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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

(Mark One)
4| ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF

1934

For the fiscal year ended December 31, 20(

or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF

1934

For the transition period from to

Commission file number 0-26946
INTEVAC, INC.
(Exact name of registrant as specified in its cegrt
California 94-3125814
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization Identification No.)
3560 Bassett Stree
Santa Clara, California 95054
(Address of principal executive office, includirig Zode)
Registrant’s telephone number, including area code:
(408) 986-9888
Securities registered pursuant to Section 12(b) die Act: None
Title of each class Name of each Exchange on which registere

none none

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

Indicate by check mark whether the registréijthas filed all reports required to be filed®gction 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was requodile such reports), and (2) has been
subject to such filing requirements for the pastlag@s. YesV No O

Indicate by a check mark if disclosure of delient filers pursuant to Item 405 of RegulatioK &-not contained herein, and will not be
contained, to the best of registrant’s knowledgealdfinitive proxy or information statements incorgted by reference in Part Il of this
Form 10-K or any amendment to this Form 10{H.

Indicate by check mark whether the registrsiain accelerated filer (as defined in Rule 12l§-the Exchange Act). YeE&l No M

The aggregate market value of voting stockl gl non-affiliates of the Registrant, as of JuBeZD02 was approximately $11,299,000
(based on the closing price for shares of the Regits Common Stock as reported by the NASDAQ diwtl Market System for the last
trading day prior to that date). Shares of CommimeiSheld by each executive officer, director, &wtHer of 5% or more of the outstandi



Common Stock have been excluded in that such persay be deemed to be affiliates. This determinaticaffiliate status is not necessarily a
conclusive determination for other purposes.

On February 20, 2003 12,179,378 shares dR#gistrant’s Common Stock, no par value, were antihg.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s Proxy Statement for tie 2003 Annual Meeting of Shareholders are incorpotad by reference into Part
lll. Such proxy statement will be filed within 120days after the end of the fiscal year covered by if Annual Report on Form 10-K.
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This Annual Report on Form 10-K contains forwardkimg statements, which involve risks and uncetiessn Words such as “believes,”
“expects,” “plans,” “anticipates” and the like inditate forwardlooking statements. These forward looking statesnieictude comments relat
to projected customer requirements for new capawity technology upgrades for our installed basthof-film disk manufacturing equipment
and the ability of our products to meet these regmaents; the timing of delivery and/or acceptantew backlog for revenue; the expected
features, performance and competitive advantagesasfucts we are developing including LIV®, low light level sensors and cameras,
Threat Detection and Identification Systems and MIDB upgrade systems; and the cost of complying gavernment regulations. Intevac’s
actual results may differ materially from the rasuliscussed in the forward-looking statementsafeariety of reasons, including those set
forth under“Certain Factors Which May Affect Future OperatiRgsults.”

PART |
Item 1. Business
Overview
Intevac, Inc.’s businesses are organizedthrie divisions:

Equipment Products Division (“EPD”) — EPD desigmanufactures and sells complex capital equipmesd ts manufacture
products such as tt-film disks for hard disk drives and flat panel dagys.

Photonics Technology Divisiol"PTD”) — PTD is developing extreme low light level sensceneras and systems for sale to mili
and government marke!

Commercial Imaging Division (“CID") — CID is devghing commercial cameras and systems based on Rhibdegy.

Systems sold by the Equipment Products Duwigpreviously referred to as the Memory and Fhaid? Display Divisions) are used to
deposit highly engineered thin-films of materialasubstrate. Products manufactured with thesemgsinclude disks for computer hard disk
drives and flat panel displays for use in consuebectronics products. These systems generallg@atdroprietary manufacturing techniques
processes and operate under high levels of vaclibensystems are designed for high-volume continogesation and use precision robotics,
computerized controls and complex software progremislly automate and control the production pssceEPD recorded sales of
$27.1 million in 2002, a decrease from $42.7 millio 2001 as a result of lower sales of flat patigblay manufacturing equipment. EPD’s
rapid thermal processing product line, which actedrior $7.1 million of EPD’s 2002 sales, was soldPhoton Dynamics of San Jose,
California in November 2002 for $20 million, whigficludes $2 million held in escrow. Release ofdékerow is contingent upon the occurre
of certain conditions.

The Photonics Technology Division is devetgpelectro-optical sensors, cameras and systermpéhait highly sensitive detection of
photons in the visible and infrared portions of spectrum. Products include LIVAR® systems for déta and positive target identification at
long range and extreme low light level sensorsaarderas for use in military applications. PTD s#tedate consist primarily of contract
research and development and prototype productietliby the US government. PTD sales decreased@md@ion in 2002 from $8.8 million
in 2001 due to a lower level of research and dgraknt contract funding in 2002.

The Commercial Imaging Division (formerly thrgensified Imaging Division) was formed in Jul§@® with the charter of developing
products based on PTD technology for sale to comiaenarkets. To date CID’s activities have coredsdf market and product development,
and accounted for $1.7 million, or 9%, of Inteva2302 operating expenses. CID also assumed regilapgrom PTD for activities related to
the development of photodiodes for use in high-dgieer optic systems. Further development of th@sstodiodes, which accounted for
$0.5 million of CID’s 2002 operating expenses, waspended at the end of 2002 due to weak markeitmos in the telecommunications
industry.
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We were incorporated in October 1990 in @atifa. Our principal executive offices are locaz®560 Bassett Street, Santa Clara,
California 95054, and our phone number is (408)-9888. Our Internet home page is locatednatv.intevac.comhowever the information i
or that can be accessed through, our home page part of this report. Our annual report on Fo®rKl quarterly reports on Form 10-Q,
current reports on Form 8-K, and amendments to sejobrts are available, free of charge, on or thhoour Internet home page as soon as
reasonably practicable after we electronically $ileeh material with, or furnish it to, the Secwastiand Exchange Commission.

Equipment Products Division
Description of Business

The thin-film disk deposition equipment portiof the Equipment Products Division was acqufreth Varian Associates of Palo Alto,
California in 1991. EPD developed a system, the MIBB, for the deposition of magnetic films and potive overcoats onto thin-film disks
used in computer hard disk drives (“HDD’s”). The IRE250 gained wide acceptance and by the late 19@f8seing used in the manufacture
of approximately half of the disks used in HDD’sndwide. Sales of new MDP-250 systems peaked irv 29 fell to zero by the middle of
1998 as the result of excess disk production capegales of MDP-250 systems for use in manufacturemained depressed until the second
half of 2002 when we received orders for 2 MDP-28tems, which we delivered and recorded as revier2@02. Since the middle of 1998,
our disk manufacturing equipment revenues havdtessprimarily from the sale of R&D systems andhtealogy upgrades, parts and service
for the installed base of MDP-250 systems. We belidat there are approximately ninety MDP-250's@utly in use in production and R&D
applications. We have sold both new and used MDPs®5Stems in varying configurations at prices ragdrom $1 million to greater than
$3 million.

The disk manufacturing industry has now ctidated into a small number of large manufacturérs. believe the majority of our active
customers now utilize most of their capacity arat there is significant potential for these custmsmie both resume adding capacity and to
upgrade the technical capability of their installetse to permit production of high density disksderpendicular recording rather than the
current longitudinal technology. However, we aré¢ aldle to accurately predict when our customershegin placing significant equipment
orders again, or if they will place those orderthwis, and this subjects Intevac to extreme uniogytan projecting our 2003 revenue.

During 2002 EPD also offered two types ofdarcts for sale for use in the manufacture of feed displays (“FPD’s”):
D-STAR® systems, which are used to apply -films onto substrate:

Rapid thermal processing systems, which are useldange the properties of a previously applied-fitim by thermally processing it
at temperatures that would otherwise distort otrdgghe underlying glass substre

During 2002 EPD recognized $0.1 million ineaue from the sale of D-STAR® parts. As of Decengde 2002 EPD had installed
upgrades on five D-STAR® systems installed in 2804 installed one new D-STAR§ystem at customer factories in Japan, which haget
been accepted by the customer or recognized de Bys&PD. These systems accounted for $9.9 miblicthe inventory and $11.1 million of
the backlog of orders we reported at December 3022EPD recognized $7.1 million of revenue in 260@2n the sale of rapid thermal
processing systems, prior to the sale of the réq@mal processing product line to Photon Dynarmidsovember 2002.

Deposition Equipment for Disk Manufacturing

Intevac has delivered approximately 112 ME®-g2isk manufacturing systems to customers inctuéinji Electric, Fujitsu Limited,
Hitachi, Komag, Maxtor, Mitsubishi, Nippon Sheet&4, Seagate Technology, Sony and Trace Storadgdlegy. Intevac’s systems are used
by disk manufacturers to apply thin layers of udats, magnetic alloys and protective overcoathss used in computer hard disk drives.
We
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believe that Intevac systems are used to manutepproximately half the worldwide supply of thelsgks. The mechanical design of the
MDP-250 family has characteristics similar to thester tools widely used in semiconductor manufiactuin that each of the twelve process
stations is separately vacuum pumped and vacudatéso The MDP-250 does not require a carrier depe transport disks through the
system. Rather, disks are automatically loadedthcsystem from cassettes, processed, and thematitally returned to the cassette. Intevac
offers a number of process station options, inciganultiple options for the deposition of thin-fénand carbon overcoats, heating stations,
cooling stations and cleaning stations. Furthernibrese twelve process stations can be easily figooad to accommodate process changes.

The rapid increase in areal density in compotemory storage is requiring the thin-films defgasby our MDP-250 series of equipment to
become more complex. This complexity and new teldgies such as perpendicular recording, are leatinige need for both new process
capabilities and a need for more than twelve pmsetions. To answer the need for more processrsdalntevac introduced the MDP-200
series of equipment, a modular add-on system tlatsamanufacturers to seamlessly integrate aduifiprocess stations onto their MDP-

250 system. The MDP-200 provides the capabilitpriicess disks through process stations serially parallel, giving manufacturers
flexibility to integrate process steps with diffatgorocess times. Intevac has also developed @ su#tystem upgrades (MDP-250B+ upgrades)
that allow manufacturers to upgrade the vacuuml lepeed and control systems of their installeclifdMDP-250 systems.

We have started development on a second gmestand-alone MDP-200, which is being develdjpedole compatible with existing media
technology and next generation perpendicular miedianology.

Deposition Equipment for Flat Panel Display hdacturing

The manufacture of several types of flat pdisplays, such as active matrix liquid crystapays, require the deposition of tHilm layers
of different materials onto a glass substrate vistés D-STAR® sputtering systems are designed tformly coat thinfilms on substrates up
approximately one-meter square. Deposition mateimalude metals such as aluminum and chromiund(aseconductors), silicon (for
transistor applications), indium tin oxide (usedhasansparent conductor) and complex oxides oérie$ such as magnesium and tantalum.
Process modules are positioned around a centrdlihgmodule designed to provide high throughpuyt.tt four back-to-back modules, each
containing two vacuum isolated chambers, can laelsd directly to the central handler unit. Addiibback-to-back modules may also be
attached in series to provide further processiiéity§ and capacity. Typically one or two modulee @evoted to load/unload and the remaining
positions are configured as dedicated proces®statSubstrates are loaded into the system by aotol then held on edge in a vertical
orientation as they are processed. Vertical sulestrandling allows for a relatively small systerotfrint, optimizes particulate control and
reduces flexing of the substrate.

Rapid Thermal Processing Equipment for Flabh&eDisplay Manufacturing

Intevac sold its rapid thermal processingTFR) product line to Photon Dynamics in Novembe®20These RTP systems are used to
rapidly modify the characteristics of thin-filmsmiesited on glass substrates used in the manufaatdieg panel displays. The RTP systems
employ rapid transient heating, which provides Ipa@st of ownership and higher throughput as coeg#w furnace and laser processing
techniques. The RTP systems are typically usethfoffilm activation after ion implant in the maracture of low temperature polysilicon
displays. Intevac’s RTP system customers includet/8, Sharp, Sony, Toppoly, ERSO and a joint ventdirSony and Toyota.

Electron Beam Processing Equipment

In December 1999, Intevac implemented a fdaerminate its electron beam product line. Tlanphcluded the delivery of the
three electron beam systems on order, closureedfittyward facility where the systems were manufactand a $1.6 million charge related to
the plan. In March 2000, we sold the electron bbasiness to Quemex Technology, Ltd. and Quemexrasuesponsibility for Intevac’s
Hayward
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facility. Intevac retained rights to the three gyss on order, which were subsequently sold dur@@iznd 2001.
Distribution

Domestic equipment sales are made by EPDéstdsales force. International sales are maderdih EPD'’s direct sales force, or by
distributors and representatives that provide ses/such as sales, installation, warranty and swestsupport. Intevac also has a subsidiary in
Singapore to support EPD’s customers in Southesist Ahrough the second quarter of 2000, we madkete flat panel manufacturing
equipment to the Far East through its Japaneseyjeirture, IMAT. During the third quarter of 20Qftévac and its joint venture partner,
Matsubo, transferred IMAT'’s activities and employée Matsubo, which became a distributor of EPHsfanel products, and shut down the
operations of IMAT.

The selling process for EPD’s products isudtirlevel and longterm process involving individuals from marketieggineering, operation
customer service and senior management. The prooesges making samples for the prospective custoamd responding to individual ne:
for moderate levels of machine customization. llistaand integrating new equipment requires a ®rigl investment by a customer. Sale
EPD'’s systems depend, in significant part, upordénsion of a prospective customer to replace lebsequipment or to increase
manufacturing capacity by upgrading or expandinigtarg manufacturing facilities or constructing nevanufacturing facilities, all of which
typically involve a significant capital commitmefitherefore, customers often require a significamhber of product presentations and
demonstrations before making a purchasing decigiooordingly, EPD’s systems typically have a lerygslales cycle, during which EPD may
expend substantial funds and management time dod @ith no assurance that a sale will result.

Competition

The principal competitive factors affectig tmarkets for EPD’s products include price, proghecformance and functionality, integration
and manageability of products, customer supportsgndice, reputation and reliability. EPD’s produekperience intense competition
worldwide from competitors including Anelva Corptiea, Ulvac Japan, Ltd. and Unaxis Holdings, L&ach of which have sold substantial
numbers of systems worldwide. Anelva, Ulvac andxigall have substantially greater financial, teéchh marketing, manufacturing and otl
resources than Intevac. There can be no assuttaatcERD’s competitors will not develop enhancemémtsr future generations of,
competitive products that offer superior price erfprmance features or that new competitors witlerder EPD’s markets and develop such
enhanced products.

Given the lengthy sales cycle and the sigaift investment required to integrate equipmettineé manufacturing process, Intevac believes
that once a manufacturer has selected a partisufgplier’s equipment for a specific applicatiorattmanufacturer generally relies upon that
supplier’s equipment and frequently will contingepurchase any additional equipment for that appbo from the same supplier.

Accordingly, competition for customers in the equagnt industry is intense, and suppliers of equigmeay offer substantial pricing
concessions and incentives to attract new custoargetain existing customers.

Backlog

EPD'’s backlog was $15.0 million and $26.5lionl at December 31, 2002 and December 31, 208pewrtively. Sales of RTP systems in
2002 and the sale of the rapid thermal processiodyzt line accounted for $7.4 million of the dexge. The balance of the decrease resulted
from a lower backlog of disk manufacturing equipméme majority of this backlog is scheduled folikry and/or acceptance during the first
half of 2003. $11.1 million of the backlog at Ded®mn 31, 2002 relates to a D-STAR® system and a eumbD-STAR® upgrades that are
installed at the customer’s site and undergoingl fimstallation and acceptance testing. The balafitiee backlog consists of parts and
upgrades for disk manufacturing equipment. Intémakudes in its backlog only those customer ordersvhich it has accepted signed purct
orders with assigned delivery dates. The equipmaqntirements of Intevac’s customers cannot be

4
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determined with accuracy, and therefore our backtagny certain date may not be indicative of fatdemand for Intevac’s products.
Customer Support

EPD provides process and applications suppostomer training, installation, start-up assiseaand emergency service support to its
customers. Process and applications support isged\by EPD’s equipment process engineers, whovéddocustomers at their plants to assist
in process development projects. Intevac condugising classes for process engineers, machinetiperand machine service personnel.
Additional training is also given during the macahinstallation.

EPD generally provides a one-year warrantitoaquipment. During this warranty period anyessary non-consumable parts are supplied
and installed. Intevac employees provide field mergupport primarily in the United States, Singapand Malaysia. In other countries, field
service support is provided by Intevac’s distribatand sales representatives, supplemented byamfeetory support. Intevac and its
distributors stock consumables and spare partsppast the installed base of systems. These pagtgemerally available on a 24-hour per day
basis.

Manufacturing

All of Intevac’s EPD manufacturing is condettat its facility in Santa Clara, California. ERDhanufacturing operations include
electromechanical assembly, mechanical and vacssenably, fabrication of the sputter sources anteayassembly, alignment and testing.
Intevac makes extensive use of the infrastructereirsg the semiconductor equipment business. EREhpges vacuum pumps, valves,
instrumentation and fittings, power supplies, g@thtviring board assemblies, computers and conitr@mlitry and custom mechanical parts
made by forging, machining and welding. Until itesure in September 2002, EROabrication center manufactured a portion offttieicatec
parts used in EPD products and also fabricated partcommercial customers. We plan during 200 psace the fabrication center with a
smaller model shop that will support Intevac’s ergiring departments and make some of the partsiuseidvac products.

Working Capital

The production of large complex systems neguEPD to make significant investments in inventusth to fulfil customer orders and to
maintain adequate supplies of spare parts to geprieviously shipped systems. EPD typically requite customers to pay for systems in three
installments, with a portion of the system prickebi upon receipt of an order, a portion of thetsgsprice billed upon shipment, and the
balance of the system price and any sales tax ploie completing installation and acceptance of yfstesn at the customer’s factory. All
customer product payments are recorded as custxiwances pending revenue recognition. EPD alsotaiaian inventory of spare parts at
our Singapore subsidiary to support our customre&ngapore and Malaysia. ERDhventories at December 31, 2002 and Decembez(R11,,
respectively, were $15.1 million and $21.0 milli&@PD’s accounts receivable at December 31, 2002 andniEne31, 2001, respectively, wi
$3.3 million and $6.4 million. EPD’s customer adeas at December 31, 2002 and December 31, 20Qkatasely, were $12.3 million and
$13.5 million.

Photonics Technology Division
Description of Business

The Photonics Technology Division’s produtése been developed by a team that initially begarking together in the 1980’s in the
Varian central research labs and night vision tessrunit. When Intevac was formed in 1991, it aegliVarians night vision business, and
related Varian central research lab activities aetinology. The central research lab group becarteopthe R&D department for Intevac’s
night vision business and continued to developvit&s photocathode technology. In 1995, Intevad #elnight vision business to Litton
Industries. However, the technical team remainddtatac and formed PTD. Since 1995 PTD has begheudeveloping its technology, with
the majority of its activities being funded by
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R&D contracts from the United States Governmentigsxdontractors. During this period PTD has alsoked collaboratively with other
research organizations, including Stanford Unitgrsiawrence Livermore National Laboratory and Ttearles Stark Draper Laboratory. P’

is developing electroptical sensors, cameras and systems that pemhiyrgensitive detection of photons in the visiltel infrared portions

the spectrum. Products include LIVAR® systems fosifive target identification at long range andrexte low light level sensors and cameras
for use in military applications.

LIVAR® Sensor Technology

PTD develops and manufactures compact elegttical sensors that permit highly sensitive diacof photons in the visible and infrared
portions of the spectrum. One of these sensons Eectron Bombarded Charge Coupled Device (“EBCGHfiich was originally developed
under a cost-sharing Technology Development Agreemvéh the Defense Advanced Research Projects géDARPA”) from 1996 to
1998. The sensor consists of a photocathode irteshreith a charge-coupled device (“CCD”) imager.afftphotons strike the photocathode,
electrons are emitted and electrically accelerakbd.electrons then illuminate the CCD imager, Wwhicturn outputs a high resolution, low
noise video signal. These devices are extraordynsensitive to infrared light with wavelengthstjieyond the visible spectrum and are use
PTD’s LIVAR® target identification system.

EBAPS® Sensor Technology

A second type of sensor incorporates the dzasie technology described above; however, theuteatbntains a Complementary Metal-
Oxide-Semiconductor (“CMOS”) imager instead of alC€chip. This Electron Bombarded Active Pixel SenSB&BAPS®”) imager
development was initially funded under a cost sttpproject awarded to Intevac by the National tngi of Standards and Technology. This
EBAPS® imager has comparable sensitivity to gef@rdhree night vision technology, but in a morenpact package that offers video rate
digital output, rather than the direct view “gragow” image provided by traditional night visionbiess. PTD’s objective is to reduce the cost of
the EBAPS® sensor to significantly less than th&t of a traditional generation three night visi@vide. At this cost we believe that large
available markets for military head mounted displdyomeland defense, law enforcement and commesexalrity applications can be
addressed. Late in 2002 PTD was awarded an $860d@fact from Science Application Internationalr@ration (“SAIC”") to develop a
prototype miniature camera based on its EBAPS®@nelclyy for head mounted display applications far tHs Army.

LIVAR® System Technology

Intevac integrated its EBCCD sensor withsetadlluminator to create its Laser Illuminated Wieg and Ranging system (“LIVAR®"). The
LIVAR® system is similar to RADAR, but with a numbef improvements. The illuminator is an eye safgel, rather than a microwave
source, and the reflected signal is displayeddigital video image, rather than as a blip. Thialdas real time, high-resolution imagery for
target identification at much longer ranges thas peviously possible.

The potential benefit of the LIVAR® systencigar for military conflicts like those in Kosowamd Afghanistan. In such conflicts, casualties
to US servicemen are politically unacceptable, iaiglpreferable for aircraft to operate at higtitatles where they are relatively safe from
ground launched missile attacks. It is also unaat®@ to inflict collateral damage to the otheresidcivilians or to other untargeted assets.
However, these goals are mutually exclusive untagsbility exists for positively identifying potéalttargets from long ranges.

Currently the military uses several meanddoget location and identification including fomsldooking infrared systems and RADAR.
While these systems can detect targets at relgtioel ranges, the resolution is poor, and positleatification is difficult, or impossible. The
LIVAR® system complements existing FLIR and RADAd&thnology and enables long-range target identifinah addition to target
detection.
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LIVAR® Products

The first military program planning the wigesad deployment of LIVAR® was approved late in 2OBTD is under contract for the
development phase of the program, and limited prtioini is expected to commence in late 2003.

Early in 2002 PTD delivered a manportable AR® demonstrator unit to the US Army. Later in 2092D announced the LIVAR 2200
product line which was derived from the originahdyr prototype system. The LIVAR 2200 is a man-pdeatyipod mounted system.

PTD is also under contract from DRS Sensate3ys, Inc. to integrate LIVAR® into the Army’s G&ffective Targeting System
(“CETS"). CETS is an autonomous gimbal-mounted sesaite for unmanned ground vehicles.

PTD cameras utilizing LIVAR® technology haveen designed into the Airborne Laser (“ABL”) systbeing developed by a team
consisting of the US Air Force, Boeing, Lockheedrtiteand TRW. The ABL is an airborne system destjteeshoot down missiles at ranges
of up to 200 kilometers with high power lasers. IEABL system includes three Intevac LIVAR® camemabijch are used to provide targeting
data to the laser. The first ABL-equipped prototflpa/ in 2002, and field deployment of the ABL st is currently scheduled for 2008.

Customers

PTD’s contracts are generally issued by eegawent agency or by companies working under genemt contract. PTD’s customers
include Advanced Scientific Concepts, DRS Sensgsteins, Lockheed Martin, Northrop Grumman, Rayth&IC and the US Army
Communications-Electronics Command (“CECOM?”). PTbistomers generally develop systems, which incatpd®TD’s products, over
very long periods of time, generally a number ainge after which they begin production, provideel sigstem development is successfull and
production is funded by the contracting agency. BTiimary objective is to secure production suliraets once its customers’ products have
reached the production stage. Long term growthliD Revenues and profits is dependent on PTD deurgdog production business in which
the majority of revenue is derived from the sal@miducts, rather than from contract research awveldpment.

Distribution

PTD markets directly to its customers andéting process involves the solicitation of cawts and subcontracts from government
agencies and from government contractors and stfaotors. A majority of contracts are bid at cdsispa fee, other contracts are bid at a fixed
price, and some contracts are bid on a cost-shhesig. The sales process involves government go@nt regulations and sales are
dependent on the continuing availability of goveemtnfunding for our research programs. Future petido orders for Intevac’s military
products are dependent on future government funofingeapons systems that utilize Intevac produsté @s LIVAR®.

Competition

Competitors exist for our products and a nendd these competitors have greater resourcedtie@vac. For example, ITT Industries and
Northrop Grumman, who are large and -established defense contractors, are the prima8y tdanufacturers of generation three night vision
devices and their derivative products. Our extrémelight level cameras are intended to displacaesgeneration three night vision based
products and we expect that ITT Industries and INog Grumman will continue to enhance the perforeeanf their products and aggressively
promote continued sales of their products. Theeeadso a number of international companies thatufsaiture night vision devices and
products with a varying range of performance arcepthat may compete with our products. FurthermBeg/theon, Lockheed Martin,

FLIR Systems and Wescam manufacture cooled infreysttms. Our LIVAR® target identification produetsl compete with these cooled
infrared systems and target detection and ideatifio systems offered by these and other manufarstuin order to effectively compete with
these manufacturers, Intevac will need to
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develop products on a cost-effective and timelysbimat will offer attractive features and pricireative to the products offered by our
competitors.

Additionally, we expect that the sales of trafsour products will be made through subcontré@tgrimary contractors. The degree of gross
profit that can be generated under a subcontracfusction of the relative proportion of the prip@ontractor’'s end product that we
manufacture under our subcontract. This relatigpertion is negotiated on a contract by contrasidbdor example, in a LIVAR® system, if
we only provide the LIVAR® sensor and related elegics, then our revenue and gross profit willésslthan if we provide the sensor and
related electronics, the laser illuminator, theslghe display and the integration of these andodingr necessary components.

Backlog

PTD’s backlog was $3.2 million and $4.1 roifliat December 31, 2002 and December 31, 200lectsply. PTD’s backlog consists
primarily of research contracts. Many of PTD’s @sh contracts are multiyear programs, which deased in multiple phases. PTD only
includes in backlog the portion of each progrant lzs been funded, and whose funding has beersegléa PTD by the contracting agency.
The majority of PTD’s backlog at December 31, 2@02cheduled for completion during the first hdl2603.

Manufacturing

PTD’s research and manufacturing operatioadcated in approximately 26,000 square feepate at Intevag’ Santa Clara headquart
Laboratories and clean room facilities accountfmproximately 15,000 square feet of this space.’®Manufacturing operations include the
manufacture of advanced photocathodes and setssgss, cameras and integrated camera systemsmakes extensive use of advanced
manufacturing techniques and equipment, and itsatipas include vacuum, electromechanical and apfigstem assembly. PTD makes us
the infrastructure serving the semiconductor, canaed optics manufacturing industries. In manufaoduits sensors, PTD purchases wafers,
components, processing supplies and chemicalsahufacturing its camera systems, PTD purchasetegraircuit boards, electromechanical
components and assemblies, mechanical componehenalosures, optical components and computers.

Working Capital

PTD generally invoices its R&D customers eiths costs are incurred, or as program milestareeachieved, depending upon contract
terms. As a government contractor, PTD invoicesausrs using estimated annual rates approved bpefense Contracts Audit Agency
(“DCAA"). A majority of PTD’s contracts are Costi& Fixed Fee (“CPFF”) contracts. 15% of the “Fee’any CPFF contract is withheld
pending completion of the program and DCAA’s anrauait of Intevac’s actual rates. The withheld jooriof the Fee is included in accounts
receivable and totaled $157,000 as of Decembe2@12 and $125,000 as of December 31, 2001. PTRmuets receivable at December 31,
2002 and December 31, 2001, respectively, werei®ilion and $1.7 million. PTD’s inventory consisi§ component parts used in the
manufacture of its sensors, material, labor andteasl charged to research and development conthattias not yet been billed to the
customer and LIVAR® parts and assemblies. PTD eiteries at December 31, 2002 and December 31, 288§dectively, were $0.8 million
and $0.7 million.

Commercial Imaging Division
Description of Business

The Commercial Imaging Division (formerly theensified Imaging Division) was formed in Julp@ with the charter of developing
commercial products based on PTD technology. Ciitgl product offerings will include low light kel video cameras and Threat Detection
and Ildentification Systems (“TDIS").

To date CID’s activities have consisted ofkeaand product development and accounted for #dllibn, or 9%, of Intevac’s 2002
operating expenses. CID also assumed responsitodity PTD for
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activities related to the development of photod®fte use in high-speed fiber optic systems. Fudaneelopment of these photodiodes, which
accounted for $0.5 million of CID’s 2002 operatiegpenses, was suspended at the end of 2002 dusatomarket conditions in the
telecommunications industry. Existing photodiodedurcts remain available for sale to customers.

