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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
INTEVAC, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS)

ASSETS
Current assets:

Cash and cash equivalents..............cccc......

Short-term investments................cccvveees

Accounts receivable, net of allowances of $1,655
$1,629 at March 27, 1999 and December 31, 1998
respectively.....ccccvveeveieeeeeeeneninnnn,

INVENLONIES. . .vivveiieeeee e

Prepaid expenses and other current assets........

Deferred tax asset............cccccvvvvvvveenens

Total current assets............c.ue.....
Property, plant, and equipment, net................
Investment in 601 California Avenue LLC............
Goodwill and other intangibles.....................
Debt issuance COStS.........cccccuvveveereerenennn.
Deferred tax assets and other assets...............

Total assets........oeeeeeeeeeeeieinnn,

LIABILITIES AND SHAREHOLD
Current liabilities:
Accounts payable..........cccccccveveriennnnnn.
Accrued payroll and related liabilities..........
Other accrued liabilities........................
Customer advances

Total current liabilities................
Convertible notes....................
Long-term notes payable
Shareholders' equity:

Common stock, no par value.......................
Accumulated other comprehensive income...........
Retained earnings..........cccoevveeeenniennn.

Total shareholders' equity...............

Total liabilities and shareholders' equit

See accompanying notes.

MARCH 27, DECEMBER 31,
1999 1998

(UNAUDITED)

......... $ 3,610 $ 3,991
......... 54,893 56,925

and

. 9799 10,169
......... 24505 22,102
......... 842 658
......... 7,008 7,008
......... 100,657 100,853
......... 10,904 13,131
......... 2431 2431
......... 3142 3543
......... 1,618 1,700
......... 1.261 1318
......... $120,013  $122,976
ERS' EQUITY

......... $ 2596 $ 2,034
......... 1,765 1,880
......... 6.327 7535
......... 12,044 11,630
......... 22732 23,079
......... 57500  57.500
......... 1,960 1,961
......... 18,335 17,917
......... 74 122
......... 19,412 22,397
......... 37,821 40,436
Voo $120,013  $122,976




INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
AND COMPREHENSIVE INCOME
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

(UNAUDITED)

THREE MONTHS ENDED

MARCH 27, MARCH 28,

1999 1998
NEt reVENUES.....cvovveveieeieeeeeieeeee $11,749  $34,235
Cost of net revenues.......ccoceeveeevcceeeennee 10,762 23,574
Gross Profite..eeeececeeeeiveiee 987 10,661
Operating expenses:
Research and development........cccccccoeeeeeee. Ll 4,067 3,562
Selling, general and administrative............ . ... 1,899 3,105
Restructuring expense (gain)......ccccceeveeeeee. L @ann 1,164
Total operating expenses.........cccceee. . L. 5,949 7,831
Operating income (10SS).......coovvevvvvvveveens (4,962) 2,830
Interest expense.........ccccvee..... T, (1,015) (1,016)
Interest income and other, net.......cccccceeeeeeee. Ll 1,162 771
Income (loss) from continuing operations before inc ome
LAXES e —— (4,815) 2,585
Provision for (benefit from) income taxes........... ... (1,830) 855
Income (loss) from continuing operations............ ... (2,985) 1,730
Gain from discontinued operations, net of applicabl e income
TAXES. e -- 532
Netincome (I0SS).....ccccovvvvevvveevieeiieeeee $(2,985) $2,262
Other comprehensive income:
Unrealized foreign currency translation adjustmen | FHUPT (48) (10)
Total adjustmentS.....ccccccvvveveeeeeveieiiieeeee (48) (10)

Total comprehensive income..............ccocu.....

Basic earnings per share:

Income (loss) from continuing operations......... ... $(0.25) $ 0.14

Netincome (I0SS).....ccooevvveiiceeiiiaaeee $(0.25) $ 0.19

Shares used in per share amounts.......ccccce.... L. 11,924 12,190
Diluted earnings per share:

Income (loss) from continuing operations.......... ... $(0.25) $ 0.14

Netincome (I0SS).....ccoovevvveiiveeiiiaaaee $(0.25) $ 0.18

Shares used in per share amounts.......cc.c...... . .. 11,924 12,511

See accompanying notes.



INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

(UNAUDITED)

THREE MONTHS ENDED

MARCH 27, MARCH 28,

1999 1998
OPERATING ACTIVITIES
Netincome (I0SS).....ccccovvvevvieiiieeiceeaee $(2,985) $ 2,262
Adjustments to reconcile net income to net cash and cash
equivalents provided by (used in) operating activ ities:
Depreciation and amortization................. ... 1,423 1,614
Gain on foreign exchange contracts............ ... (641) -
Gain on sale of discontinued operations....... ... -- (794)
Foreign currency (gain) I0sS.....ccccooeeeee L 5 (12)
Loss on IMAT investment.........ccoeeeeeeeee. 57 37
Restructuring charge -- non-cash portion...... ... - 194
Loss on disposal of equipment.......cccc...... .. 14 94
Changes in assets and liabilities............. ... (331) (7,685)
Total adjustments........ccoeeveeveeeeee. L 527  (6,552)
Net cash and cash equivalents used in operating
ACHVILIES..evvie i (2,458) (4,290)
INVESTING ACTIVITIES
Purchase of investments............ooevcvcvcceeeee. (968) (23,037)
Proceeds from sale of investments........cc........ .~ ... 3,000 7,995
Purchase of leasehold improvements and equipment... ... (373) (884)
Net cash and cash equivalents provided by (used in)
investing activitieS......cccccceveeeeeveeeeneee. 1,659 (15,926)
FINANCING ACTIVITIES
Proceeds from issuance of common stock............. ... 418 551
Repurchase of common stocK........cccocevvveceeee. L - (808)
Net cash and cash equivalents provided by (used in)
financing activities..........cccooeevevveeeee. L 418 (257)
Net decrease in cash and cash equivalents.......... ... (381) (20,473)
Cash and cash equivalents at beginning of period... ... 3,991 24,431
Cash and cash equivalents at end of period......... . ... $3,610 $ 3,958
SUPPLEMENTAL SCHEDULE OF CASH FLOW INFORMATION
Cash paid (received) for:
INtEreSt. i $1,869 $ 1,900
INCOME taxes.....cccevvvvviiiiiiiee i - 950
Income tax refund.......cccccooevvvvivicccceeeee. L (432) --
Other non-cash changes:
Inventories transferred to (from) property, plant and

