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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

FORM 10-Q

(MARK ONE)

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

For the quarterly period ended July 3, 2010

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

Commission file number 0-26946

INTEVAC, INC.

(Exact name of registrant as specified in its chaetr)

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

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

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

Indicate by check mark whether the regist(ahtas filed all reports required to be filed bgc8on 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was redquodile such reports), and (2) has been
subject to such filing requirements for the past@9s.Md Yes O No

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

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

Large accelerated filed Accelerated filel Non-accelerated filed Smaller reporting compar
(Do not check if a smaller reporting compée

Indicate by check mark whether the registimat shell company (as defined in Rule 12b-2 ofAbg. 0 Yes M No
On August 3, 2010, 22,430,470 shares of trggdRant's Common Stock, $0.001 par value, werstantding.
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PART I. FINANCIAL INFORMATION

Iltem 1. Financial Statements

INTEVAC, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

July 3, December 31
2010 2009
(Unaudited)
(In thousands)
ASSETS
Current assett

Cash and cash equivalel $ 26,80 $ 17,59
Shor-term investment — 6,00(

Trade and other accounts receivable, net of alleesuof $55 at July 3, 2010 and $133 at Decembe
2009 63,58 44,75¢
Inventories 42,55 19,10(
Prepaid expenses and other current a: 7,59¢ 6,687
Deferred income tax ass¢ 1,32¢ 1,51¢
Total current asse 141,86: 95,65(
Property, plant and equipment, | 11,92% 12,35!
Long-term investment 61,63 66,24¢
Goodwill 7,90¢ 7,90t
Other intangible assets, net of amortization o636,at July 3, 2010 and $1,248 at December 31, 3,25¢ 3,631
Deferred income taxes and other I-term asset 15,57 17,68¢
Total asset $242,15! $ 203,37¢

LIABILITIES AND STOCKHOLDERS ' EQUITY

Current liabilities:

Accounts payabl $ 16,17 $ 4,701
Accrued payroll and related liabiliti¢ 7,73 2,784
Other accrued liabilitie 15,32¢ 11,104
Customer advance 14,50: 13,18(
Total current liabilities 53,74( 31,76¢
Other lon¢-term liabilities 76€ 252
Stockholder’ equity:
Common stock, $0.001 par val 22 22
Additional paic-in capital 136,83: 134,07:
Accumulated other comprehensive i (2,066 (1,82¢)
Retained earninc 52,85¢ 39,09:
Total stockholdel equity 187,64¢ 171,35
Total liabilities and stockholde’ equity $242,15! $ 203,37¢

Note: Amounts as of December 31, 2009 are derir@d the December 31, 2009 audited consolidatedhdiiahstatement:

See accompanying notes to the condensed consadlifiaéacial statements.
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Net revenues
Systems and componei
Technology developmel
Total net revenue
Cost of net revenue
Systems and componei
Technology developmel
Total cost of net revenuu
Gross profi
Operating expense
Research and developm

INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Three months ended

July 3,

2010

63,961

4,631

68,59¢

36,42¢
3,13¢

39,56/

Selling, general and administrati

Total operating expens:

Income (loss) from operatiol
Interest income and other, r

Income (loss) before income tax

29,03/

7,011
7,55¢

14,56¢

Provision for (benefit from) income tax

Net income (loss

Net income (loss) per shai
Basic
Diluted

Weighted average common shares outstant

Basic
Diluted

14,468
72

14,53}

2,20(

12,33:

0.5¢
0.54

22,28¢
22,93

June 27,

2009
(Unaudited)

(In thousands, except per share amounts)

$

8,981

3,331

12,31¢

5,75¢
2,045

7,80¢

4,51z

7,38¢
5,39/

12,77¢

(8,266)
22¢

(8,03%)
(3,55)
$ (4,489

$
$

(0.20)
(0.20)

21,93(
21,93(

Six months ended

July 3,
2010

$ 92,87¢
8,86:
101,74(

52,321

5,901
58,22¢
43,51:

13,55¢
14,128
27,68(
15,83:
463
16,29¢
2,52¢

$ 13,76

$ 0.6z
$ 0.6¢

22,24
22,95!

See accompanying notes to the condensed consadlifiaséacial statements.
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June 27,
2009

$ 17,65¢
6,96¢
24,62¢

11,81¢
4,03
15,84¢
8,77¢

15,41¢
11,10¢
26,51¢
(17,740
65¢
(17,08:)
(6,82)

$ (10,26()

$  (0.47)
$  (0.47)

21,90¢
21,90¢
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INTEVAC, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities
Net income (loss
Adjustments to reconcile net income (loss) to rRehcand cash equivalents provided by (used inatipgr
activities:
Depreciation and amortizatic
Equity-based compensatic
Deferred income taxe
Loss on disposal of equipme
Changes in operating assets and liabili
Total adjustment
Net cash and cash equivalents provided by (useacb@jating activitie:
Investing activities
Purchases of investmer
Proceeds from maturities of investme
Purchases of leasehold improvements and equip
Net cash and cash equivalents provided by (useidveyting activities
Financing activities
Net proceeds from issuance of common si
Repayment of note payat
Net cash and cash equivalents provided by (usefthismcing activities
Effect of exchange rate changes on ¢
Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of pe
Cash and cash equivalents at end of pe

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

July 3,
2010

June 27,
2009

(Unaudited)
(In thousands)

$ 13,767

2,92
1,58
2,094
122
(20,399

(13,679
92

(2,999
13,20(

(2,34)
7,85¢

1,231
1,231

33

9,21¢t
17,59:

$ 26,801

$(10,260)

2,57¢
2,70¢
(3,771
(985)

52¢
(9,732

(14,987)
6,50(
(1,459
(9,93%)

512
(2,000
(1,487)

(57)
(21,21))
39,20

$ 17,99(
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

1. Basis of Presentation and Significant Accountingolicy
Basis of Presentatiol

In the opinion of management, the unauditéerim condensed consolidated financial statemdmitstevac, Inc. and its subsidiaries (Inte'
or the Company) included herein have been preparexdbasis consistent with the December 31, 208Realiconsolidated financial stateme
and include all material adjustments, consistingaimal recurring adjustments, necessary to fairhsent the information set forth therein.
These unaudited interim condensed consolidateddinbstatements should be read in conjunction Wighaudited consolidated financial
statements and notes thereto included in Intevacisial Report on Form 10-K for the fiscal year ethilecember, 31, 2009 (2009 Form 10-
K). Intevac’s results of operations for the thred aix months ended July 3, 2010 are not necegsadicative of future operating results.

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

Revenue Recognitio

In 2009, the Financial Accounting Standardaf8d“FASB”) issued amended revenue recognitionlgiuce for arrangements with multiple
deliverables and certain software sold with targjroducts. This new guidance eliminates the resichethod of revenue recognition and
allows the use of management’s best estimate lfiggrice (“ESP”) for individual elements of arrangement when vendor specific objective
evidence (“WVSOE") or third party evidence (“TPE%)unavailable. Intevac implemented this guidancsgectively beginning in the first
quarter of fiscal 2010 for transactions that weitdted or materially modified during fiscal 20IThe implementation of the new guidance had
an insignificant impact on reported net sales aspared to net sales under previous guidance, agthguidance did not change the units of
accounting within sales arrangements, and the editiin of the residual method for the allocatiormoBngement consideration had an
inconsequential impact on the amount and timingepbrted net sales.

In 2010, the FASB issued guidance for the shilee method of revenue recognition. Under thestulee method, consideration earned from
achievement of the milestone is viewed as beingative of the value provided to the customer tigloeither (1) the efforts performed or (2
specific outcome resulting from the performancadhieve that specific milestone. Under the milestorethod, contingent arrangement
consideration earned from the achievement of astaifee is recognized in its entirety in the periodvhich the milestone is achieved. Under
this new method of accounting, a milestone musshbstantive” before the method can be applied;ithat the inception of the arrangement
there is a substantial uncertainty about the aehni@nt of the milestone, substantive effort is regfito achieve the milestone, and none of the
payment for the milestone is refundable. Intevaglémented this guidance prospectively beginnintpénfirst quarter of fiscal 2010 for
transactions that were initiated or materially nfiedi during fiscal 2010. Implementation of this nguidance had an insignificant impact on
reported net sales as compared to net sales urglgéoyps guidance.

Intevac recognizes revenue when persuasivieree of an arrangement exists, delivery has cedwnd title and risk of loss have passed to
Intevac’s customer or services have been renddredrice is fixed or determinable, and collectipils reasonably assured. Intevac’s shipping
terms are customarily FOB shipping point or equanaterms.
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

Intevac’s revenue recognition policy generally Hssin revenue recognition at the following poings) for all transactions where legal title
passes to the customer upon shipment, Intevac mezxgrevenue upon shipment for all products thaetbeen demonstrated to meet product
specifications prior to shipment; the portion ofegrue associated with certain installation-relatestts is deferred, and that revenue is
recognized upon completion of the installationtedatasks; (2) for products that have not been destnated to meet product specifications
prior to shipment, revenue is recognized at cust@neeptance; and (3) for arrangements containimgjpte elements, the revenue relating to
the undelivered elements is deferred until delivarthe deferred elements. When a sales arrangesnatdins multiple elements, Intevac
allocates revenue to each element based on agsptiite hierarchy. The selling price for a delil#eais based on its VSOE if available, TPE if
VSOE is not available, or ESP if neither VSOE n®ETis available. Intevac generally utilizes the EBE to the nature of its products. In
certain cases, technology upgrade sales are aexbfortas multiple-element arrangements, usually lsptween delivery of the parts and
installation on the customer’s systems. In thesegantevac recognizes revenue for the relatiles gaice of the parts upon shipment and
transfer of title, and recognizes revenue for tative sales price of installation services wHesse services are completed. Revenue related t
sales of spare parts is generally recognized upipment. Revenue related to services is generadiggnized upon completion of the services.
In addition, Intevac uses the installment methocetmrd revenue based on cash receipts in sitsatibere the account receivable is collected
over an extended period of time and in managemgrdgment the degree of collectibility is uncertain

Intevac performs research and development woder various government-sponsored research ctsitRRevenue on cost-pléise contract
is recognized to the extent of costs actually irediplus a proportionate amount of the fee eadméelvac considers fixed fees under cost-plus-
fee contracts to be earned in proportion to thenadble costs actually incurred in performance efdbntract. Revenue on fixed-price contracts
is recognized on a milestone method or percent&gerapletion method of contract accounting. Fortecacts structured as milestone
agreements, revenue is recognized when a spenifledtone is achieved, provided that (1) the milestevent is substantive in nature and
there is substantial uncertainty about the achieverof the milestone at the inception of the agres®m(2) the milestone payment is non-
refundable, and (3) there is no continuing perforoeaobligations associated with the milestone payn#ny milestone payments received
prior to satisfying these revenue recognition ddtare deferred. Intevac generally determinegptreentage completed based on the perce
of costs incurred to date in relation to totalmstied costs expected through completion of theraontWhen estimates of total costs to be
incurred on a contract exceed estimates of tota@mee to be earned, a provision for the entire dosthe contract is recorded in the period the
loss is determined.

