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SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

(MARK ONE)
™ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the quarterly period ended September 27, 200
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the transition period from to
Commission file number 0-26946
INTEVAC, INC.
(Exact name of registrant as specified in its chaetr)
California 94-3125814
(State or other jurisdiction of (IRS Employer Identification No.)

incorporation or organization)

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

Registrant’s telephone number, including area code:
(408) 986-9888

Indicate by check mark whether the regigt(1) has filed all reports required to be fimdSection 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemuired to file such reports), and
(2) has been subject to such filing requirementstfe past 90 days. Yed NoO

Indicate by check mark whether the regrdtis an accelerated filer (as defined in Rulle-22f the Exchange Act). Ydd
No ™

APPLICABLE ONLY TO CORPORATE ISSUERS:

On September 27, 2003 12,315,834 shares of thestRagis Common Stock, no par value, were outstandi
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PARTI. FINANCIAL INFORMATION
Item 1. Financial Statements

INTEVAC, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands)

September 27, December 31,
2003 2002
(Unaudited)
ASSETS
Current asset:
Cash and cash equivalel $ 21,14¢ $28,45"
Accounts receivable, net of allowances of $59 a&2@P%at September 27,

2003 and December 31, 2002, respecti 6,52¢ 4,991
Income taxes recoverak — 214
Inventories 9,86¢ 15,87:
Prepaid expenses and other current a: 607 961

Total current asse 38,14¢ 50,49¢

Property, plant and equipment, | 6,281 6,79:
Investment in 601 California Avenue LL 2,431 2,431
Debt issuance costs and other |-term asset 50¢ 58C
Total asset $ 47,36¢ $60,29¢
| |

LIABILITIES AND SHAREHOLDERS' EQUITY (DEFICIT)
Current liabilities:

Convertible note $ 1,02t $ —
Accounts payabl 3,00¢ 1,73¢
Accrued payroll and related liabilitit 1,48¢ 1,37¢
Other accrued liabilitie 3,24¢ 3,72¢
Customer advance 9,55z 12,34:
Total current liabilities 18,31t 19,18¢
Convertible note 29,54 30,56¢

Shareholder equity (deficit):
Common stock, no par vali 20,03« 19,38¢
Accumulated other comprehensive inca 21C 18¢
Accumulated defici (20,735 (9,037)
Total shareholde’ equity (deficit) (491) 10,54¢
Total liabilities and sharehold¢ equity (deficit) $ 47,36¢ $60,29¢
| I

See accompanying notes.
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CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
AND COMPREHENSIVE INCOME
(In thousands, except per share amounts)

Net revenues
Systems and componel
Technology developmel

Total net revenue
Cost of net revenue
Systems and componel
Technology developmel
Inventory provision:

Total cost of net revenu

Gross profit

Operating expense
Research and developmt
Selling, general and administrati

Total operating expens

Operating los!
Interest expens
Interest income and other, r

Loss before income taxi
Benefit from income taxe

Net income (loss

Other comprehensive income (los
Foreign currency translation adjustm

Total comprehensive income (los

Basic earnings per sha

Net income (loss

Shares used in per share amol
Diluted earnings per shar

Net income (loss

Shares used in per share amol

INTEVAC, INC.

(Unaudited)
Three months ended Nine months ended

Sept. 27, Sept. 28, Sept. 27, Sept. 28,
2003 2002 2003 2002
$ 5,037 $ 4,94¢ $ 18,27¢ $ 16,79(
2,57¢ 1,78¢ 5,94( 5,00z
7,61¢ 6,731 24,21¢ 21,79:
2,71: 4,00z 13,74t 12,63(
1,81: 1,41¢ 4,372 4,17¢
21C (26) 942 67¢€
4,73¢€ 5,39¢ 19,05¢ 17,48¢
2,88( 1,34z 5,15¢ 4,30¢
3,17: 2,28t 8,91¢ 8,391
2,21¢ 1,97¢ 6,287 5,522
5,38¢ 4,261 15,20: 13,91
(2,509) (2,919 (10,042 (9,605)
(522) (1,117 (1,547 (2,445
132 194 (112) 54¢
(2,899 (3,847) (11,707 (11,507
— — — (6,369
$(2,899 $(3,842) $(11,707) $ (5,132
| | | |
17 (4) 21 16
$(2,88:) $(3,84¢6) $(11,687) $ (5,116
— — — —
$ (0.29) $ (0.32) $ (0.96) $ (0.42)
12,26¢ 12,09: 12,20¢ 12,06t
$ (0.29) $ (0.32) $ (0.96) $ (0.42
12,26¢ 12,09: 12,20¢ 12,06t

See accompanying notes.
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INTEVAC, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
(Unaudited)

Nine months ended

Sept. 27, Sept. 28,
2003 2002

Operating activities
Net loss $(11,707) $(5,137)
Adjustments to reconcile net loss to net cash asti equivalents provided

(used in) operating activitie

Depreciation and amortizatic 1,50¢ 2,84¢
Inventory provision: 942 67¢
Compensation expense in the form of common s — 4
Foreign currency (gain)/los — 1
Loss on disposal of equipme 644 —
Changes in operating assets and liabili 2,607 6,05¢
Total adjustment 5,701 9,587
Net cash and cash equivalents provided by (useopi@jating activitie: (6,007 4,45k

Investing activities
Purchase of leasehold improvements and equip (1,957 (1,129
Net cash and cash equivalents used in investirngtaes (1,957 (1,129

Financing activities
Proceeds from issuance of common sl 644 278
Exchange of Intevac convertible notes due 2 — (7,487)
Net cash and cash equivalents provided by (usefthemcing activities 644 (7,210
Effect of exchange rate changes on ¢ QD 16
Net decrease in cash and cash equiva (7,309 (3,867)
Cash and cash equivalents at beginning of p¢ 28,457 18,157
Cash and cash equivalents at end of pe $ 21,14¢ $14,29¢
I I

Supplemental Schedule of Cash Flow Information

Cash paid (received) fc
Interest $ 1,987 $ 2,381
Income tax refuni (2149 (6,369)

See accompanying notes.
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

1. Business Activities and Basis of Presentatic

Intevac, Inc.’s businesses are the designufaature and sale of complex capital equipmend tsenanufacture products such as thin-
film disks and flat panel displays (the “Equipm@nbducts Division”), the development of highly séims electroeptical devices and syste!
for the US military and its allies (the “PhotoniEschnology Division”) and the design, manufactund aale of commercial products based on
technology developed by the Photonics Technologysiain (the “Commercial Imaging Division”).

Systems sold by the Equipment Products Diwisire used to deposit highly engineered fifims of material on a substrate. These sys
generally utilize proprietary manufacturing techrégq and processes, operate under high levels otimgare designed for high-volume
continuous operation and use precision robotiasypedgerized controls and complex software programfalty automate and control the
production process. Products manufactured withetegstems include disks for computer hard diskedrand flat panel displays for use in
consumer electronics products.

The Photonics Technology Division (“PTD”)dsveloping electro-optical sensors and camerag#ratit highly sensitive detection of
photons in the visible and near infrared portiohthe spectrum. This development work is aimedaating new products for both military
and industrial applications. Products include Lakeminated Viewing and Ranging (“LIVAR®") systenisr positive target identification at
long range and low-cost extreme low light level eaas for use in military applications.

The Commercial Imaging Division (“CID”) wasrimed in July 2002 with the charter of developimgducts based on PTD technology for
sale to commercial markets. CID is currently depigig products for the surveillance, scientific anedical markets.

The financial information at September 27Q2@nd for the three- and nine-month periods eisgddember 27, 2003 and September 28,
2002 is unaudited, but includes all adjustmentagiting only of normal recurring accruals) thaelrac considers necessary for a fair
presentation of the financial information set fdnérein, in accordance with accounting principlesagally accepted in the United States of
America (“U.S. GAAP”) for interim financial infornm#on, the instructions to Form 10-Q and Articledf(Regulation S-X. Accordingly, it
does not include all of the information and foo®tequired by U.S. GAAP for annual financial stagats. For further information, refer to
the Consolidated Financial Statements and footribreto included in Intevac’s Annual Report onrrdi0-K for the fiscal year ended
December 31, 2002.

The preparation of financial statements infoomity with U.S. GAAP requires management to makémates and assumptions that affect
the reported amounts of assets and liabilitiesdislosure of contingent assets and liabilitiethatdate of the financial statements and
reported amounts of revenue and expenses durimgploeting period. Actual results inevitably wilffér from those estimates, and such
differences may be material to the financial staets.

