ineotax rate differs from the applicable
statutory rates due primarily to the utilizationdefferred and current credits, the effect of pemnadifferences and the geographical
composition of Intevac’s worldwide earnings. Inte‘seeffective income tax rate is highly dependamtioe availability of tax credits and the
geographic composition of Intevac’s worldwide eagsi.

Intevac enjoys a tax holiday in Singapore tigtothe tax years ending in 2015. The tax holidayides a lower income tax rate on certain
classes of income and the agreement requireséhairc thresholds of business investment and empdoy levels be met in Singapore in order
to maintain this holiday.

Intevac is subject to income taxes in the e8eral jurisdiction, and various states and fymgurisdictions. Tax regulations within each
jurisdiction are subject to the interpretation tué related tax laws and regulations and requimrgfgignt judgment to apply. With fe
exceptions, Intevac is not subject to U.S. fedestate and local, or international jurisdictionsdme tax examinations by tax authorities for the
years before 2006. Tax years 1999 through 2008uject to income tax examinations by U.S. fedanal California tax authorities to tl
extent of tax credit carry forwards remaining dlized in an otherwise open year. During the figgairter of fiscal 2011, the California income
tax examination for fiscal years ended 2005, 20262007 was completed. Presently, there are neesicttome tax examinations in the
jurisdictions where Intevac operat

13. Contingencies

From time to time, Intevac may have certaintement liabilities that arise in the ordinary csel of its business activities. Intevac accounts
for contingent liabilities when it is probable tHature expenditures will be made and such exparetcan be reasonably estimated.
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Item 2. Management'’s Discussion and Analysis of Financiab@dition and Results of Operations

This Quarterly Report on Form 10-Q containsverd-looking statements, which involve risks amgertainties. Words such as “believes,”
“expects,” “anticipates” and the like indicate fami-looking statements. These forward-looking stetets include comments related to
Intevac’s shipments, projected revenue recognifionduct costs, gross margin, operating expensgsest income, income taxes, cash
balances and financial results in 2011 and beyprajected customer requirements for Intevac’s nedvexisting products, and when, and if,
Intevac’s customers will place orders for thesedpots; Intevac’s ability to proliferate its Photesitechnology into major military programs
and to develop and introduce commercial imagingipets; the timing of delivery and/or acceptancéhefsystems and products that comprise
Intevac’s backlog for revenue; legal proceedingst iaternal controls. Intevac’s actual results rddfer materially from the results discussed
in the forward-looking statements for a varietyedisons, including those set forth under “Risk &@&ttand in other documents we file from
time to time with the Securities and Exchange Cossion, including our Annual Report on Form 10-kdilon February 25, 2011, and our
periodic Form 10-Q’s and Form 8-K's.

Overview

Intevac provides process manufacturing equiprselutions to the hard disk drive industry, higloductivity process manufacturing
equipment and inspection solutions to the photevolf'PV”) industry and wafer handling platforms to the semihgactor industry. Intevac al:
provides sensors, cameras and systems for govetrapplications such as night vision and long-ratagget identification and for commercial
applications in the inspection, medical, scient#ficd security industries. Intevac’s customers astdrgial customers include manufacturers of
hard disk drives, semiconductor equipment, and &g as well as medical, scientific and securitynpanies, law enforcement and the U.S.
government and its agencies and contractors. lotegorts two segments: Equipment and Intevac RiestoDuring the fourth quarter of 20:
Intevac completed the acquisition of the outstagdimares of Solar Implant Technologies, Inc. (“3)® privately-owned, development-stage
company, creating a manufacturing module for PMiegtions.

Product development and manufacturing acisibceur in North America and Asia. Intevac hasl faffices in Asia to support its equipmu
customers. Intevac’s equipment and service prodarethighly technical and, with the exception qfala are sold primarily through a direct
sales force. In Japan, sales are typically madateyac’s Japanese distributor, Matsubo.

Intevac’s results are driven primarily by wiwide demand for hard disk drives, which in turpeeds on end-user demand for personal
computers, enterprise data storage, personal andioideo players and video game platforms. Inteeetinues to execute its equipment
diversification strategy into new markets by intnothg products for PV solar cell and semiconduetguipment manufacturing. Intevac
believes that expansion into these new marketshwdnie significantly larger than the hard disk drikeposition equipment market will result in
incremental equipment revenues for Intevac andedeser Intevac’s dependence on the hard disk driltestry. Intevac’s business is subject to
cyclical industry conditions, as demand for mantifang equipment and services can change depewdisgipply and demand for hard disk
drives, semiconductors, and PV cells, as well herdactors, such as global economic conditionstaakinological advances in fabrication
processes.
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The following table presents certain significeneasurements for the three and six months ehdg®, 2011 and July 3, 2010:

Three months endec Six months endec
July 2, July 3, Change over July 2, July 3, Change over
2011 2010 prior period 2011 2010 prior period
(In thousands, except percentages and per share aords)
Net revenue $27,58¢ $68,59¢ $(41,019) $45,00¢ $101,74( $(56,737)
Gross profit $10,13: $29,03¢ $(18,897)  $16,51¢ $ 43,51 $(26,99/)
Gross margin perce 36.1% 42.2% (5.6) points 36.7% 42.&% (6.1) points
Net income (loss $(2,619) $12,33: $(14,956  $(9,650) $ 13,76 $(23,41))
Earnings (loss) per diluted she $ (0.1)) $ 0.54 $ (0.6%) $ (0.42) $ 0.6C $ (1.02

Financial results for the second quarter @t $ix months for fiscal 2011 declined over theng periods in the prior year as Intevac’s
Equipment customers took delivery of fewer 200 Legstems. Net revenues decreased during the sec@amigr and first six months of fiscal
2011 primarily due to lower equipment sales to aiglnufacturers and lower Intevac Photonieshnology development contracts offset in
by higher Intevac Photonics product sales. Netrimedor the second quarter and first six monthgsafd 2011 decreased compared to the same
periods in the prior year due to lower net reveraresincreased operating expenses from the includi&IT which was acquired in the fourth
quarter of fiscal 2010, offset in-part by the alzgeaf variable compensation expenses and recogrfian income tax benefit. In the second
quarter and first six months of fiscal 2011, thexpany did not record compensation expense in egsartiwith its variable compensation
programs as a result of being in a loss position.

Intevac expects its Equipment revenue forémeainder of fiscal 2011 to be flat compared tofitet half of fiscal 2011. Intevas’hard drive
customers are not expected to take delivery ofcapacity systems for the remainder of fiscal 20dtldoe expected to continue to invest in
upgrades to their installed base. Intevac expestsnue from new products to increase in the sehalaf 2011 related to its PV equipment
products. Intevac expects Intevac Photonics’ regerimi the second half of 2011 to remain flat whté first half of 2011.

