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UNITED STATES 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, 20:

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

SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission file number 0-26946

INTEVAC, INC.

(Exact name of registrant as specmed in its chgrt

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

3560 Bassett Street

Santa Clara, California 95054
(Address of principal executive office, includirig Zode)

Registrant’s telephone number, including area code(408) 986-9888
Securities registered pursuant to Section 12(b) afie Act:

Title of Each Class Name of Each Exchange on Which Register
Common Stock ($0.001 par valt The Nasdag Stock Market LLC (NASDAQ Global Sel¢
Securities registered pursuant to Section 12(g) dfie Act:
None.

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405%db#turities Act. O

Yes M No
Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 ort®acl5(d) of the Act. O
Yes M No

Indicate by check mark whether the registrant € filed all reports required to be filed by Sewti8 or 15(d) of the
Securities Exchange Act of 1934 during the preagdid months (or for such shorter period that tlggsteant was required to
file such reports), and (2) has been subject tb §iling requirements for the past 90 day®l Yes O No

Indicate by check mark whether the registrant iisrstted electronically and posted on its corpokieb site, if any, evel
Interactive Data File required to be submitted pasited pursuant to Rule 405 of Regulation S-T 843 of this chapter)
during the preceding 12 months (or for such shgréeiod that the registrant was required to sulamit post such files). YeEl

No O

Indicate by a check mark if disclosure of delinqudars pursuant to Item 405 of Regulation S-K@t contained herein,
and will not be contained, to the best of regidtsaknowledge, in definitive proxy or informatiotesements incorporated by
reference in Part Ill of this Form 10-K or any amerent to this Form 10-K.

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

Large accelerated fileO Accelerated filer Non-acceleratefiler O Smaller reporting companOd
(Do not check if a smaller reporting company)

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

The aggregate market value of voting stock heldday-affiliates of the Registrant, as of July 3, @®das approximately
$146,965,844 (based on the closing price for shafréee Registrant’'s Common Stock as reported byNhsdaq Stock Market
for the last trading day prior to that date). SeasECommon Stock held by each executive officeeatior, and holder of 5% or
more of the outstanding Common Stock have beemdadlin that such persons may be deemed to bri&f$il This
determination of affiliate status is not necesgaritonclusive determination for other purposes.

On February 24, 2011, 22,761,223 shares of thesRagt's Common Stock, $0.001 par value, were antshg.
DOCUMENTS INCORPORATED BY REFERENCE.

Portions of the RegistraistProxy Statement for the 2011 Annual Meeting ot&tolders are incorporated by reference
Part Ill. Such proxy statement will be filed withl20 days after the end of the fiscal year covésethis Annual Report on
Form 10-K.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENT S

Certain information in this Annual Report on ForftH (report or Form 10-K) of Intevac, Inc. and sigbsidiaries
(“Intevac” or the “Company”), including “Managemé&nDiscussion and Analysis of Financial Conditiondd&results of
Operations” in Item 7, is forward-looking in natufgdl statements in this report, including thosedady the management
of Intevac, other than statements of historical, fae forward-looking statements. Examples of fmivlooking statements
include statements regarding Intevac’s future fai@results, operating results, cash flows andh ceeployment strategies,
business strategies, costs, products, workingaapitmpetitive positions, management’s plans djdatives for future
operations, research and development, acquisiindgoint ventures, growth opportunities, custogartracts,
investments, liquidity, declaration of dividendaddegal proceedings, as well as market conditiorsindustry trends.
These forward-looking statements are based on neamagt’s estimates, projections and assumption§tas aate hereof
and include the assumptions that underlie suchraetts. Forward-looking statements may contain sveuth as “may,”
“will,” “should,” “could,” “would,” “expect,” “plan,” “anticipate,” “believe,” “estimate,” “predict,"potential” and
“continue,” the negative of these terms, or ott@nparable terminology. Any expectations based eseHorward-looking
statements are subject to risks and uncertainidother important factors, including those disedss Item 1A, “Risk
Factors,” below and elsewhere in this report. Otlelts and uncertainties may be disclosed in Irtesvarior Securities and
Exchange Commission (“SEC") filings. These and mather factors could affect Intevac’s future finehcondition and
operating results and could cause actual resul#fer materially from expectations based on fordvbboking statements
made in this report or elsewhere by Intevac orteheéhalf. Intevac undertakes no obligation togewr update any
forward-looking statements.

LT ” o ” o ” o

The following information should be read in conjtion with the Consolidated Financial Statements téed
accompanying Notes to Consolidated Financial Statgsnincluded in this report.

PART I

Item 1. Business
Overview
Intevac’s business consists of two reportable se¢gne

Equipment: Intevac is a leader in the design, developmedtraarketing of high-productivity process
manufacturing equipment solutions to the hard diske industry. Intevac also offers high-produdiriyprocess
manufacturing equipment and inspection solutiongHe solar photovoltaic (“PV”) industry and wafeandling
platforms for the semiconductor industry.

Intevac Photonics: Intevac is a leader in the development and matwifa of leading edge, high-sensitivity
imaging products and vision systems, as well dgt&p and handheld Raman instruments. Marketseaddd include
military, law enforcement, industrial, medical asaentific.

Intevac was incorporated in October 1990 in Catifaand completed a leveraged buyout of a numbdivigions of
Varian Associates in February 1991. Intevac wascaporated in Delaware in 2007.

Equipment Segment
Hard Disk Drive Equipment Market

Intevac designs, manufactures, markets and sere@aplex capital equipment used to deposit thindibnto
magnetic disks that are used in hard disk drived,adso equipment to lubricate these disks. Digkdigk drive
manufacturers produce magnetic disks in a sophtsticmanufacturing process involving many stegduding plating,
annealing, polishing, texturing, sputtering, etchistripping and lubrication. Intevac believessigstems represent
approximately 60% of the installed capacity of digkittering systems worldwide. Intevac’s systemesused by
manufacturers such as Fuji Electric, Hitachi GldB@lrage Technologies, Seagate Technology, Showkdend Western
Digital.
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Hard disk drives are a primary storage medium fgital data and are used in products and applinatguch as
personal computers, enterprise data storage, @raodio and video players and video game platfotntevac believes
that hard disk drive shipments will continue towgrover time, driven by growth in digital storage,tew and emerging
applications, and by the proliferation of persor@hputers into emerging economies. Continued grawttard disk drive
shipments is a key factor in determining demandrfagnetic disks used in hard disk drives.

Demand for Intevac’s disk manufacturing productdrigen by a number of factors, including unit dewhdor hard
disk drives, market share, the average number ghetic disks used in each hard drive, utilizatiod aroductivity of disk
manufacturersinstalled base of magnetic disk manufacturing emeipt and obsolescence of the installed base auk of
new technologies such as perpendicular recordihg.ifitroduction of perpendicular recording techgglby disk
manufacturers had a significant impact on the egait market, and increased demand both for nevwpedanit, such as
Intevac’s 200 Leaf® disk sputtering system, and for technology upgradeke installed base of Intevac’s legacy MDP-250
systems from 2005 through 2007.

Intevac expects that hard disk drive manufactuséfeextend planar perpendicular media for the ressteral years
with the introduction of thermal assisted magnagimording (“TAMR”) followed by patterned media, thext major media
technology for the hard drive industry. Intevacidegs that the transition to TAMR will require tidisk manufacturers
upgrade their installed base of equipment andredlult in increased demand for equipment technolgugyades to be
performed by Intevac. The transition to patternediia by disk manufacturers, which introduces nese@sses and requil
new equipment, will result in increased demandritevac’s equipment. Although Intevac does not ekfige transition to
patterned media to occur for several years, Intéwasduced the 200 Lean Gen Il etch and deposgimtem in 2009 whic
is being used by the industry for patterned meggaieation development.

Hard Disk Drive Equipment Products
Disk Sputtering Systems

Disk sputtering is the process of depositing a fitim of various materials on a substrate. Integgunipment deposits
magnetic films, non-magnetic films and protectieebon-based overcoats on disks that are to beindedd disk drives
using sputtering or chemical vapor deposition (“CYf2chnologies.

Intevac’s 200 Lean systems began shipping in 20@8thve installed base reaching over 140 systenthdgnd of
2010. Intevac estimates that approximately 90%he$é¢ systems are used in production with the balased for research
and development.

In 2008, Intevac shipped the first 200 Lean Gesy$tem, which is designed to deliver 25% highesughput than the
original 200 Lean systems. This increase in thrpuglenables Intevac customers to manufacture magmnatic disks per
square foot of factory floor space, further redgaiverall cost per disk.

In 2009, Intevac shipped the first 200 Lean Gegtdh and deposition system to be used for pattemeztia. Intevac
provides a cost-effective solution for high-volumanufacturing by providing new etch and associgtedess modules on
the high-productivity 200 Lean Gen Il platform.

From 1994 through 2005, Intevac shipped approxitpdte0 MDP-250’s. As of the end of 2010, Intevadidees that
approximately 65% of these systems are still beseg for production. The balance of these systerhsing used by
customers for research and development, is inggova has been retired from service.

Disk Lubrication Systems

Disk lubrication is the manufacturing step thatdals deposition of thin films. During lubricatioa,microscopic layer
of lubricant is applied to the disk’s surface tgnove durability and reduce surface friction betwéee disk and the
read/write head assembly.

The Intevac DLS-100 disk lubrication system progitlgevac’s customers with a lubrication processlipping disks
into a lubricant/solvent mixture. Intevac has besmufacturing dip lubrication systems similar te fLS-100 since 1996.
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The Intevac AccuLubeM |lubricates disks by depositing a thin film of lutaint on the disk while it is under vacuum.
This eliminates the use of solvents during theitattion process, which are environmentally hazasdind are expensive
procure, store and dispose.

Deposition System

The Intevac LithoPrimé&" is a process-critical production tool for nano-imptithography. It enables patterning on
hard disks by coating a thin adhesion layer betwierlisk and the resist. This is a crucial stefhefimprint process for
patterned media. Nano-imprinting is vital for thexhgeneration technology transition to patternedian

Non-Systems Business

Intevac also provides installation, maintenancerapair services, technology upgrades, spare padsonsumables
to Intevac’s system customers. Non-system busiaesspercentage of Equipment revenues was 45%90B, 0% in 2009
and 27% in 2010.

Semiconductor Equipment Market

Intevac designs, manufactures and markets vacuderivandling automation equipment to the semicotatuc
manufacturing industry. Semiconductor manufactui@osicate chips and devices which are used irri@tyeof products
including computers, telecommunications equipmaatymotive, consumer electronics and wireless conications
devices. Intevac believes that demand for semicctodehips will continue to grow over time bothterms of unit volume
and device complexity.

Semiconductor device fabrication is the process tizereate the integrated circuits (silicon chipisis a multiplestef
sequence of photographic and chemical processéps sturing which electronic circuits are gradualigated on a silicon
wafer. Semiconductor manufacturers fabricate semdigotor chips in a sophisticated manufacturing @seaising a wide
range of manufacturing equipment and process stégsrequirement for efficient, high throughput axdremely clean
manufacturing for semiconductor wafer fabs hasterka substantial market for vacuum wafer handiimgpmation
equipment. Wafer handling equipment moves wafetwdsen process chambers on semiconductor systems.

Wafer Handling System

In 2010 Intevac introduced Continuumh, a high-productivity vacuum wafer handling systémevac's platform
solution offers customers a cost-effective, flegiblternative to the current cluster platform desigContinuum’s linear
motion architecture and dual robot transport systeables faster wafer transport, and offers adgastaver alternative
wafer transfer design as well as traditional clustainframes. To date Intevac has not recognizeehtge from its
semiconductor wafer handling product.

Solar Market

Intevac designs, manufactures and markets capjtéppment to the photovoltaic (“PV”) solar manufaitg industry.
Today, fossil fuels are used to generate mostefubrld’s electricity supply. Volatile prices, imasing demand, growing
environmental concerns and the desire for energyrig are all driving the growth of renewable egyesources such as
solar. As a result there is growing global demarddénewable energy sources such as PV solarielgctr

The cost of electricity generated from solar PVrgpés higher than that of electricity generatediagitional energy
sources. To offset the higher costs associatedseitr energy and to encourage the adoption afnaltive energy supplies,
governments around the world have implemented uariax credits and other financial incentivesolas power is to
become an effective competitor to traditional egexgurces, a more efficient solar manufacturingess must be
implemented to lower the cost per watt of eledyifiom solar PVs. New process technologies arebirstted processing
steps will become increasingly important as comggeearch for lower cost manufacturing solutioesding solar market
research analysts are forecasting that the globarergy market
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demand will double between 2011 and 2014 to 33.igaWatts. In 2010 the capital equipment spendinguarhin
crystalline silicon (“c-Si”) cell alone was $3.41#llion. At the same time solar cell manufacturers forecasted to increase
capacities on average by 35% per year.

A solar cell (also called photovoltaic or PV cédlla solid state device that converts the energuofight directly into
electricity. Solar cells, photovoltaic modules gitbtovoltaic arrays are assembled components. Adsesmof cells are
used to make solar modules, also known as solalf&Bolar panels have broad-based end marketapptis for solar
farms, integrated building PV arrays, rooftop gréasl portable devices.

Currently, there are two prevailing processes fanuafacturing PV material: wafer-based c-Si and fitim solar cell
manufacturing processes. Crystalline silicon uieos wafers and is similar to traditional semidaictor manufacturing
processes. Thin film coating involves applying aation process and thin-film coating process @féss or metal
substrates. Intevac offers products for both mastufang processes.

While the manufacturing of thin film photovoltaielts is expected to be an important and growingdost cell
segment of the market, the majority of the marketarved by c-Si cell manufacturers. Intevac bebdhat the c-Si solar
market will continue to be a large and growing nearkith multiple cell technologies. Intevac beliswbat both thin film
and c-Si solar technologies can benefit in lowest coanufacturing solutions from the integrated pssing solutions that
Intevac specializes in.

In c-Si solar processing there are three vacuurmgsapplications: deposition, etching and dopingb implant.
With Intevac’s acquisition of Solar Implant Techogies, Inc. in November 2010, Intevac believes ithadw has the
required expertise to develop a complete set afiwacprocess modules to support c-Si cell manufardutechnology and
cost reduction roadmaps.

Solar Manufacturing Products
Solar Cell Processing System

Intevac offers integrated, multi-step manufactusntutions for c-Si and Copper indium gallium (dignide (“CIGS)
thin film applications. Integrating multiple stepsto one platform can significantly lower solarleenufacturing costs.
This unique manufacturing solution, LEAN SOLAR, was leveraged from our leading hard disk drivetesy design.
LEAN SOLAR is a high-productivity solar process gmuent solution enabling low-cost solar cell mamtfising and high
cell efficiency for both CIGS (thin film) and c-Solar. LEAN SOLAR performs single substrate prooesfor precise
process control, and as a small footprint soldrgrelcessing system, offers low-cost, higfoductivity manufacturing to tt
photovoltaic industry. Intevac believes that LEARIAR has the flexibility to accommodate Intevacistomers’ specific
system configurations and the ability to run mudtigpplications. These applications include CIG$laiss or stainless sti
substrates, and c-Si based applications.

In 2009 Intevac began offering processing equipn@fV cell manufacturers for CIGS thin film applions and in
2010 began offering processing equipment for whéered crystalline silicon (“c-Si”) applications. @ate Intevac has not
recognized revenue from its PV manufacturing présluc

Inspection System

Intevac’s NanoVista“ Photoluminescence Inspection System is used iropbtiaic cell inspection. With high
throughput material handling capability and a pietary, high sensitivity, high resolution camerargVista captures solar
cell images in milliseconds with greater accurd@ntother imaging systems. The NanoVista systeraflielirom the use
of Intevac’s leadership in low-light imaging tectogy and uses the proven proprietary Electron Boundxh Active Pixel
Sensor (“EBAP® ") technology developed at Intevac’s Photonicssion. This sensor technology enables higher
sensitivity and higher speed photoluminescenceeittign. The NanoVista photoluminescence inspedjmtem can be
used in multiple spots along the crystalline siiegafering and cell manufacturing lines as welire€IGS manufacturing.

In 2010 Intevac began offering inspection equipnterRV cell manufacturers. To date Intevac hageodgnized
revenue from its PV inspection products.
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Intevac Photonics Segmen
Intevac Photonics Market

Intevac develops, manufactures and sells compast-effective, high-sensitivity digital-optical ptocts for the
capture and display of low-light images based devac’s core EBAPS technology. Intevac provides sensors, cameras,
near-eye displays and systems for military appbeatsuch as night vision, long-range target idieation and simulation
training. Intevac also provides commercial prodtictg include compact Raman instruments and canfi@ra@mmercial
applications in the inspection, medical, and sdiermharkets, and for government applications v kenforcement and in
the chemical, biological and explosives threat-ciete markets. Historically, the majority of Inte/a Photonics revenue
has been derived from contracts related to theldpseent of low-light electraptical sensors, systems and cameras, fu
by the U.S. government, its agencies and contrscktmwever, the percentage of Intevac Photoniosmes derived from
product sales continues to increase and grew fro#h i 2008 to 40% in 2009 and 47% in 2010.

Military Products
Digital Enhanced Night Vision Goggle

The U.S. military is funding development of a cortpaead-mounted digital imaging system, or Digiahanced
Night Vision Goggle “ENVG-D”). ENVG-D integrates a visible light imagea thermal imager and a video display. This
approach allows low-light level and thermal imagerye viewed individually, or to be overlaid (“daly fused”), and
enables connectivity to a wireless network forribsition of the imagery and other information. Th&. Army continues
further develop and evaluate this system.

Night Port

Night Port™ is an integrated digital night vision viewer utitig Intevac’'s EBAPS and display technology. NigbttP
combines digital sensor and near-eye display tdolggdo create a compact, monocular system thatighes full digital
night vision viewing and recording capabilities.€TiNight Port system is designed to replace legagiyt nision goggles for
military and commercial applications for ground awibnics night vision. Derivatives of Night Poreacurrently being
evaluated by the U.S. Special Operations for grappications.

LIVAR

Intevac Photonics’ Laser llluminated Viewing andhBig (“LIVAR ®”) camera enables the development of long
range military nighttime surveillance systems whielm identify targets at distances of up to tweilymeters. Presently,
Intevac Photonics’ LIVAR camera is being incorperhinto multiple U.S. military programs for longage target
identification in land-based and airborne applimwagi

Intensified Photodiodes

Intevac continues to develop, under a number @ae$ and development contracts, intensified photedtechnolog
that enables single photon detection at extremigly thata rates, which is designed for use in tadgattification and other
military applications.

Near-Eye Display Systems

Near-eye display systems are high-performance oadigplay products for near-eye, portable viewifigideo in
military and commercial markets. Intevac’s eyegksd helmet-mounted display systems provide hidimitien and a
wide field-of-view in miniaturized light-weight arbrtable designs. Intevac I-P@rthelmet-mounted display provides
solutions for such diverse markets as medical,stréhl, commercial and military, including trainiagd simulation.
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Commercial Products

Raman spectrometer systems are used to identifyhiseical composition of solid materials, powderd bquids by
illuminating the sample with a laser and measutiregcharacteristic spectrum of light scattered ftbentested sample.
Raman spectroscopy is used in forensics, homekawtisy, geology, gemology, medical, pharmaceutcal industrial
quality assurance applications. Intevac providexbdop and handheld Raman instruments, designé&xkelgNu®, that
perform non-destructive identification of liquidsdasolids in the field and in the laboratory. Irgevs developing handheld
Raman instruments to incorporate Intevac’s core iméi@red (“NIR”) sensors to enable the detection of critical mateie
the growing chemical, biological and explosive®#irdetection market.

Handheld Raman Materials ldentification Instruments

ReporteR™ is a palm-sized spectrometer that identifies malefor the first responder, homeland security land
enforcement industries. ReporteR identifies sulestaty comparing unique molecular fingerprintseerence materials
stored in its library. RAPID-IDV is a palm-sized, lightweight materials identificattitool designed to analyze and identify
industrial plastics for use in the automotive, eoner products and medical device industries. Olesé&his a stand-off
materials identification tool that operates atatisies from three meters to over twenty meters wikicised by defense
contractors for detecting explosives and hazardoaterials. PHARMA-ID™ is a palm-sized materials identification tool
used by pharmaceutical manufacturers in inspectiancoming raw materials.

Laboratory Instruments

Intevac’s Advantage product line of low-cost, hjggrformance bench-top spectrometers are availaBigzanm, 633
nm, 785 nm or 1064 nm excitation wavelengths farcation and research use. Examifigi® a modular Raman
microscopy system designed for applications thaiire precise spectral characterization at 532488,nm, or 1064 nm
wavelengths.

Low-Light Cameras

Intevac Photonics’ MicroVist8 product line of commercial low-light Complementawigtal — Oxide —
Semiconductor (“CMOS”) cameras provides high sensitin the ultraviolet, visible or NIR regions tfie spectrum by
using proprietary fabrication technology in backatting CMOS sensors. MicroVista’'s compact and kggight camera
design is used in industrial inspection, bio-meldical scientific applications. These cameras aragrily sold through
distribution channels and to original equipment ofaoturers.

Backlog

Intevac’s backlog of orders at December 31, 2018 $46.7 million, as compared to $73.8 million atBmber 31,
2009. Backlog at December 31, 2010 consisted of3h@iflion of Equipment backlog and $19.4 milliohlotevac
Photonics backlog. Backlog at December 31, 2008isted of $57.5 million of Equipment backlog and SLmillion of
Intevac Photonics backlog. The decrease in Equipiverklog was primarily the result of decreasedemsdor 200 Lean
disk sputtering systems. Backlog at December 310 28cluded two 200 Lean systems and two LEAN SOLARtems, as
compared to ten 200 Lean systems in backlog atrbeee31, 2009. Backlog includes only customer araéth scheduled
delivery dates.

Customer Concentration

Historically, a significant portion of Intevac’swenue in any particular period has been attribetabkales to a limited
number of customers. In 2010 sales to Seagatestii@obal Storage Technologies, and Fuji Eleaach accounted for
more than 10% of Intevac’s revenues. In 2009 a8 2ales to Seagate and Hitachi Global Storageribéoties each
accounted for more than 10% of Intevapévenues. In the aggregate, sales to thesedhsemmers accounted for 78%, 5
and 80% of revenues in 2010, 2009 and 2008 respdctintevac expects that sales of Intevac’s petglto relatively few
customers will continue to account for a high patage of Intevac’s revenues in the foreseeabledutu
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Foreign sales accounted for 77% of revenue in 280% of revenue in 2009, and 69% of revenue in 2068
majority of Intevac’s foreign sales are to comparieAsia or to U.S. companies for use in theirafssinanufacturing or
development operations. Intevac anticipates tHasga these international customers will contitiube a significant
portion of Intevac's Equipment revenues. Intevali&k sputtering equipment customers include magrsk
manufacturers, such as Fuji Electric and Showa Deakd vertically integrated hard disk drive mactdeers, such as
Hitachi Global Storage Technology, Seagate, andi&e®igital. Intevac’s customers’ manufacturingiliies are
primarily located in California, China, Taiwan, dap Malaysia and Singapore.

Competition

The principal competitive factors affecting the keds for Intevac Equipment products include prreduct
performance and functionality, ease of integrat@rstomer support and service, reputation andhbiétia Intevac has only
one major competitor, Canon Anelva, in the haré disve equipment market and has historically eigered intense
worldwide competition for magnetic disk sputteriemguipment. Intevac is entering the semiconductdemiaandling
equipment market, and Intevac faces competitiomfiarge established competitors including Brooksofnation and
Genmark Automation as well as competition fromiinédly developed products at Applied Materials diotyo Electron.
Intevac is entering the PV equipment market, asdgaompetition from large established global cditgye including
Veeco Instruments, Centrotherm Photovoltaics, RoReau, and Von Ardenne as well as smaller regiaoabpetitors and
cell module manufacturers that are internally depiglg manufacturing equipment that may be soldrazty in the future.
These competitors all have substantially greaterftial, technical, marketing, manufacturing ariteotesources as
compared to Intevac. Furthermore, any of Intevaoimpetitors may develop enhancements to, or fgenerations of,
competitive products that offer superior price erfprmance features. In addition, new competitath enhanced products
may enter the markets that Intevac currently serves

The principal competitive factors affecting Inte\Rizotonics products include price, extreme lowtlighel detection
performance, power consumption, resolution, siasgef integration, reliability, reputation and touser support and
service. Intevac faces substantial competitioriritevac Photonics products And many competitorehabstantially
greater resources and brand recognition. In thigamyilmarket, ITT Industries, is a large and wedtablished defense
contractor and is a primary U.S. manufacturer aigmintensifier tubes used in Generatibmight vision devices and the
derivative products. Intevac’s digital night visieansors, cameras and systems are intended taaispeneration-I11 night
vision based products. Intevac expects that ITTrchéd Imaging (which is being acquired by BAE $m®s) and other
companies will develop digital night vision prodsieind aggressively promote their sales. Furthernhotevac’s LIVAR
target identification sensors and cameras face ettigm from CMC Electronics, DRS, FLIR Systems,d@dch and
Raytheon, established companies that manufactfreeéd sensors and cameras which are presentlyinisadg-range
target identification systems. Within the near-display market, Intevac also faces competition fleockwell-Collins,
Vuzix and BAE, all of which can offer cost-compwfé products. In the commercial markets, compasie$h as Andor,
Dalsa, E2V, Hamamatsu, Texas Instruments and Rudfsrcompetitive sensor and camera products, antbanies such
as Ahura, B&W Tek, GE Security, Horiba Jdebin Yvon, Ocean Optics, Renishaw, Thermo Scierdifid Smiths Detectic
offer competitive Raman spectrometer products.