On January 1, 2003, in order to better canfiis revenue recognition policies to those commasied in the equipment industry, Intevac
changed its revenue recognition policy for systeders received after December 31, 2002.

Intevac evaluates the collectibility of trade rexadiles on an ongoing basis and provides resenassigotential losses when collectibi
is not reasonably assured.

The results for the three- and nine-monthiggsrended September 27, 2003 are not considedlezhtive of the results to be expected for
any future period or for the entire year.
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

2. Inventories

The components of inventory consist of tHefang:

September 27, December 31,
2003 2002
(unaudited)
(in thousands)

Raw materials $3,13¢ $ 3,32¢
Work-in-progress 3,507 2,62¢
Finished good 3,222 9,91«
$9,86¢ $15,87:
| |

Finished goods inventory consists solelyarfipleted units, generally at customer sites, uraiegginstallation or acceptance testing.

Inventory reserves included in the above rensilvere $10.9 million and $9.6 million at Septentbg 2003 and December 31, 2002,
respectively. Each quarter, we analyze our invgntiaw materials, WIP and finished goods) againstforecast demand for the next
12 months. Parts with no forecast requirementgamsidered excess and inventory provisions arélestiad to write those parts down to z
net book value. During this process, some invenigientified as having no future use or valuedand is disposed of against the reserves.
During the nine months ended September 27, 2009, 0lion was added to inventory reserves basethemuarterly analysis and $74,000
of inventory was disposed of and charged to therves

3. Employee Stock Plans

At September 27, 2003, Intevac had two steerded employee compensation plans. We accouriidee fplans under the recognition and
measurement principles of APB Opinion No. 25, “Aaating for Stock Issued to Employees”, and reldieerpretations. No stock-based
employee compensation cost is reflected in netnmegas all options granted under those plans haxextise price equal to the market value
of the underlying common stock on the date of gremtévac does not have any plans to adopt thevédire requirements of SFAS 123 for
recognition purposes.

The following table illustrates the effects et income (loss) and earnings (loss) per shidméeivac had applied the fair value-recognition
provisions of FASB Statement No. 123, “Accounting $tock-Based Compensation”, to stock-based emplapmpensation.

Three months ended Nine months ended
Sept 27, Sept 28, Sept 27, Sept 28,
2003 2002 2003 2002

(in thousands)
Net loss, as reporte $(2,899) $(3,84%) $(11,707) $(5,137)
Deduct: Total stock-based employee compensatioarese
determined under fair value based method for adirde; net

of related tax effect (139 (206) (40€) (157)
Pro forma net los $(3,03¢) $(4,04¢) $(12,10¢) $(5,289)
| | | |

Basic and diluted earnings per sh
As reportec $ (0.2¢) $ (0.32) $ (0.96) $ (0.42)
Pro forma $ (0.25) $ (0.33) $ (0.99 $ (0.44)
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)
4. Warranty

Intevac’s typical warranty is 12 months fremstomer acceptance. In some cases extended waperiads beyond 12 months are
marketed to our customers. The warranty periodsad systems is generally shorter than 12 monthreswEiranty period on consumable p
is limited to their reasonable usable life. A pmion for the estimated warranty cost is recordedmtevenue is recognized.

The following table displays the activitytime warranty provision account, which is includediher accrued liabilities on the Company’s
balance sheet, for the three and nine-month pesndsg September 27, 2003 and September 28, 2002:

Three months ended Nine months ended
Sept 27, Sept 28, Sept 27, Sept 28,
2003 2002 2003 2002

(in thousands)

Beginning balanc $ 664 $ 572 $ 84t $ 90€
Expenditures incurred under warrant (239 (199 (84€) (584)
Accruals for product warranties issued during #gorting perioc 50 67 241 272
Adjustments to previously existing warranty accst — 501 23t 34¢
Ending balanci $ 47% $ 942 $ 47% $ 942

| | | |

5. NetIncome (Loss) Per Shar

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

Three months ended Nine months ended
Sept. 27, Sept. 28, Sept. 27, Sept. 28,
2003 2002 2003 2002

(in thousands)
Numerator:
Numerator for basic earnings per sh— loss available to
common stockholdel $(2,899) $(3,847) $(11,707) $(5,137)
Effect of dilutive securities
6 1/2% convertible notes(. — — — —

Numerator for diluted earnings per sh— loss available to
common stockholders after assumed convers $(2,899 $(3,847) $(11,707) $(5,139)

Denominator
Denominator for basic earnings per share — weighted
average share 12,26¢ 12,09: 12,20¢ 12,06¢
Effect of dilutive securities
Employee stock options(. — — — —
6 1/2% convertible notes( — — — —

Dilutive potential common shar: — — — —

Denominator for diluted earnings per share — adjlist
weighte-average shares and assumed conver: 12,26¢ 12,09: 12,20¢ 12,06¢
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

(1) Diluted EPS for the three- and nine-month@eésiended September 27, 2003 and September 28eR0@les “as converted” treatment
of the convertible notes as their inclusion woutdamti-dilutive. The number of “as converted” sisaegcluded for the three- and nine-
month periods ended September 27, 2003 was 4,25%88 the number of “as converted” shares excltiethe three- and nine-
month periods ended September 28, 2002 was 4,2B2s84 2,640,992, respective

(2) Potentially dilutive securities, consistingsbfares issuable upon exercise of stock optiorsaiuded from the calculation of diluted
EPS, as their effect would be anti-dilutive. Theégied average number of employee stock optionkidgd for the thre@aonth period
ended September 27, 2003 and September 28, 2002, ¥&%5904 and 1,903,170, respectively, and thebeummf employee stock
options excluded for the nine-month periods endsate&nber 27, 2003 and September 28, 2002 was @¥Pand 1,876,543,
respectively

6. Segment Reporting

Segment Descriptic

Intevac, Inc. has three reportable operategments: Equipment Products, Photonics Techn@odyCommercial Imaging. Our
Equipment Products Division sells complex capitplipment used in the manufacturing of thin-filmidisand flat panel displays. Our
Photonics Technology Division (“PTD”) is developiegnsors and cameras that permit highly sensigtection of photons in the visible and
near infrared portions of the spectrum. Intevaethhology development revenues are generated withiRTD segment. Our Commercial
Imaging Division is developing commercial produlsésed on technology developed by PTD.

Included in corporate activities are genewaporate expenses less an allocation of corpesgienses to operating units equal to 3% and
1% of net revenues in 2003 and 2002, respectiyélg.cost of excess facility space not used by flegading divisions is also included in
corporate activities and was $275,000 and $907 j@3@ectively, for the three and nine months er®kutember 27, 2003.

Business Segment Net Rever

Three months ended Nine months ended
Sept. 27, Sept. 28, Sept. 27, Sept. 28,
2003 2002 2003 2002

(in thousands)

Equipment Product $4,96: $4,75¢ $17,77¢ $16,27¢
Photonics Technolog 2,65: 1,97(C 6,43¢€ 5,47¢
Commercial Imagin — 8 6 37
Total $7,61¢ $6,73i $24,21¢ $21,79:
| | | |
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

Business Segment Profit & Loss and Reconciliatio@dnsolidated Pi-tax Profit (Loss

Three months ended Nine months ended
Sept. 27, Sept. 28, Sept. 27, Sept. 28,
2003 2002 2003 2002

(in thousands)

Equipment Product $ (969 $(1,657) $ (4,126 $ (5,950
Photonics Technology Divisic (17¢€) (167) (1,407 (1,07))
Commercial Imagin (73€) (567) (2,539 (970
Corporate activitie (62¢) (539 (1,985 (1,619
Operating los! (2,509 (2,919 (10,049 (9,605)
Interest expens (522 (1,117 (1,549 (2,44%)
Interest incomt 39 59 204 19¢
Other income and expense, 93 13t (315 35C
Loss from continuing operations before income te $(2,899) $(3,847) $(11,707) $(11,507)
| | I I

Geographic Area Net Trade Reven

Three months ended Nine months ended
Sept. 27, Sept. 28, Sept. 27, Sept. 28,
2003 2002 2003 2002

(in thousands)

United State: $3,23¢ $2,61¢ $ 7,84¢ $ 9,38¢
Far Eas 4,37¢ 4,117 16,36¢ 12,10¢
Europe — 1 — 30C
Rest of World — — 6 1
Total $7,61¢ $6,737 $24,21¢ $21,79:
I I [ | [ |

7. Income Taxes

For the three- and nine-month periods endgade®nber 27, 2003, Intevac did not accrue a tarfitedue to the inability to realize
additional refunds from loss carry-backs. Intevecraed a tax benefit of $6.4 million for the ninemth period ended September 28, 2002.
This resulted from federal tax law changes thatvalbsses incurred in 2001 and 2002 to be carréadk B years. The Company’s
$16.2 million deferred tax asset is fully offsetd$$16.2 million valuation allowance, resultingaimet deferred tax asset of zero at
September 27, 2003.