Intevac’s trademarks, include the following00 Lear®,” “AccuLuber™,” “Continuum™,” “DeltaNu® ,” “EBAPS ®,” “ExaminerR™,”
“I-Port™,” “LEAN SOLAR™,” “LithoPrime™,” “LIVAR ® " “MicroVista ®,” “NanoVista™,” “NightVista®,” “Night Port™,”
“PHARMA-ID™,” and “RAPID-ID™",

Results of Operations

Net revenues
Three months ended Six months ended
July 2, July 3, Change ove July 2, July 3, Change ove
2011 2010 prior period 2011 2010 prior period
(In thousands)

Equipment $19,81¢ $60,02¢ $ (40,21) $29,99¢ $ 85,58t $ (55,59()
Intevac Photonic 7,77 8,57( (800 15,011 16,15¢ (1,147)
Total net revenue $27,58¢ $68,59¢ $ (41,019 $45,00¢ $101,74( $ (56,730

Equipment revenue for the three and six moetifted July 2, 2011 decreased over the same pémidioks prior year as a result of lower
sales of disk sputtering systems, technology upggrashd spare parts. During the second quarterldf Rlevac recognized revenue on three
200 Lean systems, one AccuLuB¥rsystem, three Continuum™ wafer handling systensk edguipment technology upgrades, and spare
During the second quarter of 2010 Intevac recoghizgenue on revenue on twelve 200 Lean systesis edjuipment technology upgrades
spare parts. Equipment revenue for the six monttee July 2, 2011 included revenue recognitiorttioze 200 Lean
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systems, four AccuLuber systems, three Continuufemeandling systems, upgrades and spare part$prigat revenue for the six months
ended July 3, 2010 included revenue recognitioridarteen 200 Lean systems, upgrades and spare paevac does not expect to ship
additional 200 Lean systems for the remainder af128s the hard disk drive industry is not expetdealdd the same level of capacity
experienced in 2010. Demand for hard disk drivethénlong term is expected to increase driven kynied for corporations to replace and
update employee computers, increased informatcmtdogy spending, growth in digital storage arelpholiferation of personal computers
into emerging economies.

Intevac Photonics revenue for the three axdnsinths ended July 2, 2011 decreased over the parizels in the prior year which was the
result of decreased contract research and develdprwek, offset in part by increased product saletevac Photonics revenues for the three
months ended July 2, 2011 consisted of $1.9 milibresearch and development contract revenue &udrillion of product sales as
compared to $4.6 million of research and develogroentract revenue and $3.9 million of product sdte the three months ended July 3,
2010. Intevac Photonics revenues for the six moatited July 2, 2011 consisted of $3.8 million seach and development contract revenue
and $11.2 million of product sales as comparedt8 #illion of research and development contraeeneie and $7.3 million of product sales
for the six months ended July 3, 2010. The incréapeoduct revenue resulted from higher salesigifal night-vision and commercial
products. The decrease in contract research arelapewent revenue was the result of a lower volufreontracts as several of Intevac
Photonics'large development contracts were completed in 20idelays in U.S. government defense budget aplsrdntevac expects that
2011, Intevac Photonics business levels will berdoampared to fiscal 2010. For fiscal 2011, Intesrpects Photonics product revenue from
low-light sensors and cameras to increase; howeveirammesearch and development revenue will likedjower as a result of the complet
of certain development contracts in fiscal 2010 deldyed contract funding for several large prograime to delays in U.S. government
defense budget approvals. Substantial growth iréulntevac Photonics revenues is dependent oifgyadlon of Intevac’s technology into
major military programs, continued defense spendimg ability to obtain export licenses for foreigustomers, obtaining production
subcontracts for these programs, and developmehsae of additional commercial products.

Intevac’s backlog of orders at July 2, 2015%86.9 million, compared to $46.7 million at Ded&mn31, 2010 and $113.8 million at July 3,
2010. The $36.9 million of backlog at July 2, 2@thsisted of $22.9 million of Equipment backlog &1i3.9 million of Intevac Photonics
backlog. The $46.7 million of backlog at Decembgy 3010 consisted of $27.3 million of Equipmentkiag and $19.4 million of Intevac
Photonics backlog. Backlog at July 2, 2011 includées LEAN SOLAR™ systems and no 200 Lean systentoagpared to two solar systems
and two 200 Lean systems at December 31, 2010camteén 200 Lean systems at July 3, 2010.

International sales decreased by 65.6% tod®2dlion for the three months ended July 2, 20t $60.8 million for the three months
ended July 3, 2010 and by 60.0% to $31.2 milliartie six months ended July 2, 2011 from $77.9iomilfor the six months ended July 3,
2010. International sales include products shigpealerseas operations of U.S. companies. The a@eeria international sales was primarily
due to a decrease in net revenues from disk spgteystems, upgrades and spare parts. Substartiladif Intevac’s international sales are to
customers in Asia. International sales constitat®®% of net revenues for the three months endigd2J2011 and 88.6% of net revenues for
the three months ended July 3, 2010. Internatisalals constituted 69.3% of net revenues for thensinths ended July 2, 2011 and 76.6% of
net revenues for the six months ended July 3, 206.mix of domestic versus international sales etiange from period to period depending
on the location of Intevac'’s largest customersaoheperiod.
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Gross profit
Three months endec Six months endec
July 2, July 3, Change over July 2, July 3, Change over
2011 2010 prior period 2011 2010 prior period
(In thousands, except percentages)

Equipment gross prof $ 7,59¢ $26,96: $(19,36Y) $12,20¢ $39,41¢ $(27,20)
% of Equipment net revenu 38.2% 44.% 40.7% 46.1%
Intevac Photonics gross pra $ 2,53¢ $ 2,071 $ 46¢ $ 4,31( $ 4,097 $ 21c
% of Intevac Photonics net revent 32. % 24.2% 28.1% 25.2%
Total gross profi $10,137 $29,03¢ $(18,89) $16,51¢ $43,51- $(26,99¢)
% of net revenue 36.7% 42.2% 36.7% 42.8%

Cost of net revenues consists primarily ofchased materials and costs attributable to conteaetarch and development, and also includes
fabrication, assembly, test and installation ladnod overhead, customer-specific engineering casisanty costs, royalties, provisions for
inventory reserves and scrap.

Equipment gross margin was 38.3% in the thmeaths ended July 2, 2011 compared to 44.9% ithttee months ended July 3, 2010 and
was 40.7% in the six months ended July 2, 2011 emetbto 46.1% in the six months ended July 3, 2Th6.lower gross margin was due
primarily to lower revenues and lower factory attiion, partially offset by changes in product n@&oss margins in the Equipment business
will vary depending on a number of factors, inchglproduct mix, product cost, system configuratod pricing, factory utilization, and
provisions for excess and obsolete inventory.

Intevac Photonics gross margin was 32.7%aerthhee months ended July 2, 2011 compared to 2ih2B& three months ended July 3, 2
and was 28.7% in the six months ended July 2, 20hipared to 25.4% in the six months ended JulYpB02The improvement in gross mar
resulted primarily from favorable product mix tgher margin product sales and cost reductions ededavith Intevac Photonics’ high-
volume production contract for its digital nightsion camera with a NATO customer offset in partdwer revenues, and a charge for
inventory write-offs recorded in the first quart#r2011.

