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SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549
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%] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE

SECURITIES EXCHANGE ACT OF 1934
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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
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required to file such reports), and (2) has bedijestito such filing requirements for the past 89 YesiM No
O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, maccelerated file
or a smaller reporting company. See the definitimitftarge accelerated filer,” “accelerated filafid “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Chenk):

Large accelerated fildd Accelerated filer Non-accelerated fileid Smaller reporting companiad
O (Do not check if a smaller reporting compa

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

APPLICABLE ONLY TO CORPORATE ISSUERS:
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements
INTEVAC, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

March 29, December 31

2008 2007
(Unaudited)
(In thousands)
ASSETS
Current asset:
Cash and cash equivalel $ 27,27t $ 27,67¢
Shor-term investment 18,88¢ 110,98!
Trade and other accounts receivable, net of allocesiof $57 at both March 29, 20(
and December 31, 20( 22,83 14,14:
Inventories 22,20 22,13:
Prepaid expenses and other current a: 3,26¢ 4,16:
Deferred tax asse 4,45( 3,60¢
Total current asse 98,91: 182,70:
Property, plant and equipment, | 15,60¢ 15,40:
Long-term investment 78,78¢ 2,00¢
Goodwill 7,90¢ 7,90¢
Other intangible assets, r 1,71¢ 1,782
Deferred income taxes and other long term as 6,317 5,611
Total asset $209,24. $ 215,41

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:

Note payable $ 192¢ $ 1,992
Accounts payabl 6,82¢ 7,67¢
Accrued payroll and related liabiliti¢ 3,47¢ 8,61(
Other accrued liabilitie 5,18¢ 5,45¢
Customer advance 3,91( 4,34(
Total current liabilities 21,32% 28,07«
Other lon¢-term liabilities 19C 27¢
Long-term note payabl — 1,89¢
Shareholder equity:
Common stock, $0.001 par val 22 22
Additional paic-in capital 122,38 120,05t
Accumulated other comprehensive income (I (764) 571
Retained earning 66,07 64,51«
Total shareholde’ equity 187,72 185,16:
Total liabilities and sharehold¢ equity $209,24. $ 21541

Note: Amounts as of December 31, 2007 are deffraed the December 31, 2007 audited consolidatemhfiral
statements.

See accompanying notes.
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INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

AND COMPREHENSIVE INCOME

Net revenues
Systems and componetl
Technology developmel
Total net revenue
Cost of net revenue
Systems and componel
Technology developmel
Inventory provision:
Total cost of net revenus
Gross profit
Operating expense
Research and developm
Selling, general and administrati
Total operating expens
Operating income (los!
Interest expens
Interest income and other, r
Income before income tax
Provision for (benefit from) income tax
Net income

Other comprehensive income (los

Unrealized losses on securities held as availaledle

Foreign currency translation adjustme
Total comprehensive incon

Basic income per shar

Net income

Shares used in per share amol
Diluted income per shar

Net income

Shares used in per share amol

See accompanying notes.

Three Months Ended

March 29,
2008

March 31,
2007

(Unaudited)
(In thousands, except per share amount

$ 29,01«
4,161
33,17¢

15,16¢
2,474

221

17,86
15,31

9,38¢
7,06¢

16,45:
(1,141

(65)

1,47¢

27C

(1,299

$  156¢

(1,567
232
$ 22¢

$ 0.07
21,64,

$ 0.07
22,05

$ 73,59:
2,781
76,37¢

42,12¢
1,507

(44)

43,59:
32,78

12,19:

7,518

19,70¢
13,073

(46)

1,36¢

14,39

4,552

$ 9,84¢

21
$ 9,86¢

$ 0.4¢
21,29:

$ 0.44
22,18¢
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INTEVAC, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Three Months Ended
March 29,  March 31,
2008 2007
(Unaudited)

(In thousands)

Operating activities
Net income $ 1565 $ 9,84t
Adjustments to reconcile net income to net cashcasth equivalents provided by (used in

operating activities

Depreciation and amortizatic 1,08t 1,167
Inventory provision: 221 (44)
Equity-based compensatic 1,52 1,357
Deferred income taxe (29¢) —
Changes in operating assets and liabili (15,927 894
Total adjustment (13,386) 3,37(
Net cash and cash equivalents provided by (usegpi@jating activitie: (11,827  13,21¢
Investing activities
Purchases of investmer (7,000 (43,700
Proceeds from sales and maturities of investrr 20,90( 23,50(
Acquisition of DeltaNu LLC, net of cash acquir — (2,089
Purchases of leasehold improvements and equip (1,327%) (1,85€)
Net cash and cash equivalents provided by (usedve}ting activities 12,57  (24,140()
Financing activities
Net proceeds from issuance of common s 804 1,64t
Payment of note payahb (2,000 —
Tax benefit from equit-based compensatic — 645
Net cash and cash equivalents provided by (usefthamcing activities (1,19€6) 2,29(
Effect of exchange rate changes on ¢ 48 (9)
Net decrease in cash and cash equiva (39¢) (8,649
Cash and cash equivalents at beginning of pe 27,67 39,44(
Cash and cash equivalents at end of pe $27,27F  $30,79¢

Supplemental Schedule of Cash Flow Information
Cash paid (received) fc

Income taxe! $ — $ 1,50C

Income tax refun: (1,139 —
Other nori-cash change

Notes payable issued for the acquisition of DeltalNiC $ — $ 3,71¢

See accompanying notes.
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

1. Business Activities and Basis of Presentatic
Intevac’s business consists of two reportable seggne

Equipment: Intevac is a leader in the design, manufactudenaarketing of high-productivity “lean”
manufacturing systems and has been producing “Téaking” platforms since 1994. We are the leading
supplier of magnetic media sputtering equipmeniéhard disk drive industry and offer leading-eddgh-
productivity etch systems to the semiconductor atigu

Imaging Instrumentation: Intevac is a leader in the development of compaxdt-effective, high-
sensitivity digital-optical products for the camand display of low-light images and the opticalgsis of
materials. We provide sensors, cameras and sy$terosmmercial applications in the inspection, ncadli
scientific and security industries and for governtrepplications such as night vision and long-ratagget
identification.

The majority of our revenue is currently derivednfrour Equipment business, and we expect that #jerity
of our revenues for the next several years willticwre to be derived from our Equipment business.

The financial information at March 29, 2008 andtfoe three-month periods ended March 29, 2008 and
March 31, 2007 is unaudited, but includes all adpesits (consisting only of normal recurring accsj#that we
consider necessary for a fair presentation ofittential information set forth herein, in accordamdgth accounting
principles generally accepted in the United StafeSmerica (“U.S. GAAP”) for interim financial infanation, the
instructions to Form 10-Q and Article 10 of RegigatS-X. Accordingly, it does not include all ofetinformation
and footnotes required by U.S. GAAP for annualrial statements. For further information, refethte
Consolidated Financial Statements and footnoteetihéncluded in our Annual Report on Form 10-K tiee fiscal
year ended December 31, 20

The preparation of financial statements in confeymiith U.S. GAAP requires management to make et
and assumptions that affect the reported amourdassats and liabilities and disclosure of contihgssets and
liabilities at the date of the financial statemeamsl reported amounts of revenue and expensegdherreporting
period. Actual results inevitably will differ fromtose estimates, and such differences may be mlaiethe
financial statements.

The results for the three-month period ended M@&;i2008 are not considered indicative of the tegolbe
expected for any future period or for the entirarye

“Intevac®,” “LIVAR ® " “D-STAR ® " “Lean Etch™”, “200 Lean®”, “AccuLuber™” ExamineR™”, and
“MOSIR ®”, among others, are our trademarks.

2. Concentrations

Historically, a significant portion of our revenuesany particular period has been attributablsaies to a
limited number of customers. Our largest custortemd to change from period to period.

We evaluate the collectibility of trade receivabbesan ongoing basis and provide reserves agaitshtial
losses when appropriate.

3. New Accounting Pronouncement:

In September 2006, the FASB issued Statement afi€ial Accounting Standard No. 157, “Fair Value
Measurements” (“SFAS 157"). SFAS 157 defines faiue, establishes a framework for measuring fdirevan
generally accepted accounting principles and expdistiosures about fair value measurements. FASsL5
effective for fiscal years beginning after Novemir 2007 for financial assets and liabilitiesyedl as for any
other assets and liabilities that are carriediatv&ue on a recurring basis in financial statetaeim November
2007, the FASB provided a one year deferral foritiqg@ementation of FAS 157 for other nonfinancissets and
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

liabilities. The adoption of this standard did hatve a material impact on our financial conditiesults of
operations or cash flows.

In February 2008, the FASB issued FASB Staff PosiBFAS 157-1, Application of FASB Statement No. 1
to FASB Statement No. 13 and Other Accounting Puocements That Address Fair Value Measurements for
Purposes of Lease Classification or Measuremergn@thtement 13” (“FSP FAS 157-1"). FSP FAS 15%&fes
the effective date of SFAS 157 for all non-finaheissets and non-financial liabilities, except thisat are
recognized or disclosed at fair value in the finahstatements on a recurring basis. FSP FAS lalgdlexcludes
from the scope of SFAS 157 certain leasing trammasiccounted for under SFAS No. 13, “Accountioglfeases”
The adoption of FSP FAS 157-1 did not have a radtgripact on our financial condition, results okagtions or
cash flows.

In February 2007, the FASB issued Statement ofrfgilah Accounting Standards No. 159, “The Fair Value
Option for Financial Assets and Financial Liab##i— Including an amendment of FASB Statement
No. 11%" (*SFAS 159”). SFAS 159 permits entities to chodseneasure many financial instruments and certain
other items at fair value. The fair value optiotabtished by SFAS 159 permits all entities to cleomsmeasure
eligible items at fair value at specified electatates and report unrealized gains and losses mis fiar which the
fair value option has been elected in earningseth subsequent reporting date. We chose not ty &pplrovision
of SFAS 159.

In December 2007 the FASB issued Statement of EiabAccounting Standards No. 141(R), “Business
Combinations” (“SFAS 141R"SFAS 141R retains the fundamental acquisition ntetifaccounting established
Statement 141; however, among other things, SFAR Yéquires recognition of assets and liabilitieaan-
controlling interests acquired, fair value measwernhof consideration and contingent consideragapense
recognition for transaction costs and certain irgégn costs, recognition of the fair value of éogéncies, and
adjustments to income tax expense for changes atamirer’s existing valuation allowances or urai@rtax
positions that result from the business combinat®FAS 141R is effective for annual reporting pésitbeginning
after December 15, 2008 and shall be applied potisiedy. We do not expect the adoption of this dtamd to have a
material impact on our financial condition , resudf operations or cash flows.

In March 2008, the FASB issued Statement of Fireetcounting Standards No. 161, “Disclosures about
Derivative Instruments and Hedging Activities — Amendment of FASB Statement No. 133" (“SFAS 161").
SFAS 161 enhances required disclosures regardigptiees and hedging activities. SFAS is effectigefiscal
years and interim periods beginning after Noveniier2008. We are currently evaluating the impaaduipting
this standard.

4. Inventories
Inventories are stated at the lower of average @ostarket and consist of the following:

March 29, December 31

2008 2007
(In thousands)
Raw material $12,73: $ 13,66¢
Work-in-progress 6,181 6,191
Finished good 3,28¢ 2,27¢

$22,200 § 22,130

Finished goods inventory consists primarily of céeted systems at customer sites that are undergoing
installation and acceptance testing.

Inventory reserves included in the above numbers %&.7 million and $7.8 million at March 29, 20&&d
December 31, 2007, respectively. Each quarter,naé/ae our inventory (raw materials, work-in-proggend
finished goods) against the forecast demand fon#x¢ 12 months. Raw materials with no forecastiregnents in
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

that period are considered excess and inventomjigions are established to write those items dawzeto net boo
value. Work-in-progress and finished goods invaetwith no forecast requirements in that pericdtgpically
written down to the lower of cost or market. Durihgs process, some inventory is identified as hgvio future us
or value to us and is disposed of against the veser

The following table displays the activity in thevamtory reserve account for the three-month peraing
March 29, 2008 and March 31, 2007:

Three Months Ended
March 29, March 31,

2008 2007
(In thousands)
Beginning balanc $ 7,75C $ 9,12¢
Provisions in cost of sale 221 44
Provisions for refurbishment of consigned prodi 66 6
Disposals of inventor (24¢) (547)
Miscellaneous adjustmer (10€) —
Ending balanci $ 7,68: $ 854

5. Stock-Based Compensation

At March 29, 2008, we had stock-based awards mdstg under the 2004 Equity Incentive Plan (the020
Plan™) and the 2003 Employee Stock Purchase Pen*BSPP”). Our shareholders approved both of théses.

The 2004 Plan permits the grant of incentive or-s@tutory stock options, restricted stock, stopfraciation
rights, performance units and performance sharesn® the three months ended March 29, 2008, wetgda
18,250 stock options with an estimated total gdate fair value of $114,000. Of this amount, wénested that the
stock-based compensation for the awards not exghézteest was $26,000.

The ESPP provides that eligible employees may @mslour common stock through payroll deductiorss at
price equal to 85% of the lower of the fair markafue at the beginning of the applicable offerimgipd or at the
end of each applicable purchase period. Offeringpgs are generally two years in length, and cémdia series of
six-month purchase intervals. Eligible employeey joa the ESPP at the beginning of any six-monitcpase
interval. During the three months ended March 288 we granted purchase rights with an estimattd grant-
date value of $408,000.

