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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

(Mark One)
4} ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
For the fiscal year ended December 31, 20(
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 cbgrt
California 94-3125814
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization Identification No.)
3560 Bassett Stree
Santa Clara, California 95054
(Address of principal executive office, includinig Zode)
Registrant’s telephone number, including area code:
(408) 986-9888
Securities registered pursuant to Section 12(b) dfie Act:
None
Title of each class Name of each Exchange on which registered
none none

Securities registered pursuant to Section 12(g) ¢ie Act:
Common Stock (no par value)

Indicate by check mark whether the registréjthas filed all reports required to be filed®gction 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsiech shorter period that the registrant was redquodile such reports), and (2) has been
subject to such filing requirements for the pastfgs. Yes¥ No O

Indicate by a check mark if disclosure of delient filers pursuant to Item 405 of Regulatio &-not contained herein, and will not be

contained, to the best of registrant’s knowledgeléfinitive proxy or information statements incorgted by reference in Part 1l of this
Form 10-K or any amendment to this Form 10-KO

Indicate by check mark whether the registiaiain accelerated filer (as defined in Rule 12b-the Exchange Act). Ye&l No
o}

The aggregate market value of voting stock helddn-affiliates of the Registrant, as of June 28, 20@3 approximately $15,690,0



(based on the closing price for shares of the Regits Common Stock as reported by the NASDAQ dfwtl Market System for the last
trading day prior to that date). Shares of CommimeiSheld by each executive officer, director, &ntter of 5% or more of the outstanding
Common Stock have been excluded in that such persay be deemed to be affiliates. This determinadfaaffiliate status is not necessarily
a conclusive determination for other purposes.

On March 3, 2004, 19,981,993 shares of thedRagt’'s Common Stock, no par value, were outstand
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s Proxy Statement for tle 2004 Annual Meeting of Shareholders are incorpotad by reference into
Part Ill. Such proxy statement will be filed within 120 days after the end of the fiscal year coverday this Annual Report on Form 10-
K.
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This Annual Report on Form 10-K contains forwarddimg statements, which involve risks and uncetigsn Words such as “believes,”
“expects,” “plans,” “anticipates” and the like indtate forward-looking statements. These forward-loglstatements include comments
related to hard disk drive market dynamics, ourdieship position in thin-film disk manufacturingugment, projected customer
requirements for new capacity and for technologgrages to their installed base of thin-film disknmagacturing equipment, as well as the
ability of our products to meet these requiremetits;timing of delivery and/or acceptance of oungurcts for revenue; the expected features,
performance and competitive advantages of produetare developing including LIV/®, low light level sensors and cameras and 200 Lean
systems; and the cost of complying with governmegntiations. Our actual results may differ matesigrom the results discussed in the
forward-looking statements for a variety of reasons, idilg those set forth under “Certain Factors WhiclayKAffect Future Operating
Resulte”

PART |

ltem 1. Business
Overview

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

Our Equipment business designs, manufactoragets and services complex capital equipmentimtieposits, or sputters, highly
engineered thin-films onto disks used in hard diskes. We believe we are the leading providerisk dputtering systems. Our systems
represent approximately half of the installed bafsdisk sputtering systems and produced approximnatdf of all thin-film disks made
worldwide in 2003. Our customers include the warli#gading thin-film disk manufacturers, such asattii Global Storage Technologies, or
HGST, Komag, Maxtor and Seagate Technology. Webelithe rapid growth of digital data, the transititom video cassette recorders to
digital video recorders and the growth of new camsuapplications, such as personal video recorgigisp game consoles and MP3 players,
along with new technology advances in the industilf,provide us with a significant growth opporitin

Our Imaging business develops and manufex®leetro-optical sensors, cameras, and systermpeahait highly sensitive detection of
photons in the visible and near infrared portiohthe spectrum, allowing vision in extreme low ligfituations. We currently develop night-
vision technology and equipment for military andrecoercial applications. To date, our revenues haenlderived primarily from research
and development contracts funded by the U.S. govent Applications for our imaging technology inbtusystems for positive identificati
of targets at long range and sensors and camarasdan extreme low light situations. More recgnife began developing products for use
in the commercial sector, specifically the seculifg science and physical science markets.

Intevac was formed in 1990 and completedrarbged buyout of a number of divisions of Variasséciates in February 1991. The
technologies acquired from Varian formed the fodimaafor our Equipment and Imaging businesses. Weevincorporated in October 1990
in California. Our principal executive offices dogated at 3560 Bassett Street, Santa Clara, @abf@5054, and our phone number is
(408) 986-9888. Our Internet home page is locatedhav.intevac.comhowever the information in, or that can be acedshrough, our
home page is not part of this report. Our annyadreon Form 10-K, quarterly reports on Form 10eQrrent reports on Form 8-K, and
amendments to such reports are available, frebare, on or through our Internet home page as asoeasonably practicable after we
electronically file such material with, or furnigto, the Securities and Exchange Commission.

“Intevac,” “Intevac® MDP 250,” “Intevac® 200ean,” “LIVAR,” “D-STAR,” “EBAPS” and “NightVista™, among others, are our
registered trademarks.
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Equipment Business

Our Equipment business designs, manufactoragets and services complex capital equipmert isthe sputtering, or deposition, of
highly engineered thin-films of material onto tHilm disks which are used in hard disk drives. Hdigk drives are the primary storage
medium for digital data and function by magnetigalioring data on thin-film disks. These thin-fillisks are created in a sophisticated
manufacturing process involving a variation of matgps, including plating, annealing, polishingfueing, sputtering and lubrication.

Storage Market Growth Drivers

Data storage requirements have rapidly irsmeédrom kilobytes for documents, to megabytesfatio and still images, to gigabytes for
video. Hard disk drives are the primary devicedse storing and retrieving digital data. Accorglito IDC, the total storage capacity of hard
disk drives shipped grew from 5.2 billion gigabyie2001 to 8.8 billion gigabytes in 2002. Additaily, capacity is expected to grow at a
45.1% compounded annual growth rate from 2002 @Y 2We believe there are a number of emerging srand applications that exploit
these reduced storage costs and that require stor@msive solutions.

* New consumer electronics applications, such asalligideo and audio recorders, video game platfoenmserging HDTV application
and streaming video require significant digitaladstiorage capabilit

« Personal computers have evolved from devices apgrsimple applications such as word processingpteerful machines that are
capable of playing, recording and creating multimesbntent, such as images, audio and video. Ttegsabilities have driven the
demand for new personal computers and increasmgreaments for data storage. IDC estimates persmmaputer growth of over
10.2% in 2004

« Enterprise data storage requirements are increassnggulations and other business factors reqairgpanies to archive more
information, such as documents and email. Addifigneompanies are transitioning from paper-badedage to digital data-based
storage and digital backu

« Certain traditional analog storage applicationstameasitioning to digital hard disk-based stordear. example, the video surveillance
industry, including home security, law enforcemgmivate security services, retail, transportaon government agencies, is
transitioning from analog video tapes to digitalchdisk storage

As a result of these and other storage agics, IDC expects the total number of units bhald disk drives to be shipped between 2002
and 2007 to grow at a compounded annual rate agbappately 10.7% from 219 million units to 365 noth units.

Hard Disk Drive Market Dynamics

Areal Density Increasingireal density, the density of information storedthbim-film disks, continues to increase. Areal dgnis a
function of how closely spaced the information lite on the thin-film disk. Higher areal densityang more information can be stored on a
thin-film disk of the same size. Thin-film disk m&acturers compete by increasing the areal den$ityhard disk, which enables them to
provide more data storage capacity at a lower paisgigabyte. As areal densities have increased,disk drive manufacturers have been
able to reduce costs by reducing the number oBdisk drive. In 2003, desktop personal computelsidied an average of 1.1 thin-film disks
per drive whereas in 1998 there was an average2dahih-film disks per drive.

Transition from Longitudinal to Perpendicular Redorg. Historically, thin-film disk manufacturers have beable to increase the areal
density of a thin-film disk by improving existingrgitudinal recording processes, a storage methmdavmagnetized data bits lie flat on the
thin-film disk. However, the rate of increase ieardensity has slowed, as the magnetized datareitsacked closer and closer together,
which increases instability. In order to incredse tate of areal density expansion, we believetimefiim disk
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industry will transition to perpendicular recordirRerpendicular recording, as the name impliesilte the data bits lying perpendicular to
the plane of the thin-film disk and also enablés tm be recorded at a higher density than longialdecording.

New Equipment Required for Perpendicular Recordirge equipment that thifilm disk manufacturers purchased in the mid te 90
could generally accommodate up to 12 process stdpsh has been sufficient to enable improvemeantxréal density using longitudinal
recording. However, producing thin-film disks caleabf perpendicular recording may require up tdd.24 process steps. As a result, in
order to transition to perpendicular recordingnifiim disk manufacturers will most likely needreplace or retool their existing thin-film
disk manufacturing equipment.

Consolidation of Equipment Suppliefiie supplier base of disk sputtering equipmentdeasolidated. Beginning in 1995, many tfilm
disk manufacturers undertook aggressive expans@nspThe reduction in thin-film disks per drivendoined with these capacity expansions
resulted in substantial excess disk production @gpan the late 1990s through 2002. As a reswigneas total storage capacity of all hard «
drives shipped increased dramatically from 1992002, thin-film disk manufacturers did not makengigant investments in new disk
sputtering equipment. In fact, of the four leadpmgviders of disk sputtering equipment, only twe&announced new equipment platforms
capable of perpendicular recording.

Industry ConsolidationTwo types of companies purchase disk sputteringpeggnt. Vertically integrated companies manufachoth
thin-film disks and the drives that use the di§ksn-film disk manufacturing companies manufactondy thin-film disks and sell them to
hard disk drive manufacturers. These companies alsceadversely affected by the overcapacity of7/1t®®ugh 2002, and as a result, the
industry underwent significant consolidation. Fastance, in 2001 Maxtor acquired Quantum’s harkl diive operations, and IBM sold its
hard disk drive business to Hitachi in 2002. In 20Rujitsu ceased manufacturing hard disk drivestfe personal storage market. This
consolidation has reduced the number of thin-fiemndhdisk manufacturers able to respond to any @sing demand for digital data storage.

Return to Industry GrowthAccording to IDC, hard disk drive demand will re&@86 million units by 2007. In 2003, hard disk driv
manufacturers were expected to produce approxignagd million units, according to IDC. Recently, 86, Maxtor and Seagate, have
announced significant thin-film disk manufacturicegpacity expansions.

To meet increasing demands, thin-film disknofacturers are beginning to invest in new diskitgping equipment that can accommodate
the additional process steps required for perperaticecording. To evaluate the performance of ceting disk sputtering equipment, thin-
film disk manufacturers consider the following eria:

« Cost of Ownershiprhe factors that affect the cost of ownership skdiputtering equipment include purchase pricédytaroughput,
factory floor footprint, uptime and material utgitton efficiency. A lower cost of ownership for Kisputtering equipment is a key factor
in lowering the manufactur's product cost

« Extendibility and FlexibilityWe believe thin-film disk manufacturers need diglttering equipment that can address the needgeof t
evolving technology roadmaps. This equipment mestdpable of incorporating new process steps aihigal capabilities, including
the processes needed for producing thin-film disgsable of perpendicular recording. Additionalhese manufacturers are improving
longitudinal processes and further developing tleegsses necessary for perpendicular recordingasiadresult, they demand a
modular, flexible system that supports processnfigoarations and expansions with a minimum of «ff

« Compatibility with Existing Equipmente believe thin-film disk manufacturers prefer targlardize their processes around one or two
disk sputtering equipment suppliers. Once a tHin-flisk manufacturer has selected a particular lsefgequipment, that manufacturer
generally relies upon that supplier’'s equipmentnfiorch of its production capacity and frequentlyl wilntinue to purchase any
additional equipment from the same supplier. Tlageesignificant economies of scale related to #eeaf a single platform in product
design, product qualification, manufacturing angdysart.
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Long-term Commitment of Supplidi/e believe thin-film disk manufacturers need digltgering equipment providers that are
committed to meeting current and future technole@guirements and to supporting this equipment tjnout its useful life. As a result,
thin-film disk manufacturers increasingly demand a sigpplith the stability and capability to be a li-term technology partne

Our Competitive Strengths

We are the leading provider of sputteringiponent to thinfilm disk manufacturers. We believe that our indystadership is the result
the following key competitive strengths:

Broad Installed Base with Industry Leading CustasnOur MDP-250 disk sputtering system gained wide ptaoece in the thin-film

disk manufacturing industry and by the late 199@s Weing used in the manufacture of approximatalfydi the thin-film disks used in
hard disk drives worldwide. We believe that there @pproximately 90 MDP-250s currently in use iadurction and research and
development applications by customers such as H&8Mag, Maxtor, Seagate and Showa Denko. We belrerenajority of our

active customers are now utilizing most of thepaezity and that there is significant potentialfoese customers to both resume adding
capacity and to upgrade the technical capabilittheir installed base to permit production of higtiensity disks capable of
perpendicular recording. During 2003, we receiveteos for ten of our 200 Lean disk sputtering systand delivered our first system
in December 2003. The remaining systems are clyrscheduled to be delivered in the first half 602. We believe this is the first
production order from a major hard disk drive matdfirer for a new equipment platform capable opeedicular recording

Technology Leadership with Modular Next Generafialvanced Platformin 2003, we introduced our latest-generation dsktering
system, the 200 Lean, which provides significaptihanced capabilities relative to our installecelzEsMDP-250 systems. The 200
Lean provides higher throughput from a smallergoot, which enables more thin-film disks to be mattured per square-foot of
factory. The flexible design of the 200 Lean allaapid reconfiguration to accommodate product ckargrs and new thin-film disk
technology. The modular design of the 200 Lean allewvs thin-film disk manufacturers to add additib process steps, as advanced
thin-film disk technologies, such as perpendicular reicay, are introducec

Long-Term Commitment to Hard Disk Drive Industvye have been a hard disk drive equipment provigeesl991. We are one of
only two companies that have announced next-gdoardisk sputtering equipment that can support @edfular recording. We have
continued to develop new technologies and havednted the 200 Lean disk sputtering system to theateeds for additional process
steps needed to produce thin-film disks capabfeegbendicular recording. In addition, our headararare strategically located in close
proximity to our customers’ hard disk drive devetamt centers, and we are expanding our supporeicenSingapore to provide
greater service to our custon’ manufacturing facilities located in Southeast A

Based on these competitive strengths, webelihat we are well positioned to maintain andaeck our market leading position in the
disk sputtering equipment market.

Our Equipment Strategy

We believe we can leverage our leadershifiippsn disk sputtering equipment to increase sales to thin-film disk manufacturers and
apply our technology to new markets. The key elémehour strategy are as follows:

Become Preferred Solutions Provider in the -Film Disk Industry Our goal is to become a preferred solutions providéhin-film
disk manufacturers. We believe that our 200 Leawigdes our customers with an advanced modulargtatthat can address their
future disk sputtering needs. By working in closetpership with our customers, we believe we arié pesitioned to provide new
manufacturing solutions for other hard disk drieenponents. We believe we can integrate additiompbilities into the 200 Lean,
enabling our customers to eliminate other s-alone disk manufact-
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ing equipment and reduce thiilm disk production time. We also believe we hareopportunity to develop and supply other equigr
related to the manufacture of hard disk dri

« Deliver Highest Customer Value PropositiOur goal is to maintain our leadership in advandiesd sputtering equipment by providing
equipment with the lowest cost of ownership. The R8an’s modular design provides customers thétyakbdl reconfigure their disk
manufacturing systems for rapid technology shifis evolving technology roadmaj

« Expand Consumables, Spare Parts and Service OffeWe plan to increase the sale of disk sputteringpegent consumables, spare
parts and service in order to increase our reveppertunity per customer. In addition, growing thes$ferings will enable us to deepen
and enhance our customer relationships. We beffevexpected revenue from these offerings will malfigate the impact of cyclical
downturns in the disk sputtering equipment businéss believe that the close proximity of our seevienter in Singapore to a large
number of hard disk drive manufactur facilities gives us a competitive advanta

« Leverage Existing Technology into New MarkIn addition to expansion within our existing custarbase, we intend to target other
markets where we can apply our expertise in complarufacturing equipmer

Our Equipment Products
200 Lean Disk Sputtering System

The 200 Lean is our latest generation disktepng system. The 200 Lean provides signifigaatihanced capabilities relative to the
installed base of approximately 90 MDP-250 systeérhe. 200 Lean provides higher throughput from allemootprint in a flexible modular
system, which enables more thin-film disks to benafiactured per square-foot of factory floor space s designed to lower overall cost of
ownership.

The key features of the 200 Lean include:

» Modular DesignThe 200 Lean’s modular design allows our custorteeesscommodate any number of thin-film disk mantiféng
process steps required by their evolving technotoggimaps. The 200 Lean consists of a front-endtimmodule that loads and
unloads thin-film disks from the system, combindthvany number of four-station process modules.i@alpconfigurations of the
200 Lean have from three to six process module&ghwiesults in systems capable of 12 to 24 prostgss. Additional process modules
can be easily added to already installed systeorseXample, a customer could buy a 12-station 28#nlto manufacture longitudinal
media and at a later date upgrade the system4-station system to manufacture perpendicular mi

* Easy to ReconfigurThin-film disk manufacturers produce many different desithat have short product life cycles, leadinfrequen
reconfiguration of disk sputtering equipment. Thecimanical design and software control system o2@teLean allows rapid
reconfiguration of systems by our customers. THe28an is also easily reconfigured to process tilimdisks with glass or aluminum
substrates of varying diameters and thickne:

« Higher Throughput with Smaller FootprirThe 200 Lean offers higher throughput (over 7008-fiim disks per hour) and more process
stations in a more compact package than our ingustading MDP-250 system. We believe that the P8&n has the highest disk
throughput per square foot of factory space forstesn capable of manufacturing perpendicular me

« High Availability. The 200 Lean is designed to operate seven daygle & hours a day with 95% availability.

« Single Disk Processin@he 200 Lean processes each disk sequentiallyghraiwseries of single-disk process chambers. Tinisnates
interactions between adjacent process stationsiding a higher level of process control and -film uniformity.
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* High-Vacuum CapabilityThe 200 Lean operates at ten times the vacuum ¢évbke installed base of MDP-250s. Higher vacuaewuels
lead to lower contamination and higher coatingcédficy, as required to manufacture advanced m

« Suite of Process Station Optiofi$ie 200 Lean offers a wide range of process swtimmoviding capabilities such as metal deposition,
heating, cooling and carbon overcoati

MDP-250 Disk Sputtering System

We believe that the MDP-250 is used to martufe approximately half the thin-film disks usedridwide to manufacture hard disk
drives. The MDP-250 has twelve process statiorisatteaseparately vacuum pumped and vacuum isolatedMDP-250 has a number of
process station options, including multiple optidmsthe sputtering of thin-films and carbon oveats; heating stations, cooling stations and
cleaning stations. Furthermore, the MDP-250's Iitess stations can be reconfigured to accommodatess changes.

Equipment Business Sales and Marketing

Our Equipment business sales are made ptintarough our direct sales force, although in Japee sell our products through a
distributor, Matsubo. The selling process for ogmipment products is a multi-level and long-termagass, involving individuals from
marketing, engineering, operations, customer ser@a senior management. The process involves makimples for the prospective
customer and responding to their needs for modéragds of machine customization. Installing anigégmating new equipment requires a
substantial investment by a customer. Sales ofgstems depend, in significant part, upon the é@tisf a prospective customer to replace
obsolete equipment or to increase manufacturingagpby upgrading or expanding existing manufaotyfacilities or by constructing new
manufacturing facilities, all of which typicallywolve a significant capital commitment. Therefarestomers often require a significant
number of product presentations and demonstratiefere making a purchasing decision. Accordingly, $ystems typically have a lengthy
sales cycle, during which we may expend substafutiels and management time and effort with no aseér that a sale will result.

The production of large complex systems neguils to make significant investments in inventmih to fulfill customer orders and to
maintain adequate supplies of spare parts to seprieviously shipped systems. We also maintaimaenitory of spare parts at our Singapore
subsidiary to support our customers in SingapodeMalaysia. We typically require our customers &y for systems in three installments,
with a portion of the system price billed upon iiptef an order, a portion of the system pricedallupon shipment, and the balance of the
system price and any sales tax due upon completstallation and acceptance of the system at teomer’s factory. All customer product
payments are recorded as customer advances paedigue recognition.

Equipment Business Customers

Our disk sputtering equipment customers idelthin-film disk manufacturers, such as Fuji Hiectkomag, Showa Denko and Trace
Storage Technology, and vertically integrated st drive manufacturers, such as HGST, Maxtor &@agate. The majority of our
customers’ product development programs are lodatédte United States. Our customers’ manufactui@ingities are located in California,
Singapore, Malaysia, Japan and Taiwan. In additt$aST is developing a new media facility in China.

Equipment Business Customer Support

We provide process and applications suppagtomer training, installation, start-up assiséaaied emergency service support to our
equipment customers. Process and applications suppwovided by our equipment process engineeins, also visit customers at their pla
to assist in process development projects. We ainchining classes for our customers’ processraggs, machine operators and machine
service personnel. Additional training is also gite our customers during the machine installatiwe.have a subsidiary in Singapore to
support our customers in Southeast Asia.
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We generally provide a warranty of at leas gear on our equipment. During this warrantyqubeny necessary non-consumable parts
are supplied and installed without charge. Our eyg®s provide field service support primarily ie thnited States, Singapore and Malaysia.
In Japan, field service support is provided by digtributor, Matsubo, supplemented by our factaymrt. We and Matsubo stock
consumables and spare parts to support the irtstadiee of systems. These parts are generally bleada a 24-hour per day basis.

Equipment Business Competition

The principal competitive factors affectirigg tmarkets for our equipment products include ppceduct performance and functionality,
integration and manageability of products, custosugaport and service, reputation and reliabilitye Wave historically experienced intense
competition worldwide from competitors including élma Corporation, Ulvac and Unaxis Holdings, Lihch of which has sold substantial
numbers of systems worldwide. Anelva, Ulvac andXimall have substantially greater financial, taéchh marketing, manufacturing and
other resources than we do. Currently Anelva atelat are the only companies that are offering yetsithat address the sputtering
requirements of advanced perpendicular recordimgvéver, there can be no assurance that any ofooopetitors will not develop
enhancements to, or future generations of, conigefiroducts that offer superior price or perforcmfeatures or that new competitors will
not enter our markets and develop such enhancelligio

Given the lengthy sales cycle and the significamestment required to integrate equipment intathaufacturing process, we believe 1
once a thin-film disk manufacturer has selectedréiqular supplier's equipment for a specific apation, that manufacturer generally relies
upon that supplier’'s equipment and frequently wdlhtinue to purchase any additional equipmenttfat &pplication from the same supplier.
Accordingly, competition for customers in the eqngnt industry is intense, and suppliers of equigmsay offer substantial pricing
concessions and incentives to attract new custoareetain existing customers.

Imaging Business

Our Imaging business develops and manufex®leetro-optical sensors, cameras, and systermnpehait highly sensitive detection of
photons in the visible and near infrared portiohthe spectrum, allowing vision in extreme low ligituations.

