EDGAR'pro

iy EDGAR Dnlire”

INTEVAC INC

FORM 10-Q

(Quarterly Report)

Filed 11/03/99 for the Period Ending 09/25/99

Address

Telephone
CIK
Symbol
SIC Code
Industry
Sector
Fiscal Year

3560 BASSETT STREET

SANTA CLARA, CA, 95054

4089869888

0001001902

IVAC

3559 - Special Industry Machinery, Not Elsewhere Classified
Industrial Machinery & Equipment

Industrials

12/31

Powere d By EDGA;Rbn]ine

http://www.edgar-online.com

© Copyright 2020, EDGAR Online, a division of Donnelley Financial Solutions. All Rights Reserved.
Distribution and use of this document restricted under EDGAR Online, a division of Donnelley Financial Solutions, Terms of Use.


https://www.edgar-online.com

INTEVAC INC

FORM 10-Q

(Quarterly Report)

Filed 11/3/1999 For Period Ending 9/25/1999

Address 3560 BASSETT ST
SANTA CLARA, California 95054
Telephone 408-986-9888
CIK 0001001902
Industry Computer Storage Devices
Sector Technology
Fiscal Year 12/31
e oo ecgaroning com EDGAR Customer Senice. 303.852-6665

Corporate Sales: 212-457-8200



SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, DC 20549

FORM 10-Q

(MARK ONE)

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

FOR THE QUARTERLY PERIOD ENDED SEPTEMBER 25, 1999
OR

[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

FOR THE TRANSITION PERIOD FROM TO

COMMISS ON FILE NUMBER 0-26946

INTEVAC, INC.

(EXACT NAME OF REGISTRANT AS SPECIFIED IN ITS CHARER)

94-3125814

CALIFORNIA
(STATE OR OTHER JURISDICTION OF (IRS EMPLOYER
INCORPORATION OR ORGANIZATION) IDENTIFICATION NO.)

3550 BASSETT STREET
SANTA CLARA, CALIFORNIA 95054
(ADDRESS OF PRINCIPAL EXECUTIVE OFFICE, INCLUDINGIR CODE)

REGISTRANT'S TELEPHONE NUMBER, INCLUDING AREA CODE: (408) 986-9888

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been

subject to such filing requirements for the pastia@s. Yes [X] No [ ]

APPLICABLE ONLY TO CORPORATE ISSUERS:

On September 25, 1999 approximately 11,708,52%st&rthe Registrant's Common Stock, no par vakeeg outstanding.



INTEVAC, INC.

INDEX

PART I. FINANCIAL INFORMATION

ITEM 1. Financial Statements (unaudited)
Condensed Consolidated Balance Sheets.....
Condensed Consolidated Statements of Incom
Comprehensive Income......................
Condensed Consolidated Statements of Cash
Notes to Condensed Consolidated Financial

ITEM 2. Management's Discussion and Analysis of Fi

PART Il. OTHER INFORMATION

ITEM 1. Legal Proceedings..........ccccvvveeeenns

ITEM 2. Changes in Securities...............c....

ITEM 3. Defaults Upon Senior Securities...........
ITEM 4. Submission of Matters to a Vote of Securit
ITEM 5. Other Information...............cceeeen.

ITEM 6. Exhibits and Reports on Form 8-K..........
SIGNATURES. ...t

PAGE
.................. 3
e and
.................. 4
Flows............. 5
Statements........ 6
nancial Condition
.................. 10
bout Market
.................. 20
.................. 21
.................. 21
.21
y-Holders......... 21
. .21
21
22




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

CONDENSED CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS)

SEPTEMBER 25, DECEMBER 31,
1999 1998

(UNAUDITED)
ASSETS
Current assets:

Cash and cash equivalents..........ccccceeeeeeee.. L $ 3,899 $ 3,991

Short-term investments..........cccccoevvvveeeee. L 38,490 56,925
Accounts receivable, net of allowances of $1,698 and

$1,629 at September 25, 1999 and December 31, 1998,

resSPectively. oo 8,808 10,169
INVENONIES. v 19,695 22,102
Prepaid expenses and other current assets........ ... 533 658
Deferred tax asset.........cccoovvvvcvvvvvvenes 7,008 7,008

Total current assets............coe.....

Property, plant, and equipment, net............... ... 9,699 13,131
Investment in 601 California Avenue LLC............ ... 2,431 2,431
Goodwill and other intangibles........ccccccccc.... . 2,522 3,543
Debt issuance COStS........ccovvvvvvvvvvveenens 1,076 1,700
Deferred tax assets and other assets............... . ... 1,352 1,318
Total @sSetS....cccceeevvvveeeeeicee. $95,513 $122,976
LIABILITIES AND SHAREHOL DERS' EQUITY
Current liabilities:
Accounts payable..........ccccovvvevivieeeeees $ 1,320 $ 2,034
Accrued payroll and related liabilities.......... ... 1,457 1,880
Other accrued liabilities............cceeeeeeee.. L 8,013 7,535
Customer advancCes........ccccvvvvveveeeeeeeeeees 8,147 11,630

Total current liabilities................

Convertible NOtesS......cccoovvivveiiiiiieeeeeeee 41,245 57,500
Long-term notes payable........c.ccccoeeveeeenee. Ll 1,943 1,961
Shareholders' equity:
Common stock, no par value........ccccceeeeeeee. L 17,050 17,917
Accumulated other comprehensive income........... ... - 122
Retained earnings........ccccooecvvevvvcceeees 16,338 22,397

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

Total liabilities and shareholders' equit Yerrronn $95,513 $122,976

See accompanying notes.



INTEVAC, INC.