2. New Accounting Pronouncement

In January 2009, the Securities and Exchararanission (“SEC”) issued Release No. 33-9002, fattve Data to Improve Financial
Reporting.” The final rule requires companies tovide their financial statements and financialestant schedules to the SEC and on their
corporate websites in interactive data format usiiregeXtensible Business Reporting Language (“XBRThe rule was adopted by the SEC to
improve the ability of financial statement useratzess and analyze financial data. The SEC adapgpddse-in schedule indicating when
registrants must furnish interactive data. Undes sichedule, Intevac will be required to submihfjk with financial statement information
using XBRL commencing with its July 2, 2011 qudsteeport on Form 10-Q. Intevac is currently evailug the impact of XBRL reporting on
its financial reporting process.
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

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

July 3, December 31
2010 2009
(In thousands)
Raw materials $20,20¢ $ 10,14
Work-in-progress 11,34¢ 4,421
Finished good 10,99¢ 4,532
$42,55! $ 19,10(

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

4. Equity-Based Compensation

At July 3, 2010, Intevac had equity-based awautstanding under the 2004 Equity Incentive Pilam “2004 Planand the 2003 Employ:
Stock Purchase Plan (the “ESPP”). Intevac’s stolddre approved both of these plans.

The 2004 Plan permits the grant of incentivaan-statutory stock options, restricted stoctcktappreciation rights, performance units and
performance shares. During the three months endgd,J2010, Intevac granted 507,500 stock optisitls an estimated total grant-date fair
value of $3.3 million. Of this amount, estimatedsaghs of $769,000 are not expected to vest. Duhirgsix months ended July 3, 2010, Intevac
granted 595,000 stock options with an estimateal tpantelate fair value of $4.0 million. Of this amounttiested awards of $964,000 are
expected to vest.

The ESPP provides that eligible employees maghase Intevac’'s common stock through payroludédns at a price equal to 85% of the
lower of the fair market value at the beginningtad applicable offering period or at the end ofteapplicable purchase interval. Offering
periods are generally two years in length, and isbo$ a series of six-month purchase intervalgjille employees may join the ESPP at the
beginning of any six-month purchase interval. Dgiine six months ended July 3, 2010, Intevac gdaptechase rights with an estimated total
grant-date fair value of $48,000.
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

Compensation Expense
The effect of recording equity-based compeasdbr the three and six months ended July 3, 20i®June 27, 2009 was as follows:

Three Months Ended Six Months Ended
July 3, 201( June 27, 200 July 3, 201( June 27, 200
(In thousands)

Equity-based compensation by type of aw:

Stock option: $ 83¢ $ 1,10¢ $ 1,29¢ $ 2,217
Employee stock purchase pl 10¢ 21¢€ 233 45C
Amounts released to cost of sa 21 (9) 51 42
Total equit-based compensatic 96€ 1,312 1,58: 2,70¢
Tax effect on equi-based compensatic (309) (382) (502) (78€)
Net effect on net income (los $ 657 $ 93C $ 1,081 $ 1,92t

Valuation Assumptions

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

The weighted-average estimated value of enga®gock options granted during the three monttsaduly 3, 2010 and June 27, 2009 was
$6.46 per share and $3.95 per share, respectivietyweighted-average estimated value of employesk stptions granted during the six
months ended July 3, 2010 and June 27, 2009 w9 $ér share and $2.47 per share, respectivelywEighted-average estimated fair value
of employee stock purchase rights granted pursoahe ESPP during the six months ended July 30 20l June 27, 2009 was $4.78 and
$2.60 per share, respectively. No purchase rigbetegranted under the ESPP during either the thoeghs ended July 3, 2010 or June 27,
2009. The fair value of each option and employeekspurchase right grant is estimated on the dageamt using the Black-Scholes option
valuation model with the following weighted-averaggsumptions:

Three Months Ended Six Months Ended
July 3,201( June 27,200¢ July 3, 201( June 27,200¢
Stock Options
Expected volatility 67.81% 68.82% 67.94% 67.15%
Risk free interest raf 1.61% 2.2% 1.7% 2.0(%
Expected term of options (in yea 4.t 4.3 4.5 4.t
Dividend yield None None None None
Six Months Ended
July 3, 201( June 27, 200
Stock Purchase Right
Expected volatility 55.4% 82.2:%
Risk free interest raf 0.44% 0.€%
Expected term of purchase rights (in yei 0.7t 2.C
Dividend yield None None
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

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

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

5. Goodwill and Purchased Intangible Assets, Net

Goodwill and indefinite-life intangible asset® tested for impairment on an annual basis gerfrequently upon the occurrence of
circumstances that indicate that goodwill and imitf-life intangible assets may be impaired. la tourth quarter of fiscal 2009, Intevac
performed its annual impairment analysis and tBalte of the analysis indicated that Intexwsagbodwill and purchased intangible assets wi
indefinite useful life were not impaired. At July2010, Intevac had a total of $7.9 million of gadtiand $120,000 of indefinitéife intangible
assets. At July 3, 2010, all goodwill is attributedhe Intevac Photonics segment.

Total amortization expense of finite-livedangibles for the three and six months ended JUAY B0 was $139,000, and $278,000
respectively. As of July 3, 2010, future amortiaatexpense is expected to be $275,000 for the refeabdf 2010, $541,000 for 2011, $541,!
for 2012, $541,000 for 2013, $363,000 for 2014 $8d8,000 thereafter. Intangible assets by segnrergsafollows: Equipment: $2.2 million
and Intevac Photonics: $1.0 million.

6. Warranty

Intevac provides for the estimated cost ofreuaily when revenue is recognized. Intevac’s wayramper contract terms and for its systems
the warranty typically ranges between 12 and 24thwfitom customer acceptance. For systems soldghra distributor, Intevac offers a
3 month warranty. The remainder of any warrantyqokis the responsibility of the distributor. Dugithis warranty period any defective non-
consumable parts are replaced and installed aha@e to the customer. The warranty period on coasle parts is limited to their reasonable
usable lives. Intevac uses estimated repair oacephent costs along with its historical warrantyegience to determine its warranty obligat
Intevac generally provides a twelve month warramtyits Intevac Photonics products. The provisiartiie estimated future costs of warrani
based upon historical cost and product performamperience. Intevac exercises judgment in detengitlie underlying estimates.

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

10
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

The following table displays the activity imetwarranty provision account for the three- amehsonth periods ended July 3, 2010 and
June 27, 2009:

Three months endec Six months endec
July 3, June 27, July 3, June 27,
2010 2009 2010 2009
(in thousands)
Beginning balanc $ 1,85¢ $ 1,46: $ 1,602 $ 1,69t
Expenditures incurred under warrani (523) (423 (1,119 (759)
Accruals for product warranties issued during #yorting
period 1,58¢ 147 2,35:% 44¢

Adjustments to previously existing warranty accst 66 4 14E (207)
Ending balanc $ 2,98¢ $ 1,18: $ 2,98¢ $ 1,18:¢

The following table displays the balance shgtsification of the warranty provision accoundaly 3, 2010 and at December 31, 2009:

July 3, December 31
2010 2009
(In thousands)
Other accrued liabilitie $ 2,22( $ 1,55(
Other lon¢-term liabilities 76€ 52
Total warranty provisiol $ 2,98¢ $ 1,602

7. Guarantees
Officer and Director Indemnifications

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

Other Indemnifications

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

8. Cash, Cash Equivalents and Investments

Cash and cash equivalents are comprised of-&m, highly liquid investments with original mogities of 90 days or less from the date of
purchase. Investments are comprised of both aveifab-sale securities, which are recorded at esttiah fair value, and held-to-maturity
securities, which are carried at amortized costediized gains

11
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

and losses associated with Intevac’s availablesébe-investments, if any, are reported in stockérsidequity. Included in accounts payable is
$1.5 million and $722,000 of book overdraft at J8/y2010 and December 31, 2009, respectively.

The table below presents the estimated fdirevar amortized principal amount and major seguyipe for Intevac’s investments:

July 3, December 31
2010 2009
(in thousands)

Carrying value

Shor-term investmen-U.S. treasury bill: $ — $ 6,00(
Long-term investmen-Auction rate securities* ARS") 61,63: 66,24¢
Total investments in debt securiti $61,63: $  72,24¢
Approximate fair value of investments in debt sé@s $61,63: $  72,24¢

As of July 3, 2010, financial assets measutéiding Level 1 inputs were valued based on qdaterket prices in active markets for
identical securities and included money market fuindhe amount of $6.1 million and U.S. treasuifig In the amount of $6.0 million.

As of July 3, 2010, Intevac’s investment palitf included $65.8 million par value in ARS. Alf the ARS are student loan structured issues,
where the loans have been originated under theeSartment of Education’s Federal Family Educatioan Program. The principal and
interest are 97-98% reinsured by the U.S. DepartmfelBducation and the collateral ratios range fii®2% to 115%. Securities with a par
value of $54.0 million are rated AAA/Aaa, secusstigith a par value of $8.8 million are rated AAA/ARd a security with a par value of
$3.0 million is rated AAA/Baa3. These investmerasédnexperienced failed auctions beginning in Fatyr@808. The investments in ARS will
not be accessible until a successful auction octluey are restructured into a more liquid secustpuyer is found outside of the auction
process, or the underlying securities have matured.

As of July 3, 2010, there was insufficient etvable market information for the ARS held by r#te to determine the fair value. Therefore
Level 3 fair values were estimated for these séesrby incorporating assumptions that market gigiiints would use in their estimates of fair
value. At July 3, 2010, the fair value of the AR8snestimated at $61.6 million based on a valudtjoHoulihan Smith & Company, Inc. using
discounted cash flow models and management appiyiagnhal analysis to the valuation. The estimafdsiture cash flows are based on cer
key assumptions, such as discount rates approjoiatee type of asset and risk, which are sigaificunobservable inputs. Some of these
assumptions included credit quality, collateral@atfinal stated maturity, estimates of the praligtof being called or becoming liquid prior
to final maturity, redemptions of similar ARS, piews market activity for the same investment séguinpact due to extended periods of
maximum auction rates and valuation models. Theesergies are classified as long-term assets, amgenent believes that the ARS market
will not become liquid within the next year. Potially, it could take until the final maturity of ¢hunderlying notes (ranging from 21 years to
37 years) to realize these investments’ recordédega

Management believes that the impairment ofARS investments is temporary, primarily due toglogernment guarantee of the underlying
securities and Intevac’s ability to hold these siies for the foreseeable future. Management befighat it is more likely than not that it
would not be required to sell these securities figefloe recovery of their par amounts. A temporargdairment charge results in an unrealized
loss being recorded in the other comprehensivenirrcoomponent of stockholders’ equity. Such an dizezhloss does not reduce net income
for the applicable accounting period, becausedbe is not viewed as other-than-temporary. Thefaetvaluated to differentiate between
temporary and other-than-temporary include thequted future cash flows, credit ratings actionsl, assessment of the credit quality of the
underlying collateral. Factors considered in

12




Table of Contents

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

determining whether a loss is temporary includgtlerof time and the extent to which the investmefdir value has been less than the cost
basis, the financial condition and near-term protpef the issuer, including any specific eventscWwimay influence the operations of the
issuer, and Intevac’s intent and ability to retdie investment for a period of time sufficient ttow for any anticipated recovery of fair value.
As of July 3, 2010, management has no reason tevMeethat any of the underlying issuers of Intega®RS or their insurers are presently at
risk or that the underlying credit quality of thesats backing Inteva&’ARS has been impacted by the reduced liquidithede investments. /
of July 3, 2010, based on the Level 3 valuatioriquared, Intevac determined that there was a temmpatecline in fair value of its ARS of $4
million.