8. Capital Transactions

During the nine-month period ending Septen#3r2003, Intevac sold stock to its employees uttte Company’s Stock Option and
Employee Stock Purchase Plans. A total of 190,850es were issued for which the Company receivédd $60.

9.  Financial Presentation
Certain prior year amounts in the Condensed Catsteld Financial Statements have been reclassifiedriform to the 2003 presentati

9
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

10. Subsequent Even

On October 31, 2003, Intevac issued a nai@tomatic conversion of its 6 1/2% Convertibig8rdinated Notes due 2009 pursuant to
their terms. Currently, $20.1 million in aggregptencipal amount of these notes is outstandingctviill be converted into an aggregate of
approximately 2,871,857 shares of Intevac commackstt a conversion price of $7.00 per share. Thenaatic conversion will occur on
November 7, 2003. Prior to the issuance of thecaaif automatic conversion, but subsequent tohtreetmonths ended September 27, 2
$9.4 million in aggregate principal amount of thes¢ées had been tendered for conversion by theehgldesulting in the issuance of
1,348,426 shares of Intevac common stock.

10
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Item 2. Management’s Discussion and Analysis &inancial Condition and Results of Operations

This Quarterly Report on Form 10-Q contains forwdodking statements which involve risks and undetiiss. Words such as
“believes,” “expects,” “anticipates” and the likeridicate forward-looking statements. These forwawking statements include comments
related to our projected orders, revenue, operatiegults and cash balances. Intevac’s actual resulay differ materially from the results
discussed in the forward-looking statements foarety of reasons, including those set forth unti€ertain Factors Which May Affect Futt
Operating Results” and in other documents we fiberf time to time with the Securities and Exchangmm@ission, including Inteveg’Annua
Report on Form 1-K filed in March 2003, Form 10-Q’s and Form 8-K's.

Critical Accounting Policies and Estimates

Management’s discussion and analysis of ioantial condition and results of operations argeldaupon our consolidated financial
statements, which have been prepared in accordgititeccounting principles generally accepted m thnited States of America (“US
GAAP"). We review the accounting policies we usegporting our financial results on a regular batke preparation of these financial
statements requires us to make estimates and judgrtat affect the reported amounts of assetsilitias, revenues and expenses and re
disclosure of contingent assets and liabilities.a@rongoing basis, we evaluate our estimates,dijuhose related to revenue recognition,
accounts receivable, inventories, income taxestaméy obligations, long-lived assets, contingeneied litigation. We base our estimates on
historical experience and on various other assumgtihat are believed to be reasonable under thanestances, the results of which form
basis for making judgments about the carrying valugssets and liabilities. Results may differ frtirase estimates due to actual outcomes
being different from those on which we based osuagptions. Significant estimates and judgementsesiewed by the Audit Committee &
discussed with our auditors at the end of eachtguprior to the public release of our financiaduks.

Our significant accounting policies are dést in Note 2 to the consolidated financial staeta included in Item 8 of Intevac’s Annual
Report on Form 10-K. We believe the following aiti accounting policies affect the more significalgments and estimates made in the
preparation of our consolidated financial staterment

Revenue Recognition — We recognize revenue using guidance from SE€ Staounting Bulletin No. 101 “Revenue Recognition
Financial Statements.” Our policy allows revenusogmition when persuasive evidence of an arrangemests, delivery has occurred or
services have been rendered, our price is fixatet@rminable, and collectibility is reasonably asduOn January 1, 2003, Intevac changed
its revenue recognition policy for system ordersereed after December 31, 2002.

System Revenue Recognition for Orders Received1&it&1/02

Certain of Intevac’s product sales with cuso acceptance provisions are accounted for aspledtlement arrangements. If we have
previously met defined customer acceptance levitsthe specific type of equipment, then Intevamgnizes revenue for the fair market
value of the equipment upon shipment and trangfaéti®@ and recognizes revenue for the fair markadtie of installation and acceptance
services when those services are completed. Fdupt® that have not been demonstrated to meet gregacifications prior to shipment,
revenue is recognized at customer acceptancee levitnt that Intevac’s customer chooses not to mimstallation and acceptance, and
Intevac’s obligations under the contract to conglastallation, acceptance or any other tasks (thithexception of warranty obligations)
have been fully discharged, then Intevac recograpgsremainder revenue to the extent that collgityilunder the contract is reasonably
assured. For contracts with end user customer troep provisions established prior to 2003, Intdwas deferred all revenue recognition
until completion of installation and customer ade@pe. The revenue recognition policy outlined a&band implemented for system orders
received after December 31, 2002 was adopted terlminform Intevac’s revenue recognition polidiegndustry accounting practice for
companies selling similar equipment. The effecaddpting this policy in years prior to 2003 woulasle been no change in 2002 revenues, a
decrease in 2001 revenues of $1.5 million and arease of 2000 revenues of

11
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$1.5 million. The effect on net income of adoptthis policy in years prior to 2003 would have beereffect on 2002 net income, a decrease
in 2001 net income of $33,000 and an increase @9 2@t income of $33,000. There was no effect oniegs per share in any of the three
years. The adoption of this policy had no effectevenue or net income in the period ended Septeihe003

System Revenue Recognition for Orders ReceivedeBE}B1/0Z

Revenues for systems are recognized upoonrestacceptance. For large deposition and raprdidigorocessing systems shipped
through a distributor, revenue is typically recagpu after the distributor has accepted the systeyardactory and the system has been
shipped. For large deposition and RTP systemsdim#dt to end customers, revenue is recognized iafs&allation and acceptance of the
system at the customer site.

There is a written acceptance and test proeeATP”) for each system, which is specifiediie customer purchase order. The ATP
includes a detailed set of criteria that are regflias a condition of customer acceptance. The ATyically conducted over one or more
days, during which the system is subjected to abmurof tests to validate that the system is periiognn a repeatable fashion, reliably and to
specification. If material issues or problems aseavered during the ATP process, then they aneectad prior to customer acceptance.

In the case of a direct end user sale, thereypically two ATP’s performed. The first ATPpsrformed at Intevac’s factory and must be
approved by the customer prior to shipment of yfetesn. The second ATP is performed after the systasrbeen installed at the customer’s
factory, with the customer in attendance. Oncest#ftond ATP is approved by the customer, and thiermes has accepted the system in
writing and agreed to make any remaining paymemésah the system, then the system is recognizadsate and revenue for the entire
system is recorded.

In the case of a shipment through a distahwtn ATP is performed at Intevac’s factory. Upompletion of the ATP, and after the
distributor has accepted the system in writing agicted to make any remaining payments due on #teraythen the system is shipped and
revenue for the entire system is recorded. Theilbligbr then completes customer factory installatod the ATP at its cost. When we beli
that there may be higher than normal end-userliagtan and acceptance issues for systems shigpeddh a distributor, such as when a
major new version of a product is delivered for fingt time, then the acceptance and revenue rétogmprocess follows the model described
above for a direct end user sale. The primary wiffee in this case is that revenue recognitiorpeddent on Intevac obtaining acceptance of
the product by both our customer (the distribugowl our distributor’s customer (the end user).

During the period that a system is undergaingtomer acceptance (either distributor or end) ugee value of the system remains in
inventory, and any payments received, or amountsiéed, related to the system are included in enstcadvances. When revenue is
recognized on the system, the inventory is chatgedst of net revenues, the for the nine montldedrSeptember 28, 2002 customer
advance is liquidated and the customer is billedHe unpaid balance of the system revenue.

Other Systems and n-System Revenue Recognit

Revenues for systems without installation aockeptance provisions, as well as revenues frohmtdogy upgrades, spare parts,
consumables and prototype products built by PTDGIfare generally recognized upon shipment. Seraied maintenance contract
revenue, which to date has been insignificangé®gnized ratably over applicable contract permdss the service is performed.