Research and devel opment

Three months ended Six months ended
July 2, July 3, Change over July 2, July 3, Change over
2011 2010 prior period 2011 2010 prior period

(In thousands)

Research and development expe $8,29( $7,011 $1,27¢ $17,30: $13,55¢ $3,741

Equipment research and development spendargdsed during the three and six months ended2J@§11 as compared to the same pe
in the prior year due primarily to increased PV e&epment and the inclusion of SIT which was acquirethe fourth quarter of fiscal 2010.
Research and development spending in Intevac Plestdacreased during the three months ended J@§12, as compared to the same period
in the prior year reflecting cost containment éBdeken earlier in 2011, offset by a lower volunfidillable contract research and development
efforts. Research and development spending in &at@&hotonics increased during the six months eddiyd2, 2011 as compared to the same
period in the prior year due primarily to a lowelwme of billable contract research and developraéfotts. Research and development
expenses do not include costs of $1.0 million a&d #nillion for the three and six months ended JI2011 respectively, or $3.1 million and
$5.9 million for the three and six months endeq B412010, respectively, which are related to Iatef?hotonics contract research and
development and included in cost of net revenues.
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SHling, general and administrative

Three months endec Six months endec
July 2, July 3, Change over July 2, July 3, Change over
2011 2010 prior period 2011 2010 prior period

(In thousands)

Selling, general and administrati
expense $6,50¢ $7,55¢ $(1,050) $13,39¢ $14,12¢ $(731)

Selling, general and administrative expensesists primarily of selling, marketing, customeppart, financial and management costs. The
decrease in selling, general and administrativadipg in the three and six months ended July 212@mpared to the three and six months
ended July 3, 2010 was primarily the result ofdhspension of variable compensation accruals amerltegal expenses offset in part by
acquisition-related charges and increased equitypemsation expense. Selling, general and admitiigrexpense for the three and six months
ended July 2, 2011 includes $273,000 and $5731@8pgectively in charges associated with the changee fair value of the contingent
consideration obligations related to the SIT adtjois Selling, general and administrative spendimthe three and six months ended July 3,
2010 included legal expenses associated with tbeessful resolution of the auction rate securtié®S”) arbitration which was completed in
the third quarter of fiscal 2010.

Interest income and other, net

Three months ended Six months ended
July 2, July 3, Change over July 2, July 3, Change over
2011 2010 prior period 2011 2010 prior period

(In thousands)

Interest income and other, r $16¢ $72 $97 $29¢ $465 $(16E)

Interest income and other, net consists pilynaf interest income on investments and foreignrency gains and losses. The increase in
interest and other income in the three months eddld2, 2011 resulted from a gain on sale of fiasdets and lower foreign currency losses,
offset in part by lower interest rates. The deadasnterest and other income in the six monttdednJuly 2, 2011 resulted primarily from
lower interest rates. Interest income and othetHerthree and six months ended July 2, 2011 isfreet$150,000 realized loss on the sale of an
ARS that was sold to the issuer at ninety-five pptof par value as part of a tender offer.
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Income tax provision (benefit)

Three months endec Six months endec
July 2, July 3, % July 2, July 3, %
2011 2010 Change 2011 2010 Change

(In thousands)

Income tax provision (benefi $(1,879) $2,20¢ $(4,077) $(4,230) $2,52¢ $(6,75¢)

Intevac’s effective income tax rate for theethand six months ended July 2, 2011 was 42.898@®d6, respectively. Intevac’s effective
income tax rate for the three and six months eddéd3, 2010 was 15.2% and 15.3%, respectivelgvit adjusts its effective income tax rate
each quarter to be consistent with the estimataedareffective income tax rate. The effective ineotax rate differs from the applicable
statutory rates due primarily to the utilizationdefferred and current credits, the effect of pemnadifferences and the geographical
composition of Intevac’s worldwide earnings. Inte'geeffective income tax rate is highly dependemtize availability of tax credits and the
geographic composition of Intevac’s worldwide eags.

Intevac enjoys a tax holiday in Singapore tigtothe tax years ending in 2015. The tax holidayides a lower income tax rate on certain
classes of income and the agreement requireséhairc thresholds of business investment and emmoy levels be met in Singapore in order
to maintain this holiday.

Intevac is subject to income taxes in the e8eral jurisdiction, and various states and fymgurisdictions. Tax regulations within each
jurisdiction are subject to the interpretationtuod telated tax laws and regulations and requimgfgignt judgment to apply. With fe'
exceptions, Intevac is not subject to U.S. fedestake and local, or international jurisdictionsdme tax examinations by tax authorities for the
years before 2006. Tax years 1999 through 2008uject to income tax examinations by U.S. fedanal California tax authorities to tl
extent of tax credit carry forwards remaining dlized in an otherwise open year. During the figaarter of fiscal 2011, the California income
tax examination for fiscal years ended 2005, 20262007 was completed. Presently, there are neesicttome tax examinations in the
jurisdictions where Intevac operat

Liquidity and Capital Resources

At July 2, 2011, Intevac had $123.3 milliorcash, cash equivalents, and investments compau®t3f.4 million at December 31, 2010.
During the first six months of 2011, cash and caghivalents and investments decreased by $14.ibomdue primarily to cash used by
operating activities and purchases of fixed agsatsally offset by cash received from the saléntévac common stock to Intevac’s employees
through Intevac’s employee benefit plans.

Cash, cash-equivalents and investments caofdise following:

July 2, December 31
2011 2010
(In thousands)
Cash and cash equivalel $ 31,89( $ 109,52(
Shor-term investment 43,17: 4,992
Long-term investment 48,22¢ 22,86¢
Total cash, cash equivalents and investm $123,28' $ 137,38

Operating activities used cash of $11.6 milliwring the first six months of 2011 and generategh of $92,000 during the first six months
of 2010. The decrease in cash generated by opgmtiivities was due primarily to the net loss ahdnges in working capital during the first
six months of 2011.

Accounts receivable totaled $26.4 millionaly 2, 2011, compared to $25.9 million at Decenfer2010. The increase of $449,000 in the
receivable balance was due to invoicing of systeipnsents. Total net inventories
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decreased to $19.2 million at July 2, 2011, comp&web20.7 million at December 31, 2010 due toaysshipments. Accounts payable
increased to $5.8 million at July 2, 2011 compdee$5.6 million at December 31, 2010. Accrued plyand related liabilities decreased by
$6.4 million during the six months ended July 21 2@rimarily related to the payment for prior yeanuses and profit sharing.

Investing activities in the first six month2911 used cash of $67.8 million. Purchases ofstments net of proceeds from sales of
investments totaled $63.9 million. Capital expemais for the six months ended July 2, 2011 werg dllion.

Financing activities in the first six months2011 generated cash of $1.8 million from the sdlltevac common stock to Intevac’s
employees through Intevac’s employee benefit plans.

Intevac’s investment portfolio consists prpally of investment grade money market mutual fueéstificates of deposit, U.S. Treasury and
agency securities, commercial paper, municipal bpodrporate bonds and variable rate demand nM8DNs”). Intevac regularly monitors
the credit risk in its investment portfolio and éskmeasures, which may include the sale of cestinrities, to manage such risks in accord
with its investment policies.