Compensation Expense

The effect of recording stock-based compensatiothi® three-month periods ended March 29, 2008 and
March 31, 2007 was as follows:

Three Months Ended
March 29, March 31,

2008 2007

Stocl-based compensation by type of aw:

Stock options $ 1,328 $ 1,14¢

Employee stock purchase pl 20z 213
Amounts capitalized as inventory (released to obstles! 69 4
Total stocl-based compensatic 1,59¢ 1,35¢
Tax effect on stoc-based compensatic (62€) (428)
Net effect on net incom $ 97C $ 92¢
Effect on earnings per sha

Basic $ 004 $ 0.04

Diluted $ 004 $ 0.0¢
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

Approximately $111,000 and $73,000 of stock-basedgensation was capitalized as inventory at Mafzh 2
2008 and March 31, 2007, respectively.

Valuation Assumptions

The fair value of share-based payment awardsiimat&d at the grant date using the Black-Scholésiop
valuation model. The determination of fair valuesbfre-based payment awards on the date of grisgt a1s option-
pricing model is affected by our stock price aslwaslassumptions regarding a number of highly cemphd
subjective variables. These variables include abeitnot limited to, our expected stock price véitgtover the term
of the awards, and actual employee stock optioncesesbehavior.

The weighted-average estimated value of employesk stptions granted during the three months ended
March 29, 2008 and March 31, 2007 was $6.25 peesirad $15.91 per share, respectively. The weiginedage
estimated fair value of employee stock purchagasigranted pursuant to the ESPP during the thoeghs ended
March 29, 2008 and March 31, 2007 was $5.61 peesirad $10.54 per share, respectively. The fairevaf each
option and employee stock purchase right grangtismated on the date of grant using the Black-Sehoption
valuation model with the following weighted-averaggsumptions:

Three Months Ended
March 29, March 31,

2008 2007

Stock Options

Expected volatility 65.1% 67.42%

Risk free interest rai 2.3%% 4.4%

Expected term of options (in yea 4.5 4.5

Dividend yield None None
Stock Purchase Right

Expected volatility 61.26% 63.4&%

Risk free interest rai 1.5% 4.84%

Expected term of purchase rights (in yei 1.3 aL{e

Dividend yield None None

The computation of the expected volatility assunmiused in the Black-Scholes calculations for geamts
and purchase rights is based on the historicatilipfaof our stock price, measured over a perigda& to the
expected term of the grant or purchase right. Tdefree interest rate is based on the yield ab&lan
U.S. Treasury Strips with an equivalent remaingmgt The expected term of employee stock optiopesents the
weighted-average period that the stock optiongapected to remain outstanding and was determiasedoon
historical experience of similar awards, giving sigieration to the contractual terms of the stockedeawards and
vesting schedules. The expected term of purchghésriepresents the period of time remaining inctimeent
offering period. The dividend yield assumption &séd on our history of not paying dividends andatsumption ¢
not paying dividends in the future.

As the stockhased compensation expense recognized in the Ceedi€onsolidated Statement of Operatiol
based on awards ultimately expected to vest, sonduat has been reduced for estimated forfeiturede®ent of
Financial Accounting Standards No. 123(R) requicefitures to be estimated at the time of gramt @vised, if
necessary, in subsequent periods if actual forfestdiffer from those estimates. Forfeitures weatéreated based ¢
our historical experience.
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

Stock Plan Activity
2004 Equity Incentive Plan

A summary of activity under the above captionedhaas follows:

Weighted
Average
Remaining Aggregate
Weighted Average  Contractual Term Intrinsic
Shares Exercise Price (Years) Value
Options outstanding at December 31, 2 2,587,85 $ 13.3% 7.64
Options grante: 18,25( $ 11.7¢
Options forfeitec (48,779 $ 18.97
Options exercise (7,750 $ 8.3¢
Options outstanding at March 29, 2( 2,549,581 $ 13.2% 7.5% $6,657,12:
Vested and expected to vest at March 29, - 2,191,770 $ 12.91 7.37 $6,232,14.
Options exercisable at March 29, 2( 969,05( $ 10.2: 6.05  $4,454,63
Available to grant at March 29, 201 670,37

The aggregate intrinsic value in the table abopeasents the total pretax intrinsic value, basedwrclosing
stock price of $13.26 as of March 29, 2008, whiduld have been received by the option holders Hagptions
holders exercised their options as of that dateiriguhe three months ended March 29, 2008 and iViat¢ 2007
the aggregate intrinsic value of options exerciseder our Equity Incentive Plan was $24,000 ané $idllion,
respectively, determined as of the date of optierase.

As of March 29, 2008, the unrecorded deferred stided compensation balance related to stock apiiais
$8.7 million and will be recognized over an estiethiveighted average recognition period of 1.49g/€Ene
recognition period is based on the expected terthebption, which is defined as the period fromngrdate to
exercise date.

2003 Employee Stock Purchase Plan

A summary of activity under the above captionedhaas follows:

Weighted
Average
Remaining Aggregate
Weighted Average Contractual Term Intrinsic
Shares Exercise Price (Years) Value
Purchase rights outstanding at March 29, 2 308,29: $9.72 1.07 $1,091,35

The aggregate intrinsic value in the table abopeasents the total pretax intrinsic value, basedwrclosing
stock price of $13.26 as of March 29, 2008, whiduld have been received by the purchase right rohid all
purchase rights been exercised as of that daténgtire three months ended March 29, 2008 and Mait¢R007
the aggregate intrinsic value of shares purchasddnour ESPP was $130,000 and $193,000, resplgctive
determined as of the date of purchase.

During the three months ended March 29, 2008, TBs8res were purchased at a price of $9.26 pes.shia
March 29, 2008, there were 218,109 shares avaitalile issued under the ESPP.

As of March 29, 2008, the unrecorded deferred stided compensation balance related to purchage vigls
$1.0 million and will be recognized over an estiethtveighted average recognition period of 0.7 yeehs
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

recognition period is based on the expected tertheopurchase right, which is defined as the peirioch grant date
to expiration of the offering period.

6. Business Combinations

On January 31, 2007, we completed the acquisitidthenassets and certain liabilities of DeltaNud L
(“DeltaNu”) for a total purchase price of $6 milioThe purchase price was comprised of $2 millashcpaid at the
close of the acquisition and $2 million due on eathanuary 31, 2008 and January 31, 2009, whightlse form o
a note. These notes do not bear interest. Intesr@sputed, and the related Notes Payable is recbatl a discount i
the accompanying Condensed Consolidated Balancet.Skea result of the discount on the notes, dked t
allocated purchase price is $5.8 million. DeltablaiLaramie, Wyoming company specializing in srfadtprint
and handheld Raman spectrometry instruments.

On November 9, 2007, we completed the acquisitfdgh@assets and certain liabilities of Creativeay
Systems, LLC (“CDS") for a total purchase priceb6fmillion cash paid at the close of the acquisitiéDS is a
Carlsbad, California company specializing in higirfprmance micro-display products for near-eye pordable
applications in defense and commercial markets.

We accounted for both acquisitions as taxable @sehransactions and, accordingly, the purchasesphave
been allocated to tangible assets, liabilities m&sl) and identifiable intangible assets acquirexstb@n their
estimated fair values on the acquisition date. firevalue assigned to identifiable intangible #&ssequired is
determined using the income approach, which distsoexpected future cash flows to present valuegusatimates
and assumptions determined by management. Purchiaadible assets are amortized on a straightbasés over
their respective useful lives.

In accordance with SFAS No. 141, we allocated #tuess of the cost of the acquired entities oventte
amounts of assets acquired and liabilities assumgdodwill. At March 29, 2008, we had recordeddillion of
goodwill on our Consolidated Balance Sheet. In etamoce with SFAS No. 142, goodwill is not amortizkdtead,
it is tested for impairment on an annual basis orarirequently upon the occurrence of circumstatitasindicate
that goodwill may be impaired. We did not recorgt anpairment of goodwill during the three monthsled
March 29, 2008.

Total amortization expense of purchased intangifdethe three months ended March 29, 2008 was0$683,
Future amortization expense for the existing arrabiie intangible assets for the years ending DeeeBibis as

follows:
2008 (remaining 9 month $ 267,00!
2009 152,00(
2010 143,00(
2011 132,00(
2012 132,00t
Beyond 768,00(
Total $1,594,00

The results of operations for the acquired busieghsave been included in our consolidated statenmdént
operations for the periods subsequent to our atiguiof DeltaNu and CDS, respectively. The resofteperations
for DeltaNu and CDS for periods prior to their aisifion were not material to our consolidated staats of
operations and, accordingly, pro forma financi&imation has not been presented.

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

7. Warranty

We provide for the estimated cost of warranty wherenue is recognized. Our warranty is per contexots
and for our systems the warranty typically rangetsveen 12 and 24 months from customer acceptaoncsyBtems
sold through our distributor, we offer a 3 monthrraaty, where the remainder of any warranty peisatthe
responsibility of the distributor. During the wanmtg period any defective non-consumable partsepaced and
installed at no charge to the customer. The wayrpetiod on consumable parts is limited to thearsanable usable
lives. We use estimated repair or replacement @bstsy with our historical warranty experience &etmine our
warranty obligation. We exercise judgment in deiamg the underlying estimates. We also providegfstimated
retrofit costs, which typically relate to desigradiges or improvements we identify. On a case-bg-basis, we
determine whether or not to retrofit systems inftélel at no charge to the customer.

On the Condensed Consolidated Balance Sheet, ¢inetehm portion of the warranty provision is inded in
other accrued liabilities, while the long-term pantis included in other lonterm liabilities. The expense associe
with product warranties issued or adjusted is idethiin cost of net revenues on the Condensed Gdatad
Statement of Income and Comprehensive Income.

The following table displays the activity in the manty provision account for the three-month pesiedding
March 29, 2008 and March 31, 2007:

Three Months Ended
March 29, March 31,

2008 2007
(In thousands)
Beginning balanc $ 3,092 $ 5,28
Expenditures incurred under warrant (674) (1,235
Accruals for product warranties issued during #gorting perioc 43t 1,07¢
Adjustments to previously existing warranty accst (275) 107
Ending balanc: $ 2576 $ 5,22¢

The following table displays the balance sheetsifi@stion of the warranty provision account at a9,
2008 and at December 31, 2007:

March 29, December 31

2008 2007
(In thousands)
Other accrued liabilitie $ 241 % 2,81¢
Other lon¢-term liabilities 165 27¢€
Total warranty provisiol $ 257t $ 3,092

8. Guarantees

We have entered into agreements with customers@gnaliers that include limited intellectual propert
indemnification obligations that are customaryha industry. These guarantees generally requite cempensate
the other party for certain damages and costsriedwas a result of third party intellectual propetaims arising
from these transactions. The nature of the intelEqroperty indemnification obligations preveuassfrom making
a reasonable estimate of the maximum potential ainea could be required to pay our customers apgl&rs.
Historically, we have not made any significant ingéfication payments under such agreements, araimaunt has
been accrued in the accompanying consolidateddiabstatements with respect to these indemnificati
obligations.
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

9. Cash, Cash Equivalents and Investments

Cash and cash equivalents are comprised of strant-teghly liquid investments with maturities of @@ys or
less from the date of purchase. Investments arg@iised of both available-for-sale securities, whach recorded at
estimated fair value, and held-to-maturity secesitiwhich are carried at amortized cost. Our imaests consist
principally of highly rated debt instruments withatuarities generally between one and twenty-five thenwe
account for our investments in accordance withegtant of Accounting Standards No. 115 “AccountiogGertain
Investments in Debt and Equity Securities.” Unzadi gains and losses associated with our invessmiéany, are
reported in stockholdes’equity. Cash balances held in foreign bank adsdotaled $3.5 million and $4.3 million
March 29, 2008 and December 31, 2007, respectilreijuded in accounts payable is $1.7 million a2dld$million
of book overdraft at March 29, 2008 and Decembe2807, respectively. The table below presentathertized
principal amount, major security type and matusifier our investments:

March 29, December 31
2008 2007
(In thousands)

Amortized Principal Amount

Debt securities issued by the US government arabesicie: $20,89: $ 29,74«
Auction rate securitie 76,78 81,45(
Corporate debt securitit 1,80(C
Total investments in debt securiti $97,67¢ $ 112,99
Shor-term investment $18,88¢ $ 110,98!
Long-term investment 78,78¢ 2,00¢
Total investments in debt securiti $97,67¢ $ 112,99
Approximate fair value of investments in debt séms $97,80: $ 113,02¢

As of March 29, 2008, we had $78.4 million par ealnvested in auction rate securities (“ARS"). éflour
ARS are student loan structured issues, whereotireslhave been originated under the Departmentdwédfion’s
Federal Family Education Loan Program (“FFELP”)eTdrincipal and interest are 97-98% reinsured by th
U.S. Department of Education, the collateral ratarsgye from 103% to 113%, and there have been ages to the
AAA rating of the securities. Beginning in mid-Fehbry, these ARS failed auction due to sell ordeceeding buy
orders, primarily driven by the decision of theestment banks to not continue participating inahetions. As of
this date, all of our holdings have experiencel@ast two failed auctions. Our investments in ARB ot be
accessible until a successful auction occurs, #neyestructured into a more liquid security, adyug found outsid
of the auction process, or the underlying secusrii@ve matured. As a result, we have recorded aalized loss fc
the three months ended March 29, 2008. This umezhloss was determined in accordance with SFASWBIth
we adopted on January 1, 2008.