Marketing and Sales

Equipment sales are made through Intevac’s diedesgorce, except in Japan where Intevac selfwdaducts through
a distributor, Matsubo. The selling process foewuaic’'s Equipment products is multi-level and loag#, involving
individuals from marketing, engineering, operatiotisstomer service and senior management.

Installing and integrating new equipment requirasilastantial investment by a customer. Sales ef/aut's systems
depend, in significant part, upon the decision pfa@spective customer to replace obsolete equiporetatincrease
manufacturing capacity by upgrading or expandinigtayg manufacturing facilities or by constructingw manufacturing
facilities, all of which typically involve a signdant capital commitment. After making a decisiorsélect Intevac’s
equipment, Intevac’s customers typically purchase @ more engineering systems to develop andfgubéir production
process prior to ordering and taking delivery ofltiple production systems.
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Accordingly, Intevac’s systems have a lengthy seyete, during which Intevac may expend substaffitiatls and
management time and effort with no assurance teateawill result.

The production of large complex systems requirésviac to make significant investments in inventooyh to fulfill
customer orders and to maintain adequate supgligsaoe parts to service previously shipped systémsome cases
Intevac manufactures subsystems and/or completersgsprior to receipt of a customer order to smaduativac's
production flow and/or reduce lead time.

Intevac maintains inventories of spare parts indhéed States, Singapore and China to suppocugsomers. Intevac
often requires its customers to pay for systentbriee installments, with a portion of the systemsebilled upon receipt of
an order, a portion of the price billed upon shipmand the balance of the price and any saleduexupon completion of
installation and acceptance of the system at tetomer’s factory. All customer product paymentsramrded as customer
advances, which are released into revenue in aanoedwith Intevac’s revenue recognition policy.

Intevac provides process and applications suppastomer training, installation, start-up assiséaaied emergency
service support to Intevac’s Equipment customeiteviac conducts training classes for Intevac’sarusts’ process
engineers, machine operators and machine serviserpeel. Additional training is also given to Iné&\s customers during
equipment installation. Intevac has field officesSingapore, China, and Malaysia to support Inteveistomers in Asia.
Intevac generally adds additional support centensegessary to maintain close proximity to Intesacistomers’ factories
as they deploy Intevac’s systems.

Warranties for Intevac’s Equipment typically rarigween 12 and 24 months from customer accept@nueing the
warranty period any necessary non-consumable pegtsupplied and installed without charge. Intevaehployees provic
field service support in the United States, Singapblalaysia, China and Japan. In Japan, fieldsesupport is also
supplemented by Intevac’s distributor, Matsubo.

Sales of Intevac Photonics products for militarplagations are primarily made to the end user tgtolntevacs direct
sales force. Intevac sells to leading defense aotdrs such as Lockheed Martin Corporation, Nogheoumman
Corporation, Raytheon, DRS Technologies, BAE argeSa

Intevac is subject to long sales cycles in the &fios segment because many of Intevac’s produath, &s Intevac’s
night vision systems, typically must be designdd Intevac’s customers’ products, which are oftemplex and
state-of-the-art. These development cycles are oftglti-year, and Intevac’s sales are contingenintgvac’s customer
successfully integrating Intevac’s product intopgteduct, completing development of its product treh obtaining
production orders for its product. Sales of themelpcts are also often dependent on ongoing fundfingfense programs
by the U.S. government and its allies. Additionadigles to international customers are contingernssuance of export
licenses by the U.S. government.

Sales of Intevac Photonics commercial productsreade through a combination of direct sales, systéegrators,
distributors and value added resellers and canbEsubject to long sales cycles.

Intevac Photonics generally invoices its researchdevelopment customers either as costs are gduor as program
milestones are achieved, depending upon the plticantract terms. As a government contractogMat invoices
customers using estimated annual rates approvételyefense Contracts Audit Agency (“DCAA”).

Research and Development and Intellectual Property

Intevac’s long-term growth strategy requires camntith development of new products. Intevac worksetyowith
Intevac’s global customers to design productstiett their planned technical and production requérts. Product
development and engineering organizations areddgatimarily in the United States and Singapore.

Intevac invested $27.9 million (13.8% of net revesiuin fiscal 2010, $28.1 million (36.0% of neteaues) in fiscal
2009, and $35.1 million (31.8% of net revenued)doal 2008 for product development and engineepiraggrams to create
new products and to improve existing technologies aroducts. Intevac has spent an average of 18f6#t revenues on
product development and engineering over the testyears.
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Intevac’s competitive position significantly depsreh Intevac’s research, development, engineemiagufacturing
and marketing capabilities, and not just on Inté&vaatent position. However, protection of Intevatgchnological assets
by obtaining and enforcing intellectual properiyhtis, including patents, is important. TherefontgeVvacs practice is to file
patent applications in the United States and athantries for inventions that Intevac considersantgnt. Intevac has a
substantial number of patents in the United Staesother countries, and additional applicatioespending for new
inventions. Although Intevac does not considerndatés business materially dependent upon any otenpahe rights of
Intevac and the products made and sold under lo®patents along with other intellectual propentgluding trademarks,
know-how, trade secrets and copyrights, takenwlsae, are a significant element of Intevac’s basm

Intevac enters into patent and technology licenamgements with other companies when managemtsrtrdees
that it is in Intevac’s best interest to do soelrtc pays royalties under existing patent liceggeeamnents for use of certain
patented technologies in several of Intevac’s petgluntevac also receives, from time to time, tigs from licenses
granted to third parties. Royalties received frampaid to third parties have not been materiahtevac’s consolidated
results of operations.

In the normal course of business, Intevac peridigicaceives and makes inquiries regarding posghatent
infringements. In dealing with such inquiries, ibynbe necessary or useful for us to obtain or diegnses or other rights.
However, there can be no assurance that such ¢éisemgights will be available to us on commergialasonable terms, or
at all. If Intevac is not able to resolve or setil@ms, obtain necessary licenses and/or sucdlspfosecute or defend
Intevac’s position, Intevac’s business, financ@hdition and results of operations could be maltgrémd adversely
affected.

Manufacturing

Intevac manufactures its Equipment products dadsities in California and Singapore. Intevac'guipment
manufacturing operations include electromechargisaémbly, vacuum processing, fabrication of spstiarces, and
system assembly, alignment and testing.

Intevac Photonics products are manufactured avéwte facilities in California and Wyoming. Intev&botonics
manufactures sensors, cameras, integrated canmstegnsy compact Raman spectrometry instruments eardaye display
systems using advanced manufacturing techniques@uigment. Intevac’s operations include vacuuncgssing, and
electromechanical and optical system assembly.

Employees

At December 31, 2010, Intevac had 445 employeekjding 45 contract employees.

Compliance with Environmental Regulations

Intevac is subject to a variety of governmentalitations relating to the use, storage, dischargedling, emission,
generation, manufacture, treatment and disposaixaf or otherwise hazardous substances, chemivaltgrials or waste.
Intevac treats the cost of complying with governtrregulations and operating a safe workplace asmal cost of
business and allocates the cost of these activdia#i functions, except where the cost can blied and charged to a
specific function. The environmental standards i@gilations promulgated by government agencieslifagnia,
Wyoming and Singapore are rigorous and set a hagidard of compliance. Intevac believes its cobtmpliance with
these regulations and standards are comparabtbéo @ompanies operating similar facilities in th@gisdictions.
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Executive Officers of the Registrant

Certain information about our executive officeroé&ebruary 25, 2011 is listed below:

Name Age Position

Executive Officers

Norman H. Pont 72  Chairman of the Boar

Kevin Fairbairn 57 President and Chief Executive Offic

Jeffrey Andreson 49 Executive Vice President, Finance and Administratidhief
Financial Officer, Treasurer and Secret

Michael Russak 64 Executive Vice President and General Manager, Bési
Equipment Product

Luke Marusiak 48 Executive Vice President, Chief Operating Offi

Christopher Smitl 51 Executive Vice President, Emerging Mark

Kimberly Burk 45  Vice President, Human Resourc

Joseph Pietras 56 Executive Vice President and General Manager, &utev
Photonics

Other Key Officers

Babak Adibi 56 Vice President and General Manager, Solar Img

Verle Aebi 56 Chief Technology Officer, Intevac Photon

James Birt 46 Vice President, Manufacturing and Customer Support,
Equipment Product

Terry Bluck 51 Vice President, Technology, Equipment Prodi

Jerry Carollo 57 Vice President, Strategic Business Developmergyht
Photonics

Timothy Justyr 48 Vice President of Manufacturing, Intevac Photot

Dave Kelly 48 Vice President, Engineering, Intevac Vision Systi

Edward Murrel 61 Vice President, Business Development, Solar Img

Mr. Pondis a founder of Intevac and has served as Chaiohtre Board since February 1991. Mr. Pond sernged a
President and Chief Executive Officer from Februs®91 until July 2000 and again from September 286dugh January
2002. Mr. Pond holds a BS in physics from the Ursitg of Missouri at Rolla and an MS in physicsrfréhe University of
California at Los Angeles.

Mr. Fairbairn joined Intevac as President and Chief Executivéc®ffin January 2002 and was appointed a direntor i
February 2002. Before joining Intevac, Mr. Fairbaivas employed by Applied Materials from July 198%anuary 2002,
most recently as Vice President and General Manaigbie Conductor Etch Organization with resporijbior the Silicon
and Metal Etch Divisions. From 1996 to 1999, MrirBairn was General Manager of Applied MaterialEidPna Enhanced
Chemical Vapor Deposition Business Unit and fror8B38 1996, he was General Manager of Applied MalgPlasma
Silane CVD Product Business Unit. Mr. Fairbairndsohn MA in engineering sciences from Cambridgesensity.

Mr. Andresorjoined Intevac in June 2007 and has served as Exedlice President, Finance and Administration,
Chief Financial Officer, Treasurer and SecretangsiAugust 2007. Before joining Intevac Mr. Andneserved as
Managing Director and Controller of Applied MatédsiaGlobal Services product group. Since joiningpfied Materials in
1995, Mr. Andreson held a number of senior finanp@sitions, including Managing Director, Globah&hncial Planning
and Analysis; Controller, Metron Subsidiary; Colign North American Sales and Service; and ColgrpVolume
Manufacturing. From 1989 through 1995, Mr. Andrebeld various roles at Measurex Corporation. Mrdéeson holds a
MBA from Santa Clara University and a BS in finarfican San Jose State University.

Dr. Russaljoined Intevac in July 2008 and currently serveExecutive Vice President and General Manager, Hard
Disk Equipment Products. Before joining Intevac Russak served as President and Chief TechniceleDff
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of Komag from 2000 to 2007. From 1993 to 2000, Russak served as Vice President of Research aneldpenent at
HMT Technology. Previously, Dr. Russak held managnpositions in the Research Division of IBM Caigtmn. Prior ti
IBM, Dr. Russak worked for Grumman Aerospace Caxfion as a contributing scientist. Dr. Russak hal@S in ceramic
engineering and a PhD in materials science frong&atUniversity.

Mr. Marusiakrejoined Intevac in January 2010 and currentlyeeas Executive Vice President, Chief Operating
Officer. Mr. Marusiak had previously served as Waigls Chief Operating Officer from 2004 through 806rom October
2008 through December 2009, Mr. Marusiak servetti@€hief Executive Officer of MDC Vacuum ProdudtsC. Before
joining Intevac, Mr. Marusiak was employed by AgpgliMaterials from July 1991 to April 2004, mosteetly as Senic
Director of North American Operations. From 1984891, Mr. Marusiak served as a signal officetia U.S. Army.

Mr. Marusiak holds a BS in electrical engineeringni Gannon University and an MS in teleprocessaignee from the
University of Southern Mississippi.

Mr. Smithjoined Intevac in August 2010 as Executive VicesRtent, Emerging Markets. Mr. Smith has over 25yea
of executive-level experience in the semiconduatat solar capital equipment markets. Prior to j@rintevac, Mr. Smith
served as Senior Vice President Sales and Cust®upgrort at Oerlikon Solar, from November 2007 tagédst 2010. From
2006 to 2007 he served as Senior Vice Presidefalafs and Service with Cymer. Previously, Mr. Smi#is employed by
Applied Materials from 1994 to 2006. While at ApgaliMaterials he held a variety of executive-lewedtomer support and
operations positions. He also served as produdhéss group general manager for Chemical MechaRiolighing and was
managing director of Global Business Developmenttfe Dielectric and Physical Vapor Deposition RretdBusiness
Groups. Mr. Smith earned his BS in Business Adriai®n / Material Management from San Jose Statiedysity.

Ms. Burkjoined Intevac in May 2000 and currently serve¥ige President of Human Resources. Prior to joining
Intevac, Ms. Burk served as Human Resources Maradéoen, Inc. from 1999 to 2000 and as Human RessuManage
of Lawson Mardon from 1994 to 1999. Ms. Burk hagdBS in sociology from Northern lllinois University

Dr. Pietrasjoined Intevac as Executive Vice President and GediMéanager of the Intevac Photonics Business in
August 2006. Before joining Intevac, Dr. Pietrasveaployed by the Sarnoff Corporation from March2€ July 2006 &
General Manager of Sarnoff Imaging Systems. Fropieeber 1998 to March 2005, he was employed by Repientific
as Vice President, Operations. Dr. Pietras hoBS & physics from the Stevens Institute of Tecbggland a MA and Ph
in physics from Columbia University.

Dr. Adibi joined Intevac in November 2010 as Vice Presidedt@eneral Manager, Solar Implant. Prior to joining
Intevac, Dr. Adibi was President, Chief Technol@fficer and Co-Founder of Solar Implant Technolsgiac. Prior to
founding Solar Implant Technologies, Inc., Dr. Aidimrked for Silicon Genesis Corporation from 20066008 as the
General Manager of the Solar Equipment Divisioonk2003 to 2006 he served as Vice President ihdlser Annealing
Product Division of Ultratech, Inc. Previously, Bdibi was employed by Applied Materials from 19862003. While at
Applied Materials he held a variety of executlegel engineering positions. Dr. Adibi holds numesgatents in the area
ion implantation, a PhD in ion implantation and ssnductors and a MS in nuclear power from Surreyersity in
England and a BS in physics from the Imperial Gglef London.

Mr. Aebihas served as Chief Technology Officer of the lateRhotonics business since August 2006. Previpusly
Mr. Aebi served as President of the Photonics mivigrom July 2000 to July 2006 and as General Manaf the
Photonics Division since May 1995. Mr. Aebi wascttel as a Vice President of the Company in Septetf85. From
1988 through 1994, Mr. Aebi was the Engineering &gt of the night vision business Intevac acquirech Varian
Associates in 1991, where he was responsible ferpreduct development in the areas of advancedoghttodes and
image intensifiers. Mr. Aebi holds a BS in physaesl an MS in electrical engineering from Stanforaversity.

Mr. Birt joined Intevac in September 2004 and currentlyeseas Vice President, Manufacturing and Customer
Support of the Equipment Products Division. Befioiaing Intevac, Mr. Birt was employed by Appliedatérials from Jul!
1992 to September 2004, most recently as DireEield Operations/Quality North America. Mr. Birtlds a BS in
electrical engineering from Texas A&M University.
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Mr. Bluckrejoined Intevac as Vice President, TechnologyhefEquipment Products Division in August 2004.
Mr. Bluck had previously worked at Intevac from Batber 1996 to November 2002 in various enginegrowitions. The
business unit Mr. Bluck worked for was sold to RimDynamics in November 2002, and he was empldyecttas Vice
President, Rapid Thermal Process Product Engirgeeritil August 2004. Mr. Bluck holds a BS in physfcom San Jose
State University.

Mr. Carollo joined Intevac in November 2007 as Vice Presidedt@eneral Manager of Intevac’s Creative Display
Systems subsidiary and currently serves as Vicgidtet of Strategic Business Development, Intevamtéhics. Prior to
joining Intevac, Mr. Carollo was founder, Presidand Chief Executive Officer of Creative Displays8&ms. Prior t(
founding Creative Display Systems Mr. Carollo water Rockwell-Collins Optronics Electro-Optics fno1993 to 2006
where his most recent position was General ManagerCarollo holds numerous patents in the areaptits, display
systems and optical communications, a MS in ofitas the University of Rochester and a BS in phy$iom the State
University of New York.

Mr. Justyncurrently serves as Vice President of Manufactyrintgvac Photonics. Mr. Justyn served as ViceiBees
of Operations, Intevac Photonics from October 2@08eptember 2010. Mr. Justyn served as Vice Reesi@Equipment
Manufacturing from April 1997 to October 2008. Mustyn joined Intevac in February 1991 and haseskirvvarious role
in our Equipment Products Division and our formigrht vision business. Mr. Justyn holds a BS in cicairengineering
from the University of California, Santa Barbara.

Mr. Kelly joined Intevac in December 2006 and currently seagVice President, Engineering, Intevac Vision
Systems. Before joining Intevac, Mr. Kelly was eoy@d by Redlake MASD LLC, a division of Roper Intties from
January 2004 to December 2006, most recently as Rfiesident, Engineering and Custom Service. Frowehiber 2000
to December 2003, he was employed by Fast Techpdi@gas Vice President, Engineering. Mr. Kelly ol BS and a
MS in mechanical engineering from the UniversityMi€higan.

Mr. Murrer joined Intevac in November 2010 as Vice Presideusiness Development, Solar Implant. Mr. Murrer has
over 25 years of executive-level experience instblar capital equipment and software markets. Roigoining Intevac,
Mr. Murrer was Chairman, Chief Executive Officeda@o-Founder of Solar Implant Technologies, IndoiPo founding
Solar Implant Technologies, Inc., Mr. Murrer workied Silicon Genesis Corporation from 2006 to 2@@38Vice President
of Marketing and Business Development. From 20030@6 he served as Senior Vice President of Salkdtarketing
with Kyberpass, Inc. Previously, Mr. Murrer was dayed by Persistence Software from 2001 to 2003.Nrrrer holds a
BS and a MS in mechanical engineering from the Baikdniversity.

Available Information

Intevac’s website ibttp://www.intevac.comnintevac makes available free of charge, on or tijindts website, its
annual, quarterly and current reports, and any dments to those reports, as soon as reasonablycpize after
electronically filing such reports with, or furnisly them to, the SEC. This website address is ifedrio be an inactive
textual reference only and none of the informationtained on Intevac’s website is part of this repois incorporated by
reference herein.

Trade Marks

“200 Lean®,” “AccuLuber™ ” “Continuum™ ,” “DeltaNu ® ,” “EBAPS ® ,” “ExaminerR™ ,” “|-Port ™ ,” “LEAN
SOLAR™ " “LithoPrime ™ " “LIVAR ®,” “MicroVista ®,” “NanoVista™ ”, “NightVista ®,” “Night Port ™ ,”
“PHARMA-ID ™ " and “RAPID-ID ™" among others, are our trademarks.

ltem 1A. Risk Factors

The following factors could materially affect Int/s business, financial condition or results oérgpions and should
be carefully considered in evaluating the Companyits business, in addition to other informatioagented elsewhere in
this report.
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The industries we serve are cyclical, volatile amdpredictable.

The majority of our revenue is derived from theegafl equipment used to manufacture commodity telolgygroduct:
such as disk drives. We have also entered marketlltequipment used to manufacture commodityrtelcyy products
such as semiconductor devices and photovoltaic'(f'Bdar cells. This subjects us to business cydthestiming, length
and volatility of which can be difficult to predidtvhen demand for commodity technology producteeges production
capacity, then demand for new capital equipmernt siscours tends to be amplified. Conversely, whgplg of commodit,
technology products exceeds demand, then demamg¥orcapital equipment such as ours tends to beesiegd. For
example, sales of systems for magnetic disk pracluetere severely depressed from mid-1998 until2083 and grew
rapidly from 2004 through 2006, followed by a doumtin the cycle in late 2007 which continued thgib2009. The
number of new systems delivered declined sequiniie2007, 2008 and 2009. The number of new systdativered
increased in 2010 as customers increased theiuptiod capacity in response to increased demandidital storage. We
cannot predict with any certainty when these cyeal#ishegin or end.

Our equipment represents only a portion of thetahpkpenditure that our customers incur when thgyrade or add
production capacity. Accordingly, our customersegatly commit to making large capital expenditurfes,in excess of the
cost of our systems alone, when they decide tohasee our systems. The magnitude of these capipehneitures requires
our customers to have access to large amountpita he magnetic disk, semiconductor and saddirmanufacturing
industries have from time to time made significadidlitions to their production capacity. Our custsvgenerally reduce
their level of capital investment during downtumshe overall economy, or during a downturn initfredustries.

We must effectively manage our resources and ptaducapacity to meet rapidly changing demand. lQusiness
experiences rapid growth and contraction, whicesstes our infrastructure, internal systems and gegid resources.
During periods of increasing demand for our proguete must have sufficient manufacturing capagity imventory to
meet customer demand; attract, retain and motaatgficient number of qualified individuals; anffleetively manage our
supply chain. During periods of decreasing demanadr products, we must be able to align our stisicture with
prevailing market conditions; motivate and retadry lemployees and effectively manage our supplynchai

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

We have no control over our customers’ upgradecapacity expansion plans, and we cannot be suyentieselect,
or continue to select, our equipment when they aghgior expand their capacity. The sales cycledoequipment systems
can be a year or longer, involving individuals framany different areas of Intevac and numerous priogitesentations and
demonstrations for our prospective customers. @asgrocess also commonly includes productiomoises,
customization of our products, and installatiorewéluation systems in the factories of our prospecustomers. We do
not enter into long-term contracts with our custosnand until an order is actually submitted byistemer there is no
binding commitment to purchase our systems.

Intevac Photonics’ business is also subject to kalgs cycles because many of its products, sucbrasilitary
imaging products, often must be designed into tretaners’ end products, which are often complex
state-of-the-art products. These development cyarlesften multi-year, and our sales are contingardgur customers
successfully integrating our product into theirgwot, completing development of their product amehtobtaining
production orders for their product from the U.Bvernment or its allies.

Sales of new manufacturing systems are also dependeobsolescence and replacement of the instiled of our
customers’ existing equipment with newer, more bépaquipment. If upgrades are developed that extes useful life of
the installed base of systems, then we tend torsmié upgrade products and fewer new systems, vdaigtsignificantly
reduce total revenue. For example, some of ourl2@d customers continue to use legacy systemédgoroduction of
perpendicular media, which delayed the replacemksitich systems with new 200 Lean systems.
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Our 200 Lean customers also experience compefition companies that produce alternative storagen@ogies like
flash memory, which offer smaller size, lower powensumption and more rugged designs. If alteradgehnologies,
such as flash memory, replace hard disk drivessigréficant method of digital storage, then dem#orcour hard disk
manufacturing products would decrease.

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

In the market for our disk sputtering systems, wgegience competition from Canon Anelva, which salsl a
substantial number of systems worldwide. In thekeigior semiconductor wafer handling equipment weeatempting to
enter a market with several large established ctitopgincluding Brooks Automation and Genmark Autttion as well as
competition from internally developed products giphed Materials and Tokyo Electron. Intevac i®atpting to enter the
PV equipment market, and faces competition fromdagstablished competitors including Veeco InstnsieCentrotherm
Photovoltaics, Roth & Rau, Von Ardenne and cell mednanufacturers that are internally developingufi@acturing
equipment that may be sold externally in the futimehe market for our military imaging producte wxperience
competition from companies such as ITT Industrias Bairchild Imaging (which is being acquired by B&ystems). In
the markets for our commercial imaging productscampete with companies such as Andor, Dalsa, E2v#inatsu,
Texas Instruments and Roper Industries for senmsmbcamera products, and with companies such assAB&W Tek, GE
Security, Horiba — Jobin Yvon, Ocean Optics, RemighThermo Scientific and Smiths Detection for Rarapectrometer
products. Our competitors have substantially grefatancial, technical, marketing, manufacturinglarther resources than
we do, especially in the semiconductor and photai®kequipment markets where we have not previooféred products.
We cannot ensure that our competitors will not dtigvenhancements to, or future generations of, eitiyee products that
offer superior price or performance features. Lilsmywe cannot ensure that new competitors willember our markets a
develop such enhanced products. Moreover, compefitir our customers is intense, and our compsthare historically
offered substantial pricing concessions and ingeatto attract our customers or retain their exgstiustomers.