On March 19, 2009, Intevac filed a statemémi@m under the Financial Industry Regulatory Barity dispute resolution process against
Citigroup Inc. and Citigroup Global Markets, Inco(lectively, “Citigroup”) with respect to allegdchud and market manipulation by Citigroup
related to ARS. The statement of claim requestati@litigroup accept Intevac’s tender of its ARPait value and that Intevac receive
compensatory, consequential and punitive damagesasis and expenses. Citigroup responded dengiagdc’s claims. The arbitration
proceedings were completed on June 10, 2010. Gn2Z2010, Intevac received a favorable rulingiftbe arbitration panel whereby
Citigroup was ordered to rescind the sale of the&Hnillion par value in outstanding ARS investnsei@n July 27, 2010, Intevac received
$54.8 million from the repurchase of the securitig<Citigroup at par including interest and wiltognize the reversal of a $3.3 million
temporary impairment charge in other compreherisis® in the third quarter of fiscal year 2010.

The following table presents the changes el 8 instruments measured on a recurring basithéthree and six months ended July 3,
2010 and June 27, 2009. Investments in ARS aredote only Level 3 instruments and are classifieéeailable-for-sale with changes in fair
value recorded in equity.

Changes in Level 3 instruments (in thousands):

Three months ended Six months ended
July 3, June 27, July 3, June 27,
2010 2009 2010 2009
(in thousands)
Beginning balanc $ 65,32¢ $ 66,96 $ 66,24¢ $ 66,32¢
Net unrealized gains (losses) included in otherpratmensive los 258 2,62¢ (417) 3,35¢
Redemptions at p: (3,950 (3,400 (4,200 (3,500
Ending balanci $ 61,63 $ 66,18; $ 61,63 $ 66,18

9. Borrowing Facility

On March 5, 2008, Intevac entered into anegent with Citigroup for a secured revolving loanifity. This loan facility could be
terminated at the discretion of Citigroup and antswutstanding were payable on demand. It was edduyr Intevac’'s ARS held at Citigroup.
Approximately $18.3 million of credit was availalgarsuant to the loan facility at July 3, 2010. Titerest rate on the loan facility was prime
minus 1.5 percent. No amounts were outstandingruhdecredit facility at July 3, 2010. This borrimg facility was terminated upon the
rescission of the ARS sale discussed above.
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10. Other Comprehensive Loss
The components of accumulated other compréhetess, at July 3, 2010 and December 31, 200@ weifollows:

July 3, December 31
2010 2009
(In thousands)
Accumulated net unrealized holding loss on avag-for-sale investments, net of t $ (2,676 $ (2,409
Foreign currency translation gai 61C 577
Total accumulated other comprehensive $ (2,060 $ (1,829

The changes in the components of comprehensieee (loss) for the three and six month perigaided July 3, 2010 and June 27, 2009
were as follows:

Three months ended Six months ended
July 3, June 27, July 3, June 27,
2010 2009 2010 2009
(In thousands)
Net income (loss $ 12,331 $ (4,48) $ 13,767 $ (10,260
Unrealized holding gains (losses) on avail-for-sale
investments, net of taxi
(Increase) decrease in unrealized holding losses on
available-for-sale investment 258 2,62¢ (417) 3,35¢
Income tax benefit (expens (89) (918 14€ (1,179
164 1,70¢ (277) 2,18¢
Foreign currency translation gains (loss 13 221 33 (148
Total comprehensive income (los $ 12,51« $ (2,55% $ 13,52¢ $ (8,229

11. Net Income (Loss) Per Share

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

Three months ended Six months ended
July 3, June 27, July 3, June 27,
2010 2009 2010 2009
(In thousands)
Numerator:
Numerator for diluted earnings per sh— income
(loss) available to common stockhold $ 12,331 $ (448) $ 13,761 $ (10,26(

Denominator
Denominator for basic earnings per sk— weightec-

average share 22,28¢ 21,93( 22,24: 21,90¢
Effect of dilutive securities

Employee stock options (. 645 — 712 —
Dilutive potential common shar: 645 — 712 —
Denominator for diluted earnings per sh— adjustec

weightec-average shares and assumed conver: 22,93! 21,93( 22,95: 21,90¢
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(1) Potentially dilutive securities, consisting of staissuable upon exercise of employee stock optamasexcluded from the calculation
diluted EPS when their effect would be anti-diletivhe weighted average number of employee stot@rapexcluded for the three-
month periods ended July 3, 2010 and June 27, 2@89L,555,343 and 3,240,360, respectively, anduhgber of employee stock
options excluded for the «month periods ended July 3, 2010 and June 27, 2@891,354,985 and 2,560,645, respectiv

12. Segment Reporting

Intevac’s two reportable segments are Equigiraed Intevac Photonics. Intevac’s chief operatiagision-maker has been identified as the
President and CEO, who reviews operating resultsatke decisions about allocating resources andsisgeperformance for the entire
Company. Segment information is presented based bjpevac’s management organization structure dsilgf3, 2010 and the distinctive
nature of each segment. Future changes to thiaiténancial structure may result in changesh®reportable segments disclosed.

Each reportable segment is separately mareggtias separate financial results that are reddwyedntevac’s chief operating decision-
maker. Each reportable segment contains closedyetproducts that are unique to the particulameeg. Segment operating profit is
determined based upon internal performance measseesby the chief operating decision-maker.

Intevac derives the segment results frormitsrnal management reporting system. The accouptiigies Intevac uses to derive reportable
segment results are substantially the same as tiseskfor external reporting purposes. Managemeaisores the performance of each
reportable segment based upon several metricsidimg) orders, net revenues and operating incomealfment uses these results to evaluate
the performance of, and to assign resources tb, @&abe reportable segments. Intevac managestegarating expenses separately at the
corporate level. Intevac allocates certain of thesporate expenses to the segments in an amouat ®g3% of net revenues. Segment
operating income excludes interest income/expend®ther financial charges and income taxes acegridi how a particular reportable
segment’s management is measured. Management dbesnsider impairment charges and unallocatedséonsteasuring the performance of
the reportable segments.

The Equipment segment designs, develops amkletsamanufacturing equipment and solutions tchidel disk drive industry and offers
high-productivity technology solutions to the phattiaic (“PV”) and semiconductor industries. In 2009, the Equigraegment began offerit
high-productivity thin film solar cell manufactugrequipment to PV cell manufacturers. Historicalhe majority of Intevas revenue has be
derived from the Equipment segment and Intevac @sghat the majority of its revenues for at leéhstnext several years will continue to be
derived from the Equipment segment.

The Intevac Photonics segment develops compast-effective, high-sensitivity digital-opticatoducts for the capture and display of low-
light images and the optical analysis of materi@levac provides sensors, cameras and systenge¥ernment applications such as night
vision and long-range target identification anddommercial applications in the inspection, lawoeoément, scientific and medical industries.

Information for each reportable segment ferttiree and six months ended July 3, 2010 andJun2009 is as follows:
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Net Revenues

Three months ended

Six months ended

July 3, June 27, July 3, June 27,
2010 2009 2010 2009
(in thousands)
Equipment $ 60,02¢ $ 6,06¢ $ 85,58: $ 12,18¢
Intevac Photonic 8,57( 6,252 16,15t 12,44
Total segment net revenu $ 68,59¢ $ 12,31¢ $ 101,74 $  24,62¢

Operating Income (Loss)

Three months ended

Six months ended

July 3, June 27, July 3, June 27,
2010 2009 2010 2009
(in thousands)
Equipment $ 16,77¢ $ (5,659 $ 20,65¢ $ (12,470
Intevac Photonic (1,44)) (1,399 (2,625 (2,620
Total income (loss) from segment operati 15,33t (7,05%) 18,03: (15,0990
Unallocated cost (870 (1,209) (2,199 (2,650
Income (loss) from operatiol 14,46¢ (8,26€) 15,83: (17,740
Interest income and other, r 72 22¢ 463 65¢
Income (loss) before income tax $ 14,531 $ (8,039 $ 16,29t $ (17,089
Total assets for each reportable segment aslpf3, 2010 and December 31, 2009 are as follows:
Assets
July 3, December 31
2010 2009
(in thousands)

Equipment $ 102,15: $ 61,13¢
Intevac Photonic 27,54¢ 25,52¢
Total segment asse 129,70: 86,66¢
Cash, cash equivalents and investm 88,43¢ 89,84
Deferred income taxe 15,96: 18,05¢
Other current asse 5,14¢ 5,171
Common property, plant and equipm 2,26¢ 2,80z
Other asset 633 843
Consolidated total asse $ 242,15 $ 203,37¢

13. Income Taxes

Intevac’s effective income tax rate for theethand six months ended July 3, 2010 was 15.2% 51886, respectively. Intevac’s effective
income tax rate for the three and six months elddeé 27, 2009 was 44.2% and 45.9%, respectivdivade adjusts its effective income tax
rate each quarter to be consistent with the estishatnual effective income tax rate. The effedtie®me tax rate differs from the applicable
statutory rates due primarily to the utilizationdefferred and current credits, the effect of pemnadifferences and the geographical
composition of Intevac’s worldwide earnings. Inte'geeffective income tax rate is highly dependemtize availability of tax credits and the
geographic composition of Intevac’s worldwide eags.
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Intevac enjoys a tax holiday in Singapore tigtothe tax years ending in 2015. The tax holidayides a lower income tax rate on certain
classes of income and the agreement requireséhairc thresholds of business investment and empoy levels be met in Singapore in order
to maintain this holiday.

During the first quarter of 2009, Intevac etithed an additional valuation allowance to fuldgerve its California state deferred tax assets
due to the impact of California tax legislationttieas enacted in February 2009. This additionalatbn allowance decreased the income tax
benefit by $1.0 million. Intevac recognized theeeffof the change in valuation allowance as a eisdtem during the period.

Intevac is subject to income taxes in the {e8eral jurisdiction, and various states and fgmgurisdictions. Tax regulations within each
jurisdiction are subject to the interpretation lué related tax laws and regulations and requimrgfgignt judgment to apply. With fe
exceptions, Intevac is not subject to U.S. fedestate and local, or international jurisdictionsdme tax examinations by tax authorities for the
years before 2004. The Company currently has dd@aith income tax examination for fiscal years eh@05, 2006 and 2007. In 2009,
Internal Revenue Service conducted a field reviéthe fiscal year 2008 tax return and the examimeis pending approval from the U.S. Joint
Committee on Taxation. Presently, there are nor@btve income tax examinations in the jurisdiciavhere Intevac operates.