Products

CID expects to begin the manufacture and glat®@mmercial products in the second half of 2@3ring 2002 CID began development
efforts on core camera modules that will servehasisis for CID products. Starting with low ligétel compact video cameras targeting
closed circuit television (“CCTV”) systems, CID pkato offer generation Il capability at a sign#itly lower price. In addition, networked
cameras will be introduced to leverage communicaitifrastructure, providing customers with remotenitoring.

Building on PTD’s LIVAR® technology, CID plarto announce its Threat Detection and ldentifice8ystems product line later in 2003.
CID’s TDIS systems plan to harness the long-rarmgabilities of active eye safe imaging developed®®ip, coupled with the latest digital
processing and communication developments. The BR$8ms plan to offer scaleable solutions to gowent and private industry customers
that require surveillance for large outdoor areas @erimeters, such as borders, ports, airportsatelr districts. These systems are expect
offer cost benefits over today’s conventional CC3alutions. CID is developing systems for mediumgeapplications (up to one kilometer)
to very long-range applications (up to 3 kilome}avhich are expected to allow customers to iderttifgats with highresolution imagery whil
minimizing false alarms.

Distribution

CID plans to distribute its products throudjfect sales, valuadded resellers and by teaming with complementagel companies that he
established distribution networks in place. CIDéanterm focus targets direct sales to governnganaes responsible for securing the
nation’s infrastructure and transportation systehasdate, CID has directly approached several dgsricat report to the Department of
Homeland Security with proposals to act as the arncontractor for medium to large area surveillasgstems.

Competition

Well established competitors exist for Clpt®ducts and a number of these competitors hasareesources than Intevac. Céproduct
will sell in competition with products derived fromilitary night vision tube technology and produdsdcompanies such as ITT Industries,
with uncooled forward looking infrared cameras atfier target detection and identification systemelpced by companies such as FLIR
Systems and Wescam, with products based on elettudtiplied charge coupled devices manufactureddippanies such as E2V and Texas
Instruments, and with color CCTV cameras offerecibgnerous manufacturers that are less expensiveffien significantly less low light
capability. In order to effectively compete withetie manufacturers, CID will need to develop proslocta cost-effective and timely basis that
will offer attractive features and pricing relatiteethe products offered by our competitors.

Backlog

CID had no backlog as of December 31, 2002.

Manufacturing

The EPD and PTD manufacturing organizatioiisimitially manufacture CID’s products.
Working Capital

CID had no inventory, accounts receivableumtomer advances at December 31, 2002.
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Research and Development

Intevac’s products serve markets charactgtigerapid technological change and evolving industandards. Intevac routinely invests
substantial amounts in research and developmengxgreLts to continue an active development prog€um research and development
expenses were $10.8 million, $14.5 million and $1@illion, respectively, in 2002, 2001, and 200@sBarch and development expenses
represented 32%, 28% and 29%, respectively, ofavenues in 2002, 2001 and 2000. Research andogeneht spending declined during
2002 as the result of the completion during 200thefdesign activities related to development efBASTAR®, RTP and MDP-200 platforms,
partially offset by an increase in CID and PTD ezsk and development.

Research and development expenses do not inclstie afo$5.2 million, $8.0 million and $6.0 million 2002, 2001 and 2000, respectiv:
related to PTD contract research and developmeittvare included in cost of goods sold. Researchdmvelopment expenses also do not
include costs of $0.3 million, $0.5 million and $0nillion incurred by EPD in 2002, 2001 and 20@pectively, and reimbursed under the
terms of research and development cost sharingemgnets related to development of disk and flat paraaufacturing equipment.

Customer Concentration

Historically, a significant portion of ourwenue in any particular period has been attribetédkales to a limited number of customers. In
2002, Seagate, Toppoly, and the US Army CommuminatElectronics Command each accounted for more1f8o of Intevac’s consolidated
revenues, and in aggregate accounted for 74% oEumehue. In 2001, equipment sales through MatsmroJapanese distributor, accountec
49% of net revenues. In 2000, MMC Technology, Segg&estt and Matsubo each accounted for more1B& of Intevac’s consolidated
revenues and in aggregate accounted for 56% oEmehues. Intevac’s largest customers change fenogto period, and it is expected that
sales of its products to relatively few customeilsa@ntinue to account for a high percentage sfniét revenues in the foreseeable future.

Foreign sales accounted for 52% of revenu@®02, 73% of revenues in 2001, and 27% of revemu2000. The majority of Intevac’s
foreign sales are to companies in the Far Eastananticipate that sales to customers in the Far &l continue to be a significant portion of
our EPD revenues.

Patents and Licensing

Intevac currently holds 28 patents issueithénUnited States and 26 patents issued in forgagntries, and has patent applications pending
in the United States and foreign countries. Of28éJ.S. patents, 15 relate to disk and flat pagaeimment and 13 relate to photonics. Of the
foreign patents, 13 relate to disk equipment aadfanel equipment and 13 relate to photonicsdttitian, Intevac has the right to utilize
certain patents under licensing arrangements witbriIndustries, Stanford University, Lawrence &ignore Laboratories and Alum Rock
Technology.

Employees

At December 31, 2002, Intevac had 136 emm@symcluding 4 contract employees. 71 of thesel@yeps were in research and
development, 33 in manufacturing, and 32 in adrtriai®on, customer support and marketing. Of the &3®loyees, 69 were in EPD, 38 were
in PTD, 13 were in CID and 16 were in Corporate.

Compliance with Environmental Regulations

We are subject to a variety of governmerggutations relating to the use, storage, dischdrgedling, emission, generation, manufacture,
treatment and disposal of toxic or otherwise hamasdsubstances, chemicals, materials or wasterdéethe cost of complying with
government regulations and operating a safe wockpda a normal cost of business and allocate steo€these activities to all functions,
except where the cost of those activities can dlatisd and charged to a specific function. We belite
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environmental standards and regulations promulgagegbvernment agencies in Santa Clara, Califaargarigorous and set a high standard of
compliance for Intevac. We believe our costs of ptiamce with these regulations and standards argacable to other companies operating
similar facilities in Santa Clara, California.

Certain Factors Which May Affect Future Operating Results

Revenue generated by our businesses during 2003 nuyprovide sufficient gross profit to cover opeirsg and interest expense

A significant increase in the sales of disknufacturing equipment and/or deposition equipnf@nthe manufacture of flat panel displays
and/or photonics-based revenues will be necessaintevac to be able to generate sufficient gpyséit to offset expected operating and net
interest expenses during 2003. The majority ofremenues and gross profit have historically beeivelé from sales of disk manufacturing
equipment and deposition and rapid thermal proogssjuipment for the manufacture of flat panel ldigp. Our sales of disk manufacturing
equipment have been severely depressed since thitenaif 1998. While we believe that the disk mantifeing industry will need to make
substantial investments to upgrade its productagacity, the timing of this investment is uncertaimd there can be no assurance that it will
happen, or that we will be selected to provideghgsgrades. We sold our rapid thermal processioduat line to Photon Dynamics in
November 2002, a product line which accounted 7ot $nillion of our net revenues during 2002. Adulitlly, other than for products that
already shipped and undergoing installation anép@tance testing, we have no current backlog ofrerfde deposition products for the
manufacture of flat panel displays. PTD has yetam an annual profit. Failure to generate sufficieet revenues and gross profit in 2003 to
offset operating and interest expenses would ha\adaerse effect on our business, net worth anl cas

We sell our equipment products to a small numbedarfge customers. Competition is intense and lo§sme of those customers wou
significantly reduce potential future revenue

We experience intense competition in EPD.d@mple, our disk and flat panel products expegesompetition worldwide from
competitors including Anelva Corporation, Ulvac dapl td. and Unaxis Holdings, Ltd., each of whi@s Isold substantial numbers of systems
worldwide. Anelva, Ulvac and Unaxis all have subgitdly greater financial, technical, marketing, méacturing and other resources than we
do. There can be no assurance that our competiithnsot develop enhancements to, or future gemenatof, competitive products that will
offer superior price or performance features ot tteav competitors will not enter our markets andedep such enhanced products.
Accordingly, competition for our customers is irdenand suppliers of equipment may offer substgnticing concessions and incentives to
attract our customers or retain existing custonigne. loss of any one of our large customers woigidificantly reduce potential future
revenues.

We may not have the financial resources to repurskBaour convertible notes if one of the events ggvimolders the right to require us t
repurchase their notes occur

Certain events give holders of our convegtitbtes, including both our convertible notes dd@42(“2004 Notes"pnd convertible notes di
2009 (2009 Notes™), the right to require us tousghase their notes. These events include thernation of trading of our common stock or a
transaction that results in a change in controli¢tvincludes a person acquiring beneficial ownegrsifigreater than 50% of our shares, a
merger or consolidation, the sale of all or sult&éy all of our assets, or a change in the majaof our directors). In the case of the
2009 Notes only, a distribution to our common stholders of all the capital stock of a subsididrgttat the time constitutes our Photonics
business will also give the holders of the 2009edhe right to require us to repurchase their 200@s. If one of these designated events
were to occur, we may not have enough funds tatlpayepurchase price for all notes for which repase is requested. Moreover, any future
credit agreements or other debt agreements mayhjtrebich a repurchase, or may provide that sudparchase constitutes an event of def
under that debt agreement. If we are put in a jposwhere one of these designated events has ecchut we are prohibited from repurchas
the notes, we could seek the consent of our lentdeepurchase the notes in question, or coulargitéo
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refinance the debt agreements. If we do not oltterenders consent, we could not repurchase ttes nwhich would constitute an event of
default under the particular indenture governirgsghnotes, which might in turn also constitute wnéof default under the terms of our other
debt.

The majority of our future revenue is dependent aew products. If these new products are not suctdsshen our results of
operations will be severely impacted.

We have invested heavily, and continue te@#yin the development of new products. PTD’s LR@target identification and low light
level camera technologies are designed to offeifgégntly improved capability to military customserEPD’s D-STARG®deposition tool for fle
panel display manufacturing is intended to displarmalucts offered by competing manufacturers. EBflioues to invest heavily to develop
products for the thin-film disk manufacturing inthys CID is developing commercial products basedrantechnology developed by PTD.
These businesses will require substantial furthreestment in sales and marketing, in product dgretnmt and in additional production
facilities. There can be no assurance that wesuikeed in these activities and generate signifsales of products. Failure of any of these
products to perform as intended, to penetrate tharkets and develop into profitable product limesild have an adverse effect on our
business.

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

EPD sells equipment to capital intensive stdas, which sell commodity products such as diskes and flat panel displays. These
industries operate with high fixed costs. When dednfar these commaodity products exceeds capaaiyahd for new capital equipment such
as ours tends to be amplified. When supply of tlesemodity products exceeds demand, the demankfercapital equipment such as ours
tends to be depressed. The cyclical nature ofdpéal equipment industry means that in some ysaless of new systems by us will be
unusually high, and that in other years sales of sy@stems by us will be severely depressed. Sélggstems for thirfidlm disk production hav
been severely depressed since the middle of 19@8c@ntinue to be depressed. Failure to anticipatespond quickly to the industry business
cycle could have an adverse effect on our business.

Our significant amount of debt could have a negatieffect on us and on our security holde

We have $1.0 million of convertible notes @u@€004 and $29.6 million of convertible notes @009 outstanding. The aggregate
$30.6 million of convertible notes commits us tbstantial principal and interest obligations. Oigngicant amount of debt could harm Inte
and holders of our common stock and convertiblesot many ways, including:

« reducing the funds available to finance our busirggserations and for other corporate purposes Beaaportion of our cash flow fro
operations must be dedicated to the payment o€ipahand interest on our del

« impairing our ability to obtain additional finangrior working capital, capital expenditures, acdigas or general corporate purpos
« placing us at a competitive disadvantage becaussaeveubstantially more leveraged than certairuofcompetitors;

« hindering our ability to adjust rapidly to changimgrket conditions; an

* making us more vulnerable financially in the eveh& further downturn in general economic condsian in our busines

Our ability to meet our debt service obligas will depend on our future operating performazuce cash flow. Our operating performance
and cash flow, in part, are subject to businesgnitial and economic factors beyond our control.
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We may undertake significant additional financingansactions in order to maintain sufficient cash wmonduct our operations

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

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

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

« attempting to raise additional debt financing; or

« obtaining a line of credi

We may undertake one or more of these traiosec We do not know whether we will be able tonpdete any of these transactions on a
timely basis, on terms satisfactory to us, or trar example, we may not have access to newaldpithe public or private markets until our
results of operations improve, if at all. In addliti some of these transactions may result in sagmif dilution to our existing security holders or
impairment of their rights. Nonetheless, if we amable to complete one or more of these transagtmur ability to maintain our ongoing
operations, and to pay principal and interest shaan our outstanding notes when due, may be jdizgat.

Our business is subject to rapid technical changéich requires us to continually develop new prodsiin order to sustain and gro
our revenue.

Our ability to remain competitive requiredbstantial investments in research and developnidetfailure to develop, manufacture and
market new systems, or to enhance existing systwwmdd have an adverse effect on our business. firomto time, we have experienced
delays in the introduction of, and technical diffites with, some of our systems and enhanceménisfuture success in developing and
selling equipment will depend upon a variety oftéas, including our ability to accurately prediatdre customer requirements, technological
advances, cost of ownership, our introduction af peoducts on schedule, cost-effective manufacguaind product performance in the field.
Our new product decisions and development commitsn@ist anticipate continuously evolving indusgguirements significantly in advance
of sales. Any failure to accurately predict customeguirements and to develop new generationsaxfumts to meet those requirements would
have an adverse effect on our business.

Our products are complex, constantly evolving ane aften designed and manufactured to individualstamer requirements the
require additional engineering.

EPD systems have a large number of comporectsre highly complex. We may experience delagstachnical and manufacturing
difficulties in future introductions or volume proction of new systems or enhancements. In addisome of the systems that we manufacture
must be customized to meet individual customeraiteperating requirements. We have limited martufamg capacity and engineering
resources and may be unable to complete the develup manufacture and shipment of these products, meet the required technical
specifications for these products, in a timely neamBuch delays could lead to rescheduling of ardebacklog or, in extreme situations, to
cancellation of orders. In addition, we may incubstantial unanticipated costs early in a produ#géscycle, such as increased engineering,
manufacturing, installation and support costs, taimay be unable to pass on to the customer.nes$ostances, we depend upon a sole
supplier or a limited number of suppliers for comptomponents or sub-assemblies utilized in oudyets. Any of these factors could
adversely affect our business.
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The sales of our disk and flat panel products arepgndent on substantial capital investment by oustomers, far in excess of the cc
of our products.

The purchase of our systems, and the puraifasther related equipment and facilities, recqaiegtremely large capital expenditures by our
customers. These costs are far in excess of thetosr systems alone. The magnitude of such abgipenditures requires that our customers
have access to large amounts of capital and thgtkih willing to invest that capital over long et$ of time to be able to purchase our
equipment. Some of our potential customers, pdailyuthose that would otherwise purchase our diskufacturing products, may not be
willing, or able, to make the magnitude of capitalestment required.

Our business depends on the integrity of our ingtual property rights

There can be no assurance that:

« any of our pending or future patent applicationt kng allowed or that any of the allowed applicagawill be issued as patents;
« any of our patents will not be invalidated, deerardnforceable, circumvented or challenc

« the rights granted under our patents will providepetitive advantages to

« any of our pending or future patent applicationt issue with claims of the scope sought by ustidll;

« others will not develop similar products, duplicate products or design around our patent:

« patent rights, intellectual property laws or ouresggnents will adequately protect our intellectualgerty rights

Failure to adequately protect our intelletraperty rights could have an adverse effect upanbusiness.

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

Our operating results fluctuate significantly

Over the last eight quarters our operatirsg ks a percentage of net revenues has fluctuategdn approximately 59% and 1% of net
revenues. Over the same period our sales per gliane fluctuated between $23.6 million and $6.1fioni. We anticipate that our sales and
operating margins will continue to fluctuate. Aseault, period-tgeeriod comparisons of our results of operationsatenecessarily meaning
and should not be relied upon as indications afreuperformance.

Operating costs in northern California are higt

Our operations are located in Santa Claréfd@aa. The cost of living in northern California extremely high, which increases both the
cost of doing business and the cost and difficoftyecruiting new employees. Our operating restdgsend in significant part upon our ability
to effectively manage costs and to retain andcttraalified management, engineering, marketingyufecturing, customer support, sales and
administrative personnel. The failure to contratscand to attract and retain qualified personaeldchave an adverse effect on our business.
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Business interruptions could adversely affect owdiness

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

A significant portion of our sales are made to imt&tional customers

Sales and operating activities outside of the Wh8&ates are subject to inherent risks, includingtfiations in the value of the United St
dollar relative to foreign currencies, tariffs, ¢a®, taxes and other market barriers, political@@homic instability, restrictions on the export
or import of technology, potentially limited intetitual property protection, difficulties in staffimnd managing international operations and
potentially adverse tax consequences. We earmiisant portion of our revenue from internatiosales, and there can be no assurance that
any of these factors will not have an adverse effacour business.

We generally quote and sell our products $ddllars. However, for some Japanese customersBawequoted and sold our products in
Japanese Yen. From time to time, we have entetedareign currency contracts in an effort to regltize overall risk of currency fluctuations
to our business. However, there can be no assuthatthe offer and sale of products denominatddrigign currencies, and the related fore
currency hedging activities will not adversely atfeur business.

Our two principal competitors for disk depimsi equipment are based in foreign countries anekltost structures based on foreign
currencies. Accordingly, currency fluctuations abahuse the price of our products to be more,ss, leompetitive than these competitors’
products. Currency fluctuations will decrease naeréase, Intevac’s cost structure relative to tlddsrir competitors, which could impact our
competitive position.

We expect the market price of our common stock @oedvertible notes to be volatil

The market price of our common stock has ggpeed both significant increases in valuation sigdificant decreases in valuation, over
short periods of time. We believe that factors sasfannouncements of developments related to @imdss, fluctuations in our operating
results, failure to meet securities analysts’ efgdéns, general conditions in the disk drive amd-film media manufacturing industries and
worldwide economy, announcements of technologimabvations, new systems or product enhancemenis by our competitors, fluctuations
in the level of cooperative development fundingjuasitions, changes in governmental regulationseligments in patents or other intellectual
property rights and changes in our relationshigh wiistomers and suppliers could cause the prioetofommon stock to continue to fluctuate
substantially. In addition, in recent years thektmarket in general, and the market for smalltedipation and high technology stocks in
particular, have experienced extreme price fluabnatthat have often been unrelated to the opeyanformance of affected companies. Any
of these factors could adversely affect the mapkiee of our common stock and convertible notes. @mmon stock is not heavily traded in
the market, with daily volume averaging approxinha8000 shares in 2002. As a result, any atterg bhareholder to either acquire or
dispose of a significant position in our stock ebchuse significant fluctuations in the price af #hares.

We routinely evaluate acquisition candidates andhet diversification strategies

We have completed multiple acquisitions a$ pbour efforts to expand and diversify our besis. For example, our business was initially
acquired from Varian Associates in 1991. We acgliner gravity lubrication and rapid thermal prodeggroduct lines in two acquisitions.
We also acquired the RPC electron beam processisigédss in late 1997, and subsequently closedtisimess. We sold the rapid thermal
processing product line in November 2002. We intencbntinue to evaluate new acquisition candidate®stiture and diversification
strategies. Any acquisition involves numerous rigksluding difficulties in the assimilation of tleequired company’s employees, operations
and products, uncertainties associated with opeydi new markets and working with new customens|, the potential loss of the acquired
company’s key employees. Additionally, unanticigb¢xpenses, difficulties and consequences mayduerad relating to the integration of
technologies, research and development, and adnaiiive and other functions. Any future
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acquisitions may also result in potentially diletissuance of equity securities, acquisition oesliiture related writeffs and the assumption
debt and contingent liabilities. Any of the aboaetbrs could adversely affect our business.

We use hazardous material

We are subject to a variety of governmerdggltations relating to the use, storage, dischédr@edling, emission, generation, manufacture,
treatment and disposal of toxic or otherwise hamasdsubstances, chemicals, materials or wastefailnye to comply with current or future
regulations could result in substantial civil peigsl or criminal fines being imposed on us or diicers, directors or employees, suspension of
production, alteration of our manufacturing processsessation of operations. Such regulations cmeddire us to acquire expensive
remediation or abatement equipment or to incurtambisl expenses to comply with environmental ragahs. Any failure by us to properly
manage the use, disposal or storage of, or addguastrict the release of, hazardous or toxic garxes could subject us to significant
liabilities.

Our directors and executive officers control a maity of our outstanding common stocl

Based on the shares outstanding on Decenih@082, our current directors and their affiliad®sl our executive officers, in the aggregate,
beneficially own a majority of the outstanding skgaof common stock. These shareholders, actinghtegeare able to effectively control all
matters requiring approval by our shareholderduding the election of a majority of the directarsd approval of significant corporate
transactions. Two of our directors also hold inraggte 7% of the outstanding convertible notes.

ltem 2.  Properties

Intevac leases a 119,583 square foot fadilitganta Clara, California. The two-story facilibcludes offices, manufacturing, engineering
labs and clean rooms. All of Intevac’s operatiomish the exception of our Singapore customer supgifice, are housed at the Santa Clara
facility. As of December 31, 2002 approximately6l) square feet of the facility previously occupligdour fabrication center was not being
utilized. Additionally, a portion of the facilityatlicated to the Equipment Products Division martufémg operations was significantly
underutilized. The costs related to these undeetilspaces are included in selling, general antrastrative expense, and totaled $198,000
and $0, respectively, in 2002 and 2001. If theaatilon rate of the facility continues at the sdmeel as at the end of 2002, then approximately
$1.1 million of excess facility cost will be inclad in 2003 selling, general and administrative egpe The lease for the Santa Clara facility
expires in March 2007. Intevac has an option temxtthe lease for an additional five-year perioi & monthly base rent to be negotiated by
Intevac and the lessor. If Intevac and the lesspuaable to reach agreement with respect to suctihly base rent, an appraisal process set
forth in the lease will determine the monthly baset for the extension. Intevac also leases aifiaof approximately 2,400 square feet in
Singapore to house the Singapore customer supm@hization. This lease expires in December 20@t8vhc believes that its current facilities
are suitable and adequate for its current and éeadde operations. Intevac operates with one faltufacturing shift and one partial
manufacturing shift. Intevac believes that it hafisient productive capacity to meet its currereds.

ltem 3. Legal Proceedings

On June 12, 1996 two Australian Army BlackatteHelicopters collided in midair during nighttinneaneuvers. Eighteen Australian
servicemen perished and twelve were injured. Irtevas named as a defendant in a lawsuit relatddg@rash. The lawsuit was filed in
Stamford, Connecticut Superior Court on June 10918 Mark Durkin, the administrator of the estatéthe deceased crewmembers, the
injured crewmembers and the spouses of the deceaskar injured crewmembers. Included in the sailfsgations were assertions that the
crash was caused by defective night vision goggles.suit named three US manufacturers of militaght vision goggles, of which Intevac
was one. The suit also named the manufactureregbitbt’s helmets, two manufacturers of night visgystem test equipment and the
manufacturer of the helicopters. The suit claimachdges for 13 personnel killed in the crash, 5qrersl injured in the crash and spouses of
those killed or injured. It is known that the Audian Army established a
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Board of Inquiry to investigate the accident arat thne of the conclusions of the Board of Inquigswhat the accident was not caused by
defective night vision goggles.

On July 27, 2000 the Connecticut Superiorr€disallowed the defendants’ motion to dismisslévesuit. On October 30, 2001 the
Connecticut Supreme Court reversed the SuperiortGalecision and remanded the case to the triaftanith the direction to grant the
defendants’ motion to dismiss the suit subjectaioditions already agreed to by the defendants.& besditions agreed to by the defendants
include (1) consenting to jurisdiction in Austral{&) accepting service of process in connectiaih an action in Australia; (3) making their
personnel and records available for litigation ns&alia; (4) waiving any applicable statutes ofitation in Australia up to six months from
April 26, 2002, the date of dismissal of this actar for such other reasonable time as may be medjais a condition of dismissing this action;
(5) satisfying any judgement that may be enterexinesg them in Australia; and (6) consenting torépening of the action in Connecticut in
the event the above conditions are not met asytgeoper defendant in the action.

On October 21, 2002 a lawsuit was filed ire@usland, Australia by Gerard Bampton, a memb#reoAustralian Special Air Services
Regiment who was injured in the 1996 crash. Indlidethe suit’s allegations are assertions thatthgh was caused by defective night vision
goggles. The suit names three US manufacturersligdury night vision goggles, of which Intevac wase. The suit also names the
manufacturer of the helicopters. Investigations enaitthe time of the original Durkin lawsuit leaslto believe that we have meritorious
defenses against the new lawsuit. However, therdoeano assurance that the resolution of the sliihet have a material adverse effect on
business, operating results and financial condition

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

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

Certain information about Intevac’s directarsl executive officers is listed below:

Name Age Position

Executive Officers and Director

Norman H. Pon( 64 Chairman of the Boar

Kevin Fairbairn 49 President, Chief Executive Officer and Direc

Verle Aebi 48 President of Photonics Technology Divis

Charles B. Eddy Il 52 Vice President, Finance and Administration, ChiieiaRcial Officer, Treasure
and Secretar

David Dury(1) 54 Director

Robert D. Hempstead(1)( 59 Director

David N. Lambeth(2 55 Director

Robert Lemos(1 62 Director

H. Joseph Smee 77 Director

Other Key Officers

Kimberly Burk 37 Human Resources Direct

Daniel Gentry 56 Vice President and General Manager of Equipmendirits Division

Stephen Gustafsc 31 Director, Product Operations, Photonics Technologysion

Timothy Justyr 40 Vice President, Operations, Equipment Productsdiini

Christopher Lan 36 Vice President and General Manager of Commerciabing Division

(1) Member of Audit Committe

(2) Member of Compensation Committ

Mr. Pondis a founder of Intevac and has served as Chaiohtre Board since February 1991. Mr. Pond sergeirasident and Chief
Executive Officer from February 1991 until July B0&nd again from September 2001 through Januarg. 200 Pond holds a BS in physics
from the University of Missouri at Rolla and a M$&ghysics from the University of California at LAggeles.

Mr. Fairbairn joined Intevac as President and Chief Executivéc®ffin January 2002 and was appointed a DiredttteoCompany in
February 2002. Before joining Intevac, Mr. Fairbaivas employed by Applied Materials from July 1989anuary 2002, most recently as
Vice-President and General Manager of the Condutitit Organization with responsibility for the 8dn and Metal Etch Divisions. From
1996 to 1999, Mr. Fairbairn was General Managekpglied’s Plasma Enhanced Chemical Vapor Depostiosiness Unit and from 1993 to
1996, he was General Manager of AppleeBlasma Silane CVD Product Business Unit. Mr.li&in holds a MA in Engineering Sciences fi
Cambridge University.

Mr. Aebihas served as President of the Photonics Divisiaesluly 2000. Mr. Aebi served as General Manafiine Photonics Division
since May 1995 and was elected as a Vice Presadeéhe Company in September 1995. From 1988 thrdi®g, Mr. Aebi was the
Engineering Manager of the Company’s night visiasibess, where he was responsible for new prodwaldpment in the areas of advanced
photocathodes and image intensifiers. Mr. Aebi 8#@dBS in physics and an MS in electrical engimgefiom Stanford University.

Mr. Eddyhas served as Vice President, Finance and Adnatitstr, Chief Financial Officer, Treasurer and Stameof Intevac since April
1991. Mr. Eddy holds a BS in engineering scienomfthe University of Virginia and a MBA from Dartmth College.
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Mr. Dury has served as a Director of Intevac since July 2002Dury is a co-founder of Mentor Capital Groapyenture capital firm.
From 1996 to 2000, Mr. Dury served as Senior Vicesklent and Chief Financial Officer of Aspect Diepanent, a software development
firm. Mr. Dury holds a BA in psychology from Dukeniversity and an MBA from Cornell University.

Dr. Hempsteadhas served as a Director of Intevac since Marcly B9l served as Chief Operating Officer of Intefvam April 1996
through June 1999. Dr. Hempstead served as Chafribdogy Officer at Veeco Instruments from Decent@99 to December 2002.
Dr. Hempstead is currently a self-employed constilar. Hempstead holds a BS and MS in electringireering from the Massachusetts
Institute of Technology and a Ph.D. in physics fritwa University of lllinois.

Dr. Lambethhas served as a Director of Intevac since May 1B86Lambeth has been Professor of both Electendl Computer
Engineering and Material Science Engineering ah€gie Mellon University since 1989. Dr. Lambeth wasociate Director of the Data
Storage Systems at Carnegie Mellon University fad®89 to 1999. Since 1988, Dr. Lambeth has beeonwmer of Lambeth Systems, an
engineering consulting and research firm. Dr. Latintb@lds a BS in electrical engineering from thevdrsity of Missouri and a Ph.D. in
physics from the Massachusetts Institute of Teatmol

Mr. Lemoshas served as a Director of Intevac since Augu@22Bir. Lemos retired from Varian Associates, limc1999 after 23 years,
including serving as Vice-President and Chief FaianOfficer from 1988 to 1999. Mr. Lemos has aiBBusiness from the University of San
Francisco, a JD in law from Hastings College ahdilsl in law from New York University.