Imaging Industry Overview

Imaging is the capture and display of lighheat, which is infrared radiation, emitted ofdeefed from an object. A segment of the
imaging market has evolved into specialized teabgpfor the capture of low light images. Low lightaging involves the capture and
display of light at intensities of approximatelyeomillionth, or less of, daytime light levels.

The U.S. military has determined that lovhtigmaging technology that provides superioritynighttime combat creates a significant
tactical strategic advantage. Accordingly, the Un8itary has funded the development of night wistechnology, which has evolved through
three generations to today’s widely deployed “Gatien-III" night vision tubes. Typically, Generatidll night vision tubes are placed in
front of a user’s eyes, like a pair of binoculansd produce a direct-view, “green glow” image. Hoere the military is now funding the
development of next generation extreme low ligha@gng technology that provides digital video outpntl is more cost-effective and
portable.

The commercial sector has taken a differppt@ach to extreme low light imaging than the railit The initial extreme low light cameras
for the commercial sector were based on chargepledulevice, or CCD, technology, which is abletoduce a digital output. CCD
technology relies on long exposure times for its@évity, and as a result the initial cameras wesed for static applications, like astronomy.
Other commercial markets, such as metrology, tiferses and industrial process monitoring, ado@@d technology. However, cameras
these new markets compromised sensitivity for dyinapplications with motion or short measuremenges.
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As a result, two distinct forms of low ligletvel imaging have evolved: the Generation-lll tigision tube technology developed by the
military, which provides direct-view analog imageaynd CCD technology, which can provide digital gagy, but is not well suited to
dynamic applications.

Our Imaging Solution

We have developed imaging technology thathings the low light capability of Generation-IlltWisiliconbased digital video technolo
that we believe will enable us to provide a fanufyportable, cost-effective low light sensors aatheras. Our solution integrates three key
elements into a compact sensor:

« a semiconductor photocathode, which converts inagright into electrons,
« acceleration of those elections into a digital imgghip, and
« conversion of those electrons into a digital signal

Elements of our proprietary solutions include

Advanced Photocathode Technology A photocathode is a semiconductor compound thighability to convert light into electrons. We
are developing a family of photocathodes that aggreeered to optimize sensitivity at specific wavglths ranging from the visible (0.40
microns) to the near infrared (1.65 microns). Cwotpcathodes have high quantum efficiencies, theeicy with which incoming light
photons are converted to electrons, and are exlyeseasitive to incoming light. Some of our detestancorporating such photocathodes,
detect incoming light at levels as low as a simieton, which is the ultimate level of sensitivity.

Use of Low Power CMOS Imaging Chips Historically, CCD sensors were the primary tealbgy used in digital imaging. Recently,
Complementary Metal Oxide Semiconductor, or CMO&sees, which are generally lower cost and reqeiss power than comparable CCD
sensors, have been developed for consumer imagpigations. CMOS imaging chips are rapidly imprayin power consumption,
resolution and dynamic range. We have developegrigtary technologies and capabilities to incorpm@MOS sensors into our products to
take advantage of these improvements. As a reseilbelieve we will be able to offer low cost, loewger, extreme low light imaging sensors
for portable applications in price sensitive masket

Increased Silicon Sensor Sensitivity We have developed proprietary technology to En@MOS and CCD sensors to capture the
accelerated electrons emitted from the photocathoate efficiently. Increasing the electron captefficiency directly increases extreme low
light imaging performance.

Compact Ultra-High Vacuum Sensor Packagirg Our compact ultra-high vacuum sensor packagblesas to combine a megapixel
imaging chip with our photocathodes in a package@pmately one inch square and one quarter inidk tlOur proprietary design maintains
close spacing between the photocathode and tkersiiensor to further enhance resolution. Our spaalkage is particularly well suited for
portable applications where size and weight atéeati

Low Light Imaging Market Opportunity

We are designing our imaging solutions toragsl next generation military requirements andigmamic applications of the commercial
markets. Forecast International estimated theanjlimarket for legacy night vision systems andaedeprograms to be $347 million in 20

Military Long Range Target Identificatior— Current long-range nighttime surveillance systeare based on expensive thermal imaging
camera systems, which image the thermal profile tafrget. Thermal imaging systems become largér iwireased range, which is
problematic for aircraft and portable applicatioAdditionally, these systems only measure emitieat land as a result produce relatively |
resolution images. Moreover, long range infrareddmg systems deployed by the U.S. military aresmtificantly superior to infrared
imaging systems available to potential adversaiibe.rules of engagement for U.S. military forceguire positive identification prior to
attack. This puts U.S. forces at a disadvantage to
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adversaries who are willing to attack targets ki@ate been detected, but not positively identifisccordingly, there is a need for a cost
effective, compact, long-range imaging solutiontrget identification.

Head Mounted Night Vision Systems Generation-1ll based night vision goggles, whigtve excellent extreme low light imaging
performance, were widely deployed by the U.S. aniitfor use by soldiers during the 1990’s. Howetleese goggles are relatively large,
heavy and lack video output. Additionally, poteh&idversaries are now deploying Generation-l1+ degghanufactured outside the United
States with performance levels approaching th&eferation-Ill. Accordingly, the U.S. Army has deped a roadmap to maintain extreme
low light imaging dominance for the individual si@d A key element of this roadmap includes a fiteorsfrom bulky direct-view night
vision goggles to a miniature head mounted imagirggem, including an extreme low light camera aidew display. This approach addre:
size and weight issues and enables connectiviswioeless network for distribution of the imagearyd other information. These
improvements need to be realized while minimizimg ¢tost of each soldiarsystem. The U.S. Army plans to begin deployméttise type of
system by 2006.

Security Cameras— The world is becoming more security-conscious iaereasingly relies on cameras for surveilladdee majority of
the security market is served by closed circu@wision cameras, which work well when sufficieghli is available. However, extreme low
light cameras are needed when sufficient lighiisavailable, when it is not economical to proviig@ting or when stealth is required.
Markets for this capability include surveillanceinfernational borders, airport perimeters, militaases, pipelines and nuclear power plants.

Physical Sciences— Companies in the physical sciences use extremdight imaging to investigate the chemistry amygics of a wide
variety of substances such as foods, medicinegriakst and biological compounds. They need higlsisigity and increased speed and
resolution to increase the accuracy of their mesamants and the productivity of their measuremeuwistd-or example, defects on
semiconductor wafers are getting increasingly senalhd require improved measurement accuracy. Ample in the pharmaceutical
industry is the growing need for near infrared $qmeoeter imaging to determine the composition oflitiees in real time.

Life Sciences— The life sciences market focuses on increasiegihderstanding of biology at the cellular lewelnprove health and
quality of life. To image single living cells thisarket needs extreme low light cameras that opatatpeeds significantly higher than cam
that are available today. Extreme low light camen@srequired, because light can change the teltsate being imaged. High speed cameras
are required, because changes happen very rapitllg aellular level. Medical labs, hospitals amdlth research institutes also utilize these
cameras for applications ranging from routine kedig to advanced research.

Our Imaging Strategy

Collaborate with Leading Development OrganizatiorsWe collaborate with, and receive significantding from, leading government
research organizations on the development of cweme low light technology. These organizationsrsgty influence development and
procurement of advanced technologies by the U.lBamyi For example, we have collaborated with th8. Army Night Vision Labs, the
world leader in night vision technology, to facilié the development and adoption of our night wisgzhnology. We initially developed sol
of our sensors under a cost sharing agreementhathlational Institute of Standards and Technolddgre recently, we began working on a
program with The Los Alamos National Laboratond&velop three-dimensional sensor technology.

Become Leading Provider of Extreme Low Light Imgdiechnology for the Military— We are actively marketing our extreme low light
imaging technology to the military. Our technoldtps been incorporated into weapons developmentgregsuch as the Airborne Laser
(ABL), the Cost Effective Targeting System (CET&)d the Long-Range Identification System (LRID)graims. Our objective is for our
LIVAR technology to become the standard for loagge target identification and for our extreme lmht sensors to become the standarc
head-mounted displays.
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Leverage Proprietary Sensor Technology to Addrassrging Commercial Markets— We are using our extreme low light imaging
expertise to develop products for commercial markeor example, in 2003 we completed developmentioNightVista™ camera to addr
the security market. We believe the modular deseigour NightVista platform, coupled with our usesthndard silicon chips in our
configurable sensors, will help to decrease ouebiggment time and cost to enter the physical dadtiiences markets.

Lower Manufacturing Costs— The market for our cameras and sensors is ptasic, and low cost manufacturing will be crititathe
rapid proliferation of our products. Our use of coercially available sensors and development of mditelevel manufacturing, as oppose
single die level manufacturing, are elements ofsttategy to reduce product cost. Additionally, veere developed proprietary ultra-high
vacuum assembly equipment to automate the assearhtilg photocathode and the imaging chip. In deuialpthis system, we utilized our
expertise in the design and manufacture of compliggh throughput production equipment. This systeilesigned to decrease unit costs by
increasing throughput and improving process costmold yields.

Build Relationships with Strategic Sales Partneré\tcelerate Access to End Markets We are focusing on the development and
manufacture of extreme low light sensors and casn@ar products are designed to be enabling teoggdbr larger systems. As a result, we
are developing relationships with leading systerasufacturers such as Boeing, Lockheed Martin Caitpoor and Northrop Grumman
Corporation, in the military market, to providewigh the scale and scope necessary to become iadgaivider of imaging solutions in our
target markets.

Our Imaging Products

LIVAR Camera and System Produets Our Laser Illluminated Viewing and Ranging, oWAR, target identification system consists of a
near infrared extreme low light camera integratéti wn eye-safe laser illuminator. LIVAR uses &la® illuminate a target and a camera to
capture the reflected light and display an imageréhtly the military uses systems such as forwaotting infrared systems and radar to
detect targets. While these systems can dete@tsaag relatively long ranges, the resolution iiatieely poor, and positive identification is
often difficult or impossible. Our LIVAR system é&signed to identify targets initially detectedfbgpward-looking infrared or radar
technology. Depending on the application, LIVAR d@nused to identify targets at distances of ugOt&ilometers. We anticipate offering «
LIVAR cameras and systems at prices that range &pproximately $50,000 to $400,000. We do not ekgigmificant revenues from
deployment of LIVAR systems until 2006.

Current LIVAR programs and products include:

Cost Effective Targeting System We are working under subcontract to DRS Sengstefns to develop a LIVAR system for use on an
unmanned surveillance vehicle being developedhielt.S. Army.

Airborne Lasel— LIVAR cameras are an enabling technology forltser targeting in Lockheed Martin’s Airborne Lapeogram, in
which a jumbo jet will use hi¢-powered lasers to destroy ballistic missiles igHfti

Classified Program— The first weapons platform slated for deploymeiit VAR is nearing the end of its product develognt. We
expect prototypes to be fielded in 2004 and volpmoeluction to follow approximately two years lat

SALSA Program— In the Systems for Airborne Laser Sensing andlysis, or SALSA, program, we are working with thie Force
Research Laboratory and Kirkland Air Force Basddweelop wafer level manufacturing to enable lowestd VAR sensors

Long Range Identificatio — We are working with Northrop Grumman to integratLIVAR camera into an existing laser illuminator
used by Special Operations Forces to designatettafgr laser-guided bombs. The integration of LR//Ato this system is designed to
allow the Special Operations Forces to completi thissions at much longer ranges from the tai
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LIVAR 2200 Portable Syste — The LIVAR 2200 is a prototype portable targedrntfication system we developed for military use.
LIVAR 120 Camer.— The model 120 is a standalone LIVAR cameraweasell to developers of long-range imaging systems

NightVista Camera — The NightVista camera is an extreme low light G8tbased day/night video camera for security agfiins that
currently offers up to 1.3 mega-pixel resolutias.damera body is small enough to fit into a twchicube, and its power consumption is
less than 1500 milliwatts. As a result, the Niglstediis well suited for portable battery-poweredli@ptions. The NightVista outputs
digital video in several standard formats and slgéntegrated with other digital technologies.eTNightVista reprocesses and optimizes
extreme low light images and is configurable to asdr requirements. We offer the NightVista asaprice of $5,000, less than the price
of a Generatic-1ll based security camer

Our Imaging business generally invoicesatsearch and development customers either as e¢estxarred, or as program milestones are
achieved, depending upon the particular contraoigeAs a government contractor, we invoice custsrasing estimated annual rates
approved by the Defense Contracts Audit Agency (ABQ. A majority of our contracts are Cost Plus EtkFee (“CPFF”) contracts. On any
CPFF contract, 15% of the fee is withheld pendiogngletion of the program and DCAA’s annual audibaf actual rates. The withheld
portion of the fee is included in accounts recelwahmtil paid.

Our Imaging Competition

The principal competitive factors affectingr @roducts include price, extreme low light sewgit, signal to noise ratio, power
consumption, resolution, size, integratabilityjability, reputation and customer support and serviVe face substantial competition for our
imaging products and many of our competitors haeatgr resources than we do.

In the military market, ITT Industries and ffowop Grumman, who are large and well-establigefdnse contractors, are the primary
U.S. manufacturers of image intensifier tubes usd&deneration-IIl night vision devices and theiridative products. Our extreme low light
cameras are intended to displace Generation-IHtniggion based products and we expect that ITTNodhrop Grumman will continue to
enhance the performance of their products and agigedy promote their sales. Furthermore, CMC Etetgts, DRS, FLIR Systems and
Raytheon manufacture cooled infrared sensors amérees which are presently used in long-range tadgetification systems, with which
our LIVAR target identification sensors and camaraspete.

In the security market, we face competiticonf companies such as ElectroPhysics, ITT and Tistisiments. These competitors’
products are based on image intensifier tubes nagtured by ITT and Northrop Grumman and by foresgppliers. Electron multiplying
CCDs manufactured by Texas Instruments and E2Valksaised in cameras that compete with our lovt leyrel security products. In the
physical and life sciences market, companies sadindor, E2V, Hamamatsu and Roper Scientific offampetitive products. In the security
product area, competitive products to our Night¥isamera based on electron multiplying CCDs andy@atensifier tubes are offered by a
number of companies.

Manufacturing

We conduct all of our Equipment business rfacturing at our facility in Santa Clara, CalifeaniOur equipment manufacturing
operations include electromechanical assembly, ar@chl and vacuum assembly, fabrication of spsibeirces, and system assembly,
alignment and testing. We make extensive use abitted supplier infrastructure serving the semiagetdr equipment business. We purchase
vacuum pumps, valves, instrumentation and fittipgsyer supplies, printed wiring board assembliesyuters and control circuitry, and
custom mechanical parts made by forging, machiamdjwelding. We also have our own small fabricatienter that supports our
engineering departments and makes some of the netparts used in our products.
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Our Imaging business manufacturing inclutkesrhanufacture of advanced photocathodes and setesssrs, cameras and integrated
camera systems. We make extensive use of advareegfacturing techniques and equipment, and ouradipes include vacuum,
electromechanical and optical system assembly. iksaur Equipment business, we make use of thelmurppfrastructure serving the
semiconductor, camera and optics manufacturingsimigis for our Imaging business. In manufacturingsensors, we purchase wafers,
components, processing supplies and chemicalsahufacturing our camera systems, we purchase graiteuit boards, electromechanical
components and assemblies, mechanical componehenafosures, optical components and computers.

Intellectual Property

We currently hold 28 patents issued in th@adhStates and 34 patents issued in foreign csntnd have patent applications pending in
the United States and foreign countries. Of th&)2ZB. patents, 15 relate to our Equipment busiress$ 13 relate to our Imaging business. Of
the foreign patents, 13 relate to our Equipmenirntass, and 21 relate to our Imaging business. diitiad, we have the right to utilize certain
patents under licensing arrangements with Littalugtries, Stanford University and Alum Rock Tecloggl. We hold substantial trade sec
in the imaging area related to photocathode fatioicand processing and to silicon chip packagorgrzhcuum compatibility and high
electron sensitivity. We also have significant @egintegration intellectual property related touam packaging of a photocathode and a
silicon semiconductor chip.

We have executed a strategy to protect daliéctual property investment by using internahpany funds for development of new
concepts and inventions. This minimizes customarayghip of new intellectual property that we depelbhis is particularly important due
the large amount of government-funded researchdamdlopment in our Imaging business.

Customer Concentration

Historically, a significant portion of ourvenue in any particular period has been attribet&bkales to a limited number of customers. In
2003, Komag, Seagate, Lockheed Martin and equipsaeas through Matsubo, our Japanese distribuach accounted for more than 10%
our revenues, and in aggregate accounted for 66#vehues. In 2002, Seagate, Toppoly and the W18y A ommunications-Electronics
Command each accounted for more than 10% of oenteas, and in aggregate accounted for 74% of regemn 2001, equipment sales
through Matsubo, our Japanese distributor, accduiote49% of revenues. Our largest customers ch&moge period to period, and it is
expected that sales of our products to relatively €ustomers will continue to account for a highcpatage of our revenues in the foreseeable
future.

Foreign sales accounted for 64% of revenu@903, 52% of revenues in 2002 and 73% of reveimu2801. The majority of our foreign
sales are to companies in the Far East, and weigate that sales to customers in the Far Eastwiitinue to be a significant portion of our
equipment revenues.

Employees

At December 31, 2003, we had 180 employeetyding 29 contract employees. Of these 180 enggley85 were in research and
development, 58 in manufacturing, and 37 in adrigii®n, customer support and marketing. Of the d®@loyees, 106 were in the
Equipment business, 49 were in the Imaging busjraast 25 were in corporate.

Compliance with Environmental Regulations

We are subject to a variety of governmerggliations relating to the use, storage, dischdvgedling, emission, generation, manufacture,
treatment and disposal of toxic or otherwise hamasdsubstances, chemicals, materials or wasteraélethe cost of complying with
government regulations and operating a safe wotkpda a normal cost of business and allocate t#teo€these activities to all functions,
except where the cost of those activities can dlatisd and charged to a specific function. Theremwnental standards and regulations
promulgated by government agencies in Santa GGatifornia are rigorous and set
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a high standard of compliance. We believe our colstempliance with these regulations and standardsomparable to other companies
operating similar facilities in Santa Clara, Calif@.

Certain Factors Which May Affect Future Operating Results

We have a recent history of significant losses andy not regain profitability. If we do not establigorofitable operations in the future
then our share price is likely to decline.

The majority of our revenues and gross piadg historically been derived from sales of diglittering equipment. Sales of our disk
sputtering equipment have been severely depregsesithe middle of 1998. Also, our Imaging businieas yet to earn an annual profit. We
have experienced an operating loss in each of#itdil/e fiscal years. For fiscal 2003, our op@giioss was $10.7 million, and as of
December 31, 2003, we had an accumulated defid2df3 million. To regain profitability, we will &l to generate and sustain substantially
higher revenue while maintaining reasonable codtexpense levels. We cannot assure you that weegidin profitability in the near future,
or at all, and if we do regain profitability we ¢aot assure you that we will be able to sustainitadodity on a going-forward basis. If we fail
to regain profitability within the time frame exped by securities analysts or investors, then tagket price of our common stock will likely
decline.

If the projected growth in demand for hard disk a&@s does not materialize and our customers do epiace or upgrade their installe
base of disk sputtering systems, then future sakeur disk sputtering systems will suffer.

Since the middle of 1998, there has beenalist no demand for new disk sputtering systemshiasfilm disk manufacturers have been
burdened with overcapacity and have not been imgst new disk sputtering equipment. Recently, Beer, overcapacity has diminished,
and three of our customers have announced plamsdjar capacity expansions. Sales of our equipritertapacity expansions are dependent
on the capacity expansion plans of our customeitsiann whether our customers select our equipneerbéir capacity expansions. We hi
no control over our customers’ expansion plans,va@adannot assure you that they will select ouiggant if they do expand their capacity.
Our customers may not implement capacity expansi@ns, or we may fail to win orders for equipmeortthose capacity expansions, which
could have a material adverse effect on our busiaed our operating results. In addition, some rfeaturers may choose to purchase used
systems from other manufacturers rather than psiegaew systems from us. Furthermore, if hard dibkes were to be replaced by an
alternative technology as a primary method of digitorage, demand for our products would decrease.

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

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

Over the last 8 quarters, our revenues parteuhave fluctuated between $12.1 million and $dillion. Over the same period our
operating loss as a percentage of revenues hadsdted between approximately 90% and 5% of reveWesanticipate that our revenues i
operating margins will continue to fluctuate. Wepest this fluctuation to continue for a varietyresons, including:

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

« delays or problems in the introduction of our neaducts; and
* announcements of new products, services or tecgimaloinnovations by us or our competitors.
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Additionally, because our systems are pricgtie millions of dollars and we sell a relativelyall 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 @ttege believe that quarter-tpiarter comparisons of our revenues and operagisigts ma
not be meaningful and that these comparisons malenan accurate indicator of our future perfornear@ur operating results in one or more
future quarters may fail to meet the expectatidriavestment research analysts or investors, wbizhd cause an immediate and significant
decline in the trading price of our common shares.

We sell our equipment products to a small numberaige customers.

Historically, a significant portion of ourvenue in any particular period has been attribetédkales to a limited number of customers. In
2003, three of our customers, in the aggregatewted for 75% of our equipment revenues. In aglditour backlog of 200 Lean systems at
December 31, 2003 is from a single customer. Orilens a relatively limited number of thin-film digkanufacturers have accounted for, and
likely will continue to account for, a substantrtion of our revenues. The loss of, or delaysurchasing by, any one of our large custor
would significantly reduce potential future revesuBurthermore, the concentration of our custorasebnay lead customers to demand
pricing and other terms unfavorable to us.

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

In the market for our disk sputtering systems have experienced competition from competisoich as Anelva Corporation, a subsidiary
of NEC Corporation, Ulvac Technologies, Inc. andakia Holdings, Ltd, each of which has sold sub&hntumbers of systems worldwide.
the market for our imaging products, we experiesm@petition from companies such as ITT Industiies, and Northrop Grumman
Corporation, the primary U.S. manufacturers of Gatien-111 night vision devices and their derivaiproducts. Our competitors have
substantially greater financial, technical, mankgtimanufacturing and other resources than we doc&knot assure you that our competitors
will not develop enhancements to, or future gemamatof, competitive products that will offer sujperprice or performance features.
Likewise, we cannot assure you that new competitdlisiot enter our markets and develop such enbddmeoducts. Accordingly,
competition for our customers is intense, and oumnpetitors have historically offered substantiatipg concessions and incentives to attract
our customers or retain their existing customers.