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

(UNAUDITED)

TH REE MONTHS ENDED NINE MONTHS ENDED
SEPTEMB ER 25, SEPTEMBER 26, SEPTEMBER 25, SEPTEMBER
199 9 1998 1999 1998

Net revenues.........ccevcverveneenenens $13, 822 $14,657 $ 35,841 $84,693
Cost of net revenues............ccc.c..... 12, 323 10,693 33,169 61,025
Gross profit......ccceeeeeeeeeeeeenennnn. 1, 499 3,964 2,672 23,668
Operating expenses:

Research and development................ 3, 283 2,157 11,135 9,117

Selling, general and administrative..... 1, 615 2,458 5,602 8,509

Restructuring........ccccvveveveenenn.. 2, 224 71 2,202 1,235

Total operating expenses........ 7, 122 4,686 18,939 18,861

Operating income (loss) 5, 623) (722) (16,267) 4,807
Interest expense.........ccccvveeeeeenn.. ( 911) (1,027) (2,919) (3,100
Interest income and other, net............ 1, 281 1,059 3,213 2,789
Income (loss) from continuing operations

before income taxes..................... (5, 253) (690) (15,973) 4,496
Provision for (benefit from) income

EAXES. e eivie et e (1, 996) (227) (6,070) 1,485
Income (loss) from continuing

0Operations.........cccevveueeeeeenennn. 3, 257) (463) (9,903) 3,011
Gain from discontinued operations, net of

applicable income taxes................. -- -- - 1,005
Gain from repurchase of convertible notes,

net of applicable income taxes.......... 2, 881 - 3,844 -
Net income (10SS).........cccvvveeveennn. $ ( 376) $ (463) $ (6,059) $4,016

Other comprehensive income (loss):
Unrealized foreign currency translation

adjustment............cccciieeeennn -- 66 (122) 66
Total adjustments...........cccceeveeee. - 66 (122) 66
Total comprehensive income (loss)......... $ ( 376) $ (397) $ (6,181) $ 4,082

Basic earnings per share:
Income (loss) from continuing

operations.........cccceeeeerieeenns $(0 .28) $ (0.04) $ (0.84) $ 0.25
Net income (10SS)........ccccevvennne.. $(© .03) $ (0.04) $ (0.51) $ 0.33
Shares used in per share amounts........ 11, 706 11,994 11,799 12,098

Diluted earnings per share:
Income (loss) from continuing

operations.........c.ccceeeeunenns $(0 .28) $ (0.04) $ (0.84) $ 0.24
Net income (10SS)........ccccevvennee.. $(© .03) $ (0.04) $ (0.51) $ 0.32
Shares used in per share amounts........ 11, 706 11,994 11,799 12,414

See accompanying notes.



INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

(UNAUDITED)
NINE MONTHS ENDED
SEPTEMBER 25, SEPTEMBER 26,
1999 1998
OPERATING ACTIVITIES
Netincome (I0SS).....ccccovvveiiieiiieeiceeaee $ (6,059) $ 4,016
Adjustments to reconcile net income to net cash and cash
equivalents used in operating activities:
Depreciation and amortization.................. ... 4,079 5,865
Gain on foreign exchange contracts............ ... (659) -
Gain on sale of Chorus investment............. . ... -- (395)
Gain on sale of discontinued operations....... ... -- (794)
Gain on purchase of convertible notes......... ... (6,201) -
Foreign currency 10SS......cocccevvvveeeenee 4 71
(Gain) loss on IMAT investment................. . ... (35) 132
Restructuring charge -- non-cash portion...... ... -- 194
Loss on disposal of equipment.........ccoe... . 107 95
Changes in assets and liabilities.............. . ... 1,997 (14,437)
Total adjustments.......cccccocveeeeeee. L (708) (9,269)
Net cash and cash equivalents used in operating
ACHVILIES. oo (6,767) (5,253)
INVESTING ACTIVITIES
Purchase of investments............ooovcvcvcceeeee. . (28,291) (54,211)
Proceeds from sale of investments........ccc........— L. 46,726 42,331
Proceeds from sale of Chorus investment............ ... - 395
Purchase of leasehold improvements and equipment... ... (1,143) (2,482)
Net cash and cash equivalents provided by (used in)
investing activities.........ccccoceveevveeeee. L 17,292 (13,967)
FINANCING ACTIVITIES
Proceeds from issuance of common stock............. ... 712 1,118
Repurchase of convertible notes..........cccceeeee..— L (9,664) -
Repurchase of common stocK........cccccevvvcceeee. L (1,665) (3,000)
Net cash and cash equivalents used in financing
ACHVILIES..evvee i (10,617) (1,882)
Net decrease in cash and cash equivalents.......... ... (92) (21,102)
Cash and cash equivalents at beginning of period... ... 3,991 24,431
Cash and cash equivalents at end of period......... . ... $ 3,899 $ 3,329
SUPPLEMENTAL SCHEDULE OF CASH FLOW INFORMATION
Cash paid (received) for:
INtEreSt. oo $ 3,474 $ 3,838
INCOME taxes.....cccevvvviiieiiiieee i - 4,065
Income tax refund.......ccccoeevvvvvvicccceeeee. L (1,382) --
Other non-cash changes:
Inventories transferred from property, plant and
EQUIPMENT ..o, $(1,641) $ -

See accompanying notes.




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

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

The Equipment Business is a leading supplier oftsfng systems used to manufacture thin-film diskscomputer hard disk drives.
Sputtering is a vacuum deposition process useégosit multiple thin-film layers on a disk. The Bguent Business also realizes revenues
from the sales of disk lubrication equipment, cohtop-start ("CSS") test equipment, flat pansptiy ("FPD") manufacturing equipment
and electron beam processing equipment. Sparegadtafter-sale service are also sold to purchasehe Company's equipment, and sales
of components are made to other manufacturersafura equipment.

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

The financial information at September 25, 1999 famdhe three- and nine-month periods ended Septeb, 1999 and September 26, 1998
is unaudited, but includes all adjustments (coimgjstnly of normal recurring accruals) that the @amy considers necessary for a fair
presentation of the financial information set fdnérein, in accordance with generally acceptedwating principles for interim financial
information, the instructions to Form 10-Q and Algi10 of Regulation S-X. Accordingly, it does matlude all of the information and
footnotes required by generally accepted accoumtiimgiples for annual financial statements. Fotifer information, refer to the
Consolidated Financial Statements and footnoteetihiéncluded or incorporated by reference in teenfany's Annual Report on Form 10-K
for the fiscal year ended December 31, 1998.