As a basis for considering market participant aggions in fair value measurements, SFAS No. 1538bdishe:
a fair value hierarchy that prioritizes the inptetvaluation techniques used to measure fair vialeethree broad
levels. The fair value hierarchy gives the highegirity to quoted prices in active markets forritleal assets or
liabilities (Level 1) and the lowest priority to eimservable inputs (Level 3). Due to the lack ofvaty traded marke
data or other observable inputs, the value of d@BAnd the resulting unrealized loss was determisad) Level 3
hierarchical inputs. These inputs include manag¢massumptions of pricing by market participairtsjuding
assumptions about risk. In accordance with SFAS18@, we arrived at the impairment amount throughoael
where we compared the expected rate of return oABS to similar other rates of return which andator would
demand in the market. We discounted the secunties a three-year period, which is reflective @ tngth of time
we anticipate it may take the ARS to become lig@Qidmparing the rate of return generated by our ABi$olio to
the rate of return an investor would demand inntfagket resulted in a valuation

12




Table of Contents

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

of 98% for our ARS investments. The reclassifioatid these securities from current assets to leng-ssets was
deemed appropriate, as we believe that the ARSehaik not become liquid within the next year. Batially, it
could take until the final maturity of the underlginotes (ranging from 23 years to 49 years) thzethese
investmentstecorded value. We currently believe these seesrire not permanently impaired, primarily duent
government guarantee of the underlying securitigsaar ability to hold these securities for theskmeable future.

Based on our valuation model and an analysis @retthan-temporary impairment factors, we wrote dawn
ARS investments to an estimated fair value of $nailBon at March 29, 2008. This write-down resdli@ a
temporary impairment charge of $1.6 million, whishreflected as unrealized loss within other cormensive
income. We review impairments associated with theve in accordance with Emerging Issues Task HOEI&F")
03-01 and FSP SFAS 115-1 and 124-1, “The Meanir@tbér-Than-Temporary-Impairment and Its Applicatio
Certain Investments,” to determine the classifaratf the impairment as “temporary” or “other-th@mporary.” A
temporary impairment charge results in an unredliass being recorded in the other comprehensivenie
component of stockholderstuity. Such an unrealized loss does not reducmoeine for the applicable accounti
period, because the loss is not viewed as othertéraporary.

10. Net Income Per Share
The following table sets forth the computation asiz and diluted earnings per share:
Three Months Ended
March 29, March 31,

2008 2007
(In thousands)

Numerator:
Numerator for diluted earnings per sh— income available to common stockhold $ 1565 $ 9,84t

Denominator

Denominator for basic earnings per sk— weightec-average share 21,647 21,29:
Effect of dilutive securities

Employee stock compensation 40€ 89t
Dilutive potential common shar: 40€ 89¢
Denominator for diluted earnings per sh— adjustec 22,05: 22,18¢

(1) Potentially dilutive securities, consisting of sémissuable upon exercise of employee stock optaes
excluded from the calculation of diluted EPS wheeirt effect would be anti-dilutive. The weightedceage
number of employee stock options excluded for iheg-month periods ended March 29, 2008 and Match 3
2007 was 1,597,575 and 249,850 respecti

11. Segment Reporting
Segment Description

We have two reportable operating segments: Equiparghimaging Instrumentation. Our Equipment bussne
is a leader in the design, manufacture and maiketitnigh-productivity “lean’manufacturing systems and has t
producing “Lean Thinking” platforms since 1994. \We the leading supplier of magnetic media spuigeri
equipment to the hard disk drive industry and oféading-edge, high-productivity etch systems t® th
semiconductor industry. Our Imaging Instrumentabosiness is a leader in the development of compast-
effective, high-sensitivity digital-optical prodscor the capture and display of low-light imagasd ¢éhe optical
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analysis of materials. We provide sensors, cansrdsystems for commercial applications in theéosipn,
medical, scientific and security industries anddovernment applications such as night vision and{range target
identification.

Included in corporate activities are general caapmexpenses, less an allocation of corporate segdn
operating units equal to 3% of net revenues. Assatsrporate activities include unallocated casth mvestments,
deferred tax assets and other assets.

Segment Profit or Loss and Segment Assets

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

Business Segment Net Revenues

Three Months Ended
March 29, March 31,

2008 2007
(In thousands)
Equipment $26,97! $72,44¢
Imaging Instrumentatio 6,20z 3,92¢
Total $33,17¢  $76,37¢

Business Segment Profit & Loss

Three Months Ended
March 29, March 31,

2008 2007
(In thousands)

Equipment $ 49€ $14,98¢
Imaging Instrumentatio (821) (1,600
Corporate activitie (81€) (312)
Operating income (los! (1,147 13,071
Interest expens (65) (46)
Interest incomt 1,518 1,23¢
Other income and expense, (37) 12¢
Income before income tax $ 27C $14,39:

Business Segment Net Assets

March 29, December 31

2008 2007
(In thousands)
Equipment $44,61: $ 36,63
Imaging Instrumentatio 25,74t 26,71¢
Corporate activitie 138,88. 152,06:
Total $209,24. $ 21541
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Geographic Area Net Trade Revenues

Three Months Ended
March 29, March 31,

2008 2007
(In thousands)
United State: $ 6,771 $ 7,00(
Asia 25,84: 69,00
Europe 55¢ 37C
Total $33,17t  $76,37¢

12. Income Taxes

For the three months ended March 29, 2008, we addncome tax using an effective tax rate of (4)28.96f
pretax income. This rate is based on an estimabeiohnnual tax rate calculated in accordance &i#ltement of
Financial Accounting Standards No. 109, “Accountiogincome Taxes.” Our tax rate differs from thmpkcable
statutory rates due primarily to the utilizationdafferred and current credits, the effect of peenadifferences and
the geographical composition of our worldwide eagsi Due to the fact that an overall tax benefitrggected for
the year based on positive pre-tax earnings, taeteply effective rate is computed by separatejflydpg an
estimated U.S. tax rate to U.S. earnings and amaistd foreign tax to foreign earnings to arrivaatoverall
effective tax rate for the quarter in accordancen \WASB Interpretation No. 18 “Accounting for incerifaxes in
Interim Periods, an interpretations of APB opiniko. 28.” Our deferred tax asset of $11.8 milliopastially offset
by a valuation allowance, resulting in a net defétiax asset of $9.1 million at March 29, 2008. Valkeation
allowance is attributable to state temporary differes and deferred research and development citeglitare not
realizable in 2008.

For the three months ended March 31, 2007, we addncome tax using an effective tax rate of 31d8%
pretax income. This rate is based on an estimat@mfnnual tax rate calculated in accordance Sfittement of
Financial Accounting Standards No. 109, “Accountiogincome Taxes.” Our effective tax rate is higependent
on the availability of tax credits and the geogiammmposition of our worldwide earnings.

We adopted the provisions of Financial Accountitgn8ards Board (“FASB”) Interpretation Number 48,
“Accounting for Uncertainty in Income Taxes,” (“F8”) on January 1, 2007. As required by FIN 48jolh
clarifies SFAS No. 109, “Accounting for Income Taxewe recognize the financial statement benefa tdx
position only after determining that the relevant authority would more likely than not sustain pusition
following an audit. For tax positions meeting theratlikely-than-not threshold, the amount recogdiaethe
financial statements is the largest benefit thatangreater than 50 percent likelihood of beindgjzed upon ultimate
settlement with the relevant tax authority. At Jamyul, 2007, we applied FIN 48 to all tax positidmswhich the
statute of limitations remained open and determthede were no material unrecognized tax beneditsf ahat date.
In addition, there have been no material changesiiacognized benefits since January 1, 2007. riesult, the
adoption of FIN 48 did not have an effect on onaficial condition, or results of operation.

We are subject to income taxes in the U.S. federadiction, and various states and foreign judgdns. Tax
regulations within each jurisdiction are subjectie interpretation of the related tax laws andit&pns and requi
significant judgment to apply. With few exceptioms are no longer subject to U.S. federal, statklacal, or
non-U.S. income tax examinations by tax authorfibeghe years before 2000.

13. Contingencies

On July 7, 2006, we filed a patent infringementdaitzagainst Unaxis USA, Inc. (a wholly owned sdizsiy of
Oerlikon) and its affiliates, Unaxis Balzers AG dodaxis Balzers, Ltd., in the United States DistGourt for the
Central District of California. Our lawsuit againghaxis asserts infringement by Unaxis of Uniteat&t Patent
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6,919,001, which relates to our 200 Lean system.complaint seeks monetary damages and an injuntiieat bars
Unaxis from making, using, offering to sell or g&jlin the United States, or importing into the tédi States,
Unaxis’ allegedly infringing product. In the suite seek damages and a permanent injunction fongg&ment of
the same patent. We believe we have meritoriouss|and we intend to pursue them vigorously.

On September 12, 2006, Unaxis filed a responseitéaavsuit in which it asserted non-infringementalidity
of our patent, inequitable conduct by Intevac, pabeisuse by Intevac, and lack of jurisdiction hg tourt as
defenses. Additionally, Unaxis requested a dedaygidgment of patent non-infringement, invalidétsd
unenforceability; asserted our violation of theifdahia Business and Professional Code; requesigtdie be
enjoined from engaging in any unfair competitiong aequested that we be required to pay Unaxistratly fees.
We believe such claims lack merit, and we intendefend ourselves vigorously.

We replied to Unaxis’ response on October 3, 2@@8ying the assertions of non-infringement, invgfidnd
unenforceability of the Intevac patent, and denying unfair competition. With the approval of theutt, we
amended our complaint on February 6, 2007 to aaseatiditional ground for our infringement clainddn add a
request for a declaratory judgment of infringeméhtaxis filed a response on February 21, 2007 hichvit
repeated the assertions of its September 12, 286Q®nse.

On May 21, 2007, the Court granted Unaxis’ reqteestay the litigation pending reexamination of dunited
States Patent 6,919,001, after the U.S. Patentégfianted Unaxis’ February 27, 2007 reexaminatouest and
issued an initial office action rejecting the claiof the patent. The Court also ordered the paiéie a joint repoi
every 120 days to keep it appraised of the reexatioim status. Intevac had no input to the initfice action
determination by the U.S. Patent Office.

On June 20, 2007, we filed a reply to the initiilog action reexamination. Our reply addressesffiee
action’s rejections of the patent’s original claiared proposes amended claims that we believe ppoeed by the
original patent’s specification. Unaxis respondedur reply, and the U.S. Patent Office is now aigring both
parties’ submissions. During the reexamination gss¢the patent remains valid.

14. Capital Transactions

During the three-month period ending March 29, 2008 sold stock to our employees under Intevacisitizq
Incentive and Employee Stock Purchase Plans. Adb&7,560 shares were issued under these plangjHich we
received $804,000.

15. Financial Presentation

Certain prior year amounts in the Condensed Catestedil Financial Statements have been reclassified t
conform to 2008 presentation. The Condensed Caledeli Statements of Cash Flows for the period ended
March 31, 2007 was reclassified to reflect the yexad 2007 presentation of the cash flow impachefacquisition
of DeltaNu, LLC. The reclassifications had no miafezffect on total assets, liabilities, equityyeaue, net income
(loss) or comprehensive income (loss) previoughpred.
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Item 2. Managemen's Discussion and Analysis of Financial Conditionnal Results of Operations

This Quarterly Report on Form 10-Q contains forwdodking statements, which involve risks and
uncertainties. Words such as “believes,” “expect&hticipates” and the like indicate forward-lookinstatements.
These forward looking statements include commetdsad to our shipments, projected revenue recamnit
product costs, gross margin, operating expenséstaat income, cash balances and financial resnl008; our
projected customer requirements for new capacity fan technology upgrades for their installed baseur thir-
film disk sputtering equipment, and when, anduf, @ustomers will place orders for these producis; Imaging
Instrumentation busine’ ability to proliferate its technology into majanilitary weapons programs and to develop
and introduce commercial imaging products; the tighof delivery and/or acceptance of the systemspanducts
that comprise our backlog for revenue; and thatahetion rate securities market recovery is delay@dr actual
results may differ materially from the results dissed in the forward-looking statements for a \ugré# reasons,
including those set forth under “Risk Factors” aimdother documents we file from time to time wité Securities
and Exchange Commission, including our Annual Repof~orm 10-K filed in March 2008, and our periodi
Form 1(-Q’s and Form 8-K’s.

Critical Accounting Policies and Estimates

The preparation of financial statements and reldisclosures in conformity with accounting prineigl
generally accepted in the United States of Amgtid® GAAP”) requires management to make judgments,
assumptions and estimates that affect the amoeptsted. Our significant accounting policies arsadibed in
Note 2 to the consolidated financial statementided in Iltem 8 of our Annual Report Form 10-K. Certain of
these significant accounting policies are considi¢éoebe critical accounting policies, as definetbbve

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

Estimates and assumptions about future eventshamndeffects cannot be determined with certaintg Mdse
our estimates on historical experience and on varather assumptions believed to be applicable@agbnable
under the circumstances. These estimates may claangaw events occur, as additional informatiasbigined and
as our operating environment changes. These chaageshistorically been minor and have been inaudeur
consolidated financial statements as soon as thegrbe known. In addition, management is periodidalted 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 ItArflPart Il below entitled “Risk Factors.” Nonetass, based on
a critical assessment of our accounting policigsthe underlying judgments and uncertainties afigahe
application of these policies, management beligivassour consolidated financial statements ardyfatated in
accordance with US GAAP, and provide a meaningfesentation of our financial condition and resalts
operation.

