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Iltem 1.

PART I. FINANCIAL INFORMATION

Financial Statements

INTEVAC, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands)

ASSETS

Current assett

Cash and cash equivalel

Short term investmen

Trade and other accounts receivable, net of allogswof $24 and
$22 at June 26, 2004 and December 31, :

Inventories

Prepaid expenses and other current a:

Total current asse

Property, plant and equipment, |

Long term investment

Investment in 601 California Avenue LL
Other long term asse

Total asset

LIABILITIES AND SHAREHOLDERS

Current liabilities:

Convertible note

Accounts payabl

Accrued payroll and related liabiliti¢
Other accrued liabilitie

Customer advance

Total current liabilities

Shareholder equity:

Common stock, no par val
Accumulated other comprehensive inca
Accumulated defici

Total shareholde’ equity

Total liabilities and sharehold¢ equity

See accompanying notes.

2

June 26, December 31
2004 2003
(Unaudited)
$ 21,88( $ 19,507
15,63: —
15,597 14,01¢
38,901 13,10¢
737 1,11¢
92,75! 47,77¢
5,84¢ 5,79¢
12,18 —
2,431 2,431
3 4
$113,22: $ 55,97t
| |
"EQUITY
$ — $ 1,02t
7,22z 3,39¢
1,687 1,61C
3,13¢ 2,64:
30,63¢ 16,43:
42,67¢ 25,10¢
94,18¢ 51,98
21€ 22¢
(23,867 (21,336
70,54 30,86¢
$113,22: $ 55,97¢
— —
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INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
AND COMPREHENSIVE INCOME (LOSS)

Three Months Ended Six Months Ended

June 26, June 28, June 26, June 28,
2004 2003 2004 2003

(In thousands, except per share amounts)

(Unaudited)
Net revenues
Systems and componel $15,62¢ $ 2,671 $19,81¢ $13,24:
Technology developmel 2,35¢ 1,91C 4,66( 3,361
Total net revenue 17,98( 4,58 24 ,47¢ 16,60z
Cost of net revenue
Systems and componet 10,34¢ 1,711 12,94¢ 11,03:
Technology developmel 1,65¢ 1,43¢ 3,321 2,55¢
Inventory provision: 187 32z 758 732
Total cost of net revenui 12,18¢ 3,46¢ 17,02: 14,32:
Gross profil 5,791 1,11¢ 7,45¢ 2,27¢
Operating expense
Research and developmt 3,08t 3,11« 6,141 5,74:
Selling, general and administrati 2,22: 2,14¢ 4,39% 4,071
Total operating expens: 5,30¢ 5,26( 10,53¢ 9,81«
Operating profit (loss 48~ (4,147 (3,07¢) (7,535
Interest expens — (50¢) (12 (1,025
Interest income and other, r 307 (14¢) 553 (24%)
Income (loss) before income tax 792 (4,797) (2,537) (8,807
Benefit from income taxe — — (12 —
Net income (loss $ 79z $(4,797) (2,525 $(8,807)
Other comprehensive incorr
Foreign currency translation adjustme (1) 10 @) 4
Total comprehensive income (los $ 781 $(4,787) $(2,539 $(8,799
| | | |
Basic income (loss) per sha
Net income (loss $ 0.0 $ (0.39 $ (0.13 $ (0.72)
Shares used in per share amol 20,01( 12,18: 19,37: 12,17¢
Diluted income (loss) per shal
Net income (loss $ 0.0< $ (0.39 $ (0.13 $ (0.72)
Shares used in per share amot 20,67¢ 12,18: 19,37: 12,17¢

See accompanying notes.

3
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INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities
Net loss

Adjustments to reconcile net loss to net cash asti equivalents used in

operating activities

Depreciation and amortizatic

Inventory provision:

Loss on disposal of equipme

Changes in operating assets and liabili

Total adjustment

Net cash and cash equivalents used in operatingtisst
Investing activities

Purchases of investmer

Purchases of leasehold improvements and equip

Net cash and cash equivalents used in investirgtees
Financing activities

Proceeds from issuance of common si

Payoff of convertible notes due 20

Net cash and cash equivalents provided by finanattiyities

Effect of exchange rate changes on ¢

Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of pe

Cash and cash equivalents at end of pe

Supplemental Schedule of Cash Flow Informatiol
Cash paid (received) fo

Interest

Income tax refuni

See accompanying notes.

4

Six Months Ended

June 26, June 28,
2004 2003
(In thousands)
(Unaudited)
$ (2,525 $(8,809)

1,131 95C
752 732

1 64z
(9,150 (234
(7,265) 2,09(
(9,790 (6,719
(27,89Y —
(1,109 (1,680
(29,009 (1,680
42,20 18€
(1,028) —
41,18 18€
(16) ()
2,37: (8,219
19,501 28,45
$21,88( $20,24:
$ 33 $ 99:
$ — $ (219
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

1. Business Activities and Basis of Presentatic

We are the world’s leading provider of thilmf disk sputtering equipment for the thin-film Hisxdustry and a developer of leading
technology for extreme low light imaging sensoesneras and systems. We operate two businessegnigntiand Imaging.

Our Equipment business designs, manufactoragets and services complex capital equipment imsthe sputtering, or deposition, of
highly engineered thin films of material onto diskisich are used in hard disk drives. Hard diskesiare the primary storage medium for
digital data and function by magnetically storirgalon thin-film disks. These thin-film disks areated in a sophisticated manufacturing
process involving many steps, including platingyealing, polishing, texturing, sputtering and lahtion.

Our Imaging business develops and manufaseleztro-optical sensors, cameras, and systermpédhait highly sensitive detection of
photons in the visible and near infrared portiohthe spectrum, allowing imaging in extreme lowhligituations. These efforts are aimed at
creating new products for both military and comniarapplications.

The financial information at June 26, 2004 & the three- and six-month periods ended Jén@@04 and June 28, 2003 is unaudited, but
includes all adjustments (consisting only of normeaiurring accruals) that we consider necessarg fair presentation of the financial
information set forth herein, in accordance witb@amting principles generally accepted in the Uhisates of America (“U.S. GAAP”) for
interim financial information, the instructionsEorm 10-Q and Article 10 of Regulation S-X. Accarglly, it does not include all of the
information and footnotes required by U.S. GAAP donual financial statements. For further informatirefer to the Consolidated Financial
Statements and footnotes thereto included in oumuAhReport on Form 10-K for the fiscal year enBedember 31, 2003.

The preparation of financial statements infoomity with U.S. GAAP requires management to makgmates and assumptions that affect
the reported amounts of assets and liabilitiescastiosure of contingent assets and liabilitiethatdate of the financial statements and repc
amounts of revenue and expenses during the reggréiriod. Actual results inevitably will differ fno those estimates, and such differences
may be material to the financial statements. Otticat accounting policies are summarized in Iteiwf Zhis Form 10-Q.

We evaluate the collectibility of trade re@dles on an ongoing basis and provide reservessigmtential losses when appropriate.

The results for the three- and awonth periods ended June 26, 2004 are not considledecative of the results to be expected for futyre
period or for the entire year.

2. Concentrations

Our largest customers tend to change frornogéo period. Historically, a significant portiaf our revenues in any particular period have
been attributable to sales to a limited numbemnstamers. Our order backlog at June 26, 2004 ieclwitders for nine 200 Lean systems from
one customer.
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

3. Inventories

Inventories are priced using standard cegtich approximate first-in, first-out. The compotgof inventory consist of the following:

June 26, December 31,
2004 2003

(In thousands)

Raw materials $ 8,04« $ 3,30¢
Work-in-progress 2,57 4,371
Finished good 28,28¢ 5,431
$38,901 $13,10¢

I |

Finished goods inventory consists primarfigampleted systems at customer sites that arergaitg installation and acceptance testing.

Inventory reserves included in the above nensilwere $10.8 million and $10.2 million at June 2804 and December 31, 2003,
respectively. Each quarter, we analyze our inveniaw materials, work-in-progress and finished @g)oagainst the forecast demand for the
next 12 months. Parts with no forecast requiremiartisat period are considered excess and invemtayisions are established to write those
parts down to zero net book value. During this pes¢ some inventory is identified as having nortutise or value to us and is disposed of
against the reserves. During the six months endee 26, 2004, $753,000 was added to inventoryvesdrased on the quarterly analysis and
$261,000 of inventory was disposed of and chargehle reserve. During the six months ended Jun2@8, $732,000 was added to invent
reserves based on the quarterly analysis and $4f0@0entory was disposed of and charged to therree.

3. Employee Stock Plan

At June 26, 2004, we had two stdidsed employee compensation plans. We accouritdee tplans under the recognition and measure
principles of APB Opinion No. 25, “Accounting fotdgk Issued to Employees”, and related Interpretati No stock-based employee
compensation cost is reflected in net income, lagpdions granted under those plans had an exepcise equal to the market value of the
underlying common stock on the date of grant. Waatoplan to adopt the fair value requirementseAS 123 for reporting purposes, unles
is mandated by GAAP.