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

Our success in developing and selling nevdpets depends upon a variety of factors, includingability to predict future customer
requirements accurately, technological advancésl, ¢ost of ownership of our systems, our introgucbf new products on schedule, our
ability to manufacture our systems cost-effectivayl the performance of our systems in the fiela. @w product decisions and
development commitments must anticipate contingoergblving industry requirements significantly idvance of sales. We have invested
heavily, and continue to invest, in the developmadmew products. Our 200 Lean disk sputteringeaysis designed to address the demand
for increased areal density in hard disk drives amdcustomers’ concurrent need to produce moregptmnthin-film disks. Our future
revenues depend on the industry recognizing thd fteémproved recording methodologies and the reedisk sputtering systems that
facilitate manufacturing of advanced media withhtemlogies such as perpendicular recording. Ouréutevenues also depend significantly
on the market acceptance of our 200 Lean disk esprgt system, which we have only recently introadliaad which competes against a
product that has been on the market longer. Ourpreducts will typically bear higher production andrranty costs in comparison to our
more established product lines. Additionally, otmss margins on our new products may be lower ame miifficult to predict. We continue
to invest heavily to develop products for the tfiim disk manufacturing industry. In addition, oulVAR target identification and low light
level camera technologies are designed to offenifeigntly improved capability to military custonsgeiWe are also developing commercial
products based on the
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technology we have developed in our Imaging busindsne of our imaging products is currently baimgnufactured in commercial volum

or available for general sale, and we may encoumttareseen difficulties when we commence genaayrtion of these products. Our
Imaging business will require substantial furthreréstment in sales and marketing, in product dgweént and in additional production
facilities, and in particular we need to acquiresse fabrication facilities in order to expand operations. We cannot assure you that we will
succeed in these activities or generate signifisalgs of new products. Failure of any of theselpets to perform as intended, or failure to
penetrate their markets and develop into profitgldeluct lines, would have a material adverse effamur business.

Demand for capital equipment is cyclical, which gebts our business to long periods of depresseeneres interspersed with perior
of unusually high revenues.

Our Equipment business sells equipment t@talaptensive 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 denthadiemand for new capital equipment such as eadstto be depressed. The hard disk
drive industry has historically been subject to tinggar cycles because of the long lead times éagid ¢tosts involved in adding capacity.

The cyclical nature of the capital equipmiedustry means that in some years we will have uallis high sales of new systems, and that
in other years our sales of new systems will besdy depressed. The timing, length and volatdityhese cycles are difficult to predict.
These changes have affected the timing and amofiotg customers’ capital equipment purchases anelsiments in new technology. For
example, sales of systems for thin-film disk prdtrchave been severely depressed since the madd@98. In addition, our thin-film disk
manufacturing customers are generally more seeditithe cyclical nature of the hard disk driveusiily, because many of their customers
have internal thin-film disk manufacturing operascand will cut back their purchases of disks fimuntside suppliers first in an industry
downturn. If we fail to anticipate or respond quycto the industry business cycle, it could havaaerial adverse effect on our business.

Our sales cycle is long and unpredictable, whiclgyuéres us to incur high sales and marketing expeaseith 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 demonstratior@muf prospective customers. Our sales procesbése systems also includes the
production of samples and customization of prodfat®ur prospective customers. Additionally, ooralging business is subject to long sales
cycles as a result of government procurement cyfles result, we may not recognize revenue frdioresfto sell particular products for
extended periods of time, during which we may exigubstantial funds and management time and efititno assurance that a sale will
result.

Our products are complex, constantly evolving anftte must be customized to individual customer r@gments.

The systems we manufacture and sell in ouigbgent business have a large number of compoetsire highly complex, which
require us to make substantial investments in rekeend development. If we were to fail to develm@nufacture and market new systems or
to enhance existing systems, that failure woulcerav adverse effect on our business. We may exyperigelays and technical and
manufacturing difficulties in future introductiom wolume production of new systems or enhancemémtsddition, some of the systems that
we manufacture must be customized to meet indiVidustomer site or operating requirements. In soases, we market and commit to
deliver new systems, modules and components withrexbd features and capabilities that we areistiie process of designing. We have
limited manufacturing capacity and engineering veses and may be unable to complete the developmamufacture and shipment of these
products, or to meet the required technical speatifins for these products, in a timely mannedufaito deliver these products on time, or
failure to deliver products that perform to all taetually committed
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specifications, could have adverse effects on asmess, including rescheduling of backlog, failir@chieve customer acceptance as
anticipated, unanticipated rework and warranty g nalties for non-performance, cancellationrdéus, or return of products for credit. In
addition, we may incur substantial unanticipateste@arly in a product’s life cycle, such as inseshengineering, manufacturing, installation
and support costs, that we may be unable to passtbe customer. Sometimes we work closely withaustomers to develop new features
and products. In connection with these transactimessometimes offer a period of exclusivity tosheustomers. Any of these factors could
have a material adverse effect on our business.

Our Imaging business depends heavily on governmemtracts, which are subject to immediate termiraatiand funded in increment
The termination of or failure to fund one or morefdhese contracts could have a negative impact am operations.

We sell our products directly to the U.S. gmament, as well as to prime contractors for variouS. government programs. Generally,
government contracts are subject to oversight algitgovernment representatives and contain panggpermitting termination, in whole or
in part, without prior notice at the governmentonvenience upon the payment of compensationfoniyork done and commitments mad:
the time of termination. We cannot assure you ¢in& or more of the government contracts under wivielor our customers operate will not
be terminated under these circumstances. Alsoanaat assure you that we or our customers woultbleeto procure new government
contracts to offset the revenues lost as a refalyptermination of existing contracts, nor canagsure you that we or our customers will
continue to remain in good standing as federalregtirs. The loss of one or more government cotsttacus or our customers could have a
material adverse effect on our operating results.

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

In addition, sales to the U.S. governmentitsmdrime contractors may be affected by changgsacurement policies, budget
considerations and political developments in th&edhStates or abroad. The influence of any ofdlastors, which are beyond our control,
could also negatively impact our financial conditi®Ve also may experience problems associatedaditanced designs required by the
government which may result in unforeseen techncébglifficulties and cost overruns. Failure to ox@me these technological difficulties
and the occurrence of cost overruns would havetarmabadverse effect on our business.

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

Our customers must make extremely large abpipenditures in order to purchase our systemotrer related equipment and facilities.
These costs are far in excess of the cost of @iesys alone. The magnitude of such capital expemeditrequires that our customers have
access to large amounts of capital and that theyilbeg to invest that capital over long periodstione to be able to purchase our equipment.
The thin-film disk manufacturing industry has natdhe significant additions to its production capauaittil 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 ounown stock has been subject to significant votgtiind this trend may continue. In
particular, our historical trading volume has b&em, and the market price of our common stock hasgased dramatically in recent months.
Over the past 12 months, the closing price of @aanmon stock, as traded on The Nasdaq National Mahmks fluctuated from a low of $3.52
to a high of $17.92 per share. Our stock pricaiisantly trading at or near its seven-year highe Value of our common
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stock may decline regardless of our operating perdmce or prospects. Factors affecting our mankee finclude:
* our perceived prospects;
« variations in our operating results and whethemaal@eve our key business targets;
« the limited number of shares of our common stockilakle for purchase or sale in the public markets;
« sales or purchases of large blocks of our stock;
« changes in, or our failure to meet, our earningisneses;
 changes in securities analysts’ buy or sell recontagons;
« differences between our reported results and targected by investors and securities analysts;
* announcements of new contracts, products or teobiwall innovations by us or our competitors;
« market reaction to any acquisitions, joint ventuwrestrategic investments announced by us or ompeditors;
« our high fixed operating expenses, including reseand development expenses;
» developments in the financial markets; and
* general economic, political or stock market codisi in the United States and other major regionghich we do business.

Recent events have caused stock prices foy m@mpanies, including ours, to fluctuate in wagselated or disproportionate to their
operating performance. The general economic, paliind 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 thekabprice in the future. In the past,
securities class action litigation has been ingdwagainst companies following periods of voltiln the market price of their securities. Any
such litigation, if instituted against us, couldul in substantial costs and a diversion of mameggg’s attention and resources.

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

We are a manufacturing business. Purchastsl ganstitute the largest component of our prodost. Our ability to manufacture depends
on the timely delivery of parts, components, anoassemblies from suppliers. We obtain some of 8yeckmponents and sub-assemblies
used in our products from a single supplier omatéd group of suppliers. If any of our suppliead fo deliver quality parts on a timely basis,
we may experience delays in manufacturing, whialicccesult in delayed product deliveries or incezhsosts to expedite deliveries or
develop alternative suppliers. Development of aliéve suppliers could require redesign of our patsl Any or all of these factors could
have a material adverse effect on our busines®paditing results.

Our business depends on the integrity of our inéadtual property rights

The success of our business depends uparitgtef our intellectual property rights and wenoat assure you 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, deeraednforceable, circumvented or challenged;

« the rights granted under our patents will providepetitive advantages to us;
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« any of our pending or future patent applicationl issue with claims of the scope that we soudtdt all;
« other parties will not develop similar productsplicate our products or design around our patemts;
« our patent rights, intellectual property laws or agreements will adequately protect our intellatfiroperty or competitive position.

Failure to protect our intellectual propenityhts adequately could have a material adverseedh our business.

We provide products that are expected to havg useful lives and that are critical to ourtonsers’operations. From time to time, as
of business agreements, we place portions of eelféctual property into escrow to provide assueatacour customers that our technology
will be available to them in the event that we @nable to support them at some point in the future.

From time to time, we have received claina the are infringing third partiegtellectual property rights. We cannot assure @i third
parties will not in the future claim that we hawéringed current or future patents, trademarkstbeoproprietary rights relating to our
products. Any claims, with or without merit, coldd timeeonsuming, result in costly litigation, cause prctdshipment delays or require us
enter into royalty or licensing agreements. Sugfalty or licensing agreements, if required, may m®available on terms acceptable to us.
Any of the foregoing could have a material advesf§ect on our business.

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

Our U.S. operations are located in Santa Clarafdaila, where the cost of doing business is exélgrhigh. Failure to manage these c
well could have a material adverse effect on owrating results. Additionally, our operating resulepend, in part, upon our ability to retain
and attract qualified management, engineering, etary, manufacturing, customer support, sales dnarastrative personnel. The cost of
living in Northern California is also extremely higwhich increases the cost and difficulty of réimg 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 materigkask effect on our business.

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

Our U.S. facilities are located in an are&afifornia that has experienced power outageseanihquakes and is considered seismically
active. Our operations are vulnerable to interarpty fire, earthquake, power loss, telecommurocatifailure, unauthorized intrusion and
other catastrophic events beyond our control. @uatingency plans for addressing these kinds of sveay not be sufficient to prevent
system failures and other interruptions in our apiens that have a material adverse effect on osinless. Additionally, our suppliers’
suffering similar business interruptions could hameadverse effect on our manufacturing abilityarif natural or man-made disasters do
occur, our operations could be disrupted for pro@mhperiods, which could have a material adverfgetedn our business.

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

Sales and operating activities outside ofdhéed States are subject to inherent risks, ttialg fluctuations in the value of the U.S. dollar
relative to foreign currencies, tariffs, quotagemand other market barriers, political and ecandnstability, restrictions on the export or
import of technology, potentially limited intelletl property protection, difficulties in staffingié managing international operations and
potentially adverse tax consequences. We earméisamt portion of our revenue from internatiosales, and there can be no assurance that
any of these factors will not have an adverse efiamur ability to sell our products or operatésaie the United States.

18




Table of Contents

We currently quote and sell the majority af products in U.S. dollars. From time to time, may enter into foreign currency contracts in
an effort to reduce the overall risk of currenayctliations to our business. However, there carolessurance that the offer and sale of
products denominated in foreign currencies, anddlated foreign currency hedging activities, witit adversely affect our business.

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

We routinely evaluate acquisition candidates andhet diversification strategies.

We have completed a number 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 thakprocessing product lines in two
acquisitions. We sold the rapid thermal procespimgiuct line in November 2002. We also acquiredRREC electron beam processing
business in late 1997, and subsequently closedtisiness. We intend to continue to evaluate neiaition candidates, divestiture and
diversification strategies. Any acquisition invobveumerous risks, including difficulties in the iastation of the acquired company’s
employees, operations and products, uncertainsescéated with operating in new markets and workiit) new customers, and the poten
loss of the acquired company’s key employees. Aatthily, unanticipated expenses, difficulties andsequences may be incurred relating to
the integration of technologies, research and dgweént, and administrative and other functions. Anyre acquisitions may also result in
potentially dilutive issuance of equity securitiasquisition- or divestiture-related write-offstbhe assumption of debt and contingent
liabilities. Any of the above factors could haveaterial adverse effect 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 governmerdgliations relating to the use, storage, dischdvgedling, emission, generation, manufacture,
treatment and disposal of toxic or otherwise hamasdsubstances, chemicals, materials or wastee faivto comply with current or future
regulations, such failure could result in suspemsibour operations, alteration of our manufactygimocess, or substantial civil penalties or
criminal fines against us or our officers, direstor employees. Additionally, these regulationda@eequire us to acquire expensive
remediation or abatement equipment or to incurtsutisl expenses to comply with them. Failure topgrly manage the use, disposal or
storage of, or adequately restrict the releashadardous or toxic substances could subject ugnifisant liabilities.

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

Based on the shares outstanding on December 33, 800current directors, executive officers arfdiafes, in the aggregate, beneficic
owned 41.2% of our outstanding shares of commarkg26.4% after completion of our secondary offgrim February 2004). These
shareholders, acting together, are able to exgmifgiant control on matters requiring approvalduwyr shareholders, including the election of
directors and approval of significant corporat@s$actions.

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

Substantially all of our common stock may be soitheut restriction in the public markets. Shareklhwy our directors, executive office
and affiliates are subject to volume and mannesatd restrictions, and as otherwise describeddridthowing sentence. We have an
agreement with Foster City LLC and Redemco, LL@f tlives Foster City and Redemco the right to mequs, after the end of the 180-day
period following
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February 5, 2004, to file a registration statenmnEorm S-3, registering the resale of all shafesiocommon stock held by Foster City and
Redemco. Sales of a substantial number of shamssnafon stock in the public market or the perceptiat these sales could occur could
materially and adversely affect our stock price arake it more difficult for us to sell equity seiti@s 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 ou

Our articles of incorporation authorize ooald of directors to issue up to 10,000,000 shaireseferred stock and to determine the
powers, preferences, privileges, rights, includingng rights, qualifications, limitations and néstions of those shares, without any further
vote or action by the shareholders. The rightiefitolders of our common stock will be subjectitd may be adversely affected by, the
rights of the holders of any preferred stock thatmay issue in the future. The issuance of pradesteck could have the effect of delaying,
deterring or preventing a change in control andacadversely affect the voting power of your shatesaddition, provisions of California la
could make it more difficult for a third party teguire a majority of our outstanding voting stogkdiscouraging a hostile bid, or delaying or
deterring a merger, acquisition or tender offewtrich our shareholders could receive a premiunttfeir shares or a proxy contest for control
of our company or other changes in our management.

Item 2.  Properties

We lease a 119,583 square foot facility int&&Clara, California. The two-story facility indes offices, manufacturing, engineering labs
and clean rooms. All of our operations, with theeption of our Singapore customer support offiog @sensor fabrication facility, are
housed at the Santa Clara facility. In February20@ executed an amendment to the lease for thta Edara facility which extended the
lease for five years. The lease for the Santa G#aniity now expires in March 2012. We also leasfcility of approximately 2,400 square
feet in Singapore to house the Singapore custonpgst organization. This lease expires in Junel2B8though we believe that our current
facilities are suitable and adequate for our curoperations, we plan to acquire larger faciliiie§Singapore. In January 2004, we entered into
a lease for a sensor fabrication facility. ThisO%,5quare foot facility is located in Fremont, @atiia. We operate with two full
manufacturing shifts. We believe that we have sigfit productive capacity to meet our current needs

Item 3. Legal Proceeding:

From time to time we are involved in litigation idental to the conduct of our business. We argadily to any lawsuit or proceeding tt
in our opinion, is likely to seriously harm our Iness.

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

No matters were submitted to a vote of séginolders during the fourth quarter of the fisgahr covered by this Annual Report on
Form 10-K.
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EXECUTIVE OFFICERS AND DIRECTORS

Certain information about Intevac’s directargl executive officers as of March 5, 2004 igtidbelow:

Name Age Position

Executive Officers and Director

Norman H. Pont 65 Chairman of the Boar

Kevin Fairbairn 50 President, Chief Executive Officer and Direc

Verle Aebi 49 President of Photonics Technology Divis

Charles B. Eddy llI 53 Vice President, Finance and Administration, ChiefaRcial Officer, Treasurer
and Secretar

David Dury(1) 55 Director

Stanley J. Hill 62 Director

David N. Lambeth(2 56 Director

Robert Lemos (1)(2 63 Director

Arthur L. Money(1) 64 Director

Other Key Officers

Kimberly Burk 38 Human Resources Direct

Stephen Gustafsc 32 Director, Imaging Operatior

Timothy Justyr 41 Vice President, Equipment Operatic

Christopher Lan: 37 Vice President and General Manager, Commercial imgaivision

(1) Member of Audit Committe
(2) Member of Compensation Committ

Mr. Pondis a founder of Intevac and has served as Chaiohtre Board since February 1991. Mr. Pond sergdérasident and Chief
Executive Officer from February 1991 until July 208nd again from September 2001 through Januarg. 200 Pond holds a BS in physics
from the University of Missouri at Rolla and an Mphysics from the University of California at L&sigeles.

Mr. Fairbairn joined Intevac as President and Chief Executivéc@&ffin January 2002 and was appointed a direntéebruary 2002.
Before joining Intevac, Mr. Fairbairn was employmdApplied Materials from July 1985 to January 200@st recently as VicBresident an
General Manager of the Conductor Etch Organizatiith responsibility for the Silicon and Metal EtBhvisions. From 1996 to 1999,

Mr. Fairbairn was General Manager of Applied Matky'i Plasma Enhanced Chemical Vapor Depositionrigass Unit and from 1993 to
1996, he was General Manager of Applied Materiglasma Silane CVD Product Business Unit. Mr. Fairblaolds an MA in Engineering
Sciences from Cambridge University.

Mr. Aebihas served as President of the Photonics Divisiaesluly 2000. Mr. Aebi served as General Manafjéine Photonics Division
since May 1995 and was elected as a Vice Presidéhe Company in September 1995. From 1988 thrd@$i4, Mr. Aebi was the
Engineering Manager of our night vision businedserg he was responsible for new product developinghte areas of advanced
photocathodes and image intensifiers. Mr. Aebi 8@dBS in physics and an MS in electrical engimgefiiom Stanford University.

Mr. Eddyhas served as Vice President, Finance and Adnatitst;, Chief Financial Officer, Treasurer and Stamesince April 1991.
Mr. Eddy holds a BS in engineering science fromuinéversity of Virginia and an MBA from Dartmouthollege.

Mr. Dury has served as a director of Intevac since July 2002Dury is a co-founder of Mentor Capital Groapyenture capital firm.
From 1996 to 2000, Mr. Dury served as Senior ViceskRlent and Chief Financial Officer of Aspect Diepenent, a software development
firm. Mr. Dury holds a BA in psychology
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from Duke University and an MBA from Cornell Unig#lly. He is also a director of Phoenix Technolodites

Mr. Hill was appointed as a director of Intevac in March4200r. Hill joined Kaiser Aerospace and Electroni@srporation (“Kaiser”), a
privately held manufacturer of electronics and eteoptical systems, in 1969 and served as Chiethtive Officer and Chairman of both
Kaiser and K Systems, Inc., Kaiser’s parent compfoyn 1997 to 2000. Prior to his appointment age€CExecutive Officer, Mr. Hill served
in a number of executive positions at Kaiser. Mill kblds a BS in Mechanical Engineering from theilérsity of Maine and a Master of
Engineering from the University of Connecticut dvas completed post graduate studies at the Uniyersanta Clara business school. H
also a director of First Aviation Services, Inc.

Dr. Lambethhas served as a director of Intevac since May 1B86.ambeth has been Professor of both Electandl Computer
Engineering and Material Science Engineering ah€gie Mellon University since 1989. Dr. Lambeth wasociate Director of the Data
Storage Systems at Carnegie Mellon University fac&d89 to 1999. Since 1988, Dr. Lambeth has beepwmer of Lambeth Systems, an
engineering consulting and research firm. Dr. Lathlb@lds a BS in electrical engineering from thevdrsity of Missouri and a Ph.D. in
physics from the Massachusetts Institute of Teamol

Mr. Lemoshas served as a director of Intevac since Augud2 2@r. Lemos retired from Varian Associates, linc1999 after 23 years,
including serving as Vice-President and Chief FaialnOfficer from 1988 to 1999. Mr. Lemos has aiBBusiness from the University of
San Francisco, a JD in law from Hastings CollegeamLLM in law from New York University.

Mr. Moneyhas served as a director of Intevac since Octob@B.2Vir. Money served as the Assistant SecretaBedénse for Command,
Control, Communication and Intelligence (C3I) fr@utober 1999 to April 2001. Prior to his Senateficoration in that role, he was the
Senior Civilian Official, Office of the Assistanefretary of Defense (C3l) from February 1998. Mardy also served as the Chief
Information Officer for the Department of Defenseni 1998 to 2001. From 1996 to 1998, he servedsasstant Secretary of the Air Force
for Research, Development and Acquisition. Pridnisogovernment service, Mr. Money held senior ngan@ent positions with ESL Inc., a
subsidiary of TRW, and the TRW Avionics and Sunegite Group. He is also a director of CACI Inteioradl, Essex Corporation, Intelli-
Check, Rainbow Technologies, Inc., Silicon Graphies. and Terremark Worldwide, Inc. Mr. Money helah MS in Mechanical
Engineering from the University of Santa Clara ari8iS in Mechanical Engineering from San Jose Stateersity.

Ms. Burkhas served as Human Resources Director since M. B0ior to joining Intevac, Ms. Burk served aséun Resources
Manager of Moen, Inc. from 1999 to 2000 and sea®#iuman Resources Manager of Lawson Mardon frddv 1®1999. Ms. Burk holds a
BS in Sociology from Northern lllinois University.

Mr. Gustafsorhas served as Director of Imaging Operations dhet®uary 2003. Before joining Intevac in May 200R, Gustafson was
employed by Applied Materials as a Sr. Operatiomsdfer in the Conductor Etch Organization. Mr. &fgsin holds a BA in Humanities a
an MS in Industrial Engineering from San Jose Stativersity.

Mr. Justynhas served as Vice President, Equipment Operagians April 1997. Mr. Justyn joined Intevac in Redmy 1991 and has
served in various roles in our Equipment Produdt@sion and our former night vision business. Mrstyn holds a BS in Chemical
Engineering from the University of California, SamBarbara.

Mr. Lanehas served as General Manager of the Commercigihgaivision since he joined Intevac in July 2G0#1 was elected a Vice-
President in February 2003. Before joining Intefearn 1990 to July 2002, Mr. Lane was employed Ippked Materials, most recently as
Director of Engineering, CVD and Etch, in the Coaibu Etch Organization. Mr. Lane holds a BS in Matical Engineering, a MS in
Engineering Management and a MBA, all from CalifarRolytechnic State University at San Luis Obispo.
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PART Il
ltem 5.  Market for Registran’s Common Equity and Related Shareholder Matt

Our common stock is listed on The Nasdaqadwati Market under the symbol “IVAC.” As of DecemIsdr, 2003, there were
approximately 117 holders of record of our commimtls. Because many of our shares of common stazkeld by brokers and other
institutions on behalf of shareholders, we are lmtbestimate the total number of shareholdersesgmted by these record holders.

The following table sets forth the high and Iclosing sale prices per share as reported orNBlselag National Market for the periods
indicated.