We believe the following critical accounting poésiaffect the more significant judgments and esémeve
make in preparing our consolidated financial st&tet®. We also have other key accounting policigsamcounting
estimates related to the collectibility of tradeawables, customer advances, cash, cash equivaedtinvestment
and prototype product costs. We believe that tlo#iser accounting policies and other accountingrests either do
not generally require us to make estimates andnjgaigs that are as difficult or subjective, or assllikely to have
material impact on our reported results of operetay a given period.

Revenue Recognition

Certain of our system sales with customer acceptpnavisions are accounted for as multiple-element
arrangements. If we have previously met definedotnser acceptance levels with the specific typeysfem, then
we recognize revenue for the fair market valuéhefgystem upon shipment and transfer of title,randgnize
revenue for the fair market value of installatioacceptance services when those services ardetechp/Ne
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estimate the fair market value of the installatiod acceptance services based on our actual hatexperience of
the relative cost of such installation and acceg#aservices. For systems that have generally rest bemonstrated
to meet a particular customer’s product speciftsaiprior to shipment, revenue recognition is tgjpycdeferred
until customer acceptance. For example, whileahghipments of our 200 Lean System were recogragagvenue
upon customer acceptance during 2004, revenueagagmized upon shipment for the majority of 200rnsea
shipped in 2005, 2006 and 2007. The systems shiipptbe first quarter of 2008 and the five Gen 02@&an
systems in backlog at March 29, 2008 are for aotnst for whom we have met defined customer accepthavels,
and we expect to recognize revenue upon shipmeatanicipate that we will recognize revenue onrmwly
developed systems in 2008, including the two G&00 Lean systems currently in backlog, upon custom
acceptance, until such systems meet defined cusi@toeptance levels.

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

Revenues for systems without installation and aecee provisions, as well as revenues from teclgyolo
upgrades, spare parts, consumables and produtitbythe Imaging Instrumentation business are gaczed when
title passes to our customer. In certain caselntdogy upgrade sales are accounted for as mukipi@ment
arrangements, usually split between delivery ofthts and installation on the customer’s systémihese cases,
we recognize revenue for the fair market valuehefgarts upon shipment and transfer of title, @edgnize revent
for the fair market value of installation servisgisen those services are completed.

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

We perform research and development work undeowarjovernment-sponsored research contracts. These
contracts are a mixture of best efforts cost-plysef-fee (“CPFF") and firm fixed-price (“FFP”). Rexue on CPFF
contracts is recognized in accordance with contexats, typically as costs are incurred. RevenuEF® contracts
is generally recognized on the percentageasfipletion method based on costs incurred in meldb total estimate
costs. Provisions for estimated losses on govertwsponsored research contracts are recorded ipettied in
which such losses are determined.

Inventories

Inventories are priced using average actual cogtsaee stated at the lower of cost or market. Breymg valus
of inventory is reduced for estimated excess arsblelscence by analyzing historical and anticipatsdand. In
addition, inventories are evaluated for potentizdalescence due to the effect of known and antieipangineering
changes and new products. If actual demand wdve substantially lower than estimated, additionaéntory
adjustments would be required, which could haveatenal adverse effect on our business, finan@abiion and
results of operation. A cost-to-market reservestaladished for work-in-progress and finished goodsntories
when the value of the inventory plus the estimatast to complete exceeds the net realizable vdltleeanventory.

Warranty

We provide for the estimated cost of warranty wherenue is recognized. Our warranty is per contexots
and for our systems the warranty typically rangetsveen 12 and 24 months from customer acceptancesyBtems
sold through our distributor, we offer a 3 monthrrmaty. The remainder of any warranty period isréeponsibility
of the distributor. During this warranty period asgfective non-consumable parts are replaced astallied at no
charge to the customer. The warranty period onwoasle parts is limited to their reasonable uskhbbds. We use
estimated repair or replacement costs along witth@torical warranty experience to determine oarranty
obligation. We exercise judgment in determining tinéerlying estimates. We also provide for estimhagrofit
costs, which typically relate to design changesnarovements we identify. On a case-by-case bagigetermine
whether or not to retrofit systems in the fieldhatcharge to the customer. Should actual warrasgisdiffer
substantially from our estimates, revisions togktmated warranty liability would be required, alinicould have a
material adverse effect on our business, finargabition and results of operations.
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Income Taxes

We account for income taxes in accordance witheStant of Financial Accounting Standard No. 109,
“Accounting for Income Taxes,” (“SFAS 109"), whichquires that deferred tax assets and liabiliteesezognized
using enacted tax rates for the effect of tempodéfgrences between book and tax bases of recassets and
liabilities. SFAS 109 also requires that defer@dassets be reduced by a valuation allowancésiinitore likely
than not that a portion of the deferred tax assttot be realized. As of December 31, 2007, $#iBion of the
deferred tax asset was recorded on the balancé sle¢ef a valuation allowance of $2.7 million.i¥hepresents tt
amount of the deferred tax asset from which we etqmerealize a benefit. We cannot predict withtaiaty when, o
if, we will realize the benefit of the portion dfa deferred tax asset currently offset with a vdnaallowance.

On a quarterly basis, we provide for income taxaseld upon an annual effective income tax rate effieetive
tax rate is highly dependent upon the level ofmejected earnings, the geographic compositionafdwide
earnings, tax regulations governing each regiongperating loss carry-forwards, availability ok teredits and the
effectiveness of our tax planning strategies. Wefady monitor the changes in many factors andisidpur
effective income tax rate on a timely basis. luattesults differ from the estimates, this coudadna material effe
on our business, financial condition and resultspdrations. For example, as our projected levebofings
changed throughout 2007 and we benefited from variax planning strategies, we decreased the aeffeative
tax rate from 31.6% at the end of the first quat®26.9% at the end of the second quarter, 10%4t the end of
the third quarter and to 23.1% at the end of thetfoquarter.

The calculation of tax liabilities involves sigriéint judgment in estimating the impact of uncetiefin the
application of complex tax laws. Resolution of #hn@scertainties in a manner inconsistent with opeetations
could have a material effect on our business, firrcondition and results of operations.

Results of Operations
Three Months Ended March 29, 2008 and March 31, Z00

Net revenues

Change over
Three Months Ended Prior Period
March 29, March 31,
2008 2007 Amount % _
(In thousands, except percentage:
Equipment net revenuu $26,97: $72,44¢ $(45,47) (63)%
Imaging Instrumentation net revent 6,20z 3,92¢ 2,274 58%
Total net revenue $33,17F $76,37¢ $(43,199 (B7%

Net revenues consist primarily of sales of equipnosed to manufacture thin-film disks, and, tossér extent,
related equipment and system components; flat pamepment technology license fees; contract rebeamd
development related to the development of eleciidzal sensors, cameras and systems; and lowitigdding
products.

Equipment revenue for the three months ending Mag;2008 included revenue recognition for two 28an
Systems, ten disk lubrication systems, one Accultibewhich was accepted by the customer, and reveoue f
disk equipment technology upgrades and spare pigshipped our initial Gen 11 200 Lean system asstomer
evaluation unit. The Gen Il system is an upgradeunfGen | 200 Lean system and features a 25% wepment in
throughput, improved uptimes and reduced particlgamination compared to the original 200 leanesysiNo
revenue was recognized on this system during ttee thonths ended March 29, 2008. Equipment revimube
three months ending March 31, 2007 included reveacegnition for thirteen 200 Lean systems, anémere from
disk equipment technology upgrades and spare pigsalso sold a D-St&flat panel technology license for
$1.3 million during the three months ended MarchZD7. We expect Equipment revenues in 2008 to be
significantly lower than in 2007, due to fewer shignts of 200 Lean systems. The reduction in 200 Lea
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shipments in 2008 is due primarily to our custormase of legacy MDP 250B systems that have beengittie for
at least a year.

Imaging Instrumentation revenue for the three meetiiding March 29, 2008 consisted of $4.1 millibn o
research and development contract revenue andedr$2.1 million of product sales. Revenue forttiree months
ending March 31, 2007 consisted of $2.8 millionmexffearch and development contract revenue anch$ilidn of
product sales. The increase in product revenudteelsitom higher sales of digital night vision camenodules and
commercial products. Product revenue included dmrtions from DeltaNu and Creative Display Systebwth of
which were acquired in 2007. The increase in cahtesearch and development revenue was the dsauhigher
volume of contracts and incremental revenue geeefabm contract closeudts. We expect Imaging Instrumenta
revenue to grow significantly, due primarily to ieased product sales, which we expect to represent50% of
our Imaging Instrumentation revenue in 2008. Sutigtbgrowth in future Imaging Instrumentation raves is
dependent on proliferation of our technology intajon military weapons programs, the ability to abtaxport
licenses for foreign customers, obtaining productabcontracts for these programs, and developamehsale of
commercial products.

Our backlog of orders at March 29, 2008 was $43lkom, as compared to $34.2 million at Decembey 2107
and $92.8 million at March 31, 2007. The $43.5irillof backlog at March 29, 2008 consisted of $3Billion of
Equipment backlog and $8.4 million of Imaging Instrentation backlog. The $34.2 million of backlog at
December 31, 2007 consisted of $28.4 million ofipoent backlog and $5.8 million of Imaging Instrumtegion
backlog. Backlog at March 29, 2008 includes sev@h[Z2an systems, compared to two at December 3, 20d
fourteen at March 31, 2007.

International sales decreased by 62% to $26.4anifior the three months ended March 29, 2008 from
$69.4 million for the three months ended MarchZ1)7. International revenues include products sdgp
overseas operations of U.S. companies. The decie@gernational sales was primarily due to a dase in net
revenues from disk sputtering systems and diskpegemt technology upgrades and spare parts. Suiaditaatl of
our international sales are to customers in Asirhational sales constituted 80% of net reveforethe three
months ended March 29, 2008 and 91% of net revefiouéise three months ended March 31, 2007. Ourohix
domestic versus international sales will changenfpeeriod to period depending on the location oflatgest
customers in each period.

Gross margin

Three Months Ended
March 29, March 31,

2008 2007 % Change
(In thousands, except percentage:
Equipment gross prof $12,70¢  $31,34¢ (59%
% of Equipment net revenu 47.1% 43.2%
Imaging instrumentation gross prc $ 2,60 $ 1,43i 81%
% of Imaging net revenue 42.(% 36.6%
Total gross profi $15,31: $32,78: (53)%
% of net revenue 46.2% 42.%

Cost of net revenues consists primarily of purctiasaterials and costs attributable to contractare$eand
development, and also includes fabrication, assgndst and installation labor and overhead, custespecific
engineering costs, warranty costs, royalties, ious for inventory reserves and scrap. Cost ofeetnues for the
three months ended March 29, 2008 and March 317 2@uded $249,000 and $173,000 of equity-based
compensation expense, respectively.

Equipment gross margin improved to 47.1% in theghmonths ended March 29, 2008 from 43.3% in treeth
months ended March 31, 2007. The higher gross margs due primarily to upgrades and spares belagar
portion of our product mix and the impact of ouogluct cost reduction programs. We expect the graggin for
the Equipment business in 2008 to be somewhat |tveerin 2007, primarily as a result of a reducfiomolume.
Gross margins in the Equipment business will vayehding on a number of additional factors, inaigdiroduct
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mix, product cost, system configuration and pricifagtory utilization, and provisions for excesslasolete
inventory.

Imaging Instrumentation gross margin improved t®%2in the three months ended March 29, 2008 from
36.6% in the three months ended March 31, 2007 .ifdrease in gross margin resulted primarily fraghler
margins on development contracts and an increaseeptage of revenue derived from higher-margimpco
shipments, including products shipped by DeltaNd @reative Display Systems, both of which were @eguin
2007. We expect the gross margin for the Imagistriimentation business in 2008 to improve over 2@€marily
as a result of the projected increase in proddessahich typically carry higher gross margins.

Research and development

Change over

Three Months Ended Prior Period
March 29, March 31,
2008 2007 Amount %
(In thousands, except percentage:
Research and development expe $9,38¢  $12,19:  $(2,80H) (23)%
% of net revenue 28.2% 16.(%

Research and development expense consists prirs&plptotype materials, salaries and related aafsts
employees engaged in ongoing research, designeu@dogyment activities for disk sputtering equipment
semiconductor equipment and Imaging Instrumentgifoducts. Research and development expense ftinrie
months ended March 29, 2008 and March 31, 200t dec] $466,000 and $502,000 of equity-based compensa
expense, respectively.

Research and development spending decreased ifcathbment and in Imaging Instrumentation during th
three months ended March 29, 2008 as comparec tilvtbe months ended March 31, 2007. The decrease i
Equipment spending was due primarily to a redudtiocharges to development projects for purchasets gnd
other materials, and, to a lesser extent, a remluati accruals for bonus and employee profit stggplans. The
decrease in Imaging Instrumentation research anelaement spending was due primarily to labor beiimgcted tc
research and development contracts, under whiclabive is reflected as cost of net revenues. Erging
headcount decreased from 137 at March 31, 20029@fiMarch 29, 2008. We expect that research and
development spending will decrease slightly in 2608 primarily to a reduction in expenditures mdato the initia
development of our Lean EtéH product line.

Research and development expenses do not inclstde afd$2,474,000 and $1,507,000 for the three-mont
periods ended March 29, 2008 and March 31, 20@pgaively, which are related to contract researah
development and included in cost of net revenues.