As of July 2, 2011, Intevac’s available-fotessecurities included $7.6 million par value otton rate securities (“ARS”), less a temporary
valuation adjustment of $473,000 to reflect theirent lack of liquidity. Management believes ttte impairment of the ARS investments is
temporary. Due to current market conditions, thegestments have experienced failed auctions béagirin mid-February 2008. These failed
auctions result in a lack of liquidity in the seities, but do not affect the underlying collateséthe securities. Intevac does not anticipate that
any potential lack of liquidity in these ARS wilifect its ability to finance its operations andmp&d capital expenditures. Intevac continues to
monitor efforts by the financial markets to findesthative means for restoring the liquidity of thésvestments. These investments are
classified as non-current assets until Intevaddedter visibility as to when their liquidity willdrestored. The classification and valuation of
these securities will continue to be reviewed ceréyrt In June 2011, Intevac participated in a terudfer, sold an ARS with a par value of
$3.0 million, collected $2.9 million and recognizadealized loss on the sale of $150,000. Additlgnduring the first six months of 2011,
$300,000 of ARS securities were redeemed at par.

As described in Note 8 of Notes to CondensexsGlidated Financial Statements, at July 2, 281l fair value of the ARS was estimated at
$7.1 million based on a valuation by Houlihan Calpitdvisors, LLC, using discounted cash flow modsisl applying management’s internal
analysis to the valuation. The estimates of futagh flows are based on certain key assumptionh,asidiscount rates appropriate for the type
of asset and risk, which are significant unobsedevaiputs. As of July 2, 2011, there was insuffitiebservable market information for the
ARS held by Intevac to determine the fair valueeiBfiore Level 3 fair values were estimated for éhsscurities by incorporating assumptions
that market participants would use in their estesaif fair value. Some of these assumptions indudedit quality, collateralization, final
stated maturity, estimates of the probability ohigecalled or becoming liquid prior to final mattyriredemptions of similar ARS, previous
market activity for the same investment securitypact due to extended periods of maximum auctitesrand valuation models.

In connection with the acquisition of SIT,dmac agreed to pay up to an aggregate of $7.0omilti cash to the selling shareholders if
certain milestones are achieved over a specifieidgheOn July 21, 2011, Intevac made $2.4 millioppayments to the selling shareholders of
SIT for achievement of the first milestone.

As of July 2, 2011, approximately $16.4 milliof cash and cash equivalents and $17.8 millianvastments were domiciled in foreign tax
jurisdictions. Intevac expects a significant pantaf these funds to remain off shore in the sharnt If the Company chose to repatriate tt
funds to the United States, it would be requireddorue and pay additional taxes on any portigth@fepatriation where no United States
income tax had been previously provided.

Intevac believes that its existing cash, aghivalents and investments will be sufficient teanits cash requirements for the foreseeable
future. Intevac intends to undertake approximasdlyo $5 million in capital expenditures during teenainder of 2011.
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Critical Accounting Policies and Estimates

The preparation of financial statements atated disclosures in conformity with accountingipiples generally accepted in the United
States of America (“US GAAP”) requires managemennake judgments, assumptions and estimates fieat &fie amounts reported. Intevac’
significant accounting policies are described ineNbto the Consolidated Financial Statements deduin Item 8 of Intevac’s Annual Report
on Form 10-K filed on February 25, 2011. Certainthafse significant accounting policies are congideo be critical accounting policies, as
defined below.

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

Estimates and assumptions about future ewntsheir effects cannot be determined with cetfaintevac bases its estimates on historical
experience and on various other assumptions believbe applicable and reasonable under the ciranoss. These estimates may change as
new events occur, as additional information is ivlgteh and as Intevac’s operating environment charigesse changes have historically been
minor and have been included in the consolidateahitial statements as soon as they become knowaddition, management is periodically
faced with uncertainties, the outcomes of whichrerewithin its control and will not be known forgdonged periods of time. Many of these
uncertainties are discussed in the section belditlezh“Risk Factors.” Based on a critical assesshoé Intevac’s accounting policies and the
underlying judgments and uncertainties affectirggdpplication of those policies, management bedi¢liat Intevac’s consolidated financial
statements are fairly stated in accordance wittGA3\P, and provide a meaningful presentation ofdates financial condition and results of
operation.

For further information about Intevac’s otleetical accounting policies, see the discussionriical accounting policies in Intevac’'s 2010
Form 10-K. Management believes that there has bheeignificant change during the six months endeyl 2, 2011 to the items identified as
critical accounting policies in Intevac’s 2010 Fot@+K.
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ltem 3. Quantitative and Qualitative Disclosures About MagkRisk

Interest rate risk. Intevac’s exposure to market risk for changes ferast rates relates primarily to its investmentfpto. Intevac does not
use derivative financial instruments in Intevacigdstment portfolio. Intevac places its investmevite high quality credit issuers and, by
policy, limits the amount of credit exposure to ame issuer. Investments typically consist of fiedtes of deposit, commercial paper,
obligations of the U.S. government and its agenceorate debt securities, municipal bonds, VRENg ARS.

The table below presents principal amountsrafeded weighted-average interest rates by yearpécted maturity for Intevac’s investment
portfolio at July 2, 2011.

Fair
2011 2012 2013 2014 2015 Beyond Total Value
(In thousands, except percentages)
Cash equivalent
Variable rate amoun $11,33¢ — — — — — $ 11,33¢ $ 11,33¢
Weightec-average rat 0.07% — — — — —
Shor-term investment
Fixed rate amount $12,93: $21,62¢ — — — — $ 34,56( $ 34,59¢
Weightec-average rat 1.0(% 3.3&% — — — —
Variable rate amoun $ 8,57( — — — — — $ 8,57( $ 8,57
Weightec-average rat 0.27% — — — — —
Long-term investment
Fixed rate amount — $30,95¢ $10,021 — — $7,60( $ 48,58: $ 48,22¢
Weightec-average rat — 2.81% 2.9% — — 1.07%
Total investment portfoli $32,84: $52,58: $10,021 — — $7,60( $103,05: $102,73¢

At July 2, 2011, Intevac held investments RS\ With the liquidity issues experienced in globr@dit and capital markets, Intevac’'s ARS
have experienced multiple failed auctions. Intes@tinues to earn interest at the maximum contehctie for each security. The estimated
values of the ARS held by Intevac are no longgraat As of July 2, 2011, Intevac had $7.1 millionARS in the Condensed Consolidated
Balance Sheet, which is net of an unrealized 16§8183,000. The unrealized loss is included in pttwemprehensive income, as the decline in
value is deemed to be temporary due primarily teMac’s ability and intent to hold these securitegg) enough to recover their values and that
it is more likely than not that Intevac would net tequired to sell these ARS before recovery iir therr values.

Intevac continues to monitor the market forA&d consider its impact (if any) on the fair nednkalue of its investments. If the current
market conditions continue, or the anticipated vecy in market values does not occur, Intevac neyelguired to record additional unrealized
losses or record an impairment charge in 2011.

