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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K
(Mark One

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2005

or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission file number 0-26946

INTEVAC, INC.

(Exact name of registrant as specified in its cagrt

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

3560 Bassett Street
Santa Clara, California 95054

(Address of principal executive office, including Zode)

Registrant’s telephone number, including area code:
(408) 986-9888

Securities registered pursuant to Section 12(b) diie Act:
None

Title of Each Clas: Name of Each Exchange on Which Register:
none none

Securities registered pursuant to Section 12(g) t¢fie Act:
Common Stock (no par value)

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405coB#cturities Act. Yedd
No &

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

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

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

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, pom-accelerated filer. See
definition of “accelerated filer and large accetetifiler” in Rule 12b-2 of the Exchange Act. (Ckeme):
Large accelerated fileEl Accelerated filerv Non-accelerated fileEl

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

The aggregate market value of voting stock helddy-affiliates of the Registrant, as of July 2, 20¢as approximately
$120,176,000 (based on the closing price for shafrfte Registrant’'s Common Stock as reported ByNASDAQ National
Market System for the last trading day prior ta thate). Shares of Common Stock held by each execofficer, director, and
holder of 5% or more of the outstanding Common IStave been excluded in that such persons maydraatbto be affiliates.
This determination of affiliate status is not neszgly a conclusive determination for other purgose

On February 27, 2006, 20,919,251 shares of thesRag’'s Common Stock, no par value, were outstanc



DOCUMENTS INCORPORATED BY REFERENCE.

Portions of the Registrant’s Proxy Statement fer2806 Annual Meeting of Shareholders are incotpdray reference into
Part 1ll. Such proxy statement will be filed withl’20 days after the end of the fiscal year covésethis Annual Report on
Form 10-K.
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This Annual Report on Form 10-K contains forwarddimg statements, which involve risks and uncetigsn
Words such as “believes,” “expects,” “plans,” “antipates” and the like indicate forward-looking statents.
These forward-looking statements include commedsed to technology and market trends in the débaage,
hard disk drive and magnetic disk market; commesitgted to technology and market trends in militand
commercial markets for low light sensors, camenag systems; projected seasonality and cyclicatitthe market
for our equipment products; projected sales of hdigk drives and magnetic disks for hard disk dsj\expectation
of our continued leadership position in magnetikdinanufacturing equipment; projected customer iregquents
for new capacity and for technology upgrades, sagfor perpendicular recording, to their installbdse o
magnetic disk manufacturing equipment, as welhasability of our products to meet these requiretsien
expectations regarding the extended sales cyctemufoequipment and military products; projectedhiaology
roadmaps and deployment schedules for our militaistomers; discussions of expected features, peaioce,
costs, and competitive advantages of products welaveloping, including 200 Lean systems, LIVARecasmand
systems, NightVista cameras, MOSIR cameras, carfaraslitary head-mounted applications and comniedrc
markets and low light level sensors; expectatidnsstablishing relationships with development aisdrithution
partners for our Imaging products; discussions efelopment of manufacturing systems for entryniete market:
not previously addressed by us; and discussiotiseo€osts of complying with government regulatiéhg: actual
results may differ materially from the results dissed in the forward-looking statements for a \tgred reasons,
including those set forth under “Risk Factors.”

PART I

Item 1. Business
Overview

We are the world’s leading provider of disk sputtgrequipment to manufacturers of magnetic medésl urs
hard disk drives. We are also a developer and genof leading technology for extreme low light giveg sensors,
cameras and systems. We operate two businessdapntegu and Imaging.

Our Equipment business designs, manufactures, nsaake services complex capital equipment which
deposits, or sputters, highly engineered thin-fibtmg magnetic disks used in hard disk drives. \&lebe our
systems represent approximately 60% of the instaidgoacity of disk sputtering systems worldwider @ustomers
are manufacturers of magnetic disks for hard disked, and include Fuji Electric, Hitachi Globab&ige
Technologies, Maxtor and Seagate Technology. Weveethe rapid growth of digital data, the tramsitfrom
videocassette recorders to digital video recordatsthe growth of new consumer applications, ssgbeasonal
video recorders, video game consoles and MP3 gagérng with new technology advances in the inguprovide
us with a significant growth opportunity. The vasjority of our revenue is currently derived fromr &quipment
business, and we expect that the majority of ouemaes for the next several years will continubdalerived from
our Equipment business.

Our Imaging business develops and manufactureg@leptical sensors, cameras, and systems thatifperm
highly sensitive detection of photons in the visibhd near infrared portions of the spectrum, afigwision in
extreme low light situations. We develop night-eistechnology and equipment for military and conuregr
applications. To date, our revenues have beenateprvimarily from research and development condractded by
the U.S. government, rather than actual produess@pplications for our imaging technology inclusnsors and
cameras for use in extreme low light situations systems for positive identification of targetdaatg range. We
also plan to develop and market commercial prodadtkessing markets such as life science, physioahce and
security.

Intevac was incorporated in October 1990 in Catif@and completed a leveraged buyout of a number of
divisions of Varian Associates in February 1991e Téchnologies acquired from Varian formed the fation for
our Equipment and Imaging businesses. Our prin@patutive offices are located at 3560 Bassete§tre
Santa Clara, California 95054, and our phone nungh@08) 986-9888. Our Internet home page is kxtat
www.intevac.com however the information in, or that can be acedshrough, our home page is not part of this
report. Our annual report on Form 10-K, quartegiyarts on Form 10-Q, current reports on Form 8¢, a
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amendments to such reports are available, frebarfe, on or through our Internet home page as asoeasonab
practicable after we electronically file such matewith, or furnish it to, the Securities and Eaclge Commission.

“Intevac®,” “LIVAR @®,”“D-STAR @®,” “NightVista ®,” “200 Lean™,” and “MOSIR™ ,” among others, are
our trademarks.

Equipment Business

Our Equipment business designs, manufactures, msaake services complex capital equipment useken t
sputtering, or deposition, of highly engineereafiims of material onto magnetic disks which ased in hard disk
drives. Hard disk drives are the primary storageima for digital data and function by storing datamagnetic
disks. These magnetic disks are created in a dagiesd manufacturing process involving many stepsuding
plating, annealing, polishing, texturing, sputtgramd lubrication. We are also utilizing our exserin complex
manufacturing equipment to develop new manufaogupioducts that address markets outside the dig& dr
industry.

Storage Market Growth Drivers

Data storage requirements have rapidly increased kilobytes for documents, to megabytes for aaudlic still
images, to gigabytes for video. Hard disk drivestae primary devices used for storing and retnigvarge amoun
of digital data. We believe there are a numbemoémging trends and applications that exploit thheskeiced storage
costs and that require storage intensive solutions.

» New consumer electronics applications, such asadligideo and audio recorders, video game platfo
emerging HDTV applications and streaming video megsignificant digital data storage capabil

« Personal computers have evolved from devices dpgraimple applications such as word processing, to
powerful machines that are capable of playing, rdicg and creating multimedia content, such as &sag
audio and video. These requirements have driveraddrfor new personal computers and increased dagpaci
for data storage

* The proliferation of personal computers into theeeging markets of Asia and Eastern Eurc

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

« Certain traditional analog storage applicationstamesitioning to digital hard diskased storage. For exam;
the video surveillance industry, including homewsdyg, law enforcement, private security serviaesail,
transportation and government agencies, is trangitj from analog video tapes to digital hard diskage

As a result of these and other storage applicatibrendFocus reported that hard disk drive shipsgraw by
25% during 2005 to 381 million units and projecéeti4.4% annual growth in hard disk drive units tigto 2010.

Hard Disk Drive Market Dynamics

Areal Density Increasing.Areal density, defined as the density of inforimastored on magnetic disks,
continues to increase. Higher areal density allmagse information to be stored on each magnetic, aiglich
enables hard disk drive manufacturers to proviéatgr data storage capacity at a lower cost pebytg.

Transition from Longitudinal to Perpendicular Redorg. Historically, magnetic disk manufacturers have
been able to increase the areal density of a disknproving existing longitudinal recording processa storage
method where magnetized data bits are parallélgalisk. However, in the past few years, the rateasease in
areal density for longitudinal recording procedsas slowed, as the magnetized data bits are patdser and
closer together, which increases instability. Idesrto continue increasing capacity per disk, tlagmetic disk
industry has begun the transition to perpendiadeording. In perpendicular recording the data &itsoriented
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perpendicular to the plane of the disk, which eealthe bits to be recorded at a higher density ithlongitudinal
recording.

New Equipment Required for Perpendicular Recordifithe equipment that magnetic disk manufacturers
purchased in the mid to late 1990s could genesmitpmmodate up to 12 process steps, which wagisumitfito
enable improvements in areal density using longiidecording. However, economically producingkdisapable
of perpendicular recording may require as manyGagranore process steps. As a result, in ordeaftsition to
perpendicular recording, we believe disk manufactiwill need to replace or retool their existingkd
manufacturing equipment. In 2004, magnetic disk mf@cturers began to invest in new disk sputterimggment,
first to add additional capacity and second to aregor the introduction of perpendicular recording

Consolidation of Equipment SupplierS he supplier base of disk sputtering equipmentdumsolidated.
Beginning in 1995, many magnetic disk manufactuoeidertook aggressive expansion plans. The reduitidisks
per drive combined with these capacity expansiesslted in substantial excess disk production dgpacthe late
1990s through 2002. Even as total storage capatdll hard disk drives shipped increased from 1892003, disk
manufacturers did not make significant investméntsew disk sputtering equipment. As a result,‘ateand one
other manufacturer currently dominate the marketfsk sputtering equipment capable of economically
manufacturing media suitable for perpendicular reicg.

Industry Consolidation. Two types of companies purchase magnetic diskesjng equipment; vertically
integrated companies that manufacture both diséigtenhard drives that use the disks, and merchaliers that
manufacture magnetic disks for sale to hard diskufacturers. Disk manufacturers were adverselyctdteby the
overcapacity of 1997 through 2002 and the industigerwent significant consolidation. For instarin€2001
Maxtor acquired Quantum’s hard disk drive operatj@and Fujitsu ceased manufacturing hard disk difieethe
personal storage market. In 2002, IBM sold its hdis#t drive business to Hitachi. In 2004, Showa keacquired
Trace Storage Technology. In 2006, Seagate anndunpkanned to acquire Maxtor. This consolidath@s reduce
the number of magnetic disk manufacturers ablespond to any increasing demand for disks for Hekidrives.

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

» Cost of Ownership.Cost of ownership of disk sputtering equipmentudes factors such as equipment price,
manufacturing yield, throughput, consumable c@sttdry floor footprint and uptime. A lower cost of
ownership for disk sputtering equipment is a kestdain lowering the manufactu’'s product cost

« Extendibility and Flexibility We believe magnetic disk manufacturers need apodgt equipment that can
address the needs of their evolving technologymaaas. This equipment must be capable of incorpayati
new process steps and technical capabilities, doduthe processes needed for producing magnetis di
capable of perpendicular recording. Additionallyede manufacturers are improving longitudinal psees
and further developing the processes necessapefpendicular recording, and as a result, they derma
flexible system that supports process reconfigongtand expansions with a minimum of effi

» Compatibility with Existing EquipmentWe believe magnetic disk manufacturers prefetaodardize their
processes around one or two disk sputtering equipsuppliers. Once a disk manufacturer has selected
particular supplier’s equipment, that manufactgemerally relies upon that supplier's equipmentiiaich of
its production capacity and frequently will continto purchase any additional equipment from theesam
supplier. There are significant economies of seelted to the use of a single platform in prodiegign,
product qualification, manufacturing and supp

* Long-term Commitment of SuppliedWe believe magnetic disk manufacturers need epodt equipment
providers that are committed to meeting currentfatae technology requirements and to supportiig) t
equipment throughout its useful life. As a resmiignetic disk manufacturers increasingly demangpaleer
with the stability and capability to be a Ic-term technology partne
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Our Competitive Strengths

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

* Broad Installed Base with Industry Leading Custasn Our MDP-250 disk sputtering system gained wide
acceptance in the magnetic disk manufacturing imgasd by the late 1990s was being used in the
manufacture of approximately half of the magneisksl used in hard disk drives worldwide. We belitha
there are approximately 111 legacy MDP-250 sysi@mals34 next generation 200 Lean systems curremtly i
use in production and research and developmenicatiphs by customers such as Fuji Electric, Hitach
Global Storage Technology, Maxtor and Seagate. ¥llev® the majority of our customers are now Utilig
most of their capacity and that there is signifiqastential for these customers to add capacitytanghgrade
the technical capability of their installed basgéwmit production of higher density disks capaidfle
perpendicular recordin

Technology Leadership with Modular Next Generaialvanced Platform.In December 2003, we first
delivered our latest-generation disk sputterindesys the 200 Lean, which provides enhanced cafiabili
relative to our installed base of MDP-250 systefie 200 Lean’s compact design enables more disks to
manufactured per square-foot of clean-room spalee flExible design of the 200 Lean allows rapid
reconfiguration to accommodate product changecsetdsnew disk technology. The modular design of0@
Lean also allows disk manufacturers to add additipnocess steps, as advanced magnetic disk texiies)
such as perpendicular recording, are introdu

Long-Term Commitment to Hard Disk Drive IndustryVe have been a hard disk drive equipment provider
since 1991. We have continued to develop new tdogies and introduced the 200 Lean disk sputtering
system to meet the needs for additional procegs stecessary to economically produce magnetic disks
capable of perpendicular recording. In additiorr, lleadquarters and our support centers in Singagate
Shenzhen are located in close proximity to mangusfcustomers’ hard disk drive development cerdads
manufacturing facilities

Based on these competitive strengths, we belieasenth are well positioned to maintain our markatiag
position in the disk sputtering equipment markeé bélieve the Intevac 200 Lean system accounthi&omajority
of installed production capacity of next generag@npendicular-capable systems.

Our Equipment Strategy

We believe we can leverage our leadership positiatisk sputtering equipment to increase our saes
magnetic disk manufacturers and apply our techryologiew markets. The key elements of our strasrgyas
follows:

* Be a Preferred Solutions Provider in the Magnetiskdndustry. Our goal is to be a preferred solutions
provider to magnetic disk manufacturers. We beliéat our 200 Lean provides our customers with an
advanced modular platform that can address thairdudisk sputtering needs. We believe we aretakso
leading provider of disk lubrication equipment, gguipment that is used to apply ultra-thin coatinf
lubricant to magnetic disks after sputteri

* Leverage Existing Technology into New Mark In addition to expansion within our existing arser base,
we intend to target other markets where we canyagml expertise in complex manufacturing equipmeéir
expertise includes the ability to design and mactuf@ complex, highly automated vacuum manufacgurin
systems. We are developing a new manufacturingsy#tat addresses an emerging market other thdn har
disk drive manufacturing equipment. We are devoérgignificant portion of our business developnaard
technical resources to developing this new prodandtwe plan to deliver the first evaluation unititoustome
by the end of 2006. We expect our initial custonveilistest evaluation systems for as long as twehanths
before deciding whether to purchase productioresyst Accordingly, we do not expect this new prodact
generate any revenue during 2006 and cannot aetppaedict when, if ever, it will begin to generat
significant revenue:
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« Deliver Highest Customer Value Propositic Our goal is to maintain our leadership in advandisk
sputtering equipment by providing flexible, extebldaequipment with the lowest cost of ownershipe 200
Lean’s modular design provides customers the abilitgtonfigure their disk manufacturing systems faid
technology shifts and evolving technology roadmdjte 200 Lean’s compact footprint and increased
throughput relative to the legacy MDP-250 systenmabées increased output per square foot of factiegn-
room space

» Expand Consumables, Spare Parts and Service Offe We plan to increase the sale of disk sputtering
equipment consumables, spare parts and servigelén t increase our revenue opportunity per custoin
addition, growing these offerings will enable usieepen and enhance our customer relationshipseliére
the expected revenue from these offerings will meifigate the impact of cyclical downturns in thekd
sputtering equipment business. We believe thatlidse proximity of our service centers in Singapamd
Shenzhen, China to our customers’ facilities gives competitive advantage. We plan to add addition
support centers as required in order to maintaisecproximity to our custome¢ operations

Our Equipment Products
200 Lean Disk Sputtering System

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

The key features of the 200 Lean include:

» Modular Design The 200 Lean’s modular design allows our custen@accommodate any number of disk
manufacturing process steps required by their @wgltechnology roadmaps. The 200 Lean consistsfiafie-
end robotic module that loads and unloads disks fitte system, combined with any number of fouritat
process modules. Typical configurations of the R88n have five of these four-station process maqule
which results in systems capable of up to 20 pstps. Additional process modules can be eadilgdto
already installed systemr

« Easy to Reconfigur« Magnetic disk manufacturers produce many diffedasigns that have short product
cycles, leading to frequent reconfiguration of digkittering equipment. The mechanical design afitdae
control system of the 200 Lean allows rapid reguntation of systems by our customers. The 200 ligafsc
easily reconfigured to process disks with glasaleminum substrates of varying diameters and tlgskas

* Higher Throughput with Smaller Footprir The 200 Lean offers higher throughput (up to 8&&s per hour)
and more process stations in a more compact patkageur legacy MDP-250 system. We believe that th
200 Lean has the highest disk throughput per sdoatef factory space for a system capable of
manufacturing perpendicular med

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

« Single Disk Processing.The 200 Lean processes each individual disk seillg through a series of single-
disk, vacuume-isolated, process chambers. “Singlk*girocessing assures that each individual disk falan
identical path through the system, which leadstk-tb-disk uniformity since each disk sees the s@mocess
conditions.

 High-Vacuum Capability. The 200 Lean operates at significantly betteuuvat levels compared to the
installed base of MC-250s. Better vacuum levels generally lead to impdomagnetic media performan
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« Suite of Process Station Option§.he 200 Lean offers a wide range of processoststiproviding capabilities
such as metal deposition, heating, cooling andatedvercoating onto both aluminum and glass di

Equipment Business Sales and Marketing

Our Equipment business sales are made primaributir our direct sales force, although in Japanselleour
products through a distributor, Matsubo. The sglfinocess for our equipment products is a multélend long-
term process, involving individuals from marketimggineering, operations, customer service anaseni
management. The process involves making samplaébdgrrospective customer and responding to itdém
moderate levels of machine customization. Customiées require a significant number of product preations
and demonstrations before making a purchasingidecis

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

The production of large complex systems require® usake significant investments in inventory btattiulfill
customer orders and to maintain adequate supligsane parts to service previously shipped systémsome
cases we manufacture subsystems and/or compleétsmsyprior to receipt of a customer order to smaoith
production flow and/or reduce our lead time. Wentaih inventories of spare parts in Santa Clanag&pore and
other locations to support our customers. We tyfyicaquire our customers to pay for systems i¢hinstallments,
with a portion of the system price billed upon iptef an order, a portion of the system priceduilupon shipment,
and the balance of the system price and any sateduie upon completing installation and acceptaiftiee system
at the customer’s factory. All customer productmpants are recorded as customer advances pendigigueyv
recognition.

Equipment Business Customers

Our disk sputtering equipment customers includematig disk manufacturers such as Fuji Electric, ligranc
Showa Denko and vertically integrated hard diskedrmanufacturers, such as Hitachi Global Storagdfi@ogy,
Maxtor and Seagate. The majority of our customarstuct development programs are located in théedritates.
Our customers’ manufacturing facilities are priffyalocated in California, China, Japan, Malaysid &ingapore.

Our customers’ business tends to be cyclical, thighr peak sales occurring during the second Halieyear.
As a result, our customers have a tendency to @wgi@pment for delivery and installation by midy,eso that they
have new capacity in place for their peak produrcgeriod. However, during 2005 our customers wapacity
constrained, demand did not follow normal seaspatierns, and we realized our highest revenuesgitine fourth
fiscal quarter.

Equipment Business Customer Support

We provide process and applications support, custdraining, installation, start-up assistance emergency
service support to our equipment customers. Weudrtdaining classes for our customers’ processnergs,
machine operators and machine service personnditidwil training is also given to our customersiag the
machine installation. We have a subsidiary in Simga and field offices in China and Japan to suppar
customers in Asia. We are planning to add additienpport centers to maintain close proximity to oustomers’
factories as they deploy our systems.
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We generally offer a one year warranty on our equipt. In some cases we market extended warraniydger
beyond 12 months to our customers. During this avdyrperiod any necessary hon-consumable parsupmdied
and installed without charge. Our employees profild service support in the United States, SimgapMalaysia,
China and Japan. In Japan, field service suppais@ssupplemented by our distributor, Matsubo.