We are exposed to risks associated with a highlgaamtrated customer base and industry consolidation

Historically, a significant portion of our revenireany particular period has been attributablealesof our disk
sputtering systems to a limited number of customiEngs concentration of customers can lead to enéreariability in
revenue and financial results from period to period

Industry consolidation can limit the number of puial customers for our products. For example, Sgagcquired
Maxtor in 2006 and Western Digital acquired Koma@007 and Hoya's magnetic media operations in 206
concentration of our customer base may enablemtomers to demand pricing and other terms unfélerta Intevac, an
makes us more vulnerable to changes in demandybsea customer. Orders from a relatively limitedwher of
manufacturers have accounted for, and will likedntinue to account for, a substantial portion af mvenues. The loss of
one of these large customers, or delays in puncbdsi them, could have a material and adversetaffeour revenues.

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

We have invested heavily, and continue to investhé development of new products, such as oul2a@ Gen Il
system, our Continuum wafer handling product, LEBBILAR systems for PV applications, our digital riigfsion
products, our Raman system products and our neadisplay products. Our success in developing ehithg new
products depends upon a variety of factors, indgdiur ability to: predict future customer requients, make
technological advances, achieve a low total cosiafership for our products, introduce new prodoctschedule,
manufacture products costfectively including transitioning production t@elume manufacturing; commercialize and at
customer acceptance of our products; and achieeptable and reliable performance of our new prtzdincthe field. Our
new product decisions and development commitments anticipate continuously evolving industry reguients
significantly in advance of sales. In addition, are attempting to expand into new or related marketluding the
semiconductor market for wafer fabrication equiptreerd the PV market. Our expansion into the PV misikdependent
upon the success of our customers’
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development plans, some of which are start-updratiteir preliminary stages of development, as wsltheir ability to
raise capital to fund their future development aapacity expansion. To date Intevac has not rezedrmevenue from our
semiconductor wafer handling or PV manufacturingdpicts. Failure to correctly assess the size ofrthekets, to
successfully develop cost effective products tareslthe markets or to establish effective saldsapport of the new
products would have a material adverse effect turdéurevenues and profits.

Rapid technological change in our served markegsires us to rapidly develop new technically adeahproducts.
Our future success depends in part on our abdigetvelop and offer new products with improved tiéljiees and to
continue to enhance our existing products. If nesdpcts have reliability or quality problems, o@rformance may be
impacted by reduced orders, higher manufacturirsgscalelays in acceptance and payment for new pte@md additional
service and warranty expenses.

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

Our quarterly revenues and common stock price Hagtiated significantly. We anticipate that ouveaues,
operating margins and common stock price will amnito fluctuate for a variety of reasons, inclgdifl) changes in the
demand, due to seasonality, cyclicality and othetdrs in the markets for computer systems, stosapsystems and
consumer electronics containing disks our customperduce with our systems; (2) delays or problemtfié introduction
and acceptance of our new products, or deliveex@dting products; (3) timing of orders, acceptaoteew systems by ol
customers or cancellation of those orders; (4) pewducts, services or technological innovation®bycompetitors or us;
(5) changes in our manufacturing costs and operatipense; (6) changes in general economic, palitock market and
industry conditions; and (7) any failure of our ogéng results to meet the expectations of investmesearch analysts or
investors.

Any of these, or other factors, could lead to vibtgtand/or a rapid change in the trading priceoaf common shares.
In the past, securities class action litigation besn instituted against companies following pesiofivolatility in the
market price of their securities. Any such litiget;j if instituted against Intevac, could resulsibstantial costs and
diversion of management time and attention.

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

Economic conditions worldwide have contributed éarased spending by our customers and a slowdotie ihard
disk drive industry. These factors have adversalyacted our operating results in prior periodduiding most recently
during fiscal 2009, and have caused us to be aautibout our future outlook. Although macroeconoamd global market
conditions improved in the latter half of 2009 ahding fiscal 2010, our customers continue to rencaiutious as it relates
to the sustainability of the recovery. Negative maconomic and global recessionary factors, furtiogatility or disruptior
in the capital and credit markets or further uraiety or weakening in key markets could negativelpact spending for
our products and may materially adversely affecttusiness, operating results and financial coowliti

In addition, while we intend to finance operatiavith existing cash and cash flow from operatiohagicessary, we
may require financing to support our continued apens. Due to the existing uncertainty in the ta@nd credit markets,
our access to capital may not be available on teicosptable to us or at all.

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

Many of our products, especially Intevac Photonmsducts, require export licenses from U.S. gowesnt agencies
under the Export Administration Act, the Tradingiwihe Enemy Act of 1917, the Arms Export Act of7&%r the
International Traffic in Arms Regulations. Thesgukations limit the potential market for some of puoducts. We can
give no assurance that we will be successful iaiabtg all the licenses necessary to export oudyets. Heightened
government scrutiny of export licenses for defaeda&ted products has resulted in lengthened repinods for our license
applications. Exports to countries that are nosaered by the U.S. government to be allies aedyliko be prohibited, and
even sales to U.S. allies may be limited. Failoredmply with export
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control laws, including identification and repodiof all exports and re-exports of controlled tembgy or exports made
without correct license approval or improper license could result in severe penalties and revarcafilicenses. Failure
obtain export licenses, delays in obtaining license revocation of previously issued licenses waukvent us from sellir
the affected products outside the United Statescantti negatively impact our results of operations.

The Intevac Photonics business is dependent on lg@ernment contracts, which are subject to fixedcpng,
immediate termination and a nhumber of procurementies and regulations.

We sell many of our imaging products and serviégesctly to the U.S. government, as well as to prioosetractors for
various U.S. government programs. Funding of myé&r government programs is subject to congresisigmaopriations,
and there is no guarantee that the U.S. governmiéimhake further appropriations, particularly givéhe
U.S. government’s recent focus on spending in cthesis. Sales to the U.S. government and its prangractors may also
be affected by changes in procurement policiesgéudonsiderations and political developments énWhited States or
abroad. For example, if the U.S. government isflesssed on defense spending or there is a decireasstilities, demand
for our products could decrease. The loss of fupftim a government program would result in a |ds&iture revenues
attributable to that program. The influence of ahyhese factors, which are beyond our control)dtoegatively impact ol
results of operations.

A significant portion of our U.S. government reveris derived from fixed-price development and pudidun
contracts. Under fixed-price contracts, unexpetterkases in the cost to develop or manufacturedust, whether due to
inaccurate estimates in the bidding process, utipated increases in material costs, reduced ptmfueolumes,
inefficiencies or other factors, are borne by ue Weve experienced cost overruns in the past thet fesulted in losses on
certain contracts, and may experience additiorstl @eerruns in the future. We are required to racagthe total estimated
impact of cost overruns in the period in which tlaeg first identified. Such cost overruns coulddavmaterial adverse
effect on our results of operations.

Generally, government contracts contain provisjpgsnitting termination, in whole or in part, withqarior notice at
the government’s convenience upon the paymentmpensation only for work done and commitments neidhe time of
termination. We cannot ensure that one or moraefjpvernment contracts under which we, or ourocnets, operate will
not be terminated under these circumstances. Mes@annot ensure that we, or our customers, woallabie to procure
new government contracts to offset the revenudsaa result of any termination of existing cocisanor can we ensure
that we, or our customers, will continue to remaigood standing as federal contractors.

As a U.S. government contractor we must comply sftécific government rules and regulations andsabgect to
routine audits and investigations by U.S. governnagencies. If we fail to comply with these rulesl aegulations, the
results could include: (1) reductions in the vadfieur contracts; (2) reductions in amounts presfpbilled and recognize
as revenue; (3) contract modifications or termovati(4) the assessment of penalties and fines(gr&lispension or
debarment from government contracting or subcotitrgéor a period of time or permanently.

Changes to our effective tax rate affect our resutif operations.

As a global company, we are subject to taxatiothénUnited States and various other countries.ifségnt judgment
is required to determine and estimate worldwidditilities. Our future effective tax rate could bffected by: (1) chang
in tax laws; (2) the allocation of earnings to cwigs with differing tax rates; (3) changes in vawide projected annual
earnings in current and future years: (4) accogrpimnouncements; or (5) changes in the valuati@uodeferred tax
assets and liabilities. Although we believe ouregatimates are reasonable, there can be no assuhat@ny final
determination will not be different from the tream reflected in our historical income tax provi@@and accruals, which
could result in additional payments by Intevac.

We booked a significant tax benefit in both 2008 2008 based on management’s belief that we caathd darryback
losses to years Intevac paid income taxes andfoangrd tax credits to future years where we wagdderate taxable
income. Intevac will need to generate approxima$&lg million of taxable income in order to
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realize the Federal deferred tax assets recordefiscember 31, 2010. If our expectations of fatimcome are incorrect,
we could be required to establish a valuation adloge against some or all of the deferred tax assets

Our success depends on international sales andrife@agement of global operations.

The majority of our revenues come from regionsidetthe United States. Most of our internationégsare to
customers in Asia, which includes products shippeaverseas operations of U.S. companies. We diyreave
manufacturing facilities in California, Wyoming a&ihgapore and international customer supportedfia Singapore,
China, and Malaysia. We expect that internatioadsswill continue to account for a significant fp@m of our total revenu
in future years. Certain of our suppliers are &®ated outside the United States.

Managing our global operations presents challeimggisding, but not limited to, those arising frofi) global trade
issues; (2) variations in protection of intelledtpeoperty and other legal rights in different cties; (3) concerns of
U.S. governmental agencies regarding possible matmommercial and/or security issues posed by igigpwanufacturing
business in Asia; (4) fluctuation of interest rat@sv material costs, labor and operating costs ,eachange rates, includil
the weakening relative position of the U.S. dol{&); variations in the ability to develop relatibizs with suppliers and
other local businesses; (6) changes in the lawsemations of the United States, including expestrictions, and other
countries, as well as their interpretation and i@pfibn; (7) the need to provide technical and spaupport in different
locations; (8) political and economic instabili{®) cultural differences; (10) varying governmemtentives to promote
development; (11) shipping costs and delays; (#2¢ese conditions in credit markets; (13) variagiamtariffs, quotas, tax
codes and other market barriers; and (14) bartdensovement of cash.

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

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

As a result of our acquisitions, we have significgmodwill and intangible assets on our balancessiWwe test
goodwill and intangible assets for impairment gueaiodic basis as required, and whenever everthanges in
circumstances indicate that the carrying value matybe recoverable. The events or changes thad cequire us to test o
goodwill and intangible assets for impairment imigua significant reduction in our stock price, asda result market
capitalization, changes in our estimated futurédn ¢kmvs, as well as changes in rates of growthunindustry or in any of
our reporting units. In the fourth quarter of 200& recorded an impairment charge of $10.5 milfangoodwill due to a
decline in our market capitalization and certainchased technology intangible assets due to logw@mnue expectations.
We will continue to evaluate the carrying valueoaf remaining goodwill and intangible assets angdfdetermine in the
future that there is a potential further impairmenény of our reporting units, we may be requit@decord additional
charges to earnings which could materially advgra#ect our financial results and could also mathradversely affect
our business. See Note 6 “Goodwill and Purchasthdsible Assets, Net” in the Notes to the Consedidd=inancial
Statements for additional information related tp&inment of goodwill and intangible assets.

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

At December 31, 2010, we held auction rate seesr{tiARS”) with a par value of $10.9 million. Thearket for these
securities had historically been highly liquid, exbough the ARS that we hold have underlying mgdsrranging from 21
to 35 years. The liquidity was achieved throughtians, which occurred every 7 or 28 days dependmthe security, in
which the interest paid on each security was resetirrent market rates. We never intended to titdde securities to
maturity, but rather to use the auction featurseibthe securities as needed to provide liquidince February 2008, all of
these ARS auctions have failed. The ARS will camino be illiquid until a successful auction pracissreinstated, they a
restructured into a more liquid security, or a luigdound outside of the auction process. We ddknow when, or if, this
will occur. All of the ARS held by us are studeo#h structured issues, originated under the U.paBment of Educatios’
Federal Family Education Loan Program with printgrad interest 97% — 98% reinsured by the U.S. Brepent of
Education. As of December 31, 2010, all of theseisges are currently rated
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investment grade but there is no assurance thse thRS will continue to be similarly rated in theure. As of

December 31, 2010, securities with a par value8ds illion are rated AAA/Aaa, and a security wétlpar value of

$2.4 million is rated AAA/A3. These securities afassified as long-term investments and we recosadggnporary
impairment charge of $627,000. If: (1) the issudrthe ARS are unable to successfully resume austior (2) the issuers
do not redeem the ARS; or (3) a liquid market fer ARS does not develop; or (4) the U.S. DepartroBBducation fails
to support its guaranty of the obligations; ortffse or any other valuation metrics or processasge, then Intevac may
be required to further adjust the carrying valu¢hef ARS and/or record an other-than-temporary impent charge. In
addition, Intevac could, in such a situation regu@dditional financing which might not be availabtefavorable terms, if
all.

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

Our employees are vital to our success, and ounmayagement, engineering and other employees féiczidlito
replace. We generally do not have employment cotgtraith our key employees. Further, we do not tadinkey person
life insurance on any of our employees. The exmanesf high technology companies worldwide has iasesl demand and
competition for qualified personnel, and has mamteganies increasingly protective of prior employdemsay be difficult
for us to locate employees who are not subjecbteaompetition agreements and other restrictions.

The majority of our U.S. operations are locate@alifornia where the cost of living and of recrngiemployees is
high. Additionally, our operating results depenmdlarge part, upon our ability to retain and attigealified management,
engineering, marketing, manufacturing, customepsetpsales and administrative personnel. Furthegmmee compete wi
industries such as the hard disk drive, semicomapand solar industries for skilled employeeslufaito retain existing
key personnel, or to attract, assimilate or regaiditional highly qualified employees to meet oeeds in the future, could
have a material and adverse effect on our busifiaasicial condition and results of operations.

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

We are a manufacturing business. Purchased parssitcioe the largest component of our product dost. ability to
manufacture depends on the timely delivery of padmponents and subassemblies from suppliers.Mé&nosome of the
key components and subassemblies used in our geofilam a single supplier or a limited group of gligrs. If any of our
suppliers fail to deliver quality parts on a timélgsis, we may experience delays in manufactuwhigh could result in
delayed product deliveries, increased costs toditgpdeliveries or develop alternative suppliersiegjuire redesign of our
products to accommodate alternative suppliers. Sufroer suppliers are thinly capitalized and maywbkerable to failure
given recent economic conditions.

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

The success of our business depends upon theitytefour intellectual property rights, and we oahensure that:
(1) any of our pending or future patent applicasiovill be allowed or that any of the allowed apations will be issued as
patents or will issue with claims of the scope weght; (2) any of our patents will not be invalieidt deemed
unenforceable, circumvented or challenged; (3Yititets granted under our patents will provide cotitipe advantages to
us; (4) other parties will not develop similar puats, duplicate our products or design around atergs; or (5) our patent
rights, intellectual property laws or our agreemsenil adequately protect our intellectual propestycompetitive position.

From time to time, we have received claims thatweeinfringing third partieshtellectual property rights or seeking
invalidate our rights. We cannot ensure that thaidies will not in the future claim that we hawéringed current or future
patents, trademarks or other proprietary rightatire to our products. Any claims, with or witheuérit, could be time-
consuming, result in costly litigation, cause pretghipment delays or require us to enter into ltgya licensing
agreements. Such royalty or licensing agreemdnisquired, may not be available on terms acceptabls.
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We could be involved in litigation.

From time to time we may be involved in litigatiohvarious types, including litigation alleging fifgement of
intellectual property rights and other claims. gdtiion is expensive, subjects us to the risk afificant damages and
requires significant management time and atterdiwhcould have a material and adverse effect obusiness, financial
condition and results of operations.

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

We have completed a humber of acquisitions durimgoperating history. For example, in 2007, we &eglicertain
assets of DeltaNu, LLC and certain assets of Gred@isplay Systems, LLC, in 2008 we acquired cerégisets of OC
Oerlikon Balzers Ltd. and in 2010 we acquired tbhtstanding shares of Solar Implant Technologies, e have spent
and may continue to spend significant resourcestiiggng and pursuing future acquisition opportigst Acquisitions
involve numerous risks including: (1) difficultiesintegrating the operations, technologies andlpets of the acquired
companies; (2) the diversion of our management&ntbn from other business concerns; and (3) tential loss of key
employees of the acquired companies. Failure teeaelthe anticipated benefits of the prior and fariyre acquisitions or
to successfully integrate the operations of themames we acquire could have a material and adeéfset on our
business, financial condition and results of openst Any future acquisitions could also resulpatentially dilutive
issuance of equity securities, acquisition- or giitare-related writesffs or the assumption of debt and contingent lidss.

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

We are subject to a variety of governmental regaiatrelating to the use, storage, discharge, egdémission,
generation, manufacture, treatment and dispogaixaf or otherwise hazardous substances, chemivaltgrials or waste.
we fail to comply with current or future regulatgrsuch failure could result in suspension of querations, alteration of
our manufacturing process, or substantial civilgdées or criminal fines against us or our officatsectors or employees.
Additionally, these regulations could require uaitguire expensive remediation or abatement equiporeo incur
substantial expenses to comply with them.

Business interruptions could adversely affect oysarations.

Our operations are vulnerable to interruption log,fearthquake or other natural disaster, quamsitin other
disruptions associated with infectious diseasetsymal catastrophe, terrorist activities, war, digfons in our computing
and communications infrastructure due to power, ltdscommunications failure, human error, physiratlectronic
security breaches and computer viruses, and otesrt& beyond our control. We do not have a detaligsaister recovery
plan. Despite our implementation of network segureasures, our tools and servers may be vulnetalemputer
viruses, break-ins and similar disruptions fromutharized tampering with our computer systems aotstlocated at
customer sites. Political instability could causg@incur increased costs in transportation, nsaioh transportation
unreliable, increase our insurance costs or cauisenational currency markets to fluctuate. Thimeadnstability could hav
the same effects on our suppliers and their aliditymely deliver their products. In addition, e not carry sufficient
business interruption insurance to compensaterulftosses that may occur, and any losses or dasiacurred by us
could have a material adverse effect on our busiagd results of operations. For example, we selife earthquake risks
because we believe this is the prudent financieisiten based on the high cost of the limited cogeravailable in the
earthquake insurance market. An earthquake cogidfigiantly disrupt our operations, most of whiale @aonducted in
California. It could also significantly delay owesearch and engineering effort on new productst ofaghich is also
conducted in California. We take steps to mininitee damage that would be caused by business ipteEms, but there is
no certainty that our efforts will prove successful

We are required to evaluate our internal control @vfinancial reporting under Section 404 of the Szanes-Oxley Act
of 2002, and any adverse results from such evaloatcould result in a loss of investor confidenceaur financial
reports and have an adverse effect on our stockceri

Pursuant to Section 404 of the Sarbanes-Oxley A2002, our management must perform evaluatiormiofnternal
control over financial reporting. Beginning in 20@ur Form 10-K has included a report by managerogent
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their assessment of the adequacy of such inteomttad. Additionally, our independent registeredlptiaccounting firm
must publicly attest to the effectiveness of otierinal control over financial reporting.

We have completed the evaluation of our internatrids over financial reporting as required by &sc#04 of the
Sarbanes-Oxley Act. Although our assessment, tgstind evaluation resulted in our conclusion tisadfeDecember 31,
2010, our internal controls over financial repagtimere effective, we cannot predict the outcomewftesting in future
periods. Ongoing compliance with this requiremesrtamplex, costly and time-consuming. If Intevatsfeo maintain
effective internal control over financial reportjraur management does not timely assess the adeqgfiaach internal
control; or our independent registered public aatiog firm does not deliver an unqualified opiniasito the effectiveness
of our internal control over financial reportingen we could be subject to restatement of prewoeglorted financial
results, regulatory sanctions and a decline irptigic’s perception of Intevac, which could haveaterial and adverse
effect on our business, financial condition anditssof operations.

Iltem 1B. Unresolved Staff Comments
None.

Item 2. Properties

Intevac maintains its corporate headquarters ineS@tara, California. The location, approximateesind type of
facility of the principal properties are listed bel Intevac leases all of its properties and dagwn any real estate.

Location Square Footage Principal Use

Santa Clara, CA 169,58 Corporate Headquarters; Equipment and Intevac
Photonics Marketing, Manufacturing,
Engineering and Customer Supp

Fremont, CA 9,50t Intevac Photonics Sensor Fabricat

Laramie, WY 12,00( Intevac Photonics Raman Spectrometer
Manufacturing

Carlsbad, CA 10,36( Intevac Photonics Micro Display Prodt
Manufacturing

Singapore 31,947 Equipment Manufacturing and Customer Sup

Malaysia 1,291 Equipment Customer Supp

Shenzhen, Chin 2,56¢ Equipment Customer Supp

Intevac considers these properties adequate toiteeefrrent and future requirements. Intevac ragylassesses the
size, capability and location of its global infragtture and periodically makes adjustments basedtiese assessments.

Item 3. Legal Proceeding:

From time to time, Intevac is involved in claimsddagal proceedings that arise in the ordinary seaf business.
Intevac expects that the number and significandbexfe matters will increase as Intevac’s busiagpands. Any claims or
proceedings against us, whether meritorious orgmtld be time consuming, result in costly litigati require significant
amounts of management time, result in the diversimgignificant operational resources, or requsdaienter into royalty
or licensing agreements which, if required, mayb®tvailable on terms favorable to us or at atevac is not presently a
party to any lawsuit or proceeding that, in Intégapinion, is likely to seriously harm Intevac’adiness.

Item 4. (Removed and Reserved)
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PART Il
Item 5. Market for Registran’s Common Equity, Related Stockholder Matters andusr Purchases of Equit
Securities
Price Range of Common Stock

Intevac common stock is traded on The Nasdaq S¢aket (NASDAQ Global Select) under the symbol “IZA As
of February 25, 2011, there were 111 holders adndedn fiscal years 2010 and 2009 Intevac diddemtlare or pay cash
dividends to its stockholders. Intevac currentlg ha plans to declare or pay cash dividends.

The following table sets forth the high and lowsitgy sale prices per share as reported on The y&idak Market
for the periods indicated.

_High ~_Low

Fiscal 2010

First Quarte! $16.82 $13.6:

Second Quarte 15.4¢ 10.4¢

Third Quartel 11.57 9.04

Fourth Quarte 15.2¢ 9.7¢
Fiscal 2009

First Quarte! $57: $ 34:

Second Quarte 8.6t 5.0z

Third Quartet 13.1¢ 7.4%

Fourth Quarte 13.4t 10.0¢

Recent Sales of Unregistered Securities

None.

Purchases of Equity Securities by the Issuer and Aliated Purchasers

None.

Performance Graph

The following graph compares the cumulative totatkholder return on Intevac’'s Common Stock witattbf the
NASDAQ Stock Market Total Return Index, a broad keaindex published by the Center for Researcheicu8ty Prices
(“CRSP"), and the NASDAQ Computer ManufacturerscBtdotal Return Index compiled by CRSP. The conguarifor
each of the periods assumes that $100 was investBi:cember 31, 2005 in Intevac’s Common Stockstbeks included
in the NASDAQ Stock Market Total Return Index ahd stocks included in the NASDAQ Computer Manufeats Stock
Total Return Index. These indices, which reflecthfolas for dividend reinvestment and weightingrafividual stocks, do
not necessarily reflect returns that could be agdey individual investors.
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COMPARISON OF CUMULATIVE TOTAL RETURN SINCE DECEMBE R 31, 200¢
AMONG INTEVAC, NASDAQ STOCK MARKET TOTAL RETURN IND EX AND
NASDAQ COMPUTER MANUFACTURERS TOTAL RETURN INDEX
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{1 Intevac, Inc.
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Intevac, Inc. $10C $197 $11C $38 $ 87 $10¢€
Nasdaq Stock Market Total Return Inc 10C 11C 11¢ 57 83 98
Nasdagq Computer Manufacturers Total Return Ir | 10C 10z 14¢ 63 13€ 197

Item 6. Selected Financial Dat:

The following selected financial information hashelerived from Intevac’s historical audited coigatked financial
statements and should be read in conjunction \Wwilcbnsolidated financial statements, the acconmpgmptes and
Management's Discussion and Analysis of Financ@atdition and Results of Operations for the corresiitg fiscal years.

