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PART I--FINANCIAL INFORMATION

ITEM I--FINANCIAL STATEMENTS

INTEVAC, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

Current Assets:
Cash and cash equivalents.......................
Short-term investments................ccc.vee.
Accounts receivable, net of allowances of $560 a

at March 30, 1996 and December 31, 1995, respe

INVENLONIES. . .evievivieeeeeeeee e
Short-term note receivable.....................
Prepaid expenses and other current assets.......
Deferred tax asset............ooeeevvvvvnnennns
Net current assets of discontinued operations...

Total current assets................cceee

Property, plant and equipment, net.................
INVESIMENTS. ....oeviiiiiiiieiiiieeeeeeeee

Goodwill and other intangibles..
Deferred tax and other assets

Total assets........ccvvveeeeeeiieiccinnnns

LIABILITIES AND SHAREHOLDERS

Current liabilities:

Notes payable...........ooovviiiiiiieennn.n.

Accounts payable..........cccccceveeennininnn.

Accrued payroll and related liabilities.........

Other accrued liabilities...

Customer advanCes.........cccceeveevveeeennnns

Net liabilities of discontinued operations......

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

CommonN StOCK.......ccvveverireiieeeiireeenn

Retained earnings.......cccccccoevvvvivcvnnnnns

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

Total liabilities and shareholders' equity..

See accompanying notes.

(In thousands)

Mar. 30, Dec. 3
1996 1995
Unaudited)
..................... $ 14,119 $ 20,
..................... 2,571
nd $461
ctively.............. 9,753 4,
18,308 16,
177
348
3,158 3,
..................... 73
..................... 48,507 45,
4,637 3,
2,431 2,
2,946
83
..................... $ 58,604 $ 51,

EQUITY
$

2,

1,

4,

14,

1,
..................... 28,656 24,
..................... 730
..................... 15,305 15,
..................... 13,913 12,
..................... 29,218 27,
..................... $ 58,604 $ 51,

422

439

944

681
075
668
436
757

617



INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(In thousands, except per share amounts)

(Unaudited)

Three months ended

Mar. 30, Apr. 1,
1996 1995

Net revenues:

Disk, flat panel, and other..........ccccccee. . L $ 15,126 $ 4, 674

MBE. ..ot e 695
Total Nt reVENUES.....ccocviiieeiiiiieeeceees e 15,126 5, 369
Cost of net revenues:

Disk, flat panel, and other.........cccccccccc.. 9,203 3, 244

MBE. ..ottt e 434
Total cost of net revenues........ccccceveeveceeee e 9,203 3, 678
GroSs Profiteceeeeieeesieeeeeeee 5,923 1, 691
Operating expenses:

Research and development........................ 1,379 340

Selling, general and administrative............. 1,887 871

Total operating eXpPenSes......ccccvvvveeecees e 3,266 1, 211

Operating iINCOME....cccoveeeeeeeiiiiiiieee e 2,657 480
Other inCome, Net......coovveeeiviiiieeeeiceeee e 261 234
Income from continuing operations before income tax [ 2,918 714
Provision for income taxes.......ccocccevvvceeeeees e 1,021 247
Income from continuing operations.........cccceeee. s 1,897 467
Income from discontinued operations................ L 1, 335
NEtINCOME...ccviiiiiiiiieieie s e $ 1,897 $ 1, 802
Per share:

Income from continuing operations.............. L. $ 0.15 $ O .05

NEtiNCOME...oiiiiiiiiiii e e $ 0.15 $ 0 .18
Shares used in per share amounts.......cccccceecc.. L 12,631 10, 295

See accompanying notes.



INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

Three months ended

(Unaudited)
Mar. 30,
1996
OPERATING ACTIVITIES
NEtINCOME i e $ 1,897
Adjustments to reconcile net income to net cash and cash equivalents
provided by (used in) operating activities:
Depreciation and amortization ................ . 335
Loss on disposal of equipment ............... s
Gain on disposition of discontinued operations
Changes in assets and liabilities ............. (3,506)
Total adjusStments .......ccoceevvvieeeniicieees e (3,171)
Net cash and cash equivalents provided by (used in)
operating activities .......cccccvvvvceeeee (1,274)
INVESTING ACTIVITIES
Purchase of short-term investments ................ (2,571)
Proceeds from sale of short-term investments ......
Investment in CT corporation ...................... (1,074)
Purchase of property and equipment (1,385)
Net cash and cash equivalents provided by (used
in) investing activities .......ccccccvvveeeee. e (5,030)
FINANCING ACTIVITIES
Proceeds from issuance of common stock ............ 1
Repurchase of common stock ............ccceeee.
Redemption of redeemable Series 1 Preferred Stock .
Net cash and cash equivalents provided by (used
in) financing activities .........ccccceeeeeee. 1
Net increase (decrease) in cash and cash equivalent [ (6,303)
Cash and cash equivalents at beginning of period .. 20,422
Cash and cash equivalents at end of period ........ 14,119

SUPPLEMENTAL SCHEDULE OF CASH FLOW INFORMATION Caspaid (received) for:
Interest ...
INCOME taxes .......cccceveveeeeiiiiiniiinnns
Income tax refund ...........occeeeeiiinnenn.

Other noncash changes:

Investment in CT corporation through assumption of
notes payable ........ccccevviviivieeciies e, $ 1,980

See accompanying notes.
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. BUSINESS ACTIVITIES AND BASIS OF PRESENTATION

Intevac, Inc. ("Intevac” or the "Company") is a pligr of static sputtering systems used to manufadhin-film disks for computer hard disk
drives. The Company's principal product, the MDRRSystem, enables disk manufacturers to achigedoercivities, high signal-to-noise
ratios, minimal disk defects, durability and unifoty, all of which are necessary in the productidmigh performance, high capacity disks.
The Company sells its static sputtering systenimtb captive and merchant thin film disk manufaetsr The Company sells and markets its
products directly in the United States, and throegtiusive distributors in Japan, Taiwan and Kofidee Company supports its customers in
Southeast Asia through its wholly owned subsidiargingapore.

The financial information for the three-month peilsended March 30, 1996 and April 1, 1995 are utedidout include all adjustments
(consisting only of normal recurring adjustmentsgttthe Company considers necessary for a faieptason of the financial information set
forth herein, in accordance with generally acceptezbunting principles for interim financial infoation, the instructions to Form 10-Q and
Article 10 of Regulation S-X. Accordingly, they dot include all of the information and footnotequiged by generally accepted accounting
principles for annual financial statements. Fottar information, refer to the Consolidated Finah&tatements and footnotes thereto
included or incorporated by reference in the Comgfsainnual Report on Form 10-K for the fiscal yeaded December 31, 1995.

The preparation of financial statements in conftymiith 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 revamd expenses during the reporting period. Actgllts inevitably will differ from those
estimates, and such differences may be matertaktfinancial statements.

The results for the three-month period ended M&8@;H.996 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 30, December 31,
1996 1995

(in thousands)

Raw Materials $ 3,499 $ 2,900

Work in Progress 8,898 10,818

Finished Goods 5,911 2,750
$ 18,308 $ 16,468

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

3. INCOME TAXES

The effective tax rates used for the thmenth periods ending March 30, 1996 and April 93 %ere 35% and 36%, respectively. This ra
based on the estimated annual tax rate complyitig Fimancial Accounting Standards No. 109, "Accaumfor Income Taxes".

6.



INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
4. NET INCOME PER SHARE

Net income per share is computed using the weightedage number of shares of common stock andwtilabmmon equivalent shares fr
convertible preferred stock (using the if-convemeethod) and from stock options and warrants (ugiegreasury stock method). Pursuant to
the Securities and Exchange Commission Staff ActogiBulletins, common stock and common equivasares issued by the Company at
prices below the assumed initial public offerinB@) price during the twelve-month period precedmgdate of the initial filing of the
registration statement have been included in theulzdion of common equivalent shares, using teadury stock method based on an
assumed IPO price, as if they were outstandinglfqeriods presented prior to the IPO date.

5. LINE OF CREDIT

During 1993, the Company entered into a Business1lA&greement with a bank, which was amended andtegsin March 1996 and which
provides for a total of $10.0 million in availatiderrowings based on eligible receivables. The ages is for a revolving line of credit,
which is available until March 13, 1997, when thestanding principal will be payable. Interest aistanding amounts is due monthly. The
line of credit bears interest, at the option of @@mpany, at the prime rate, or the London Intekifaffering Rate (LIBOR) plus two and one-
half percent per annum. In the event of defauterest on the outstanding loan increases to 5.0886the prime rate.

As of March 30, 1996, no amounts were outstandimdputhe agreement. The Company is required totaiainertain financial ratios and
other financial conditions. Substantially all oEtBompany's assets are pledged as collateral droth@vings.

6. SUBSEQUENT EVENTS

On May 3, 1996, the Company acquired San Jose dminCorp. ("SJIT") for approximately $3.7 millimash. SJT is a supplier of systems
used to lubricate thin-film disks for computer hdigk drives. Lubrication is the production steptttypically follows disk sputtering in the
manufacture of thin-film disks.



ITEM 2--MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This Quarterly Report on Form 10-Q contains forwaxking statements that are accompanied by caatyostatements that identify
important factors that could cause actual resaltliffer materially from those in the forward lookg statement.

OVERVIEW

Intevac is a leading supplier of static sputtesggtems used to manufacture thin film disks for potar hard disk drives. Sputtering is a
complex vacuum deposition process used to depasiipte thin-film layers on a disk. The Company llasee primary sources of net
revenues: sales of disk sputtering systems, séksstem components and contract research andajeueht activities. The Company's disk
sputtering systems, which generally represent thjrity of the Company's revenue, are sold to vally integrated disk drive manufacturers
and to original equipment manufacturers that dek thedia to disk drive manufacturers. Intevac&esys component business consists
primarily of sales of spare parts and aftate service to purchasers of the Company's disttespng systems, as well as sales of compone
other manufacturers of vacuum equipment. Contesgarch and development revenues have been pyimarived from contracts with
ARPA for development projects for the flat panelustry.

Through the first quarter of 1995, the Company atseived revenues from the sales of molecular begzEtaxi ("MBE") systems. The
Company acquired the MBE business from Varian ior&ary 1991 and sold the business to a third par@ctober 1993. The Company does
not expect any MBE revenues in the future.

Income from discontinued operations representdteefom the sales of night vision products, priityaof night vision goggles and devices
and the sale of the night vision business to Ligstems, Inc. in May 1995.

On January 24, 1996, Intevac acquired Cathode Tdogy Corporation ("CTC"), a developer of advanspdtter source technology for the
production of disks used in computer hard diskefsjfor $1.1 million in cash and $2.0 million intes. Intevac intends to incorporate CTC's
sputter technology into its MDP-250 sputter system.

On May 3, 1996, Intevac acquired San Jose Techypdagp. ("SJT"), a manufacturer of systems usddhacate thin-film disks, for $3.7
million in cash. The Company intends to explore nseaf integrating SJT's lubrication systems witlh @ompany's sputtering systems.

RESULTS OF OPERATIONS
THREE MONTHS ENDED MARCH 30, 1996 AND APRIL 1, 1995

Net revenues. Disk, flat panel and other net regsmonsist primarily of sales of the Company's digkitering systems and, to a lesser ex
system components and contract research and devetdpNet revenues from the sales of systems aoginéized upon customer acceptance.
System component sales are recognized upon preHdiprhent, and contract research and developmeetagnized in accordance with
contract terms, typically as costs are incurred BM&t revenues consist primarily of sales of us&EMquipment not included in the sale of
the MBE business. Net revenues increased by 182843d million for the three months ended MarchB3R6 from $5.4 million the three
months ended April 1, 1995. The increase in netmees was primarily due to an increase in the sdildisk sputtering systems.

There were no net revenues from the sale of MBEegsys for the three months ended March 30, 1996mpared to net revenues of $0.7
million for the three months ended April 1, 199heTCompany wound down the MBE business followirggegkchange of substantially all of
the assets related to this business with a thirty fiar stock in late 1993.
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International sales increased by 770% to $6.7 onilfor the three months ended March 30, 1996 fror8 illion for the three months ended
April 1, 1995. The increase in revenues from irdéional sales was primarily due to an increaséénsiles of disk sputtering systems.
International sales constituted 45% of net reverfioethe three months ended March 30, 1996 and a#fét revenues for the three months
ended April 1, 1995.

Gross margin. Cost of net revenues consist prignafipurchased materials, fabrication, assembst, testallation, international distributor
costs, warranty costs and, to a lesser extents etstbutable to contract research and developn@moiss margin from disk, flat panel and
other sales was 39.2% for the three months endedVBD, 1996 as compared to 30.6% for the threetimseended April 1, 1995. The
improvement in gross margins was primarily duentoéased manufacturing efficiencies resulting flagher production volume.

Research and development. Research and developymarse consists primarily of prototype materisddaries and related costs of
employees engaged in ongoing research, designev@dogyment activities for disk sputtering equipmdiat panel manufacturing equipment,
and research by the Advanced Technology Divisimmg@any funded research and development expensagen by 306% to $1.4 million
for the three months ended March 30, 1996 from $0lBon for the three months ended April 1, 198&presenting 9.1% and 6.3%,
respectively, of net revenue. The increase in rebeand development expense was primarily the re$iumcreased expense for the
development of disk sputtering products and flatgbaisplay manufacturing machines and, to a lessent, increased expense in the
Advanced Technology Division.

Research and development expenses do not inclste afd$0.4 million in each of the three monthsezhilarch 30, 1996 and April 1, 1995,
reimbursed under the terms of a research and dawelat cost sharing agreement with the Companyanéee flat panel manufacturing
equipment ("D-Star") development partner. On Felyrdd, 1996, this research and development cosinghagreement was amended, to
increase the Company's development partner'sftotding commitment from $4.3 million to $5.5 millioUnder the terms of the research
development cost sharing agreement, Intevac anmfitslopment partner each pay half of all D-Staretippment costs. At March 30, 1996,
$0.9 million of the $5.5 million development fundicommitted by the Company's development partrmaaiged to be spent on the D-Star
development project, $0.6 million of which remaiase received from the Company's development partn

Selling, general and administrative. Selling, gahand administrative expense consists primarilgading, marketing, financial, travel,
management, legal and professional services. Daorszdes are made by the Company's direct sales fehereas international sales are
made by distributors that typically provide saiestallation, warranty and ongoing customer suppoternational distributor costs are
included in cost of net revenues. Selling, genanal administrative expense increased by 117% @®#illion for the three months ended
March 30, 1996 from $0.9 million for the three muwnended April 1, 1995 representing 12.5% and 16r8%pectively, of net revenue. The
increase in selling, general and administrativeeesp was primarily the result of increased expasseciated with the marketing and support
of disk sputtering systems, and to a lesser exigereased public company costs subsequent todhg@ny's initial public offering in
November 1995. Administrative headcount grew t@Btployees at March 30, 1996 from 34 employees at Ap1995.

Other income, net. Other income, net consists pilynaf interest income on the Company's short-témrestments, and to a lesser extent,
early payment discounts on the purchase of inveagpgoods and services. Other income, net incddagd 1% to $0.3 million for the three
months ended March 30, 1996 from $0.2 million fog three months ended April 1, 1995, as the resuticreased interest income from
higher cash balances, offset partially by the Camgshifting a portion of its cash and short-termeistments into tax exempt short-term
investments with lower pretax yields.

Discontinued operations. In March 1995, the Compaahgpted a formal plan to discontinue its nightorisbusiness. The Company sold its
night vision business to Litton Systems, Inc. inyMé 1995. Accordingly, the results of operatiordadfor the three months ended April 1,
1995 reflect the night vision



business as a discontinued operation. Net revanakesled in discontinued operations for the thremths ended April 1, 1995 were $4.2
million. Included in income from discontinued op@as for the three months ended April 1, 1995 iietgain after taxes of approximately
$1.3 million, net of a reserve of approximately@thillion to provide for estimated closing, enviroantal remediation and warranty costs
from the sale of the night vision business.

Provision for income taxes. Income tax expense@ereentage of pretax income for the three montde@ March 30, 1996 and April 1,
1995, was 35% and 36%, respectively. The Compaay'sate for these periods differs from the applieastatutory rates primarily due to tax
exempt interest income and state income taxes.

LIQUIDITY AND CAPITAL RESOURCES

The Company's operating activities used cash & #illion for the three months ended March 30, 198€ decrease was due primarily to
increased accounts receivable and increased inyentaoch were partially offset by increased customd@vances and net income.

The Company's investing activities used cash d $llion for the three months ended March 30, 199& decrease was due primarily to
the purchase of short-term investments, the puechbiixed assets and the Company's purchase db@atTechnology Corporation.