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

The results for the three- and nine-month periodied September 25, 1999 are not considered inekcatithe results to be expected for any
future period or for the entire year.

2. INVENTORIES
The components of inventory consist of the follogvin

SEPTEMBER 25, DECEMBER 31,

1999 1998
(IN THOUSANDS)
Raw materialS.........coccvvvvvreerveneereenne. .. $3,675 $ 6,907
WOrk-in-progress.......cccveeeeeeeveeieiccnvnennns . 14,504 11,653
Finished goods..........ccccoeviiieiiiiiineens . 1,516 3,542

$19,695 $22,102

A significant portion of the finished goods is repented by inventory at customer sites undergaisigliation and acceptance testing.
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (CONTINUED)
3. INCOME TAXES

The effective tax rates used for the three- and-nionth periods ending September 25, 1999 and @bpte26, 1998 were 38% and 33% of
pretax income

(loss), respectively. These rates are based oestiraated annual tax rate complying with Statenséfinancial Accounting Standards No.
109, "Accounting for Income Taxes".

4. REPURCHASE OF CONVERTIBLE NOTES

During the quarter, the Company repurchased $120280face value, of its outstanding 6 1/2% ConbkrtSubordinated Notes (the
"Convertible Notes"). The repurchase resulted gaia of $2,881,000 (net of income taxes).

During the nine-month period ended September 289 1the Company repurchased $16,255,000, face vallits Convertible Notes. The
repurchase resulted in a gain of $3,844,000 (netoafme taxes).

5. NET INCOME (LOSS) PER SHARE

The following table sets forth the computation aiz and diluted earnings per share:

THREE M ONTHS ENDED NINE MONTHS ENDED
SEPTEMBER 25 , SEPTEMBER 26, SEPTEMBER 25, SEPTEMBER 26,
1999 1998 1999 1998
(IN THOUSANDS)

Numerator:

Income (loss) from continuing

Operations............ccccveeeveens $(3,257) $ (463) $(9,903) $3,011

Net income (10SS).......c.cc....... $ (376) $ (463) $(6,059) $4,016

Numerator for basic earnings per

share -- income (loss) available

to common stockholders.......... (376) (463) (6,059) 4,016
Effect of dilutive securities:

6 1/2% convertible notes(1).....

Numerator for diluted earnings per
share -- income available to
common stockholders after
assumed conversions............. $ (376) $ (463) $(6,059) $4,016

Denominator:
Denominator for basic earnings per
share -- weighted-average
shares.......ccccoveveinenne 11,706 11,994 11,799 12,098
Effect of dilutive securities:
Employee stock options(2)....... -- -- -- 316
6 1/2% convertible notes(1)..... - - - -

Dilutive potential common shares... -- -- -- 316

Denominator for diluted earnings
per share -- adjusted
weighted-average shares and
assumed conversions............. 11,706 11,994 11,799 12,414

(1) Diluted EPS for the three- and ninenth periods ended September 25, 1999 and Sept@®p&998 excludes "as converted" treatmel
the Convertible Notes as their inclusion would bg-dilutive.



INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (CONTINUED)

(2) Diluted EPS for the three- and nine-month misiended September 25, 1999 and for the three-npenibd ended September 26, 1998
excludes the effect of employee stock options as thclusion would be anti-dilutive.

6. SEGMENT REPORTING
Segment Description

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

Included in corporate activities are general caapoexpenses, elimination of inter-segment reverthesquity in net loss of equity investee,
amortization expenses related to certain intangibets and a restructuring reserve establishedptember 1999, less an allocation of
corporate expenses to operating units equal toflfétaevenues.

Business Segment Net Revenues

THREE MONTHS ENDED NINE MONTHS ENDED
SEPTEMBER 25, S EPTEMBER 26, SEPTEMBER 25, SEPTEMBER 26,
1999 1998 1999 1998
(IN THOUSANDS)
Equipment
Trade....cccooooeeeieeeen. $11,751 $13,117 $ 30,205 $80,711
Inter-Segment................ -- 11 -- 39
11,751 13,128 30,205 80,750
Photonics
Trade.....cocoveeeiiinennns 2,071 1,540 5,636 3,982
Corporate Activities........... -- (11) -- (39)
Total......ccc.ee. $13,822 $14,657 $ 35,841 $84,693
Business Segment Profit & Loss
THREE MONTHS ENDED NINE MONTHS ENDED
SEPTEMBER 25, S EPTEMBER 26, SEPTEMBER 25, SEPTEMBER 26,
1999 1998 1999 1998
(IN THOUSANDS)
Equipment..........cceceeenne $(2,658) $ 229 $(11,824) $6,321
Photonics........ccccovveeeenn (221) 7) (481) 51
Corporate activities........... (2,744) (944) (3,962) (1,565)
Operating income (loss)........ $(5,623) $ (722) $(16,267) $ 4,807
Interest expense............... (911) (1,027) (2,919) (3,100)
Interest income................ 582 656 1,650 2,189
Other income and expense,
Net i 699 403 1,563 600

Income (loss) from continuing
operations before income
taXES..ciiie e $(5,253) $ (690) $(15,973) $ 4,496




INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (CONTINUED)
7. RESTRUCTURING

On September 24, 1999, as a result of continued @eamand for its disk equipment, the Company's mament adopted a plan to reduce
expenses. The expense reduction plan includesglasie of the buildings at its Santa Clara fac#ity a reduction in force of 7 employees
out of the Company's staff of contract and regpé&sonnel. The reductions took place at the Conipdagilities in Santa Clara, CA.

In the third quarter of 1999, the Company incummea@structuring charge of $2,225,000 related te#pense reduction plan. The significant
components of this charge include $873,000 forrutent due on the lease of the building (net gleeked sublease income), $160,000 for
costs associated with operating the building thhoMigy 2000, $580,000 for the write-off of leasehimighrovements and $584,000 for
moving out of the building. Closure of the facilisyexpected to be complete by May 31, 2000.