Obligations after Shipme

Our shipping terms are generally FOB shipgiomt, but in some cases are FOB destinationsistems sold directly to the end user, our
obligations remaining after shipment typically i installation, end user factory acceptance aardanty. For systems sold to distributors,
typically the distributor assumes responsibility iftstallation and end user customer acceptancsorre cases, the distributor will assume
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some or all of the warranty liability. For producther than systems and system upgrades, warattig only obligation we have after
shipment.

Technology Development Revenue Recogr

We perform best efforts research and devetopiwork under various government-sponsored relezamatracts. Typically, for each
contract, we commit to perform certain researchaaklopment efforts up to an agreed upon amonrmohnection with these contracts, we
receive funding on an incremental basis up to ngeiSome of these contracts are cost sharingiara, where Intevac is reimbursed for a
portion of the total costs expended. Revenue asetientracts is recognized in accordance with aohterms, typically as costs are incurred.
In addition, we have, from time to time, negotiatgth a third party to fund a portion of our costgeturn for a joint interest in our
technology rights developed pursuant to the cohtiathe event that total cost incurred under @igaar contract over-runs it's agreed upon
amount, we may be liable for the additional costs.

These contracts are accounted for under ARB4N, Chapter 11, Section A, which addresses Bhost-Fixed-Fee Contracts. The
contracts are all cost-type, with financial termattare a mixture of fixed fee, incentive fee, @e &nd cost sharing. The deliverables under
each contract range from providing reports to ming prototype hardware. In none of the contrastbére an obligation for either party to
continue the program once the funds have been derpehe efforts can be terminated at any timedowenience, by mutual agreement of
both parties, in which case we would be reimbufeedur actual incurred costs, plus fee, if apfieafor the completed effort. We own the
entire right, title and interest to each inventtscovered under the contract, unless we spedifigale up that right. The US Government has
a paid-up license to use any invention/intellecpraperty developed under these contracts for gowent purposes only.

Inventories — We make provisions for potentially excess ansioddte inventory based on backlog and forecastethdd. However,
order backlog is subject to revisions, cancellaj@and rescheduling. Actual demand will inevitadhiffer from forecasted demand due to a
number of factors. For example, disk industry ctidation has led to the availability of used equamhthat competes at very low prices with
our products. Financial stress and consolidatiasuincustomer base can also lead to the cancellafiorders for products after we have
incurred substantial costs related to those ordersh problems have resulted, and may continuestalty in excess and obsolete inventory,
and the provision of related reserves.

Warranty — Intevac’s typical warranty is 12 months from ttuser acceptance. In some cases extended warramnbgp beyond
12 months are marketed to our customers. The wgrpamiod on used systems is generally shorter #f2amonths. During this warranty
period any necessary non-consumable parts areisd@pid installed. The warranty period on consumahltts is limited to their reasonable
usable life. A provision for the estimated warracdgt is recorded at the time revenue is recognized

Valuation of long-lived and intangible assets and goodwill — We assess the impairment of identifiable inthtag, long-lived assets and
goodwill annually and whenever events or changesraumstances indicate that the carrying value n@ybe recoverable. Factors we
consider important which could trigger an impairtneaview include the following:

« significant under-performance relative to expedtestiorical or projected future operating results;
« significant changes in the manner of our use obdgets or the strategy for our overall business;
« significant negative industry or economic trends;

« significant decline in our stock price for a suséal period; and

« our market capitalization relative to net book ealu

When we determine that the carrying valubofdived assets, intangibles or goodwill may not beokerable based upon the existenc
one or more of the above indicators of impairmes,measure any impairment based on a projecteduised cash flow method using a
discount rate determined by our management to tremmmsurate with the risk inherent in our currergibess model.
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Prototype costs — Prototype product costs that are not paid fateumesearch and development contracts and are@se of fair market
value are charged to research and development gpen

Results of Operations

Three Months Ended September 27, 2003 and Sept@8b2002

Net revenued\et revenues consist primarily of sales of equiphused to manufacture thfiim disks, equipment used to manufacture
panel displays, related equipment and system coemisrand contract research and development retatbe development of electro-optical
devices and systems. Net revenues increased 13%8anillion for the three months ended Septemi@e2203 from $6.7 million for the
three months ended September 28, 2002.

Equipment Products Division (“EPD”) revenulesreased to $5.0 million for the three months enSeptember 27, 2003 from
$4.8 million for the three months ended SeptemBe2R02. The increase in EPD revenue was the refat increase in shipments of disk
technology upgrades patrtially offset by a decréasevenue from flat panel manufacturing systentfanm spare parts. Net revenues for the
three months ended September 28, 2002 includedilidn of sales of rapid thermal processing equémt, a product line we sold in
November 2002. Net revenues from the PhotonicsAaolgy Division increased to $2.7 million for thed¢e months ended September
2003 from $2.0 million for the three months endegt®mber 28, 2002 as a result of increased revieomecontract R&D. We expect that
PTD revenues will increase in the fourth quarte2@®3 relative to the third quarter of 2003 assaulteof increased shipments of LIVAR
cameras for development applications.

International sales increased 6% to $4.4ionilfor the three months ended September 27, 2@03 $4.1 million for the three months
ended September 28, 2002. The increase in interatsales was primarily due to an increase irevanues from disk technology upgrades
partially offset by a decrease in revenue fromgkmtel manufacturing systems. International satestituted 58% of net revenues for the
three months ended September 27, 2003 and 61% cévenues for the three months ended Septemb&022,

Backlog.Intevac's backlog of orders for its products wag.$2million at September 27, 2003 and $30.3 milkbiseptember 28, 2002.
The reduction was due to a decrease in the nunililat panel manufacturing systems on order andstiie of the rapid thermal processing
product line in November 2002 partially offset byiacrease in the number of disk manufacturingesyiston order. During the three months
ended September 27, 2003 we received orders foe00d_ean and two MDP 250 disk manufacturing systaie include in backlog the
value of purchase orders for our products that lsabheduled delivery dates. Following the end ofcharter, Intevac received orders for ei
additional 200 Lean disk manufacturing systemsgctviaire not included in the $24.1 million of repdrteacklog at September 27, 2003.

Gross marginCost of net revenues consists primarily of purctiasaterials, fabrication, assembly, test and ifedgtah labor and
overhead, customer-specific engineering costs,améyrcosts, royalties, provisions for inventoryere®s, scrap and costs attributable to
contract research and development. Gross margirB8fsfor the three months ended September 27, 20@8mpared to 20% for the three
months ended September 28, 2002.

Gross margin in EPD increased to 45% in lineet months ended September 27, 2003 from 19%ithtke months ended September 28,
2002. EPD margins in the third quarter of 2003 wawerably impacted by the mix of revenue that Wwaavily weighted with disk technolo
upgrades and by improved absorption of overheaddlirereased manufacturing activity as comparetiéahird quarter of 2002. Of EPD’s
backlog at September 27, 2003, $3.7 million rel&te3-STAR® flat panel display products that wiltrgenerate any significant gross
margin. Our goal is to achieve gross margins in EPB5% or greater in fiscal 2004. However, EPDsgrmargin will vary depending on a
number of factors, including, factory utilizatissyccess of our cost reduction programs, achieveofeggressive cost targets on our new
200 Lean system, the relative proportion of revetheréved from system sales versus upgrade andspales, and the relative
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proportion of revenue derived from low margin fanel display manufacturing equipment and priciclgjeved on future orders.

PTD gross margins increased to 24% duringdtteee months ended September 27, 2003 from 23#glilre three months ended
September 28, 2002. PTD gross margins were favpmaltgacted by the mix of revenues derived from @iygie products and fully funded
research and development contracts versus costeshegearch and development contracts. We expadPD gross margins for the fourth
quarter of 2003 will continue to improve based lom inajority of revenues being derived from fullypdied research and development
contracts and from prototype products.

Research and developmeResearch and development expense consists priro&phlptotype materials, salaries and related aafsts
employees engaged in ongoing research, designev@dogppment activities for disk manufacturing equéot, flat panel manufacturing
equipment, imaging products and company fundedarebeperformed by PTD. Research and developmemnsepincreased to $3.2 million
for the three months ended September 27, 2003 $&million for the three months ended SeptemBeR2R02, representing 42% and 34%,
respectively, of net revenue. The increase wasarifyrthe result of spending incurred for the deyshent of the 200 Lean disk
manufacturing system and commercial imaging pragyszrtially offset by reduced spending for develept of flat panel manufacturing
equipment.