The Company's financing activities provided casBHDO00 for the three months ended March 30, 193B6.increase was due primarily to the
exercise of stock options by employees.

CERTAIN FACTORS WHICH MAY AFFECT FUTURE OPERATING R ESULTS
FLUCTUATION OF RESULTS OF OPERATIONS

The Company's operating results have historicalgrbsubject to significant quarterly and annuaitflations. The Company believes that its
operating results will continue to fluctuate onuaderly and annual basis due to a variety of factbhese factors include the cyclicality of
thin-film disk manufacturing and disk drive indus#, patterns of capital spending by customerstithieg of significant orders, order
cancellations and shipment rescheduling, marketmaace of the Company's products, unanticipatiyslén design, engineering or
production or in customer acceptance of produgirabits, changes in pricing by the Company or itspetitors, the timing of product
announcements or introductions by the Companysardmpetitors, the mix of systems sold, the redagiroportions of sputtering systems,
system components and subassemblies, changesducpaevelopment costs, expenses associated vgjthsitions and exchange rate
fluctuations. Over the last eight quarters the Camyfs operating income (loss) as a percentaget@génenues has fluctuated from
approximately (32)% to 27% of net revenues. The amy anticipates that its operating margin will thawme to fluctuate. As a result, the
Company believes that period-to-period comparisidnits results of operations are not necessarilgmregful and should not be relied upon
as indications of future performance.

At times the Company has derived a significant propn of its net revenues from sales of its systéonmanufacturers constructing new thin-
film disk fabrication facilities. The constructiari new thin-film disk fabrication facilities invobs extremely large capital expenditures,
resulting in few thin-film disk fabrication facilés being constructed worldwide at any particuilaet A substantial investment is also
required by disk manufacturers to install and irdégyadditional thin-film disk manufacturing equient in connection with upgrading or
expanding their existing fabrication facilities.&d® costs are far in excess of the cost of pumhalse Company's system. The magnitude of
such capital expenditures has caused certain ilhindfsk manufacturers to forego purchasing sigaifit additional thin-film disk
manufacturing equipment. Consequently, only a Bohiumber of opportunities for the Company toiselystems may exist at any given
time. According to a September 15, 1995 report lBn@FOCUS, an independent market research firme tiie@ 180 installed disk sputtering
lines worldwide and only 13 companies in the wavlith five or more installed disk sputtering lindherefore, winning or losing an order
from any particular customer can significantly affthe Company's operating results. In additioa,@lompany's opportunities to
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sell its systems are further limited by the faettth substantial majority of the manufacturershaf-film disks have adopted an in-line
approach as opposed to the Company's static agptoadlein-film disk manufacturing. Many of these muéacturers have invested significant
amounts of capital in their in-line systems, andwash there may be significant resistance to chamgestatic approach in the future.

The disk drive industry is cyclical and historigalias experienced periods of oversupply, resultirgignificantly reduced demand for thin-
film disks and for the capital equipment used toafacture such disks, including the systems manurfad and marketed by the Company
recent years, the disk drive industry has expeedrsignificant growth, which, in turn, has causiggi§icant growth in the capital equipment
industry supplying manufacturers of thin-film disk$ere can be no assurance that such growth evitimue. The Company anticipates that a
significant portion of new orders will depend umtemand from thin-film disk manufacturers buildingexpanding fabrication facilities, and
there can be no assurance that such demand vatl @kie Company's business, financial conditionrasdlts of operations could be
materially adversely affected by downturns or slowds in the disk drive market.

Due to all of the foregoing factors, the Companpgests its quarterly operating results to fluctusgmificantly and may in certain quarters be
below the expectations of public market analystsiamestors. In such event it is likely the pridalee Company's Common Stock would be
materially adversely affected.

COMPETITION

The Company believes that the principal competitaators are system performance and featuresbililjaand uptime, overall cost of
ownership and customer support. The Company balithat it competes favorably with respect to eddhease factors. The Company
believes it is the principal United States-basqzbar of sputtering systems for thin-film disks.

The Company experiences intense competition woddwiiom three principal competitors, Ulvac, Leybaltl Anelva, each of which is a
large manufacturer of complex vacuum equipmentthimdfilm disk manufacturing systems and has sadtilastantial number of thin-film
disk sputtering machines worldwide. Each of Ulvad &eybold is a manufacturer of static and in-Epeittering systems and Anelva is a
manufacturer of static systems, and each has suiaditagreater financial, technical, marketing, méacturing and other resources than the
Company. The Company also experiences competitn bther manufacturers of in-line sputtering systeised in thirfilm disk fabricatior
facilities as well as the manufacturers of thimafitlisks that have developed the capability to mactufe their own sputtering systems. There
can be no assurance that the Company's compeiitbrsot develop enhancements to, or future genenatof, competitive products that will
offer superior price or performance features ot tieav competitors will not enter the Company's retsland develop such enhanced prod
Furthermore, the failure of manufacturers of thimfdisks currently using in-line machines and nfaaturers using internally developed
sputtering systems to switch to static sputterygjeins in the future could adversely affect the Gany's ability to increase its sputtering
system market share.

In addition, the Company's three principal compesitare based in foreign countries and have casgttates and system prices based on
foreign currencies. Accordingly, currency fluctweits could cause the Company's dollar-priced prediodbe less competitive than its
competitors' products priced in other currenciagréhcy fluctuations could also increase the Comijsatost structure relative to those of its
competitors, which could make it more difficult fille Company to maintain its competitiveness. Gihenlengthy sales cycle and the
significant investment required to integrate a diglattering system into the manufacturing procégsCompany believes that once a ffilim-
disk manufacturer has selected a particular sufpliésk sputtering equipment, the manufactureegaly relies upon that equipment for the
specific production line application and frequemtiyl continue to purchase its other disk sputtgraguipment from the same supplier.
Accordingly, the Company expects to experiencadiiffy in selling to a particular customer for grsificant period of time if that customer
selects a competitor's disk sputtering equipmeataBse of these competitive factors, there carolassurance that the Company will be able
to compete successfully in the future. Increasedpaditive pressure could cause the Company to Ipniees for its products, thereby
adversely affecting the Company's business, firmmaindition and results of operations.
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SALES CHANNEL, CUSTOMERS AND MARKETING

The selling process for the Company's product$téna multi-level and longerm process involving individuals from marketieggineering
operations, customer service and senior manageieaprocess is lengthy and involves making sartyitefilm disks for the prospective
customer and responding to individual needs forenaté levels of machine customization. Intevacssghtic sputtering systems to both
captive and merchant thin-film disk manufactur€aptive thin-film disk manufacturers produce digk®e used in disk drives they
manufacture, and merchant thin-film disk manufaatsiproduce disks to be included in disk drivesufectured by third parties. The
Company sells and markets its products directthénUnited States, and through exclusive distritsuito Japan (Matsubo), Taiwan (Scientek)
and Korea (Chung Song). The Company has establasdtlly-owned subsidiary in Singapore to supjtertustomers in Southeast Asia.

Historically, a significant portion of the Compasiyevenues in any particular period have beerbattible to sales to a limited number of
customers. For example, Seagate, HMT TechnologyMatsubo accounted for 40%, 20% and 17%, respgtiof the Company's total net
revenues in 1995, and Trace Storage TechnologysWat Seagate, Varian Associates and Komag acabfort@5%, 15%, 13%, 12% and
10%, respectively, of the Company's total net reesrduring 1994. Western Digital, Matsubo and Ti&toeage Technology accounted for
21%, 14% and 11%, respectively, of the Companya @t revenues during 1993. Historically, a digant portion of the Company's
revenues in any particular period have been atafila to sales to a limited number of customerge Chmpany's largest customers change
from period to period as large thin-film disk fataiion facilities are completed and new projectsiaitiated. The Company expects that sales
of its products to relatively few customers willntimue to account for a high percentage of itsree¢nues in the foreseeable future. For
example, a majority of the Company's current bagké&presents orders from Seagate for a new faS8kggate is constructing in Singaport
the event Seagate experiences a delay in the ootistr of the new facility or defers the completiminits construction, the Company's net
revenues and operating results could be mateaaiersely affected. In addition, Seagate recentiyimed Conner Peripherals, Inc. Conner
has significant disk media manufacturing operatioisgs an internally developed in-line disk sputtesystem, and has never purchased a
system from the Company. There can be no assuthatthe combined entity will not favor Conner'teimally developed disk sputtering
system over the Company's system, or delay, rediucease purchases of the Company's productsHer mgasons, or that this acquisition
will not otherwise have a material adverse effectree Company's business, financial condition @sdlts of operations. None of the
Company's customers has entered into a long-tereeagent requiring it to purchase the Company'syartsd As purchases related to a
particular new or expanded fabrication facility amenpleted, sales to that customer may decreasplgloa cease altogether. If completed
contracts are not replaced on a timely basis by avelers from the same or other customers, the Coy'gaet revenues could be adversely
affected. The loss of a significant customer, adurction in orders from any significant custometha cancellation of a significant order
from a customer, including reductions or cancellaidue to customer departures from recent buyatigims, financial difficulties of a
customer or market, economic or competitive condgiin the disk drive industry, could materiallywadsely affect the Company's business,
financial condition and results of operations.

Foreign sales accounted for 20% of revenue in 199% in 1994, and 32% in 1993. The Company antiegpthat foreign sales will continue
to be a significant portion of its revenues in fbeeseeable future. In addition, the Company hdsmrfrom Seagate, a domestic customer, to
deliver and install a significant number of mackiine Seagate's newly constructed manufacturindjtfati Singapore. In order to effectively
service customers located in Singapore and thewuding region, the Company has established a aatéservice operation in Singapore.
Sales and operating activities outside of the Win8tates are subject to certain inherent riskéudlieg fluctuations in the value of the United
States dollar relative to foreign currencies, fafifjluotas, taxes and other market barriers, palitind economic instability,
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restrictions on the export or import of technologgtentially limited intellectual property proteati, difficulties in staffing and managing
international operations and potentially advergectansequences. There can be no assurance that tigse factors will not have a material
adverse effect on the Company's business, finaoecralition or results of operations. In particukthough the Company's international sales
have been denominated in United States dollar$, sales and expenses may not be denominated arslollthe future, and currency
exchange fluctuations in countries where the Compes business could materially adversely affeeztGompany's business, financial
condition and results of operations.

Installing and integrating new sputtering systents the thinfilm disk manufacturing process requires a subi&himvestment by a custom
Sales of the Company's systems depend, in signiffzart, upon the decision of a prospective custdmeeplace obsolete equipment or to
increase manufacturing capacity by upgrading oaegng existing manufacturing facilities or constimg new manufacturing facilities, all
of which typically involve a significant capital gonitment. Therefore, customers often require aifioigimt number of product presentations
and demonstrations, as well as substantial inferaetith the Company's senior management, befoildmga purchasing decision.
Accordingly, the Company's systems typically havermthy sales cycle during which the Company mayead substantial funds and
management time and effort with no assurance teateawill result. Furthermore, the Company's expdavels are based, in part, on its
expectations as to future net revenues. If revéaweds are below expectations, operating resuéidileely to be adversely affected. Net
income, if any, may be disproportionately affedvgda reduction in net revenues because a propatgégnsmaller amount of the Company's
expenses varies with its net revenues. The imgabese and other factors on the Company's sattgperating results in any future period
cannot be forecasted with certainty.

RESEARCH AND DEVELOPMENT

The disk drive industry in general, and the thimfdisk manufacturing industry in particular, atecacterized by rapid technological change
and evolving industry standards. The Company haessited substantial amounts in research and develupior its disk sputtering systems
and flat panel display manufacturing equipment. Toenpany's research and development expenses ) 1994 and 1993 were $2.6
million, $3.5 million and $3.1 million, respectiyeland represented 6.1%, 17.2% and 14.0%, respéctnf net revenues. The Company's
ability to remain competitive has required and wilhtinue to require substantial investments ieaesh and development to advance its
technologies. The failure to develop, manufactune market new systems, or to enhance existing mgsteould have a material adverse
effect on the Company's business, financial comdliéind results of operations. In the past, the Gmyphas experienced delays from time to
time in the introduction of, and certain technidgficulties with, certain of its systems and enbaments. In addition, the Company's
competitors can be expected to continue to devahapintroduce new and enhanced products, any afhwdduld cause a decline in market
demand for the Company's systems or a reductitmeilCompany's margins as a result of intensifieceprompetition.

Changes in the manufacturing processes for thin-fiisks could also have a material adverse effiethe Company's business, financial
condition and results of operations. The Comparigigates continued changes in the requirementsenflisk drive industry and thin-film
disk manufacturing technologies. There can be sarasce that the Company will be able to develgmufacture and sell systems that
respond adequately to such changes. In additierddka storage industry is subject to constantyvévg technological standards. There can
be no assurance that future technological innoratwill not reduce demand for thin-film disks. TBempany's business, financial condition
and results of operations could be materially askigraffected by any trend toward technology thatil replace thin-film disks as a storage
medium.

The Company's success in developing and sellingamivenhanced systems depends upon a varietytofdamcluding accurate prediction
of future customer requirements, technology advanoest of
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ownership, introduction of new products on schededst-effective manufacturing and product perfarogain the field. The Company's new
product decisions and development commitments antstipate the requirements for the continuouslyhaug disk drive industry
approximately two or more years in advance of s#ley failure to accurately predict customer regaients and to develop new generations
of products to meet those requirements would hagstained material adverse effect on the Compénugimess, financial condition and
results of operations. New product transitions dadversely affect sales of existing systems, aadyzt introductions could contribute to
quarterly fluctuations in operating results as esder new products commence and orders for exjginoducts decline. There can be no
assurance that the Company will be successfull@tteg, developing, manufacturing and marketing peoducts or enhancements of
existing products.

MANUFACTURING

In certain instances, the Company is dependent agsmlie supplier or a limited number of suppliershas qualified only a single or limited
number of suppliers, for certain complex componentsub-assemblies utilized in its products. Inigoid, the Company makes extensive use
of suppliers serving the semiconductor equipmesin@ss and such suppliers may choose to give fyriortheir semiconductor equipment
customers that are much larger than the Company pfalonged inability to obtain adequate delivegesld require the Company to pay
more for inventory, parts and other supplies, sgteknative sources of supply, delay its abilityskdp its products and damage relationships
with current and prospective customers. Any sudayder damage could have a material adverse effethe Company's business, financial
condition and results of operations.

The Company's backlog was $45.6 million and $251kam at March 30, 1996 and April 1, 1995, respeely. The Company includes in its
backlog only those customer orders for systems poorant parts and contract research and develogoremhich it has accepted signed
purchase orders with assigned delivery dates.drcéise of a cancellation of a system order, thepaosis system sales contracts generally
provide for a non-refundable deposit, dependingiupben the order is cancelled, typically 30%. Thaipment requirements for thin-film
disk manufacturers cannot be determined with acguind therefore the Company's backlog at angicediate may not be indicative of
future demand for the Company's manufacturing syste

Due to recent increases in backlog, the average bietween order and shipment of the Company'smagateay increase substantially in the
future. The Company's ability to quickly increasemanufacturing capacity in response to short-fenreases in demand could be limited
given the complexity of the manufacturing procéiss,lengthy lead times necessary to obtain critoatponents and the need for highly
skilled personnel. The failure of the Company tis§aany such short-term increases in demand akeé¢p pace with customer demand
would lead to further extensions of delivery timejch could deter customers from placing additimrders, and could adversely affect
product quality. There can be no assurance thattmepany will be successful in increasing its maoturing capacity.

Orders in backlog are subject to cancellation, @titbugh the Company generally requires a depaosirders for its systems, such deposits
may not be sufficient to cover the expenses incubyethe Company for the manufacture of the caadedlystems or fixed operating expenses
associated with such systems to the date of catiogil The Company may from time to time manufaetusystem in anticipation of an order
that may not be placed during the period or atalany given quarter in which such system is mactufred, the Company will not receive
funds to cover the manufacturing costs. Orders b@agubject to delay, deferral or rescheduling bystomer. From the date the Company
receives an order, it often takes more than sixthwhbefore the net revenues from such order aognéred and even longer before final
payment is received. The relatively long manufdangucycles of many of the Company's products hase@dand could cause shipments of
such products to be delayed from one quarter todxé
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which could materially adversely affect the Compamusiness, financial condition and results ofrapens for a particular quarter.
Announcements by the Company or its competitorsesf products and technologies could cause custameiefer purchases of the
Company's existing systems, which would have a naht@dverse effect on the Company's businessndiafcondition and results of
operations.