9



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

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

filed in March 1999, Form 10-Q's and Form 8-K's.
RESULTS OF OPERATIONS
Three Months Ended September 25, 1999 and Septemhb2s, 1998

Net revenues. Net revenues consist primarily afssaf the Company's disk sputtering systems amatiedekequipment used to manufact
thin-film disks for computer hard disk drives, srstcomponents, electron beam processing equipfiegrianel display manufacturing
equipment and related equipment and componentalijEgnt”) and contract research and developmeattergtto the development of highly
sensitive electr@ptical devices under government sponsored R&Draotd and sales of derivative products ("Photojid$&t revenues frol
system sales are recognized upon customer acceptdatcrevenues from sales of related equipmentgstgm components are recognized
upon product shipment. Contract research and denaat revenue is recognized in accordance withraohterms, typically as costs are
incurred. Net revenues decreased by 6% to $13IBmfbr the three months ended September 25, @99 $14.7 million for the three
months ended September 26, 1998. Net revenuesHopripment sales declined to $11.8 million for theee months ended September 25,
1999 from $13.1 million for the three months en@egtember 26, 1998. The decrease in net revermasHquipment was due to decreases
in sales of disk manufacturing equipment and edechream processing equipment, which was partidlgebby an increase in sales of flat
panel manufacturing equipment. Net revenues froptd?hics increased to $2.1 million for the three therended September 25, 1999 from
$1.5 million for the three months ended SeptemBed298. The increase in net revenues from Phatamécs due primarily to an increase in
revenue from contract research and developmentCbinepany expects that total revenues will contiimuae $5 million to $10 million range
for each of the next two quarters.

International sales increased by 326% to $9.0 onilfor the three months ended September 25, 1889 $2.1 million for the three months
ended September 26, 1998. The increase in interatsales was primarily due to an increase iresanues from disk manufacturing
equipment and to a lesser extent from an increaBatipanel manufacturing equipment. Internaticsaés constituted 65% of net revenues
for the three months ended September 25, 1999 4¥tdof net revenues for the three months ended Bbete26, 1998.

Backlog. The Company's backlog of orders for itsdpicts was $17.9 million at September 25, 1999%2€d1 million at September 26, 1998.
The reduction in backlog was primarily the restiladower backlog of orders for disk and flat pamelnufacturing equipment, which was
partially offset by an higher backlog of orders ébectron beam processing equipment. The Comparydes in backlog the value of
purchase orders for its products that have schddidévery dates.

Gross margin. Cost of net revenues consists piynairpurchased materials, royalties, fabricatiassembly, test, installation, warranty costs,
scrap and costs attributable to contract researdtdavelopment. Gross margin was 10.9% for theetrenths ended September 25, 1999 as
compared to 27.1% for the three months ended Séptel®, 1998. Gross margin declined as the refalthigh costs incurred on the deliv

of the first MDP-250K disk sputtering system anahfrunder-absorption of manufacturing overhead ddevt manufacturing volume.

Research and development. Research and developwymarise consists primarily of prototype materisddaries and related costs of
employees engaged in ongoing research, designev@dogppment activities for
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disk manufacturing equipment, flat panel manufaotuequipment, electron beam processing equipnmahtesearch by the Photonics
Division. Company funded research and developmemerese increased by 52% to $3.3 million for the¢hmonths ended September 25,
1999 from $2.2 million for the three months endegt®8mber 26, 1998, representing 23.8% and 14. Apectively, of net revenue. This
increase was primarily the result of a lower lesfetost sharing reimbursements from the Compaigtganel equipment development
partner in the three month period ended Septenthetd9 relative to the prior year period. The taimsements were unusually high in the
three months ended September 26, 1998 becausestiv@gented a catch up of cost sharing creditterbta approximately one year of flat
panel development expense.

Research and development expenses do not inclste @o$1.8 million and $1.4 million for the thre®nth periods ended September 25,
1999 and September 26, 1998 related to contraearels and development. These expenses are indludedt of goods sold.

Research and development expenses also do nadénchsts of $0.4 million and $1.2 million for thede month periods ended Septembe
1999 and September 26, 1998, reimbursed undeetires tof a research and development cost sharirg@gnt with the Company's Japar
flat panel manufacturing equipment developmentrgartSince 1993 the Company has received $9.50midif funds under this cost sharing
agreement.

Selling, general and administrative. Selling, gahand administrative expense consists primarilgedling, marketing, customer support,
financial, travel, management, legal and profesdiearvices. Domestic sales are made by the Congpdingct sales force, whereas
international sales are made by distributors tyyaitally provide sales, installation, warranty amjoing customer support. The Company
also has a subsidiary in Singapore to support ouest® in Southeast Asia. The Company markets itpéael manufacturing equipment to the
Far East through its Japanese joint venture, IM3dlling, general and administrative expense deetehg 34% to $1.6 million for the three
months ended September 25, 1999 from $2.5 milliorte three months ended September 26, 1998 septieg 11.7% and 16.8%,
respectively, of net revenue. The lower level giense was primarily due to a decline in sellinghegal and administrative headcount to 39
employees at September 25, 1999 from 84 employte€®spiember 26, 1998 as the result of reductiofsrae in the Company's staff of
contract and regular employees implemented in Aug®38 and March 1999, attrition and the reallagadf certain administrative employ:

to operations.

Restructuring expense. In September 1999 the Coyradopted a plan to reduce expenses. The expemseticn plan included closure of
one of the buildings at its Santa Clara facilitylanreduction in force of seven employees at thag2my's facilities in Santa Clara, CA. The
Company incurred a restructuring charge of $2.2anilrelated to the expense reduction plan. Theigant components of this charge
include $0.9 million for future rent due on thedeaf the building (net of expected sublease ingp®te1 million for costs associated with
operating the building through May 2000, $0.6 raiilifor the write-off of leasehold improvements &@d6 million for moving out of the
building. Closure of the facility is expected todmmplete by May 31, 2000.