Dr. Smeadhas served as a Director of Intevac since Febri@®i. Dr. Smead joined Kaiser Aerospace and EleicisdCorporation
(“Kaiser”) in 1974 and served as Kaiser’'s Presidesth 1974 until October 1997. Dr. Smead serveBrasident and Chairman of the Board of
Directors of K Systems, Inc., Kaiser’'s parent compdrom 1977 until October 1997. Dr. Smead sem@€hairman of the Board of Directors
of Kaiser until December 1999. Dr. Smead resigreed director of Kaiser and its subsidiaries in Delger 2000. Dr. Smead holds a BS in
electrical engineering from the University of Cado, a MS in electrical engineering from the Unsitgrof Washington and a Ph.D. in
electrical engineering from Purdue University.

Ms. Burkhas served as Human Resources Director of Intemae May 2000. Prior to joining Intevac, Ms. Budrged as Human
Resources Manager of Moen, Inc., from 1999 to 2@ served as Human Resources Manager of LawsodoM&mom 1994 to 1999.
Ms. Burk holds a BS in Sociology from Northernribhis University.

Mr. Gentryhas served as the General Manager of the EquipPreducts Division of Intevac since 2002. Mr Gerjtiiped Intevac in
March 1991 and has served as Sales and Marketimgdéa for the Company’s memory and flat panel egeipt products. Mr. Gentry was
elected a Vice-President of the Company in Septeri®@5. Mr. Gentry holds a BS and MS in Electrieabineering from the Massachusetts
Institute of Technology and a MBA from Harvard Ueisity.

Mr. Gustafsorhas served as Director of Product Operations efvht since May 2002. Before joining Intevac, frod®3 to May 2002,
Mr. Gustafson was employed by Applied Materialg &r. Operations Manager in the Conductor Etch @zg#ion. Mr. Gustafson holds a BA
in Humanities from San Jose State University.

Mr. Justynhas served as Vice President, Operations of Intevae April 1997. Mr. Justyn joined Intevac in Fegdry 1991 and has served
in various roles in our Equipment Products Divisgrd our former night vision business. Mr. Justgldl a BS in Chemical Engineering from
the University of California, Santa Barbara.

Mr. Lanehas served as General Manager of the Commercigihgdivision since he joined Intevac in July 20081 was elected a Vice-
President in February 2003. Before joining Inteemmn 1990 to July 2002, Mr. Lane was employed Ippked Materials, most recently as
Director of Engineering, CVD and Etch in the Condudtch Organization. Mr. Lane holds a BS in Matbal Engineering, a MS in
Engineering Management and a MBA, all from CalifarRolytechnic State University at San Luis Obispo.
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PART Il
ltem 5. Market for Registrant’'s Common Equity and Relateth&eholder Matters

Intevac’s Common Stock commenced tradingh@eNASDAQ National Market on November 21, 1995 anladed under the symbol
“IVAC.” As of December 31, 2002, there were approately 2,000 holders of record of the Common Statie following table sets forth for
the periods indicated the high and low closing gailees for the Common Stock as reported on the DIAQ National Market.

High Low

Fiscal 2001

First Quarte $5.89(  $3.50(

Second Quarte $5.95C  $4.40(

Third Quartel $4.980C  $1.95(

Fourth Quarte $4.24(  $2.38(
Fiscal 200z

First Quarte $4.39C  $2.38(

Second Quarte $5.11C  $2.50(

Third Quartel $4.25(  $2.06(

Fourth Quarte $4.00C  $3.49(

Dividend Policy

Intevac currently anticipates that it wiltain its earnings, if any, for use in the operatibits business and does not expect to pay cash
dividends on its capital stock in the foreseeabtare.

Equity Compensation Plan Information

The following table summarizes the numbeowstanding options granted to employees and dirgcas well as the number of securities
remaining available for future issuance, underG@benpany’s equity compensation plans at Decembe?®12.

(@) (©

Plan Category

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

(b)
Weighted-average
exercise price of
outstanding options,
warrants and rights

Number of securities
remaining available
for future issuance

under equity
compensation plans

Equity compensation plans approved by securit

holders(2)

Equity compensation plans not approved by

security holder:

Total

1,850,08:

1,850,08:

$5.02

$5.02

@
401,71!

401,71!

(1) Excludes securities reflected in column
(2) Included in the column (c) amount are 185,946 shawailable for future issuance under Int¢ s 1995 Employee Stock Purchase P
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Item 6. Selected Consolidated Financial Data

The following selected financial data of e is qualified by reference to, and should bé ieaconjunction with, the consolidated
financial statements of Intevac, including the sdteereto, and Management’s Discussion and Anabfdiénancial Condition and Results of
Operations, each appearing elsewhere in this report

Year Ended December 31

2002 2001 2000 1999 1998

(in thousands, except per share data)
Consolidated Statement of Operations Datg
Net revenues

Systems and componel $ 27,62t $ 43,59¢ $ 30,07+ $ 35,89¢ $ 90,08t
Technology developmel 6,15¢ 7,88t 5,97t 7,067 5,89(
Total net revenue 33,78¢ 51,48 36,04¢ 42,96: 95,97¢
Cost of net revenue
Systems and componet 20,00¢ 30,02t 20,65¢ 32,51 64,48
Technology developme 5,15(C 7,98¢ 6,022 5,907 4,70¢
Goodwill write-off — — 1,05¢ — —
Inventory provision: 1,31¢ 3,71¢ 6,32 1,992 2,52
Total cost of net revenus 26,47¢ 41,72¢ 34,05¢ 40,41( 71,717
Gross profil 7,30¢ 9,75k 1,99( 2,552 24,25¢
Operating expense
Research and developmt 10,84¢ 14,47¢ 10,57¢ 14,13¢ 12,74
Selling, general and administrati 7,752 6,74¢ 4,41F 7,22¢ 10,87¢
Restructuring and othi — — (63€) 3,06¢ 1,08¢
Total operating expens 18,59¢ 21,22: 14,35: 24,43 24, 71(
Operating los! (11,289 (11,46%) (12,369) (21,879 (452)
Interest expens (2,98)) (2,912 (3,039 (3,71 (4,187
Interest income and other income, 16,45: 2,47: 3,07z 9,831 3,17¢
Income (loss) from continuing operations bef
income taxe: 2,18: (11,909 (12,329 (15,759 (1,467)
Provision for (benefit from) income tax (6,592 5,02¢ — (5,989 (882)
Income (loss) from continuing operatic 8,77¢ (16,936 (12,329 (9,770 (587)
Income from discontinued operations, — — — — 1,00¢
Net income (loss $ 8,77¢ $(16,93€) $(12,329) $ (9,770 $ 424
I I I I |
Basic earnings per shal
Income (loss) from continuing operatic $ 0.7¢ $ (149 $ (1.09 $ (0.89 $ (0.0
Net income (loss $ 0.7¢ $ (1.42 $ (1.09 $ (0.89) $ 0.0¢
Shares used in per share calculati 12,077 11,95t 11,80: 11,77: 12,05:
Diluted earnings per shat
Income (loss) from continuing operatic $ 0.6¢ $ (1.42 $ (1.09 $ (0.89) $ (0.0%)
Net income (loss $ 0.6¢ $ (1.42 $ (1.09 $ (0.89) $ 0.0:
Shares used in per share calculati 15,26: 11,95¢ 11,80: 11,77% 12,35¢
Consolidated Balance Sheet Date
Cash, cash equivalents and s-term investment $ 28,457 $ 18,157 $ 38,40: $ 40,89¢ $ 60,91¢
Working capital 31,30¢ 27,16( 41,09 51,57¢ 77,77¢
Total asset 60,29¢ 60,16: 83,93¢ 94,38: 122,97¢
Long-term debi 30,56¢ 37,54t 41,24¢ 43,18¢ 59,46
Total shareholde’ equity 10,54¢ 1,40¢ 17,80: 29,62: 40,43¢
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Item 7. Management’s Discussion and Analysis of Financiab@dition and Results of Operations

The following discussion and analysis contains fooiooking statements which involve risks and utaieties. Words such as “believes,”
“expects,” “anticipates” and the like indicate foravd-looking statements. These forward looking stetets include comments related to our
projected revenue, gross margin, operating expeinseme tax expense, effective tax rate and caktmbes; our projected custom
requirements for new capacity and technology upgsa@r our installed base of thin-film disk mantfeing equipment and when, and if, our
customers will place orders for these products, @lans to construct a model shop and the projeasadfor the model shop, PTD’s ability to
proliferate its technology into major military weas programs; and the timing of delivery and/oreataince of our backlog for reveni
Intevacs actual results may differ materially from thesedts discussed in the forward-looking statements fvariety of reasons, including
those set forth under “Certain Factors Which Maye&f Future Operating Results” and should be readdanjunction with the Consolidated
Financial Statements and related Notes containsevethere in this Annual Report on Forn-K.

Critical Accounting Policies and Estimates

Management'’s discussion and analysis of imantial condition and results of operations argelaupon our consolidated financial
statements, which have been prepared in accordetitaccounting principles generally accepted i thited States of America (“US
GAAP”). We review the accounting policies we useaporting our financial results on a regular bagle preparation of these financial
statements requires us to make estimates and judgimt affect the reported amounts of assetslitias, revenues and expenses and related
disclosure of contingent assets and liabilities.a@rongoing basis, we evaluate our estimates,dimduthose related to revenue recognition,
accounts receivable, inventories, income taxesiaméy obligations, long-lived assets, contingeneieg litigation. We base our estimates on
historical experience and on various other assumgtihat are believed to be reasonable under tbenestances, the results of which form the
basis for making judgments about the carrying valugssets and liabilities. Results may differ frimase estimates due to actual outcomes
being different from those on which we based osuagptions. The Audit Committee and our auditorsem\significant estimates and
judgements at the end of each quarter prior t@thsic release of our financial resul

Our significant accounting policies are désent in Note 2 to the consolidated financial stagata included in Item 8 of this Form ¥K0-We
believe the following critical accounting policiafect the more significant judgments and estimatade in the preparation of our consolid:
financial statements.

Revenue Recognition e recognize revenue using guidance from SEC 8tafbunting Bulletin No. 101 “Revenue Recognition in
Financial Statements.” Our policy allows revenusogmition when persuasive evidence of an arrangemests, delivery has occurred or
services have been rendered, the seller’s prifieeid or determinable, and collectibility is reaably assured. On January 1, 2003, Intevac
changed its revenue recognition policy for systeders received after December 31, 2002.

System Revenue Recognition for Orders ReceivedeBE2(31/02

Revenues for systems are recognized upoorogstacceptance. For large deposition and rapidniddeorocessing systems shipped through
a distributor, revenue is typically recognized afte distributor has accepted the system at atoffig and the system has been shipped. For
large deposition and RTP systems sold direct tooceistbmers, revenue is recognized after instaliadiod acceptance of the system at the
customer site.

There is a written acceptance and test proee@dATP”) for each system, which is specifiedifire customer purchase order. The ATP
includes a detailed set of criteria that are regguas a condition of customer acceptance. The ATypically conducted over one or more days
during which the system is subjected to a numbé¢esit to validate that the system is performing iepeatable fashion, reliably and to
specification. If material issues or problems d@sealvered during the ATP process, then they aneectid prior to customer acceptance.
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In the case of a direct end user sale, theraypically two ATP’s performed. The first ATPpsrformed at Intevac’s factory and must be
approved by the customer prior to shipment of ffstesn. The second ATP is performed after the sysi@srbeen installed at the customer’s
factory, again with the customer in attendance.e€he second ATP is approved by the customer,tandustomer has accepted the system in
writing and agreed to make any remaining paymemsah the system, then the system is recognizadsake and revenue for the entire system
is recorded.

In the case of a shipment through a distalwn ATP is performed at Intevac’s factory. Upmmpletion of the ATP, and after the
distributor has accepted the system in writing agieed to make any remaining payments due on giersythen the system is shipped and
revenue for the entire system is recorded. Theiloligbr then completes customer factory installatmd the ATP at its cost. When we believe
that there may be higher than normal end-userliastan and acceptance issues for systems shigpeddh a distributor, such as when a major
new version of a product is delivered for the fiiste, then the acceptance and revenue recogmtmeess follows the model described above
for a direct end user sale. The primary differeinceais case is that revenue recognition is depeinde Intevac obtaining acceptance of the
product by both our customer (the distributor) and distributor’s customer (the end user).

During the period that a system is undergaimgtomer acceptance (either distributor or end)uges value of the system remains in
inventory, and any payments received, or amountsiéed, related to the system are included in eustcadvances. When revenue is
recognized on the system, the inventory is chatgembst of net revenues, the customer advancquglhted and the customer is billed for the
unpaid balance of the system revenue.

As of December 31, 2002 the Company repds88@ million of finished goods (séeventories), which consisted of five capacity upgrades
to Flat Panel Display (“FPD") deposition systemslergoing final acceptance testing at the end uéacity and a FPD silicon deposition
system undergoing final acceptance testing atrideuser’s facility. Taken as a whole, the aboveesys represent $10.9 million of the
Company’s $18.2 million order backlog, and $9.8iomil of the Company’s $12.3 million of customer adees (see Consolidated Balance
Sheets).

System Revenue Recognition for Orders Received1&ft@1/02

Certain of Intevac’s product sales with cuso acceptance provisions are accounted for agpieuilement arrangements. If the Company
has met previously defined customer acceptanceriexpe levels with the specific type of equipméhén Intevac recognizes revenue for the
fair market value of the equipment upon shipmeit ansfer of title and recognizes revenue forftiemarket value of installation and
acceptance services when those services are cembpkair products that have not been demonstrateeéd product specifications prior to
shipment, revenue is recognized at customer acueptén the event that Intevac’s customer chooseorcomplete installation and
acceptance, and Intevac’s obligations under thé&racinto complete installation, acceptance or ahgmotasks (with the exception of warranty
obligations) have been fully discharged, then laterecognizes any remainder revenue to the extantollectibility under the contract is
reasonably assured. For contracts with end uséoroes acceptance provisions established prior @82htevac has deferred all revenue
recognition until completion of installation andstomer acceptance. The revenue recognition polithhed above and implemented for
system orders received after December 31, 2002weake to better conform Intevac’s revenue recogmpiolicies to industry accounting
practice for companies selling similar equipmerite Effect of adopting this policy in years prior2@03 would have been no change in 2002
revenues, a decrease in 2001 revenues of $1.9mdhd an increase of 2000 revenues of $1.5 millitve effect on net income of adopting
this policy in years prior to 2003 would have beereffect in 2002 net income, a decrease in 200inneme of $33,000 and an increase in
2000 net income of $33,000.

Other Systems and non-System Revenue Recognition

Revenues for systems without installation aoceptance provisions, technology upgrades, gaate, consumables and prototype products
built by PTD are generally recognized upon shipm8etvice and
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maintenance contract revenue, which to date hasibsgnificant, is recognized ratably over apgbieacontract periods or as the service is
performed.

Our shipping terms are customarily FOB shigpgpoint. For systems sold directly to the end user obligations remaining after shipment
typically include installation, end user factorycaptance and warranty. For systems sold to distiibutypically the distributor assumes
responsibility for installation and end user customcceptance. In some cases, the distributoragsiime some or all of the warranty liability.
For products other than systems and system upgradesanty is the only obligation we have aftempshént.

Technology Development Revenue Recognition

We perform best efforts research and devedspiiwork under various government-sponsored relseanatracts. Typically, for each
contract, we commit to perform certain researchdedklopment efforts up to an agreed upon amonmohnection with these contracts, we
receive funding on an incremental basis up to ngeiSome of these contracts are cost sharingiara, where Intevac is reimbursed for a
portion of the total costs expended. Revenue asetbentracts is recognized in accordance with aonterms, typically as costs are incurred.
In addition, we have, from time to time, negotiateth a third party to fund a portion of our costgeturn for a joint interest in our technology
rights developed pursuant to the contract. In tlenethat total cost incurred under a particulartct over-runs its agreed upon amount, we
may be liable for the additional costs.

These contracts are accounted for under ARBAN, Chapter 11, Section A, which addresses Bhs-Fixed-Fee Contracts. The contracts
are all cost-type, with financial terms that amaiature of fixed fee, incentive fee, no fee andtesisaring. The deliverables under each contract
range from providing reports to providing prototyprdware. In none of the contracts is there aigatibn for either party to continue the
program once the funds have been expended. Thesetn be terminated at any time for convenieimcerhich case we would be reimbursed
for our actual incurred costs, plus fee, if ap@ieafor the completed effort. We own the entightj title and interest to each invention
discovered under the contract, unless we spedifigate up that right. The US Government has a pgidicense to use any
invention/intellectual property for government posps only.

Inventories —We make provisions for potentially excess and adsdhventory based on backlog and forecasted denibowever, order
backlog is subject to revisions, cancellations, mstheduling. Actual demand will inevitably diffieom forecasted demand due to a numbe
factors. For example, the disk industry has sufférem over-capacity and poor financial resultsjchithas led to industry consolidation.
Consolidation can lead to the availability of usegiipment that competes at very low prices withproducts. Financial stress and
consolidation in our customer base can also leddegi@ancellation of orders for products after \aeehincurred substantial costs related to
those orders. Such problems have resulted, anccorginue to result, in excess and obsolete invgnsord the provision of related reserves.

Warranty —The Company’s standard warranty is twelve montbsifcustomer acceptance. During this warranty peaiodnecessary non-
consumable parts are supplied and installed. Aigimv for the estimated warranty cost is recordeth@time revenue is recognized.

Valuation of long-lived and intangible assets amddwill —We assess the impairment of identifiable intangipleng-lived assets and
goodwill whenever events or changes in circumstaumdicate that the carrying value may not be recable. Factors we consider important
which could trigger an impairment review include flollowing:

« significant under-performance relative to expedtistiorical or projected future operating results;

« significant changes in the manner of our use obttwpiired assets or the strategy for our overalinass
« significant negative industry or economic trends;

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

« our market capitalization relative to net book ea
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When we determine that the carrying valubog-lived assets, intangibles or goodwill may hetrecoverable based upon the existence of
one or more of the above indicators of impairmesmt,measure any impairment based on a projectedutised cash flow method using a
discount rate determined by our management to beramsurate with the risk inherent in our currergibess model.

Results of Operations

Net revenuedNet revenues consist primarily of sales of equipnused to manufacture thin-film disks, equipmerdi® manufacture flat
panel displays, related equipment and system coersnand contract research and development relatéé development of electro-optical
devices and systems. Net revenues totaled $33li@mi$51.5 million and $36.0 million in 2002, 20@hd 2000, respectively.

Equipment Products Division (“EPD8venues totaled $27.1 million, $42.7 million ar@8$B million in 2002, 2001 and 2000, respectiv
EPD revenues decreased in 2002 due to a decresake@of flat panel manufacturing systems and siiskem upgrades and components,
partially offset by an increase in sales of diskofacturing systems. EPD revenues increased in 20612000 due to an increase in sales of
flat panel manufacturing systems, partially offsgta decrease in sales of disk manufacturing systdisk systems upgrades and components.
EPD delivered, and recognized revenue on, fivésdDiSTAR® deposition systems during 2001. Duri@@2 EPD delivered upgrades to the
five systems and one new D-STAR® system. Revenuegrétion on the five upgrades and one new systasipending final customer
acceptance at December 31, 2002. Net revenue§@a &nd 2001 include $7.1 million and $6.8 millioespectively, of sales of rapid thermal
processing equipment, a product line the CompaltyisdNovember 2002. There were no sales of rapédnhal processing equipment in 2000.
EPD’s fabrication center, which manufactured maetiiparts, contributed sales to outside custome$.6f million, $1.8 million and
$5.0 million in 2002, 2001 and 2000, respectiv@lye fabrication center was closed in September 2BBD plans to replace the fabrication
center with a smaller model shop during 2003. Tleel@hshop will manufacture engineering prototyped parts for use in our products.

The disk manufacturing industry has now consolidaio a small number of large manufacturers. Weete that the majority of our acti
customers now utilize most of their capacity arat there is significant potential for these custmsmie both resume adding capacity and to
upgrade the technical capability of their installee to permit production of high density disksderpendicular recording rather than the
current longitudinal technology. However, we ar¢ algle to accurately predict when our customerkheidjin placing significant equipment
orders again, or if they will place those orderthwis, and this subjects us to a high degree aérteiaty in projecting our 2003 revenue.

Photonics Technology Division (“PTD”) revesuetaled $6.6 million, $8.8 million and $7.2 noli in 2002, 2001 and 2000, respectively.
PTD revenues decreased in 2002 as a result ofraatexin revenues from contract research and dawelat. PTD revenues increased in 2001
over 2000 as the result of increased revenues éantract research and development. PTD revenu2308 are expected to be primarily
derived from contract research and developmentwithtsome increase in revenue from LIVAR® targiritification systems. Substantial
growth in future PTD revenues is dependent on Pidlifprating its technology into major military weans programs and obtaining produc
subcontracts for these programs.

The Commercial Imaging Division (“CID”) wasrined in July 2002 with the charter of developiegnenercial products based on PTD
technology. CID also assumed responsibility fronDHdr activities related to the development of mitiddes for use in high-speed fiber optic
systems. CID’s 2002 revenues totaled $43,000 etlat¢he sale of sample photodiodes. Further dewedmt of these photodiodes was
suspended at the end of 2002 due to weak markeditzors in the telecommunications industry. CID eg{s to initiate the sale of commercial
products based on PTD’s LIVAR® and low light letethnology during 2003, but does not expect tazealignificant revenues from these
products in 2003.

Intevac’s backlog of orders at December 8302was $18.2 million, as compared to a Decembg2@d1 backlog of $30.6 million. The
$18.2 million of backlog at December 31, 2002 cstesl of $15.0 million of EPD backlog and $3.2 roitliof PTD backlog. The $30.6 million
of backlog at December 31, 2001 consisted of $&6llfon of EPD backlog and $4.1 million of PTD baa§. The reduction in EPD backlog
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was primarily due to a reduction in the numberagfid thermal processing systems and disk manufagtaystems on order. Most of Intevac’s
backlog at December 31, 2002 is scheduled for etthstomer acceptance or delivery during the Figdf of 2003. The Company needs to book
substantial orders in 2003 in order for 2003 stdaneet or exceed 2002 sales.

Significant portions of our revenues in a@ytjgular period have been attributable to salesltmited number of customers. In 2002,
Seagate, Toppoly and the US Army CommunicationstElaics Command each accounted for more than f0%evac’s consolidated net
revenues and in aggregate accounted for 74% obtidated net revenues. In 2001, equipment salesighr Matsubo, our Japanese distributor,
accounted for 49% of consolidated net revenue2009, MMC Technology, Seagate, Westt and Matsubb aacounted for more than 10% of
Intevacs consolidated net revenues and in aggregate azbfor 56% of consolidated net revenues. Our Ergestomers tend to change fi
period to period.

International sales totaled $17.5 million7 $8million and $9.6 million in 2002, 2001 and 20&&spectively, accounting for 52%, 73% and
27% of net revenues. The decrease in internatsgalas in 2002 compared to 2001 was primarily dueedecrease in net revenues from flat
panel manufacturing systems, and to a lesser exteatdecrease in net revenues from disk systgradps and components. The increase in
international sales in 2001 over 2000 was primatilg to an increase in net revenues from flat pewaelufacturing systems. Substantially a
Intevac’s international sales are to customerbénRar East.

Gross marginCost of net revenues consists primarily of purctiasaterials, fabrication, assembly, test and ifegtah labor and overhead,
customer-specific engineering costs, warranty cosiglties, provisions for inventory reservesagcand costs attributable to contract research
and development. Gross margin was 22%, 19% anch@2802, 2001 and 2000, respectively.

Gross margin in EPD was 25%, 23% and 12990222001 and 2000, respectively. EPD gross mang®02 improved slightly over 2001
due primarily to lower production costs and by duetion in inventory provisions, partially offset the under-absorption of manufacturing
overhead due to low manufacturing volume. EPD gnoasgin improved from 2000 to 2001, but was temgdme high initial costs to
manufacture Intevas’redesigned flat panel manufacturing systems sradbkéshment of $2.4 million of inventory reservekated to a cancell¢
order for a custom flat panel system. 2001 EPDgmeargin excluding the effect of the inventory regseavould have been 29%. EPD gross
margin in 2000 was negatively impacted by estabiestt of $5.1 million of reserves related to slowving equipment inventory and an
$0.8 million write-off of goodwill related to eleaically swept source technology, which was aegiin 1996 and subsequently abandoned.
2000 Equipment gross margin excluding the effe¢hege two items would have been 32%. $11.1 mitibBEPD’s backlog at 12/31/02 relates
to D-STAR® products that will not generate any ffigant gross margin. We are not able to accuragtedject the 2003 gross margin for the
balance of the equipment business as it will vaagethding on a number of factors, including, factatiljzation and pricing achieved on future
orders.

Gross margin in PTD was 10%, (2%) and (8%®002, 2001 and 2000, respectively. PTD gross marigiproved in 2002 due to a higher
portion of the revenue being derived from fully @ied research and development contracts. PTD graggima in 2001 and 2000 were
negatively impacted by a significant portion ofeaue being derived from cost-sharing research amdldpment contracts versus fully funded
research and development contracts. We expec2@@®& PTD gross margins will improve based on thritg of revenues being derived frc
fully funded research and development contractsfiaomd prototype products.

Research and developmeResearch and development expense consists priroaphototype materials, salaries and related cofsts
employees engaged in ongoing research, designesrgdogphment activities for disk manufacturing equgnm flat panel manufacturing
equipment, imaging products and Company fundedarebgperformed by PTD. Research and developmerinmseptotaled $10.8 million,
$14.5 million and $10.6 million in 2002, 2001 ar@DP, respectively, representing 32%, 28% and 29#ebfevenue. The dollar decrease from
2001 to 2002 was the result of the completion @p#ifi01 of the design activities related to develephof the D-STAR®, RTP and MDP-200
platforms, partially offset by increased expenstated to the development of CID products and Padbriology and products. The dollar
increase from 2000 to 2001 was primarily the restiihcreased expenses related to the developmenteglesign of flat panel
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manufacturing equipment and, to a lesser exteatd#velopment of PTD technology and products. Wreeixthat research and development
expenses in 2003 will be slightly lower than in 2@ a result of the sale of the rapid thermalgssitig product line, partially offset by
projected increases in CID and in PTD.

Research and development expenses do not inclste @o$5.2 million, $8.0 million and $6.0 million 2002, 2001 and 2000, respectiv
related to PTD contract research and developmérichware included in cost of net revenues. Reseamdirdevelopment expenses also do not
include costs of $0.3 million, $0.5 million and $0nillion incurred by Intevac in 2002, 2001 and @Pgespectively, and reimbursed under the
terms of research and development cost sharingangnets related to development of disk and flat pes@aufacturing equipment.

Selling, general and administrativBelling, general and administrative expense canpistnarily of selling, marketing, customer support
production of customer samples, financial, trame@nagement, liability insurance, legal and profesali services and bad debt expense.
Domestic sales and international sales of disk rfzatwring products in Singapore, Malaysia and Taiaee made by the Company’s direct
sales force, whereas other international saless@frdanufacturing and other products are made $tyillutors and representatives that provide
services such as sales, installation, warrantycastbmer support. The Company also has a subsidi&@ygapore to support customers in
Southeast Asia. Through the second quarter of 2008yac marketed its flat panel manufacturing pment to the Far East through its
Japanese joint venture, IMAT. During the third qaapf 2000 the Company and its joint venture partMatsubo, transferred IMAT's
activities and employees to Matsubo, which becamlistabutor of the Company’s flat panel produetsd shut down the operations of IMAT.

Selling, general and administrative expeonsaed $7.8 million, $6.7 million and $4.4 milliam 2002, 2001, and 2000, respectively,
representing 23%, 13% and 12% of net revenue. fidrease in 2002 over 2001 was primarily the refulepresentative commissions paid on
the sale of flat panel manufacturing systems, aregse in selling, general and administrative parsbin PTD and an increase in corporate
general and administrative expenses. The increase2000 to 2001 was primarily due to a $1.5 millaedit to bad debt expense recognized
in 2000. We expect that selling, general and adstritive expenses will increase in 2003 over 2002td an increase in marketing resources,
the charge for underutilized space and higher @safor directors and officers insurance.

Restructuring and otheRestructuring and other was a gain of $0.6 millio@000. During the third quarter of 1999, the Camp adopted
an expense reduction plan that included closingadtiee buildings at its Santa Clara facility anceduction in force of 7 employees. The
Company incurred a charge of $2.2 million in 198&ted to the expense reduction plan. In the fogutirter of 1999, $0.1 million of the
restructuring reserve was reversed due to lower ¢ixpected costs on the closure of the facilityribthe first quarter of 2000, the Company
vacated the building and negotiated a lease tetinméor that space with its landlord, which reledashe Company from the obligation to pay
any rent after April 30, 2000. As a result, the @amy reversed $0.6 million of the restructuringerge during the first quarter of 2000. During
the third quarter of 2000, the Company completéddaivities related to closing the vacated portidrthe building and reversed the remaining
$23,000 of the restructuring reserve.