The Company's systems have a large number of coeng®and are highly complex. The Company may egpee delays and technical and
manufacturing difficulties in future introductions volume production of new systems or enhancemémntddition, some of the systems b
by the Company must be customized to meet indiVidustomer site or operating requirements. The Gomwihas limited manufacturing
capacity and may be unable to complete the devadopor meet the technical specifications of its sggtems or enhancements or to
manufacture and ship these systems or enhancementsnely manner. Such an occurrence would rmedtgradversely affect the Company's
business, financial condition and results of openatas well as its relationships with customarsaddition, the Company may incur
substantial unanticipated costs early in a produié¢' cycle, such as increased cost of materiaéstd expediting charges, other purchasing
inefficiencies and greater than expected instaltasind support costs which cannot be passed ¢ toustomer. Any of such events could
materially adversely affect the Company's busin@sancial condition and results of operations.

FPD MANUFACTURING EQUIPMENT

The Company has limited experience in the developpmeanufacture, sale and marketing of flat paisgldy manufacturing equipment,
having sold one RTP system to date and having etotgmpleted development of its flat panel dis@pyttering system. There can be no
assurance that the market for flat panel displagjufecturing equipment targeted by the Company daeitelop as quickly or to the degree the
Company currently anticipates, or that the Commapsoposed flat panel display manufacturing equiptmel!l achieve customer acceptance
or that the Company will achieve any net revenoes fthe sale of its proposed flat panel display ufiacturing equipment. There can be no
assurance the Company will receive additional custosponsored research and development fundirgeifuture. The failure to receive
additional customer sponsored research and develafpitnds could result in the Company internallyding the development of such flat
panel display manufacturing equipment, and thesocofssuch research and development may have aial@dverse effect on the Company's
results of operations. There can be no assuraaté¢hty Company in any event will continue to fuadaarch and development in the flat p:
display area.

MANAGEMENT OF EXPANDING OPERATIONS

The Company has recently experienced a periodpid expansion in its operations that has placed,cauld continue to place, a significant
strain on the Company's management and other i@uFhe Company's ability to manage its expandpegations effectively will require it
to continue to improve its operational, financald management information systems, and to tramtivate and manage its employees. If the
Company's management is unable to manage its eixgpoperations effectively, the Company's resuitsperations could be adversely
affected.

PATENTS, INTELLECTUAL PROPERTY AND LICENSING

There can be no assurance that any of the Compaaigst applications will be allowed or that anytha# 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 thereunderpsiide competitive advantages to the Companyatrdny 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 patensrigtéllectual property laws or the Company's egrents will protect the
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Company's intellectual property rights. Failurgtotect the Company's intellectual property righasld have a material adverse effect upon
the Company's business, financial condition andlt®sf operations.

There have also been substantial amounts of litigan the technology industry regarding intelledtproperty rights. The Company has from
time to time received claims that it is infringitigrd parties' intellectual property rights. In Augy 1993, Rockwell International Corporation
("Rockwell") sued the Federal government allegimgingement of certain patent rights with respedhte contracts the Federal government
has had with a number of companies, including lateWhe Federal government has notified Intevatitimaay be liable to the Federal
government in connection with contracts for cerf@ioducts from the Company's discontinued nighbuidusiness. Although the Company
believes it will have no material liability to tlkederal government under these contracts, therbean assurance that the resolution of the
claims by Rockwell with the Federal government wit have a material adverse effect on the Compdmuginess, operating results and
financial condition. There can be no assurancethat parties will not in the future claim infriegnent by the Company with respect to
current or future patents, trademarks, or otheprpetary rights relating to the Company's disk sgirtg systems, flat panel manufacturing
equipment or other products. Any present or futlaéns, with or without merit, could be time-condung) result in costly litigation, cause
product shipment delays or require the Companyterento royalty or licensing agreements. Suchatyyor licensing agreements, if
required, may not be available on terms acceptallee Company, or at all. Any of the foregoing lcoliave a material adverse effect upon
the Company's business, operating results anddialacondition.

ENVIRONMENTAL REGULATIONS

The Company is subject to a variety of governmemglilations relating to the use, storage, disahargndling, emission, generation,
manufacture, treatment and disposal of toxic oeoktazardous substances, chemicals, materialsste wany failure to comply with current
or future regulations could result in substantiall penalties or criminal fines being imposed tve Company or its officers, directors or
employees, suspension of production, alteratiagtsahanufacturing process or cessation of operstiSach regulations could require the
Company to acquire expensive remediation or abateetpiipment or to incur substantial expenses toptyp with environmental regulation
Any failure by the Company to properly manage tbe, wlisposal or storage of, or adequately reshéctelease of, hazardous or toxic
substances could subject the Company to significainitities.

POTENTIAL ACQUISITIONS

The Company's business strategy includes expaiitdipgoduct lines and markets through internal poddlevelopment and acquisitions of
technology or companies, such as the acquisitid@adfiode Technology Corporation in January 19%&\eeloper of advanced sputter source
technology for the production of disks used in catep hard disk drives, and the acquisition of SaseJrechnology Corp. in May 1996, a
manufacturer of systems used to lubricate thin-flisks. Any future acquisition may result in potety dilutive issuance of equity securities,
the incurrence of debt and contingent liabilitiesl amortization expense related to intangible assejuired, any of which could materially
adversely affect the Company's business, finagoadlition and results of operations. In particuthe, Company will not be able to use the
"pooling of interests" method of accounting in ceation with any acquisition consummated withineatst two years following the
Company's initial public offering, which was comielé in November, 1995 and the Company will theefog required to amortize any
intangible assets acquired in connection with amguaition consummated during that period. In dddjtacquired businesses may be
experiencing operating losses. Any acquisition imMolve numerous risks, including difficulties ime assimilation of the acquired company's
employees, operations and products, uncertaingisscéated with operating in new markets and workititg new customers, and the poten
loss of the acquired company's key employees.
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POSSIBLE VOLATILITY OF STOCK PRICE

The Company believes that factors such as annowerasrof developments related to the Company's bsisjriluctuations in the Company's
operating results, failure to meet securities astalyexpectations, general conditions in the diskedand thin-film media manufacturing
industries and the worldwide economy, announcenwritechnological innovations, new systems or pob@mhancements by the Company
or its competitors, fluctuations in the level obperative development funding, acquisitions, changegovernmental regulations,
developments in patents or other intellectual priypgghts and changes in the Company's relatigrsshith customers and suppliers could
cause the price of the Company's Common Stockittuate substantially. In addition, in recent yehesstock market in general, and the
market for small capitalization and high technolagycks in particular, has experienced extremeeghictuations which have often been
unrelated to the operating performance of affectadpanies. Such fluctuations could adversely affezimarket price of the Company's
Common Stock.

CONCENTRATION OF STOCK OWNERSHIP

As of March 30, 1996, the present directors anit #félliates and executive officers, in the aggatsy own beneficially approximately 78% of
the Company's outstanding shares of Common Stogk result, these shareholders, acting togetreeglde to effectively control all matters
requiring approval by the shareholders of the Comipacluding the election of a majority of theetitors and approval of significant
corporate transactions.
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PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDING
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 10.12 Amended and Restated Loan Agreement,
dated March 14, 1996

Exhibit 11.1 Computation of Net Income Per Share

Exhibit 27  Financial Data Schedule

(b) On January 24, 1996, the registrant filed arepn Form 8-K, regarding the acquisition of Cathd echnology Corporation.
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SIGNATURES

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

INTEVAC, INC.

Date: May 10, 1996 By: /s/ CHARLES B. EDDY III
Charles B. Eddy |11
Vice President, Finance and Admi nistration, Chief
Fi nancial Oficer, Treasurer and Secretary
(Principal Financial and Accounting O ficer)

19.



20.

EXHIBIT INDEX

EXHIBIT
NUMBER

10.12 Amended and Restated Loan Agreement, dated
11.1  Computation of Net Income Per Share
27 Financial Data Schedule

March 14, 1996



EXHIBIT 10.12

INTEVAC, INC.

AMENDED AND RESTATED LOAN AGREEMENT




TABLE OF CONTENTS

2.2 LIBOR Option
2.3 Interest Rates, Payments, and Calculatio
2.4 Crediting Payments ...........ccccee....

25 Fees ...ccccoviiiiiiinnnn,

2.6 Additional Costs .
2.7 Term .

CONDITIONS OF ADVANCES .......ccccvvveeinnns
3.1 Conditions Precedent to Initial Advance
3.2 Conditions Precedent to all Advances ...

. REPRESENTATIONS AND WARRANTIES ...............
4.1 Due Organization and Qualification .....

4.2 Due Authorization; No Conflict .........

4.3 No Prior Encumbrances ...........

4.4 Merchantable Inventory .................

4.5 Name; Location of Chief Executive Office

4.6 Litigation ......ccccceeveeeeiiiiinnnns

4.7 No Material Adverse Change in Financial

4.8 SOIVENCY ....oovveiiiiiiiiiiiieeeee

4.9 Regulatory Compliance ..................

4.10 Environmental Condition ................

4.11 TaXES wuvvvrviiieeeeeeieeieiiiinnnn .

4,12 Subsidiaries .......cccccceeeeeieiinnn.

4.13 Government Consents ....................

4.14 Full Disclosure ..........cccceuvveneee

. AFFIRMATIVE COVENANTS ......cccooveeeninen.
5.1 Good Standing ..........cc......

5.2 Government Compliance

5.3 Financial Statements, Reports, Certifica

5.4 Inventory; Returns .....................

55 Taxes ...ceeeeerennn.

5.6 Insurance ..............

5.7 Principal Depository ...................

5.8 Quick Ratio ................. .

5.9 Debt-Net Worth Ratio ..................

5.10 Tangible Net Worth .....................

5.11 Profitability .

5.12 1995 Financial Year Audit ..............

5.13 Further ASSUrances ..........c..........

. NEGATIVE COVENANTS .....coooiiiiiriiine
6.1 Dispositions ..............
6.2 Change in Business




6.3 Mergers or Acquisitions ................
6.4 Indebtedness ................. .
6.5 Encumbrances ..........ccccccceveeeenn..
6.6 Distributions ............ccccveveeee.

6.7 Investments .......cccceeeeiieeiinnnnns

6.8 Transactions with Affiliates ...........
6.9 Subordinated Debt ............cccceeeen
6.10 Compliance ........ccccocveeeennunnnnn.

7.1 Payment Default ...
7.2 Covenant Default .................
7.3 Material Adverse Change ................
7.4 Attachment ...........ccoccevvinnnenn.

7.5 INSOIVENCY .....evvvvveveiiiiiieenenn,

7.6 Other Agreements ...
7.7 Subordinated Debt ............c.c.....
7.8 Judgments .......cccoeeeiiiiiiiiinns
7.9 Misrepresentations ............ccc.....

8. BANK'S RIGHTS AND REMEDIES ..
8.1 Rights and Remedies ....................
8.2 Power of Attorney ....... .

8.3 Bank Expenses ....
8.4 Remedies Cumulative ....................
8.5 Demand; Protest .........cccoeeuvueeeen.

9. NOTICES ..o

10. CHOICE OF LAW AND VENUE; JURY TRIAL WAIVER ...

11. GENERAL PROVISIONS ........ccocvveiiiiieenn.
11.1 Successors and ASSIgNS .................
11.2 Indemnification ................
11.3 Time of Essence ..............
11.4 Severability of Provisions .............
11.5 Amendments in Writing, Integration .....
11.6 Counterparts ........cccoeeeveuvvevnnnns
11.7 Survival
11.8 Confidentiality .........cccevvveeenn...




This AMENDED AND RESTATED LOAN AGREEMENT is enteradto as of March 14, 1996, by and between SILICOALLEY BANK
("Bank") and INTEVAC, INC. ("Borrower").

RECITALS

Borrower and Bank are parties to certain loan agesgs under which Borrower has obtained credit fRank. Borrower wishes to continue
to obtain credit from Bank, and Bank desires tatioore to provide credit to Borrower. This Agreemsets forth the terms on which Bank
will lend to Borrower, and Borrower will repay th@an to Bank.

AGREEMENT
The parties agree as follows:
1. DEFINITIONS AND CONSTRUCTION
1.1 Definitions. As used in this Agreement, thédwing terms shall have the following definitions:

"Accounts” means all presently existing and heegadtising accounts, contract rights, and all ofbans of obligations owing to Borrower
arising out of the sale or lease of goods (inclgdimithout limitation, the licensing of softwaredaather technology) or the rendering of
services by Borrower, whether or not earned bygoeraince, and any and all credit insurance, guasrdaind other security therefor, as well
as all merchandise returned to or reclaimed byd@®weer and Borrower's Books relating to any of thedmwing.

"Advance" or "Advances" means an Advance undeRinolving Facility.

"Affiliate" means, with respect to any Person, &grson that owns or controls directly or indirestich Person, any Person that controls or is
controlled by or is under common control with si®R&rson, and each of such Person's senior exeadifivers, directors, and partners.

"Bank Expenses" means all reasonable costs or sgpdincluding reasonable attorneys' fees and sgggincurred in connection with the
preparation, negotiation, administration, and erdorent of the Loan Documents, and Bank's reasoritoieey's fees and expenses incurred
in amending, enforcing or defending the Loan Docatsievhether or not suit is brought.

"Borrowing Base" has the meaning set forth in S&cf.1 hereof.

"Business Day" means any day that is not a Satu@ayday, or other day on which banks in the Stat@alifornia are authorized or required
to close.

"Closing Date" means the date of this Agreement.
"Code" means the California Uniform Commercial Code
"Committed Line" means Ten Million Dollars ($10,Q000).

"Contingent Obligation" means, as applied to anms®®, any direct or indirect liability, contingemt otherwise, of that Person with respect to
(i) any indebtedness, lease, dividend, Letter @d@ror other obligation of another, including, katit limitation, any such obligation directly
or indirectly guaranteed, endorsed, co-made oodisied or sold with recourse by that Person, oespect of which that Person is otherwise
directly or indirectly liable; (ii) any obligatior



with respect to undrawn Letters of Credit issuadiie account of that Person; and (iii) all obligas arising under any interest rate, currency
or commodity swap agreement, interest rate capeaggat, interest rate collar agreement, or othereagent or arrangement designated to
protect a Person against fluctuation in interegts;acurrency exchange rates or commodity priaesigied, however, that the term
"Contingent Obligation" shall not include endorsetseor collection or deposit in the ordinary cauo$ business. The amount of any
Contingent Obligation shall be deemed to be an anegual to the stated or determined amount opthmeary obligation in respect of which
such Contingent Obligation is made or, if not staie determinable, the maximum reasonably antiegb&iibility in respect thereof as
determined by such Person in good faith; provitedyever, that such amount shall not in any eveo¢ed the maximum amount of the
obligations under the guarantee or other suppaahgement.

"Current Liabilities" means, as of any applicabdge] all amounts that should, in accordance witiA8Abe included as current liabilities on
the consolidated balance sheet of Borrower an8lutssidiaries, as at such date, plus, to the erterdlready included therein, all outstanding
Advances made under this Agreement, includingralebtedness that is payable upon demand or witigryear from the date of
determination thereof unless such Indebtednesn@mwable or extendable at the option of Borroweargr Subsidiary to a date more than one
year from the date of determination, but excluddulpordinated Deb

"Daily Balance" means the amount of the Obligationgd at the end of a given day.

"Eligible Accounts" means those Accounts that airisthe ordinary course of Borrower's business tioatply with all of Borrower's
representations and warranties to Bank set for@eiction 5.4; provided, that standards of eligipithay be fixed and revised from time to
time by Bank in Bank's reasonable judgment and ulioty (30) days prior written notification therfeim Borrower in accordance with the
provisions hereof. Unless otherwise agreed to kBRligible Accounts shall not include the followg:

(a) Accounts that the account debtor has failgabtowithin ninety (90) days of invoice date;

(b) Accounts with respect to an account debtaty fiercent (50%) of whose Accounts the accountateids failed to pay within (90) days of
invoice date;

(c) Accounts with respect to which the account delst an officer, employee, or agent of Borrower;

(d) Accounts with respect to which goods are plamedonsignment, guaranteed sale, sale or retaleps approval, bill and hold, or other
terms by reason of which the payment by the accdebtor may be conditional;

(e) Accounts with respect to which the account deistan Affiliate of Borrower;

(f) Accounts with respect to which the account deldbes not have its principal place of busineghénUnited States, except for Eligible
Foreign Accounts;

(9) Accounts with respect to which the account delst the United States or any department, agestapstrumentality of the United States,
except to the extent Borrower has filed noticesauride Assignment of Claims Act in a form acceptablBank.
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(h) Accounts with respect to which Borrower is l@bo the account debtor for goods sold or servieagered by the account debtor to
Borrower, but only to the extent of any amountsrayio the account debtor against amounts owed tmier;

(i) Accounts with respect to an account debtoruiding Subsidiaries and Affiliates, whose totalightions to Borrower exceed twenty-five
percent (25%) of all Accounts, to the extent suiligations exceed the aforementioned percentagepefor the accounts of Seagate for
which the applicable percentage shall be fifty patd50%) and as pre-approved by Bank in writing;

() Accounts with respect to which the account deldisputes liability or makes any claim with respthereto as to which Bank believes, in
its sole discretion, that there may be a basidifsute (but only to the extent of the amount sttt such dispute or claim), or is subject to
any Insolvency Proceeding, or becomes insolvergpes out of business; and

(k) Accounts the collection of which Bank reasowyatttermines to be doubtful.