Interest expense. Interest expense consists phynadiinterest on the Company's convertible noéesl, to a lesser extent, interest on
approximately $2.0 million of long-term debt reldt® the purchase of Cathode Technology in 1996rdst expense declined to $0.9 million
in the three-month period ended September 25, ®@9$1.0 million in the three month period endegh®mber 26, 1998. The decline in
interest expense was primarily the result of thirehase by the Company of $16.3 million of its%6.6onvertible Notes Due 2004 (the
"Convertible Notes") during 1999. The repurchaskiced the balance of 6 1/2% Convertible Subordéihhiigtes Due 2004 outstanding to
$41.2 million at September 25, 1999 from $57.5iomillat September 26, 1998.

Interest income and other, net. Interest incomeadiner, net consists primarily of interest inconnetioe Company's investments, foreign
currency hedging gains and losses, early paymenbdnts on the purchase of inventories, goods emvites and the Company's 49% share
of the loss incurred by IMAT. Interest income anldes, net increased by 21% to $1.3 million for thieee months ended September 25, 1999
from $1.1 million for the three months ended Sejiten?26, 1998. Interest income and other, net fer th
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three months ended September 25, 1999 includedxpmately $1.0 million of dividend income on theeRarred Share the Company owns in
601 California Avenue LLC and approximately $0.6liom of interest income which was partially offdst approximately $0.3 million of
foreign currency hedging losses. The $1.0 milliagrpent from 601 California Avenue LLC was equivalenapproximately two and one
half years of accumulated dividends in arrearside@inds on the Preferred Share are now currentelsttencome and other, net for the three
months ended September 26, 1998 included approeiy®®.6 million of interest income and approxinkat®0.4 million of income related to
the Company's interest in the capital stock of @adorporation.

6 1/2% Convertible Subordinated Notes Due 2004ulg 1998, the Company's Board of Directors appidbe repurchase in the open ma
of up to $19.0 of the Convertible Notes. The Conypapurchased $12.3 million of these notes dufirggthree months ended September 25,
1999 from which it recognized a gain of $2.9 millimet of applicable taxes.

Provision for (benefit from) income taxes. The Camys estimated effective tax rate for the threatimbended September 25, 1999 was a
benefit rate of 38% compared to a 33% effectiveréae for the three months ended September 26,. T988Company's estimated effective
tax rates are based on estimated effective tas fatg¢he respective years. The Company's projeantedal effective tax rates for 1999 and
1998 differ from the applicable statutory ratesnatily due to benefits from the Company's foreigles corporation and tax exempt interest
income partially offset by nondeductible goodwithartization.

Nine Months Ended September 25, 1999 and Septemb2s, 1998

Net revenues. Net revenues decreased by 58% t8 #8Mion for the nine months ended September 2991from $84.7 million for the nin
months ended September 26, 1998. Net revenuesEruipment sales declined to $30.2 million for tieermonths ended September 25,
1999 from $80.8 million for the nine months endegt®mber 26, 1998. The decrease in net revenuasHouipment was due primarily to a
decrease in sales of disk manufacturing equipnaemtto a lesser extent, a decrease in sales qfdiel manufacturing equipment and
electron beam processing equipment. Net revenoes Bhotonics increased to $5.6 million for the mmenths ended September 25, 1999
from $4.0 million for the nine months ended Septen26, 1998. The increase in net revenues fromdPiagt was due primarily to a increase
in revenue from contract research and developraentto a lesser extent, sales of prototype LIVAR&a systems.

International sales decreased by 50% to $23.3anmiflor the nine months ended September 25, 1998 $46.3 million for the nine months
ended September 26, 1998. The decrease in int@nadBales was primarily due to a decrease inavetnues from disk manufacturing
equipment, and to a lesser extent, a decreasd mrevenues from the sale of electron beam procg&sjnipment. International sales
constituted 65% of net revenues for the nine moettted September 25, 1999 and 55% of net revenuésef nine months ended September
26, 1998.

Gross margin. Gross margin was 7.5% for the ninethzoended September 25, 1999 as compared to 26r3%e nine months ended
September 26, 1998. Gross margin declined as it i&f the sale of three used disk sputteringesystat heavily discounted prices,
establishment of a $0.4 million cost to market resen a used MDP-250B disk sputtering system remgiin inventory, high initial costs to
complete the Company's first production rapid themmocessing system and first MDP-250K disk spirtesystem, payment of $0.5M as
part of the settlement of the patent claim with CR@ducts, Inc. and under-absorption of manufaatuoiverhead due to low manufacturing
volume.

Research and development. Company funded reseadatieelopment expense increased by 22% to $11lidmfor the nine months ended
September 25, 1999 from $9.1 million for the ninenths ended September 26, 1998, representing 3dni%40.8%, respectively, of net
revenue. This increase was primarily the resuilhofeased expense for the development of rapidrtlgprocessing flat panel manufacturing
equipment, Photonics products and disk sputteriuipenent.
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Research and development expenses do not inclste @db4.5 million and $3.3 million for the ninesnth periods ended September 25,
1999 and September 26, 1998 related to contraearels and development. These expenses are indludedt of goods sold.

Research and development expenses also do nadénchsts of $0.7 million and $1.2 million in th@aimonth periods ended September 25,
1999 and September 26, 1998, reimbursed undeetires tof a research and development cost sharirg@gnt with the Company's Japar
flat panel manufacturing equipment developmentrygairt

Selling, general and administrative. Selling, gahand administrative expense decreased by 34%.6orillion for the nine months ended
September 25, 1999 from $8.5 million for the ninenths ended September 26, 1998, representing 1&n@&%0.0%, respectively, of net
revenue. The primary reason for the decrease Wasea level of selling, general and administratéspense in the Equipment Business. The
lower level of expense was primarily due to a dexin selling, general and administrative headctmB0 employees at September 25, 1999
from 84 employees at September 26, 1998 as th& ofseductions in force in the Company's staftohtract and regular employees
implemented in March 1998, August 1998 and Marc®91&nd the reallocation of certain administratirgoloyees to operations.

Restructuring expense. Restructuring expense wasmiflion and $1.2 million in the nine-month pat®ended September 25, 1999 and
September 26, 1998, respectively.