EQUIPMENT...ceiiiiiee e

See accompanying notes.




INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
1. BUSINESS ACTIVITIES AND BASIS OF PRESENTATION

Intevac, Inc.'s ("Intevac" or the "Company") priméusiness is the design, manufacture and saleroplex capital equipment that is used to
manufacture products such as thin-film disks fanpater disk drives and flat panel displays (theuligment Business"). The Company also
develops highly sensitive electro-optical devicedar government sponsored R&D contracts (the "RticgdBusiness”).

The Equipment Business is a leading supplier oftsfng systems used to manufacture thin-film diskscomputer hard disk drives.
Sputtering is a complex vacuum deposition processl to deposit multiple thin-film layers on a di$ke Equipment Business also realizes
revenues from the sales of disk lubrication equiptneontact stop-start ("CSS") test equipment,dghatel display ("FPD") manufacturing
equipment and electron beam processing equipmpate$arts and after-sale service are also sgidrithasers of the Company's equipment,
and sales of components are made to other mantdesiof vacuum equipment.

The Photonics Business began in 1995 when the Qaytgpaight vision business was sold. The terméefsale permitted Intevac to utilize
the night vision technology for non-competitive guots. The majority of Photonics Business revemuedrom government sponsored R&D
contracts. The Photonics Business has been dengltgthnology that permits highly sensitive detecin the short-wave infrared spectrum
in electron sources with very precise charactessiThis development work is aimed at creating pevducts for both military and industrial
applications.

The financial information at March 27, 1999 andtfoe three-month periods ended March 27, 1999 aativi28, 1998 is unaudited, but
includes all adjustments (consisting only of normealurring accruals) that the Company considersssy for a fair presentation of the
financial information set forth herein, in accordarwith generally accepted accounting principledrfterim financial information, the
instructions to Form 10-Q and Article 10 of RegigatS-X. Accordingly, it does not include all ofetinformation and footnotes required by
generally accepted accounting principles for anfinahcial statements. For further information ereo the Consolidated Financial
Statements and footnotes thereto included or irwatpd by reference in the Company's Annual Repoform 10-K for the fiscal year
ended December 31, 1998.

The preparation of financial statements in confoymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdss#ts and liabilities and disclosure of contingesets and liabilities at the date of the
financial statements and reported amounts of revand expenses during the reporting period. Acesllts inevitably will differ from those
estimates, and such differences may be matertaktfinancial statements.

The results for the three-month period ended MaitHL 999 are not considered indicative of the tegalbe expected for any future period or
for the entire year.

2. INVENTORIES
The components of inventory consist of the follogvin

MARCH 27, DECEMBER 31,

1999 1998
(IN THOUSANDS)
Raw materialS........ccocceevvreerveneeneene ... $4,780 $6,907
WOrk-in-progressS. ......cccveeeeeeeieiiesccnvnennns ... 14,976 11,653
Finished goods..........ccccoeviiieiiiiiineenne e 4,749 3,542

$24,505  $22,102

A significant portion of the finished goods inventds represented by completed units at custontes sindergoing installation and accepte
testing.



INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S -- (CONTINUED)
3. INCOME TAXES

The effective tax rates used for the three-montfods ending March 27, 1999 and March 28, 1998 888 and 33% of pretax income
(loss), respectively. These rates are based oestiraated annual tax rate complying with Statenséfinancial Accounting Standards No.
109, "Accounting for Income Taxes".

4. NET INCOME (LOSS) PER SHARE
The following table sets forth the computation aiz and diluted earnings per share:

THREE MONTHS ENDED

MARCH 27, MARCH 28,

1999 1998
(IN THOUSANDS)
Numerator:
Income (loss) from continuing operations.......... ... $(2,985) $1,730
Netincome (I0SS).....cccovvvvveiiceeiiiaeeee $(2,985) $2,262
Numerator for basic earnings per share -- income (loss)
available to common stockholders.............. . .. (2,985) 2,262

Effect of dilutive securities:
6 1/2% convertible notes(1).......cccoceeeeeee. L - -

Numerator for diluted earnings per share -- incom e (loss)
available to common stockholders after assumed
CONVEISIONS...ooiuiiaiiieeiiie e aeeeee $(2,985) $2,262

Denominator:
Denominator for basic earnings per

share -- weighted-average shares.............. . ... 11,924 12,190
Effect of dilutive securities:

Employee stock options(2)........cccceeeeeeee L -- 321

6 1/2% convertible notes(1).......cccoceeeeeee L - -
Dilutive potential common shares.................. ... -- 321
Denominator for diluted earnings per share -- adj usted

weighted-average shares and assumed conversion Seieeen 11,924 12,511

(1) Diluted EPS for the three-month periods endeatdid 27, 1999 and March 28, 1998 excludes "as ctad/etreatment of the Convertible
Notes as their inclusion would be «dilutive.