"Eligible Foreign Accounts" means Accounts withpest to which the account debtor does not haveriteipal place of business in the
United States and that are: (1) covered by cradiiriance in form and amount, and by an insuresfaatory to Bank less the amount of any
deductible(s) which may be or become owing thereoi(2) supported by one or more letters of creditivor of Bank as beneficiary, in an
amount and of a tenor, and issued by a financitirtion, acceptable to Bank; or (3) that Bankrapps on a case-by-case basis including
those Accounts of Matsubo (which Bank has pre-amih

"Equipment” means all present and future machinegyjpment, tenant improvements, furniture, fixgnehicles, tools, parts and
attachments in which Borrower has any interest.

"ERISA" means the Employment Retirement Income 8cAct of 1974, as amended, and the regulatibeseunder.
"GAAP" means generally accepted accounting priesi@s in effect from time to time.

"Indebtedness" means (a) all indebtedness for n@adanoney or the deferred purchase price of prgmerservices, including without
limitation reimbursement and other obligations witspect to surety bonds and Letters of Creditafllbligations evidenced by notes, bot
debentures or similar instruments, (c) all capéake obligations and (d) all Contingent Obligagion

"Insolvency Proceeding" means any proceeding corsatkhy or against any person or entity under anyigion of the United States
Bankruptcy Code, as amended, or under any othériyaity or insolvency law, including assignmentstfee benefit of creditors, formal or
informal moratoria, compositions, extension gergnalth its creditors, or proceedings seeking remigation, arrangement, or other relief.

"Inventory” means all present and future inventarwhich Borrower has any interest, including mewatiise, raw materials, parts, supplies,
packing and shipping materials, work in processfarished products intended for sale or lease dretéurnished under a contract of service,
of every kind and description now or at any timeclaéter owned by or in the custody or possessiciuahor constructive, of Borrower,
including such inventory as is temporarily outtsfdustody or possession or in transit and inclyidimy returns upon any accounts or other
proceeds, including insurance proceeds, resultom the sale or disposition of any of the foregoamgl any
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documents of title representing any of the abomd,Borrower's Books relating to any of the foregpin

"Investment" means any beneficial ownership ofl(idsg stock, partnership interest or other semsjtany Person, or any loan, advance or
capital contribution to any Person.

"IRC" means the Internal Revenue Code of 1986nznded, and the regulations thereunder.
"LIBOR Supplement" means that certain LIBOR Supmaitto Agreement between Borrower and Bank of elata herewith.
“Lien" means any mortgage, lien, deed of trustyghapledge, security interest or other encumbrance

"Loan Documents" means, collectively, this Agreemsre LIBOR Supplement, any note or notes exechyeBorrower, and any other
agreement entered into between Borrower and Ban&nnection with this Agreement, all as amendeextended from time to time.

"Material Adverse Effect" means a material advef§ect on (i) the business operations or condifforancial or otherwise) of Borrower and
its Subsidiaries taken as a whole or (ii) the aboif Borrower to repay the Obligations or othemvjserform its obligations under the Loan
Documents.

"Maturity Date" means March 13, 1997.

"Obligations" means all debt, principal, interésank Expenses and other amounts owed to Bank byp®er pursuant to this Agreement or
any other agreement, whether absolute or contindestor to become due, now existing or hereafieing, including any interest that
accrues after the commencement of an Insolvenayeoing and including any debt, liability, or oldligpn owing from Borrower to others
that Bank may have obtained by assignment or oikerw

"Periodic Payments" means all installments or sintiécurring payments that Borrower may now or &iéee become obligated to pay to
Bank pursuant to the terms and provisions of astriment, or agreement now or hereafter in exigtémtween Borrower and Bank.

"Permitted Indebtedness” means:

(a) Indebtedness of Borrower in favor of Bank agsiinder this Agreement or any other Loan Document;

(b) Indebtedness existing on the Closing Date aselated in the Schedule;

(c) Indebtedness to trade creditors and with regpesurety bonds and similar obligations incurirethe ordinary course of business;
(d) Subordinated Debt;

(e) Indebtedness of Borrower to any Subsidiary @odtingent Obligations of any Subsidiary with resge obligations of Borrower
(provided that the primary obligations are not pibdked hereby), and Indebtedness of any Subsid@any other Subsidiary and Contingent
Obligations of any Subsidiary with respect to obtigns of any other Subsidiary (provided that thenpry obligations are not prohibited
hereby);



(f) Indebtedness secured by Permitted Liens;

(9) Capital leases or indebtedness incurred stdeburchase equipment which is secured in accoedaitt clause (c) of "Permitted Liens"
below and is not in excess of the lesser of thetmge price of such equipment or the fair markktevaf such equipment on the date of
acquisition; and

(h) Extensions, refinancings, modifications, ameadts and restatements of any of items of Permiittéebtedness (a) through (g) above,
provided that the principal amount thereof is matréased or the terms thereof are not modifiechfmse more burdensome terms upon
Borrower or its Subsidiary, as the case may be.

"Permitted Investment” means;
(a) Investments existing on the Closing Date dssibin the Schedule; and

(b) (i) marketable direct obligations issued oramtitionally guaranteed by the United States of Aoaeor any agency or any State thereof
maturing within one (1) year from the date of asgion thereof, (i) commercial paper maturing normthan one (1) year from the date of
creation thereof and currently having the highashg obtainable from either Standard & Poor's @apion or Moody's Investors Service,
Inc., and

(iii) certificates of deposit maturing no more thame (1) year from the date of investment theresnéd by Bank, and (iv) any Investments
permitted by Borrower's investment policy, as aneghfilom time to time, provided that such investnpiicy (any such amendment thereto)
has been approved by Bank;

(c) Investments consisting of the endorsement gbtigble instrument for deposit or collection ansar transaction in the ordinary course of
business;

(d) Investments accepted in connection with Trasgbermitted by Section 6.1;

(e) Investments (whether consisting of the purclvsecurities, loans, capital contribution, oresthise) of Subsidiaries in or to other
Subsidiaries or in Borrower;

(f) Investments consisting of (i) compensation wipdoyees, officers and directors of Borrower orStfhsidiaries so long as the Board of
Directors of Borrower determines that such compimsas in the best interests of Borrower, (i)vehadvances, employee relocation loans
and other employee loans and advances in the oydioarse of business, and (iii) loans to employeé&ers or directors relating to the
purchase of equity securities of Borrower or itbSdiaries pursuant to employee stock purchasesglaagreements approved by Borrower's
Board of Directors;

(9) Investments (including debt obligations) reegiin connection with the bankruptcy or reorgamimabdf customers or suppliers and in
settlement of delinquent obligations of, and offieputes with, customers or suppliers arising endrdinary course of business;

(h) Investments pursuant to or arising under cuyeagreements or interest rate agreements entaedithe ordinary course of business;

() Investments consisting of notes receivableoofrepaid royalties and other credit extensiomgustomers and suppliers who are not
Affiliates, in the ordinary course of business;\pded that this paragraph (i) shall not apply tedstments by Borrower in any Subsidiary;
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(j) Investments constituting acquisitions permittedier Section 6.3;
(k) Deposit accounts of Borrower in which Bank hasen prior to any other Lien; and

() Investments made in accordance with Borrowiavestment policy, as reviewed by Bank and apprdvemu time to time by Borrower's
board of directors.

"Permitted Liens" means the following:
(a) Any Liens existing on the Closing Date and ldised in the Schedule;

(b) Liens for taxes, fees, assessments or othergmental charges or levies, either not delinqoeteing contested in good faith by
appropriate proceedings, provided the same hayeiagty over any of Bank's security interests;

(c) Liens (i) upon or in any equipment acquiredheld by Borrower or any of its Subsidiaries to sedhe purchase price of such equipment
or indebtedness incurred solely for the purpodiahcing the acquisition of such equipment, oriisting on such equipment at the time of
its acquisition, provided that the Lien is confirsmdely to the property so acquired and improvesmérgreon, and the proceeds of such
equipment;

(d) Liens on Equipment leased by Borrower or anlgsRliary pursuant to an operating or capital leaghe ordinary course of business
(including proceeds thereof and accessions theirstajred solely for the purpose of financing teade of such Equipment (including Liens
pursuant to leases permitted pursuant to Sectibaréd Liens arising from UCC financing statemeatgarding leases permitted by this
Agreement);

(e) Leases or subleases and license and sublicgrasgsd to others in the ordinary course of Boawsvbusiness not interfering in any
material respect with the business of Borrowerig8ubsidiaries taken as a whole, and any interetitie of a lessor, licensor or under any
lease or license;

(f) Liens on assets (including the proceeds theaedfaccessions thereto) that existed at the tirtle @ssets were acquired by Borrower or
Subsidiary (including Liens on assets of any caapon that existed at the time it became or becam@sbsidiary); provided such Liens are
not granted in contemplation of or in connectiothvthe acquisition of such asset by Borrower oubsRliary;

(9) Liens arising from judgments, decrees or attaafits in circumstances not constituting an Evemefhult under Section 7.8;

(h) Easements, reservations, rights-of-way, regiris, minor defects or irregularities in title apiter similar charges or encumbrances
affecting real property not constituting a MateAalverse Effect;

(i) Liens in favor of customs and revenue authesitirising as a matter of law to secure paymertasibms duties in connection with the
importation of goods;

(j) Liens that are not prior to the Lien of Bankiatnconstitute rights of setff of a customary nature of banker's Liens witspect to amoun
on deposit, whether arising by operation of lavbyicontract, in connection with arrangement entémemwith banks in the ordinary course
business;



(k) Earn-out and royalty obligations existing oe tfate hereof or entered into in connection witlaeguisition permitted by Section 6.3;

() Liens incurred in connection with the extensiognewal or refinancing of the indebtedness sechyed._iens of the type described in clat
(@), (¢), (d), (e), (f) and (k) above, providedtthay extension, renewal or replacement Lien dtlimited to the property encumbered by the
existing Lien and the principal amount of the ingglmess being extended, renewed or refinancedridéscrease; and

(m) Liens on insurance proceeds in favor of insceatompanies granted solely as security for findmeemiums.

"Person” means any individual, sole proprietorspgrfnership, limited liability company, joint veme, trust, unincorporated organization,
association, corporation, institution, public beénhedrporation, firm, joint stock company, estatatity or government agency.

"Prime Rate" means the variable rate of interestgmnum, most recently announced by Bank, apitsé rate," whether or not such
announced rate is the lowest rate available fromkBa

"Quick Assets" means, at any date as of which theunt thereof shall be determined, the consolidessth, cash-equivalents, accounts
receivable and investments with maturities notdoeed twelve (12) months of Borrower determineddnordance with GAAP.

"Responsible Officer" means each of the Chief ExigelOfficer, the Chief Financial Officer and thei@roller of Borrower.
"Revolving Facility" means the facility under whi@orrower may request Bank to issue cash advaasespecified in Section 2.1 hereof.
"Schedule" means the schedule of exceptions, if attgched hereto.

"Subordinated Debt" means any debt incurred by @®wer that is subordinated to the debt owing by 8wer to Bank on terms acceptable to
Bank (and identified as being such by Borrower Badk).

"Subsidiary” means any corporation or partnershigvliich (i) any general partnership interest grrtiore than 50% of the stock of which by
the terms thereof ordinary voting power to eleet Board of Directors, managers or trustees of titigyeshall, at the time as of which any
determination is being made, be owned by Borrowigher directly or through an Affiliate.

"Tangible Net Worth" means at any date as of wiiehamount thereof shall be determined, the cosi@d total assets of Borrower and its
Subsidiaries minus, without duplication, (i) thersaf any amounts attributable to (a) goodwill, ififangible items such as unamortized debt
discount and expense, patents, trade and servidesmad names, copyrights and research and develtgrpenses except prepaid expel
including, but not limited to, any Investments tBatrrower has made in Cathode Technology Corparatic601 California Avenue, and (c)
all reserves not already deducted from assets(iridtal Liabilities.

"Total Liabilities" means at any date as of whibk amount thereof shall be determined, all oblgegithat should, in accordance with GAAP
be classified as liabilities on the consolidateldibee sheet of Borrower, including in any eventradlebtedness, but specifically excluding
Subordinated Debt.



1.2 Accounting Terms. All accounting terms not sfieally defined herein shall be construed in acizorce with GAAP and all calculations
made hereunder shall be made in accordance withFSA¥hen used herein, the terms "financial statesfiesttall include the notes and
schedules thereto.

2. LOAN AND TERMS OF PAYMENT

2.1 Advances. Subject to and upon the terms anditbmms of this Agreement, Bank agrees to make Adea to Borrower in an aggregate
amount not to exceed the lesser of (i) the Commhitiee minus the face amount of all outstandingérnstof Credit (including drawn but
unreimbursed Letters of Credit) and minus the antdihg amount of the Foreign Exchange Reserve, or

(i) the Borrowing Base minus the face amount bbatstanding Letters of Credit (including drawrt bmreimbursed Letters of Credit) and
minus the outstanding amount of the Foreign Excad®eserve. For purposes of this Agreement, "Bommgwase" shall mean an amount
equal to Three Million Dollars ($3,000,000), proedtithat if the aggregate outstanding Advances elx€aeee Million Dollars ($3,000,000),
"Borrowing Base" shall mean an amount equal totgigkrcent (80%) of Eligible Accounts. Subjectlie terms and conditions of this
Agreement, amounts borrowed pursuant to this Se&ib may be repaid and reborrowed at any timendutie term of this Agreement.

Whenever Borrower desires an Advance, Borrower watify Bank by facsimile transmission or telephaomelater than 3:00 p.m. California
time, on the Business Day that the Advance is tmhde. Each such notification shall be promptlyficored by a Payment/Advance Form in
substantially the form of Exhibit A hereto or a IR Rate Advance Form as attached to the LIBOR Suppht. Bank is authorized to make
Advances under this Agreement or under the LIBORpSment, based upon instructions received fronespBnsible Officer, or without
instructions if in Bank's discretion such Advanees necessary to meet Obligations which have beclua@nd remain unpaid. Bank shall be
entitled to rely on any telephonic notice givenabgerson who Bank reasonably believes to be a Regpe Officer, and Borrower shall
indemnify and hold Bank harmless for any damagdess suffered by Bank as a result of such reliaBaak will credit the amount of
Advances made under this Section 2.1 to Borrovdep®sit account.

The Revolving Facility shall terminate on the MétjuDate, at which time all Advances under thist®et2.1 and other amounts due under
this Agreement shall be immediately due and payable

2.1.1 Letters of Credit.

(a) Subject to the terms and conditions of thisegnent, Bank agrees to issue or cause to be itstieds of Credit for the account of
Borrower in an aggregate face amount not to ex¢igélde Committed Line minus the then outstandiniggpal balance of the Advances
minus the outstanding amount of the Foreign Exchad®eserve or (ii) the Borrowing Base minus the thetstanding principal balance of the
Advances minus the outstanding amount of the ForExghange Reserve; provided that the face amdunitstanding Letters of Credit
(including drawn but unreimbursed Letter of CredHgll not in any case exceed Five Million Dollé5,000,000). Each such Letter of Credit
shall have an expiry date no later than the MatiDate, provided that Borrower's Letter of Credinmtbursement obligation shall be secured
by cash on terms acceptable to Bank at any tinee tife Maturity Date if the term of this Agreemenhot extended by Bank. All such Lett

of Credit shall be, in form and substance, accépt@bBank in its sole discretion and shall be sabjo the terms and conditions of Bank's
form of application and letter of credit agreement.

(b) The obligation of Borrower to immediately reiorbe Bank for drawings made under Letters of Ciguidl be absolute, unconditional and
irrevocable, and shall be performed strictly in@dance with the terms of this Agreement and suattets of Credit, under all circumstances
whatsoever. Borrower shall indemnify, defend anldl ilBank harmless from any
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loss, cost, expense or liability, including, withdimitation, reasonable attorneys' fees, arisingad or in connection with any Letters of
Credit.