The following table illustrates the effects met income and earnings per share if Intevacapgadled the fair value-recognition provisions of
FASB Statement No. 123, “Accounting for Stock-BaSemnpensation”, to stock-based employee compemsatio

Three Months Ended Six Months Ended
June 26, June 28, June 26, June 28,
2004 2003 2004 2003

(In thousands)

Net income (loss), as report $ 792 $(4,797%) $(2,525) $(8,807)

Deduct: Total stoc-based employee compensation expense deterr
under fair value based method for all awards, hetlated tax effect (347) (155) (609) (267)
Pro forma net income (los $ 451 $(4,957) $(3,13¢9) $(9,070)
] ] | ]

Basic and diluted loss per sha
As reportec $0.04 $ (0.39) $ (0.1 $ (0.72)
Pro forma $0.0z $ (0.4]) $ (0.1€) $ (0.79
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)
4.  Warranty

Our typical warranty is 12 months from cusésracceptance. In some cases we market extendeantyaperiods beyond 12 months to our
customers. The warranty period on used systemanisrglly shorter than 12 months. During this wasrgeriod any necessary naonsumabl
parts are supplied and installed. The warrantyogleon consumable parts is limited to their reastnabable life. A provision for the estimated
warranty cost is recorded at the time revenuedsgeized.

The following table displays the activitytime warranty provision account, which is includeather accrued liabilities on our balance
sheet, for the three and six-month periods endimg 26, 2004 and June 28, 2003:

Three Months
Ended Six Months Ended

June 26, June 28, June 26, June 28,
2004 2003 2004 2003
(In thousands)
Beginning balanc $ 38€ $644 $ 534 $ 84¢
Expenditures incurred under warrani (53 (46) (109) (607)
Accruals for product warranties issued during #gorting perioc 45€ 32 49¢ 191
Adjustments to previously existing warranty accst (105) 34 (234) 23t
Ending balanci $ 684 $664 $ 684 $ 664
] | | ]

5. Guarantees

We have entered into agreements with custemad suppliers that include limited intellectuadgerty indemnification obligations that are
customary in the industry. These guarantees gayneegjuire us to compensate the other party falagedamages and costs incurred as a result
of third party intellectual property claims arisifigm these transactions. The nature of the intaled property indemnification obligations
prevents us from making a reasonable estimateeafdximum potential amount we could be requireplaty our customers and suppliers.
Historically, we have not made any significant imgffication payments under such agreements andnowat has been accrued in the
accompanying consolidated financial statements meiipect to these indemnification obligations.

6. Cash, Cash Equivalents and Investments in BeSecurities

Our investment portfolio consists of cash, cashvedents and investments in debt securities. Wesiciem all highly liquid investments wi
a maturity of three months or less when purchasdxttcash equivalents. Investments in debt seesigtnsists principally of highly rated debt
instruments with maturities generally between ameé 25 months.
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

In accordance with Statement of Accountirgngards No. 115 “Accounting for Certain Investmént®ebt and Equity Securities,” and
based on our intentions regarding these instrumem$iave classified our investments in debt sdearas held-to-maturity and account for
these investments at amortized cost. Interest ierdgmecorded using an effective interest rateh tie associated premium or discount
amortized to interest income. Realized gains assds are included in earnings. The table belowepteghe amortized principal amount, m:
security type and maturities for our investmentdebt securities. The amortized principal amoupreximates fair value at June 26, 2004.

June 26, December 31
2004 2003

(In thousands)
Amortized Principal Amount

Debt securities issued by US government agel $22,09¢ $—
Corporate debt securitir 5,72 —
Total investments in debt securit $27,81¢ $—

| |
Shor-term investment $15,63: $—
Long-term investment 12,18: —
Total investments in debt securiti $27,81¢ $—

| |

7. NetIncome (Loss) Per Shar:

The following table sets forth the computataf basic and diluted earnings (loss) per share:

Three Months Ended Six Months Ended
June 26, June 28, June 26, June 28,
2004 2003 2004 2003
(In thousands)
Numerator:
Numerator for basic income (loss) per sk— loss
available to common stockholde $ 79z $(4,797) $(2,525) $(8,807)

Effect of dilutive securities

6 1/2% convertible notes(. — — — —
Numerator for diluted income (loss) per sh— loss

available to common stockholders after assumed

conversion: $ 792 $(4,797) $(2,525) $(8,807)

Denominator

Denominator for basic income (loss) per share —ghteid-

average share 20,01( 12,18: 19,37: 12,17¢

Effect of dilutive securities
Employee stock options(: 66¢ — — —
6 1/2% convertible notes(. — — — —

Dilutive potential common shar: 66¢ — — —
Denominator for diluted income (loss) per sk— adjustec 20,67¢ 12,18 19,37: 12,16¢
I | I I

(1) Diluted EPS for the thre- and si>--month periods ended June 26, 2004 and June 28,e2@03le" as converte”’ treatment of th
convertible notes, as their inclusion would be-dilutive. The number ¢

8
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

“as converted” shares excluded for the six-montiopeended June 26, 2004 was 17,137 and the nuaofiias converted” shares
excluded for the thre and si>-month periods ended June 28, 2003 was 4,269

(2) Potentially dilutive securities, consistingshfares issuable upon exercise of employee staakngpare excluded from the calculation of
diluted EPS as their effect would be anti-dilutivée weighted average number of employee stockogpxcluded for the three-month
periods ended June 26, 2004 and June 28, 20034vab02 and 1,793,950, respectively, and the numbemployee stock options
excluded for the s-month periods ended June 26, 2004 and June 28 \2893,486,205 and 1,792,059, respectiv

8. Segment Reporting

Segment Descriptiol

We have two reportable operating segmentsigaeent and Imaging. Our Equipment business desigaaufactures, markets and services
complex capital equipment used in the sputteringleposition, of highly engineered thin films of texdal onto thin-film disks which are used
in hard disk drives. Our Imaging business devebyps manufactures electro-optical sensors, cameadhsystems that permit highly sensitive
detection of photons in the visible and near igdaportions of the spectrum, allowing imaging itreme low light situations.

Included in corporate activities are genemaporate expenses, less an allocation of corpesgienses to operating units equal to 3% of net
revenues. Assets of corporate activities includelaoated cash and short-term investments, defémcene tax assets (which are fully

reserved) and other assets.

Business Segment Net Revent

Equipment
Imaging

Total

Business Segment Profit & Los

Equipment
Imaging
Corporate activitie

Operating income (los:
Interest expens

Interest incom:

Other income and expense,

Income (loss) before income tax

Three Months Ended

Six Months Ended

June 26, June 28, June 26, June 28,

2004 2003

2004 2003

(In thousands)

$15,40¢ $2,39¢ $19,55¢ $12,81¢
2,571 2,191 4,92: 3,78¢
$17,98( $4,581 $24,47¢ $16,60:
I | I |

Three Months Ended

Six Months Ended

June 26, June 28, June 26, June 28,

2004 2003 2004 2003
(In thousands)

$1,41¢ $(1,937) $ (803 $(3,157)
(72€) (1,399 (1,55 (3,021
(204) (810) (724) (1,357)
48t (4,141 (3,079 (7,535
— (509) (12) (1,028)
14¢ 88 23z 16E
15¢ (236) 321 (40€)
$ 792 $(4,797) $(2,537) $(8,809)
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

Business Segment Asse

June 26, December 31
2004 2003
(In thousands)

Equipment $ 53,15¢ $25,46:
Imaging 7,27¢ 7,702
Corporate activitie 52,78¢ 22,81
Total $113,22: $55,97¢
| |

Geographic Area Net Trade Revenu

Three Months Ended Six Months Ended
June 26, June 28, June 26, June 28,
2004 2003 2004 2003
(In thousands)

United State! $11,15¢ $2,521 $14,01¢ $ 4,60¢
Far Eas 6,454 2,06( 10,09: 11,98¢
Europe 371 — 371 —
Rest of World — 6 — 6
Total $17,98( $4,587 $24,47¢ $16,60:
— — — —

9. Income Taxes

We did not accrue a tax provision for theedimonth period ended June 26, 2004 as the pfofithis period were offset by net operating
loss carry-forwards. We did not accrue a tax befefieither the six-month period ended June 26420r the three- and six-month periods
ended June 28, 2003, due to the inability to reaidditional refunds from loss carogcks. The $12,000 credit to income tax expensiagitine
six-month period ended June 26, 2004 related &vised estimate of 2003 taxes owed by our Singagqdrsidiary. Our $17.6 million deferred
tax asset is fully offset by a $17.6 million valioatallowance, resulting in a net deferred tax tsbeero at June 26, 2004.