(2) Diluted EPS for the three-month period endeddd@7, 1999 excludes the effect of employee stgtlons as their inclusion would be
anti-dilutive.

5. SEGMENT REPORTING
Segment Description

Intevac, Inc. has two reportable segments: equipirh photonics. The Company's equipment busireisscomplex capital equipment used
in the manufacturing of thin-film disks, flat pardisplays, shrink-wrap films and for in-line stezdtion. The Company's photonics business is
developing products utilizing electron sources figxmit highly sensitive detection in the short-wanfrared spectrum.

Included in corporate activities are general caapoexpenses, elimination of inter-segment reventhesquity in net loss of equity investee
and amortization expenses related to certain intdegssets, less an allocation of corporate exggettsoperating units equal to 1% of net
revenues.



INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S -- (CONTINUED)
Business Segment Net Revenues

THREE MONTHS ENDED

MARCH 27, MARCH 28,

1999 1998
(IN THOUSANDS)
Equipment
Trade. oo $10,309  $32,826
Inter-Segment.....cccccveevevveeeeeeeenieieeeee -- 13
10,309 32,839
Photonics
Trade....ocoooeeiiiieee e 1,440 1,409
Corporate ACHIVItieS.......uvveveveveeeeaeeieeeeee -- (13)
Totaleiciiiii e $11,749  $34,235
Business Segment Profit & Loss
THREE MONTHS ENDED
MARCH 27, MARCH 28,
1999 1998
(IN THOUSANDS)
EQUIPMENt...cciiiiiiecie e $(4,267) $3,104
Photonics......coovvviieeeeeee (101) 157
Corporate activities.......ccccovccvveevnices (594) (431)
Operating income (10SS).......coovvevvvvvveveens (4,962) 2,830
Interest eXPenSe.....cccvvveeeveeveeeeeeeieieeeeee (1,015) (1,016)
Interest iNCOMe......ocovviiiieiiiieceiceeee 591 705
Other income and expense, net.......cccceeeeveeeee. L. 571 66
Income (loss) from continuing operations before inc ome
BAXES ot $(4,815) $2,585

6. RESTRUCTURING

On March 26 1999, as a result of continued weakashehfior its disk equipment, the Company's managémeiemented a reduction in for
of 17 employees out of the Company's staff of @uitand regular personnel. The reductions tookepdéi¢the Company's facilities in Santa
Clara, CA. In the first quarter of 1999, the Comparcurred a restructuring charge of $115,000 eeldab severance costs for the affected
employees.

During the first quarter of 1998, the Company's agment adopted a plan to reduce expenses. Thesexperluction plan included a
reduction in force of 90 employees out of the Conyfmstaff of contract and regular personnel. Euictions took place at the Company's
facilities in Santa Clara, CA; Los Gatos, CA; RagkICA; and Taiwan. Additionally, the Company redted its RTP Operation from Rocklin
to the Company's Santa Clara headquarters andddiosdrocklin facility. The Company incurred a rasturing charge of $1,164,000 related
to the expense reduction plan. The significant comepts of this charge include $290,000 for closidithe Rocklin facility, $462,000 for the
balance of the rent due on the lease for suchtfaeihd $392,000 for employee severance costs.

In the fourth quarter of 1998, $147,000 of themegtiring reserve was reversed due to lower thaeard costs incurred on the closure of
Rocklin facility. During the first quarter of 1998he Company negotiated an early termination ded#se commitment in Rocklin, CA. This
resulted in the Company reversing the remainind?¥I® of the restructuring reserve establishe®BB8for closure of the Rocklin facility.

8



ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

This Quarterly Report on Form 10-Q contains forwlmaking statements which involve risks and undatias. Words such as "believes"”,
"expects"”, "anticipates" and the like indicate fardrlooking statements. The Company's actual iesudty differ materially from those
discussed in the forward-looking statements. Fadtwat might cause such a difference include, trihat limited to, the risk factors set forth
elsewhere in this Quarterly Report on Form 10-Qenri€ertain Factors Which May Affect Future OpergtResults" and in other documents
the Company files from time to time with the Setias and Exchange Commission, including the Comsafiynual Report on Form 10-K

filed in March 1999, Form 10-Q's and Form 8-K's.
RESULTS OF OPERATIONS
Three Months Ended March 27, 1999 and March 28, 189

Net revenues. Net revenues consist primarily afssaf the Company's disk sputtering systems amatiedekequipment used to manufact
thin-film disks for computer hard disk drives, srstcomponents, electron beam processing equipfiegrianel display manufacturing
equipment and related equipment and componentalijEgent’) and contract research and developmeatectto the development of highly
sensitive electro-optical devices under governmspohsored R&D contracts ("Photonics”). Net reverftms system sales are recognized
upon customer acceptance. Net revenues from satelated equipment and system components are meaxjupon product shipment.
Contract research and development revenue is remmyim accordance with contract terms, typicaflycasts are incurred. Net revenues
decreased by 66% to $11.8 million for the three the®ended March 27, 1999 from $34.2 million for theee months ended March 28, 1998.
Net revenues from Equipment sales declined to $@ll®n for the three months ended March 27, 188én $32.8 million for the thre
months ended March 28, 1998. The decrease in wemues from Equipment was due primarily to a dessréa sales of disk manufacturing
equipment, and to a lesser extent, a decreaséem claelectron beam processing equipment. Netwgx&from Photonics were $1.4 million
each of the three-month periods ended March 279 488 March 28, 1998. The Company expects thdtretanues will continue in the $10
million to $15 million range for each of the newitt quarters.