2.1.2 Letter of Credit Reimbursement; Reserve.

(a) Borrower may request that Bank issue a Left€redit payable in a currency other than Unitegk&t Dollars. If a demand for payment is
made under any such Letter of Credit, Bank shadlttsuch demand as an advance to Borrower of thieadgnt of the amount thereof (plus
cable charges) in United States currency at the phevailing rate of exchange in San Franciscoif@ala, for sales of that other currency for
cable transfer to the country of which it is thereacy.

(b) Upon the issuance of any Letter of Credit pdya@ba currency other than United States DollBexk shall create a reserve under the
Committed Line for Letters of Credit against flugtions in currency exchange rates, in an amourdlequen percent (10%) of the face
amount of such Letter of Credit. The amount of suederve may be amended by Bank from time to tovectount for fluctuations in the
exchange rate. The availability of funds underGoenmitted Line shall be reduced by the amount ohseserve for so long as such Letter of
Credit remains outstanding.

2.1.3 Foreign Exchange Contract; Foreign Excharggeghents.

(a) Subject to the terms of this Agreement, Bormomay utilize up to One Million Dollars ($1,000,00@r foreign exchange contracts (the
"Exchange Contracts"), pursuant to which Bank s$ellito or purchase from Borrower foreign currenaya spot or future basis. All
Exchange Contracts must provide for delivery oflesetent on or before the Maturity Date. The limia#dable at any time shall be reduced by
the following amounts (the "Foreign Exchange Res§run each day (the "Determination Date"): (i)adihoutstanding Exchange Contracts
which delivery is to be effected or settlementwato more than two business days from the Deterinim&late, 10% of the gross amount of
the Exchange Contracts; plus (ii) on all outstagdiixchange Contracts on which delivery is to bea#d or settlement allowed within two
business days after the Determination Date, 100#heofross amount of the Exchange Contracts. indféhe Foreign Exchange Reserve for
100% of the gross amount of any Exchange ContBaetower may request that Bank treat such amouahasdvance under the Committed
Line.

(b) Bank may, in its discretion, terminate the Eaafje Contracts at any time (a) that an Event oadlebccurs or (b) that there is no
sufficient availability under the Committed LinecaBorrower does not have available funds in itskk@etount to satisfy the Foreign
Exchange Reserve. If Bank terminates the Exchamger&cts, and without limitation of any applicabldemnities, Borrower agrees to
reimburse Bank for any and all fees, costs andresgrerelating thereto or arising in connectionetwih.

(c) Borrower shall not permit the total gross antaafrall Exchange Contracts on which delivery idbtoeffected and settlement allowed in
any two business day period to be more than OnkoliDollars ($1,000,000) nor shall Borrower perihi¢ total gross amount of all
Exchange Contracts to which Borrower is a partystamding at any one time, to exceed One Milliold@e ($1,000,000).

(d) Borrower shall execute all standard form amgtians and agreements of Bank in connection wighBkchange Contracts and, without
limiting any of the terms of such applications agieements, Borrower will pay all standard feesaratges of Bank in connection with the
Exchange Contracts.

2.2 LIBOR Option. Borrower shall be entitled to uegt Advances in accordance with the LIBOR Suppignwehich shall govern all LIBOR
Advances, as defined therein.



2.3 Interest Rates, Payments, and Calculations.

() Interest Rate. Except as set forth in Secti8(b2, any Advances shall bear interest, on theaaeeDaily Balance, at a rate equal to the
Prime Rate or the rate specified in the LIBOR Sappint.

(b) Default Rate. All Obligations shall bear intet,efrom and after the occurrence of an Event daDig at a rate equal to five (5) percentage
points above the interest rate applicable immeljigteor to the occurrence of the Event of Default.

(c) Payments. Interest hereunder shall be due ayabte on the thirteenth calendar day of each mauating the term hereof. Bank shall, a
option, charge such interest, all Bank Expenseas adirPeriodic Payments against any of Borroweg|sodit accounts or against the Comm
Line, in which case those amounts shall thereafterue interest at the rate then applicable heeruAdhy interest not paid when due shall be
compounded by becoming a part of the Obligationd,saich interest shall thereafter accrue intetetsiearate then applicable hereunder.

(d) Computation. In the event the Prime Rate isigkd from time to time hereafter, the applicabte o interest hereunder shall be increased
or decreased effective as of 12:01 a.m. on thaltaprime Rate is changed, by an amount equakto change in the Prime Rate. All interest
chargeable under the Loan Documents shall be cadpmirt the basis of a three hundred sixty (360)yaay for the actual number of days
elapsed.

2.4 Crediting Payments. Prior to the occurrencanoEvent of Default, Bank shall credit a wire tfen®f funds, check or other item of
payment to such deposit account or Obligation asdBeer specifies. After the occurrence of an Earidefault, the receipt by Bank of any
wire transfer of funds, check, or other item of @yt shall be immediately applied to conditionaéiguce Obligations, but shall not be
considered a payment on account unless such paysnefitmmediately available federal funds or uslesd until such check or other item of
payment is honored when presented for payment. ilatt&nding anything to the contrary contained ime@ny wire transfer or payment
received by Bank after 12:00 noon California tirhalsbe deemed to have been received by Bank e afpening of business on the
immediately following Business Day. Whenever anymant to Bank under the Loan Documents would otierve due (except by reasol
acceleration) on a date that is not a Business flah payment shall instead be due on the nexnBsssiDay, and additional fees or interest,
as the case may be, shall accrue and be payaliteefperiod of such extension.

2.5 Fees. Borrower shall pay to Bank the following:

(a) Facility Fee. A Facility Fee equal to Seven 0$end Three Hundred Sixty-one Dollars ($7,361)ctiiée shall be due on the Closing
Date and shall be fully earned and nonrefundable;

(b) Financial Examination and Appraisal Fees. Baoli'stomary fees and out-of-pocket expenses fok'Bandits of Borrower's Accounts,
and for each appraisal of Collateral and finanaielysis and examination of Borrower performed ftome to time by Bank or its agents;

(c) Bank Expenses. Upon the date hereof, all Baqdekses incurred through the Closing Date, inclydéasonable attorneys' fees and
expenses, incurred in connection with the prepamaind negotiation of this Agreement, and afterdédie hereof, all Bank Expenses upon
delivery to Borrower of an invoice therefor.
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2.6 Additional Costs. In case any change in any fagulation, treaty or official directive or thetérpretation or application thereof by any
court or any governmental authority charged withaldministration thereof or the compliance with goideline or request of any central
bank or other governmental authority (whether drhaving the force of law), in each case afterdate of this Agreement:

(a) subjects Bank to any tax with respect to paymenprincipal or interest or any other amountgatide hereunder by Borrower or otherw
with respect to the transactions contemplated lyef@kcept for taxes on the overall net income afilBanposed by the United States of
America or any political subdivision thereof);

(b) imposes, modifies or deems applicable any depwssirance, reserve, special deposit or siméguirement against assets held by, or
deposits in or for the account of, or loans by, IBam

(c) imposes upon Bank any other condition with ee$po its performance under this Agreement,

and the result of any of the foregoing is to inseethe cost to Bank, reduce the income receivabiaink or impose any expense upon Bank
with respect to any loans, Bank shall notify Boreswhereof. Borrower agrees to pay to Bank the arhofisuch increase in cost, reduction in
income or additional expense as and when suchreaitction or expense is incurred or determinednypesentation by Bank of a statement
of the amount and setting forth Bank's calculatimreof, all in reasonable detail, which statensiall be deemed true and correct absent
manifest error, provided, however, that Borrowaalkshot be liable for any such amount attributaoleny period prior to the date one
hundred and eighty (180) days prior to the dateuch certificate.

2.7 Term. This Agreement shall become effectivéhenClosing Date and, subject to Section 11.7] sbatinue in full force and effect for a
term ending on the Maturity Date. Notwithstandihg foregoing, Bank shall have the right to terneritg obligation to make Advances un
this Agreement immediately and without notice ugilma occurrence and during the continuance of amtfeDefault.

3. CONDITIONS OF ADVANCES

3.1 Conditions Precedent to Initial Advance. Thégatlion of Bank to make the initial Advance is gdi to the condition precedent that B:
shall have received, in form and substance sat@fato Bank, the following:

(a) this Agreement;

(b) a certificate of the Secretary of Borrower wigispect to incumbency and resolutions authorittiegexecution and delivery of this
Agreement;

(c) the LIBOR Supplement;
(d) payment of the fees and Bank Expenses thespleefied in Section 2.5 hereof; and
(e) such other documents, and completion of sucbranhatters, as Bank may reasonably deem necessappropriate.

3.2 Conditions Precedent to all Advances. The alilbgp of Bank to make each Advance, including thial Advance, is further subject to
following conditions:
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(a) timely receipt by Bank of the Payment/Advanoenk as provided in Section 2.1; and

(b) the representations and warranties contain&gation 4 shall be true and correct in all mateespects on and as of the date of such
Payment/Advance Form and on the effective dateoh @&dvance as though made at and as of each ateshathd no Event of Default shall
have occurred and be continuing, or would resolinfsuch Advance. The making of each Advance slealldemed to be a representation and
warranty by Borrower on the date of such Advancwmabke accuracy of the facts referred to in this

Section 3.2(b).

4. REPRESENTATIONS AND WARRANTIES

Borrower represents and warrants (subject to thelalures and exceptions set forth in Borrowedsypectus dated November 21, 1995) as
follows:

4.1 Due Organization and Qualification. Borrowed &ach Subsidiary is a corporation duly existind engood standing under the laws of
state of incorporation and qualified and licensedd business in, and is in good standing in, &g $n which the conduct of its business or
its ownership of property requires that it be saliied.

4.2 Due Authorization; No Conflict. The executigielivery, and performance of the Loan Documentsiattén Borrower's powers, have
been duly authorized, and are not in conflict with constitute a breach of any provision containeBorrower's Articles of Incorporation or
Bylaws, nor will they constitute an event of defauider any material agreement to which Borrower figrty or by which Borrower is bour
Borrower is not in default under any agreement lhictvit is a party or by which it is bound, whickfdult could have a Material Adverse
Effect.

4.3 No Prior Encumbrances. Borrower has good adeff@asible title to the Collateral, free and clefdtiens, except for Permitted Liens.
4.4 Merchantable Inventory. All Inventory is in allaterial respects of good and marketable qudiig, from all material defects.

4.5 Name; Location of Chief Executive Office. Bamgr has not done business under any name otheththaspecified on the signature page
hereof. The chief executive office of Borrowerasated at the address indicated in Section 9 hereof

4.6 Litigation. There are no actions or proceedipgsding by or against Borrower or any Subsidiafote any court or administrative age!
in which an adverse decision could have a Matériblerse Effect. Borrower does not have knowledganyf such pending or threatened
actions or proceedings.

4.7 No Material Adverse Change in Financial StatesieAll consolidated financial statements relateBorrower and any Subsidiary that
have been delivered by Borrower to Bank fairly preésn all material respects Borrower's consoliddieancial condition as of the date
thereof and Borrower's consolidated results of aji@ms for the period then ended. There has nat bhawraterial adverse change in the
consolidated financial condition of Borrower sirthe date of the most recent of such financial states submitted to Bank.

4.8 Solvency. Borrower is solvent and able to paylébts (including trade debts) as they mature.

4.9 Regulatory Compliance. Borrower and each Sidosithas met the minimum funding requirements of &Rwith respect to any
employee benefit plans subject to ERISA. No evastdccurred resulting from Borrower's failure tonpdy with ERISA that is reasonably
likely to
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result in Borrower's incurring any liability thadbuld have a Material Adverse Effect. Borrower i$ @0 "investment company” or a company
“controlled" by an "investment company" within thieeaning of the Investment Company Act of 1940. 8wear is not engaged principally, or
as one of the important activities, in the busingssxtending credit for the purpose of purchasingarrying margin stock (within the
meaning of Regulations G, T and U of the Board of&nors of the Federal Reserve System). Borroasrcbmplied with all the provisions
of the Federal Fair Labor Standards Act. Borrowas hot violated any statutes, laws, ordinancesles @pplicable to it, violation of which
could have a Material Adverse Effect.

4.10 Environmental Condition. Except as discloseBarrower's prospectus dated November 21, 199%¢ ndBorrower's or any Subsidiar
properties or assets has ever been used by Bormvesry Subsidiary or, to the best of Borrower'swledge, by previous owners or
operators, in the disposal of, or to produce, stoaedle, treat, release, or transport, any hazardaste or hazardous substance other than in
accordance with applicable law; to the best of Beer's knowledge, none of Borrower's propertieassets has ever been designated or
identified in any manner pursuant to any environtalgprotection statute as a hazardous waste ordazs substance disposal site, or a
candidate for closure pursuant to any environmepntatection statute; no lien arising under any envinental protection statute has attached
to any revenues or to any real or personal propertyed by Borrower or any Subsidiary; and neitherr8wer nor any Subsidiary has
received a summons, citation, notice, or directieen the Environmental Protection Agency or anyeotfederal, state or other governmental
agency concerning any action or omission by Borraweany Subsidiary resulting in the releasingotirerwise disposing of hazardous waste
or hazardous substances into the environment.

4.11 Taxes. Borrower and each Subsidiary have fitethused to be filed all tax returns requiretigdiled, and have paid, or have made
adequate provision for the payment of, all taxéected therein.

4.12 Subsidiaries. Borrower does not own any stpaktnership interest or other equity securitiearof Person, except for Permitted
Investments.

4.13 Government Consents. Borrower and each Salpgidave obtained all consents, approvals and daétions of, made all declarations
filings with, and given all notices to, all goveramntal authorities that are necessary for the coatroperation of their respective business
currently conducted.

4.14 Full Disclosure. No representation, warramtgther statement made by Borrower in any certiéica written statement furnished to
Bank contains any untrue statement of a materidldaomits to state a material fact necessarydemto make the statements contained in
such certificates or statements not misleadinggfing recognized by Bank, except as provided ini@e&.12, that the projections and
forecasts provided by Borrower are not viewed atsfand that the actual results during the periquedods covered by any such projections
or forecasts may differ from the projected or fasted results).

5. AFFIRMATIVE COVENANTS

Borrower covenants and agrees that, until paynrefutli of all outstanding Obligations, and for gmyj as Bank may have any commitment to
make an Advance hereunder, Borrower shall do ahefollowing:

5.1 Good Standing. Borrower shall maintain its eadh of its Subsidiaries' corporate existence aod gtanding in its jurisdiction of
incorporation and maintain qualification in eachigdiction in which the failure to so qualify couhdve a Material Adverse Effect. Borrower
shall maintain, and shall cause each of its Sudnséli to maintain, to the extent consistent with
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prudent management of Borrower's business, in falldeeenses, approvals and agreements, the fosioh could have a Material Adverse
Effect.

5.2 Government Compliance. Borrower shall meet,sivadl cause each Subsidiary to meet, the minimumdifg requirements of ERISA w
respect to any employee benefit plans subject t&BERBorrower shall comply, and shall cause eachs&liary to comply, with all statutes,
laws, ordinances and government rules and regantmwhich it is subject, noncompliance with whiduld have a Material Adverse Effect.

5.3 Financial Statements, Reports, Certificatesrd@eer shall deliver to Bank: (a) as soon as abglabut in any event within forty-five (45)
days after the end of each fiscal quarter, a compagpared consolidated balance sheet and incatenstnt covering Borrower's
consolidated operations during such period, cedifiy a Responsible Officer; (b) as soon as aJail&loit in any event within ninety (90)
days after the end of Borrower's fiscal year, adltonsolidated financial statements of Borroweppred in accordance with GAAP,
consistently applied, together with an unqualifigdihion on such financial statements of an indepandertified public accounting firm
reasonably acceptable to Bank; (c) within five&ys upon becoming available, copies of all statgésp@eports and notices sent or made
available generally by Borrower to its securitydarks or to any holders of Subordinated Debt anceplbrts on Form 10-K and 10-Q filed
with the Securities and Exchange Commission; (dimmtly upon receipt of notice thereof, a reporany legal actions pending or threatened
against Borrower or any Subsidiary that could reisutlamages or costs to Borrower or any Subsiddéi@ne Hundred Thousand Dollars
($100,000) or more; and (e) such budgets, salgeqtians, operating plans or other financial infatan as Bank may reasonably request
from time to time.

Within twenty (20) days after the last day of eautnth in which the outstanding Advances underAlggeement exceed Three Million
Dollars ($3,000,000), Borrower shall deliver to RanBorrowing Base Certificate signed by a RespnegDfficer in substantially the form of
Exhibit B hereto, together with aged listings ofants receivable and accounts payable.