Equipment Business Competition

The principal competitive factors affecting the kets for our equipment products include price, paid
performance and functionality, integration and nggaadility of products, customer support and senrieputation
and reliability. We have historically experiencetense competition worldwide from competitors imtthg Anelva
Corporation, Ulvac and Unaxis Holdings, Ltd., eatlvhich has sold substantial numbers of systenmidwide.
Anelva, Ulvac and Unaxis all have substantiallyagee financial, technical, marketing, manufacturamgl other
resources than we do. To our knowledge, IntevaeMsnand Unaxis are the only companies that halreeded
products that economically address the sputtegggirements for manufacture of advanced perperaficodgnetic
disks. However, there can be no assurance thadfamyr competitors will not develop enhancemeniotduture
generations of, competitive products that offeresiqy price or performance features or that newmetitors will
not enter our markets and develop such enhancelligio

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

Imaging Business

Our Imaging business develops and manufactureg@leptical sensors, cameras, and systems thatitperm
highly sensitive detection of photons in the visibhd near infrared portions of the spectrum, atigwision in
extreme low light situations. The majority of oordaging revenue to date has been derived from aistralated to
the development of electro-optical sensors, canerdssystems and funded by the U.S. Governmeragéacies
and contractors.

Imaging Industry Overview

Imaging is the capture and display of light or heatitted or reflected from an object. Low lightaging
involves the capture and display of light at intees of approximately one millionth, or less, @fydime light levels.

Low light imaging technology that provides super@ion in nighttime combat creates a significautical
advantage. Accordingly, the U.S. military has fuhttee development of various night vision techn@egwhich
have evolved through three generations to todaideyw deployed “Generation-III" night vision tubeBypically,
Generation-11l night vision tubes are placed imftrof a user’s eyes, like a pair of binoculars, prauce a direct-
view, “green glow” image. The U.S. military is ndunding the development of compact digital nigtgien
imaging headsets that incorporate imagery from hathlight and thermal sensors.

The commercial sector has taken a different apré@mextreme low light imaging than the militanhdinitial
extreme low light cameras for the commercial seatere based on charged coupled device, or CCDntdaty,
which is able to produce a digital output. CCD tealbgy relies on long exposure times for its sévigit and as a
result the initial cameras were used for statidiagpons, like astronomy. Other commercial markstgh as
metrology, life sciences and industrial process itoong, adopted CCD technology. However, CCD basaueras
in these applications are not well suited for dyitaapplications with motion or short measurememes.
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As a result, two distinct forms of low light leviehaging have evolved: the Generation-III night erstube
technology developed by the military, which proddérect-view analog imagery; and CCD technolodlyicl can
provide digital imagery, but is not well suiteddgnamic applications.

Our Imaging Solution

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

Advanced Photocathode Technology A photocathode is a semiconductor compound thighability to
convert light into electrons. We manufacture a farof photocathodes designed to optimize sensjtiait
specific wavelengths ranging from the visible (Odi@rons) to the near infrared (1.65 microns). Our
photocathodes have high quantum efficiencies (ftfigiency with which incoming light photons are a@nrted
to electrons) and are extremely sensitive to inogpnlight. Some of our detectors, incorporating such
photocathodes, can detect incoming light at leaslbow as a single photon, which is the ultimatelef
sensitivity.

Use of Low Power CMOS Imaging Chips Complementary Metal Oxide Semiconductor, or CMOS
sensors, which are generally lower cost and redes®power than comparable CCD sensors, have been
developed for consumer imaging applications. Weetdaveloped proprietary technologies and capadsilit
incorporate CMOS sensors into our products to takentage of these improvements. We have alsoajzael
a proprietary CMOS sensor that is optimized forinsgur night vision sensors. As a result, we haiee will
be able to offer cost effective, compact, low pagvestreme low light imaging sensors.

Increased Silicon Sensor Sensitivity We have developed proprietary technology to En@OS and
CCD sensors to efficiently capture the acceleratedtrons emitted from the photocathode. Increattiag
electron capture efficiency directly increasesaxie low light imaging performance.

Compact Ultra-High Vacuum Sensor Packagirg Our compact ultra-high vacuum sensor package
enables us to combine an imaging chip with our tethodes in a thin package which is particulasyl w
suited for portable applications where size andyheare critical.

Low Light Imaging Market Opportunity

We are designing our imaging solutions to address generation military requirements and the dyrami
applications of the commercial markets.

Head Mounted Night Vision Systems Generation-11l based night vision goggles, whigtve excellent
extreme low light imaging performance, were widééployed by the U.S. military for use by soldieusidg the
1990’s. In 2005 the U.S. military awarded contrahtg provide for a maximum procurement of $3.2drilover a
five year period of Generation-1ll night vision eégonent. However, these goggles are relatively langavy and
lack video output. Additionally, potential adverigarare now deploying Generation-l1+ goggles mactufad
outside the United States with performance levefs@aching that of Generation-lll. Accordingly, tHeS. Army
has developed a roadmap to maintain extreme Idw iigaging dominance for the individual soldier.eTfoadmap
includes a transition from bulky direct-view nighsion goggles to a compact “fused” head mountextiesy, which
integrates an extreme low light camera, an inframeher and a video display. This approach addsesige and
weight issues and enables connectivity to a wiseheswork for distribution of the imagery and othrdormation.
These improvements need to be realized while miingithe cost of each soldier’s system. The U.$1Aplans to
begin production of this type of system by 2010.

Military Long Range Target Identificatior— Current long-range nighttime surveillance systere based on
expensive thermal imaging camera systems, whiclyéntlae thermal profile of a target. These systerndyze
relatively poor resolution images since they onasure emitted heat. Long range thermal systenasoe
relatively large, which is a disadvantage for airtgoand portable applications. Accordingly, thera need for a cc
effective, compact, long-range imaging solutiort fantifies targets at a distance that is gredi@n an adversary’s
detection range capability.
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Physical Sciences— Companies in the physical sciences use extremdight imaging to investigate the
chemistry and physics of a wide variety of substarguch as foods, medicines, materials and biabgampounds
They need wider spectral coverage, high sensitiintyreased speed and increased resolution toaiserine
accuracy of their measurements and the produciifitiieir measurement tools.

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

Our Imaging Strategy

Collaborate with Leading Development OrganizatichsWe collaborate with, and receive significantding
from, leading government research organizationsi®development of our extreme low light technglothese
organizations strongly influence development armtprement of advanced technologies by the U.Stamnjli For
example, we have collaborated with the U.S. ArmghtiVision Labs, the world leader in night visi@thnology,
to facilitate the development and adoption of aghtwision technology.

Become Leading Provider of Extreme Low Light Imgdiechnology for the Military— We are actively
marketing our extreme low light imaging technoldgythe military.

 Our extreme low-light sensor technology was setet€2004 for use in a digital head-mounted sysf@nthe
military of a NATO ally. Since then we have devaddm high performance sensor specifically targated
military night vision applications. Provided thagéare able to obtain export approval from the gowemt for
this high performance sensor, we believe our custEnsystem, which is targeted for deployment in 200
be the first digital based military he-mounted lov-light system to be deployed on a large sc

* In 2005 we entered into a joint development agreewéh a U.S. defense contractor to develop a
sophisticated prototyg“fusec’ hea-mounted night vision system for the U.S. milite

 Our Laser llluminated Viewing and Ranging, or LIVARrget identification system can be used to ifient
targets at distances of up to 20 kilometers ancbbas incorporated into U.S. weapons developmagrams
such as the Airborne Laser (“ABL”"), the Cost EffeetTargeting System (“CETS"), and the Long-Range
Identification System“LRID”) programs

* Our Intensified Photodiodes enable single photdadd®n at extremely high data rates and are dedifor
use in target identification and other military Apgtions.

Proprietary Sensor and Camera Technology to AddEsserging Commercial Markets— We are also using
our extreme low light imaging expertise to devepopducts for commercial markets. We believe the utarddesigr
of our camera electronics and software, couplet wse of our proprietary CMOS chips in configuradgdasors,
will help decrease development time and cost. Wabeshipping our MOSIR line of commercial cameradyein
2006. MOSIR cameras offer previously unavailabghhgensitivity in the near infrared portion of $gectrum and
are well suited to low-light spectroscopy and inmggapplications.

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

Imaging Sales and Marketing

Sales of our products for military applications prenarily made to the end user through our disades force.
We also sell to leading defense contractors su@oaig, Lockheed Martin Corporation and Northrapi@man
Corporation in cases where our products are ergtdithnology for more complex systems. To date rewenue
has been derived primarily from research and deweémt contracts, rather than actual product salesse
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research and development contracts typically repitetie early phases of multi-year developmentaog funded
by the U.S. government and its allies.

We are subject to long sales cycles because mamyrgfroducts, such as our LIVAR system, typicallyst be
designed into our customers’ products, which aterofomplex and state-of-the-art. These developeyaies are
often multi-year and our sales are contingent arncastomer successfully integrating our produat itg product,
completing development of its product and then iobrig production orders for its product. Saleshege products
are also often dependent on ongoing governmenirigraf defense programs by the U.S. governmenitaradlies.
Additionally, sales to international customers als® subject to issuance of export licenses bythited States
government, which cannot always be obtained.

Sales of our commercial products, which have nehtmgnificant to date, will be made through a coration
of system integrators, distributors and value adéedllers and can also be subject to long saldsxy

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

Imaging Business Competition

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

In the military market, ITT Industries and NorthrGoumman, who are large and well-established defens
contractors, are the primary U.S. manufactureimafe intensifier tubes used in Generatithmight vision devices
and their derivative products. Our extreme lowtighmeras are intended to displace Generatiorightrvision
based products, and we expect that ITT and NortBrapnman will continue to enhance the performarfdaeir
products and aggressively promote their saleshEurtore, CMC Electronics, DRS, FLIR Systems andtiRapn
manufacture cooled infrared sensors and camerahwingé presently used in long-range target ideatifbn
systems, with which our LIVAR target identificatieensors and cameras compete. In the physicalfaratiences
market, companies such as Andor, E2V, Hamamatswshiastruments and Roper Scientific offer comjwetit
products.

Manufacturing

We manufacture our Equipment products at our tgdii Santa Clara, California. Our equipment
manufacturing operations include electromechamisaémbly, mechanical and vacuum assembly, fatorcafi
sputter sources, and system assembly, alignmerteatidg. We make extensive use of the local sappli
infrastructure serving the semiconductor equipnbeisiness. We purchase vacuum pumps, valves, instiiation
and fittings, power supplies, printed wiring boassemblies, computers and control circuitry, aredarua
mechanical parts made by forging, machining andliwgl We also have our own small fabrication cettiat
supports our engineering departments and makes gbthe machined parts used in our products. We fga
transfer manufacturing for some subassembliesit&@mgapore subsidiary during 2006.

We manufacture our Imaging products at our faesiin Santa Clara, California and Fremont, Califarn
Imaging business manufacturing includes produatioamdvanced photocathodes and sensors, lasersiasaral
integrated camera systems. We make extensive wstvahced manufacturing techniques and equipmedtoar
operations include vacuum, electromechanical anidalsystem assembly. We make use of the supplier
infrastructure serving the semiconductor, camedhagtics manufacturing industries. In manufactung sensors,
we purchase wafers, components, processing sugplieshemicals. In manufacturing our camera
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systems, we purchase printed circuit boards, @eechanical components and assemblies, mechanitganents
and enclosures, optical components and computers.

Intellectual Property

We currently hold 34 patents issued in the UnitedeS and 63 patents issued in foreign countrieshave
additional patent applications pending in the Whifates and foreign countries. Of the 34 U.S.mistd 7 relate to
our Equipment business, and 17 relate to our Ingalgirsiness. Of the foreign patents, 30 relate tdsouipment
business, and 33 relate to our Imaging busineszddition, we have the right to utilize certaingrds under
licensing arrangements with Litton Industries, $ath University, The Charles Stark Draper Laboratand Alum
Rock Technology. We hold substantial trade sedénefse imaging area related to photocathode fatioicand
processing and to silicon chip packaging for vacwampatibility and high electron sensitivity. Waahave
significant process integration intellectual prapeelated to vacuum packaging of a photocathodkeaasilicon
semiconductor chip.

Customer Concentration

Historically, a significant portion of our revenimeany particular period has been attributableaiesto a
limited number of customers In 2005, Seagate, apadese equipment distributor, Matsubo, Hitachb@l&torage
Technology and MMC Technology each accounted farentioan 10% of our revenues, and in aggregate atedu
for 90% of revenues. In 2004, Seagate and Matsable accounted for more than 10% of our revenuekiman
aggregate accounted for 73% of revenues. In 20081d¢, Seagate, Lockheed Martin and Matsubo, eaduated
for more than 10% of our revenues, and in aggreaateunted for 66% of revenues. Our largest custoctenge
from period to period, and it is expected that salieour products to relatively few customers wdhtinue to
account for a high percentage of our revenuesaridteseeable future.

Foreign sales accounted for 71% of revenues in . 208% of revenues in 2004, and 64% of revenue@32
The majority of our foreign sales are to compaimeasia or to U.S. companies for use in their Asigerations. W
anticipate that sales to these international custemwill continue to be a significant portion ofrdquipment
revenues.

Employees

At December 31, 2005, we had 362 employees, inotuéiL contract employees, as compared to 191 ereqd
at December 31, 2004. Of these 362 employees, 8 iweesearch and development, 210 in manufagtuand 63
in administration, customer support and marketidigthe 362 employees, 265 were in the Equipmeninkss, 59
were in the Imaging business, and 38 were in catpor

Compliance with Environmental Regulations

We are subject to a variety of governmental regadatrelating to the use, storage, discharge, vamndl
emission, generation, manufacture, treatment asgbdal of toxic or otherwise hazardous substamtesnicals,
materials or waste. We treat the cost of complywith government regulations and operating a safikplace as a
normal cost of business and allocate the costesfettactivities to all functions, except where tbst of those
activities can be isolated and charged to a spdifiction. The environmental standards and regulat
promulgated by government agencies in Santa GGatifornia and Fremont, California are rigorous a@etia high
standard of compliance. We believe our costs ofpliamce with these regulations and standards argaoable to
other companies operating similar facilities in ®a@lara, California and Fremont, California.

Iltem 1A. Risk Factors

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

Over the last 8 quarters, our revenues per quiaates fluctuated between $52.7 million and $6.4iamill Over
the same period our operating income (loss) as@epage of revenues has fluctuated between appateiy 18%
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and (56%) of revenues. We anticipate that our neesmnd operating margins will continue to fluctu&d/e expect
this fluctuation to continue for a variety of reaspincluding:

* delays or problems in the introduction and acceggar our new products, or delivery of existingduwots;

* changes in the demand, due to seasonality, cyityieald other factors, for the computer systenwagje
subsystems and consumer electronics containing diskcustomers produce with our systems;

» announcements of new products, services or techimaloinnovations by us or our competitc

Additionally, because our systems are priced imtliikons of dollars and we sell a relatively smalimber of
systems, our business is inherently subject tddht®ons in revenue from quarter to quarter duadtors such as
timing of orders, acceptance of new systems bycastomers or cancellation of those orders. As @lttese believe
that quarter-to-quarter comparisons of our revemngsoperating results may not be meaningful aatlttiese
comparisons may not be an accurate indicator ofudure performance. Our operating results in aneore future
guarters may fail to meet the expectations of itmest research analysts or investors, which coaltse an
immediate and significant decline in the tradingr@of our common shares.

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

Historically, a significant portion of our revenimeany particular period has been attributablealesof our
disk sputtering systems to a limited number of @ungrs. In 2005, one of our customers accountedés of our
revenues and four customers, in the aggregateuatsbfor 90% of our revenues. These same fouomess, in th
aggregate, accounted for 93% of our net accountsvable at December 31, 2005. During 2005, Seagateunce
its acquisition of Maxtor. This acquisition willfilner consolidate our customer base as they betinaluded in the
four customers with whom our revenues and accaectsivable were heavily concentrated in 2005. QGrffem a
relatively limited number of magnetic disk manutaets have accounted for, and likely will continaeccount for
a substantial portion of our revenues. The lossodielays in purchasing by, any one of our langgt@mers would
significantly reduce potential future revenues. Thacentration of our customer base may enabl@uss to
demand pricing and other terms unfavorable to ughErmore, the concentration of customers canteastreme
variability in revenue and financial results fromriod to period. For example, during 2005 revemaeged betwee
$10.6 million in the first quarter and $52.7 mitliin the fourth quarter. These factors could haweagerial adverse
effect on our business, financial condition andiltssof operations.

Our long term revenue growth is dependent on newghucts. If these new products are not successtugr our
results of operations will be adversely affected.

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

The majority of our revenues in the twelve monthdezl December 31, 2005 were from sale of our 2@ Le
disk sputtering system, which was first delivenediecember 2003. When first introduced, advancedwa
manufacturing equipment, such as the 200 Leamhijest to extensive customer acceptance testsiagtalation at
the customer’s factory. These acceptance tesdesigned to validate reliable operation to speaiifin in areas
such as throughput, vacuum level, robotics, propes®rmance and software features and functigndlitese tests
are generally more comprehensive for new systdms, for mature systems, and are designed to highigpblems
encountered with early versions of the equipmeat.example, initial builds of the 200 Lean expeciet high
production and warranty costs in comparison toroare established product lines. Failure to promatlgiress any
of the problems uncovered in these tests could hdverse effects on our business, including resdhegof
backlog, failure to achieve customer acceptancetzr@fore revenue recognition as anticipated, ticipated
product, rework and warranty costs, penalties @r-performance, cancellation of orders, or retdrproducts for
credit.
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We are making a substantial investment to develogvamanufacturing system to address applicatitimesr o
than magnetic media manufacturing. We have notgeipleted a fully functional production system, aadnot
expect to generate revenue from this product imthe twelve months. We spent $6.4 million, or 4dfur
research and development costs on this new prad 26105 and expect to significantly increase ouelef
spending on this project in 2006. We have not dged or sold products for this market previouslst aor
knowledge of the market and its needs is limitegluFe to correctly assess the size of the madety successfully
develop a product to cost effectively address thekst, or to establish effective sales and suppfdtie new produ
would have a material adverse effect on our futevenues and profits, including loss of the Comf{matire
investment in the project.

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

Our LIVAR target identification and low light levelmera technologies are designed to offer sigmitly
improved capability to military customers. We alsoadeveloping commercial products based on tHen@ogy we
have developed in our Imaging business. None ofroaging products are currently being manufactunduigh
volume, and we may encounter unforeseen difficail@en we commence volume production of these ptedu
Our Imaging business will require substantial fartmvestment in sales and marketing, in produeeligment and
in additional production facilities in order to ey our operations. We may not succeed in thesatiast or
generate significant sales of these new productslate, commercial sales of our commercial Imagimglucts hav
not been significant, and we do not expect to cobggnificant revenues in 2006 from deployment&fAR or our
other Imaging products.

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

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

Our Equipment business sells equipment to capitahsive industries, which sell commodity prodwsish as
disk drives. When demand for these commodity prtedexceeds capacity, demand for new capital equipsech
as ours tends to be amplified. Conversely, wheplgugf these commaodity products exceeds demandjeheand
for new capital equipment such as ours tends telpeessed. The hard disk drive industry has héstthyi been
subject to multi-year cycles because of the loag émes and high costs involved in adding capaaitg to
seasonal cycles driven by consumer purchasingrpafterhich tend to be heaviest in the third andtfoguarters of
each year.

The cyclical nature of the capital equipment industeans that in some years we will have unusumadji sale
of new systems, and that in other years our sdlaew systems will be severely depressed. The gnlangth and
volatility of these cycles are difficult to predidthese cycles have affected the timing and amafrdasr customers
capital equipment purchases and investments inteefwnology. For example, sales of systems for magdisk
production were severely depressed from the miatil©98 until mid-2003. We believe we are curreilya strong
upswing in a cycle, but we cannot predict with aeytainty how long such an upswing might last.

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

From the middle of 1998 until mid-2003, there wasyittle demand for new disk sputtering systeass,
magnetic disk manufacturers were burdened with-oapacity and were not investing in new disk spirtte
equipment. By 2003, however, over-capacity had mishied and sales of our 200 Lean began to increase.
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Sales of our equipment for capacity expansionsiependent on the capacity expansion plans of atomers
and upon whether our customers select our equipfoetiteir capacity expansions. We have no cortvelr our
customers’ expansion plans, and we cannot assuréhgo they will select our equipment if they dgard their
capacity. Our customers may not implement capasipansion plans, or we may fail to win orders fguipment fo
those capacity expansions, which could have a ihsziverse effect on our business and our operagisults. In
addition, some manufacturers may choose to purasest systems from other manufacturers or custoratver
than purchasing new systems from us. Furthermbhayrd disk drives were to be replaced by an adtiéra
technology as a primary method of digital storatgamand for our products would decrease.

Sales of our new 200 Lean disk sputtering systemsalao dependent on obsolescence and replacefrtbet o
installed base of disk sputtering equipment. Ihtedogical advancements are developed that extendgeful life
of the installed base of systems, then sales o260r_ean will be limited to the capacity expansi@eds of our
customers, which would significantly decrease ewenue.