International sales decreased by 59% to $7.5 miftio the three months ended March 27, 1999 froé13illion for the three months end
March 28, 1998. The decrease in international saéesprimarily due to a decrease in net revenuss ftisk manufacturing equipment, anc
a lesser extent, a decrease in net revenues fextr@al beam processing equipment. Internationaksadnstituted 64% of net revenues for
three months ended March 27, 1999 and 53% of mettees for the three months ended March 28, 1998.

Backlog. The Company's backlog of orders for itsdpicts was $26.1 million at March 27, 1999 and &53illion at March 28, 1998. The
reduction in backlog was primary the result of wdo backlog of orders for Equipment. The Comparjuides in backlog the value of
purchase orders for its products that have schddldbvery dates.

Gross margin. Cost of net revenues consists priynairpurchased materials, fabrication, assemiglst, installation, warranty costs, scrap and
costs attributable to contract research and dewaop. Gross margin was 8.4% for the three montbe@March 27, 1999 as compared to
31.1% for the three months ended March 28, 1998s$&margins declined as the result of underabsorbfimanufacturing overhead due to
low manufacturing volume, establishment of a $0ilian cost to market reserve on a used MDP-250k dputtering system and
establishment of a $0.4 million cost to market reseelated to higher than expected costs to irestal integrate the Company's first
production rapid thermal processing system intaitstomer's production environment. The Compangetsgthat gross margins for the next
two quarters will be less than 20% as the resulbwfmanufacturing volume.

Research and development. Research and developymarse consists primarily of prototype materisddaries and related costs of
employees engaged in ongoing research, designenaiogppment activities for disk manufacturing equéo flat panel manufacturing
equipment, electron beam processing



equipment and research by the Photonics Divisiem@any funded research and development expensagen by 14% to $4.1 million for
the three months ended March 27, 1999 from $3.B6omifor the three months ended March 28, 1998&esgnting 34.6% and 10.4%,
respectively, of net revenue. This increase wasnanily the result of increased expense for the ligweent of disk manufacturing equipment,
which was partially offset by decreased expenséhi®idevelopment of flat panel manufacturing eq@pm

Research and development expenses do not inclste @dbl.2 million and $1.0 million for the threeenth periods ended March 27, 1999
and March 28, 1998 related to contract researctdamdlopment performed by the Company's Photonissbss. These expenses are
included in cost of goods sold.

Research and development expenses also do natlénchsts of $0.1 million in the three months enllliedich 27, 1999, reimbursed under the
terms of a research and development cost sharieggnt with the Company's Japanese flat panel faemng equipment development
partner. Since 1993 the Company has received $#librof funds under this cost sharing agreement.

Selling, general and administrative. Selling, gahand administrative expense consists primarilgedling, marketing, customer support,
financial, travel, management, legal and profesdisarvices. Domestic sales are made by the Contypdingct sales force, whereas
international sales are made by distributors yaitally provide sales, installation, warranty amjoing customer support. The Company
also has a subsidiary in Singapore and a branateadff Taiwan to support customers in Southeash ABie Company markets its flat panel
manufacturing equipment to the Far East througbdfsmnese joint venture, IMAT. Selling, general addhinistrative expense decreased by
39% to $1.9 million for the three months ended M&a2e, 1999 from $3.1 million for the three monthsied March 28, 1998, representing
16.2% and 9.1%, respectively, of net revenue. Thegry reason for the decrease was a lower levsélihg, general and administrative
expense in the Equipment Business implementedesudt of reduced revenues. The decrease was [isirdae to a decline in selling,
general and administrative headcount to 45 empbgée&larch 27, 1999 from 91 employees at MarcH 288 as the result of reductions in
force in the Company's staff of contract and regetaployees implemented in March and August of 1898 the reallocation of certain
administrative employees to operations.

Restructuring expense (gain). Restructuring expéysia) was ($17,000) and $1.2 million in the threenth periods ended March 27, 1999
and March 28, 1998, respectively. In March 1998,@lmmpany's management adopted a restructuringglatocate its Rapid Thermal
Processing Operation from Rocklin, California te bompany's Santa Clara, California headquartetsaolose the Rocklin facility. The
restructuring plan also included an approximate 288tiction in the worldwide staff of the Comparggsitract and regular employees. As a
result of this plan, the Company expensed appraeiiyn&1.2 million of restructuring expense in these months ended March 28, 1998. The
restructuring expense included approximately $GIBam related to closure of the Rocklin facilityhd approximately $0.4 million of
severance pay for terminated employees. In Mar&® 18e Company completed a reduction in force pfaxamately 10% of its worldwide
staff and incurred employee severance costs obappately $115,000. In March 1999 the Company alsgotiated an early termination tc
lease commitment in Rocklin which resulted in aZ§080 reduction to previously expensed closurescdstis $132,000 credit to
restructuring costs was partially offset by the 000 of restructuring costs related to the Comjsalarch 1999 reduction in force.

Interest expense. Interest expense consists plynodiinterest on the Company's convertible noées to a lesser extent, interest on
approximately $2.0 million of longerm debt related to the purchase of Cathode Tdobypdan 1996. Interest expense was $1.0 millioeact
of the three-month periods ended March 27, 1999N\aucth 28, 1998.

Interest income and other, net. Interest incomeadier, net consists primarily of interest inconmetioe Company's investments, foreign
currency hedging gains and losses, early paymenbdnts on the purchase of inventories, goods emvites and the Company's 49% share
of the loss incurred by IMAT. Interest income arbles, net increased by 51% to $1.2 million for thieee months ended March 27, 1999 fi
$0.8 million for the three months ended March ZB8 primarily as the result of $0.6 million of gaion foreign currency hedging which
were partially offset by lower interest income.
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Discontinued operations. In the three month peeioded March 28, 1998 the Company recorded a gain dliscontinued operations of $0.5
million resulting from the reversal of excess watyareserves related to the sale of the Compatigtg mision business in 1995.