Borrower shall deliver to Bank with the quarteriyancial statements a Compliance Certificate sidned Responsible Officer in
substantially the form of Exhibit C hereto.

As a condition to Borrower's requesting any Advantat would cause the aggregate outstanding baffrmash Advances to exceed One
Million Dollars ($1,000,000), Bank shall have ahigo audit Borrower's Accounts at Borrower's exggen

Bank shall have a right from time to time hereafteaudit Borrower's Accounts at Borrower's expepsevided that such audits will be
conducted no more often than annually unless amttbfeDefault has occurred and is continuing.

5.4 Inventory; Returns. Borrower shall keep alldniory in good and marketable condition, free fldhmaterial defects. Returns and
allowances, if any, as between Borrower and iteastdebtors shall be on the same basis and irr@ereee with the usual customary
practices of Borrower, as they exist at the timéhefexecution and delivery of this Agreement. Baer shall promptly notify Bank of all
returns and recoveries and of all disputes andnslaivhere the return, recovery, dispute or claiwolves more than Two Hundred Thousand
Dollars ($200,000).

5.5 Taxes. Borrower shall make, and shall causle Sabsidiary to make, due and timely payment oodi¢pf all material federal, state, and
local taxes, assessments, or contributions reqoirédy law, and will execute and deliver to Baok demand, appropriate certificates
attesting to the payment or deposit thereof; andd®eer will make, and will cause each Subsidiarynake, timely payment or deposit of all
material tax payments and withholding taxes requafit by applicable laws, including, but not lted to, those laws concerning F.I.C.A.,
F.U.T.A., state disability, and local, state, aaddral income taxes, and will, upon request, flwrBiank with proof satisfactory
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to Bank indicating that Borrower or a Subsidiarg h@ade such payments or deposits; provided thab®er or a Subsidiary need not make
any payment if the amount or validity of such pawirie contested in good faith by appropriate prdoggs and is reserved against (to the
extent required by GAAP) by Borrower.

5.6 Insurance.

(a) Borrower, at its expense, shall keep its bissriesured against loss or damage by fire, thefiposion, sprinklers, and all other hazards
risks, and in such amounts, as ordinarily insuigalrest by other owners in similar businesses caeduia the locations where Borrower's
business is conducted on the date hereof. Borrehadt also maintain insurance relating to Borrosvewnership and use of its assets in
amounts and of a type that are customary to bus#sesimilar to Borrower's.

(b) All such policies of insurance shall be in sticim, with such companies, and in such amountsasonably satisfactory to Bank. All such
policies of property insurance shall contain a Etglloss payable endorsement, in a form satigfatboBank, showing Bank as an additional
loss payee thereof and all liability insurance gieb shall show the Bank as an additional insuaad,shall specify that the insurer must give
at least twenty (20) days notice to Bank beforeceling its policy for any reason. Upon Bank's resjuBorrower shall deliver to Bank
certified copies of such policies of insurance awidlence of the payments of all premiums thereféter the occurrence of an Event of
Default, all proceeds payable under any such paligll, at the option of Bank, be payable to Banke applied on account of the
Obligations.

5.7 Principal Depository. Borrower shall maintamprincipal depository and operating accounts \Beink.

5.8 Quick Ratio. Borrower shall maintain, as of &t day of each fiscal quarter, a ratio of QuAdsets to Current Liabilities (excluding non-
refundable customer deposits) of at least 1.7500.1

5.9 Debt-Net Worth Ratio. Borrower shall maintais,of the last day of each fiscal quarter, a ritibotal Liabilities (excluding non-
refundable customer deposits) less Subordinated t0éfangible Net Worth plus Subordinated Debt af more than 1.00 to 1.00.

5.10 Tangible Net Worth. Borrower shall maintais,cd the last day of each fiscal quarter, a Taeghgt Worth of not less than Twenty
Million Dollars ($20,000,000) plus, fifty perceri@@o) of net profit after taxes, plus seventy-fierqent (75%) of new equity proceeds
without a reduction for net losses.

5.11 Profitability. Borrower shall have a minimuretiprofit of One Million Five Hundred Thousand Dol ($1,500,000) at the end of each
fiscal year. Borrower shall not suffer two consaautjuarterly losses.

5.12 1995 Financial Year Audit. The audited cortsatfd financial statements of Borrower for thedigear ending December 31, 1995
delivered to Bank in accordance with Section 5./&teeshall not materially differ from those prephlyy Borrower and delivered to Bank
immediately prior to the Closing Date. In the evemth financial statements materially differ, Bavew and Bank shall execute such
documents, as Bank deems appropriate, to providé& Rih a first priority security interest in alf 8orrower's personal property. For
purposes of this Section 5.12, Bank shall deternmins sole discretion whether such financialestagnts differ in any material respect.
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5.13 Further Assurances. At any time and from tionéme Borrower shall execute and deliver sucthier instruments and take such further
action as may reasonably be requested by Banidotéfie purposes of this Agreement.

6. NEGATIVE COVENANTS

Borrower covenants and agrees that, without thar priitten consent of Bank, which may be withhelBiank's sole discretion, so long as
credit hereunder shall be available and until paynivefull of the outstanding Obligations or for kmg as Bank may have any commitmer
make any Advances, Borrower will not do any of fiblowing:

6.1 Dispositions. Convey, sell, lease, transfastberwise dispose of (collectively, a "Transfeoi) permit any of its Subsidiaries to Transfer,
all or any part of its business or property, otfian: (i) Transfers of Inventory in the ordinaryucee of business; (ii) Transfers of non-
exclusive licenses and similar arrangements fousieeof the property of Borrower or its Subsidigirier (iii) Transfer of worn-out or obsolete
Equipment, or Equipment financed by other vend(w};Transfers which constitute liquidation of Irstenents permitted under Section 6.7;
and

(v) other Transfers not otherwise permitted by 8estion 6.1 not exceeding One Hundred Thousanki3d$100,000) in the aggregate in
any fiscal year.

6.2 Change in Business. Engage in any busineggronit any of its Subsidiaries to engage in anyrass, other than the businesses currently
engaged in by Borrower and any business substgrgiadilar or related thereto (or incidental thejetor suffer a material change in
Borrower's ownership. Borrower will not, withouirtly (30) days prior written notification to Bankelocate its chief executive office.

6.3 Mergers or Acquisitions. Merge or consolidatepermit any of its Subsidiaries to merge or cdidate, with or into any other business
organization, or acquire, or permit any of its Sdiasies to acquire, all or substantially all oétbapital stock or property of another Person
where the aggregate consideration paid in anylfigea with respect to such mergers, consolidatesacquisitions exceeds Eight Million
Dollars ($8,000,000) or where the cash paymentsenradonnection with such mergers, consolidatiarscguisitions during the twelve
month period following the date of this Agreemexteed Five Million Dollars ($5,000,000); providdwht this Section 6.3 shall not apply to
(i) the purchase of inventory, equipment or inttlal property rights in any transaction valueteas than One Hundred Thousand Dollars
($100,000) in the ordinary course of businessiptréinsactions among Subsidiaries or among Borr@md its Subsidiaries in which
Borrower is the surviving entity.

6.4 Indebtedness. Create, incur, assume or ber@imdiable with respect to any Indebtedness, omgeany Subsidiary so to do, other than
Permitted Indebtedness.

6.5 Encumbrances. Create, incur, assume or soffexist any Lien with respect to any of its propedr assign or otherwise convey any right
to receive income, including the sale of any act®uveceivable, or permit any of its Subsidiariesosdo, except for Permitted Liens.

6.6 Distributions. Pay any dividends or make ameotistribution or payment on account of or inamegbtion, retirement or purchase of any
capital stock; provided, that (i) Borrower may @aeland make any dividend payment or other digighypayable in its equity securities, (ii)
Borrower may convert any of its convertible sedesiinto other securities pursuant to the termsugh convertible securities or otherwise in
exchange therefor, and (iii) Borrower may repurehsteck for so long as an Event of Default hasogotirred, and will not exist after giving

effect to such repurchase.

6.7 Investments. Directly or indirectly acquirecan, or make any Investment in or to any Persopeomit any of its Subsidiaries so to do,
other than Permitted Investments.
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6.8 Transactions with Affiliates. Directly or indictly enter into or permit to exist any materiansaction with any Affiliate of Borrower
except for transactions that are in the ordinanyrs® of Borrower's business, upon fair and readeriabms that are no less favorable to
Borrower than would be obtained in an arm's letigthsaction with a nonaffiliated Person exceptifansactions with a Subsidiary that are
upon fair and reasonable terms and transactionsgitiatimg Permitted Investments.

6.9 Subordinated Debt. Make any payment in resplemy Subordinated Debt, or permit any of its Sadibsies to make any such payment,
except in compliance with the terms of such Subigid Debt, or amend any provision contained indogumentation relating to the
Subordinated Debt without Bank's prior written camts

6.10 Compliance. Become an "investment companytrothed by an “investment company," within the miegrof the Investment Company
Act of 1940, or become principally engaged in, ndertake as one of its important activities, theitess of extending credit for the purpose
of purchasing or carrying margin stock, or usegiareeds of any Advance for such purpose. Failgstrthe minimum funding requirements
of ERISA, permit a Reportable Event or Prohibitedrisaction, as defined in ERISA, to occur, faittonply with the Federal Fair Labor
Standards Act or violate any law or regulation, ethviolation could have a Material Adverse Effertpermit any of its Subsidiaries to do
any of the foregoing.

7. EVENTS OF DEFAULT
Any one or more of the following events shall cim$¢ an Event of Default by Borrower under thisrégment:

7.1 Payment Default. If Borrower fails to pay thrénpipal of, or any interest on, any Advances whee and payable; or fails to pay any
portion of any other Obligations not constitutingks principal or interest, including without limiian Bank Expenses, within thirty (30) days
of receipt by Borrower of an invoice for such otlligations;

7.2 Covenant Default. If Borrower fails to perfoamy obligation under Sections 5.8, 5.9, 5.10, $113.12 or violates any of the covenants
contained in Article 6 of this Agreement, or faidlsneglects to perform, keep, or observe any otrederial term, provision, condition,
covenant, or agreement contained in this Agreeneany of the Loan Documents, or in any other @né®r future agreement between
Borrower and Bank and as to any default under stiodr term, provision, condition, covenant or agreet that can be cured, has failed to
cure such default within ten (10) days after Boroweceives notice thereof or any officer of Boreolwsecomes aware thereof; provided,
however, that if the default cannot by its natueechred within the ten (10) day period or canntaradiligent attempts by Borrower be cured
within such ten (10) day period, and such defaulikely to be cured within a reasonable time, tBenrower shall have an additional
reasonable period (which shall not in any caseeagktleirty (30) days) to attempt to cure such defauid within such reasonable time period
the failure to have cured such default shall nodéemed an Event of Default (provided that no Adesrwill be required to be made during
such cure period);

7.3 Material Adverse Change. If there occurs a natadverse change in Borrower's business or @ii@ucondition, or if there is a material
impairment of the prospect of repayment of anyiporof the Obligations;

7.4 Attachment. If any material portion of Borrovgesissets is attached, seized, subjected to amdistress warrant, or is levied upon, or
comes into the possession of any trustee, receivgerson acting in a similar capacity and suchchtnent, seizure, writ or distress warrar
levy has not been removed, discharged or rescinitbéh thirty

(30) days, or if Borrower is enjoined, restrainedin any way prevented by court order from coritiguo conduct all or any material part of
its business affairs, or if a judgment or othefmlaecomes a lien or encumbrance upon any
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material portion of Borrower's assets, or if a c@tf lien, levy, or assessment is filed of recwitth respect to any of Borrower's assets by the
United States Government, or any department, agemdgstrumentality thereof, or by any state, dgumunicipal, or governmental agency,
and the same is not paid within twenty (20) daysraBorrower receives notice thereof, provided tiate of the foregoing shall constitute an
Event of Default where such action or event isetiagr an adequate bond has been posted pendirggdaith contest by Borrower (provided
that no Advances will be required to be made dusinch cure period);

7.5 Insolvency. If Borrower becomes insolvent,far Insolvency Proceeding is commenced by Borrpaeif an Insolvency Proceeding is
commenced against Borrower and is not dismissathyed within thirty (30) days (provided that novadces will be made prior to the
dismissal of such Insolvency Proceeding);

7.6 Other Agreements. If there is a default in agseement to which Borrower is a party with a tipiedty or parties resulting in a right by
such third party or parties, whether or not exetjfo accelerate the maturity of any Indebtedimeas amount in excess of One Hundred
Thousand Dollars ($100,000) or that could have ekt Adverse Effect;

7.7 Subordinated Debt. If Borrower makes any payroaraccount of Subordinated Debt, except to thendxsuch payment is allowed under
any subordination agreement entered into with Bank;

7.8 Judgments. If a judgment or judgments for @npent of money in an amount, individually or i tggregate, of at least Five Hundred
Thousand Dollars ($500,000) shall be rendered ag8orrower and shall remain unsatisfied and urstdgr a period of ten (10) days
(provided that no Advances will be made prior te siatisfaction or stay of such judgment); or

7.9 Misrepresentations. If any material misrepréséan or material misstatement exists now or Héze&n any warranty or representation set
forth herein or in any certificate delivered to Rdsy any Responsible Officer pursuant to this Agreat or to induce Bank to enter into this
Agreement or any other Loan Document.

8. BANK'S RIGHTS AND REMEDIES

8.1 Rights and Remedies. Upon the occurrence aridgdilne continuance of an Event of Default, Bardgymat its election, without notice of
its election and without demand, do any one or nobtee following, all of which are authorized byBower:

(a) Declare all Obligations, whether evidencedhiy Agreement, by any of the other Loan Documentstherwise, immediately due and
payable (provided that upon the occurrence of amEsf Default described in Section 7.5 all Obligas shall become immediately due and
payable without any action by Bank);

(b) Cease advancing money or extending credit forathe benefit of Borrower under this Agreemenunder any other agreement between
Borrower and Bank; and

(c) Demand that Borrower (i) deposit cash with Bankn amount equal to the amount of any LetteiGreflit remaining undrawn, as
collateral security for the repayment of any futdrawings under such Letters of Credit, and Borrostrall forthwith deposit and pay such
amounts, and (ii) pay in advance all Letters ofd@riees scheduled to be paid or payable overgheming term of the Letters of Credit;

(d) Settle or adjust disputes and claims direciiy\&ccount debtors for amounts, upon terms andhiatever order that Bank reasonably
considers advisable;
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(e) Without notice to Borrower set off and appltiie Obligations any and all (i) balances and digpo$ Borrower held by Bank, or
(il) indebtedness at any time owing to or for thedit or the account of Borrower held by Bank.

8.2 Power of Attorney. Effective only upon the ogence and during the continuance of an Event d&ille Borrower hereby irrevocably
appoints Bank (and any of Bank's designated officer employees) as Borrower's true and lawfukagétp to: (a) send requests for
verification of Accounts or notify account debtafsBank's security interest in the Accounts;

(b) endorse Borrower's name on any checks or dtiners of payment or security that may come intolBsapossession; (c) sign Borrower's
name on any invoice or bill of lading relating toyaAccount, drafts against account debtors, sclesdahd assignments of Accounts,
verifications of Accounts, and notices to accouwstitdrs; (d) make, settle, and adjust all claimseuraehd decisions with respect to Borrower's
policies of insurance; and (e) settle and adjustuties and claims respecting the Accounts diredgtly account debtors, for amounts and u
terms which Bank determines to be reasonable. Ppeiatment of Bank as Borrower's attorney in facil each and every one of Bank's
rights and powers, being coupled with an inteliestrevocable until all of the Obligations haveshdully repaid and Bank's obligation to
provide Advances hereunder is terminated.

8.3 Bank Expenses. If Borrower fails to pay any amis or furnish any required proof of payment duthtrd persons or entities, as required
under the terms of this Agreement, then Bank magrdoor all of the following: (a) make payment o tsame or any part thereof; (b) set up
such reserves under the Revolving Facility as Bleems necessary to protect Bank from the exposeatet by such failure; or (c) obtain
and maintain insurance policies of the type disedss Section 5.6 of this Agreement, and take aripia with respect to such policies as
Bank deems prudent. Any amounts so paid or degbbitdBank shall constitute Bank Expenses, shailfveediately due and payable, and
shall bear interest at the then applicable rateihabove provided. Any payments made by Bank stwtltonstitute an agreement by Bank to
make similar payments in the future or a waiveBlyk of any Event of Default under this Agreement.