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

The systems we manufacture and sell in our Equipimgsiness have a large number of components &nd ar
complex, which require us to make substantial itmests in research and development. If we weraitad
develop, manufacture and market new systems arftaree existing systems, that failure would havaduerse
effect on our business. We may experience delaydeminical and manufacturing difficulties in fuglintroduction
volume production and acceptance of new systerealmincements. In addition, some of the systemswhat
manufacture must be customized to meet individustaner site or operating requirements. In somes;age
market and commit to deliver new systems, modubescamponents with advanced features and capabititiat wi
are still in the process of designing. We havetkhimanufacturing capacity and engineering reselaiod may be
unable to complete the development, manufactureshipeinent of these products, or to meet the requé@ehnical
specifications for these products, in a timely manfailure to deliver these products on time adufe to deliver
products that perform to all contractually comnutspecifications, could have adverse effects orbasiness,
including rescheduling of backlog, failure to asleustomer acceptance and therefore revenue ridiongs
anticipated, unanticipated rework and warranty ssgatnalties for non-performance, cancellationrdécs, or return
of products for credit. In addition, we may incubstantial unanticipated costs early in a produléfe cycle, such ¢
increased engineering, manufacturing, installaéind support costs, that we may be unable to passthe
customer and that may affect our gross margins.efioms we work closely with our customers to depeiew
features and products. In connection with thesestretions, we sometimes offer a period of excltsia these
customers.

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

The sales cycle for our equipment systems canyleaor longer, involving individuals from many feifent
areas of our company and numerous product presargaind demonstrations for our prospective custen@ur
sales process for these systems also includesddegiion of samples and customization of prodtatsur
prospective customers. We do not enter into lomgr-eontracts with our customers and therefore amtibrder is
actually submitted by a customer there is no bigdiommitment to purchase our systems.

Our Imaging business is also subject to long salekes because many of our products, such as MARI
system, often must be designed into our custonredupts, which are often complex state-of-thepaoducts. Thes
development cycles are often multi-year, and olessare contingent on our customer successfulggnatting our
product into their product, completing developmefitheir product and then obtaining production esder their
product from the U.S. Government or its allies.

As a result, we may not recognize revenue frompooducts for extended periods of time after we have
completed development, and made initial shipmehtsw products, during which time we may expenldssantial
funds and management time and effort with no asserthat a sale will result.
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We operate in an intensely competitive marketplageg our competitors have greater resources thandee

In the market for our disk sputtering systems, @aeehexperienced competition from competitors sich a
Anelva Corporation, which is a subsidiary of Canamg Unaxis Holdings, Ltd, each of which has salloissantial
numbers of systems worldwide. In the market for louaging products, we experience competition frampanies
such as ITT Industries, Inc. and Northrop Grummanp@ration, the primary U.S. manufacturers of Gatien-11|
night vision devices and their derivative produ@sr competitors have substantially greater finaleechnical,
marketing, manufacturing and other resources thadav We cannot assure you that our competitotaoil
develop enhancements to, or future generationsoafipetitive products that offer superior price erfprmance
features. Likewise, we cannot assure you that reampetitors will not enter our markets and develoghsenhanced
products. Moreover, competition for our customermiense, and our competitors have historicallgrefl
substantial pricing concessions and incentivesttac our customers or retain their existing costes.

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

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

Our future growth may require significant additibresources given that, as we increase our busoEssition:
in complexity and scale, we may have insufficielatnagement capabilities and internal bandwidth toaga our
growth and business effectively. We cannot assatetlyat resources will be available when we needhtbr that w
will have sufficient capital to fund these potehtsource needs. Also, growth in the number oémdeceived in
our Equipment business may require additional maysipace and headcount, and our ability to fugfikh orders
may be constrained if we are unable to effectiggbyw our business. If we are unable to manage mwtt
effectively or if we experience a shortfall in resces, our results of operations will be harmed.

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

We sell many of our Imaging products and servigesctly to the U.S. government, as well as to prime
contractors for various U.S. government programs. @venues from government contracts totaled s6llébn,
$8.2 million and $9.4 million in 2005, 2004 and 20@espectively. Generally, government contragtssabject to
oversight audits by government representativescanthin provisions permitting termination, in whaolein part,
without prior notice at the government’s conven&npon the payment of compensation only for wonkedand
commitments made at the time of termination. Wenchassure you that one or more of the governmanttacts
under which we or our customers operate will notdsminated under these circumstances. Also, waatassure
you that we or our customers would be able to pe@ogw government contracts to offset the revetagtsas ¢
result of any termination of existing contractst nan we assure you that we or our customers waiitioue to
remain in good standing as federal contractors.
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Furthermore, the funding of multi-year governmerttgrams is subject to congressional appropriatiand,
there is no guarantee that the U.S. governmentméke further appropriations. The loss of fundiogéd
government program would result in a loss of ap#téd future revenues attributable to that progétmat could
increase our overall costs of doing business.

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

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

Many of our Imaging products require export licenfem United States Government agencies under the
Export Administration Act, the Trading with the Eng Act of 1917, the Arms Export Act of 1976 and the
International Trading in Arms Regulations. Thisitsrthe potential market for our products. We cave gno
assurance that we will be successful in obtainlhthea licenses necessary to export our produatseRtly,
heightened government scrutiny of export licensepfoducts in our market has resulted in lengtiergiew
periods for our license applications. Export tordoies which are not considered by the United St&tevernment
be allies is likely to be prohibited, and even sateU.S. allies may be limited. Failure to obtaindelays in
obtaining, or revocation of previously issued lises would prevent us from selling our productsidatthe United
States, may subject us to fines or other penaties would have a material adverse effect on osinless, financial
condition and results of operations.

Our sales of disk sputtering systems are depenaensubstantial capital investment by our customefes; in
excess of the cost of our products.

Our customers must make extremely large capitadmdipures in order to purchase our systems ana othe
related equipment and facilities. These costsarafexcess of the cost of our systems alone rfdgnitude of suc
capital expenditures requires that our customeve hacess to large amounts of capital and thathlikewilling to
invest that capital over long periods of time toalpée to purchase our equipment. The magneticrdahkufacturing
industry has not made significant additions t@isduction capacity until recently. Some of ourgutial customers
may not be willing or able to make the magnitudeagital investment required, especially duringaiaturn in
either the overall economy or the hard disk drivauistry.

Our stock price is volatile.

The market price and trading volume of our commtoglshas been subject to significant volatilitydahis
trend may continue. During 2005, the closing pateur common stock, as traded on The Nasdaq NaltMarket,
fluctuated from a low of $7.06 to a high of $14&t share, and is currently trading at over $20spare. The value
of our common stock may decline regardless of parating performance or prospects. Factors affgatur marke
price include:

* our perceived prospect

« hard disk drive market expectatiol

* variations in our operating results and whethemakdieve our key business targe
» sales or purchases of large blocks of our st

 changes in, or our failure to meet, our revenueeardings estimate

» changes in securities analy buy or sell recommendatior

« differences between our reported results and thrgected by investors and securities anal'
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« announcements of new contracts, products or teobiwall innovations by us or our competitc

» market reaction to any acquisitions, joint ventuwestrategic investments announced by us or ompetitors
« our high fixed operating expenses, including reseand development expens

« developments in the financial markets; i

* general economic, political or stock market cordisi in the United States and other major regiomghich
we do busines:

For example, in July 2004 when we announced thagmss margin and gross revenue for the year woald
under the expectations of investment analystsstmak price dropped by approximately half. In aiddit the gener:
economic, political, stock market and hard drivdustry conditions that may affect the market pa€eur common
stock are beyond our control. The market priceusfammmon stock at any particular time may not riantze
market price in the future. In the past, securiti@ss action litigation has been instituted againmpanies
following periods of volatility in the market pria# their securities. Any such litigation, if instted against us,
could result in substantial costs and a diversiom@nagement’s attention and resources.

Changes in tax rates or tax liabilities could affefuture results.

As a global company, we are subject to taxatiathénUnited States and various other countries.ifsignt
judgment is required to determine and estimatedwade tax liabilities. Our future tax rates coulg &ffected by
changes in the composition of earnings in countsiéds differing tax rates, changes in the valuatdrour deferred
tax assets and liabilities, or changes in theams| Although we believe our tax estimates areomase, there can
be no assurance that any final determination waille materially different from the treatment reft in our
historical income tax provisions and accruals, Wiiould materially and adversely affect our resofteperations.

At December 31, 2005, due to a history of net adpegdosses prior to 2005, $15 million of deferted assets
have been fully reserved by a valuation allowadeea result, we are projecting an effective tae far 2006 of 3%
Once we determine that conclusive evidence exasssipport an adjustment to the valuation allowanoce can
reasonably forecast sufficient income to utilize tteferred tax assets, our effective tax ratelikély increase
significantly. An increase in the effective taxaaould have a material adverse effect on our tegaarnings and
earnings per share.

Our future success depends on international salesldhe management of global operations

In 2005, approximately 71% of our revenues cammnfregions outside the United States. We currergtheh
international customer support offices in Singap@f@na and Japan. We expect that internationatsaill
continue to account for a significant portion of tatal revenue in future years. Certain manufaetufacilities and
suppliers are also located outside the United Stdanaging our global operations presents chadiemluding,
but not limited to, those arising from:

* varying regional and geopolitical business condgiand demand

* global trade issue:

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

« variations in the ability to develop relationshipigh suppliers and other local busines:

« changes in laws and regulations of the United Stateluding export restrictions) and other cowetrias well
as their interpretation and applicatic

« fluctuations in interest rates and currency excbhaates

* the need to provide sufficient levels of technmabport in different location:
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« political instability, natural disasters (such astiequakes, hurricanes or floods), pandemics,rismoor acts
of war where we have operations, suppliers or s

« cultural differences; an

* shipping delays

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

Changes in existing accounting or taxation rulegractices, new accounting pronouncements or taxatiles,
or varying interpretations of current accountingrpruncements or taxation practice could have afgignt adverst
effect on our results of operations or the manneavhich we conduct our business. Further, suchgésnould
potentially affect our reporting of transactionsmeted before such changes are effective. For pbegrim
December 2004, the Financial Accounting Standaated (“FASB”) enacted Statement of Financial Acanm
Standards 123 (Revised 2004) (“SFAS 123R “Share-Based Paymentyhich replaces SFAS No. 123
(“SFAS 123"),“Accounting for Stock-Based CompensatioBFAS 123R requires the measurement of all share-
based payments to employees, including grants pfa@me stock options, using a fair-value-based otetnd the
recording of such compensation expense in ourrsits of income. We are required to adopt SFAS 1A3Re
first quarter of fiscal year 2006. The pro formadiibsures, previously permitted under SFAS 123aamtapted by us,
no longer will be an alternative to financial statnt recognition. We have not yet determined whdtieadoption
of SFAS 123R will result in amounts that are simitathe current pro forma disclosures under SFAS but we
expect the adoption to increase our cost of reveand operating expenses, and the adoption of 28R could
make our net income less predictable in any gieg@onting period, and could change the way we cosgterour
employees.

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

Pursuant to Section 404 of the Sarbanes-Oxley B2002, our management must perform evaluatiormiof
internal control over financial reporting. Begingim 2004, our Form 10-K has included a report anagement of
their assessment of the adequacy of such inteamatal. Additionally, our independent registeredleiaccounting
firm must publicly attest to the adequacy of mamaget's assessment and the effectiveness of ounaiteontrol.
Ongoing compliance with these requirements is cempostly and time-consuming.

In 2004, we were not able to assert, in our managéertifications filed with our Annual Report on
Form 10-K, that our internal control over finanaiaporting was effective as of December 31, 2084w
management identified three material weaknessesrimternal control over financial reporting. Tlisany future
inability to assert that our internal controls ofiaancial reporting are effective for any giveipogting period (or if
our auditors are unable to attest that our managesneport is fairly stated or if they are unateexpress an
opinion on the effectiveness of our internal cols,acould cause us to lose investor confidendaenmaccuracy and
completeness of our financial reports, which ccdde an adverse effect on our stock price.

We have in the past discovered, and may in thedudiscover, areas of our internal controls thaine
improvement. During the 2004 audit, our externalitus brought to our attention a need to increébhsenternal
controls in certain areas of our operation, inalgdievenue calculations in the Imaging busineggraenation of
inventory reserve requirements, approval of chatgése perpetual inventory and segregation ofedutin 2005, w
devoted significant resources to remediation of¢hend other findings and to improvement of owsrimdl controls.
Although we believe that these efforts have stiemiged our internal controls and addressed the condeat gave
rise to the material weaknesses previously repdiyeas, we are continuing to work to improve oueinal controls
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Our dependence on suppliers for certain parts, soofichem sol-sourced, makes us vulnerable
manufacturing interruptions and delays, which coulaffect our ability to meet customer demand.

We are a manufacturing business. Purchased parssittioe the largest component of our product d0st.
ability to manufacture depends on the timely deiinaf parts, components, and subassemblies fromplisup. We
obtain some of the key components and astemblies used in our products from a single gipmi a limited grou
of suppliers. If any of our suppliers fail to dedivquality parts on a timely basis, we may expeegetelays in
manufacturing, which could result in delayed prddigliveries or increased costs to expedite dabgavr develop
alternative suppliers. Development of alternativpmiers could require redesign of our products.

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

The success of our business depends upon intedrityr intellectual property rights and we canrgglae you
that:

« any of our pending or future patent applicationt lné allowed or that any of the allowed applicasawill be
issued as patents or will issue with claims ofg¢bepe we sough

« any of our patents will not be invalidated, deeraednforceable, circumvented or challeng
« the rights granted under our patents will providenpetitive advantages to
« other parties will not develop similar productsplicate our products or design around our patem

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

Failure to protect our intellectual property rightadequately could have a material adverse effeciooin
business.

We provide products that are expected to have lsedul lives and that are critical to our custorhers
operations. From time to time, as part of busimegeements, we place portions of our intellectuaperty into
escrow to provide assurance to our customers tivaechnology will be available to them in the evéirat we are
unable to support them at some point in the future.

From time to time, we have received claims thatweeinfringing third parties’ intellectual propenights. We
cannot assure you that third parties will not ie thture claim that we have infringed current dufa patents,
trademarks or other proprietary rights relatingto products. Any claims, with or without merit,utd be time-
consuming, result in costly litigation, cause pretcghipment delays or require us to enter into ltgya licensing
agreements. Such royalty or licensing agreemdnisguired, may not be available on terms acceptabus.

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

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

Our U.S. operations are located in Santa Clarafdaia and Fremont, California, where the coslivihg and
recruiting employees is high. Additionally, our oging results depend, in large part, upon ouiitgkitd retain and
attract qualified management, engineering, margetimnufacturing, customer support, sales and asirative
personnel. Furthermore, we compete with similaugtdes, such as the semiconductor industry, feisime pool
skilled employees. If we are unable to retain kegspnnel, or if we are not able to attract, assitibr retain
additional highly qualified employees to meet oaeds in the future, our business and operationsl teuharmed.
Changes we make to our business in response tation of 123R may make this more difficult.
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Changes in demand caused by fluctuations in intdraad currency exchange rates may reduce ¢
international sales.

Sales and operating activities outside of the Wn8tates are subject to inherent risks, includingtdiations in
the value of the U.S. dollar relative to foreignremcies, tariffs, quotas, taxes and other mar&eidys, political an
economic instability, restrictions on the exporiraport of technology, potentially limited intelle@l property
protection, difficulties in staffing and managingérnational operations and potentially adversectmsequences.
We earn a significant portion of our revenue frarteinational sales, and there can be no assuraatany of these
factors will not have an adverse effect on ourightib sell our products or operate outside thet&éthStates.

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

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

We may evaluate acquisition candidates and otheredsification strategies.

In the past we have engaged in acquisitions asoparr efforts to expand and diversify our busgd=or
example, our business was initially acquired froarigh Associates in 1991. We also acquired ourigrav
lubrication and rapid thermal processing produetsiin two acquisitions. We sold the rapid therpratessing
product line in November 2002. We also acquiredRBE electron beam processing business in late, H@l7
subsequently closed this business. We intend toreento evaluate new acquisition candidates, ditwee and
diversification strategies. Any acquisition invodveumerous risks, including difficulties in the iag$ation of the
acquired company’s employees, operations and pteduiccertainties associated with operating in neskets and
working with new customers, and the potential lofsthe acquired company’s key employees. Additilynal
unanticipated expenses, difficulties and conseqentay be incurred relating to the integratioreghnologies,
research and development, and administrative dret éinctions. Any future acquisitions may alsaites
potentially dilutive issuance of equity securitiasquisition- or divestiture-related write-offsthe assumption of
debt and contingent liabilities.

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

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

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

Substantially all of our common stock may be soith@ut restriction in the public markets, althowsjtares
held by our directors, executive officers and &fféds may be subject to volume and manner of saleictions. In
August 2005, at the request of Redemco LLC, westergd the sale of 2,000,000 shares at any timénaanty
manner Redemco LLC chooses. As of January 19, 20968,774 of these shares had been sold by Redento
and Redemco LLC and its affiliates still owned D@26 shares. Sales of a substantial number oésledicommon
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stock in the public market by our officers, dirastor affiliates or the perception that these satedd occur could
materially and adversely affect our stock price arake it more difficult for us to sell equity seiti@s in the future
at a time and price we deem appropriate.

Anti-takeover provisions in our charter documents andder California law could prevent or delay a change
control, which could negatively impact the value ofir common stock by discouraging a favorable marge
acquisition of us.

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

We could be involved in litigation

From time to time we may be involved in litigatiofivarious types, including litigation alleging iiffgement o
intellectual property rights and other claims. gatiion tends to be expensive and requires significeanagement
time and attention and could have a negative etfeaur results of operations or business if we lmshave to sett
a case on significantly adverse terms.

Business interruptions could adversely affect oyserations.

Our operations are vulnerable to interruption bbg,fearthquake, or other natural disaster, quarasor other
disruptions associated with infectious diseasetsomal catastrophe, terrorist activities, war, dfgions in our
computing and communications infrastructure dugawer loss, telecommunications failure, human ephysical
or electronic security breaches and computer virused other events beyond our control. We do aee la fully
implemented detailed disaster recovery plan. Despit implementation of network security measunes tools ani
servers are vulnerable to computer viruses, breskaind similar disruptions from unauthorized tanmgewith our
computer systems and tools located at customex: $ttditical instability could cause us to incucrieased costs in
transportation, make such transportation unrelidbtzease our insurance costs, and cause intenaaturrency
markets to fluctuate. This same instability coudardnthe same effects on our suppliers and thdityata timely
deliver their products. In addition, we do not gesufficient business interruption insurance to pemsate us for
losses that may occur, and any losses or damag@sed by us could have a material adverse effectur business
and results of operations. For example, we selfrsngarthquake risks because we believe this ipriident
financial decision based on the high cost of lishiteverage available in the earthquake insuranckanain
earthquake could significantly disrupt our openasiomost of which are conducted in California.dtid also
significantly delay our research and engineeririgrebn new products, most of which is also conddah
California. We take steps to minimize the damagé would be caused by an earthquake, but there cerainty
that our efforts will prove successful in the evehan earthquake.

Iltem 1B. Unresolved Staff Commen

None.
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Item 2. Properties

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

Location Square Fee Principal Use

Santa Clara, CA 119,58 Corporate Headquarters, Marketing,
Manufacturing, Engineering, Customer Supy

Fremont, CA 9,50¢ Sensor Fabricatio

Singapore 3,60( Customer Suppo

Shenzhen, Chin 1,93¢ Customer Suppo

The lease for our Santa Clara facility expires iaréh 2012, and the lease for our Fremont facibfyires in
February 2013. Our Singapore facility is curremiherating on a month-to-month lease agreement wigl®ok for
a new facility that will allow establishment of m#acturing operations in Singapore. The lease fwrShenzhen
facility expires in July 2006. We operate two folanufacturing shifts. With the exception of Singapave believe
that we have sufficient productive capacity to nmetcurrent needs.

Item 3. Legal Proceeding:

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

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

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

Certain information about Intevac’s executive dfie as of March 15, 2006 is listed below:

Name Age Position

Executive Officers

Norman H. Pont 67 Chairman of the Boar

Kevin Fairbairn 52 President and Chief Executive Offic

Verle Aebi 51 President of Photonics Technology Divis|

Michael Barnes 47 Vice President and Chief Technical Officer, Equiptne
Products

Charles B. Eddy llI 55 Vice President, Finance and Administration, Chief
Financial Officer, Treasurer and Secret

Luke Marusiak 43 Chief Operating Office

Other Key Officers

James Bir 40 Vice President, Customer Support, Equipment Prex

Terry Bluck 46 Vice President, Technology, Equipment Prodi

Kimberly Burk 40 Director, Human Resourci

Stephen Gustafsc 34 Director, Imaging Operatior

Timothy Justyr 43 Vice President, Manufacturing, Equipment Prodi

Ralph Kerns 58 Vice President, Business Development, Equipment
Products

Christopher Lane 39 Vice President, New Product Development, Equipment
Products

Pat Leahy 44 Vice President, Engineering, Equipment Prod

Mr. Pondis a founder of Intevac and has served as Chaiohtre Board since February 1991. Mr. Pond
served as President and Chief Executive Officenffebruary 1991 until July 2000 and again from Smybier 2001
through January 2002. Mr. Pond holds a BS in plsyisam the University of Missouri at Rolla and arsih
physics from the University of California at Los geles.