Provision for(benefit from) income taxes. The Comygsa estimated effective tax rate for the three thended March 27, 1999 was a benefit
rate of (38%) compared to a 33% effective tax fatehe three months ended March 28, 1998. The @mryip estimated effective tax rates
based on estimated effective tax rates for theespe years. The Company's projected annual éféetax rates for 1999 and 1998 differ
from the applicable statutory rates primarily dodénefits from the Company's foreign sales cotrand tax exempt interest income
partially offset by nondeductible goodwill amortiizan.

LIQUIDITY AND CAPITAL RESOURCES

The Company's operating activities used cash & 8@llion for the three months ended March 27, 1988 cash used was due primarily to
the net loss incurred by the Company, which watiglgroffset by depreciation and amortization.

The Company's investing activities provided cas#ilo¥ million for the three months ended MarchPI99 as a result of the net sale of
investments, which was partially offset by the page of fixed assets.

The Company's financing activities provided casB@# million for the three months ended March999 as the result of the sale of the
Company's stock to its employees through the Cogip@mployee benefit plans.

YEAR 2000

The Company is preparing for the impact of thevairof the Year 2000 on its business, as well atherbusiness of its customers, suppliers
and business partners. The "Year 2000 Issue"déma tised to describe the problems created by sgdteahare unable to accurately interpret
dates after December 31, 1999. These problemseaire=d predominately from the fact that many sofeyarograms have historically
categorized "years" in a two-digit format. The Y2800 Issue creates potential risks for the Compiagjuding potential problems in the
Company's products as well as in the Informatiochfelogy ("IT") and non-IT systems that the Compasgs in its business operations. The
Company may also be exposed to risks from thirtiggawith which the Company interacts who fail tiequately address their own Year
2000 Issues.

Intevac is in the process of implementing planaddress Year 2000 Issues both within and outsEl€tmpany. In addressing the Year 2000
issues and risks, the Company has focused, andamitinue to focus, its efforts on the Companytegmise-wide and departmental
operations, products, critical suppliers (includssgvice providers) and key customers. Within late\these efforts are intended to encom

all major categories of computer systems in usthbyCompany, including those utilized in manufaiciylrengineering, sales, finance and
human resources. The Company's risk assessmeamd@sclinderstanding the Year 2000 readiness dfititsat suppliers. The Company's risk
assessment process associated with critical supjiieludes soliciting and analyzing responseauestijonnaires, and, where necessary,
follow-up with the supplier.

The Company is utilizing a phased approach to ifjémg and remediating Year 2000 Issues. The fitsise, compiling an inventory of all
systems that face risks from Year 2000 Issues,swhstantially completed by year-end 1998. The etmln, remediation and validation &
implementation phases are expected to be compjatad 1999 for all areas. The Company is actingetoedy issues as they are revealed,
while it simultaneously completes its assessmeneair 2000 risks.

Corrective actions completed to date include thglémentation of system upgrades to the Companyteria and financial software,
upgrades to file server operating systems andeeplant of payroll and human resource software.ddmpany also issued a Product
Information Bulletin to customers outlining the Y&#00 Issues faced by the Company's principalypbdhe MDP-250 sputtering system,
and proposed fixes.
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Cost incurred to date in addressing Year 2000 shage not been material. Based on assessmenbaedtion projects underway, the
Company does not expect the total cost of addrgs¢kanYear 2000 Issue to be material. As the Coryipaisk assessment and correction
activities continue, these cost estimates may ahadngaddition, the Company's total cost estimatschot include potential costs related to
any customer or other claims resulting from the @any's failure to adequately correct Year 2000dssu

Although the Company does not currently expectsiggificant disruption to its operations or opangtresults as a result of Year 2000 Iss
the Company is taking all steps it believes are@mpate to identify and resolve any Year 2000 éssuHowever, there can be no assurance
that the Company will be able to identify, assass @rrect Year 2000 Issues in a timely or succéssnner. The Company's failure to
identify, assess and correct Year 2000 Issuegimely manner could have a material, adverse effiedhe Company's business, financial
condition and results of operations.

The Company currently believes that its most reallyrlikely worst case Year 2000 scenario wouldtesto problems with systems of third
parties which would create the greatest risks wittastructure, including water and sewer serviedsgtricity, transportation,
telecommunications and critical suppliers of matsrand supplies. The Company has not yet pre@acedtingency plan for dealing with
these potential problems. The Company will be assgwvarious scenarios and will prepare the necgssmtingency plan over the course of
1999.

The foregoing statements regarding the Companyés @00 plans and the Company's expectation foivieg these issues and costs
associated therewith are forward-looking statemantsactual results could vary. The Company's sscceaddressing Year 2000 Issues
could be impacted by the severity of the problenset resolved within the Company, by Year 2000dssaffecting its suppliers and service
providers and by the costs associated with thirtygnsultants and software necessary to addnesg tissues.

CERTAIN FACTORS WHICH MAY AFFECT FUTURE OPERATING R ESULTS
Cyclical Nature of the Disk Drive Industry

The disk drive industry is cyclical and historigalias experienced periods of under- and over-sugfglyoduct. Periods of oversupply result
in significantly reduced demand for thin-film disksd for the capital equipment used to manufactuoh disks, including the systems
manufactured and marketed by the Company. A numbeanufacturers of hard disk drives and a numbénear suppliers have been
reporting substantial losses. Many of these mantwifecs attribute their problems to an excess supphard drives, or in the case of
component suppliers, an excess supply of compof@nkgrd drives (including thin film disks). Asresult, during the second half of 1998
Company experienced significant reductions in girtrevenues and incurred net losses in the tmifourth quarters of 1998 and the first
quarter of 1999. The Company expects to contintedar net losses through at least the secondtardiquarters of 1999.