High Low

Fiscal 200z

First Quarte! $ 4.3¢ $2.3¢

Second Quarte 5.11 2.5C

Third Quartel 4.2t 2.0¢€

Fourth Quarte 4.0C 3.4¢
Fiscal 2003

First Quarte! $ 5.07 $3.52

Second Quarte 6.87 3.7¢

Third Quartel 9.9t 6.72

Fourth Quarte 17.3¢ 9.7

Dividend Policy

We currently anticipate that we will retaiarearnings, if any, for use in the operation af lbbusiness and do not expect to pay cash
dividends on our capital stock in the foreseeabteré.

Recent Sales of Unregistered Securities

In the fourth quarter of 2003, $29,542,00@ggregate principle amount of our 6 1/2% convkrtiubordinated notes due 2009 was
converted either voluntarily or automatically puasuto its terms into 4,220,283 shares of Intevam@on Stock. The conversions occurred
pursuant to Rule 3(a)(9) of the Securities Act @83, as amended.
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ltem 6. Selected Consolidated Financial Da

The following table presents our selectedritial data and is qualified by reference to, dralikl be read in conjunction with, the
consolidated financial statements of Intevac, iditlg the notes thereto, and Management’s DiscussidnAnalysis of Financial Condition
and Results of Operations, each appearing elsevilnénés report.

Year Ended December 31,

2003 2002 2001 2000 1999

(In thousands, except per share data)
Consolidated Statement of Operations Datz
Net revenues

Systems and componel $ 27,73¢ $ 27,62t $ 43,59¢ $ 30,07« $ 35,89:
Technology developmel 8,55¢ 6,15¢ 7,88t 5,97¢ 7,067
Total net revenue 36,29« 33,78¢ 51,48 36,04¢ 42,96

Cost of net revenue
Systems and componel 19,68¢ 20,00¢ 30,02t 20,65¢ 32,51
Technology developmel 6,032 5,15( 7,98¢ 6,022 5,907
Goodwill write-off — — — 1,05¢ —
Inventory provision: 743 1,31¢ 3,71¢ 6,32: 1,99
Total cost of net revenus 26,46¢ 26,47¢ 41,72¢ 34,05¢ 40,41(
Gross profit 9,83( 7,30¢ 9,75t 1,99( 2,552

Operating expense
Research and developmt 12,031 10,84¢ 14,47¢ 10,57¢ 14,13¢
Selling, general and administrati 8,44¢ 7,752 6,74¢ 4,41¢ 7,22¢
Restructuring and othi — — — (63¢) 3,06¢
Total operating expens 20,48t 18,59¢ 21,22 14,35: 24,43
Operating los! (10,65%) (11,289 (11,469 (12,369) (21,879
Interest expens (1,787 (2,98)) (2,912 (3,037 (3,71))
Interest income and other income, 177 16,45: 2,47: 3,07 9,831
Income (loss) before income tax (12,265 2,182 (11,907 (12,329 (15,759
Provision for (benefit from) income tax 38 (6,597) 5,02¢ — (5,989
Net income (loss $(12,309) $ 8,77¢ $(16,93¢) $(12,329) $ (9,770
I L] I L] I

Basic earnings per shau

Net income (loss $ (0.9%) $ 0.7¢ $ (1.49 $ (1.09 $ (0.89

Shares used in per share calculati 12,94¢ 12,071 11,95¢ 11,80: 11,777
Diluted earnings per shar

Net income (loss $ (0.99 $ 0.6€ $ (142 $ (1.09 $ (0.8

Shares used in per share calculati 12,94¢ 15,26: 11,95¢ 11,80: 11,777

Consolidated Balance Sheet Data:
Cash, cash equivalents and s-term investment $ 19,50° $ 28,45° $ 18,157 $ 38,40: $ 40,89t

Working capital 22,63¢ 31,30¢ 27,16( 41,09: 51,57¢
Total asset 55,97t 60,29¢ 60,16¢ 83,93¢ 94,38:
Long-term deb 30,56¢ 37,54t 41,24: 43,18¢
Total shareholde’ equity 30,86¢ 10,54¢ 1,40¢ 17,80« 29,62
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Iltem 7. Managemen’'s Discussion and Analysis of Financial Condition drResults of Operation

The following discussion and analysis contains fodMooking statements which involve risks and utadeties. Words such as
“believes,” “expects,” “anticipates” and the likeridicate forward-looking statements. These forwaaking statements include comments
related to our projected revenue, gross marginrafeg expense, income tax expense, effectiveataxand cash balances; our projected
customer requirements for new capacity and techgylggrades for our installed base of thin-filmkdisanufacturing equipment and when,
and if, our customers will place orders for theseducts, PTD’s ability to proliferate its technolpgto major military weapons programs;
CID’s ability to develop and introduce commercial inmggproducts; and the timing of delivery and/or guie@ce of our backlog for revent
Our actual results may differ materially from thesults discussed in the forward-looking statemfamta variety of reasons, including those
set forth under “Certain Factors Which May Affecitbre Operating Results” and should be read in cotion with the Consolidated
Financial Statements and related Notes containsevehere in this Annual Report on Forn-K.

Overview

Our operations include two businesses, angaent business and an Imaging business. Our Ea@ripbusiness consists of the
Equipment Products Division, which we refer to &DFand our Imaging business consists of two dinisj the Photonics Technology
Division, which we refer to as PTD, and the Comrarenaging Division, which we refer to as CID. TEquipment Products Division
designs, manufactures, markets and services compfgtal equipment that deposits highly engine¢hedfilms of material onto disks used
in hard disk drives; the Photonics Technology Dorisis developing extreme low light sensors, camearad systems for sale to military and
government markets; and the Commercial Imagingdiowi is developing commercial extreme low lightsas and cameras based on our
technology.

Equipment Business

In the early 1990s we developed a systenepmsit magnetic films and protective overcoats dhito-film disks used in hard disk drives.
This system gained wide acceptance and by the @868s was being used to manufacture approximasdfyohthe thinfilm disks used in hai
disk drives worldwide. We believe that there arpragimately 90 Intevac systems currently in usprinduction and research and
development applications. Also in the late 1990s,Hard disk drive industry went through significaonsolidation, and there are now only
eight significant manufacturers of thin-film dislssme of whom also manufacture hard disk drivesa Assult of an increasingly smaller
number of customers and the high average selliing pf our products, our equipment revenues terimkteolatile from quarter to quarter. In
addition, our Equipment business has historicadlgrbsubject to capital spending cycles. For exampliie period from 1995 through the
middle of 1998, we sold $300 million of disk mametfaring equipment. Since then, our disk equipmenénues have averaged approxima
$20 million per year and have consisted primariflthe sale of a limited number of systems, techgplapgrades, parts and service for the
installed base of our systems.

We believe the majority of thin-film disk mafacturers are now utilizing most of their capaciyring 2003, three of these manufacturers
announced plans for major thin-film disk manufaictgrcapacity expansions. Also during 2003, we neiorders from one customer for ten
of our 200 Lean disk sputtering systems. We belthaéthe expected introduction in 2005 of highgiigrthin-film disks based on
perpendicular recording techniques will also regtiin-film disk manufacturers to significantly upge the technical capability of their
installed base of manufacturing equipment to accodate the additional number of process steps fgretito be required by perpendicular
recording technology roadmaps.

We have also manufactured both depositionrapd thermal processing equipment used in theufagture of flat panel displays. Since
2000, revenues from sales of flat panel displayufeoiuring systems totaled $36.5 million. In [a@92 we sold our rapid thermal processing
product line to Photon Dynamics of San Jose, Qalifo Since then, we have focused our sputterimgpegent efforts on disk manufacturing
and have not taken orders for any new flat parggldy manufacturing systems.
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Imaging Business

Our Imaging business develops and manufex®leetro-optical sensors, cameras and systempeéhait highly sensitive detection of
photons in the visible and near infrared portiohthe spectrum, allowing imaging in extreme lowhligituations. The majority of the funding
for our Photonics Technology Division’s activitieas come from research and development contrattighé United States Government and
its contractors, with the balance being fundedrively. Our military products include LIVAR systerfar positive target identification at long
range and extreme low light sensors and camerass®in short- to medium-range military applicasion

Developing advanced products for the militaryolves long development cycles, as products nibraugh successive muliear stages 1
technology demonstration, engineering and manufactyproduct development, prototype production #vah product deployment. Each
stage in this process requires ongoing governmentifig. To date, the majority of our Imaging bussesvenues has been derived from
contract research and development, rather tharupt@dles. In July 2002, in order to shorten theetio market and to increase the number of
markets for our imaging products, we began to dgvehaging products for commercial markets. We hdaneloped a NightVista security
camera and are planning to develop and introdusgyets that address other commercial markets. Regefinom these activities have not yet
been material, and we have funded the developnieheégroducts in our Commercial Imaging Divisionernally.

Critical Accounting Policies

The preparation of financial statements atated disclosures in conformity with accountingpiples generally accepted in the United
States of America (“US GAAP”) requires managemenntke judgments, assumptions and estimates tieat #ie amounts reported. Note 2
of Notes to Consolidated Financial Statements @essthe significant accounting policies used mpheparation of the consolidated finan
statements. Certain of these significant accounimligies are considered to be critical accounfialicies, as defined below.

A critical accounting policy is defined aseathat is both material to the presentation offmancial statements and requires management
to make difficult, subjective or complex judgmetttat could have a material effect on our financ@iditions and results of operations.
Specifically, critical accounting estimates have tbllowing attributes: 1) We are required to maksumptions about matters that are highly
uncertain at the time of the estimate; and 2) difi¢ estimates we could reasonably have used,amugs 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 ewmsheir effects cannot be determined with cetyalWe base our estimates on historical
experience and on various other assumptions believbe applicable and reasonable under the cireumoss. These estimates may change a:
new events occur, as additional information is ioletd and as our operating environment changes eTtlenges have historically been minor
and have been included in the consolidated finhstaéements as soon as they become known. Iniagdihanagement is periodically faced
with uncertainties, the outcomes of which are nithiw its control and will not be known for proload periods of time. These uncertainties
are discussed in the prior section entitled “Cartctors Which May Affect Future Operating ResulBased on a critical assessment of our
accounting policies and the underlying judgments @mcertainties affecting the application of thpséicies, management believes that our
consolidated financial statements are fairly stétestbcordance with US GAAP, and provide a meanihgfesentation of 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 haverdify accounting policies and accounting estimigkesed to the collectibility of trade
receivables, valuation of deferred tax assets aoibiype product costs. We believe that these aibeounting policies and other accounting
estimates either do not generally require us toenggtimates and judgments that are as difficidubjective, or it is less likely that they
would have a material impact on our reported resafloperation for a given period.
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Revenue Recognitio

Certain of our system sales with customeeptance provisions are accounted for as mulgpderent arrangements. If we have previo
met defined customer acceptance levels with theifspéype of system, then we recognize revenudherfair market value of the system
upon shipment and transfer of title, and recogréxenue for the fair market value of installatiord acceptance services when those services
are completed. We estimate the fair market valub@installation and acceptance services basediioactual historical experience. For
systems that have generally not been demonstrateeet product specifications prior to shipmentereie recognition is usually deferred
until customer acceptance.

Inventories

Inventories are generally stated at the losf@ost or market. The carrying value of inventiryeduced for estimated excess and
obsolescence by the difference between its costshenestimated market value based on assumptimng future demand. We evaluate the
inventory carrying value for potential excess abdadete inventory exposures by analyzing histodeal anticipated demand. In addition,
inventories are evaluated for potential obsoleseeh® to the effect of known and anticipated ergging change orders and new products. If
actual demand were to be substantially lower tisaimated, additional inventory adjustments woulddwired, which could have a material
adverse effect on our business, financial conditiod results of operation.

Warranty

We provide for the estimated cost of warramhen revenue is recognized. Our warranty is patraat terms and is typically 12 months
from customer acceptance. In some cases we madegided warranty periods beyond 12 months to ostocoers. We use estimated repair
or replacement costs along with our actual warrarfyerience to determine our warranty obligatio® &{ercise judgment in determining the
underlying estimates. Should actual warranty cditsr substantially from our estimates, revisidoghe estimated warranty liability would
be required, which could have a material adverseebdn our business, financial condition and rssof operations.

Results of Operations

Net revenuesNet revenues consist primarily of sales of equipnused to manufacture thiilm disks, equipment used to manufacture
panel displays, related equipment and system coemisnand contract research and development retatbé development of electro-optical
devices and systems. Net revenues totaled $36li8mi$33.8 million and $51.5 million in 2003, 2068d 2001, respectively.

Equipment revenues totaled $26.7 million,.$27illion and $42.7 million in 2003, 2002 and 20@dspectively. Equipment revenues
declined slightly between 2003 and 2002 as a restifte closure of the fabrication center in 20B8uipment revenues decreased in 2002 due
to a decrease in sales of flat panel manufactaystems and disk system upgrades and componertta)lpaffset by an increase in sales of
disk manufacturing systems. We delivered, and neizegl revenue on, five of our D-STAR depositiontegss during 2001. During 2002 we
delivered upgrades to the five systems and oneD&V AR system. Revenue was recognized on the figgades during 2003 while the new
system remained pending final customer acceptaribe@mber 31, 2003. Net revenues for 2002 and R@dide $7.1 million and
$6.8 million, respectively, of sales of rapid thatmrocessing equipment, a product line we soldamember 2002. Our fabrication center,
which manufactured machined parts, contributedssal®utside customers of $604,000 and $1.8 milhid2002 and 2001, respectively. The
fabrication center was closed in September 2002réplkaced the fabrication center with a smaller eiatiop during 2003. The model shop
manufactures engineering prototypes and partssfeiinuour products.

The thin-film disk manufacturing industry hamw consolidated into a small number of large nfacturers. We believe that the majority
of our active customers now utilize most of theipacity and that there is significant potentialtfigse customers to both resume adding
capacity and to upgrade the technical capabilitthefr installed base to permit production of hitgnsity disks for perpendicular recording
rather
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than the current longitudinal technology. While nave received orders for ten of our 200 Lean disktsring systems from one customer,
are not able to accurately predict when other ofooistomers will begin placing significant equiprnerders again, or if they will place those
orders with us. This subjects us to a high degfemoertainty in projecting our 2004 revenue.

Imaging revenues totaled $9.5 million, $6illiom and $8.8 million in 2003, 2002 and 2001, pestively. Imaging revenues increased in
2003 due primarily to an increase in revenues feomtract research and development and, to a legsemt, increased revenue from the sale
of prototype products. Imaging revenues decreas@002 as a result of a decrease in revenues footnact research and development.
Imaging revenues in 2004 are expected to be priynderived from contract research and developntarttwe also expect increased product
revenue late in 2004, both from LIVAR target idéngtion systems and from the introduction of comered imaging products. Substantial
growth in future Imaging revenues is dependentrafifpration of our technology into major militasyeapons programs, obtaining produc
subcontracts for these programs and the succdasfdh of our commercial products.

Our backlog of orders at December 31, 2008 $48.3 million, as compared to a December 31, 22@Rlog of $18.2 million. The
$43.3 million of backlog at December 31, 2003 cstesl of $40.5 million of Equipment backlog and $&ilion of Imaging backlog. The
$18.2 million of backlog at December 31, 2002 cstesl of $15.0 million of Equipment backlog and $3ilion of Imaging backlog. The
increase in Equipment backlog was primarily theiitesf orders for ten Intevac 200 Lean disk sputigsystems. Most of our backlog at
December 31, 2003 is scheduled for either cust@oezptance or delivery during the first half of 200

Significant portions of our revenues in a@ytjgular period have been attributable to salesltmited number of customers. In 2003,
Komag, Seagate, Lockheed Martin and equipment salesgh Matsubo, our Japanese distributor, eacbuated for more than 10% of our
revenues, and in aggregate accounted for 66% efites. In 2002, Seagate, Toppoly and the U.S. A&Zotgmunications-Electronics
Command each accounted for more than 10% of owgatiolated net revenues and in aggregate accounté@d ¥ of consolidated net
revenues. In 2001, equipment sales through Mataabounted for 49% of consolidated net revenues.l@gest customers tend to change
from period to period.

International sales totaled $23.2 million7 8Lmillion and $37.3 million in 2003, 2002 and 20€espectively, accounting for 64%, 52%
and 73% of net revenues. The increase in intenmaltigales in 2003 over 2002 was primarily due tinarease in net revenues from disk
system upgrades and components. The decreaseiinatibnal sales in 2002 compared to 2001 was pifinthue to a decrease in net
revenues from flat panel manufacturing systems tnd lesser extent, to a decrease in net revédmresdisk system upgrades and
components. Substantially all of our internatioseles are to customers in the Far East. Our milonfestic versus international sales will
change from period to period depending on the lonaif our largest customers in each period.

Gross marginCost of net revenues consists primarily of purctiasaterials and costs attributable to contractarebeand development,
and also includes fabrication, assembly, test astiilation labor and overhead, customer-specifgireering costs, warranty costs, royalties,
provisions for inventory reserves and scrap. Gnoaggin was 27%, 22% and 19% in 2003, 2002 and 2@8pgectively.

Gross margin in Equipment was 27%, 24% arfid 282003, 2002 and 2001, respectively. Equipmenoggmargin in 2003 improved over
2002 due primarily to a reduction in inventory pedons and improved absorption of manufacturingrbgad due to an increase in
manufacturing volume late in the year. 2003 groasgin was negatively impacted by poor margins aadeon the five D-Star deposition
system upgrades recognized for revenue and th@kale used disk sputtering system at a reduded.fEquipment gross margin in 2002
improved slightly over 2001 due primarily to lowmoduction costs and by a reduction in inventoigvigions, partially offset by the under-
absorption of manufacturing overhead due to lowufeturing volume. Equipment gross margin in 20@kweduced by high initial costs to
manufacture our redesigned flat panel manufactusysgems and establishment of $2.4 million of inegnreserves related to a cancelled
order for a custom flat panel system. The 2004gnoargin for the Equipment business will vary
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depending on a number of factors, including casteanufacture the initial 200 Lean systems, priaffgred the initial purchaser of 200 Le
systems, factory utilization and pricing achievedfature orders.

Gross margin in Imaging was 26%, 11% and (22003, 2002 and 2001, respectively. Imaging groargin improved in 2003 due to
most of the revenue being derived from fully fundedher than cost-shared, research and developroetracts and from the sale of
prototype products. Imaging gross margins imprane2D02 over 2001 due to a higher portion of theeneie being derived from fully funded
research and development contracts versus costghiasearch and development contracts. Imagingsgraargins in 2001 were negatively
impacted by a significant portion of revenue bailegived from cost-sharing research and developemntacts versus fully funded research
and development contracts.

Research and developmeResearch and development expense consists prirohplptotype materials, salaries and related aufsts
employees engaged in ongoing research, designevdogpyment activities for disk manufacturing equgot flat panel manufacturing
equipment and imaging products. Research and dawvelot expense totaled $12.0 million, $10.8 millord $14.5 million in 2003, 2002 and
2001, respectively, representing 33%, 32% and 2BA&brevenue. The increase in research and dewelopexpense in 2003 was primarily
the result of higher spending for the 200 Lean djslittering system and for commercial imaging potslpartially offset by decreased
spending for flat panel products. The decreaspémding from 2001 to 2002 was the result of the etion during 2001 of the design
activities related to development of the D-STAR ,ARAnd MDP-200 platforms, partially offset by inged expenses related to the
development of imaging technology and products.efeect that research and development spendingOiéh @@l be comparable to 2003 as a
result of projected decreases in Imaging, partiaffget by projected increases in Equipment.

Research and development expenses do natiscbsts of $6.0 million, $5.2 million and $8.0lmn in 2003, 2002 and 2001,
respectively, related to contract research andldpweent, which are included in cost of net reven&esearch and development expenses
do not include costs of $248,000, $309,000 and E®OBincurred by us in 2003, 2002 and 2001, regpdygt and reimbursed under the terms
of research and development cost sharing agreemaated to development of disk manufacturing eopgpt.

Selling, general and administrativBelling, general and administrative expense capisinarily of selling, marketing, customer support
financial and management costs and also includmtuption of customer samples, travel, liabilityurence, legal and professional services
and bad debt expense. Domestic sales and intemabgales of disk manufacturing products in Singapblalaysia and Taiwan are made by
our direct sales force, whereas other internatieakds of disk manufacturing and other productsreade by distributors and representatives
that provide services such as sales, installati@ntanty and customer support. We also have adiaibgiin Singapore to support customer.
Southeast Asia.

Selling, general and administrative expeonsaed $8.4 million, $7.8 million and $6.7 milliam 2003, 2002, and 2001, respectively,
representing 23%, 23% and 13% of net revenue. Atrease in 2003 over 2002 was primarily the resfutl.1 million of surplus facility
costs being recorded in selling, general and adinative expense, partially offset by a reductioneipresentative commissions paid. The
increase in 2002 over 2001 was primarily the resutepresentative commissions paid on the saflappanel manufacturing systems, an
increase in selling, general and administratives@enel in PTD and $198,000 of surplus facility sdsting recorded in selling, general and
administrative expenses. We expect that sellingegg and administrative expenses will increas20idd over the amount spent in 2003 due
primarily to a projected increase in headcountigrand employee benefit costs.

Interest expensénterest expense consists primarily of interesbonconvertible notes and amortization of debtasse costs. Interest
expense totaled $1.8 million, $3.0 million and $&@lion in 2003, 2002 and 2001, respectively. Heerease in interest expense in 2003 was
due to a reduction in the convertible notes outlitay) as a result of both the exchange offer coteglen 2002 and the conversion of our 2
notes in the fourth quarter of 2003. The increasaterest expense in 2002 over 2001 was due phintarthe write-off of $0.5 million of
debt offering costs from the original convertiblee offering in 1997 as a result of the exchangdes$e notes for our 2009 convertible notes.
The remaining $1.0 million of our 2004 convertibletes will be redeemed in March 2004.
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Interest income and other, nétterest income and other, net totaled $177,000,3tillion and $2.5 million in 2003, 2002 and 2001
respectively. Interest income and other, net in32@nsisted of $390,000 of dividends from 601 @atifa Avenue LLC, a $287,000 gain on
the sale of the rapid thermal processing produet, 269,000 of interest income on investments&j000 of early payment discounts and
other income, partially offset by $841,000 of exgerelated to the disposition of fixed assetsrésteincome and other, net in 2002 consisted
of $284,000 of interest income on investments, a4 illion gain on the sale of the rapid therm@agessing product line, a $324,000 gail
the sale of fixed assets, $390,000 of dividendsfé®1 California Avenue LLC and $26,000 of earlympant discounts and other income.
Interest income and other, net in 2001 consisteklld® million of interest income on investment$1a4 million gain from the repurchase of
our convertible notes, $390,000 of dividends frd €alifornia Avenue LLC, a $803,000 loss on thepdsition of Pacific Gas and Electric
commercial paper and $233,000 of early paymenbdisis and other income.

Provision for (benefit from) income taxds.2003, we recorded income tax expense of $38 08 primarily to foreign tax expense on
income earned by our Singapore subsidiary. Oudefetrred tax asset totaled zero at December 3B, 2@ of a $16.7 million valuation
allowance. We have substantial net operating lasy-dorwards which can be used to limit the taga&l in the future and to reduce our
effective tax rate to less than the statutory inedax rates in effect.