Selling, general and administrative

Change over
Three Months Ended Prior Period
March 29, March 31,
2008 2007 Amount %
(In thousands, except percentage:
Selling, general and administrative expe $7,06¢  $7,51: $(449)  (6)%
% of net revenue 21.2% 9.8%

Selling, general and administrative expense canpisinarily of selling, marketing, customer suppértancial
and management costs and also includes produdticustomer samples, travel, liability insurancegdieand
professional services and bad debt expense. Aledtimsales and international sales of disk spageroducts in
Asia, with the exception of Japan, are typicallydmay Intevac’s direct sales force, whereas saldgpan of disk
sputtering products and other products are tygicaide by our Japanese distributor, Matsubo, whuiges
services such as sales, installation, warrantycastbmer support. We also have subsidiaries inapioige and in
Hong Kong, along with field offices in Japan, Mad&y, Korea and Shenzhen, China to support our
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equipment customers in Asia. Selling, general ahdinistrative expense for the three months endetivi29,
2008 and March 31, 2007 included $881,000 and $809 of equity-based compensation expense, respicti

The decrease in selling, general and administrapending in the three months ended March 29, 2668
primarily the result of decreases in costs rel&dolusiness development, customer service and suippbe
Equipment business, a reduction in legal expenssscated with the Unaxis litigation and a reduciivaccruals
for bonus and employee profit sharing plans, pirtaifset by the added expense associated withvileecompanie
acquired in 2007. Our selling, general and admiaiiste headcount increased from 87 at March 3172011 at
March 29, 2008. We expect that selling, generaladinistrative expenses will increase in 2008 akeramount
spent in 2007 due primarily to a projected incraasmsts related to customer service and suppothe Equipmer
business and the addition of key business developpersonnel in the Imaging Instrumentation busing&his will
be partially offset by lower provisions for empleyprofit sharing and bonus plans, resulting fromexpectations
of lower profits in 2008.

Interest income and other, net

Change over

Three Months Ended Prior Period
March 29, March 31,
2008 2007 Amount %
(In thousands, except percentage:
Interest income and other, r $1,411 $1,32( $91 7%

Interest income and other, net consists primafiiypi@rest and dividend income on investments amdifin
currency gains and losses. The increase in the thomths ended March 29, 2008 was driven by a higverage
balance of investments, partially offset by fore@mrency losses. We expect interest income angt atiet to
decrease in 2008 due to the sale of our real estagstment in the fourth quarter of 2007 and aicgidn in interest
income due primarily to a reduction in interesesat

Provision for income taxes

Change over

Three Months Ended Prior Period
March 29, March 31,
2008 2007 Amount %
(In thousands, except percentages)
Provision for income taxe $(1,297) $4,55. $(5,845) N/A

For the three months ended March 29, 2008, we addncome tax using an effective tax rate of (4)8.6f
pretax income. This rate is based on an estimat@mfnnual tax rate calculated in accordance Sfittement of
Financial Accounting Standards No. 109, “Accountiogincome Taxes.” Our tax rate differs from thgplcable
statutory rates due primarily to the utilizationdefferred and current credits, the effect of peenadifferences and
the geographical composition of our worldwide eagsi Due to the fact that an overall tax benefitrigected for
the year based on positive pre-tax earnings, theteply effective rate is computed by separatejylydpg an
estimated U.S. tax rate to U.S. earnings and amaistd foreign tax to foreign earnings to arrivaatoverall
effective tax rate for the quarter in accordanch WASB Interpretation No. 18 “Accounting for incerifaxes in
Interim Periods, an interpretations of APB opinio. 28.” Our deferred tax asset of $11.8 milliopastially offset
by a valuation allowance, resulting in a net defértax asset of $9.1 million at March 29, 2008. Valkation
allowance is attributable to state temporary differes and deferred research and development citealitare not
realizable in 2008.

For the three months ended March 31, 2007, we addncome tax using an effective tax rate of 31d%
pretax income. This rate is based on an estimabeioinnual tax rate calculated in accordance &i#ltement of
Financial Accounting Standards No. 109, “Accountiogincome Taxes”. Our effective tax rate is higependent
on the availability of tax credits and the geogiamomposition of our worldwide earnings.
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Stock-Based Compensatiot

During the three months ended March 29, 2008 anativial, 2007, we recorded stock-based compensation
expense related to stock options of $1.3 milliod &h.1 million, respectively. As of March 29, 20@8 unrecorde
deferred stock-based compensation balance relatgddk options was $8.7 million and will be recizgd over an
estimated weighted average recognition period48 Years.

The compensation cost associated with the emplstpei purchase plan for the three months endedivizd¢
2008 and March 31, 2007 was $202,000 and $213r86pectively. There were 79,810 shares purchaséet tine
employee stock purchase plan during the three ns@mted March 29, 2008.

Approximately $111,000 and $73,000 of stock-basedgensation was capitalized as inventory at Mafzh 2
2008 and March 31, 2007, respectively.

Liquidity and Capital Resources

At March 29, 2008, we had $125.0 million in casiistt equivalents, and investments compared to
$140.7 million at December 31, 2007. During thstffiscal quarter of 2008, cash and cash equivaldetreased by
$398,000, due primarily to the cash used by opegatttivities, purchase of fixed assets and a sdbdgpayment to
the owners of DeltaNu, LLC, which was only parijadffset by the net sale of investments.

Operating activities used cash of $11.8 millionthe first quarter of 2008 and provided cash of $18illion in
the first quarter of 2007. The decrease in cashiged by operating activities was due primarilythie reduction in
net income in the first quarter of 2008, an incesi@saccounts receivable, and a decrease in acpayadll during
the first quarter of 2008.

Accounts receivable totaled $22.8 million at Mag&h 2008, compared to $14.2 million at December28Dy7.
The increase of $8.6 million in the receivable hatawas due primarily to the 200 Lean systems mzed for
revenue in the first quarter and billings for custs advances related to the Gen Il 200 Lean omtmived in the
quarter. Total net inventories were essentiallyhamged during the first quarter of 2008. Accouratgaile
decreased $853,000 to $6.8 million at March 2982@@crued payroll and related liabilities decrehbg
$5.1 million during the three months ended March28 due primarily to bonuses and profit shagagments.
Other accrued liabilities declined by $382,000 5c4$million. Customer advances decreased by $483j0Q€ing the
first quarter of 2008, as liquidations relatedeganue recognition were slightly higher than newaades billed to
our customers.

Investing activities in the first three months 608 provided cash of $10.6 million. Proceeds fromgale and
maturities of investments, net of new purchasealdgd $13.9 million. Capital expenditures for theee months
ended March 29, 2008 were $1.3 million.

Financing activities provided cash of $804,000 nigithe three months ended March 29, 2008 due tsaleeof
Intevac common stock to our employees through mpleyee benefit plans. We made a scheduled payafent
$2.0 million to the owners of DeltaNu, LLC, whiclevacquired in the first quarter of 2007.

We have generated operating income for the lasetfiscal years, after incurring annual operatosgés from
1998 through 2004. We currently expect to inculighsoperating loss in 2008, due to the reductioEquipment
revenue as compared to 2007.

As of March 29, 2008, we had $78.4 million par eainvested in auction rate securities (“ARS”). Digrthe
three months ended March 29, 2008, we recordechiaalized loss of $1.6 million due to the failufetee auctions
associated with these securities. We have detecdhting reduction in fair value to be temporary. &b Note 9 of
Notes to Condensed Consolidated Financial Statenaamt Item 1A Risk Factors for further details relgay our
investments in ARS.

We have entered into a line of credit with Citigod@lobal Markets Inc. under which approximately $2ilion
is available to us. We intend to use this lineetplsecure our ability to fund our cash requirersemitil we are able
to liquidate our ARS holdings.
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We believe that our existing cash, cash equivalshisrt-term investments and credit facility wid bufficient
to meet our cash requirements for the foreseeablesf. We intend to undertake approximately $6zarfillion in
capital expenditures during the remainder of 2008.

Contractual Obligations

In the normal course of business, we enter int@uarcontractual obligations that will be settlaccash. These
obligations consist primarily of operating leasad aurchase orders placed in the normal coursesihbss. The
expected future cash flows required to meet theigadions as of March 29, 2008 are shown in tiéethelow.

Payments Due by Perioc

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

(In thousands)
Operating lease obligatiol $10,39: $ 2,55¢ $504¢ $2,731 $ 59
Purchase obligatior 17,08¢ 17,08¢ — — —
Total $27,47¢ $19,63¢ $504¢ $2,737 $ 58

ltem 3. Quantitative and Qualitative Disclosures About MarkRisk

Interest rate risk. Our exposure to market risk for changes in irsterates relates primarily to our investment
portfolio. We do not use derivative financial instrents in our investment portfolio. We place owmestments with
high quality credit issuers and, by policy, linfietamount of credit exposure to any one issueesiments typicall
consist of investments in A1/P1 rated commerciglgpaauction rate securities and debt instrumestsed by the
U.S. government and its agencies.

The table below presents principal amounts ande@haeighted-average interest rates by year of nityafor
our investment portfolio at March 29, 2008.

Fair
2008 2009 2010 Beyond Total Value
(In thousands, except percentages)
Cash equivalent
Fixed rate amount $ 5,991 — — — $ 50991 $ 5,99t
Weightec-average rat 3.3%
Variable rate amoun $ 8,56¢ — — — $ 8,56¢ $ 8,56¢
Weightec-average rat 1.3(%
Shor-term investment
Fixed rate amount $18,88¢ — — — $ 18,88¢ $ 19,00¢
Weightec-average rat 4.25%
Long-term investment
Fixed rate amount —  $2,00¢ — — $ 2,008 $ 2,01¢
Weightec-average rat 4.4%%
Variable rate amoun — — — $76,78: $ 76,78! $ 76,78
Weightec-average rat 3.7¢%
Total investment portfoli $33,44¢  $2,00¢ — $76,78°  $112,23t $112,36t

Due to the short-term nature of the substantidi@oiof our investments, we believe that we dohete any
material exposure to changes in the fair valueuofimvestment portfolio as a result of changesiteriest rates. In
the first quarter of 2008, our Auction Rate Sedesihave experienced multiple failed auctions. Baseour
valuation model and an analysis of other-tbhemporary impairment factors, we wrote down our AR&stments t
an estimated fair value of $76.8 million at Mar¢h 2008. This write-down resulted in a temporarpa&inment
charge of $1.6 million, which is reflected as ufizal loss within other comprehensive income. Weéee
impairments associated with the above in accordwitteEmerging Issues Task Force (“EITF”) 03-01 and
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FSP SFAS 115-1 and 124-1, “The Meaning of Othemfhemporary-Impairment and Its Application to Certa
Investments,” to determine the classification @& itmpairment as “temporary” or “other-than-tempgraA
temporary impairment charge results in an unredliass being recorded in the other comprehensivenie
component of stockholders’ equity. Such as unredlinss does not reduce net income for the appéicdzounting
period because the loss is not viewed as otherHtraporary.

Foreign exchange risk.From time to time, we enter into foreign currefiagward exchange contracts to
economically hedge certain of our anticipated fgmeiurrency transaction, translation and re-measeng
exposures. The objective of these contracts isitinmze the impact of foreign currency exchange rmabvements
on our operating results. At March 29, 2008, we hadoreign currency forward exchange contracts.

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

We maintain a set of disclosure controls and procesithat are designed to ensure that informaétating to
Intevac, Inc. required to be disclosed in periddiicgs under Securities Exchange Act of 1934, rscliange Act, is
recorded, processed, summarized and reportedrmetytmanner under the Exchange Act. In conneatith the
filing of this Form 10-Q for the quarter ended Mag9, 2008, as required under Rule 13a-15(b) oEttahange
Act, an evaluation was carried out under the supiervand with the participation of managementluding the
Chief Executive Officer and Chief Financial Officef the effectiveness of our disclosure controld procedures i
of the end of the period covered by this quartegfyort. Based on this evaluation, our Chief Exeeu@®fficer and
Chief Financial Officer concluded that our disclasaontrols and procedures were effective as otha@®, 2008.

Attached as exhibits to this Quarterly Report aeifications of the CEO and the CFO, which areuissg in
accordance with Rule 13a-b4the Securities Exchange Act of 1934, as amei(@rdhange Act). This Controls a
Procedures section includes the information coriegrthe controls evaluation referred to in theiiedtions, and it
should be read in conjunction with the certificador a more complete understanding of the topiesented.

Definition of Disclosure Controls

Disclosure Controls are controls and proceduregyded to ensure that information required to beldsed in
our reports filed under the Exchange Act, sucthssQuarterly Report, is recorded, processed, suimathand
reported within the time periods specified in tlee&ities and Exchange Commission’s rules and fobrsclosure
Controls are also designed to ensure that suchnmafiion is accumulated and communicated to our gemant,
including the CEO and CFO, as appropriate to atiovely decisions regarding required disclosure. Disclosure
Controls include components of our internal contngdr financial reporting, which consists of cohpmcesses
designed to provide reasonable assurance regatdingliability of our financial reporting and tpeeparation of
financial statements in accordance with generalbepted accounting principles in the U.S. To themxthat
components of our internal control over financegarting are included within our Disclosure Corgrahey are
included in the scope of our quarterly controlsles&on.

Limitations on the Effectiveness of Controls

Our management, including the CEO and CFO, doesxprct that our Disclosure Controls or our interna
control over financial reporting will prevent alirer and all fraud. A control system, no matter hoell designed
and operated, can provide only reasonable, notaties@ssurance that the control system’s objestivié be met.
Further, the design of a control system must reflee fact that there are resource constraintsttamtenefits of
controls must be considered relative to their cadsause of the inherent limitations in all cohiystems, no
evaluation of controls can provide absolute assgdimat all control issues and instances of friuat)y, within the
Company have been detected. These inherent lionigtnclude the realities that judgments in deaisitaking can
be faulty and that breakdowns can occur becausingie error or mistake. Controls can also be omeented by
the individual acts of some persons, by collusibtwo or more people, or by management overridgnefcontrols.
The design of any system of controls is based ihgracertain assumptions about the likelihoodubfife events,
and there can be no assurance that any desigaugideed in achieving its stated goals under adirpiat
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future conditions. Over time, controls may beconsdiequate because of changes in conditions orateti&sn in
the degree of compliance with policies or proceguBzcause of the inherent limitations in a coietive control
system, misstatements due to error or fraud mayramed not be detected.