8.4 Remedies Cumulative. Bank's rights and remadidsr this Agreement, the Loan Documents, andth#r agreements shall be
cumulative. Bank shall have all other rights antdedies not inconsistent herewith as provided uagepticable law. No exercise by Bank of
one right or remedy shall be deemed an electicth nanwaiver by Bank of any Event of Default on Bover's part shall be deemed a
continuing waiver. No delay by Bank shall consgtatwaiver, election, or acquiescence by it. Noserby Bank shall be effective unless
made in a written document signed on behalf of Bamk then shall be effective only in the specifistance and for the specific purpose for
which it was given.

8.5 Demand; Protest. Borrower waives demand, pratesice of protest, notice of default or dishgnustice of payment and nonpayment,
notice of any default, nonpayment at maturity, asks compromise, settlement, extension, or renefasdcounts, documents, instruments,
chattel paper, and guarantees at any time heldamk Bn which Borrower may in any way be liable.

9. NOTICES

Unless otherwise provided in this Agreement, atlaes or demands by any party relating to this Agrent or any other agreement entered
into in connection herewith shall be in writing af@ccept for financial statements and other infdromal documents which may be sent by
first-class mail, postage prepaid) shall be perpdalivered or sent by a recognized overnightwael/ service, certified mail, postage
prepaid, return receipt requested, or by telefaitsita Borrower or to Bank, as the case may bésatddresses set forth below:
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If to Borrower: Intevac, Inc.

3550 Basset Street

Santa Clara, CA 95054

Attn: Chief Financial Officer FAX: (408) 727-5739

If to Bank:  Silicon Valley Bank
3003 Tasman Drive
Santa Clara, CA 95054
Attn: Mike Field
FAX: (408) 748-9478

The parties hereto may change the address at wigghare to receive notices hereunder, by notieeriting in the foregoing manner given to
the other.

10. CHOICE OF LAW AND VENUE; JURY TRIAL WAIVER

This Agreement shall be governed by, and constiruedcordance with, the internal laws of the Stdt€alifornia, without regard to

principles of conflicts of law. Each of BorrowerdaBank hereby submits to the exclusive jurisdictibthe state and Federal courts located in
the County of Santa Clara, State of California. B-ORVER AND BANK EACH HEREBY WAIVE

THEIR RESPECTIVE RIGHTS TO A JURY TRIAL OF ANY CLM OR CAUSE OF ACTION BASED UPON OR ARISING OUT OF
ANY OF THE LOAN DOCUMENTS OR ANY OF THE TRANSACTION CONTEMPLATED THEREIN, INCLUDING CONTRACT
CLAIMS, TORT CLAIMS, BREACH OF DUTY CLAIMS, AND ALLOTHER COMMON LAW OR STATUTORY CLAIMS. EACH

PARTY RECOGNIZES AND AGREES THAT THE FOREGOING WABR CONSTITUTES A MATERIAL INDUCEMENT FOR IT TO
ENTER INTO THIS AGREEMENT. EACH PARTY REPRESENTS ANNVARRANTS THAT IT HAS REVIEWED THIS WAIVER

WITH ITS LEGAL COUNSEL AND THAT IT KNOWINGLY AND VOLUNTARILY WAIVES ITS JURY TRIAL RIGHTS FOLLOWING
CONSULTATION WITH LEGAL COUNSEL.

11. GENERAL PROVISIONS
11.1 Successors and Assigns.

(a) This Agreement shall bind and inure to the fienéthe respective successors and permitteadjassif each of the parties; provided,
however, that neither this Agreement nor any rigfeiseunder may be assigned by Borrower without Bamkor written consent, which
consent may be granted or withheld in Bank's sisleretion. Bank shall have the right without th@sent of or notice to Borrower to sell,
transfer, negotiate, or grant participations inoalany part of, or any interest in Bank's obligas, rights and benefits hereunder, subject to the
provisions of this Section 11.1.

(b) Bank may sell, negotiate or grant participagiom other financial institutions in all or parttbe obligations of the Borrower outstanding
under the Loan Documents, without notice to orapproval of Borrower; provided that any such saégotiation or participation shall be in
compliance with the applicable federal and stateisées laws and the other requirements of thigtiSe 11.1. Notwithstanding the sale,
negotiation or grant of participations, Bank shathain solely responsible for the performancebliligations under this Agreement, and
Borrower shall continue to deal solely and diregtith Bank in connection with this Agreement and tither Loan Documents.

(c) The grant of a participation interest shalldpesuch terms as Bank determines are appropriaeided only that (1) the holder of such a
participation interest shall not have any of tlghts of Bank under this Agreement except, if theigipation agreement so
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provides, rights to demand the payment of costh@type described in

Section 2.6, provided that the aggregate amounthiesBorrower shall be required to pay under $ec#.6 with respect to any ratable share
of the Committed Line or any Advance (including amts paid to participants) shall not exceed thewarhthat Borrower would have had to
pay if no participation agreements had been entatedand (2) the consent of the holder of sugladicipation interest shall not be required
for amendments or waivers of provisions of the LAgneement other than those which (i) increasetheunt of the Committed Line, (ii)
extend the term of this Agreement, (iii) decredmerate of interest or the amount of any fee or@hgr amount payable to Bank under this
Agreement, (iv) reduce the principal amount payaioider this Agreement, or (v) extend the date fifcedhe payment of principal or interest
or any other amount payable under this Agreement.

(d) Bank may assign, from time to time, all or goytion of the Committed Line to an Affiliate of Blaor to The Federal Reserve Bank or,
subject to the prior written approval of Borroweshich approval will not be unreasonably withheld)any other financial institution;
provided, that (i) the amount of the Committed Lieng assigned pursuant to each such assignmalhirsho event be less than $400,000
and shall be an integral multiple of $200,000 aidHe parties to each such assignment shall éreznd deliver to Borrower an assignment
agreement in a form reasonably acceptable to émim such execution and delivery, from and afterdfiective date specified in such
assignment agreement (x) the assignee thereunalébstea party hereto and, to the extent that sigintd obligations hereunder have been
assigned to it pursuant to such assignment agreaghwsre the rights and obligations of a Bank hedenmand (y) Bank shall, to the extent that
rights and obligations hereunder have been assignédursuant to such assignment agreementqubh its rights and be released from its
obligations under this Agreement (other than purst@this Section 11.1(d)), and, in the case ahssignment agreement covering all or the
remaining portion of Bank's rights and obligatiamsler this Agreement, Bank shall cease to be & pareto. In the event of an assignment
hereunder, the parties agree to amend this Agreaiméine extent necessary to reflect the mechanltahges which are necessary to
document such assignment. Each party shall beawitsexpenses (including without limitation attoys’efees and costs) with respect to such
an amendment.

11.2 Indemnification. Borrower shall defend, indéiyiand hold harmless Bank and its officers, empkg, and agents against: (a) all
obligations, demands, claims, and liabilities claghor asserted by any other party in connectioh thie transactions contemplated by this
Agreement; and

(b) all losses or Bank Expenses in any way suffarexirred, or paid by Bank as a result of or ig &y arising out of, following, or
consequential to transactions between Bank ancoBemrwhether under this Agreement, or otherwisel(foting without limitation reasonak
attorneys fees and expenses), except for lossesddny Bank's gross negligence or willful miscoriduc

11.3 Time of Essence. Time is of the essence ®pé#rformance of all obligations set forth in tAgreement.

11.4 Severability of Provisions. Each provisiorttaé Agreement shall be severable from every gbhevision of this Agreement for the
purpose of determining the legal enforceabilityan§ specific provision.

11.5 Amendments in Writing, Integration. This Agreent cannot be amended or terminated orally. Alirpagreements, understandings,
representations, warranties, and negotiations legtwhee parties hereto with respect to the subjattamof this Agreement, if any, are merged
into this Agreement and the Loan Documents.

11.6 Counterparts. This Agreement may be execatady number of counterparts and by different partin separate counterparts, each of
which, when executed and delivered, shall be dedmbd an original, and all of which, when takegether, shall constitute but one and the
same Agreement.
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11.7 Survival. All covenants, representations aadanties made in this Agreement shall continuliforce and effect so long as any
Obligations (excluding Obligations under Sectiod 2nd 11.2 to the extent they remain inchoateeatithe the outstanding payment
Obligations are paid in full) remain outstandinfpeTobligations of Borrower to indemnify Bank witlsspect to the expenses, damages, losse:s
costs and liabilities described in

Section 11.2 shall survive until all applicabletsta of limitations periods with respect to actidhat may be brought against Bank have run.

11.8 Confidentiality. In handling any confidentiaformation Bank shall exercise the same degremad that it exercises with respect to its
own proprietary information of the same types toman the confidentiality of any non-public infoation thereby received or received
pursuant to this Agreement except that disclostisrich information may be made (i) to the subsidgor affiliates of Bank in connection
with their present or prospective business relatiwith Borrower, (ii) to prospective transfereegarchasers of any interest in the Loans,
provided that they have entered into a comparaitéidentiality agreement in favor of Borrower aralvk delivered a copy to Borrower, (iii)
as required by law, regulations, rule or orderps@mna, judicial order or similar order (iv) as ntsyrequired in connection with the
examination, audit or similar investigation of Baarkd (v) as Bank may deem appropriate in the esei its remedies under this Agreem
Confidential information hereunder shall not inaudformation that either: (a) is in the public da@mor in the knowledge or possession of
Bank when disclosed to Bank, or becomes part optli#ic domain after disclosure to Bank throughfandt of Bank; or (b) is disclosed to
Bank by a third party, provided Bank does not hasteial knowledge that such third party is prohibft®m disclosing such information.
Notwithstanding any provision of this Agreementtie contrary, neither Borrower nor any of its Sdlzsies will be required to disclos
permit the inspection, examination, copying or mgkextracts of, or discussions of: any documeffdyination or other matter (i) prior to the
occurrence of an Event of Default that constitutes-financial trade secrets or non-financial pregany information (provided that the terms
of agreements that generate Accounts shall noebmdd to be "non-financial trade secrets or noanfifal proprietary information"), or (ii)
in respect to which disclosure to Bank (or desigdatpresentative) is then prohibited by (a) lam(bd an agreement binding upon Borrower
or any Subsidiary that was not entered into by @wser or such Subsidiary for the primary purposeafcealing information from Bank.

IN WITNESS WHEREOF, the parties hereto have catisisdAgreement to be executed as of the datediveve written.

INTEVAC, INC.

By: CBE
Title: CFO

SILICON VALLEY BANK

By: T. VERTIS
Title: V.P.
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EXHIBIT A
LOAN PAYMENT/ADVANCE TELEPHONE REQUEST FORM
DEADLINE FOR SAME DAY PROCESSING IS 3:00 P.M., P.ST.

TO: CENTRAL CLIENT SERVICE DIVISION DATE:

FAX#: (408) 496-2426 TIME:

FROM:

CLIENT NAME (BORROWER)

REQUESTED BY:

AUTHORIZED SIGNER'S NAME

AUTHORIZED SIGNATURE:

PHONE NUMBER:

FROM ACCOUNT # TO ACCOUNT #

REQUESTED TRANSACTION TYPE REQUES T DOLLAR AMOUNT
PRINCIPAL INCREASE (ADVANCE) $

PRINCIPAL PAYMENT (ONLY) $

INTEREST PAYMENT (ONLY) $

PRINCIPAL AND INTEREST (PAYMENT)  §

OTHER INSTRUCTIONS:

All representations and warranties of Borrowerestah the Loan Agreement are true, correct and éstein all material respects as of the
date of the telephone request for and Advance oafl by this Loan Payment/Advance Form; providedyéver, that those representations
and warranties expressly referring to another da#dl be true, correct and complete in all mategapects as of such date.

BANK USE ONLY
TELEPHONE REQUEST:

The following person is authorized to request tanlpayment transfer/loan advance on the advarsigrdged account and is known to me.

Authorized Requester Phone #

Received By (Bank) Phone #

Authorized Signature (Bank)
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EXHIBIT B
BORROWING BASE CERTIFICATE
(Applicable When Borrowing Exceeds $3,000,000)

Borrower: Intevac, Inc. Lender: Silicon Valley Bank

Commitment Amount: $10,000,000

ACCOUNTS RECEIVABLE
1. Accounts Receivable Book Value as of __
2. Additions (please explain on reverse)
3. TOTAL ACCOUNTS RECEIVABLE

A &#H BH

ACCOUNTS RECEIVABLE DEDUCTIONS (without duplication
4. Amounts over 90 days due (Distributors ove r60) $
5. Balance of 50% over 90 day accounts
6. Concentration Limits
7. Foreign Accounts
8. Governmental Accounts
9. Contra Accounts
10. Promotion or Demo Accounts
11. Intercompany/Employee Accounts
12. Other (please explain on reverse)

13. TOTAL ACCOUNTS RECEIVABLE DEDUCTIONS
14. Eligible Accounts (#3 minus #13) $
15. LOAN VALUE OF ACCOUNTS (80% of #14) $

A hH PO P B P B H P

BALANCES
16. Maximum Loan Amount $10,000,000
17. Total Funds Available (Lesser of #16 or #1 5) $
18. Present balance owing on Line of Credit $
19. Outstanding under Sublimits
(Letters of Credit and Foreign Exchange Co ntracts $
20. RESERVE POSITION (#17 minus #18 minus #19) $

The undersigned represents and warrants that tegdimg is true, complete and correct, and thatrtfeemation reflected in this Borrowing

Base Certificate complies with the representatams warranties set forth in the Loan and Securgyegment between the undersigned and
Silicon Valley Bank.

COMMENTS:

BANK USE ONLY
Rec'd By:
Auth. Signer
Date:

Verified:
Auth. Signer
By:
Authorized Signer Date:
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EXHIBIT C

COMPLIANCE CERTIFICATE

TO: SILICON VALLEY BANK
FROM: INTEVAC, INC.
The undersigned authorized officer of Intev ac, Inc. hereby certifies

that in accordance with the terms and conditionthef_oan Agreement between Borrower and Bank"@&geeement"), (i) Borrower is in
complete compliance for the period ending with all required covenants except as noted belod (ii) all representations and
warranties of Borrower stated in the Agreementiare and correct in all material respects as ofifdite hereof. Attached herewith are the
required documents supporting the above certificafihe Officer further certifies that these aregared in accordance with Generally
Accepted Accounting Principles (GAAP) and are cstasitly applied from one period to the next ex@péxplained in an accompanying
letter or footnotes.

PLEASE INDICATE COMPLIANCE STATUS BY CIRCLING YES/N O UNDER "COMPLIES" COLUMN.

REPORTING COVENANT REQUIRED COMPLIES
Quarterly financial statements Quarterly w ithin 45 days Yes No
Annual (CPA Audited) FYE within 90 days Yes No
A/R & A/P agings Monthly wit hin 20 days* Yes No
A/R Audit Annual Yes No
FINANCIAL COVENANT REQUIRED ACTUAL COMPLIES
Maintain on a Quarterly Basis:

Minimum Quick Ratio** 1.75:1.0 _ o0 Yes No

Minimum Tangible Net Worth*** $20,000,000 wx - $ Yes No

Maximum Debt**/Tangible Net Worth*** 1.0:1.0 Y 0] Yes No
Profitability: Quarterly ko $ Yes No

Yearly $1,500,000 $ Yes No

* when outstanding obligations exceed $3,000,00@x¢luding deferred revenues from customer advati&dor calculation purposes,
investments in 601 California Avenue and Cathodehfielogy considered intangible. **** plus 50% of WP plus 75% of new equity
without deducting for net losses ***** Borrower dhaot suffer two consecutive quarterly losses.

COMMENTS REGARDING EXCEPTIONS: See Attached.

Sincerely, BANK USE ONLY
Received by :
SIGNATURE AUTHORIZED SIGNER
Date:
TITLE
Verified: _
A UTHORIZED SIGNER
DATE
Date:

Compliance Status: Yes No
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LIBOR SUPPLEMENT TO AGREEMENT

This LIBOR Supplement to Agreement (the "Supplerfjaata supplement to the Loan Agreement (the "A&grent") dated as of March 14,
1996, between Silicon Valley Bank ("Bank") and krae, Inc. ("Borrower"), and forms a part of andnisorporated into the Agreement.
Except as otherwise defined in this Supplementita@i@ged terms shall have the meanings assign#ukigreement.

1. Definitions.

"Business Day" means a day of the year (a) thadis Saturday, Sunday or other day on which bantse State of California or the City of
London are authorized or required to close anabyhich dealings are carried on in the interbaakk®at in which Bank customarily
participates.