Interest expensénterest expense consists primarily of interesthenconvertible notes, amortization of debt isseatwsts, and, to a lesser
extent in 2000, interest on approximately $2.0iomllof longterm debt related to the purchase of Cathode Téagnan 1996. Interest expen
totaled $3.0 million, $2.9 million and $3.0 million 2002, 2001 and 2000, respectively. The incr@aggerest expense in 2002 over 2001 was
due primarily to the writesff of $0.5 million of debt offering costs from tleeiginal convertible note offering in 1997 as auk of the exchanc
of these notes for new convertible notes in Ju@2he decline in interest expense in 2001 fro@020as primarily the result of the
repurchase by Intevac of $3.7 million of the comioée notes during 2001, and, to a lesser extéetrépayment of the Cathode Technology
debt in January 2001. Interest expense on Intevat&anding convertible notes is expected to bé fllion in 2003.

Interest income and other, nétierest income and other, net totaled $16.5 mmi)l&2.5 million and $3.1 million in 2002, 2001 a2@00,
respectively. Interest income and other, net in22€@@nsisted of
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$0.3 million of interest income on investments1&.4 million gain on the sale of the rapid thermacessing product line, a $0.3 million gain
on the sale of fixed assets, $0.4 million of divide from 601 California Avenue LLC and $0.1 milliohearly payment discounts and other
income. Interest income and other, net in 2001 istets of $1.2 million of interest income on investts, a $1.4 million gain from the
repurchase of Intevac’s convertible notes, $0.4ionilbof dividends from 601 California Avenue LLC$&.8 million loss on the disposition of
Pacific Gas and Electric commercial paper and $@lBon of early payment discounts and other incoingerest income and other, net in 2000
consisted of $2.3 million of interest income onaatments, $0.4 million of dividends from in 601 i@ahia Avenue LLC, $0.2 million of gains
on foreign currency forward contracts and $0.2imillof early payment discounts and other income.

Provision for (benefit from) income taxés.2002, Intevac recorded an income tax benef#to6 million. This resulted from the enactment
of the Job Creation and Worker Assistance Act &@2@hich increased the length of time, from 2 years years, over which losses incurre
2001 and 2002 could be carried back against taaiekip prior years. We paid federal income taxeapgroximately $5.2 million for 1996,
$0.9 million for 1997 and $0.5 million for 1998. Ofederal tax returns, and any refunds resultiognfthem, are subject to audit for 3 years
from the date filed. Intevac’s net deferred taxedsstaled zero at December 31, 2002, net of aldhillion valuation allowance. We have
substantial net operating loss carry-forwards witigh be used to limit the taxes paid in the futurd to reduce our effective tax rate to less
than the statutory income tax rates in effect.

In 2001, Intevac recorded $5.0 million ofonte tax expense to provide additional valuatioovedince against deferred tax assets. Our net
deferred tax assets totaled zero at December 81, 2@t of a $19.2 million valuation allowance bfished due to the uncertainty of realizing
certain tax credits, loss carry-forwards and otteferred tax assets.

Intevac’s estimated effective tax rate foB@@vas 0%. We did not accrue a tax benefit durid@02due to the inability to realize additional
refunds from loss carry-backs.

Liquidity and Capital Resources

Intevac’s operating activities provided ca$l$0.9 million in 2002. The cash provided was ity a result of the operating loss being
more than offset by a refund of federal income $ga&id in prior years, depreciation and amortizatperating activities in 2001 used cash of
$11.8 million, primarily due to the net loss incdy which was partially offset by depreciation, atzation and an increase in the valuation
allowance against deferred tax assets. Operatigtess in 2000 generated cash of $22,000, prilpas$ a result of the net loss incurred being
offset by an increase in customer advances, adeaftifederal income taxes paid in prior years, dejation and amortization.

Investing activities in 2002 provided cast$t6.8 million as a result of the sale of the rapiekrmal processing product line and the sale of
equipment, which was partially offset by the pushaf fixed assets. Investing activities in 200dved cash of $28.9 million as a result of
the net sale of investments, which was partialfgaifby the purchase of fixed assets. Investiniyites in 2000 provided cash of $0.8 million
as a result of the net sale of investments, whiak partially offset by the purchase of fixed assets

Intevac’s financing activities used cash d#$million in 2002, primarily as a result of threchange of most of our convertible notes due
2004 for new convertible notes due 2009 and cashlu®y 12, 2002 we completed the exchange of $3dl®n in aggregate principal amount
of our convertible notes due 2004 for $29.5 millafrour new 6 1/2% Convertible Subordinated Notes #009 and $7.6 million in cash,
including $0.9 million for accrued interest. Satédntevac’s common stock to its employees throaghemployee benefit plans provided cash
of $0.3 million. Financing activities in 2001 useakh of $3.7 million, due to the repurchase of giguo of the convertible notes and the
repayment of the Cathode Technology debt, partaffiset by the sale of Intevac’s stock to employeeder its employee benefit plans.
Financing activities in 2000 provided cash of $@ilion from the sale of Intevac’s stock to emplegeunder its employee benefit plans.

At December 31, 2002, Intevac had $28.5 amilbf cash and cash equivalents. Intevac intendadertake approximately $3 million in
capital expenditures during the next 12 monthstaglives the
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existing cash and cash equivalent balances walufécient to meet its cash requirements for thet b@elve months.

Intevac has incurred operating losses eaahsiace 1998 and cannot predict with certaintymibevill return to operating profitability.
2003 operating profitability and cash flow are ¢gogént upon a number of factors, but in particolarthe receipt by the Equipment Products
Division of large multi-system disk manufacturingugment orders deliverable for revenue in 2003ilgMihe Company is forecasting the
receipt of these orders in 2003, it is not abladourately predict when, or if, its Equipment PragDivision will actually receive these orders.
Without the receipt of substantial equipment ordkisserable for revenue during 2003, the Companikely to incur an operating loss and
consume a significant portion of its cash durin20

Iltem 7A.  Quantitative and Qualitative Disclosure About MarkRisk

Interest rate riskThe table below presents principal amounts andegleighted-average interest rates by year of ritafor the
Company’s debt obligations.

Fair
2003 2004 2005 2006 2007 Beyond Total Value
(dollars in thousands)
Long-term debt
Fixed rate — $1,02¢ — — — $29,54: $30,56¢ $23,44¢

Average ratt 6.5(% 6.5(% 65(% 65% 6.5(% 6.5(%

Foreign exchange rislerom time to time, the Company enters into foreigmency forward exchange contracts to hedge patied foreig
currency transaction, translation and re-measuremarosures. The objective of these contracts msitmize the impact of foreign currency
exchange rate movements on the Company’s openasuits. At December 31, 2002, the Company dichawe any foreign currency forward
exchange contracts.
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REPORT OF GRANT THORNTON LLP, INDEPENDENT AUDITORS

The Board of Directors and Shareholders
Intevac, Inc.

We have audited the accompanying consolidadédmhce sheets of Intevac, Inc. as of Decembe2®12 and 2001 and the related
consolidated statements of operations and compseleimcome, shareholders’ equity and cash flowsé&eh of the three years in the period
ended December 31, 2002. Our audits also inclugedata in the financial statement schedule listéde Index at Item 15(a). These financial
statements and schedule are the responsibilityeo€ompany’s management. Our responsibility iscyresss an opinion on these financial
statements and schedule based on our audits.

We conducted our audits in accordance witliteng standards generally accepted in the UnitiateS of America. Those standards require
that we plan and perform the audit to obtain reablanassurance about whether the financial statisnaes free of material misstatements. An
audit includes examining, on a test basis, evidesopporting the amounts and disclosures in then6ileh statements. An audit also includes
assessing the accounting principles used and gignifestimates made by management, as well agatiraj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the consolidated financiatstments referred to above present fairly, in alterial respects, the consolidated financial
position of Intevac, Inc. at December 31, 2002 20@1, and the consolidated results of its operatand its cash flows for each of the three
years in the period ended December 31, 2002, ifoocmity with accounting principles generally acaegin the United States of Americ
Also, in our opinion, the data in the related fioiah statement schedule, when considered in relatidhe basic financial statements taken as a
whole, presents fairly in all material respectsitifermation set forth therein.

Grant Thornton LLP

San Jose, California
January 29, 2003
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INTEVAC, INC.

CONSOLIDATED BALANCE SHEETS
(In thousands)

ASSETS
Current asset:

Cash and cash equivalel

Trade and other accounts receivable, net of alloesif $269 and
$225 at December 31, 2002 and 2!

Income taxes recoverak

Inventories, including $9,914 and $4,070 held st@wmer locations
at December 31, 2002 and 2(C

Prepaid expenses and other current a

Total current asse

Property, plant and equipment, at ct
Leasehold improvemen
Machinery and equipme!

Less accumulated depreciation and amortize

Investment in 601 California Avenue LL

Debt issuance costs, net of amortization of $2282$1,808 ¢
December 31, 2002 and 20

Other long term asse

Total asset

December 31

LIABILITIES AND SHAREHOLDERS * EQUITY

Current liabilities:
Book overdraft
Accounts payabl
Accrued payroll and related liabiliti¢
Other accrued liabilitie
Customer advance

Total current liabilities
Convertible note
Commitments
Shareholder equity:
Undesignated preferred stock, no par value, 10sb@@es
authorized, no shares issued and outstar
Common stock, no par valu
Authorized share— 50,000
Issued and outstanding shares — 12,125 and 12t004 a
December 31, 2002 and 2001, respecti'
Accumulated other comprehensive inca
Accumulated defici

Total shareholde’ equity

Total liabilities and sharehold¢ equity

See accompanying note

2002 2001
$28,45 $ 18,15
4,991 8,04¢
214 —
15,87: 21,69:
961 47¢
50,49t 48,37:
5,751 5,87¢
16,21¢ 21,00¢
21,96 26,96¢
15,17« 18,10¢
6,79: 8,86¢
2,431 2,431
577 49E
3 3
$60,29¢ $ 60,16¢
[ | |
$  45¢ $ 24z
1,28( 2,38¢
1,37¢ 1,57¢
3,721 3,547
12,34« 13,46t
19,18¢ 21,21
30,56¢ 37,54
19,38¢ 19,09:
18¢ 122
(9,039 (17,80
10,54¢ 1,40¢
$60,29¢ $ 60,16¢
[ | |
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INTEVAC, INC.

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

Years Ended December 31

2002 2001 2000
Net revenues
Systems and componet $ 27,62¢ $ 43,59¢ $ 30,25¢
Technology developmel 6,15¢ 7,88t 5,79t
Total net revenue 33,78 51,48 36,04¢
Cost of net revenue
Systems and componel 20,00¢ 30,02¢ 20,65¢
Technology developmel 5,15(C 7,98¢ 6,022
Goodwill write-off — — 1,05¢
Inventory provision: 1,31¢€ 3,71¢ 6,32
Total cost of net revenui 26,47* 41,72¢ 34,05¢
Gross profil 7,30¢ 9,75¢ 1,99(
Operating expense
Research and developm 10,84¢ 14,47¢ 10,57¢
Selling, general and administrati 7,752 6,74t 4,41°F
Restructuring and otht — — (63€)
Total operating expens 18,59¢ 21,22 14,35:
Operating los: (11,289 (11,469 (12,369)
Interest expens (2,98)) (2,912) (3,039
Interest incomt 284 1,24t 2,341
Other income and expense, 16,16¢ 1,22¢ 731
Income (loss) before income tax 2,18 (11,90%) (12,329
Provision for (benefit from) income tax (6,592) 5,02¢ —
Net income (loss $ 8,77¢ $(16,93¢)  $(12,329)
Other comprehensive inconr
Foreign currency translation adjustme 67 122 —
Total adjustment 67 122 —
Total comprehensive income (los $ 8,841 $(16,81) $(12,32)
I I |
Basic income (loss) per sha
Net income (loss $ 0.7: $ (142 $ (109
Shares used in per share amol 12,077 11,95t 11,80:
Diluted income (loss) per shal
Net income (loss $ 0.6€ $ (142 $ (1.09
Shares used in per share amot 15,26: 11,95t 11,80:

See accompanying notes.
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CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY

Balance at January 1, 20
Shares issued in connection wi
Exercise of stock optior
Employee stock purchase pl
Income tax benefits realized from activity in
employee stock plar
Net loss

Balance at December 31, 20
Shares issued in connection wi
Exercise of stock optior
Employee stock purchase pl
Foreign currency translation adjustm
Net loss

Balance at December 31, 2C
Shares issued in connection wi
Exercise of stock optior
Employee stock purchase pl
Compensation expense in the form of comr
stock
Foreign currency translation adjustm
Net income

Balance at December 31, 2C

INTEVAC, INC.

(In thousands)

Accumulated Retained
Common Stock Other Earnings Total
Comprehensive (Accum. Shareholders’

Shares Amount Income Deficit) Equity
11,71¢ $18,17( $ — $ 11,45 $ 29,62
20 58 — — 58
10¢ 41¢ — — 41¢
— 29 — — 29
— — — (12,329 (12,329
11,84« $18,67: $ — $ (871 $ 17,80«
41 13 — — 13
11¢ 40E — — 40E
— — 122 — 122
— — — (16,93¢) (16,93¢)
12,00¢ $19,09: $122 $(17,80) $ 1,40¢
13 19 — — 19
10¢ 278 — — 278
— 4 — — 4
— — 67 — 67
— — — 8,77¢ 8,77¢
12,12¢ $19,38¢ $18¢ $ (9,039 $ 10,54t
| | | | |

See accompanying notes.
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INTEVAC, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Years Ending December 31

2002 2001 2000

Operating activities
Net income (loss $ 8,77« $(16,93¢)  $ (12,329
Adjustments to reconcile net income (loss) to @meshcand cas

equivalents provided by (used in) operating acésit

Depreciatior 2,57 3,91¢ 3,721
Deferred income taxe — 4,98¢ 2,73¢
Amortization of intangible: — 7 1,04z
Amortization of debt offering cos 672 244 244
Goodwill write-off — — 1,05¢
Inventory provision: 1,31¢ 3,71¢ 6,32
Gain on sale of Rapid Thermal Processing prodoe! (15,429 — —
Gain on sale of equipme (329 — —
Gain on purchase of convertible no (23) (1,408 —
Compensation expense in the form of common s 4 — —
Loss on IMAT investmer — — 12t
Restructuring and other char¢— nor-cash portior — — 85¢€
Loss on disposal of investme — 803 —
Loss on disposal of equipme 13 8 2
Changes in assets and liabiliti
Accounts receivabl 2,26¢ 1,54 1,61¢
Inventory 3,35¢ (7,252 (6,66¢€)
Prepaid expenses and other as (492) 36€ (332)
Accounts payabl (1,107 443 92¢
Accrued payroll and other accrued liabilit 33t 63¢ (5,76¢)
Customer advance (1,120 (2,85%) 6,46¢
Total adjustment (7,959) 5,16¢ 12,34¢
Net cash and cash equivalents provided by (useapi@datinc
activities 82( (11,772 22
Investing activities
Purchase of investmer — (5,469) (116,27))
Proceeds from sales and maturities of investn — 38,44 120,08
Net proceeds from sale of Rapid Thermal Procegsiaduct line 17,78( — —
Proceeds from sale of equipmi 53t — —
Purchase of equipme (1,480 (4,050 (2,990
Net cash and cash equivalents provided by investitigities 16,83t 28,93¢ 82:
Financing activities
Proceeds from issuance of common si 29z 41€ 47€
Repurchase of Intevac convertible nc (225) (2,257 —
Exchange of Intevac convertible notes due 2 (7,487) — —
Repayment of notes payat — (1,909 —
Net cash and cash equivalents provided by (usefthismcing
activities (7,41¢ (3,749 47€
Effect of exchange rate changes on ¢ 61 122 —
Net increase in cash and cash equival 10,30( 13,541 1,321
Cash and cash equivalents at beginning of pe 18,157 4,61¢€ 3,29¢
Cash and cash equivalents at end of pe $ 28,457 $ 18,157 $ 4,61¢
L] L] I

Cash paid (received) fa
Interest $ 2,45¢ $ 2,71¢ $ 2,78¢
Income taxe: 2 2 2



Income tax refunt (6,369) — (5,809)
Other nor-cash change:
Inventories transferred to (from) property, pland @quipmen $ (5149 $(232) $ 304
Exchange of $36.3M of convertible notes due 2004%9.5M of
convertible notes 2009 (exchange completed Jul2¥ — — —
Income tax benefit realized from activity in empdaystock plan — — 28

See accompanying notes.
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INTEVAC, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Business and Nature of Operations

Intevac, Inc.’s businesses are the designufaature and sale of complex capital equipmend tisenanufacture products such as thin-film
disks and flat panel displays (the “Equipment PotslDivision”), the development of highly sensitekectro-optical devices and systems for
the US military and its allies (the “Photonics Teology Division”) and the design, manufacture aald ®f commercial products based on
technology developed by the Photonics Technologysiain (the “Commercial Imaging Division”).

Systems sold by the Equipment Products Qiwvisire used to deposit highly engineered thin-filhsaterial on a substrate. These systems
generally utilize proprietary manufacturing techréq and processes, operate under high levels ofimgare designed for high-volume
continuous operation and use precision robotiofpederized controls and complex software progranfalty automate and control the
production process. Products manufactured withetlsgstems include disks for computer hard diskedrand flat panel displays for use in
consumer electronics products.

The Photonics Technology Division is devehapélectro-optical sensors, cameras and systernpehait highly sensitive detection of
photons in the visible and infrared portions of spectrum. This development work is aimed at cngatiew products for both military and
industrial applications. Products include Lasartinated Viewing and Ranging (“LIVAR®”) systems fpositive target identification at long
range and low-cost extreme low light level caméoasise in military applications.

The Commercial Imaging Division was formedinly 2002 with the charter of developing produszised on PTD technology for sale to
commercial markets.

2. Summary of Significant Accounting Policies

Basis of Presentatio

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

Revenue Recognitic

We recognize revenue using guidance from SE@ Accounting Bulletin No. 101 “Revenue Recognitin Financial Statements.” Our
policy allows revenue recognition when persuasikidance of an arrangement exists, delivery hasroedwor services have been rendered, the
seller’s price is fixed or determinable, and cdilaitity is reasonably assured. On January 1, 20@@yvac changed its revenue recognition
policy for system orders received after 2002.

System Revenue Recognition for Orders ReceivedeBEX(B1/0z

Revenues for systems are recognized upoonrmastacceptance. For large deposition and rapidileprocessing systems shipped through
a distributor, revenue is typically recognized afte distributor has accepted the system at atoffig and the system has been shipped. For
large deposition and rapid thermal processing syst&ld direct to end customers, revenue is rezedrafter installation and acceptance ol
system at the customer site.

There is a written acceptance and test proeeATP”) for each system, which is specifiedlire customer purchase order. The ATP
includes a detailed set of criteria that are regguas a condition of customer acceptance. The ATypically conducted over one or more days
during which the system is subjected to a numbeesit to validate that the system is performing iepeatable fashion, reliably and to
specification. If material issues or problems d@sealvered during the ATP process, then they aneectid prior to customer acceptance.
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

In the case of a direct end user sale, theraypically two ATP’s performed. The first ATPpsrformed at Intevac’s factory and must be
approved by the customer prior to shipment of ffstesn. The second ATP is performed after the sy$i@srbeen installed at the customer’s
factory, again with the customer in attendance.e€he second ATP is approved by the customer, tandustomer has accepted the system in
writing and agreed to make any remaining paymemésah the system, then the system is recognizadsake and revenue for the entire system
is recorded.

In the case of a shipment through a distalwn ATP is performed at Intevac’s factory. Upmmpletion of the ATP, and after the
distributor has accepted the system in writing agieed to make any remaining payments due on giersythen the system is shipped and
revenue for the entire system is recorded. Theiligor then completes customer factory installatmd the ATP at its cost. When we believe
that there may be higher than normal end-userliastan and acceptance issues for systems shigpeddh a distributor, such as when a major
new version of a product is delivered for the fiiste, then the acceptance and revenue recogmtmeess follows the model described above
for a direct end user sale. The primary differeincthis case is that revenue recognition is depende the Company obtaining acceptance of
the product by both its customer (the distributor)l its distributor’s customer (the end user).

During the period that a system is undergaimgtomer acceptance (either distributor or end)uges value of the system remains in
inventory and any payments received, or amounisiéed, related to the system are included in custadvances. When revenue is
recognized on the system, the inventory is chatgembst of net revenues, the customer advancquglhted and the customer is billed for the
unpaid balance of the system revenue.

As of December 31, 2002 the Company repds88 million of finished goods which consisted iwkfcapacity upgrades to Flat Panel
Display (“FPD”) deposition systems undergoing finateptance testing at the end user’s facilityaf®D silicon deposition system
undergoing final acceptance testing at the endsutagility. Taken as a whole, the above systerpsagent $10.9 million of the Company’s
$18.2 million order backlog, and $9.8 million oEt@ompany’s $12.3 million of customer advances.

System Revenue Recognition for Orders Received12ft&1/02

Certain of Intevac’s product sales with costo acceptance provisions are accounted for agpeuéilement arrangements. If the Company
has met previously defined customer acceptanceriexpe levels with the specific type of equipméhén Intevac recognizes revenue for the
fair market value of the equipment upon shipmeiat taansfer of title and recognizes revenue forfétilemarket value of installation and
acceptance services when those services are caupkair products that have not been demonstratedté&d product specifications prior to
shipment, revenue is recognized at customer acueptén the event that Intevac’s customer choosesorcomplete installation and
acceptance, and Intevac’s obligations under thé&racnto complete installation, acceptance or ahgrotasks (with the exception of warranty
obligations) have been fully discharged, then laterecognizes any remainder revenue to the extanhtollectibility under the contract is
reasonably assured. For contracts with end uséoroes acceptance provisions established prior @82htevac has deferred all revenue
recognition until completion of installation andstomer acceptance. The revenue recognition polithned above and implemented for
system orders received after December 31, 2002weake to better conform Intevac’s revenue recogmpiolicies to industry accounting
practice for companies selling similar equipmerite Effect of adopting this policy in years prior2@03 would have been no change in 2002
revenues, a decrease in 2001 revenues of $1.9mdhd an increase of 2000 revenues of $1.5 millitke effect on net income of adopting
this policy in years prior to 2003 would have beereffect in 2002 net income, a decrease in 200inneme of $33,000 and an increase in
2000 net income of $33,000.
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Other Systems and rn-System Revenue Recognit

Revenues for systems without installation aockeptance provisions, technology upgrades, fjzate, consumables and prototype products
built by PTD are generally recognized upon shipm8etvice and maintenance contract revenue, whidate has been insignificant, is
recognized ratably over applicable contract permuss the service is performed.

Our shipping terms are customarily FOB shgpgpoint. For systems sold directly to the end user obligations remaining after shipment
typically include installation, end user factorycaptance and warranty. For systems sold to distiibutypically the distributor assumes
responsibility for installation and end user customcceptance. In some cases, the distributoagsiime some or all of the warranty liability.
For products other than systems and system upgradesnty is typically the only obligation we haatter shipment.

Technology Development Revenue Recognition

We perform best efforts research and devedspiiwork under various government-sponsored relseanatracts. Typically, for each
contract, we commit to perform certain researchdedklopment efforts up to an agreed upon amonmohnection with these contracts, we
receive funding on an incremental basis up to ngeiSome of these contracts are cost sharingiara, where Intevac is reimbursed for a
portion of the total costs expended. Revenue asetientracts is recognized in accordance with aonterms, typically as costs are incurred.
In addition, we have, from time to time, negotiatéth a third party to fund a portion of our costgeturn for a joint interest to our rights at
end of the contract. In the event that a particatantract overruns its agreed upon amount, we rediable for the additional costs.

These contracts are accounted for under ARBAN, Chapter 11, Section A, which addresses Bhst-Fixed-Fee Contracts. The contracts
are all cost-type, with financial terms that amaiature of fixed fee, incentive fee, no fee andtesigaring. The deliverables under each contract
range from reports to prototype hardware. In ndnt@e contracts is there an obligation for eithartyp to continue the program once the funds
have been expended. The efforts can be terminatadydime for convenience, in which case we wdagddeimbursed for our actual incurred
costs, plus fee, if applicable, for the completéfdre We own the entire right, title and interésteach invention discovered under the contract,
unless we specifically give up that right. The U&v&nment has a paid-up license to use any invefntiellectual property for government
purposes only.

Trade Receivables and Doubtful Accounts

The Company evaluates the collectibilityraitie receivables on an ongoing basis and provesesvres against potential losses when
appropriate.

Warranty

The Company’s standard warranty is twelve th®from customer acceptance. During this warrgetyod any necessary non-consumable
parts are supplied and installed. A provision fa éstimated warranty cost is recorded when reviEsmgeognized.
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The following table displays the activitytime warranty provision account for 2002 and 2001:

2002 2001

(in thousands)

Beginning balanc $90€  $74¢
Expenditures incurred under warrani (794) (623)
Accruals for product warranties issued during #gorting perioc 41C 76¢
Adjustments to previously existing warranty accst 328 15
Ending balanci $84E  $90¢

| |

International Distribution Costs

The Company makes payments to agents andsematives under agreements related to interrsdtsates in return for obtaining orders
and providing installation and warranty servicelse3e payments to agents and representatives &rdeddn selling, general and
administrative expenses. These amounts totaledxzippately $300,000, $141,000 and $0 for the yeaded December 31, 2002, 2001 and
2000, respectively.

Customer Advances

Customer advances generally represent namdtehle deposits invoiced by the Company in conaeatiith receiving customer purchase
orders and other events preceding acceptance tensysCustomer advances related to products thatia been shipped to customers, and
included in accounts receivable were $0 and $8%7sd@ecember 31, 2002 and 2001, respectively.

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

Shortterm investments consist principally of highly htdebt instruments with maturities generally betwere and twelve months and
carried at fair value. These investments are tyjpisaiort-term in nature and therefore bear minimgrest rate risk.

Management determines the appropriate cleasdn of debt securities at the time of purchase reevaluates such designation as of each
balance sheet date. All debt securities are clads#fs available- for-sale under Statement of Fiidwccounting Standards No. 115
“Accounting for Certain Investments in Debt and Eg$ecurities.” Securities classified as availatuesale are reported at fair market value
with the related unrealized gains and losses imaud retained earnings. Realized gains and lassésleclines in value judged to be other-
than-temporary on available-for-sale securitiesimckided in other income and expenses. The costa@irities sold is based on the specific
identification method.

Cash and cash equivalents represent cashrascand money market funds.
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Valuation of Long-lived and Intangible Assets armb@will

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

« significant underperformance relative to expectistbhical or projected future operating results;

« significant changes in the manner of our use obttwuired assets or the strategy for our overalinass
« significant negative industry or economic trer

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

< our market capitalization relative to net book ea

When we determine that the carrying valubog-lived assets, intangibles or goodwill may hetrecoverable based upon the existence of
one or more of the above indicators of impairmesmt,measure any impairment based on a projectedutised cash flow method using a
discount rate determined by our management to bermmsurate with the risk inherent in our currergibess model. In 2000, Intevac
determined that the intangible assets relatedetinichase of Cathode Technology Corporation atdsLdechnologies, Inc. had become
impaired. This determination was based on a rewakthe future revenue expected from products basetthese technologies. At December 31,
2000 the remaining goodwill related to those puselsaamounting to $1,056,000, was written off. @ write-off, $818,000 is included in the
Equipment Products business segment and $238,00€lusled in Corporate activities.

Foreign Exchange Contracts

Intevac may enter into foreign currency fortvaxchange contracts to hedge certain of its doreurrency transaction, translation and re-
measurement exposures. Our accounting policiesoime of these instruments are based on our desigrdtsuch instruments as hedging
transactions. Instruments not designated as a healggaction will be “marked to market” at the efgtach accounting period. The criteria we
use for designating an instrument as a hedge inaffgctiveness in exposure reduction and one-traatching of the derivative financial
instrument to the underlying transaction being leeld@sains and losses on foreign currency forwaoth@xge contracts that are designated and
effective as hedges of existing transactions aregmized in income in the same period as lossegaind on the underlying transactions are
recognized and generally offset.

During fiscal 2000 Intevac entered into yemaminated foreign currency forward exchange cotdrism hedge anticipated yen denominated
sales. We did not designate these foreign curréorgyard contracts as hedge transactions; therefloeegontracts were “marked to market.” In
fiscal 2000 we realized gains of $111,000 relatefibteign currency forward exchange contracts. ABecember 31, 2002, Intevac had no
foreign currency forward exchange contracts outhten

Financial Instruments

The carrying amount of the short-term finah@istruments (cash and cash equivalents, shortiterestments, accounts receivable and
certain other liabilities) approximates fair vallige to the short-term maturity of those instrumeB&sed on the quoted market prices for the
same or similar issues or on the current ratesexfféor debt of the same remaining maturities féirevalue of the $30.6 million of outstanding
convertible notes as of December 31, 2002 is $2@ll#bn.
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Inventories

Inventories for systems and components atedtat the lower of cost or market. Inventoriessgst of the following:

December 31

2002 2001

(in thousands)

Raw materials $ 3,32¢  $ 5,65¢
Work-in-progres: 2,62¢ 11,96:
Finished good 9,91/ 4,07(

$15,87: $21,69!