14. Contingencies

From time to time, Intevac may have certaintzment liabilities that arise in the ordinary csei of its business activities. Intevac accounts
for contingent liabilities when it is probable thHature expenditures will be made and such expargitcan be reasonably estimated.
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Iltem 2. Managemen'’s Discussion and Analysis of Financial Condition drResults of Operation

This Quarterly Report on Form 10-Q contairrsverd-looking statements, which involve risks amdertainties. Words such as “believes,”
“expects,” “anticipates” and the like indicate fami-looking statements. These forward-looking stetets include comments related to
Intevac’s shipments, projected revenue recognifionduct costs, gross margin, operating expensgsest income, income taxes, cash
balances and financial results in 2010 and beyprajected customer requirements for Intevac’s ned/existing products, and when, and if,
Intevac’s customers will place orders for thesedpots; Intevac’s ability to proliferate its Photesitechnology into major military programs
and to develop and introduce commercial imagingipets; the timing of delivery and/or acceptancéhefsystems and products that comprise
Intevac’s backlog for revenue; legal proceedingst iaternal controls. Intevac’s actual results rddfer materially from the results discussed
in the forward-looking statements for a variety@disons, including those set forth under “Risk &@&ttand in other documents we file from
time to time with the Securities and Exchange Cossion, including our Annual Report on Form 10-kdilon February 26, 2010, and our
periodic Form 10-Q’s and Form 8-K's.

Overview

Intevac provides manufacturing equipment asidt®ns to the hard disk drive industry and offeigh-productivity and inspection solutions
to the photovoltaic (“PV") and semiconductor indieg. In 2009, Intevac announced a high-produgtitiitn film solar cell manufacturing
system for PV applications, LEAN SOLAR™, and begéfering equipment to PV cell manufacturers. Integhipped the first LEAN SOLAR
system to a customer in the second quarter of 2012010 Intevac also began offering inspectioniggent to PV cell manufacturers. In the
semiconductor market, Intevac stopped offering.éan Etch product and refocused its efforts on emzandling platform solution and in the
second quarter of 2010 introduced Continuum™, a-pigpductivity wafer handling system. To date, Wate has not yet recognized any
revenue from shipments of its semiconductor angR\ducts. Intevac also provides sensors, camerhsyamtems for commercial applications
in the inspection, medical, scientific and secuirigustries and for government applications suchigist vision and long-range target
identification. Intevac’s customers and potentisgdtomers include manufacturers of hard disk drigemjiconductor chips and wafers, and PV
cells as well as medical, scientific and securdgnpanies, law enforcement and the U.S. governmmehita contractors. Intevac reports two
segments: Equipment and Intevac Photonics.

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

Intevac’s results are driven primarily by wiwide demand for hard disk drives, which in turpeeds on end-user demand for personal
computers, enterprise data storage, personal andioideo players and video game platforms. Intevagsiness is subject to cyclical industry
conditions, as demand for manufacturing equipmedtsrvices can change depending on supply andrdefoehard disk drives,
semiconductors, and other electronic devices, dsaw@ther factors, such as global economic caritand technological advances in
fabrication processes.
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The following table presents certain significeneasurements for the three and six months ehdg®, 2010 and June 27 2009:

Three months endec Six months endec

July 3, June 27, July 3, June 27,
2010 2009 % Change 2010 2009 % Change
(in thousands, except percentages and per share aomis)

Net revenue $68,59¢ $12,31¢ 456.9% $101,74( $ 24,62¢ 313.1%
Gross profil $29,03¢ $ 4,51 543.% $ 43,51 $ 8,77¢ 395.%
Gross margin perce 42.2% 36.€% 6 points 42.8% 35.7% 7 points
Net income (loss $12,33: $(4,487) 375.% $ 13,76' $(10,260) 234.%
Earnings (loss) per diluted she $ 0.54 $ (0.20 370.(% $ 0.6C $ (0.49) 227.%

Financial results for the second quarter @t $ix months for fiscal 2010 improved as Intégdequipment customers took delivery of
systems to increase their production capacity $paase to growing demand for digital storage. Md&tssincreased during the second quarter
and first six months of fiscal 2010 primarily dwettigher equipment sales to disk manufacturersraardased Intevac Photonics’ technology
development contracts and product sales. Net indontée second quarter and first six months afdi2010 increased compared to the same
periods in the prior year due to higher net sadagijally offset by higher selling, general and @uistrative expenses, and higher income tax
expense. The increase in selling, general and astmaitive expenses was a result of profit sharimgjl@onus accruals as the Company resumed
recording variable compensation expenses as & #dtd return to profitability.

Although hard drive customers are continum¢pke delivery of capacity systems, Intevac expéstEquipment revenue for the third
quarter of 2010 to be down from the second quaft2010 due to a lower level of shipments. Integgpects Intevac Photonics’ revenues in
the third quarter of 2010 to increase from the sdaquarter of 2010 as Photonics continues to iseréa product shipments, and penetrate new
major military program opportunities.

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

Results of Operations

Net revenues
Three months ended Six months ended
July 3, June 27, July 3, June 27,
2010 2009 % Change 2010 2009 % Change
(in thousands, except percentages)
Equipment $60,02¢ $ 6,06¢ 889.6% $ 85,58¢ $12,18¢ 602.4%
Intevac Photonic 8,57( 6,252 37.1% 16,15¢ 12,44 29.£%
Total net revenue $68,59¢ $12,31¢ 456.% $101,74( $24,62¢ 313.1%

Net revenues consist primarily of equipmemesased to manufacture thin-film disks, and, tesser extent, related equipment and system
components; contract research and developmenédelatthe development of electro-optical sens@seras and systems, low-light imaging
products and table-top and handheld Raman instrtsmen

Equipment revenue for the three and six moetifted July 3, 2010 increased over the same pdridte prior year as a result of higher
sales of disk sputtering systems, technology upggachd spare parts. During the second
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quarter of 2010 Intevac recognized revenue on ®&200 Lean systems, disk equipment technology degrand spare parts. During the
second quarter of 2009 Intevac recognized revenwmne AccuLubefM system, disk equipment technology upgrades anc gyzats.
Equipment revenue for the six months ended JuB030 included revenue recognition for fourteen R8an systems, upgrades and spare |
Equipment revenue for the three and six monthsaddaee 27, 2009 did not include any 200 Lean syst®amand for hard disk drives is
expected to increase driven by the need for cotjpmsto replace and update employee computengased information technology spending,
growth in digital storage and the proliferationpgfrsonal computers into emerging economies. Intbedieves that due to delayed spending
during the recent economic downturn, increased derfar hard drives and technology transitions,htaed drive industry will need to add
capacity to meet increased production requirements.

Intevac Photonics revenue for the three andnsinths ended July 3, 2010 increased over the pamads in the prior year which was the
result of increased contract research and developwark and increased product sales. Intevac Piegagavenues for the three months ended
July 3, 2010 consisted of $4.6 million of reseaaold development contract revenue and $3.9 milliggraduct sales as compared to
$3.3 million of research and development contraeénue and $2.9 million of product sales for the¢tmonths ended June 27, 2009. Intevac
Photonics revenues for the six months ended JUYB0 consisted of $8.9 million of research andetlgyment contract revenue and
$7.3 million of product sales as compared to $7ilam of research and development contract reveane$5.5 million of product sales for the
six months ended June 27, 2009. The increase dupt@evenue resulted from higher sales of digitgiht-vision camera modules, systems and
commercial products. The increase in contract rekegnd development revenue was the result offeehigolume of contracts. Intevac expects
that in 2010, Intevac Photonics revenues will gdriven by government spending as well as growttoimmercial products. Substantial
growth in future Intevac Photonics revenues is ddpat on proliferation of Intevac’s technology imw@jor military programs, continued
defense spending, the ability to obtain exportigss for foreign customers, obtaining productidvcentracts for these programs, and
development and sale of commercial products.

Intevac’s backlog of orders at July 3, 201G %413.8 million, compared to $73.8 million at Dextxer 31, 2009 and $44.0 million at
June 27, 2009. The $113.8 million of backlog ay Bjl2010 consisted of $90.9 million of Equipmeatklog and $22.9 million of Intevac
Photonics backlog. The $73.8 million of backlogaicember 31, 2009 consisted of $57.5 million ofipouent backlog and $16.3 million of
Intevac Photonics backlog. Backlog at July 3, 2ibitluded fourteen 200 Lean systems as compareazhtattDecember 31, 2009 and five at
June 27, 2009.

International sales increased by 931.9% ta&6dllion for the three months ended July 3, 2@b®n $5.9 million for the three months
ended June 27, 2009 and by 559.4% to $77.9 miliothe six months ended July 3, 2010 from $11.8anifor the six months ended June
2009. International sales include products shigpetlerseas operations of U.S. companies. Theaser international sales was primarily
due to an increase in net revenues from disk sjngtsystems, upgrades and spare parts. Subshaatiadf Intevac’s international sales are to
customers in Asia. International sales constit@&®@®&% of net revenues for the three months endigd3J2010 and 47.8% of net revenues for
the three months ended June 27, 2009. Internatiahed constituted 76.6% of net revenues for thensinths ended July 3, 2010 and 48.0% of
net revenues for the six months ended June 27,. 20@9mix of domestic versus international saldsahiange from period to period
depending on the location of Intevac’s largest@uglrs in each period.
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Gross profit
Three months endec Six months endec
July 3, June 27, July 3, June 27,
2010 2009 % Change 2010 2009 % Change
(in thousands, except percentages)

Equipment gross prof $26,96! $2,37¢ 1,033.% $39,41¢ $4,207 836.9%
% of Equipment net revenu 44.% 39.2% 46.1% 34.5%
Intevac Photonics gross pra $ 2,071 $2,13¢ (3.0% $ 4,097 $4,571 (10.9%
% of Intevac Photonics net revent 24.2% 34.1% 25.2% 36.7%
Total gross profi $29,03¢ $4,51: 543.2% $43,51: $8,77¢ 395.1%
% of net revenue 42.2% 36.6% 42.8% 35.6%

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

Equipment gross margin was 44.9% in the thmeaths ended July 3, 2010 compared to 39.2% ithttee months ended June 27, 2009 and
was 46.1% in the six months ended July 3, 2010 emetbto 34.5% in the six months ended June 27,.2Z0@9 higher gross margin was due
primarily to higher revenues and higher factoryizdtion, partially offset by changes in producinfsross margins in the Equipment business
will vary depending on a number of factors, inchglproduct mix, product cost, system configuratod pricing, factory utilization, and
provisions for excess and obsolete inventory.

Intevac Photonics gross margin was 24.2%aérthhee months ended July 3, 2010 compared to 3 1B& three months ended June 27,
2009 and was 25.4% in the six months ended JUYB0 compared to 36.7% in the six months ended 2d4n2009. The decrease in gross
margin resulted primarily from higher costs, agWatc Photonics ramps to high-volume productionisofligital night-vision camera module for
a NATO customer, lower margins on development @mtérand increased warranty provisions.