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

Foreign exchangerisk. From time to time, Intevac enters into foreign eaay forward exchange contracts to hedge certaits ahticipated
foreign currency transaction, translation and re&xsneement exposures. The objective of these caatfisato minimize the impact of foreign
currency exchange rate movements on Intevac’s tipgneesults. At July 2, 2011, Intevac had no fgreturrency forward exchange contracts.
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ltem 4. Controls and Procedures
Evaluation of disclosure controls and procedures

Intevac maintains a set of disclosure contaold procedures that are designed to ensure foatiation relating to Intevac, Inc. required to
be disclosed in periodic filings under the SecesitExchange Act of 1934, or Exchange Act, is remtbrgrocessed, summarized and reporte
a timely manner under the Exchange Act. In conpaatiith the filing of this Form 10-Q for the quarended July 2, 2011, as required under
Rule 13a-15(b) of the Exchange Act, an evaluatias earried out under the supervision and with Hréigipation of management, including
the Chief Executive Officer and Chief Financial ioéfr, of the effectiveness of Intevac’s disclostwatrols and procedures as of the end of the
period covered by this quarterly report. Basedhism évaluation, Intevac’s Chief Executive OfficedaChief Financial Officer concluded that
our disclosure controls and procedures were effees of July 2, 2011.

Attached as exhibits to this Quarterly Repwoe certifications of the CEO and the CFO, whighraquired in accordance with Rule 13a-14
of the Exchange Act. This Controls and Procedueetian includes the information concerning the oastevaluation referred to in the
certifications, and it should be read in conjunttigth the certifications for a more complete urst@nding of the topics presented.

Definition of disclosure controls

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

Limitations on the effectiveness of controls

Intevac’s management, including the CEO an® Gfoes not expect that Intevac’s Disclosure Césmwpintevac’s internal control over
financial reporting will prevent all error and &hud. A control system, no matter how well des@jaad operated, can provide only reason:
not absolute, assurance that the control systebjtives will be met. Further, the design of atcolrsystem must reflect the fact that there are
resource constraints, and the benefits of contnoist be considered relative to their costs. Becatifee inherent limitations in all control
systems, no evaluation of controls can provide lals@ssurance that all control issues and inssaot&aud, if any, within Intevac have been
detected. These inherent limitations include tladities that judgments in decision-making can hétyaand that breakdowns can occur because
of simple error or mistake. Controls can also lbeuwchvented by the individual acts of some persbpsollusion of two or more people, or by
management override of the controls. The desigangfsystem of controls is based in part on cedagumptions about the likelihood of future
events, and there can be no assurance that amndeili succeed in achieving its stated goals uradignotential future conditions. Over time,
controls may become inadequate because of chamgesditions or deterioration in the degree of chamge with policies or procedures.
Because of the inherent limitations in a cost-éffeccontrol system, misstatements due to errdraad may occur and not be detected.

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

Item 1. Legal Proceedings

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

Iltem 1A. Risk Factors

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

The industries we serve are cyclical, volatile amalpredictable.

The majority of our revenue is derived frore gale of equipment used to manufacture commoelityriology products such as disk drives.
We have also entered markets to sell equipment tasexdnufacture commodity technology products saghemiconductor devices and
photovoltaic (“PV”) solar cells. This subjects wshusiness cycles, the timing, length and volgtdit which can be difficult to predict. When
demand for commodity technology products exceeddymtion capacity, then demand for new capital ggeint such as ours tends to be
amplified. Conversely, when supply of commodityttiealogy products exceeds demand, then demand ¥orcagital equipment such as ours
tends to be depressed. For example, sales of systemmagnetic disk production were severely deggé$rom mid-1998 until mid-2003 and
grew rapidly from 2004 through 2006, followed bg@wvnturn in the cycle in late 2007 which contindglecough 2009. The number of new
systems delivered declined sequentially in 2000826nd 2009. The number of new systems delivera@ased in 2010 as customers incre
their production capacity in response to increatezdand for digital storage. Intevac does not exfmeship any 200 Lean systems for capacity
additions for the remainder of 2011 as the hark dis/e industry is not expected to add the samel lef capacity experienced in 2010. We
cannot predict with any certainty when these cyeliisbegin or end.

Our equipment represents only a portion ofctygtal expenditure that our customers incur wihely upgrade or add production capacity.
Accordingly, our customers generally commit to nmakiarge capital expenditures, far in excess otthst of our systems alone, when they
decide to purchase our systems. The magnitudessétbapital expenditures requires our customdrave access to large amounts of capital.
The magnetic disk, semiconductor and solar cellufaaturing industries have from time to time magmiicant additions to their production
capacity. Our customers generally reduce their lefreapital investment during downturns in the @leeconomy, or during a downturn in
their industries.
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We must effectively manage our resources aodyttion capacity to meet rapidly changing dem#&ut. business experiences rapid growth
and contraction, which stresses our infrastructaternal systems and managerial resources. Dpenigds of increasing demand for our
products, we must have sufficient manufacturingac#tp and inventory to meet customer demand; ditratain and motivate a sufficient
number of qualified individuals; and effectively nage our supply chain. During periods of decreademand for our products, we must be
able to align our cost structure with prevailingrke conditions; motivate and retain key employaed effectively manage our supply chain.

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

We have no control over our customers’ upgiattk capacity expansion plans, and we cannot leetisay will select, or continue to select,
our equipment when they upgrade or expand the&aip The sales cycle for our equipment systemsheaa year or longer, involving
individuals from many different areas of Intevad amumerous product presentations and demonstrdtiomsir prospective customers. Our
sales process also commonly includes producti@awiples, customization of our products, and iredfath of evaluation systems in the
factories of our prospective customers. We do ntgraénto longterm contracts with our customers, and until areorsl actually submitted by
customer there is no binding commitment to purcltasesystems.

Intevac Photonics’ business is also subjetidng sales cycles because many of its product$, ast our military imaging products, often
must be designed into the customers’ end produttish are often complex state-of-the-art produttese development cycles are often multi-
year, and our sales are contingent on our custosueressfully integrating our product into theinguct, completing development of th
product and then obtaining production orders feirthroduct from the U.S. government or its allies.

Sales of new manufacturing systems are alperdint on obsolescence and replacement of ttalé@sbase of our customers’ existing
equipment with newer, more capable equipment. ¢rages are developed that extend the useful liteeoinstalled base of systems, then we
tend to sell more upgrade products and fewer nestenys, which can significantly reduce total reverigr example, some of our 200 Lean
customers continue to use legacy systems for thdugtion of perpendicular media, which delayedrépacement of such systems with new
200 Lean systems.

Our 200 Lean customers also experience cotigrefrom companies that produce alternative stertaghnologies like flash memory, which
offer smaller size, lower power consumption andemmoigged designs. We expect that in the future, pensonal computing devices and
products will be developed, some of which, suchnernet appliances, iPad-like tablet computingickes, netbooks or mobile phones with
advanced capabilities, or “smartphones”, may nataia a disk drive. Products using alternative netbgies, such as flash memory, optical
storage and other storage technologies, are begamireasingly common and could become a signifisaarce of competition to particular
applications of the products of our 200 Lean custaywhich could adversely affect our results afragions. If alternative technologies, such
as flash memory, replace hard disk drives as afiignt method of digital storage, then demanddor hard disk manufacturing products
would decrease.