Research and development expenses do natlicbsts of $1.8 million and $1.4 million, respeay for the three-month periods ended
September 27, 2003 and September 28, 2002 retatamhtract research and development performedéPtivtonics Technology Division.
These expenses are included in cost of net revenues

Research and development expenses also diochale costs of $25,000 and $84,000 in the thneeth periods ended September 27,
2003 and September 28, 2002, respectively, reirsdurader the terms of various research and deveopaoost sharing agreements.

Selling, general and administrativBelling, general and administrative expense capisinarily of selling, marketing, customer support
production of customer samples, financial, tramednagement, liability insurance, legal and professi services, and bad debt expense. All
domestic sales and international sales of disk fa&twring systems in Singapore, Malaysia and Taia@nmade by Intevac’s direct sales
force, whereas other international sales of diskufecturing products and other products are madgidisibutors and representatives that
provide services such as sales, installation, wérrand customer support. We also have a subsitiagjngapore to support disk equipment
customers in Southeast Asia. We are increasinfjattafir Singapore subsidiary during the secontidf&2003 to provide an improved level
of customer service and support to our Southeasin/Aistomers.

Selling, general and administrative expensegiased to $2.2 million for the three months er8ieptember 27, 2003 from $2.0 million for
the three months ended September 28, 2002, repires@8% of net revenue in each period. The inereeas the result of $275,000 of
surplus facility costs being recorded in sellingngral and administrative expense partially offsea reduction in commissions paid to
manufacturer’s representatives.

Interest expensénterest expense consists primarily of interestndavac’s convertible notes. Interest expense decreas&sli?, 000 in th
three months ended September 27, 2003 from $1libmiih the three months ended September 28, 200&est expense in 2002 included
the write-off of $368,000 of the debt issuance €oslated to our convertible notes due in 2004thedvrite-off of $140,000 of the offering
costs related to the convertible note exchange.

Interest income and other, nétterest income and other, net totaled $132,000$4:94.,000 for the three months ended September 27,
2003 and September 28, 2002, respectively. Interesime and other, net in both 2003 and 2002 ctatsizrimarily of interest and dividend
income on investments. Interest income declineé2Did3 due to lower interest rates earned on ousstedefunds.

Provision for (benefit from) income tax&gr both the three-month periods ended Septemheét0®B and September 28, 2002, Intevac
did not accrue a tax benefit due to the inabilitydalize additional refunds
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from loss carry-backs. Intevac’s $16.2 million dedel tax asset is fully offset by a $16.2 milliocalwation allowance, resulting in a net
deferred tax asset of zero at September 27, 2003.

Nine Months Ended September 27, 2003 and Sept&t8p2002

Net revenuedNet revenues increased 11% to $24.2 million fomtime months ended September 27, 2003 from $21l@&mifior the nine
months ended September 28, 2002. EPD revenuesgeriéo $17.8 million for the nine months ended&aper 27, 2003 from $16.3 millii
for the nine months ended September 28, 2002.1idrease in EPD revenues was due primarily to ise®&n revenues from flat panel
manufacturing systems and from technology upgradesspare parts, partially offset by a decreasevienues from disk manufacturing
systems. Net revenues for the nine months endetgi®@bpr 28, 2002 included $5.0 million of salesagfid thermal processing equipment, a
product line we sold in November 2002. PTD reverineeased to $6.4 million for the nine months eh8eptember 27, 2003 from
$5.5 million for the nine months ended SeptembeRP82. The increase in PTD sales was due to isetegevenue from contract R&D.

International sales increased 32% to $16ldomifor the nine months ended September 27, 26818 $12.4 million for the nine months
ended September 28, 2002. The increase in intenatsales during nine months ended SeptembetOPB ®as primarily due to increases in
revenues from flat panel manufacturing systemsfaord technology upgrades and spare parts. Intemnatisales constituted 68% of net
revenues for the nine months ended September B3, &td 57% of net revenues for the nine monthsceBaptember 28, 2002.

Gross marginGross margin was 21% for the nine months endede8dr 27, 2003 as compared to 20% for the ninemsaTided
September 28, 2002. EPD gross margin was 21% &¥df@2the nine months ended September 27, 200Baptember 28, 2002,
respectively. The decrease in EPD gross marginpniersarily due to $7.3 million of flat panel systeevenue contributing minimal gross
margin and to the establishment in 2003 of $0.8anilof inventory reserves. PTD gross margin inseghto 22% for the nine months ended
September 27, 2003 from 14% for the nine monthe@®kptember 28, 2002. PTD gross margins weredbloimpacted by the mix of sal
derived from prototype products and from fully feadresearch and development contracts versus ltastesresearch and development
contracts.

Research and developme@bmpany funded research and development expensager 6% to $8.9 million for the nine months ended
September 27, 2003 from $8.4 million for the ninenths ended September 28, 2002, representing 3d%%%, respectively, of net reven
The increase was primarily the result of highemslieg for the development of disk manufacturingipment and for commercial imaging
products partially offset by decreases in spentbnghe development of flat panel manufacturingipment.

Research and development expenses do natlncbsts of $4.4 million and $4.2 million, respeay, for the nine-month periods ended
September 27, 2003 and September 28, 2002 relatamhtract research and development performed I, Piiese expenses are included in
cost of net revenues.

Research and development expenses also dochale costs of $99,000 and $285,000, respegtivelthe nine-month periods ended
September 27, 2003 and September 28, 2002, reistburgler the terms of various research and deveopoost sharing agreements.

Selling, general and administrativBelling, general and administrative expense ine&s $6.3 million for the nine months ended
September 27, 2003 from $5.5 million for the ninentins ended September 28, 2002, representing 26%5%, respectively, of net reven
The increase was primarily the result of $907,008uoplus facility costs being recorded in selliggneral and administrative expense.

Interest expensénterest expense decreased to $1.5 million fonthe months ended September 27, 2003 from $2.4omilbr the nine
months ended September 28, 2002. The decreasinshexpense was due to 2002 including the wfftef $368,000 of the debt issuance
costs related to our convertible notes due in 20@#the write-off of $140,000 of the offering costtated to the convertible note exchange
and to a reduction in convertible notes outstandm@ result of the exchange offer.
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Interest income and other, nétterest income and other, net totaled ($111,086)%549,000 for the nine months ended September 27,
2003 and September 28, 2002, respectively. Interesime and other, net in 2003 consisted primafil$497,000 of interest and dividend
income on investments offset by the establishmeat®$38,000 reserve related to the dispositioiixefl assets. Interest income and other,
net in 2002 consisted primarily of interest anddkiwnd income on investments.

Provision for (benefit from) income tax&®r the nine months ended September 27, 2003, datgid not accrue a tax benefit due to the
inability to realize additional refunds from losarig/-backs. We accrued a tax benefit of $6.4 milfior the nine-month period ended
September 28, 2002.

Liquidity and Capital Resources

Intevac’s operating activities used cash@0$nillion for the nine months ended Septembe2®D3. The cash used was due primarily to
the net loss incurred and the semi-annual intg@ginents on our convertible notes, which was fdbridfset by reductions in inventory and
by depreciation and amortization. In the nine merghded September 28, 2002, the Company’s opetingties provided cash of
$4.5 million due primarily to increases in custoradvances and to non-cash charges for deprecetid@mmortization, which were partially
offset by the net loss incurred.

Intevac’s investing activities used cash 20%million and $1.1 million for the nine monthsdex September 27, 2003 and September 28,
2002, respectively, for the purchase of fixed asset

Intevac’s financing activities provided cas$644,000 for the nine months ended Septembe2@13 as a result of the sale of Intevac
common stock to our employees through Intevac’sleye benefit plans. In the nine-month period enSlegtember 28, 2002, Intevac’s
financing activities used cash of $7.2 million,rpairrily as a result of the exchange of most of aumnvertible notes due 2004 for new notes
2009 and cash.

At September 27, 2003, Intevac had $21.lionilbf cash and cash equivalents. We expect tournas significant portion of that cash
over the next two quarters as we increase producfi@ur 200 Lean disk manufacturing system. Affter initial production buildup we expt
to begin generating cash from 200 Lean shipmerdsagnbelieve our existing cash and cash equivélalainces will be sufficient to meet our
cash requirements for the next twelve months.