10. Capital Transactions

During the six-month period ending June 284, we completed a public offering of 4,750,008rsk of our common stock, of which
2,969,000 were newly issued and outstanding sksatdsy us for net proceeds of $41.6 million. Alieglshareholder sold 1,781,000 shares in
the offering. We also sold stock to our employesden Intevac’s Stock Option and Employee Stock Rase Plans. A total of 116,350 shares
were issued under these plans during the six-mupetiod ending June 26, 2004, for which Intevac ikexxe$647,000.

11. Financial Presentation

Certain prior year amounts in the Condenseas@lidated Financial Statements have been refitab#d conform to 2004 presentation.

10
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Item 2.  Managemen's Discussion and Analysis of Financial Condition drResults of Operation

This Quarterly Report on Form 10-Q contains forwdwdking statements which involve risks and undsties. Words such as “believes,”
“expects,” “anticipates” and the like indicate foravd-looking statements. These forward looking steets include comments related to our
shipments, projected revenue, system revenue rgcoggross margin, interest income, cash balaraed improved financial results in 2004;
our projected customer requirements for new capaaitd technology upgrades for our installed basthiof-film disk manufacturing
equipment, and when, and if, our customers wiltplarders for these products; Imaging’s abilityptwliferate its technology into major
military weapons programs and to develop and intielcommercial imaging products; and the timingeifvery and/or acceptance of the
systems and products that comprise our backlogefeenue. Our actual results may differ materiatlynfi the results discussed in the forward-
looking statements for a variety of reasons, intlgdhose set forth under “Certain Factors Which yffect Future Operating Results” and
in other documents we file from time to time wlith Securities and Exchange Commission, includiteyat’s Annual Report on Form 10-K
filed in March 2004, Form 1-Q’s and Form 8-K's.

Critical Accounting Policies and Estimates

The preparation of financial statements aatated disclosures in conformity with accountingneiples generally accepted in the United
States of America (“US GAAP”) requires managemenntke judgments, assumptions and estimates fieat #ie amounts reported. Our
significant accounting policies are described ineN@to the consolidated financial statements ohetlin Item 8 of our Annual Report on
Form 10-K. Certain of these significant accountimdjcies are considered to be critical accountialicges, as defined below.

A critical accounting policy is defined aseathat is both material to the presentation offmancial statements and requires management tc
make difficult, subjective or complex judgmentsttbauld have a material effect on our financialditions and results of operations.
Specifically, critical accounting estimates have fbllowing attributes: 1) We are required to maksumptions about matters that are highly
uncertain at the time of the estimate; and 2) [Déffé estimates we could reasonably have used,aoges in the estimate that are reasonably
likely to occur, would have a material effect orr §inancial condition or results of operations.

Estimates and assumptions about future eattsheir effects cannot be determined with cetyaMWe base our estimates on historical
experience and on various other assumptions believbe applicable and reasonable under the ciraunmoss. These estimates may change as
new events occur, as additional information is mlgtéh and as our operating environment changes €lttemnges have historically been minor
and have been included in the consolidated findstééements as soon as they become known. Iniaadibanagement is periodically faced
with uncertainties, the outcomes of which are nithiw its control and will not be known for proloed periods of time. These uncertainties are
discussed in the section entitled “Certain Facthich May Affect Future Operating Result®&ased on a critical assessment of our accoul
policies and the underlying judgments and uncetitsraffecting the application of those policiegnmagement believes that our consolidated
financial statements are fairly stated in accordamith US GAAP, and provide a meaningful preseatatf our financial condition and results
of operation.

We believe the following critical accountipglicies affect the more significant judgments astimates we make in preparing our
consolidated financial statements. We also haverdtdy accounting policies and accounting estimaided to the collectibility of trade
receivables, valuation of deferred tax assets aotbiype product costs. We believe that these atheounting policies and other accounting
estimates either do not generally require us toavegtimates and judgments that are as difficuisubiective or would be less likely to have a
material impact on our reported results of operetar a given period.

Revenue Recognitio

Certain of our system sales with customeeptamce provisions are accounted for as multigteaeht arrangements. If we have previously
met defined customer acceptance levels with theifspéype of system,

11
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then we recognize revenue for the fair market vafube system upon shipment and transfer of it recognize revenue for the fair market
value of installation and acceptance services whese services are completed. We estimate thenfaiket value of the installation and
acceptance services based on our actual histeviparience. For systems that have generally not Bemonstrated to meet product
specifications prior to shipment, revenue recognits typically deferred until customer acceptarka®. example, our legacy MDP50B syster
is recognized for revenue on shipment, while our 880 Lean system currently is not recognized éenue until customer acceptance.

In some instances, hardware that is not ¢issém the functioning of the system may be dekdafter acceptance of the system. In these
cases, we estimate the fair market value of theassential hardware as if it had been sold onradstbbne basis, and defer recognizing reve
on that value until the hardware is delivered.

Inventories

Inventories are priced using standard cegtg;h approximate first-in, first-out, and are geally stated at the lower of cost or market. The
carrying value of inventory is reduced for estinda¢gcess and obsolescence by the difference betfitgeewst and the estimated market value
based on assumptions about future demand. We éedheinventory carrying value for potential exxasd obsolete inventory exposures by
analyzing historical and anticipated demand. Initémid inventories are evaluated for potential dbsoence due to the effect of known and
anticipated engineering change orders and new ptedif actual demand were to be substantially lothvan estimated, additional inventory
adjustments would be required, which could haveatenial adverse effect on our business, finan@abdion and results of operation.

Warranty

We provide for the estimated cost of warramhen revenue is recognized. Our warranty is petraot terms and is typically 12 months
from customer acceptance. In some cases we matdegtded warranty periods beyond 12 months to ostotoers. We use estimated repair or
replacement costs along with our actual warranpeeence to determine our warranty obligation. \Wereise judgment in determining the
underlying estimates. Should actual warranty costsr substantially from our estimates, revisitaghe estimated warranty liability would be
required, which could have a material adverse efiamur business, financial condition and resofitsperations.

Results of Operations

Three Months Ended June 26, 2004 and June 28, 2(

Net revenued\et revenues consist primarily of sales of equipnused to manufacture thin-film disks, equipmergdu® manufacture flat
panel displays, related equipment and system coersnand contract research and development relatéé development of electro-optical
devices and systems. Net revenues increased 2934810 million for the three months ended June2®84 from $4.6 million for the three
months ended June 28, 2003.

Equipment revenues increased to $15.4 mifilwrihe three months ended June 26, 2004 from $2libn for the three months ended
June 28, 2003. The increase in Equipment revensdtearesult of customer acceptance of two 200 lsgatems for revenue, the sale of one
MDP-250B system and higher revenue from disk eqeiptrtechnology upgrades and spare parts in the thomths ending June 26, 2004. We
currently have orders for nine 200 Lean system&falhich have been shipped, and for one MDP-259&em. We expect to recognize
revenue on these systems during the second ha@fGzf. Before recognizing revenue on a new systaoh as the 200 Lean, our policy requ
that the system be delivered, pass rigorous aaueptasting and be accepted without contingenaphéyustomer. Additionally, any remaini
amounts due by the customer for that system mustieduled for payment. Accordingly, the timing@fenue recognition for these systems
in any quarter can be difficult to predict, andjpobed revenues and profits in any period may vdadely and be materially different from
expectations, depending on the number of systeatsth actually recognize for revenue.
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Imaging revenues increased to $2.6 milliartfie three months ended June 26, 2004 from $2l@mifor the three months ended June 28,
2003. The increase in Imaging revenues was thét fSncreased revenues from contract researchdandlopment. We expect Imaging
revenues to grow on a year over year basis in 2004.

Our backlog of orders at June 26, 2004 w&s4brillion, as compared to a June 28, 2003 backfd®l4.3 million. The increase in backlog
was primarily the result of orders for disk mantfeing systems and upgrades, and to a lesser exteletrs for contract research and
development in the Imaging business. We includeaitklog the value of purchase orders for our prtglimat have been shipped but not
accepted or have scheduled delivery dates. We tieeoognize revenue on this backlog until we hae¢ tme criteria contained in our revenue
recognition policy, including customer acceptanteew systems.

International sales increased by 230% to #$6li8on for the three months ended June 26, 200¢{$2.1 million for the three months ended
June 28, 2003. The increase in international saéesdue to higher shipments of disk equipment teldyy upgrades and spare parts.
International sales constituted 38% of net reveifioiethe three months ended June 26, 2004 and 45%t oevenues for the three months
ended June 28, 2003. International revenues ingualducts shipped to overseas operations of US aniag.

Gross marginCost of net revenues consists primarily of purctiasaterials and costs attributable to contractaie$eand development,
and also includes fabrication, assembly, test asthilation labor and overhead, customer-specifgireering costs, warranty costs, royalties,
provisions for inventory reserves and scrap. Gnoasyin increased to 32.2% for the three monthseddae 26, 2004 from 24.4% for the th
months June 28, 2003.