In 2002, we recorded an income tax benef§@6 million. This resulted from the enactmentraf Job Creation and Worker Assistance
Act of 2002 which increased the length of timepirtwo years to five years, over which losses irediin 2001 and 2002 could be carried
back against taxes paid in prior years. We paidri@dncome taxes of approximately $5.2 million 1©96, $0.9 million for 1997 and
$0.5 million for 1998. Our federal tax returns, any refunds resulting from them, are subject ditefor three years from the date filed. Our
net deferred tax asset totaled zero at Decembe&t(®R, net of a $12.1 million valuation allowance.

In 2001, we recorded $5.0 million of incorag expense to provide additional valuation alloveaagainst deferred tax assets. Our net
deferred tax assets totaled zero at December 81, 2@t of a $19.2 million valuation allowance bfthed due to the uncertainty of realizing
certain tax credits, loss carry-forwards and otleferred tax assets.

Liquidity and Capital Resources

Our operating activities used cash of $10ilBan in 2003. The cash used was primarily theutesf the net loss incurred and an increase
in accounts receivable, partially offset by an @&ge in customer advances, a decrease in inveardripy depreciation. Operating activities
provided cash of $820,000 in 2002. The cash pra\das primarily a result of the refund of federalame taxes paid in prior years,
decreases in accounts receivable and inventoryedigion and amortization, partially offset by thygerating loss. Operating activities in
2001 used cash of $11.8 million, primarily duehe tet loss incurred, which was partially offsetdepreciation, amortization and an incre
in the valuation allowance against deferred tartass

Our investing activities in 2003 used casBhB million as the result of the purchase ofdixessets, which was partially offset by
additional proceeds from the sale of the rapidritaprocessing product line. Investing activitie002 provided cash of $16.8 million as a
result of the sale of the rapid thermal procespimmgluct line and the sale of equipment, which warsigdly offset by the purchase of fixed
assets. Investing activities in 2001 provided azs$28.9 million as a result of the net sale ofestments, which was partially offset by the
purchase of fixed assets.

Our financing activities provided cash ofZillion in 2003 due primarily to the sale of lmé& common stock to our employees through
our employee benefit plans. Financing activitiesdusash of $7.4 million in 2002, primarily as aulesf the exchange of most of our
convertible notes due 2004 for new convertible siotige 2009 and cash. On July 12, 2002 we comptle¢eeixchange of $36.3 million in
aggregate principal amount of our convertible noligs 2004 for $29.5 million of our new 6 1/2% Cortidde Subordinated Notes due 2009
and $7.6 million in cash, including $0.9 milliorrfaccrued interest. Sales of Intevac common stodut employees through our employee
benefit plans provided cash of $0.3 million in 20Bhancing activities in 2001 used cash of $3.Mliani, due to the repurchase of a portior
the convertible notes and the
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repayment of the Cathode Technology debt, part@hyet by the sale of Intevac stock to employeawten our employee benefit plans.

At December 31, 2003, we had $19.5 milliomash and cash equivalents. Subsequent to Dec&hp803, we completed the public
offering of 4,750,000 shares of common stock ai@epf $15.00 per share. Of the shares offere@§®000 newly issued and outstanding
shares were sold by us and 1,781,000 shares widrbysa selling shareholder. The net proceeds wwarg approximately $41.6 million after
deducting underwriting discounts and offering exqemn We intend to undertake approximately $3.016 #illion in capital expenditures
during the next 12 months, and we believe our ixgstash and cash equivalent balances will beceffi to meet our cash requirements for
the next twelve months.

We have incurred operating losses each year si@@@ dnd cannot predict with certainty when we vatlrn to operating profitability. W
believe an upturn in demand for the type of disknfacturing equipment we produce is occurring, arachad orders for ten disk
manufacturing systems in our backlog at DecembgR@Qa3, with the revenue from those orders all etgmbin 2004. This backlog leads us to
believe that our financial results in 2004 will fignificantly improved.

Contractual Obligations

In the normal course of business, we entervarious contractual obligations that will betkeet in cash. These obligations consist
primarily of operating lease obligations. The expdduture cash flows required to meet these ofitiga as of December 31, 2003 are shown
in the table below. More information on these cactwal obligations is available in Part II, Item‘Binancial Statements and Supplementary
Data.”

Payments due by period

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

(In thousands)

Operating lease obligatiol $10,421 $3,07¢ $6,51( $83¢ $—
Total $10,427 $3,07¢ $6,51( $83¢ $—
| | I | |

ltem 7A.  Quantitative and Qualitative Disclosures About MagkRisk

Interest rate riskThe table below presents principal amounts ande@laeighted-average interest rates by year of mitvafor our debt
obligations as of December 31, 2003.

Fair
2004 2005 2006 2007 2008 Beyonc Total Value
(In thousands)
Shor-term debi
Fixed rate $1,02¢ — — — — — $1,025 $1,02¢

Average rate 6.5(% — — — — _

Foreign exchange riskrom time to time, we enter into foreign currenoyward exchange contracts to economically hedgaioenf our
anticipated foreign currency transaction, transtaind re-measurement exposures. The objectiesétcontracts is to minimize the impact
of foreign currency exchange rate movements oroparating results. At December 31, 2003, we hafbreagn currency forward exchange
contracts.
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REPORT OF GRANT THORNTON LLP, INDEPENDENT AUDITORS

The Board of Directors and Shareholders
Intevac, Inc.

We have audited the accompanying consolidagédmhce sheets of Intevac, Inc. as of Decembe2(®13 and 2002 and the related
consolidated statements of operations and compsaleimcome, shareholders’ equity and cash flowsé&zh of the three years in the period
ended December 31, 2003. These financial stateraemthe responsibility of the Company’s managem@ut responsibility is to express an
opinion on these financial statements based omodits.

We conducted our audits in accordance with auditagdards generally accepted in the United Stdtdsnerica. Those standards reqt
that we plan and perform the audit to obtain reabtassurance about whether the financial statisnaea free of material misstatements.
audit includes examining, on a test basis, evidesnpporting the amounts and disclosures in then6igh statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well agatirgd the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the consolidated financiatsments referred to above present fairly, in altarial respects, the consolidated financial
position of Intevac, Inc. at December 31, 2003 2002, and the consolidated results of its operatéom its cash flows for each of the three
years in the period ended December 31, 2003, ifoocmity with accounting principles generally acasgin the United States of Americ

Also, in our opinion, the data in the relafiedncial statement schedule, when consideredlation to the basic financial statements taken
as a whole, presents fairly in all material respdoe information set forth therein.

Grant Thornton LLP

San Jose, California
January 30, 2004
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INTEVAC, INC.

CONSOLIDATED BALANCE SHEETS
(In thousands)

December 31,

2003 2002
ASSETS
Current asset:
Cash and cash equivale $ 19,50° $28,45"
Trade and other accounts receivable, net of alloesof $22 and
$269 at December 31, 2003 and 2! 14,01¢ 4,991
Income taxes recoverak — 214
Inventories, including $5,431 and $9,914 held atemer locations
at December 31, 2003 and 2( 13,10¢ 15,87:
Prepaid expenses and other current a: 1,11z 961
Total current asse 47,74 50,49«
Property, plant and equipment, at ct
Leasehold improvemen 6,22t 5,751
Machinery and equipme! 16,52¢ 16,21¢
22,75¢ 21,96°
Less accumulated depreciation and amortize 16,95¢ 15,17¢
5,79¢ 6,79:
Investment in 601 California Avenue LL 2,431 2,431
Debt issuance costs, net of amortization of $34%8%$2,482 at
December 31, 2003 and 20 1 577
Other long term asse 3 3
Total asset $ 55,97¢ $60,29¢
| I
LIABILITIES AND SHAREHOLDER'S EQUITY
Current liabilities:
Convertible note: $ 1,02t $ —
Accounts payabl 3,39¢ 1,73¢
Accrued payroll and related liabiliti¢ 1,61( 1,37¢
Other accrued liabilitie 2,64: 3,728
Customer advance 16,43: 12,34
Total current liabilities 25,10¢ 19,18¢
Convertible note — 30,56¢
Commitments — —
Shareholder equity:
Undesignated preferred stock, no par value, 10sbades
authorized, no shares issued and outstar — —
Common stock, no par valu
Authorized share— 50,000
Issued and outstanding shares — 16,953 and 121125 a
December 31, 2003 and 2002, respecti' 51,98: 19,38¢
Accumulated other comprehensive incc 223 18¢
Accumulated defici (21,33¢) (9,039
Total shareholde’ equity 30,86¢ 10,54¢
Total liabilities and sharehold¢ equity $ 55,97¢ $60,29¢
| |

See accompanying note
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INTEVAC, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHEN SIVE INCOME
(In thousands, except per share amounts)

Years Ended December 31,

2003 2002 2001
Net revenues
Systems and componetl $27,73¢ $ 27,62¢ $ 43,59¢
Technology developmel 8,55¢ 6,15¢ 7,88t
Total net revenue 36,29 33,78¢ 51,48
Cost of net revenue
Systems and componel 19,68¢ 20,00¢ 30,02¢
Technology developmel 6,03z 5,15( 7,98¢
Inventory provision: 743 1,31¢ 3,71¢
Total cost of net revenus 26,46 26,47* 41,72¢
Gross profit 9,83( 7,30¢ 9,75¢
Operating expense
Research and developm 12,031 10,84¢ 14,47¢
Selling, general and administrati 8,44¢ 7,752 6,74t
Total operating expens 20,48t 18,59¢ 21,22
Operating los! (10,65%) (11,289 (11,46%)
Interest expens (1,78%) (2,98)) (2,917)
Interest incom 26¢ 284 1,24t
Other income and expense, (92 16,16¢ 1,22¢
Income (loss) before income tax (12,265 2,182 (11,909
Provision for (benefit from) income tax 38 (6,592 5,02¢
Net income (loss $(12,309) $ 8,77¢ $(16,93¢)
Other comprehensive incorr
Foreign currency translation adjustme 34 67 12z
Total adjustment 34 67 122
Total comprehensive income (lo: $(12,269) $ 8,841 $(16,81)
| I |
Basic income (loss) per sha
Net income (loss $ (095 $ 0.7¢ $ (1.42)
Shares used in per share amol 12,94¢ 12,071 11,95t
Diluted income (loss) per shai
Net income (loss $ (095 $ O0.6¢ $ (1.42)
Shares used in per share amol 12,94¢ 15,26: 11,95¢

See accompanying notes.
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INTEVAC, INC.

CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY
(In thousands)

Accumulated Retained
Common Stock Other Earnings Total
Comprehensive (Accum. Shareholders’
Shares Amount Income Deficit) Equity
Balance at January 1, 20 11,84« $18,67¢ $ — $ (87) $ 17,80«
Shares issued in connection wi
Exercise of stock optior 41 13 — — 13
Employee stock purchase pl 11¢ 40¢ — — 40E
Foreign currency translation adjustm — — 12z — 122
Net loss — — — (16,93¢) (16,93¢)
Balance at December 31, 2C 12,00¢ $19,09: $122 $(17,807) $ 1,40¢
Shares issued in connection wi
Exercise of stock optior 13 19 — — 19
Employee stock purchase pl 10¢ 273 — — 273
Compensation expense in the form of stock opt — 4 — — 4
Foreign currency translation adjustm — — 67 — 67
Net income — — — 8,77¢ 8,77¢
Balance at December 31, 2C 12,12t $19,38¢ $18¢ $ (9,037 $ 10,54¢
Shares issued in connection wi
Exercise of stock optior 53C 2,98¢ — — 2,98¢
Employee stock purchase pl 78 20C — — 20C
Conversion of convertible notes due 2( 4,22( 29,37t — — 29,37t
Compensation expense in the form of stock opt — 30 — — 30
Foreign currency translation adjustm — — 34 — 34
Net loss — — — (12,309 (12,309
Balance at December 31, 2C 16,95 $51,98: $22¢ $(21,33¢) $ 30,86¢
I I | I I

See accompanying notes.
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INTEVAC, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

Operating activities
Net income (loss
Adjustments to reconcile net income (loss) to mesthcand cash
equivalents provided by (used in) operating ad#si
Depreciatior
Deferred income taxe
Amortization of intangible:
Amortization of debt offering cos
Inventory provision:
Gain on sale of Rapid Thermal Processing produoef
Gain on sale of equipme
Gain on purchase of convertible no
Compensation expense in the form of common s
Loss on disposal of investme
Loss on disposal of equipme
Changes in assets and liabiliti
Accounts receivabl
Inventory
Prepaid expenses and other as
Accounts payabl
Accrued payroll and other accrued liabilit
Customer advance

Total adjustment

Net cash and cash equivalents provided by (usegpi@jating
activities

Investing activities

Purchase of investmer

Proceeds from sales and maturities of investrr

Net proceeds from sale of Rapid Thermal Procegsioduct line

Proceeds from sale of equipm:

Purchase of equipme

Net cash and cash equivalents provided by (useidve}ting
activities

Financing activities

Proceeds from issuance of common sl

Repurchase of Intevac convertible nc

Exchange of Intevac convertible notes due 2

Repayment of notes payal

Net cash and cash equivalents provided by (usefthamcing
activities
Effect of exchange rate changes on ¢

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

Cash and cash equivalents at end of pe

Cash paid (received) fc
Interest
Income taxe:
Income tax refunt

Years Ended December 31,

2003 2002 2001
$(12,309 $ 877/  $(16,93¢
1,96¢ 2,571 3,91¢
— — 4,98¢

— — 7

87 672 244
742 1,31€ 3,71¢
(287) (15,429 —
— (324) —

— (23) (1,408

30 4 —

— — 80:
841 13 8
(8,804 2,26¢ 1,547
2,02¢ 3,35¢ (7,252
(152) (492) 36€
1,657 (890) (129
(52€) 11¢€ 1,211
4,47: (1,120 (2,859
2,05: (7,952 5,16¢
(10,25() 82C (11,779
— — (5,465

— — 38,44’
287 17,78( —

7 53t —
(2,199 (1,480) (4,050)
(1,905) 16,83t 28,93
3,18¢ 297 41¢
— (225) (2,257

— (7,487 —

— — (1,902
3,18¢ (7,41€) (3,749
17 61 122
(8,950) 10,30( 13,54:
28,45’ 18,15’ 4,61¢
$19,507 $2845.  $18,15
| | |
$ 1,987 $ 245€ $ 271
2 2 2
(214) (6,369 —



Other noi-cash change:
Inventories transferred to (from) property, plandl @quipmen $ —
Exchange of $36.3M of convertible notes due 2004%9.5M of
convertible notes 2009 (exchange completed JulRp —
Conversion of convertible notes due 2009 into comstock 29,37t

See accompanying notes.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Business and Nature of Operation:

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

Our Equipment business designs, manufactoragets and services complex capital equipmert imsthe sputtering, or deposition, of
highly engineered thin-films of material onto tHilm disks which are used in hard disk drives. Hdigk drives are the primary storage
medium for digital data and function by magnetigalioring data on thin-film disks. These thin-fillisks are created in a sophisticated
manufacturing process involving a variation of matgps, including plating, annealing, polishingfueing, sputtering and lubrication.

Our Imaging business develops and manufex®leetro-optical sensors, cameras, and systermpehait highly sensitive detection of
photons in the visible and near infrared portiohthe spectrum, allowing vision in extreme low ligituations.

2. Summary of Significant Accounting Policies

Basis of Presentatio

The consolidated financial statements inclindeaccounts of Intevac and its wholly owned dlibsies. All inter-company transactions
and balances have been eliminated.

Revenue Recognitic

We recognize revenue using guidance from S&@f Accounting Bulletin No. 104, “Revenue Recdgm.” Our policy allows revenue
recognition when persuasive evidence of an arrapgeexists, delivery has occurred or services haen rendered, the price is fixed or
determinable, and collectibility is reasonably asduOn January 1, 2003, we changed our revenogméimn policy for system orders
received after December 31, 2002.

System Revenue Recognition for Orders ReceivedDdtember 31, 200Zertain of our system sales with customer acceptanc
provisions are accounted for as multiple-elemergrayements. If we have previously met defined eustoacceptance levels with the specific
type of system, then we recognize revenue fordivenfarket value of the system upon shipment aamkter of title, and recognize revenue
the fair market value of installation and accepéaservices when those services are completedyBtamss that have generally not been
demonstrated to meet product specifications paahipment, revenue recognition is usually defetnetil customer acceptance. In the event
that our customer chooses not to complete insiadl@nd acceptance, and our obligations underdh#&act to complete installation,
acceptance or any other tasks, with the excepfisraaranty obligations, have been fully dischargben we recognize any remaining
revenue to the extent that collectibility under tloatract is reasonably assured.

The revenue recognition policy outlined abawd implemented for system orders received afemehber 31, 2002 was adopted to better
conform our revenue recognition policies to indystccounting practice for companies selling simélguipment. The effect of adopting this
policy in years prior to 2003 would have been nargje in 2002 revenues and a decrease in 2001 eveh$1.5 million. The effect on net
income (loss) of adopting this policy in years ptm 2003 would have been no effect on 2002 nedrireeand an increase in 2001 net loss of
$33,000. There would have been no effect on easr(logs) per share in any of the three years. @bgtaon of this policy had no effect on
revenues or net loss in 2003.

System Revenue Recognition for Orders ReceivedeBe&zember 31, 200Revenues for systems that were ordered prior to
December 31, 2002 are recognized upon customeptact. For memory and flat
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panel systems shipped through a distributor, resémntypically recognized after the distributor la@septed the system at our factory and the
system has been shipped. For memory and flat ggsttms sold directly to end customers, reventecizgnized after installation and
acceptance of the system at the customer site. Whedselieve that there may be higher than normaluser installation and acceptance
issues for systems shipped through a distributmt &s when the first unit of a newly designedesyssis delivered, we defer revenue
recognition until the distributor’s customer hascehccepted the system.

Accounting Treatment for Systersr periods both before and after December 31, 2@@2ng the period that a system is undergoing
customer acceptance (either distributor or end)uer value of the system remains in inventoryl any payments received, or amounts
invoiced, related to the system are included inarasr advances. When revenue is recognized ory#ters, the inventory is charged to cost
of net revenues, the customer advance is liquidated the customer is billed for the unpaid balasfadbe system revenue.

Other Systems and Non-System Revenue RecogRi#eenues for systems without installation and aecee provisions, as well as
revenues from technology upgrades, spare partsuowables and prototype products built by the Imagimsiness are generally recognized
upon shipment. Service and maintenance contraente; which to date has been insignificant, isgezed ratably over applicable contract
periods or as the service is performed.

Obligations After Shipmen®ur shipping terms are generally FOB shipping pdiat in some cases are FOB destination. For sygsseid
directly to the end user, our obligations remairaftgr shipment typically include installation, emsker factory acceptance and warranty. For
systems sold to distributors, typically the digtitifr assumes responsibility for installation and eser customer acceptance. In some cases,
the distributor will assume some or all of the vaaty liability. For products other than systems aystem upgrades, warranty is the only
obligation we have after shipment.

Technology Development Revenue Recogniperform best efforts research and developmerk wader various government-
sponsored research contracts. Typically, for eacitract, we commit to perform certain researchdexklopment efforts up to an agreed
upon amount. In connection with these contractsiegeive funding on an incremental basis up toilange Some of these contracts are cost
sharing in nature, where we are reimbursed forraiguoof the total costs expended. Revenue on tbestacts is recognized in accordance
with contract terms, typically as costs are inadiria the event that total cost incurred underriqaar contract over-runs its agreed upon
amount, we may be liable for the additional costs.

These contracts are accounted for under ARBAN, Chapter 11, Section A, which addresses Bhost-Fixed-Fee Contracts. The
contracts are all cost-type, with financial terimattare a mixture of fixed fee, no fee and costisjaThe deliverables under each contract
range from providing reports to providing prototypardware. In none of the contracts is there aigatibn for either party to continue the
program once the funds have been expended. Theseffin be terminated at any time for convenieimcehich case we would be reimbur:
for our actual incurred costs, plus fee, if apgdleafor the completed effort. We own the entightj title and interest to each invention
discovered under the contract, unless we spedifigate up that right. The U.S. Government has id4og license to use any
invention/intellectual property developed understheontracts for government purposes only. In anfditve have, from time to time,
negotiated with third parties to fund a portioroaf costs in return for granting them a joint iet&rin the technology rights developed
pursuant to the contract.

Trade Receivables and Doubtful Accot

We evaluate the collectibility of trade ra@les on an ongoing basis and provides resengasgotential losses when appropriate.
Management analyzes historical bad debts, custoaraentrations,
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customer credit worthiness, changes in customempaytendencies and current economic trends whalnating the adequacy of the
allowance for doubtful accounts. Customer accoargsnritten off against the allowance when the amdideemed uncollectible.

Included in trade receivables are unbilletkieables of $1,065,000 and $614,000 at Decemhe2®IB8 and December 31, 2002,
respectively.

Warranty

Our typical warranty is 12 months from customeregtance. In some cases we market extended wapands beyond 12 months to
customers. The warranty period on used systenmanisrglly shorter than 12 months. During this wasrgreriod any necessary non-
consumable parts are supplied and installed. Theawy period on consumable parts is limited tartheasonable usable life. A provision for
the estimated warranty cost is recorded at the tewenue is recognized.

The following table displays the activitytime warranty provision account for 2003 and 2002:

2003 2002

(In thousands)

Beginning balanc $84E  $90¢
Expenditures incurred under warrant (909) (7949
Accruals for product warranties issued during #gorting perioc 474 1C
Adjustments to previously existing warranty accst 124 325
Ending balanci $534 $84t

| |

Guarantee:

We have entered into agreements with customers@gmgliers that include limited intellectual progeiridemnification obligations that ¢
customary in the industry. These guarantees gdyeegjuire us to compensate the other party falagedamages and costs incurred as a
result of third party intellectual property clairmssing from these transactions. The nature ofrttedlectual property indemnification
obligations prevents us from making a reasonatilmate of the maximum potential amount we coulddmpuired to pay our customers and
suppliers. Historically, we have not made any gdigant indemnification payments under such agredsand no amount has been accrued in
the accompanying consolidated financial statemeiitsrespect to these indemnification obligations.

International Distribution Cost

We make payments to agents and represerdathaer agreements related to international salestirn for obtaining orders and
providing installation and warranty services. Thpagments to agents and representatives are irtcindelling, general and administrative
expenses. These amounts totaled approximately @10.9$300,000 and $141,000 for the years endedrbleee31, 2003, 2002 and 2001,
respectively.

Customer Advance

Customer advances generally represent namtahle deposits invoiced by the Company in conagatiith receiving customer purchase
orders and other events preceding acceptance tehsysCustomer advances related to products thatiat been shipped to customers and
included in accounts receivable were $4.7 milliod &0 at December 31, 2003 and 2002, respectively.
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Cash, Cash Equivalents and Sl-term Investment
We consider all highly liquid investments kvé maturity of three months or less when purch&sd®@ cash equivalents.

Short-term investments consist principalhhighly rated debt instruments with maturities gatig between one and twelve months and
are carried at fair value. These investments arieajly short-term in nature and therefore bearimai interest rate risk.

Management determines the appropriate ciea8dn of debt securities at the time of purchase reevaluates such designation as of eact
balance sheet date. All debt securities are cladsifs available-for-sale under Statement of Fiiecounting Standards (“SFASNo. 11&
“Accounting for Certain Investments in Debt and Bg$ecurities.” Securities classified as availataesale are reported at fair market value
with the related unrealized gains and losses iraud retained earnings. Realized gains and |laasgsleclines in value judged to be other-
than-temporary on available-for-sale securitiesiaeckided in other income and expenses. The costairities sold is based on the specific
identification method.