Research and devel opment

Three months ended Six months ended
July 3, June 27, July 3, June 27,
2010 2009 % Change 2010 2009 % Change
(in thousands, except percentage:
Research and development expe $7,011 $7,38¢ 5.)% $13,55¢ $15,41¢ 12.)%
% of net revenue 10.2% 60.(% 13.2% 62.6%

Research and development spending decreasedhirEquipment and Intevac Photonics during theetland six months ended July 3, 2010
as compared to the three and six months ended2Wyr#909. The decrease in Equipment spending waguonarily to a reduction in spending
on semiconductor products, offset by increasedsiment in photovoltaic development. The decreaseté@vac Photonics research and
development reflected decreased spending for sgredrimprovements, sensor development and digitgtit vision goggle development.
Research and development expenses do not inclstte @io$3.1 million and $5.9 million for the thraed six months ended July 3, 2010
respectively, or $2.0 million and $4.0 million fibre three and six months ended June 27, 2009,atdaglg, which are related to Intevac
Photonics contract research and development ahediext in cost of net revenues.
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SHling, general and administrative

Three months endec Six months endec
July 3, June 27, July 3, June 27,
2010 2009 % Change 2010 2009 % Change

(in thousands, except percentages)

Selling, general and administrati
expense $7,55¢ $5,39¢ 40.1% $14,12¢ $11,10: 27.2%
% of net revenue 11.(% 43.&% 13.9% 45.1%

Selling, general and administrative expenseists primarily of selling, marketing, customeppart, financial and management costs. The
increase in selling, general and administrativandpey in the three and six months ended July 302@npared to the three and six months
ended June 27, 2009 was primarily the result otilsand profit sharing accruals and legal expenssscéated with the auction rate securities
(“ARS") arbitration, offset in part by lower equityased compensation expense.

Interest income and other, net

Three months ended Six months ended
July 3, June 27, July 3, June 27,
2010 2009 % Change 2010 2009 % Change

(in thousands, except percentage:

Interest income and other, r $72 $22¢ (68.9% $462 $65€ (29.0%

Interest income and other, net consists pilynaf interest income on investments and foreignrency gains and losses. The decrease in
interest and other income in the three and six hoahded July 3, 2010 resulted from lower averagesied balances, lower interest rates and
fluctuations in foreign currency gains and losses.

Income tax provision (benefit)

Three months ended Six months ended
July 3, June 27, July 3, June 27,
2010 2009 % Change 2010 2009 % Change

(in thousands, except percentages)

Income tax provision (benefi $2,20( $(3,55)) 162.(% $2,52¢ $(6,827) 137.1%

Intevac’s effective income tax rate for theethand six months ended July 3, 2010 was 15.2%4 51336, respectively. Intevac’s effective
income tax rate for the three and six months eddeé 27, 2009 was 44.2% and 45.9%, respectivalvae adjusts its effective income tax
rate each quarter to be consistent with the estidhannual effective income tax rate. The effedti®me tax rate differs from the applicable
statutory rates due primarily to the utilizationd&fferred and current credits, the effect of peenaxifferences and the geographical
composition of Intevac’s worldwide earnings. Inte'geeffective income tax rate is highly dependemtize availability of tax credits and the
geographic composition of Intevac’s worldwide eagsi.

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

During the first quarter of 2009, Intevac éfithed an additional valuation allowance to fulgerve its California state deferred tax assets
due to the impact of California tax legislationtthaas enacted in February 2009. This additionalatin allowance decreased the income tax
benefit by $1.0 million. Intevac recognized theeeff
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of the change in valuation allowance as a disdtete during the period.

Intevac is subject to income taxes in the e8eral jurisdiction, and various states and fymgurisdictions. Tax regulations within each
jurisdiction are subject to the interpretationtod telated tax laws and regulations and requimgfgignt judgment to apply. With fe'
exceptions, Intevac is not subject to U.S. fedastake and local, or international jurisdictionsdme tax examinations by tax authorities for the
years before 2004. The Company currently has dd@aia income tax examination for fiscal years eh@805, 2006 and 2007. In 2009,
Internal Revenue Service conducted a field reviéthe fiscal year 2008 tax return and the examamais pending approval from the U.S. Joint
Committee on Taxation. Presently, there are noratbiéve income tax examinations in the jurisdiciavhere Intevac operates.

Liquidity and Capital Resources

At July 3, 2010, Intevac had $88.4 millioncimsh, cash equivalents, and investments compak@bt8 million at December 31, 2009.
During the first six months of 2010, cash and caghivalents and investments decreased by $1.4milue primarily to investments in
working capital and purchases of fixed assetsjgigrbffset by net income and cash received frbmdale of Intevac common stock to
Intevac’s employees through Intevac’s employee figplans.

Cash, cash-equivalents and investments consikedbtlowing:

July 3, December 31
2010 2009
(In thousands)
Cash and cash equivalel $26,80" $ 17,59
Shor-term investment — 6,00(
Long-term investment 61,63: 66,24¢
Total cash, cash equivalents and investm $88,43¢ $ 89,84:

Operating activities generated cash of $92d@hg the first six months of 2010 and used azs$0.7 million during the first six months of
2009. The increase in cash generated by operatihgti@s was due primarily to the increase in imebme, offset by increased working capital
during the first six months of 2010.

Accounts receivable totaled $63.6 million a3, 2010, compared to $44.8 million at Decen®er2009. The increase of $18.8 million in
the receivable balance was due to invoicing oreiased customer shipments. Total net inventorigedsed to $42.6 million at July 3, 2010,
compared to $19.1 million at December 31, 2009 arilpas a result of increased business levelsoArts payable increased to $16.2 million
at July 3, 2010 compared to $4.7 million at Decen®ie 2009 in line with increased manufacturingwties. Accrued payroll and related
liabilities increased by $5.0 million during thex shonths ended July 3, 2010 primarily related tousoand profit sharing accruals. Customer
advances increased by $1.3 million during the filstmonths of 2010, as new advances received Inbevac’s customers were higher than
liquidations related to revenue recognition.

Investing activities in the first six months2010 generated cash of $7.9 million. Proceeds finwaturities of investments, net of purchases
of investments totaled $10.2 million. Capital exgitures for the six months ended July 3, 2010 v#2:8 million.

Financing activities generated cash of $1.[Haniin the first six months of 2010 from the salelntevac common stock to Intevac’s
employees through Intevac’s employee benefit plans.

As of July 3, 2010, Intevac’s available-fotesgecurities represented $65.8 million par valuRS, less a temporary valuation adjustment
of $4.1 million to reflect their current lack ofjliidity. Management believes that the impairmerthefARS investments is temporary. Due to
current market conditions, these investments haperéenced failed auctions beginning in mid-Febyu2008. These failed auctions result in a
lack of liquidity in the securities, but do notedt the underlying collateral of the securitieseltac does not anticipate that any potential
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lack of liquidity in these ARS will affect its aliif to finance its operations and planned capitplemditures. Intevac continues to monitor
efforts by the financial markets to find alternatmeans for restoring the liquidity of these inweetts. These investments are classified as non
current assets until Intevac has better visibdigyto when their liquidity will be restored. Thassification and valuation of these securities will
continue to be reviewed quarterly. During the faistmonths of 2010, $4.2 million of ARS were redheg at par.

As described in Note 8 of Notes to CondensexsGlidated Financial Statements, at July 3, 28#9fair value of the ARS was estimated at
$61.6 million based on a valuation by Houlihan $ngitCompany, Inc., using discounted cash flow msdeld applying management'’s
internal analysis to the valuation. The estimafdsitore cash flows are based on certain key as§omg such as discount rates appropriate for
the type of asset and risk, which are significarahservable inputs. As of July 3, 2010, there wasfficient observable market information
the ARS held by Intevac to determine the fair valllgerefore Level 3 fair values were estimatedifiese securities by incorporating
assumptions that market participants would uskeir estimates of fair value. Some of these assompitncluded credit quality,
collateralization, final stated maturity, estimatéshe probability of being called or becominguid prior to final maturity, redemptions of
similar ARS, previous market activity for the saimeestment security, impact due to extended peradasaximum auction rates and valuation
models.

On March 19, 2009, Intevac filed a statemdmiam under the Financial Industry Regulatory Barity dispute resolution process against
Citigroup Inc. and Citigroup Global Markets, Inco(lectively, “Citigroup”) with respect to allegdchud and market manipulation by Citigroup
related to ARS. The statement of claim requestati@litigroup accept Intevac’s tender of its ARPat value and that Intevac receive
compensatory, consequential and punitive damagesa@sts and expenses. Citigroup responded dengiagdc’s claims. The arbitration
proceedings were completed on June 10, 2010. CGn2@2010, Intevac received a favorable rulingnftbe arbitration panel whereby
Citigroup was ordered to rescind the sale of the&hillion par value in outstanding ARS investngei@n July 27, 2010, Intevac received
$54.8 million from the repurchase of the securibig<Citigroup at par including interest and wiltognize the reversal of a $3.3 million
temporary impairment charge in other comprehensisg in the third quarter of fiscal year 2010.

Intevac entered into a line of credit withi@ibup under which approximately $18.3 million waasilable at July 3, 2010. This borrowing
facility was terminated upon the rescission of MRS sale discussed above.

Intevac believes that its existing cash, aghivalents and investments will be sufficient teemits cash requirements for the foreseeable
future. Intevac intends to undertake approximaséyo $7 million in capital expenditures during teenainder of 2010.

Critical Accounting Policies and Estimates

The preparation of financial statements atated disclosures in conformity with accountinghgiples generally accepted in the United
States of America (“US GAAP”) requires managemenntke judgments, assumptions and estimates fieat #ie amounts reported. Intevac’
significant accounting policies are described ine\bto the consolidated financial statements oiedlin Item 8 of Intevac’s Annual Report on
Form 10-K filed on February 26, 2010. Certain efdé significant accounting policies are considéodak critical accounting policies, as
defined below.

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

Estimates and assumptions about future ewentsheir effects cannot be determined with cetfaintevac bases its estimates on historical
experience and on various other assumptions believbe applicable and reasonable under the ciraunmoss. These estimates may change as
new events occur, as additional information is wig@ and as Intevac’s operating environment changesse changes have historically been
minor and have
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been included in the consolidated financial statgmas soon as they become known. In addition, geanant is periodically faced with
uncertainties, the outcomes of which are not wittsrcontrol and will not be known for prolongedipes of time. Many of these uncertainties
are discussed in the section below entitled “Ria&térs.” Based on a critical assessment of Intevactounting policies and the underlying
judgments and uncertainties affecting the appbcatf those policies, management believes thavdéw's consolidated financial statements are
fairly stated in accordance with US GAAP, and pdeva meaningful presentation of Intevac’s financaidition and results of operation.