In September 1999 the Company adopted a plan teseikpenses. The expense reduction plan includedre of one of the buildings at it's
Santa Clara facility and a reduction in force ofeseemployees at the Company's facilities in S@taaa, CA. The Company incurred a
restructuring charge of $2.2 million related to éxpense reduction plan. The significant componefitisis charge include $0.9 million for
future rent due on the lease of the building (debqected sublease income), $0.1 million for cassociated with operating the building
through May 2000, $0.6 million for the write-off lEfasehold improvements and $0.6 million for mowing of the building. Closure of the
facility is expected to be complete by May 31, 2000

In March 1999 the Company completed a reductidorice of approximately 10% of its worldwide staffdaincurred employee severance
costs of approximately $0.1 million. In March 198@ Company also negotiated an early terminatiots tease commitment in Rocklin,
California which resulted in a $0.1 million redustito previously expensed closure costs. This 80llion credit to restructuring costs was
partially offset by the $0.1 million of restructng costs related to the Company's March 1999 rexfuit force.

In March 1998, the Company's management adoptestaucturing plan to relocate its Rapid ThermakBssing Operation from Rocklin to
the Company's Santa Clara, California headquaateiiso close the Rocklin facility. The restructgriplan also included an approximate 20%
reduction in the worldwide staff of the Companysittact and regular employees. As a result ofglaa, the Company expensed
approximately $1.2 million of restructuring expemsé¢he nine months ended September 26, 1998. §dtaucturing expense included
approximately $0.8 million related to closure of fRocklin facility and approximately $0.4 millio geverance pay for terminated
employees.

Interest expense. Interest expense declined torlién in the nine months ended September 25918@m $3.1 million in the nine months
ended September 26, 1998. The decline in interpsrese was primarily the result of the repurchasthb Company of $16.3 million of its
Convertible Notes during 1999.

Interest income and other, net. Interest incomeadher, net increased to $3.2 million for the nimenths ended September 25, 1999 from
$2.8 million for the nine months ended Septemberl268.

Interest income and other, net for the nine moatided September 25, 1999 included approximately iillion of dividend income on the
Preferred Share the Company owns in 601 Califolwinue LLC, approximately $1.7 million of interestome and approximately $0.5
million of foreign currency hedging gains.

Interest income and other, net for the nine moatided September 26, 1998 included approximateB/ $#lion of interest income and
approximately $0.4 million of income related to tbempany's interest in the capital stock of Ch&ogporation
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Discontinued operations. In the nine months endgateSnber 26, 1998 the Company recorded a gain discontinued operations of $1.0
million, net of applicable taxes, resulting frone tteimbursement and reversal of excess warrangyves related to the sale of the Company's
night vision business in 1995.

6 1/2% Convertible Subordinated Notes Due 2004.tsapany repurchased $16.3 million of its Convégtidotes during the nine months
ended September 25, 1999 from which it recognizedia of $3.8 million, net of applicable taxes.

Provision for (benefit from) income taxes. The Camys estimated effective tax rate for the nine thh®ended September 25, 1999 was a
benefit rate of 38% compared to a 33% effectiveréde for the nine months ended September 26, IH8#8Company's estimated effective
tax rates are based on estimated effective tax fatéhe respective years. The Company's projeatedal effective tax rates for 1999 and
1998 differ from the applicable statutory ratesraiily due to benefits from the Company's foreigles corporation and tax exempt interest
income partially offset by nondeductible goodwithartization.

LIQUIDITY AND CAPITAL RESOURCES

The Company's operating activities used cash & ffllion for the nine months ended September 2991 The cash used was due primarily
to the net loss incurred by the Company, the nat-¢ggin on the purchase of Convertible Notes amd action in customer advances which
were partially offset by a reduction in inventornydadepreciation and amortization

The Company's investing activities provided cas#ilaf.3 million for the nine months ended Septen28r1999 as a result of the net sale of
investments, which was partially offset by the page of fixed assets.

The Company's financing activities used cash of@iflllion for the nine months ended Septemberl®89 as the result of the repurchase of
the Company's Convertible Notes and the Compaonysmon stock which was partially offset by the s#l¢he Company's common stock to
its employees through the Company's employee heplafis.

YEAR 2000

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

Intevac has nearly completed its efforts to add¥ess 2000 Issues both within and outside the Compla addressing the Year 2000 issues
and risks, the Company has focused its effortherCompany's enterprise-wide and departmental tpesaproducts, critical suppliers
(including service providers) and key customersthWltiintevac, these efforts encompassed all majtegories of computer systems in use by
the Company, including those utilized in manufaciyrengineering, sales, finance and human ressufte Company's risk assessment
includes understanding the Year 2000 readineds dfitical suppliers. The Company's risk assessm@tess associated with critical
suppliers includes soliciting and analyzing resgsn® questionnaires, and, where necessary, falfpwith the supplier.

The Company has utilized a phased approach toifidieigt and remediating Year 2000 Issues. The fitsise, compiling an inventory of all
systems that face risks from Year 2000 Issues,swbstantially completed by year-end 1998. The ext@ln and remediation phases have
been essentially completed. The majority of thédeagion and implementation work is now completee Bompany has acted to remedy
issues as they are identified, while simultaneousiypleting its assessment of Year 2000 risks.
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Corrective actions completed to internal systemBigte the implementation of system upgrades t@ibrmpany's materials and financial
software, upgrades to file server operating systeaptacement of payroll and human resource soéwaatching of all major desktop
software applications and testing of all desktopihare. The Company has issued Product Informd&idletins and has sent other
correspondence to its customers outlining the 2680 Issues faced by the Company's products anetewtecessary, proposed fixes. The
Company has received notice from most of its msjmpliers and service providers that they are ftdgpliant.

Cost incurred to date in addressing Year 2000 tshage not been, and are not expected to be, alatesithe Company's risk assessment
correction activities continue, these cost estisiatay change. In addition, the Company's total essinate does not include potential costs
related to any customer or other claims resultioghfthe Company's failure to adequately correctr2€80 issues.

