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This Annual Report on Form 10-K contains forwardlimg statements which involve risks and unceriaintWords such as "believes",
"expects"”, "anticipates” and the like indicate fardrlooking statements. Intevac's actual resultg differ materially from the results
discussed in the forward-looking statements foarety of reasons, including those set forth uriekesk Factors Affecting Intevac's

Business".

PART |
ITEM 1. BUSINESS
OVERVIEW

Intevac, Inc.'s ("Intevac" or the "Company") busises are the design, manufacture and sale of crmgfital equipment used to manufac
products such as thin-film disks and flat panepldigs (the "Equipment Business") and the developraghighly sensitive electro-optical
devices (the "Photonics Business").

The Equipment Business is a leading supplier oftsfng systems used to manufacture thin-film diskscomputer hard disk drives.
Sputtering is a complex vacuum deposition processl to deposit multiple thin-film layers on a di$ke Equipment Business also realizes
revenues from the sales of disk lubrication equiptneontact stop-start ("CSS") test equipment,ghatel display ("FPD") manufacturing
equipment and electron beam processing equipmpate$arts and after-sale service are also sgidrithasers of Intevac's equipment, and
sales of components are made to other manufaciofreexuum equipment. The Equipment Business recbsihnificantly reduced sales of
$36.0 million in 1999. The reduction in sales wasgrily the result of over-capacity in the diskwdrindustry which significantly reduced
demand for Intevac's products.

The Photonics Business has developed technologypéaits highly sensitive detection of photonshie visible and short wave infrared
portions of the spectrum. This technology when daordb with advanced silicon integrated circuits makeossible to produce highly
sensitive video cameras. This development workdating new products for both military and indwstepplications. Products include
Intensified Digital Video Sensors, cameras incoatiag those sensors and Laser Illuminated ViewimdjRanging systems for positive target
identification. The Photonics Business recordedaased sales of $7.0 million in 1999 mostly frommeymment sponsored R&D contracts.
Intevac expects a continued high level of this B &ork in 2000. Intevac expects increased protogeeluct shipments in 2000 and
significant production shipments commencing in 2001

EQUIPMENT BUSINESS
Disk Sputtering Systems

The Equipment Business' principal products are sfisktering systems. Intevac offers these systemisst prices ranging from $2.5 million
to $3.5 million, depending upon configuration, tttbcaptive and merchant thin-film disk manufactsr@he MDP-250K, the latest version
of the MDP-250 family of disk sputtering systemegan shipments in 1999. There are approximatelyiité®dac MDP-250 disk sputtering
systems installed at Fuji Electric, Fujitsu Limitétitachi, HMT Technology, MMC Technology, Mitsuhis Nippon Sheet Glass, Seagate
Technology, Sony and Trace Storage Technology.

Intevac's sputtering systems are used by disk naaturers to apply thin layers of undercoats, magdéibys and protective overcoats to thin-
film disks used in the manufacture of computer tdistt drives. The MDP-250 system has the capalidityputter multi-layers (multiple
magnetic layers with interspersed non-magneticrigy&o sputter onto alternative substrates (ssaflass and ceramic), as well as
conventional aluminum substrates; and to make maitliathe appropriate characteristics for use witgneto-resistive ("MR") heads and
giant magneto-resistive ("GMR") heads. The mectemesign of the MDP-250 family has characteris$iogilar to the cluster tools widely
used in semiconductor manufacturing in that eachetwelve process stations is separately vacuumppd and vacuum isolated. The MDP-
250 does not require a carrier or pallet to trartspisks through the system. Rather, disks arenaatically
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loaded into the system from cassettes, proceseddhan automatically returned to the cassetteuber of process station options are
offered, including multiple options for the depawit of thin films, heating stations, cooling sta$oand cleaning stations. Furthermore, these
process stations can be moved from any machinegsquosition to any other to easily accommodategs®changes.

The MDP-250K provides many improvements to the proMDP-250 platform. The MDR50K doubles throughput to as many as 1100 ¢
per hour. The MDP-250K improves the process vaclawel by an order of magnitude, a key factor in ofanturing advanced media. The
MDP-250K's new control system gives manufacturemseyful new capabilities to define and control msophisticated process recipes. A
number of improved process capabilities have a¢smlzleveloped in conjunction with the MDP 250K eyst

Cluster Tool Module

The rapid increase in areal density has causethiidiims deposited by our MDP-250 series of equémt to become much more complex
quickly. This increased complexity is leading te tieed for additional flexibility in the equipméntaccommodate a number of new
processing requirements. To answer this need,dntdeveloped the MDP-200 system, which is planoedhftial delivery in 2000. The
MDP-200 is a modular system that allows manufacsuiee seamlessly integrate any number of additipnatess stations onto their MI¥30
sputtering equipment. The MDP-200 provides the b#ipato process disks through process statiomstye or in parallel giving
manufacturers broad flexibility to integrate prazsgeps with different process times. The MDP-280 accommodate a variety of processes
including heating, cleaning, thin-film depositiargoling, and vapor lubrication. This arrangemeryrioves isolation between process steps
which is of increasing importance for new processash as advanced carbon and vapor lubricatioithwhilize materials that are not
compatible with sputtering processes.

New Carbon Technology

One method for increasing the areal density ofslisko reduce the thickness of the carbon ovetbaaiprotects the underlying magnetic f
from wear and corrosion. By reducing the thicknefsthe overcoat the disk drive head can fly clasaghe magnetic film which increases
signal strength. To achieve thinner carbon overscbaevac has developed its new carbon technol®¢@T") process station. The NCT
process station is able to apply very hard, diardikedcarbon overcoats to disks that permit the carvercoats to be reduced in thicknes
about half.

Disk Lubrication Equipment

Lubrication is the production step that followsldgputtering in the manufacture of tHilm disks. Intevac, through its 1996 acquisitidrnSar
Jose Technology Corp. ("SJT"), is the leading sSeppif gravity disk lubrication systems. During fidation, a microscopic layer of lubricant
is applied to the disk's surface to improve duigbénd reduce surface friction. This is accomm@gy immersing the disks in a solvent that
has been mixed with a small amount of lubricarteMac's gravity disk lubrication products allowrttiilm disk manufacturers to uniformly
lubricate disks in a temperature controlled, lowration, contamination free environment with a mmal amount of solvent loss.

Intevac recently introduced its Vapor Lubricatioys@m (the "VLS"). The VLS is a new approach t&digorication that couples vacuum
sputter coating with a vacuum lubrication proc@s$e VLS is an alternative to the traditional graitbrication process and offers a number
of process enhancements to disk manufacturerse $recdisks never leave vacuum after sputterirggeitposure of the disk to atmosphere
between the sputtering and lubrication steps msirlted. This improves process control, reducesisheof contamination and improves the
bonding of the lubricant to the disk. Additionalippre efficient use is made of clean room spacetlagrocess is environmentally friendly
large quantities of expensive solvents are elineitidtom the lubrication process. Intevac planghip &s first VLS in 2000.
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MDP-250 Upgrade Path

Many of the new process and system technologiadnitevac has developed for its MDP-250K systemehasen designed to be compatible
with the installed base of MDP-250 systems. The MIDB, the Vapor Lubrication System, all procesti@ta, and a number of the speed and
vacuum enhancements can be retrofitted to Inteeaessing installed based of MDP-250 systems. lat&vintent is to afford our customers a
cost-effective solution that significantly upgradesl extends the capabilities of their installesebaf equipment in a manner that is
complementary to the next generation MDP-250K.

Disk Test Equipment

In 1996, Intevac acquired Lotus Technologies, (flootus™), a leading manufacturer of CSS test emépt for hard disk drives and
components. Intevac's family of PC-based CSS tpspment performs precise measurements of disk,Viréetion, stiction and start-stop
torque related to the interface of the read-wréachwith the thin-film disk.

Flat Panel Display Manufacturing Equipment

FPDs are used for a variety of applications sudA@s, workstations and video displays. The manufacif several types of flat panel
displays, such as active matrix liquid crystal thig("AMLCD") and plasma display panel ("PDP"), téaps the use of a sputtering process to
deposit thin-film layers of different materials ord glass substrate. Intevac believes that thks skill technologies that it has developed for
the thin-film disk manufacturing industry are difg@applicable to the FPD manufacturing industrize$e skills and technologies include its
expertise and experience in sputtering, rapid hgatiigh vacuum, isolated process chambers andiaddtandling. In addition, as with the
thin-film disk manufacturing industry, the FPD irgdty involves providing complex, expensive capégliipment to a small number of
customers worldwide.

In 1992 Intevac initiated a program to develop attgping system for this market under an agreemithtits development partner, Ebara
Corporation ("Ebara"). Under the agreement, as ae@nEbara agreed to pay one-half of the developomsts of the flat panel sputtering
system in exchange for joint ownership of the letglal property rights and the exclusive righirtanufacture and sell in Japan the flat panel
sputtering systems developed under the agreenme@talc has retained the exclusive right to manufaand sell such flat panel sputtering
systems outside of Japan. Each party is requir@dyaoyalties to the other party on its flat pasmittering system sales.

In 1997 Intevac developed its first flat panel $piimg machine ("D-STAR") capable of sputteringsgl@aubstrates as large as 550 mm by 650
mm. In 1998 Intevac delivered a scaled-up versidts-STAR unit capable of sputtering glass stdiss as large as 1.2 meters by 1.6
meters ("RIGEL") optimized for the production of P&

Additionally, in 1994 Intevac initiated a projectdevelop a rapid thermal processing ("RTP") systefve used in the manufacture of FPDs.
Intevac's RTP system can be used to rapidly mdd#characteristics of thin films deposited on glsisbstrates. For example, Intevac's RTP
systems can be used to activate thin films aftefingplantation. Intevac has delivered six RTP systéo date.

Electron Beam Processing Equipment

In December 1999, Intevac incurred a charge of #illion related to a plan to terminate its eleatlmeam product line. The plan includes the
delivery of the three electron beam systems onrade substantially completed at the end of 19%Psaubsequent closure of the Hayward
facility where the systems were manufactured.



PHOTONICS BUSINESS
History

Intevac's Photonics' products have been developadd&am that initially began working togetherhie 1L980's in the Varian central research
labs and night vision business unit. When Intevas formed in 1991, it acquired Varian's night visbusiness, and the related Varian central
research lab activities and technology. The centsdarch lab group became part of the R&D depattfoe Intevac's Night Vision Business
and continued to develop Intevac's photocathodentdogy. In 1995, Intevac sold its Night Vision Bess to Litton Industries. However, t
technical team remained at Intevac and formed Hugdpics division. Since 1995 the Photonics Diwiditas been further developing its
technology, with the majority of its activities bgifunded by R&D contracts from the United States&@nment. During this period the
Photonics division has also worked collaborativeith other research organizations, including Steshfdniversity, Lawrence Livermore
National Laboratory and The Charles Stark Drapdokatory.

Technology

Intevac's Intensified Digital Video Sensor exenipéifintevac's Photonics technology. The Intensiflegital Video Sensor is a small vacuum
tube about an inch in diameter and a half-inchkthite Intensified Digital Video Sensor has a tparent glass window on one side through
which photons are focused onto a thin film photbode attached to the vacuum side of the window.Wéhphoton strikes the photocathode
through the window, an electron is emitted intowheuum. The electron is then accelerated andestakCharge Coupled Device ("CCD").
The CCD then outputs a high-resolution video signal

The Intensified Digital Video Sensor offers botlglihisensitivity and high resolution. It works waeillthe visible as well as the short infra-red
range of the spectrum, which permits the devideetooupled with an eye safe laser "flashlight” #rables high resolution imaging at very
long ranges. The output is video, which frees ther from having to hold the device to the eye amnits remote viewing and image
processing. The Company believes it has capabhitityfeatures not possible with the direct view higsion devices currently in use by the
military.

LIVAR(TM) Target Identification System:

Intevac integrated its Intensified Digital VideorSer technology with a laser illuminator to creiédd_aser llluminated Viewing and Ranging
system ("LIVAR(TM)"). The LIVAR(TM) system is simalr to RADAR, but with a number of improvements. Theminator is an eye safe
laser, rather than a microwave source, and theatefll signal is displayed as a digital video imaggher than as a blip. This enables real t
high-resolution imagery for target identificationnauch longer ranges than was previously possible.

The potential benefit of the LIVAR(TM) system isal for military conflicts such as that which oaearin Kosovo. In the Kosovo war,
casualties to US servicemen were politically unptaigle, which meant that our aircraft could onlgigie at high altitudes where they were
relatively safe from ground launched missile atsa¢kwas also unacceptable to inflict collateraidige to the other sides’ civilians or to o
untargeted assets. However, these goals are muexalusive unless capability exists for positivielgntifying targets from long ranges.

Currently the military uses several means for talggation and identification including forward-lkiag infrared ("FLIR") systems and
RADAR. While these systems can sense targetsatiwely long ranges, the resolution is poor, ansitpee identification is difficult, or
impossible. The LIVAR(TM) system complements théstmg FLIR and RADAR technology and enables taidentification in addition to
target sensing. Because of these advantages, LIVMIRI(s currently under consideration by the US taily as a key capability to be deplo
in a number of the US military's weapons systerokiting the Joint Strike Fighter, the Predator é;aHumVee mounted system, and a
man-portable system.

In January 2000, Intevac received a $1.0 milliontcact from the U.S. Army for the development aedhdnstration of a low cost, man-
portable targeting and surveillance system. Thgetarg and surveillance system will utilize LIVARYI) technology and enable identificati
of targets at long ranges under day/night



conditions, a significant improvement in both regioin and range over existing target identificatbystems. Intevac will manufacture, test
and deliver one unit under this one-year develogmpegram.

High Performance Cameras

In September 1999, the first of seven highly saresghort wave infra red cameras was acceptedteyde's customer, Lockheed Martin
Missiles & Space, for use in the U.S. Air ForcelbArne Laser ("ABL") program. The ABL system whié carried aboard a modified Boeing
747 and will be capable of shooting down theatdlrstia missiles launched hundreds of kilometersagwr he highly sensitive Intevac camera
is an enabling technology for this program.

The key technology in the ABL camera is a highlgysséve photocathode, which emits electrons thatdmtected by a CCD. The electron
bombarded CCD ("EBCCD") was developed under aslasted Technology Development Agreement with thieile Advanced Research
Projects Agency ("DARPA"). The ABL program was firet application using this technology.

Low Cost Low Light Level Cameras

Today's low light level ("LLL") cameras, derivedfn military research, are too expensive for mostiegtions. Intevac intends to reduce this
cost to less than $500 per camera, a cost at vilicEompany believes that large available marl@tsdmmercial security cameras, law
enforcement and traditional military night visiarbes will be addressed.

During 1999, Intevac was selected by the Nationsfitute of Standards and Technology ("NIST") tealep a Low Cost, Low Light Level
Video Camera. The two-year, $10 million cost-shgupnoject involves the development of a new agbixel imaging sensor by National
Semiconductor, further development of Intevac'sensified Digital Video Sensor, development of audted processing and assembly
equipment by Intevac's Equipment business, andugtadtegration and development of low cost manuii@cg processes by Intevac's
Photonics business.

Unlike present LLL cameras, which work well onlydarkness, the new cameras will perform just asiwelll types of lighting conditions,
including bright daylight. CMOS chip technology,wased to make most computer chips, will be usddhdcate a chip with the necessary
camera and sensor electronics. This chip will lserporated into the Intensified Digital Video Sentoform the new LLL camera.

Negative Electron Affinity Electron Sources

Development is also being done on negative electfmty ("NEA") electron sources. NEA electronusoes provide an enabling technology
to be used in semiconductor test and photolithdgragguipment, which may permit a significant reducin the feature size of integrated
circuits.

RESEARCH AND DEVELOPMENT

Intevac's products serve markets characterizedg technological change and evolving industrpdéads. As a result, Intevac routinely
invests substantial amounts in research and dewelnpand expects to continue an active developpregram. Intevac's research and
development expenses were $14.1 million, $12.7onilhnd $10.7 million, respectively, in 1999, 19981 1997. Research and development
expenses represented 32.9%, 13.3% and 8.0%, reghgodf net revenues in 1999, 1998 and 1997. Reseand development expenses do
not include costs of $1.1 million, $1.8 million afidl.3 million that were incurred by Intevac in 192998 and 1997, respectively, that were
reimbursed under the terms of cost sharing agreesmeor do research and development expenses enchsts of $5.9 million, $4.8 million
and $4.7 million in 1999, 1998 and 1997, respebtiwelated to contract research and development.