Year Ended December 31

2010 2009 2008 2007 2006
(In thousands, except per share data)
Net revenue $202,52¢ $ 77,98. $110,30° $215,83: $259,87!
Gross profit $8767: $32,72( $ 43,33¢ $ 96,04: $100,95¢
Operating income (los: $ 31,23¢  $(17,347) $(30,47) $ 27,43t $ 47,99¢
Net income (loss $ 28,04¢ $(10,077) $(15,34%) $ 27,34% $ 46,69¢
Earnings (loss) per shai
Basic $ 12 $ (0460 $ (O.7n $ 128 $ 2.2z
Diluted $ 122 $ (046 $ (0.7) $ 12t $ 21¢
At year end:
Total asset $251,77. $203,37¢ $189,16¢ $215,41: $206,00:
Long-term deb $ — 3 — 3 — $ 189 $ —
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Item 7. Managemen’'s Discussion and Analysis of Financial Conditionnal Results of Operations

Management's Discussion and Analysis (MD&A) is imded to facilitate an understanding of Intevac'sibess and
results of operations. This MD&A should be reag¢dmjunction with Intevac’s Consolidated Financigt8ments and the
accompanying Notes to Consolidated Financial Statgsnincluded elsewhere in this Form 10-K. Theofelhg discussion
contains forward-looking statements and should béscead in conjunction with the cautionary statenset forth at the
beginning of this Form 10-K. MD&A includes the foWing sections:

» Overview:a summary of Intevis business, measurements and opportun
» Results of Operationa discussion of operating resu

« Liquidity and Capital Resourcean analysis of cash flows, sources and uses of caslractual obligations ar
financial position

« Critical Accounting Policiesa discussion of critical accounting policies threguire the exercise of judgments and
estimates

Overview

Intevac provides process manufacturing equipmdatieas to the hard disk drive industry, high-protivity process
manufacturing equipment and inspection solutiorthiégphotovoltaic (“PV”) industry and wafer handjiplatforms to the
semiconductor industry. In 2009, Intevac annourecbdyh-productivity thin-film solar cell manufaciog system for PV
applications, LEAN SOLARM, and began offering equipment to thin-film PV calnufacturers. Intevac shipped the first
LEAN SOLAR system to a customer in the second guart2010. In 2010 Intevac also began offering NEBOLAR to
support wafer-based crystalline silicon (“c-Si")pdipations and inspection equipment to PV cell nfacwrers. In the
semiconductor capital equipment market, Intevapstd offering its Lean Etch product and refocuseeéfforts on a linear
wafer handling platform solution and in the secqodrter of 2010 introduced Continudth, a high-productivity vacuum
wafer handling system. To date, Intevac has noteezignized any revenue from shipments of its semdaactor wafer
handling and PV products. Intevac also provides@en cameras and systems for government apphsagiach as night
vision and long-range target identification anddommercial applications in the inspection, medisalentific and security
industries. Intevas customers and potential customers include matwéas of hard disk drives, semiconductor equipy
and PV cells as well as medical, scientific andigeccompanies, law enforcement and the U.S. gowent and its
agencies and contractors. Intevac reports two segmEquipment and Intevac Photonics. During thetfoquarter of
2010, Intevac completed the acquisition of the tamding shares of Solar Implant Technologies, (tf8IT”), a privately-
owned, development stage company, creating a metauifag module for PV applications. During the thquarter of 200¢
Intevac completed the acquisition of certain asaetsliabilities of the magnetic media equipmergibess of OC Oerlikon
Balzers Ltd. (“Oerlikon”).

Product development and manufacturing activitiesion North America and Asia. Intevac has fielflags in Asia tc
support its equipment customers. Intevac’s equifiraed service products are highly technical anth tie exception of
Japan, are sold primarily through a direct salesefoln Japan, sales are typically made by Intevdapanese distributor,
Matsubo.

Intevac’s results are driven primarily by worldwidemand for hard drive disks, which in turn depeslgnd-user
demand for personal computers, enterprise datageppersonal audio and video players and vide@gaatforms. Inteva
continues to execute its equipment diversificattrategy into new markets by introducing produotsHV solar cell and
semiconductor equipment manufacturing. Intevaclel that expansion into these new markets whigkignificantly
larger than the hard disk drive market will resnlincremental equipment revenues for Intevac agatehse Intevac’s
dependence on the hard drive industry. Intevacsnass is subject to cyclical industry conditicess demand for
manufacturing equipment and services can changendépg on supply
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and demand for hard drive disks, semiconductor mizdadling equipment, and PV cells, as well asrothetors, such as
global economic conditions and technological adearin fabrication processes.

% Change % Change

Fiscal Year 2010 2009 2008 2010 vs. 2009 2009 vs. 2008
(In thousands, except percentages and per share aords)

Net revenue $202,52¢ $ 77,98! $110,30° 159.7% (29.9) %
Gross profit 87,67. 32,72(  43,33¢ 167.% (24.5) %
Gross margin percel 43.2% 42.(% 39.2% 1.3 point: 2.7 point:
Net income (loss 28,04¢ (10,077 (15,349 378.%% 34.2%
Earnings (loss) per diluted she $ 122 $ (046 $ (0.7) 365.29% 35.2%

Fiscal 2008 financial results reflected a difficaiftvironment as Intevac’s customers reduced oyddlaapital
expenditures as a result of industry consolidatiower growth and global economic conditions. lis theriod, Intevac
focused on lowering costs, improving efficienciasd bringing new products to market. In 2008, lateaicquired certain
assets and liabilities of Oerlikon’s magnetic mestimipment business. In the fourth quarter of fi2€88, in response to
the deteriorating economic conditions, Intevac ameed and executed a global cost reduction planedaced its cost
structure and its cash burn, while still enablintgVac to invest in products to drive future growilso during the fourth
guarter of fiscal 2008, Intevac’s market capitalma and financial outlook were adversely impadigdhe prevailing
macroeconomic business environment. This triggerevac’s performing interim impairment tests agbodwill and
intangible assets; and as a result Intevac recardeetash goodwill and intangible impairment charge$10.5 million.

Fiscal 2009 financial results reflected a challaggenvironment that resulted from the economic dlmmn. Demand
in the hard disk drive industry was flat comparedigcal 2008 and Intevac’s Equipment customersdidrequire capacity
additions. During fiscal 2009, demand for new emqmept resulted primarily from the retirement of sdegacy systems ai
customer research and development activities, dirfuin patterned media. At the end of 2009, howeveevac’s hard
drive customers began taking delivery of system2@1.0 capacity needs. In 2009, Intevac Photonisness grew, driven
by U.S. government spending plus incorporatiomédvac products into development, pre-productiahsome early stage
production programs.

Fiscal 2010 financial results improved as Intev&isipment customers took delivery of systems todase their
production capacity in response to growing demandiigital storage. In fiscal 2010, Intevac acqdi®dT to develop PV
manufacturing products. Net sales during fiscal®@flected higher equipment sales to disk manufacs and increased
Intevac Photonics’ technology development contrants product sales. Net income during fiscal 2@E@cted higher net
sales, partially offset by higher selling, genenadl administrative expenses, and higher incomestgense. The increase in
selling, general and administrative expenses ddisogl 2010 was primarily a result of variable qguensation expenses,
legal expenses associated with the auction ratgities (“ARS”) arbitration and transaction costsaciated with
completing the acquisition of SIT.

Intevac expects to sell fewer 200 Lean systemsaaf 2011 compared to fiscal 2010 as the hardednidustry
increased capacity and retired a significant nunolbéggacy systems in 2010. Hard drive customess t&dok delivery of
systems in the fourth quarter of fiscal 2010 whidh meet some of their 2011 capacity needs. Lagrgatdemand for hard
disk drives is expected to increase, driven by dgndw the demand for digital storage, the neeccéoporations to replace
and update employee computers, increased informagimhnology spending, declining growth rate irehdensity
improvements and the proliferation of personal cotas into emerging economies. The number of digkufacturing
systems needed to support this growth is expeotgdry from year to year depending on the factots above. In fiscal
2011, Intevac expects its hard drive customersaditl some new systems for capacity production #sasénvest in
systems for technology development.

In fiscal 2011, Intevac expects that the Intevaot®hics business levels will be flat compared $adl 2010. For fiscal
2011, Intevac expects Photonics product revenus fowv-light sensors and cameras to increase; howevetrambmesearc
and development revenue will likely be lower agsuit of the completion of certain development axts in fiscal 2010
and delayed contract funding for several large o due to delays in U.S. government defense aghgpeovals.
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Results of Operations

Net revenues

Years Ended December 31, % Change % Change
2010 2009 2008 2010 vs. 200 2009 vs. 200
(In thousands, except percentages)
Equipment $168,25: $51,38¢ $ 87,46¢ 227.%% (41.2%
Intevac Photonic 34,27« 26,59: 22,83¢ 28.% 16.4%
Total net revenue $202,52¢ $77,98. $110,30 159.7% (29.9%

Net revenues consist primarily of sales of equipnused to manufacture thiitm disks, and, to a lesser extent, rele
equipment and system components; revenue fromaingsearch and development related to the dawelopof electro-
optical sensors, cameras and systems; and sdl@s-tiffht imaging products and table-top and handfaman
instruments.

The increase in Equipment revenues in 2010 wagpdomsrily to an increase in the number of 200 Legstems
delivered. In 2010, Intevac delivered twenty-siXd2@an systems compared to four 200 Lean syste80@ and eleven
200 Lean systems in 2008. Revenues from disk ecriptechnology upgrades and spare parts increas@ilD versus
2009 and 2008. Fiscal 2008 new system capacitytiaddiin the hard disk drive market were negativaipacted by disk
manufacturers upgrading and reusing legacy to@sipusly in storage. The reuse of these systenmstautially met the
incremental capacity requirements of one of ougdat customers. Equipment revenues in 2011 are&xp be lower
than 2010 levels due to lower capital spendingdnyl lirive customers for capacity additions. Norleelntevac expects
long-term demand for hard disk drives to increaseed by the growth in digital storage, the needdorporations to
replace and update employee computers, increakethiastion technology spending, declining growtteret areal density
improvements and the proliferation of personal cotas into emerging economies. The number of digkufacturing
systems needed to support this growth can vary frean to year and is dependent on the factors raiiede.

Intevac Photonics revenues increased by 28.9%4@$8illion in 2010, which consisted of $16.0 naii of product
revenue and $18.3 million of contract researchdaalopment revenue. Intevac Photonics revenu$2e@6 million in
2009 consisted of $10.5 million of product reveane $16.1 million of contract research and devekmmevenue. Inteve
Photonics 2008 revenues of $22.8 million consisfe®B.5 million of product revenue and $14.3 mitliof contract
research and development revenue. The increaseduq revenues in both 2010 and 2009 resulted frigier sales of
low-light sensors and cameras used in military niggion and long-range imaging as well as comnatigdplications such
as Intevac'’s table-top and handheld Raman instrtsveerd near-eye display products. The increaseritract research and
development revenue was the result of a highemwelaf contracts for additional digital night visiapplications. In 2011,
Intevac Photonics product revenue is expecteddw giue to continued expansion of Intevac’s lowdighmera and sensor
products in military and commercial applicationen@act research and development revenue willjlikel lower as a rest
of the completion of certain development contract®3010 and delayed contract funding for severgdgrograms due to
delays in U.S. government defense budget approSalsstantial growth in future Intevac Photonicserexes is dependent
on the proliferation of Intevac’s technology int@jor military programs, continued defense spendimgability to obtain
export licenses for foreign customers, obtainingdpiction subcontracts for these programs, and &cts\development and
market acceptance of commercial products.

Intevac’s backlog of orders at December 31, 2018 $46.7 million, as compared to $73.8 million atBmber 31,
2009 and $20.2 million at December 31, 2008. Eqeipinbacklog at December 31, 2010 was $27.3 mitmmpared to
$57.5 million at December 31, 2009 and $11.4 il December 31, 2008. Intevac Photonics backi@gpaember 31,
2010 was $19.4 million compared to $16.3 milliobacember 31, 2009 and $8.8 million at DecembeB08.
Equipment backlog at December 31, 2010 included20@Lean systems and two LEAN SOLAR systems, agpaned to
ten 200 Lean systems at December 31, 2009, anéd@ihkean system at December 31, 2008.
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Significant portions of Intevac’s revenues in aaytigular period have been attributable to saleslimited number of
customers. In 2010 sales to Seagate, Hitachi GBtmahge Technologies, and Fuji Electric each agimlfor more than
10% of Intevac’s revenues and in the aggregate salthese customers accounted for 78% of revehu@609, sales to
Seagate and Hitachi Global Storage Technologids @emounted for more than 10% of Intevac’s reveramesin the
aggregate sales to these customers accounted%oobEevenues. In 2008, sales to Seagate and Hi&lobal Storage
Technologies each accounted for more than 10%te¥v#ét’s revenues and in the aggregate sales te thssomers
accounted for 69% of revenues. The magnetic dishufis&turing industry consists of a small numbelacde
manufacturers. Seagate acquired Maxtor in 2008/destern Digital acquired Komag in 2007 and Hoya&gnetic media
operations in 2010, all of which further concergththe customer base in the industry.

International sales totaled $155.0 million, $39ifiam, and $76.5 million in 2010, 2009, and 2008spectively,
accounting for 77%, 50%, and 69% of net revenuhs.ificrease in international sales in 2010 wasanilyndue to
increases in net revenues from disk sputteringegyst The decrease in international sales in 20@9pwnmarily due to
decreases in net revenues from disk sputteringsysstSubstantially all of Intevac’s internationales are to customers in
Asia, which includes products shipped to oversgasaiions of U.S. companies.

Gross margin

Years Ended December 31, % Change % Change
2010 2009 2008 2010 vs. 2009 2009 vs. 2008
(In thousands, except percentages)

Equipment gross prof $79,47: $23,26¢ $35,791 241.€ % (35.0%
% of Equipment net revenu 47.2% 45.2% 40.%%

Intevac Photonics gross pra $ 8,20( $ 9,45¢ $ 7,542 (13.9% 25.4 %
% of Intevac Photonics net revent 23.%% 35.6% 33.(%

Total gross profi $87,67: $32,72( $43,33¢ 167.¢ % (24.5%
% of net revenue 43.2% 42.(% 39.%

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

Equipment gross margin was 47.2% in 2010 compard® 3% in 2009 and 40.9% in 2008. Fiscal 2010gynoargins
improved over fiscal 2009 due to higher revenuekimproved factory utilization partially offset liige higher mix of
system shipments which generally have a lower médtgin technology upgrades and spare parts. 2668l gross margir
improved over fiscal 2008 due to product mix, imgd systems margins, and savings from cost reduptiograms, which
were partially offset by lower volume and unabsdrisetory utilization. Gross margins in the Equiprnbusiness will var
depending on a number of additional factors, iniciggbroduct mix, product cost, system configuratonl pricing, factory
utilization, and provisions for excess and obsaletentory.

Intevac Photonics gross margin was 23.9% in 20b9pewed 35.6% in 2009 and 33.0% in 2008. The deer@agross
margin in 2010 resulted primarily from lower margimssociated with Intevac Photonics’ first highwoé digital night
vision production shipments for a NATO customewéo margins on development contracts and increasednty
provisions. Although manufacturing costs for theitdil night vision product decreased in 2010, lateexpects to make
additional cost reductions and yield improvemer2@il. The increase in gross margin in 2009 resydtgnarily from
higher technology development margins, higher v@wnd factory utilization, partially offset by hgghmanufacturing
costs of new products.
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Research and development

Years Ended December 31, % Change % Change
2010 2009 2008 2010 vs. 200! _ 2009 vs. 2008
(In thousands, except percentages)
Research and development expe $27,91¢ $28,06¢ $35,08: (0.5) % (20.0) %
% of net revenue 13.€% 36.(% 31.&%

Research and development expense consists prinoapiptotype materials, salaries and related aofsesnployees
engaged in ongoing research, design and developméwities for disk sputtering equipment, semicoctdr equipment,
PV cell manufacturing equipment and Intevac Phatoproducts.

Research and development spending decreased fgorigput during 2010 as compared to 2009 and 2008. Th
decrease in Equipment spending during 2010 and 2@8%ue primarily to a reduction in spending amisenductor
products, offset by investment in PV developmemiséarch and development spending decreased featnRhotonics
during 2010 as compared to 2009 primarily relatedecreased spending for the digital night visiamera module for
Intevac’s military NATO customer as the produchsiioned into production. Intevac Photonics inseghresearch and
development spending levels in 2009 for sensodyimaprovements, sensor development and digitaltnitgion goggle
development.

Research and development expenses do not inclstie afo$12.9 million, $9.1 million, and $8.5 miltipin 2010,
2009, and 2008, respectively, which are relatezrligtomer-funded contract research and developmegtams and
included in cost of net revenues.

Selling, general and administrative

Years Ended December 31, % Change % Change
2010 2009 2008 2010 vs. 2009 2009 vs. 2008
(In thousands, except percentage:
Selling, general and administrative expe $28,51¢ $22,00: $28,22¢ 29.6% (22.1) %
% of net revenue 14.1% 28.2% 25.6%

Selling, general and administrative expense canpistnarily of selling, marketing, customer suppfirtancial and
management costs. All domestic sales and intemeitgales of disk sputtering products in Asia, wité exception of
Japan, are typically made by Intevac’s direct silese, whereas sales in Japan of disk sputteriodyzts and other
products are typically made by Intevac’s Japanegtélzlitor, Matsubo, which provides services suslsales, installation,
warranty and customer support. Intevac also hasidiabies in Singapore and in Hong Kong, along iiehd offices in
Malaysia and Shenzhen, China to support Intevapigpenent customers in Asia.

Selling, general and administrative expenses ise@é 2010 over the amount spent in 2009 due pitinta the
result of variable compensation, legal expensescéged with the auction rate securities (“ARSDigmation and
transaction costs associated with completing tlagiaition of SIT, offset in part by lower equity4®d compensation
expense. Selling, general and administrative exggedscreased in 2009 over the amount spent in @d®@rimarily to the
global cost reduction plan implemented in the fowtiarter of 2008, decreased costs related toroestservice and supp
for the Equipment business, partially offset byibess development expenses in the Intevac Photbogisess.

Global cost reduction plan

During the fourth quarter of fiscal 2008, Intevamaunced a global cost reduction plan (the “Plamleduce the
global workforce by fifteen percent. Implementatadrthe Plan was completed in the fourth quartée fotal cost of
implementing the Plan was $386,000 and was repairiedr cost of products sold and operating expe@ésstantially all
cash outlays in connection with the Plan occurmetthé fourth quarter of fiscal 2008. Implementatidrithe Plan reduced
expenses by approximately $15 million on an anbaals.
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Impairment of goodwill and intangibles

Goodwill and Intevac’s indefinite life intangiblesets are tested for impairment on an annual basi®re frequently
upon the occurrence of circumstances that inditetegoodwill and the indefinite life intangiblesa$s may be impaired. In
the fourth quarter of 2010, Intevac performed @4@annual assessment of impairment which didesatlt in an
impairment of goodwill or Intevac’s indefinite lifatangible assets. Intevac’s reporting units foodwill impairment
testing purposes are consistent with the reporsdaenents: Equipment and Intevac Photonics. Inteasied goodwill for
possible impairment by first determining the fadwe of the related reporting unit and then commgatiis value to the
recorded net assets of the reporting unit. At Ddim¥r81, 2010, Intevac had a total of $18.4 millddrgoodwill and
$4.1 million of indefinite-life intangible assetSoodwill in the amount of $10.5 million is attrilma to the Equipment
segment. Goodwill in the amount of $7.9 millioraitributed to the Intevac Photonics segment.

The process of evaluating the potential impairneérgoodwill is highly subjective and requires sigant judgment.
Intevac used two valuation methodologies to deteentie fair value for its reporting units, with bapproach given equal
weighting: the income approach and the market ambroUsing the income approach, the fair valueacheeporting unit
was calculated based on the present value of dsiihfiature cash flows, which were formed by evahgphistorical trends,
current budgets, operating plans and industry dgtmates of the future cash flows associated thighbusinesses are
critical to these assessments. The assumptionsiusieel fair value calculation included revenuevgtorates, operating
margins, risk adjusted discount rates and futuomemic and market conditions. Changes in thesergssons based on
changed economic conditions or business strategiggl result in material impairment charges in fatperiods. The
market approach looked at the valuations of confpanaublic companies which Intevac selected baget gsimilar
industries and products. Intevac then evaluatedathgonableness of the fair value calculationb@f¢porting units by
reconciling the total of the fair values of the tveporting units to Intevac’s total market capiation, taking into account
an appropriate control premium. Intevac comparedctirrying value of the reporting units to the faifue calculations.

The results of the test for goodwill impairment.cd©ctober 2, 2010, showed that the estimatedvidires of the
Equipment and Intevac Photonics reporting uniteeged their carrying values by more than $75 miliad $25 million,
respectively. There was no impairment of goodveitarded during the years ended December 31, 2G12G09D.

Intevac also performed the annual impairment rexoéa tradename, an indefinite life intangible askeing the
fourth quarter of 2010 using a discounted cash fiowdel and the relief-fromayalty method. Based on the discounted ¢
flow model Intevac determined the fair value of trelename exceeded its carrying value.

In the fourth quarter of fiscal 2008, Intevac expeced a significant decline in its stock price asd result of the
decline in its stock price, Intevac’s market cdpgtaion fell significantly below the recorded valof its consolidated net
assets. Based on the results of its assessmeabdivijl for impairment, Intevac determined that th& value of its
Equipment reporting unit was less than the carryizge and that an impairment existed. Thereforeeviac performed the
second step of the impairment test to determinéntipied fair value of goodwill. The analysis indied that there was no
remaining implied value attributable to goodwillthe Equipment reporting unit and accordingly, dgriscal 2008,
Intevac wrote off all $9.7 million of goodwill iis Equipment reporting unit. The goodwill assodatgth the Intevac
Photonics reporting unit was not impaired. As altesf the intangible assets impairment test, sicdl 2008, Intevac
recorded an $808,000 impairment charge relateldetavtite-down to fair value of the net carryinguabf certain
purchased technology intangible assets in the Egeiip and Intevac Photonics segments due to lowente expectations
and future operating expectations.

Intevac will continue to evaluate the carrying veabf goodwill and intangible assets and if it isetlmined that there
a potential impairment, Intevac may record addalaharges which would adversely affect its finahogsults. For further
details, see Note 6 of Notes to Consolidated Fiah®Statements.

29




Table of Contents

Interest income and other, net

Years Ended December 31 % Change % Change
2010 2009 2008 2010 vs. 200 2009 vs. 200
(In thousands, except percentages)
Interest income and other, r $775 $1,25¢ $3,93: (38.9) % (68.1) %

Interest income and other, net in 2010 include®¥BI of interest income on investments, a gaip4&1,000 related
to the remeasurement of Intevac’s pre-acquisitiuitg interest in SIT at the acquisition-date fatue, partially offset by
$520,000 of foreign currency losses and $87,00:trother expense. Interest income and othernriZ209 included
$1.4 million of interest income on investments 184,000 in net other income, partially offset 226,000 of foreign
currency losses and $16,000 in interest expenserebt income and other, net in 2008 included $4lilon of interest
income on investments, and $84,000 in net othemig; partially offset by $120,000 in interest exg@EnThe decrease in
interest income in 2010 was driven by lower interages on Intevac’s investments. The decreasgénest income in 2009
was driven by lower interest rates on Intevac'stments and lower average invested balances.

Provision for (benefit from) income taxes

Years Ended December 31, % Change % Change
2010 2009 2008 2010 vs. 200 2009 vs. 200
(In thousands, except percentage:
Provision for (benefit from) income tax $3,962  $(6,01¢) $(11,199) 165.% 46.2%

Intevac’s effective income tax provision rate wasA% for fiscal 2010, 37.4% for fiscal 2009, and242 for fiscal
2008. Intevac's tax rate differs from the applieabiatutory rates due primarily to the utilizatafrdeferred and current
credits and the effect of permanent differencesatjdstments of prior permanent differences. Int&sv/tuture effective
income tax rate depends on various factors inctydime level of Intevac’s projected earnings, thegyaphic composition
of worldwide earnings, tax regulations governingregegion, net operating loss carryforwards, abdits of tax credits
and the effectiveness of Intevac’s tax planningtsgies. Management carefully monitors these fa@od timely adjusts
the effective income tax rate accordingly. Managenbelieves that the valuation allowances for latés deferred tax
assets are adequate based on several factorsimgl(t) degree to which Intevac’s 2009 and 20G8és were attributable
to unusual items or charges; (2) long duratiomtévac’s deferred tax assets; and (3) expectafiongroved earnings in
the long term.

Intevac enjoys a tax holiday in Singapore throughtax years ending in 2015. The tax holiday presid lower
income tax rate on certain classes of income am@dfneement requires that certain thresholds afiéss investment and
employment levels be met in Singapore in order antain this holiday.

During 2009, Intevac established an additional atdun allowance to fully reserve its Californiatstdeferred tax
assets due to the impact of California tax ledgistathat was enacted in February 2009. This additivaluation allowance
decreased the income tax benefit by $1.0 milliatextac recognized the effect of the change in vmloallowance as a
discrete item.