In 2009, the Financial Accounting Standardaf8q“FASB”) issued amended revenue recognitiomguoce for arrangements with multiple
deliverables and certain software sold with targjiroducts. This new guidance eliminates the resichethod of revenue recognition and
allows the use of management’s best estimate lifiggrice (“ESP”) for individual elements of arrangement when vendor specific objective
evidence (“WSOE") or third party evidence (“TPE¥)unavailable. Intevac implemented this guidanospectively beginning in the first
quarter of fiscal 2010 for transactions that waitdted or materially modified during fiscal 20Ithe implementation of the new guidance had
an insignificant impact on reported net sales aspared to net sales under previous guidance, asetligguidance did not change the units of
accounting within sales arrangements and the editinn of the residual method for the allocatioraofingement consideration had an
inconsequential impact on the amount and timingepbrted net sales.

In 2010, the FASB issued guidance for the stdiee method of revenue recognition. Under thesttlee method, consideration earned from
achievement of the milestone is viewed as beingative of the value provided to the customer tigtoeither (1) the efforts performed or (Z
specific outcome resulting from the performanceadbieve that specific milestone. Under the milestorethod contingent arrangement
consideration earned from the achievement of astaifes is recognized in its entirety in the perioavhich the milestone is achieved. Under
this new method of accounting a milestone mustdobstantive” before the method can be applied;ishat the inception of the arrangement
there is a substantial uncertainty about the aeni@nt of the milestone, substantive effort is regfito achieve the milestone, and none of the
payment for the milestone is refundable. Intevaglémented this guidance prospectively beginnindpénfirst quarter of fiscal 2010 for
transactions that were initiated or materially nfiedi during fiscal 2010. Implementation of this nguidance had an insignificant impact on
reported net sales as compared to net sales ureléoys guidance.

As a result of implementing the above new aatiog guidance, during the first fiscal quarte26fL0, Intevac revised its critical accounting
policy for “Revenue Recognition.” The revised pglis provided below.

Revenue Recognitio

Intevac recognizes revenue when persuasiviepree of an arrangement exists, delivery has cedwnd title and risk of loss have passed to
Intevac’s customer or services have been renddredrice is fixed or determinable, and collectipils reasonably assured. Intevac’s shipping
terms are customarily FOB shipping point or equanaterms. Intevac’s revenue recognition policyegally results in revenue recognition at
the following points: (1) for all transactions whkdegal title passes to the customer upon shipnetac recognizes revenue upon shipment
for all products that have been demonstrated td preeluct specifications prior to shipment; thetjwor of revenue associated with certain
installation-related tasks is deferred, and thatmee is recognized upon completion of the indialtarelated tasks; (2) for products that have
not been demonstrated to meet product specificapoior to shipment, revenue is recognized at enstacceptance; and (3) for arrangements
containing multiple elements, the revenue relattthe undelivered elements is deferred until dginof the deferred elements. When a sales
arrangement contains multiple elements, Intevaxcates revenue to each element based on a sdliceghierarchy. The selling price for a
deliverable is based on its VSOE if available, TPESOE is not available, or ESP if neither VSOR A®E is available. Intevac generally
utilizes the ESP due to the nature of its produntsertain cases, technology upgrade sales amuated for as multiple-element arrangements,
usually split between delivery of the parts andaltation on the customer’s systems. In these ¢dises/ac recognizes revenue for the relative
sales price of the parts upon shipment and tranéfitte, and recognizes revenue for the relasiakes price of installation services when those
services are completed. Revenue related to sakgsaoé parts is generally recognized upon shipnientenue related to services is generally
recognized upon completion of the services. Int@midi Intevac uses the installment method to recevénue based on cash receipts in
situations where the account receivable is coltboteer an extended period of time and in managem@rdgment the degree of collectibility
uncertain.
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Intevac performs research and development woder various government-sponsored research ctsitRRevenue on cost-plfise contract
is recognized to the extent of costs actually irediplus a proportionate amount of the fee earimtelvac considers fixed fees under cost-plus-
fee contracts to be earned in proportion to thmaable costs actually incurred in performance efdbntract. Revenue on fixed-price contracts
is recognized on a milestone method or percent&gerapletion method of contract accounting. Fortcacts structured as milestone
agreements, revenue is recognized when a speuaifledtone is achieved, provided that (1) the milestevent is substantive in nature and
there is substantial uncertainty about the achiergrof the milestone at the inception of the age®im(2) the milestone payment is non-
refundable, and (3) there is no continuing perfaroeaobligations associated with the milestone paynfny milestone payments received
prior to satisfying these revenue recognition ddtare deferred. Intevac generally determinegp#reentage completed based on the perce
of costs incurred to date in relation to totalmstied costs expected through completion of theraontWhen estimates of total costs to be
incurred on a contract exceed estimates of tot@mee to be earned, a provision for the entire dmsthe contract is recorded in the period the
loss is determined.

For further information about Intevac’s otlgeitical accounting policies, see the discussionrdgical accounting policies in Intevac’s 2009
Form 10-K. Management believes that there has beesignificant change during the three and six m®@einded July 3, 2010 to the items
identified as critical accounting policies in Ing’s 2009 Form 10-K except as set forth above.

ltem 3. Quantitative and Qualitative Disclosures About MakRisk

Interest rate risk. Intevac’s exposure to market risk for changes ferast rates relates primarily to its investmentfpto. Intevac does not
use derivative financial instruments in Intevacigastment portfolio. Intevac places its investmavith high quality credit issuers and, by
policy, limits the amount of credit exposure to ame issuer. Investments typically consist of aurctate securities and debt instruments is:
by the U.S. government and its agencies.

The table below presents principal amountsrataled weighted-average interest rates by yearabfirity for Intevac’s investment portfolio
at July 3, 2010.

Fair
2010 2011 2012 Beyond Total Value
(in thousands, except percentages)
Cash equivalent
Fixed rate amount $ 6,00( — — — $ 6,00( $ 6,00(
Weightec-average rat 0.0€% — — —
Variable rate amoun $ 6,13¢ — — — $ 6,13¢ $ 6,13¢
Weightec-average rat 0.11% — — —
Long-term investment
Fixed rate amount — — — $65,75( $65,75( $61,63:
Weightec-average rat — — — 1.7(%
Total investment portfolit $12,13¢ — — $65,75( $77,88¢ $73,77:

At July 3, 2010, Intevac held investments R With the liquidity issues experienced in globadit and capital markets, Intevac’'s ARS
have experienced multiple failed auctions. Intes@gtinues to earn interest at the maximum contehcaie for each security. The estimated
values of the ARS held by Intevac are no longgraat As of July 3, 2010, Intevac had $61.6 milliorARS in the condensed consolidated
balance sheet, which is net of a temporary unredliass of $4.1 million. Management believes thatimpairment of the ARS investments is
temporary, primarily due to the government guarauatithe underlying securities and Intevac’s aptiiit hold the ARS for the foreseeable
future. Management believes that it is more likélgn not that it will not be required to sell th&38 before the recovery of their par amount.
The unrealized loss is included in other compreiverisss.
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Intevac continues to monitor the market forA&nd consider its impact (if any) on the fair neankalue of its investments. If the current
market conditions continue, or the anticipated vecp in market values does not occur, Intevac neyeluired to record additional unrealized
losses or record an other-than-temporary impairroleatge in 2010.

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

Foreign exchange risk. From time to time, Intevac enters into foreign enay forward exchange contracts to hedge certaits ahticipated
foreign currency transaction, translation and re&xsneement exposures. The objective of these caatfisato minimize the impact of foreign
currency exchange rate movements on Intevac’s tipgnesults. At July 3, 2010, Intevac had no fgreturrency forward exchange contracts.

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

Intevac maintains a set of disclosure contaold procedures that are designed to ensure floatiation relating to Intevac, Inc. required to
be disclosed in periodic filings under the Secesitexchange Act of 1934, or Exchange Act, is remdrgrocessed, summarized and reporte
a timely manner under the Exchange Act. In conoaatiith the filing of this Form 10-Q for the quarended July 3, 2010, as required under
Rule 13a-15(b) of the Exchange Act, an evaluatias warried out under the supervision and with tiréigpation of management, including
the Chief Executive Officer and Chief Financial iodfr, of the effectiveness of Intevac’s disclostwatrols and procedures as of the end of the
period covered by this quarterly report. Basedhis évaluation, Intevac’s Chief Executive OfficeidaChief Financial Officer concluded that
our disclosure controls and procedures were effes of July 3, 2010.

Attached as exhibits to this Quarterly Repoé certifications of the CEO and the CFO, whiaghraquired in accordance with Rule 13a-14
of the Exchange Act. This Controls and Procedueeian includes the information concerning the oalstevaluation referred to in the
certifications, and it should be read in conjunctiaith the certifications for a more complete ursti@nding of the topics presented.

Definition of disclosure controls

Disclosure Controls are controls and procesldesigned to ensure that information requirecetdibclosed in our reports filed under the
Exchange Act, such as this Quarterly Report, ienged, processed, summarized and reported withitirtie periods specified in the Securities
and Exchange Commission’s rules and forms. Disceo8ontrols are also designed to ensure that stichmation is accumulated and
communicated to our management, including the CEDGFO, as appropriate to allow timely decisiorgarding required disclosure. Our
Disclosure Controls include components of our imi&control over financial reporting, which consisf control processes designed to provide
reasonable assurance regarding the reliabilityuofioancial reporting and the preparation of ficiah statements in accordance with generally
accepted accounting principles in the U.S. To tlierg that components of our internal control diregincial reporting are included within our
Disclosure Controls, they are included in the soofpeur quarterly controls evaluation.

Limitations on the effectiveness of controls

Intevac’s management, including the CEO an@®Qfoes not expect that Intevac’s Disclosure CémtiolIntevac’s internal control over
financial reporting will prevent all error and &éud. A control system, no matter how well desidjaed operated, can provide only reason:
not absolute, assurance that the control systehjtives will be met. Further, the design of atooirsystem must reflect the fact that there are
resource constraints, and the benefits of contmist be considered relative to their costs. Becafifge inherent limitations in all control
systems, no evaluation of controls can provide lalbs@ssurance that all control issues and instance
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of fraud, if any, within Intevac have been detecfHuese inherent limitations include the realitiest judgments in decision-making can be
faulty and that breakdowns can occur because gilgierror or mistake. Controls can also be circumeae by the individual acts of some
persons, by collusion of two or more people, onfanagement override of the controls. The desigangfsystem of controls is based in par
certain assumptions about the likelihood of futewents, and there can be no assurance that amndedlisucceed in achieving its stated goals
under all potential future conditions. Over timentrols may become inadequate because of changesdlitions or deterioration in the degree
of compliance with policies or procedures. Becaafshe inherent limitations in a cost-effective tmhsystem, misstatements due to error or
fraud may occur and not be detected.