Cash and cash equivalents represent cashrascand money market funds. Included in accoumyalple is $635,000 and $459,000 of
book overdraft at December 31, 2003 and Decemhe2@®12, respectively.

Valuation of Lon-lived and Intangible Assets and Good\

We assess the impairment of identifiablerigthles, long-lived assets and goodwill whenevemés or changes in circumstances indicate
that the carrying value may not be recoverabletdfaave consider important which could trigger mpairment review include the followin

« significant underperformance relative to expectistbhical or projected future operating results;
« significant changes in the manner of our use ofitwuired assets or the strategy for our overdainass; and
« significant negative industry or economic trends.

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.

Prototype Cost

Prototype product costs that are not paidifater research and development contracts and aseéess of fair market value are charged to
research and development expense.

Foreign Exchange Contrac

We may enter into foreign currency forwardlgange contracts to hedge certain of its foreigreagy transaction, translation and re-
measurement exposures. Our accounting policiesoime of these instruments are based on our desigrdtsuch instruments as hedging
transactions. Instruments not designated as a healggaction will be “marked to markedt the end of each accounting period. The crit@g
use for designating an instrument as a hedge ie@fféctiveness in exposure reduction and one-&oraatching of the derivative financial
instrument to the underlying transaction being leeldgsains and losses on foreign currency forwaath@xge contracts that are designated
and effective as hedges of existing transactioaserognized in income in the same period as laasggains on the underlying transactions
are recognized and generally offset.
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As of December 31, 2003 and 2002, Intevacrtwafbreign currency forward exchange contractstanding.

Financial Instrument:

The carrying amount of the short-term finah@istruments (cash and cash equivalents, shantitesestments, accounts receivable and
certain other liabilities) approximates fair valiige to the short-term maturity of those instrumeBésed on the quoted market prices for the
same or similar issues or on the current ratesaxfféor debt of the same remaining maturities féirevalue of the $1.0 million of outstanding
convertible notes as of December 31, 2003 is $1lbm

Inventories

Inventories for systems and components atedt the lower of cost or market. Inventoriessist of the following:

December 31,

2003 2002

(In thousands)

Raw material $ 3,306 $ 3,32¢
Work-in-progress 4,371 2,62¢
Finished good 5,431 9,91«

$13,10¢ $15,87:

Finished goods inventory consists primarflgompleted systems at customer sites that arergauhg installation and acceptance testing.

Inventory reserves included in the above nensilvere $10.2 million and $9.6 million at Decem®&y 2003 and December 31, 2002,
respectively. Each quarter, we analyze our invegnti@aw materials, WIP and finished goods) againstforecast demand for the next
12 months. Parts with no forecast requirementhahperiod are considered excess and inventoryigioms are established to write those
parts down to zero net book value. During this pss¢ some inventory is identified as having norutise or value to us and is disposed of
against the reserves.

During the year ended December 31, 2003, $D48was added to inventory reserves based orutdntegly analysis and $698,000 of
inventory was disposed of and charged to the resémventory reserves increased by an addition@8F®0 due primarily to reserves char
against research & development for prototype systeuilt in inventory.

During the year ended December 31, 2002, $1.3anillvas added to inventory reserves based on thiéedyanalysis and $4.2 million
inventory was disposed of and charged to the resdfest of the disposed inventory related to twoRIEZb0K Disk Sputtering systems that
had been written down to estimated salvage val@®@0. Inventory reserves were further reduced®g #illion due to the sale of the rapid
thermal processing product line.

Property, Plant and Equipme

Equipment and leasehold improvements aréechat cost less accumulated depreciation and &aton. Gains and losses on
dispositions are reflected in the Consolidatede®tants of Operations and Comprehensive Income.

Depreciation for machinery and equipmenbisiputed using the straight-line method over theneged useful lives of the assets, which
are generally three to seven years. Amortizatioeadehold improvements is
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computed using the shorter of the remaining teriiBenleases or the estimated economic useful b¥dlse improvements.

Intangible Asset

We amortize intangible assets on a straiigletibasis over the estimated useful lives, whiclyesfrom two to seven years.

Comprehensive Incon

SFAS No. 130, “Reporting Comprehensive Incorequires unrealized gains or losses on our apkgtéor-sale securities and the foreign
currency translation adjustments, which prior t® éldoption were reported separately in sharehdldeuity, to be included in other
comprehensive income. As of December 31, 20035228,000 balance of accumulated other comprehemsteene is comprised entirely of
accumulated foreign currency translation adjustsent

Employee Stock Plai

At December 31, 2003, we had two stock-baseployee compensation plans, which are described fully in Note 10. We account for
those plans under the recognition and measuremiagigies of APB Opinion No. 25, “Accounting for&k Issued to Employees”, and
related Interpretations. No stock-based employespemsation cost is reflected in net income, asglbns granted under those plans had an
exercise price equal to the market value of theedgithg common stock on the date of grant. Intedaes not have any plans to adopt the fair
value requirements of SFAS No. 123 for reportingppses, unless mandated by GAAP.

Pro forma information regarding net incomasg) and earnings (loss) per share is required853No. 123, which also requires that the
information be determined as if we had accounte@dim employee stock options granted subsequedetember 31, 1994 under the fair
value method of this Statement. The fair valueliese options was estimated at the date of gramg asBlack-Scholes multiple option
pricing model with the following weighted averagssamptions for 2003, 2002 and 2001, respectividi:free interest rates of 1.62%, 1.6:
and 3.03%; dividend yields of 0.0%, 0.0% and 0.9&tatility factors of the expected market pricdmtevac’'s common stock of 0.943, 0.933
and 0.946; and a weighted-average expected lifieeobption of 2.22, 2.68 and 2.63 years.

The Black-Scholes option valuation model wasgeloped for use in estimating the fair valuerafiéd options that have no vesting
restrictions and are fully transferable. In additioption models require the input of highly sulijgeassumptions including the expected
stock price volatility. Because Intevac’s emplogéeck options have characteristics significantifedent from those of traded options, and
because changes in the subjective assumptions atamiatly affect the fair value estimate, in marmagat’s opinion, the existing models do
not necessarily provide a reliable single meastitbeofair value of its employee stock options.

Under the 2003 Employee Stock Purchase Bten'ESPP”), we are authorized to issue up to 3bBshares of common stock to
participating employees. Under the terms of the ES#nployees can choose to have up to 10% ofdheinal base earnings withheld to
purchase Intevac’'s common stock. The purchase pfittee stock is 85% of the lower of the subscoptiate fair market value or the
purchase date fair market value. Under the ESPRolae77,749, 108,020 and 118,904 shares to emgdane?003, 2002 and 2001,
respectively. As of December 31, 2003, 358,197eshegmained reserved for issuance under the ESERoWot recognize compensation
cost related to employee purchase rights undeplire To comply with the pro forma reporting reguirents of SFAS No. 123, compensation
cost is estimated for the fair value of the empésyeurchase rights using the Black-Scholes modél tlve following assumptions for those
rights granted in 2003, 2002 and 2001, respectividik-free interest rates of 1.43%, 1.12% and % ®Bvidend
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yield of 0.0%, 0.0% and 0.0%; expected volatilifyd®40, 0.933 and 0.946; and an expected life@,21.50 and 2.00 years (the offer
period ended July 31, 2003 for the subscriptiomogkethat began in February 2002). The weightedayefair value of those purchase rights
granted in 2003, 2002 and 2001 were $5.24, $2.4%arv8, respectively per share.

The following table illustrates the effectoet income (loss) and earnings (loss) per shave iiad applied the fair value-recognition
provisions of SFAS No. 123, “Accounting for Stockd®d Compensation”, to stock-based employee corapens

2003 2002 2001

(In thousands, except per share data)

Net income (loss), as report $(12,309) $8,77¢ $(16,936)

Deduct: Total stock-based employee compensatioaresgpdetermined
under fair value based method for all awards, hetlated tax effect (689 (157) (89%)
Pro forma net income (los $(12,98¢) $8,617 $(17,83))
L] I I

Earnings per shan

Basic— as reportel $ (0.9%) $ 0.7¢ $ (1.49
Basic— pro forma $ (1.00) $ 0.71 $ (1.49
Diluted— as reporte! $ (0.9%) $ 0.6¢€ $ (1.49
Diluted— pro forma $ (1.00 $ 0.6F $ (1.49

Financial Presentatiol
Certain prior year amounts in the Consolidatmancial Statements have been reclassifiedriom to 2003 presentation.
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Net income (loss) per sha

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

2003 2002 2001

(In thousands)

Numerator:

Numerator for basic income (loss) per st— income (loss)

available to common stockholde $(12,309) $ 8,77¢ $(16,93¢)
Effect of dilutive securities

6 1/2% convertible notes(. — 1,33¢ —
Numerator for diluted earnings (loss) per st— income (loss)

available to common stockholders after assumedearsions $(12,30)  $10,11: $(16,93¢)

L] | L]

Denominator
Denominator for basic earnings (loss) per share eightedaverage

shares 12,94¢ 12,07° 11,95¢
Effect of dilutive securities
Employee stock options(. — 137 —
6 1/2% convertible notes( — 3,04¢ —
Dilutive potential common shar — 3,18¢ —
Denominator for diluted earnings (loss) per sharadjusted
weightec-average shares and assumed conver: 12,94¢ 15,26: 11,95t
L] | L]

(1) Diluted EPS for the twelve-month periods enBedember 31, 2003 and 2001 excludes “as convetteadtment of the convertible
notes, as their inclusion would be anti-dilutivéieThumber of “as converted” shares excluded frartwhelve-month periods ended

December 31, 2003 and 2001 was 3,619,134 and 9B®4espectively

(2) Potentially dilutive securities, consistingsifares issuable upon exercise of employee stdanspare excluded from the calculation of
diluted EPS as their effect would be anti-dilutifée weighted average number of employee stockoptxcluded from the twelve-
month periods ended December 31, 2003, 2002 ant\&88 1,731,305, 1,328,278 and 1,637,268, resct

Use of Estimate

The preparation of financial statements infoomity with accounting principles generally actapin the United States of America
requires management to make estimates and assas it affect the reported amounts of assetsiabitities and disclosure of contingent
assets and liabilities at the date of the finanstalements and the reported amounts of revenuexgahses during the reporting period.
Actual results inevitably will differ from thoset@mates, and such differences may be materialdditfancial statements.

New Accounting Pronouncemel

In June 2001, the Financial Accounting Stadsl®8oard (“FASB”) issued SFAS No. 143, “Accountiiog Asset Retirement Obligations.”
SFAS 143 requires that asset retirement obligatioatsare identifiable upon acquisition and cortam, and during the operating life of a
long-lived asset be recorded as a liability ushmgpgresent value of the estimated cash flows. fesponding amount would be capitalized as

part of
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the asset’s carrying amount and amortized to expener the asset’s useful life. We adopted theipiavs of SFAS 143 effective January 1,
2003. The adoption of this statement did not hareaterial impact on our financial statements.

In July 2002, FASB issued SFAS No. 146, “Aacting for Costs Associated with Exit or Disposattigities” which supercedes EITF
No. 94-3, “Liability Recognition for Certain Employmengfmination Benefits and Other Costs to Exit an ¥igti” SFAS No. 146 requires
that a liability for a cost associated with an exitlisposal activity be recognized when the ligbik incurred, whereas EITF No. 94-3 had
recognized the liability at the commitment dat@moexit plan. Adoption of this standard is effeetfer exit or disposal activities that are
initiated after December 31, 2002. The adoptiothis statement did not have a material impact arfinancial statements.

In November 2002, the Emerging Issues Taskd-¢'EITF") issued EITF 00-21 “Revenue Arrangensentth Multiple Deliverables.”
EITF 00-21 prescribes a method to account for emtdérthat have multiple elements or deliverablgstdvides guidance on how to allocate
the value of a contract to its different deliveeshlas well as guidance on when to recognize revelhacated to each deliverable over its
performance period. The provisions of EITF 00-2filapo revenue arrangements entered into in tloaffigeriods beginning after June 15,
2003. The adoption of EITF No. 00-21 did not haveaierial impact on our financial statements.

In May 2003, FASB issued SFAS No. 150, “Aatting for Certain Financial Instruments with Chaeaistics of both Liabilities and
Equity.” SFAS No. 150 requires certain financiadtmments that have both equity and liability cletgestics to be classified as a liability on
the balance sheet. SFAS No. 150 is effective feffitlst interim period beginning after June 15, 200he adoption of this statement did not
have a material impact on our financial statements.

3. Concentrations

Credit Risk and Significant Custom

Financial instruments that potentially subjgg to significant concentrations of credit riginsist of cash equivalents, short-term
investments, accounts receivable and foreign exghéorward contracts. We generally invest our es@ash in money market funds and in
commercial paper, which have contracted maturgargerally within one year. By policy, our investrteeim commercial paper, certificates of
deposit, Eurodollar time deposits, or bankeatceptances are rated A1/P1 or better. In 200t¢georded a loss of $803,000 on our invest
in commercial paper issued by Pacific Gas & Electiur accounts receivables tend to be concentmat@dimited number of customers. At
December 31, 2003, two customers accounted for ai88@4%, respectively of our accounts receivahiesimaggregate accounted for 62%
of net accounts receivable.

Our largest customers tend to change fronog@éo period. Historically, a significant portiaf our revenues in any particular period have
been attributable to sales to a limited numbenstamers. In 2003, four customers accounted for, 2%, 13% and 10%, respectively, of
our consolidated revenues and in aggregate acabtont€6% of net revenues. In 2002, three custormecsunted for 42%, 21%, and 11%,
respectively, of our consolidated revenues andjgregate accounted for 74% of net revenues. In 2884 customer accounted for 49% of
our consolidated net revenues. Intevac performditoegaluations of its customers’ financial conalits and requires deposits on system orders
but does not generally require collateral or odemurity to support customer receivables.

Products

Disk manufacturing and flat panel manufactgrequipment together contributed a significantiporof our revenues in 2003, 2002 and
2001. We expect that our ability to maintain or &xg our current levels of
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revenues and to return to operating profitabilityhie future will depend upon our success in enihgnour existing systems and developing
and manufacturing competitive disk manufacturingipapent, such as our 200 Lean, and our successviglaping both military and
commercial products based on our LIVAR and lowtitgthnology.

4. Sale of Rapid Thermal Processing Product Lins

In the fourth quarter of 2002, we sold oupRarhermal Processing product line to Photon Dyieapinc. (“PDI”) for $20 million in cash
and the assumption of certain liabilities. $2 roifliof the cash payment was held in escrow and wamauded in total assets on the
consolidated balance sheet as of December 31, 20@2p the contingencies related to the releasiseske funds from escrow. In connection
with this sale, we recorded a gain in 2002 of $1Bilion, which is included in other income and erge, net on the Consolidated Statement
of Operations and Comprehensive Income. The foligvtable recaps the gain from the sale and theteffe Intevac’s balance sheet for the
year ended December 31, 2002 (in thousar

Cash received from PDI (excluding the $2 milliorescrow) $18,00(
Less: Accounts receivable transferred to | (599
Inventory transferred to PDI (1,91))
Warranty and retrofit liability transferred to PDI 162
Other assets and liabilities transferred to PDI (10)
Expenses associated with the transaction (220)

Net gain on sal $15,42¢
I

In the fourth quarter of 2003, we receive8%BR00, net of expenses, from the escrow. This atnisuncluded in other income and
expense, net on the Consolidated Statement of @mesaand Comprehensive Income. The remaindereofithds in escrow were returned to
PDI.

5.  Equity Investments

601 California Avenue LLt

In 1995, we entered into a Limited Liabillompany Operating Agreement (the “Operating Agrediiewhich expires December 31,
2015, with 601 California Avenue LLC (the “LLC”),@alifornia limited liability company formed and oed by Intevac and certain
shareholders of Intevac at that time. Under ther&jpg Agreement we transferred our leasehold ésten the site of our discontinued night
vision business (the “SiteTh exchange for a preferred share in the LLC withae value of $3,900,000. We are accounting feritivestmen
under the cost method and have recorded our inesdtim the LLC at $2,431,000, which representstastorical carrying value of the
leasehold interest in the Site. The preferred simattee LLC pays a 10% annual cumulative prefedigitiend.

During 1996, the LLC formed a joint venturghwStanford University (the “Stanford JV”). Theasford JV developed the property and
has leased the property through August 2009. The isla profitable enterprise whose primary assis imterest in the Stanford JV. The
Company received dividends of $390,000 from the lih@ach of the last three years. As of DecembePBQ@3 all outstanding cumulative
dividends on the preferred share had been paideltizidends are included in other income and esgen

6. Commitments

We lease certain facilities under non-cartdelaperating leases that expire at various tinpeto March 2007. The facility leases require
Intevac to pay for all normal maintenance cost® [Base for the primary facility in Santa Clardudes an option to extend the lease for an
additional five-year period.
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Future minimum rental payments under theasds at December 31, 2003 are as follows (in tmois3a

2004 $ 3,07¢
2005 3,19-
2006 3,31¢
2007 83¢
Total $10,42°

[ |

Gross rental expense was approximately $20000 $2,873,000 and $2,993,000 for the years ebadedmber 31, 2003, 2002 and 2001,
respectively.

Subsequent to December 31, 2003, we exeeutssse amendment for our Santa Clara facility vbidended the lease term to March
2012.

7. Employee Benefit Plan

In 1991, we established a defined contributiEtirement plan with 401(k) plan features. Thenptovers all United States employees
eighteen years and older. Employees may make batiths by a percentage reduction in their salariesto exceed the statutorily prescri
annual limit. We made cash contributions of $23@,(276,000 and $301,000 for the years ended Deme®ih 2003, 2002 and 2001,
respectively. Employees may choose among twelvesimyent options for their contributions and thiare of Intevac’s contributions, and
they are able to move funds between investmenbvaptt any time. Intevac’s common stock is notafrthe investment options.
Administrative expenses relating to the plan asgimficant.

8. Convertible Notes

During the first quarter of 1997, we compteten offering of $57.5 million of our 6 1/2% Contible Subordinated Notes (the “2004
Notes”), which mature March 1, 2004. Interest is payaddeh March 1st and September 1st. The notes avertible into shares of Intevac’s
common stock at $20.625 per share. Expenses atsbwih the offering of approximately $2.3 milliovere deferred. Such expenses are
being amortized to interest expense over the tdrneonotes.

On July 12, 2002 we completed the exchang86f3 million in aggregate principal amount of @004 Notes for $29.5 million of our
new 6 1/2% Convertible Subordinated Notes due Z0@92009 Notes”) and $7.6 million in cash, indlugl $0.9 million for accrued interest.
The 2009 Notes were convertible, at the holdertbopinto Intevac common shares at a conversiaremf $7.00 per share. $1.3 million in
aggregate principal amount of the 2004 Notes reethgutstanding after the closing of the exchanégsr.of

In accounting for the exchange of the conbkrnotes, we wrote off $0.4 million of debt isaga costs related to the 2004 Notes,
reflecting the portion of such costs attributaloléhte convertible notes exchanged. The remainig idsuance costs will be amortized to
interest expense over the remaining life of the42R0tes. In connection with the exchange offerijmeairred $0.8 million of offering costs.

Of this amount, $0.2 million represented the casttign of the exchange offer and was expensed duhie 3 months ended September 28,
2002. The $0.6 million balance of the exchangerffecosts were amortized to interest expense inelife of the 2009 Notes. There was no
gain or loss associated with this transaction,3s3million of 2004 Notes were exchanged for $36iion of cash and new securities.

During 2002, in addition to the note exchange dbedrabove, we repurchased $0.3 million, face valfieur 2004 Notes. The repurch.
resulted in a gain of $23,000. During 2001, we repased $3.7 million, face value, of our 2004 Notéee repurchase resulted in a gain of
$1.4 million. In accordance with adoption of SFAB.M45, the gain on the note repurchase is inclid€ther income and expense, net on
the Consolidated Statement of Operations and Cdmepsive Income.
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On October 31, 2003, we issued a notice tafraatic conversion of our 2009 Notes pursuant éir tterms. $20.1 million in aggregate
principal amount of these notes was outstandingchwtonverted into an aggregate of approximate®y 2,857 shares of Intevac common
stock at a conversion price of $7.00 per share.alltematic conversion occurred on November 10, 2B@8r to the issuance of the notice of
automatic conversion, $9.4 million in aggregategpal amount of these notes had been tenderembfoversion by the holders, resulting in
the issuance of 1,348,426 shares of Intevac consiomk.

9. Segment Reporting

Segment Descriptic

We have two reportable operating segments: Equiparghimaging. Our Equipment business designs, faatwres, markets and servi
complex capital equipment used in the sputteringleposition, of highly engineered thin-films of te@al onto thinfilm disks which are use
in hard disk drives. Our Imaging business devebops manufactures electro-optical sensors, camarhsystems that permit highly sensitive
detection of photons in the visible and near idaportions of the spectrum, allowing vision inrerte low light situations.

Included in corporate activities are genemaporate expenses, less an allocation of corpesgienses to operating units equal to 3%, 1%
and 1% of net revenues in 2003, 2002 and 2001ectisply. Assets of corporate activities includallmcated cash and short-term
investments, deferred income tax assets (which watten off in 2001) and certain intangibles arider assets.

Segment Profit or Loss and Segment As

We evaluate performance and allocate ressurased on a number of factors including, profibes from operations and future revenue
potential. The accounting policies of the reporag#gments are the same as those described inntimeagy of significant accounting polici¢

Business Segment Net Rever

2003 2002 2001

(In thousands)

Equipment $26,74¢ $27,10C  $42,72!
Imaging 9,54¢ 6,68¢ 8,761
Total $36,29: $33,78:  $51,48¢
I | I
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Business Segment Profit & Lc

2003 2002 2001
(In thousands)
Equipment(1 $ (3,999 $ (5,139 $ (7,239
Imaging(2) (4,15 (3,829 (2,595
Corporate activitie (2,50%) (2,32)) (1,639
Operating los! (10,655 (11,289 (11,469
Interest expens (1,78%) (2,98)) (2,919
Interest incom 26¢ 284 1,24t
Other income and expense, (92 16,16¢ 1,22¢
Income (loss) before income tax $(12,265) $ 2,182 $(11,9079
| | I
(1) Includes inventory provisions of $451,000, $847,86d $3,830,000 in 2003, 2002 and 2001, respeygti
(2) Includes inventory provisions of $292,000, $469,86d ($114,000) in 2003, 2002 and 2001, respegti
Business Segment Ass
2003 2002
(In thousands)
Equipment $25,46: $20,16:
Imaging 7,702 7,71¢
Corporate activitie 22,81 32,41%
Total asset $55,97¢ $60,29¢
| |
Business Segment Property, Plant & Equipn
Additions 2003 2002
(In thousands)
Equipment $1,19¢ $ 89
Imaging 78¢ 1,20z
Corporate activitie 31C 18¢
Total additions $2,29¢  $1,48(
| |
Depreciation 2003 2002 2001
(In thousands)
Equipment $ 45€ $1,34¢€ $2,55¢
Imaging 1,24C 86( 79¢
Corporate activitie 267 371 55¢
Total depreciatiol $1,96: $2,571 $3,91¢
| | |
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Geographic Area Net Trade Reven

2003 2002 2001

(In thousands)

United State: $13,13:¢ $16,33.  $14,15¢
Far Eas 23,15¢ 17,15( 36,36:
Europe — 301 827
Rest of World 6 1 14C
Total revenue $36,29: $33,78¢  $51,48¢

[ | [ | [ |

10.  Shareholder¢ Equity

Intevac’s Articles of Incorporation authoriz®,000,000 shares of Preferred Stock. The BoaRirettors has the authority to issue the
Preferred Stock in one or more series and to fixatice, rights, preferences, privileges and retstris thereof, including dividend rights,
dividend rates, conversion rights, voting righésnis of redemption, redemption prices, liquidapoeferences and the number of shares
constituting any series or the designation of serfies, without further vote or action by the shatéers.