Intevac has incurred operating losses eaahsiace 1998 and cannot predict with certaintymihevill return to operating profitability.
We believe a cyclical upturn in demand for the tgpeisk manufacturing equipment we produce is ogeg, and we have received orders
twelve disk manufacturing systems in the last feanths with the revenue from those orders expeciastlynin the first half of next year. Tl
receipt of these orders leads us to believe thatimancial results in the first half of 2004 wile significantly improved.

Subsequent to September 27, 2003, we convertedutstanding Convertible Subordinated Notes due 20@9shares of Intevac comm
stock. The effect of this conversion on our balastoeet will be to eliminate $29.5 million of longrin debt and replace it with $29.0 million
of equity. $500,000 of offering costs related te tiotes and carried on the balance sheet will ittewroff as part of the transaction.

Certain Factors Which May Affect Future Operating Results
Revenue generated by our businesses during ®Di0not provide sufficient gross profit to covgperating and interest expenses.

The majority of our revenues and gross piddite historically been derived from sales of disnufacturing equipment and deposition
and rapid thermal processing equipment for the rizantwre of flat panel displays. Our sales of disknofacturing equipment have been
severely depressed since the middle of 1998. WigIdelieve that the disk manufacturing industryl méled to make substantial investments
to upgrade its productive capacity, the timingto$ investment by customer is uncertain and thanebe no assurance that it will happen, or
how many customers will select us to provide thgsgrades. We sold our
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rapid thermal processing product line to Photondyits in November 2002, a product line which actedifor $7.1 million of our net
revenues during 2002. Additionally, other thangooducts that are already shipped and undergostgliation and acceptance testing, we
have no current backlog of orders for depositiavdpcts for the manufacture of flat panel displadiso, PTD has yet to earn an annual prt
Failure to generate sufficient net revenues andgpoofit to offset approximately $22 million ofraral operating and interest expenses would
have an adverse effect on our business, net wodlftash.

We sell our Equipment Products to a small nemaf large customers. Competition is intense arsd lof one of those customers would
significantly reduce potential future revenues.

We market our disk manufacturing equipmerd gmall number of large multinational hard disikveland media manufacturers such as
Hitachi Global Storage Technology, Komag, Maxtod &eagate Technology. Our customers operate inteengely cost competitive
industry and put great emphasis on controllingsgsastluding the cost of procuring disk manufagtgrequipment such as the equipment we
sell. The disk manufacturing industry has not msigaificant additions to capacity since 1998. Alas the industry has consolidated since
1998, a number of customers have purchased us@uhseput at reduced prices rather than pay full piicenew equipment.

Our disk manufacturing products experienterise competition worldwide from Anelva Corporatitivac Japan, Ltd. and Unaxis
Holdings, Ltd., each of which has sold substamtiahbers of systems worldwide. Anelva, Ulvac andximall have substantially greater
financial, technical, marketing, manufacturing aider resources than we do. There can be no assutiaat our competitors will not develop
enhancements to, or future generations of, conigegiroducts that will offer superior price or pmrhance features or that new competitors
will not enter our markets and develop such enhdupceducts.

Accordingly, product pricing is extremely cpatitive and competition for our customers is isgsrand we, or our competitors, may offer
substantial pricing concessions and incentivesttac customers or retain existing customers. [6bg of one of our large customers could
significantly reduce potential future revenues hade an adverse affect on our business.

The majority of our future revenue is depemdennew products. If these new products are notessful, then our results of operations
will be severely impacted.

We have invested heavily, and continue tegtyin the development of new products. EPD caesrto invest heavily to develop its
200 Lean disk manufacturing system and relatedymtsdor the thin-film disk manufacturing industBTD’s LIVAR® target identification
and low light level camera technologies are designeoffer significantly improved capability to ritdry customers. CID is developing
commercial products, such as its NightViSthcamera, based on the technology developed by Pli&sélbusinesses will require substantial
further investment in sales and marketing, in pobdievelopment and in additional production faigiit There can be no assurance that we
will succeed in these activities and generate Bigmit sales of products. The development of @bhproducts requires substantial
investments in product and market development asddsulted in substantial operating losses atdoteSuccessful development,
introduction and sale of these new products is s&a0g for us to generate operating profits. Faitdrany of these products to perform as
intended, to penetrate their markets and develmpprofitable product lines would have an adverféeceon our business.

Our business is subject to rapid technicalraeg which requires us to continually develop nesdpcts in order to sustain and grow our
revenue.

Our ability to remain competitive requirepstantial investments in research and developrmdetfailure to develop, manufacture,
market, and deliver new systems on a timely basig) enhance existing systems, would have an adwdfect on our business. From time to
time, we have experienced delays in the introdnatio and technical difficulties with, some of aystems and enhancements. Our future
success in developing and selling equipment witlethel upon a variety of factors, including our @pito accurately predict future customer
requirements, technological advances, cost of ostrgrour introduction of new

18




Table of Contents

products on schedule, cost-effective manufactuaimg) product performance in the field. Our new pmdigecisions and development
commitments must anticipate continuously evolvingdustry requirements significantly in advance désaAny failure to accurately predict
customer requirements and to develop new genesatibproducts to meet those requirements would bhavedverse effect on our business.

Demand for capital equipment is cyclical, wheubjects our business to long periods of deptesseenues interspersed with periods of
unusually high revenues.

EPD sells equipment to capital intensive Btdas, which sell commodity products such as diskes and flat panel displays. These
industries operate with high fixed costs. When dearfar these commodity products exceeds capaciyathd for new capital equipment
such as ours tends to be amplified. When supptiiede commodity products exceeds demand, the defoandw capital equipment such as
ours tends to be depressed. The cyclical natutteeofapital equipment industry means that in soesgs/sales of new systems by us will be
unusually high, and that in other years sales of sfestems by us will be severely depressed. Salggstems for thin-film disk production
have been severely depressed since the middle98f Tur customers have been able to defer significeestment in new disk deposition
systems since 1998 by continually extending theb#ipy of the installed base of disk depositiorsteyns to produce disks with ever
increasing areal density. Some of our customeis\®ethat the installed base of disk deposition@gent is no longer capable of cost
effectively producing disks at rapidly increasimges of areal density, while other of our custonbedgeve that the installed base of disk
deposition equipment can be further extended tdymre disks with increasing areal density. In th&t few months we received orders for ten
200 Lean systems from one customer. In the ladicey@xpansion Intevac experienced growing reverfaea period of three and one-half
years, after which sales of new systems abruptheenA five-year period of severely depressed equipment falesved. The timing of
replacement of the installed base by our custoraeidwhether they select Intevac products, willehasignificant impact on our sales. Our
sales will be highly dependent on the expansionratabling plans of each individual customer, aséaesult our financial results are likely
to fluctuate significantly on a quarter to quatiesis. Failure to anticipate or respond quicklyh®industry business cycle could have an
adverse effect on our business.

We expect the market price of our common stadkconvertible notes to be volatile.

The market price of our common stock has ggpeed both significant increases in valuation sigaificant decreases in valuation, over
short periods of time. For example, the price af@ammon stock has increased from $3.99 at DeceB1het002 to $13.33 as of October 31,
2003. We believe that factors such as announcemédesvelopments related to our business, fluabnatin our operating results, failure to
meet securities analysts’ expectations, generalitions in the disk drive and thin-film media maacturing industries and the worldwide
economy, announcements of technological innovatioes systems or product enhancements by us arasopetitors, fluctuations in the
level of cooperative development funding, acquisi$i, changes in governmental regulations, develofsme patents or other intellectual
property rights and changes in our relationshigh wiistomers and suppliers could cause the pricero€ommon stock to continue to
fluctuate substantially. In addition, in recent igethe stock market in general, and the markesiuall capitalization and high technology
stocks in particular, have experienced extremesghictuations that have often been unrelateddmiterating performance of affected
companies. Any of these factors could adverselcathe market price of our common stock and cdiblemotes. Until recently, our
common stock has not been heavily traded in th&ehaAs a result, any attempt by a shareholdeitheeacquire or dispose of a significant
position in our stock could cause significant flations in the price of the shares.

Our products are complex, constantly evohand are often designed and manufactured to indalidustomer requirements that require
additional engineering.