Gross margin in Equipment increased to 34f@%he three-month period ended June 26, 2004 £6r8% for the three-month period
ended June 28, 2003. The increase in Equipmentimaesp due to the increase in revenue from diskpeaent technology upgrades and spare
parts and the sale of two 200 Lean systems. Grasgimfor the three months ended June 26, 2004adesrsely impacted, however, by higher
than anticipated production and installation céstshe 200 Lean and by costs for scrap, reworkawotdal and expected obsolescence, related
primarily to design changes on our 200 Lean diskufeecturing system. Imaging gross margins decrets#8.8% during the three months
ended June 26, 2004 from 21.8% during the thregmsanded June 28, 2003. The decrease in Imagimgmaas due primarily to increased
overhead expenditures in 2004.

We expect overall gross margins to declinthénsecond half of 2004 to a level below our lo&gn expectations. This is primarily due to
higher than expected costs we encountered durangaghid production, installation and startup ofitkigal production run of 200 Lean systems
and due to favorable pricing offered to our fir@02dean customer

Research and developmeResearch and development expense consists priroaphototype materials, salaries and related cofsts
employees engaged in ongoing research, designesedogyment activities for disk manufacturing equgom flat panel manufacturing
equipment and imaging products. Research and dawelot expense was $3.1 million for each of theettmenth periods ended June 26, 2004
and June 28, 2003, representing 17.1% and 67.%jectvely, of net revenues.

Research and development expenses do natliecbsts of $1.7 million and $1.4 million, respey, for the three-month periods ended
June 26, 2004 and June 28, 2003 related to Imagintyact research and development. These expersegded in cost of net revenues.

Selling, general and administrativBelling, general and administrative expense canpistnarily of selling, marketing, customer support
financial and management costs and also includetugtion of customer samples, travel, liabilityirance, legal and professional services and
bad debt expense. Domestic sales and internasates of disk manufacturing products in Singapelaaysia and Taiwan are made by
Intevac’s direct sales force, whereas other inteynal sales of disk manufacturing products aneéogroducts are made by distributors and
representatives that provide services such as, $adgallation, warranty and customer support. \lge have a subsidiary in Singapore to
support customers in Southeast Asia.
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Selling, general and administrative expenseciased to $2.2 million for the three months entiet 26, 2004 from $2.1 million for the
three months ended June 28, 2003, representingoland 46.8%, respectively, of net revenue. Thesgme was primarily the result of
increases in marketing and business developmedthbaat, partially offset by a reduction of surpfasility costs being recorded in selling,
general and administrative expense.

Interest expensdnterest expense consists primarily of interesbonconvertible notes and amortization of debtasse costs. We did not
incur any interest expense in the three monthsceddee 26, 2004 and interest expense was $508)a0e three months ended June 28, 2003.
The decrease in interest expense was due to thanation of our convertible notes outstanding assailt of the automatic conversion of the
notes due 2009 in November 2003, and the repayaig¢hé remaining $1.0 million of convertible noiasMarch 2004.

Interest income and other, nétterest income and other, net totaled $307,000(%hd48,000) for the three months ended June 26} 26d
June 28, 2003, respectively. Interest income ahdrphet in 2004 consisted primarily of interedd dividend income on investments. Interest
income and other, net in 2003 consisted primarfl$186,000 of interest and dividend income on invests, offset by the establishment of a
$346,000 reserve for the disposition of a fixedeass

Provision for (benefit from) income tax&¥e did not accrue a tax provision for the threenth period ended June 26, 2004 as the profi
this period were offset by net operating loss céoryards. We did not accrue a tax benefit forttivee-month period ended June 28, 2003 due
to the inability to realize additional refunds frdass carry-backs. Our $17.6 million deferred taged is fully offset by a $17.6 million
valuation allowance, resulting in a net deferredasset of zero at June 26, 2004.

Six Months Ended June 26, 2004 and June 28, 20

Net revenuesNet revenues increased 48% to $24.5 million forstlkanonths ended June 26, 2004 from $16.6 millasrthe six months
ended June 28, 2003.

Equipment revenues increased to $19.6 mifiiorthe six months ended June 26, 2004 from $a#ll&n for the six months ended June 28,
2003. The increase in Equipment revenue was thet @sthe customer acceptance of two 200 Learesystfor revenue, the sale of one MDP-
250B system and higher revenue from disk equiprestinology upgrades and spare parts in the siximsartding June 26, 2004. Imaging
revenues increased to $4.9 million for the six rhergnded June 26, 2004 from $3.8 million for tixensonths ended June 28, 2003. The
increase in Imaging revenues was the result otas®d revenues from contract research and devetbpme

International sales decreased by 13% to $h@ll®n for the six months ended June 26, 2004nfi%i12.0 million for the six months ended
June 28, 2003. The decrease in international sasslue to 2003 including revenue from the acceptan flat panel manufacturing systems,
which was only partially offset in 2004 by incredshipments of disk equipment systems, technol@gyades and spare parts. International
sales constituted 43% of net revenues for the sinths ended June 26, 2004 and 72% of net revenudisef six months ended June 28, 2003.
International revenues include products shippem/&yseas operations of US companies.

Gross marginGross margin increased to 30.5% for the six moatited June 26, 2004 from 13.7% for the six montided June 28, 200

Gross margin in Equipment increased to 33&%he six-month period ended June 26, 2004 fram% for the six-month period ended
June 28, 2003. The increase in Equipment marginduagprimarily to the increase in revenue from digkipment technology upgrades and
spare parts and the sale of two 200 Lean systeross@nargin for the six months ended June 26, 28®3adversely impacted by costs for
scrap and rework and actual and expected obsolesceriated primarily to design changes on our288h disk manufacturing system. The
gross margin in the six months ended June 28, 2@33depressed due to the majority of revenue liniged from the sale of flat panel
systems, which contributed minimal gross margirading gross margins decreased to 18.2% duringithraanths ended June 26, 2004 from
20.5% during the
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six months ended June 28, 2003. The decrease ginmenargin was due primarily to increased overteqebnditures in 2004.

Research and developmeResearch and development expense increased 6.984ltenillion for the six months ended June 26, 200
$5.7 million for the six months ended June 28, 208Bresenting 25.1% and 34.6%, respectively, bfevenue. The increase was due to hi
spending for development of disk manufacturing pongnt, partially offset by decreases in spendimdl& panel manufacturing equipment
and imaging products.

Research and development expenses do natacbsts of $3.3 million and $2.6 million, respesly, for the six-month periods ended
June 26, 2004 and June 28, 2003 related to Imagintyact research and development. These expersegded in cost of net revenues.

Selling, general and administrativBelling, general and administrative expense ine@as9% to $4.4 million for the six months ended
June 26, 2004 from $4.1 million for the six monémsled June 28, 2003, representing 17.9% and 24esyectively, of net revenue. The
increase was primarily the result of increases amkating and business development headcount, ihadféset by a reduction of surplus facili
costs being recorded in selling, general and aditnative expense.

Interest expensénterest expense decreased to $12,000 for the aitira ended June 26, 2004 from $1.0 million indixenonths ended
June 28, 2003. The decrease in interest expensduea® the elimination of our convertible notesstanding as a result of the automatic
conversion of our convertible notes due 2009 in &oler 2003, and the repayment of the remaining ®illidn of our convertible notes due
2004 in March 2004.

Interest income and other, nétterest income and other, net totaled $553,000($2413,000) for the six months ended June 26, 20@4
June 28, 2003, respectively. Interest income ahdrphet in 2004 consisted primarily of interedd dividend income on investments and, to a
lesser extent, purchase discounts. Interest in@meother, net in 2003 consisted primarily of $860, of interest and dividend income on
investments, offset by the establishment of a $@E®reserve for the disposition of a fixed asset.

Provision for (benefit from) income tax&¥e did not accrue a tax benefit for either of tkkeraonth periods ended June 26, 2004 or Jun
2003, due to the inability to realize additionglrels from loss carry-backs. The $12,000 credihtome tax expense in 2004 related to a
revised estimate of 2003 taxes owed by our Singapaipsidiary.

Liquidity and Capital Resources

Our operating activities used cash of $9.8 millilming the six months ended June 26, 2004. The wseth was due primarily to the net |
incurred and increases in inventory and accoutsivable, partially offset by increases in accoymagable and customer advances. The
increase in inventories, accounts payable and swstadvances all relate to the orders for disktepog systems that are expected to be
recognized for revenue over the next two quartarthe six months ended June 28, 2003, our operaititivities used cash of $6.7 million due
primarily to the net loss incurred and the semitediinterest payment on our convertible notes.

Our investing activities in the six monthgled June 26, 2004 used cash of $29.0 million dimegpily to the purchase of investments.
Investing activities in the six months ended JuBe2®03 used cash of $1.7 million for the purchafdixed assets.