Changes in internal controls over financial reportng

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

PART II. OTHER INFORMATION

Item 1. Legal Proceeding:

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

On March 19, 2009, Intevac filed a statemdmi@am under the Financial Industry Regulatory Barity dispute resolution process against
Citigroup Inc. and Citigroup Global Markets, Inco(lectively, “Citigroup”) with respect to allegdchud and market manipulation by Citigroup
related to auction rate securities. The statemkciaom requested that Citigroup accept Intevaetsder of its auction rate securities at par value
and that Intevac receive compensatory, consequi@nmiigpunitive damages and costs and expensegtdlifi responded denying Intevac’s
claims. The arbitration proceedings were complet@dune 10, 2010. On June 29, 2010, Intevac ret@ifavorable ruling from the arbitration
panel whereby Citigroup was ordered to rescindstie of the $54.8 million par value in outstandi®S investments. On July 27, 2010,
Intevac received $54.8 million from the repurchakthe securities by Citigroup at par includingeirgst.

Iltem 1A. Risk Factors

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

The industries we serve are cyclical, volatile amapredictable.

The majority of our revenue is derived frore gale of equipment used to manufacture commoelityriology products such as disk drives,
and our target new markets include other commadditiinology markets including semiconductor waféritation equipment and photovolt:
(“PV”) cell manufacturers. This subjects us to Inesis cycles, the timing, length and volatility dfisgh can be difficult to predict. When
demand for commodity technology products exceeddymtion capacity, then demand for new capital ggeint such as ours tends to be
amplified. Conversely, when supply of commoditynieclogy products exceeds demand, then demand focapital equipment such as ours
tends to be depressed. For example, sales of systemmagnetic disk production were severely deggé$rom mid-1998 until mid-2003 and
grew rapidly from 2004 through 2006, followed by a
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downturn in the cycle in late 2007 which contindlecbugh 2009. The number of new systems deliveestikd sequentially in 2007, 2008
2009. We cannot predict with any certainty wherséheycles will begin or end.

Our equipment represents only a portion ofctygital expenditure that our customers incur wihely upgrade or add production capacity.
Accordingly, our customers generally commit to nmakiarge capital expenditures, far in excess otthst of our systems alone, when they
decide to purchase our systems. The magnitudeesétbapital expenditures requires our customerave access to large amounts of capital.
The magnetic disk and semiconductor manufacturidgstries have from time to time made significatdiions to their production capacity.
Our customers generally reduce their level of edfitvestment during downturns in the overall ecogpor during a downturn in their
industries.

We must effectively manage our resources aodyttion capacity to meet rapidly changing dem#&ut. business experiences rapid growth
and contraction, which stresses our infrastructaternal systems and managerial resources. Dpenigds of increasing demand for our
products, we must have sufficient manufacturingacétp and inventory to meet customer demand; ditratain and motivate a sufficient
number of qualified individuals; and effectively nze our supply chain. During periods of decreadamand for our products, we must be
able to align our cost structure with prevailingrked conditions; motivate and retain key employaed effectively manage our supply chain.

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

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

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

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

Our 200 Lean customers also experience cotigrefrom companies that produce alternative stertaghnologies like flash memory, which
offer smaller size, lower power consumption andemoigged designs. If alternative technologies, siscfiash memory, replace hard disk
drives as a significant method of digital storagen demand for our hard disk manufacturing prasluciuld decrease.

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

Historically, a significant portion of our rerue in any particular period has been attributediales of our disk sputtering systems to a
limited number of customers. This concentratiocudtomers can lead to extreme variability in rexeand financial results from period to
period.
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Industry consolidation can limit the numbeipotential customers for our products. For exampéggate acquired Maxtor in 2006, Western
Digital acquired Komag in 2007, and Toshiba acqlFejitsu’s hard drive business in 2009. The cotredion of our customer base may
enable our customers to demand pricing and othexstanfavorable to Intevac, and makes us more vailthe to changes in demand by a given
customer. Orders from a relatively limited numbemanufacturers have accounted for, and will likebytinue to account for, a substantial
portion of our revenues. The loss of one of thasgel customers, or delays in purchasing by themiddwave a material and adverse effect on
our revenues.

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

We have invested heavily, and continue toshvia the development of new products, such a26QrLean Gen Il system, our
semiconductor products, 200 Lean systems for PMagtions and our digital night-vision products. @Guiccess in developing and selling new
products depends upon a variety of factors, inagdiur ability to: predict future customer requiesits, make technological advances, achieve
a low total cost of ownership for our productsradiuce new products on schedule, manufacture ptedosteffectively including transitionin
production to volume manufacturing; commercialiné attain customer acceptance of our productsaahitve acceptable and reliable
performance of our new products in the field. Oenrproduct decisions and development commitmentst amticipate continuously evolving
industry requirements significantly in advance ales. In addition, we are attempting to expand mgw or related markets, including the
semiconductor market for wafer fabrication equiptmand the PV market. Our expansion into the PVketas dependent upon the success of
our customers’ development plans, some of whictste-ups and in their preliminary stages of depelent, as well as their ability to raise
capital to fund their future development and cayaexpansion. To date Intevac has not receivedmeyé&om our semiconductor or PV
manufacturing products. Failure to correctly asslessize of the markets, to successfully devetmt effective products to address the markets
or to establish effective sales and support oh#e products would have a material adverse effeduture revenues and profits.

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

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

Our quarterly revenues and common stock présee fluctuated significantly. We anticipate that cevenues, operating margins and
common stock price will continue to fluctuate fovariety of reasons, including: (1) changes indamand, due to seasonality, cyclicality and
other factors in the markets for computer systestsage subsystems and consumer electronics cmgalisks our customers produce with
systems; (2) delays or problems in the introducéind acceptance of our new products, or delivesxadting products; (3) timing of orders,
acceptance of new systems by our customers or ikatime of those orders; (4) new products, servimetechnological innovations by our
competitors or us; (5) changes in our manufactuciogfs and operating expense; (6) changes in dexmaomic, political, stock market and
industry conditions; and (7) any failure of our oggéng results to meet the expectations of investmesearch analysts or investors.

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

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

At July 3, 2010, we held auction rate secesii‘ARS”) with a par value of $65.8 million. Theanket for these securities had historically
been highly liquid, even though the ARS that wedhmdve underlying maturities ranging
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from 21 to 37 years. The liquidity was achieveatiyh auctions, which occurred every 7 or 28 day®edding on the security, in which the
interest paid on each security was reset to cumamket rates. We never intended to hold theserisiesuto maturity, but rather to use the
auction feature to sell the securities as neededagide liquidity. Since February 2008, all of $8eARS have failed auction. The ARS will
continue to be illiquid until a successful auctimocess is reinstated, they are restructured imor liquid security, or a buyer is found out:

of the auction process. We do not know when, ahi§ will occur. All of the auction rate securgigeld by us are student loan structured is:
originated under the U.S. Department of Educatiéi@deral Family Education Loan Program with priatignd interest 97% — 98% reinsured
by the U.S. Department of Education. As of Julg@®10, all of these securities are currently rategstment grade but there is no assuranc
these ratings will continue in the future. As ofyJ8, 2010, securities with a par value of $54.0ion are rated AAA/Aaa, securities with a par
value of $8.8 million are rated AAA/A3 and a setpwith a par value of $3.0 million is rated AAA/Ba. These securities are classified as
long-term investments and we recorded an impairrdeatge of $4.1 million. If: (1) the issuers of hBS are unable to successfully resume
auctions; or (2) the issuers do not redeem the ARE3) a liquid market for the ARS does not depelor (4) the U.S. Department of Educat
fails to support its guaranty of the obligations{®) these or any other valuation metrics or psses change, then Intevac may be required to
further adjust the carrying value of the ARS andémord an other-than-temporary impairment cha@geMarch 19, 2009, Intevac filed a
statement of claim under the Financial Industry iRatpry Authority dispute resolution process aga@isigroup Inc. and Citigroup Global
Markets, Inc. (collectively, “Citigroup”) with regget to alleged fraud and market manipulation byg@tup related to ARS. The statement of
claim requested that Citigroup accept Intevac’si¢erof its ARS at par value and that Intevac reeempensatory, consequential and punitive
damages and costs and expenses. Citigroup respdedgihg Intevac’s claims. The arbitration procegdiwere completed on June 10, 2010.
On June 29, 2010, Intevac received a favorablagutiom the arbitration panel whereby Citigroup wadered to rescind the sale of the

$54.8 million par value in outstanding ARS investrise On July 27, 2010, Intevac received $54.8 amilfirom the repurchase of the securities
by Citigroup at par including interest and will ogmize the reversal of a $3.3 million temporary &nment charge in other comprehensive loss
in the third quarter of fiscal year 2010.

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

Economic conditions worldwide have contributediecreased spending by our customers and a g¥omvih the hard disk drive industry.
These factors have adversely impacted our operegmgts in prior periods, including most recemtiyring fiscal 2009, and have caused us to
be cautious about our future outlook. Although maconomic and global market conditions improvethalatter half of 2009 and the first t
of 2010, our customers continue to remain cautasui relates to the sustainability of the recovélggative macroeconomic and global
recessionary factors, further volatility or dishigptin the capital and credit markets or furthecentainty or weakening in key markets could
negatively impact spending for our products and mayerially adversely affect our business, opegatésults and financial condition.

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

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

As a result of our acquisitions, we have dgigant goodwill and intangible assets on our baasiteet. We test goodwill and intangible as
for impairment on a periodic basis as required,whdnever events or changes in circumstances iedilcat the carrying value may not be
recoverable. The events or changes that couldneeqaito test our goodwill and intangible assetsnigpairment include: a reduction in our
stock price, and as a result market capitalizatithanges in our estimated future cash flows, abagethanges in rates of growth in our indu
or in any of our reporting units. In the fourth quaa of 2008, we recorded an impairment chargel®f% million for goodwill due to a decline
our market capitalization and certain purchasebrnelogy intangible assets due to lower revenue @agiens in light of current operating
performance and future operating expectations. \leantinue to evaluate the carrying value of o&imaining goodwill and intangible assets
and if we determine in the future that there i®teptial further impairment in any of our reportiagits, we may be required to record
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additional charges to earnings which could matgradversely affect our financial results and coallsb materially adversely affect our
business. See Note 5. “Goodwill and Purchased ¢iiténAssets, Net” in the Notes to the Condenseds6lidated Financial Statements for
additional information related to impairment of gedll and intangible assets.

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

In the market for our disk sputtering systems have experienced competition from Anelva Caapion, a subsidiary of Canon, which has
sold substantial numbers of systems worldwidehérharket for semiconductor equipment we are attiegno enter a market with several
large established competitors including Brooks Andtion and Genmark Automation as well as compaetitiom internally developed produt
at Applied Materials and Tokyo Electron. Intevaaiempting to enter the PV equipment market, ace$ competition from large established
competitors including Veeco Instruments, Centrath&hotovoltaics, Von Ardenne and cell module mactufers that are internally
developing manufacturing equipment that may be sgtdrnally in the future. In the market for outitary imaging products we experience
competition from companies such as ITT Industries Bairchild Imaging. In the markets for our comai@rimaging products we compete
with companies such as Andor, Dalsa, E2V, Hamamdisxas Instruments and Roper Industries for semsorcamera products, and with
companies such as Ahura, B&W Tek, GE Security, bdobin Yvon, Ocean Optics, Renishaw, Thermo $tiigrand Smiths Detection for
Raman spectrometer products. Our competitors halygtantially greater financial, technical, markgtimanufacturing and other resources
we do, especially in the semiconductor equipmenketavhere we have not previously offered a prod cannot ensure that our
competitors will not develop enhancements to, turkigenerations of, competitive products thatro$teperior price or performance features.
Likewise, we cannot ensure that new competitorsneil enter our markets and develop such enhanwstiipts. Moreover, competition for o
customers is intense, and our competitors haverigatly offered substantial pricing concessiond arcentives to attract our customers or
retain their existing customers.