Stock Option/ Stock Issuance Pl

The Board of Directors approved adoptiorhef 1995 Stock Option/ Stock Issuance Plan (the51an”) in 1995. The 1995 Plan, as
amended in 2000, serves as the successor equetytive program to our 1991 Stock Option/ Stock dsse Plan (the “1991 Plan”). Upon
adoption of the 1995 Plan, all shares availablesfawance under the 1991 Plan were transferrdtet©995 Plan. The 1995 Plan is divided
into two separate components: the Discretionaryddpgbrant Program and the Stock Issuance Prograndetthe Option Grant
Program, Intevac may grant either incentive stqaioms or nonqualified options or implement stoppreciation rights provisions at the
discretion of the Board of Directors. Exercisalgjlibption price, and other terms are determinethbyBoard of Directors, but the option price
shall not be less than 85% and 100% of the faiketaralue for nonqualified options and incentivecktoptions, respectively, as determined
by the Board of Directors. As of December 31, 2(0)335,606 shares of common stock are authorizefdifieore issuance under the 1995
Plan. Options granted under the 1995 Plan are isadle upon vesting and vest over periods of Ujy&years. Options currently expire no
later than ten years from the date of grant. THE51®lan expires no later than September 30, 2005.

In 1995, the Board of Directors approved dwopof the Employee Stock Purchase Plan (the “EpMP2003, our shareholders approved
adoption of the 2003 Employee Stock Purchase Phachaserves as the successor to the ESPP.
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A summary of our stock option activity anthted information for the years ended Decembeio8\s:

2003

2002

2001

Weighted-Average

Weighted-Average

Weighted-Average

Options Exercise Price Options Exercise Price Optits Exercise Price

Outstandinc— beginning of yea 1,850,08: $5.02 1,802,02; $5.22 1,570,29 $5.3¢

Granted 259,00( 8.0¢ 429,80( 3.1¢ 341,90( 3.9C

Exercisec (530,249 5.64 (13,400 1.4¢€ (41,149 0.3C

Forfeited (152,549 5.7¢ (368,34() 4.0C (69,02¢) 5.3z
Outstandinc— end of yea 1,426,28! 5.2¢ 1,850,08: 5.02 1,802,02. 5.22
Exercisable at end of ye 840,51¢ $5.67 1,188,38: $5.81 1,062,24. $5.8¢
Weighted-average per share fair

value of options granted during

the yeal $3.64 $1.5¢ $1.9¢

Options Outstanding

Outstanding and Exercisable by Price Range as of bember 31, 2003

Options Exercisable

Number

Number

Outstanding As of Weighted Average Weighted Exercable As of Weighted
Range of December 31, Remaining Average December, 31 Average
Exercise Prices 2003 Contractual Life Exercise Pre 2003 Exercise Price

$2.175-%$2.630 273,66¢ 7.50 yre $ 2.5¢ 119,49¢ $ 2.5¢4
$3.063- $4.750 529,55( 7.84 yr: $ 3.74 227,90( $ 3.77
$5.000- $7.500 418,46¢ 3.99 yre $ 5.9¢ 396,92¢ $ 6.0Z
$ 7.625- $10.000 118,10( 7.57 yr: $ 7.9 48,10( $ 8.1C
$11.62E5- $15.500 71,50( 9.59 yre $14.7: 33,00( $15.1¢
$21.25C- $21.250 15,00¢( 2.37 yr $21.2¢ 15,00¢( $21.2¢
$2.175- $21.250 1,426,28! 6.65 yr¢ $ 5.2¢ 840,51¢ $ 5.67

52




Table of Contents
INTEVAC, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

11. Income Taxes

The provision for (benefit from) income tax@sincome from continuing operations consistsheffbllowing (in thousands):

Years Ended December 31,

2003 2002 2001

Federal:
Current $— $(6,585) $ —
Deferred — — 3,771
(6,585 3,771

State:

Current 2 2 —
Deferred — — 1,21%
2 2 1,217

Foreign:
Current 36 9) 41
Total $38 $(6,597) $5,02¢
[ | | I

The tax benefits associated with exercisemafjualified stock options and disqualifying dispions of stock acquired through the
incentive stock option and employee stock purcipteses reduced taxes currently payable for 2003220@ 2001 as shown above by $0, $0
and $0, respectively. Such benefits are creditetithitional paid-in capital when realized.

Deferred income taxes reflect the net tagaff of temporary differences between losses regp@md the carrying amounts of assets and
liabilities for financial reporting purposes ane timounts used for income tax purposes. Significamiponents of our deferred tax assets
computed in accordance with SFAS No. 109 are &swsl(in thousands):

December 31,

2003 2002
Deferred tax asset
Vacation accrual, rent accrual and warranty res $ 1,041 $ 1,167
Depreciatior 1,431 1,37(C
Inventory valuatior 3,80z 3,53¢
Research and other tax credit c-forwards 557 51z
Federal and State NOL ca-forward 9,04¢ 4,96
Other 857 587
16,73t 12,13
Valuation allowance for deferred tax ass (16,685 (12,087
Total deferred tax asse $ 50 $ 50
Deferred tax liabilities
Other $ 50 $ 50
Total deferred tax liabilitie $ 50 $ 50
Net deferred tax asse $ — $ —
| |
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The valuation allowance increased by $4.@ionilduring 2003 due to the uncertainty of realizoertain tax credit and loss cafyrwards
and other deferred tax assets. The Federal angl iI&tabperating loss carfgrwards of $24.7 million and $10.7 million expaévarious date
through 2023 and 2014, respectively, if not presipuwtilized.

A reconciliation of the income tax provision income from continuing operations at the fedstalutory rate of 34% to the income tax
provision at the effective tax rate is as followsthousands):

Years Ended December 31,

2003 2002 2001
Income taxes (benefit) computed at the federalisiat rate $(4,159) $ 76€ $(4,125)
State taxes (net of federal bene (434) 10¢ (40¢)
Research and other tax crec (44) (142 (1,039
Effect of tax rate changes and other permanererdiffce: 73 (181) 44
Valuation allowanct 4,60z (7,149 10,55
Total $ 38 $(6,5972) $ 5,02¢
L] | |

12. Other Accrued Liabilities

December 31,

2003 2002

(In thousands)

Accrued product warrantie $ 534 $ 84t
Accrued interest expen: 22 662
Accrued rent expens 1,29( 1,43¢
Accrued sales & use te 14z 55¢
Other 65E 22z
Total other accrued liabilitie $2,64F  $3,72¢

| |

13.  Quarterly Consolidated Results of Operations (Unauied)

Three Months Ended

March 29, June 28, Sept. 27, Dec. 31,
2003 2003 2003 2003

(In thousands, except per share data)

Net sales $12,01¢ $ 4,581 $7,61¢ $12,07¢
Gross profit 1,16(C 1,11¢ 2,88( 4,671
Net income (loss)(1 (4,006 (4,797 (2,899 (607)
Basic earnings per she $ (0.3 $ (0.39) $ (0.2¢) $ (0.09
Diluted earnings per sha (0.33) (0.39) (0.29 (0.09)
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Three Months Ended

March 30, June 29, Sept. 28, Dec. 31,
2002 2002 2002 2002

(In thousands, except per share data)

Net sales $6,67C $8,38¢ $6,737 $11,99:
Gross profit 963 2,00: 1,34: 3,001
Net income (loss)(1)(2)(: (2,147 852 (3,879 13,94:
Basic earnings per she $ (0.1¢) $ 0.07 $ (0.329) $ 1.1t
Diluted earnings per sha (0.18) 0.07 (0.39 0.8¢

(1) Netincome (loss) for the three months ended Deee®b, 2003 and December 31, 2002 includes a g8y ,000 and $15.4 milliol
respectively, from the sale of the rapid thermalcpssing product line

(2) Netincome (loss) for the three months ended M86;12002, June 29, 2002 and December 31, 2002dadhx benefits of $2.2 milliol
$4.2 million and $223,000, respectively, bookea assult of the enactment of the Job Creation andk&f Assistance Act of 200

(3) Netincome (loss) for the three months ended Deeer®b, 2002 includes a gain of $324,000 from the s&fabrication shop fixe
assets

14.  Subsequent Event

On February 10, 2004, we completed the puiffiering of 4,750,000 shares of common stock@tiee of $15.00 per share. Of the shares
offered, 2,969,000 newly issued and outstandingeshaere sold by us and 1,781,000 shares werégadselling shareholder. The net
proceeds to us are approximately $41.6 millionrafeglucting underwriting discounts and offering exges.
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Iltem 9. Changes In and Disagreements With Accountants orcAanting and Financial Disclosure

None.

Iltem 9A. Controls and Procedures

Evaluation of disclosure controls and procedurs.evaluation was carried out under the supervisioth with the participation of
Intevac’'s management, including our Chief Execu@fficer and our Chief Financial Officer, of thefadtiveness of the design and operation
of our disclosure controls and procedures (as ddfin Rule 13a-15(e) under the Securities Excha&mg®f 1934, as amended, thExchange
Act”) as of the end of the period covered by thiawal report. Based on that evaluation, our Chiefdative Officer and our Chief Financial
Officer have concluded that our disclosure contand procedures are effective to ensure that irdtiom we are required to disclose in
reports that we file or submit under the Exchangeig\recorded, processed, summarized and repwaithith the time periods specified in
Securities and Exchange Commission rules and forms.

Changes in internal controlflo change in Intevac’s internal controls over ficiahreporting was identified in connection witreth
evaluation required by Rule 13a-15(d) of the ExdeaAct that occurred during our fourth quarter ehBecember 31, 2003 that has
materially affected, or is reasonably likely to evélly affect, Intevac’s internal controls ovendincial reporting.

PART 1lI

Iltem 10. Directors and Executive Officers of the Registra

The information required by this item relgtito the Company’s directors and nominees, discdoselating to compliance with Section 16
(a) of the Securities Exchange Act of 1934, andrimftion regarding our code of ethics is includedear the captions “Election of Directors,”
“Section 16(a) Beneficial Ownership Reporting Coiapte, “and “Code of Ethics” in the Company’s Pr&tatement for the 2004 Annual
Meeting of Shareholders and is incorporated hdygireference. The information required by this itertating to the Company’s executive
officers and key employees is included under thptica “Executive Officers and Directors” under Itehin Part | of this Annual Report on
Form 10-K.

ltem 11.  Executive Compensatio

The information required by this item is mgéd under the caption “Executive CompensationReldted Information” in the Company’s
Proxy Statement for the 2004 Annual Meeting of 8halders and is incorporated herein by reference.
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ltem 12.  Security Ownership of Certain Beneficial Owners ahbBnagement and Related Stockholder Mattt

Securities authorized for issuance under equitypmmsation plansThe following table summarizes the number of outdiiag options
granted to employees and directors, as well anuhtber of securities remaining available for futissance, under our equity compensation

plans at December 31, 2003.

Plan Category

@

Number of securities
to be issued upon
exercise of
outstanding options,
warrants and rights

(b)
Weighted-average
exercise price of

outstanding options,

warrants and rights

(c)
Number of securities
remaining avabée for
future issuance
under eqty
compensation plans(1)

Equity compensation plans approved by security

holders(2) 1,426,28! $5.2¢€ 467,51

Equity compensation plans not approved by
security holder: — $ — —
Total 1,426,28! $5.2¢€ 467,51
| | |

(1) Excludes securities reflected in column
(2) Included in the column (c) amount are 358,197 shawailable for future issuance under Int¢s 2003 Employee Stock Purchase P

The other information required by this itesrincluded under the caption “Ownership of Seasitin the Company’s Proxy Statement for
the 2004 Annual Meeting of Shareholders and isripm@ted herein by reference.

Item 13.  Certain Relationships and Related Transactions

The information required by this item is idéd under the caption “Certain Transactions” m@ompany’s Proxy Statement for the 2004
Annual Meeting of Shareholders and is incorporéteetin by reference.

Item 14.  Principal Accountant Fees and Servict

The information required by this item is idéd under the caption “Fees Paid To Accountants$SEovices Rendered” in the Company’s
Proxy Statement for the 2004 Annual Meeting of 8halders and is incorporated herein by reference.

PART IV

ltem 15.  Exhibits, Financial Statement Schedules, and Repoon Form &K

(a) List of Documents filed as part of this Ann&aport on Form 10-K.

1. The following consolidated financial statemewiténtevac, Inc. are filed in Part Il, ltem 8 ofgfReport on Form 10-K:
Report of Grant Thornton LLP, Independent Auditors
Consolidated Balance Sheets — December 31, 2002@02
Consolidated Statements of Operations and Compsalemcome for the years ended December 31, 2R and 2001
Consolidated Statement of Shareholders’ Equityttferyears ended December 31, 2003, 2002 and 2001
Consolidated Statements of Cash Flows for the yaaded December 31, 2003, 2002 and 2001

Notes to Consolidated Financial Statem«— Years Ended December 31, 2003, 2002 and 2001
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2. Financial Statement Schedules.

The following financial statement schedule of Ir@eyinc. is filed in Part IV, Item 14(a) of this Amal Report on Form 10-K:

Schedule Il — Valuation and Qualifying Accounts

All other schedules have been omitted since theired, information is not present in amounts sudfitito require submission of the
schedule or because the information required isidied in the consolidated financial statementsabes theretc

3. Exhibits
Exhibit
Number Description
i Asset Purchase Agreement between Intevac, IncPhotbn Dynamics, Inc. dated as of October 22, :
*3.1 Amended and Restated Articles of Incorporatiorhef Registran
*3.2 Bylaws of the Registrar
**x4 2 Indenture, dated as of February 15, 1997, betweeiCbmpany and State Street Bank and Trust Compfany

******4 i 3

4.4

*10.11

*10.2t

*10.3t
****10 5

*10.8
*10.91
211
231
24.1
311
31.2

321

California, N.A. as Trustee, including the formtbé& Convertible Note

Indenture, dated as of July 12, 2002, between tirapgany and State Street Bank and Trust Company of
California, N.A. as Trustee, including the formtbé& Convertible Note

Registration Rights Agreement, dated January 184 20etween the Company, Redemco, LLC and Fostgr Ci
LLC

The Registrars 1991 Stock Option/ Stock Issuance F

The Registrars 1995 Stock Option/ Stock Issuance Plan, as ande

The Registrar s Employee Stock Purchase Plan, as ame

Lease, dated February 5, 2001 regarding the spaa&l at 3560, 3570 and 3580 Bassett Street, Stanta,
California

601 California Avenue LLC Limited Liability Operaty Agreement, dated July 28, 1¢

The Registrar's 401(k) Profit Sharing Ple

Subsidiaries of the Registre

Consent of Grant Thornton LLP, Independent Audi

Power of Attorney (see page ¢

Certification of President and Chief Executive ©éfi Pursuant to Section 302 of the Sarb-Oxley Act of 200z
Certification of Vice-President, Finance and Adrsfration, Chief Financial Officer, Treasurer andr@éary
Pursuant to Section 302 of the Sarb-Oxley Act of 2002

Certifications Pursuant to U.S.C. 1350, adoptedgfamt to Section 906 of the Sarbe-Oxley Act of 2002

* Previously filed as an exhibit to the RegistatiStatement on Form S-1 (No. 33-97806)

** Previously filed as an exhibit to the Registoat Statement on Form S-1 (No. 333-05531)

***  Previously filed as an exhibit to the Regidimn Statement on Form S-3 (No. 333-24275)

**x%  Previously filed as an exhibit to the CompaayAnnual Report on Form 10-K for the year endedé@meber 31, 2000

**xxk - Previously filed as an exhibit to the Company’s &epn Form 8-K filed November 14, 2002

*rxxeek Previously filed as an exhibit to the Comp’s Annual Report on Form -K for the year ended December 31, 2

T Management compensatory plan or arrangement rebjgree filed as an exhibit pursuant to Item 18fdform 10-K
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(b) Reports on Form 8-K

(1) On October 21, 2003, the registrant filed aorepn Form 8-K regarding the issuance of a preksase announcing its results for
the three months ended September 27, 2

(2) On December 23, 2003, the registrant filedpmreon Form 8-K regarding the issuance of two preteases, one announcing the
shipment of the first 200 Lean and the second amciag the death of director H. Joseph Sm:

(3) On January 5, 2004, the registrant filed a repo Form 8-K regarding the issuance of a prelemse announcing its preliminary
results for the three months ended December 33.:

(4) On January 30, 2004, the registrant filed arepn Form 8-K regarding the issuance of a preksase announcing its results for
the three months ended December 31, 2
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Pursuant to the requirements of Section 185¢d) of the Securities Exchange Act of 1934, rdwistrant has duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized, on March 16, 2004.

INTEVAC, INC.

By: /sl CHARLES B. EDDY llI

Charles B. Eddy, llI
Vice President, Finance and Administration,
Chief Financial Officer, Treasurer and Secretary
(Principal Financial and Accounting Officer)

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that epehson whose signature appears below constitnteagpoints Kevin
Fairbairn and Charles B. Eddy lll, and each of thashis true and lawful attorneys-in-fact and agjemith full power of substitution and
resubstitution, for him and in his name, place steéd, in any and all capacities, to sign any dirth@&ndments (including post-effective
amendments) to this Report on Form 10-K, and éotfie same, with all exhibits thereto, and oth@&udtents in connection therewith, with
the Securities and Exchange Commission, granting said attorneys-in-fact and agents, and eacheoh full power and authority to do and
perform each and every act and thing requisitere@ssary to be done in connection therewith, Iastéuall intents and purposes as he m
or could do in person, hereby ratifying and confirgnall that said attorneys-in-fact and agentsgror of them, or their or his substitute or
substitutes, may lawfully do or cause to be dongitive hereof.

Pursuant to the requirements of the Secariiichange Act of 1934, this report has been sitpedmlv by the following persons on behalf
of the registrant and in the capacities and ord#ies indicated.

Signature Title Date
/s KEVIN FAIRBAIRN President, Chief Executive Officer and Director March 16,
(Principal Executive Officer) 2004
Kevin Fairbairn
/s NORMAN H. POND Chairman of the Board March 16,
2004
Norman H. Ponc
/s/ CHARLES B. EDDY llI Vice President, Finance and Administration, Chief = March 16,
Financial Officer Treasurer and Secretary 2004
Charles B. Eddy I (Principal Financial and Accounting Officer)
/s/ DAVID DURY Director March 16,
2004
David Dury
Director
Stanley J. Hill
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Signature

Title

Date

/sl DAVID N. LAMBETH

David N. Lambett

/sl ROBERT LEMOS

Robert Lemo:

/sl ARTHUR L. MONEY

Arthur L. Money

Director

Director

Director
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SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS

INTEVAC, INC.

Additions (Reductions)

Balance at Charged (Credited) Balance at
Beginning to Costs and Charged (Credited) End of
Description of Period Expenses to Other Accounts Dieictions - Describe Period

(In thousands)
Year ended December 31, 20!
Deducted from asset accour
Allowance for doubtful

accounts $ 117 $ 4 $ 71 $ — $ 22t
Inventory provision: 8,74 3,71¢ 89¢ 69¢(2) 12,66:
Year ended December 31, 20!
Deducted from asset accour
Allowance for doubtful
accounts $ 22t $ 73 $ — $ 29(1) $ 26¢
Inventory provision: 12,66 1,31¢ (229 4,18¢(2) 9,55¢
Year ended December 31, 20!
Deducted from asset accour
Allowance for doubtful
accounts $ 26¢ $ (143) $ 6 $ 11((2) $ 22
Inventory provision: 9,55¢ 743 58¢ 69¢(2) 10,19:

(1) Write-offs of amounts deemed uncollectit
(2) Write-off of inventory having no future use or value i@ Compan!
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EXHIBIT INDEX

Asset Purchase Agreement between Intevac, IncPhotbn Dynamics, Inc. dated as of October 22, :
Amended and Restated Articles of Incorporatiorhef Registran

Bylaws of the Registrar

Indenture, dated as of February 15, 1997, betweeiCbmpany and State Street Bank and Trust Compfany
California, N.A. as Trustee, including the formtbé& Convertible Note

Indenture, dated as of July 12, 2002, between thragany and State Street Bank and Trust Companylifb@ia,
N.A. as Trustee, including the form of the ConvsetiNotes

Registration Rights Agreement, dated January 184 20etween the Company, Redemco, LLC and Fostgr Ci
LLC

The Registrars 1991 Stock Option/ Stock Issuance F

The Registrars 1995 Stock Option/ Stock Issuance Plan, as ande

The Registrar s Employee Stock Purchase Plan, as ame

Lease, dated February 5, 2001 regarding the spaa&l at 3560, 3570 and 3580 Bassett Street, Stanta,
California

601 California Avenue LLC Limited Liability Operaty Agreement, dated July 28, 1¢

The Registrar's 401(k) Profit Sharing Ple

Subsidiaries of the Registre

Consent of Grant Thornton LLP, Independent Audi

Power of Attorney (see page ¢

Certification of President and Chief Executive ©éfi Pursuant to Section 302 of the Sarb-Oxley Act of 200z
Certification of Vice-President, Finance and Adrsfration, Chief Financial Officer, Treasurer anar@tary
Pursuant to Section 302 of the Sarb-Oxley Act of 2002

Certifications Pursuant to U.S.C. 1350, adoptedgfamt to Section 906 of the Sarbe-Oxley Act of 2002

* Previously filed as an exhibit to the RegistatiStatement on Form S-1 (No. 33-97806)

** Previously filed as an exhibit to the Registoat Statement on Form S-1 (No. 333-05531)

***  Previously filed as an exhibit to the Regiditm Statement on Form S-3 (No. 333-24275)

**xx  Previously filed as an exhibit to the CompdsyAnnual Report on Form 10-K for the year endedémber 31, 2000

*xxk - Previously filed as an exhibit to the Company’s &epn Form 8-K filed November 14, 2002

*rxeek Previously filed as an exhibit to the Comp’s Annual Report on Form -K for the year ended December 31, 2

T Management compensatory plan or arrangement retjariee filed as an exhibit pursuant to Item 18fdrorm 1(-K
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(b) Reports on Form 8-K

(1) On October 21, 2003, the registrant filed@oreon Form & regarding the issuance of a press release animauits results fo
the three months ended September 27, 2

(2) On December 23, 2003, the registrant filed@ort on Form 8-K regarding the issuance of twsgreleases, one announcing
the shipment of the first 200 Lean and the secombancing the death of director H. Joseph Sm

(3) On January 5, 2004, the registrant filed arepn Form 8K regarding the issuance of a press release anmauite preliminan
results for the three months ended December 33..