Our financing activities provided cash of hnillion in the six months ended June 26, 2004 plimarily to a public offering of our
common stock and, to a lesser extent, the salerof@mmon stock through our employee benefit plvsretired the remaining $1.0 million
of our convertible notes during the six months ehdlene 26, 2004. In the six months ended June@, Dur financing activities provided
cash of $0.2 million as the result of the salewf@mmon stock to our employees through our engadyenefit plans.
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At June 26, 2004, we had $21.9 million offcasd cash equivalents. We intend to undertakeoappately $3 to $4 million in capital
expenditures during 2004, and we believe the exgatash and cash equivalent balances will be gifico meet our cash requirements for the
balance of 2004.

We have incurred operating losses each yreege 4998 and cannot predict with certainty if avtten we will return to operating
profitability on an annual basis. We believe aruaptin demand for the type of disk manufacturingipment we produce is occurring, and we
had orders for ten disk manufacturing systems irbagklog at June 26, 2004, with the revenue frioosé¢ orders all expected in 2004.

Contractual Obligations

In the normal course of business, we enter int@uarcontractual obligations that will be settlaccash. These obligations consist prime
of operating lease and purchase obligations. Thecetrd future cash flows required to meet thesigatiins as of June 26, 2004 are shown in
the table below. During the six months ending 262004, we executed an amendment to extenddlse bt our Santa Clara facility through
March 2012, we entered into a lease for a sensoicktion facility located in Fremont, Californiand we leased a larger facility in Singapore
to house our Singapore customer support organizatio

Payments Due by Perioc

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

(In thousands)

Operating lease obligatiol $18,31: $3,351 $6,51¢ $3,26¢ $5,18(
Purchase obligatior 2,86% 2,86z — — —
Total $21,17: $6,21: $6,51¢ $3,26¢ $5,18(

Certain Factors Which May Affect Future Operating Results

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

Over the last 10 quarters, our revenues parter have fluctuated between $18.0 million and $dillion. Over the same period our
operating income as a percentage of revenuesutadted between approximately 3% and (90%) ofmees. We anticipate that our revenues
and operating margins will continue to fluctuatee ¥kpect this fluctuation to continue for a varietyeasons, including:

* delays or problems in the introduction and accemanrf our new products, or delivery of existingduwots;

« changes in the demand, due to seasonality and fattters, for the computer systems, storage subsysand consumer electronics that
contain the thi-film disks that our customers produce using outesys; anc

» announcements of new products, services or tecpialonnovations by us or our competitors.

Additionally, because our systems are pricettie millions of dollars and we sell a relativelpall number of systems, our business is
inherently subject to fluctuations in revenue frqoarter to quarter due to factors such as timingrdérs, acceptance of new systems by our
customers or cancellation of those orders. As altrese believe that quarter-to-quarter comparisoinsur revenues and operating results may
not be meaningful and that these comparisons megenan accurate indicator of our future perforneai@ur operating results in one or more
future quarters may fail to meet the expectatidrisvestment research analysts or investors, wbiahd cause an immediate and significant
decline in the trading price of our common shares.
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The majority of our $46 million backlog is with oneustomer and is subject to successful installatiamd achievement of contractui
specifications.

Our order backlog was $46 million at JuneZ®4. Orders for nine 200 Lean systems from oséooner account for the majority of this
backlog. Failure to complete the installation af 200 Leans and to achieve performance to all acntally committed specifications, could
have adverse affects on our business, includingyeel customer acceptance and revenue recognieréd gross margins due to excess ¢
such as rework, retrofit and warranty expense; jiesdor nonperformance, cancellation of ordersaturn of products for credit.

If the projected growth in demand for hard disk des does not materialize and our customers do egiaice or upgrade their installe
base of disk sputtering systems, then future sa&eur disk sputtering systems will suffer.

From the middle of 1998 until mid-2003, theras very little demand for new disk sputteringtsyss, as thin-film disk manufacturers were
burdened with overcapacity and were not investmigaw disk sputtering equipment. Recently, howeseercapacity has diminished, and tt
of our customers have announced plans for majadagpexpansions. Customers for our legacy MDP-25¢&em, who had previously
indicated plans to add capacity, have now become manservative with respect to their capacity espan plans. Sales of our equipment for
capacity expansions are dependent on the capagignsion plans of our customers and upon whethecumtomers select our equipment for
their capacity expansions. We have no control ouercustomers’ expansion plans, and we cannotagsur that they will select our
equipment if they do expand their capacity. Out@mers may not implement capacity expansion plangie may fail to win orders for
equipment for those capacity expansions, whichccbalve a material adverse effect on our busineg®anoperating results. In addition, so
manufacturers may choose to purchase used system®other manufacturers or customers rather thachpsing new systems from us.
Furthermore, if hard disk drives were to be repddalog an alternative technology as a primary metbfadigital storage, demand for our
products would decrease.

Sales of our new 200 Lean disk sputteringesys are also dependent on obsolescence and meglatef the installed base of disk
sputtering equipment. If technological advancemargsdeveloped that extend the useful life of tistalled base of systems, then any sales of
our 200 Lean will be limited to the capacity expgansneeds of our customers, which would have a n@htedverse effect on our operating
results.

We have a recent history of significant losses andy not regain annual profitability. If we do notstablish profitable operations in th
future, then our share price is likely to declin

The majority of our revenues and gross pia# historically been derived from sales of diglittering equipment. Sales of our disk
sputtering equipment were severely depressed fnrenmiddle of 1998 until mid-2003. Also, our Imagibgsiness has yet to earn an annual
profit. We have experienced an operating loss ah & the last five fiscal years. For fiscal 2008y operating loss was $10.7 million, and a
December 31, 2003, we had an accumulated defi§i2f3 million. To regain profitability, we will mel to generate and sustain substantially
higher revenue while maintaining reasonable codtepense levels. We cannot assure you that weegidlin profitability in the near future,
at all, and if we do regain profitability we canrastsure you that we will be able to sustain prblfiity on a going-forward basis. If we fail to
regain profitability within the time frame expectey securities analysts or investors, then the stgskice of our common stock will likely
decline.

We sell our equipment products to a small numberarfge customers

Historically, a significant portion of ourwenue in any particular period has been attribetédkales to a limited number of customers. In
2003, three of our customers, in the aggregateumted for 75% of our equipment revenues. In aoldjtbur backlog of 200 Lean systems at
June 26, 2004 is from a single customer. Ordera fiaelatively limited number of thin-film disk mafacturers have accounted for, and likely
will continue to account for, a substantial portafrour revenues. The loss of, or delays in puricigalsy, any one
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of our large customers would significantly reducéemtial future revenues. Furthermore, the coneéotr of our customer base may lead
customers to demand pricing and other terms unédlerto us.

The majority of our future revenues is dependent new products. If these new products are not susfels then our results o
operations will be adversely affected.

Our success in developing and selling nevdyets depends upon a variety of factors, includingability to predict future customer
requirements accurately, technological advancés), tost of ownership of our systems, our introducbdf new products on schedule, our
ability to manufacture our systems cost-effectivaahyl the performance of our systems in the fielal. @w product decisions and development
commitments must anticipate continuously evolvimgustry requirements significantly in advance désa

We have invested heavily, and continue t@&tyin the development of new products. Our 20nleisk sputtering system is designed to
address the demand for increased areal densitgrahdisk drives and our customers’ concurrent neguoduce more complex thin-film disks.
Our future revenues depend on the industry recagnihe need for improved recording methodologies the need for disk sputtering syste
that facilitate manufacturing of advanced medigvéichnologies such as perpendicular recording.f@ure revenues also depend
significantly on the market acceptance of our 2@ar.disk sputtering system, which we have onlyrméggéntroduced and which competes
against a product that has been on the market toNgsv products, such as the 200 Lean, will tygychear higher production and warranty
costs in comparison to our more established proches. Additionally, our gross margins on our ngreducts may be lower and more difficult
to predict. In particular, the 200 Lean is a compgstem that pushes the limits of technology aechewve encountered a number of challenges
in production, installation and start-up of thesfibatch of systems. Advanced vacuum manufact@gugpment, such as the 200 Lean, is
subject to extensive customer acceptance testsiadtallation at the customer’s factory. Theseeptance tests are designed to validate reliable
operation to specification in areas such as thrpuglvacuum level, robotics, process performancksarftware features and functionality.
These tests are generally more comprehensive foisgstems, like the 200 Lean, than for mature systesuch as the MDP-250B, and are
designed to highlight any problems typically endeued with early versions of the equipment. Faitoreromptly address any of the problems
uncovered in these tests could have adverse efiaatsir business, including rescheduling of backiaiure to achieve customer acceptance
and therefore revenue recognition as anticipatednticipated rework and warranty costs, penalbesdnperformance, cancellation of orde
or return of products for credit.