SALES CHANNEL, CUSTOMERS AND MARKETING

The selling process for Intevac's equipment pragliscoften a multi-level and long-term process lavg individuals from marketing,
engineering, operations, customer service and seraonagement. The
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process is lengthy and involves making sampleght®prospective customer and responding to indalideeds for moderate levels of
machine customization. Installing and integratiegvrequipment requires a substantial investmentdystomer. Sales of Intevac's systems
depend, in significant part, upon the decision pf@spective customer to replace obsolete equiporeiatincrease manufacturing capacity by
upgrading or expanding existing manufacturing faes or constructing new manufacturing facilitiali,of which typically involve a
significant capital commitment. Therefore, custosngften require a significant number of productspreations and demonstrations before
making a purchasing decision. Accordingly, Intesaystems typically have a lengthy sales cyclandwhich Intevac may expend
substantial funds and management time and effdlt ma assurance that a sale will result.

Intevac sells and markets its disk manufacturiragpcts directly in the United States, and througlexclusive distributor in Japan (Matsut
During 1997, Intevac established a joint venturdapan with Matsubo, Intevac Matsubo Advanced Teldyy ("IMAT" Inc.), to market its
flat panel display products in the Far East. Inteaiso services its customers in Southeast Astautr a wholly owned subsidiary in
Singapore.

Historically, a significant portion of Intevac'svenues in any particular period have been attriflatto sales to a limited number of custorr
For example, 66%, 71% and 69% of Intevac's totemaes in 1999, 1998 and 1997, respectively, wereumted for by the three largest
customers in each of the those years. Intevagesacustomers change from period to period aisceitpected that sales of its products to
relatively few customers will continue to accoumit & high percentage of its net revenues in thesggable future.

Foreign sales accounted for 60% of revenues in, 13%% of revenues in 1998, and 64% of revenue®9Y 1The majority of Intevac's
foreign sales are to companies in the Far Eastraadac anticipates that sales to customers ifréreEast will continue to be a significant
portion of its revenues.

CUSTOMER SUPPORT

Intevac provides process and applications suppastomer training, installation, start-up assistaacd emergency service support to its
customers. Process and applications support isgad\by Intevac's equipment process scientistsaldm visit customers at their plants to
assist in process development projects. Intevadwdn training classes for process scientists, madaperators and machine service
personnel. Additional training is also given durthg machine installation. Installation and stgrsupport is generally provided within the
United States by the Intevac customer service dzgtian. This group also assists with the instaltatind start up of systems in overseas
locations as required.

Intevac generally provides a one-year warrantyt®eduipment. During this warranty period any neagsnoneonsumable parts are suppl
and installed. Currently, Intevac has field senatfices located in the United States and Singagdaraddition, service in Japan, Malaysia .
Korea is provided by Intevac's distributor and esgintatives using personnel who have receivedritpat Intevac. Intevac and its distribut
stock consumables and spare parts to supportstaled base of systems. These parts are avadatde24-hour per day basis.

MANUFACTURING

The majority of Intevac's manufacturing is conddaitits headquarters facility in Santa Clara, f6alia with a smaller manufacturing facil
located in Hayward, California. Intevac's manufaciy operations include electromechanical assenmbgchanical and vacuum assembly,
fabrication of the sputter sources and system dsgealignment and testing. Intevac makes extengseof the infrastructure serving the
semiconductor equipment business. Intevac purchasgsim pumps, valves, instrumentation and fittipgsver supplies, printed wiring
board assemblies, computers and control circuitdy@istom mechanical parts made by forging, maeiand welding. Intevac has a well-
equipped fabrication center that produces partefrigineering, manufactures a portion of the fakeitgarts used in Intevac products and
fabricated parts to commercial customers.



Intevac's manufacturing strategy is to operate eithfixed costs, to produce high quality, costeefive systems and low cost replacement
parts and to be able to respond effectively to ghann volume. To do this, Intevac currently desigs products to use standard parts where
possible. Intevac performs manufacturing activitiest add value or that require unique technolagspecialized knowledge and, taking
advantage of its Silicon Valley location, utilizesbcontractors to perform other manufacturing #i.

BACKLOG

Intevac's backlog was $24.6 million and $26.1 wiillat December 31, 1999 and December 31, 199&atsply. Intevac includes in its
backlog only those customer orders for systems poorant parts and contract research and develogoremhich it has accepted signed
purchase orders with assigned delivery dates. fhgment requirements of Intevac's customers cammaletermined with accuracy, and
therefore Intevac's backlog at any certain date nmye indicative of future demand for Intevacsducts.

PATENTS AND LICENSING

Intevac currently has 30 patents issued in theddriitates and 9 patents issued in foreign counseshas patent applications pending in the
United States and foreign countries. Of the 30 Pa®ents, 9 relate to sputtering, 10 relate to RiTik¢Jates to lubrication systems and 10
relate to photonics. Five foreign patents relatspiottering and 4 relate to photonics. In additlatevac has the right to utilize certain patents
under licensing arrangements with Litton Industriéarian Associates, Stanford University, Lawrehoermore Laboratories and Alum

Rock Technology.

EMPLOYEES

At December 31, 1999, Intevac had 209 employeefjding 5 contract employees. 83 of these employess in research and development,
89 in manufacturing, and 37 in administration, oostr support and marketing.

RISK FACTORS AFFECTING INTEVAC'S BUSINESS
The disk drive industry is cyclical and subjecptolonged downcycles.

Intevac derives a significant proportion of itseaues from sales of equipment to manufacturerswipaiter disk drives and disk drive
components. The disk drive industry is cyclical &ag experienced long periods of ogapply and intensely competitive pricing. Since 7,
many of the manufacturers of hard disk drives dedt tomponent suppliers have reported substdotaés. These downcycles reduce the
demand for the disk manufacturing equipment we Aalla result Intevac has experienced significadtictions in its quarterly revenues, and
has incurred quarterly losses, since the thirdtquaf 1998. Intevac is not able to accurately mtaghen the industry conditions that have
depressed our sales will become more favorable.

Rapid increases in areal density are reducing tineoer of thin film disks required per disk drive.

Over the past few years the amount of data thabeastored on a single thin-film computer disk basn growing at approximately 100% per
year. Although the number of disk drives producesd tontinued to significantly increase each yéwrjricrease in areal density has rest

in a reduction in the number of disks requireddisk drive. The result has been that the numbéhioffilm disks used worldwide has not
grown significantly since 1997. Without an increasthe number of disks required, Intevac's diskigiapent sales are largely limited to
upgrades of existing capacity, rather than capasipansion. While the rapidly falling cost of stgegper gigabyte is leading to new
applications for disk drives beyond the traditioo@puter market, it is not clear to what extestdemand from these new applications will
be offset by further declines in the average nunolbélisks required per disk drive.
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Intevac's business is subject to rapid technicahgb.

Intevac's ability to remain competitive requirepstantial investments in research and developridet failure to develop, manufacture and
market new systems, or to enhance existing systemsdd have an adverse effect on Intevac's busimesie past, Intevac has experienced
delays from time to time in the introduction ofdaechnical difficulties with, some of its systearsd enhancements. Intevac's success in
developing and selling equipment depends uponiatyasf factors, including accurate prediction ofure customer requirements, technology
advances, cost of ownership, introduction of neadpcts on schedule, cost-effective manufacturirdymoduct performance in the field.
Intevac's new product decisions and developmenttments must anticipate continuously evolving isisy requirements significantly in
advance of sales. Any failure to accurately preclistomer requirements and to develop new genagtibproducts to meet those
requirements would have an adverse effect on Iotevmusiness.

Competition is intense and our competitors aredangd well financed.

Intevac experiences intense competition in the fagent Business. For example, Intevac's disk spodt@roducts experience competition
worldwide from two principal competitors, Balzers® ("Balzers") and Anelva Corporation ("Anelvaggch of which is a large manufactt
of complex vacuum equipment and thin-film disk mi@cturing systems and has sold a substantial nuoflibin-film disk sputtering
machines worldwide. Both Balzers and Anelva hauestantially greater financial, technical, marketinganufacturing and other resources
than Intevac. There can be no assurance that kisesampetitors will not develop enhancements tdutire generations of, competitive
products that will offer superior price or performea features or that new competitors will not ehtégvac's markets and develop such
enhanced products.

Given the lengthy sales cycle and the significaméstment required to integrate equipment intarth@ufacturing process, Intevac believes
that once a manufacturer has selected a partisupglier's equipment for a specific applicatiomttimanufacturer generally relies upon that
supplier's equipment and frequently will continagurchase any additional equipment for that appibo 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.

The sales of our equipment products are dependestilostantial capital investment by our customers.

The majority of our Equipment revenues have histdly come from the sale of equipment used to meatufe thin film disks and to a lesser
extent from the sale of equipment used to manufadtat panel displays. The systems Intevac sgfially cost between $1 and $3 million
each. Flat Panel sputtering systems tend to sefifostantially more than $3 million each. The pase of Intevac's systems, along with the
purchase of other related equipment and facilitieguires extremely large capital expenditures tnyonistomers. These costs are far in excess
of the cost of the Intevac systems. The magnitddeich capital expenditures requires that our custs have access to large amounts of
capital and that they are willing to invest thapital over long periods of time in order to be atdgurchase our equipment. Because of the
prolonged industry downturn, some of our customeay not be willing, or able, to make the magnitofleapital investment required to
purchase our products.

A large portion of our sales are to internationgdtomers.

Sales and operating activities outside of the Wn8&ates 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. Intesars @ significant portion of its revenue from intgional sales, and there can be no
assurance that any of these factors will not havadverse effect on Intevac's business.
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Intevac generally quotes and sells its productdSndollars. However, for some Japanese customeeydc quotes and sells its products in
Japanese Yen. Intevac, from time to time, entaosforeign currency contracts in an effort to regltite overall risk of currency fluctuation:s
Intevac's business. However, there can be no assuithat the offer and sale of products in forelgnominated currencies, and the related
foreign currency hedging activities will not advelysaffect Intevac's business.

Intevac's two principal competitors for disk sptitig equipment are based in foreign countries aneItost structures based on foreign
currencies. Accordingly, currency fluctuations @boluse Intevac's products to be more, or lesspetitive than its competitors' products.
Currency fluctuations will decrease, or increasggVac's cost structure relative to those of itapetitors, which could impact Intevac's gross
margins.

Our operating results fluctuate significantly.

Over the last eight quarters Intevac's operatingrme or loss as a percentage of net revenuesutasdted from approximately (79%) to 8%
of net revenues. Over the same period sales peteqgirave fluctuated between $35.8 million and $fillion. Intevac anticipates that its se
and operating margins will continue to fluctuate. @result, period-to-period comparisons of itsilitef operations are not necessarily
meaningful and should not be relied upon as indinatof future performance.

Intevac's stock price is volatile.

Intevac's stock price has experienced both sigmfiincreases in valuation, and significant de@®&s valuation, over short periods of time.
Intevac believes that factors such as announcermédevelopments related to Intevac's businesstuations in Intevac's operating results,
failure to meet securities analysts' expectatigaagral conditions in the disk drive and thin-filmedia manufacturing industries and the
worldwide economy, announcements of technologimabvations, new systems or product enhancementsdyac or its competitors,
fluctuations in the level of cooperative developtfemding, acquisitions, changes in governmentglil&ions, developments in patents or
other intellectual property rights and changesievac's relationships with customers and supptientd cause the price of Intevac's
Common Stock to continue to fluctuate substantidiiyaddition, in recent years the stock markegeneral, and the market for small
capitalization and high technology stocks in paittic, has experienced extreme price fluctuationghvhave often been unrelated to the
operating performance of affected companies. Anhese factors could adversely affect the markeemf Intevac's Common Stock.

Competition is intense for employees in northertif@aia.

Intevac's operating results depend in significamt ppon its ability to retain and attract quatifimanagement, engineering, marketing,
manufacturing, customer support, sales and admatiigt personnel. Competition in northern Califarfor such personnel is intense and t
can be no assurance that Intevac will be successéitracting and retaining such personnel. Tlilarfato attract and retain such personnel
could have an adverse effect on Intevac's business.

Intevac routinely evaluates acquisition candidates other diversification strategies.

Intevac has completed multiple acquisitions as gfits efforts to grow and diversify its busineBsr example, Intevac's business was init
acquired from Varian Associates in 1991. Additibpaintevac acquired its current gravity lubricatjdCSS test equipment and rapid thermal
processing product lines in three separate acguisitintevac also acquired its RPC electron bearogssing business in late 1997, and after
two years initiated plans to close this busines®viac intends to continue to evaluate new acdéuisitandidates and diversification strategies.
Any acquisition will involve numerous risks, inciag difficulties in the assimilation of the acquireompany's employees, operations and
products, uncertainties associated with operatingeiv markets and working with new customers, &edobtential loss of the acquired
company's key employees. Additionally, unanticidaggpenses may be incurred relating to the integratf technologies, research and
development, and administrative functions. Any fatacquisitions may result in potentially
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dilutive issuance of equity securities, acquisitiefated write-offs and the assumption of debt @matingent liabilities. Any of the above
factors could adversely affect Intevac's business.

Thin-film disks could be replaced by a new techgglo

Intevac believes that thifikm disks will continue to be the dominant medidion data storage for the foreseeable future. Howewis possibls
that competing technologies may at some time retheeemand for thin-film disks, which would adwadysaffect Intevac's disk equipment
business.

Our products are complex, constantly evolving, aftenh manufactured to individual customer requiretae

Intevac's Equipment products have a large numbeomwiponents and are highly complex. Intevac magee&pce delays and technical and
manufacturing difficulties in future introductions volume production of new systems or enhanceméntsddition, some of the systems b

by Intevac must be customized to meet individuatauer site or operating requirements. Intevadilted manufacturing capacity and

be unable to complete the development or meetettical specifications of its new systems or enbarents or to manufacture and ship
these systems or enhancements in a timely mammaddition, Intevac may incur substantial unantitéal costs early in a product's life cycle,
such as increased cost of materials due to expgditiarges, other purchasing inefficiencies andtgrehan expected installation and support
costs which cannot be passed on to the customeertain instances, Intevac is dependent uponeassgiplier 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 these factors could adverselycaffietevac's business.

Intevac's business is dependent on its intellegragerty.

There can be no assurance that:

- any of Intevac's patent applications will be a#al or that any of the allowed applications willisgued as patents, or

- any patent owned by Intevac will not be invalethtdeemed unenforceable, circumvented or chalteraye

- the rights granted under our patents will prowidepetitive advantages to Intevac, or

- any of Intevac's pending or future patent apfitices will be issued with claims of the scope sdughintevac, if at all, or
- others will not develop similar products, duptie#ntevac's products or design around the patemted by Intevac, or

- foreign patent rights, intellectual property lamrsintevac's agreements will protect Intevac'sliattual property rights.
Failure to protect Intevac's intellectual propeights could have an adverse effect upon Intevacsiness.

From time to time Intevac has received claims ithiatinfringing third parties' intellectual proggrrights. There can be no assurance that third
parties will not in the future claim infringement mtevac with respect to current or future patetmeslemarks, or other proprietary rights
relating to Intevac's disk sputtering systems,gktel manufacturing equipment or other products. present or future claims, with or

without merit, could be time-consuming, result astly litigation, cause product shipment delaysequire Intevac to enter into royalty or
licensing agreements. Such royalty or licensingeaigrents, if required, may not be available on texoeeptable to Intevac, or at all. Any of
the foregoing could have an adverse effect upavat's business.
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$41 Million of convertible notes are outstandingl avill mature in 2004.

In connection with the sale of $57.5 million of &s/2% Convertible Subordinated Notes Due 2004 (@onvertible Notes") in February
1997, Intevac incurred a substantial increaseerdltio of long-term debt to total capitalizatiahg@reholders' equity plus long-term debt).
During 1999 Intevac spent $9.7 million in cashepurchase $16.3 million of the Convertible Notdse $41.2 million of the Convertible
Notes that remain outstanding as of December 39 t®8mmit Intevac to substantial principal andriest obligations. The degree to wh
Intevac is leveraged could have an adverse effetttevac's ability to obtain additional financifay working capital, acquisitions or other
purposes and could make it more vulnerable to imgukownturns and competitive pressures. Intevatuility to meet its debt service
obligations will be dependent on Intevac's futueefgrmance, which will be subject to financial, ingss and other factors affecting the
operations of Intevac, many of which are beyondatstrol.

A majority of the Common Stock outstanding is coliéd by the directors and executive officers déirac.