The Company is taking all steps it believes are@miate to identify and resolve any Year 2000 ésstAlthough the Company does not
expect any significant disruption to its operation®perating results as a result of Year 2000dsstihere can be no assurance that the
Company will be able to identify, assess and comitcyear 2000 Issues in a timely or successfuhnes. The Company's failure to identify,
assess and correct Year 2000 Issues in a timelyp@naould have a material, adverse effect on thegamy's business, financial condition
and results of operations.

The Company believes that its most reasonablyylikelrst case Year 2000 scenario would relate tblpros with systems of third parties
which would create the greatest risks with infrasture, including water and sewer services, eldttritransportation, telecommunications
and critical suppliers of materials and supplidse Tompany is assessing various scenarios andpsifing any necessary contingency plans.

The foregoing statements regarding the Companyés 2@00 plans and the Company's expectation foivieg these issues and costs
associated therewith are forward-looking statemantsactual results could vary. The Company's sisciceaddressing Year 2000 Issues
could be impacted by the severity of the probleonise resolved within the Company, by Year 2000dssffecting its suppliers and service
providers and by the costs associated with thirtygmnsultants and software necessary to addnesg issues.

CERTAIN FACTORS WHICH MAY AFFECT FUTURE OPERATING R ESULTS
Prolonged Downturn in the Disk Drive Industry

The disk drive industry has historically been ogaliand experienced periods of under- and overigugproduct. The industry's current
downturn began in 1997 and has been particulavgreeand long-lived. Most manufacturers of hard disves and their suppliers have
reported substantial losses during this period. WMarthese manufacturers attribute their probleonart excess supply of hard drives, or in the
case of component suppliers, an excess supplympenents for hard drives (including thin-film di3led extremely competitive pricing.

The rapid increase in areal density of thin-filmslkdi used in hard disk drives, combined with thedgiasing shift to low cost computers, has
resulted in a rapid reduction in both the averaglng price of hard disk drives and in the averageber of disks required per hard disk
drive. The result is that the overall unit demamdthin{ilm disks has been approximately flat since 1963pite the continuing growth in ul
shipments of personal computers and hard disk slril/eis prolonged period of relatively flat demdadthin-film disks, combined with poor
industry financial performance and the high costdding new capacity, has significantly reduced aletifor new capital equipment used to
manufacture thin-film disks used in disk driveliding the systems manufactured and marketeddZtmpany. The Company is not able
to accurately predict when industry conditions Wwilcome more favorable to the sale of the Compaaglpment.

Rapid Technical Change

The Company's ability to remain competitive regsisabstantial investments in research and developtmedvance its technologies. The
failure to develop, manufacture and market newesyst or to enhance
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existing systems, would have a material adverszetin the Company's business, financial condaimh results of operations. In the past, the
Company has experienced delays from time to tintedrintroduction of, and certain technical diffides with, certain of its systems and
enhancements. In addition, the Company's competitan be expected to continue to develop and int®dew and enhanced products, any
of which could cause a decline in market demandhferCompany's systems or a reduction in the Cogipamargins as a result of intensified
price competition.

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

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

Competition

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

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

International Operations and Foreign Exchange Expogre

Sales and operating activities outside of the Wn8eates are subject to certain inherent riskddieg fluctuations in the value of the United
States dollar relative to foreign currencies, fasifluotas, taxes and other market barriers, paliind economic instability, restrictions on the
export or import of technology, potentially limitéutellectual property protection, difficulties #taffing and managing international operat
and potentially adverse tax consequences. The Quyrgzans a significant portion of its revenue from
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international sales, and these sales have incltidenhstallation of the Company's products in Eeaypcountries and Far Eastern countries
such as Japan, Singapore, Malaysia, Korea, ThaitardiTaiwan. All of the Far Eastern countries withich the Company does business
have banking systems and foreign currencies that bBaperienced serious troubles and therefore stuthie Company's customers to
substantial business risks. There can be no agsuthat any of these factors will not have a matexilverse effect on the Company's
business, financial condition or results of operadi In particular, although the Company's inteama sales have historically been
denominated in United States dollars, such salbsatiall be denominated in dollars in the futused currency exchange fluctuations in
countries where the Company does business coulerialft adversely the Company's business, finarcgabition and results of operations.

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

Fluctuation in Operating Results

Over the last eleven quarters the Company's opgratcome or (loss) as a percentage of net revemgfluctuated between approximately
(55%) to 16% of net revenues. The Company antiefpttat its operating margin will continue to fluate. As a result, the Company believes
that period-to-period comparisons of its resultepérations are not necessarily meaningful andldhmt be relied upon as indications of
future performance.

Diversification and Potential Acquisitions

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

of interests" method of accounting in some acqois#t, and the Company may therefore be requir@gnortize any intangible assets acqu

in connection with any acquisition.

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

Manufacturing

The Company's Equipment products have a large nuaflmmmponents and are highly complex systems.ddmpany's Photonics products
are complex devices that require highly sophistidabhanufacturing techniques utilizing advanced ragescience and vacuum processing.
The Company may experience delays and technicatamifacturing difficulties in future introductions volume production of new syste
and devices. In addition, some of the systems byithe Company must be customized to meet
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individual customer site or operating requirememte Company has limited manufacturing capacityrmagt be unable to complete the
development or meet the technical specificationssaiew systems and devices or to manufactureshipdthese systems and devices in a
timely manner. Such an occurrence would materadiyersely affect the Company's business, finagoiatlition and results of operations as
well as its relationships with customers. In adxdtitithe Company may incur substantial unanticipatesds early in a product's life cycle, such
as increased cost of materials due to expeditiaggels, other purchasing inefficiencies and grahter expected installation and support ¢
which cannot be passed on to the customer. Ininenistances, the Company is dependent upon asapldier or a limited number of
suppliers, or has qualified only a single or lidittumber of suppliers, for certain complex compasen sub-assemblies utilized in its
products. Any of such events could materially adebraffect the Company's business, financial dwrand results of operations.