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

Mr. Aebihas served as President of the Photonics Divigiaresluly 2000. Mr. Aebi served as General
Manager of the Photonics Division since May 1998 aas elected as a Vice President of the Company in
September 1995. From 1988 through 1994, Mr. Aelsi tha Engineering Manager of our night vision bes
where he was responsible for new product developimehe areas of advanced photocathodes and image
intensifiers. Mr. Aebi holds a BS in physics and\ in electrical engineering from Stanford Univirs

Dr. Barnesjoined Intevac as Vice President and Chief Techrdficer in February 2006. Before joining
Intevac, Dr. Barnes was General Manager of the Bighsity Plasma Chemical Vapor Deposition Busitdsis at
Novellus Systems from March 2004 to February 2606m January 2004 to March 2004, he was Vice Peasi
Technology at Nanosys and from August 2003 to J32@04 he was Vice President, Engineering at OaWaf
Technologies. Dr. Barnes was employed by Appliededals from April 1998 to August 2003, first adlanaging
Director and subsequently as Vice President, Etgfirteering and Technology. Dr. Barnes holds a BS,avid Phl
in electrical engineering from the University of déligan.
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Mr. Eddyhas served as Vice President, Finance and Adnatitst, Chief Financial Officer, Treasurer and
Secretary since April 1991. Mr. Eddy holds a B&mgineering science from the University of Virgiaiad an MB/
from Dartmouth College.

Mr. Marusiakjoined Intevac as Chief Operating Officer in A004. Before joining Intevac, Mr. Marusiak
was employed by Applied Materials from July 1991l 2004, most recently as Senior Director ofrito
American Operations. Previously, Mr. Marusiak maethgpplied Materials’ Field Operations in North Ariza.
Mr. Marusiak holds a BS in electrical engineeringni Gannon University and an MS in teleprocessaignee fron
the University of Southern Mississippi.

Mr. Birt joined Intevac as Vice President, Customer Supgdtie Equipment Products Division in September
2004. Before joining Intevac, Mr. Birt was employeg Applied Materials from July 1992 to Septemb@d2, most
recently as Director, Field Operations/Quality Noftmerica. Mr. Birt holds a BS in electrical engénimg from
Texas A&M University.

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

Ms. Burkhas served as Human Resources Director since M. B0ior to joining Intevac, Ms. Burk served
Human Resources Manager of Moen, Inc. from 19980 and served as Human Resources Manager of hawso
Mardon from 1994 to 1999. Ms. Burk holds a BS inislmgy from Northern lllinois University.

Mr. Gustafsorhas served as Director of Imaging Operations dhatguary 2003. Before joining Intevac in M
2002, Mr. Gustafson was employed by Applied Mater@s a Sr. Operations Manager in the Conductdr Etc
Organization. Mr. Gustafson holds a BA in humasited an MS in industrial engineering from San Riate
University.

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

Mr. Kernsjoined Intevac as Vice President, Business Devetoyiraf the Equipment Products Division in
August 2003. Before joining Intevac, Mr. Kerns veasployed by Applied Materials from April 1997 to Wamber
2002, most recently as Managing Director for BusinBevelopment for the Process Modules Group. &uslyi,
Mr. Kerns was General Manager of Applied Materidd&tal Etch Division from 2000 to 2002. From 1998000,
Mr. Kerns was Senior Director for North America Moétional Accounts and from 1997 to 1998, he wagsd&3al
Manager of Applied Materials’ Dielectric Etch Diiasi. Mr. Kerns holds a BS in chemistry from the umsity of
Idaho and a PhD in theoretical chemistry from R¥ion University.

Mr. Lanehas served as Vice President, Equipment New Prdaemelopment since February 2006. Previously
Mr. Lane served as General Manager of the Comnidnseging Division. Before joining Intevac, Mr. Larwas
employed by Applied Materials from 1990 to July 2pfhost recently as Director of Engineering, CV@ &tch, in
the Conductor Etch Organization. Mr. Lane holdsSaiB mechanical engineering, an MS in engineering
management and an MBA, all from California PolytaéictState University at San Luis Obispo.

Mr. Leahyjoined Intevac in May 2005 as Vice President, Eagiimg of the Equipment Products Division.
Before joining Intevac, Mr. Leahy was employed hyplied Materials as Director of Engineering from®&3o May
2005. Mr. Leahy holds a BS in mechanical enginggfiam The Pennsylvania State University.
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PART Il

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

Price Range of Common Stock

Our common stock is listed on The Nasdaq Nationalkét under the symbol “IVAC.” As of December 31,
2005, there were approximately 216 holders of meodrour common stock. Because many of our shdresromon
stock are held by brokers and other institution®ehnalf of shareholders, we are unable to estithat¢éotal number
of shareholders represented by these record holders

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

High Low

Fiscal 2004

First Quartel $17.92 $9.8¢

Second Quarte 11.3¢ 8.47

Third Quartel 9.4¢€ 3.9z

Fourth Quarte 7.9 5.01
Fiscal 2005

First Quarte! $9.81 $7.0¢

Second Quarte 12.0C 8.4z

Third Quartel 14.9¢ 9.7t

Fourth Quarte 13.9¢ 8.8¢

Dividend Policy

We currently anticipate that we will retain our@ags, if any, for use in the operation of our lmesis and do
not expect to pay cash dividends on our capitalksio the foreseeable future.
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Item 6. Selected Consolidated Financial Da

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

Year Ended December 31
2005 2004 2003 2002 2001
(In thousands, except per share data)

Consolidated Statement of Operations Datz
Net revenues

Systems and componet $130,16¢ $61,32¢ $27,73¢ $27,62¢ $43,59¢
Technology developmel 7,061 8,28¢ 8,55¢€ 6,15¢ 7,88¢
Total net revenue 137,22¢ 69,61¢ 36,29« 33,78¢ 51,48¢
Cost of net revenue
Systems and componel 87,52t  4552¢ 19,68¢ 20,00¢ 30,02t
Technology developmel 5,25: 6,85¢ 6,03z 5,15( 7,98¢
Inventory provision 873 1,37t 743 1,31¢ 3,71¢
Total cost of net revenus 93,65.  53,75¢ 26,46 26,47¢ 41,72¢
Gross profit 43,57¢  15,85¢ 9,83( 7,30¢ 9,75t
Operating expense
Research and developm 14,38 11,58( 12,03 10,84¢ 14,47¢
Selling, general and administrati 14,471 9,52¢ 8,44¢ 7,752 6,74¢
Total operating expens 28,86  21,10¢ 20,48¢ 18,59¢ 21,22:
Operating income (lost 14,717 (5,249 (10,655 (11,289 (11,469
Interest expens 10 (55) (1,787 (2,987 (2,917)
Interest income and other income, 1,84¢ 1,07( 177 16,45: 2,47
Income (loss) before income tax 16,57 (4,239 (12,26% 2,18z (11,909
Provision for (benefit from) income tax 421 11C 38 (6,592 5,02¢
Net income (loss $ 16,157 $(4,349) $(12,309) $ 8,774/ $(16,93¢)
Basic earnings (loss) per sha
Net income (loss $ 07¢ $ (022 $ (095 $ 0.7¢ $ (142
Shares used in per share calculati 20,462  19,74¢ 12,94¢ 12,071 11,95t
Diluted earnings (loss) per sha
Net income (loss $ 07€ $ (022 $ (098 $ 06€ $ (1.4
Shares used in per share calculati 21,20  19,74¢ 12,94¢ 15,26: 11,95¢
Consolidated Balance Sheet Date
Cash, cash equivalents and s-term investment $ 49,73, $42,03¢ $19,507 $ 28,45 $18,15]
Working capital 77,35:  53,10( 22,63¢ 31,30¢ 27,16(
Total asset 130,44:  79,62: 55,97¢ 60,29¢ 60,16
Long-term deb — — 30,56¢ 37,54
Total shareholde’ equity 87,87 69,37t 30,86¢ 10,54¢ 1,40¢
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Item 7. Managemen's Discussion and Analysis of Financial Condition drResults of Operation

The following discussion and analysis contains fodMooking statements which involve risks and
uncertainties. Words such as “believes,” “expect&hticipates” and the like indicate forward-lookinstatements.
These forward looking statements include commertdsed to our projected revenue, gross margin, apeg
expense, profitability, income tax expense, effec¢tix rate, capital spending and cash balances;athequacy of
our cash balances to fund our operations; projecteldtility in our financial results; projected cimner
requirements for new capacity and technology upgsar our installed base of magnetic disk manui@ut)
equipment and when, and if, our customers will @laers for these products; projected change fpamiod to
period in the customers, and location of customites, constitute the majority of our revenues; lgnegth of
development, marketing and deployment cycles fiitargicustomers; Imaging’s ability to proliferatts technology
into major military weapons programs and to devedol introduce commercial products; and the timifiglelivery
and/or acceptance of our backlog for revenue. Guual results may differ materially from the resuliscussed in
the forward-looking statements for a variety ofgeas, including those set forth under “Risk Factasd should
be read in conjunction with the Consolidated Finah&tatements and related Notes contained elseminethis
Annual Report olForm 10-K.

Overview

Our operations include two businesses, Equipmehimaging. The Equipment business designs,
manufactures, markets and services complex caggjtdpment that deposits highly engineered thindimhmaterial
onto disks used in hard disk drives. Our Imagingifiess develops and manufactures electro-optioabss,
cameras and systems that permit highly sensititectien of photons in the visible and near infrapedtions of the
spectrum, allowing vision in extreme low light sitions. The vast majority of our revenue is cuttyedérived from
our Equipment business and we expect that the mag@rour revenues for the next several years galthtinue to be
derived from our Equipment business.

Equipment Business

In the early 1990s we developed a system, the MBI deposit magnetic films and protective ovatso
onto magnetic disks used in hard disk drives. Sh&em gained wide acceptance and by the late 1889%eing
used to manufacture approximately half of the disdesd in hard disk drives worldwide. In late 20@8,introduced
a new system, the 200 Lean. We believe that thera #otal of approximately 111 MDP-250 and 34 éan
systems currently in use in production and reseanchdevelopment applications. The hard disk dridestry has
gone through significant consolidation, and thesereow only eight significant manufacturers of meigmdisks,
some of whom also manufacture hard disk drivesa fesult of an increasingly smaller number of corgts and the
high average selling price of our products, ouripopent revenues tend to be volatile from quartequarter. In
addition, our Equipment business has historicadlgrbsubject to capital spending cycles. For exanmplie period
from 1995 through the middle of 1998, we sold $8tillion of disk manufacturing equipment. In the ijpelrfrom
the middle of 1998 thru 2003, our disk equipmemereies averaged approximately $20 million per year
consisted of the sale of a limited number of systeechnology upgrades, parts and service formr$talied base of
our systems. In 2005 our sales of disk manufagjueguipment grew to $124 million in annual revenues

We believe the majority of magnetic disk manufaetsrare now utilizing most of their capacity. Wéidoae
that the introduction of high density disks basagerpendicular recording techniques will also rexdisk
manufacturers to significantly upgrade the techréepability of their installed base of manufacbgrequipment to
accommodate the additional number of process giegscted to be required by perpendicular recordéatnology
roadmaps.

In the past we manufactured both deposition andl thermal processing equipment used in the matwfof
flat panel displays. In late 2002 we sold our rahiermal processing product line and stopped dgtivarketing our
deposition product line. From 2000 through 2004nglative revenues from sales of flat panel display
manufacturing systems totaled $36.8 million. 208%&nues included $5 million related to sellingcatlise to one of
our flat panel patents and recognizing revenuéiendst flat panel system we shipped.
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Imaging Business

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

Developing advanced products for the military imesl long development cycles, as products move tffrou
successive multi-year stages of technology dematimty, engineering and manufacturing product dguakent,
prototype production and then product deploymeathEstage in this process requires ongoing goverhfueding.
To date, substantially all of our Imaging businesgenues has been derived from contract reseactterelopmen
rather than product sales. In July 2002, in ordeshtorten the time to market and to increase thabeun of markets
for our imaging products, we began to fund develeptof imaging products for commercial markets. étmies
from these activities have not yet been significard we do not anticipate that they will be sigrifit in 2006.

Critical Accounting Policies

The preparation of financial statements and reldtsclosures in conformity with accounting prinegl
generally accepted in the United States of Amgtid® GAAP”) requires management to make judgments,
assumptions and estimates that affect the amoeptsted. Note 2 of Notes to Consolidated Finarfatements
describes the significant accounting policies usdtie preparation of the consolidated financiatesnents. Certain
of these significant accounting policies are coasid to be critical accounting policies, as defibebbw.

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

Estimates and assumptions about future eventshamdeffects cannot be determined with certaintg Mdse
our estimates on historical experience and on varather assumptions believed to be applicable@agbnable
under the circumstances. These estimates may claangaw events occur, as additional informatiasbigined and
as our operating environment changes. These ch&ageshistorically been minor and have been indudehe
consolidated financial statements as soon as thegrbe known. In addition, management is periodidalted with
uncertainties, the outcomes of which are not wittsrtontrol and will not be known for prolongedipes of time.
Many of these uncertainties are discussed in tioe pection entitled “Risk Factors.” Based on dical assessment
of our accounting policies and the underlying judgits and uncertainties affecting the applicatiothofe policies,
management believes that our consolidated finastaé&ments are fairly stated in accordance withtd4a\P, and
provide a meaningful presentation of our financ@dition and results of operation.

We believe the following critical accounting poésiaffect the more significant judgments and esémae
make in preparing our consolidated financial statets. We also have other key accounting policiessameounting
estimates related to the collectibility of tradeawables, valuation of deferred tax assets antb{yjoe product cost
We believe that these other accounting policiesathdr accounting estimates either do not generatjyire us to
make estimates and judgments that are as difficidtibjective, or it is less likely that they wolldve a material
impact on our reported results of operation fonaig period.

Revenue Recognition

Certain of our system sales with customer acceptpnavisions are accounted for as multiple-element
arrangements. If we have previously met definedocusr acceptance levels with the specific typeysfeam, then
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we recognize revenue for the fair market valuehefgystem upon shipment and transfer of title,randgnize
revenue for the fair market value of installatioacceptance services when those services ardetechp/Ne
estimate the fair market value of the installatonl acceptance services based on our actual hadtexperience.
For systems that have generally not been demoedttatmeet a particular custonseproduct specifications prior
shipment, revenue recognition is typically deferuetil customer acceptance. For example, whiléainghipments
of our 200 Lean system were recognized for reveiqmos customer acceptance during 2004, revenue was
recognized upon shipment for the majority of 20@iheshipped in 2005. Most of the systems in bacatog
December 31, 2005 are for customers where we hateefined customer acceptance levels and we etpect
recognize revenue upon shipment for those systems.

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

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

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

Inventories

Inventories are priced using standard costs, wépgroximate first-in, first-out, and are statedhat lower of
cost or market. The carrying value of inventoryeduced for estimated excess and obsolescence lnjftbrence
between its cost and the estimated market valuedbas assumptions about future demand. We evalate
inventory carrying value for potential excess abdadete inventory exposures by analyzing histoacal
anticipated demand. In addition, inventories a@ated for potential obsolescence due to the teffekenown and
anticipated engineering change orders and new ptedifi actual demand were to be substantially loivan
estimated, additional inventory adjustments wowdddxjuired, which could have a material adversecefin our
business, financial condition and results of openatA cost to market reserve is established for
work-in-progress and finished goods inventoriesmiie value of the inventory plus the estimated tmsomplete
exceeds the net realizable value of the inventory.

Warranty

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

Results of Operations

Net revenues

Year Ended December 31 % Change % Change
2005 2004 2003 2005 vs. 200 2004 vs. 200
(In thousands, except percentage:
Equipment net revenu $129,28( $60,49( $26,74¢ 114% 12€%
Imaging net revenue 7,94¢ 9,12¢ 9,54¢ (13)% (4)%
Total net revenue $137,22¢ $69,61t $36,29/ 97% 92%
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Net revenues consist primarily of sales of equipnused to manufacture thin-film disks, equipmergdit
manufacture flat panel displays, related equipraedtsystem components; flat panel equipment teoggdicense
fees; contract research and development relatdtetdevelopment of electro-optical sensors, camandsystems;
and low light imaging products.

The increase in Equipment revenues in 2005 wassthét of the sale of twenty-three 200 Lean systesins
MDP-250 systems, fourteen disk lubrication systamd an increase in revenue from disk equipmentidoly
upgrades and spare parts. 2005 revenues also eéac®&0 million of flat panel equipment and licesaées. During
2004, we sold eleven 200 Lean systems and two MBIPsgstems. During 2003, we sold two MDP-250 system
and recognized revenue on upgrades to five D-STySRems that were originally delivered in 2001.

The magnetic disk manufacturing industry has nomsotidated into a small number of large manufacture
Early in 2006 Seagate announced its proposed atigaisf Maxtor, which will further concentrate oaustomer
base. We believe that the majority of our activstemers utilize most of their capacity and thatehis significant
potential for these customers to both continueragidapacity and to upgrade the technical capalufitheir
installed base to permit production of high dendigks for perpendicular recording rather thandineent
longitudinal technology. We currently have ninet@@0 Lean systems in backlog, which are scheduetef/enue
recognition during the first half of 2006. Althou§iiture customers orders are not guaranteed, dlaodufor the
Equipment business in 2006 is positive and we edxpacrevenues will grow relative to 2005.

The decrease in Imaging revenues in 2005 was Hudt i&f a reduction in the level of orders receif@dfundec
development programs. A number of the U.S. miliamygrams in which we participate have experierdaddys in
either start-up or follow-on funding. The decreasbnaging revenues in 2004 as compared to 2003pnasrily
the result of an increase in cost-shared developpregrams, especially our military head mountegpidiy
development activities. In 2006, we expect the limgdpusiness revenue to grow, with increases ih bohtract
research and development revenue and product reyetibough we don’t anticipate our Imaging businedl be
profitable in 2006. Substantial growth in futuredlging revenues is dependent on proliferation oftecinnology
into major military weapons programs, the abilyobtain export licenses for foreign customersaiotirig
production subcontracts for these programs, andldpment and sale of commercial products.

Our backlog of orders at December 31, 2005 wasS$&dlion, as compared to a December 31, 2004 logckl
$10.5 million. As of February 22, 2006, we have@mrted additional orders for two 200 Lean systérhs.
$84.5 million of backlog at December 31, 2005 cstesl of $81.7 million of Equipment backlog and $&illion of
Imaging backlog. The $10.5 million of backlog atd@mber 31, 2004 consisted of $5.6 million of Equepin
backlog and $4.9 million of Imaging backlog. Thergase in Equipment backlog was primarily the tesfubrders
for 200 Lean disk sputtering systems that are adeddor either customer acceptance or deliverynduthe first
half of 2006.

Significant portions of our revenues in any patacyeriod have been attributable to sales to adomumber
of customers. In 2005 sales to Seagate; our Japaissbutor, Matsubo; Hitachi Global Storage Trealbgies and
Maxtor each accounted for more than 10% of ourmees, and in aggregate accounted for 90% of rewerue
2004, Seagate and Matsubo each accounted for memel0% of our revenues, and in aggregate accotomt&®%
of revenues. In 2003, Komag, Seagate, LockheediMantd Matsubo, each accounted for more than 10&tiof
revenues, and in aggregate accounted for 66% efhtms. Our largest customers tend to change froiodo®
period.

International sales totaled $97.5 million, $47.1liom, and $23.2 million in 2005, 2004, and 2008spectively,
accounting for 71%, 68%, and 64% of net revenudsrihational revenues include products shippedi¢oseas
operations of U.S. companies. The increase innatanal sales in 2005 and in 2004 was primarily thuan
increase in net revenues from disk sputtering syst&ubstantially all of our international sales tar customers in
the Far East. Our mix of domestic versus intermaticales will change from period to period depegdin the
location of our largest customers in each period.
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Gross margin.

Year Ended December 31 % Change % Change
2005 2004 2003 2005 vs.200 2004 vs. 2003
(In thousands, except percentages)

Equipment gross prof $42,62: $15,01¢  $7,35¢ 184% 104%
% of Equipment net revenu 33.(% 24.£% 27.5%

Imaging gross profi $ 95E $ 84C  $2,47¢ 14% (66)%
% of Imaging net revenut 12.(% 9.2% 25.%

Total gross profi $43,57¢ $15,85¢  $9,83( 175% 61%
% of net revenue 31.8% 22.8% 27.1%

Cost of net revenues consists primarily of purctiasaterials and costs attributable to contractare$eand
development, and also includes fabrication, assgndst and installation labor and overhead, custespecific
engineering costs, warranty costs, royalties, gioas for inventory reserves and scrap.