Additionally, the Company has derived a significargportion of its net revenues from sales of isk dputtering systems to manufacturers
constructing new thin-film disk fabrication faciéis. The construction of new thin-film disk fabtiice facilities involves extremely large
capital expenditures, resulting in few thin-filmsKifabrication facilities being constructed worldeiat any particular time. A substantial
investment is also required by disk manufactureiagtall and integrate additional thin-film diskanufacturing equipment in connection with
upgrading or expanding their existing fabricatianifities. These costs are far in excess of theaigsurchasing the Company's system. The
magnitude of such capital expenditures has causedlic thin-film disk manufacturers to forego puasimg significant additional thin-film
disk manufacturing equipment.

Rapid Technical Change

The Company's ability to remain competitive regsiisabstantial investments in research and developtmedvance its technologies. The
failure to develop, manufacture and market newesgst or to enhance existing systems, would havatarial adverse effect on the
Company's business, financial condition and resilaperations. In the past, the Company has espeed delays from time to time in the
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introduction of, and certain technical difficultiegth, certain of its systems and enhancementaddition, the Company's competitors can be
expected to continue to develop and introduce naveahanced products, any of which could causelinddn market demand for the
Company's systems or a reduction in the Compangtgins as a result of intensified price competition

The Company's success in developing and sellingpetnt depends upon a variety of factors, includingurate prediction of future
customer requirements, technology advances, castoérship, introduction of new products on schedobst-effective manufacturing and
product performance in the field. The Company's pevduct decisions and development commitments antgtipate continuously evolving
industry requirements significantly in advance ales. Any failure to accurately predict customejuieements and to develop new
generations of products to meet those requirenveni$d have a sustained material adverse effech@Cbmpany's business, financial
condition and results of operations. New produamditions could adversely affect sales of exissipgtems, and product introductions could
contribute to quarterly fluctuations in operatiegults as orders for new products commence andsofaleexisting products decline. There
can be no assurance that the Company will be ssitt@s selecting, developing, manufacturing andkating new products or enhanceme
of existing products.

For example, changes in the manufacturing procdesdisin-film disks could have a material advee$fect on the Company's business,
financial condition and results of operations. Tmmpany anticipates continued rapid changes imetgirements of the disk drive industry
and thin-film disk manufacturing technologies. Tdean be no assurance that the Company will betallevelop, manufacture and sell
systems that respond adequately to such changaddition, the computer disk drive industry is sabjto constantly evolving technological
standards. There can be no assurance that futtimediegical innovations will not reduce demandtfon-film disks. The Company's
business, financial condition and results of openatcould be materially adversely affected by &agd toward technology that would repl
thin-film disks as a storage medium.

Competition

The Company experiences intense competition ifcthépment Business. For example, the Company'ssgisitering business experiences
competition worldwide from two principal competispBalzers A.G. ("Balzers") and Anelva Corporatfthnelva"), each of which is a large
manufacturer of complex vacuum equipment and tifin-disk manufacturing systems and has sold a aakiat number of thin-film disk
sputtering machines worldwide. Both Balzers andl¥aéave substantially greater financial, techniosrketing, manufacturing and other
resources than the Company. There can be no assutat the Company's competitors will not devednpancements to, or future
generations of, competitive products that will oeperior price or performance features or that oempetitors will not enter the Compan
markets and develop such enhanced products.

Given the lengthy sales cycle and the significamestment required to integrate equipment intarth@ufacturing process, the Company
believes that once a manufacturer has selectediaybar supplier's equipment for a specific apgiion, that manufacturer generally relies
upon that supplier's equipment and frequently edghtinue to purchase any additional equipmentHat &pplication from the same supplier.
Accordingly, competition for customers in the eqngnt industry is intense, and suppliers of equigmeay offer substantial pricing
concessions and incentives to attract new custoareetain existing customers.

International Operations and Foreign Exchange Expogre

Sales and operating activities outside of the Wn8&ates are subject to certain inherent riskddieg fluctuations in the value of the United
States dollar relative to foreign currencies, fayifjuotas, taxes and other market barriers, paliind economic instability, restrictions on the
export or import of technology, potentially limitéutellectual property protection, difficulties étaffing and managing international operat
and potentially adverse tax consequences. The Qugzans a significant portion of its revenue frioernational sales, and these sales have
included the installation of the Company's productS8uropean countries and Far Eastern countrigls asi Japan, Singapore, Malaysia,
Korea, Thailand, and Taiwan. All of
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the Far Eastern countries with which the Compargsdnisiness have banking systems and foreign cigssthat have experienced serious
troubles and therefore subject the Company's cles®io substantial business risks. There can lassurance that any of these factors will
not have a material adverse effect on the Compaugimess, financial condition or results of opere. In particular, although the
Company's international sales have historicallynt@enominated in United States dollars, such sailésot all be denominated in dollars in
the future, and currency exchange fluctuationimtries where the Company does business couldialbtedversely the Company's
business, financial condition and results of openat

The Company's two principal competitors for diskitsgring equipment are based in foreign countreslaave cost structures based on
foreign currencies. Accordingly, currency fluctweits could cause the Company's products to be mphess, competitive than its
competitors' products. Currency fluctuations wdkcdease, or increase, the Company's cost struetiatése to those of its competitors, which
could impact the Company's gross margins. For el@ndpring 1998 the exchange rate for Japanesdl¥emated between approximately
113 Yen/$ and 147 Yen/$. The Company generallyepiahd sells its products in US dollars. Howewarcértain Japanese customers, the
Company quotes and sells its products in JapaneseThe Company, from time to time, enters int@iigm currency contracts in an effort to
reduce the overall risk of currency fluctuationstte Company's business. However, there can beswamnce that the offer and sale of
products in foreign denominated currencies, andetated foreign currency hedging activities witttmaterially adversely affect the
Company's financial condition and results of opgeret.