Based on the shares outstanding on December 39, t#9present directors and their affiliates axetative officers, in the aggregate,
beneficially own 57.6% of Intevac's outstandingreBaf Common Stock. As a result, these sharehgldeting together, are able to
effectively control all matters requiring approwsi the shareholders of Intevac, including the &@eocbf a majority of the directors and
approval of significant corporate transactions.

Intevac uses hazardous materials.

Intevac is subject to a variety of governmentalifations relating to the use, storage, dischargedling, emission, generation, manufacture,
treatment and disposal of toxic or other hazardmstances, chemicals, materials or waste. Anyréatb comply with current or future
regulations could result in substantial civil peigsl or criminal fines being imposed on Intevadt®officers, directors or employees,
suspension of production, alteration of its manufacg process or cessation of operations. Suchlagégns could require Intevac to acquire
expensive remediation or abatement equipment ioicto substantial expenses to comply with enviromtaeregulations. Any failure by
Intevac to properly manage the use, disposal oag#oof, or adequately restrict the release ofattims or toxic substances could subject
Intevac to significant liabilities.

ITEM 2. PROPERTIES

Intevac leases all of its facilities, including appmately 167,100 square feet in Santa Claraf@alia. These buildings house manufactur
research and development, marketing and admingstrand Intevac's headquarters offices. The leasthese buildings expires in March
2002. Intevac has an option to extend the leasarf@dditional five-year period, with a monthly éaent to be negotiated by Intevac and the
lessor. If Intevac and the lessor are unable tolregreement with respect to such monthly base ttentmonthly base rent for the extension
will be determined by an appraisal process sehfiorthe lease. Intevac expects to vacate, and fuffesublet, approximately 47,000 square
feet of its Santa Clara facility during the firstagter of 2000.

Intevac leases a facility of approximately 31,560aze feet in Hayward, California to house the RChnologies Division. This lease will
be terminated effective July 2000.

Intevac leases a facility of approximately 2,400ag feet in Singapore to house the Singapore mgstsupport organization. This lease
expires in December 2000. Intevac has an opti@xtend the lease for an additional year at magtesr

Intevac believes that its current facilities argadle and adequate for its current and foreseegi®eations. Intevac operates with one full
manufacturing shift and one partial manufacturihitsintevac believes that it currently has suéfitt productive capacity to meet its current
needs.
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ITEM 3. LEGAL PROCEEDINGS

On June 12, 1996 two Australian Army Black Hawk itigbters collided in midair during nighttime maneus. Eighteen Australian
servicemen perished and twelve were injured. Tha@amy was named as a defendant in a lawsuit refatiis crash. The lawsuit was filed
in Stamford, Connecticut Superior Court on Junel®@9 by Mark Durkin, the administrator of the és¢aof the deceased crewmembers, the
injured crewmembers and the spouses of the deceaskéar injured crewmembers. Included in the saltsgations are assertions that the
crash was caused by defective night vision goggdles.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 persbimjured in the crash and spouses of
those killed or injured.

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

On January 5, 2000, the Company's RPC Technoldgiessubsidiary was named as a defendant in auiafiled in United States District
Court in Texas. The lawsuit was filed by Reita &ti)lExecutrix of the estate of Thomas O. Millerd &amily members of Mrs. Miller. The
suit names RPC Technologies, Inc. and RPC Indsstrnie. as defendants. Included in the suits alfiegs are assertions that Thomas O.
Miller protracted leukemia and died as the restivarking in and around Broad Beam acceleratorsufatured by RPC Industries, Inc and
installed at Mr. Miller's employer, Tetra Pak. Brehary investigations lead the Company to belithat it has meritorious defenses against
the Miller suit. However, there can be no assurdhatthe resolution of the suit will not have atenel adverse effect on the Company's
business.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY -HOLDERS

No matters were submitted to a vote of sec-holders during the fourth quarter of the fiscahyeovered by this Annual Report on Form 10-
K.

EXECUTIVE OFFICERS AND DIRECTORS

Certain information about Intevac's directors axelcaitive officers is listed below:

NAME AGE POSITION
Executive Officers and
Directors:
Norman H. Pond................. 61 Chairman of the Board, President and Chief Executive Officer
Charles B. Eddy Ill............. 49 Vice Presid ent, Finance and Administration, Chief Financial
Officer, Tr easurer and Secretary
Edward Durbin(1)................ 72 Director
Robert D. Hempstead..... .... 56 Director
David N. Lambeth(1)(2).......... 52 Director
H. Joseph Smead(2).............. 74 Director

(1) Member of Audit Committee
(2) Member of Compensation Committee

Mr. Pond is a founder of Intevac and has servedhasrman of the Board, President and Chief Exeeuificer since February 1991. Before
joining Intevac, from 1988 to 1990, Mr. Pond seresdPresident and Chief Operating Officer of Vadasociates, Inc. ("Varian™), a public
held manufacturer of semiconductor, communicatitefiense and medical products where he was respefisitoverall management of
Varian's operations. From 1984 to 1988, Mr. Pond Riesident of Varian's Electron Device and
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Systems Group and became a Director of Varian 861Brior to joining Varian, Mr. Pond was employ®dTeledyne, a diversified
electronics company, from 1963 to 1984 where heeskin various positions, including as Group ExaeutMr. Pond holds a B.S. in physics
from the University of Missouri at Rolla and a Mi physics from the University of California at $éngeles.

Mr. Eddy has served as Vice President, FinanceAaninistration, Chief Financial Officer, Treasuserd Secretary of Intevac since April
1991. Mr. Eddy served as Chief Financial OfficeMaleonics, Inc., a manufacturer of consumer vidditing equipment, from 1987 to 1991
and served as Chief Financial Officer of Paralletfputers, Inc., a startup computer company, froB818 1987. Mr. Eddy was with Intel
Corporation from 1974 to 1983 where he servedvargety of positions, including controller and plananager. Mr. Eddy holds a B.S. in
engineering science from the University of Virgimiad a M.B.A. from Dartmouth College.

Mr. Durbin has served as a Director of Intevac siRebruary 1991. Mr. Durbin is the Vice ChairmarnKafser Aerospace and Electronics
Corporation ("Kaiser"), a privately held manufaetuof electronic and electro-optical systems, rasjiide for marketing and business
development since joining Kaiser in 1975. Mr. Darburrently serves as a director for all of Kasstbsidiaries. Mr. Durbin holds a B.S. in
electrical engineering from The Cooper Union aM.8&. in electrical engineering from the Polytechimistitute of Brooklyn.

Dr. Hempstead has served as a Director of Inteva@e March 1997 and served as Chief Operating &ffad Intevac from April 1996 throu
June 1999. Before joining Intevac, Dr. Hempsteadeskas Executive Vice President of Censtor Carmanufacturer of computer disk drive
heads and disks, from November 1994 to Februarg.198 was a self-employed consultant from 1989 dud¥nber 1994. Dr. Hempstead is
currently Chief Technology Officer at Veeco Instremts. Dr. Hempstead holds a B.S. and M.S. in étettengineering from Massachusetts
Institute of Technology and a Ph.D. in physics fritma University of lllinois.

Dr. Lambeth has served as a Director of IntevacesMay 1996. Dr. Lambeth has been Professor of Blgtttrical and Computer Engineeri
and Material Science Engineering at Carnegie Mdlaiversity since 1989. Dr. Lambeth was Associate®or of the Data Storage Systems
at Carnegie Mellon University from 1989 to 199% i 1988, Dr. Lambeth has been the owner of LamBgttems, an engineering
consulting firm. From 1973 to 1988, Dr. Lambeth lemt at Eastman Kodak Company's Research Laborstonigst recently as the head of
the Magnetic Material Laboratory. Dr. Lambeth haddB.S. in electrical engineering from the Universif Missouri and a Ph.D. in physics
from the Massachusetts Institute of Technology.

Dr. Smead has served as a Director of Intevac $tebeuary 1991. Dr. Smead joined Kaiser in 1974serded as Kaiser's President from
1974 until October 1, 1997. Dr. Smead served asidet and Chairman of the Board of Directors @ystems, Inc., Kaiser's parent
company, from 1977 until October 1, 1997. Dr. Smeaed as Chairman of the Board of Directors dé&aand as a director for all of
Kaiser's subsidiaries until December 31, 1999.9dnead continues to serve as a director of KaiseiSBead holds a B.S. in electrical
engineering from the University of Colorado, a MirSelectrical engineering from the University ofghington and a Ph.D. in electrical
engineering from Purdue University.
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED SHAREHOLDER MATTERS

Intevac's Common Stock commenced trading on thel&tpblational Market on November 21, 1995 and adaunder the symbol "IVAC."
As of December 31, 1999, there were approximatg@@holders of record of the Common Stock. Thiofahg table sets forth for the
periods indicated the high and low closing saleg®ifor the Common Stock as reported on the Nasdtignal Market.

HIGH LOW

Fiscal 1998

First Quarer......cccoveveeviivneceecieeees $10.375 $7.625

Second QUAMer.......coovveeeeeciiieeeeeieee $11.125 $7.500

Third Quarter.... . $10.875 $6.250

Fourth Quarter......ccccoovevvvveevceecceeeeee $10.000 $5.875
Fiscal 1999

FirstQuarer......cccovveeeviivieceecieeees $10.125 $5.625

Second QUANEr......cccoeevveeviviesieeeeceeee $6.250 $4.125

Third Quarter........ccccoevveeveveeeivieeeeeee $6.125 $4.500

Fourth Quarter......ccocceeveveeceeiiieeeeee $4.625 $2.750

DIVIDEND POLICY

Intevac currently anticipates that it will retata earnings, if any, for use in the operation ®bitisiness and does not expect to pay cash
dividends on its capital stock in the foreseeabtare.
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following selected financial data of Intevagjiglified by reference to and should be read imjwtction with the consolidated financial
statements of Intevac, including the notes thewratd, Management's Discussion and Analysis of Fiah@ondition and Results of
Operations, each appearing elsewhere in this Report

YEAR ENDED DECEMBER 31,

1999 1998 1997 1996 1 995(2)

(IN THOUSANDS, EXCEPT PER SHARE DATA)

CONSOLIDATED STATEMENT OF INCOME DATA:
Net Revenues:

Disk, flat panel and other...........coccceeeeeeee. L $42,962 $95,975 $133,207 $88,232 $ 42,187
1= - - - - 695
Total net revenues......ccccoeeevceeeeeee L 42,962 95,975 133,207 88,232 42,882
Cost of net revenues:
Disk, flat panel and other........cccococceeeeeee. L 40,410 71,717 91,255 55,652 27,280
MBE(L).eii i - - - - 434
Total cost of net revenues................. . 40,410 71,717 91,255 55,652 27,714
Gross Profit..ccccoccceicciiiieiieeicceeees L 2,552 24,258 41,952 32,580 15,168
Operating expenses:
Research and development........cccccocceveveeeee. L 14,136 12,743 10,716 8,425 2,603
Selling, general and administrative.. . 7,226 10,879 11,399 8,391 4,550
Restructuring and other.......cccccoovvveeeeeee. L 3,069 1,088 - - --
Acquired in-process research and development....... ... -- - 299 5,835 --
Total operating expenses........ccceeeeeee. L 24,431 24,710 22,414 22,651 7,153
Operating income (I0SS).....cccooveevvivvevennaeee L (21,879)  (452) 19,538 9,929 8,015
INterest eXPenSe....cccovvvveveeeeiiiieeeeeeeeeee (3,711) (4,187) (3,581) (175) (13)
Interest income and other income, net............. ... 3,632 3,176 3,268 1,569 942
Income (loss) from continuing operations before inc ome
TAXES. iiiiii it (21,958) (1,463) 19,225 11,323 8,944
Provision for (benefit from) income taxes........... ... (8,344) (882) 6,728 6,350 3,179
Income (loss) from continuing operations........... . ... (13,614) (581) 12,497 4,973 5,765
Income from discontinued operations................. ... -- 1,005 -- -- 1,335
Income from repurchase of convertible notes........ ... 3,844 -- -- -- --
Netincome (10SS)....cccovvvevvveeveeen L $(9,770) $ 424 $12,497 $4973 $ 7,100
Basic earnings per share:
Income (loss) from continuing operations........... ... $ (1.16) $ (0.05) $ 1.00 $ 040 $ 1.58
Netincome (I0SS)....cccovevvieiiiiiiiieiceee L $(0.83) $ 004 $ 1.00 $ 040 $ 1.94
Shares used in per share calculations............... . 11,777 12,052 12,514 12,311 3,653
Diluted earnings per share:
Income (loss) from continuing operations........... ... $ (1.16) $ (0.05) $ 094 $ 039 $ 0.58
Netincome (I0SS)....cccvvevveiiiiiiiieiceee $(0.83) $ 003 $ 094 $039 $ 0.72
Shares used in per share calculations............... ... 11,777 12,354 15,385 12,901 9,881
CONSOLIDATED BALANCE SHEET DATA:
Cash, cash equivalents and short-term investments.. ... $40,895 $60,916 $71,142 $ 938 $ 20,422
Working capital.......cocoovvieviiiiiieicee 51,579 77,774 78,025 15,847 21,327
Total assets......... S 94,382 122,976 147,794 68,085 51,160
Long-term debt.................... — 43,188 59,461 59,480 730 --
Total shareholders' equity..........ccoovccceee. L 29,623 40,436 42,435 33,736 27,320
Cash dividends declared per common share........... ... -- - - - 0.495

(1) In the fourth quarter of 1993, Intevac sold\tslecular Beam Epitaxi ("MBE") Operations and aicgd 20% of the outstanding capital
stock of Chorus, a manufacturer of MBE productievac retained rights to sell certain other redidsad systems of the MBE business that
were not exchanged with Chorus. The sale of theed systems was completed during the first quaft&895.

(2) During 1995, Intevac (a) effected a recapitalan in which each outstanding share of SeriesefdPred Stock was exchanged for two
thirds of a share of Common Stock and $0.76 ($9l&min aggregate), (b) paid $4.9 million of dilénds to the common shareholders, (c)
paid $6.1 million to redeem the Series 1 Prefe8tatk, and (d) received approximately $12.0 millicom the sale of common stock during
the Initial Public Offering.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis contains Bmadvlooking statements which involve risks and utaisties. Words such as "believes"”,
"expects"”, "anticipates" and the like indicate fardrlooking statements. Intevac's actual resultg differ materially from the results
discussed in the forwaildoking statements for a variety of reasons, inclgdhose set forth under "Risk Factors Affectinteiac's Busines
and should be read in conjunction with the Constéid Financial Statements and related Notes caua@lsewhere in this Annual Report on
Form 10-K.

RESULTS OF OPERATIONS

Net revenues. Net revenues consist primarily afsaf Intevac's disk sputtering systems and relededpment used to manufacture -film
disks for computer hard disk drives, contract reseand development, system components, flat ghisplay manufacturing equipment, and
electron beam systems. Net revenues from the shfgmittering systems, flat panel equipment ancdteda beam systems are recognized t
customer acceptance. Net revenues from the sa®stEm components are recognized upon produainsinip Revenue from contract
research and development is recognized in accoedaitl contract terms, typically as costs are inedir Net revenues totaled $43.0 million,
$96.0 million and $133.2 million in 1999, 1998 &at@b7, respectively. Equipment revenues totaled®8tllion, $90.6 million and $129.6
million in 1999, 1998 and 1997, respectively. Equgnt revenues decreased in 1999 from 1998 primauiyto a decrease in net revenues
from disk sputtering systems and related equipraedtto a lesser extent a decrease in net reveraraefectron beam systems and flat panel
display manufacturing equipment. Equipment revemeeseased in 1998 from 1997 primarily due to aeBse in net revenues from disk
sputtering systems and related equipment, whichpaesally offset by an increase in net revenuesfflat panel equipment and electron
beam systems. Photonics revenues totaled $7.@mi5.7 million and $3.6 million in 1999, 1998 at®@b7, respectively. Photonics reven
increased from 1997 through 1999 as the resulh dfierease in revenues from research and develdpoatracts. Intevac's backlog of ord

at December 31, 1999 was $24.6 million as comparedDecember 31, 1998 order backlog of $26.1 onilliThe majority of these orders are
expected to be recognized for revenue througho® 2ditevac expects that revenues during theduarter of 2000 will be less than or equal
to the revenue level reported during the fourthrgwaof 1999. There can be no assurance that theceel level of revenue experienced during
the fourth quarter of 1999 will not continue beydhd first quarter of 2000.