Finished goods inventory consists solelyarfipleted systems at customer sites that are unidgrgestallation and acceptance testing.

Inventory reserves included in the above nemalvere $9.6 million and $12.7 million at Decem®&r 2002 and December 31, 2001,
respectively. Each quarter, we analyze our invgniaw materials, WIP and finished goods) agaihstforecast demand for the next
12 months. Parts with no forecast requirementhan period are considered excess and inventonjigiome are established to write those parts
down to zero net book value. During this processjesinventory is identified as having no future as&alue to us and is disposed of against
the reserves.

During the twelve months ended December 8022$1.3 million was added to inventory resenaseld on the quarterly analysis and
$4.2 million of inventory was disposed of and cleafgo the reserve. Most of the disposed inventelated to two MDP 250K Disk Sputtering
systems that had been written down to estimataggealvalue in 2000. Inventory reserves were funteéuced by $0.2 million due to the sale
of the rapid thermal processing product line.

During the twelve months ended December 80Q.12$3.7 million was added to inventory resenaseld on the quarterly analysis and
$0.7 million of inventory was disposed of and clealdo the reserve. The major increase in inventesgrves was the establishment of a
$2.4 million reserve related to a cancelled orderafcustom flat panel system. The system wasemrifown to the value that was recoverak
the system could be reconfigured for a differerstamer. Inventory reserves increased by an addit®®.9 million when a customer cancelled
an order for a disk manufacturing system and fteéeits customer advance. The forfeited advanceappBed to the inventory made excess by
the cancelled order.

Property, Plant and Equipment

Equipment and leasehold improvements argéechat cost less allowances for accumulated degtieniand amortization. Gains and losses
on dispositions are reflected in the consolidatatements of operations.

Depreciation for machinery and equipmenbisiputed using the straighite method over the estimated useful lives ofahsets, which al
generally three to seven years. Amortization ofédwld improvements is computed using the shoftéreoremaining terms of the leases or the
estimated economic useful lives of the improvements

Intangible Assets
Intevac amortizes intangible assets on #gé$tidine basis over the estimated useful livesichirange from two to seven years.
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Comprehensive Income

SFAS No. 130, “Reporting Comprehensive Incbrequires unrealized gains or losses on our abigitéor-sale securities and the foreign
currency translation adjustments, which prior ® #ddoption were reported separately in sharehdldquity, to be included in other
comprehensive income. As of December 31, 2002$1188,000 balance of accumulated other comprehemrgieene is comprised entirely of
accumulated foreign currency translation adjustsent

Employee Stock Plans

At December 31, 2002, Intevac had two stoakelol employee compensation plans, which are dedanilore fully in Note 11. We account
for those plans under the recognition and measurepranciples of APB Opinion No. 25, “Accountingrf8tock Issued to Employees”, and
related Interpretations. No stock-based employeepemsation cost is reflected in net income, asplbns granted under those plans had an
exercise price equal to the market value of theedgithg common stock on the date of grant. Intedaes not have any plans to adopt the fair
value requirements of SFAS 123 for reporting puegos

Pro forma information regarding net incomd aarnings per share is required by SFAS 123, wdilish requires that the information be
determined as if we had accounted for our emplsyeek options granted subsequent to December 34, d8der the fair value method of this
Statement. The fair value for these options wamestd at the date of grant using a Black-Scholeliphe option pricing model with the
following weighted average assumptions for 200®,128nd 2000, respectively: risk-free interest rafek.64%, 3.03% and 5.17%; dividend
yields of 0.0%, 0.0% and 0.0%; volatility factorfstioe expected market price of Inte’s common stock of 0.933, 0.946 and 0.936; and a
weighted-average expected life of the option 060®25 and 0.25 years beyond each respectivenggstiriod.

The Black-Scholes option valuation model wasgeloped for use in estimating the fair valuerafléd options that have no vesting
restrictions and are fully transferable. In additioption models require the input of highly sulijeeassumptions including the expected stock
price volatility. Because Intevac’s employee stopkions have characteristics significantly diffaréom those of traded options, and because
changes in the subjective assumptions can mateati#éct the fair value estimate, in managemenpision, the existing models do not
necessarily provide a reliable single measure efair value of its employee stock options.

Under the 1995 Employee Stock Purchase Blaamended in 1999, (the “ESPP”), Intevac is aizbdrto issue up to 1,000,000 shares of
common stock to participating employees. Undettéhnes of the ESPP, employees can choose to hatel{®6 of their annual base earnings
withheld to purchase Intevac’s common stock. Thelpase price of the stock is 85% of the lower efshbscription date fair market value or
the purchase date fair market value. Under the E&ERold 108,020, 118,904 and 108,784 shares pdogees in 2002, 2001 and 2000,
respectively. As of December 31, 2002, 185,946eshegmained reserved for issuance under the ESPRIOWot recognize compensation cost
related to employee purchase rights under the placomply with the pro forma reporting requirenseaf SFAS 123, compensation cost is
estimated for the fair value of the employees’ pase rights using the Black-Scholes model withfdflewing assumptions for those rights
granted in 2002, 2001 and 2000, respectively: frisk-interest rates of 1.12%, 1.93% and 5.36%pédivil yield of 0.0%, 0.0% and 0.0%;
expected volatility of 0.933, 0.946 and 0.936; ancexpected life of 1.50, 2.00 and 2.00 yearsdffexing period ends July 31, 2003 for the
subscription period that began in February 200Bg Weighted average fair value of those purchagesigranted in 2002, 2001 and 2000 1999
were $1.71, $2.47 and $2.78, respectively per share

42




Table of Contents
INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

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

2002 2001 2000

(in thousands, except per share date

Net income (loss), as report $8,77¢ $(16,93¢) $(12,329)

Deduct: Total stock-based employee compensatioaresgdetermined
under fair value based method for all awards, hetlated tax effect (157) (895) (819
Pro forma net income (los $8,617 $(17,83) $(13,149)
| I I

Earnings per shal

Basic— as reporte! $ 0.7¢ $ (1.4 $ (1.09
Basic— pro forma $ 0.71 $ (149 $ (1.1)
Diluted — as reportet $ 0.6€ $ (1.4 $ (1.09
Diluted — pro forma $ 0.6 $ (1.49 $ (1.1))

Financial Presentation
Certain prior year amounts in the Consolidataancial Statements have been reclassifiedrtoom to 2002 presentation.
Net income (loss) per share

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

2002 2001 2000

(in thousands)

Numerator:

Numerator for basic loss per sh— income (loss) available

common stockholdel $ 8,774 $(16,93¢) $(12,329)
Effect of dilutive securities

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

to common stockholders after assumed conver: $10,11: $(16,93¢) $(12,329)

| L] L]

Denominator

Denominator for basic earnings per st— weightec-average share 12,077 11,95¢ 11,80:
Effect of dilutive securities
Employee stock options(: 137 — —
6 1/2% convertible notes(. 3,04¢ — —
Dilutive potential common shart 3,18¢ — —

Denominator for diluted earnings per share — adpisteighted-
average shares and assumed conver: 15,26: 11,95t 11,80:
| L] L]
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(1) Diluted EPS for the twelve-month periods enBedember 31, 2001 and 2000 excludes “as convetteatment of the convertible notes,
as their inclusion would be anti-dilutive. The nwenlof “as converted” shares excluded from the terehonth periods ended
December 31, 2001 and 2000 was 1,954,910 and T28%espectively

(2) Potentially dilutive securities, consistingstfares issuable upon exercise of employee stdakngpare excluded from the calculation of
diluted EPS as their effect would be anti-dilutivée weighted average number of employee stockogxcluded from the twelve-
month periods ended December 31, 2002, 2001 an@\288 1,328,278, 1,637,268, and 1,474,961, respdct

Use of Estimates

The preparation of financial statements infoomity with accounting principles generally actagpin the United States of America requires
management to make estimates and assumptiondfeetttae reported amounts of assets and liakslisied disclosure of contingent assets and
liabilities at the date of the financial statemeamsl the reported amounts of revenue and expensieg dhe reporting period. Actual results
inevitably will differ from those estimates, ancchulifferences may be material to the financiatesteents.

New Accounting Pronouncements

In June 2001, the Financial Accounting Stadsi®oard (“FASB”) issued Statement of Financiatdanting Standards (“SFAS”) No. 143,
“Accounting for Asset Retirement Obligations.” SFA&3 requires that asset retirement obligationsataidentifiable upon acquisition and
construction, and during the operating life of addived asset be recorded as a liability usingpitesent value of the estimated cash flows. A
corresponding amount would be capitalized as gahepasset’s carrying amount and amortized to exp®ver the asset’s useful life. Intevac
will adopt the provisions of SFAS 143 effective Jary 1, 2003. We do not expect the adoption ofgtdatement to have a material impact on
our financial statements.

In July 2002, FASB issued SFAS No. 146, “Aacting for Costs Associated with Exit or Disposatigities” which supercedes EITF
No. 94-3, “Liability Recognition for Certain Employmengimination Benefits and Other Costs to Exit an gti” SFAS 146 requires that a
liability for a cost associated with an exit orhisal activity be recognized when the liabilityrisurred, whereas EITF No. ®thad recognize
the liability at the commitment date to an exitrplAdoption of this standard is effective for exitdisposal activities that are initiated after
December 31, 2002. We do not expect the impadieatioption of this statement to have a materiphthon our financial statements.

In November 2002, the Emerging Issues Taskd=(EITF”) issued EITF 00-21 “Revenue Arrangensewith Multiple Deliverables.”
EITF 00-21 prescribes a method to account for eatdrthat have multiple elements or deliverablgstdvides guidance on how to allocate the
value of a contract to its different deliverablas well as guidance on when to recognize reveroea&d to each deliverable over its
performance period. The provisions of EITF 00-21l apply to revenue arrangements entered intoérfigtal periods beginning after June 15,
2003. We do not expect the adoption of EITF No2QGeo have a material impact on our financial stegets.

3. Concentrations
Credit Risk and Significant Customers

Financial instruments that potentially subjetevac to significant concentrations of credikrconsist of cash equivalents, short-term
investments, accounts receivable and foreign exgdhéorward contracts. We generally invests our sx@ash in money market funds and in
commercial paper, which have contracted maturg@serally within one year. By policy, our investrtgeim commercial paper, certificates of
deposit,
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Eurodollar time deposits, or banker's acceptanoesaed Al/ P1 or better. In 2001, Intevac recoraéoss of $803,000 on its investment in
commercial paper issued by Pacific Gas & Electric.

Our largest customers tend to change frornogéo period. Historically, a significant portiaf Intevac’s revenues in any particular period
have been attributable to sales to a limited nurobeustomers. In 2002, three customers accouniediZRb, 21%, and 11%, respectively, of
our consolidated revenues and in aggregate acabtont@4% of net revenues. In 2001, one customeswated for 49% of our consolidated
revenues. In 2000, four customers accounted for, IB%, 12% and 11%, respectively, of our consodidaevenues and in aggregate
accounted for 56% of net revenues. Intevac perfamgit evaluations of its customers’ financial ditions and requires deposits on system
orders but does not generally require collateratber security to support customer receivables.

Products

Disk manufacturing and flat panel manufactgrequipment together contributed a significantiporof our revenues in 2002 and 2001,
while disk manufacturing equipment alone contribuesignificant portion of our revenues in 2000. g¥pect that our ability to maintain or
expand our current levels of revenues and to reétuaperating profitability in the future will depé upon our success in enhancing our exis
systems and developing and manufacturing competitisk manufacturing equipment and our successveldping both military and
commercial products based on our LIVAR® and lovintigechnology.

4. Sale of Rapid Thermal Processing Product Line

In the fourth quarter of 2002, Intevac saddRapid Thermal Processing product line to Ph&tgnamics, Inc. (“PDI") for $20 million cash
and the assumption of certain liabilities. $2 roifliof the cash payment will be held in escrow foe gear, and is not included in total assets on
the consolidated balance sheet as of Decembel0B2, Zue to the contingencies related to the rele&these funds from escrow. Release of
the escrow at the end of this period is subjeet bmmber of conditions. In connection with thisssave recorded a gain of $15.4 million, which
is included in other income and expense, net oiCtiesolidated Statement of Operations. The follgwable recaps the gain from the sale and
the effect on Intevac’s balance sheet (in thousands

Cash received from PDI (excluding the $2 milliorestrow) $18,00(
Less: Accounts receivable transferred to | (594)
Inventory transferred to PIL (1,911
Warranty and retrofit liability transferred to P 162
Other assets and liabilities transferred to (10
Expenses associated with the transac (220)
Net gain on sal $15,42¢
|

5. Equity Investments

601 California Avenue LL!

In 1995, Intevac entered into a Limited LlapiCompany Operating Agreement (the “Operatingeament”), which expires December 31,
2015, with 601 California Avenue LLC (the “LLC"),@alifornia limited liability company formed and oed by Intevac and certain
shareholders of Intevac at that time. Under ther&pey Agreement we transferred our leasehold éstein the site of our discontinued night
vision business (the “Site”) in exchange for a erefd share in the LLC with a face value of $3,000, We are accounting for the investment
under the cost method and have recorded our inesstim the LLC at
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$2,431,000, which represents our historical cagyialue of the leasehold interest in the Site. pitederred share in the LLC pays a 10% an
cumulative preferred dividend.

During 1996, the LLC formed a joint venturghwStanford University (the “Stanford JV”). Thea®ford JV developed the property and
fully leased it to a high quality tenant on a laegm lease. The LLC is a highly profitable entesprivhose primary asset is its interest in the
Stanford JV. The Company received dividends of $330 from the LLC in each of the last three yeAssof December 31, 2002 all
outstanding cumulative dividends on the preferteata had been paid. These dividends are includether income and expense.

IMAT Inc.

On June 27, 1997, Intevac entered into aeeagent with Matsubo to form a joint venture resjigador the sales and service of Intevac’s
flat panel display equipment in Japan and othearsbuntries. We invested $436,000 for 49% of théng stock of the joint venture. The jo
venture was accounted for by the equity methodn&and losses related to our share of the jointverwere reflected in other income and
expense, net on the consolidated statements ofties. Intevac’s equity in the net income or (JassIMAT, Inc. was ($125,000) in 2000.
During the third quarter of 2000, Intevac and di®if venture partner, Matsubo, transferred IMATC$dties and employees to Matsubo and
terminated the operations of IMAT.

6. Commitments

We lease certain facilities under non-caraelaperating leases that expire at various tinpetoMarch 2007. The facility leases require
Intevac to pay for all normal maintenance cost® [Hase for the primary facility in Santa Claraules an option to extend the lease for an
additional five-year period.

Future minimum rental payments under theasds at December 31, 2002 are as follows (in tmolsda

2003 $ 2,971
2004 3,07(C
2005 3,192
2006 3,31¢
2007 83¢
Total $13,38¢

|

Gross rental expense was approximately $20803 $2,993,000 and $1,596,000 for the years ebBéedmber 31, 2002, 2001 and 2000,
respectively. Offsetting rental expense for theryzaling December 31, 2000 was sublease incoméZ080.

7. Employee Benefit Plan

In 1991, Intevac established a defined cbutin retirement plan with 401(k) plan featureBeTplan covers all United States employees
eighteen years and older. Employees may make batitihs by a percentage reduction in their salariesto exceed the statutorily prescribed
annual limit. We made cash contributions of $276,801,000 and $123,000 for the years ended Dese®ih 2002, 2001 and 2000,
respectively. Employees may choose among twelvesimvent options for their contributions and thbare of Intevas contributions, and thi
are able to move funds between investment optibasyatime. Intevac’s common stock is not one efitivestment options. Administrative
expenses relating to the plan are insignificant.
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8. Notes Payable

In 1996, Intevac issued notes related tgtirehase of Cathode Technology Corporation. Thesbbre interest at 5.58% compounded
monthly and payable quarterly. The balance on tteswas paid in full in January 2001.

9. Convertible Notes

During the first quarter of 1997, Intevac geted an offering of $57.5 million of its 6 1/2%®@ertible Subordinated Notes (the “2004
Note<”), which mature March 1, 2004. Interest is payaddeh March 1st and September 1st. The notes avetible into shares of Intevac’s
common stock at $20.625 per share. Expenses atsbuiiah the offering of approximately $2.3 milliovere deferred. Such expenses are t
amortized to interest expense over the term ohtes.

On July 12, 2002 we completed the exchand86f3 million in aggregate principal amount of @004 Notes for $29.5 million of our new
6 1/2% Convertible Subordinated Notes due 2009“@889 Notes”) and $7.6 million in cash, includifg.9 million for accrued interest. The
2009 Notes are convertible, at the holderstion, into Intevac common shares at a converngiae of $7.00 per share. $1.3 million in aggre
principal amount of the 2004 Notes remained outhtanafter the closing of the exchange offer.

In accounting for the exchange of the conbkrinotes, we wrote off $0.4 million of debt isaga costs related to the 2004 Notes, reflecting
the portion of such costs attributable to the cotilvle notes exchanged. The remaining debt issueoses will be amortized to interest expense
over the remaining life of the 2004 Notes. In cartism with the exchange offer, Intevac incurred8iillion of offering costs. Of this amount,
$0.2 million represented the cash portion of thehexge offer and was expensed during the 3 monttedeSeptember 28, 2002. The
$0.6 million balance of the exchange offering cegitsbe amortized to interest expense over thmtef the 2009 Notes. There was no gain or
loss associated with this transaction as $36.3anitf 2004 Notes were exchanged for $36.3 milbbeash and new securities.

During 2002, in addition to the note exchadgscribed above, Intevac repurchased $0.3 milfawg value, of its 2004 Notes. The
repurchase resulted in a gain of $23,000. Durir@fl2htevac repurchased $3.7 million, face valiéts??004 Notes. The repurchase resulted
in a gain of $1.4 million. In accordance with adoptof SFAS 145, the gain on the note repurchaseladed in Other income and expense,
net on the consolidated statements of operations.

10. Segment Reporting

Segment Descriptia

Intevac, Inc. has three reportable operaggments: Equipment Products, Photonics Techn@odyCommercial Imaging. Our Equipment
Products Division sells complex capital equipmesgdiin the manufacturing of thin-film disks and fianel displays. Our Photonics
Technology Division is developing sensors and casénat permit highly sensitive detection of phetonthe visible and infrared portions of
the spectrum. Our Commercial Imaging Division iseleping commercial products based on technologgld@ed by PTD.

Included in corporate activities are genemporate expenses, the equity in net loss of IMINT, (see Note 5), amortization expenses
related to certain intangible assets and the ral/ar2000 of a portion of a restructuring resesgéablished in September 1999, less an
allocation of corporate expenses to operating wtjtsal to 1% of net revenues. Assets of corpor@teitges include unallocated cash and short-
term investments, deferred income tax assets (whéarke written off in 2001) and certain intangib&exl other assets.
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Segment Profit or Loss and Segment Assets

We evaluate performance and allocates ressurased on a number of factors including, profibss from operations and future revenue
potential. The accounting policies of the repogad#@gments are the same as those described inntimeasy of significant accounting policies.

Business Segment Net Revenues

2002 2001 2000

(in thousands)

Equipment Product $27,10( $42,72:  $28,79'
Photonics Technolog 6,641 8,761 7,252
Commercial Imaging 43 — —
Total $33,78¢ $51,48¢  $36,04¢
I | I

Business Segment Profit & Loss

2002 2001 2000

(in thousands)

Equipment Products(1)(: $ (5,139 $ (7,239 $ (8,049
Photonics Technology(: (2,177 (2,595 (2,164
Commercial Imaging (1,65€) — —
Corporate activities(4 (2,32 (1,639 (2,157
Operating los: (11,289 (11,469 (12,369
Interest expens (2,987 (2,912 (3,039
Interest incomt 284 1,24t 2,341
Other income and expense, 16,16¢ 1,22¢ 731
Income (loss) before income tax $ 2,18: $(11,907) $(12,329)

I L] I

(1) Includes goodwill writ-off of $818,000 in 200C

(2) Includes inventory provisions of $847,000, $3,880,&and $6,007,000 in 2002, 2001 and 2000, respegt
(3) Includes inventory provisions of $469,000, ($114)08nd $316,000 in 2002, 2001 and 2000, respegti
(4) Includes goodwill writ-off of $238,000 in 200C

Business Segment Assets

2002 2001

(in thousands)

Equipment Product $20,16: $31,84:
Photonics Technolog 7,71¢ 7,25
Commercial Imaging — —
Corporate activitie 32,417 21,06¢
Total asset $60,29¢ $60,16:
| |
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Business Segment Property, Plant & Equipment

Additions 2002 2001
(in thousands)

Equipment Product $ 89 $ 692
Photonics Technolog 1,20: 3,01(
Commercial Imaging — —
Corporate activitie 18¢ 34¢
Total additions $1,48C  $4,05(
| |

Depreciation 2002 2001 2000

(in thousands)

Equipment Product $1,34¢€ $2,55¢ $2,387
Photonics Technolog 86( 79¢ 71€
Commercial Imaging — — —
Corporate activitie 371 55€ 61¢
Total depreciatiol $2,571 $3,91¢ $3,721
| | |

Geographic Area Net Trade Revenues

2002 2001 2000

(in thousands)

United State: $16,33: $14,15¢ $26,46¢
Far Eas 17,15( 36,36: 9,41«
Europe 301 827 49
Rest of World 1 14C 12C
Total revenue $33,78¢ $51,48¢ $36,04¢

[ | | [ |

11. Shareholders’ Equity

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

Stock Option/ Stock Issuance Plans

The Board of Directors approved the 1991 [Stption/ Stock Issuance Plan (the “1991 Plan”)991. The maximum number of shares
that may be issued over the term of the 1991 RI&)666,667 shares. The 1991 Plan is divided imboseparate components: the Option Grant
Program and the Stock Issuance Program. Under phierOGrant Program, Intevac may grant either itigerstock options or nonqualified
options or implement stock appreciation rights [Bimns at the discretion of the Board of Directdzercisability, option price, and other ter
are determined by the Board of Directors, but thon price shall not be less than 85% and 100%hefair market value for nonqualified
options and incentive stock options, respectivatydetermined by the Board of Directors. Optiomtrd under the 1991 Plan are immediately
exercisable; however, unexercised options and slpnehased upon the exercise of the options
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are subject to vesting over a five-year periodeVat may repurchase shares that are not vesteshdies were subject to repurchase at
December 31, 2002, 2001 and 2000.

In 1995, the Board of Directors approved dibopof (i) the 1995 Stock Option/ Stock Issuant@nRthe “1995 Plan”) under which
employees, noemployee directors and consultants may be gramde#t sptions to purchase stock or issued shars®ok at not less than 8!
of fair market value on the grant/issuance datd;(@nthe Employee Stock Purchase Plan. The 1986,Rs amended in 2000, serves as the
successor equity incentive program to our 1991 .Rl@on adoption of the 1995 Plan, all shares abhgléor issuance under the 1991 Plan v
transferred to the 1995 Plan. As of December 30220,065,851 shares of common stock are authof@zddture issuance under the 1995
Plan. Options granted under the 1995 Plan are isaféale upon vesting and vest over periods of Ujpvéoyears. Options currently expire no
later than ten years from the date of grant.

A summary of Intevac’s stock option activiyd related information for the years ended Decerdbdollows:

2002 2001 2000
Weighted-Average Weighted-Average Weighted-Average
Options Exercise Price Options Exercise Price Options Exercise Price
Outstandin¢— beginning of yea 1,802,02: $5.22 1,570,29 $5.3¢ 1,496,37! $5.82
Grantec 429,80( 3.1¢ 341,90( 3.9C 336,10( 3.7¢
Exercisec (13,400 1.4¢ (41,149 0.3C (20,26)) 2.8¢
Forfeited (368,34() 4.0C (69,026 5.32 (241,917 5.9¢
Outstandin¢— end of yea 1,850,08: 5.02 1,802,02. 5.22 1,570,29 5.3¢
Exercisable at end of ye 1,188,38: $5.81 1,062,24; $5.8¢ 878,15’ $5.84
Weighted-average per share fair
value of options granted during
the yeal $1.5¢ $1.9¢ $2.2C
Outstanding and Exercisable by Price Range as of Bember 31, 2002
Options Outstanding Options Exercisable
Number Number
Outstanding As of Weighted Average Weighted Exercable As of Weighted
Range of December 31, Remaining Average December, 31 Average
Exercise Prices 2002 Contractual Life Exercise Pree 2002 Exercise Price
$1.275-$2.630 334,81: 7.35 yre $ 2.4¢ 84,81: $ 2.0¢
$3.063- $3.550 203,04( 8.64 yr: $ 3.2z 61,38( $ 3.2t
$3.570- $3.980 211, 79( 8.04 yr¢ $ 3.81 107,11( $ 3.7¢
$4.000- $5.120 190,50( 8.71 yre $ 4.4C 104,30( $ 4.4¢
$5.375- $5.690 121,64( 6.71 yre $ 5.41 83,36( $ 5.3¢
$6.000- $6.000 353,16 2.61 yre $ 6.0C 353,16 $ 6.0C
$6.063- $6.625 161,30( 5.71 yre $ 6.4¢€ 140,68( $ 6.4¢
$6.750- $7.625 180,77¢ 3.87 yr $ 7.4¢ 172,81¢ $ 7.5C
$7.688- $21.250 93,06( 5.09 yre $10.6( 80,76( $10.9¢
$1.275- $21.250 1,850,08: 6.17 yre $ 5.0z 1,188,38. $ 5.81
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12. Income Taxes

The provision for (benefit from) income taxasincome from continuing operations consistsheffbllowing (in thousands):

Years Ended December 31

2002 2001 2000

Federal:
Current $(6,58¢5) $ — $—
Deferred — 3,771 —
(6,58¢) 3,771 —

State:

Current 2 — —
Deferred — 1,217 —
2 1,217 —

Foreign:
Current 9 41 —
Total $(6,597) $5,02¢ $—
| | |

The tax benefits associated with exercisamafjualified stock options and disqualifying dispions of stock acquired through the
incentive stock option and employee stock purcipéees reduced taxes currently payable for 20021201 2000 as shown above by $0, $0
and $29,000, respectively. Such benefits are @edd additional paid-in capital when realized.

Deferred income taxes reflect the net tagaff of temporary differences between losses repand the carrying amounts of assets and
liabilities for financial reporting purposes an& thmounts used for income tax purposes. Significamponents of our deferred tax assets
computed in accordance with SFAS 109 are as follgwthousands):
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December 31

2002 2001
Deferred tax asset

Vacation accrual, rent accrual and warranty res $ 1,167 $ 1,26(
Depreciatior 1,37(C 1,237
Inventory valuatior 3,53¢ 5,50t
Research and other tax credit c-forwards 51¢ 1,767
Federal and State NOL ca-forward 4,962 6,74%
Basis difference in subsidiary investm — 2,331
Other 587 42¢€
12,13 19,27¢
Valuation allowance for deferred tax ass (12,089 (19,22
Total deferred tax asse $ 50 $ 52

Deferred tax liabilities
Other $ 50 $ 52
Total deferred tax liabilitie $ 50 $ 52
Net deferred tax asse $ — $ —
.| |

The valuation allowance decreased by $7,D%dliring 2002 due primarily to the catrgck of 2001 net operating losses, which resuh
a tax refund of $6,585,000. This carry-back resiftem the enactment of the Job Creation and WolNssistance Act of 2002, which
increased the length of time over which lossesrielin 2001 could be carried back from 2 years years. The Federal and State net
operating loss carry-forwards of $13,166,000 an@#8000 expire at various dates through 2021 &i@ 2espectively, if not previously
utilized.

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

Years Ended December 31

2002 2001 2000

Income taxes (benefit) computed at the federalittat rate $ 76€ $(4,125) $(4,319)
State taxes (net of federal bene 10¢ (40¢) (640)
Tax exempt incom — — (14)
Goodwill amortizatior — — 71z
Research and other tax cre (142) (1,037 —
Effect of tax rate changes and other permanergréiffce: (181) 44 65C
Valuation allowanct (7,144 10,55! 3,60¢
Total $(6,592) $ 5,02¢ $ —
L] | I

13. Research and Development Cost Sharing Agreement

In 1992 Intevac entered into an agreemerit ailapanese company to perform best efforts jeggarch and development work. The nature
of the project was to develop a glass-coating mnmecto be used in the production of flat panel digpl We were funded for one-half of the
actual costs of the project up to a ceiling of $9,800. At December 31, 1999, we had receivedtieeeamount under the contract. Qualify
costs
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of approximately $3,108,000 for the year ended Demr 31, 2000 were incurred on this project, r@sgliin offsets against research and
development costs of approximately $583,000 in 28@0o0f December 31, 2000, the entire advance kad bpplied to qualifying costs. Each

party received certain manufacturing and marketiglgts for separate regions of the world. The agea also calls for 5% royalty payments
by each party to the other party, based on prodoetnd sales.