Equipment gross margin improved by eight point83%o in 2005 due primarily to lower manufacturingiso
and a higher average selling price for 200 Leatesys. The flat panel manufacturing system recoghfiaerevenut
in 2005 was originally shipped in 2003 and contiglduminimal gross profit. 2004 Equipment gross rnimaveas
adversely impacted by costs incurred during th&rpmduction, installation and start-up of theiadiproduction
run of 200 Lean systems, by costs for scrap, rewatkinventory obsolescence, related primarilyasigh changes
on our 200 Lean system, and by favorable pricifigretl to our first 200 Lean customer. This wasipllytoffset by
higher margins on revenue from disk equipment teldgy upgrades and spare parts. Equipment grosgimiar
2003 was negatively impacted by poor margins aehien the five D-STAR disposition system upgrades
recognized for revenue and the sale of one usé&dsgisttering system at a reduced price. We expectjtoss
margin for the Equipment business to improve in@Q@imarily as a result of continued cost reduttdforts
undertaken on the 200 Lean system, partially offgehe recording of stock-based compensation esqpe@ross
margins in the Equipment business will vary depegdin a number of factors, including product cegstem
configuration and pricing, factory utilization, aptbvisions for excess and obsolete inventory.

Imaging gross margin improved by three points &30 2005 due primarily to a reduction in cost-guhr
research and development contracts. 2004 Imaggsgnargin was negatively impacted by our militaead
mounted display development program. The initislgghof this program was partially funded by the US
Government and our NATO customer. The portion &f tlostshared program being funded by Intevac is repon
cost of sales, and as a result, this program madgative contribution to gross profit in 2004. vy gross margi
in 2003 was derived from fully funded, rather tltamstshared, research and development contracts andfi@sali
of prototype products. We expect Imaging gross mawgimprove in 2006, relative to 2005, due priityaio an
increase in product revenue, partially offset by thcording of stock-based compensation expense.

Research and development

Year Ended December 31, % Change % Change
2005 2004 2003 2005 vs. 200 2004 vs. 2003
(In thousands, except percentages)
Research and development expe $14,38¢ $11,58( $12,03" 24% (4)%
% of net revenue 10.5% 16.€% 33.2%

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

Research and development spending increased ing&0dmpared to 2004 in both Equipment and in Intagi
In Equipment, spending on the development of a paluct line increased significantly, including #est of
constructing the first engineering prototype syst&his increase was partially offset by a reductioepending for
disk sputtering equipment. The increase in Imagiag due to spending on the design of a propric€MpS sensc
for use in our military low light level cameras aspkending on our commercial Imaging products.
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Engineering headcount increased from 68 at theo€2004 to 89 at the end of 2005. Research anda@vent
spending declined in 2004 as compared to 2003aaee¢duction in spending for Imaging products fadpanel
manufacturing equipment, partially offset by in@ea spending for the development of disk manufamjur
equipment and the initiation of a project to depedonew Equipment product line. We expect thataredeand
development spending will increase significanth2006 due primarily to expenditures related tomatential new
Equipment product line, the addition of key enghmegpersonnel and the recording of stock-basedpem®sation
expense.

Research and development expenses do not inclsde afd$5.3 million, $6.9 million and $6.0 million 2005,
2004, and 2003, respectively, which are relatezbtdract research and development and includedshaf net
revenues. Research and development expenses atex ithalude costs of $248,000 incurred by us i62&nd
reimbursed under the terms of research and developoost sharing agreements related to developofietisk
manufacturing equipment.

Selling, general and administrative

Year Ended December 31, % Change % Change
2005 2004 2003 2005 vs. 200 2004 vs. 200
(In thousands, except percentages)
Selling, general and administrative expe $14,47" $9,562F  $8,44¢ 52% 13%
% of net revenue 10.5% 13.1%  23.2%

Selling, general and administrative expense canpistarily of selling, marketing, customer suppértancial
and management costs and also includes produdticustomer samples, travel, liability insuranceyaleand
professional services and bad debt expense. Dansadéis and international sales of disk manufatjysroducts in
the Far East, with the exception of Japan, arefllyi made by Intevac’s direct sales force, whersales in Japan
of disk manufacturing products and other produmgstgpically made by our Japanese distributor, Mabs who
provides services such as sales, installation,améyrand customer support. We also have subsidiari§ingapore
and in Hong Kong, along with field offices in Japamd in Shenzhen, China to support our customes®iutheast
Asia.

The increase in selling, general and administratpending in 2005 was primarily the result of imses in
costs related to customer service and supporgfEtfuipment business, provisions for employee psbfaring and
bonus plans and costs related to Sarbanes-Oxleplizomoe activities. Our selling, general and adstmaitive
headcount increased from 38 at the end of 20048 &t Ghe end of 2005. The increase in 2004 oveB 204»
primarily the result of increases in marketing &odiness development headcount and Sarbanes-Qodgyliance
activities, partially offset by a reduction of slup facility costs being recorded in selling, getiend administrative
expense. We expect that selling, general and adtrative expenses will increase in 2006 over thewamspent in
2005 due primarily to a projected increase in cosltsted to customer service and support for thagfgent
business, the addition of key business developmersonnel and the recording of stock-based comgiensa
expense.

Interest expense

Year Ended December 31, % Change % Change
2005 2004 2003 2005 vs. 2004 2004 vs. 2003
(In thousands, except percentages)
Interest expens $10 $(55 $(1,787) n/e (97)%

Interest expense for 2005 included $26,000 of @diewe paid related to a claim from the State dif@aia for
a portion of income tax credits we claimed in pgiears and a $38,000 refund of interest we hadip&2@02 and
2004 related to a sales and use tax audit by tite 8t California Board of Equalization (“BOE”). Véxecuted a
settlement agreement with the BOE for a reductiothé amount of tax and interest we owed comparechat we
had previously paid in response to the audit. Ggeexpense in 2004 and 2003 consisted primarilytefest on our
convertible notes and amortization of debt issuaasts. The decrease in interest expense in 2004luato the
elimination of our convertible notes outstandingaagsult of the automatic conversion of our cotibkr notes
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due 2009 in the fourth quarter of 2003 and theyemmnt of the remaining $1.0 million of our convbl# notes due
2004 in March 2004. We expect our interest expsmbe insignificant in 2006.

Interest income and other, net

Year Ended December 31 % Change % Change
2005 2004 2003 2005 vs. 2004 2004 vs. 2003
(In thousands, except percentages)
Interest income and other, r $1,84t  $1,07C  $177 72% 505%

Interest income and other, net in 2005 consistekBOD,000 of dividends from 601 California Avenued,
$1.3 million of interest income on investments 185,000 of foreign currency gains and losses dmer dncome.
The increase in 2005 was driven by higher inter@sts on our investments and a higher averagetao/ésilance.
Interest income and other, net in 2004 consistekB60,000 of dividends from 601 California Avenued,
$634,000 of interest income on investments and®6of other income. Interest income and otherim2003
consisted of $390,000 of dividends from 601 CatifarAvenue LLC, a $287,000 gain on the sale ofréipad
thermal processing product line, $269,000 of irgeicome on investments and $72,000 of other irm;qrartially
offset by $841,000 of expense related to the difpoasf fixed assets. We expect interest income ather, net to
increase in 2006 due primarily to higher interas¢s realized on our investments.

Provision for income taxes

Year Ended
December 31, % Change % Change
2005 2004 2003 2005 vs. 200« 2004 vs. 200:
(In thousands, except percentage:

Provision for income taxe $421 $11C $38 283% 189%

For 2005, we accrued income tax using an effe¢tiveate of 2.5% of pretax income. Our tax ratéedsd from
the applicable statutory rates due to the utilorabf net operating loss carry-forwards and detecredits. We also
recorded a $7,000 accrual related to a claim weived from the California Franchise Tax Board fgaation of
income tax credits we claimed in prior years. Oeiraeferred tax asset totaled zero at Decembet(®B, net of a
$15.0 million valuation allowance. We have subsémiet operating loss carry-forwards which carubed to limit
the taxes paid in the future and to reduce ourcttfe tax rate to less than the statutory incomeadses in effect.

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

In 2003, we recorded income tax expense of $38@08 primarily to foreign tax expense on incomenedrby
our Singapore subsidiary. Our net deferred taxtastded zero at December 31, 2003, net of a $d#flion
valuation allowance.

Liquidity and Capital Resources

At December 31, 2005, we had $49.7 million in casish equivalents and short-term investments ccedgar
$42.0 million at December 31, 2004. During fisc@03, cash and cash equivalents decreased by $#ighntdue to
the net purchase of investments and fixed assatalty offset by the cash provided by operating &inancing
activities.

Cash provided by operating activities in 2005 tdab1.4 million compared to $9.4 million of casledisn
2004. The increase in cash provided from operatotiyities was due primarily to the net income earim 2005.
Accounts receivable totaled $42.8 million at Decentkil, 2005 compared to $4.8 million at Decembegi2804.
The increase of $38.0 million in the receivableabak was due to the significant increase in revéantlee fourth
quarter of 2005 and to $10.6 million of customerattes billed for products that had not shippedfas
December 31, 2005. Net inventories increased by $@lion during 2005 due primarily to an increaseaw
materials which will be used to support the Decem®ie 2005 backlog of $84.5 million. Accounts pdgsatotaled
$7.0 million at December 31, 2005 compared to $dilBon at December 31, 2004. The increase of $&illon
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relates to the increase in inventories and thergégeowth of our business. Accrued payroll anaited liabilities
increased by $3.9 million during 2005 due to oeréase in headcount and accruals related to enmgplogeefit
plans. Other accrued liabilities totaled $6.9 roilliat December 31, 2005 compared to $3.2 millidbetember 31,
2004. The increase of $3.7 million relates to aalsrfor our warranty obligations and to tax relagedruals.
Customer advances increased by $19.3 million di20@p. The increase was due to advances billeloaived for
orders that will be shipped during 2006.

Investing activities in 2005 used cash of $5.9inillas the result of the net purchase of investsand
$4.1 million in capital expenditures. Our investaivities in 2004 used cash of $34.5 million udihg the net
purchase of $32.9 million of investments.

Financing activities provided cash of $2.3 millior2005 due to the sale of Intevac common stoauto
employees through our employee benefit plans. @anting activities provided cash of $41.8 millior2004 due
to a public offering of our common stock which edsp41.6 million and the sale of our common stbekugh our
employee benefit plans, partially offset by theaypent of the remaining $1.0 million of our conylee notes due
2004.

2005 was the first year since 1997 that we gengigperating income. We believe an upturn in denfanthe
type of disk manufacturing equipment we produasoistinuing, and we expect our Equipment busineggto
profitable again in 2006. We also expect to corditauinvest in Imaging during 2006, but with loiesses than in
2005.

We believe that our existing cash, cash equivalemtsshort-term investments, combined with the eash
anticipate generating from operating activitied Wwé sufficient to meet our cash requirementslierforeseeable
future. We intend to undertake approximately $7iamilin capital expenditures during the next 12 then

Contractual Obligations

In the normal course of business, we enter intmuarcontractual obligations that will be settlaccash. These
obligations consist primarily of operating lease @urchase obligations. The expected future casbsfrequired to
meet these obligations as of December 31, 2005renwn in the table below. More information on tipe@ting
lease obligations is available in Part Il, ltenfEnancial Statements and Supplementary Data.”

Payments Due by Period

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

(In thousands)
Operating lease obligatiol $13,100 $ 3,521 $ 3,647 $344: $ 249
Purchase obligatior 21,01: 21,01: — — —
Total $34,12( $2453: $ 3,641 $ 3,44: $ 2,49

ltem 7A. Quantitative and Qualitative Disclosures About MagkRisk

Interest rate risk. Our exposure to market risk for changes in irsterates relates primarily to our investment
portfolio. We do not use derivative financial instrents in our investment portfolio. We place owmestments with
high quality credit issuers and, by policy, linfietamount of credit exposure to any one issuent$éion
investments typically consist of investments in RlLfated commercial paper, auction rate secuatiesdebt
instruments issued by the US government and its@gs
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The table below presents principal amounts ande@hlaeighted-average interest rates by year of nityafor
our investment portfolio at December 31, 2005.

Fair
2006 2007 2008 Beyonc Total Value
Cash equivaleni
Fixed rate amount $ 5,972 — — — $597. $5,97(
Weightec-average rat 4.271%
Variable rate amoun $ 5,122 $ 5,12 $ 5,12
Weightec-average rat 4.1% — — —
Shor-term investment
Fixed rate amount $34,47¢ — — — $34,47¢ $34,40¢
Weightec-average rat 3.71% — — —
Total investment portfoli $45,57: — — — $45,57! $45,50:

Due to the short-term nature of our investmentsbal&ve that we do not have any material expoture
changes in the fair value of our investment poidfak a result of changes interest rates.

Foreign exchange risk.From time to time, we enter into foreign currefiggward exchange contracts to
economically hedge certain of our anticipated fgmeiurrency transaction, translation and re-measeng
exposures. The objective of these contracts isitinmze the impact of foreign currency exchange rabvements
on our operating results. At December 31, 2005hageno foreign currency forward exchange contracts.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Intevac, Inc.

We have audited the consolidated balance shedtsenfac, Inc. and subsidiaries as of December 325 znd
2004, and the related consolidated statementsartipns and comprehensive income (loss), sharetsdldquity
and cash flows for each of the three years in gr®d ended December 31, 2005. These financiarsttts are the
responsibility of management. Our responsibilityoi®xpress an opinion on these financial statesnesged on our
audits.

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

In our opinion, the financial statements referredlbove present fairly, in all material respedis, ¢onsolidated
financial position of Intevac, Inc. as of DecemB&r 2005 and 2004, and the consolidated resultseaf operations
and their consolidated cash flows for each of kined years in the period ended December 31, 20@®nformity
with accounting principles generally accepted m lthmited States of America.

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

We also have audited, in accordance with standz#rtte Public Company Accounting Oversight Board
(United States), the effectiveness of Intevac, $rinternal control over financial reporting asicember 31, 2005,
based on criteria established in Internal Controlntegrated Framework issued by the Committee ahSpring
Organizations of the Treadway Commission, and eport dated March 10, 2006, expressed an unguhbfiénion
on management’s assessment of, and an unqualfietbo on the effective operation of, internal cohbver
financial reporting.

/s/ GRANT THORNTON LLP
San Jose, California

March 10, 2006
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INTEVAC, INC.

CONSOLIDATED BALANCE SHEETS

December 31
2005 2004
(In thousands)

ASSETS
Current asset:
Cash and cash equivale $ 15,25¢ $17,45¢
Shor-term investment 34,47¢ 24,57¢
Trade and other accounts receivable, net of alloesof $154 and $217 at December
2005 and 200 42,841 4,77¢
Inventories, including $3,464 and $6,255 held atamer locations at December 31, 2
and 200¢ 24,83" 15,37¢
Prepaid expenses and other current a: 1,814 95€
Total current asse 119,22¢ 63,14(
Property, plant and equipment, at ct
Leasehold improvemen 7,581 6,654
Machinery and equipme! 20,83« 18,21¢
28,42 24.87(
Less accumulated depreciation and amortize 20,44 18,87«
7,98( 5,99¢
Long-term investment — 8,052
Investment in 601 California Avenue LL 2,431 2,431
Other long term asse 804 3
Total asset $130,44: $79,62:
LIABILITIES AND SHAREHOLDERS ' EQUITY
Current liabilities:
Accounts payabl $ 7,04¢ $ 1,647
Accrued payroll and related liabiliti¢ 5,50¢ 1,617
Other accrued liabilitie 6,182 2,94:
Customer advance 23,13¢ 3,83¢
Total current liabilities 41,87¢ 10,04(
Other lon¢-term liabilities 694 207
Commitments and contingenci— see not
Shareholder equity:
Undesignated preferred stock, no par value, 10sb@@es authorized, no shares issue:
and outstandin — —
Common stock, no par valu
Authorized share— 50,000
Issued and outstanding shares — 20,669 and 20tI3@camber 31, 2005 and 2004,
respectively 97,16¢ 94,80:
Accumulated other comprehensive incc 23¢ 258
Accumulated defici (9,529 (25,680
Total shareholde’ equity 87,87 69,37
Total liabilities and sharehold¢ equity $130,44 $79,62:

See accompanying notes.
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INTEVAC, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHEN SIVE INCOME (LOSS)

Years Ended December 31
2005 2004 2003
(In thousands, excep
per share amounts)

Net revenues

Systems and componet $130,16¢ $61,32¢ $27,73¢
Technology developmel 7,061 8,28¢ 8,55¢€
Total net revenue 137,22¢ 69,61¢ 36,29«

Cost of net revenue

Systems and componel 87,52t 45,52¢ 19,68¢

Technology developmel 5,25: 6,85¢ 6,032

Inventory provision: 873 1,37¢ 743

Total cost of net revenus 93,65! 53,75¢ 26,46¢

Gross profit 43,57¢ 15,85¢ 9,83(
Operating expense

Research and developm 14,38¢ 11,58( 12,03

Selling, general and administrati 14,471 9,52¢ 8,44¢
Total operating expens 28,86 21,10t 20,48t
Operating income (lost 14,717 (5,249 (10,659
Interest expens 10 (55) (1,787
Interest incomt 1,30z 634 26¢
Other income and expense, 542 43€ (92
Income (loss) before income tax 16,57: (4,239 (12,269
Provision for income taxe 421 11C 38
Net income (loss $ 16,157 $(4,349) $(12,309)
Other comprehensive incorr

Foreign currency translation adjustme (15) 30 34
Total adjustment (15) 30 34
Total comprehensive income (lo¢ $ 16,13t $(4,319) $(12,269
Basic income (loss) per sha

Net income (loss $ 07¢ $ (022 $ (0.9%

Shares used in per share amol 20,46 19,74¢ 12,94¢
Diluted income (loss) per shai

Net income (loss $ 07¢ $ (0.22) $ (0.99

Shares used in per share amol 21,20: 19,74¢ 12,94¢

See accompanying notes.
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INTEVAC, INC.
CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY
Accumulated Retained
Other Earnings Total
Common Stock Comprehensive (Accum. Shareholder¢
Shares Amount Income Deficit) Equity
(In thousands)
Balance at December 31, 2C 12,12t $19,38¢ $ 18¢ $ (9,039 $ 10,54:
Shares issued in connection wi
Exercise of stock optior 53C 2,98¢ — — 2,98¢
Employee stock purchase pl 78 20C — — 20C
Conversion of convertible notes due 2( 4,22C 29,37t — — 29,37t
Compensation expense in the form of stock
options — 30 — — 30
Foreign currency translation adjustm — — 34 — 34
Net loss — — — (12,309 (12,309
Balance at December 31, 2C 16,95! $51,98: $ 22 $(21,33¢ $ 30,86¢
Shares issued in connection wi
Exercise of stock optior 17¢ 85€ — — 85€
Employee stock purchase pl 82 40z — — 40z
Secondary public offerin 2,96¢ 41,56 — — 41,561
Foreign currency translation adjustm — — 30 — 30
Net loss — — — (4,349 (4,349
Balance at December 31, 2C 20,18 $94,80: $ 257 $(25,680) $ 69,37¢
Shares issued in connection wi
Exercise of stock optior 35¢ 1,85¢ — — 1,85¢
Employee stock purchase pl 12¢ 48¢ — — 48¢
Compensation expense in the form of stock
options — 19 — — 19
Foreign currency translation adjustm — — (15) — (15)
Net income — — — 16,15! 16,15!
Balance at December 31, 2C 20,66¢ $97,16F $ 236 $ (9529 $ 87,87«

See accompanying notes.
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INTEVAC, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31
2005 2004 2003
(In thousands)

Operating activities
Net income (loss $ 16,15. $ (4,349 $(12,309)
Adjustments to reconcile net income (loss) to reshcand cash equivalents

provided by (used in) operating activitit

Depreciatior 2,15( 2,031 1,96:
Amortization of debt offering cos — 1 87
Net amortization (accretion) of investment premiwand discount (55) 23¢ —
Inventory provision: 873 1,37¢ 743
Gain on sale of Rapid Thermal Processing prodoet — — (287)
Compensation expense in the form of common s 19 — 30
Loss on disposal of equipme 4 86 841
Changes in assets and liabiliti
Accounts receivabl (38,08) 9,261 (8,809
Inventory (10,359 (4,309 2,02¢
Prepaid expenses and other as (1,667 161 (152
Accounts payabl 5,40z (1,749 1,657
Accrued payroll and other accrued liabilit 7,64¢ 44¢ (52€)
Customer advance 19,30 (12,599 4,47:
Total adjustment (14,755 (5,060 2,05
Net cash and cash equivalents provided by (usegpi@jating activitie: 1,39¢ (9,409 (10,250
Investing activities
Purchase of investmer (100,14() (45,869 —
Proceeds from sales and maturities of investrr 98,35( 13,00¢( —
Net proceeds from sale of Rapid Thermal Procegsioduct line — — 287
Proceeds from sale of equipmi — 10 7
Purchase of equipme (4,140 (1,620 (2,199
Net cash and cash equivalents used in investirgtaes (5,930 (34,479 (1,909
Financing activities
Proceeds from issuance of common si 2,344 42,82( 3,18¢
Payoff of convertible notes due 20 — (1,02%) —
Net cash and cash equivalents provided by finanaatiyities 2,34 41,79¢ 3,18¢
Effect of exchange rate changes on ¢ (10 31 17
Net decrease in cash and cash equiva (2,200 (2,052) (8,950
Cash and cash equivalents at beginning of p¢ 17,45¢ 19,501 28,455
Cash and cash equivalents at end of pe $ 15,25¢ §$17,45¢ $ 19,501
Cash paid (received) fc
Interest $ — $ 33 $ 1,987
Income taxe: 2 2 2
Income tax refun — — (214)
Other nori-cash change:
Inventories transferred to property, plant and popgint $ — $ 70€ $ —
Conversion of convertible notes due 2009 into comstock — — 29,37¢

See accompanying notes.
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INTEVAC, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Business and Nature of Operation

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

Our Equipment business designs, manufactures, mseake services complex capital equipment uselden t
sputtering, or deposition, of highly engineereafiims of material onto magnetic disks which ased in hard disk
drives. Hard disk drives are the primary storagedinra for digital data and function by storing datamagnetic
disks. These disks are created in a sophisticatatifacturing process involving a variety of margpst including
plating, annealing, polishing, texturing, sputtgramd lubrication. We are also utilizing our exrin complex
manufacturing equipment to develop new manufaagupioducts that address markets outside the dig& dr
industry.