In 1999, Matsubo (Intevac's Japanese distribugsfgate and Lockheed Martin each accounted for tharel0% of Intevac's consolidated
revenues and in aggregate accounted for 66% atmenues. In 1998, Matsubo, HMT Technology and MM&€hnology each accounted for
more than 10% of Intevac's consolidated revenudsraaggregate accounted for 71% of net revennes997, Matsubo, HMT Technology
and Trace Storage Technology each accounted foz than 10% of Intevac's consolidated revenuesraaddregate accounted for 69% of
net revenues.

International sales totaled $25.7 million, $51.0ion and $84.7 million in 1999, 1998 and 1997 pextively. International sales accounted
for 60%, 53% and 64% of net revenues in 1999, E3B1997, respectively. The decrease in foreiggsdabm 1998 to 1999 was the resul
decreased sales of equipment, primarily disk spaogesystems, and to a lesser extent, decreasesl abélectron beam systems, which were
offset partially by an increase in sales of rapierinal processing systems used to produce flat gésmays. The decrease in foreign sales
from 1997 to 1998 was primarily the result of desed sales of equipment, primarily disk sputtesiygems. Substantially all of Intevac's
international sales are to customers in the Far &sba portion of these sales are denominatedpankse Yen.

Gross margin. Cost of net revenues consists priynairpurchased materials, fabrication, assemiglst, installation, warranty costs, royalties,
scrap and costs attributable to contract researdtdavelopment. Gross margin was 5.9%, 25.3%, ar&?a@in 1999, 1998, and 1997,
respectively. Gross margins declined in 1999 fr@88las the result of under-absorption of manufaajusverhead due to low manufacturing
volume, the sale of four used disk sputtering systat heavily discounted prices, high initial cdstsomplete Intevac's first MDP-250K disk
sputtering system and first production rapid thdmpnacessing system, write-down of
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RPC inventory related to the plan to discontinuerapons, payment of $0.5 million as part of thiélement of a patent claim, establishment
of a $0.4 million cost to market reserve on a Ud&P-250B disk sputtering system remaining in inegptand an increase in the percentage
of total revenue derived from research and devetoayroontracts. The reduction in gross margins B81f.om 1997 was primarily due to
lower volumes and increased pricing pressure irethepment business and, to a lesser extent, thegime gross margin incurred on the first
RIGEL flat panel sputtering system acceptance amater percentage of net revenues being derreed électron beam processing
equipment and contract research and developméhnéiphotonics business.

Research and development. Research and developwymarise consists primarily of prototype materisddaries and related costs of
employees engaged in ongoing research, designev@dogpyment activities for disk equipment, flat pagisplay manufacturing equipment ¢
electron beam processing equipment, and the cbsts@arch by Intevac's photonics business. Comfuarded research and development
expense totaled $14.1 million, $12.7 million an®F1million in 1999, 1998 and 1997, respectivelgeTincrease from 1998 to 1999 was
caused primarily by higher expenses related toldpueent of flat panel manufacturing equipment ahdtpnics products. The increase from
1997 to 1998 was caused primarily by higher expenslated to development of disk manufacturing gapeint, partially offset by a reduction
in expenses related to development of flat paneipagent.

Research and development expenses do not inclste afd$5.9 million, $4.8 million and $4.7 million 1999, 1998 and 1997, respectively,
related to contract research and development. Téygsenses are included in cost of goods sold.

Research and development expenses also do nodlénchsts of $1.1 million, $1.8 million and $1.3 lioih that were incurred by Intevac in
1999, 1998 and 1997, respectively, and reimburseénthe terms of research and development coshgregreements related to
development of equipment for manufacturing flatgdatisplays and development of vapor lubricationigepent for manufacturing thin film
disks.

Selling, general and administrative. Selling, gahand administrative expense consists primarilyedling, marketing, customer support,
financial, travel, management, legal and profesdisarvices costs. Domestic sales are made bydaotedirect sales force, whereas
international sales are made by distributors taitally provide sales, installation, warranty amjoing customer support. Intevac also has a
subsidiary in Singapore to support customers irtt&@st Asia. Intevac markets its flat panel manufang equipment to the Far East through
its Japanese joint venture, IMAT. Selling, genarad administrative expense totaled $7.2 milliorQ.$Imillion and $11.4 million in 1999,
1998 and 1997, respectively, representing 16.8%8%%nd 8.6% of net revenues. The primary reasothé&decrease from 1998 to 19991

a lower level of selling, general and administratéxpense in the Equipment Business. The lowet tf\expense was primarily due to a
decline in selling, general and administrativefdtaim 77 employees to 37 employees during 1998 @sult of a March 1999 reduction in
force, attrition, and the reassignment of certaimimistrative employees to operations. The decramselling, general and administration
expenses from 1997 to 1998 was primarily the resfudt decline in selling, general and administestaff from 99 employees to 77
employees as a result of reductions in force thak place in March and August of 1998.

Restructuring and other expense. Restructuringoéimel expense was $3.1 million and $1.1 milliod®®9 and 1998, respectively.

During the fourth quarter of 1999, Intevac adomquan to discontinue operations at its RPC Tedagies, Inc. electron beam processing
equipment subsidiary and to close RPC's facilitiadyward, California. Twenty-two employees out mtelvac's staff of contract and regular
personnel will be terminated as a result. Intewacaired a charge of $1,639,000 related to this.dlae significant components of this charge
included $679,000 for inventory write-downs whickre charged to cost of revenues, $264,000 for fass@t writesffs, $200,000 for closul

of the facility, $163,000 for employee severancet€db161,000 for future rent due on the facilitg 152,000 for writeff of intangibles. A:
of December 31, 1999, approximately $679,000 oéimery had been written down, $152,000 of intaregiilad been written off and
$788,000 remained in other accrued liabilitiesteglao the other items of the plan.
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During the third quarter of 1999, Intevac adoptagapense reduction plan that included closingadrtbe buildings at its Santa Clara facility
and a reduction in force of 7 employees out ofMatés staff of contract and regular personnel. fEideictions took place at Intevac's facilities
in Santa Clara, California. Intevac incurred a geasf $2,225,000 related to the expense reductam phe significant components of this
charge included $873,000 for future rent due orbihiling (net of expected sublease income), $1BDfOr costs associated with maintain
the building through May 2000, $580,000 for thetexoff of leasehold improvements and $584,000 fowvimg out of the building. As of
December 31, 1999, approximately $179,000 had bpent moving out of the building, $167,000 had bgsent on rent due on the facility,
$93,000 of fixed assets had been written off, 382 /@ad been spent on operating costs and $20,G@énination benefits had been paid out
to affected employees. In the fourth quarter of9, ¥®7,000 of the restructuring reserve was redetdlse to lower than expected costs on the
closure of the facility, leaving a balance of $Z,D0 in other accrued liabilities at December1®99.

During the first quarter of 1999, Intevac impleneght reduction in force of 17 employees out ofvatss staff of contract and regular
personnel. The reductions took place at IntevacHities in Santa Clara, California. Intevac in@ad a charge of $115,000 related to sever
costs for the affected employees. As of Decembgel 399, all of the severance had been paid.

During the third quarter of 1998, Intevac implengsha reduction in force of 27 employees out oflatss staff of contract and regular
personnel. The reductions took place at IntevacHities in Santa Clara, CA; Hayward, CA; Singagand Taiwan. Intevac incurred a che
of $71,000 related to severance costs for the &ifleemployees.

During the first quarter of 1998, Intevac adoptaceapense reduction plan that included a redudtidarce of 90 employees out of Intevac's
staff of contract and regular personnel. The radasttook place at Intevac's facilities in Santar@) CA; Los Gatos, CA; Rocklin, CA; and
Taiwan. Additionally, Intevac relocated its RTP @q@n from Rocklin to Intevac's Santa Clara headtprs and closed the Rocklin facility.
Intevac incurred a charge of $1,164,000 relatatiecexpense reduction plan. The significant comptmef this charge included $290,000 for
closure of the Rocklin facility, $462,000 for thalénce of the rent due on the lease for such fiaeilid $392,000 for employee severance
costs. Closure of the facility was completed indkeond quarter of 1998. In the fourth quarterg®8l $147,000 of the restructuring reserve
was reversed due to lower than expected costsretton the closure of the Rocklin facility. In thest quarter of 1999, Intevac negotiated an
early termination of its lease commitment in Rock{CA. which resulted in Intevac reversing the ramimg $132,000 of the restructuring
reserve.

Acquired in-process research and development. dstescognized a charge for acquired in-processrels@nd development of $0.3 million
during 1997 as a result of the acquisition of iec®on beam processing equipment product line.

Interest expense. Interest expense consists plynadiinterest on the Convertible Notes issuedchim first quarter of 1997, and to a lesser
extent, interest on approximately $2.0 million @fig-term debt related to the purchase of Cathodari@ogy in 1996. Interest expense
totaled $3.7 million, $4.2 million and $3.6 millian 1999, 1998 and 1997, respectively. The dedfirinterest expense was primarily the
result of the repurchase by Intevac of $16.3 nillad its 6.5% Convertible Notes Due 2004 (the "Gantible Notes") during 1999. The
repurchase reduced the balance outstanding ofdheettible Notes to $41.2 million.

Interest income and other, net. Interest incomeadher, net totaled $3.6 million, $3.2 million a$@.3 million in 1999, 1998 and 1997,
respectively. Interest income and other, net indl&nsisted of $2.1 million of interest income atelvac's investments, $1.1 million of
dividends on Intevac's interest in the 601 Cali@wenue LLC, and $0.5 million of gains on foreigurrency forward contracts. Interest
income and other, net in 1998 consisted of $2.8anibf interest income on Intevac's investmen@y$nillion of dividends on Intevac's
interest in the 601 California Avenue LLC, $0.4lioit of deferred income related to the sale ofyatés interest in Chorus Corporation, early
payment discounts, and $0.9 million of losses @rifm currency forward contracts. Interest income ather, net in 1997 consisted of $2.3
million of interest income, $0.8 million of defed-écome related to the sale of Intevac's intdre€torus Corporation and early payment
discounts, which were patrtially offset by a foremumrency translation loss.
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Discontinued operations. In March 1995, Intevagueld a formal plan to discontinue its night vislmrsiness and sold its night vision
business to Litton Systems, Inc. in May 1995. 188 9ntevac recognized net income from discontinogerations of $1.0 million, net of
income taxes, from the reversal of reserves estadddi at the time of the sale and from paymentveddrom Litton for excess warranty
reserves transferred during the sale of the nigidiv business.

6 1/2% Convertible Subordinated Notes Due 2004ulg 1998, Intevac's Board of Directors approvedrépurchase in the open market o
to $19.0 million of the Convertible Notes. Intevapurchased $16.3 million of its Convertible Nadesing 1999 from which it recognized a
gain of $3.8 million, net of applicable taxes.

Provision for (benefit from) income taxes. For yfear ended December 31, 1999, Intevac realized3arfilion tax benefit provision,
equivalent to a 38% annual tax rate, on a pretss flmm continuing operations of $22.0 million.ewnac's 1999 effective tax rate differed fi
the applicable statutory rates primarily due todfiés from tax-exempt interest income, which weagtiplly offset by nondeductible goodwill
amortization. A net deferred tax asset of $7.7iamilis reflected in the financial statements at&weber 31, 1999. Management believes it is
more likely than not that Intevac will realize thenefit of this asset.

For the year ended December 31, 1998, Intevazeshé $0.9 million tax benefit provision, equivalema 60% annual tax rate, on a pretax
loss from continuing operations of $1.5 milliontdwmac's 1998 tax benefit was primarily due to tagrapt interest income and benefits from
Intevac's foreign sales corporation, partially effsy non-deductible goodwill amortization.

For the year ended December 31, 1997, income faarse as a percentage of pretax income was 35%.
LIQUIDITY AND CAPITAL RESOURCES

Intevac's operating activities in 1999 used cash7of million primarily as a result of the net lassurred by Intevac, the narash gain on th
purchase of Convertible Notes and a reduction gtaruer advances which were partially offset by dejation and amortization, a reduction
in inventory and an increase in accrued liabilities

Investing activities in 1998 provided cash of $1milion primarily due to the net sale of $19.3 liih of investments, which was partially
offset by the purchase of $1.7 million of propeatyd equipment.

Financing activities in 1998 used $10.6 millioncakh as a result of the repurchase of $16.3 mitlidntevac's Convertible Notes due 2004
for $9.7 million and the repurchase of 321,000 sbarf Intevac's common stock for $1.6 million uniéevac's stock repurchase plan, which
was partially offset by $0.7 million in proceedsifr the sale of Intevac's stock to employees urideeinployee stock option and employee
stock purchase plans.

At December 31, 1999, Intevac had $40.9 milliocasdh, cash equivalents and short-term investmitésac intends to undertake
approximately $3 million in capital expendituregidg the next 12 months and believes the existagh@nd cash equivalent balances will be
sufficient to meet its cash requirements for thet h@elve months and for the foreseeable future.

YEAR 2000

In late 1999, Intevac completed the remediationtasting of its systems to ensure compliance vhightear 2000. As a result of those
planning and implementation efforts, the Compargegienced no significant disruptions in missiotical information technology and non-
information technology systems and believes thgstems successfully responded to the Year 2000cthatiege. Costs of remediation efforts
were immaterial.

The Company is not aware of any material problegssilting from Year 2000 issues, either with itsqurets, its internal systems or the
products or services of third parties. The Compaiflycontinue to
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monitor its mission critical computer applicaticarsd those of its suppliers and vendors throughwuyear 2000 to ensure that any latent
2000 matters that may arise are addressed promptly.

QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKE T RISK

Interest rate risk. The Company's exposure to maiefor changes in interest rates relates primts the Company's investment portfolio.

The Company does not use derivative financial imsants in its investment portfolio. The Companycphkits investments with high quality

credit issuers and, by policy, limits the amounti@dit exposure to any one issuer. Short-termsitieents typically consist of investments in
tax-exempt market auction rate preferred munidjmaids.

The table below presents principal amounts ande@laeighted-average interest rates by year of nityafor the Company's investment
portfolio and debt obligations.

FA IR
2000 200 1 2002 2003 2004 BEYOND TOTAL VA LUE
(IN THOUSANDS)

Cash equivalents
Variable rate.................... $2,730 - - - - - $2,730 $2 ,730
Average rate............cccueeee 5.72% - - - - -
Short-term investments
Variable rate.................... $37,600 - - - - - $37,600 $37 ,600
Average rate...........ccc.... 4.44% - - - - -
Total investments
Securities........cccoeveveenn. $40,330 - - - - --  $40,330 $40 ,330
Average rate............cccueeee 4.53% - - - - -
Long-term debt
Fixed rate.........ccceceuvnnns - $19 43 - - $41,245 - $43,188 $27 ,566
Average rate...........cceeuee 6.46% 6. 46% 6.50% 6.50% 6.50% --

Foreign exchange risk. From time to time, the Camygenters into foreign currency forward exchangetraxts to economically hedge cert
of its anticipated foreign currency transactioanslation and re-measurement exposures. The olgesftthese contracts is to minimize the
impact of foreign currency exchange rate movementdhe Company's operating results. At Decembef 339, the Company had
approximately $1.5 million (notional amount) of staterm foreign currency forward exchange contraeisominated in yen, which have not
been designated as hedge contracts for accountnpgges. This contract expires in the first quasfe2000.

The following table provides information about Bempany's foreign currency forward exchange cotgracDecember 31, 1999.

AVERAGE ESTIMATED
NOTIONAL CONTRACT FAIR
AMOUNT RATE VALUE

(IN THOUSANDS EXCEPT CONTRACT RATE)
Foreign currency forward exchange contracts:
Japanese Yen.......cccocvveiiiieiieeiieeane ... $1,532 118.16 $(251)
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS

The Board of Directors and Shareholders
Intevac, Inc.

We have audited the accompanying consolidated balsineets of Intevac, Inc. as of December 31, 48891998, and the related
consolidated statements of income and compreheisivene, shareholders' equity and cash flows foh ed the three years in the period
ended December 31, 1999. Our audits also inclugedinancial statement schedule listed in the Inatdkem 14(a). These financial
statements and schedule are the responsibilityeo€ompany's management. Our responsibility ixpoess an opinion on these financial
statements and schedule based on our audits.