Business Combinations

On November 19, 2010, Intevac acquired the outgtgrehares of Solar Implant Technologies, Inc. T"§la
privately-owned, development stage company, crgatimion implant module to be used in the manufaajwof
photovoltaic cells. Intevac’s primary reasons fas acquisition were to complement its existingdurct offerings and to
provide opportunities for future growth. The pralary aggregate purchase price was $12.4 millidrickvconsisted of an
initial cash payment totaling $2.7 million and dagent consideration obligations with a fair vabfes9.7 million payable
in cash based on the achievement of certain pratiwalopment milestones achieved over a specifeg and revenue
earnout on Intevac’s net revenue from commerciaksaf certain products achieved over a specifesibg.
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On July 14, 2008, Intevac acquired certain assetdiabilities of OC Oerlikon Balzers Ltd. (“Oerik”)’'s magnetic
media equipment business for a purchase price afi$tillion in cash, net of cash acquired. In a@ddiintevac agreed to
pay contingent consideration to Oerlikon in theni@f a royalty on Intevac’s net revenue from conciadrsales of certain
products. This agreement terminates on July 131 2Btevac has made no payments to Oerlikon urdeagreement
through December 31, 2010. As part of the acqaisitintevac also entered into a settlement agreewiémOerlikon
related to a patent infringement lawsuit filed byelac against Unaxis USA, Inc., a wholly ownedssdiary of Oerlikon,
and all claims in the litigation were dismissed.

For further details, see Note 7 of Notes to Coudsiddid Financial Statements.

Recent Accounting Pronouncements

In January 2009, the Securities and Exchange Cosionig*SEC”) issued Release No. 33-9002, “InteraxData to
Improve Financial Reporting.” The final rule reqegrcompanies to provide their financial statemantsfinancial
statement schedules to the SEC and on their cdepavebsites in interactive data format using théeeXible Business
Reporting Language (“XBRL"). The rule was adoptgdie SEC to improve the ability of financial statent users to
access and analyze financial data. The SEC adagtédse-in schedule indicating when registrants fausish interactive
data. Under this schedule, Intevac will be requtcedubmit filings with financial statement infortiemn using XBRL
commencing with its July 2, 2011 quarterly reportrmrm 10-Q. Intevac is currently evaluating th@att of XBRL
reporting on its financial reporting process.

In December 2010, the Financial Accounting Stansl&uolard (“FASB”) issued Accounting Standards Upda&u”)
2010-29, “Business Combinations (Topic 805): Disale of Supplementary Pro Forma Information foriBess
Combinations.” For business combinations that aatenal on an individual or aggregate basis theradment requires that
comparative financial statements be presentederehue and earnings of the combined entity beatied as though the
business combination(s) that occurred during thieeatiyear had occurred as of the beginning ottimaparable prior
annual reporting period. The amendment also exptmedsupplemental pro forma disclosures to inclidescription of th
nature and amount of material, nonrecurring pronBbadjustments directly attributable to the busireesnbination
included in the reported pro forma revenue andiegsn The amendment is effective prospectivelybigginess
combinations for which the acquisition date is omfber the beginning of the first annual reportpegiod beginning on or
after December 15, 2010. The adoption of the ASLOZP9 will not have material impact to the finahattements of the
Company.

Liquidity and Capital Resources

At December 31, 2010, Intevac had $137.4 milliosash, cash equivalents, and investments compared t
$89.8 million at December 31, 2009. During fisc@lQ, cash, cash equivalents and investments irentdas$47.5 million
due primarily to cash provided by operating adidgtand cash received from the sale of Intevac comstock to
employees through employee benefit plans, partdfiset by purchases of fixed assets and cashingbé acquisition of
SIT.

Cash, cash equivalents and investments consikedbtlowing:

December 31 December 31
2010 2009
(In thousands)
Cash and cash equivale $ 109,52( $ 17,59
Shor-term investment 4,99¢ 6,00(
Long-term investment 22,86¢ 66,24¢
Total cash, cas-equivalents and investmer $ 137,38( $ 89,84:

Cash generated by operating activities totaled3siillion in 2010. Cash used by operating actigitietaled
$16.6 million in 2009 and $8.2 million in 2008. Higr operating cash flow was a result of net incadtjasted to exclude
the effect of non-cash charges including, deprciabmortization and equity-based compensatiois ificrease in cash
from operating activities was also affected by gemin working capital. Intevac continues to cdfgfinanage working
capital.

31




Table of Contents

Accounts receivable totaled $25.9 million at Decenil, 2010 compared to $44.8 million at DecemierRB09. The
number of days outstanding for Intevac’s accouetgivable was 62 at December 31, 2010 compare8gatl
December 31, 2009. The decrease in the receivatdade and days outstanding was due primarily lect®mn of
customer deposit invoices which were outstandingetend of the prior year and collection of systeeteivables. Net
inventories increased by $1.6 million during 20tidr@arily as a result of increased business levrigentory turns were 5.8
in fiscal 2010 compared to 2.5 in fiscal 2009. Aaats payable totaled $5.6 million at December ®,02compared to
$4.7 million at December 31, 2009. The increas86f1,000 relates to the increase in inventory mseh as a result of
increased business levels. Accrued payroll ande®liéabilities increased by $8.6 million during1®0to $11.4 million
primarily related to bonus and profit sharing aetsuCustomer advances decreased from $13.2 mdti@recember 31,
2009 to $4.9 million at December 31, 2010, as tgtidbns related to revenue recognition were higien new advances
received from customers.

Investing activities generated cash of $37.7 millio 2010, used cash of $4.1 million in 2009, ardegated cash of
$19.6 million in 2008. In 2010, proceeds from saed maturities of investments, net of purchasealed $47.4 million. I
2009, purchases of investments, net of proceeds $ales and maturities, totaled $1.5 million. 11/0&0proceeds from
maturities of investments, net of purchases, tdt&&8.9 million. During 2010, Intevac acquired thestanding shares of
SIT for a preliminary aggregate purchase priceld.4 million, which consisted of an initial cashypeent totaling
$2.7 million and a contingent consideration obiigatwvith a fair value of $9.7 million payable insta During 2008,
Intevac invested $15.1 million in the acquisitidrcertain assets from Oerlikon. Capital expendiumtaled $7.1 million in
2010 compared to $2.6 million in 2009 and $4.2iomllin 2008.

Financing activities generated cash of $2.9 millio2010, used cash of $809,000 in 2009 and gezeetsh of
$165,000 in 2008. The sale of Intevac common stodktevac’s employees through Intevac’s employeeefit plans
provided $2.8 million in 2010, $1.1 million in 200&nd $1.8 million in 2008. Subsequent to the Siquasition, Intevac
paid in full $177,000 in notes payable to certahiisg shareholders assumed upon the acquisitio2009 and 2008,
Intevac made scheduled payments of $2.0 millioi éathe former owners of DeltaNu.

As of December 31, 2010, Intevac’s available-fde-scurities included $10.9 million par value ®®9, less a
temporary valuation adjustment of $627,000 to mefteeir current lack of liquidity. Management leeles that the
impairment of the ARS investments is temporary. Bumarket conditions, these investments have épesd failed
auctions beginning in mi&ebruary 2008. These failed auctions result irck & liquidity in the securities, but do not aft
the underlying collateral of the securities. Intedaes not anticipate that any potential lack auilility in these ARS will
affect its ability to finance its operations andmpied capital expenditures. Intevac continues toitmoefforts by the
financial markets to find alternative means fortagag the liquidity of these investments. Thesesstments are classified
as non-current assets until Intevac has bettebilifgias to when their liquidity will be restored@he classification and
valuation of these securities will continue to beiewed quarterly. During 2010, including the Qitigp repurchase of
securities discussed below, $59.1 million of ARSevedeemed at par.

As described in Note 8 of Notes to Consolidategfaial Statements, at December 31, 2010, the &ilevof the ARS
was estimated at $10.3 million based on a valudtioRoulihan Capital Advisors, LLC, using discouthteash flow models
and applying management’s internal analysis toséieation. The estimates of future cash flows ageld on certain key
assumptions, such as discount rates appropriateddype of asset and risk, which are significardbservable inputs. As
of December 31, 2010, there was insufficient obeleler market information for the ARS held by Intetadetermine the
fair value. Therefore Level 3 fair values wererastied for these securities by incorporating assiompthat market
participants would use in their estimates of failue. Some of these assumptions included credittgueollateralization,
final stated maturity, estimates of the probabitifybeing called or becoming liquid prior to fimakturity, redemptions of
similar ARS, previous market activity for the sameestment security, impact due to extended perdasaximum auctio
rates and valuation models.

On March 19, 2009, Intevac filed a statement afhclander the Financial Industry Regulatory Authpdispute
resolution process against Citigroup Inc. and @tigp Global Markets, Inc. (collectively, “Citigrolpwith respect to
alleged fraud and market manipulation by Citigroelated to ARS held at that time. The statement of
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claim requested that Citigroup accept Intevac’sléerof its ARS at par value and that Intevac rezeivmpensatory,
consequential and punitive damages and costs gehsas. Citigroup responded denying Intevac’s dairhe arbitration
proceedings were completed on June 10, 2010. Gn2ur2010, Intevac received a favorable rulingnftbe arbitration
panel whereby Citigroup was ordered to rescinds#ie of the $54.8 million par value in outstandiigS investments. On
July 27, 2010, Intevac received $54.8 million frtm repurchase of the securities by Citigroup aimauding interest and
recognized the reversal of a $3.3 million tempoiargairment charge in other comprehensive income.

Intevac believes that Intevac’s existing cash, eglivalents and investments will be sufficientrteet Intevac’s cash
requirements for the next 12 months. Intevac irgendundertake approximately $5 — $6 million initapexpenditures
during the next 12 months.

Contractual Obligations
The following table summarizes Intevac’s contrattldigations as of December 31, 2010:

Payments Due by Perioc

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

(In thousands)
Operating lease obligatiol $11,69¢ $ 2,59¢ $ 4,017 $3,09 $ 1,99
Purchase obligations and commitment: 9,66¢ 9,66¢ — — —
Other lon¢-term liabilities(2, 4, 1,90¢ 1,90¢ — — —
Total(3, 4) $23,27: $14,16¢ $ 4,015 $ 3,09« $ 1,992

(1) Purchase obligations include agreements tohasee goods or services that are enforceable aatlyldéinding on
Intevac and that specify all significant terms liring fixed or minimum quantities to be purchasi@edd, minimum
or variable price provisions; and the approximatertg of the transaction. Purchase obligations @wkelagreements
that are cancelable without penalty. These purcbbBgations are related principally to inventorydeother items

(2) Intevac is unable to reliably estimate the tighof future payments related to uncertain taxtimss; therefore,
$4.5 million of unrecognized tax benefits has bertiuded from the table abo:

(3) Total excludes contractual obligations alreegtyorded on the consolidated balance sheet amtlietilities (except
other lon¢-term liabilities) and certain purchase obligatic

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

Off-Balance Sheet Arrangements

As of December 31, 2010, Intevac did not have aatenal off-balance sheet arrangements (as definkdm 303(a)
(4)(ii) of Regulation S-K).

Critical Accounting Policies

The preparation of consolidated financial statesiant related disclosures in conformity with act¢mgnprinciples
generally accepted in the United States of Ameecgiires management to make judgments, assumptighsstimates th
affect the amounts reported. Note 1 of Notes tosBlidated Financial Statements describes the ggnif accounting
policies used in the preparation of the consolidifiteancial statements. Certain of these signifi@atounting policies are
considered to be critical accounting policies.

A critical accounting policy is defined as one tisalboth material to the presentation of Integamnsolidated financi
statements and requires management to make diffsubjective or complex judgments that could haveaterial effect on
Intevac’s financial condition or results of opeoats. Specifically, these policies have the follogvattributes: (1) Intevac is
required to make assumptions about matters thdtighty uncertain at the time of the estimate; &)ddifferent estimates
Intevac could reasonably have used, or changémindtimate that are reasonably likely to occugyld/bave a material
effect on Intevac’s financial condition or resuifsoperations.
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Estimates and assumptions about future eventshamndeffects cannot be determined with certaintjevac bases its
estimates on historical experience and on varitlisr@ssumptions believed to be applicable andnedde under the
circumstances. These estimates may change as mats@ccur, as additional information is obtained as Intevac's
operating environment changes. These changes Ilisteeidally been minor and have been included exdbnsolidated
financial statements as soon as they became kravaddition, management is periodically faced wititertainties, the
outcomes of which are not within its control andl wot be known for prolonged periods of time. Thescertainties are
discussed in the section above entitled “Risk Fact@ased on a critical assessment of its accogrgblicies and the
underlying judgments and uncertainties affectirggapplication of those policies, management bedi¢ghat Intevac's
consolidated financial statements are fairly stéteabcordance with accounting principles generatlgepted in the United
States of America, and provide a meaningful pregimt of Intevac’s financial condition and reswdfoperations.

Management believes that the following are critaxaounting policies:

Revenue Recognition

Intevac recognizes revenue when persuasive eviddrare arrangement exists, delivery has occurreldtide and risk
of loss have passed to Intevac’s customer or &s\hiave been rendered, the price is fixed or détabte, and
collectibility is reasonably assured. Intevac'spgling terms are customarily FOB shipping pointquiealent terms.
Intevac’s revenue recognition policy generally tesin revenue recognition at the following pointk) for all transactions
where legal title passes to the customer upon gmpnintevac recognizes revenue upon shipmentifpr@ducts that have
been demonstrated to meet product specificatians far shipment; the portion of revenue associatgl certain
installation-related tasks is deferred, and the¢mee is recognized upon completion of the ingialtarelated tasks; (2) for
products that have not been demonstrated to medtigir specifications prior to shipment, revenue@ognized at
customer acceptance; and (3) for arrangementsinorganultiple elements, the revenue relating ® tindelivered
elements is deferred until delivery of the defereégments. When a sales arrangement contains feutfigments, Intevac
allocates revenue to each element based on agsptite hierarchy. The selling price for a deliv#esis based on its venc
specific evidence (“VSOE”) if available, third paevidence (“TPE”) if VSOE is not available, or bestimate of selling
price (“ESP”) if neither VSOE nor TPE is availabletevac generally utilizes the ESP due to the neaddi its products. In
certain cases, technology upgrade sales are aezbfortas multiple-element arrangements, usually lsgtween delivery
of the parts and installation on the customer’sesys. In these cases, Intevac recognizes reventiesfoelative sales price
of the parts upon shipment and transfer of tithe] ecognizes revenue for the relative sales prfi¢estallation services
when those services are completed. Revenue ratasades of spare parts is generally recognizet shipment. Revenue
related to services is generally recognized uponptetion of the services. In addition, Intevac ubesinstallment method
to record revenue based on cash receipts in sihgtrhere the account receivable is collected aneaxtended period of
time and in management’s judgment the degree téadiility is uncertain.

Intevac performs research and development workmwatéous government-sponsored research contfaetsenue on
cost-plus-fee contracts is recognized to the exdeobsts actually incurred plus a proportionat@ant of the fee earned.
Intevac considers fixed fees under cost-plus-fegraots to be earned in proportion to the allowablsts actually incurred
in performance of the contract. Revenue on fixadeptontracts is recognized on a milestone method o
percentage-of-completion method of contract acdngnEor contracts structured as milestone agre&snesvenue is
recognized when a specified milestone is achiepenijided that (1) the milestone event is substantimnature and there is
substantial uncertainty about the achievementehtiiestone at the inception of the agreementth@)nilestone payment
is non-refundable, and (3) there is no continuiagfgrmance obligations associated with the milesiosyment. Any
milestone payments received prior to satisfyingéheevenue recognition criteria are deferred. btegenerally determines
the percentage completed based on the percentagstsfincurred to date in relation to total estedacosts expected
through completion of the contract. When estimafastal costs to be incurred on a contract exastiinates of total
revenue to be earned, a provision for the entgs & the contract is recorded in the period the i® determined.
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Inventories

Inventories are valued using average actual cost@ee stated at the lower of cost or market. Hreying value of
inventory is reduced for estimated obsolescendhdéylifference between its cost and the estimatardten value based
upon assumptions about future demand. Intevac ateduhe inventory carrying value for potentialesscand obsolete
inventory exposures by analyzing historical andcgdated demand. In addition, inventories are eat@d for potential
obsolescence due to the effect of known and aatieghengineering change orders and new produastuél demand we
to be substantially lower than estimated, addifiimzentory adjustments for excess or obsoletentwg might be require
which could have a material adverse effect on bt&/business, financial condition and resultspsrations.

Warranty

Intevac estimates the costs that may be incurrddruine warranty it provides and records a ligbititthe amount of
such costs at the time the related revenue is réped. Estimated warranty costs are determinechlyaing specific
product and historical configuration statistics aedional warranty support costs. Intevac’s wagraftligation is affected
by product failure rates, material usage, and labsts incurred in correcting product failures dgrihe warranty period.
As Intevac’s customer service engineers and praiggsort engineers are highly trained and deplayeldally, labor
availability is a significant factor in determinitgpor costs. The quantity and availability of icat replacement parts is
another significant factor in estimating warrandgts. Unforeseen component failures or exceptioo@ponent
performance can also result in changes to warreogis. If actual warranty costs differ substanti&ibm our estimates,
revisions to the estimated warranty liability woble required.

Income Taxes

Intevac accounts for income taxes by recognizirfgrded tax assets and liabilities using statuteryrates for the
effect of temporary differences between the boaktan bases of recorded assets and liabilitiesppmetating losses and t
credit carryforwards. Deferred tax assets are mddaced by a valuation allowance if it is more ljkénan not that a portion
of the deferred tax asset will not be realized. Mpement has determined that it is more likely thatrthat its future taxak
income will be sufficient to realize its deferrexk assets.

The effective tax rate is highly dependent upongdbegraphic composition of worldwide earnings, egulations
governing each region, non-tax deductible expeasdsavailability of tax credits. Management cardgfolonitors the
changes in many factors and adjusts the effeativeme tax rate as required. If actual results dfffam these estimates,
Intevac could be required to record a valuatioovedince on deferred tax assets or adjust its effeaticome tax rate, whic
could have a material adverse effect on Intevag&ress, financial condition and results of opersi

The calculation of tax liabilities involves sigméint judgment in estimating the impact of uncettainin the
application of complex tax laws. Resolution of #a@scertainties in a manner inconsistent with latésexpectations cou
have a material impact on Intevac’s results of afi@ns and financial condition.

Valuation of IPR&D, Contingent Consideration, Goodllvand Other Intangible Assets

The purchase price of an acquired business isa#id¢c as applicable, between in-process reseattienrelopment
(“IPR&D"), other identifiable intangible assets,tiangible assets and goodwill. IPR&D is definedhasvalue assigned to
those projects for which the related products havalternative future use. Determining the portbthe purchase price
allocated to IPR&D and other intangible assets iregithe Company to make significant estimates. arheunt of the
purchase price allocated to IPR&D and other inthlegassets is determined by estimating the futasé flows of each
project or technology and discounting the net disis back to their present values. The discoutd used is determined
the time of the acquisition in accordance with pteé valuation methods. For IPR&D, these valuatisihodologies
include consideration of the risk of the project achieving commercial feasibility.
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Contingent consideration is recorded at the actipiistiate at the estimated fair value of the caydirt payments. The
acquisition date fair value is measured based erdnsideration expected to be transferred (préibabieighted),
discounted back to present value. The discountused is determined at the time of the acquisitiosiccordance with
accepted valuation methods. The fair value of tirgingent consideration is remeasured at the estihfair value at each
reporting period with the change in fair value gaiaed as income or expense in the consolidatéeinsénts of operations.

Goodwill represents the excess of the aggregatehpse price over the fair value of net assetsudtiicy IPR&D, of
acquired businesses. Intevac’s methodology forating the purchase price relating to purchaseisitigums is determined
through established and generally accepted valugichniques. Goodwill is measured as the excetfreafost of the
acquisition over the sum of the amounts assignéangible and identifiable intangible assets aaguless liabilities
assumed. Intevac assigns assets acquired (inclgdimgwill) and liabilities assumed to a reportingtas of the date of
acquisition.

Goodwill and purchased intangible assets with iimitef useful lives are not amortized, but are rexdd for
impairment annually during the fourth quarter ofteéiscal year and whenever events or changesdorostances indicate
that the carrying value of an asset may not bevezedle. For goodwill, Intevac performs a two-stapairment test. In the
first step, Intevac compares the fair value of eagorting unit to its carrying value. Intevac’poeting units are consistent
with the reportable segments identified in Noteld&sed on the manner in which Intevac operatémigmess and the nati
of those operations. Depending on the facts amaiwistances Intevac determines the fair value di ehis reporting unit
based upon the most appropriate valuation techniging the income approach, the market approaehcombination
thereof. The income and market approaches weretedlas management believes these approaches lbepereide the
most reliable indications of fair value when théuesof the operations is more dependent on théahil generate earnings
than on the value of the assets used in the primtuptocess. Under the income approach Intevaailedés the fair value
the reporting units based on the present valustohated future cash flows. Under the market apgrdatevac estimates
the fair value based on market multiples of revemuearnings for comparable companies. Each valua¢ichnique has
advantages and drawbacks, which must be considéred applying those techniques. The income approadely
correlates to management’s expectations of fuesalts but requires significant assumptions whah kee highly sensitive.
The market approach is relatively straightforwardaneasure, but it may be difficult to find direcdgmparable companies
in the marketplace. If the fair value of the repagtunit exceeds the carrying value of the nettassssigned to that unit,
goodwill is not impaired and no further testingpesformed. If the carrying value of the net assstigned to the reporting
unit exceeds the fair value of the reporting uthign Intevac would perform the second step ofitifgairment test in order
to determine the implied fair value of the repagtimit’s goodwill. If the carrying value of a repiog unit's goodwill
exceeds its implied fair value, Intevac would recan impairment loss equal to the difference. mfturth quarter of 200
Intevac recorded an impairment charge of $10.5anillor goodwill and purchased technology intangiésets due to a
decline in market value and lower revenue expemtatin light of current operating performance amaife operating
expectations. No impairment charges were recogriizédcal 2009 and 2010.

Equity-Based Compensation

Intevac records compensation expense for equitgebawards under Accounting Standards Codificatid®C”) 718,
“Compensation-Stock Compensation”, using the Bl&ckoles option pricing model. This model requirgsvac to
estimate the expected volatility of the price dekrac’s common stock and the expected life of thetg-based awards.
ASC 718 also requires forfeiture estimates of ggb#sed awards. Estimating volatility, expected &hd forfeitures
requires significant judgment and an analysis sfdnical data. Intevac may have to increase oredeser compensation
expense for equity-based awards if actual resiffesr gignificantly from Intevac’s estimates.
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Item 7A. Quantitative and Qualitative Disclosures About MarkRisk

Interest rate risk. Intevac’s exposure to market risk for changestiarest rates relates primarily to Intevac’s
investment portfolio. Intevac does not use denixafinancial instruments in Intevac’s investmenttfudio. Intevac places
investments with high quality credit issuers andpblicy, limits the amount of credit exposure tyyane issuer.
Investments typically consist of commercial papdijgations of the U.S. government and its agenciesporate debt
securities and ARS.

The table below presents principal amounts ande@laeighted-average interest rates by year of nitafor Intevac’s
investment portfolio at December 31, 2010.

Fair
2011 2012 2013 Beyond Total Value
(In thousands, except percentages)
Cash equivalent
Fixed rate amount $ 4,25¢ — — — $ 425t $ 4,25%
Weightec-average rat 1.81% — — —
Variable rate amoun $82,37¢ — —  $8237¢ $ 82,37t
Weightec-average rat 0.12% — — —
Shor-term investment
Fixed rate amount $ 4,994 — — — % 499 $§ 4,99
Weightec-average rat 0.33% — — —
Long-term investment
Fixed rate amount —  $12,59¢ — $10,90C $ 23,49 $ 22,86¢
Weightec-average rat — 331% — 1.64%
Total investment portfoli $91,62¢  $12,59! — $10,90C  $115,12:  $114,49:

At December 31, 2010, Intevac held investmentsRBAWith the liquidity issues experienced in globr@dit and
capital markets, Intevac’'s ARS have experiencedipielfailed auctions. Intevac continues to eatari@st at the maximum
contractual rate for each security. The estimatddes of the ARS held by Intevac are no longeaat As of December 31,
2010, Intevac had $10.3 million in ARS in the cdigated balance sheet, which is net of a tempanangalized loss of
$627,000. Management believes that the impairnetfiteoARS investments is temporary, primarily doette government
guarantee of the underlying securities and Intes/ability to hold the ARS for the foreseeable fatulanagement believes
that it is more likely than not that it would nat bequired to sell these securities before thevergoof their par amounts.
The unrealized loss is included in other compreiveriacome (loss).