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

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

2. Summary of Significant Accounting Policies
Basis of Presentation

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

Revenue Recognition

We recognize revenue using guidance from SEC 8tafbunting Bulletin No. 104, “Revenue Recognition.”
Our policy allows revenue recognition when perseasividence of an arrangement exists, deliveryolasrred or
services have been rendered, the price is fixetbtmrminable, and collectibility is reasonably asduOn January
2003, we changed our revenue recognition policysfestem orders to better conform our revenue ratiogn
policies to industry accounting practice for comiparselling similar equipment.

Certain of our system sales with customer acceptpnuvisions are accounted for as multiple-element
arrangements. If we have previously met definedocnser acceptance levels with the specific typeysfem, then
we recognize revenue for the fair market valuéhefgystem upon shipment and transfer of title,randgnize
revenue for the fair market value of installatiordacceptance services when those services ardetechg=or
systems that have generally not been demonstrateeet product specifications prior to shipmentereie
recognition is usually deferred until customer g@taace. In the event that our customer choosewromplete
installation and acceptance, and our obligatiordeuthe contract to complete installation, accegganr any other
tasks, with the exception of warranty obligatiomsye been fully discharged, then we recognize amaiming
revenue to the extent that collectibility under tlotract is reasonably assured.

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

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

Occasionally, we are asked by our customers toyakdvery of products that they have accepted,tand
temporarily hold the product at our facility. Totelenine revenue recognition when the product ismatediately
shipped to the customer, we apply the criteriaimed in the SEC Enforcement Release No. 108, wikicbnsistent
with APB Statement 4, paragraph 150. All of théecia must be met in order for revenue to be reizaegh

Other Systems and Non-System Revenue RecognRienenues for systems without installation and
acceptance provisions, as well as revenues frormtéogy upgrades, spare parts, consumables anatyget
products built by the Imaging business are recaghizhen title passes to our customer. Service aidtemance
contract revenue, which to date has been insigmifids recognized ratably over applicable contpaciods or as tt
service is performed.

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

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

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

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

Our FFP contracts are accounted for under SOP“&tdounting for Performance of Construction-Typealan
Certain Production-Type Contracts.” Revenue on E6iRracts is generally recognized on the
percentage-of- completion method based on costsrid in relation to the total estimated costsviions for
estimated losses on FFP research contracts amnglegcim the period in which such losses are detezchi

The deliverables under each CPFF or FFP contragerftom providing reports to providing hardwarethe
majority of the contracts there is no obligationéither party to continue the program once theléumave been
expended. The efforts can be terminated at anyfiimeonvenience, in which case we would be reirabdrfor our
actual incurred costs, plus fee, if applicable,tfer completed effort. We own the entire rightetdand interest to
each invention discovered under the contract, snkesspecifically give up that right. The U.S. Goweent has a
paid-up license to use any invention/intellectualperty developed under government funded contfacts
government purposes only. In addition, we havenftione to time, negotiated with third parties todiua portion of
our costs in return for granting them a joint iefgrin the technology rights developed pursuattiéaontract.
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Trade Receivables and Doubtful Accounts

We evaluate the collectibility of trade receivabbesan ongoing basis and provide reserves agaitsihtial
losses when appropriate. Management analyzesibetbad debts, customer concentrations, custoneelitc
worthiness, changes in customer payment tendeantksurrent economic trends when evaluating thqusey of
the allowance for doubtful accounts. Customer aotare written off against the allowance whenam®unt is
deemed uncollectible.

Included in trade receivables are unbilled recdesmbelated to government contracts of $1.0 milkowl
$975,000 at December 31, 2005 and December 31, 288dectively.

Warranty

We provide for the estimated cost of warranty wharenue is recognized. Our warranty is per contexots
and for our systems the warranty typically rangetsveen 12 and 24 months from customer acceptang@édthis
warranty period any defective non-consumable madseplaced and installed at no charge to th@mest The
warranty period on consumable parts is limitech&irtreasonable usable life. We use estimatedrepai
replacement costs along with our actual warranpeggnce to determine our warranty obligation. \ilereise
judgement in determining the underlying estima

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

The following table displays the activity in the manty provision account for 2005 and 2004:

2005 2004
(In thousands)
Beginning balanc $1,11¢ $ 534
Expenditures incurred under warrant (1,429 (1,029
Accruals for product warranties issued during #gorting perioc 3,42 1,994
Adjustments to previously existing warranty accst 28¢ (388)
Ending balanc: $3,39¢ $1,11¢

The following table displays the balance sheetsifizgition of the warranty provision account at Berber 31,
2005 and 2004:

December 31,

2005 2004

(In thousands)
Other accrued liabilitie $2,7058  $ 90¢
Other lon¢-term liabilities 694 207
Total warranty provisiol $3,39¢  $1,11¢

Guarantees

We have entered into agreements with customers@gpgliers that include limited intellectual propert
indemnification obligations that are customaryha industry. These guarantees generally requite cempensate
the other party for certain damages and costsliedwas a result of third party intellectual propetaims arising
from these transactions. The nature of the intellgroperty indemnification obligations preveassfrom making
a reasonable estimate of the maximum potential anwea could be required to pay our customers apgl®rs.
Historically, we have not made any significant ingefication payments under such agreements, and no
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

amount has been accrued in the accompanying cdasadi financial statements with respect to these
indemnification obligations.

Customer Advances

Customer advances generally represent nonrefundablesits invoiced by the Company in connectioit wit
receiving customer purchase orders and other epeeteding acceptance of systems. Customer adveglagsd to
products that have not been shipped to customersaluded in accounts receivable were $10.6 nmilaod
$16,000 at December 31, 2005 and 2004, respectively

Cash, Cash Equivalents and Short-term Investments

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

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

Available-for-sale securities are carried at faitue, with unrealized gains and losses recordeuimither
comprehensive income (loss) as a separate compohshareholders’ equity. Held-to-maturigcurities are carrie
at amortized cost. We have no trading securitibg. dost of investment securities sold is determmethe specific
identification method. Interest income is recordsihg an effective interest rate, with the assedigiremium or
discount amortized to interest income. Realizedgand losses and declines in value judged tohsr dtan
temporary, if any, on available for sales secwsitiee included in earnings. The table below prestaet amortized
principal amount, major security type and matusifier our investments in debt securities and anatite securitie:

December 31 December 31
2005 2004
(In thousands)

Amortized Principal Amount

Debt securities issued by US government agel $ 10,99: $ 28,01°
Auction rate securitie 15,00( —
Corporate debt securitit 8,48¢ 4,61¢
Total investments in debt securiti $ 3447« $ 32,63
Shor-term investment $ 3447¢ $ 24,57¢
Long-term investment — 8,052
Total investments in debt securiti $ 3447 $ 32,63
Approximate fair value of investments in debt séms $ 34,40¢ $  32,45(

The decline in the fair value of our investmentatisibutable to changes in interest rates ancreatit quality.
In accordance with EITF 03-01, we have the abditg intent to hold these investments until faiuealecovers,
which may be maturity, and we do not consider thegestments to be other-than-temporarily impaaed
December 31, 2005.

Cash and cash equivalents represent cash accouhitsaney market funds. Included in accounts payiable
$988,000 and $188,000 of book overdraft at Decer@be005 and December 31, 2004, respectively.
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Valuation of Long-lived and Intangible Assets

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

« significant underperformance relative to expectistbhical or projected future operating resu
« significant changes in the manner of our use ofttwuired assets or the strategy for our overdainass; ani
« significant negative industry or economic trer

When we determine that the carrying value of lamgd assets, intangibles or goodwill may not bevecable
based upon the existence of one or more of theealmolicators of impairment, we measure any impaitrbased o
a projected discounted cash flow method using @odist rate determined by our management to be corsumate
with the risk inherent in our current business ntode

Prototype Costs

Prototype product costs that are not paid for uneleegarch and development contracts and are irsexdédair
market value are charged to research and develd@wrpanse.

Foreign Exchange Contracts

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

As of December 31, 2005 and 2004, we had no foreigrency forward exchange contracts outstanding.

Financial Instruments

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

Inventories

Inventories are priced using standard costs, wépgroximates cost under the first-in, first-out hoet, and are
stated at the lower of cost or market. Inventocigssist of the following:

December 31

2005 2004
(In thousands)
Raw materials $15,07C $ 5,62«
Work-in-progress 6,30: 3,49¢
Finished good 3,46¢ 6,25k

$24,837  $15,37¢
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Finished goods inventory consists primarily of céetgd systems at customer sites that are undergoing
installation and acceptance testing.

Inventory reserves included in the above numberg w&1.0 and $9.9 million at December 31, 2005200,
respectively. Each quarter, we analyze our invgntiaw materials, work-in-progress and finished dg)cagainst
the forecast demand for the next 12 months. Ravenadg with no forecast requirements in that pedosl
considered excess and inventory provisions ar®dksdtad to write those items down to zero net bealke.
Work-in-progress and finished goods inventorieswid forecast requirements in that period are lfyiavritten
down to the lower of cost or market. During thisgess, some inventory is identified as having nor&use or
value to us and is disposed of against the reserves

During the year ended December 31, 2005, $873,@B0added to inventory reserves based on the dyarter
analyses and $124,000 was disposed of and chavdkd teserve. We also added $184,000 to invemésgrves to
provide for the loss or refurbishment of Imaginggurcts consigned to our customers for demonststion

During the year ended December 31, 2004, $1.4anillvas added to inventory reserves based on thieegya
analyses and $1.6 million of inventory was disposkeand charged to the reserve. A system in invgntdth a
value of $706,000, net of a $250,000 reserve, veaxsterred to fixed assets and capitalized.

Property, Plant and Equipment

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

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

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

Comprehensive Income

SFAS No. 130, “Reporting Comprehensive Income” neguunrealized gains or losses on foreign currency
translation adjustments, which prior to the adaptiere reported separately in shareholders’ equitge included
in other comprehensive income. As of December 8052the $238,000 balance of accumulated other
comprehensive income is comprised entirely of aadatad foreign currency translation adjustments.

Employee Stock Plans

At December 31, 2005, we had two stock-based emplapmpensation plans, which are described mdse ful
in Note 9. We account for those plans under thegeition and measurement principles of APB Opiriimn 25,
“Accounting for Stock Issued to Employees”, andhtedl Interpretations. No stock-based employee cosgtion
cost is reflected in net income, as all optionswtgd to employees under those plans had an exgmitgeequal to
the market value of the underlying common stockhendate of grant. Compensation expense of $13@G0
recorded in net income related to an option gratdeadconsultant to our Board of Directors. Prarfarinformation
regarding net income (loss) and earnings (lossgpare is required by SFAS No. 123, which alsoireguhat the
information be determined as if we had accounteadfm employee stock options granted subsequent to
December 31, 1994 under the fair value methodisf3atement.
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Our pro forma stock compensation expense is cordpugig the Black-Scholes option valuation modaisT
model was developed for use in estimating theviaie of traded options that have no vesting msiris and are
fully transferable. In addition, option models r@gtthe input of highly subjective assumptions intihg the
expected stock price volatility. Because our emeégtock options have characteristics significadiffigrent from
those of traded options, and because changes 8ulijective assumptions can materially affect tevialue
estimate, in management’s opinion, the existing @sdo not necessarily provide a reliable singlasnee of the
fair value of its employee stock options. Beginnimghe first fiscal quarter of 2006, we will comypkith
SFAS No. 123R, as discussed further in Recent Aaog Pronouncements.

The following table illustrates the effect on netome (loss) and earnings (loss) per share if wieapalied the
fair value-recognition provisions of SFAS No. 128¢ccounting for Stock-Based Compensation”, to stbesed
employee compensation.

2005 2004 2003
(In thousands, except per share date
Net income (loss), as report $16,15.  $(4,349) $(12,309)
Deduct: Total stoclkbased employee compensation expense determined fair
value based method for all awards, net of rela&dffects (2,907 (1,379 (683)
Pro forma net income (los $13,24.  $(5,727) $(12,98¢)
Earnings (loss) per shal
Basic— as reportel $ 07¢ $(027) $ (0.99
Basic— pro forma $ 068 $(029 $ (1.00
Diluted — as reporte $ 0.7¢ $(0.22) $ (0.9%)
Diluted — pro forma $ 06z $(0.29 $ (1.00

The fair value of each stock option is estimatedhendate of grant using the Black-Scholes optincim
model, with the following weighted-average assummifor grants made in each year:

2005 2004 2003
(In thousands)
Dividend yield None None None
Expected volatility 92.3(% 94.62% 94.3(%
Risk free interest rai 4.3(% 3.6(% 1.62%
Expected live: 5.99year 5.60year 2.22year

The weighted-average fair value of stock optiorstggd was $6.58, $6.19 and $3.64 for the yearsdende
December 31, 2005, 2004 and 2003, respectively.

On October 27, 2005, our Board of Directors appdoaecelerating the vesting of approximately 306,000
“out-of-the-money” unvested common stock optiorsvpusly awarded to employees and officers undestmck
option plans. Vesting was accelerated for stocioaptthat had exercise prices greater than or équ8.06 per
share, which was the closing price of our commonlksbn October 27, 2005. As a condition to the kcadon of
vesting, the holders of the accelerated commorksiptions are required to refrain from selling amares acquired
upon exercise before the date on which the shares sold would otherwise have vested, had théngesft
common stock options not been accelerated. Thisaten continues to apply regardless of any teation of the
optionees’ employment. In connection with the migdiion of the terms of these options to accelettse vesting,
approximately $1.5 million is reflected as a nosttaompensation expense on a pro-forma basis ordamace with
SFAS 123 in the pro-forma table above for the yeated December 31, 2005. This action was takeedtace the
impact of future compensation expense that we wothidrwise be required to recognize in
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future consolidated statements of operations patdoaSFAS 123R, which is applicable to us begigrimthe first
fiscal quarter of 2006.

The pro forma net income (loss) and net incomesflpsr share data listed above includes expers@deio th
Employee Stock Purchase Plan (‘ESPP”). The fainevaff purchase rights granted under the ESPPimmasd on
the date of grant using the Black-Scholes optidoipy model, with the following weighted-averagsasptions:

2005 2004 2003
(In thousands)
Dividend yield None None None
Expected volatility 91.7%% 95.2(% 94.0(%
Risk free interest rai 3.8%% 2.31% 1.4%%
Expected live: 1.27year 1.92year 2.00year

The weighted-average fair value of purchase righasited was $5.14, $2.95 and $5.24 for the yeatscen
December 31, 2005, 2004 and 2003, respectively.

Financial Presentation

Certain prior year amounts in the Consolidated e Statements have been reclassified to confor2®05
presentation. The reclassifications had no matefiatt on total assets, liabilities, equity, metame (loss) or
comprehensive income (loss) previously reported.

Net income (loss) per share

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

2005 2004 2003
(In thousands)
Numerator:
Numerator for basic income (loss) per share — irediwss) available to
common stockholdel $16,15. $(4,344) $(12,309

Effect of dilutive securities
61/ 2% convertible notes(1 — — _

Numerator for diluted earnings (loss) per shareneeine (loss) available to

common stockholders after assumed convers $16,15. $(4,34¢) $(12,307%)
Denominator
Denominator for basic earnings (loss) per s— weighte-average share 20,46:  19,74¢ 12,94¢
Effect of dilutive securities
Employee stock options(. 74C — —

61/ 2% convertible notes(1 — — _
Dilutive potential common shar — — _

Denominator for diluted earnings (loss) per sharadjusted weighted-average
shares and assumed conversi 21,20:  19,74¢ 12,94¢
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(1) Diluted EPS for the twelve-month periods ended bdmsr 31, 2004 and 2003 excludes “as converti@dtmen
of the convertible notes, as their inclusion wabédanti-dilutive. The number of “as converted” gsaexcluded
from the twelve-month periods ended December 304 2hd 2003 was 8,568 and 3,619,134, respectively.
$29.4 million of the notes were converted in therfo quarter of 2003 and the $1.0 million balantthe notes
was repaid in March 200

(2) Potentially dilutive securities, consisting of skmissuable upon exercise of employee stock optioas
excluded from the calculation of diluted EPS ffitredfect would be anti-dilutive. The weighted azge number
of employee stock options excluded from the twehaath periods ended December 31, 2005, 2004 ar@l 200
was 226,804, 1,605,593 and 1,731,305, respecti

Use of Estimates

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

New Accounting Pronouncements

In March 2004, the Emerging Issues Task Force (FEITssued EITF No. 03-01, “The Meaning of
Other-Than-Temporary Impairment and its ApplicatiorCertain Investments,” which provides new guiafor
assessing impairment losses on debt and equitgtimemts. The new impairment model applies to imaests
accounted for under the cost or equity method awnestments accounted for under FAS 115, “Accourfiing
Certain Investments in Debt and Equity Securiti@&TF No. 03-01 also includes new disclosure rezqagnts for
cost method investments and for all investmentsatein an unrealized loss position. In Septen20éd, the FASI
delayed the accounting provisions of EITF No. 034dwever the disclosure requirements remain éffeeind the
applicable disclosures have been included in onsa@lidated financial statements and related nbir®to. We do
not expect the adoption of this EITF to have aprafbn our financial statements.

In November 2004, the FASB issued SFAS No. 15¢éiory Costs — an amendment of ARB No. 43",
which is the result of its efforts to converge UaScounting standards for inventories with Inteioratl Accounting
Standards. SFAS No. 151 requires idle facility ergess, freight, handling costs, and wasted matgsalilage) cost
to be recognized as current-period charges. Itraigoires that allocation of fixed production oveslds to the costs
of conversion be based on the normal capacity@ptioduction facilities. SFAS No. 151 will be effige for
inventory costs incurred during fiscal years begigrafter June 15, 2005. We do not expect the aalopf this
statement to have a material impact on our findistédements.

In December 2004, FASB issued SFAS No. 123 (Rea68d), “Share-Based Payment”. SFAS 123R
addresses all forms of share-based payment awactigling shares issued under certain employedk gtorchase
plans, stock options, restricted stock and stoghkexpation rights. SFAS 123R will require us to empe sharbase:
payment awards with compensation cost for shareebpayment transactions measured at fair valueAiih 14,
2005, the U.S. Securities and Exchange Commissioounced a deferral of the effective date of SFASRLuntil
the first interim period beginning after DecembBr 2005. We are currently evaluating the expeatguhict of
SFAS 123R to our Consolidated Financial Statem&#s.theEmployee Stock Plagection of this Note for
information related to the pro forma effect on ceported net income (loss) and earnings (losskipare of applyin
the fair value provisions of SFAS 123 “Accountirgy Stock-Based Compensation,” to stock-based ereploy
compensation.

In March 2005, the SEC issued Staff Accounting &irl (“SAB”) No. 107. SAB 107 provides guidance rele
to share-based payment transactions with non-erapfthe transition from nonpublic to public eatti
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status, valuation methods (including assumptiocs s1$ expected volatility and expected term), ttomanting for
certain redeemable financial instruments issue@usldare-based payment arrangements, the clateificd
compensation expense, non-GAAP financial meastirsstime adoption of SFAS 123R in an interim ek
capitalization of compensation costs related toeshased payment arrangements, the accountingdormie tax
effects of share-based payment arrangements upptiad of SFAS 123R, the modification of employbare
options prior to the adoption of SFAS 123R andldmares in ManagemestDiscussion and Analysis subsequel
adoption of SFAS 123R. We are currently in the pescof assessing the impact of this guidance.