Our LIVAR target identification and low lighgvel camera technologies are designed to ofgrifstantly improved capability to military
customers. We are also developing commercial ptschased on the technology we have developed itnoaging business. None of our
imaging products is currently being manufactureddammercial volumes or available for general satel we may encounter unforeseen
difficulties when we commence general productiothese products. Our Imaging business will regsitestantial further investment in sales
and marketing, in product development and in aolditi production facilities in order to expand opemations. We cannot assure you that we
will succeed in these activities or generate sigaift sales of new products. Failure of any of ¢h@®ducts to perform as intended, or failure to
penetrate their markets and develop into profitabteluct lines, would have a material adverse efismur business.

Demand for capital equipment is cyclical, which gabts our business to long periods of depresse@neres interspersed with periods
unusually high revenues.

Our Equipment business sells equipment t@daldptensive industries, which sell commodity guats such as disk drives. When demand
for these commodity products exceeds capacity, ddrfa new capital equipment such as ours tenthe tamplified. Conversely, when supply
of these commodity products exceeds demand, thamifor new capital equipment such as ours tentie ttepressed. The hard disk drive
industry has historically been subject to multityegcles because of the long lead times and higtsdovolved in adding capacity.
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The cyclical nature of the capital equipmiedustry means that in some years we will have uallshigh sales of new systems, and that in
other years our sales of new systems will be s@vdepressed. The timing, length and volatilitytteése cycles are difficult to predict. These
changes have affected the timing and amounts of@stomers’ capital equipment purchases and invagsiin new technology. For example,
sales of systems for thin-film disk production weexerely depressed from the middle of 1998 untF2©03. In addition, our thin-film disk
manufacturing customers are generally more serditithe cyclical nature of the hard disk driveusialy, because many of their customers
have internal thin-film disk manufacturing operascand will cut back their purchases of disks flauntside suppliers first in an industry
downturn. If we fail to anticipate or respond guycto the industry business cycle, it could haveaterial adverse effect on our business.

Our products are complex, constantly evolving anfteo must be customized to individual customer rigments.

The systems we manufacture and sell in owigbgent business have a large number of compor@atsire highly complex, which require
us to make substantial investments in researcldanelopment. If we were to fail to develop, mantidae and market new systems or to
enhance existing systems, that failure would hawvadverse effect on our business. We may experigeless and technical and manufacturing
difficulties in future introduction, volume prodimh and acceptance of new systems or enhancenhetddition, some of the systems that we
manufacture must be customized to meet individustamer site or operating requirements. In somes;cage market and commit to deliver
new systems, modules and components with advaeeddrés and capabilities that we are still in tteeess of designing. We have limited
manufacturing capacity and engineering resourcdsyay be unable to complete the development, maturaand shipment of these prodi
or to meet the required technical specificationgliese products, in a timely manner. Failure tivdethese products on time, or failure to
deliver products that perform to all contractualbmmitted specifications, could have adverse effentour business, including reschedulin
backlog, failure to achieve customer acceptancetlar@fore revenue recognition as anticipated, ticipated rework and warranty costs,
penalties for non-performance, cancellation of osder return of products for credit. In additiove may incur substantial unanticipated costs
early in a product’s life cycle, such as increasegineering, manufacturing, installation and supposts, that we may be unable to pass on to
the customer and that may affect our gross mar@iosietimes we work closely with our customers teettgp new features and products. In
connection with these transactions, we sometimfes afperiod of exclusivity to these customers. Ahyhese factors could have a material
adverse effect on our business.

Our sales cycle is long and unpredictable, whichgrgres us to incur high sales and marketing expesseith no assurance that a sa
will result.

The sales cycle for our equipment systemsbeaa year or longer, involving individuals from myadifferent areas of our company and
numerous product presentations and demonstratiwreuf prospective customers. Our sales procedbése systems also includes the
production of samples and customization of prodfmteur prospective customers. Additionally, omvalging business is subject to long sales
cycles as a result of government procurement cyéles result, we may not recognize revenue fraioresfto sell particular products for
extended periods of time, during which we may exp&ubstantial funds and management time and efitiitno assurance that a sale will
result.

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

In the market for our disk sputtering systems have experienced competition from competisoish as Anelva Corporation, a subsidiary
of NEC Corporation, Ulvac Technologies, Inc. andakis Holdings, Ltd, each of which has sold subshnumbers of systems worldwide. In
the market for our Imaging products, we experiecarapetition from companies such as ITT Industties, and Northrop Grumman
Corporation, the primary U.S. manufacturers of Gatien-Ill night vision devices and their derivaiproducts. Our competitors have
substantially greater financial, technical, manmkgtimanufacturing and other resources than
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we do. We cannot assure you that our competitdisiaii develop enhancements to, or future genaratad, competitive products that offer
superior price or performance features. Likewise cannot assure you that new competitors will ntereour markets and develop such
enhanced products. Accordingly, competition for customers is intense, and our competitors haverftally offered substantial pricing
concessions and incentives to attract our custoorenetain their existing customers.

Our Imaging business depends heavily on governmemrttracts, which are subject to immediate termiratiand funded in increments
The termination of or failure to fund one or morefahese contracts could have a negative impact o operations.

We sell our products directly to the U.S. gawment, as well as to prime contractors for vaiguS. government programs. Generally,
government contracts are subject to oversight slngitgovernment representatives and contain pamnggpermitting termination, in whole or
part, without prior notice at the government’s cemience upon the payment of compensation only fiskwlone and commitments made at the
time of termination. We cannot assure you thatammore of the government contracts under whiclomweur customers operate will not be
terminated under these circumstances. Also, weatassure you that we or our customers would be agbrocure new government contracts
to offset the revenues lost as a result of anyitetion of existing contracts, nor can we assure that we or our customers will continue to
remain in good standing as federal contractors.ld$® of one or more government contracts by wwiocustomers could have a material
adverse effect on our operating results.

Furthermore, the funding of multi-year gowveent programs is subject to congressional appriapnis, and there is no guarantee that
Congress will make further appropriations. The loisiinding for a government program would resalailoss of anticipated future revenues
attributable to that program. That could increaseaverall costs of doing business and have a mahtatverse effect on our operating results.

In addition, sales to the U.S. governmentigsmgrime contractors may be affected by changgsacurement policies, budget
considerations and political developments in théédhStates or abroad. The influence of any ofdHastors, which are beyond our control,
could also negatively impact our financial conditidVe also may experience problems associatedasiitanced designs required by the
government which may result in unforeseen techrictdglifficulties and cost overruns. Failure to ma@mne these technological difficulties and
the occurrence of cost overruns would have a natadverse effect on our business.

Our sales of disk sputtering systems are dependensubstantial capital investment by our customefies, in excess of the cost of ol
products.

Our customers must make extremely large abpitpenditures in order to purchase our systerd#rer related equipment and facilities.
These costs are far in excess of the cost of @iesys alone. The magnitude of such capital expamditrequires that our customers have
access to large amounts of capital and that theyilbeg to invest that capital over long periodistione to be able to purchase our equipment.
The thin-film disk manufacturing industry has nadche significant additions to its production capaaittil recently. Some of our potential
customers may not be willing or able to make thgmitade of capital investment required, especidllying a downturn in either the overall
economy or the hard disk drive industry.

Our stock price is volatile

The market price and trading volume of ounomn stock has been subject to significant votgtiind this trend may continue. In
particular, our historical trading volume has b&mm, and the market price of our common stock iasszl dramatically in late 2003 and early
2004 and has since declined significantly. Overpgt 12 months, the closing price of our commonistas traded on The Nasdag National
Market, has
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fluctuated from a low of $3.92 to a high of $178& share. The value of our common stock may decégardless of our operating
performance or prospects. Factors affecting ouketarrice include:

* our perceived prospects;

« variations in our operating results and whethemaalgeve our key business targe

« sales or purchases of large blocks of our stock;

« changes in, or our failure to meet, our revenueeardings estimates;

« changes in securities analy buy or sell recommendatior

« differences between our reported results and terpected by investors and securities analysts;

< announcements of new contracts, products or teobiwal innovations by us or our competitors;

* market reaction to any acquisitions, joint ventusestrategic investments announced by us or oupeditors;
« our high fixed operating expenses, including reseand development expenses;

« developments in the financial markets; i

* general economic, political or stock market cormdisi in the United States and other major regionghiich we do busines

Recent events have caused stock prices foy m@mpanies, including ours, to fluctuate in wayselated or disproportionate to their
operating performance. The general economic, paliaind stock market conditions that may affectntiaeket price of our common stock are
beyond our control. The market price of our comratmtk at any particular time may not remain thekaiprice in the future. In the past,
securities class action litigation has been in&dlagainst companies following periods of voltiln the market price of their securities. Any
such litigation, if instituted against us, couldu# in substantial costs and a diversion of mamayd’s attention and resources.

Our dependence on suppliers for certain parts, soofi¢ghem sol-sourced, makes us vulnerable to manufacturing inteptions and
delays, which could affect our ability to meet caster demand.