Fluctuation in Operating Results

Over the last nine quarters the Company's operatoamne or (loss) as a percentage of net revenaefiuctuated between approximately
(47%) to 16% of net revenues. The Company antiefpttat its operating margin will continue to fluete. As a result, the Company believes
that period-to-period comparisons of its resultsmérations are not necessarily meaningful andldhmat be relied upon as indications of
future performance.

Diversification and Potential Acquisitions

The Company routinely evaluates acquisition cartd&land other diversification strategies. Therelmano assurance that the Company's
efforts in these areas will be successful. The Gmyrompleted one acquisition in 1997 and threeiaitipns in 1996. Any future acquisiti
may result in potentially dilutive issuance of aggecurities, the write-off of in-process reseasiod development and the assumption of debt
and contingent liabilities, any of which could mé#y adversely affect the Company's businessrfeial condition and results of operations.
Additionally, as a result of the Company's ongaiaegurchase of its stock in the open market, the gzotp may not be able to use the "poc

of interests" method of accounting in some acquois#, and the Company may therefore be requireantortize any intangible assets acqu

in connection with any acquisition.

Additionally, unanticipated expenses may be inairedating to the integration of technologies, egsh and development, and administrative
functions. Any acquisition will involve numerousks, including difficulties in the assimilation thfe acquired company's employees,
operations and products, uncertainties associaitbdoywerating in new markets and working with navgtomers, and the potential loss of the
acquired company's key employees.

Manufacturing

The Company's Equipment products have a large nuaflmmmponents and are highly complex systems.ddmpany's Photonics products
are complex devices that require highly sophistidahanufacturing techniques utilizing advanced ra$escience and vacuum processing.
The Company may experience delays and technicalamifacturing difficulties in future introductions volume production of new syste
and devices. In addition, some of the systems buyithe Company must be customized to meet indalidustomer site or operating
requirements. The Company has limited manufactwagacity and may be unable to complete the dematop or meet the technical
specifications of its new systems and
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devices or to manufacture and ship these systethdarices in a timely manner. Such an occurrenagddvoaterially adversely affect the
Company's business, financial condition and resiiltperations as well as its relationships witetomers. In addition, the Company may
incur substantial unanticipated costs early inalpct's life cycle, such as increased cost of nadsedue to expediting charges, other
purchasing inefficiencies and greater than expeiasdllation and support costs which cannot beg@a®n to the customer. In certain
instances, the Company is dependent upon a sopdiesupr a limited number of suppliers, or has dfied only a single or limited number of
suppliers, for certain complex components or sigemblies utilized in its products. Any of such egerould materially adversely affect the
Company's business, financial condition and regifltsperations.

Intellectual Property

There can be no assurance that any of the Compaaigst applications will be allowed or that anythe# allowed applications will be issued
as patents. There can be no assurance that amt pateed by the Company will not be invalidatedemied unenforceable, circumvented or
challenged, that the rights granted thereunderpmilVide competitive advantages to the Companyhatrany of the Company's pending or
future patent applications will be issued with giaiof the scope sought by the Company, if at alftHermore, there can be no assurance that
others will not develop similar products, duplictie Company's products or design around the matemted by the Company. In addition,
there can be no assurance that foreign patensrigtiellectual property laws or the Company's agrents will protect the Company's
intellectual property rights. Failure to protect tBompany's intellectual property rights could haveaterial adverse effect upon the
Company's business, financial condition and regiltsperations.

There has been substantial litigation in the tetdgyindustry regarding intellectual property righThe Company has from time to time
received claims that it is infringing third partiggellectual property rights. In August 1993, Raell International Corporation ("Rockwell")
sued the Federal government alleging infringeménedain patent rights with respect to the corntrdlee Federal government has had with a
number of companies, including Intevac. The Fedgoakernment has notified Intevac that it may bblédan connection with contracts for
certain products in the Company's discontinuedtnigtion business. In January 1999, a settlemestnegotiated between the Federal
government and Rockwell and approved by the calmtler the settlement, all of Intevac's exposurateel to government sales is eliminated.
Rockwell has not pursued any claims related to ga@rernmental sales of the products in question.

In July 1998, CVC Products, Inc. ("CVC") indicatitht they believed that the Company was infringing of their patents relating to sputter
source design. Upon investigation, Intevac's pa#otney advised the Company that it was notngirig on CVC's patent. In response to
CVC's threats of legal action, Intevac filed a ctaing for declaratory judgement of non-infringemend patent invalidity against CVC on
December 1, 1998. CVC filed a counterclaim on Janlid, 1999. Although the Company believes that# meritorious defense against the
CVC counterclaim, there can be no assurance teatsolution of the claims by CVC will not have ataerial adverse effect on the
Company's business, operating results and finaooradition.

There can be no assurance that third parties wilimthe future claim infringement by the Companith respect to current or future patents,
trademarks, or other proprietary rights relatinght® Company's disk sputtering systems, flat paraiufacturing equipment or other produ
Any present or future claims, with or without medbuld be time-consuming, result in costly litigat cause product shipment delays or
require the Company to enter into royalty or lidegsagreements. Such royalty or licensing agreesémntequired, may not be available on
terms acceptable to the Company, or at all. Anhefforegoing could have a material adverse effpon the Company's business, operating
results and financial condition.