14. Other Accrued Liabilities

December 31

2002 2001

(in thousands)
Accrued product warrantie $ 84t $ 90¢€

Accrued interest expen: 662 81:
Accrued rent expens 1,43¢ 1,241
Other 781 587

Total other accrued liabilitie

$3,72:  $3,541

15. Quarterly Consolidated Results of Operations (blaudited)

Three Months Ended

March 30, June 29, Sept. 28, Dec. 31,
2002 2002 2002 2002
(in thousands, except per share data)
Net sales $6,67( $8,38¢ $ 6,731 $11,99:
Gross profil 962 2,00z 1,34 3,001
Net income (loss)(1)(2)(¢ (2,142) 80¢ (3,83%) 13,94
Basic earnings per she $ (0.1¢) $ 0.07 $ (0.32) $ 1.1f
Diluted earnings per sha (0.1¢) 0.07 (0.39 0.8¢
Three Months Ended
March 31, June 30, Sept. 29, Dec. 31,
2001 2001 2001 2001
(in thousands, except per share data)
Net sales $10,00¢ $9,49( $ 8,41¢ $23,57¢
Gross profil 3,40(¢ (187) 1,68: 4,85¢
Net loss(4) (3,784 (4,540 (5,356) (3,256)
Basic and diluted loss per shi $ (0.39) $ (0.3¢) $ (0.4%) $ (0.29)

(1) Netincome (loss) for the three months ended M&@;2002, June 29, 2002 and December 31, 2002dac¢hx benefits of $2.2 milliol
$4.2 million and $0.2 million, respectively, bookasl a result of the enactment of the Job Creatidrdorker Assistance Act of 20C

(2) Netincome (loss) for the three months ended Deeerdb, 2002 includes a gain of $15.4 million frdme sale of the rapid thermr
processing product lin

(3) Netincome (loss) for the three months ended Deee®b, 2002 includes a gain of $0.3 million frore #ale of fabrication shop fixe
assets

(4) Net loss for the three months ended December 311, Bludes a gain of $1.4 million from the repwasé of Inteve's convertible note:
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Item 9.  Changes In and Disagreements With Accountants orcéanting and Financial Disclosure
None.

PART Il

Iltem 10.  Directors and Officers of the Registrai

The information required by this item relatito the Company’s directors and nominees andaliscé relating to compliance with
Section 16(a) of the Securities Exchange Act of4183ncluded under the captions “Election of Dimes” and “Section 16(a) Beneficial
Ownership Reporting Compliance” in the Company'sxyrStatement for the 2003 Annual Meeting of Shaleédrs and is incorporated herein
by reference. The information required by this itestating to the Company’s executive officers aegt kmployees is included under the
caption “Executive Officers and Directors” undegnit 4 in Part | of this Annual Report on Form 10-K.

ltem 11.  Executive Compensatio

The information required by this item is mdéd under the caption “Executive CompensationReldted Information” in the Company’s
Proxy Statement for the 2003 Annual Meeting of 8halders and is incorporated herein by reference.

ltem 12.  Security Ownership of Certain Beneficial Owners ahinagement

The information required by this item is imdéd under the caption “Ownership of Securitiesthima Company’s Proxy Statement for the
2003 Annual Meeting of Shareholders and is incateat herein by reference.

Iltem 13.  Certain Relationships and Related Transactio

The information required by this item is imgéd under the caption “Certain Transactions” e@ompany’s Proxy Statement for the 2003
Annual Meeting of Shareholders and is incorpordtectin by reference.

ltem 14. Controls and Procedure

Evaluation of disclosure controls and proceduisthin 90 days prior to the filing date of this Amal Report on Form 10-K (the
“Evaluation Date”), we evaluated, under the supsovi of our chief executive officer and our chiefahcial officer, the effectiveness of our
disclosure controls and procedures. Based on vaisiation, our chief executive officer and chiefédncial officer concluded that our disclosure
controls and procedures are effective to ensutanf@mation we are required to disclose in repdinat we file or submit under the Securities
Exchange Act of 1934 is recorded, processed, suinethand reported within the time periods specifie8ecurities and Exchange
Commission rules and forms.

Changes in internal control§ubsequent to the Evaluation Date, there weregmifigiant changes in our internal controls or ihestfactors
that could significantly affect such controls, mding any corrective actions with regards to sigaifit deficiencies and material weaknesses.
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PART IV

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

(a) List of Documents filed as part of thisrual Report on Form 10-K.

1. The following consolidated financial statementdnaévac, Inc. are filed in Part Il, Item 8 of tiReport on Form 1-K:
Report of Grant Thornton LLP, Independent Auditors
Consolidated Balance She— December 31, 2002 and 20
Consolidated Statements of Operations and Compséleemcome for the years ended December 31, 20021 and 2000
Consolidated Statement of Shareholders’ Equitytteryears ended December 31, 2002, 2001 and 2000
Consolidated Statements of Cash Flows for the ye@iled December 31, 2002, 2001 and 2
Notes to Consolidated Financial Stateme«— Years Ended December 31, 2002, 2001 and 2000

2. Financial Statement Schedules.
The following financial statement schedule of lr@eyinc. is filed in Part IV, Item 14(a) of this Amal Report on Form 10-K:
Schedule I— Valuation and Qualifying Accoun

All other schedules have been omitted since theired information is not present in amounts sudfintito require submission of the
schedule or because the information required isidteal in the consolidated financial statementsatesitheretc

3. Exhibits
Exhibit
Number Description
rrxkx 1 Asset Purchase Agreement between Intevac, IncPantbn Dynamics, Inc. dated as of October 22, :
*3.1 Amended and Restated Articles of Incorporatiorhef Registran
*3.2 Bylaws of the Registrar
**x4.2 Indenture, dated as of February 15, 1997, betwseiCompany and State Street Bank and Trust Compan
of California, N.A. as Trustee, including the foaohthe Convertible Note
4.3 Indenture, dated as of July 12, 2002, between tmapgany and State Street Bank and Trust Compa
California, N.A. as Trustee, including the formtbé& Convertible Note
*10.1 The Registrars 1991 Stock Option/ Stock Issuance F
*10.2 The Registrar's 1995 Stock Option/ Stock Issuance Plan, as ande
*10.3 The Registrars Employee Stock Purchase Plan, as ame
*¥»**x10.5 Lease, dated February 5, 2001 regarding the spaa&Hd at 3560, 3570 and 3580 Bassett Street,
Clara, Californie
*10.8 601 California Avenue LLC Limited Liability Operaty Agreement, dated July 28, 1€
*10.9 The Registrars 401(k) Profit Sharing Ple
21.1 Subsidiaries of the Registre
23.1 Consent of Grant Thornton LLP, Independent Audi
24.1 Power of Attorney (see page £
99.1 Certification Pursuant to 18 U.S.C. Section 1
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* Previously filed as an exhibit to the Registrat®&tatement on Form-1 (No. 3:-97806)
** Previously filed as an exhibit to the Registoat Statement on Form S-1 (No. 333-05531)
***  Previously filed as an exhibit to the Regiditm Statement on Form S-3 (No. 333-24275)

***x*  Incorporated by reference to the Comg’s Annual Report on Form -K for the year ended December 31, 2!
*xxx |ncorporated by reference to the exhibit filed wilile Compan’s Report on Form-K filed November 14, 200
(b) Reports on Form 8-K

On November 14, 2002, the registrant filed a reparForm 8-K regarding the sale of the assetssdR#pid Thermal Processing product
line to Photon Dynamics, In
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SIGNATURES

Pursuant to the requirements of Section 1B5¢d) of the Securities Exchange Act of 1934, Rlegistrant has duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized, on March 11, 2003.

INTEVAC, INC.

By: /s/ CHARLES B. EDDY llI

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

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that epehson whose signature appears below constitnteagpoints Kevin Fairbairn
and Charles B. Eddy Ill, and each of them, asrlis &nd lawful attorneys-in-fact and agents, with gower of substitution and resubstitution,
for him and in his name, place and stead, in amyadlircapacities, to sign any and all amendmentdyding post-effective amendments) to this
Report on Form 10-K, and to file the same, witheathibits thereto, and other documents in connedtierewith, with the Securities and
Exchange Commission, granting unto said attorneyfsét and agents, and each of them, full poweraaritority to do and perform each and
every act and thing requisite and necessary twhe th connection therewith, as fully to all inteand purposes as he might or could do in
person, hereby ratifying and confirming all thadsaitorneys-in-fact and agents, or any of thentheir or his substitute or substitutes, may
lawfully do or cause to be done by virtue hereof.

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

Signature Title Date

/s/ KEVIN FAIRBAIRN President, Chief Executive Officer and Direc March 11, 200
(Principal Executive Officer)

Kevin Fairbairn

/s/ NORMAN H. POND Chairman of the Board March 11, 200

Norman H. Pont

/s/ CHARLES B. EDDY llI Vice President, Finance and Administration, Chief March 11, 200
Financial Officer Treasurer and Secretary (Prini
Charles B. Eddy Il Financial and Accounting Office
/s/ DAVID DURY Director March 11, 200
David Dury
/s/ ROBERT D. HEMPSTEAD Director March 11, 200

Robert D. Hempstee
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Signature

Title

Date

/s/ DAVID N. LAMBETH

David N. Lambett

/sl ROBERT LEMO¢S

Robert Lemo:

/s/ H. JOSEPH SMEAI

H. Joseph Smee

Director

Director

Director
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SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS

INTEVAC, INC.

Additions (Reductions)

Balance at Charged (Credited) Balance at
Beginning to Costs and Charged (Credited) End of
Description of Period Expenses to Other Accounts Deictions - Describe Period
Year ended December 31, 20!
Deducted from asset accour
Allowance for doubtful accoun $ 1,713,071 $(1,544,17) $ (2,899 $ 52,50((1) $ 113,51
Inventory provision: 4,105,93I 6,323,01. (311,13¢) 1,370,68(2) 8,747,12
Year ended December 31, 20!
Deducted from asset accour
Allowance for doubtful accoun $ 113,51 $ 40,51¢ $ 70,83 $ (484)(1) $ 225,34
Inventory provision: 8,747,12 3,715,81 896,00( 698,07°(2) 12,660,86
Year ended December 31, 20!
Deducted from asset accour
Allowance for doubtful accoun $ 225,34 $ 72,70 $ — $ 28,741) $ 269,32(
Inventory provision: 12,660,86 1,315,58; (229,36 4,189,03(2) 9,558,04

(1) Write-offs of amounts deemed uncollectik
(2) Write-off of inventory having no future use or value be Compan
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I, Kevin Fairbairn certify that:
1. | have reviewed this annual report on Form 16fkntevac, Inc.;

2. Based on my knowledge, this annual report doésantain any untrue statement of a material dactmit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statements mwade, not misleading with respect
to the period covered by this annual rep

3. Based on my knowledge, the financial statememid,other financial information included in thisnaal report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this
annual report

4. The registrant’s other certifying officer andre responsible for establishing and maintainirsgldsure controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and ha\

a) designed such disclosure controls and procedoressure that material information relating te thgistrant, including its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during teriod in which this annual
report is being prepare

b) evaluated the effectiveness of the registratigslosure controls and procedures as of a datén80 days prior to the filing
date of this annual report (I Evaluation Dat”); and

¢) presented in this annual report our conclusairaut the effectiveness of the disclosure contints procedures based on
evaluation as of the Evaluation Da

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evalyatidhe registrant’s auditors and the
audit committee of registre’s board of directors (or persons performing the\edent functions)

a) all significant deficiencies in the design oeggtion of internal controls which could adversaffect the registra’s ability to
record, process, summarize and report financia datl have identified for the registrant’s auditmmyg material weaknesses in
internal controls; an

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registra’s
internal controls; an

6. The registrant’s other certifying officer antddve indicated in this annual report whether thegee significant changes in internal
controls or in other factors that could signifidgraffect internal controls subsequent to the dditeur most recent evaluation, including
corrective actions with regard to significant deficcies and material weakness

/s/ KEVIN FAIRBAIRN

Kevin Fairbairn
President, Chief Executive Officer and Director

Date: March 11, 2003

60




Table of Contents

I, Charles B. Eddy certify that:
1. | have reviewed this annual report on Form 16fkntevac, Inc.;

2. Based on my knowledge, this annual report doésantain any untrue statement of a material dacimit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statements mwade, not misleading with respect
to the period covered by this annual rep

3. Based on my knowledge, the financial statememid,other financial information included in thisnaal report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this
annual report

4. The registrant’s other certifying officer andre responsible for establishing and maintainirsgldsure controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and ha\

a) designed such disclosure controls and procedoressure that material information relating te thgistrant, including its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during teriod in which this annual
report is being prepare

b) evaluated the effectiveness of the registratigslosure controls and procedures as of a datén80 days prior to the filing
date of this annual report (I Evaluation Dat”); and

¢) presented in this annual report our conclusairaut the effectiveness of the disclosure contints procedures based on
evaluation as of the Evaluation Da

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evalyatidhe registrant’s auditors and the
audit committee of registre’s board of directors (or persons performing the\edent functions)

a) all significant deficiencies in ttdesign or operation of internal controls which cbatliversely affect the registr’s ability to
record, process, summarize and report financia datl have identified for the registrant’s auditmmyg material weaknesses in
internal controls; an

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registra’s
internal controls; an

6. The registrant’s other certifying officer antddve indicated in this annual report whether thegee significant changes in internal
controls or in other factors that could signifidgraffect internal controls subsequent to the dditeur most recent evaluation, including
corrective actions with regard to significant deficcies and material weakness

/sl CHARLES B. EDDY Il

Charles B. Eddy Il
Vice President, Finance and Administration,
Chief Financial Officer, Treasurer and Secre

Date: March 11, 2003
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INDENTURE dated as of July 12, 2002 between Intelazz, a California corporation (the "Company"fa8tate Street Bank and Trust
Company of California, N.A., a national banking@sation under the laws of the United States of Aoae as Trustee (the "Trustee").

Each party agrees as follows for the benefit ofdther party and for the equal and ratable beoéfite Securityholders of the Company's 6-
1/2% Convertible Subordinated Notes due 2009 (Bextrities"):

ARTICLE |
Definitions and Incorporation by Reference
SECTION 1.01 Definitions

"Affiliate" of any specified person means any otperson directly or indirectly controlling or coolled by or under direct or indirect common
control with such specified person. For the purpaxfehis definition, "control” (including, with crelative meanings, the terms "controlling",
“controlled by" and "under common control with"}, ased with respect to any person, shall meandksegsion, directly or indirectly, of the
power to direct or cause the direction of the managnt or policies of such person, whether throhghotvnership of voting securities or by
agreement or otherwise.

"Agent" means any Registrar, Paying Agent, Coneargigent or co-registrar.
"Board of Directors" means the Board of Directofshe Company or any authorized committee of tharBo

"Board Resolution" means a copy of a resolutiothefBoard of Directors certified by the Secretarni Assistant Secretary of the Compar
be in full force and effect on the date of sucHifieation and delivery to the Trustee.

"Business Day" means any day that is not a Legétieip.

"Capital Stock" means with respect to any entity and all shares, interests, participations, rigitsther equivalents (however designated) of
equity interests in entity, including, without litation, corporate stock and partnership interests.

"Change of Control" means any event where: (i) ‘qg@yson” or "group” (as such terms are used ini@edt3(d) and 14(d) of the Exchange
Act) is or becomes the "beneficial owner" (as dediin Rules 13d-3 and 13d-5 under the Exchangediathares representing more than 50%
of the combined voting power of the then-outstagdiecurities entitled to vote generally in electiof directors of the Company ("Voting
Stock"), (ii) the Company consolidates with or nesgnto any other corporation, or any other corfianamerges into the Company, and, in the
case of any such transaction, the outstanding Contack of the Company is reclassified into or exaed



for any other property or security, unless the shalders of the Company immediately before suatstation own, directly or indirectly
immediately following such transaction, at leastaority of the combined voting power of the outsting voting securities of the Corporate
Entity resulting from such transaction in subsihtithe same proportion as their ownership of\floéing Stock immediately before such
transaction, (iii) the Company conveys, transferieases all or substantially all of its assetarntg person, unless such conveyance, transfer or
lease is to a corporation and the shareholdetseo€bmpany immediately before such conveyancesfeaor lease own, directly or indirectly
immediately following such transaction, at least@ority of the combined voting power of the Comgter Entity to which such assets are so
conveyed, transferred or leased in the same piiopas their ownership of the Voting Stock immeelabefore such transaction, or (iv) any
time the Continuing Directors do not constitute @arty of the Board of Directors of the Company, [0applicable, a successor corporatiol
the Company); provided, that a Change of Contrallstot be deemed to have occurred if at least 80%e consideration (excluding cash
payments for fractional shares) in the transaationansactions constituting the Change of Corntoaoisists of shares of common stock that are,
or upon issuance will be, traded on a United Sta&ti®nal securities exchange or approved for igadin an established automated over-the-
counter trading market in the United States.

"Common Stock" means the common stock of the Comparthe same exists at the date of the executitimsoindenture or as such stock n
be constituted from time to time.

"Company" means the party named as such aboveaustitcessor replaces it in accordance with Artitland thereafter means the successor.

"Continuing Directors" means, as of any date oédatnation, any member of the Board of Directorshef Company who (i) was a member of
such Board of Directors on the date of this Indemtur (i) was nominated for election or electedtich Board of Directors with the approva
a majority of the Continuing Directors who were nimrs of such board at the time of such nominatiogiection.

"Corporate Entity" shall be any corporation, linditéability company or other business entity.

"Custodian" means State Street Bank and Trust CoynpiCalifornia, N.A., as custodian with respexthe Global Securities, or any
successor entity thereto.

"Daily Market Price" means the price of a shar€ofmmon Stock on the relevant date, determinedr(ah® basis of the last reported sale
regular way of the Common Stock as reported orNti#, or if the Common Stock is not then listed e NNM, as reported on such national
securities exchange upon which the Common Stolitéi, or (b) if there is no such reported saléhenday in question, on the basis of the
average of the closing bid and asked quotationsl@egvay as so reported, or (c) if the Common Sisatot listed on the NNM or on any
national securities exchange, on the basis ofibkeage of the high bid and low asked quotationsleegvay on the day in question in the over-
the-counter market as reported by the
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National Association of Securities Dealers Autordafriotation System, or if not so quoted, as repdrteNational Quotation Burea
Incorporated, or a similar organization.

"Default" means any event that is, or with the pgssof time or the giving of notice or both, woblelan Event of Default. "Depositary" means
The Depository Trust Company, its nominees and tlespective successors.

"Designated Event" means the occurrence of a Chah@entrol or a Termination of Trading.

"Designated Senior Debt" means any Senior Debthykitthe date of determination, has an aggregateipal amount outstanding of, or
commitments to lend up to, at least $10.0 milliod & specifically designated by the Company initis¢rument evidencing or governing such
Senior Debt as "Designated Senior Debt" for purpagehis Indenture (provided, that such instrunreay place limitations and conditions on
the right of such Senior Debt to exercise the ggiftDesignated Senior Debt).

"Exchange Act" means the Securities Exchange AtB8#, as amended.

"Excess Payment" means the excess of (A) the agtped the cash and fair market value of other ickemation paid by the Company or any of
its Subsidiaries with respect to the shares acduira@ tender offer or other negotiated transaatieer (B) the Daily Market Price on the
Trading Day immediately following the completionsafch tender offer or other negotiated transactiaitiplied by the number of acquired
shares.

"GAAP" means generally accepted accounting priesiget forth in the opinions and pronouncementseoAccounting Principles Board of 1
American Institute of Certified Public Accountamisd statements and pronouncements of the Finahctalunting Standards Board or in such
other statements by such other entity as may beaeg by a significant segment of the accountiragfgssion in the United States, which ar
effect from time to time.

"Guarantee" means a guarantee (other than by ezrderd of negotiable instruments for collectionhia brdinary course of business), direct or
indirect, in any manner (including, without limiian, letters of credit and reimbursement agreemientsspect thereof), of all or any part of
Indebtedness.

"Indebtedness” means, with respect to any perdlooblggations, whether or not contingent, of symrson (i)(a) for borrowed money
(including, but not limited to, any indebtednesswsed by a security interest, mortgage or other die the assets of such person which is (1)
given to secure all or part of the purchase prigeraperty subject thereto, whether given to thedgr of such property or to another, or (2)
existing on property at the time of acquisitionréa), (b) evidenced by a note, debenture, borattwer written instrument, (c) under a lease
required to be capitalized on the balance shettteoiessee under GAAP or under any lease or retaiedment (including a
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purchase agreement) which provides that such péssmmtractually obligated to purchase or to cautgrd party to purchase such leased
property, (d) in respect of letters of credit, lphank guarantees or bankers' acceptances, (ejesgipect to Indebtedness secured by a mort
pledge, lien, encumbrance, charge or adverse @Hanting title or resulting in an encumbrance tuich the property or assets of such person
are subject, whether or not the obligation sectheceby shall have been assumed or guaranteeddhatrotherwise be such person's legal
liability, (f) in respect of the balance of the dagtd and unpaid purchase price of any propergssets, (g) under interest rate, currency or
credit swap agreements, cap, floor and collar agess, spot and forward-contracts and similar agesgs and arrangements; (ii) with respect
to any obligation of others of the type describethie preceding clause (i) or under clause (iilpWweassumed by or guaranteed in any manner
by such person or in effect guaranteed by suctopdtsough an agreement to purchase (includindnowit limitation, "take or pay" and similar
arrangements), contingent or otherwise (and thigatidns of such person under any such assumptiprsantees or other such arrangements);
and (iii) any and all deferrals, renewals, extensjoefinancings and refundings of, or amendmendslifications or supplements to, any of the
foregoing.

"Indenture" means this Indenture as amended froma tb time.
"Issuance Date" means the date on which the Sesxuaite first authenticated and issued.

"Material Subsidiary" means any Subsidiary of th@r@any which at the date of determination is ari§igant subsidiary" as defined in Rule
1-02(w) of Regulation S-X under the Securities &etl the Exchange Act (as such Regulation is irceéfe the date hereof).

"NNM" means the Nasdaq Stock Market's National Mark

"Obligations” means any principal, interest, pdaraltfees, indemnifications, reimbursements, damage other liabilities payable under the
documentation governing any Indebtedness.

"Offering Circular" means the Offering Circularaéhg to the Securities dated June 21, 2002, gdesmgnted on July 3, 2002, and as the same
may be amended or further supplemented from tintierne.

"Officers' Certificate" means a certificate sigrimdtwo Officers, one of whom must be the Chairméthe Board, the President, the Chief
Financial Officer, the Treasurer or a Vice-Prestd#rthe Company. See Sections 12.04 and 12.0%here

"Opinion of Counsel" means a written opinion fromgdl counsel who is acceptable to the Trustee cbbasel may be an employee of or
counsel to the Company or the Trustee. See Sed®g and 12.05 hereof.

"person" means any individual, corporation, paithgr, joint venture, association, joint stock comparust, unincorporated organization or
government or any agency or political subdivisibereof.
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"Photonics Business" means the design, developmentufacture and service of the Photonic Productiéd Company or one of its
Subsidiaries.

"Photonics Products" means:

(i) the Company's Electron Bombarded Charge Coupkdce ("EBCCD") that is a sensor that has a parent glass window on one side
through which photons are focused onto a photocdatignown on the vacuum side of the window, suchulieen these photons strike the
photocathode through the window, electrons aretechinto the vacuum and these electrons are ttleetriglally accelerated through the
vacuum and strike a charge coupled device ("CCmggder, which in turn outputs a high resolution, loeise video signal;

(if) the Company's Electron Bombarded Active PRehsor ("EBAPS") that incorporates the same bastuiblogy as described in clause (i)
above but contains a Complementary Metal-Oxide-8enductor ("CMOS") imager instead of a CCD chip;

(ii) the Company's Laser llluminated Viewing andriging system ("LIVAR") that is an EBCCD sensorhnadtlaser illuminator that operates
a manner similar to RADAR, but utilizing an eyeestdser, rather than a longer wavelength microveangce, and displaying the reflected
signal as a digital video image, rather than alpa énd

(iv) any products derived from the devices spedifie(i) through (iii) above.

"principal” of a debt security means the principathe security plus the premium, if any, on theusiy.

"Representative” means the trustee, agent or reqias/e (if any) for an issue of Senior Debt.

"SEC" means the Securities and Exchange Commission.

"Securities" means the Securities described ipteamble above that are issued, authenticatedeliveied under this Indenture.
"Securities Act" means the Securities Act of 1%88amended.

"Securityholder" or "holder" means a person in wvehname a Security is registered.

"Senior Debt" means the principal of, premium,rifainterest, on, and fees, costs and expensemimection with, and other amounts due on
Indebtedness of the Company, whether
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outstanding on the date of the Indenture or thegeafeated, incurred, assumed or guaranteed b@dh®any, unless, in the instrument
creating or evidencing or pursuant to which Inddbéss is outstanding, it is expressly provided $hah Indebtedness is not senior in right of
payment to the Securities. Senior Debt includet) véspect to the obligations described aboverésteaccruing, pursuant to the terms of such
Senior Debt, on or after the filing of any petitimnbankruptcy or for reorganization relating te tBompany, whether or not post-filing interest
is allowed in such proceeding, at the rate spetifiethe instrument governing the relevant obligratiNotwithstanding anything to the contrary
in the foregoing, Senior Debt shall not includg:I(aebtedness of the Company to a Subsidiaryeftbmpany; (b) the Securities; (c) the
Company's 6-1/2% Convertible Subordinated Notes200«!;

(d) Indebtedness of or amount owned by the Comfangompensation to employees, or for goods, sesvar material purchased in the
ordinary course of business; or (e) any liabiliy federal, state, local or other taxes owed omgvtdy the Company. For the purposes of this
definition of Senior Debt under this Indenturesithe intent of the parties hereto that the Sé&esrissued under this Indenture be "Senior
Debt" (as defined under that certain Indenturegdi&ebruary 15, 1997, between the Company and Stisget Bank and Trust Company of
California, N.A. (the "2004 Indenture")) for purgssof the 6-1/2% Convertible Subordinated Notes2082 (the "Existing Notes") issued
under the 2004 Indenture, and in furtherance ttietle® parties hereto agree that nothing containeldis Indenture or in the definition of
Senior Debt under this Indenture is meant to oll leaconstrued to expressly provide that the Sgearissued under this Indenture are not
superior to the Existing Notes.

"Subsidiary" means any corporation, associatiootler business entity of which more than 50% ofttital voting power of shares of Capital
Stock entitled (without regard to the occurrencamyf contingency) to vote in the election of dicgst managers or trustees thereof is at the
time owned or controlled, directly or indirectlyy Bny person or one or more of the other Subselanf that person or a combination thereof.

"Termination of Trading" will be deemed to have mced if the Common Stock (or other common stodé imhich the Securities are then
convertible) is neither listed for trading on a téxli States national securities exchange nor apgraverading on an established automated
over-the-counter trading market in the United State

"TIA" means the Trust Indenture Act of 1939, antksuand regulations thereunder as so amendededfeat on the date of execution of this
Indenture; provided, however, in the event thatsTtodenture Act of 1939 is amended after such, d@test Indenture Act" means, to the
extent required by any such amendment, the Trulgriture Act of 1939 as so amended.

"Trading Day" shall mean (A) if the applicable setuis quoted on the NNM, a day on which tradeg/rha made thereon, (B) if the applica
security is listed or admitted for trading on thewNYork Stock Exchange or another national se@sréixchange, a day on which the New
Stock Exchange or such other national securitieaxge is open for business or (C) if the applieaklcurity is not so listed, admitted for
trading or quoted, any day other than a Saturd&uoday or a day on which banking institutionshia State of New York or the State of
California are authorized or obligated by law oeextive order to close.
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"Triggering Distribution" means an event where @@mpany declares or makes any dividend or othérilalision to all of the holders of the
Common Stock of shares of Capital Stock of any Blidnry that at the time constitutes the Companiigténics Business.

"Trustee" means the party named as such abovesaustitcessor replaces it in accordance with thicapfe provisions of this Indenture and
thereafter means the successor.

"Trust Officer" means any officer or assistant offi of the Trustee assigned by the Trustee to dsi@irthis Indenture.

SECTION 1.02 Other Definitions.