In May 2005, FASB issued SFAS No. 154, “Accountiganges and Error Corrections.” This new standard
replaces APB Opinion No. 20, “Accounting Changasi &ASB Statement No. 3, “Reporting Accounting Giem
in Interim Financial Statements.” SFAS 154 requttet a voluntary change in accounting principleapplied
retrospectively with all prior period financial stanents presented on the new accounting prinaiplless it is
impractical to do so. SFAS 154 also provides thaa(change in method of depreciating or amortizingng-lived
non-financial asset be accounted for as a changstimate (prospectively) that was effected byangle in
accounting principle, and (2) correction of errorpreviously issued financial statements shoultebmed a
“restatement.” SFAS 154 is effective for accountil@nges and corrections of errors made in fisgeats/beginning
after December 15, 2005. We do not expect the amtopf this statement to have a material impacbonfinancial
statements.

In September 2005, the FASB issued EITF Issue Md.3) “Accounting for Purchases and Sales of Inmgnt
with the Same Counterparty” (“EITF 04-13"). Theussprovided guidance on the circumstances undeshathio or
more inventory transactions with the same countégrshould be viewed as a single non-monetary &etien
within the scope of APB Opinion No. 29, “Accountifay Non-monetary Transactions.” The issue alswipiex
guidance on circumstances under which non-monetasfranges of inventory within the same line of bess
should be recognized at fair value. EITF 04-13 bdleffective for transactions completed in reporperiods
beginning after March 15, 2006. We do not expleetadoption of this EITF to have an effect on dnauficial
statements.

3. Concentrations
Credit Risk and Significant Customers

Financial instruments that potentially subjectaisignificant concentrations of credit risk consittash
equivalents, short- and long-term investments, acitoreceivable and foreign exchange forward cotgraVe
generally invest our excess cash in money marketuauction rate securities, commercial papefiadébt
securities of the US government and its agencieghweach have contracted maturities of 25 monthess and an
average maturity in aggregate of one year or Bggolicy, our investments in commercial paper,teurcrate
securities, certificates of deposit, Eurodollardideposits, or banker’s acceptances are rated A/ktter, and we
limit the amount of credit exposure to any oneéss@ur accounts receivable tend to be concentiatadimited
number of customers. At December 31, 2005, foutornsrs accounted for 33%, 22%, 20% and 18% resjpheidf
our accounts receivable and in aggregate accotioit&3% of net accounts receivable. At Decembe2804, two
customers accounted for 30% and 16%, respectifaymaccounts receivable and in aggregate accddatel6%
of net accounts receivable.

Our largest customers tend to change from perigubtind. Historically, a significant portion of otevenues in
any particular period have been attributable testd a limited number of customers. In 2005, frugtomers
accounted for 41%, 24%, 14% and 11%, respectiviebupconsolidated net revenues and in aggregaisuated
for 90% of net revenues. During 2005, Seagate seomer for our disk sputtering equipment, annourntsed
acquisition of Maxtor, another customer for oukkdiputtering equipment. This acquisition, if apgdywill further
limit the number of customers. In 2004, two custmsreecounted for 62% and 11%, respectively of omsolidated
net revenues and in aggregate accounted for 73%taEvenues. In 2003, four customers accountedSeur, 18%,
13% and 10%, respectively, of our consolidatedmaes and in aggregate accounted for 66% of net
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revenues. Intevac performs credit evaluationssoiistomers’ financial condition and generally iszgideposits on
system orders but does not generally require eslihbr other security to support customer recdasb

Products

Disk manufacturing products contributed a signifitcgortion of our revenues in 2005, 2004 and 2008.
expect that our ability to maintain or expand ounrent levels of revenues in the future will depepdn our succe
in enhancing our existing systems and developigraanufacturing competitive disk manufacturing equént,
such as our 200 Lean, our success in developirgrhiitary and commercial products based on ourlight and
LIVAR technology, and our success in utilizing @xpertise in complex manufacturing equipment toetlgy new
manufacturing products that address markets outis&ldisk drive industry.

4. Equity Investments
601 California Avenue LLC

In 1995, we entered into a Limited Liability Compafperating Agreement (the “Operating Agreement”),
which expires December 31, 2015, with 601 CalifarAvenue LLC (the “LLC"), a California limited lidlity
company formed and owned by Intevac and certairebloéders of Intevac at that time. Under the Opegat
Agreement we transferred our leasehold intereftdrsite of our discontinued night vision busin@he “Site”) in
exchange for a preferred share in the LLC withce fealue of $3,900,000. We are accounting for trestment
under the cost method and have recorded our inesstim the LLC at $2,431,000, which representshistorical
carrying value of the leasehold interest in the.Sihe preferred share in the LLC pays a 10% arcwrallative
preferred dividend.

During 1996, the LLC formed a joint venture wittaB8tord University (the “Stanford JV”). The Stanfard
developed the property and has leased the profredygh August 2009. The LLC is a profitable entisgwhose
primary asset is its interest in the Stanford Jve Tompany received dividends of $390,000 froniib@ in each
of the last three years. These dividends are irclud other income and expense.

5. Commitments and Contingencie:
Leases

We lease certain facilities under non-cancelabkrang leases that expire at various times ugetordary
2013. The facility leases require Intevac to payalbnormal maintenance costs.

Future minimum rental payments under these legdee@mber 31, 2005 are as follows (in thousands):

2006 $ 3,521
2007 2,04z
2008 1,60t
2009 1,682
2010 1,76C
Beyond 2,497
Total $13,10:

Gross rental expense was approximately $2,454F06850,000 and $2,940,000 for the years ended
December 31, 2005, 2004 and 2003, respectively.
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Contingencies

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

6. Employee Benefit Plan
Employee Savings and Retirement Plan

In 1991, we established a defined contributiorreetient plan with 401(k) plan features. The plarecs\all
United States employees eighteen years and oldgrldyees may make contributions by a percentagéctiuh in
their salaries, not to exceed the statutorily pibed annual limit. We made cash contributions 227000,
$280,000 and $234,000 for the years ended Decedih@005, 2004 and 2003, respectively. Employegs ma
choose among twelve investment options for thaitrdoutions and their share of Intevac’s contribos, and they
are able to move funds between investment optibastime. Intevac’s common stock is not one efitivestment
options. Administrative expenses relating to trengre insignificant.

Employee Bonus Plans

We have various employee bonus plans. A profitisgaslan provides for the distribution of a percage of
pre-tax profits to substantially all of our emplegenot eligible for other performance-based ineerpians, up to a
maximum percentage of compensation. Other planscagraual or quarterly bonuses to our executivelskasy
contributors based on the achievement of profitgtaind other specific performance criteria. Chartgeexpense
under these plans were $3.2 million for the yealeenDecember 31, 2005 and were not material foyeles ended
December 31, 2004 and 2003.

7. Convertible Notes

During the first quarter of 1997, we completed &erring of $57.5 million of our 8/ 2% Convertible
Subordinated Notes (the “2004 Notes”), with a Mat¢l2004 maturity date. Interest was payable each
March 1st and September 1st. The notes were cdloieeirito shares of Intevac’s common stock at $28.per
share. Expenses associated with the offering ofoppately $2.3 million were deferred. Such expansere
amortized to interest expense over the term ohttes.

On July 12, 2002 we completed the exchange of $3@I®n in aggregate principal amount of our 200dtes
for $29.5 million of our new &/ 2% Convertible Subordinated Notes due 2009 (the 9206tes”) and $7.6 million
in cash, including $0.9 million for accrued interéthe 2009 Notes were convertible, at the holdepsion, into
Intevac common shares at a conversion price of0§Jed share. $1.3 million in aggregate principabant of the
2004 Notes remained outstanding after the closingenexchange offer.

In accounting for the exchange of the convertildtes, we wrote off $0.4 million of debt issuancstsaelated
to the 2004 Notes, reflecting the portion of suohts attributable to the convertible notes exchdngke remaining
debt issuance costs were amortized to interestaepaver the remaining life of the 2004 Notes.dnrection with
the exchange offer, we incurred $0.8 million ofeviiig costs. Of this amount, $0.2 million represdrthe cash
portion of the exchange offer and was expensedduhie 3 months ended September 28, 2002. Then§idién
balance of the exchange offering costs were ansattia interest expense over the life of the 2008BldThere was
no gain or loss associated with this transactier$36.3 million of 2004 Notes were exchanged fd.$3nillion of
cash and new securities.

During 2002, in addition to the note exchange dbsdrabove, we repurchased $0.3 million, face valfieur
2004 Notes. The repurchase resulted in a gain 308D. In accordance with adoption of SFAS No. 148 gain ot
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the note repurchase is included in other incomeexipénse, net on the Consolidated Statement ofafipes and
Comprehensive Income (Loss).

On October 31, 2003, we issued a notice of auta@nsativersion of our 2009 Notes pursuant to themse
$20.1 million in aggregate principal amount of the®tes was outstanding, which converted into 28&7lshares
Intevac common stock at a conversion price of $p&0Gshare. The automatic conversion occurred areiber 10
2003. Prior to the issuance of the notice of autantnversion, $9.4 million in aggregate principatount of these
notes had been tendered for conversion by the tgldesulting in the issuance of 1,348,426 shafréstevac
common stock.

On March 1, 2004, we paid off the remaining $1.0iom of our 2004 Notes.

8. Segment Reporting
Segment Description

We have two reportable operating segments: Equiparahimaging. Our Equipment business designs,
manufactures, markets and services complex caggjtdpment used in the sputtering, or depositiomigiily
engineered thin-films of material onto magnetidkdiahich are used in hard disk drives. Our Imadinginess
develops and manufactures electro-optical sensamseras and systems that permit highly sensititectien of
photons in the visible and near infrared portiohthe spectrum, allowing vision in extreme low ligdituations.

Included in corporate activities are general caapmexpenses, less an allocation of corporate segen
operating units equal to 3% of net revenues. Assfaterporate activities include unallocated casth short-term
investments, deferred tax assets and other assets.

Segment Profit or Loss and Segment Assets

We evaluate performance and allocate resources lose number of factors, including profit or Idssm
operations and future revenue potential. The adaoypolicies of the reportable segments are theesas those
described in the summary of significant accounpolicies.

Business Segment Net Revenues

2005 2004 2003
(In thousands)
Equipment $129,28(  $60,49( $26,74¢
Imaging 7,94¢ 9,12¢ 9,54¢
Total $137,22¢ $69,61t $36,29/
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Business Segment Profit (Loss)

Equipment(1]

Imaging(2)

Corporate activitie
Operating income (los!
Interest expens

Interest incom

Other income and expense,

Income (loss) before income tax

2005 2004 2003

(In thousands)

$20,41: $ (377) $ (3,999
(5,799 (4,119 (4,15%)

102 (756) (2,507
14,717 (5,249 (10,659
10 (55 (1,787
1,30% 634 26¢
542 43¢ (92)

$16,57: $(4.239) $(12,26%

(1) Includes inventory provisions of $782,000, $1,268,and $451,000 in 2005, 2004 and 2003, respegti
(2) Includes inventory provisions of $91,000, $112,60d $292,000 in 2005, 2004 and 2003, respecti

Business Segment Assets

Equipment

Imaging

Corporate activitie
Total asset

Business Segment Property, Plant & Equipment
Additions
Equipment(1]
Imaging
Corporate activitie
Total additions

(1) Includes inventory transferred to fixed assets#fiGhin 2004
Depreciation
Equipment
Imaging
Corporate activitie
Total depreciatiol
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2005 2004
(In thousands)
$ 68,67: $19,40°
7,66¢ 7,13t
54,10 53,08(
$130,44:  $79,62:

2005 2004
(In thousands)
$2,18¢  $1,02¢

934 90C
1,022 40z
$4.140  $2,32¢

2005 2004 2003
(In thousands)

$ 822 $ 561 $ 45€

1,054 1,18¢ 1,24(

274 282 267

$2,15C $2,031 $1,96:
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Geographic Area Net Trade Revenues

2005 2004 2003
(In thousands)
United State: $ 39,75« $22,54F $13,13:
Asia 96,69¢ 46,45: 23,15¢
Europe 781 61¢
Rest of World — — 6
Total revenue $137,22¢ $69,61F $36,29¢

9. Shareholders’ Equity

Our Articles of Incorporation authorize 10,000,30tres of Preferred Stock. The Board of Directassthe
authority to issue the Preferred Stock in one orenseries and to fix the price, rights, preferenpesileges and
restrictions thereof, including dividend rightsyidiend rates, conversion rights, voting rightsieiof redemption,
redemption prices, liquidation preferences andilmaber of shares constituting any series or thigdaton of sucl
series, without further vote or action by the shatéers.

Stock Option/Stock Issuance Plans

Our Board of Directors and our shareholders apgr@goption of the 2004 Equity Incentive Plan (tB804
Plan”) in 2004. The 2004 Plan serves as the successliity incentive program to our 1995 Stock Opt&iock
Issuance Plan (the “1995 Plan”). Upon adoptiorhef2004 Plan, all shares available for issuanceruheé 1995
Plan were transferred to the 2004 Plan. The 2084 pérmits the grant of incentive or non-statusiock options,
restricted stock, stock appreciation rights, pen@nce units and performance shares. Option presing period,
and other terms are determined by the Administrafttihe 2004 Plan, but the option price shall galienot be less
than 100% of the fair market value per share ordtiie of grant. As of December 31, 2005, 2,2009&8es of
common stock are authorized for future issuanceutite 2004 Plan. Options granted under the 2084 &le
exercisable upon vesting and vest over periodpabdive years. Options currently expire no ldtean ten years
from the date of grant. The 2004 Plan expires tery han March 10, 2014.

Employee Stock Purchase Plans

In 2003, our shareholders approved adoption o2@%8 Employee Stock Purchase Plan (the “2003 ESPP”)
which serves as the successor to the Employee Budhase Plan originally adopted in 1995. Uporp#do of the
2003 ESPP, all shares available for issuance uhdegrior plan were transferred to the 2003 ESRfleUthe 2003
ESPP, we are authorized to issue up to 358,19 ¢slsdicommon stock to participating employees. WUtige terms
of the 2003 ESPP, employees can choose to have1g of their annual base earnings withheld taipase our
common stock. The purchase price of the stock 8bthe lower of the subscription date fair mankaiue or the
purchase date fair market value. Under the 2003PE81 its predecessor, we sold 129,217, 82,184 and
77,749 shares to employees in 2005, 2004 and 2883ectively. As of December 31, 2005, 146,796eshar
remained reserved for issuance under the 2003 ESPP.
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

A summary of our stock option activity and relabefibrmation for the years ended December 31 foltows

2005

2004

2003

Weighted-Average

Weighted-Average

Weighted-Average

Options Exercise Price Options Exercise Price Options Exercise Price

Outstanding — beginning

of year 1,712,95' $ 6.0¢ 1,426,28' $ 5.2¢ 1,850,08. $ 5.0z

Granted 644,85( 8.8  618,00! 8.3C  259,00( 8.0¢

Exercisec (357,269 5.2C (177,37) 4.8: (530,249 5.64

Forfeited (132,96¢) 5.7 (153,959 9.2¢ (152,549 5.7:
Outstandinc— end of yea 1,867,57! 7.1¢ 1,712,95! 6.04 1,426,28 5.2¢
Exercisable atend ofye  1,104,35! $ 7.8C 906,35! $ 5.8¢ 840,51¢ $ 5.67
Weightedaverage per sha

fair value of options

granted during the ye: $ 6.5¢ $ 4.3¢ $ 3.64

Outstanding and Exercisable by Price Range as of Bember 31, 2005

Options Outstanding

Options Exercisable

Range of Exercise Price

$2.630- $ 3.980
$4.000- $ 6.563
$6.625- $ 7.84C
$ 7.930- $10.01C
$10.69C- $15.50C
$21.25C- $21.25C

Number Number

Outstanding as 0 Weighted Average Weighted Exercisable as ¢ Weighted

December 31 Remaining Average December 31 Average
2005 Contractual Life  Exercise Price 2005 Exercise Price
405,90( 5.83yre $ 2.9¢ 304,00 $ 2.91
375,17( 7.09yre $ 4.7C 170,95( $ 5.01
390,50( 8.15yrt $ 7.5% 72,35( $ 7.07
379,00( 8.50yre $ 9.0C 252,05( $ 9.51
304,50( 8.74yr: $ 12.61 292,50 $ 12.6:
12,50( 0.37yre $ 21.2¢ 12,50C $ 21.2¢
1,867,57! 7.55yre $ 7.1€ 1,104,35! $ 7.8C

$ 2.630- $21.250
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

10. Income Taxes

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

Years Ended December 3.
2005 2004 2003

Federal:
Current $392 $—  $—
Deferred — — —
392 — —

State:

Current 9 11E 2
Deferred — — —
9 11¢& 2

Foreign:
Current 20 (5) 36
Total $421 $11C $38

Deferred income taxes reflect the net tax effettemporary differences between losses reportedtand
carrying amounts of assets and liabilities for ficial reporting purposes and the amounts usechéomie tax
purposes. Significant components of our deferredtsets computed in accordance with SFAS No. i®asa
follows (in thousands):

December 31,

2005 2004
Deferred tax asset
Vacation, rent, warranty and other accrt $ 1581 $ 95¢
Depreciatior 1,40¢ 1,501
Inventory valuatior 3,89: 3,38¢
Deferred incomt 544 37E
Research and other tax credit c-forwards 637 69¢€
Federal and State NOL ca-forwards 6,50z 12,01(
Other 46¢€ 1,06°
15,03 19,99:
Valuation allowance for deferred tax ass (15,03 (19,949
Total deferred tax asse $ — % 50
Deferred tax liabilities
Other $ — % 50
Total deferred tax liabilitie $ — 3 50
Net deferred tax asse $ — % —

The valuation allowance decreased by $4.9 milliorirdy 2005 due to the utilization of net operatiogs carry-
forwards. Due to the uncertainty of realizing ciertax credits, net operating loss carry-forwaeds] other deferred
tax assets, the remaining valuation allowance babeen reduced. The Federal and State net opgeratin
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

loss carry-forwards of $16.9 million and $6.8 naifli respectively, expire at various dates througgv2and 2014,

respectively, if not previously utilized.

A reconciliation of the income tax provision onamee from continuing operations at the federal stayurate
of 35% for 2005 and 2004 and 34% for 2003 to tleerme tax provision at the effective tax rate isadlsws (in

thousands):
Years Ended December 31
2005 2004 2003

Income taxes (benefit) computed at the federalisiat rate $5798  $(1,472) $(4,159
State taxes (net of federal bene 6 75 (439
Research and other tax crec — — (44)
Effect of tax rate changes, permanent differencésaaljustments of prior

deferrals (469) (1,757 73
Change in valuation allowan (4,917 3,25¢ 4,602

Total $ 421 $ 11C $ 38

11. Other Accrued Liabilities

Accrued product warrantie
Accrued taxe:

Deferred incomt

Accrued rent expens
Other

Total other accrued liabilitie

December 31,

2005 2004
(In thousands)

$2,708  $ 90¢
2,00( 154
1,25¢ 86¢
13 377
21C 63€

12. Quarterly Consolidated Results of OperationfUnaudited)

Net sales

Gross profit

Net income (loss

Basic income (loss) per she
Diluted income (loss) per sha

Net sales

Gross profit

Net income (loss

Basic income (loss) per she
Diluted income (loss) per sha

Three Months Ended

April 2, July 2, Oct. 1, Dec. 31,

2005 2005 2005 2005

(In thousands, except per share data)

$10,60t $30,41¢ $43,507 $52,69¢
1,99¢ 9,661 13,554 18,36¢
(3,897 3,927 6,191 9,93(
$ (019 $ 01¢ $ 03C $ 0.4¢
(0.19 0.1¢ 0.2¢ 0.4€

Three Months Ended
March 27, June 26, Sept. 25, Dec. 31,
2004 2004 2004 2004
(In thousands, except per share data)
$ 6,43t $17,76¢ $35,02¢ $10,38]
1,61¢ 5,68( 6,41( 2,14

(3,360) 677 1,371 (3,039
$ (016 $ 00 $ 007 $ (0.15
(0.1¢) 0.0z 0.07 (0.15)
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Item 9. Changes In and Disagreements With Accountants orcAganting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Management's Report on Assessment of Internal Contl Over Financial Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finahcia
reporting, as such term is defined under Rules1B{§-and 15d-15(f) promulgated under the Secwifigchange
Act of 1934, as amended. Our internal control demcial reporting is a process designed to pevahsonable
assurance regarding the reliability of financigdaging and the preparation of financial statemémt&xternal
purposes in accordance with accounting principteeegally accepted in the United States of AmelBggause of it
inherent limitations, internal control over finaakieporting may not prevent or detect all misstegits or fraud.
Further, the design of a control system must réflee fact that there are resource constraintstfamtdenefit of
controls must be considered relative to their cas$sa result of these inherent limitations incahtrol systems, no
evaluation of controls can provide absolute assigraimat all control issues and instances of fréwat)y, within the
Company have been detected. These limitationsdedine realities that judgments in decisioaking can be fault
and that breakdowns can occur because of a simmolea mistake. As a result of these limitatiomssstatements
due to error or fraud may occur or not be deteddedordingly, the Company’s disclosure controls @nocedures
are designed to provide reasonable, not absolsseyance that the disclosure controls and procedueemet. Also,
projections of any evaluation of effectivenessutufe periods are subject to the risk that contmdy become
inadequate because of changes in conditions, btttbalegree of compliance with the policies orcpaures may
deteriorate.