In addition, the Company believes that one of @spetitors may be infringing the Company's patagitts in connection with products
currently being offered by this competitor. Althduthe Company has not undertaken formal legal gaiogs, the Company has informed
this competitor that the Company believes its patights are being infringed and that the Compamy nndertake litigation to protect its
patent rights if necessary. If undertaken, sudgeliton could be costly, time-consuming and resulegal claims being
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made against the Company. This could have a mbtehi@rse effect on the Company's business, opgregsults and financial condition,
and, in addition, there could be no assurancettiga€ompany would ultimately prevail in any sudtgétion.

Retention of Employees

The Company believes that it has good relationk itstemployees. None of the Company's employeepigesented by a labor union, and
Company has never experienced a work stoppageCohmpany's operating results will depend in sigaificpart upon its ability to retain and
attract qualified management, engineering, margetimnufacturing, customer support, sales and asirative personnel. Competition in
northern California for such personnel is intense there can be no assurance that the Companpendliccessful in attracting and retaining
such personnel. The failure to attract and retadgh personnel could make it difficult to undertakecould significantly delay the Company's
research and development efforts and any necesgspansion of its manufacturing capabilities or otdivities, which could have a material
adverse effect on the Company's business, finaoeradition and results of operations.

Leverage

In connection with the sale of $57.5 million of &1/2% Convertible Subordinated Notes Due 200Belbruary 1997, the Company incurre
substantial increase in the ratio of long-term detibtal capitalization (shareholders' equity ghusy-term debt). The ratio at December 31,
1998 and 1997 was approximately 59.5% and 58.48pexdively. As a result of this indebtedness, tbem@any incurred substantial principal
and interest obligations. The degree to which tbmgany is leveraged could have a material advédfset®n the Company's ability to obtain
additional financing for working capital, acquisitis or other purposes and could make it more vablerto industry downturns and
competitive pressures. The Company's ability totrite@lebt service obligations will be dependentton Company's future performance,
which will be subject to financial, business andestfactors affecting the operations of the Compamgny of which are beyond its control.

Possible Volatility of Stock Price

The Company believes that factors such as annowrtsrof developments related to the Company's bssjriluctuations in the Company's
operating results, failure to meet securities sstalyexpectations, general conditions in the diskedand thin-film media manufacturing
industries and the worldwide economy, announcenttchnological innovations, new systems or pob@nhancements by the Company
or its competitors, fluctuations in the level obperative development funding, acquisitions, changeovernmental regulations,
developments in patents or other intellectual priypgghts and changes in the Company's relatigosshith customers and suppliers could
cause the price of the Company's Common Stockitduhte substantially. In addition, in recent yahesstock market in general, and the
market for small capitalization and high technolaggcks in particular, has experienced extremeeghictuations which have often been
unrelated to the operating performance of affectedpanies. Such fluctuations could adversely affezimarket price of the Company's
Common Stock.

Concentration of Stock Ownership

Based on the shares outstanding on December 38, ##9present directors and their affiliates axetative officers, in the aggregate, own
beneficially approximately 56.7% of the Companyisstanding shares of Common Stock. As a resulsgtisbareholders, acting together, are
able to effectively control all matters requiringpaoval by the shareholders of the Company, inclgdihe election of a majority of the
directors and approval of significant corporatasactions.

Environmental Regulations

The Company is subject to a variety of governmemtglilations relating to the use, storage, disahargndling, emission, generation,
manufacture, treatment and disposal of toxic oeottazardous substances,
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chemicals, materials or waste. Any failure to comith current or future regulations could resulssubstantial civil penalties or criminal
fines being imposed on the Company or its officdigctors or employees, suspension of producttiaration of its manufacturing process
or cessation of operations. Such regulations cmddire the Company to acquire expensive remediatiabatement equipment or to incur
substantial expenses to comply with environmemglilations. Any failure by the Company to propenlgnage the use, disposal or storag
or adequately restrict the release of, hazardotexir substances could subject the Company tdfsignt liabilities.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

Reference is made to Part lll, Item 7, Quantitatime Qualitative Disclosures About Market Riskihie Registrant's Annual Report on Form
10-K for the year ended December 31, 1998.
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PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
There are no material legal proceedings to whiehGbmpany is a party or to which any of its propétsubject.
ITEM 2. CHANGES IN SECURITIES
None.
ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY -HOLDERS
None.
ITEM 5. OTHER INFORMATION
None.
ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K
(a) The following exhibits are filed herewith:

EXHIBIT
NUMBER DESCRIPTION

27.1 Financial Data Schedule

(b) Reports on Form 8-K:
None.

18



SIGNATURES

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

INTEVAC, INC.

Date: May 10, 1999 By: /'s/ NORVAN H. POND
Nor man H. Pond
Chai rman of the Board, President and
Chi ef
Executive O ficer (Principal
Executive O ficer)

Date: May 10, 1999 By: /sl CHARLES B. EDDY |11

Charles B. Eddy |11

Vi ce President, Finance and
Admi ni stration,

Chi ef Financial Oficer, Treasurer
and Secretary

(Principal Financial and Accounting
O ficer)
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EXHIBIT INDEX

EXHIBIT
NUMBER DESCRIPTION

27.1 Financial Data Schedule
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ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE CONDENSED CONSOLIDATE
BALANCE SHEET AT MARCH 27, 1999 (UNAUDITED) AND THEEONDENSED CONSOLIDATED STATEMENTS OF INCOME
AND COMPREHENSIVE INCOME (UNAUDITED) FOR THE THRERIONTHS ENDED MARCH 27, 1999, AND IS QUALIFIED IN
ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMETS.
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