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

In the market for our disk sputtering systems experience competition from Canon Anelva, whiel sold a substantial number of syst
worldwide. In the market for semiconductor wafendliing equipment we are attempting to enter a ntawfith several large established
competitors including Brooks Automation and Genmattomation as well as competition from internaligveloped products at Applied
Materials and Tokyo Electron. Intevac is attemptimgnter the PV equipment market, and faces cdtigrefrom large established competiti
including Applied Materials, Veeco Instruments, €etherm Photovoltaics, Meyer Burger Roth & Rau AGyian Semiconductor Equipment
Associates, Von Ardenne and cell module manufaciutteat are internally developing manufacturingipment that may be sold externally in
the future. In the market for our military imagipgpducts we experience competition from companies ss ITT Industries and BAE Systel
In the markets for our commercial imaging prodwegscompete with companies such as Andor, Dalsa, Havhamatsu, Texas
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Instruments and Roper Industries for sensor anceaproducts, and with companies such as Ahura, B&R/ GE Security, Horiba—Jobin
Yvon, Ocean Optics, Renishaw, Thermo Scientific 8ndths Detection for Raman spectrometer prod@uis.competitors have substantially
greater financial, technical, marketing, manufaotyand other resources than we do, especiallgarsemiconductor and photovoltaic
equipment markets where we have not previouslyredff@roducts. We cannot ensure that our competitdksot develop enhancements to, or
future generations of, competitive products th&tro§uperior price or performance features. Likewige cannot ensure that new competitors
will not enter our markets and develop such enhdupceducts. Moreover, competition for our customeiigtense, and our competitors have
historically offered substantial pricing concessiamd incentives to attract our customers or retedin existing customers.

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

Historically, a significant portion of our rerue in any particular period has been attributedbiales of our disk sputtering systems to a
limited number of customers. This concentratiocudtomers can lead to extreme variability in rexeand financial results from period to
period.

Industry consolidation can limit the numbeipotential customers for our products. Seagateigejilaxtor in 2006 and announced in 2011
that it will acquire Samsung’s hard disk drive Imesis. Western Digital acquired Komag in 2007, Heyaagnetic media operations in 2010
and announced in 2011 that it will acquire Hita@Ghobal Storage Technology. The concentration ofaustomer base may enable our
customers to demand pricing and other terms unédolerto Intevac, and makes us more vulnerabledagéds in demand by a given customer.
Orders from a relatively limited number of manutaets have accounted for, and will likely continaeaccount for, a substantial portion of «
revenues. The loss of one of these large customedglays in purchasing by them, could have a n#hi@nd adverse effect on our revenues.

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

We have invested heavily, and continue toshvie the development of new products, such ag60rLean Gen Il system, our Continuum
wafer handling product, our LEAN SOLAR systems B applications, our digital night-vision produatsir Raman system products and our
neareye display products. Our success in developingsetithg new products depends upon a variety dbfacincluding our ability to: predi
future customer requirements, make technologicah@aces, achieve a low total cost of ownership forgroducts, introduce new products on
schedule, manufacture products cost-effectiveljutiog transitioning production to volume manufaatg; commercialize and attain customer
acceptance of our products; and achieve accepableeliable performance of our new products infigld. Our new product decisions and
development commitments must anticipate continyoegblving industry requirements significantly idvance of sales. In addition, we are
attempting to expand into new or related marketdpding the semiconductor market for wafer falttaaequipment and the PV market. Our
expansion into the PV market is dependent uposuleess of our customers’ development plans, sémhioh are start-ups and in their
preliminary stages of development, as well as thigility to raise capital to fund their future désment and capacity expansion. To date
Intevac has not recognized revenue from our PV fiaatwring products. Failure to correctly assesssthe of the markets, to successfully
develop cost effective products to address the etsudr to establish effective sales and suppdtiefhiew products would have a material
adverse effect on future revenues and profits.

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

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

Our quarterly revenues and common stock présee fluctuated significantly. We anticipate that cevenues, operating margins and
common stock price will continue to fluctuate fovaxiety of reasons, including: (1) changes

32




Table of Contents

in the demand, due to seasonality, cyclicality atiebr factors in the markets for computer systesttssage subsystems and consumer
electronics containing disks our customers produitie our systems; (2) delays or problems in theoehiction and acceptance of our new
products, or delivery of existing products; (3)itign of orders, acceptance of new systems by oupowess or cancellation of those orders;

(4) new products, services or technological inniovest by our competitors or us; (5) changes in oanufiacturing costs and operating expense;
(6) changes in general economic, political, stoekkmat and industry conditions; and (7) any failof@ur operating results to meet the
expectations of investment research analysts @stovs.

Any of these, or other factors, could leaddtatility and/or a rapid change in the tradingcprbf our common shares. In the past, securities
class action litigation has been instituted agasosipanies following periods of volatility in theanket price of their securities. Any such
litigation, if instituted against Intevac, couldstdt in substantial costs and diversion of managerime and attention.

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

Economic conditions worldwide have contributediecreased spending by our customers and a glenvih the hard disk drive industry.
These factors have adversely impacted our operegsgts in prior periods and have caused us tabh&ous about our future outlook. Our
customers continue to remain cautious about thtaisadility of the recovery. Negative macroeconoamd global recessionary factors, further
volatility or disruption in the capital and creditarkets or further uncertainty or weakening in kegrkets could negatively impact spending for
our products and may materially adversely affectbusiness, operating results and financial coowliti

In addition, while we intend to finance op@&as with existing cash and cash flow from operaidf necessary, we may require financin
support our continued operations. Due to the exdstincertainty in the capital and credit markets,access to capital may not be available on
terms acceptable to us or at all.

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

Many of our products, especially Intevac Phats’ products, require export licenses from U.&ernment agencies under the Export
Administration Act, the Trading with the Enemy Axft1917, the Arms Export Act of 1976 or the Intdiomal Traffic in Arms Regulations.
These regulations limit the potential market fomgoof our products. We can give no assurance thatilbe successful in obtaining all the
licenses necessary to export our products. Heightgovernment scrutiny of export licenses for de¢erelated products has resulted in
lengthened review periods for our license applaceti Exports to countries that are not consideyeithéd U.S. government to be allies are likely
to be prohibited, and even sales to U.S. allies beaymited. Failure to comply with export conttals, including identification and reporting
of all exports and re-exports of controlled teclogyl or exports made without correct license apdrovanproper license use could result in
severe penalties and revocation of licenses. Faftupbtain export licenses, delays in obtainingrises, or revocation of previously issued
licenses would prevent us from selling the affeqisatiucts outside the United States and could negfpimpact our results of operations.

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

We sell many of our imaging products and sswidirectly to the U.S. government, as well gzrtme contractors for various U.S.
government programs. The U.S government is corsiglsignificant changes to defense spending aner gfograms. We cannot predict the
impact of potential changes in priorities due tditarly transformation and planning and/or the natof war-related activity on existing, follow-
on or replacement programs. A shift of governmeittrjties to programs in which we do not particaind/or reductions in funding for or the
termination of programs in which we do participateless offset by other programs and opportunitiesld have a material adverse effect on
our financial position, results of operations, aslg flows.
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Funding of multi-year government programsuisject to congressional appropriations, and thermiguarantee that the U.S. government
will make further appropriations, particularly givéhe U.S. government’s recent focus on spendiragliar areas. Sales to the U.S. government
and its prime contractors may also be affectedianges in procurement policies, budget consideratimd political developments in the
United States or abroad. For example, if the Udsegnment is less focused on defense spendingeoe th a decrease in hostilities, demand for
our products could decrease. The loss of funding fgovernment program would result in a loss tfifel revenues attributable to that progr
The influence of any of these factors, which argobe our control, could negatively impact our résolf operations.