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

Many of our products, especially Intevac Phats' products, require export licenses from U.&egnment agencies under the Export
Administration Act, the Trading with the Enemy Axft1917, the Arms Export Act of 1976 or the Intdromal Traffic in Arms Regulations.
These regulations limit the potential market fomgoof our products. We can give no assurance thatilbe successful in obtaining all the
licenses necessary to export our products. Heigldtgovernment scrutiny of export licenses for dedarelated products has resulted in
lengthened review periods for our license applicati Exports to countries that are not consideyetthéd U.S. government to be allies are likely
to be prohibited, and even sales to U.S. allies bealymited. Failure to obtain export licensesagslin obtaining licenses, or revocation of
previously issued licenses would prevent us froliingethe affected products outside the United &atnd could negatively impact our results
of operations.

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

We sell many of our imaging products and smwidirectly to the U.S. government, as well gzritme contractors for various U.S.
government programs. Funding of multi-year goveminpeograms is subject to congressional appropriatiand there is no guarantee that the
U.S. government will make further appropriationastigularly given the U.S. government’s recent ®on spending in other areas. Sales to the
U.S. government and its prime contractors may bésaffected by changes in procurement policiesgeudonsiderations and political
developments in the United States or abroad. Famele, if the U.S. government is less focused darde spending or there is a decrease in
hostilities, demand for our products could decre@be loss of funding for a government program wlaelsult in a loss of future revenues
attributable to that program. The influence of afyhese factors, which are beyond our control]&oegatively impact our results of
operations.

A significant portion of our U.S. governmeatenue is derived from fixed-price development pradiuction contracts. Under fixed-price
contracts, unexpected increases in the cost tdaeee manufacture a product, whether due to inetewestimates in the bidding process,
unanticipated increases in material costs, reduced
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production volumes, inefficiencies or other fact@e borne by us. We have experienced cost oveimuthie past that have resulted in losse
certain contracts, and may experience additionstl @eerruns in the future. We are required to recagthe total estimated impact of cost
overruns in the period in which they are first itiféed. Such cost overruns could have a materigkegk effect on our results of operations.

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

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

Changes to our effective tax rate affect our resutif operations.

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

We booked a significant tax benefit in botl@2@nd 2008 based on management’s belief that wld toth carryback losses to years
Intevac paid income taxes and carryforward taxitsed future years where we would generate taxaigleme. Intevac will need to generate
approximately $45 million of taxable income in orde realize the Federal deferred tax assets redoad of July 3, 2010. If our expectations of
future income are incorrect, we could be requiteddtablish a valuation allowance against somd of the deferred tax assets.

Our success depends on international sales andrtftenagement of global operations.

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

Managing our global operations presents chgés including, but not limited to, those arisingnii: (1) global trade issues; (2) variations in
protection of intellectual property and other ledghts in different countries; (3) concerns of UgBvernmental agencies regarding possible
national commercial and/or security issues posegrbwing manufacturing business in Asia; (4) flattan of interest rates, raw material co
labor and operating costs, and exchange ratesidimg) the weakening relative position of the U.8lat; (5) variations in the ability to devel
relationships with suppliers and other local buss®s; (6) changes in the laws and regulationseoftfited States, including export restrictic
and other countries, as well as their interpretedind application; (7) the need to provide tecHraoa spares support in different locations;
(8) political and economic instability; (9) cultlidifferences; (10) varying government incentiveptomote development; (11) shipping costs
and delays; (12) adverse conditions in credit mark@3) variations in tariffs, quotas, tax coded ather market barriers; and (14) barriers to
movement of cash.
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We must regularly assess the size, capabhifitylocation of our global infrastructure and makeropriate changes to address these issues.
Our success is dependent on recruiting and retaigia highly talented work force.

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

The majority of our U.S. operations are loddteCalifornia where the cost of living and of neiting employees is high. Additionally, our
operating results depend, in large part, upon bilityato retain and attract qualified managememigineering, marketing, manufacturing,
customer support, sales and administrative per$oRughermore, we compete with industries sucthashard disk drive, semiconductor, and
solar industries for skilled employees. Failuredtain existing key personnel, or to attract, agaten or retain additional highly qualified
employees to meet our needs in the future, could hanaterial and adverse effect our businessydimhcondition and results of operations.

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

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

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

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

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

We could be involved in litigation.

From time to time we may be involved in litiige of various types, including litigation allegjiinfringement of intellectual property rights
and other claims. For example, in March 2009, latefiled a statement of claim under the Financidubktry Regulatory Authority dispute
resolution process against Citigroup with respeeleged fraud and market manipulation by Citigroelated to ARS. The statement of claim
requested that Citigroup accept Intevac’s tend@sdkRS at par value and that Intevac receive @msptory, consequential and punitive
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damages and costs and expenses. Citigroup respdedgihg Intevac’s claims. The arbitration procegdiwere completed on June 10, 2010.
On June 29, 2010, Intevac received a favorablagutiom the arbitration panel whereby Citigroup wadered to rescind the sale of the

$54.8 million par value in outstanding ARS invesirise On July 27, 2010, Intevac received $54.8 amilfirom the repurchase of the securities
by Citigroup at par including interest. Litigatimexpensive, subjects us to the risk of significlamages and requires significant management
time and attention and could have a material anéraé effect on our business, financial conditind eesults of operations.

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

We have completed a number of acquisitiongnduwur operating history. For example, in 2007 ,agquired certain assets of DeltaNu, LLC
and certain assets of Creative Display Systems, &h€in 2008 we acquired certain assets of OC KderlBalzers Ltd. We have spent and |
continue to spend significant resources identifyang pursuing future acquisition opportunities. Bisgions involve numerous risks including:
(1) difficulties in integrating the operations, l@ologies and products of the acquired compan®ghé diversion of our management’s
attention from other business concerns; and (3pthential loss of key employees of the acquiredganies. Failure to achieve the anticipated
benefits of the prior and any future acquisitionsoosuccessfully integrate the operations of thmganies we acquire could have a material
adverse effect on our business, financial condiiod results of operations. Any future acquisitiooald also result in potentially dilutive
issuance of equity securities, acquisition- or diitare-related write-offs or the assumption of tdedd contingent liabilities.

We use hazardous materials and are subject to rigkaon-compliance with environmental and safetygidations.

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

Business interruptions could adversely affect oyserations.

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

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

We have completed the evaluation of our irgkcontrols over financial reporting as requiredSsction 404 of the Sarbanes-Oxley Act.
Although our assessment, testing, and evaluatismtezl in our conclusion that as of December 30920ur internal controls over financial
reporting were effective, we cannot predict thecomie of our testing in future periods. Ongoing cbamze with this requirement is complex,
costly and time-consuming. If: Intevac fails to mtain effective internal control over financial cgping; our management does not timely
assess the adequacy of such internal control; mindependent registered public accounting firmsdoet deliver an unqualified opinion as to
the effectiveness of our internal control over fioi@l reporting, then we could be subject to: resteent of previously reported financial rest
regulatory sanctions and a decline in the publpgrception of Intevac, which could have a matend adverse effect on our business, final
condition and results of operations.

Iltem 2. Unregistered Sales of Equity Securities and UsdPobceed:

None.

Item 3. Defaults upon Senior Securitie
None.

Item 4. (Removed and Reserve

Iltem 5. Other Information
None.

Iltem 6. Exhibits

The following exhibits are filed herewit

Exhibit

Number Description

23.2 Consent of Independent Valuation Fi

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

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

32.1 Certifications Pursuant to U.S.C. 1350 Adopted Bam$to Section 906 of the Sarbe-Oxley Act of 2002
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SIGNATURES

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

INTEVAC, INC.

Date: August 3, 201( By: /s/ KEVIN FAIRBAIRN
Kevin Fairbairn
President, Chief Executive Officer and Director
(Principal Executive Officer;

Date: August 3, 2010 By: /s/ JEFFREY ANDRESON
Jeffrey Andreson
Executive Vice President, Finance ¢
Administration, Chief Financial Officer,
Treasurer and Secretary
(Principal Financial and
Accounting Officer)
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Exhibit 23.2

CONSENT OF INDEPENDENT VALUATION FIRM

We consent to the inclusion in the Quarterly ReparForm 109 of Intevac, Inc. and subsidiaries for the quéyrteeriod ended July 3, 2010
references to our Valuation Report relating togk@mation of fair value of certain auction ratewséies held by the Company as of July 3,
2010 and to references to our firm's name therein.

/s/ Houlihan Smith & Company, Inc.

Chicago, lllinois
August 3, 2010



Exhibit 31.1

I, Kevin Fairbairn certify that:

1.
2.

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

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

by this report

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

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

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

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

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

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

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

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

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

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

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

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

Date: August 3, 2010

/sl KEVIN FAIRBAIRN

Kevin Fairbairn
President, Chief Executive Officer and Direc




Exhibit 31.2

I, Jeffrey Andreson certify that:

1.
2.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Date: August 3, 2010

/s! JEFFREY ANDRESOI

Jeffrey Andresol

Executive Vice President, Finance ¢
Administration, Chief Financial Officer, Treasu
and Secretar




Exhibit 32.1

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

I, Kevin Fairbairn, certify, pursuant to 183JC. Section 1350, as adopted pursuant to SedlidroBthe Sarbanes-Oxley Act of 2002, that
the Quarterly Report of Intevac, Inc. on Form 18eQthe quarterly period ended July 3, 2010 fultyrplies with the requirements of Section
13(a) or 15(d) of the Securities Exchange Act @4Land that information contained in such Form 1f&i@y presents in all material respects
the financial condition and results of operatiohintevac, Inc.

Date: August 3, 2010

/sl KEVIN FAIRBAIRN

Kevin Fairbairn
President, Chief Executive Officer and Direc

I, Jeffrey Andreson, certify, pursuant to 18WC. Section 1350, as adopted pursuant to Seefiérof the Sarbanes-Oxley Act of 2002, that
the Quarterly Report of Intevac, Inc. on Form 18eQthe quarterly period ended July 3, 2010 fultyrplies with the requirements of Section
13(a) or 15(d) of the Securities Exchange Act d34Land that information contained in such Form 1f&i@y presents in all material respects
the financial condition and results of operatiohintevac, Inc.

Date: August 3, 2010

/sl JEFFREY ANDRESON

Jeffrey Andresol

Executive Vice President, Finance and
Administration, Chief Financial Officer, Treasu
and Secretar

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