Intellectual Property

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

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

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

In addition, the Company believes that one of @sipetitors may be infringing the Company's patagitts in connection with products
currently being offered by this competitor. Althduthe Company has not undertaken formal legal paiogs, the Company has informed
this competitor that the Company believes its patights are being infringed and that the Compamy nndertake litigation to protect its
patent rights if necessary. If undertaken, sudgeliton could be costly, time-consuming and resulegal claims being made against the
Company. This could have a material adverse effeche Company's business, operating results aaddial condition, and, in addition,
there could be no assurance that the Company witindately prevail in any such litigation.
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Leverage

In connection with the sale of $57.5 million of &sl/2% Convertible Subordinated Notes Due 2008ebruary 1997, the Company incurre
substantial increase in the ratio of long-term delibtal capitalization (shareholders' equity plusg-term debt). The ratio at December 31,
1998 and 1997 was approximately 59.5% and 58.48pexdively. As a result of this indebtedness, tben@any incurred substantial principal
and interest obligations. The degree to which them@any is leveraged could have a material advdfset®n the Company's ability to obtain
additional financing for working capital, acquisitis or other purposes and could make it more vabierto industry downturns and
competitive pressures. The Company's ability totrite@lebt service obligations will be dependenttom Company's future performance,
which will be subject to financial, business anldestfactors affecting the operations of the Compamgny of which are beyond its control.

Retention of Employees

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

Possible Volatility of Stock Price

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

Concentration of Stock Ownership

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

Environmental Regulations

The Company is subject to a variety of governmemtglilations relating to the use, storage, disahargndling, emission, generation,
manufacture, treatment and disposal of toxic oeotltazardous substances, chemicals, materialsste wany failure to comply with current
or future regulations could result in substantiall penalties or criminal fines being imposed tve Company or its officers, directors or
employees, suspension of production, alteratiatsaghanufacturing process or cessation of operatiBach regulations could require the
Company to acquire expensive remediation or abatesguipment or to incur
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substantial expenses to comply with environmemtgiilations. Any failure by the Company to propenignage the use, disposal or storag
or adequately restrict the release of, hazardotsxiz substances could subject the Company tdfgignt liabilities.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

Reference is made to Part Ill, ltem 7, Quantitatime Qualitative Disclosures About Market Riskitie Registrant's Annual Report on Form
10-K for the year ended December 31, 1998.
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PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

On June 12, 1996 two Australian Army Black HawkiElgbters collided in midair during nighttime maneus. Eighteen Australian
servicemen perished and twelve were injured. Tha@my was named as a defendant in a lawsuit refatinis crash. The lawsuit was filed

in Stamford, Connecticut Superior Court on Junel®@9 by Mark Durkin, the administrator of the és$aof the deceased crew members, the
injured crew members and the spouses of the deteaskor injured crew members. Included in the'saitegations are assertions that the
crash was caused by defective night vision goggles.suit names three US manufacturers of militégit vision goggles, of which Intevac
was one. The suit also names the manufactureegditbt's helmets, two manufacturers of night vissystem test equipment and the
manufacturer of the helicopter. The suit claims dges for 13 personnel killed in the crash, 5 parebmjured in the crash and spouses of
those killed or injured.

It is known that the Australian Army establisheB@ard of Inquiry to investigate the accident arat the Board of Inquiry concluded that the
accident was not caused by defective night visimggies. Preliminary investigations lead the Comparyelieve that it has meritorious
defenses against the Durkin suit. However, thenebeano assurance that the resolution of the sllihet have a material adverse effect on
the Company's business, operating results anddialacondition.

ITEM 2. CHANGES IN SECURITIES

None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY -HOLDERS
None.

ITEM 5. OTHER INFORMATION

None.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) The following exhibits are filed herewith:

EXHIBIT
NUMBER DESCRIPTION

27.1.. Financial Data Schedule
(b) Reports on Form 8-K:
None.
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SIGNATURES

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

INTEVAC, INC.

Dat e: Novenber 3, 1999 By: /s/ NORMAN H. POND
Nor man H. Pond
Chai rman of the Board, President and
Chi ef Executive Oficer
(Principal Executive Oficer)

Dat e: Novenber 3, 1999 By: /s/ CHARLES B. EDDY |11

Charles B. Eddy II1

Vi ce President, Finance and
Admi ni stration,

Chi ef Financial Oficer,

Treasurer and Secretary

(Principal Financial and Accounting
O ficer)
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EXHIBIT INDEX

EXHIBIT
NUMBER DESCRIPTION

27.1.. Financial Data Schedule

23



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE CONDENSED CONSOLIDATE
BALANCE SHEET AT SEPTEMBER 25, 1999 (UNAUDITED) ANDHE CONSOLIDATED STATEMENTS OF INCOME AND
COMPREHENSIVE INCOME (UNAUDITED) FOR THE NINE MONTH ENDED SEPTEMBER 25, 1999 AND QUALIFIED IN ITS
ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.

MULTIPLIER: 1000

PERIOD TYPE 9 MOS
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END SEP 25 199
CASH 3,89¢
SECURITIES 38,49(
RECEIVABLES 10,50¢
ALLOWANCES 1,69¢
INVENTORY 19,69¢
CURRENT ASSET¢ 78,43:
PP&E 22,00¢
DEPRECIATION 12,31(
TOTAL ASSETS 95,51
CURRENT LIABILITIES 18,93’
BONDS 43,16:
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 17,05(
OTHER SE 16,33¢
TOTAL LIABILITY AND EQUITY 95,51
SALES 35,84!
TOTAL REVENUES 35,84!
CGS 33,16¢
TOTAL COSTS 33,16¢
OTHER EXPENSES 18,81:
LOSS PROVISION 127
INTEREST EXPENSE 2,91¢
INCOME PRETAX (15,973
INCOME TAX (6,070
INCOME CONTINUING (9,903
DISCONTINUED 0
EXTRAORDINARY 3,844
CHANGES 0
NET INCOME (6,059
EPS BASIC (0.51
EPS DILUTED (0.51
End of Filing
Powerad By I'I}{IJ\LE]{I[ -
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