Intevac continues to monitor the market for ARS aodsider its impact (if any) on the fair markelueaof its
investments. If the current market conditions amndi, or the anticipated recovery in market valuessdot occur, Intevac
may be required to record additional unrealizeddssor record an other-than-temporary impairmeatgghin 2011.

Based on Intevac’s ability to access its caskexfected operating cash flows, and other sourceadf, Intevac does
not anticipate that the lack of liquidity of thesgestments will affect Intevag’ability to operate its business in the ordir
course.

Foreign exchange risk.From time to time, Intevac enters into foreigmrency forward exchange contracts to
economically hedge certain of Intevac’s anticipdtaeign currency transaction, translation and easurement exposures.
The objective of these contracts is to minimizeithpact of foreign currency exchange rate movementstevac’'s
operating results. Intevac had no foreign currefocyard exchange contracts during any of the yeaded December 31,
2010, 2009 and 2008.
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Item 8. Financial Statements and Supplementary Data

INTEVAC, INC.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Intevac, Inc.

We have audited the accompanying consolidated balgineets of Intevac, Inc. (a Delaware corporatoil)
subsidiaries (collectively, the “Company”) as ofdeeber 31, 2010 and 2009, and the related consadiddatements of
operations, stockholders’ equity and comprehenisis@me (loss), and cash flows for each of the tlyeses in the period
ended December 31, 2010. Our audits of the basméial statements included the financial staterseimédule listed in tr
index appearing under Item 15(a)(2). These findsté@ements and financial statement scheduleharessponsibility of
the Company’s management. Our responsibility sxgaress an opinion on these financial statememtsiaancial
statement schedule based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamioUnitec
States). Those standards require that we plan arfidrp the audit to obtain reasonable assurancet afwether the
financial statements are free of material misstatemAn audit includes examining, on a test basiglence supporting the
amounts and disclosures in the financial statemé@msudit also includes assessing the accountiimgiples used and
significant estimates made by management, as welaluating the overall financial statement preg@n. We believe
that our audits provide a reasonable basis foopinion.

In our opinion, the consolidated financial statetegeferred to above present fairly, in all materégpects, the
financial position of Intevac, Inc. and subsidiaras of December 31, 2010 and 2009 and the redutegir operations and
their cash flows for each of the three years inpwéod ended December 31, 2010 in conformity \&@itbounting principles
generally accepted in the United States of Ame#Adso in our opinion, the related financial staterngchedule, when
considered in relation to the basic financial stetets taken as a whole, presents fairly, in allemaltrespects, the
information set forth therein.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bio@nited
States), the Company'’s internal control over finaheporting as of December 31, 2010, based dar@iestablished in
Internal Control— Integrated Frameworissued by the Committee of Sponsoring Organizatidribe Treadway
Commission (COSO) and our report dated Februar@5] expressed an unqualified opinion on the gffecess of the
Company'’s internal control over financial reporting

/s GRANT THORNTON LLP
San Jose, California

February 25, 2011
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INTEVAC, INC.
CONSOLIDATED BALANCE SHEETS

December 31,
2010 2009
(In thousands, except par
value)

ASSETS
Current asset:
Cash and cash equivale $109,52( $ 17,59:
Shor-term investment 4,99¢ 6,00(
Trade, notes and other accounts receivable, rataafances of $55 and $133 at December
2010 and 2009, respective 25,91 44,75¢
Inventories 20,67: 19,10(¢
Prepaid expenses and other current a: 6,63( 6,687
Deferred income tax asse¢ 3,12¢ 1,51¢
Total current asse 170,85( 95,65(
Property, plant and equipment, 1| 13,91¢ 12,35
Long-term investment 22,86¢ 66,24¢
Goodwill 18,38¢ 7,90¢
Other intangible assets, net of amortization 0881,and $1,248 at December 31, 2010 and 2
respectively 6,98¢ 3,531
Deferred income taxes and other I-term asset 18,76« 17,68¢
Total asset $251,77.  $203,37¢

LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:

Accounts payabl $ 556z $ 4,701
Accrued payroll and related liabiliti¢ 11,36 2,78¢
Other accrued liabilitie 11,10¢ 11,10¢
Customer advance 4,867 13,18(
Total current liabilities 32,89¢ 31,76¢
Other lon¢-term liabilities 11,63( 252

Commitments and contingenci
Stockholder’ equity:
Undesignated preferred stock, $0.001 par valu®0D0shares authorized, no shares issuec
outstanding — —
Common stock, $0.001 par valu
Authorized shares — 50,000 issued and outstandiages — 22,558 and 22,079 at

December 31, 2010 and 2009, respecti 23 22
Additional paic-in-capital 139,82« 134,07:
Accumulated other comprehensive income (It 25E (1,82¢)
Retained earning 67,14 39,09:

Total stockholdel' equity 207,24 171,35
Total liabilities and stockholde’ equity $251,77:  $203,37¢

See accompanying notes.
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INTEVAC, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

Net revenues
Systems and componet
Technology developme
Total net revenue
Cost of net revenue
Systems and componet
Technology developme
Total cost of net revenur
Gross profit
Operating expense
Research and developmt
Selling, general and administrati
Impairment of goodwill and intangible ass
Total operating expens
Operating income (los!
Interest income
Other income (expense), r
Income (loss) before income tax
Provision (benefit) for income tax:
Net income (loss

Net income (loss) per shai
Basic
Diluted
Weighted average shares outstand
Basic
Diluted

Years Ended December 31,

2010

2009

2008

(In thousands, except per share amount:

$184,21° $61,89: $ 95,96
18,30¢ 16,08¢ 14,348
202,52 77,98,  110,30°
101,97  36,17: 58,50:
12,87¢ 9,08¢ 8,46¢
114,85  45,26: 66,96¢
87,67. 32,7 43,33
27,91¢ 28,06« 35,08t
28,51¢ 22,00 28,22¢
— — 10,49¢
56,43 _ 50,06: 73,81(
31,23¢  (17,34)  (30,47)
89¢ 1,362 3,96¢
(126) (10¢) (36)
32,01.  (16,09) (26,53
3,96: (6,016  (11,19)
$ 28,04¢ $(10,07) $(15,34Y
$ 126 $ (046 $ (0.79)
$ 122 $ (046 $ (0.7))
22,34 2197 21,72
2297. 2197 21,72

See accompanying notes.
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INTEVAC, INC.

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY AND COMPREHENSIVE INCOME (LOSS)

Balance at December 31, 20

Shares issued in connection wi
Exercise of stock optior
Employee stock purchase pl

Income tax benefits realized from activity in emyde
stock plans

Equity-based compensation expel

Net loss

Unrealized loss on securities heldavailablefor-sale

Deferred taxes on unrealized loss on
availablefor-salesecurities

Foreign currency translation adjustm

Comprehensive los

Balance at December 31, 2C

Shares issued in connection wi
Exercise of stock optior
Employee stock purchase pl

Income tax benefits realized from activity in emyde
stock plans

Equity-based compensation expel

Net loss

Unrealized gain on securities heldavailable-for-sale

Deferred taxes on unrealized gain on
availablefor-salesecurities

Foreign currency translation adjustm

Comprehensive los
Balance at December 31, 20

Shares issued in connection wi
Exercise of stock optior
Employee stock purchase pl

Income tax benefits realized from activity in emyde
stock plans

Equity-based compensation expel

Net income

Unrealized gain on securities heldavailable-for-sale

Deferred taxes on unrealized gain on
availablefor-salesecurities

Foreign currency translation adjustm

Comprehensive inconr

Accumulated

Additional Other Total
Common Stock Paid-In Comprehensive  Retained  Stockholders’
Shares  Amount Capital Income (Loss)  Earnings Equity

(In thousands)

Balance at December 31, 2C

2159 $ 22 $120,02: $ 605 $ 64,51« $ 185,16:
48 — 32z — — 32z
166 —  1,51¢ — —  151¢
S — 327 — — 327
— —  6,49¢ — —  6,49¢
- — — — (15,34Y) (15,349
S — — (8,072) — (8,079
S — — 2,82t — 28
B — — (16€) — (166)

(20,75

21,80 $ 22 $128,68( $ (4,809 $ 49,16¢ $ 173,06¢
34— 22z — — 227
p Y — 89¢ — — 89¢
- — 69 — — 69
—  — 419 — — 419
- — — — (10,07) (10,07)
- — 4,371 — 371
- — — (1,529 — (1529
S — — 13¢ — 13¢

(7,097

22,07¢ $ 22 $134,07: $ (1,826 $39,09: $ 171,35
224 1 1,74 — — 1,741
25 — 1,02 — — 1,027
- — (279) — — (279
— —  326f — — 3,26t
S — — —  28,04¢ 28,04
- — — 3,07z — 3,07
- — — (1,075) — @07
S — — 86 — 86

30,13:

2255¢ $ 23 $139,82: $ 25E $ 67,14 $ 207,24

See accompanying notes.
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INTEVAC, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,
2010 2009 2008
(In thousands)

Operating activities
Net income (loss $ 28,04¢ $(10,077) $(15,34%
Adjustments to reconcile net income (loss) to meshcand cash equivalents provide

by (used in) operating activitie

Depreciation & amortizatio 5,307 5,031 4,70¢
Net accretion of investment premiums and disco — (20 (25€)
Gain on acquisitiol (481) — —
Impairment of goodwill and intangible ass — — 10,49¢
Amortization of intangible asse 554 554 70C
Equity-based compensatic 3,31¢ 4, 25¢ 6,571
Deferred income taxe (2,142 (87 (8,007
Excess tax benefits from eqi-based compensatic (299) (69) (327)
Loss on disposal of equipme 153 57 7
Changes in assets and liabiliti:
Accounts receivabl 18,84t (28,935 76E
Inventories (1,555 (1,41 4,43¢
Prepaid expenses and other as (2,66%) (3,177) (100)
Accounts payabl 45C 441 (3,46%)
Accrued payroll and other accrued liabilit 10,09t 6,902 (5,475
Customer advance (8,319 9,967 (2,91))
Total adjustment 23,26¢ (6,497 7,151
Net cash and cash equivalents provided by (useapi@lating activitie: 51,31 (16,56¢) (8,199
Investing activities
Purchase of investmer (20,689 (26,979 (7,000
Proceeds from sales and maturities of investrr 68,05( 25,45( 45,85(
Acquisition of SIT, net of cash acquir (2,63%) — —
Acquisition of Oerlikon assets, net of cash acql — — (15,099
Purchase of equipme (7,055 (2,615 (4,185
Net cash and cash equivalents provided by (useidvefting activities 37,67¢ (4,149 19,57:
Financing activities
Proceeds from issuance of common si 2,76¢ 1,12z 1,83¢
Payment of notes payable assumed upon SIT acqui a77) — —
Repayment of note payak — (2,000 (2,000
Excess tax benefits from eqi-based compensatic 29¢ 69 327
Net cash and cash equivalents provided by (usefthemcing activities 2,89( (809) 16&
Effect of exchange rate changes on ¢ 50 (87) (15)
Net increase (decrease) in cash and cash equis 91,92¢ (21,609 11,52¢
Cash and cash equivalents at beginning of p¢ 17,59: 39,20 27,67
Cash and cash equivalents at end of pe $109,52( $17,59: $ 39,20:
Cash paid (received) fo
Income taxe: $ 182¢ $ 71 $ 41C
Income tax refun $ (481 ¢ (2,82) $ (3,71))

See accompanying notes.
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies
Principles of Consolidation and Basis of Presentati

The consolidated financial statements include tdu@ants of Intevac, Inc. and its subsidiaries {lateor the
Company) after elimination of inter-company balanaad transactions.

The preparation of financial statements in conféymiith accounting principles generally acceptethia United State
of America requires management to make estimagsssumptions that affect the amounts reportelderconsolidated
financial statements and accompanying notes. Acasallts could differ materially from those estigst

Cash, Cash Equivalents and Investments

Intevac considers all highly liquid investmentshwatriginal maturities of three months or less wparchased to be
cash equivalents. Available-for-sale securitiespprnsed of commercial paper, obligations of the.lg@&ernment and its
agencies, corporate debt securities and Auctior Baturities (“ARS”), are carried at fair valuetiwiinrealized gains and
losses recorded within other comprehensive incdass) as a separate component of stockholderstyedrealized gains
and losses and declines in value judged to be tthertemporary, if any, on available-for-sale sii@s are included in
earnings. The cost of investment securities sottbiermined by the specific identification method.

Fair Value Measurement — Definition and Hierarchy

Intevac reports certain financial assets and li#dsl at fair value. Intevac measures fair valuagonordance with
Accounting Standards Codification (“ASC”) 820-1@ir Value Measurements and Disclosures”, whiclindsffair value
as the price that would be received from sellingsset or paid to transfer a liability in an orgeransaction between
market participants at the measurement date.

Fair value measurements are classified and distlosene of the following three categories:
Level 1 — Valuations based on quoted prices in active etarfor identical assets or liabilities.

Level 2 — Valuations based on other than quoted pricegiive markets for identical assets and liabiljties
quoted prices for identical or similar assets abilities in inactive markets, or other inputs theg observable or can
be corroborated by observable market data for anbatly the full term of the assets or liabilities

Level 3 — Valuations based on inputs that are generalbbsarvable and typically reflect management’s
estimates of assumptions that market participapntgddwise in pricing the asset or liability.

Business Combinations

On January 1, 2009, Intevac adopted a new accaustimdard issued by the Financial Accounting StedslBoard
(“FASB"), related to accounting for business conations using the acquisition method of accountprg\iiously referred
to as the purchase method). Among the significhahges, this standard requires a redefined measuntetate of a
business combination, expensing direct transaciosits as incurred, capitalizing in-process reseanchdevelopment
(“IPR&D") costs as an intangible asset and recaydirfiability for contingent consideration at theasurement date with
subsequent re-measurements recorded as generadlieuuistrative expense. This standard also requoets for business
restructuring and exit activities related to thguired company to be included in the post-combamefinancial results of
operations and also provides new guidance forgbegnition and measurement of contingent assettahbilities in a
business combination. Acquisitions consummated poidanuary 1, 2009 were accounted for in accagavith the
previously applicable guidance. During 2010, Inteirecurred $255,000 of acquisition-related costictvinave been
included in selling, general and administrativeenges on the Consolidated Statement of Operations.
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Trade Accounts and Notes Receivables and Doubtfotdunts

Intevac evaluates the collectibility of trade aauisureceivables and notes receivable on an ondpziag and provides
reserves against potential losses when approphtteagement analyzes historical bad debts, custooreentrations,
customer creditworthiness, changes in customer paytendencies and current economic trends whdoagireg the
adequacy of the allowance for doubtful accountst@uer accounts are written off against the allaganhen the amount
is deemed uncollectible. Also, accounts determtodak uncollectible are put in nonaccrual statusnehby interest is not
accrued on those accounts. Credit losses, wheizedahave been within the range of the Compampeetations.

Included in trade receivables at December 31, 201i@e current portion of a discounted promissarerfrom a
customer of $1.1 million. The non-current portidittee note receivable of $3.3 million is includedather longterm asset

Included in trade receivables are unbilled recdesbelated to government contracts of $1.1 milkon $2.1 million
at December 31, 2010 and December 31, 2009, résplgaivhich includes $474,000 and $371,000 of fetemtion,
respectively.

Inventories

Inventories are generally stated at the lower sf co market, with cost determined on an average lwasis.

Property, Plant and Equipment

Equipment and leasehold improvements are stateoksat Depreciation is computed using the straligiet-method ove
the estimated useful lives of the assets as folloasiputers and software, 3 years; machinery angpeent, 5 years;
furniture, 7 years; vehicles, 4 years; and leagsemoprovements, remaining lease term.

Goodwill and Purchased Intangible Assets

The purchase price of an acquired business isaé#id¢as applicable, between IPR&D, other idertiiantangible
assets, net tangible assets and goodwill. IPR&efmed as the value assigned to those projectstiarh the related
products have no alternative future use. Deterrgittie portion of the purchase price allocated ®&P and other
intangible assets requires the Company to makéfisigmt estimates. The amount of the purchase @ilceated to IPR&D
and other intangible assets is determined by e8timéhe future cash flows of each project or tebgy and discounting
the net cash flows back to their present values.dibcount rate used is determined at the timBeoftquisition in
accordance with accepted valuation methods. Fo&IFPRhese valuation methodologies include consitienzof the risk o
the project not achieving commercial feasibility.

Contingent consideration is recorded at the actjisdate at the estimated fair value of the ca@it payments. The
acquisition date fair value is measured based erdnsideration expected to be transferred (préibabieighted),
discounted back to present value. The discountused is determined at the time of the acquisitiosccordance with
accepted valuation methods. The fair value of trgingent consideration is remeasured at the ewthfair value at each
reporting period with the change in fair value grai@aed as income or expense in the consolidatéeinsénts of operations.

Goodwill represents the excess of the aggregatehpse price over the fair value of net assetsudtiicy IPR&D, of
acquired businesses. Intevac’s methodology forating the purchase price relating to purchaseisitigums is determined
through established and generally accepted valugichniques. Goodwill is measured as the excetfeeafost of the
acquisition over the sum of the amounts assignéangible and identifiable intangible assets aaguless liabilities
assumed. Intevac assigns assets acquired (inclgdimgwill) and liabilities assumed to a reportingtas of the date of
acquisition.
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Purchased intangible assets other than goodwikian@rtized over their useful lives unless thesesliare determined
to be indefinite. Purchased intangible assets améed at cost, less accumulated amortization. Aization is computed
over the estimated useful lives of the respectssets, generally one to thirteen years using thgst line method.

Goodwill and purchased intangible assets with iimitef useful lives are not amortized, but are rexdd for
impairment annually during the fourth quarter ofteéiscal year and whenever events or changesdorostances indicate
that the carrying value of an asset may not bevezedle. For goodwill, Intevac performs a two-stapairment test. In the
first step, Intevac compares the fair value of eagorting unit to its carrying value. Intevac’poeting units are consistent
with the reportable segments identified in Noteld&sed on the manner in which Intevac operatdsiggess and the nat
of those operations. Depending on the facts amtiwistances Intevac determines the fair value df e&is reporting unit
based upon the most appropriate valuation techniging the income approach, the market approaehcombination
thereof. The income and market approaches weretedlas management believes these approaches lbepereide the
most reliable indications of fair value when théuesof the operations is more dependent on théyatil generate earnings
than on the value of the assets used in the primthugtocess. Under the income approach Intevaailedés the fair value
the reporting units based on the present valustohated future cash flows. Under the market apgrdatevac estimates
the fair value based on market multiples of revemuearnings for comparable companies. Each valuagichnique has
advantages and drawbacks, which must be considéred applying those techniques. The income approasely
correlates to management’s expectations of fuesalts but requires significant assumptions whaah kee highly sensitive.
The market approach is relatively straightforwardaneasure, but it may be difficult to find direcdgmparable companies
in the marketplace. If the fair value of the repaytunit exceeds the carrying value of the nettassssigned to that unit,
goodwill is not impaired and no further testingpesformed. If the carrying value of the net assstigned to the reporting
unit exceeds the fair value of the reporting uhign Intevac would perform the second step ofnfgairment test in order
to determine the implied fair value of the repagtimit’s goodwill. If the carrying value of a repioig unit's goodwill
exceeds its implied fair value, Intevac would rekcan impairment loss equal to the difference. latesonducted these
impairment tests in the fourth quarter of fiscal@@nd the results of these tests indicated thevde’s goodwill and a
purchased intangible asset with an indefinite Udefel were not impaired. In the fourth quartera8f08, Intevac recorded
impairment charge of $10.5 million for goodwill apdrchased technology intangible assets due telanden market valu
and lower revenue expectations and future operatipgctations.

Impairment of Long-Lived Assets

Long-lived assets and certain identifiable intateyéssets to be held and used are reviewed foriimeat whenever
events or changes in circumstances indicate tleatalrying amount of such assets may not be reableerDetermination
of recoverability of long-lived assets is basedaarestimate of undiscounted future cash flows tiegufrom the use of the
asset and its eventual disposition. Measuremean @fhpairment loss for lonlized assets and certain identifiable intanc
assets that management expects to hold and uasdd bn the fair value of the asset. When an immeait loss is
recognized, the carrying amount of the asset isaedl to its estimated fair value. As a result dévac’s projected
undiscounted future cash flows related to certfitsantangible assets being less than the cagryalue of those assets,
Intevac recorded an impairment charge of $808,aG3¢al 2008. No impairment charges were recoghiadiscal 2010
and 20009.

Income Taxes

Deferred tax assets and liabilities are recognimedg enacted tax rates for the effect of tempod#fgrences between
book and tax bases of recorded assets and ligbilileferred tax assets are reduced by a valuatmmance if it is more
likely than not that a portion of the deferred &sset will not be realized.

On a quarterly basis, Intevac provides for incom@$ based upon an annual effective income taxThteeffective
tax rate is highly dependent upon the level ofdatés projected earnings, the geographic compasifo
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worldwide earnings, tax regulations governing e&gion, net operating loss carryforwards, availgbdf tax credits and
the effectiveness of Intevac’s tax planning strgegntevac carefully monitors the changes in mfacyors and adjust its
effective income tax rate on a timely basis. luattesults differ from the estimates, this coudddra material effect on
Intevac’s business, financial condition and resoftsperations.

The calculation of tax liabilities involves sigréint judgment in estimating the impact of uncettaiin the
application of complex tax laws. Resolution of #a@scertainties in a manner inconsistent with latésexpectations cou
have a material effect on Intevac’s business, firrcondition and results of operations.

Intevac recognizes accrued interest and penaélated to unrecognized tax benefits in the prowisay income taxes.

Sales and Value Added Taxes

Taxes collected from customers and remitted to gowental authorities are presented on a net basiei
accompanying Consolidated Statements of Operations.

Revenue Recognition

In 2009, the FASB issued amended revenue recogrgtiddance for arrangements with multiple delivéeatand
certain software sold with tangible products. Tinsv guidance eliminates the residual method ofrmegeecognition and
requires the use of management'’s best estimatlofgprice (“ESP”) for individual elements of anrangement when
vendor specific objective evidence (“VSOE”) or thpparty evidence (“TPE”) is unavailable. Intevaplemented this
guidance prospectively beginning in the first geadf fiscal 2010 for transactions that were inééhor materially modified
during fiscal 2010. The implementation of the navidgnce had an insignificant impact on reportedre@e¢nues as
compared to net revenues under the previous gusdasche new guidance did not change the unasajunting within
sales arrangements, and the elimination of thelwasimethod for the allocation of arrangement adersition had an
inconsequential impact on the amount and timingepbrted net revenues.

In 2010, the FASB issued guidance for the milestoe¢hod of revenue recognition. Under the milestoie¢hod,
consideration earned from achievement of the noitesis viewed as being indicative of the value juted to the customer
through either (1) the efforts performed or (2ppadfic outcome resulting from the performancedbiave that specific
milestone. Under the milestone method, contingeaingement consideration earned from the achieveafenmilestone |
recognized in its entirety in the period in whitle tmilestone is achieved. Under this new methaatobunting, a milestor
must be “substantive” before the method can beieghpthat is, at the inception of the arrangemketé is a substantial
uncertainty about the achievement of the milestenbstantive effort is required to achieve the stilee, and none of the
payment for the milestone is refundable. Intevaglémented this guidance prospectively beginningpéfirst quarter of
fiscal 2010 for transactions that were initiatedmaterially modified during fiscal 2010. Implemetia of this new
guidance had an insignificant impact on reported@eenues as compared to net revenues underahki®ps guidance.

Intevac recognizes revenue when persuasive eviddrare arrangement exists, delivery has occurreldtidle and risk
of loss have passed to Intevac’s customer or &s\hiave been rendered, the price is fixed or détabte, and
collectibility is reasonably assured. Intevac'spgiing terms are customarily FOB shipping point quiealent terms.
Intevac’s revenue recognition policy generally fesin revenue recognition at the following poins) for all transactions
where legal title passes to the customer upon gmpnintevac recognizes revenue upon shipmentifpr@ducts that have
been demonstrated to meet product specificatians far shipment; the portion of revenue associatgl certain
installation-related tasks is deferred, and the¢mee is recognized upon completion of the ingfaltarelated tasks; (2) for
products that have not been demonstrated to medtigir specifications prior to shipment, revenuegognized at
customer acceptance; and (3) for arrangementsinorganultiple elements, the revenue relating ® dindelivered
elements is deferred until delivery of the defereégments. When a sales arrangement contains feutfigments, Intevac
allocates revenue to each element based on agsptiite
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hierarchy. The selling price for a deliverable &séd on its vendor specific evidence (“VSOE”") i&gable, third party
evidence (“TPE”) if VSOE is not available, or bestimate of selling price (“ESP”) if neither VSOBIMTPE is available.
Intevac generally utilizes the ESP due to the matdiits products. In certain cases, technologyang sales are accounted
for as multiple-element arrangements, usually $@itveen delivery of the parts and installatiorttncustomer’s systems.
In these cases, Intevac recognizes revenue foethtve sales price of the parts upon shipmentteargsfer of title, and
recognizes revenue for the relative sales pridgastéllation services when those services are ceiegl Revenue related to
sales of spare parts is generally recognized ubipment. Revenue related to services is generatlygnized upon
completion of the services. In addition, Intevaesuthe installment method to record revenue basedsh receipts in
situations where the account receivable is colttoteer an extended period of time and in managemprigment the
degree of collectibility is uncertain.