We conducted our audits in accordance with audigbagdards generally accepted in the United Statesse standards require that we plan
and perform the audit to obtain reasonable assarabgut whether the financial statements are fresaterial misstatements. An audit
includes examining, on a test basis, evidence stipgadhe amounts and disclosures in the finarstatements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audits providesgonable basis for our opinion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenéspects, the consolidated financial posi
of Intevac, Inc. at December 31, 1999 and 1998 thedonsolidated results of its operations andash flows for each of the three years in
the period ended December 31, 1999, in conformitly accounting principles generally accepted inliméted States. Also, in our opinion,
the related financial statement schedule, whenidered in relation to the basic financial stateragaken as a whole, presents fairly in all
material respects the information set forth therein

ERNST & YOUNG LLP

San Jose, California
January 21, 2000
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INTEVAC, INC.

CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS)

DECEMBER 31,

1999 1998
ASSETS
Current assets:
Cash and cash equivalents..............cccc...... $ 3,991
Short-term investments 56,925
Accounts receivable, net of allowances of $1,713 and
$1,629 at December 31, 1999 and 1998,
respectively....ooovvvveieeeeeniiieeeees 5,744 10,169
Income taxes recoverable.........c..cccceeeeeeee. L 5,463 -
Inventories, including $0 and $3,389 at customers at
December 31, 1999 and 1998,
respectively....coovvveieeieeviieeeeees 15,965 22,102
Prepaid expenses and other current assets........ 658
Deferred tax assets........ccccocuveeeenunennn. 7,008
Total current assets......ccccvvvevvccvveenneeee 73,150 100,853
Property, plant, and equipment, at cost:
Buildings and improvements..........ccoeeeeeeeee. L. 6,441 6,262
Machinery and equipment..........cccceeeeveeeee L. 18,017 17,747
24,458 24,009
Less accumulated depreciation and amortization... ... 12,083 10,878
12,375 13,131
Investment in 601 California Avenue LLC............. ... 2,431 2,431
Goodwill, net of amortization of $4,516 and $3,471 at
December 31, 1999 and 1998, respectively........ ... 2,038 3,083
Other intangibles, net of amortization of $2,374 an d $1,981
at December 31, 1999 and 1998, respectively...... ... 67 460
Debt issuance costs, net of amortization of $1,285 and $603
at December 31, 1999 and 1998, respectively...... ... 1,018 1,700
Deferred tax assets and other long term assets..... ... 3,303 1,318

Total assets........ccoevvvevcivviennnnns

LIABILITIES AND SHAREHOLDERS'
Current liabilities:

Accounts payable
Accrued payroll and related liabilities..........
Accrued income taxes .
Accrued product warranties..............ccc......
Other accrued liabilities........................
Book overdraft
Customer advances

Total current liabilities.............cccceevenee
Convertible notes.........
Other long-term debt....
Commitments and contingencies
Shareholders' equity:
Undesignated preferred stock, no par value, 10,00
authorized, no shares issued and outstanding...
Common stock, no par value:
Authorized shares -- 50,000
Issued and outstanding shares -- 11,715 and 11,

December 31, 1999 and 1998, respectively...... 17,917
Other comprehensive income 122
Retained earnings.........cccccevveeeeveniinnnns 22,397

Total shareholders' equity.......ccccoeee. . L 29,623 40,436
Total liabilities and shareholders' equity ... $94,382 $122,976

See accompanying notes.
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CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE

INTEVAC, INC.

INCOME

(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

Net revenues........ccceeeeveeeeeeveeeiiiiinn,
Cost of net revenues............cccoeeeeuvvvnnnnns

Gross Profite......ereeeeensieiciiiiiienens

Operating expenses:
Research and development.............cccueee...
Selling, general, and administrative.............
Restructuring and other..........................
Acquired in-process research and development.....

Total operating expenses.................

Operating income (l0SS)........ccoovuvreeenninnn.
Interest expense .
Interest iNCOMe.........occovveeivciienenieee.

Other income and expense, net.............cc.......

Income (loss) from continuing operations before inc

Income (loss) from continuing operations...........
Extraordinary items:
Gain from discontinued operations, net of applica
income taxes of $495.........cccccccveeeen.
Gain from repurchase of convertible notes, net of
applicable income taxes of $2,355.............

Income from extraordinary items....................
Net income (I0SS).......cccvveeeeiiiiieeeiiinenn.

Other comprehensive income:
Unrealized foreign currency translation adjustmen

Total adjustments.........cccceveeeeeeriiiiinnnnns
Total comprehensive income (10SS)..................

Basic earnings per share:
Income (loss) from continuing operations.........
Net income (I0SS).......ceevvvvrieeiiiiiienennne
Shares used in per share amounts.................
Diluted earnings per share:
Income (loss) from continuing operations.........
Net income (I0SS)......cccevvurieeeiiiiiienennne
Shares used in per share amounts.................

See accompanying notes.
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YEARS ENDED DECEMBER 31,

1999 1998 1997
......... $42,962 $95,975 $133,207
......... 40,410 71,717 91,255
......... 2,552 24,258 41,952
......... 14,136 12,743 10,716
......... 7,226 10,879 11,399
......... 3,069 1,088 -
......... - - 299
......... 24,431 24,710 22,414
......... (21,879) (452) 19,538
......... (3,711) (4,187) (3,581)
......... 2,100 2,832 2,270
......... 1,532 344 998
ome
......... (21,958) (1,463) 19,225
......... (8,344) (882) 6,728
......... (13,614) (581) 12,497
ble
......... - 1,005 --
......... 3,844 - --
......... 3,844 1,005 -
......... $(9,770) $ 424 $12,497
| O - 122 --
......... -- 122 -
......... $(9,770) $ 546 $ 12,497
......... $(1.16) $(0.05) $ 1.00
......... $(0.83) $ 0.04 $ 1.00
......... 11,777 12,052 12,514
......... $(1.16) $(0.05) $ 0.94
......... $(0.83) $ 0.03 $ 0.94
......... 11,777 12,354 15,385



INTEVAC, INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(IN THOUSANDS)

ACCUMULATED
COM MON STOCK OTHER TOTAL
---------------- COMPREHENSIVE RETAINED STOCKHOLDE
SHARE S AMOUNT INCOME EARNINGS EQUITY
Balance at December 31, 1996................ 12,44 9 16,747 -- 16,989 33,736
Sale of common stock under stock option
plan......oooieeen 3 7 106 -- -- 106
Sale of common stock under employee stock
purchase plan..........cccccoeeuneen. 14 3 850 - - 850
Repurchase of common stock................ 47 5) (640) -- (4,387) (5,027
Income tax benefits realized from activity
in employee stock plans................ - - 273 - - 273
Net income.......cccooevveeeiiiiieeenne - - - - 12,497 12,497
Balance at December 31, 1997................ 12,15 4 17,336 -- 25,099 42,435
Sale of common stock under stock
option plan.........ccoceeeeviiennn. 3 9 130 - - 130
Sale of common stock under employee stock
purchase plan.........ccccccoeeveenne 15 1 1,001 -- - 1,001
Repurchase of common stock................ (45 7) (670) - (3,126) (3,796
Income tax benefits realized from activity
in employee stock plans................ - - 120 - -- 120
Change in foreign currency translation
adjustments..........ccoeeeeerineenn. - - - 122 - 122
Net income........cccoevveeiiniiienennne - - - - 424 424
Balance at December 31, 1998................ 11,88 7 $17,917 $122 $22,397 $40,436
Sale of common stock under stock
option plan.........ccoeeeeviiennn. 2 7 38 - - 38
Sale of common stock under employee stock
purchase plan.........ccccccoevveenee 12 2 684 -- -- 684
Repurchase of common stock................ (32 1) (491 -- (1,174) (1,665
Income tax benefits realized from activity
in employee stock plans................ - - 22 -- - 22
Change in foreign currency translation
adjustments............occccviiiiennns - - -- (122) -- (122
Net income.......cccoevveeiiniiinnenne - - - - (9,770) (9,770

Balance at December 31, 1999................ 11,71 5 $18,170 $-- $11,453 $29,623

See accompanying notes.
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INTEVAC, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES
Income (loss) from continuing operations...........
Income from extraordinary items....................

Net income (I0SS).......cccuveeeeriiiieriiiiinenn.
Adjustments to reconcile net income to net cash and
equivalents provided by (used in) operating activ
Depreciation...........cccoocevviviiieeennnnnn.
Amortization of intangibles.....................
Acquired in-process research and development.....
Gain on sale of Chorus investment................
Gain on sale of discontinued operations..........
Gain on purchase of convertible notes............
(Gain)/loss on IMAT investment...................
Restructuring and other charges -- non-cash porti
Loss on disposal of equipment....................
Changes in assets and liabilities:
Accounts receivable...............c.ocoeee
INVENTOIY....viiiiiiiiiiie e
Prepaid expenses and other assets..............
Accounts payable...........ccccceeviiiienen.
Accrued payroll and other accrued liabilities..
Customer advances...........ccccvveeeerenen.
Discontinued operations -- non-cash changes and
capital
changes........cccooviiieiiiiiiiie s

Total adjustments.........cccceveeeeeeriiiiinnnnns

Net cash and cash equivalents provided by (used in)
operating activities..........ccccoeuveeeenines

INVESTING ACTIVITIES

Purchase of investments...............cccccvvvenne

Proceeds from sales and maturities of investments..

Purchase of equipment...

Investment in IMAT................ .

Investment in RPC Industries............cc.c.o.....

Proceeds from sale of Chorus Investment............

Net cash and cash equivalents provided by (used in)
investing activitieS..........c.cccoeeeveinnnne

FINANCING ACTIVITIES

Notes payable and line of credit repayments........

Proceeds from issuance of common stock.............

Repurchase of common stock.............cccceeeees

Repurchase of Intevac convertible notes............

Proceeds from convertible bond offering............

Net cash and cash equivalents provided by (used in)
financing activities............ccccceeennnnn.

Net increase (decrease) in cash and cash equivalent
Cash and cash equivalents at beginning of period...

Cash and cash equivalents at end of period.........

Cash paid (received) for:
INterest.......cooovvviiiiiieeee
INCOME taXES....evvvieieiieieeiiiiiiiiieis
Income tax refund...........ccccvvveeninneennn.
Other non-cash changes:
Inventories transferred to (from) property, plant
EQUIPMENT...cciiiiei e
Income tax benefit realized from activity in empl
stock plans..........oooveciiiiiiiiieeeenn.

See accompanying notes.

(IN THOUSANDS)

YEARS ENDING DECEMBER 31,

1999

1998 1997

......... $(13,614) $ (581) $ 12,497

......... 3,844 1,005 -
......... (9,770) 424 12,497
cash
ities:
......... 3,805 5,244 2,588
......... 1,578 2,130 2,435
......... - - 299
......... - (395) (785)
......... - (794) -
......... (6,199) - -
......... (39) 206 144
on....... 428 506 --
......... 336 206 79
......... (1,038) (535) 8,377
......... 4,147 11,818 (8,494)
......... 586 (1,651) (2,119)
......... (1,020) (2,551) (107)
......... 1,287  (3,049) 5,593
......... (1,779) (16,617) 5,102
working
......... - - 194
......... 2,092 (5,482) 13,306
......... (7,678) (5,058) 25,803
......... (50,880) (56,500) (118,345)
......... 70,205 46,286 71,634
......... (1,736) (2,898)  (6,092)
......... - - (436)
......... - - (955)
......... 395 785
......... 17,589 (12,717) (53,409)
......... - - 27)
......... 722 1,131 956
......... (1,665) (3,796) (5,027)
......... (9,664) - -
......... - - 55,197
......... (10,607) (2,665) 51,099
Seveenn (696) (20,440) 23,493
......... 3,991 24,431 938

......... $ 3295 $ 3,991 $ 24431

......... $ 3555 $ 3481 $ 2,074

4,065 6,233

......... $ 1942 $ (767) $ 567

......... 22
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. BUSINESS AND NATURE OF OPERATIONS

Intevac, Inc.'s ("Intevac" or the "Company") Equgmmh Business is a leading supplier of static spatiesystems and related manufacturing
equipment used to manufacture thin-film disks femputer hard disk drives. The Company's principatipct, the MDP-250 disk sputtering
system, enables disk manufacturers to producegediormance, high capacity disks. The Company #slisputtering systems to both capt

and merchant thin film disk manufacturers. The Camypsells and markets its products directly inlinted States, and through exclusive

distributors in Japan and Korea. The Company supjitsrcustomers in Southeast Asia through its yrewned subsidiary in Singapore.

The Company's Photonics Business develops techytihag) permits highly sensitive detection of phatamthe visible and short wave
infrared portions of the spectrum. This technolagyen combined with advanced silicon integratedutiscmakes it possible to produce
highly sensitive video cameras. This developmenkviscreating new products for both military andustrial applications.

During the fourth quarter of 1999, the Company aedm@ plan to discontinue its electron beam prasgesquipment product line and to clc
the facility in Hayward, California where that epmient is built.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The consolidated financial statements include tw@ants of Intevac and its wholly owned subsid&ril inter-company transactions and
balances have been eliminated.

Revenue Recognition

Systems and components -- Revenues for disk spufteystems, flat panel equipment and electron bg@ressing systems are recognized
upon customer acceptance. Revenues for system campsales are recognized upon shipment.

Service and Maintenance -- Service and maintenemaegact revenue, which to date has been insigmifids recognized ratably over
applicable contract periods or as services ar@padd.

Technology Development -- The Company performs bffstts research and development work under vaniegearch contracts. Revenue on
these contracts is recognized in accordance witkract terms, typically as costs are incurred. Tgfby, for each contract, the Company
commits to perform certain research and developm#oits up to an agreed upon amount. In conneetitimthese contracts, the Company
receives funding on an incremental basis up tdlamgeUpon completion of each contract, each pauifytypically receive certain rights to

the technical and computer software data develapeér the contract. Some of these contracts ateshasing in nature, where Intevac is
reimbursed for a portion of the total costs expeéndie addition, the Company has, from time to timegotiated with a third party to fund a
portion of the Company's costs in return for atjaiterest to the Company's rights at the end efciintract.

Net revenues and related cost of net revenuesiatsbevith these contracts were $7,067,000 and7$7000 for 1999, respectivel
$5,931,000 and $5,959,000 for 1998, respectively$i 184,000 and $5,871,000 for 1997, respectively.

Warranty

The Company's standard warranty is twelve months ftustomer acceptance. During this warranty peaigdnecessary non-consumable
parts are supplied and installed. A provision far €stimated cost of warranty is recorded uporoocust acceptance for systems and upon
shipment for non-system products.
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International Distribution Costs

The Company makes payments to agents and distrébutmler certain agreements related to interndt&ales in return for obtaining orders
and providing installation and warranty servicesrt@in of these payments to agents and distribat@ sncluded in cost of net revenues.
These amounts totaled approximately $0, $72,00054riéP6,000 for the years ended December 31, 1988 and 1997, respectively.

Advertising Expenses

The Company accounts for advertising costs as egierthe period in which they are incurred. Adgarg expenses for 1999, 1998 and
1997 were insignificant.

Customer Advances

Customer advances generally represent nonrefundabplesits invoiced by the Company in connectiomwéteiving customer purchase
orders and shipment of the systems. Customer adsaetated to systems that have not been shippadstomers included in accounts
receivable represent $930,000 and $1,839,000 arbleer 31, 1999 and 1998, respectively.

Cash, Cash Equivalents and Short-term Investments
The Company considers all highly liquid investmanith a maturity of three months or less when pasgt to be cash equivalents.

Short-term investments consist principally of hignality debt instruments with maturities generéiétween one and twelve months and are
carried at fair value. These investments are tyfgishort-term in nature and therefore bear mininisk.

Management determines the appropriate classifitafialebt securities at the time of purchase aadaleates such designation as of each
balance sheet date. At December 31, 1998, allstshirities were classified as available-for-sakgenrstatement of Financial Accounting
Standards No. 115 "Accounting for Certain Investtaém Debt and Equity Securities". Securities dfees$ as available-for-sale are reported
at fair market value with the related unrealizetshgand losses included in retained earnings. Reljains and losses and declines in value
judged to be oth-than-temporary on available-for-sale securitiesiacluded in other income and expenses. The d¢astaurities sold is
based on the specific identification method.

Cash and cash equivalents represent cash accouhisaney market funds. Short-term investments @f@&8,000 and $56,925,000 at
December 31, 1999 and 1998, respectively, consispily of investments in tax-exempt market auctiate preferred municipal bonds. Fair
values are based on quoted market prices. The ambunrealized gain or loss was not significanttfte years ended December 31, 199¢
1998. Gross realized gains and losses for the yeatsd December 31, 1999, 1998 and 1997 weregmifisant.