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

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

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

Changes to our effective tax rate affect our resutif operations.

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

Intevac enjoys a tax holiday in Singapore tigtothe tax years ending in 2015. The tax holidayides a lower income tax rate on certain
classes of income and the agreement requireséhairc thresholds of business investment and empoy levels be met in Singapore in order
to maintain this holiday. We may lose our eligilyilfior such benefits if, among other things, apgbie requirements are not met or if Intevac
incurs net losses for which it cannot claim a déidac Loss of these tax benefits could result inioagome in Singapore being taxed at the
statutory rate of 17% instead of the agreed PioMegrHoliday rate of 0%. A loss of all or part bese tax benefits would adversely affect our
results of operations and cash flows.

We booked significant tax benefits in 200802@nd the first half of 2011 based on manageradxfief that we could both carryback los
and tax credits to years Intevac paid income taxesscarryforward losses and tax credits to fute@y where we would generate taxable
income. Intevac will need to generate approxima®@y million of taxable income in the United Statesrder to realize the Federal deferred
tax assets recorded as of July
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2, 2011. If our expectations of future income airect, we could be required to establish a taoallowance against some or all of the
deferred tax assets.

Our success depends on international sales andrtfenagement of global operations.

The majority of our revenues come from regiouatside the United States. Most of our internati®ales are to customers in Asia, which
includes products shipped to overseas operatiobksSfcompanies. We currently have manufacturiggifi@s in California, Wyoming and
Singapore and international customer support cffineSingapore, China, and Malaysia. We expectithatnational sales will continue to
account for a significant portion of our total reue in future years. Certain of our suppliers dse bcated outside the United States.

Managing our global operations presents chgés including, but not limited to, those arisingnii: (1) global trade issues; (2) variations in
protection of intellectual property and other legghts in different countries; (3) concerns of UgBvernmental agencies regarding possible
national commercial and/or security issues posegrbwing manufacturing business in Asia; (4) flattan of interest rates, raw material co
labor and operating costs, and exchange ratesidimg) the weakening relative position of the U.8llat; (5) variations in the ability to devel
relationships with suppliers and other local bussas; (6) changes in the laws and regulationseofitiited States, including export restrictic
and other countries, as well as their interpretedind application; (7) the need to provide tecHraoa spares support in different locations;
(8) political and economic instability; (9) cultligifferences; (10) varying government incentiveptomote development; (11) shipping costs
and delays; (12) adverse conditions in credit mark@3) variations in tariffs, quotas, tax codad ather market barriers; and (14) barriers to
movement of cash.

We must regularly assess the size, capabhifitylocation of our global infrastructure and makeropriate changes to address these issues.
We may be subject to additional impairment chargks to potential declines in the fair value of oassets.

As a result of our acquisitions, we have digant goodwill and intangible assets on our batasiceet. We test goodwill and intangible as
for impairment on a periodic basis as required,\ehdnever events or changes in circumstances tedicat the carrying value may not be
recoverable. The events or changes that couldneqgsito test our goodwill and intangible assetsmfipairment include: a significant reducti
in our stock price, and as a result market cap#éibn, changes in our estimated future cash fleaswsyell as changes in rates of growth in our
industry or in any of our reporting units. In tlmufth quarter of 2008, we recorded an impairmeat@h of $10.5 million for goodwill due to a
decline in our market capitalization and certainchased technology intangible assets due to logwamue expectations. We will continue to
evaluate the carrying value of our remaining godidavid intangible assets and if we determine infttiere that there is a potential further
impairment in any of our reporting units, we mayrequired to record additional charges to earnimigich could materially adversely affect
our financial results and could also materially erdely affect our business. See Note 5 “Businessh@itation, Goodwill and Purchased
Intangible Assets, Net” in the Notes to the CondenSonsolidated Financial Statements for additionfalmation related to impairment of
goodwill and intangible assets.

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

At July 2, 2011, we held auction rate secesii‘ARS”) with a par value of $7.6 million. The market foesie securities had historically bt
highly liquid, even though the ARS that we hold damderlying maturities ranging from 20 to 34 yeaitse liquidity was achieved through
auctions, which occurred every 7 or 28 days depgndn the security, in which the interest paid aohesecurity was reset to current market
rates. We never intended to hold these securiiesaturity, but rather to use the auction featarsell the securities as needed to provide
liquidity. Since February 2008, all of these ARSt&ns have failed. The ARS will continue to bégillid until a successful auction process is
reinstated, they are restructured into a moredigeicurity, or a buyer is found outside of the immcprocess. We do not know when, or if, this
will occur. All of the ARS held by us are studeo&h structured issues, originated under the U.paBment of Education’s Federal Family
Education Loan Program with principal and inte@#&¥% - 98% reinsured by the U.S. Department of EtimeaAs of July 2, 2011, all of these
securities are
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currently rated investment grade but there is soir@sce that these ARS will continue to be simjlaated in the future. As of July 2, 2011,
securities with a par value of $5.5 million areechAAA/Aaa, and a security with a par value of $ilion is rated AAA/A3. These securities
are classified as long-term investments and werdecba temporary impairment charge of $473,00q1)fthe issuers of the ARS are unable to
successfully resume auctions; or (2) the issuersotioedeem the ARS; or (3) a liquid market for 8RS does not develop; or (4) the U.S.
Department of Education fails to support its gutyari the obligations; or (5) these or any othdua#ion metrics or processes change, then
Intevac may be required to further adjust the éagyalue of the ARS and/or record an other-thamperary impairment charge. In addition,
Intevac could, in such a situation require addaidimancing which might not be available on favgeaterms, if at all.

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

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

The majority of our U.S. operations are loddteCalifornia where the cost of living and of mgiting employees is high. Our operating
results depend, in large part, upon our abilityetain and attract qualified management, engingerrarketing, manufacturing, customer
support, sales and administrative personnel. Furtbee, we compete with industries such as the diitddrive, semiconductor, and solar
industries for skilled employees. Failure to retkisting key personnel, or to attract, assimitateetain additional highly qualified employees
to meet our needs in the future, could have a iahtend adverse effect on our business, financatition and results of operations.

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

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

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

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

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

From time to time we may be involved in litiige of various types, including litigation allegjiinfringement of intellectual property rights
and other claims. Litigation is expensive, subjerstso the risk of significant damages and requsigsificant management time and attention
and could have a material and adverse effect obusiness, financial condition and results of ofiena.

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

We have completed a number of acquisitiongnduwur operating history. For example, in 2007 ,agquired certain assets of DeltaNu, LLC
and certain assets of Creative Display Systems,, ih @008 we acquired certain assets of OC OerlBalzers Ltd. and in 2010 we acquired
the outstanding shares of Solar Implant Technofdiee. We have spent and may continue to spemifis@nt resources identifying and
pursuing future acquisition opportunities. Acqudsis involve numerous risks including: (1) diffitiek in integrating the operations,
technologies and products of the acquired compa¢tgshe diversion of our management’s attentimmf other business concerns; and (3) the
potential loss of key employees of the acquiredmames. Failure to achieve the anticipated benefitee prior and any future acquisitions or
to successfully integrate the operations of theanmes we acquire could have a material and adedfset on our business, financial condit
and results of operations. Any future acquisitioasld also result in potentially dilutive issuarafeequity securities, acquisition- or divestiture-
related write-offs or the assumption of debt andtiogent liabilities.