Intevac performs research and development worknwaiéous government-sponsored research contfaetseenue on
cost-plus-fee contracts is recognized to the exdeobsts actually incurred plus a proportionat@ant of the fee earned.
Intevac considers fixed fees under cost-plus-fegraots to be earned in proportion to the allowablsts actually incurred
in performance of the contract. Revenue on fixadeptontracts is recognized on a milestone method o
percentage-of-completion method of contract acdngnfor contracts structured as milestone agret&snesvenue is
recognized when a specified milestone is achiepexijided that (1) the milestone event is substantimnature and there is
substantial uncertainty about the achievementehtiestone at the inception of the agreementth@)nilestone payment
is non-refundable, and (3) there is no continuiaggrmance obligations associated with the milesiosyment. Any
milestone payments received prior to satisfyingéheevenue recognition criteria are deferred. btegenerally determines
the percentage completed based on the percentagstsfincurred to date in relation to total estedacosts expected
through completion of the contract. When estimafastal costs to be incurred on a contract exastiinates of total
revenue to be earned, a provision for the entgs & the contract is recorded in the period the i® determined.

Advertising Costs

Advertising costs are expensed as incurred. Adsiegiicosts were not material for all periods présgn

Foreign Currency Translation

The functional currency of Intevacforeign subsidiaries in Singapore and Hong Karthé U.S. dollar. The functior
currency of Intevac’s foreign subsidiaries in Chiktalaysia and Korea, is the local currency of¢bantry in which the
respective subsidiary operates. Assets and liegsiliecorded in foreign currencies are translatggar-end exchange rates;
revenues and expenses are translated at averdugnercrates during the year. The effect of foreigmency translation
adjustments are included in stockholders’ equitg aesmponent of accumulated other comprehensiweriadn the
accompanying consolidated balance sheets. Thetefiéforeign currency transactions are includedther income in the
determination of net income. Net losses from faraigrrency transactions were $520,000, $226,006584¢D00 in 2010,
2009 and 2008, respectively.

Comprehensive Income

The components of accumulated other comprehensbagrie (loss), were as follows at December 31, 20102009:
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December 31,
2010 2009
(In thousands)

Accumulated net unrealized holding loss on ava@ldbt-sale investments, net

of tax $(408)  $(2,405)
Foreign currency translation gains and los 663 577
Total accumulated other comprehensive income ( $ 258 $(1,82%)

Employee Stock Plans

Intevac has equity-based compensation plans tbatd® for the grant to employees of equity-basedrads; including
incentive or non-statutory stock options, restdctéock, stock appreciation rights, performancésuamd performance
shares. In addition, these plans provide for tlaaigof non-statutory stock options to non-emplogieectors and
consultants. Intevac also has an employee stoahpse plan, which provides Intevac's employees thighopportunity to
purchase Intevac common stock at a discount thrpagholl deductions. See Note 2 for a complete rifgtson of these
plans and their accounting treatment.

Recent Accounting Pronouncements

In January 2009, the Securities and Exchange Cosionig¢*SEC”) issued Release No. 33-9002, “InterecData to
Improve Financial Reporting.” The final rule reqegrcompanies to provide their financial statemantsfinancial
statement schedules to the SEC and on their cagpavebsites in interactive data format using théeeXible Business
Reporting Language (“XBRL"). The rule was adoptgdte SEC to improve the ability of financial staent users to
access and analyze financial data. The SEC adagtédse-in schedule indicating when registrants fausish interactive
data. Under this schedule, Intevac will be requtcedubmit filings with financial statement infortiem using XBRL
commencing with its July 2, 2011 quarterly reportform 10-Q. Intevac is currently evaluating th@att of XBRL
reporting on its financial reporting process.

In December 2010, the FASB issued Accounting Stateddpdate (“ASU”) 2010-29, “Business Combinati¢fispic
805): Disclosure of Supplementary Pro Forma Infaromefor Business Combinations.” For business caorations that are
material on an individual or aggregate basis theraiment requires that comparative financial state¢snege presented and
revenue and earnings of the combined entity bdadied as though the business combination(s) thatrced during the
current year had occurred as of the beginningettimparable prior annual reporting period. Theradment also expands
the supplemental pro forma disclosures to includesxription of the nature and amount of mateniahrecurring pro form
adjustments directly attributable to the businesslmnation included in the reported pro forma rexeand earnings. The
amendment is effective prospectively for businessliinations for which the acquisition date is orafter the beginning «
the first annual reporting period beginning on fee@December 15, 2010. The adoption of the ASU02RQ will not have
material impact to the financial statements ofGloenpany.

2. Equity-Based Compensatior

Intevac accounts for share-based awards in accoedaith the provisions of the revised accountinglgnce which
requires the measurement and recognition of conapiensexpense for all share-based payment awards teeemployees,
consultants and directors based upon the granttaiatealue of those awards. The estimated faio®alf Intevac’s equity-
based awards, less expected forfeitures, is aredrtizer the awards’ service periods using the gradsting attribution
method. During the years ended December 31, 2003 and 2008 Intevac recognized equity-based cosapien expense
related to stock options and shares issued pursniiistemployee stock purchase plan of $3.3 mmijlf®4.3 million and
$6.6 million, respectively.
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Descriptions of Plans
2004 Equity Incentive Plan

In 2004, the Board of Directors and Intevac stodttéis approved adoption of the 2004 Equity IncenBNan (the
“2004 Plan”). The 2004 Plan serves as the succesgoty incentive program to the 1995 Stock Opttack Issuance Plan
(the “1995 Plan”). Upon adoption of the 2004 Pklhremaining shares available for issuance urfueed©95 Plan were
transferred to the 2004 Plan.

The 2004 Plan is a broad-based, long-term reteptiogram intended to attract and retain qualifiethegement and
employees, and align stockholder and employeedster The 2004 Plan permits the grant of incertiveon-statutory
stock options, restricted stock, stock appreciatights, performance units and performance shdieslate only stock
options have been issued pursuant to the 2004 Bjation price, vesting period, and other termsdatermined by the
administrator of the 2004 Plan, but the optiong@sball generally not be less than 100% of thenfigirket value per share
on the date of grant. As of December 31, 2010n8l8on shares of common stock were authorizedditure issuance
under the 2004 Plan. Options granted under the P0fid are exercisable upon vesting and vest ovérdseof up to five
years. Options currently expire no later than tearg from the date of grant. The 2004 Plan expiodster than March 10,
2014.

During the year ended December 31, 2010, Intevactgd 763,000 stock options pursuant to the 2084 with an
estimated total grarttate fair value of $5.1 million including 2,000 skesgranted to a consultant with a grant dateviglire
of $13,000. Of this amount, Intevac estimated thatequitybased compensation for option grants that willdréefted, an
are therefore not expected to vest, was $1.2 milluring the year ended December 31, 2009, Intgvated 536,000
stock options pursuant to the 2004 Plan with aimeséd total grant-date fair value of $1.4 milli@f. this amount, Intevac
estimated that the equity-based compensation fiwrogrants that will be forfeited, and are therefaot expected to vest,
was $319,000. During the year ended December 3B, 26tevac granted 697,000 stock options pursigatite 2004 Plan
with an estimated total grant-date fair value of3§4illion, including 7,500 shares granted to astétant with a grant date
fair value of $50,000. Of this amount, Intevacrastied that the equity-based compensation for opfiants that will be
forfeited, and are therefore not expected to weas $904,000.

2003 Employee Stock Purchase Plan

In 2003, Intevac's stockholders approved adoptiotm® 2003 Employee Stock Purchase Plan (the “ExR®iich
serves as the successor to the Employee Stockddar€Han originally adopted in 1995. Upon adoptibthe ESPP, all
shares available for issuance under the prior wiene transferred to the ESPP. The ESPP providesliéle employees
may purchase Intevac common stock through payealudtions at a price equal to 85% of the loweheffair market valu
at the beginning of the applicable offering pertwdat the end of each applicable purchase inte®féring periods are
generally two years in length, and consist of &sesf six-month purchase intervals. Eligible enyeles may join the ESPP
at the beginning of any six-month purchase intetalder the terms of the ESPP, employees can chiodse/e up to 10%
of their base earnings withheld to purchase Inte@egomon stock. Under the ESPP, Intevac sold 25526m,000 and
166,000 shares to employees in 2010, 2009 and 2888ctively. As of December 31, 2010, 236,000esheemained
available for issuance under the ESPP. During d@esyended December 31, 2010, 2009, and 2008 tngemated purcha
rights with an estimated total grant-date fair eadi $53,000, $328,000 and $1.0 million, respettive
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The effect of recording equity-based compensatoritfe years ended December 31, 2010, 2009 and\288&s
follows (in thousands):

2010 2009 2008
Equity-based compensation by type of aw:
Stock options $ 2,96 $ 3,46¢ $ 5,31t
Employee stock purchase pl 351 787 1,262
Total equit-based compensatic 3,31¢ 4,25¢ 6,577
Tax effect on equit-based compensatic (1,06¢) (1,229 (1,785
Net effect on net incomr $2,24¢  $3,031 $4,792

Stock Options

The exercise price of each stock option equalsrithket price of Intevac’s stock on the date of gritost options are
scheduled to vest over four years and expire e than ten years after the grant date. The féirevaf each option grant is
estimated on the date of grant using the Bl8ckeles option pricing model. This model was degwetbfor use in estimatil
the value of publicly traded options that have aeting restrictions and are fully transferableeVatc’s employee stock
options have characteristics significantly diffariom those of publicly traded options. The weghgaverage assumptions
used in the model are outlined in the followingléab

2010 2009 2008
Stock Options
Expected volatility 67.7% 67.1% 65.6(%
Risk free interest rai 1.65% 2.01% 2.87%
Expected term of options (in yea 452 4.47 4.47
Dividend yield None None None

The computation of the expected volatility assupomptised in the Black-Scholes calculations for neants is based
on historical volatility of Intevac’s stock pric€he risk-free interest rate is based on the yiellable on U.S. Treasury
Strips with an equivalent remaining term. The expedife of employee stock options represents thiglhted-average
period that the stock options are expected to nemaistanding and was determined based on histeparience of
similar awards, giving consideration to the cortiratterms of the stock-based awards and vestingdsdes. The dividend
yield assumption is based on Intevac’s historyaifpaying dividends and the assumption of not padinidends in the
future.

The weighted-average estimated fair value of emgdastock options granted during the years endedrbieer 31,
2010, 2009 and 2008 was $6.63, $2.57 and $6.18haee, respectively.

ESPP

The fair value of the employee stock purchase iigbstimated on the date of grant using the BBcheles option
pricing model with the following weighted-averagesamptions:

2010 2009 2008
Stock Purchase Right
Expected volatility 55.2(% 82.5¢% 62.6%%
Risk free interest rai 0.41% 0.852% 1.6&%
Expected term of purchase rights (in yei 0.7 1.8t 1.87
Dividend yield None None None
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The expected life of purchase rights is the peobtime remaining in the current offering periocheTweighted-
average estimated fair value of employee stockhmse rights granted pursuant to the ESPP duringeties ended
December 31, 2010, 2009 and 2008 was $4.63, $2d $%40 per share, respectively.

Stock Plan Activity
2004 Equity Incentive Plan

A summary of activity under the above captionedhiaas follows:

Weighted
Average Remaining
Weighted Average Contractual Term Aggregate Intrinsic
Shares Exercise Price (years) Value

Options outstanding at December 31,

2009 3,111,21. $11.5C 6.45 $ 7,744,62!

Options grante: 762,52! $12.22

Options forfeitec (264,83)) $15.4(

Options exercise (223,657 $ 7.7¢
Options outstanding at December 31,

2010 3,385,24! $11.61 5.9 $12,104,86
Vested and expected to vest at

December 31, 201 3,179,75! $11.6¢ 5.8¢€ $11,405,01
Options exercisable at December 31,

2010 2,007,90. $12.1¢ 5.0¢ $ 7,119,36!

The total intrinsic value of options exercised dgrfiscal years 2010, 2009 and 2008 was $1.3 mijl149,000 and
$204,000, respectively. At December 31, 2010, latdvad $3.4 million of total unrecognized compepsatxpense, net of
estimated forfeitures, related to stock option pldrat will be recognized over the weighted averagréod of 1.46 years.

The options outstanding and currently exercisabegember 31, 2010 were in the following exergigee ranges:

Options Outstanding Options Exercisable
Weighted Average
Remaining Number
Number of Share: Contractual Term Weighted Average Vested and Weighted Average

Range of Exercise Price Outstanding (In Years) Exercise Price Exercisable Exercise Price
$2.63- $4.06 610,50t 507 $ 3.44 346,86¢ $ 3.0¢€
$4.07- $7.72 285,65( 478 $ 7.0€ 275,710 $ 7.13
$7.73- $10.69 276,64( 54C % 9.3C 147,01! $ 9.2C
$10.70- $15.40 1,291,17. 6.6z $ 12.3: 463,55( % 12.7¢
$15.41- $15.81 13,87¢ 49: $ 15.7¢ 1387 % 15.7¢
$15.82- $16.13 501,15( 6.1t % 16.1: 435,88( $ 16.1:
$16.14- $22.01 282,25( 6.17 $ 19.07 208,62! $ 19.7¢
$22.12- $29.45 124,00( 55¢ % 24.2¢ 116,370 $ 24.0¢
$2.63- $29.45 3,385,24! 59: §% 11.61 2,007,900 $ 12.1¢

2003 Employee Stock Purchase Plan

During fiscal years 2010, 2009 and 2008 the agdecig&rinsic value of purchase rights exercisedanitde ESPP was
$2.2 million, $1.0 million and $267,000, respechyyeletermined as of the date of purchase. During
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fiscal years 2010, 2009 and 2008, 255,000, 2400@0166,000 shares were purchased at an averagbgyerprice of
$4.02, $3.73 and $9.15. At December 31, 2010, tivere 236,000 shares available to be issued uhdeE$PP. As of
December 31, 2010, Intevac had $15,000 of totadaognized compensation expense, net of estimatstiwes related to
purchase rights that will be recognized over theghted average period of 0.25 years.

3. Earnings Per Share

Intevac calculates basic earnings per share (“EBSHg net income (loss) and the weighted-averageber of shares
outstanding during the reporting period. DilutedSERcludes the effect from potential issuance oficmn stock pursuant
to the exercise of employee stock options.

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

2010 2009 2008
(In thousands, except per share amount
Net income (loss $28,04¢  $(10,077)  $(15,34H
Weightec-average share— basic 22,34( 21,97¢ 21,72«
Effect of dilutive potential common shat 637 — —
Weightec-average share— diluted 22,97% 21,97¢ 21,72«
Net income (loss) per sha— basic $ 126 $ (046 $ (0.7)
Net income (loss) per she— diluted $ 122 $ (046 $ (0.7
Antidilutive shares based on employee awards erd 1,89¢ 3,15C 2,761

Potentially dilutive common shares consist of seagesuable upon exercise of employee stock optanms are
excluded from the calculation of diluted EPS wheeirteffect would be anti-dilutive.

4. Concentrations
Credit Risk and Significant Customers

Financial instruments that potentially subject@@mpany to significant concentrations of credik isnsist of cash
equivalents, short- and lorigrm investments, and accounts and notes receivalbdeac generally invests its excess ca:
money market funds, commercial paper, obligatidrth® U.S. government and its agencies, corporalé securities and
ARS. By policy, investments in money market fundd &ARS are rated AAA or better, and Intevac lintlits amount of
credit exposure to any one issuer.

Intevac’s accounts receivable tend to be concetriata limited number of customers. At December2®10, three
customers accounted for 29%, 24% and 10%, respdgtief Intevac’s accounts receivable and in agategccounted for
63% of net accounts receivable. At December 3192000 customers accounted for 47% and 35%, reispégtof
Intevac’s accounts receivable and in aggregateusated for 82% of net accounts receivable.

Intevac’s largest customers tend to change fronogéo period. Historically, a significant portiaf Intevac’s
revenues in any particular period have been atalila to sales to a limited number of customer20h0, three customers
accounted for 40%, 26% and 12%, respectively, oEotidated net revenues and in aggregate accotont@8% of net
revenues. In 2009, two customers accounted for 8884l 7%, respectively, of consolidated net reveanelsin aggregate
accounted for 55% of net revenues. In 2008, twaoorners accounted for 35% and 34%, respectivelgposolidated net
revenues and in aggregate accounted for 69% aEmehues. Intevac performs credit evaluationssofitstomersfinancial
condition and generally requires deposits on systetars but does not generally require collateraltber security to
support customer receivables.
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Products

Disk manufacturing products contributed a signifiicportion of Intevac’s revenues in 2010, 2009, 28@8. Intevac
expects that the ability to maintain or expanctiterent levels of revenues in the future will deppempon continuing market
demand for its products; its success in enhantinexisting systems and developing and manufagiwampetitive disk
manufacturing equipment, such as the 200 Leanvdwite success in developing both military and comuiaéproducts
based on its low-light technology; and its sucéesilizing Intevac’s expertise in complex manufaing equipment to
develop and sell new equipment products for phdtaim(“PV”) and semiconductor wafer handling.

5. Balance Sheet Detail:

Balance sheet details were as follows for the yeaded December 31, 2010 and 2009:

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

December 31,

2010 2009

(In thousands)
Raw material $13,37C  $10,14°
Work-in-progress 5,29t 4,421
Finished good 2,00¢ 4 53;

$20,67.  $19,10(

Finished goods inventory consists primarily of coatgd systems at customer sites that are undergustajlation and
acceptance testing.

Property, Plant and Equipment

December 31,

2010 2009
(In thousands)
Leasehold improvemen $14,04:  $13,96¢
Machinery and equipme 36,93¢ 30,57-
50,97¢ 44,54
Less accumulated depreciation and amortize 37,06! 32,19(
Total property, plant and equipment, $13,91¢  $12,35!

Customer Advances

Customer advances generally represent nonrefundaplesits invoiced by the Company in connectioi wéceiving
customer purchase orders and other events precadaggtance of systems. Customer advances retapgedducts that
have not been shipped to customers and includaddounts receivable were $1.3 million at Decemiie£2810 and
$11.8 million at December 31, 2009.
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Other Accrued Liabilities

December 31,

2010 2009
(In thousands)
Contingent consideratic $ 4,23¢ $ —
Accrued product warrantie 2,61z 1,55(
Deferred revenu 1,71¢ 7,28¢
Other taxes payab 991 1,77¢
Accrued income taxe 36C 53
Other 1,197 442
Total other accrued liabilitie $11,10¢  $11,10¢

Other Long-Term Liabilities

December 31,

2010 2009
(In thousands)

Contingent consideratic $ 5,62¢ $ —

Accrued income taxe 4,09¢ —

Deferred profil 1,10¢ —

Accrued product warrantie 80:3 52

Accrued compensatic — 20C

Total other lon-term liabilities $11,63( $252

6. Goodwill and Purchased Intangible Assets, Ne

Information regarding goodwill by reportable segtisras follows:
Intevac
Equipment Photonics Total
(In thousands)

Balance as of December 31, 2( $ — $ 7,90¢ $ 7,90¢
Goodwill acquired during the peric 9,76¢ — 9,76¢
Impairment charge (9,689 — (9,689)
Foreign exchang (79) — (79)

Balance as of December 31, 2( $ — $ 7,90¢ $ 7,90¢
Goodwill acquired during the peric — — —
Impairment charge — — —

Balance as of December 31, 2( $ —  $ 790t $ 7,90t
Goodwill acquired during the peric 10,48 — 10,48¢
Impairment charge — — —

Balance as of December 31, 2( $ 10,48 $ 7,90¢ $18,38¢

Goodwill and indefinite life intangible assets &sted for impairment on an annual basis or maguiently upon the
occurrence of circumstances that indicate that gilbdnd indefinite life intangible assets may lbgpaired. Intevac
conducted these impairment tests in the fourthtquaf fiscal 2010 and 2009 and the results ofdttests indicated that
Intevac’s goodwill and purchased intangible asegtts indefinite useful lives were not impaired.
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In the fourth quarter of fiscal 2008, the Compargegienced a significant decline in its stock priée a result of the
decline in its stock price, the Company’s markgiitedization fell significantly below the recordedlue of its consolidated
net assets. Based on the results of its assessigmbdwill for impairment, Intevac determined tlia¢ fair value of its
Equipment reporting unit was less than the carryimige and impairment existed. Therefore, Inteverfqumed the second
step of the impairment test to determine the inaplar value of goodwill. The analysis indicateatibhere would be no
remaining implied value attributable to goodwillthe Equipment reporting unit and accordingly, aiewrote off all
$9.7 million of goodwill in its Equipment reportingnit. The goodwill associated with the Intevac Bhécs reporting unit
was not impaired.

During the year ended December 31, 2010, goodwilidased by $10.5 million due to the acquisitioSolar Implant
Technologies, Inc. (“SIT”).

Information regarding other acquisition-relatecaimjible assets is as follows:

December 31, 201! December 31, 200!
Gross Net Gross Net
Carrying  Accumulated Carrying Carrying Accumulated Carrying
Amount  Amortization ~ Amount ~ Amount  Amortization ~ Amount
(In thousands)

Customer relationshig $ 3,181 $ 1,07¢ $ 2,107 $ 3,181 $ 677 $ 2,50¢
Purchased technolog 1,14¢ 38¢ 757 1,14% 243 902
Covenants not to compe 14C 14C — 14C 12¢ 11
Backlog 19¢ 19¢ — 19¢ 19¢ —
Total amortizable intangible ass: 4,66¢ 1,801 2,86¢ 4,66¢ 1,24¢ 3,417
IPR&D 4,00( — 4,00( — — —
Tradename 12C — 12C 12C — 12C
Total intangible asse $ 8,78 $ 1,801 $ 6,982 $ 4,78 $ 1,24¢ $ 3,531

During the fourth quarter of fiscal year 2008 Irdeperformed an impairment test on intangible assed determined
that certain purchased technology assets in thgpEgunt and Intevac Photonics segments were impduedo lower
revenue expectations and future operating expeotatiThe determination was based on reviewing agtidhundiscounted
cash flows for these intangible assets, which Wwesg than their carrying values. As a result, laterecorded an
impairment charge of $808,000 in fiscal 2008, whigpresented the difference between the estimateuddlues of these
intangible assets as compared to their carryimg/fdiues which were determined based upon marketitons, the income
approach which utilized cash flow projections, atiger factors.

Total amortization expense of purchased intangifilethe years ended December 31, 2010, 2009 208 2@s
$554,000, $554,000 and $700,000 respectively. Ewdorortization expense is expected to be $541 02011, $541,000
for 2012, $541,000 for 2013, $363,000 for 2014,45280 for 2015 and $593,000 thereafter. Intangaskets by segment
of December 31, 2010 are as follows: Equipmen®) $@illion and Intevac Photonics; $972,000.

7. Business Combinations

On November 19, 2010, Intevac acquired the outgtgrehares of Solar Implant Technologies, Inc. T"§la
privately-owned, development stage company, crgatimion implant module to be used in the manufaajwof
photovoltaic cells. Intevac’s primary reasons fas acquisition were to complement its existingdarct offerings and to
provide opportunities for future growth. The praliary aggregate purchase price was $12.4 millidrickvconsisted of an
initial cash payment totaling $2.7 million and antingent consideration obligation with a fair valfe$9.7 million payable
in cash. In connection with the acquisition, Inteaaquired $4.0 million of IPR&D, $43,000 of tanigilassets, and
$10.5 million of goodwill and assumed $703,000anfdible liabilities. Intevac also recorded an $800,net deferred tax
liability to reflect the tax impact of the idengfi intangible assets that will
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not generate tax deductible amortization expensefrtbe future tax benefit of acquired net opergiioss carryforwards.
The value attributable to IPR&D has been capitdlizs an indefinite-lived intangible asset. Goodisikittributable to
estimated synergies arising from the acquisitiosh @her intangible assets that do not qualify &pasate recognition.
Goodwill is not deductible for tax purposes.

In connection with the acquisition of SIT, Intevagreed to pay up to an aggregate of $7.0 milliorash to the selling
shareholders if certain milestones are achieved @gpecified period. Intevac estimated the falu@af this contingent
consideration to be in the amount of $5.6 milli@sé&d on the probability that certain milestonesld/be met and the
payments would be made on the targeted dates edtlinthe acquisition agreement.