Long-lived Assets

In accordance with Financial Accounting Standarda8 ("FASB") Statement of Financial Accountingr&tards No. 121, "Accounting for
the Impairment of Long-lived Assets and Long-livsskets to be Disposed Of", the carrying value t#ngible assets and other long-lived
assets is reviewed on a regular basis for theemdstof facts or circumstances, both internal asereal, that may suggest impairment. To
date, no such impairment has been indicated. Shbaté be impairment in the future, Intevac willasare the amount of the impairment
based on undiscounted expected future cash flaws fine impaired assets. The cash flow estimatésviidoe used will contain
management's best estimates, using assumptionga@jedtions appropriate and customary at the time.
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Foreign Exchange Contracts

The Company may enter into foreign currency fornexdhange contracts to hedge certain of its foreigrency transaction, translation and
re-measurement exposures. The Company's accoyndiicies for some of these instruments are basati@Company's designation of such
instruments as hedging transactions. Instrumeritdesignated as a hedge transaction will be "matdadarket” at the end of each
accounting period. The criteria the Company usesldgignating an instrument as a hedge includet@féness in exposure reduction and
one-to-one matching of the derivative financiatinment to the underlying transaction being hed@ains and losses on foreign currency
forward exchange contracts that are designateetiective as hedges of existing transactions aregweized in income in the same period as
losses and gains on the underlying transactioneeaognized and generally offset.

During fiscal 1999 and 1998, the Company enter&mlyian denominated foreign currency forward excleacantracts to hedge anticipated
denominated sales. The Company has not desigriagsd toreign currency forward contracts as hedgesé#ictions; therefore, the contracts
have been "marked to market." No foreign curreraytiacts were entered into in fiscal 1997.

As of December 31, 1999, the Company had one for&igrency forward exchange contract outstandimgpognated in Japanese yen for
approximately $1,532,000. This contract expirethinfirst quarter of 2000. In fiscal 1999, the Camyp has recorded transaction losses of
$251,000 related to this contract. The carrying amand fair value of the contracts as of Decen3fie1 999 were ($251,000) and
($251,000), respectively.

While the notional amounts of foreign exchange @mis are often used to express the volume of thassactions, the potential accounting
loss on these transactions if all counterpartidgeddo perform is limited to the amounts, if atwy, which the counterparties’ obligations
exceed our obligation to the counterparties.

Inventories

Inventories for systems and components are statie sgower of standard cost (which approximatesalcost on a first-in, first-out basis) or
market. Inventories consist of the following:

DECEMBER 31,

1999 1998

(IN THOUSANDS)
Raw materialS......cccovvvvvinvciiiisicaeaee $2,307 $6,907
WOrK-IN-progressS.....cccveeeevnciveeeeiiiiieaeeee 13,658 11,653
Finished goods.......ccccccuvviinniiieeeneee L - 3,542

$15,965 $22,102

Equipment and Leasehold Improvements

Equipment and leasehold improvements are carriedsitless allowances for accumulated depreciatimhamortization. Gains and losses on
dispositions are reflected in the statements afrime.

Depreciation is computed using the straight-linehroé over the estimated useful lives of the asséigh are generally three to seven years
for machinery and equipment. Amortization of leaddhimprovements is computed using the shortehefrémaining terms of the leases or
the estimated economic useful lives of the improsets.
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Intangible Assets
The Company amortizes intangible assets on a btrlige basis over the estimated useful lives, Whigmge from two to seven years.
Comprehensive Income

As of January 1, 1998, the Company adopted StateNwrl 30, "Reporting Comprehensive Income" ("SHS8"). SFAS 130 establishes
new rules for the reporting and display of comprediee income and its components; however, the &mopf SFAS 130 had no impact on
the Company's net income or shareholders' equiSSL30 requires unrealized gains or losses oCtdmpany's available-for-sale securities
and the foreign currency translation adjustmentsckvprior to the adoption were reported separdteshareholders' equity, to be included in
other comprehensive income. Prior year financetieshents have been reclassified to conform toetheirements of SFAS 130.

As of December 31, 1998, the $122,000 balance mfraalated other comprehensive income was compesgrkely of accumulated foreign
currency translation adjustments. No income tagatffias been recorded related to the compreheinsiome. There was no accumulated
other comprehensive income as of December 31, @92997.

Employee Stock Plans

The Company accounts for its stock option plansienemployee stock purchase plan in accordandepvivisions of the Accounting
Principles Board's Opinion No. 25 (APB 25), "Accting For Stock Issued to Employees." In 1995, tASB released the Statement of
Financial Accounting Standard No. 123 ("SFAS 123Axcounting for Stock Based Compensation." SFAS fibvides an alternative to
APB 25 and is effective for fiscal years beginnafter December 15, 1995. The Company is contintoreccount for its employee stock
plans in accordance with the provisions of APB2Bder APB 25, because the exercise prices of thegaay's stock options equal the
market prices of the underlying stock on the déigrant, no compensation expense is recognized.
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Net income per sha
The following table sets forth the computation asiz and diluted earnings per share:

1999 1998 1997

(IN THOUSANDS)
Numerator:
Income (loss) from continuing operations......... ... $(13,614) $ (581) $12,497
Income from extraordinary items, net of applicabl e income
TAXES. oo 3,844 1,005

Netincome (I0SS).....cccovevveeiiceeiiciaeaee $(9,770) $ 424 $12,497

Numerator for basic earnings per share -- income (loss)

available to common stockholders.............. . .. (9,770) 424 12,497
Effect of dilutive securities:

6 1/2% convertible notes (1)......cccoceeeeeee L - - 1,911

Numerator for diluted earnings per share -- income (loss)
available to common stockholders after assumed
CONVEISIONS...coitiiaiiieiiie e $(9,770) $ 424 $14,408

Denominator:
Denominator for basic earnings per

share -- weighted-average shares............... ... 11,777 12,052 12,514
Effect of dilutive securities:

Employee stock options(2)........cccceveeeeee L -- 302 527

6 1/2% convertible notes(1).......cccoceeeeeee L - - 2,344
Dilutive potential common shares.................. ... -- 302 2,871
Denominator for diluted earnings per share -- adj usted

weighted-average shares and assumed conversion Seiveenn 11,777 12,354 15,385

(1) Diluted EPS for the twelve-month periods enBedember 31, 1999 and December 31, 1998 excludeteverted” treatment of the
Convertible Notes as their inclusion would be atiltirive.

(2) Diluted EPS for the twelve-month period endext&nber 31, 1999 excludes the effect of employmk siptions as their inclusion would
be anti-dilutive.

Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principatuiees management to make estimates
and assumptions that affect the reported amourdassats and liabilities and disclosure of contihgssets and liabilities at the date of the
financial statements and the reported amountsveinge and expenses during the reporting periodighcesults inevitably will differ from
those estimates, and such differences may be mlaiethe financial statements.

New Accounting Pronouncements

In June 1998, the FASB issued Statement of FinhAcieounting Standards No. 133, "Accounting for Dative Instruments and Hedging
Activities" ("SFAS 133"). SFAS 133 provides a comipensive and consistent standard for the recograiiml measurement of derivatives
hedging activities. SFAS 133 is effective for fisgaars beginning after June 15, 2000 and is npéebed to have a significant impact on the
Company's consolidated results of operations, &iigposition or cash flows.

In December 1999, the Securities and Exchange Cessioniissued Staff Accounting Bulletin No. 101 "Beue Recognition” ("SAB 101").
SAB 101 summarizes certain of the Securities archBrge Commission's views in applying generallyeptad accounting principles to
revenue recognition in financial
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statements. The adoption of SAB 101 has not hagnéfisant impact on the Company's consolidatediitef operations.
3. CONCENTRATIONS

Credit Risk and Significant Customers

Financial instruments that potentially subject @@mmpany to significant concentrations of credik @ensist of cash equivalents, short-term
investments, accounts receivable and foreign exgeghéorward contracts. The Company generally inviégstsxcess cash in money market
funds and in market auction rate preferred munidipads, which have contracted maturities genetaitiiin one year. By policy, the
Company's investments in commercial paper, ceatiic of deposit, Eurodollar time deposits, or baakeceptances are rated A1/P1 or
better. Investments in tax-exempt or tax advantagstduments, such as variable rate municipal b@ndsated A or better. To date, the
Company has not incurred losses related to thesstiments.

Historically, a significant portion of the Compasiyevenues in any particular period have beerbattible to sales to a limited number of
customers. The Company performs credit evaluatibits customers' financial conditions and requiteposits on system orders but does not
generally require collateral or other security uport customer receivables. The Company's lagesbmers tend to change from period to
period as a function of each customer's plansrtovate, or add to existing production capacity.

Products

Disk sputtering equipment contributed a significaoition of the Company's revenues in 1999. The @@ expects that its ability to
maintain or expand its current levels of revenueasbta return to profitability in the future will gend upon its success in enhancing its
existing systems and developing and manufactumgpetitive disk sputtering equipment and its sus@esleveloping other products suct
flat panel display equipment and photonics devices.

Markets

The market for the Company's products is charasdrby rapid technological developments, evolvirduistry standards, changes in custc
requirements, new product introductions and enharogs. The market for capital equipment is dependeon the decision of a prospective
customer to replace obsolete equipment, or to &serenanufacturing capacity by upgrading or expanexisting manufacturing facilities or
constructing new manufacturing facilities, all dfieh typically involve a significant capital commmiént. In addition, the business cycle and
the individual industry cyclicality may cause presfive customers to postpone decisions regardinghpses of the Company's systems.

Materials

In certain instances, the Company is dependent apmte supplier or a limited number of suppliershas qualified only a single or limited
number of suppliers, for certain complex componentsub-assemblies utilized in its products. Initold, the Company makes extensive use
of suppliers serving the semiconductor equipmesirtass, and such suppliers may choose to givetprtortheir semiconductor equipment
customers that are much larger than the Company pAsionged inability to obtain adequate deliveigesid require the Company to pay
more for inventory, parts and other supplies, sdtenative sources of supply, delay its abilitystap its products and damage relationships
with current and prospective customers. Any sudayder damage could have a material adverse effethe Company's business, financial
condition and results of operations.
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Inventories

Given the volatility of the market, the Company msknventory provisions for potentially excess ahdolete inventory based on backlog
forecasted demand. However, such backlog demasubjsct to revisions, cancellations, and reschegul\ctual demand will inevitably
differ from such anticipated demand, and such difiees may have a material effect on the finast&ements.

Competition

The Company experiences intense competition wodewi the disk equipment business from two prinagpanpetitors, each of which has
substantially greater financial, technical, mankgtimanufacturing and other resources than the @oyn@here can be no assurance that the
Company's competitors will not develop enhancementsr future generations of, competitive produhes will offer superior price or
performance features or that new competitors waitlanter the Company's markets and develop sudcmerl products. Because of these
competitive factors, there can be no assuranceitba@ompany will be able to compete successfualhe future. Increased competitive
pressure could cause the Company to lower prigessfproducts, thereby adversely affecting the @any's business, financial condition and
results of operations.

4. DISCONTINUED OPERATIONS

In the first quarter of 1995, the Company adoptéatiaal plan to discontinue the operations of itghhvision business. Accordingly, the
consolidated statements of operations and casls flomall periods presented reflect the night \isiperations as discontinued. In the second
quarter of 1995, the Company sold its night vidioisiness to Litton Systems, Inc. for cash of $7,6a®.

The Company established a reserve of $2,622,00okis associated with the sale. The significantpmments of this charge included
$795,000 for warranty costs, $680,000 for estimardronmental remediation costs associated wetsite of the night vision operations,
and $476,000 for write-offs of certain prepaid engEs and other assets. Remediation efforts wergpleted in 1997. Warranty on alll
products shipped by the business expired in Novert®@7. In the first quarter of 1998, the remainiagerve of $794,000 associated with
closing the business was reversed. In the secomdegof 1998, Litton reimbursed the Company fod&D00 in excess warranty reserves
transferred at the time of the sale. Both of th@seunts are reflected as income from discontinyedladions, net of applicable income taxes.

5. EQUITY INVESTMENTS
601 California Avenue LLC

In 1995, the Company entered into a Limited LiapiCompany Operating Agreement (the "Operating &grent"), which expires December
31, 2015, with 601 California Avenue LLC (the "LLCa California limited liability company formed dmmwned by the Company and certain
shareholders of the Company at that time. UndeOyberating Agreement, the Company transferrecésdhold interest in the site of the
Company's discontinued night vision business (8ie") in exchange for a preferred share in LLChvétface value of $3,900,000. The
Company is accounting for the investment underctst method and has recorded its investment in &1.$2,431,000, which represents the
Company's historical carrying value of the leaséhialerest in the Site. The preferred share in Iga@s a 10% annual cumulative preferred
dividend.

During 1996, LLC formed a joint venture with Stardfdthe "Stanford JV") to develop the property. Tineject was completed and leased in
August 1998. The Company received dividends of $2,@00 and $650,000 from LLC in 1999 and 1998,eepely. The dividends received
during 1998 and 1999 consisted of the annual $8@0ddvidend plus the cumulative dividends earnepriar years. As of December 31, 1¢
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all outstanding cumulative dividends on the prefdrshare had been paid. These dividends are irttlnd#her income and expense.
IMAT Inc.

On June 27, 1997, the Company entered into an mgrgewith Matsubo to form a joint venture respolesibr the sales and service of
Intevac's flat panel display equipment in Japanathdr Asian countries. The Company invested $485f0r 49% of the voting stock of the
joint venture. The joint venture is being accourftedunder the equity method. Gains and losseseel® the Company's share of the j
venture are reflected in other income and expeareteyn the consolidated statements of income. Tdmepgany's equity in the net income or
(loss) of IMAT, Inc. was $15,000, ($217,000) an89¥®00) in 1999, 1998 and 1997, respectively. Reesthave been recognized for 2
system shipments to IMAT, which were accepted lgyciistomer in 1999. In February of 1999, the Commatered into an agreement to
guarantee up to 14,700,000 Yen of IMAT's debt. &tBmber 31, 1999, the Company had an outstandaoyafts receivable balance of
$1,228,000 with IMAT.

6. LINE OF CREDIT

As of December 31, 1999, the Company had secus&1j918,000 note related to the purchase of Cathdith a stand-by letter of credit
through its bank. No additional lines of creditsgd at December 31, 1999.

7. COMMITMENTS AND CONTINGENCIES
Commitments

The Company leases certain facilities under norce&laible operating leases that expire at variousgiop to 2002. The facility leases require
the Company to pay for all normal maintenance cdsts lease for the primary facility in Santa Clareludes an option to extend the lease
for an additional five-year period.

Future minimum rental payments under these legs€ee@mber 31, 1999 are as follows (in thousands):

2000, ..., $2,31 8
2001, 2,14 4
2002.....ccciiieiiieeee e 53 6
Total...coeeeeeeeeeeeeee e $4,99 8

Gross rental expense was approximately $2,652§00y7,000 and $2,492,000 for the years ended Deeedl, 1999, 1998 and 1997,
respectively. Offsetting rental expense for theéqar ending December 31, 1999, 1998 and 1997 wasase income of $238,000, $238,000
and $69,000, respectively.

Contingencies

In August 1993, Rockwell International Corporati{@Rockwell") sued the Federal government allegimfgingement of certain patent rights
with respect to the contracts the Federal governimas had with a number of companies, includingvat. The Federal government has
notified the Company that it may be liable in coctien with contracts for certain products from tempany's discontinued night vision
business. In the first quarter of 1997, Rockweititent in suit was held invalid. Rockwell appealeat decision, and in the second quarter of
1998, the appellate court reversed the holdingedlidity by the lower court and referred the miaktack to the lower court for trial. In
January 1999, a settlement was negotiated betvaedretderal government and Rockwell and approvetidogourt. Under the settlement, all
of Intevac's exposure related to government saleBrminated. Rockwell has not pursued any claeteted to non-governmental sales of the
products in question.
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8. EMPLOYEE BENEFIT PLAN

In 1991, the Company established a defined cortabuetirement plan with 401(k) plan features. Tit@n covers all United States
employees eighteen years and older. Employees ralig oontributions by a percentage reduction irr thedaries, not to exceed the
statutorily prescribed annual limit. The Companydemaontributions of $170,000, $204,000 and $174f60€he years ended December 31,
1999, 1998 and 1997, respectively. Administrativpemses relating to the plan are insignificant.

9. LONG-TERM DEBT

In 1996, the Company issued notes related to thehpge of Cathode. The notes bear interest at 5cedfpounded monthly and payable
quarterly. Principal payments on the note are ntpdeterly based on unit sales of the Cathode gpsttaces. Any remaining balance on the
notes on January 24, 2001 is due in full regarddésputter source sales.