EPD systems have a large number of compoewntsire highly complex. We may experience delagstechnical and manufacturing
difficulties in future introductions or volume praction of new systems or enhancements. In addiiome of the systems that we
manufacture must be customized to meet individustamer site or operating requirements. From tioténte, we market, and commit to
deliver, new systems,
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modules and components with advanced featuresapabdities that are still in the design phase.Naee limited manufacturing capacity ¢
engineering resources and may be unable to contpletdevelopment, manufacture and shipment of thesducts, or to meet the required
technical specifications for these products, imeely manner. Failure to deliver these productsime, or failure to deliver products that
perform to all contractually committed specificaiso could have adverse effects on our businedsidinmg rescheduling of orders, failure to
achieve customer acceptance as anticipated, uipatéid rework and warranty costs, penalties forperiormance, cancellation of orders, or
return of products for credit. In addition, we niagur substantial unanticipated costs early inadpct’s life cycle, such as increased
engineering, manufacturing, installation and supposts, that we may be unable to pass on to th@imer. In some instances, we depend
upon a sole supplier or a limited number of supplfer complex components or sub-assemblies utilimeour products. Any of these factors
could adversely affect our business.

The sales of our disk and flat panel prodacesdependent on substantial capital investmerdgurycustomers, far in excess of the cost of
our products.

The purchase of our systems, and the puratfasther related equipment and facilities, regaiegtremely large capital expenditures by
our customers. These costs are far in excess abteof our systems alone. The magnitude of sapital expenditures requires that our
customers have access to large amounts of capdahat they be willing to invest that capital ol@ng periods of time to be able to purchase
our equipment. Some of our potential customergjqéarly those that would otherwise purchase ask dhanufacturing products, may not
willing, or able, to make the magnitude of capitalestment required.

Our significant amount of debt could have gaieve effect on us, our shareholders and on ooust holders.

At September 27, 2003 we had $1.0 milliocafivertible notes due in 2004 and $29.5 millioradivertible notes due in 2009
outstanding. Subsequent to September 27, 2008ptheertible notes due 2009 were converted into@pprately 4.2 million shares of
common stock, which will significantly dilute theterests of Intevas’current shareholders. The other $1.0 millionarfvertible notes will b
repaid in March 2004, reducing the funds availablgnance our business operations and for othgyazate purposes.

Our business depends on the integrity of otellectual property rights.

There can be no assurance that:

« any of our pending or future patent applicationl aé allowed or that any of the allowed applicasawill be issued as patents;
« any of our patents will not be invalidated, deemaadnforceable, circumvented or challenged;

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

« any of our pending or future patent applicationt is$ue with claims of the scope sought by ust iéll;

« others will not develop similar products, duplicate products or design around our patents; or

« patent rights, intellectual property laws or ouresgnents will adequately protect our intellectualpgrty rights.

From time to time, we have received claina the are infringing third parties’ intellectualoperty rights. There can be no assurance that
third parties will not in the future claim infringeent by us with respect to current or future patetnademarks, or other proprietary rights
relating to our products. Any present or futureérolg with or without merit, could be time-consumingsult in costly litigation, cause product
shipment delays or require us to enter into royaitiicensing agreements. Such royalty or licensiggeements, if required, may not be
available on terms acceptable to us, or at all. inhe foregoing could have an adverse effect uparbusiness.

We provide products that are expected to laademg useful life and that are critical to oustmmers’operations. From time to time, as |
of business agreements, we place portions of ¢eltectual property
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into escrow to provide assurance to our custonimatsaur technology will be available, in the evédrat we are unable to support it at some
point in the future.

Failure to adequately protect our intelletpraperty rights could have an adverse effect upanbusiness.
We may undertake significant additional finagctransactions in order to maintain sufficientsbato conduct our operations.

We may need to obtain additional financindutad our future operations, and we may seek &eradditional funds through a variety of
alternative sources, including the sale of addéi@®curities or from other financing arrangementasset sales. Our board of directors has
from time to time considered a number of possitdadactions. Such transactions might include:

« selling off a portion of our assets to raise addil capital;

« undertaking a rights offering to obtain financimgrh our existing shareholders;
* attempting to raise additional equity through paiboli private offerings;

- attempting to raise additional debt financing; or

« obtaining a line of credit.

We may undertake one or more of these traiosasc We do not know whether we will be able tonpdete any of these transactions on a
timely basis, on terms satisfactory to us, or talr example, we may not have access to newalapithe public or private markets until our
results of operations improve, if at all. In adudlitji some of these transactions may result in sggmif dilution to our existing security holders
or impairment of their rights. Nonetheless, if we anable to complete one or more of these tralsgsstour ability to maintain our ongoing
operations, and to pay principal and interest Bhaan our outstanding notes when due, may be jdineal.

Our operating results fluctuate significantly.

Over the last eleven quarters our operatisg bs a percentage of net revenues has fluctoeteden approximately 90% and 1% of net
revenues. Over the same period our sales per ghane fluctuated between $23.6 million and $4.Bioni. We anticipate that our sales and
operating margins will continue to fluctuate. Aseault, period-to-period comparisons of our resoftsperations are not necessarily
meaningful and should not be relied upon as initinatof future performance.

Operating costs in northern California are hig

Our operations are located in Santa Clarfd@aia. The cost of living in northern California extremely high, which increases both the
cost of doing business and the cost and difficoftyecruiting new employees. Our operating resigsend in significant part upon our ability
to effectively manage costs and to retain anddttyaalified management, engineering, marketingjufecturing, customer support, sales
administrative personnel. The failure to contradtscand to attract and retain qualified personoelcchave an adverse effect on our business.

Business interruptions could adversely afteatbusiness.

Our operations are vulnerable to interrupbgriire, earthquake, power loss, telecommunicati@ailure and other events beyond our
control.

A significant portion of our sales are madért@rnational customers.

Sales and operating activities outside ofdhéed States are subject to inherent risks, ol fluctuations in the value of the United
States dollar relative to foreign currencies, fayifjuotas, taxes and other market barriers, paliind economic instability, restrictions on the
export or import of technology, potentially limitéutellectual property protection, difficulties staffing and managing international opera-
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tions and potentially adverse tax consequencesdiea significant portion of our revenue from inttional sales, and there can be no
assurance that any of these factors will not havadverse effect on our business.

We generally quote and sell our products $hddllars. However, for some Japanese customerawequoted and sold our products in
Japanese Yen. From time to time, we have entetedareign currency contracts in an effort to regltive overall risk of currency fluctuatic
to our business. However, there can be no assuthatthe offer and sale of products denominatddrigign currencies, and the related
foreign currency hedging activities will not advelysaffect our business.

Our two principal competitors for disk degimsi equipment are based in foreign countries anektost structures based on foreign
currencies. Accordingly, currency fluctuations a@boause the price of our products to be more,ss, leompetitive than these competitors’
products. Currency fluctuations will decrease nareéase, Intevac’s cost structure relative to tlidsir competitors, which could impact our
competitive position.

We routinely evaluate acquisition candidatad ather diversification strategies.

We have completed multiple acquisitions as padwfefforts to expand and diversify our business.dxample, our business was initi
acquired from Varian Associates in 1991. We acqldner gravity lubrication and rapid thermal prodeggproduct lines in two acquisitions.
We sold the rapid thermal processing product lind@vember 2002. We also acquired the RPC eletisam processing business in late
1997, and subsequently closed this business. Wadrib continue to evaluate new acquisition caridgjalivestiture and diversification
strategies. Any acquisition involves numerous risksluding difficulties in the assimilation of tleequired company’s employees, operations
and products, uncertainties associated with opeyati new markets and working with new customens, the potential loss of the acquired
company’s key employees. Additionally, unanticipbéxpenses, difficulties and consequences maydugriad relating to the integration of
technologies, research and development, and adnaiivge and other functions. Any future acquisisanay also result in potentially dilutive
issuance of equity securities, acquisition or dite® related writesffs and the assumption of debt and contingentlili@s. Any of the abow
factors could adversely affect our business.

We use hazardous materials.

We are subject to a variety of governmerdgliations relating to the use, storage, dischdvgmedling, emission, generation, manufacture,
treatment and disposal of toxic or otherwise hamasdsubstances, chemicals, materials or wastefailinye to comply with current or future
regulations could result in substantial civil peiesl or criminal fines being imposed on us or diicers, directors or employees, suspension
of production, alteration of our manufacturing pFss or cessation of operations. Such regulationlsl cequire us to acquire expensive
remediation or abatement equipment or to incurtsutisl expenses to comply with environmental ratiahs. Any failure by us to properly
manage the use, disposal or storage of, or addguastrict the release of, hazardous or toxic &rxes could subject us to significant
liabilities.

Our directors and executive officers contrahajority of our outstanding common stock.