We are a manufacturing business. Purchastsl ganstitute the largest component of our prodaost. Our ability to manufacture depends
on the timely delivery of parts, components, angbasgemblies from suppliers. We obtain some of #yechmponents and sub-assemblies used
in our products from a single supplier or a limiggdup of suppliers. If any of our suppliers faildeliver quality parts on a timely basis, we
may experience delays in manufacturing, which coetdilt in delayed product deliveries or increasests to expedite deliveries or develop
alternative suppliers. Development of alternativpmiers could require redesign of our productsy Anall of these factors could have a
material adverse effect on our business and opgragsults.

Our business depends on the integrity of our inggdtual property rights

The success of our business depends upagritytef our intellectual property rights and wencat assure you that:

« any of our pending or future patent applicationt lng allowed or that any of the allowed applicagawill be issued as paten
« any of our patents will not be invalidated, deemgdnforceable, circumvented or challeng

« the rights granted under our patents will providepetitive advantages to us;

« any of our pending or future patent application iasue with claims of the scope that we soudtdt all;
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« other parties will not develop similar productspticate our products or design around our patemts;
* our patent rights, intellectual property laws or agreements will adequately protect our intellatproperty or competitive position.

Failure to protect our intellectual propetights adequately could have a material adverseedin our business.

We provide products that are expected to hawvg useful lives and that are critical to ourtounsers’ operations. From time to time, as part
of business agreements, we place portions of delléatual property into escrow to provide assueatocour customers that our technology will
be available to them in the event that we are wntbsupport them at some point in the future.

From time to time, we have received claina the are infringing third parties’ intellectualoperty rights. We cannot assure you that third
parties will not in the future claim that we hawéringed current or future patents, trademarkstbewoproprietary rights relating to our produ
Any claims, with or without merit, could be timefsuming, result in costly litigation, cause prodsitipment delays or require us to enter into
royalty or licensing agreements. Such royalty cerising agreements, if required, may not be aveila terms acceptable to us. Any of the
foregoing could have a material adverse effecturbasiness.

Our business is based in Northern California, wheoperating costs are high and competition for empées is intense

Our U.S. operations are located in SantagClaalifornia, where the cost of doing businesxisemely high. Failure to manage these costs
well could have a material adverse effect on owrafing results. Additionally, our operating resulepend, in part, upon our ability to retain
and attract qualified management, engineering, etent, manufacturing, customer support, sales dndrastrative personnel. The cost of
living in Northern California is also extremely higwhich increases the cost and difficulty of réting new employees. Furthermore, we
compete with various similar industries, such assmiconductor industry, for the same pool ofettiemployees. Failure to attract and retain
qualified personnel could have a material adveffeeteon our business.

Business interruptions, such as earthquakes or athatural or man-made disasters, could disrupt our operations andesely affec
our business.

Our operations are vulnerable to interrupbgrfire, earthquake, power loss, telecommunicati@iure, unauthorized intrusion and other
catastrophic events beyond our control. Our coetiey plans for addressing these kinds of eventsimotipe sufficient to prevent system
failures and other interruptions in our operatitret have a material adverse effect on our busiredditionally, our suppliers’ suffering
similar business interruptions could have an adveffect on our manufacturing ability. If any naluor man-made disasters do occur, our
operations could be disrupted for prolonged periadsch could have a material adverse effect onbmsiness.

Changes in demand caused by fluctuations in intdraad currency exchange rates may reduce our intational sales

Sales and operating activities outside ofuhéed States are subject to inherent risks, tialg fluctuations in the value of the U.S. dollar
relative to foreign currencies, tariffs, quotasetmand other market barriers, political and ecdodnstability, restrictions on the export or
import of technology, potentially limited intellectl property protection, difficulties in staffingé managing international operations and
potentially adverse tax consequences. We earmdisant portion of our revenue from internatiosales, and there can be no assurance that
any of these factors will not have an adverse effacour ability to sell our products or operatéside the United States.

We currently quote and sell the majority af products in U.S. dollars. From time to time, mvay enter into foreign currency contracts in
an effort to reduce the overall risk of currenaycfuations to our business.
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However, there can be no assurance that the aftesale of products denominated in foreign curesmcnd the related foreign currency
hedging activities, will not adversely affect owsiness.

Our principal competitor for disk sputteriaquipment is based in Japan and has a cost seuzdged on the Japanese yen. Accordingly,
currency fluctuations could cause the price ofmaducts to be more or less competitive than oimcjral competitor’s products. Currency
fluctuations will decrease or increase our costcstire relative to those of our competitors, witgohld lessen the demand for our products and
affect our competitive position.

We routinely evaluate acquisition candidates andhet diversification strategies

We have completed a nhumber of acquisitionsaasof our efforts to expand and diversify ousibess. For example, our business was
initially acquired from Varian Associates in 19%¥e acquired our gravity lubrication and rapid thahprocessing product lines in two
acquisitions. We sold the rapid thermal procespigluct line in November 2002. We also acquiredRBE electron beam processing
business in late 1997, and subsequently closedtisimess. We intend to continue to evaluate neiaition candidates, divestiture and
diversification strategies. Any acquisition invatweumerous risks, including difficulties in the iagitation of the acquired company’s
employees, operations and products, uncertainsiescéated with operating in new markets and workiith new customers, and the potential
loss of the acquired company’s key employees. Aalthlly, unanticipated expenses, difficulties andgequences may be incurred relating to
the integration of technologies, research and dgweént, and administrative and other functions. Aryre acquisitions may also result in
potentially dilutive issuance of equity securitiasquisition- or divestiture-related write-offstbe assumption of debt and contingent liabilities.
Any of the above factors could have a material eskveffect on our business.

We use hazardous materials and are subject to rigkaon-compliance with environmental and safety regulatii

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

Our directors, executive officers and affiliates wol a significant portion of our outstanding comon stock.

Based on the shares outstanding on MarcB(4,2ur current directors, executive officers affdiates, in the aggregate, beneficially
owned 26.9% of our outstanding shares of commarksithese shareholders, acting together, are aldrert significant control on matters
requiring approval by our shareholders, includimg ¢lection of directors and approval of significeorporate transactions.

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

Substantially all of our common stock maysbél without restriction in the public markets. 8fsaheld by our directors, executive officers
and affiliates are subject to volume and mannesatd restrictions, and as otherwise describeddridtiowing sentence. We have an agreement
with Foster City LLC and Redemco, LLC, that givesster City and Redemco the right to require uslécef registration statement on Forn8S-
registering the resale of all shares of our comstonk held by Foster City and Redemco. Sales abatantial number of shares of common
stock in the public market or the perception thase sales could
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occur could materially and adversely affect oucktprice and make it more difficult for us to sedjuity securities in the future at a time and
price we deem appropriate.

Anti-takeover provisions in our charter documents andder California law could prevent or delay a changecontrol, which could
negatively impact the value of our common stockdigcouraging a favorable merger or acquisition ofu

Our articles of incorporation authorize our boafdioectors to issue up to 10,000,000 shares demexd stock and to determine the pow
preferences, privileges, rights, including votinghts, qualifications, limitations and restrictiookthose shares, without any further vote or
action by the shareholders. The rights of the haldé our common stock will be subject to, and rhayadversely affected by, the rights of the
holders of any preferred stock
that we may issue in the future. The issuance efepred stock could have the effect of delayingedang or preventing a change in control
could adversely affect the voting power of yourrslsaln addition, provisions of California law cduhake it more difficult for a third party to
acquire a majority of our outstanding voting stbgkdiscouraging a hostile bid, or delaying or detera merger, acquisition or tender offer in
which our shareholders could receive a premiunttfeir shares or a proxy contest for control of campany or other changes in our
management.

Iltem 3.  Quantitative and Qualitative Disclosures About MagkRisk

Interest rate riskOur exposure to market risk for changes in interasis relates primarily to our investment pordoliVe do not use
derivative financial instruments in our investmpaottfolio. We place our investments with high qtyatiredit issuers and, by policy, limit the
amount of credit exposure to any one issuer. Sleont-investments typically consist of investmentsoammercial paper and market auction
rate bonds.

The table below presents principal amountsratated weighted-average interest rates by yieawaturity for our investment portfolio at
June 26, 2004.