10. CONVERTIBLE NOTES

During the first quarter of 1997, the Company coetgdl an offering of $57.5 million of its 6 1/2% Gentible Subordinated Notes (the
"Convertible Notes"), which mature on March 1, 20derest is payable to the note holders on eaaltM1st and September 1st. The notes
are convertible into shares of the Company's comstack at $20.625 per share. Expenses associatedheioffering of approximately $2.3
million have been deferred. Such expenses are lagnugtized to interest expense over the term ohdtes.

During 1999, the Company repurchased $16,255,@@@, ¥alue, of its Convertible Notes. The repurchasalted in a gain of $3,844,000 (net
of income taxes).

11. SEGMENT REPORTING
Segment Description

Intevac, Inc. has two reportable segments: equipirh 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 ff&mit highly sensitive detection in the short-wanfrared spectrum.

Included in corporate activities are general caapmexpenses, elimination of inter-segment reverthesquity in net loss of equity investee
(see Note 5) and amortization expenses relatedrtain intangible assets. Assets of corporate iievinclude unallocated cash and short-
term investments, deferred income taxes and cdr&ingibles and other assets.

Segment Profit or Loss and Segment Assets

The Company evaluates performance and allocatesnes based on profit or loss from operationsredfterest, other income and expense
and income taxes. The accounting policies of tpentable segments are the same as those desaribieglsummary of significant accounting
policies.
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Business Segment Net Revenues

1999 1998 1997

(IN THOUSANDS)

Equipment

Trade.....cooooveiiiecee e $36,008 $90,257 $129,559

Inter-segment..........cccvvveeeeveiieeeennnnnn. - 354 65

36,008 90,611 129,624

Photonics

Trade......cooeevviiieieeiec e 6,954 5,718 3,648
Corporate activities..........ccccveeericieeeenne - (354) (65)

Total...ooerieiiee e $42,962 $95,975 $133,207
Business Segment Profit & Loss
1999 1998 1997
(IN THOUSANDS)

EqQUipMent(1).....ccccovveieenienieeieieenen. .. $(16,667) $2,257 $22,501
PhOtONICS......ccvviiieieieeeeee .. (935) (125) (363)
Corporate activitieS(2).......ccccceeeeveeeeiennnnns .. (4,277) (2,584) (2,600)
Operating income (l0SS)........ccoovuvieeenninnnn. .. (21,879) (452) 19,538
Interest expense.. (3,711) (4,187) (3,581)
Interest income.........cccccceveeninns . . 2,100 2,832 2,270
Other income and expense, net.............cc.uee... .. 1,532 344 998
Income (loss) from continuing operations before

INCOME taXeS......cccvveieeieeiieeeiie e, .. $(21,958) $(1,463) $19,225

(1) Includes restructuring and other charge of 33 ,&nd $1,088 in 1999 and 1998, respectively.
(2) Includes restructuring and other charge of 32 ih 1999.
Business Segment Assets

1999 1998 1997

(IN THOUSANDS)

EqQUIPMENt.......cooiiiiiiiiiieeee e $29,871 $41,825 $57,726

PhotoniCS.......ccoiiiiiiiieiiiceie e 4,483 5,032 2,912

Corporate activitieS............coevvvevvvenenns 60,028 76,119 87,156
Total assetS......ccevveeiieeiinenns $94,382 $122,976 $147,794

Business Segment Property, Plant & Equipment

ADDITIONS 1999 1998 1997
(IN THOUSANDS)
Equipment(1)......ccccocvveivieeeiiieeciieeeeenn $4,230 $1,734  $5,499
Photonics.................. 794 1,015 406

Corporate activities...........cccceeerriieeeenne 278 149 754

Total additions.............c.ccveeeneee. $5,302 $2,898  $6,659

(1) Includes inventory transferred to fixed ase$t$1,942 and $567 in 1999 and 1997, respectively.
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DEPRECIATION 1999 1998 1997
(IN THOUSANDS)
EQUIPMENt(1).cooiiiiiiiiiiie e $2,808 $3,364 $2,108
PhOtONICS...cviiiiiiiiiiiiieeeeeeeee 512 328 301
Corporate activitieS......cccceeeeevevvvvcicee 485 308 179
Total depreciation........ccccceeeeeeeeee L $3,805 $4,000 $2,588

(1) Excludes amortization related to assets letsadhird party of $1,244 in 1998.
Geographic Area Net Trade Revenues

1999 1998 1997

(IN THOUSANDS)

United States........cccoceeeeviieeeeeeciieeee, .. $17,254 $44,983 $ 48,472
Far East......ccocveeeeeiieeecieiiiee e .. 25,372 49,050 84,729
Europe......... . . 234 391 3

Rest of World.........ccoeveiiiiiiiiiiiiiieen . 102 1,551 3

Total revenues........ccccccceevveeeen. .. $42,962 $95,975 $133,207

Major Customers

In 1999 Matsubo, the Company's Japanese distribB&@gate; and Lockheed Martin each accounted doe than 10% of the Company's
consolidated revenues and in aggregate account&®%6 of net revenues. In 1998 Matsubo, HMT Tecbgpland MMC Technology each
accounted for more than 10% of the Company's cataed revenues and in aggregate accounted forof 1tk revenues. In 1997 Matsubo,
HMT Technology and Trace Storage Technology eachwatted for more than 10% of the Company's conaatirevenues and in aggregate
accounted for 69% of net revenues.

12. SHAREHOLDERS' EQUITY

The Company's Articles of Incorporation authori8000,000 shares of Preferred Stock. The BoaRirettors has the authority to issue
Preferred Stock in one or more series and to fixtice, rights, preferences, privileges and resdris thereof, including dividend rights,
dividend rates, conversion rights, voting rightsnts of redemption, redemption prices, liquidatoeferences and the number of shares
constituting any series or the designation of serfes, without further vote or action by the shatéers.

Stock Option/Stock Issuance Plans

The Board of Directors approved the 1991 Stock @p8tock Issuance Plan (the "1991 Plan™) in 19% Maximum number of shares that
may be issued over the term of the 1991 Plan 862667 shares.

The 1991 Plan is divided into two separate comptméine Option Grant Program and the Stock IssuBnagram. Under the Option Grant
Program, the Company may grant either incentiveksoptions or nonqualified options or implementcitappreciation rights provisions at
the discretion of the Board of Directors. Exercikt option price, and other terms are determibgdhe Board of Directors, but the option
price shall not be less than 85% and 100% of tharfarket value for nonqualified options and indemtstock options, respectively, as
determined by the Board of Directors. Options gegdninder the 1991 Stock Option/Stock Issuance &kuimmmediately exercisable;
however, unexercised options and shares purchasedthe exercise of the options are subject tangsitver a five-year period. The
Company may repurchase shares that are not v&xtedshare, 7,169 shares and 10,002 shares weeetsidhjepurchase at December 31,
1999, 1998 and 1997, respectively.
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In 1995, the Board of Directors approved adoptibfi)dhe 1995 Stock Option/Stock Issuance Plae (1895 Plan") under which employees,
non-employee directors and consultants may be eplsstbck options to purchase stock or issued slo&isteck at not less than 85% of fair
market value on the grant/issuance date; anch@)BEmployee Stock Purchase Plan. The 1995 Plamasded in 1998, serves as the
successor equity incentive program to the Compd$@4 Plan. Upon adoption of the 1995 Plan, alteshavailable for issuance under the
1991 Plan were transferred to the 1995 Plan. A3eazfember 31, 1999, 1,840,661 shares of common steckuthorized for future issuance
under the 1995 Plan. Options granted under the P#®@%are exercisable upon vesting and generadiiyoxeer a five-year period. Options
currently expire no later than ten years from thgedf grant.

Options to purchase 692,457, 481,551 and 374,68&shvere vested at December 31, 1999, 1998 ar d3pectively.

In the third quarter of 1998, the Company appraweexchange program that offered to each empldyeneld stock options granted
between August 19, 1996 and July 31, 1998, the ity to exchange their options for newly granséack options. The new option would
be for the same number of shares as originallytgdatbut the vesting period would start on the tth@ynew option was granted. This offer
was open for a two-week period of time. The exerpisce of the new option was set at the fair mavkéue of Intevac common stock on the
date each employee notified the Company of thaiepiance of the exchange offer during the periadv Ntock options were granted for a
total of 500,700 shares of common stock. The netooprices ranged from $6.250 to $8.375.

Pro forma information regarding net income and is@sper share is required by SFAS 123, which edgaires that the information be
determined as if the Company has accounted fenifgsloyee stock options granted subsequent to Dezreddh 1994 under the fair value
method of this Statement. The fair value for thesions was estimated at the date of grant usiBigek-Scholes multiple option pricing
model with the following weighted average assumpifor 1999, 1998 and 1997, respectively: risk-frdéerest rates of 6.15%, 4.66% and
5.46%; dividend yields of 0.0%, 0.0% and 0.0%; tititg factors of the expected market price of thempany's common stock of 0.855,
0.800 and 0.700; and a weighted-average expedtedflihe option of 0.25, 0.25 and 0.25 years bdyeeach respective vesting period.

The Black-Scholes option valuation model was degyatiofor use in estimating the fair value of tradptlons which have no vesting
restrictions and are fully transferable. In additioption models require the input of highly sulijgeassumptions including the expected
stock price volatility. Because the Company's erygdostock options have characteristics signifigaifferent from those of traded options,
and because changes in the subjective assumptonsaterially affect the fair value estimate, imagement's opinion, the existing models
do not necessarily provide a reliable single measiithe fair value of its employee stock options.

Under the 1995 Employee Stock Purchase Plan, asdeden 1999, (the "ESPP"), the Company is autkdrip issue up to 1,000,000 shares
of common stock to participating employees. Unterterms of the ESPP, employees can choose toupeieel10% of their annual base
earnings withheld to purchase the Company's constark. The purchase price of the stock is 85% efdlwver of the subscription date fair
market value and the purchase date fair markeevalpproximately 80% of eligible employees havetipgrated in the ESPP. Under the
ESPP, the Company sold 122,325, 150,819 and 143}¥8%®s to employees in 1999, 1998 and 1997, réagplgc As of December 31, 1999,
521,654 shares remained reserved for issuance threl&SPP. The Company does not recognize comp@msast related to employee
purchase rights under the Plan. To comply withpiteeforma reporting requirements of FAS 123, congadion cost is estimated for the fair
value of the employees' purchase rights using thekBScholes model with the following assumptiooisthose rights granted in 1999, 1998
and 1997, respectively: risk-free interest rate5.68%, 4.68% and 6.10%; dividend yield of 0.09%9%0.and 0.0%; expected volatility of
0.855, 0.800 and 0.700; and an expected life & $e@rs, 1.98 years and 0.78 years (the offeringgends July 31,
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INTEVAC, INC.

2001 for the subscription period that began in A1di999). The weighted average fair value of thmsehase rights granted in 1999, 1998

and 1997 were $2.94, $5.37 and $6.48, respectively.

Had compensation cost for the Company's stock-besegensation plans been determined based onithafae at the grant dates for

awards under those plans consistent with the meth&FAS 123, the Company's net income and earmiagshare would have been reduced
to the pro forma amounts indicated below:

A summary of the Company's stock option activity aslated information for the years ended Decertidollows:

WEIGHTED-A
OPTIONS EXERCISE

Outstanding -- beginning of

VT 1,599,762 $6.92

Granted..... ... 399,100 4.70

Exercised.. ... (26,497) 1.45

Forfeited................ (475,995) 8.82
Outstanding -- end of

year....ocoeeennnnns 1,496,370 5.82
Exercisable at end of

Vel .icoviiiiieaiieaans 797,470 $5.81
Weighted-average fair value

of options granted during

the year................. $2.64

1998

(IN THOUSANDS, EXCEPT PER SHARE DATA)

1999 1998
$(11,343)  $(1,491)
$ (0.96) $(0.12)
$ (0.96) $(0.12)

VERAGE
PRICE OPTIONS

WEIGHTED-AVERAGE

EXERCISE PRICE

1,573,713
713,700
(39,350)

(648,301)

1,599,762

$8.77
7.16
3.22
11.90

6.92

715,072 $5.98

$3.86

1,265,942
448,000
(37,728)
(102,501)

1,573,713

748,378

WEIGHTED-AVERAGE
EXERCISE PRICE

$7.91
12.38

16.05
8.77

$5.79

$6.14

OUTSTANDING AND EXERCISABLE BY PRICE RANGE AS OF DE CEMBER 31, 1999

OPTIONS OUTSTAN

NUMBER

OUTSTANDING AS OF WEIGHTED AVE

RANGE OF DECEMBER 31, REMAINING
EXERCISE PRICES 1999 CONTRACTUAL
$0.150--$ 2.175 151,373 4.19 yrs
$3.813 - $3.813 195,800 9.92 yrs
$4.500 -- $ 5.375 155,100 9.37 yrs
$6.000 -- $ 6.000 371,158 5.61 yrs
$6.063 -- $ 6.625 304,620 8.71 yrs
$6.750 -- $11.625 302,319 7.52 yrs
$15.125 - $21.250 16,000 6.43 yrs
$0.150 -- $21.250 1,496,370 7.45 yrs

DING

OPTIONS EXERCISABLE

RAGE  WEIGHTED

NUMBER

EXERCISABLE AS OF

AVERAGE DECEMBER 31,
LIFE EXERCISE PRICE 1999

$1.50 151,373

$3.81 0 $0

$5.36 15,000

$6.00 371,158

$6.50 73,160

$7.81 173,879

$20.87 12,900

$5.82 797,470
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13. INCOME TAXES
The provision for income taxes on income from awuitig operations consists of the following (in teands):

YEARS ENDED DECEMBER 31,

1999 1998 1997

Federal:

CUMENt it ... $(8,552) $ 630 $7,640

Deferred.......cccocvvieiveieiiiiiieiie, 843 (1,420) (2,274)
(7,709)  (790) 5,366

State:

(10 ¢ 1T o | R 2 124 1,655

Deferred........ccooviveiveieiiiiiieieie, .. (637) (216) (293)
(635) (92) 1,362

Total.....oooociieieeeeeeeee .. $(8,344) $ (882) $6,728

The tax benefits associated with exercises of nalifipd stock options and disqualifying dispositsoof stock acquired through the incentive
stock option and employee stock purchase plansestixes currently payable for 1999, 1998 and EH393hown above by $22,000, $120,
and $273,000, respectively. Such benefits are te@dd additional paid-in capital when realized.

Deferred income taxes reflect the net tax effettemporary differences between the carrying amoohassets and liabilities for financial
reporting purposes and the amounts used for in¢armpurposes. Significant components of the Comigadsferred tax assets computed in
accordance with SFAS 109 are as follows (in thodspan

DECEMBER 31,

1999 1998
Deferred tax assets:
Vacation accrual...... $ 309 $ 430
Warranty reserve. 333 838
Bad debt reserve...........ccoecevviiiieenen. 713 678
Inventory valuation........ccccceveeeeeveveeneees L 1,981 4,122
ReStruCturing.....ccvvevvevveveneeeeeieieeeeeeee 1,001 130
AMT credit carry-forward.........coccoveeeeeeeee. Ll 1,641 669
State NOL carry-forward.........ccoccevvvceeeee. L 592
[ 43T 1,581 1,527
Total deferred tax assets........cceeeee. L. $8,151 $8,394
Deferred tax liabilities:
Other individually immaterial items.............. ... $ 429 $ 181
Total deferred tax liabilities........... . ... $ 429 $ 181
Net deferred tax assets.......cccoceevvveveceeeees L $7,722  $8,213

The State NOL carry-forward expires in 2004 if pogviously utilized. The AMT credit carry-forwards not expire.
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A reconciliation of the income tax provision ondmee from continuing operations at the federal stayurate of 35% to the income tax
provision at the effective tax rate is as followsthousands):

YEARS ENDED DECEMBER 31,

Income taxes computed at the federal statutory rate ... $(7,685) $(512) $6,729
State taxes (net of federal benefit).............. .. (413) (60) 885
Foreign Sales Corporation benefit.........c.........~ .. - (114) (840)
Tax exempt iNCOMEe......ccovvviveiiiiiieeeeeeeeee (467) (788) (700)
Goodwill amortization.......ccccccovccvveevieeeeee 366 419 463
Other..iiiiiii e (245) 173 191
Totaloeiciiiie e $(8,344) $(882) $6,728

14. RESEARCH AND DEVELOPMENT COST SHARING AGREEMERST

The Company entered into an agreement with a Japarmnpany to perform best efforts joint researchdevelopment work. The nature of
the project is to develop a glass-coating machortgetused in the production of flat panel displayse Company was funded for one-half of
the actual costs of the project up to a ceilin§®#50,000. At December 31, 1999, the Company &egived the entire amount under the
contract. Qualifying costs of approximately $1,480, $1,706,000 and $3,916,000 for the years eBeéegmber 31, 1999, 1998, and 1997,
respectively, were incurred on this project, resglin offsets against research and developmens cdspproximately $736,000, $1,410,000
and $1,300,000 in 1999, 1998 and 1997, respectivalyf December 31, 1999, $8,896,000 of the adwdwacl been applied to qualifying
costs.