Based on the shares outstanding on Septe?ib@003, our current directors and their affilsaged our executive officers, in the
aggregate, beneficially own a majority of the cansling shares of common stock. These sharehohiging together, are able to effectively
control all matters requiring approval by our skatders, including the election of a majority oétliirectors and approval of significant
corporate transactions. Two of our directors alsid in aggregate 7% of the outstanding convertiloes.
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ltem 3.  Quantitative and Qualitative Disclosures About Market Risk

Interest rate riskThe table below presents principal amounts ande@laeighted-average interest rates by year of mityafor our debt
obligations as of September 27, 2003.

Fair
2003 2004 2005 2006 2007 Beyond Total Value
(in thousands)
Shor-term debt
Fixed rate — $1,02¢ — — — — $ 1,02t $ 92:
Average rate 6.5(% 6.5(% — — — —
Long-term debt
Fixed rate — — — — — $29,54: $29,54: $29,54:
Average rat¢ 6.5(% 6.5(% 6.5(% 6.5(% 6.5(% 6.5(%

Subsequent to September 27, 2003, the langdebt converted into equity.

Foreign exchange riskrom time to time, we enter into foreign currenoyward exchange contracts to economically hedgaioeof its
anticipated foreign currency transaction, trangtaind re-measurement exposures. The objectiVeesétcontracts is to minimize the impact
of foreign currency exchange rate movements oroparating results. At September 27, 2003, we hafdmign currency forward exchange
contracts.

Item 4. Controls and Procedures

Evaluation of disclosure controls and procedu@sr management evaluated, with the participatioousfChief Executive Officer and
our Chief Financial Officer, the effectiveness af disclosure controls and procedures as of theoéttie period covered by this Quarterly
Report on Form 10-Q. Based on this evaluation Ghief Executive Officer and our Chief Financial i0&r have concluded that our
disclosure controls and procedures are effectivensure that information we are required to digiageports that we file or submit under
Securities Exchange Act of 1934 is recorded, pmagssummarized and reported within the time pergmécified in Securities and Exchal
Commission rules and forms.

Changes in internal controls over financial repagi There was no change in our internal control oveairfcial reporting that occurred
during the period covered by this Quarterly Reporform 10-Q that has materially affected, or &sommably likely to materially affect, our
internal control over financial reporting.
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PART Il.  OTHER INFORMATION
ltem 1. Legal Proceedings
None.
Item 2. Changes in Securities
None.
Item 3. Defaults upon Senior Securities
None.
ltem 4. Submission of Matters to a Vote of Secity-Holders
None.
Item 5.  Other Information
None.
ltem 6. Exhibits and Reports on Form 8-K

(a) The following exhibits are filed herewith

Exhibit
Number Description
31.1 Certification of President and Chief Executive ©éfi Pursuant to Section 302 of the Sarb-Oxley Act of 2002
31.2 Certification of Vice President, Finance and Adrsiration, Chief Financial Officer, Treasurer an@i®&ry Pursuant to
Section 302 of the Sarbal-Oxley Act of 2002
32.1 Certifications Pursuant to U.S.C. 1350, adoptedamt to Section 906 of the SarbeOxley Act of 2002

(b) Reports on Form 8-K:

(1) On July 22, 2003, the registrant filed a répor Form 8K regarding the issuance of a press release anmupite results for th
three months ended June 28, 2(

(2) On September 24, 2003, the registrant filegjpmrt on Form 8-K regarding a business presemtatiovided to investors.
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SIGNATURES

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

INTEVAC, INC.
Date: November 10, 2003 By: /s/ KEVIN FAIRBAIRN
Kevin Fairbairn
President, Chief Executive Officer and Director
(Principal Executive Officer
Date: November 10, 2003 By: /s/ CHARLES B. EDDY llI

Charles B. Eddy llI

Vice President, Finance and Administration,

Chief Financial Officer, Treasurer and Secretamyn@pal
Financial and Accounting Office
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EXHIBIT INDEX
Exhibit
Number Description
31.1 Certification of President and Chief Executive ©éfi Pursuant to Section 302 of the Sarb-Oxley Act of 2002
31.2 Certification of Vice President, Finance and Adrsiration, Chief Financial Officer, Treasurer andigtary Pursuant to

Section 302 of the Sarbal-Oxley Act of 2002
32.1 Certifications Pursuant to U.S.C. 1350, adoptedamt to Section 906 of the SarbeOxley Act of 2002



Exhibit 31.1
I, Kevin Fairbairn certify that:
1. | have reviewed this Quarterly Report on Forr-Q of Intevac, Inc.

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omisteie a material fact necessar
make the statements made, in light of the circuncets under which such statements were made, nigadisg with respect to the per
covered by this repor

3. Based on my knowledge, the financial statementd, ather financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this rep

4. The registrant’s othecertifying officer(s) and | are responsible foraddishing and maintaining disclosure controls anocedures (:
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

(a) Designed such disclosure controls and procedure caused such disclosure controls and procedorde designed under 1
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us
others within those entities, particularly durihg toeriod in which this report is being prepared;

(b) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtéis report our conclusions ab
the effectiveness of the disclosure controls amteuntures, as of the end of the period covered iByrdiport based on such evaluat
and

(c) Disclosed in this report any change in the segnt’s internal control over financial reportittgat occurred during the registramt’
most recent fiscal quarter (the registrantburth fiscal quarter in the case of an annupbrg that has materially affected, o
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrans other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrob over financie
reporting, to the registrant’s auditors and theitacoimmittee of the registramst’board of directors (or persons performing theivaden
functions):

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

b) Any fraud, whether or not material, that invalvemanagement or other employees who have a signifiole in the registrarst’
internal control over financial reporting.

Date: November 10, 2003

/s/ KEVIN FAIRBAIRN

Kevin Fairbairn
President, Chief Executive Officer and Direc



Exhibit 31.Z
I, Charles B. Eddy certify that:
1. | have reviewed this Quarterly Report on Forr-Q of Intevac, Inc.

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omisteie a material fact necessar
make the statements made, in light of the circuncets under which such statements were made, nigadisg with respect to the per
covered by this repor

3. Based on my knowledge, the financial statementd, ather financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this rep

4. The registrans other certifying officer(s) and | are responsifile establishing and maintaining disclosure cdsti@nd procedures |
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

(a) Designed such disclosure controls and procedure caused such disclosure controls and procedorde designed under 1
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us
others within those entities, particularly durihg toeriod in which this report is being prepared;

(b) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtéis report our conclusions ab
the effectiveness of the disclosure controls amteuntures, as of the end of the period covered iByrdiport based on such evaluat
and

(c) Disclosed in this report any change in the segnt’s internal control over financial reportittgat occurred during the registramt’
most recent fiscal quarter (the registrantburth fiscal quarter in the case of an annupbrg that has materially affected, o
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrans other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrob over financie
reporting, to the registrant’s auditors and theitacoimmittee of the registramst’board of directors (or persons performing theivaden
functions):

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

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

Date: November 10, 2003

/sl CHARLES B. EDDY Il

Charles B. Eddy I
Vice President, Finance and Administrati
Chief Financial Officer, Treasurer and Secre



Exhibit 32.1

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

I, Kevin Fairbairn, certify, pursuant to 183JC. Section 1350, as adopted pursuant to SediiéroBthe Sarbanedxley Act of 2002, th:
the Quarterly Report of Intevac, Inc. on FormQ@er the quarterly period ended September 27, 2038 complies with the requirements
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in suohnfr 10Q fairly presents in all mater
respects the financial condition and results ofragens of Intevac, Inc.

By: /s KEVIN FAIRBAIRN

Name: Kevin Fairbairn
Title: President, Chief Executive Officer and Direc

I, Charles B. Eddy lll, certify, pursuant t8 .S.C. Section 1350, as adopted pursuant tode®@6 of the Sarban&xley Act of 200z
that the Quarterly Report of Intevac, Inc. on Fot®Q for the quarterly period ended September 27, 200 complies with th
requirements of Section 13(a) or 15(d) of the S#earExchange Act of 1934 and that information teémed in such Form 1Q- fairly
presents in all material respects the financiab@twon and results of operations of Intevac, Inc.

By: /sl CHARLES B. EDDY llI

Name: Charles B. Eddy Il
Title: Vice President, Finance and Administration, Chief
Financial Officer, Treasurer and Secret

A signed original of this written statemenqueaed by Section 906 has been provided to Intekax,and will be retained by Intevac, |
and furnished to the Securities and Exchange Cosioni®r its staff upon request.

End of Filing
Pawered By EDCAR
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