Changes in internal controls over financial reportg

There were no changes in our internal controls &émancial reporting that occurred during the péremvered
by this Quarterly Report on Form 10tkat have materially affected, or are reasonakblyito materially affect, ot
internal control over financial reporting.

PART Il. OTHER INFORMATION

Item 1. Legal Proceeding:
Patent Infringement Complaint against Unaxis

On July 7, 2006, we filed a patent infringementdaivagainst Unaxis USA, Inc. (a wholly owned sdimsiy of
Oerlikon) and its affiliates, Unaxis Balzers AG dddaxis Balzers, Ltd., in the United States Dist@ourt for the
Central District of California. Our lawsuit againghaxis asserts infringement by Unaxis of Uniteat&t Patent
6,919,001, which relates to our 200 Lean systenm.complaint seeks monetary damages and an injuntiet bars
Unaxis from making, using, offering to sell or g&jlin the United States, or importing into the tédi States,
Unaxis’ allegedly infringing product. In the suite seek damages and a permanent injunction fongg&ment of
the same patent. We believe we have meritoriousis|aand we intend to pursue them vigorously.

On September 12, 2006, Unaxis filed a responseitéaavsuit in which it asserted non-infringementalidity
of our patent, inequitable conduct by Intevac, pateisuse by Intevac, and lack of jurisdiction bg tourt as
defenses. Additionally, Unaxis requested a dedaygidgment of patent non-infringement, invalidétsd
unenforceability; asserted our violation of theifdahia Business and Professional Code; requesigtdie be
enjoined from engaging in any unfair competitiong aequested that we be required to pay Unaxistraly fees.
We believe such claims lack merit, and we intendefend ourselves vigorously.

We replied to Unaxis’ response on October 3, 2d@8ying the assertions of non-infringement, invglidnd
unenforceability of the Intevac patent, and denyng unfair competition. With the approval of theutt, we
amended our complaint on February 6, 2007 to aaseatdditional ground for our infringement clainddn add a
request for a declaratory judgment of infringeméhrtaxis filed a response on February 21, 2007 hichvit
repeated the assertions of its September 12, 28Q@®nse.

On May 21, 2007, the Court granted Unaxis’ reqteestay the litigation pending reexamination of our
United States Patent 6,919,001, after the U.SnP&ffice granted Unaxis’ February 27, 2007 reexwtion
request and issued an initial office action rejegthe claims of the patent. The Court also ordéregarties to file
a joint report every 120 days to keep it appratsfettie reexamination status. Intevac had no inptit¢ initial office
action determination by the U.S. Patent Office.

On June 20, 2007, we filed a reply to the initiilog action reexamination. Our reply addressesffiee
action’s rejections of the patent’s original claiared proposes amended claims that we believe ppoeed by the
original patent’s specification. Unaxis respondedur reply, and the U.S. Patent Office is now aering both
parties’ submissions. During the reexamination gss¢the patent remains valid.

Other Legal Matters

From time to time, we are involved in claims angaleproceedings that arise in the ordinary coufdmisiness.
We expect that the number and significance of thesseers will increase as our business expands.chaisns or
proceedings against us, whether meritorious oramtld be time consuming, result in costly litigatj require
significant amounts of management time, resulhendiversion of significant operational resour@gsiequire us to
enter into royalty or licensing agreements whi€heguired, may not be available on terms favorables or at all.
We are not presently party to any lawsuit or prdasgthat, in our opinion, is likely to seriouslgim our business.
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Iltem 1A. Risk Factors

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

Our Equipment business sells equipment to capitahsive industries, which sell commodity prodwsttsh as
disk drives and semiconductors. When demand faetitemmodity products exceeds capacity, demanukfor
capital equipment such as ours tends to be anmgpli@enversely, when supply of these commodity pctslaxceed
demand, the demand for new capital equipment ssiclues tends to be depressed. For example, thediskrdrive
industry has been historically subject to multityegcles because of the long lead times and higtsdnvolved in
adding capacity, and to seasonal cycles driverobgumer purchasing patterns, which tend to be kst the
third and fourth quarters of each year.

The cyclical nature of the capital equipment industeans that in some years we will have unusumadji sale
of new systems, and that in other years our sdlaew systems will be severely depressed. The giangth and
volatility of these cycles are difficult to predidthese cycles have affected the timing and amafrasr customers
capital equipment purchases and investments inteefwnology. For example, sales of systems for magdisk
production were severely depressed from mid-1998 mid-2003 and grew rapidly from 2004 through B80The
number of new systems delivered or scheduled flivedg in the second half of 2007 was significarityer than
the number of systems delivered in the first hathe year, and we are projecting that new systeipnsents will be
significantly lower in 2008 than 2007. We cannatgict with any certainty when these cycles will ibegy end.

If demand for hard disk drives does not continuedoow and our customers do not replace or upgrabeit
installed base of disk sputtering systems, therufetsales of our disk sputtering systems will suffe

From mid-1998 until mid-2003, there was very liflemand for new disk sputtering systems, as magdistk
manufacturers were burdened with over-capacityveered not investing in new disk sputtering equipm&yt2003,
however, over-capacity had diminished, and ordarefir 200 Lean began to increase. From 2004 tirdhgy end
of 2006, there was strong demand for new disk epag systems.

Sales of our equipment for capacity expansionsiependent on the capacity expansion plans of atomers
and upon whether our customers select our equipfoetiteir capacity expansions. We have no corttvelr our
customers’ expansion plans, and we cannot be katehtey will select our equipment if they do exgpdmeir
capacity. Our customers may not implement capasipansion plans, or we may fail to win orders fguipment fo
those capacity expansions, which could have a ihsziverse effect on our business and our operagisults. In
addition, some manufacturers may choose to purahses systems from other manufacturers or custoragrsr
than purchasing new systems from us.

Sales of our 200 Lean disk sputtering systemslacedeependent on obsolescence and replacemer# of th
installed base of disk sputtering equipment. Ihtedogical advancements are developed that extendgeful life
of the installed base of systems, then sales o2080r_ean will be limited to the capacity expansiaeds of our
customers, which would significantly decrease ewenue. For example, during 2007 some of our cuestem
decided to use legacy systems for the productiditsifgeneration perpendicular media, which detbte
replacement of such legacy systems with new 200 kgatems.

Our customers have experienced competition frompeomies that produce alternative storage technadiiie
flash memory, where increased capacity, improviogf,dower power consumption and performance ruggss!
have resulted in competition with lower capacityafier form factor disk drives in handheld applicas. While thit
competition has traditionally been in the marketshfandheld consumer electronics applicationspi#esonal media
players, these competitors have recently annoupitiicts for notebook and enterprise computer egipdins. If
alternative technologies, such as flash memoryacephard disk drives as a primary method of digitarage, then
demand for our products would likely decrease.
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We are exposed to risks associated with a highlgaamtrated customer bas

Historically, a significant portion of our revenimeany particular period has been attributablealesof our
disk sputtering systems to a limited number of @ungrs. In 2007, one of our customers accounte@Xés of our
revenues, and four customers in the aggregate atsméor 90% of our revenues. The same four custonrethe
aggregate, accounted for 31% of our net accountsvable at December 31, 2007. During 2006, Seagajeired
Maxtor, and during 2007 Western Digital acquirednwé&y. This consolidation in the industry limits tiemnber of
potential customers for our products. Orders fromlatively limited number of magnetic disk manutaers have
accounted for, and likely will continue to accoton, a substantial portion of our revenues. The lafs or delays in
purchasing by, any one of our large customers wesigdificantly reduce potential future revenuesadlition, the
concentration of our customer base may enable mgsto demand pricing and other terms unfavorables, and
makes us more vulnerable to any changes in demaadjtven customer. Furthermore, the concentratfon
customers can lead to extreme variability in reeeand financial results from period to period. Eeample, during
2007 revenues ranged between $76.4 million initseduarter and $16.8 million in the fourth quarte

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

Over the last nine quarters, our revenues per gulaive fluctuated between $16.8 million and $95ilfion.
Over the same period our operating income (loss) @arcentage of revenues has fluctuated betwegenxamately
23% and (42%) of revenues. We anticipate that exenues and operating margins will continue tottlate. We
expect this fluctuation to continue for a variefy@asons, including:

» changes in the demand, due to seasonality, cyityi@ald other factors in the markets, for compstetems,
storage subsystems and consumer electronics cmgfaiisks our customers produce with our syste

« delays or problems in the introduction and accegganrf our new products, or delivery of existingduots;
« timing of orders, acceptance of new systems bycastomers or cancellation of those orders;
* new products, services or technological innovatimnsur competitors or u

Additionally, because our systems are priced imtlilkons of dollars and we sell a relatively smalimber of
systems, we believe that quarter-to-quarter corapasi of our revenues and operating results mapenah accurate
indicator of our future performance. Our operatiagults in one or more future quarters may faiheet the
expectations of investment research analysts @siiovs, which could cause an immediate and sigmifidecline in
the trading price of our common shares.

Our long-term revenue growth is dependent on new producdtshése new products are not successful, then
results of operations will be adversely affected.

We have invested heavily, and continue to investhé development of new products, especially @w hean
Etch system. Our success in developing and seliévgproducts depends upon a variety of factordydieg our
ability to predict future customer requirementsuaately, technological advances, total cost of awimi@ of our
systems, our introduction of new products on scleadwr ability to manufacture our products co$eetfvely and
the performance of our products in the field. Oewrproduct decisions and development commitmentt mu
anticipate continuously evolving industry requirertsesignificantly in advance of sales.

The majority of our revenues in both fiscal 200d &iacal 2006 were from sales of our 200 Lean djskttering
system and related parts and services. The 200Wwaariirst delivered in December 2003. When finstaduced,
advanced vacuum manufacturing equipment, suches®f Lean, is subject to extensive customer aanepttests
after installation at the customer’s factory. Thaseeptance tests are designed to validate religdgmtion to
specifications in areas such as throughput, vadeuei, robotics, process performance and softwaatufes and
functionality. These tests are generally more cahensive for new systems than for mature systemasase
designed to highlight problems encountered withyearsions of the equipment. For example, initiailds of the
200 Lean experienced high production and warransgscin comparison to our more established prolihes.
Failure to promptly address any of the problemsouvaned in these tests could have adverse effects on
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our business, including rescheduling of backlodyfa to achieve customer acceptance and therefoenue
recognition as anticipated, unanticipated prodemtork and warranty costs, penalties for non-peréorce,
cancellation of orders, or return of products fieardit.

We are making a substantial investment to develwmew Lean Etch system for semiconductor manufigi
We spent a substantial portion of our researchdaveélopment costs on this new product in 2006 aoctased our
level of spending on this project in 2007. We magegience problems with the Lean Etch similar ® $hartup
problems encountered with the 200 Lean. Moreoverhave not developed or sold products for this etark
previously. Failure to correctly assess the sizéh@fmarket, to successfully develop a cost effegtroduct to
address the market, or to establish effective saldssupport of the new product would have a nadtadverse
effect on our future revenues and profits, andad@utlude loss of our entire investment in the pcbj

We are jointly developing a next generation headmbed night-vision system with another defense remtor.
This system is planned for sale to the U.S. mifitand will compete with head-mounted systems deezldoy our
competitors. The U.S. military does not intendritiate production of this system until 2011. Warpto make a
significant investment in this type of product arahnot be assured when, or if, we will be awardgdmoduction
contracts for these night vision systems.

We have developed a night-vision sensor and camethule for use in a NATO customer’s digital rifligfst
system. We cannot guarantee that we will achiege/ild improvements and cost reductions necegeatiis
program to be successful. Shipments under thisranogre subject to export approval by the U.S. guvent.

Products based on our LIVAR target identificatiom dow light level camera technologies are desigoeaffer
significantly improved capability to military custeers. We are also developing commercial productaiinmaging
Instrumentation business. None of our Imaging tmagntation products are currently being manufadtiréigh
volume, and we may encounter unforeseen difficail@en we commence volume production of these ptedu
Our Imaging Instrumentation business will requinbstantial further investment in sales and marlkeiim product
development and in additional production faciliierder to expand our operations. We may noteeddn these
activities or generate significant sales of theme products. In 2007, sales of our Imaging Instmitaigon products
were $5.2 million out of a total of $19.1 milliofi lmnaging Instrumentation revenues.

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

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

The sales cycle for our Equipment systems cany@aaor longer, involving individuals from many feifent
areas of our company and numerous product presargaind demonstrations for our prospective custen@ur
sales process for these systems also commonlhydieglproduction of samples, customization of oudpecd and
installation of evaluation systems in the factonésur prospective customers. We do not enterlorig-term
contracts with our customers, and therefore untibaler is actually submitted by a customer themoi binding
commitment to purchase our systems.

Our Imaging Instrumentation business is also stilifelong sales cycles because many of our prodsiath as
our LIVAR system, often must be designed into awstomers’ products, which are often complex stétthe-art
products. These development cycles are often meéi; and our sales are contingent on our custosueressfully
integrating our product into their product, comjigtdevelopment of their product and then obtainggngduction
orders for their product from the U.S. governmanitoallies.