Upon completion of the research and developmenkwbsuccessful, each party will receive certaiamafacturing and marketing rights for
separate regions of the world. The agreement alé®for certain royalty payments by each partthother party, based on production and
sales. The royalty rate will be 5% for each party.

15. RESTRUCTURING AND OTHER

During the fourth quarter of 1999, the Company aeld@ plan to discontinue operations at its RPGiielogies, Inc. electron beam
processing equipment subsidiary and to close Rfa€ilgy in Hayward, California. Twenty-two emploge out of the Company's staff of
contract and regular personnel will be terminated sesult. The Company incurred a charge of $1088%related to this plan. The significant
components of this charge include $679,000 forritwmey write-downs which were charged to cost oésa$264,000 for fixed asset writéfs,
$200,000 for closure of the facility, $163,000 &onployee severance costs, $161,000 for futurediembn the facility and $152,000 for write-
off of intangibles. As of December 31, 1999, apjmately $679,000 of inventory had been written dp$t52,000 of intangibles had been
written off and $788,000 remained in other accriggullities related to the other items of the rasturing.

During the third quarter of 1999, the Company addn expense reduction plan that included closimegof the buildings at its Santa Clara
facility and a reduction in force of 7 employees oithe Company's staff of contract and regulaspenel. The reductions took place at the
Company's facilities in Santa Clara, CaliforniaeT®ompany incurred a charge of $2,225,000 relatdidet expense reduction plan. The
significant components of this charge included $803 for future rent due on the building (net opested sublease income), $160,000 for
costs associated with operating the building thioMigy 2000, $580,000 for the write-off of leasehimiphrovements and $584,000 for
moving out of the building. As of December 31, 1988proximately $179,000 had been spent movingbtlte building, $167,000 had been
spent on rent due on the facility, $93,000 of fixadets had been written off, $52,000 had beert spavperating costs and $20,000 in
termination benefits had been paid out to affeetmgloyees. In the fourth quarter of 1999,
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$97,000 of the restructuring reserve was reversedda lower than expected costs on the closureeofacility, leaving a balance of
$1,617,000 in other accrued liabilities at Decenifer1999.

During the first quarter of 1999, the Company inmpésited a reduction in force of 17 employees oth@fCompany's staff of contract and
regular personnel. The reductions took place aCibvapany's facilities in Santa Clara, CaliforniaeTCompany incurred a charge of
$115,000 related to severance costs for the atfemtgloyees. As of December 31, 1999, all of thesece had been paid.

During the third quarter of 1998, the Company impd&ited a reduction in force of 27 employees othefCompany's staff of contract and
regular personnel. The reductions took place aCibrapany's facilities in Santa Clara, CA; Haywdad,; Singapore; and Taiwan. The
Company incurred a charge of $71,000 related tersexe costs for the affected employees.

During the first quarter of 1998, the Company addpn expense reduction plan that included a rexfuict force of 90 employees out of the
Company's staff of contract and regular personitet. reductions took place at the Company's fagdlith Santa Clara, CA; Los Gatos, CA;
Rocklin, CA; and Taiwan. Additionally, the Compamgfocated its RTP Operation from Rocklin to the @amy's Santa Clara headquarters
and closed the Rocklin facility. The Company inedra charge of $1,164,000 related to the expemlsetien plan. The significant
components of this charge included $290,000 fosurie of the Rocklin facility, $462,000 for the bade of the rent due on the lease for such
facility and $392,000 for employee severance c@itssure of the facility was completed in the setgoarter of 1998. In the fourth quarte
1998, $147,000 of the restructuring reserve wasrsed due to lower than expected costs incurrédenlosure of the Rocklin facility. In the
first quarter of 1999, the Company negotiated aly éarmination of its lease commitment in Rocki®A, which resulted in the Company
reversing the remaining $132,000 of the restrustureserve.

16. QUARTERLY CONSOLIDATED RESULTS OF OPERATIONSNAUDITED)

THREE MONTHS ENDED

MARC H 27, JUNE 26, SEPTEMBER 25, DECEMBER 31,
19 99 1999 1999 1999

(IN THOUSANDS, EXCEPT FOR PER SHARE DATA)
Net sales.......cccocvreriiniieniennns $11 , 749 $10,270 $13,822 $7,121
Gross profit......ccccveeeeeeeieiciiinnnns 993 180 1,499 559
Net income (loss)...... (2 ,985)  (2,698) (376) (3,711)
Basic earnings per share. e B( 0.25) $(0.23) $(0.03) $(0.32)
Diluted earnings per share................... ( 0.25) (0.23) (0.03) (0.32)

THREE MONTHS ENDED

MARC H 28, JUNE 27, SEPTEMBER 26, DECEMBER 31,
19 98 1998 1998 1998
(IN THOUSANDS, EXCEPT FOR PER SHARE DATA)

Net sales.......coovveviiiiiiieiiieee. $34 ,235  $35,801 $14,657 $11,282
Gross profit......cccceeevcieeeeiiiineeen. 10 ,661 9,043 3,964 590
Net income (I0SS).......uvvvveveeiereenennnn. 2 ,262 2,217 (463) (3,592)
Basic earnings per share..................... $ 019 $ 0.18 $(0.04) $(0.30)
Diluted earnings per share................... 0.18 0.18 (0.04) (0.30)
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
Not Applicable.

PART IlI
ITEM 10. DIRECTORS AND OFFICERS OF THE REGISTRANT

The information required by this item relating e tCompany's directors and nominees and discloslagng to compliance with Section 16
(a) of the Securities Exchange Act of 1934 is ideldi under the captions "Election of Directors" &@dmpliance with Section 16(a) of the
Securities Exchange Act of 1934" in the Companyts{ Statement for the 2000 Annual Meeting of Shatgers and is incorporated herein
by reference. The information required by this iteriating to the Company's executive officers aeg &mployees is included under the
caption "Executive Officers and Directors" undentt4 in

Part | of this Annual Report on Form 10-K.
ITEM 11. EXECUTIVE COMPENSATION

The information required by this item is includeter the caption "Executive Compensation and Retlatirmation” in the Company's
Proxy Statement for the 2000 Annual Meeting of 8halders and is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The information required by this item is includetter the caption "Ownership of Securities" in tl@pany's Proxy Statement for the 2000
Annual Meeting of Shareholders and is incorpordieetin by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information required by this item is includetter the caption "Certain Transactions" in the Cany{s Proxy Statement for the 2000
Annual Meeting of Shareholders and is incorporéteetin by reference.

PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K
(a) List of Documents filed as part of this Ann&adport on Form 10-K.
1. The following consolidated financial statemesfténtevac, Inc. are filed in Part I, Item 8 oigiReport on Form 10-K:

Report of Ernst & Young, LLP, Independent Auditors

Consolidated Balance Sheets -- December 31, 19994998

Consolidated Statements of Income and Compreheisieene for the years ended December 31, 1999, 4868.997
Consolidated Statements of Shareholders' Equitthfoyears ended December 31, 1999, 1998 and 1997
Consolidated Statements of Cash Flows for the yaaded December 31, 1999, 1998 and 1997
Notes to Consolidated Financial Stateme-- Years Ended December 31, 1999, 1998 and 1997
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2. Financial Statement Schedules.

The following financial statement schedule of Ir@eyinc. is filed in

All other schedules have been omitted since theired) information is not present in amounts sudfitito require submission of the schedule

Part IV, Item 14(a) of this Annual Report on ForfH:

Schedule Il -- Valuation and Qualifying Accounts

or because the information required is includeth@éconsolidated financial statements or notestber

3. Exhibits

EXHIBIT
NUMBER DESCRIPTION

*3.1 Amended and Restated Articles of Incorpor
Registrant
*3.2 Bylaws of the Registrant

***4.2 Indenture, dated as of February 15, 1997,
Company and State Street Bank and Trust C
California, N.A. as Trustee, including th
Convertible Notes

*10.1 The Registrant's 1991 Stock Option/Stock

*10.2 The Registrant's 1995 Stock Option/Stock
amended

*10.3 The Registrant's Employee Stock Purchase

*10.5 Lease, dated May 26, 1994 regarding the s
3550, 3560, 3570 and 3580 Basset Street S
California, as amended

*10.8 601 California Avenue LLC Limited Liabili
Agreement, dated July 28, 1995

*10.9 The Registrant's 401(k) Profit Sharing Pl

*10.11 Stock Sale Agreement, Note Secured by Sto
and Stock Pledge Agreement by and between
Paul Colombo, dated August 24, 1994, as a

**10.13 Stock Purchase Agreement by and among Lot

Inc., Lewis Lipton, Dennis Stark, Steve R
Inc., dated June 6, 1996
21.1 Subsidiaries of the Registrant
23.1 Consent of Ernst & Young LLP, Independent
24.1 Power of Attorney (see page 46)
27.1 Financial Data Schedule

ation of the

between the
ompany of
e form of the

Issuance Plan
Issuance Plan, as

Plan, as amended
pace located at
anta Clara,

ty Operating

an

ck Pledge Agreement
Intevac, Inc. and
mended

us Technologies,
omine and Intevac,

Auditors

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

** Previously filed as an exhibit to the RegistmatiStatement on Form S-1

(No. 333-05531)

*** Previously filed as an exhibit to the Registim@t Statement on Form S-3

(No. 333-24275)
(b) Reports on Form 8-K
No reports on Form-K were filed during the last quarter of the fisgahr covered by this Annual Report on Form 10-K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized, on March 3, 2000.

INTEVAC, INC.

By: /'s/ CHARLES B. EDDY |11

Charles B. Eddy, 11
Vi ce President, Finance and
Admi ni stration,
Chi ef Financial Oficer, Treasurer
and Secretary
(Principal Financial and Accounting
O ficer)

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each pemsbose signature appears below constitutes amargpNorman H. Pond
and Charles B. Eddy IIl, and each of them, asrhis and lawful attorneys-in-fact and agents, withgower 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 eachesnhf full power and authority to do and
perform each and every act and thing requisitere@éssary to be done in connection therewith, lastéuall 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 dongitiye hereof.

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of
the Registrant and in the capacities and on thesdatlicated.

SIGNATURE TITLE DATE
/sl NORMAN H. POND Chairman of the Board, President and March 3, 2000
Chief Execut ive Officer (Principal
(Norman H. Pond) Executive Of ficer)
/sl CHARLES B. EDDY Il Vice Preside nt, Finance and March 3, 2000
Administrati on, Chief Financial
(Charles B. Eddy III) Officer Trea surer and Secretary
(Principal F inancial and Accounting
Officer)
/sl EDWARD DURBIN Director March 3, 2000

(Edward Durbin)

/sl ROBERT D. HEMPSTEAD Director March 3, 2000

(Robert D. Hempstead)

/s/ DAVID N. LAMBETH Director March 3, 2000

(David N. Lambeth)

/sl H. JOSEPH SMEAD Director March 3, 2000

(H. Joseph Smead)
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SCHEDULE II -- VALUATION AND QUALIFYING ACCOUNTS

BALANCE AT
BEGINNING

DESCRIPTION OF PERIOD

Year ended December 31, 1997:
Deducted from asset accounts:
Allowance for doubtful
ACCOUNTS......eeevuveeiireenns $1,024,441
Year ended December 31, 1998:
Deducted from asset accounts:
Allowance for doubtful
ACCOUNTS......ceevvveeiirennns $1,504,600
Year ended December 31, 1999:
Deducted from asset accounts:
Allowance for doubtful
ACCOUNtS......eeevvveeiireanns $1,629,348

INTEVAC, INC.
ADDITIONS
CHARGED TO
CHARGED TO  OTHER BALANC
COSTS AND ACCOUNTS -- DEDUCTIONS - END

EXPENSES DESCRIBE DESCRIBE(1) OF PER

$515,473  $25,000(2) $60,314 $1,504

$246,038 $ O $121,290  $1,629

$151,802 $ O $68,704  $1,713

(1) Typically includes write-offs of amounts deemeattollectible.

(2) Balance assumed in the acquisition of R

EAT

10D

,600

,348

,076



EXHIBIT INDEX

EXHIBIT
NUMBER DESCRIPTION

*3.1 Amended and Restated Articles of Incorpor
Registrant
*3.2 Bylaws of the Registrant
***4.2 Indenture, dated as of February 15, 1997,
Company and State Street Bank and Trust C
California, N.A. as Trustee, including th
Convertible Notes
*10.1 The Registrant's 1991 Stock Option/Stock
*10.2 The Registrant's 1995 Stock Option/Stock
amended
*10.3 The Registrant's Employee Stock Purchase
*10.5 Lease, dated May 26, 1994 regarding the s
3550, 3560, 3570 and 3580 Basset Street S
California, as amended
*10.8 601 California Avenue LLC Limited Liabili
Agreement, dated July 28, 1995
*10.9 The Registrant's 401(k) Profit Sharing PI
*10.11 Stock Sale Agreement, Note Secured by Sto
and Stock Pledge Agreement by and between
Paul Colombo, dated August 24, 1994, as a
**10.13 Stock Purchase Agreement by and among Lot
Inc., Lewis Lipton, Dennis Stark, Steve R
Inc., dated June 6, 1996
21.1 Subsidiaries of the Registrant
23.1 Consent of Ernst & Young LLP, Independent
24.1 Power of Attorney (see page 46)
27.1 Financial Data Schedule

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

** Previously filed as an exhibit to the RegistmatiStatement on Form S-1

(No. 333-05531)
*** Previously filed as an exhibit to the Registiat Statement on Form S-3

(No. 335-24275)
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EXHIBIT 21.1
SUBSIDIARIES OF THE REGISTRANT
. Lotus Technologies, Inc. -- California
. Intevac Foreign Sales Corporation -- Barbados
. Intevac Asia Private Limited -- Singapore
. Intevac GmbH -- Germany
. Intevac Malaysia Sdn Bhd -- Malaysia

. RPC Technologies, In-- California



EXHIBIT 23.1
CONSENT OF ERNST AND YOUNG LLP, INDEPENDENT AUDITOR S

We consent to the incorporation by reference inRbgistration Statements (Form S-8 Nos. 33-99638;65421 and 333-95629) pertaining
to the 1995 Stock Option/Stock Issuance Plan amdethployee Stock Purchase Plan and in the Registr&tatement (Form S-3 No. 333-

24275) of Intevac, Inc. of our report dated Janudry2000, with respect to the consolidated finalnsiatements and schedule of Intevac, Inc.
included in the Annual Report (Form 10-K) for themy ended December 31, 1999.

'S/ ERNST & YOUNG LLP

San Jose, California

March 7, 2000



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE CONSOLIDATED BALANCE
SHEET AT DECEMBER 31, 1999 AND THE CONSOLIDATED STEMENT OF INCOME FOR THE YEAR ENDED DECEMBER 31,
1999 AND IS QUALIFIED IN ITS ENTIRETY BY REFERENCEO SUCH FINANCIAL STATEMENTS.

MULTIPLIER: 1000

PERIOD TYPE YEAR
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199!
PERIOD END DEC 31 199
CASH 329t
SECURITIES 3760(
RECEIVABLES 7457
ALLOWANCES 171z
INVENTORY 1596¢
CURRENT ASSET¢ 7315(
PP&E 2445¢
DEPRECIATION 1208:
TOTAL ASSETS 9438:
CURRENT LIABILITIES 21571
BONDS 4316:
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 1817(
OTHER SE 1145
TOTAL LIABILITY AND EQUITY 9438:
SALES 4296
TOTAL REVENUES 4296
CGS 4041(
TOTAL COSTS 4041(
OTHER EXPENSE¢ 2427¢
LOSS PROVISION 152
INTEREST EXPENSE 3711
INCOME PRETAX (21958
INCOME TAX (8344
INCOME CONTINUING (13614
DISCONTINUED 0
EXTRAORDINARY 384¢
CHANGES 0
NET INCOME (9770
EPS BASIC (0.83
EPS DILUTED (0.83
End of Filing
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