In order to evaluate the effectiveness of inteowaitrol over financial reporting, as required byt®m 404 of
the Sarbanes-Oxley Act, management has conductagsassment, including testing, using the criiarlaternal
Control — Integrated Framework, issued by the Caottemiof Sponsoring Organizations of the Treadway
Commission (COSO). Based on our assessment usisg thiteria, we concluded that, as of Decembe305,
Intevac Inc.’s internal control over financial repieg was effective.

Management’s assessment of the effectiveness dfitdmmal control over financial reporting as of
December 31, 2005 has been audited by Grant ThotitB, the Company’s independent registered public
accounting firm, as stated in their report whicimiduded at page 62 herein.

Changes in Internal Controls

In our Management’s Report over Internal Contradsich was contained in our Form 10-K for the fisgahr
ending December 31, 2004, we reported three mategi@knesses and the steps we proposed takingnediate
such weaknesses. As of December 31, 2004, we aedthiat we did not maintain effective controlsrove
(1) aspects of the Imaging Business, (2) approf/aiv@ntory cycle count adjustments, and (3) docotaton
related to our quarterly review and approval ofesscand obsolete inventory reserves. In the firattgr of 2005,
we began efforts to remediate the material wealese&pecifically, our evaluation and remediatidorés were as
follows:

Imaging Business— We determined during the course of our yearandlit that projected, rather than
approved, billing rates were used to calculatemaedor cost-plus-fixed-fee technology developneanttracts.
In addition, journal entries for revenue recogmtand the related documentation were not subjeotadequat
review and approval.

We also determined during the course of our yedraarlit that firm fixed-price technology developrhen
contracts were not being accounted for in accorglavith U.S. GAAP for firm fixed-price contracts. iEh
would have resulted in an overstatement of revemaeoperating profit had it not been discoveredrpo the
public release of our 2004 earnings.

We also determined during the course of our yedraarit that a receivable greater than one yeahadd
not been reserved as a bad debt. During the fourdhnter of 2004, we implemented a bad debt poheay t
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required receivables aged more than one year tollggeserved. Our review did not include unbilled
receivables and we did not establish the appraphat debt reserve. This would have resulted in an
understatement of bad debt expense and an ovenstattef operating profit had it not been discovguedr to
the public release of our 2004 earnings.

To remediate this material weakness, during tts §juarter of 2005, we retrained our accountintj sta
proper application of revenue recognition poli@es implemented policies regarding analyzing caisréor
proper revenue recognition accounting. We also gedrmour process for evaluating accounts receivable
ensure that all balances are reviewed for colléit§iton a regular basis. During both the first asetond
quarters of 2005, we tested the new controls andddhem to be working effectively. We believe ttras
material weakness has been remediated.

Approval of Inventory Cycle Count AdjustmertsWe routinely cycle count our stockroom invengsri
and make corrections to our inventory balancesrasut of those cycle counts. We determined iat20i04 the
the cycle count adjustments were being made, kthowi written approval by management as requiredusy
internal control policies. Management authorizatibicycle count adjustments is necessary to rethece
potential of an employee using a cycle count adjest to conceal a theft of inventory.

To remediate this material weakness, the requiréfoethe appropriate management approval of alecy
count adjustments was re-emphasized in Decembélr. Z2f¥ing the first quarter of 2005, we tested a
significant sample of the cycle count adjustments$ faund them to be properly approved. We beliéag this
material weakness has been remediated.

Documentation of Excess and Obsolete InventoryrRe$alculation Review and Approvat We
determine, on a quarterly basis, the level of reserequired related to excess and obsolete inmeracess
and obsolete inventory reserves are an estimaiehwéquires significant judgment on the part ohagement
Our Chief Financial Officer reviews and approvessth estimates on a quarterly basis. Given thefisigni
nature of the estimate, we determined during theseoof our internal controls evaluation that imea
documentation of those reviews was needed.

To remediate this material weakness, we have doatadehe management review of the quarterly excess
and obsolete calculations in the second and thiedtgrs of 2005. We have also performed tests theer
calculations surrounding the excess and obsolgtéreaments and found them to be working properlg. W
believe that this material weakness has been retseti

We believe each of the changes discussed aboveh@rge in our internal controls over financialaring
which was identified in connection with the evaioatrequired by Rule 13(a)-15(d) of the Exchangé that
occurred during our fiscal year 2005 that has nedtgaffected, or is reasonably likely to matelyaffect, our
internal controls over financial reporting.

Evaluation of disclosure controls and procedures

We maintain a set of disclosure controls and procesithat are designed to ensure that informaétating to
Intevac, Inc. required to be disclosed in periddiicgs under Securities Exchange Act of 1934, rscliange Act, is
recorded, processed, summarized and reportedrmetytmanner under the Exchange Act. In conneatith the
filing of this Form 10-K for the fiscal year endB&cember 31, 2005, as required under Rule 13a-bhthe
Exchange Act, an evaluation was carried out untestipervision and with the participation of mamagpet,
including the Chief Executive Officer and Chief &itial Officer, of the effectiveness of our disciascontrols and
procedures as of the end of the period coveretiibyahnual report. Based on this evaluation, ouefxecutive
Officer and Chief Financial Officer concluded tloatr disclosure controls and procedures were effects of
December 31, 2005.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Board of Directors and Stockholders of
Intevac, Inc.

We have audited management’s assessment, inclodbd accompanying Management’s Report on Internal
Control Over Financial Reporting as of DecemberZD5, that the Company maintained effective irdecontrol
over financial reporting as of December 31, 20@s€ddl on criteria established in Internal Controlntegrated
Framework issued by the Committee of Sponsoringa@imgtions of the Treadway Commission (COSO). The
Company’s management is responsible for maintaiaffegtive internal control over financial repogirand for its
assessment of the effectiveness of internal cootret financial reporting. Our responsibility isérpress an opinic
on management’s assessment, and an opinion offfdlicéveness of the Company'’s internal control ofieancial
reporting based on our audit.

We conducted our audit in accordance with the stadgdof the Public Company Accounting OversightriBoa
(United States). Those standards require that ame ghd perform the audit to obtain reasonable assarabout
whether effective internal control over financiaporting was maintained in all material respects. &udit of
internal control included obtaining an understagdifiinternal control over financial reporting, &yating
management’s assessment, testing and evaluatirpsiign and operating effectiveness of internatrobrand
performing such other procedures as we considezeéssary in the circumstances. We believe thaaadit
provides a reasonable basis for our opinion.

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

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

In our opinion, management’s assessment that thep@oy maintained effective internal control oveaficial
reporting as of December 31, 2005, is fairly staie@ll material respects, based on Internal Gibrtr Integrated
Framework issued by the Committee of Sponsoringa@imgtions of the Treadway Commission (COSO).
Furthermore, in our opinion, the Company maintajriecll material respects, effective internal ecohbver
financial reporting as of December 31, 2005, basethternal Control — Integrated Framework issugdhe
Committee of Sponsoring Organizations of the Tremgd@ommission (COSO).

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Boar
(United States), the consolidated balance shedtgefac Inc. as of December 31, 2005 and 2004 {tzendelated
consolidated statements of operations and compsealeimcome (loss), shareholdeesjuity and cash flows for ea
of the three years in the period ended Decembe2®15 and our report dated March 10, 2006 expressed
unqualified opinion on those financial statements.

/s/ GRANT THORNTON LLP

San Jose, CA
March 10, 2006
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Item 9B. Other Information

Not applicable.

PART Il

Item 10. Directors and Executive Officers of the Registra

The information required by this item relating b@ tCompany’s directors and nominees, disclosuatimgl to
compliance with Section 16(a) of the Securitiestiarge Act of 1934, and information regarding owtecof ethics
is included under the captions “Election of Dirgstd“Section 16(a) Beneficial Ownership Reportidgmpliance,
“and “Code of Ethics” in the Company’s Proxy Statgrnfor the 2006 Annual Meeting of Shareholdersiand
incorporated herein by reference. The informateguired by this item relating to the Company’s exise officers
and key employees is included under the captioretttive Officers” under Item 4 in Part | of this Aual Report
on Form 10-K.

Item 11. Executive Compensatio

The information required by this item is includater the caption “Executive Compensation and Relate
Information” in the Company’s Proxy Statement foe £006 Annual Meeting of Shareholders and is po@ted
herein by reference.

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

Securities authorized for issuance under equitypemsation plans. The following table summarizes the
number of outstanding options granted to emplogeesdirectors, as well as the number of secunigegining
available for future issuance, under our equity gensation plans at December 31, 2005.

(@) (©

Number of Securities (b) Number of Securities
to be Issued Upon Weighted-Average Remaining Available
Exercise of Exercise Price of for Future Issuance
Outstanding Options, Outstanding Options, Under Equity
Plan Category Warrants and Rights Warrants and Rights Compensation Plans(1
Equity compensation plans approved by
security holders(2 1,867,57! $ 7.1¢ 480,18
Equity compensation plans not approved by
security holder: — 3 — —
Total 1,867,57! $ 7.1¢ 480,18

(1) Excludes securities reflected in column

(2) Included in the column (c) amount are 146,796 shavailable for future issuance under Intevac’s3200
Employee Stock Purchase Pl

The other information required by this item is ueéd under the caption “Ownership of Securitiesthim
Company’s Proxy Statement for the 2006 Annual Meetif Shareholders and is incorporated herein feyeace.

Item 13. Certain Relationships and Related Transactions

The information required by this item is includewter the caption “Certain Transactions” in the Camys
Proxy Statement for the 2006 Annual Meeting of 8halders and is incorporated herein by reference.
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Item 14. Principal Accounting Fees and Service

The information required by this item is includatter the caption “Fees Paid To Accountants ForiSesv
Rendered During 2005” in the Company’s Proxy Statetnfior the 2006 Annual Meeting of Shareholdersiand
incorporated herein by reference.

PART IV

Item 15. Exhibits and Financial Statement Scheduls

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

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

Report of Grant Thornton LLP, Independent Auditors
Consolidated Balance Sheets — December 31, 2002@0%

Consolidated Statements of Operations and Compsalemcome (Loss) for the years ended
December 31, 2005, 2004 and 2003

Consolidated Statement of Shareholders’ Equitytferyears ended December 31, 2005, 2004 and 2003
Consolidated Statements of Cash Flows for the yeailed December 31, 2005, 2004 and 2003
Notes to Consolidated Financial Statements — YEaded December 31, 2005, 2004 and 2003

2. Financial Statement Schedules.

The following financial statement schedule of Iaeyinc. is filed in Part IV, Item 14(a) of this Amal Report
on Form 10-K:

Schedule Il — Valuation and Qualifying Accounts

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

3. Exhibits

Exhibit
Number Description

3.1(1) Amended and Restated Articles of Incorporatiorhef Registran

3.2(1) Bylaws of the Registrar

4.4(5) Registration Rights Agreement, dated January 164 20etween the Company, Redemco, LLC and
Foster City LLC

1C.1+(1) The Registrars 1991 Stock Option/Stock Issuance F

1C0.2+(1) The Registrars 1995 Stock Option/Stock Issuance Plan, as ame

10.3+(1) The Registrar s Employee Stock Purchase Plan, as ame

1C.4+(3) The Registrars 2004 Equity Incentive Ple

10.5(2) Lease, dated February 5, 2001 regarding the spaaéeh at 3560, 3570 and 3580 Bassett Street,
Santa Clara, Californi



1C0.6(6) First Amendment to Lease, dated February 23, 2864rding the space at 3560, 3570 and
3580 Bassett Street, Santa Clara, Califo

1C0.7(1) 601 California Avenue LLC Limited Liability Operatj Agreement, dated July 28, 1¢
1C0.8+(1) The Registrars 401(k) Profit Sharing Ple

1C0.9+(4) The Registrars 2005 Executive Incentive Pl

1C.10+(7 The Registrar s Executive Incentive Ple

211 Subsidiaries of the Registre
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Exhibit
Number Description

23.1  Consent of Independent Registered Public Accouriing
24.1  Power of Attorney (see page ¢

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

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

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

(1) Previously filed as an exhibit to the Registratitatement olForm -1 (No. 3:-97806)

(2) Previously filed as an exhibit to the Company’s AahReport on Form 10-K for the year ended Decerher
2000

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

(5) Previously filed as an exhibit to the Company’s AahReport on Form 10-K for the year ended Decerher
2003

(6) Previously filed as an exhibit to the Company’s AahReport on Form 10-K for the year ended Decerher
2005

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

+ Management compensatory plan or arrangement refjigree filed as an exhibit pursuant to ltem 15fc)
Form 1(-K
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas
duly caused this report to be signed on its behathe undersigned, thereunto duly authorized, ancii 15, 2006.

INTEVAC, INC.

By: /s/ CHARLES B. EDDY llI
Charles B. Eddy, I
Vice President, Finance and Administration,
Chief Financial Officer, Treasurer and Secretary
(Principal Financial and Accounting Officer)

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each persbose signature appears below constitutes
and appoints Kevin Fairbairn and Charles B. Edtyahd each of them, as his true and lawful attgsrie-fact and
agents, with full power of substitution and resitbbn, for him and in his name, place and stéadny and all
capacities, to sign any and all amendments (inotpgiost-effective amendments) to this Report omFbd-K, and
to file the same, with all exhibits thereto, antestdocuments in connection therewith, with theuiges and
Exchange Commission, granting unto said attorneyfadétand agents, and each of them, full power and aityttor
do and perform each and every act and thing requasid necessary to be done in connection thereastfully to
all intents and purposes as he might or could gmison, hereby ratifying and confirming all thaids
attorneys-in-fact and agents, or any of them, eirthr his substitute or substitutes, may lawfaltyor cause to be
done by virtue hereof.

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

Signature Title Date
/s/ KEVIN FAIRBAIRN President, Chief Executive Officer and  March 15, 200
(Kevin Fairbairn) Director (Principal Executive Officer)
/sl NORMAN H. POND Chairman of the Board March 15, 200
(Norman H. Pond
/s/ CHARLES B. EDDY IlI Vice President, Finance and Administration, March 15, 200!
(Charles B. Eddy 1) Chief Financial Officer Treasurer and

Secretary (Principal Financial and
Accounting Officer)

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

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

/s/ DAVID N. LAMBETH

(David N. Lambeth

/s/ ROBERT LEMOS

(Robert Lemos

/s/ ARTHUR L. MONEY

(Arthur L. Money)
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Director

Director

Director

Date

March 15, 200

March 15, 200
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INTEVAC, INC.
SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS

Additions (Reductions)
Charged Charged

Balance a (Credited) (Credited) Balance a
Beginning  to Costs anc to Other Deductions — End
Description of Period Expenses Accounts Describe of Period

(In thousands)
Year ended December 31, 201
Deducted from asset accour
Allowance for doubtful accoun $ 26 $ (149 $ 6 9 110() $ 22
Inventory provision: 9,55¢ 743 58¢ 698(2) 10,19:

Year ended December 31, 20!
Deducted from asset accour

Allowance for doubtful accoun $ 22 % 21 $ (23) ¢ — $ 217
Inventory provision: 10,19: 1,37¢ (1273) 1,583(7) 9,86:
Year ended December 31, 20
Deducted from asset accour
Allowance for doubtful accoun $ 217 $ 211 $ (26 $ 6(1) $ 154
Inventory provision: 9,86: 873 37¢€ 124(2) 10,98¢

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

3.1(1)

3.2(1)

4.4(5)

10.1+(1)

10.2+(1)

10.3+(1)

10.4+(3)

10.5(2)

10.6(6)

10.7(1)

10.8+(1)

10.9+(4)

10.10+(7

211

231

241

311

31.2

32.1

Exhibit Index

Description

Amended and Restated Articles of Incorporatiorhef Registran

Bylaws of the Registrar

Registration Rights Agreement, dated January 184 20etween the Company, Redemco, LLC and
Foster City LLC

The Registrars 1991 Stock Option/Stock Issuance F

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

The Registrar s Employee Stock Purchase Plan, as ame

The Registrars 2004 Equity Incentive Ple

Lease, dated February 5, 2001 regarding the spaateld at 3560, 3570 and 3580 Bassett Street,
Santa Clara, Californi

First Amendment to Lease, dated February 23, 2604rding the space at 3560, 3570 and
3580 Bassett Street, Santa Clara, Califo

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

The Registrars 401(k) Profit Sharing Ple

The Registrars 2005 Executive Incentive Pl

The Registrar s Executive Incentive Ple

Subsidiaries of the Registre

Consent of Independent Registered Public Accourking

Power of Attorney (see page ¢

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

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

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



(1) Previously filed as an exhibit to the Registratétatement olForm -1 (No. 3:-97806)

(2) Previously filed as an exhibit to the Company’s AahReport on Form 10-K for the year ended Decerther
2000

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

(5) Previously filed as an exhibit to the Company’s AahReport on Form 10-K for the year ended Decerther
2003

(6) Previously filed as an exhibit to the Company’s AahReport on Form 10-K for the year ended Decerther
2005

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

+ Management compensatory plan or arrangement refjigree filed as an exhibit pursuant to ltem 15fc)
Form 1(-K
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Lotus Technologies, In— California
Intevac Foreign Sales Corporati— Barbados
Intevac Asia Private Limite— Singapore
Intevac Malaysia Sdn BF— Malaysia
IRPC, Inc.— California
Intevac Limited— Hong Kong

Intevac Shenzhen Co. Limit— China
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Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have issued our reports dated March 106 286companying the consolidated financial statésnand managemestassessment of t
effectiveness of internal control over financigboeting included in the Annual Report of Intevaws;.lon Form 10-K for the year ended
December 31, 2005. We hereby consent to the incatipa by reference of said reports in the RedisimaStatements (Form S-8 Nos. 33-
99648, 333-65421, 333-50166, 333-106960, 333-109R260333-125523) pertaining to the 1995 Stock @pftock Issuance Plan, the 2003
Employee Stock Purchase Plan and the 2004 Equigntive Plan and in the Registration Statementenff®-3 Nos. 333-24275, and 333-
124978).

/sl GRANT THORNTON LLP

San Jose, California
March 10, 2006






Exhibit 31.1

Certifications

I, Kevin Fairbairn certify that:

1.
2.

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

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

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

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

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

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

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

(b) Designed such internal controls over finanmglorting, or caused such internal control oveaditial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements in accordance with generally accepteauating principles;

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

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

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

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

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

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

Date: March 15, 2006

/sl KEVIN FAIRBAIRN

Kevin Fairbairn
President, Chief Executive Officer and Direc







Exhibit 31.2

Certifications

I, Charles B. Eddy certify that:

1.
2.

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

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

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

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

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

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

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

(b) Designed such internal controls over finanmglorting, or caused such internal control oveaditial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements in accordance with generally accepteauating principles;

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

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

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

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

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

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

Date: March 15, 2006

/sl CHARLES B. EDDY Il

Charles B. Eddy I
Vice President, Finance and Administrati
Chief Financial Officer, Treasurer and Secre







Exhibit 32.1

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

I, Kevin Fairbairn, certify, pursuant to 183JC. Section 1350, as adopted pursuant to SediiéroPthe Sarbanes-Oxley Act of 2002, that
the Annual Report of Intevac, Inc. on Form 10-K tlee period ended December 31, 2005 fully complis the requirements of Section 13
(a) or 15(d) of the Securities Exchange Act of 1884 that information contained in such Form 10aKly presents in all material respects
the financial condition and results of operatiohintevac, Inc.

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

[, Charles B. Eddy lll, certify, pursuant t8 U.S.C. Section 1350, as adopted pursuant tod®e@€6 of the Sarbanes-Oxley Act of 2002,
that the Annual Report of Intevac, Inc. on FormKL@r the period ended December 31, 2005 fully chespwith the requirements of Section
13(a) or 15(d) of the Securities Exchange Act @&4.8nd that information contained in such Form 1faikdy presents in all material respects
the financial condition and results of operatiohintevac, Inc.

By: /s CHARLES B. EDDY Il

Name Charles B. Eddy Il

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

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