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

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

Business interruptions could adversely affect oyserations.

Our operations are vulnerable to interruptigrfire, earthquake or other natural disaster, guiimes or other disruptions associated with
infectious diseases, national catastrophe, tetractvities, war, disruptions in our computing as@mmunications infrastructure due to power
loss, telecommunications failure, human error, alor electronic security breaches and computeses, and other events beyond our
control. We do not have a detailed disaster regoptam. Despite our implementation of network séguneasures, our tools and servers may
be vulnerable to computer viruses, break-ins amilai disruptions from unauthorized tampering witlr computer systems and tools located
at customer sites. Political instability could caws to incur increased costs in transportatiorkensach transportation unreliable, increase our
insurance costs or cause international currencketsto fluctuate. This same instability could héve same effects on our suppliers and their
ability to timely deliver their products. In additi, we do not carry sufficient business interrupfiessurance to compensate us for all losses that
may occur, and any losses or damages incurred bguld have a material adverse effect on our bgsiaed results of operations. For
example, we self-insure earthquake risks becaudeelieve this is the prudent financial decisiondahsn the high cost of the limited coverage
available in the earthquake insurance market. Athgaake could significantly disrupt our operatiomest of which are conducted in
California. It could also significantly delay owgsearch and engineering effort on new productst ofashich is also conducted in California.
We take steps to minimize the damage that woulchised by business interruptions, but there isen@ioty that our efforts will prove
successful.
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We are required to evaluate our internal control@vfinancial reporting under Section 404 of the Szanes-Oxley Act of 2002, and any
adverse results from such evaluation could resulta loss of investor confidence in our financial perts and have an adverse effect on our
stock price.

Pursuant to Section 404 of the Sarbanes-Oxt¢yf 2002, our management must perform evaluatafrour internal control over financial
reporting. Beginning in 2004, our Form 10-K haduned a report by management of their assessmeheafdequacy of such internal control.
Additionally, our independent registered public@aaating firm must publicly attest to the effectiems of our internal control over financial
reporting.

We have completed the evaluation of our irgkcontrols over financial reporting as requiredSsction 404 of the Sarbanes-Oxley Act.
Although our assessment, testing, and evaluatismtezl in our conclusion that as of December 31020ur internal controls over financial
reporting were effective, we cannot predict thecomie of our testing in future periods. Ongoing cbamze with this requirement is complex,
costly and timezonsuming. If Intevac fails to maintain effectiveedrnal control over financial reporting; our maeagent does not timely ass
the adequacy of such internal control; or our irdeent registered public accounting firm does rtivdr an unqualified opinion as to the
effectiveness of our internal control over finahceporting, then we could be subject to restatdroépreviously reported financial results,
regulatory sanctions and a decline in the publpgrception of Intevac, which could have a matend adverse effect on our business, final
condition and results of operations.

Iltem 2. Unregistered Sales of Equity Securities and UsdPobceeds

None.

Item 3. Defaults upon Senior Securities

None.
ltem 4. (Removed and Reserved)

ltem 5. Other Information

None.

ltem 6. Exhibits

The following exhibits are filed herewith:

Exhibit

Number Description

23.2 Consent of Independent Valuation Fi

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

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

32.1 Certifications Pursuant to U.S.C. 1350 Adopted Ban$ to Sectioi906 of the Sarban-Oxley Act of 2002
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Exhibit
Number Description

101.INS  XBRL Instance Document

101.SCH XBRL Taxonomy Extension Scheme

101.CAL XBRL Taxonomy Extension Calculation Linkbase Docutrie
101.DEF XBRL Taxonomy Extension Definition Linkbase Docurhér
101.LAB  XBRL Taxonomy Extension Label Linkbase Documel

101.PRE XBRL Taxonomy Extension Presentation Linkbase Doentrf

* Pursuant to Rule 406T of Regulatio-T, these interactive data files are deemed nat Biepart of a registration statement or prospe
for purposes of Sections 11 or 12 of the Securhietsof 1933 or Section 18 of the Securities Exg@®Act of 1934 and otherwise are not
subject to liability.
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SIGNATURES

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

INTEVAC, INC.

Date: August 2, 201: By: /s/ KEVIN FAIRBAIRN
Kevin Fairbairn
President, Chief Executive Officer and Director
(Principal Executive Officer;

Date: August 2, 2011 By: /s/ JEFFREY ANDRESON
Jeffrey Andreson
Executive Vice President, Finance and
Administration, Chief Financial Officer, Treasu
and Secretary
(Principal Financial and Accounting Office
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Exhibit 23.2

CONSENT OF INDEPENDENT VALUATION FIRM

We consent to the inclusion in the Quarterly ReparForm 109 of Intevac, Inc. and subsidiaries for the quéyteeriod ended July 2, 2011
references to our Valuation Report relating togb&mation of fair value of certain auction ratewgéies held by the Company as of July 2,
2011 and to references to our firm’'s name therein.

/s/ Houlihan Capital Advisors, LLC

Chicago, lllinois
August 2, 2011



Exhibit 31.1

I, Kevin Fairbairn certify that:

1.
2.

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

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

by this report

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

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

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

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

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

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

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

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

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

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

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

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

Date: August 2, 2011

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




Exhibit 31.2

I, Jeffrey Andreson certify that:

1.
2.

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

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

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

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

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

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

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

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

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

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

5. The registrar's other certifying officer(s) and | have discloskdsed on our most recent evaluation of internairobover financia

reporting, to the registrant’s auditors and theitae@mmittee 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 regisfsaability to record, process, summarize and refioancial information; and

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

Date: August 2, 2011

/s/ JEFFREY ANDRESON

Jeffrey Andreson

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




Exhibit 32.1

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

I, Kevin Fairbairn, certify, pursuant to 183JC. Section 1350, as adopted pursuant to SedlidroBthe Sarbanes-Oxley Act of 2002, that
the Quarterly Report of Intevac, Inc. on Form 18eQthe quarterly period ended July 2, 2011 fultynplies with the requirements of Section

13(a) or 15(d) of the Securities Exchange Act @4Land that information contained in such Form 1f&i@y presents in all material respects
the financial condition and results of operatiohintevac, Inc.

Date: August 2, 2011

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

I, Jeffrey Andreson, certify, pursuant to 18IE. Section 1350, as adopted pursuant to Se@fiérof the Sarbanes-Oxley Act of 2002, that
the Quarterly Report of Intevac, Inc. on Form 1@eQthe quarterly period ended July 2, 2011 fulynplies with the requirements of Section

13(a) or 15(d) of the Securities Exchange Act @4Land that information contained in such Form 1f&i@y presents in all material respects
the financial condition and results of operatiohintevac, Inc.

Date: August 2, 2011

/s! JEFFREY ANDRESON

Jeffrey Andreson

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

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