(4) On January 30, 2004, the registrant filedporeon Form & regarding the issuance of a press release anmuuit results fo
the three months ended December 31, 2
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EXHIBIT 4.4
INTEVAC, INC.
REGISTRATION RIGHTS AGREEMENT

This Registration Rights Agreement (this "AGREEMENIBE effective as of January 16, 2004 by and anlotgyac, Inc., a California
corporation (the "COMPANY"), and Redemco, LLC armkter City LLC (collectively, the "SHAREHOLDERS").

WHEREAS, in consideration for the agreement of$Shareholders not to sell or otherwise dispose pishiares of Company Common Stock
(as defined below) for a period of 180 days atterdate of the final prospectus relating to theditgnOffering (as defined below) other than
any such shares sold in the Pending Offering itte#f Company agrees to grant the Shareholderggistration rights set forth in this
Agreement.

1. Definitions. As used in this Agreement:
(a) "COMPANY COMMON STOCK" means the Company's conmstock, no par value.
(b) "EXCHANGE ACT" means the Securities Exchangé #fc1934, as amended.

(c) "FORM S-3" means such form under the Securhietsas in effect on the date hereof or any regigtn form under the Securities Act
subsequently adopted by the SEC that similarly fisrimclusion or incorporation of substantial infaation by reference to other documents
filed by the Company with the SEC.

(d) "HOLDER" means each Shareholder, for so longueh Shareholder continues to hold the Sharesampg@ermitted transferee thereof
pursuant to Section 13 hereof.

(e) "LOCK-UP TERMINATION DATE" means the date that180 days after the date of the final prosperiated to the Pending Offering.
(f) "PENDING OFFERING" means the Company's pubffenng of shares of Company Common Stock througbgastration on Form S-ta
be filed with the SEC on or about December 19, 2003

(9) "REGISTRABLE SECURITIES" means the Shares, tgewith all other shares of Company Common Stssled in respect thereof (
way of stock split, dividend or otherwise); provitidnowever, that such shares of Company CommorkStual only be treated as Registre
Securities if and so long as they have not beers@ to or through a broker or dealer or undeewiiit a public distribution or a public
securities transaction, or (B) sold in a transacégempt from the registration and prospectus dglivequirements of the Securities Act ur
Section 4(1) thereof so that all transfer restitsi and restrictive legends with respect thereda@moved upon the consummation of such
sale.

(h) "SEC" means the Securities and Exchange Cornoniss



(i) "SECURITIES ACT" means the Securities Act of3B9as amended.

()) "SHARES" means all 3,255,969 shares of Compaasnmon Stock held by Redemco, LLC and all 2,344 g1&dres of Company Comm
Stock of Foster City LLC as of the date hereofs lel shares sold by Foster City LLC in the Pendiifgring.

(k) "SIGNIFICANT HOLDER" means each Shareholder ang other Holder who, at the time of a sale ofiRegpble Securities pursuant to a
registration statement filed in accordance withti®ac3 hereof, holds more than 200,000 shares aig2my Common Stock.

2. Request for Registration. At any time afterltbek-Up Termination Date, either Shareholder may protidéne Company a written requ
that the Company effect a registration on Form@-Registrable Securities then held by each Hdldgrermit the resale of such Registrable
Securities to the public by each Holder or itsrilisitees under the Securities Act (it being unaergtthat only the Shareholders originally
party hereto, and not their subsequent distributdeall have the right to request a registratioretneder, though such distributees shall be
permitted to participate in such registration skatibe so requested).

3. Registration. Promptly upon receipt of a reqpessuant to Section 2, the Company shall use cawniatly reasonable efforts to cause the
Registrable Securities referred to in such requelse registered under the Securities Act, andimection therewith, use commercially
reasonable efforts to prepare and file with the $EE€gistration statement on Form S-3 coveringithposition of the Registrable Securities
requested to be registered, and to have suchnatgpst statement become effective as soon as rabkopracticable thereafter; provided,
however, that each Holder shall provide all sud¢brimation and materials to the Company and taksuadh action as may be required in ol

to permit the Company to comply with all applicabdguirements of the SEC and to obtain any desicedleration of the effectiveness of
such registration statement. Such provision ofrimftion and materials is a condition precedeniéoadbligations of the Company pursuant to
this Agreement. The Company shall not be requinegffect more than one (1) registration under Agseement. The offering made pursuant
to such registration shall not be underwritten.

4. Postponement of Registration. Notwithstandirgftiregoing, the Company shall be entitled to pmrstpthe filing or declaration of
effectiveness of the registration statement prepanrel filed pursuant to Section 3 for a reasonpéfed of time, but not in excess of ninety
(90) calendar days after receipt of the requestyant to Section 2, if the Board of Directors &f @ompany, acting in good faith, determines
that there exists material nonpublic informatiooattthe Company which the Board does not wish $oldge in a registration statement,
which information would otherwise be required bg Becurities Act to be disclosed in the registratitatement to be filed pursuant to Sec

3 above.

5. Obligations of the Company. Subject to the lanitns of Sections 4, 7 and 13, the Company shall:
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(a) keep the registration statement filed in acancg with
Section 3 hereof effective until the earlier of @)e (1) year after the effective date thereoBjrsuch time as all Registrable Securities have
been sold thereunder;

(b) prepare and file with the SEC such amendmeamdssapplements to such registration statementtengrospectus used in connection
therewith as may be necessary to comply with tbgipions of the Securities Act with respect to shée or other disposition of all securities
proposed to be registered in such registratioristant;

(c) furnish to each Holder whose Registrable Séesrare included in such registration such nunobeppies of any prospectus (including
any preliminary prospectus and any amended or suppited prospectus) in conformity with the requizata of the Securities Act, and such
other documents, as such Holder may reasonablyseduorder to effect the offering and sale ofghares of the Registrable Securities to be
offered and sold by such Holder, but only while @@mpany shall be required under the provisionedfdo cause the registration statement
to remain current; and

(d) use its commercially reasonable efforts tostgior qualify the shares of the Registrable Seesircovered by such registration statement
under the securities or blue sky laws of such glicisons as each Holder whose Registrable Secsidtie included in such registration shall
reasonably request (provided that the Company sbalbe required in connection therewith or asradd@n thereto to qualify to do business
or to file a general consent to service of prodessy such jurisdiction where it has not been ifjedl).

6. Selling Procedures Applicable to Significant thats. Any sale of Registrable Securities by a $izarnt Holder pursuant to the registration
statement filed in accordance with Section 3 heskafl be subject to the following conditions amdgedures:

(a) Shareholder Notice: The selling Significant ¢t shall provide written notice (a "SHAREHOLDER NIQE") to the Company no less
than four

(4) business days prior to such Significant Hoklertended sale. Within three

(3) business days of receipt of the ShareholdeicBothe Company will inform such Significant Hotde writing if the registration statement
and final prospectus then on file with the SECugent and otherwise complies with the Securities such that sales may be made
thereunder. Beginning immediately upon receiptaifae from the Company that the registration statenis current and complies with the
Securities Act, such Significant Holder shall theve ten (10) business days to sell the Regist@dxerities proposed to be sold, unless the
notice from the Company specifies that no sale beagnade until the date of intended sale, as spddifithe Shareholder Notice, in which
case the Significant Holder must wait until theedat the intended sale to make such sale andtslesilhave ten (10) business days thereafter
to make such sale (each, a "SELLING PERIOD"). Astach Selling Period, the seller shall once agammy with the procedures set forth in
this Section 6(a) prior to any further sales.
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Each Shareholder Notice shall be in writing to@wmpany at the following address:

Intevac, Inc. 3560 Bassett Street Santa Clarafd@aila 95054 Attention: Chief Financial Officer Bphone No.: (408) 986-9888 Facsimile
No.: (408) 72-5739

(b) Updating the Prospectus: If the Company infothesselling Significant Holder that the registoatistatement or final prospectus then on
file with the SEC is not current or otherwise daes comply with the Securities Act, the Companylisiige commercially reasonable efforts
to provide to the selling Significant Holder a @nt prospectus that complies with the Securitiesoicor before the date of the intended sale
of the Registrable Securities as disclosed in treré&holder Notice; provided, however, that for eqzeof not more than ninety (90) days, the
Company shall have the right to delay the prepamatf a current prospectus that complies with theuSities Act without explanation to such
Significant Holder.

(c) Blackout Periods: Each Significant Holder whar becomes an affiliate of the Company, as stich is defined in Rule 501 promulgated
under the Securities Act, agrees to be bound b timapany's Insider Trading Policies as such ma leéfect from time to time for so long
as such Significant Holder remains an affiliatehaf Company. The Company agrees to provide a cbfhyednsider Trading Policy to each
Significant Holder who is or becomes an affiliateree time such holder is determined to be aniatifiland at the time of any material
revisions to the policy.

(d) Maximum Shares Sold: Each Significant Holdereag that such Significant Holder will not, duriaugy ninety (90) day period, sell a
number of Registrable Securities that exceedsrthiedn shares that could be sold in a ninety @) period by such Significant Holder set
forth in Rule 144(e) promulgated under the Seasif\ct (or a similar successor rule), as in effethe time of sale. In the event a Significant
Holder desires to sell more than the number of Readile Securities permitted by the preceding seetesuch Significant Holder may notify
the Company. The Company and that Significant Hadthall then cooperate in good faith to determirseich a sale may be made in a ma
and to an extent that, in the Company's judgmeotildvnot have a detrimental effect on the Comparthe trading market for the Company
Common Stock.

(e) Sales Other than Pursuant to the Registratiatei@ent:

No Holder shall be required to comply with the psians of this Section 6 with respect to any sdlghares of Company Common Sto
including the Shares, not effected under a registratatement filed pursuant to this Agreementyjted that such sale is effected in
compliance with Rule 144 (including Rule

144(k)) or another exemption from the registratiequirements of the Securities Act.

7. Suspension of Registration Statement. Notwitititey any other provision of this Agreement, if:
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(i) the Company receives any request by the SE&hpother federal or state governmental authorityng the period of effectiveness of the
registration statement for amendments or supplesrterthe registration statement or related prosigsemt for additional information relating
to the registration statement,

(il) the SEC or any other federal or state govemnmiaeauthority issues any stop order suspendingffieetiveness of the registration staten
or the initiation of any proceedings for that puspp

(iii) the Company receives any notification wittspect to the suspension of the qualification omgx#on from qualification of any of the
Registrable Securities for sale in any jurisdictiorihe initiation or threatening of any proceediogsuch purpose,

(iv) any event happens that makes any statemeng inatie registration statement or related prosfseat any document incorporated or
deemed to be incorporated therein by referenceiemirany material respect or which requires thkingaof any changes in the registration
statement or prospectus so that, in the case gétistration statement, it will not contain anruetstatement of a material fact or omit to <

a material fact required to be stated therein oesgary to make the statements therein not misigadnd that in the case of the prospectus, it
will not contain an untrue statement of a matdéat or omit to state a material fact necessarder to make the statements therein, in the
light of the circumstances under which they wergleaot misleading, or

(v) the Company's Board of Directors determines itha advisable to suspend use of the prospdotus discrete period of time due to
pending corporate developments, public filings wfita Commission or that there exists material nbfipinformation about the Company
that the Board of Directors, acting in good fadbtermines not to disclose in a registration statégm

then the Company shall send notice of such evethietdiolders that use of the prospectus has besesded, and each Holder shall there

not dispose of Registrable Securities covered bydhistration statement or prospectus until copiessupplemented or amended prospectus
are distributed to the Holders or until the Holdars advised in writing by the Company that theafshe applicable prospectus may be
resumed. The Company shall use its commerciallyamable efforts to ensure that the use of the paigp may be resumed as soon as
practicable. The Company shall use its commercialysonable efforts to obtain the withdrawal of arger suspending the effectiveness of
the registration statement, or the lifting of ang@ension of the qualification (or exemption froaalification) of any of the securities for sale
in any jurisdiction, at the earliest practicablemamt. The Company shall, upon the occurrence ofaent contemplated by clause, (iv)
prepare a supplement or post-effective amendmeheteegistration statement or a supplement todladed prospectus or any document
incorporated therein by
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reference or file any other required document ab, s thereafter delivered to the purchaserseoR#gistrable Securities being sold
thereunder, such prospectus will not contain aruenstatement of a material fact or omit to stateaterial fact necessary to make the
statements therein, in light of the circumstanaeden which they were made, not misleading.

8. Availability of Form S-3. The Company represehtst it is currently eligible to utilize Form Sa®d agrees that the Company will not
intentionally take any action that would preclude Company's eligibility to use Form S-3.

9. Expenses. The Holders whose Registrable Sexudte included in the registration shall pay,rata based upon the number of Registr.
Securities so included, all of the out-of-pockepenxses incurred by the Company, and all undergritinselling discounts and commissions,
in connection with the registration of RegistraBkecurities pursuant to this Agreement, includingheut limitation, all SEC, National
Association of Securities Dealers, Inc. and bluergigistration and filing fees, printing expendesnsfer agents' and registrars' fees, and the
reasonable fees and disbursements of the Compautgisle counsel, any special counsel for the Heldad the Company's independent
accountants. Each Shareholder shall reimburse dhgp@ny for any expenses described herein paiddoZtmpany (i.e., it shall be the
responsibility of each Shareholder, and not ofGoenpany, to collect pro rata reimbursement amofnats such Shareholder's distributees
applicable), with the amount of reimbursement fhich each Shareholder shall be responsible beingl ¢g the amount of such expenses
multiplied by a fraction, the numerator of whichthi® number of Registrable Securities includedhanregistration for the benefit of such
Shareholder and such Shareholder's distributedshandenominator of which is equal to the totahber of Registrable Securities include
the registration.

10. Reports Under Securities Exchange Act of 1984. Company agrees to:

(a) use all commercially reasonable efforts towileth the SEC in a timely manner all reports arficotdocuments required of the Company
under the Securities Act and the Exchange Acttamdake and keep public information available &ieéd in Rule 144 under the Securities
Act; and

(b) furnish to each Holder forthwith upon requésa(written statement by the Company that it rasmlied with the reporting requirements
of the Securities Act and the Exchange Act, or ihatialifies as a registrant whose securities imayesold pursuant to Form S-3 (at any time
that it so qualifies), (ii) a copy of the most ratannual or quarterly report of the Company aiigsiich other information as may be
reasonably requested in availing each Holder ofraleyor regulation of the SEC which permits thkirsg of any such securities pursuant to
Form S-3.

11. Indemnification.

(&) Indemnification by the Company. The Company indemnify each Holder whose Registrable Secwritiee included in the registration
pursuant to this Agreement against all claims,desdamages and liabilities (or actions in resfieteof), arising out of or based on any
untrue statement of a material fact contained inregistration statement, final prospectus, or any
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amendment or supplement thereto, incident to segistration, or based on any omission to stateether material fact required to be stated
therein or necessary to make the statements théndight of the circumstances in which they warade, not misleading, and, subject to
Section 11(c), will reimburse each such Holder,aoy legal and any other out-of-pocket expensesorebly incurred in connection with
investigating, preparing or defending any suchnejdoss, damage, liability or action, provided ttiee Company will not be liable in any such
case to the extent that any such claim, loss, dapmadiability arises out of or is based on anyru@ statement or omission or alleged untrue
statement or omission made in reliance upon awcdmfiormity with written information furnished togfCompany by such Holder for use
therein.

(b) Indemnification by Holders. Each Holder wildiemnify the Company, each of its directors anccef§, its legal counsel and independent
accountants, each underwriter, if any, of the Camisasecurities covered by such a registratiorstant, each person who controls the
Company or such underwriter within the meaning efti®n 15 of the Securities Act, against all clgilosses, damages and liabilities (or
actions in respect thereof) arising out of or basedny untrue statement of a material fact coathin any such registration statement, final
prospectus, or any amendment or supplement thénetdent to registration pursuant to this Agreehmrbased on any omission to state
therein a material fact required to be stated thevenecessary to make the statements thereimist¢ading, and, subject to Section

11(c), will reimburse the Company, such directofficers, legal counsel, independent accountamderwriters or control persons for any
legal or any other expenses reasonably incurredrimection with investigating, preparing or defegdany such claim, loss, damage, liability
or action, in each case to the extent, but onthécextent, that such untrue statement or omissioalleged untrue statement or omission is
made in such registration statement, final progear any amendment or supplement thereto, ianed upon and in conformity with writt
information furnished to the Company by such Holideruse therein; provided, however, that the ail@ns of each Holder hereunder shall
be several and not joint and shall be limited t@arount equal to the respective proceeds (aftendssions) from the sale of Registrable
Securities by such Holder as contemplated herein.

(c) Defending Claims. Each party entitled to indéioation under this Section 11 (the "INDEMNIFIERRY") shall give notice to the party
required to provide indemnification (the "INDEMNIFNG PARTY") promptly after such Indemnified Pargceives written notice of any
claim as to which indemnity may be sought, andlgremit the Indemnifying Party to assume and cattle defense of any such claim or
any litigation resulting therefrom, and the Indefigal Party may participate in such defense at tidemnified Party's expense; provided that
if the Indemnified Party reasonably concludes thate may be one or more legal defenses availabite¢hat are not available to the
Indemnifying Party, or that a conflict or potenttainflict exists between the Indemnified and Indéyimg Party, then the Indemnified Party
may retain its own counsel at the expense of thertmifying Party. Notwithstanding the foregoinge failure of any Indemnified Party to
give notice as provided herein shall not reliewe Ittdemnifying Party of its obligations under thAigreement, except to the extent, but only to
the extent, that the Indemnifying Party's abiliydiefend against such claim or litigation is impdias a result of such failure to give notice.

12. Assignment of Registration Rights. The righta élolder pursuant to this Agreement are solehtlie benefit of such Holder and are not
transferable to any other person or entity, except
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(a) transfers by operation of law to such Holdeess and successors and (b) transfers by the 8#idezs of their rights under this Agreem
(specifically excluding the Shareholders' rightd@mSection 2 of this Agreement, which rights aseassignable) to the partners or members
of such Shareholder in connection with distribusidny such Shareholder of Registrable Securitie€@ordance with pro rata equity
ownership interests.

13. Amendment of Registration Rights. The Compaurith the consent of the Holders of a majority cf fRegistrable Securities then
outstanding, may amend the registration rightstghhereunder.

14. Termination. The registration rights set farthhis Agreement shall terminate with respect téodder (and the shares held by such Ho
shall cease to constitute Registrable Securitipghuhe date upon which all securities that qualgyRegistrable Securities as of the date
hereof that are then held by such Holder can lit@maisuant to paragraph (k) of Rule 144 under geufties Act.

15. Obligations of Holders. By exercising any rightreunder, each Holder shall be deemed to asslliotdigations of a Holder hereundel
though such Holder were a signatory hereto. The gamy may require Holders to execute an instrumémreby such Holders expressly
assume all obligations of Holders hereunder asdition precedent to any obligations of the Compheseunder.
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IN WITNESS WHEREOF, the parties hereto have catisisdAgreement to be executed effective as of Janil@, 2004.
REDEMCO, LLC

By: /s/ ANN BECHER SMEAD

Ann Becher Snead
Managi ng Menber

FOSTER CITY LLC

By: /s/ ANN BECHER SMEAD

Ann Becher Srread
Manager and Vi ce- Presi dent

INTEVAC, INC.

By: /s/ CHARLES B. EDDY |11

Charles B. Eddy II1
Chi ef Financial Oficer
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Exhibit 21.1
SUBSIDIARIES OF THE REGISTRANT
Lotus Technologies, Inc. -- California
Intevac Foreign Sales Corporation -- Barlsado
Intevac Asia Private Limited -- Singapore
Intevac Malaysia Sdn Bhd - Malaysia

IRPC, Inc. -- California






Exhibit 23.1
CONSENT OF GRANT THORNTON LLP, INDEPENDENT AUDITORS

We consent to the incorporation by referdndbe Registration Statements (Form S-8 Nos. 33489333-35801, 333-65421, 333-95629
and 333-50166) pertaining to the 1995 Stock Op8touk Issuance Plan and the Employee Stock Pur¢haseand in the Registration
Statements (Form S-3 Nos. 333-24275 and 333-111#4Rjevac, Inc. of our report dated January 3M4, with respect to the consolidated
financial statements and schedule of Intevac,itrtuded in the Annual Report on Form 10-K for ffear ended December 31, 2003.

/sl GRANT THORNTON LLP

San Jose, California
March 15, 2004



EXHIBIT 31.1
CERTIFICATIONS
I, Kevin Fairbairn certify that:
1. I have reviewed this Annual Report on Form 10fHntevac, Inc.;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtatdisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procsdorge designed under our supervision,
to ensure that material information relating to thgistrant, including its consolidated subsidigrie made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

(b) Evaluated the effectiveness of the registrati$slosure controls and procedures and presentesi report our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

(c) Disclosed in this report any change in thestgnt's internal control over financial reportth@t occurred during the registrant's most
recent fiscal quarter (the registrant's fourthdisguarter in the case of an annual report) thathaterially affected, 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 thataxmmittee of the registrant's board of direcf@nspersons performing the equivalent
functions):

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

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

Date: March 16, 2004

/'s/ KEVI N FAI RBAI RN

Kevin Fairbairn
Presi dent, Chief Executive Oficer and Director



EXHIBIT 31.2
CERTIFICATIONS
I, Charles B. Eddy certify that:
1. I have reviewed this Annual Report on Form 10fHntevac, Inc.;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtatdisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procsdorge designed under our supervision,
to ensure that material information relating to thgistrant, including its consolidated subsidigrie made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

(b) Evaluated the effectiveness of the registrati$slosure controls and procedures and presentesi report our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

(c) Disclosed in this report any change in thestgnt's internal control over financial reportth@t occurred during the registrant's most
recent fiscal quarter (the registrant's fourthdisguarter in the case of an annual report) thathaterially affected, 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 thataxmmittee of the registrant's board of direcf@nspersons performing the equivalent
functions):

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

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

Date: March 16, 2004

/'s/ CHARLES B. EDDY |11

Charles B. Eddy II1

Vi ce President, Finance and Admi nistration,

Chief 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.SS$ection 1350, as adopted pursuant to Section 9@&darbanes-Oxley Act of 2002, that the
Annual Report of Intevac, Inc. on Form KOfor the period ended December 31, 2003 fully chespwith the requirements of Section 13(a
15(d) of the Securities Exchange Act of 1934 arad ithformation contained in such Form 10-K fairkegents in all material respects the
financial condition and results of operations deirac, Inc.

By: /s/ KEVIN FAI RBAI RN

Narre: Kevin Fairbairn
Title: President, Chief Executive
O ficer 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 Annual Report of Intevac, Inc. on Form 10-K ttee period ended December 31, 2003 fully compli#is the requirements of Section 13
(&) or 15(d) of the Securities Exchange Act of 1884 that information contained in such Form 10akly presents in all material respects
the financial condition and results of operatiohintevac, Inc.

By: /s/ CHARLES B. EDDY |11

Narre: Charles B. Eddy |11

Title: Vice President, Finance and Adm nistration,
Chi ef Financial Oficer, Treasurer and
Secretary

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