As a result, we may not recognize revenue frompoaducts for extended periods of time after we have
completed development and made initial shipmentsuoproducts, during which time we may expend il
funds and management time and effort with no asserthat a sale will result.

29




Table of Contents

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

In the market for our disk sputtering systems, @aeehexperienced competition from competitors sich a
Anelva Corporation, which is a subsidiary of Canamg Oerlikon, each of which has sold substantiatlvers of
systems worldwide. In the market for semiconduetjuipment, we expect to experience competition from
competitors such as Applied Materials, LAM Reseamtl Tokyo Electron, Ltd. In the market for ouritaily
Imaging Instrumentation products, we experiencepetition from companies such as ITT Industries,,INorthrof
Grumman Corporation and BAE. In the markets for@ammercial Imaging Instrumentation products, wepete
with companies such as Andor, E2V, Hamamatsu, Thsdsuments and Roper Scientific for sensor amdera
products, and with companies such as Ahura, B&W, Hekiba — Jobin Yvon, InPhotonics, Ocean Optics,
Renishaw, and Smiths Detection for portable Ranpaatsometer products. Our competitors have suhatignt
greater financial, technical, marketing, manufdaomiand other resources than we do, especialllgen t
semiconductor equipment market where we have mofiquisly offered a product. We cannot assure yatidghr
competitors will not develop enhancements to, turkigenerations of, competitive products thatragfeperior prict
or performance features. Likewise, we cannot asgmehat new competitors will not enter our maskahd
develop such enhanced products. Moreover, compmefitir our customers is intense, and our compstitave
historically offered substantial pricing concessi@md incentives to attract our customers or reteir existing
customers.

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

Many of our Imaging Instrumentation products reguxport licenses from United States Governmemcgs
under the Export Administration Act, the Tradingiwihe Enemy Act of 1917, the Arms Export Act of76%nd the
International Traffic in Arms Regulations. This lisithe potential market for our products. We cas@ gno
assurance that we will be successful in obtainlhthea licenses necessary to export our produatseRtly,
heightened government scrutiny of export licensepfoducts in our market has resulted in lengtiergiew
periods for our license applications. Export tordoies which are not considered by the United St&tevernment
be allies is likely to be prohibited, and even sateU.S. allies may be limited. Failure to obtalalays in obtaining,
or revocation of previously issued licenses woukdvpnt us from selling our products outside thetéthStates, me
subject us to fines or other penalties, and woakieha material adverse effect on our businessydiahcondition
and results of operations.

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

The systems we manufacture and sell in our Equipimgsiness have a large number of components &nd ar
complex, which requires us to make substantialstments in research and development. This is espetiue with
the new Lean Etch system. If we were to fail toelep, manufacture and market new systems or toreehaxisting
systems, that failure would have an adverse effieadur business. We may experience delays anditatfamd
manufacturing difficulties in future introductiomplume production and acceptance of new systems or
enhancements. In addition, some of the systemswhanhanufacture must be customized to meet indatidu
customer site or operating requirements. In sorses;ave market and commit to deliver new systenssiutes and
components with advanced features and capabititetsve are still in the process of designing. Vieehlimited
manufacturing capacity and engineering resourcdsray be unable to complete the development, maturaanc
shipment of these products, or to meet the requéelthical specifications for these products, iimeely manner.
Failure to deliver these products on time, or falto deliver products that perform to all contuadiy committed
specifications, could have adverse effects on asiness, including rescheduling of backlog, failir@chieve
customer acceptance and therefore revenue reamgaisi anticipated, unanticipated rework and wayreosts,
penalties for non-performance, cancellation of mder return of products for credit. In additieve may incur
substantial unanticipated costs early in a produd€ cycle, such as increased engineering, mahwufag,
installation and support costs, that we may be len@bpass on to the customer and that may affecgmss
margins. Sometimes we work closely with our custante develop new features and products. In coioreetith
these transactions, we sometimes offer a peri@xdfisivity to these customers.
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Our Imaging Instrumentation business depends hegviin government contracts, which are subject to
immediate termination and are funded in incremeniBhe termination of or failure to fund one or moref these
contracts could have a negative impact on our og@ras.

We sell many of our Imaging Instrumentation produad services directly to the U.S. governmeniyelbas
to prime contractors for various U.S. governmeongpams. Our revenues from government contractietbta
$14.1 million, $10.2 million, and $6.9 million ird27, 2006, and 2005, respectively. Generally, gavent
contracts are subject to oversight audits by gawent representatives and contain provisions pengitt
termination, in whole or in part, without prior e at the government’s convenience upon the payofen
compensation only for work done and commitmentsevadhe time of termination. We cannot assuretiiatione
or more of the government contracts under whichcogtomers or we operate will not be terminateceutigese
circumstances. Also, we cannot assure you thatnegocustomers would be able to procure new gawert
contracts to offset the revenues lost as a refalbytermination of existing contracts, nor canagsure you that we
or our customers will continue to remain in goaghsling as federal contractors.

Furthermore, the funding of multi-year governmemigpams is subject to congressional appropriatiand,
there is no guarantee that the U.S. governmentwéke further appropriations. The loss of fundiogd
government program would result in a loss of futeneenues attributable to that program.

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

Unexpected increases in the cost to develop or nfaature our products under fixed-price contracts maause
us to experience un-reimbursed cost overruns.

A portion of our revenue is derived from fixed-gridevelopment and production contracts. Under fixéce
contracts, unexpected increases in the cost tda@eee manufacture a product, whether due to inadelestimates
in the bidding process, unanticipated increasesaterial costs, reduced production volumes, inigfficies or other
factors, are borne by us. We have experiencedosestuns in the past that have resulted in loseeedain
contracts, and may experience additional cost awsrin the future. We are required to recognizedbad estimated
impact of cost overruns in the period in which tlaeg first identified. Such cost overruns couldédavmaterial
adverse effect on our results of operation anchfir@ condition.

Our sales of Equipment products are dependent obstantial capital investment by our customers, far
excess of the cost of our products.

Our customers must make extremely large capitadmedipures in order to purchase our systems and othe
related equipment and facilities. These costsaranfexcess of the cost of our systems alone nfdagnitude of such
capital expenditures requires that our customevs hacess to large amounts of capital and thathbeyilling to
invest that capital over long periods of time taaltde to purchase our equipment. The magneticatisk
semiconductor manufacturing industries have magtafgant additions to their production capacitytlie last few
years. Our customers may not be willing or abledwtinue this level of capital investment, espégidliring a
downturn in the overall economy, the hard disk @iivdustry, or the semiconductor industry.

Our stock price is volatile.

The market price and trading volume of our comntorlshas been subject to significant volatilitydahis
trend may continue. Over the last 12 months, tbsie) price of our common stock, as traded on Tasdsq
National Market, fluctuated from a low of $10.14 ghare to a high of $26.77 per share. The vallwmiptommor
stock may decline regardless of our operating perémce or prospects. Factors affecting our manie¢ finclude:

 our perceived prospeci
« hard disk drive market expectatiol
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« variations in our operating results and whetheraalgeve our key business targe

« sales or purchases of large blocks of our st

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

» changes in securities analy buy or sell recommendatior

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

< market reaction to any acquisitions, joint ventwestrategic investments announced by us or our
competitors

« our high fixed operating expenses, including reseand development expens
« developments in the financial markets; i

» general economic, political or stock market cowhisi in the United States and other major regionghiich
we do busines:

In addition, the general economic, political, stochrket and industry conditions that may affectrtterket
price of our common stock are beyond our contrbk market price of our common stock at any paictiime may
not remain the market price in the future. In thstpsecurities class action litigation has bestitirted against
companies following periods of volatility in the rkat price of their securities. Any such litigatjohinstituted
against us, could result in substantial costs atigersion of management’s attention and resources.

The liquidity of our Auction Rate Securities is crently impaired, which may impact our ability to reeour
cash requirements and require additional debt fundi

At March 29, 2008, we held $78.4 million of Aucti®ate Securities (“ARS”). The market for these sitiess
has historically been highly liquid, even thought ARRS have underlying maturities ranging from 23l€years.
The liquidity was achieved through auctions, whickurred every 7 or 28 days, depending on the tefrtise
individual security, in which the interest paid @ach security was reset to current market rates.di/not
previously intend to hold these securities to nigtubut rather to use the auction feature to thellsecurities as
needed to provide liquidity. Beginning in mid-Febry of 2008, our ARS began incurring failed aucticiue to sell
orders exceeding buy orders, primarily driven by diecision of the investment banks to not contjparéicipating ir
the auctions. As of March 29, 2008, all of our fod have experienced at least two failed auctidhs.funds
associated with failed auctions will not be acdassuntil a successful auction occurs, they arguetired into a
more liquid security, a buyer is found outsidetaf auction process, or the underlying securitie® maatured. We
do not know when, or if, one of these circumstamedisoccur. All of our ARS are student loan struitd issues,
where the loans have been originated under theragat of Education’s Federal Family Education L&aogram
and the principal and interest is 97-98% reinsimgethe U.S. Department of Education. At this titiere has been
no change in the AAA ratings of these securities,tbere is no assurance that the AAA ratings bélimaintained i
the future.

At March 29, 2008, we analyzed the fair value af ARS using the guidance of Statement of Financial
Accounting Standards No. 15Fair Value Measurements.Based on our analysis, we concluded that our ARS
holdings had a valuation equal to 98% of par valMle.further concluded that the fair value impairtneas
temporary and recorded an unrealized loss eq#ftof par value or $1.6 million. Since we could hetcertain
that the liquidity issues would be resolved withirelve months, we reclassified all of these seimgitrom short-
term to long-term investments. Refer to Note 9 ofdd to Condensed Consolidated Financial Statenf@nfisrther
details regarding our investments in ARS. If treuer of the ARS is unable to successfully closer&uauctions; or
does not redeem the ARS; or the United States gowent fails to support its guaranty of the obligas$; or the
United States Department of Education fails to supits guarantee of the obligations; or these
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or any other valuation metrics or processes chahge,we may be required to further adjust theyaagrvalue of
our ARS and/or record an other-than-temporary immpant charge.

At March 29, 2008 after reclassifying our ARS frghort-term to long-term investments, we held $46illon
of cash and short-term investments. In order toeim®e our liquidity we entered into a line of ctedih Citigroup
Global Markets Inc., under which approximately $2illion is available to us, secured by $57.9 milliof our ARS
If we are unable to maintain the line of creditjfdhe interest rate of the line of credit is pituitive or the amount ¢
the line of credit is insufficient, we could exparce difficulties in meeting our cash requirememtsl the market
for the Auction Rate Securities becomes liquid agaid we may have to seek additional debt fundirfqmaince
our operations.

Failure to liquidate our portfolio of auction raecurities or otherwise convert them into liquideds could
have a material and adverse effect on our busifinasicial condition and results of operations.

Changes in tax rates or tax liabilities could affefuture results.

As a global company, we are subject to taxatiothénUnited States and various other countries.ifgignt
judgment is required to determine and estimatedwide tax liabilities. Our future tax rates could &ffected by
changes in the applicable tax laws, compositioeashings in countries with differing tax rates, mgjes in the
valuation of our deferred tax assets and liabdit@ changes in the tax laws. Although we belimwetax estimates
are reasonable, there can be no assurance thfihahgetermination will not be materially differefiom the
treatment reflected in our historical income tagyisions and accruals, which could materially addeasely affect
our results of operations.

Our effective tax rate in 2007 was well below tipplacable statutory rates due primarily to permdnen
differences and the utilization of research andetigyment credits. In 2006, our effective tax ragswell below th
applicable statutory rates due primarily to théizgtion of net operating loss carry-forwards amededred credits.

We have experienced significant growth and contiiactin our business and operations and if we do not
appropriately manage this growth and contractionow and in the future, then our operating results be
negatively affected.

Our business has both grown and contracted signifig in recent years, in both operations and heawol; and
this growth and contraction causes significantistoa our infrastructure, internal systems and rganal resource:
To manage our growth and contraction effectivelg,must continue to improve and enhance our infrestre,
including information technology and financial ogétng and administrative systems and controls,camtinue
managing headcount, capital and processes in meaffmanner. Our productivity and the qualityoofr products
may be adversely affected if we do not integratdtaain our new employees quickly and effectivetgl @oordinate
among our executive, engineering, finance, margesales, operations and customer support orgémizatll of
which add to the complexity of our organization amctease our operating expenses. We also maysbalde to
predict and effectively control our operating expemidue to the growth and increasing complexityuofousiness.
In addition, our information technology systems may grow at a sufficient rate to keep up with piecessing and
information demands placed on them by a much lazgempany. The efforts to continue to expand ousrimition
technology systems or our inability to do so cdwdaim our business. Further, revenues may not grasafficient
rate to absorb the costs associated with a langenath headcount.

Our future growth may require significant additibresources, given that, as we increase our busines
operations in complexity and scale, we may haveffitsent management capabilities and internal lvéidth to
manage our growth and business effectively. We aiaassure you that resources will be available whemeed
them or that we will have sufficient capital to €lthese potential resource needs. If we are utialteinage our
growth effectively or if we experience a shortfalfesources, our results of operations will bented.

Our current and future success depends on interatal sales and the management of global operations.