2004 2005 2006 2007 2008 Beyonc Total VFaallijre
(In thousands)

Cash equivalent
Variable rate $19,58¢ — — — — —  $19,58¢  $19,58¢
Average rate 0.96% — — — — —

Shor-term investment
Variable rate $10,03! $ 5,601 — — — — $15,63: $15,63:
Average rate 2.52% 3.9% — — — —

Long-term investment
Variable rate — $12,181 — — — — $12,187 $12,18"
Average rate — 3.1(% — — — —

Total investment
Variable rate $29,617 $17,78¢ — — — —  $47,40t  $47,40:
Average rate 1.4%% 3.3&% — — — —

Foreign exchange rislErom time to time, we enter into foreign currenopard exchange contracts to economically hedgricenf our
anticipated foreign currency transaction, trangtaind remeasurement exposures. The objective of theseamsiis to minimize the impact
foreign currency exchange rate movements on ouiatipg results. At June 26, 2004, we had no foreigmency forward exchange contracts.
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Item 4. Controls and Procedure

Evaluation of disclosure controls and procedurés.evaluation was carried out under the supervisiot with the participation of
management, including our Chief Executive Officed aur Chief Financial Officer, of the effectivesed the design and operation of our
disclosure controls and procedures (as definediia R3a-15(e) under the Securities Exchange AtB8#, as amended, the “Exchange Act”))
as of the end of the period covered by this quigrteport. Based on that evaluation, our Chief Exiee Officer and our Chief Financial
Officer have concluded that our disclosure contamld procedures are effective to ensure that irdtion we are required to disclose in reports
that we file or submit under the Exchange Act torded, processed, summarized and reported whikitime periods specified in Securities
and Exchange Commission rules and forms.

Changes in internal control®No change in our internal controls over financegarting was identified in connection with the exslon
required by Rule 13a-15(d) of the Exchange Act twaturred during our second quarter ended Jun2(@®l that has materially affected, or is
reasonably likely to materially affect, our intekeantrols over financial reporting.
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PART Il. OTHER INFORMATION
Item 1. Legal Proceeding:

From time to time we are involved in litigatiincidental to the conduct of our business. Wenmt party to any lawsuit or proceeding that,
in our opinion, is likely to seriously harm our ness.

ltem 2.  Changes in Securities and Use of Proce¢
None.

Item 3.  Defaults Upon Senior Securitie
None.

Item 4.  Submission of Matters to a Vote of Security Holde

Our annual meeting of shareholders was helg M, 2004. The following actions were taken & theeting:

Abstentions

Affirmative Negative Votes and Broker
Votes Votes Withheld Non-Votes
(a) Election of Director
Norman H. Pont 18,909,70 351,25 — 727,53:
Kevin Fairbairn 19,041,10 219,85 — 727,53:
David S. Dury 18,775,80 485,15’ — 727,53.
Stanley J. Hill 19,034,50 226,45 — 727,53:
David N. Lambett 18,907,68 353,27¢ — 727,53:
Robert Lemo: 18,746,20 514,75¢ — 727,53.
Arthur L. Money 16,184,66 3,076,29 — 727,53:
(b) Proposal to approve the 2004 Equity Incenti\aRnd reserv
1,200,000 shares for issuance thereu 12,973,46 2,012,741 — 5,002,28.
(c) Ratification of Grant Thornton LLP as indepentdauditors 18,715,46 541,11! — 731,91.
Iltem 5.  Other Information
None.
ltem 6.  Exhibits and Reports on Form-K
(a) The following exhibits are filed herewith
Number Exhibit Description
31.1 Certification of President and Chief Executive ©&fi Pursuant to Section 302 of the Sarb-Oxley Act of 2002
31.2 Certification of Vice President, Finance and Adrsiration, Chief Financial Officer, Treasurer anadi®@eary Pursuant to
Section 302 of the Sarbal-Oxley Act of 2002
32.1 Certification Pursuant to U.S.C. 1350 adopted RPamsto Section 906 of the Sarba-Oxley Act of 2002
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(b) Reports on Form 8-K:

(1) On April 23, 2004, we filed a report on FornkK8egarding the issuance of a press release animuuaar results for the three
months ended March 27, 20(

(2) On May 18, 2004, we filed a report on Form 8e§arding a business presentation provided to foves

(3) On July 13, 2004, we filed a report on Form 8el§arding the issuance of a press release anmuuaai results for the three
months ended June 26, 20!
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SIGNATURES

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

INTEVAC, INC.

Date: August 10, 200
By: /s/ KEVIN FAIRBAIRN

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

Date: August 10, 200
By: /s/ CHARLES B. EDDY Il

Charles B. Eddy I

Vice President, Finance and Administratis
Chief Financial Officer, Treasurer and Secreti
(Principal Financial and Accounting Officer)
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EXHIBIT INDEX

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

31.2 Certification of Vice President, Finance and Adreiration, Chief Financial Officer, Treasurer andr@é&ry Pursuant to
Section 302 of the Sarbal-Oxley Act of 2002

32.1 Certification Pursuant to U.S.C. 1350 adopted RPamsto Section 906 of the Sarba-Oxley Act of 2002



Exhibit 31.1
I, Kevin Fairbairn certify that:
1. | have reviewed this Quarterly Report on ForrfQL6f Intevac, Inc.;

2. Based on my knowledge, this report does notaioreny untrue statement of a material fact or améitate a material fact necessary to make
the statements made, in light of the circumstanoeker which such statements were made, not misigadith respect to the period covered by
this report;

3. Based on my knowledge, the financial statemamtd,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegoks presented in this report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimisglosure controls and procedures (as de
in Exchange Act Rules 13a-15(e) and 15d-15(e))Heregistrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedoifge designed under our supervisiol
ensure that material information relating to thgisgrant, including its consolidated subsidiariesnade known to us by others within those
entities, particularly during the period in whidfig report is being prepared;

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

(c) Disclosed in this report any change in thesggnt's internal control over financial reportih@t occurred during the registrant's most recent
fiscal quarter (the registrant's fourth fiscal deain the case of an annual report) that has madlieaffected, or is reasonably likely to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifying officer(s) drithve disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant's auditors and thetaummmittee of the registrant's board of direct@rspersons performing the equivalent
functions):

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

b) Any fraud, whether or not material, that invalveanagement or other employees who have a signiffole in the registrant's internal
control over financial reporting.

Date: August 10, 2004

/'sl KEVI N FAI RBAI RN

Kevin Fairbairn
Presi dent, Chief Executive Oficer and Director



Exhibit 31.2
I, Charles B. Eddy certify that:
1. | have reviewed this Quarterly Report on ForrfQL6f Intevac, Inc.;

2. Based on my knowledge, this report does notaioreny untrue statement of a material fact or améitate a material fact necessary to make
the statements made, in light of the circumstanoeker which such statements were made, not misigadith respect to the period covered by
this report;

3. Based on my knowledge, the financial statemamtd,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegoks presented in this report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimisglosure controls and procedures (as de
in Exchange Act Rules 13a-15(e) and 15d-15(e))Heregistrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedoifge designed under our supervisiol
ensure that material information relating to thgisgrant, including its consolidated subsidiariesnade known to us by others within those
entities, particularly during the period in whidfig report is being prepared;

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

(c) Disclosed in this report any change in thesggnt's internal control over financial reportih@t occurred during the registrant's most recent
fiscal quarter (the registrant's fourth fiscal deain the case of an annual report) that has madlieaffected, or is reasonably likely to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifying officer(s) drithve disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant's auditors and thetaummmittee of the registrant's board of direct@rspersons performing the equivalent
functions):

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

b) Any fraud, whether or not material, that invalveanagement or other employees who have a signiffole in the registrant's internal
control over financial reporting.

Date: August 10, 2004

/'s/ CHARLES B. EDDY |11
Charles B. Eddy 111
Vi ce President, Finance and Admi nistration,
Chi ef Financial Oficer, Treasurer and Secretary



EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF  FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Kevin Fairbairn, certify, pursuant to 18 U.SSction 1350, as adopted pursuant to Section 9@&dbarbanes-Oxley Act of 2002, that the

Quarterly Report of Intevac, Inc. on Form 10-Qtfoe quarterly period ended June 26, 2004 fully daapwith the requirements of Section 13
(a) or 15(d) of the Securities Exchange Act of 1884 that information contained in such Form 10a{@yf presents in all material respects the
financial condition and results of operations d&irac, Inc.

By: /s/ KEVIN FAI RBAI RN

Narme: Kevin Fairbairn
Title: President, Chief Executive Oficer and Director

I, Charles B. Eddy llI, certify, pursuant to 18 UCSSection 1350, as adopted pursuant to Secti6roBthe Sarbanes-Oxley Act of 2002, that
the Quarterly Report of Intevac, Inc. on Form 18e@the quarterly period ended June 26, 2004 fodisnplies with the requirements of Section
13(a) or 15(d) of the Securities Exchange Act dd4Land that information contained in such Form 1f&i@y presents in all material respects
the financial condition and results of operatiohintevac, Inc.

By: /'s/ CHARLES B. EDDY II1I

Name: Charles B. Eddy |11
Title: Vice President, Finance and Admi nistration,
Chief Financial Officer, Treasurer and Secretary

A signed original of this written statement reqditey Section 906 has been provided to Intevac,dnd.will be retained by Intevac, Inc. and
furnished to the Securities and Exchange Commissiats staff upon reques