Defined in
Term Section

"Agent Members"......coociiiiie s 2.01
"Automatic Conversion"..........c.ccoccvveeveee. L 15.15
"Automatic Conversion Notice".............cocccee.. L 15.15
"Bankruptcy Custodian”........ccccocvevivccens e, 8.01
"Bankruptcy Law".......ccooiiiiiiiiiiiieeee e, 8.01
"Designated Event Offer"........cccoevvvvcvceeeees s 4.08
"Designated Event Payment”.........cccccvcvceeees s 4.08
"Designated Event Payment Date"...........cceeeee. e, 3.08
"Commencement Date"............ccccevvviienneeees. . 3.08
"Conversion AgeNnt” ..o s 2.03
"Conversion Date"............ccceevvvvciceeeeees 5.02
"Conversion Price”.......ccccocvveiviccnens e 5.01
"Current Market Price".......ccccccovvvvennceeeees . 5.06(e)
"Event of Default"............cc.coooeveveeeee. L 8.01
"Global SECUritY"....vvvveieeeeeieiiiees s 2.01
"Legal Holiday".........ccocouveeiiiiiieiiiees e, 12.07
"Offer Amount”........cocovviiviiiiiiiiiees e 3.08
COffiCEI i e, 12.10
"Paying Agent” ... s 2.03
"Payment Blockage Notice"........ccccocceevvveeeees . 6.02
"Payment Blockage Period".........cccccoeveeeeeeee. . 6.02
"Payment Default"........ccccooeveveeiiiiiiiieeeeee s 8.01



Defined in
Term Section

"Purchase Agreement”......cccccceeeevvvviccccceees s 2.01
"Purchase Date"...........ccccoecvvvviiniveneees 5.06
"REGISITAI i e, 2.03
"Repurchase Commencement Date"..........cccccceeeee. e, 13.01
"Repurchase Offer"......ccccvvvveveeeennnnns s 4.09
"Repurchase Offer Agreement”.........ccccoeeeeeeees s 13.01
"Repurchase Payment".........ccccoocvvviveeene . 4.09
"Repurchase Payment Date".........cccccueveeeeeee e, 4.09
"Restricted Securities".........cc.cccooeveeee.. L 2.01
"Tender Period"...........ccoovevviiiinncces. 3.08

SECTION 1.03 Incorporation by Reference of Trustemture Act. Whenever this Indenture refers toavigion of the TIA, the provision is
incorporated by reference in and made a part sfltfdenture.

The following TIA terms used in this Indenture hake following meanings:
"indenture securities" means the Securities;

"indenture security holder" means a Securityholder;

"indenture to be qualified" means this Indenture;

"indenture trustee" or "institutional trustee" medie Trustee; and

"obligor" on the Securities means the Company grather obligor on the Securities.

All other terms used in this Indenture that ardrdef by the TIA, defined by TIA reference to anathmtute or defined by SEC rule under the
TIA have the meanings so assigned to them.

SECTION 1.04 Rules of Construction. Unless the exinbtherwise requires:
(a) a term has the meaning assigned to it;
(b) an accounting term not otherwise defined haakaning assigned to it in accordance with GAARStently applied;

(c) "or" is not exclusive;



(d) words in the singular include the plural, angtds in the plural include the singular; and
(e) provisions apply to successive events and acims.

ARTICLE I

The Securities

SECTION 2.01 Form and Dating. The Securities amedTitustee's certificate of authentication shalsblestantially in the form of Exhibit A
which is hereby incorporated in and expressly meagart of this Indenture.

The Securities may have notations, legends or sedwents required by law, stock exchange rule, aggats to which the Company is subject,
if any, or usage (provided that any such notatiegend or endorsement is in a form acceptableg@ttmpany). The Company shall furnish
any such legend not contained in Exhibit A to thestee in writing. The Securities shall be dateddhte of their authentication. The terms and
provisions of the Securities set forth in Exhibitwe part of the terms of this Indenture and toetktent applicable, the Company and the
Trustee, by their execution and delivery of thiddnture, expressly agree to such terms and progisiod to be bound thereby.

(a) Global Securities. The Securities shall beddsn the form of one or more global Securitiedéfinitive, fully registered form without
interest coupons with the global securities legsstdforth in Exhibit A hereto (a "Global SecurityThe Global Securities shall be deposited on
behalf of the purchasers of the Securities reptedethereby with the Trustee as Custodian for thpd3itary, and registered in the name of the
Depositary or a nominee of the Depositary, dulycexed by the Company and authenticated by the euess hereinafter provided. The
aggregate principal amount of the Global Securifyy ftom time to time be increased or decreaseddpystments made on the records of the
Trustee and the Depositary or its nominee as hafteinprovided in this Article I1.

(b) Book-Entry Provisions. This Section 2.01(b)Isbpply only to a Global Security deposited withom behalf of the Depositary.

The Company shall execute and the Trustee shalkdordance with this

Section 2.01(b) and the written order of the Conypauthenticate and deliver initially one or morel@al Securities that (i) shall be registered

in the name of Cede & Co. or other nominee of ddepositary and (ii) shall be delivered by the Teasto such Depositary or pursuant to such
Depositary's instructions or held by the Truste€astodian for the Depositary pursuant to a FASTeB@e Certificate Agreement between the

Depositary and the Trustee.

Members of, or participants in, the Depositary (EAgMembers") shall have no rights under this Itdenwith respect to any Global Security
held on their behalf by the Depositary or by thasiee as the Custodian for the Depositary or usalen Global Security, and the Depositar
its
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nominee, as the case may be, may be treated Ifjotimpany, the Trustee and any agent of the Compuathedrustee as the absolute owner of
such Global Security for all purposes whatsoeveitwithstanding the foregoing, nothing herein spaflvent the Company, the Trustee or any
agent of the Company or the Trustee from givingetffo any written certification, proxy or othettlaarization furnished by the Depositary or
impair, as between the Depositary and its Agent bkensy the operation of customary practices of ®mpositary governing the exercise of
rights of a holder of a beneficial interest in d@blpbal Security.

SECTION 2.02 Execution and Authentication. Two ©éfis shall sign the Securities for the Company byumal or facsimile signature.

If an Officer whose signature is on a Security eragler holds that office at the time the Securitguithenticated, the Security shall nevertheless
be valid.

A Security shall not be valid until authenticatgdtbe manual signature of an authorized officethef Trustee. The signature shall be
conclusive evidence that the Security has beereatitated under this Indenture.

Upon a written order of the Company signed by twfic@rs, the Trustee shall authenticate the Seesrfor original issue up to an aggregate
principal amount of $29,543,000. The aggregatecpal amount of Securities outstanding at any tamall not exceed such aggregate amount
of $29,543,000 except as provided in Section 2.07.

The Trustee may appoint an authenticating agergpdable to the Company to authenticate Securifieuthenticating agent may authentic
Securities whenever the Trustee may do so. Eaeherate in this Indenture to authentication by thes@ee includes authentication by such
agent. An authenticating agent has the same raghsy Agent to deal with the Company or an Afidiat

SECTION 2.03 Registrar, Paying Agent and Conversgigant. The Company shall maintain in the BorouffManhattan, City of New York,
State of New York

(i) an office or agency where Securities may be@néed for registration of transfer or for exchafiRegistrar"), (ii) an office or agency where
Securities may be presented for payment ("Payingn#g and (iii) an office or agency where Secusitiray be presented for conversion
("Conversion Agent"). The Registrar shall keepgigter of the Securities and of their transfer anchange. The Company may appoint the
Registrar, the Paying Agent and the Conversion Adgdre Company may appoint one or more co-registi@are or more additional paying
agents and one or more additional conversion agestsch other locations as it shall determineyjgied that no such designation shall in any
manner relieve the Company of its obligation tomtein an office or agency in the Borough of MandmatThe City of New York, State of Ne
York, for such purposes. The term "Paying Agentludes any additional paying agent and the terrmV@wsion Agent" includes any
additional conversion agent. The Company may changePaying Agent, Registrar, co-registrar or Cosio® Agent without prior notice to
any Securityholder. The Company shall notify thasiee of the name and address of any Agent natytpahis Indenture. If the Company
fails to appoint or maintain another entity as Regr, Paying Agent or Conversion Agent, the Traistieall act as such. The
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Company or any of its Affiliates may act as Payigent, Registrar, co-registrar or Conversion Agdiie Company initially appoints the
Trustee as Paying Agent, Registrar, Conversion Aged Custodian and the Trustee hereby acceptsagydintments and each of the
corporate trust office of the Trustee in Los Angel@alifornia and the office or agency of the Teasin the Borough of Manhattan, The City of
New York, State of New York (which shall initiallye State Street Bank and Trust Company, N.A., ditigké of the Trustee located at !
Broadway, Concourse Level, Corporate Trust Winddeav York, New York 10006), shall be considered as such office or agency of the
Company for the aforesaid purposes.

SECTION 2.04 Paying Agent to Hold Money in TrusheTCompany shall require each Paying Agent otteer the Trustee to agree in writing
that the Paying Agent will hold in trust for therledit of Securityholders or the Trustee all moneldiby the Paying Agent for the payment of
principal or interest, and will notify the Trustetany default by the Company in making any sugmpent. While any such default continues,
the Trustee may require a Paying Agent to pay ahey held by it to the Trustee. The Company attamg may require a Paying Agent to pay
all money held by it to the Trustee and to accdonany money disbursed by it. Upon payment ovahé&Trustee, the Paying Agent (if other
than the Company or an Affiliate of the Companyglshave no further liability for the money. If tl@mpany or an Affiliate of the Company
acts as Paying Agent, it shall segregate and Incddsieparate trust fund for the benefit of the Bgtwlders all money held by it as Paying
Agent.

SECTION 2.05 Securityholder. The Trustee shallgmesin as current a form as is reasonably praggdhe most recent list available to it of
the names and addresses of Securityholders. Tirigtee is not the Registrar, the Company shatii$trto the Trustee on or before each
interest payment date and at such other timesea$rtistee may request in writing a list in suchrf@nd as of such date as the Trustee may
reasonably require of the names and addresse<ofiybolders.

SECTION 2.06 Transfer and Exchange. When Secudtiepresented to the Registrar or a co-registithrawequest to register a transfer or to
exchange them for an equal principal amount of 8&esi of other denominations, the Registrar stegister the transfer or make the exchange
if its requirements for such transactions are metpermit registrations of transfers and exchantipesCompany shall issue and the Trustee
shall authenticate Securities at the Registrageeast. No service charge shall be made for angtragjion of transfer or exchange (except as
otherwise expressly permitted herein), but the Caamggmay require payment of a sum sufficient to carey transfer tax or similar
governmental charge payable in connection therefitier than any such transfer tax or similar goiregntal charge payable upon exchanges
pursuant to Sections 2.10, 3.06, 3.08, 5.02 or5lhddeof).

The Company shall not be required (i) to regidterttansfer of or exchange Securities during sogdseginning at the opening of business 15
days before the day of any selection of Securftesedemption under Section 3.02 hereof and endinbe close of business on the day of
selection, or (ii) to exchange or register the gfanof any Security so selected for redemptiowliole or in part, except the unredeemed
portion of any Security being redeemed in partigrt¢
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register the transfer of or exchange Securitiesndtd for repurchase (and not withdrawn) undettiSes 4.08 or 4.09 hereof.
The Trustee shall have no responsibility for anyoas taken or not taken by the Depositary.

SECTION 2.07 Replacement Securities. If the hotdexr Security claims that the Security has been testroyed or wrongfully taken or if
such Security is mutilated and is surrenderedéolttustee, the Company shall issue and the Tresi@eauthenticate a replacement Security if
the Trustee's and the Company's requirements ardfrmequired by the Trustee or the Company, atemnity bond must be sufficient in the
judgment of both to protect the Company, the Treisémy Agent or any authenticating agent from asg Wwhich any of them may suffer i
Security is replaced. The Company may charge $oexpenses in replacing a Security.

In case any such mutilated, destroyed, lost oest8lecurity has become or is about to become dlipayable, or is about to be redeemed or
purchased by the Company pursuant to Article Itebé&or converted into shares of Common Stock mmnsto Article V hereof, the Company
in its discretion may, instead of issuing a newusigg, pay, redeem, purchase or convert such Sgcas the case may be.

Every replacement Security is an additional obiarabf the Company.

SECTION 2.08 Outstanding Securities. The Securiigstanding at any time are all the Securitiebenticated by the Trustee except for th
canceled by it, those delivered to it for cancallatand those described in this Section as nataunding.

If a Security is replaced, paid, redeemed, or pasel or converted pursuant to Section 2.07 hetexmfases to be outstanding unless, in the
case of a replaced Security, the Trustee receingedf patisfactory to it that the replaced Secustiield by a bona fide purchaser.

If Securities are considered paid under Sectioth Adreof, they cease to be outstanding and interestem ceases to accrue.
A Security does not cease to be outstanding be¢hasgompany or an Affiliate of the Company holds Security.

SECTION 2.09 Treasury Securities. In determiningethier the Securityholders of the required princgpabunt of Securities have concurre:
any direction, waiver or consent, Securities owbgdhe Company or an Affiliate of the Company shallconsidered as though they are not
outstanding, except that for the purposes of deteng whether the Trustee shall be protected iyimglon any such direction, waiver or
consent, only Securities which a Trust Officer ksawve so owned shall be so disregarded.
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SECTION 2.10 Temporary Securities: Exchange of @l&ecurity for Certificated Securities.

(a) Until definitive Securities are ready for deliy, the Company may prepare and the Trustee ahiilenticate temporary Securities.
Temporary Securities shall be substantially infuren of definitive securities but may have variagahat the Company considers appropriate
for temporary Securities. Without unreasonableydalee Company shall prepare and the Trustee ah#ienticate definitive Securities in
exchange for temporary Securities.

(b) Any Global Security or Securities depositedwitie Depositary or with the Trustee as Custodiautife Depositary pursuant to

Section 2.01 shall be transferred to the benefaialers thereof in the form of certificated segesitonly if such transfer complies with Section
2.06 and

(i) the Depositary notifies the Company that itisvilling or unable to continue as Depositary focls Global Security or if at any time such
Depositary ceases to be a "clearing agency" regidtender the Exchange Act and a successor Depomsitaot appointed by the Company
within 90 days of such notice, or (i) an EventD¥fault has occurred and is continuing.

(c) Any Global Security that is transferable to bemeficial owners thereof in the form of certified Securities pursuant to this Section 2.10
shall be surrendered by the Depositary to the €eui be so transferred, in whole or from timarteetin part, without charge, and the Trustee
shall authenticate and deliver, upon such transfeach portion of such Global Security, an eqgalregate principal amount at maturity of
Securities of authorized denominations in the fofroertificated Securities. Any portion of a Glol&dcurity transferred pursuant to this
Section shall be executed, authenticated and detivenly in denominations of $1,000 and any integraltiple thereof and registered in such
names as the Depositary shall direct.

(d) Prior to any transfer pursuant to Section 2)&he registered holder of a Global Security m@egnt proxies and otherwise authorize any
person, including Agent Members and persons thgthold interests through Agent Members, to take ation which a holder is entitled to
take under this Indenture or the Securities.

(e) In the event of the occurrence of either ofdlients specified in Section 2.10(b), the Compaifiypnomptly make available to the Trustee a
reasonable supply of certificated Securities inrttgfe form without interest coupons.

SECTION 2.11 Cancellation. The Company at any tinag deliver Securities to the Trustee for candelatThe Registrar, Paying Agent and
Conversion Agent shall forward to the Trustee aegusities surrendered to them for registratiorrafsfer, redemption, purchase, conversion,
exchange or payment. The Trustee shall promptigedaadl Securities surrendered for registratiotrahsfer, redemption, purchase, convers
exchange, payment, replacement or cancellatiorshalll destroy all canceled Securities unless thegamy otherwise directs. The Company
may not issue new Securities to replace Secuthigsit has paid or that have been delivered tdTtiustee for cancellation or that any holder
has converted.
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SECTION 2.12 Defaulted Interest. If the Companysfto make a payment of interest, it shall pay siefaulted interest plus any interest
payable on the defaulted interest, in any lawfuhm&. It may pay such defaulted interest, plussargh interest payable thereon, to the persons
who are Securityholders on a subsequent specialdeate. The Company shall fix any such recoré datl payment date. At least 15 days
before any such record date, the Company shalltm&eécurityholders a notice that states the redatd, payment date, and amount of such
interest to be paid.

ARTICLE I
Redemption

SECTION 3.01 Notices to Trustee. If the Companytsiéo redeem Securities pursuant to Section 320&df, it shall notify the Trustee of the
redemption date and the principal amount of Sdesrib be redeemed. The Company shall give eadten@tovided for in this Section 3.01 to
the Trustee at least 20 days before the redemgéta(unless a shorter notice period shall befaat@y to the Trustee).

SECTION 3.02 Selection of Securities to be Redeeitfi¢eiss than all the Securities are to be redekitie Trustee shall select the Securiti¢
be redeemed by a method that complies with theiregents of the principal national securities exa® if any, on which the Securities are
listed, or, if the Securities are not so listed agoro rata basis. The Trustee shall make thetg@miawot more than 60 days and not less than 15
days before the redemption date from Securitiestantling not previously called for redemption. Testee may select for redemption
portions of the principal of Securities that haemdminations larger than $1,000. Securities antiquar of them it selects shall be in amounts
of $1,000 or integral multiples of $1,000. Provigmf this Indenture that apply to Securities chfta redemption also apply to portions of
Securities called for redemption. The Trustee shatify the Company promptly of the Securities ortjpns of Securities to be called for
redemption.

If any Security selected for partial redemptiocasverted in part after such selection, the coedepbrtion of such Security shall be deemed
(so far as may be) to be the portion to be selefotecedemption. The Securities (or portions théreo selected shall be deemed duly selected
for redemption for all purposes hereof, notwithgiag that any such Security is converted in whaoléngart before the mailing of the notice
redemption. Upon any redemption of less than allSkcurities, the Company and the Trustee mayaseatitstanding any Securities
surrendered for conversion during the period 15deext preceding the mailing of a notice of redeampand need not treat as outstanding any
Security authenticated and delivered during suctogén exchange for the unconverted portion of &egurity converted in part during such
period.

SECTION 3.03 Notice of Redemption. At least 15 daysnot more than 60 days before a redemption taeeCompany shall mail a notice of
redemption to each holder whose Securities are tetleemed at such holder's registered address.

The notice shall identify the Securities to be ssded and shall state:
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(a) the redemption date;
(b) the redemption price;

(c) if any Security is being redeemed in part,fbetion of the principal amount of such Securityptoredeemed and that, after the redemption
date, upon cancellation of such Security, a newfigoor Securities in principal amount equal te tmredeemed portion will be issued in the
name of the holder thereof;

(d) the name and address of the Paying Agent;
(e) that Securities called for redemption mustlreendered to the Paying Agent to collect the rgutén price plus accrued interest;

(f) that, unless the Company defaults in makindhswdemption payment or the Paying Agent is pradibfrom making such payment purst
to the terms of this Indenture, by law or otherwisgerest on Securities called for redemption eeds accrue on and after the redemption date
and

(g) the paragraph of the Securities pursuant tekvttie Securities called for redemption are begupemed.

Such notice shall also state the current ConveBitoe and the date on which the right to convechsSecurities or portions thereof into
Common Stock of the Company will expire.

At the Company's request, the Trustee shall gite@of redemption in the Company's name and &xpense.

SECTION 3.04 Effect of Notice of Redemption. Onctice of redemption is mailed, Securities calledrémlemption become due and payable
on the redemption date at the price set forth énShcurity.

SECTION 3.05 Deposit of Redemption Price. On oobethe redemption date, the Company shall depatsitthe Trustee or with the Paying
Agent money sufficient to pay the redemption po€and accrued interest, up to but not includireyriddemption date on all Securities to be
redeemed on that date (subject to the right ofdrsldf record on the relevant record date to reciiterest, due on an interest payment date)
unless theretofore converted into Common Stockyaunsto the provisions hereof. The Trustee or tngrig) Agent shall return to the Compe
any money not required for that purpose.

SECTION 3.06 Securities Redeemed in Part. Uporesdsr of a Security that is redeemed in part, t@@any shall issue and the Trustee
shall authenticate for the holder at the expenghefCompany a new Security equal in principal amoo the unredeemed portion of the
Security surrendered.
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SECTION 3.07 Optional Redemption. The Company neglgem all or any portion of the Securities, up@ntdims and at the redemption pi
set forth in each of the Securities. Any redempparsuant to this Section 3.07 shall be made putgoahe provisions of Section 3.01 through
3.06 hereof.

SECTION 3.08 Designated Event Offer.

(a) In the event that, pursuant to Section 4.08dfethe Company shall commence a Designated EY#et, the Company shall follow the
procedures in this Section 3.08.

(b) The Designated Event Offer shall remain operafperiod specified by the Company which shalhbéess than 30 calendar days and no
more than 40 calendar days following its commenc#rae the date of the mailing of notice in accomawith Section 4.08 hereof (the
"Commencement Date"), except to the extent thahgdr period is required by applicable law (therider Period"). Upon the expiration of the
Tender Period (the "Designated Event Payment Date#)Company shall purchase the principal amofiBecurities required to be purchased
pursuant to Section 4.08 hereof (the "Offer Amount"

(c) If the Designated Event Payment Date is orfter an interest payment record date and on orrbéfe related interest payment date, any
accrued interest, to the related interest paymeatet @ill be paid to the person in whose name a8gds registered at the close of business on
such record date, and no additional interest, lvalpayable to Securityholders who tender Secugitigsuant to the Designated Event Offer.

(d) The Company shall provide the Trustee withtentnotice of the Designated Event Offer at le@sBasiness Days before the
Commencement Date.

(e) On or before the Commencement Date, the Compathe Trustee (at the request and expense @ahgpany) shall send, by first class
mail, a notice to each of the Securityholders, Wwisball govern the terms of the Designated Evefer@ind shall state:

() that the Designated Event Offer is being madespant to this Section 3.08 and Section 4.08 liensw that all Securities tendered will be
accepted for payment;

(ii) the purchase price (as determined in accordavith
Section 4.08 hereof), the length of time the Desigd Event Offer will remain open and the Desig&eent Payment Date;

(iii) that any Security or portion thereof not temed or accepted for payment will continue to aeéntierest;

(iv) that, unless the Company defaults in the payroéthe Designated Event Payment, any Securipodion thereof accepted for payment
pursuant to the Designated Event Offer shall ceasecrue interest, after the Designated Event [RayDate;
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(v) that Securityholders electing to have a Segumitportion thereof purchased pursuant to any @eged Event Offer will be required to
surrender the Security, with the form entitled "iOptof Securityholder To Elect Purchase" on theersg of the Security completed, to the
Paying Agent at the address specified in the ngtie to the close of business on the third Busirigay preceding the Designated Event
Payment Date;

(vi) that Securityholders will be entitled to wittadv their election if the Paying Agent receiveg, later than the close of business on the se
Business Day preceding the Designated Event Paybeget or such longer period as may be requireldya letter or a telegram, telex,
facsimile transmission (receipt of which is confadhand promptly followed by a letter) setting fotttle name of the Securityholder, the
principal amount of the Security or portion thertté Securityholder delivered for purchase andtestent that such Securityholder is
withdrawing his election to have the Security ortjpm thereof purchased; and

(vii) that Securityholders whose Securities arenggiurchased only in part will be issued new Séiegrequal in principal amount to the
unpurchased portion of the Securities surrendevaith unpurchased portion must be equal to $1,8@@incipal amount or an integral
multiple thereof.

In addition, the notice shall contain all instracis and materials that the Company shall reasomkgdyn necessary to enable such
Securityholders to tender Securities pursuantedXasignated Event Offer.

(f) On or prior to the Designated Event PaymenteDtte Company shall irrevocably deposit with thestee or a Paying Agent in immediately
available funds an amount equal to the Offer Amaarte held for payment in accordance with the seofithis Section 3.08. On the
Designated Event Payment Date, the Company sbahetextent lawful, (i) accept for payment the 8&i@s or portions thereof tendered
pursuant to the Designated Event Offer,

(i) deliver or cause to be delivered to the Trassecurities so accepted and

(iii) deliver to the Trustee an Officers' Certifieastating such Securities or portions thereof tmen accepted for payment by the Company in
accordance with the terms of this Section 3.08. Héiging Agent shall promptly (but in any case ¢l than five calendar days after the
Designated Event Payment Date) mail or deliveraitheendering Securityholder an amount equal tgtimehase price of the Securities
tendered by such Securityholder, and the Trustak ptomptly authenticate and mail or deliver telsSecurityholders a new Security equal in
principal amount to any unpurchased portion of3keurity surrendered, if any; provided, that eaglv Security shall be in a principal amount
of $1,000 or an integral multiple thereof. Any Seiteis not so accepted shall be promptly mailededivered by or on behalf of the Company
to the holder thereof. The Company will publiclynannce the results of the Designated Event Offeppas soon as practicable after, the
Designated Event Payment Date.

(9) The Designated Event Offer shall be made byGhmpany in compliance with all applicable provismf the Exchange Act, and all
applicable tender offer rules promulgated thereurated shall include all instructions and materibkl the Company shall reasonably deem
necessary to enable such Securityholders to tehderSecurities.
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SECTION 3.09 Conversion Arrangement on Underwri@afl for Redemption. In connection with any redéionp of Securities, the Company
may arrange for the purchase and conversion oSacyrities by an arrangement with one or more invest bankers or other purchasers to
purchase such Securities by paying to the Trustérist for the holders, on or before the datedife redemption, an amount not less than the
applicable redemption price, together with integestrued to (but excluding) the date fixed for raggon, of such Securities. Notwithstanding
anything to the contrary contained in this Artitlle the obligation of the Company to pay the region price of such Securities, together with
interest accrued to (but excluding) the date fif@dedemption, shall be deemed to be satisfieddischarged to the extent such amount is so
paid by the purchasers. If such an agreement &ehtnto, a copy of which will be filed with theuBtee prior to the date fixed for redemption,
any Securities not duly surrendered for converbipthe holders thereof may, at the option of thenGany, be deemed, to the fullest extent
permitted by law, acquired by such purchasers fsaoh holders and (notwithstanding anything to th@rary contained in Article V)
surrendered by such purchasers for conversioasalf immediately prior to the close of businesshendate fixed for redemption (and the ri

to convert any such Securities shall be deemedve been extended through such time), subjectyimeat of the above amount as aforesaid.
At the direction of the Company, the Trustee shaltl and dispose of any such amount paid to ivéinsame manner as it would monies
deposited with it by the Company for the redemptibSecurities. Without the Trustee's prior writt@msent, no arrangement between the
Company and such purchasers for the purchase awersion of any Securities shall increase or otienaffect any of the powers, duties,
responsibilities or obligations of the Trustee eisferth in this Indenture, and the Company agteésdemnify the Trustee from, and hold it
harmless against, any loss, liability or expensgray out of or in connection with any such arranget for the purchase and conversion of any
Securities between the Company and such purchimsensich the Trustee has not consented in writingjuding the costs and expenses
incurred by the Trustee in the defense of any claitmbility arising out of or in connection withe exercise or performance of any of its
powers, duties, responsibilities or obligations emithis Indenture.

ARTICLE IV
Covenants

SECTION 4.01 Payment of Securities. The Companil pag the principal of, premium, if any, and irdst on the dates and in the manner
provided in the Securities. Principal, premiumgrify, and interest, shall be considered paid o#te due if the Paying Agent (other than the
Company or an Affiliate of the Company) holds oattlate money designated for and sufficient toglhgrincipal, premium, if any, and
interest, then due and such Paying Agent is ndtipited from paying such money to the Securityhmdden that date pursuant to the terms of
this Indenture. To the extent lawful, the Compahglispay interest (including post-petition interestiny proceeding under any Bankruptcy
Law) on overdue installments of interest (withoegard to any applicable grace period) at the rateebby the Securities, compounded
semiannually.
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SECTION 4.02 SEC Reports. Whether or not requisethb rules and regulations of the SEC, so longngsSecurities are outstanding, the
Company will file with the SEC and the Trustee, #&m@quested by any holders of Securities, thes@ae shall furnish to the holders of
Securities all quarterly and annual financial imfation required to be contained in a filing witke tBEC on Forms 10-Q and 10-K, including a
"Management's Discussion and Analysis of FinarnC@iditions and Results of Operations" and, witipeesto annual information only, a
report thereon by the Company's certified indepahdecountants.

SECTION 4.03 Compliance Certificate. The Compargligteliver to the Trustee, within 120 days aftex &nd of each fiscal year of the
Company, an Officers' Certificate stating that\dew of the activities of the Company and its sdizgies during the preceding fiscal year has
been made under the supervision of the signingc@fiwith a view to determining whether the Complaay kept, observed, performed and
fulfilled its obligations under, and complied witte covenants and conditions contained in, thistiture, and further stating, as to each such
Officer signing such certificate, that to the baefssuch Officer's knowledge the Company has kdmeoved, performed and fulfilled each and
every covenant, and complied with the covenantscanditions contained in this Indenture and isinatefault in the performance or
observance of any of the terms, provisions and itiond hereof (or if a Default or Event of Defasltall have occurred, describing all such
Defaults or Events of Default of which such Officeay have knowledge) and that to the best of sutiheds knowledge no event has occul
and remains in existence by reason of which paysnemtaccount of the principal or of interest amehgbited.

One of the Officers signing such Officers' Certtie shall be either the Company's principal exeeufficer, principal financial officer or
principal accounting officer.