"Interest Period" means for each LIBOR Rate Advaageeriod of approximately one, two or three merath the Borrower may elect,
provided that the last day of an Interest PeriochfbIBOR Rate Advance shall be determined in agaoce with the practices of the LIBOR
interbank market as from time to time in effech\pded, further, in all cases such period shalliexpot later than the applicable Maturity
Date.

"Interest Rate" shall mean as to: (a) Prime Rateafides, a rate equal to the Prime Rate; and (bpRBRate Advances, a rate of Two and
One Half Percent (2 1/2%) per annum in excesseftBOR Rate (based on the LIBOR Rate applicahbidle Interest Period selected by
Borrower).

"LIBOR Base Rate" means, for any Interest PeriachfalBOR Rate Advance, the rate of interest pewam determined by Bank to be the
annum rate of interest at which deposits in Un@tates Dollars are offered to Bank in the Londdarlmank market in which Bank
customarily participates at 11:00

A.M. (local time in such interbank market) two @)siness Days before the first day of such IntdPestod for a period approximately equal
to such Interest Period and in an amount approxiyaiual to the amount of such Advance.

"LIBOR Rate" shall mean, for any Interest Perioddd_IBOR Rate Advance, a rate per annum (roungbeeands, if necessary, to the nearest
1/16 of 1%) equal to (i) the LIBOR Base Rate foctsinterest Period divided by
(i) 1 minus the Reserve Requirement for such ggePeriod.

"LIBOR Rate Advances" means any Advances madeportion thereof on which interest is payable basethe LIBOR Rate in accordance
with the terms hereof.

"Prime Rate Advances" means any Advances madeortion thereof on which interest is payable basethe Prime Rate in accordance
with the terms hereof.

"Regulatory Change" means, with respect to Bank,cuange on or after the date of this Agreemehtriited States federal, state or foreign
laws or regulations, including Regulation D, or #toption or making on or after such date of atgrpretations, directives or requests
applying to a class of lenders including Bank ofinder any United States federal or state, or arsign, laws or regulations (whether or not
having the force of law) by any court or governnaéiot monetary authority charged with the interatien or administration thereof.

"Reserve Requirement" means, for any Interest Betlie average maximum rate at which reservesugimg) any marginal, supplemental or
emergency reserves) are required to be maintainedgdsuch Interest Period under Regulation D ajdBurocurrency liabilities" (as such
term is used in Regulation D) by member banks effederal Reserve System. Without limiting thecféd the
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foregoing, the Reserve Requirement shall reflegtather reserves required to be maintained by Bgnleason of any Regulatory Change
against (i) any category of liabilities which indles deposits by reference to which the LIBOR Rate be determined as provided in the
definition of "LIBOR Base Rate" or

(i) any category of extensions of credit or othssets which include Advances.

2. Requests for Advances; Confirmation of Initiavances. Each LIBOR Rate Advance shall be made timinrevocable written request of
Borrower received by Bank not later than 11:00 §®anta Clara, California time) on the Business fhage (3) Business Days prior to the
date such Advance is to be made. Each such ndtadbespecify the date such Advance is to be madégiwday shall be a Business Day; the
amount of such Advance, the Interest Period foh Advance, and comply with such other requiremastBank determines are reasonable or
desirable in connection therewith.

Each written request for a LIBOR Rate Advance sbelin the form of a LIBOR Rate Advance Form aseeh on Exhibit A, which shall be
duly executed by a Responsible Officer.

3. Conversion/Continuation of Advances.

(a) Borrower may from time to time submit in wrigia request that Prime Rate Advances be convertelBOR Rate Advances or that any
existing LIBOR Rate Advances continue for an addil Interest Period. Such request shall specéyathount of the Prime Rate Advances
which will constitute LIBOR Rate Advances (subjaxthe limits set forth below) and the Interesti®@&ito be applicable to such LIBOR Rate
Advances. Each written request for a conversica itBOR Rate Advance or a continuation of a LIBOR&Advance shall be substantially
in the form of a LIBOR Rate Conversion/Continuatfoertificate as set forth on Exhibit B, which sHadl duly executed by a Responsible
Officer. Subject to the terms and conditions cargdiherein, three (3) Business Days after Bank&ipeof such a request from Borrower,
such Prime Rate Advances shall be converted to RBate Advances or such LIBOR Rate Advances shatirtue, as the case may be
provided that:

(i) no Event of Default or event which with notioepassage of time or both would constitute an EséDefault exists;
(i) no party hereto shall have sent any noticeeahination of this Supplement or of the Agreement.

(iii) Borrower shall have complied with such custamy procedures as Bank has established from tirtimeofor Borrower's requests for
LIBOR Rate Advances;

(iv) the amount of a LIBOR Rate Advance shall b8@&B00 or such greater amount which is an intagrdtiple of $50,000; and

(v) Bank shall have determined that the InteresibBleor LIBOR Rate is available to Bank which canreadily determined as of the date of
the request for such LIBOR Rate Advance.

Any request by Borrower to convert Prime Rate Adeamto LIBOR Rate Advances or continue any exidtilBOR Rate Advances shall be
irrevocable. Notwithstanding anything to the contreontained herein, Bank shall not be requirepguchase United States Dollar deposits in
the London interbank market or other applicable @BRate market to fund any LIBOR Rate Advancestheiprovisions hereof shall be
deemed to apply as if Bank had purchased such igpo$und the LIBOR Rate Advance



(b) Any LIBOR Rate Advances shall automatically eert to Prime Rate Advances upon the last dayegtplicable Interest Period, unless
Bank has received and approved a complete and pregeest to continue such LIBOR Rate Advanceadtléhree (3) Business Days prior to
such last day in accordance with the terms hefgof.LIBOR Rate Advances shall, at Bank's optiom\art to Prime Rate Advances in the
event that (i) an Event of Default, or event whidgth the notice or passage of time or both wouldstitute an Event of Default, shall exist,
(i) this Supplement or the Agreement shall terrténar (iii) the aggregate principal amount of Bréme Rate Advances which have
previously been converted to LIBOR Rate Advancesh® aggregate principal amount of existing LIBRRe Advances continued, as the
case may be, at the beginning of an Interest Pefial at any time during such Interest Period edsghe Committed Line. Borrower agrees
to pay to Bank, upon demand by Bank (or Bank maits aption, charge Borrower's deposit accouny) @amounts required to compensate
Bank for any loss (including loss of anticipatedffis), cost or expense incurred by such persoan,rasult of the conversion of LIBOR Rate
Advances to Prime Rate Advances pursuant to atiyedforegoing.

(c) On all Advances, Interest shall be payable byr@ver to Bank monthly in arrears not later thiae thirteenth day of each calendar month
at the applicable Interest Rate.

4. Additional Requirements/Provisions Regarding @B Rate Advances; Etc.

(a) If for any reason (including voluntary or matats prepayment or acceleration), Bank receivesrgiart of the principal amount of a
LIBOR Rate Advance prior to the last day of theetest Period for such Advance, Borrower shall imiatedy notify Borrower's account
officer at Bank and, on demand by Bank, pay Baekatmount (if any) by which (i) the additional ireet which would have been payable on
the amount so received had it not been receiveatithatlast day of such Interest Period exceedldh@ interest which would have been
recoverable by Bank by placing the amount so receon deposit in the certificate of deposit marketthe offshore currency interbank
markets or United States Treasury investment pitsgdas the case may be, for a period starting @alalbe on which it was so received and
ending on the last day of such Interest Periotiairiterest rate determined by Bank in its reasendibcretion. Bank's determination as to
such amount shall be conclusive absent manifest.err

(b) Borrower shall pay to Bank, upon demand by Bérdm time to time such amounts as Bank may deterio be necessary to compensate
it for any costs incurred by Bank that Bank detemsiare attributable to its making or maintainifigroy amount receivable by Bank
hereunder in respect of any Advances relating th€geich increases in costs and reductions in atasaoeivable being herein called
"Additional Costs"), in each case resulting frony &egulatory Change which:

(i) changes the basis of taxation of any amounyalpia to Bank under this Supplement in respechgffdvances (other than changes which
affect taxes measured by or imposed on the oveealihcome of Bank by the jurisdiction in which Bugank has its principal office); or

(if) imposes or modifies any reserve, special demossimilar requirements relating to any extensiof credit or other assets of, or any
deposits with or other liabilities of Bank (includj any Advances or any deposits referred to irdéfmition of "LIBOR Base Rate"); or

(iii) imposes any other condition affecting thispplement (or any of such extensions of creditailities).

Bank will notify Borrower of any event occurringtaf the date of the Agreement which will entitlenBdo compensation pursuant to this
section as promptly as practicable after it obt&mswledge



thereof and determines to request such compens8#ork will furnish Borrower with a statement sedtiforth the basis and amount of each
request by Bank for compensation under this Seetiddeterminations and allocations by Bank for jmsgs of this Section 4 of the effect of
any Regulatory Change on its costs of maintainisglhligations to make Advances or of making orntaning Advances or on amounts
receivable by it in respect of Advances, and ofatiditional amounts required to compensate Bam&spect of any Additional Costs, shall be
conclusive absent manifest error.

(c) Borrower shall pay Bank, upon the request aflBauch amount or amounts as shall be sufficiarthé sole good faith opinion of such
Bank) to compensate it for any loss, costs or expémcurred by it as a result of any failure by arer to borrow a LIBOR Rate Advance on
the date for such borrowing specified in the refgvetice of borrowing hereunder.

(d) If Bank shall determine that the adoption oplementation of any applicable law, rule, regulativ treaty regarding capital adequacy, or
any change therein, or any change in the interfjoetar administration thereof by any governmeatathority, central bank or comparable
agency charged with the interpretation or admiatiin thereof, or compliance by Bank (or its apghie lending office) with any respect or
directive regarding capital adequacy (whether drhawing the force of law) of any such authoritgntral bank or comparable agency, has or
would have the effect of reducing the rate of retn capital of Bank or any person or entity calfitrg Bank (a "Parent") as a consequenc
its obligations hereunder to a level below thatahtBank (or its Parent) could have achieved bustmh adoption, change or compliance
(taking into consideration its policies with respeccapital adequacy) by an amount deemed by Bablk material, then from time to time,
within 15 days after demand by Bank, Borrower spajl Bank such additional amount or amounts asoeitipensate Bank for such
reduction. A statement of Bank claiming compensatinder this Section and setting forth the add@i@mount or amounts to be paid to it
hereunder shall be conclusive absent manifest.error

(e) If at any time Bank, in its sole and absolusetion, determines that: (i) the amount of thB@QR Rate Advances for periods equal to the
corresponding Interest Periods are not availabkatuk in the offshore currency interbank marketgjipthe LIBOR Rate does not accurately
reflect the cost to Bank of lending the LIBOR RAtivance, then Bank shall promptly give notice tioéte Borrower, and upon the giving of
such notice Bank's obligation to make the LIBOReR&tivances shall terminate, unless Bank and theoBer agree in writing to a different
interest rate Advances shall terminate, unless Bawkthe Borrower agree in writing to a differarterest rate applicable to LIBOR Rate
Advances. If it shall become unlawful for Bank tmtinue to fund or maintain any Advances, or tdqren its obligations hereunder, upon
demand by Bank, Borrower shall prepay the Advairtésll with accrued interest thereon and all otherounts payable by Borrower
hereunder (including, without limitation, any amépayable in connection with such prepayment purstaSection 4(a)).
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IN WITNESS WHEREOF, the undersigned have execuisdliiBOR Supplement to Agreement as of the fietedabove written.

INTEVAC, INC.



EXHIBIT A
LIBOR RATE ADVANCE FORM
The undersigned hereby certifies as follows:

I, , am the duly elected andgcti of Intevac, Inc. ("Borrower").

This certificate is delivered pursuant to Secticof 2hat certain LIBOR Supplement to Agreement tbgewith the Loan Agreement by and
between Borrower and Silicon Valley Bank ("Bankhd "Agreement"). The terms used in this Borrow@ggtificate which are defined in the
Agreement have the same meaning herein as asc¢alibedm therein.

Borrower hereby requests on 19 , alLIBOR Rate Advance (the "Advance") as feio
(a) The date on which the Advance is to be made is ,19
(b) The amount of the Advance is to be (63 ), for an Interest Period arfiim(s).

All representations and warranties of Borrowerestah the Agreement are true, correct and compiesti material respects as of the date of
this request for a loan; provided, however, thaséhrepresentations and warranties expressly irefdo another date shall be true, correct
complete in all material respects as of such date.

IN WITNESS WHEREOF, this LIBOR Rate Advance Forneiecuted by the undersigned as of this day of
,19
INTEVAC, INC.
By:
Title:

For Internal Bank Use Only

LIBOR Pricing Date LIBOR Rate LIBOR Rate Va riance  Maturity Date

%




EXHIBIT B
LIBOR RATE CONVERSION/CONTINUATION CERTIFICATE
The undersigned hereby certifies as follows:
I, , am the duly elected and acting _ of Intevac, Inc. ("Borrower").

This certificate is delivered pursuant to Sectioof 2hat certain LIBOR Supplement to Agreement tbgewith the Loan Agreement by and
between Borrower and Silicon Valley Bank ("Bankhg "Agreement"). The terms used in this LIBOR Rataversion/Continuation
Certificate which are defined in the Agreement hdneesame meaning herein as ascribed to them therei

Borrower hereby requests on , 19 ®RIRate Advance (the "Advance") as follows:
@ (i) A rate conversion of an existing PriRate Advance

from a Prime Rate Advance to a LIBOR Ra te Advance; or

(i) A continuation of an existing LIBOR Rat e Advance as

a LIBOR Rate Advance;

[Check (i) or (ii) above]

(b) The date on which the Advance is to be made is ,19

(c) The amount of the Advance is to be ($ ), for an Interest Period of ontim(s).

All representations and warranties of Borrowerestah the Agreement are true, correct and compiesti material respects as of the date of
this request for a loan; provided, however, thaséhrepresentations and warranties expressly irejarr another date shall be true, correct
complete in all material respects as of such date.

IN WITNESS WHEREOF, this LIBOR Rate Conversion/Goaoation Certificate is executed by the undersigagdf this day of
.19
INTEVAC, INC.
By:
Title:

For Internal Bank Use Only

LIBOR Pricing Date LIBOR Rate LIBOR Rate Variance M aturity Date
%




21.

INTEVAC, INC. EXHIBIT 11.1

COMPUTATION OF NET INCOME PER SHARE
(In thousands, except per share amounts)

(Unaudited)
Three months ended
Mar. 30, Apr. 1,
1996 1995
Shares used in Calculation of Net Income Per Share:
Average Common Shares outstanding................ 12,249 690
Net effect of dilutive stock options............. 382 129
Shares related to SAB Nos. 55, 64 and 83:
StOCK OPLIONS...viveeiiiiiieiiiieeeeeeeee s 217
Ordinary Shares issued........ccccoceeeeeveeee e 579
Series A convertible preferred shares as-if-conv erted................ - 8, 680
12,631 10, 295
Income from continuing operations..................~ L $ 1,897 $ 467
NELINCOME. ..o e $ 1,897 $ 1, 802
Income per share from continuing operations........ . L $ 0.15 $ O .05
Netincome pershare......cccccocvevvvveevceeeeees e, $ 0.15 $ 0 .18




ARTICLE 5

THIS SCEDULE CONTAINS SUMMARY FINANCIAL INFORMATIONEXTRACTED FROM THE CONDENSED CONSOLIDATED
BALANCE SHEET AT MARCH 30, 1996 (UNAUDITED) AND THEEONDENSED CONSOLIDATED STATEMENT OF INCOME
(UNAUDITED) FOR THE THREE MONTHS ENDED MARCH 30, 88 AND IS QUALIFIED IN ITS ENTIRETY BY REFERENCE TO
SUCH FINANCIAL STATEMENTS.

MULTIPLIER: 1000

PERIOD TYPE 3 MOS
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END MAR 30 199¢
CASH 1411¢
SECURITIES 2571
RECEIVABLES 1031:
ALLOWANCES 56(C
INVENTORY 1830¢
CURRENT ASSET¢ 48501
PP&E 664¢
DEPRECIATION 2011
TOTAL ASSETS 5860¢
CURRENT LIABILITIES 2865¢
BONDS 73C
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 1530¢
OTHER SE 1391:
TOTAL LIABILITY AND EQUITY 5860¢
SALES 1512¢
TOTAL REVENUES 1512¢
CGS 920:
TOTAL COSTS 920:
OTHER EXPENSE! 315¢
LOSS PROVISION 111
INTEREST EXPENSE 26
INCOME PRETAX 291¢
INCOME TAX 1021
INCOME CONTINUING 189
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 1897
EPS PRIMARY 0.1t
EPS DILUTED 0.1t
End of Filing
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