In connection with the acquisition of SIT, Intewvalso agreed to pay a revenue earnout on Intevatsexaenue from
commercial sales of certain products over a spetifieriod up to an aggregate of $9.0 million irhdasthe selling
shareholders. Intevac estimated the fair valudisfdontingent consideration to be in the amour#4ol million based on
probability-based forecasted revenues reflectibgviec’'s own assumptions concerning future revefi®&Ta A change in
the estimated probabilities of revenue achieveroeunld have a material effect on the statement efatppns and balance
sheets in the period of change.

Any change in fair value of the contingent consadien subsequent to the acquisition date is reeeghin operating
income within the statement of operations. TheValue of the contingent consideration increase@BFI00 during the
fourth quarter of fiscal 2010.

Prior to the acquisition, Intevac had an equitgiiest in SIT with a cost basis of $94,000 that aaunted for under
the cost method. As a result of revaluing Intevagjsity interest in SIT on the acquisition date, @ompany recognized a
gain of $481,000, which was included in other inepmet, in the consolidated statement of operations

Intevac has accounted for the acquisition of SI8 asisiness combination. Under business combinatioaunting, th
assets and liabilities of SIT were recorded afefacquisition date, at their respective fair vaJuand consolidated with the
Company. The preliminary purchase price allocaisdmased on estimates of the fair value of assefsieed and liabilities
assumed. Subsequent to the acquisition, Intevacipdill $177,000 in notes payable to certainisglshareholders
assumed upon the acquisition. The purchase preéden allocated as follows:

(In thousands)

Current assets (including cash of $ $ 40
Property, plant, and equipme 3
IPR&D 4,00(
Goodwill 10,48«
Long-term deferred tax asse 697
Total assets acquire 15,224
Notes payable to selle 177
Current liabilities 52€
Long-term deferred tax liabilitie 1,524
Total liabilities assume 2,22
Net assets acquire $ 12,997

Intevac’s consolidated financial statements inclBHEs operating results from the date of acquisitiNovember 19,
2010. The pro forma impact of the above acquisiti@s not significant to Intevasresults for the year ended Decembe
2010.
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On July 14, 2008, Intevac acquired certain assetdiabilities of OC Oerlikon Balzers Ltd. (“Oerlk”)’'s magnetic
media equipment business for a purchase price ®fi$tillion in cash, net of cash acquired. In addiintevac agreed to
pay contingent consideration to Oerlikon in thexiaf a royalty on Intevac’s net revenue from conuigrsales of certain
products. This agreement terminates on July 131 2Btevac has made no payments to Oerlikon urdeagreement
through December 31, 2010. As part of the acqaisitintevac also entered into a settlement agreewiémOerlikon
related to a patent infringement lawsuit filed bielvac against Unaxis USA, Inc., a wholly ownedsadiary of Oerlikon,
and all claims in the litigation were dismissed.

In connection with this acquisition, Intevac recerdyoodwill of $9.8 million and intangible asset$8.8 million. Of
the $3.8 million of acquired intangible assetsg$Rillion was assigned to customer relationship$é amortized over 6 to
9 years), $1.2 million was assigned to purchasetht@ogy (to be amortized over 3 to 7 years) ari8 was assigned
acquired backlog (to be amortized over 1 year)ufeutontingent payments will also be allocateddodyvill.

The results of operations for the acquired buseebsve been included in Intevac’s consolidateersiants of
operations for the periods subsequent to theiraee acquisition dates. Pro forma results of ap@ns have not been
presented because the effects of the acquisitindisjdually and in aggregate, were not material.

8. Financial Instruments
Cash and cash equivalents, short-term investmenttoag-term investments consist of:

December 31, 2010

Unrealized Unrealized
Amortized Holding Holding Fair
Cost Gains Losses Value

(In thousands)
Cash and cash equivaler

Cash $2288 $ — % — $ 2288

Commercial pape 2,99¢ — 1 2,99¢

Corporate bond 1,25¢ — — 1,25¢

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

Commercial pape $ 299 % — % — $ 2,99t

U.S. treasury and agency securi 1,99¢ — — 1,99¢
Total shor-term investment $ 499 $ — $ — $ 4,99«
Long-term investments

U.S. treasury and agency securi $ 697¢ 3 5 8 — % 6,98t

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

ARS 10,90( — 627 10,27
Total lon¢-term investment $ 2349 % 5 $ 632 $ 22,86t
Total cash, cash equivalents, and investm $138,00¢ $ 5 $ 632 $137,38(
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December 31, 2009

Unrealized Unrealized
Amortized Holding Holding Fair
Cost Gains Losses Value

(In thousands)
Cash and cash equivaler

Cash $ 8331 $ — 3 — $ 8,331

Money market fund 9,25¢ — — 9,25¢
Total cash and cash equivale $17,59: $ — 3 —  $17,59:
Shor-term investments

U.S. treasury and agency securi $ 6,000 $ — 3 — $ 6,00(
Total shor-term investment $ 6,00( $ — $ — $ 6,00(
Long-term investment

ARS $ 69,95( $ = $ 3,701 $66,24¢
Total lon¢-term investment $69,95( $ — $ 3,701  $66,24¢
Total cash, cash equivalents, and investm $9354: $ — $ 3,701 $89,84:

The contractual maturities of available-for-saleuséies at December 31, 2010 are presented ifottweving table.

Amortized Fair
Cost Value
(In thousands)
Due in one year or le: $ 91,62¢ $ 91,62
Due between one and two ye 12,59: 12,59:
Greater than two years (ARS, ranging from 20 y&aB5 years 10,90( 10,27:

$115,12° $114,49

As of December 31, 2010, Intevac’s investment ptidfincluded ARS with an aggregate par value di.9Imillion.
All of the ARS are student loan structured isswdgre the loans have been originated under the@eSartment of
Education’s Federal Family Education Loan Prograéhe principal and interest are 97-98% reinsurethby
U.S. Department of Education and the collaterabsatange from 102% to 115%. Securities with ayadwe of $8.5 millior
are rated AAA/Aaa, and a security with a par valti®2.4 million is rated AAA/A3. These investmehi@ve experienced
failed auctions beginning in February 2008. Theestments in ARS will not be accessible until a egstul auction occurs,
they are restructured into a more liquid secugthuyer is found outside of the auction procesth®underlying securities
have matured.

As of December 31, 2010, there was insufficienteotable market information for the ARS held by irate to
determine the fair value. Therefore Level 3 failues were estimated for these securities by incatpm assumptions that
market participants would use in their estimatefafvalue. At December 31, 2010, the fair valfi¢the ARS was
estimated at $10.3 million based on a valuatioilbylihan Capital Advisors, LLC using discounteditfliew models and
management applying internal analysis to the vadona®he estimates of future cash flows are baseceotain key
assumptions, such as discount rates appropriateddype of asset and risk, which are signifiaarabservable inputs.
Some of these assumptions included credit quaidyateralization, final stated maturity, estimatéshe probability of
being called or becoming liquid prior to final maty, redemptions of similar ARS, previous marketity for the same
investment security, impact due to extended peridasaximum auction rates and valuation models s€hsecurities are
classified as long-term assets, as managemenveglipat the ARS market will not become liquid witthe next year.
Potentially, it could take
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until the final maturity of the underlying notesiging from 20 years to 35 years) to realize tliesestments’ recorded
values.

Management believes that the impairment of the AR8stments is temporary, primarily due to the gowgent
guarantee of the underlying securities and Intesvability to hold these securities for the foreddeéuture. Management
believes that it is more likely than not that itwia not be required to sell these securities bettweaecovery of their par
amounts. A temporary impairment charge resultiinr&ealized loss being recorded in the other celmasive income
component of stockholdersguity. Such an unrealized loss does not reducaoeine for the applicable accounting per
because the loss is not viewed as other-than-teanyporhe factors evaluated to differentiate betwteemporary and
other-than-temporary include the projected futashcflows, credit ratings actions, and assessnfehe@redit quality of
the underlying collateral. Factors considered itedrining whether a loss is temporary include largfttime and the exte
to which the investment’s fair value has been thas the cost basis, the financial condition arar+term prospects of the
issuer, including any specific events which majuiafice the operations of the issuer, and Intevatesnt and ability to
retain the investment for a period of time suffitiéo allow for any anticipated recovery of failwa. As of December 31,
2010, management has no reason to believe thaifahg underlying issuers of Intevac’s ARS or thegurers are
presently at risk or that the underlying creditlgyaf the assets backing Intevac’'s ARS has begpaicted by the reduced
liquidity of these investments. As of December 3110, based on the Level 3 valuation performeayvist determined that
there was a temporary decline in fair value oARS of $627,000.

On March 19, 2009, Intevac filed a statement afhclander the Financial Industry Regulatory Authpdispute
resolution process against Citigroup Inc. and @itigp Global Markets, Inc. (collectively, “CitigroUpwith respect to
alleged fraud and market manipulation by Citigroeflated to ARS. The statement of claim requestati@iitigroup accept
Intevac’s tender of its ARS at par value and thégvac receive compensatory, consequential andiypeidiamages and
costs and expenses. Citigroup responded denyiegdas claims. The arbitration proceedings werepleted on June 10,
2010. On June 29, 2010, Intevac received a favenatiihg from the arbitration panel whereby Citigpowas ordered to
rescind the sale of the $54.8 million par valueursstanding ARS investments. On July 27, 2010 vhadeeceived
$54.8 million from the repurchase of the securibig<Citigroup at par including interest and recagui the reversal of a
$3.3 million temporary impairment charge in othemprehensive loss in the third quarter of fiscalry2010.

The following table represents the fair value hielg of Intevac’s assets and liabilities measutediavalue on a
recurring basis as of December 31, 2010.

Fair Value Measurements at December 31, 2010
Total Level 1 Level 2 Level 3
(In thousands)

Assets:
Money market fund $8237¢ $8237¢ $ — $ —
U.S. treasury and agency securi 8,98: 3,99t 4,987 —
Commercial pape 5,99/ — 5,99/ —
Corporate bonds and medi-term notes 6,86¢ — 6,86¢ —
ARS 10,27 — — 10,27
Total asset $114,49. $86,37 $17,84¢  $10,27:
Liabilities:
Contingent consideratic $ 987 $ — $ — $985]
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The following table presents the changes in LeviesBuments measured on a recurring basis foyehes ended
December 31, 2010 and 2009. The majority of Intesvhevel 3 balances consist of investment securitlassified as
available-for-sale with changes in fair value releaf in equity.

Changes in Level 3 instruments (in thousands):

Investment securities at December 31, 2 $ 66,32¢
Net unrealized gains and losses included in east —
Net unrealized gains and losses included in otbemrehensive inconr 4,371
Redemptions at p: (4,450
Investment securities at December 31, 2 66,24¢
Net unrealized gains and losses included in east —
Net unrealized gains and losses included in otbemeehensive inconr 3,07¢
Redemptions at p: (59,050
Investment securities at December 31, 2 $ 10,27:

Included in accounts payable is $660,000 and $D02200 book overdraft at December 31, 2010 and 268§ectively

9. Income Taxes

The provision for (benefit from) income taxes ondme (loss) from continuing operations consisttheffollowing (in

thousands):
Years Ended December 31,
2010 2009 2008
Federal:
Current $5,241 $(3,927) $ (3,499
Deferred (1,706 (3,860 (7,442)
3,63t (7,787%) (10,940
State:
Current 8 3 3
Deferred — 1,567 (560)
8 1,57( (557)
Foreign:
Current 41¢ 201 303
Total $ 3,962 $(6,016)  $(11,199

Income (loss) before income taxes (benefit) coedistf the following (in thousands):

Years Ended December 31,

2010 2009 2008
u.S. $ 384 $(22,517)  $(28,88¢)
Foreign 31,627 6,42( 2,34
$32,01: $(16,099)  $(26,539
Effective tax rate 12.4% 37.4% 42.2%
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The tax benefits associated with exercises of nalified stock options and disqualifying dispositsoof stock acquire
through incentive stock options and the employeekspurchase plan increased income taxes receibat$299,000,
$69,000 and $327,000 in 2010, 2009 and 2008 raspBctSuch benefits were credited to additionatiga capital.

Deferred income taxes reflect the net tax effettemporary differences between the carrying amoohassets and
liabilities for financial reporting purposes ane tamounts for income tax purposes. Significant camepts of deferred tax

assets are as follows (in thousands):

Deferred tax asset
Vacation, rent, warranty and other accrt
Depreciation and amortizatic
Inventory valuatior
Deferred incom:
Equity-based compensatic
Research and other tax credit carryforwe
Impairment losses cavailable-for-salesecurities
Other

Valuation allowance for deferred tax ass
Total deferred tax asse

Deferred tax liabilities
Purchased technolog

Net deferred tax asse

As reported on the balance she
Current assetl
Deferred tax asse
Valuation allowance for deferred tax ass
Net current deferred tax ass
Other lon¢-term asset
Deferred tax asse
Valuation allowance for deferred tax ass
Net nor-current deferred tax asst

Net deferred tax asse

December 31,

2010 2009
$ 1,070 $ 93z
3,41¢ 3,28(
2,02¢ 2,04¢
30¢ (719
6,15¢ 6,221
16,94¢ 15,86¢
221 1,29t
(211) (299)
29,94 28,63:
(10,699 (10,576
19,24: 18,05¢
(1,52¢) —
$17,71¢  $18,05¢
$ 340C $ 246°
(276) (950)
3,12¢ 1,51¢
25,01 26,16
(10,429 (9,626)
14,59« 16,54
$17,71¢  $18,05¢

The valuation allowance of $10.7 million is attrible to state income tax temporary differencesdefdrred resear
and other tax credits that are not realizable énftheseeable future. State research credit carvwyafrds of $7.6 million,
which are fully offset by a valuation allowance, ut expire.
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The difference between the tax provision (benefithe statutory federal income tax rate and tkgtavision (benefil
was as follows (in thousands):

Years Ended December 31

2010 2009 2008

Income tax (benefit) at the federal statutory $ 11,20¢ $(5,6379) % (9,289
State income taxes, net of federal ber 5 1,02(C (312)
Effect of foreign operations taxes at various r. (20,650 (2,046 (518)
Research tax credi (500) (56E) (1,200
Effect of tax rate changes, permanent differencesaajustments of prior deferre 187 96& (36)
Unrecognized tax benefi 3,71¢€ 242 14C
Other — — (79)

Total $ 3,962 $(6,016  $(11,199

Included in the above rate reconciliation for tleyended December 31, 2009 is $600,000 of nevarshle federal
adjustments related to prior estimates for resei@cleredits and the Domestic Production ActiviliEduction (DPAD).
Included in the above rate reconciliation for tleayended December 31, 2008 is $696,000 of netdhimfederal and ste
adjustments related to prior estimates for rese@chredits, DPAD, deduction limits on executiwnpensation, and a
book and tax basis difference related to Intevant&rest in a real estate investment.

Intevac has not provided for U.S. federal income fameign withholding taxes on approximately $4smtlion of
undistributed earnings from non-U.S. operationsfd3ecember 31, 2010 because Intevac intendsrnweesi such earnings
indefinitely outside of the United States. If Intewvere to distribute these earnings, foreign taxits may become
available under current law to reduce the resultitfg. income tax liability. Determination of the aamt of unrecognized
deferred tax liability related to these earningsaspracticable. Intevac will remit the nardefinitely reinvested earnings
any, of Intevac’s non-U.S. subsidiari@sere excess cash has accumulated and Intevamilegsrthat it is advantageous
business operations, tax or cash reasons.

Intevac enjoys a tax holiday in Singapore throughtax years ending in 2015. The tax holiday presid lower
income tax rate on certain classes of income am@dfneement requires that certain thresholds afiéss investment and
employment levels be met in Singapore in order antain this holiday. As a result of this incentitlee impact of the tax
holiday decreased income taxes by $5.1 million2 $dillion and $250,000 in 2010, 2009 and 2008, eetipely. The
benefit of the tax holiday on net income (loss) gfeare (diluted) was approximately $0.22, $0.06, %M 01 in 2010, 2009
and 2008, respectively.

Included in prepaid expenses and other currentaasbéoth December 31, 2010 and 2009 is $4.4anithf Federal
income taxes receivable which represents amounitadle as a result of carryback of losses. As eéénber 31, 2010, ti
Company had Federal NOL carryforwards availableftset future taxable income of approximately $968, that expire
between 2028 and 2030. As of December 31, 2010 tmepany had state NOL carryforwards availableffeeo future
state taxable income of approximately $28.9 millioat expire between 2011 and 2030. In additiom Gbmpany had
various federal and state tax credit carryforwamsbined of approximately $14.4 million. Approxirat $6.3 million of
the credit carryforwards are available to offseétife tax liabilities and expire between 2025 an8®0 he remaining
amount is available indefinitely. Certain of theseryforwards, when realized, will be credited tldiéional paid-in capital.

63




Table of Contents

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

The total amount of gross unrecognized tax benefits $4.5 million as of December 31, 2010, of whiphto
$4.1 million would affect Intevac’s effective taate if realized. The aggregate changes in the balahgross unrecognized
tax benefits were as follows:

(In thousands):

Beginning balance as of December 31, 2 $ 54C
Increases in balances related to tax positionstdkeing current perio 242
Balance as of December 31, 2( 782
Increases in balances related to tax positionstdkeing current perio 3,71¢
Balance as of at December 31, 2! $ 4,49¢

The unrecognized tax benefits may decrease indketwelve months due to examinations by tax autiber Intevac
did not accrue any interest or penalties relatatiése unrecognized tax benefits because Intevsaothar tax attributes
which would offset any potential taxes due.

Intevac is subject to income taxes in the U.S.f@darisdiction, and various states and foreigmsfictions. Tax
regulations within each jurisdiction are subjecttte interpretation of the related tax laws andit&ipns and require
significant judgment to apply. With few exceptioirgievac is not subject to U.S. federal, statelandl, or international
jurisdictions income tax examinations by tax adities for the years before 2004. The Company ctydras a Californic
income tax examination for fiscal years ended 2@096 and 2007. Presently, there are no otherearicome tax
examinations in the jurisdictions where Intevacrafes.

10. Employee Benefit Plans
Employee Savings and Retirement Plan

In 1991, Intevac established a defined contributetirement plan with 401(k) plan features. Thenglavers all Unite
States employees eighteen years and older. Emglogag make contributions by a percentage reduatitimeir salaries,
not to exceed the statutorily prescribed annuai.limtevac made cash contributions of $438,00095200 and $541,000
for the years ended December 31, 2010, 2009, ad8, 28spectively. Employees may choose among daugestment
options for their contributions and their sharérmiévac’s contributions, and they are able to miowvels between
investment options at any time. Intevac’s commaulsts not one of the investment options. Admiriste expenses
relating to the plan are insignificant.

Employee Bonus Plans

Intevac has various employee bonus plans. A psbiiring plan provides for the distribution of aqegrtage of pre-tax
profits to substantially all of Intevac’s employeest eligible for other performandeased incentive plans, up to a maxirr
percentage of compensation. Other plans award &ongaarterly bonuses to Intevac’s executives keydcontributors
based on the achievement of profitability and o#percific performance criteria. Charges to expemsker these plans were
$7.6 million for the year ended December 31, 20t&re were no charges to expense under thesefplathe years ended
December 31, 2009 and 2008.

11. Commitments and Contingencies

Leases

Intevac leases certain facilities under raamcelable operating leases that expire at vatiowes up to March 2017 at
has options to renew most leases, with rentalg todgotiated. Certain of Intevac’s leases conteimigions for rental
adjustments. Included in other lotgrm assets on the Consolidated Balance Sheesd &0 of prepaid rent related to
effective rent on Intevac’s long-term lease foeirac’'s Santa Clara facility. The facility leaseguiee Intevac to pay for all
normal maintenance costs. Gross rental expensepygsximately
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$3.3 million, $3.4 million and $3.2 million for theears ended December 31, 2010, 2009, and 20@&:atdgely. Future

minimum lease payments at December 31, 2010 to&l@d’ million and were: $2.6 million for fiscal 20; $2.2 million
for fiscal 2012; $1.9 million for fiscal 2013; $1ndillion for fiscal 2014; $1.5 million for fiscal®L5 and $2.0 million for
thereafter.

Guarantees
Officer and Director Indemnifications

As permitted or required under Delaware law anthéomaximum extent allowable under that law, Intelvas certain
obligations to indemnify its current and formeriofirs and directors for certain events or occueenehile the officer or
director is, or was serving, at Intevac’s requeslch capacity. These indemnification obligatiaresvalid as long as the
director or officer acted in good faith and in ammer the person reasonably believed to be in ooppbsed to the best
interests of the corporation and, with respectiyp @iminal action or proceeding, had no reasoneblese to believe his or
her conduct was unlawful. The maximum potential amaof future payments Intevac could be requirechéike under
these indemnification obligations is unlimited; rewer, Intevac has a director and officer insurgraey that mitigates
Intevac’s exposure and enables Intevac to recopertion of any future amounts paid. As a resulinéévac’s insurance
policy coverage, Intevac believes the estimatadvigiue of these indemnification obligations is nudterial.

Other Indemnifications

As is customary in Intevac’s industry, many of irge’s contracts provide remedies to certain thadips such as
defense, settlement, or payment of judgment f@lledtual property claims related to the use opitsducts. Such
indemnification obligations may not be subject taximum loss clauses. Historically, payments matee to these
indemnifications have been immaterial.

Warranty

Intevac provides for the estimated cost of warravttgn revenue is recognized. Intevaw/arranty is per contract ter
and for its disk manufacturing systems the warraypycally ranges between 12 and 24 months frontocnsr acceptance.
For systems sold through a distributor, Intevaersffa 3 month warranty. The remainder of any wayrperiod is the
responsibility of the distributor. During this wanty period any defective non-consumable partsesiaced and installed
at no charge to the customer. The warranty penpdomsumable parts is limited to their reasonabsble lives. Intevac
uses estimated repair or replacement costs alamgitwihistorical warranty experience to deterniteavarranty obligation.
Intevac generally provides a twelve month warramtyits Intevac Photonics’ products. The provisionthe estimated
future costs of warranty is based upon historicat @nd product performance experience. Intevacmses judgment in
determining the underlying estimates.

On the Consolidated Balance Sheet, the short-teniop of the warranty provision is included in ettaccrued
liabilities, while the long-term portion is includén other long-term liabilities. The expense agsed with product
warranties issued or adjusted is included in cbaebrevenues on the Consolidated Statements efafipns.
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The following table displays the activity in the manty provision account for 2010 and 2009:

2010 2009
(In thousands)
Beginning balanc $ 1,602 $ 1,69t
Expenditures incurred under warrant (2,939 (1,64%)
Accruals for product warrantie 4,29: 1,74(C
Adjustments to previously existing warranty accst 45¢ (18¢)
Ending balanc $3,41¢ $ 1,602
The following table displays the balance sheetsifi@sition of the warranty provision account at Beer 31, 2010
and 2009:
December 31,
2010 2009
(In thousands)
Other accrued liabilitie $2,612  $1,55(
Other lon¢-term liabilities 803 52
Total warranty provisiol $3,41t  $1,60:7

Legal Matters

From time to time, Intevac receives notificatioarfr third parties, including customers and supplisegking
indemnification, litigation support, payment of neynor other actions in connection with claims magdainst them. In
addition, from time to time, Intevac receives riotfion from third parties claiming that Intevacyrtze or is infringing the
intellectual property or other rights. Intevac ailssubject to various other legal proceedingsdaitihs, both asserted and
unasserted, that arise in the ordinary course sifiegs. Although the outcome of these claims aadgadings cannot be
predicted with certainty, Intevac does not belithat any of these other existing proceedings amdavill have a material
adverse effect on its consolidated financial caadior results of operations.

12. Segment and Geographic Informatior

Intevac’s two reportable segments are: Equipmedtiai@vac Photonics. Effective in the second quat€008,
Intevac renamed the Imaging Instrumentation segiméenac Photonics. Intevac’s chief operating deoisnaker has been
identified as the President and CEO, who revievesating results to make decisions about allocatisgurces and
assessing performance for the entire Company. Sgignfermation is presented based upon Intevac’'sagament
organization structure as of December 31, 2010tlaedlistinctive nature of each segment. Future gbsuto this internal
financial structure may result in changes to thmreble segments disclosed.

Each reportable segment is separately managedaangkparate financial results that are revieweldteyac's chief
operating decision-maker. Each reportable segmmmtins closely related products that are uniqubegatrticular
segment. Segment operating profit is determineddagpon internal performance measures used byhibEaperating
decision-maker.

Intevac derives the segment results from its irlenmanagement reporting system. The accountingipslintevac
uses to derive reportable segment results areasulaly the same as those used for external rieygopurposes.
Management measures the performance of each rbfgosegment based upon several metrics, includiders, net
revenues and operating income. Management usesriggts 