In 2007, approximately 82% of our revenues cammnfregions outside the United States. Substantdiligf
our international sales are to customers in Askackvincludes products shipped to overseas opesatid
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U.S. companies. We currently have internationataasr support offices in Singapore, China, MalayKiarea and
Japan. We expect that international sales willioortto account for a significant portion of outaiaevenue in
future years. Certain of our manufacturing fa@htiand suppliers are also located outside the d)Bitates.
Managing our global operations presents challeimgsgding, but not limited to, those arising from:

* varying regional and geopolitical business condgiand demand

 global trade issue:

« variations in protection of intellectual propertydaother legal rights in different countrie
« rising raw material and energy cos

« variations in the ability to develop relationshipish suppliers and other local business

« changes in laws and regulations of the United St@teluding export restrictions) and other cowegrias
well as their interpretation and applicatic

« fluctuations in interest rates and currency exckeamages, particularly with the recent decline ie #alue of
the U.S. dollar

« the need to provide sufficient levels of technmgbport in different location:

« political instability, natural disasters (such astequakes, hurricanes or floods), pandemics, iemoor acts
of war where we have operations, suppliers or s

« cultural differences; an

« shipping delays

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

Changes in existing accounting or taxation rulegractices, new accounting pronouncements or taxatiles,
or varying interpretations of current accountingrgruncements or taxation practice could have afgignt adverst
effect on our results of operations or the mannevhich we conduct our business. Further, suchgésnould
potentially affect our reporting of transactionsmeted before such changes are effective.

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

Pursuant to Section 404 of the Sarbanes-Oxley A2002, our management must perform evaluatiorsiof
internal control over financial reporting. Begingim 2004, our Form 10-K has included a report anagement of
their assessment of the adequacy of such inteoméita. Additionally, our independent registeredliciaccounting
firm must publicly attest to the effectiveness af mternal control.

We have completed the evaluation of our internatmds over financial reporting as required by Rec#04 of
the Sarbanes-Oxley Act. Although our assessmestintg and evaluation resulted in our conclusiat #s of
December 31, 2007, our internal controls over fai@reporting were effective, we cannot prediet tutcome of
our testing in future periods. If our internal can$ are ineffective in future periods, our finaladesults or the
market price of our shares could be adversely tteaVe will incur additional expenses and commithod
management’s time in connection with further eviuns.

Our dependence on suppliers for certain parts, soofiehem sole-sourced, makes us vulnerable to
manufacturing interruptions and delays, which coulaffect our ability to meet customer demand.

We are a manufacturing business. Purchased parssittibe the largest component of our product dOst.
ability to manufacture depends on the timely delief parts, components and subassemblies fromlisuppWe
obtain some of the key components and sub-assesnisedl in our products from a single supplier kim#ed
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group of suppliers. If any of our suppliers faildeliver quality parts on a timely basis, we magearience delays in
manufacturing, which could result in delayed prddigliveries or increased costs to expedite dabgevr develop
alternative suppliers. Development of alternativpiers could require redesign of our products.

Our business depends on the integrity of our ingsltual property rights and failure to protect ountellectual
property rights adequately could have a materiavadse effect on our business.

The success of our business depends upon theitptefjour intellectual property rights, and we nahassure
you that:

« any of our pending or future patent applicationt g allowed or that any of the allowed applicagawill be
issued as patents or will issue with claims ofsbepe we sough

* any of our patents will not be invalidated, deeraadnforceable, circumvented or challenc
« the rights granted under our patents will providmpetitive advantages to (
« other parties will not develop similar productsplicate our products or design around our patemt

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

We may be subject to claims of intellectual propeirtfringement.

From time to time, we have received claims thaaweeinfringing third parties’ intellectual properights or
seeking to invalidate our rights. We cannot asgorethat third parties will not in the future claitmat we have
infringed current or future patents, trademarketber proprietary rights relating to our produétay claims, with
or without merit, could be time-consuming, resaltostly litigation, cause product shipment delaysequire us to
enter into royalty or licensing agreements. Sugfalty or licensing agreements, if required, may m®available on
terms acceptable to us.

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

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

The majority of our U.S. operations are locate@amta Clara, California and Fremont, Californiagvehthe
cost of living and of recruiting employees is higluditionally, our operating results depend, irglapart, upon our
ability to retain and attract qualified managementgineering, marketing, manufacturing, customepst, sales
and administrative personnel. Furthermore, we caoengéh similar industries, such as the semiconaiuicidustry,
for the same pool of skilled employees. If we amahle to retain key personnel, or if we are nog ablattract,
assimilate or retain additional highly qualified goyees to meet our needs in the future, our basiaaed operatiol
could be harmed.

Changes in demand caused by fluctuations in intd@raad currency exchange rates may reduce our
international sales.

Sales and operating activities outside of the UWn8&ates are subject to inherent risks, includingtdiations in
the value of the U.S. dollar relative to foreignremcies, tariffs, quotas, taxes and other mar&gidys, political an
economic instability, restrictions on the exporiraport of technology, potentially limited intelte@l property
protection, difficulties in staffing and managingdrnational operations and potentially adversectasequences.
We earn a significant portion of our revenue frarteinational sales, and there can be no assuraatany of these
factors will not have an adverse effect on ourightib sell our products or operate outside thet&éthStates.
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We currently quote and sell the majority of ourdgwrots in U.S. dollars. From time to time, we mateeimto
foreign currency contracts in an effort to reduwe @verall risk of currency fluctuations to our imess. However,
there can be no assurance that the offer and pleducts denominated in foreign currencies, dedrélated
foreign currency hedging activities, will not adsely affect our business.

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

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

We have completed a number of acquisitions dururgoperating history. In early 2007, we completesl t
acquisition of certain assets of DeltaNu, LLC, amthe fourth quarter of 2007 we completed the &itjon of
certain assets of Creative Display Systems, LLC.Hake spent and will continue to spend significasburces
identifying and acquiring businesses. The efficeemd effective integration of our acquired busiesssto our
organization is critical to our growth. Any futuaequisitions involve numerous risks including ditfities in
integrating the operations, technologies and prtsdoicthe acquired companies, the diversion ofroanagement’s
attention from other business concerns and thenpatéoss of key employees of the acquired comgarfrailure to
achieve the anticipated benefits of these and atyd acquisitions or to successfully integratedperations of the
companies we acquire could also harm our busimesslts of operations and cash flows. Any futurguésitions
may also result in potentially dilutive issuanceeqfiity securities, acquisition- or divestitureatedd writeeffs or the
assumption of debt and contingent liabilities.

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

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

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

Substantially all of our common stock may be soitheut restriction in the public markets, althowjtares
held by our directors, executive officers and &iféds may be subject to volume and manner of saleictions. Sale
of a substantial number of shares of common stot¢ke public market by our officers, directors tiliates or the
perception that these sales could occur could maflieand adversely affect our stock price and miakeore
difficult for us to sell equity securities in thetéire at a time and price we deem appropriate.

Anti-takeover provisions in our charter documenta@dunder Delaware law could prevent or delay a clgann
control, which could negatively impact the value @ofir common stock by discouraging a favorable marge
acquisition of us.

Our certificate of incorporation authorizes our fabaf directors to issue up to 10,000,000 shargueferred
stock and to determine the powers, preferences|qges, rights, including voting rights, qualifteans, limitations
and restrictions of those shares, without any @rrtiote or action by the stockholders. The riglfitthe holders of
our common stock will be subject to, and may becashly affected by, the rights of the holders of preferred
stock that we may issue in the future. The issuafpeeferred stock could have the effect of delgyideterring or
preventing a change in control and could adveraffct the voting power of your shares. In additiprovisions of
Delaware law and
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our bylaws could make it more difficult for a thiparty to acquire a majority of our outstandingingtstock by
discouraging a hostile bid, or delaying or deter@nmerger, acquisition or tender offer in which stockholders
could receive a premium for their shares or a praytest for control of our company or other changeour
management.

We could be involved in litigation.

From time to time we may be involved in litigatiofivarious types, including litigation alleging iiffgement ¢
intellectual property rights and other claims. Erample, in July 2006, we filed a patent infringetrawsuit
against Unaxis USA, Inc. and its affiliates UnaB@zers AG and Unaxis Balzers, Ltd. alleging infiément by
Unaxis of a patent relating to our 200 Lean systgee Part Il, Item 1 of this Form 10-Q for furtlrgiormation
regarding this lawsuit. Litigation is expensive aah require significant management time and atterand could
have a negative effect on our results of operatiwrzisiness if we lose or have to settle a cassgmificantly
adverse terms.

Business interruptions could adversely affect oyserations.

Our operations are vulnerable to interruption log,fearthquake or other natural disaster, quamstin other
disruptions associated with infectious diseasetspma catastrophe, terrorist activities, war, dggions in our
computing and communications infrastructure dugawer loss, telecommunications failure, human ephysical
or electronic security breaches and computer virused other events beyond our control. We do aee la fully
implemented detailed disaster recovery plan. Despit implementation of network security measuoestools an
servers are vulnerable to computer viruses, bresland similar disruptions from unauthorized tarmzewith our
computer systems and tools located at customex: $ttditical instability could cause us to incucrigased costs in
transportation, make such transportation unreljaht&ease our insurance costs and cause intenahtarrency
markets to fluctuate. This same instability coudardnthe same effects on our suppliers and thdityata timely
deliver their products. In addition, we do not gasufficient business interruption insurance to pemsate us for all
losses that may occur, and any losses or damag@sed by us could have a material adverse effectur business
and results of operations. For example, we selirmgarthquake risks, because we believe thigipriident
financial decision based on the high cost of thetéd coverage available in the earthquake ins@ramarket. An
earthquake could significantly disrupt our openasiomost of which are conducted in California.dtid also
significantly delay our research and engineeririgrebn new products, most of which is also condddh
California. We take steps to minimize the damagé would be caused by an earthquake, but there ceriainty
that our efforts will prove successful in the evehan earthquake.

Item 1B. Unresolved Staff Commen

None.

Item 2. Unregistered Sales of Equity Securities and UséPobceed:s

None.

Item 3. Defaults upon Senior Securitie

None.

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

None.

ltem 5. Other Information

None.
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Iltem 6. Exhibits
The following exhibits are filed herewith:
Exhibit
Number  Description

31.1 Certification of President and Chief Executive ©éfi Pursuant to Section 302 of the Sarbanes-Oxtty A

of 2002.

31.2 Certification of Vice President, Finance and Admeiration, Chief Financial Officer, Treasurer and
Secretary Pursuant to Section 302 of the Sarl-Oxley Act of 2002

32.1 Certifications Pursuant to U.S.C. 1350 Adopted ®ams to Section 906 of the Sarbanes- Oxley Act of

2002.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréport tc
be signed on its behalf by the undersigned theceduly authorized.

INTEVAC, INC.

By: /s/ KEVIN FAIRBAIRN

Kevin Fairbairn
President, Chief Executive Officer and Director
(Principal Executive Officer)

Date: May 8, 2008

By: /s/ JEFFREY ANDRESOM

Jeffrey Andreson

Vice President, Finance and Administration,
Chief Financial Officer, Treasurer and Secretary
(Principal Financial and Accounting Officer)

Date: May 8, 2008
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EXHIBIT INDEX

Exhibit
Number  Description
311 Certification of President and Chief Executive ©&fi Pursuant to Section 302 of the Sarbanes-Oxt¢y A

of 2002.

31.2 Certification of Vice President, Finance and Admeiration, Chief Financial Officer, Treasurer and
Secretary Pursuant to Section 302 of the Sarl-Oxley Act of 2002

32.1 Certifications Pursuant to U.S.C. 1350 Adopted ®ams to Section 906 of the Sarbanes- Oxley Act of

2002.







Exhibit 31.1

I, Kevin Fairbairn certify that:

1.
2.

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

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

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

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

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

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

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitge designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsubsidiaries, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuramzgding the reliability of financial reporting attte preparation of financial stateme
for external purposes in accordance with geneeadtepted accounting principles.

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

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

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

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

(&) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the registeaability 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: May 8, 2008

/s/ KEVIN FAIRBAIRN

Kevin Fairbairn
President, Chief Executive Officer and Direc







Exhibit 31.

I, Jeffrey Andreson certify that:

1.
2.

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

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

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

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

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

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

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitge designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsubsidiaries, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

(b) Designed such internal control over financegarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuramzgding the reliability of financial reporting attte preparation of financial stateme
for external purposes in accordance with geneeadtepted accounting principles.

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

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

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

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

(&) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the registsaability 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: May 8, 2008

/s/ JEFFREY ANDRESO!

Jeffrey Andresol

Vice President, Finance and Administration,
Chief Financial Officer, Treasurer and Secre







Exhibit 32.1

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

I, Kevin Fairbairn, certify, pursuant to 183JC. Section 1350, as adopted pursuant to SediiéroPthe Sarbanes-Oxley Act of 2002, that
the Quarterly Report of Intevac, Inc. on Form 1@e@the quarterly period ended March 29, 2008 faliynplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in suohni10-Q fairly presents in all material
respects the financial condition and results ofrafens of Intevac, Inc.

By: /s/ KEVIN FAIRBAIRN
Name: Kevin Fairbairr
Title: President, Chief Executive Officer and &utor

[, Charles B. Eddy lll, certify, pursuant t8 U.S.C. Section 1350, as adopted pursuant tod®e@€6 of the Sarbanes-Oxley Act of 2002,
that the Quarterly Report of Intevac, Inc. on FA®AQ for the quarterly period ended March 29, 200§ complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in suohnfr 10-Q fairly presents in all material
respects the financial condition and results ofraens of Intevac, Inc.

By: /s/ JEFFREY ANDRESON

Name: Jeffrey Andresol

Title: Vice President, Finance and Administration
Chief Financial Officer, Treasurer éecretary

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