The Company will, so long as any of the Securiiesoutstanding, deliver to the Trustee, forthwiplon becoming aware of:
(a) any Default, Event of Default or default in ferformance of any covenant, agreement or comdétimtained in this Indenture; or

(b) any event of default under any other mortgam#genture or instrument as that term is used ini@e8.01(f), an Officers' Certificate
specifying such Default, Event of Default or defaul

SECTION 4.04 Stay, Extension and Usury Law. The gamy covenants (to the extent that it may lawfdityso) that it will not at any time
insist upon, plead, or in any manner whatsoevemcta take the benefit or advantage of, any staieresion or usury law wherever enacted,
now or at any time hereafter in force, which mdgetfthe covenants or the performance of this Ituten and the Company (to the extent it
may lawfully do so) hereby expressly waives alléféror advantage of any such law, and covenaisithvill not, by resort to any such law,
hinder, delay or impede the execution of any pdwezein granted to the Trustee, but will suffer @edmit the execution of every such powe
though no such law has been enacted.
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SECTION 4.05 Corporate Existence. Except as pravidéirticle VII hereof, the Company will do or cseito be done all things necessary to
preserve and keep in full force and effect its cospe existence and the corporate, partnershipher existence of each Subsidiary of the
Company in accordance with the respective organizaltdocuments of each Subsidiary and the rigtitarter and statutory), licenses and
franchises of the Company and its Subsidiariessigenl, however, that the Company shall not be reguio preserve any such right, license or
franchise, or the corporate, partnership or otketence of any Subsidiary, if the Company shatédaine that the preservation thereof is no
longer desirable in the conduct of the businege®fCompany and its Subsidiaries taken as a winnlahat the loss thereof is not adverse in
any material respect to the Securityholders.

SECTION 4.06 Maintenance of Properties. The Compeiliycause all properties used or useful in thediect of its business or the busines
any Subsidiary to be maintained and kept in goodtltimn, repair and working order and supplied vathnecessary equipment and will cause
to be made all necessary repairs, renewals, repkas, betterments and improvements thereof, @il e judgment of the Company may be
necessary so that the business carried on in changberewith may be properly and advantageoushdacted at all times; provided, hower
that nothing in this Section shall prevent the Campfrom discontinuing the operation or maintenawicany of such properties if such
discontinuance is, in the judgment of the Compaegjrable in the conduct of its business or théness of any Subsidiary and not
disadvantageous in any material respect to theehsld

SECTION 4.07 Payment of Taxes and Other Claims.dmpany will pay or discharge, or cause to be paidischarged, before the same
may become delinquent, (i) all taxes, assessmantg@vernmental charges levied or imposed upoiCtmpany or any Subsidiary or upon
income, profits or property of the Company or ampSdiary, (i) all claims for labor, materials asdpplies which, if unpaid, might by law
become a lien or charge upon the property of th@g@my or any Subsidiary, and (iii) all stamps atiteoduties, if any, which may be impo:
by the United States or any political subdivisibareof or therein in connection with the issuat@sfer, exchange or conversion of any
Securities or with respect to this Indenture; pded, however, that, in the case of clauses (i)(@ndhe Company shall not be required to pay
or discharge or cause to be paid or dischargedacly tax, assessment, charge or claim (A) if theré&ato do so will not, in the aggregate, h
a material adverse impact on the Company, or (Bjefamount, applicability or validity is being dested in good faith by appropriate
proceedings.

SECTION 4.08 Designated Event. Upon the occurrefieeDesignated Event, each holder of Securitiel Bave the right, in accordance with
this Section 4.08 and Section 3.08 hereof, to reghie Company to repurchase all or any part (eipubl,000 or an integral multiple thereof)
of such holder's Securities pursuant to the terii@eotion 3.08 (the "Designated Event Offer") guachase price equal to 101% of the
principal amount thereof, plus accrued and unpatierést to the Designated Event Payment Date Resignated Event Payment").

Within 30 days following any Designated Event, @@mpany shall mail to each holder the notice preditly Section 3.08(e).
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SECTION 4.09 Triggering Distribution. Upon the oo@nce of a Triggering Distribution, each holdeiSafcurities shall have the right, in
accordance with this Section 4.09 and Article Xiéreof, to require the Company to repurchase ahgrpart (equal to $1,000 or an integral
multiple thereof) of such holder's Securities parguo the terms of Article XllII hereof (the "Rephase Offer") at a purchase price equal to
100% of the principal amount thereof, together vaitly accrued and unpaid interest (the "Repurchagmeént”) to the repurchase date, which
repurchase date shall be on or prior to the digioh date for such Triggering Distribution (thegBurchase Payment Date"). Notwithstanding
anything herein to the contrary, in the event thath Triggering Distribution is not so paid or maalk of such holder's rights to require the
Company to repurchase their Securities pursuahisdSection 4.09 and Article XIll hereof as a fesfisuch Triggering Distribution shall
terminate and any pending Repurchase Offer shattdended.

SECTION 4.10 Further Instruments and Acts. Upomuestjof the Trustee, the Company will execute aider such further instruments and
do such further acts as may be reasonably necessprgper to carry out more effectively the pugmsf this Indenture.

ARTICLE V
Conversion

SECTION 5.01 Conversion Privilege. A holder of &@&#y may convert the principal amount thereofgay portion thereof that is an integral
multiple of $1,000) into fully paid and nonassedsaares of Common Stock of the Company at ang ginor to the close of business (New
York time) on the maturity date of the Securitytat Conversion Price then in effect, except th#th vespect to any Security called for
redemption, such conversion right shall terminatihe close of business (New York time) on the Bess Day immediately preceding the
redemption date (unless the Company shall defauitaking the redemption payment when it becomesidughich case the conversion price
shall terminate on the date such default is cu@ecurity in respect of which a holder has defrdean "Option of Securityholder to Elect
Purchase" form set forth on Exhibit A hereto ex@ng the option of such holder to require the Comypa purchase such Security may be
converted only if the notice of exercise is withdnaas provided in accordance with Section 3.08dfefighe number of shares of Common
Stock issuable upon conversion of a Security isrdeihed by dividing the principal amount of the &gty converted by the conversion price
effect on the Conversion Date (the "Conversiond®)ic

The initial Conversion Price is stated in paragraptof the Securities and is subject to adjustrasrdrovided in this Article V.

Provisions of this Indenture that apply to convamsdf all of a Security also apply to conversioragfortion of it. A holder of Securities is not
entitled to any rights of a holder of Common Stackil such holder of Securities has converted sseturities into Common Stock, and onl
the extent that such Securities are deemed to e converted into Common Stock under this Article
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SECTION 5.02 Conversion Procedure. To convert aiftgca holder must satisfy the requirements iragaaph 10 of the Securities. The date
on which the holder satisfies all of those requigats is the conversion date (the "Conversion Dafes)soon as practicable after the
Conversion Date, the Company shall deliver to thidér through the Conversion Agent a certificatetfie number of whole shares of Comr
Stock issuable upon the conversion and a checkrfprfractional share determined pursuant to Se&i@8. The person in whose name the
certificate is registered shall become the shadehialf record on the Conversion Date and, as df date, such person's rights as a
Securityholder with respect to the converted Ségsghall cease; provided, however, that no surneafla Security on any date when the stock
transfer books of the Company shall be closed &igadiffective to constitute the person entitlecetzeive the shares of Common Stock upon
such conversion as the shareholder of record df shares of Common Stock on such date, but sucrsler shall be effective to constitute
person entitled to receive such shares of CommaockSts the shareholder of record thereof for alppses at the close of business on the next
succeeding day on which such stock transfer boakesgen; provided further, however, that such cosiga shall be at the Conversion Price in
effect on the date that such Security shall haesseirrendered for conversion, as if the stockstearrbooks of the Company had not been
closed.

No payment or adjustment will be made for accrusdi @npaid interest on a converted Security or feiddnds or distributions on shares
Common Stock issued upon conversion of a Secumitlyif any holder surrenders a Security for conegrafter the close of business on the
record date for the payment of an installment tériest and prior to the opening of business om#xt interest payment date, then,
notwithstanding such conversion, the interest pkeyab such interest payment date shall be paidedolder of such Security on such record
date. In such event, unless such Security hasdak for redemption on or prior to such integggyment date, such Security, when
surrendered for conversion, must be accompanigzhipgnent in funds acceptable to the Company of asuatrequal to the interest payable on
such interest payment date on the portion so coeder

If a holder converts more than one Security atstiree time, the number of whole shares of CommockS$suable upon the conversion shall
be based on the total principal amount of Secsrit@nverted.

Upon surrender of a Security that is convertedairt,fthe Trustee shall authenticate for the hoddeew Security equal in principal amount to
the unconverted portion of the Security surrendered

SECTION 5.03 Fractional Shares. The Company willisgue fractional shares of Common Stock upon ewion of a Security. In lieu
thereof, the Company will pay an amount in casleagon the Daily Market Price of the Common Stockhe Trading Day prior to the date
of conversion.

SECTION 5.04 Taxes on Conversion. The issuancernificates for shares of Common Stock upon thesemsion of any Security shall be
made without charge to the converting Securityholdesuch certificates or for any tax in respefcthe issuance of such certificates, and such
certificates shall be issued in the respective maofieor in such names as may be directed by,
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the holder or holders of the converted Securitgyjated, however, that in the event that certifisdta shares of Common Stock are to be is

in a name other than the name of the holder oS#®urity converted, such Security, when surrendienedonversion, shall be accompanied by
an instrument of transfer, in form satisfactorgiie Company, duly executed by the registered haldgeof or his duly authorized attorney;
and provided further, however, that the Companyl sioh be required to pay any tax which may be fégan respect of any transfer involved
in the issuance and delivery of any such certifisah a name other than that of the holder of tmverted Security, and the Company shall not
be required to issue or deliver such certificateess or until the person or persons requestingstuance thereof shall have paid to the
Company the amount of such tax or shall have dstedal to the satisfaction of the Company that sagthas been paid or is not applicable.

SECTION 5.05 Company to Provide Stock. The Comsrayfl at all times reserve and keep available, firm®a preemptive rights, out of its
authorized but unissued Common Stock, solely ferpgirpose of issuance upon conversion of Secudsideerein provided, a sufficient num
of shares of Common Stock to permit the conversiaal outstanding Securities for shares of ComiStock.

All shares of Common Stock which may be issued ummversion of the Securities shall be duly auttestj validly issued, fully paid and
nonassessable when so issued.

SECTION 5.06 Adjustment of Conversion Price. Then@msion Price shall be subject to adjustment ftiome to time as follows:

(@) In case the Company shall (1) pay a dividenshares of Common Stock to holders of Common St@knake a distribution in shares of
Common Stock to holders of Common Stock, (3) subdiits outstanding shares of Common Stock intceatgr number of shares of Comn
Stock or (4) combine its outstanding shares of Com®tock into a smaller number of shares of ComBioigk, the Conversion Price in effect
immediately prior to such action shall be adjustedhat the holder of any Security thereafter suteeed for conversion shall be entitled to
receive the number of shares of Common Stock wiéctvould have owned immediately following such@tthad such Securities been
converted immediately prior thereto. Any adjustmmiaide pursuant to this subsection (a) shall becsffeetive immediately after the record
date in the case of a dividend or distribution ahdll become effective immediately after the effectlate in the case of a subdivision or
combination.

(b) In case the Company shall issue rights or wésreo substantially all holders of Common Stocttiémg them (for a period commencing no
earlier than the record date for the determinatibinolders of Common Stock entitled to receive sughts or warrants and expiring not more
than 45 days after such record date) to subscooiberfpurchase shares of Common Stock (or secudtavertible into Common Stock) at a
price per share less than the Current Market Raiseletermined pursuant to subsection (f) belovh@fCommon Stock on such record date,
the Conversion Price shall be adjusted so thasdhge shall equal the price determined by multiglyire Conversion Price in effect
immediately prior to such record date by a fracobmvhich the numerator shall be the number of shaf Common Stock outstanding on such
record date, plus the
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number of shares of Common Stock which the aggeeaféering price of the offered shares of Commarckt(or the aggregate conversion
price of the convertible securities so offered) Wquurchase at such Current Market Price, and afhvtihe denominator shall be the numbe
shares of Common Stock outstanding on such rectedmlus the number of additional shares of Com8tork offered (or into which the
convertible securities so offered are convertilffe)ch adjustments shall become effective immediatiér such record date.

(c) In case the Company shall distribute to albleot of Common Stock shares of any class of Capitalk of the Company (other than
Common Stock referred to in subsection (a) abaajlences of indebtedness or other assets (othercésh dividends out of current or
retained earnings), or shall distribute to subg#intall holders of Common Stock rights or warmitd subscribe for securities (other than those
Securities referred to in subsection

(b) above), then in each such case the Conversioa ghall be adjusted so that the same shall éjaadrice determined by multiplying the
Conversion Price in effect immediately prior to thete of such distribution by a fraction of whitte thumerator shall be the Current Market
Price (determined as provided in subsection (fpwglof the Common Stock on the record date mentidoetow less the then fair market value
(as determined by the Board of Directors, whoserdghation shall be conclusive evidence of suchrfedrket value and described in a Board
Resolution) of the portion of the assets so distall or of such subscription rights or warrantsliapple to one share of Common Stock, and of
which the denominator shall be such Current MaFkate of the Common Stock. Such adjustment shalbioe effective immediately after the
record date for the determination of the holder€afmmon Stock entitled to receive such distributidatwithstanding the foregoing, in case
the Company shall issue rights or warrants to gilliséor additional shares of the Company's cagitatk (other than those referred to in
subsection (b) above) ("Rights") to substantialhjhalders of Common Stock, the Company may, in i making any adjustment pursuant to
this Section 5.06, make proper provision so thehdwlder of a Security who converts such Secioityany portion thereof) after the record
date for such distribution and prior to the expinator redemption of the Rights shall be entitleddceive upon such conversion, in addition to
the shares of Common Stock issuable upon such csiougthe "Conversion Shares"), a number of Rightse determined as follows: (i) if
such conversion occurs on or prior to the dateHerdistribution to the holders of Rights of sepeueertificates evidencing such Rights (the
"Distribution Date"), the same number of Rightsmaich a holder of a number of shares of CommoniSéoial to the number of Conversion
Shares is entitled at the time of such conversicaccordance with the terms and provisions of saapdieable to the Rights; and

(ii) if such conversion occurs after the DistrilmtiDate, the same number of Rights to which a maflthe number of shares of Common
Stock into which the principal amount of the Setyusib converted was convertible immediately prattte Distribution Date would have been
entitled on the Distribution Date in accordancehviite terms and provisions of and applicable tdRigits. In the event the Company
implements a shareholder rights plan, such riglats must provide that upon conversion of the Séiesrthe holders will receive, in addition to
the Common Stock issuable upon such conversiom, glets (whether or not such rights have separated the Common Stock at the time of
such conversion).
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(d) In case the Company shall, by dividend or otlez, at any time distribute to all holders of@smmon Stock cash (including any
distributions of cash out of current or retainethe@ays of the Company but excluding any cash thdistributed as part of a distribution
requiring a Conversion Price adjustment pursuapgtagraph (c) of this Section) in an aggregateuarnihat, together with the sum of (x) the
aggregate amount of any other distributions thialtlers of its Common Stock made in cash plusl(ypecess Payments, in each case made
within the 12 months preceding the date fixed fetedmining the shareholders entitled to such tistibn (the "Distribution Record Date") and
in respect of which no Conversion Price adjustnpemsuant to paragraphs (c) or (e) of this Sectiothis paragraph

(d) has been made, exceeds 15% of the produced@tinrent Market Price per share (determined agged in paragraph (f) of this Section)
the Common Stock on the Distribution Record Datétiplied by the number of shares of Common Stoctstaunding on the Distribution

Record Date (excluding shares held in the treastilye Company), the Conversion Price shall beeediso that the same shall equal the price
determined by multiplying such Conversion Priceffect immediately prior to the effectiveness & thonversion Price reduction
contemplated by this paragraph (d) by a fractiowliich the numerator shall be the Current Marke&tePper share (determined as provided in
paragraph (f) of this Section) of the Common Stockhe Distribution Record Date less the amourstuch cash and other consideration
(including any Excess Payments) so distributedieplple to one share of Common Stock (equal to ¢fggesgate amount of such cash and other
consideration (including any Excess Payments) dividy the number of shares of Common Stock outstgrah the Distribution Record Dat
and the denominator shall be such Current MarkeeRrer share (determined as provided in paragifyui this Section) of the Common Stc

on the Distribution Record Date, such reductiobéoome effective immediately prior to the openifi@usiness on the day following the
Distribution Record Date.

(e) In case a tender offer or other negotiatedsaration made by the Company or any Subsidiaryeflbmpany for all or any portion of the
Common Stock shall be consummated, if an Excess@atyis made in respect of such tender offer ceratlegotiated transaction and the
amount of such Excess Payment, together with threaf(x) the aggregate amount of all Excess Paysnglnts (y) the aggregate amount of all
distributions to all holders of the Common Stoclkdmén cash (including any distributions of cash @futurrent or retained earnings of the
Company), in each case made within the 12 montisepling the date of payment of such current negatimansaction consideration or
expiration of such current tender offer, as theegaay be

(the "Purchase Date"), and as to which no adjustmersuant to paragraph (c) or paragraph (d) sf 8gction or this paragraph (e) has been
made, exceeds 15% of the product of the Currenkétdrrice per share (determined as provided ingoapd (f) of this Section) of the
Common Stock on the Purchase Date multiplied byntiraber of shares of Common Stock outstandingydiol any tendered shares but
excluding any shares held in the treasury of then@any or any Subsidiary of the Company) on the ffage Date, the Conversion Price shall
be reduced so that the same shall equal the peteendined by multiplying such Conversion Pricefieet immediately prior to the
effectiveness of the Conversion Price reductiortemplated by this paragraph (e) by a fraction oicivithe numerator shall be the Current
Market Price per share (determined as providedmagraph (f) of this Section) of the Common Stocklee Purchase Date less the amount of
such Excess Payments and such cash distributfaarsy,iapplicable to one share of Common Stock
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(equal to the aggregate amount of such Excess Ragrand such cash distributions divided by the remolb shares of Common Stock
outstanding on the Purchase Date) and the denaonisiaall be such Current Market Price per share(dened as provided in paragraph (f) of
this Section) of the Common Stock on the Purchaste ,Buch reduction to become effective immedigtely to the opening of business on
day following the Purchase Date.

(H The "Current Market Price" per share of Comn&tack on any date shall be deemed to be the avefdabge Daily Market Prices for the
shorter of (i) 30 consecutive Business Days endimthe last full Trading Day on the exchange orkaareferred to in determining such Daily
Market Prices prior to the time of determination(igrthe period commencing on the date next sudicgethe first public announcement of the
issuance of such rights or such warrants or suuér atistribution or such negotiated transactionulgh such last full Trading Day on the
exchange or market referred to in determining ddaity Market Prices prior to the time of determioat

(g) In any case in which this Section 5.06 shajuiee that an adjustment be made immediately faligva record date for an event, the
Company may elect to defer, until such event, gt the holder of any Security converted aftehsecord date the shares of Common S
and other Capital Stock of the Company issuablengueh conversion over and above the shares of @on8tock and other Capital Stock of
the Company issuable upon such conversion onlhemasis of the Conversion Price prior to adjustmeemd, in lieu of the shares the issuance
of which is so deferred, the Company shall issueanise its transfer agents to issue due billst@ratppropriate evidence of the right to rec
such shares.

SECTION 5.07 No Adjustment. No adjustment in then@asion Price shall be required until cumulatidguatments amount to 1% or more of
the Conversion Price as last adjusted; providedigher, that any adjustments which by reason of3kistion 5.07 are not required to be made
shall be carried forward and taken into accourtriy subsequent adjustment. All calculations urldisrArticle V shall be made to the nearest
cent or to the nearest one-hundredth of a shatbgasase may be. No adjustment need be madeyfusitio purchase Common Stock pursuant
to a Company plan for reinvestment of dividendsterest. No adjustment need be made for a chantieeipar value or no par value of the
Common Stock.

SECTION 5.08 Other Adjustments. In the event thata result of an adjustment made pursuant tod®e6106 above, the holder of any
Security thereafter surrendered for conversionl dlemlome entitled to receive any shares of Cafitatk of the Company other than shares of
its Common Stock, thereafter the Conversion Pricgioh other shares so receivable upon convergianyoSecurities shall be subject to
adjustment from time to time in a manner and om$eas nearly equivalent as practicable to the piavs with respect to Common Stock
contained in this Article V.

In the event that shares of Common Stock are rinteded after the expiration of any of the rightswarrants referred to in Section 5.06(b) and
Section 5.06(c) hereof, the Conversion Price dfmleadjusted to the Conversion Price which wothermwvise be in effect had the adjustment
made upon the issuance of such rights or warrargs Imade on the basis of delivery of only the nurobshares of Common Stock actually
delivered.
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SECTION 5.09 Adjustments for Tax Purposes. The Gorgpnay, at its option, make such reductions inGbeversion Price, in addition to
those required by

Section 5.06 above, as it determines to be adwsalirder that any stock dividend, subdivisiorsleéres, distribution of rights to purchase
stock or securities or distribution of securitieseertible into or exchangeable for stock madehgy@ompany to its shareholders will not be
taxable to the recipients thereof

SECTION 5.10 Adjustments by the Company. The Comiiaom time to time may, to the extent permittediéy, reduce the Conversion Pr
by any amount for any period of at least 20 daysyhich case the Company shall give at least 15'detice of such reduction in accordance
with Section 5.11, if the Board of Directors hasdma determination that such reduction would kibénbest interests of the Company, which
determination shall be conclusive.

SECTION 5.11 Notice of Adjustment. Whenever the @osion Price is adjusted, the Company shall prommpail to Securityholders at the
addresses appearing on the Registrar's bookscemaitthe adjustment and file with the Trustee #iic€s' Certificate briefly stating the facts
requiring the adjustment and the manner of compgutirThe certificate shall be conclusive evidentéhe correctness of such adjustment.

SECTION 5.12 Notice of Certain Transactions. In¢lrent that:
(1) the Company takes any action which would remair adjustment in the Conversion Price;
(2) the Company takes any action that would recaisepplemental indenture pursuant to Section ®a1.3;

(3) there is a dissolution or liquidation of ther@many; a holder of a Security may wish to convechsSecurity into shares of Common Stock
prior to the record date for or the effective daftéhe transaction so that he may receive thesigharrants, securities or assets which a holder
of shares of Common Stock on that date may rec&iverefore, the Company shall mail a notice to 8gdwlders at the addresses appearing
on the Registrar's books and deliver to the Truate®fficers' Certificate, in each case statingptoposed record or effective date, as the case
may be. The Company shall mail the notice and debuch Officers' Certificate at least 15 days tefuch date; however, failure to mail such
notice or any defect therein shall not affect takdity of any transaction referred to in clausg (2) or

(3) of this Section 5.12.

SECTION 5.13 Effect of Reclassifications, Consdiiolas, Mergers or Sales on Conversion Privileganlf of the following shall occur,
namely: (i) any reclassification or change of cartsting shares of Common Stock issuable upon coioveo$ Securities (other than a changt
par value, or from par value to no par value, onfmo par value to par value, or as a result afoaivision or combination), (ii) any
consolidation or merger to which the Company isypother than a merger in which the Companyeésdbntinuing corporation and which
does not result in any reclassification of, or d&fother than a change in name, or par valuegpar par value to no par value, or from no par
value to par value or as a result of a subdivisiooombination) in,
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outstanding shares of Common Stock or (iii) ang seilconveyance of all or substantially all of iteperty or business of the Company as an
entirety, then the Company, or such successormhpsing Corporate Entity, as the case may bel, sisah condition precedent to such
reclassification, change, consolidation, mergde saconveyance, execute and deliver to the Teusteupplemental indenture in form
satisfactory to the Trustee providing that the koldf each Security then outstanding shall haveitfie to convert such Security into the kind
and amount of shares of stock and other secudtidsproperty (including cash) receivable upon sechassification, change, consolidation,
merger, sale or conveyance by a holder of the nuwfghares of Common Stock deliverable upon caigarof such Security immediately
prior to such reclassification, change, consol@atimerger, sale or conveyance. Such supplementahiure shall provide for adjustments of
the Conversion Price which shall be as nearly edjeit as may be practicable to the adjustmentseo€onversion Price provided for in this
Article V. The foregoing, however, shall not in angy affect the right a holder of a Security malyestvise have, pursuant to clause (ii) of the
last sentence of subsection (c) of Section 5.06deive Rights upon conversion of a Securityinlthe case of any such consolidation, merger,
sale or conveyance, the stock or other securitidgpaoperty (including cash) receivable thereupp@ bolder of Common Stock includes
shares of stock or other securities and propertyadrporation other than the successor or punehasirporation, as the case may be, in such
consolidation, merger, sale or conveyance, theh supplemental indenture shall also be executesuibly other corporation and shall contain
such additional provisions to protect the intere$tihe holders of the Securities as the Boardioéddors shall reasonably consider necessa
reason of the foregoing. The provision of this #ecb.13 shall similarly apply to successive coitailons, mergers, sales or conveyances.

In the event the Company shall execute a supplerhigtenture pursuant to this Section 5.13, the Gamy shall promptly file with the Trust
an Officers' Certificate briefly stating the reasaherefor, the kind or amount of shares of stackegurities or property (including cash)
receivable by holders of the Securities upon threvetsion of their Securities after any such red@sgion, change, consolidation, merger, sale
or conveyance and any adjustment to be made wsffers thereto.

SECTION 5.14 Trustee's Disclaimer. The Trusteerftaguty to determine when an adjustment under&hisle V should be made, how it
should be made or what such adjustment shouldutenay accept as conclusive evidence of the coresstof any such adjustment, and shall
be protected in relying upon the Officers' Certifie with respect thereto which the Company is albdid to file with the Trustee pursuant to
Section 5.11, 5.12 or 5.13. Unless and until thesBe receives any such Officers' Certificate, Tthestee may assume without inquiry that n
of the events described in Sections 5.11, 5.125ah® has occurred. The Trustee makes no repregenéget to the validity or value of any
securities or assets issued upon conversion ofriiespyand the Trustee shall not be responsibi¢hi® Company's failure to comply with any
provisions of this Article V.

The Trustee shall not be under any responsibiityetermine the correctness of any provisions @oadain any supplemental indenture
executed pursuant to Section 5.13, but may aceepbrclusive evidence of the correctness theraofshall be protected in relying upon, the
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Officers' Certificate with respect thereto whicle tiompany is obligated to file with the Trusteegmant to Section 5.13.

SECTION 5.15 Automatic Conversion. The Company mlagt to automatically convert ("Automatic Convers) the Securities on or prior to
maturity if the Daily Market Price of the Commoro&kt has exceeded 150% of the Conversion Pricetfeaat 20 Trading Days out of the 30
consecutive Trading Days ending within five TradiDgys prior to the date of (the "Notice Date") tiwgice of automatic conversion (the
"Automatic Conversion Notice").

In order to effect an Automatic Conversion, the @amy shall give to the holder of each Securitydsb converted an Automatic Conversion
Notice. Such Automatic Conversion Notice shallest

(i) the date on which the Securities identifiedtia Automatic Conversion Notice will be convertéue("Automatic Conversion Date");
(i) the CUSIP number or numbers of such Securities

(iii) the place or places where such Securitiesanificated form are to be surrendered for excleavfghe shares of Common Stock to be is:
upon conversion thereof;

(iv) the lowest Daily Market Price of the Commoroé&k for at least 20 Trading Days out of the 30 esosive Trading Days ending within five
Trading Days prior to the giving of the Automatior@ersion Notice; and

(v) the Conversion Price at which such Automatiev@asion is to be effected.

If the Company elects to effect an Automatic Cosiar Notice in respect of fewer than all the Sa@sj the Automatic Conversion Notice
relating to such Automatic Conversion shall refeeethis Section 5.15 and shall identify the Semsgito be converted. In case any Security is
to be converted in part only, the Automatic Coni@rs\otice relating thereto shall state the portidithe principal amount thereof to be
converted and shall state that on and after theefdegd for conversion, upon surrender of such 88cwa new Securities in principal amount
equal to the portion thereof not converted willisésied. In the case where the Company electséoteth Automatic Conversion in respect of
any portion of the Security evidenced by the Gldbaturity, the beneficial interests in the Globat&ity to be subject to such Automatic
Conversion shall be selected by the Depositargooance with the applicable standing procedufréiseoDepositary's book-entry conversion
program, and in connection with such Automatic Goseion the Depositary shall arrange in accordaritesuch procedures for appropriate
endorsements and transfer documents, if requirdtidompany or the Trustee or conversion agedtpagment of any transfer taxes if
required hereunder.

The Company or, at the request and expense ofdh®@ny, the Trustee upon ten Business Days' nptioeto the date of the requested
mailing (or upon such shorter notice period as &y
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reasonably acceptable to the Trustee), shall gieath holder of Securities to be converted in atosatic Conversion, at its last address as
the same shall appear on the Registrar, an Autor@Gativersion Notice in respect thereof. The dat&@ubmatic Conversion of the Securities
shall be not less than 7 days nor more than 15 fdlagsthe Notice Date. Such Automatic Conversioritdoshall be irrevocable and shall be
mailed by first class mail and, if mailed in themmar herein provided, shall be conclusively presditoehave been given, whether or not the
holder receives it. In any case, failure to givelsootice or any defect in the notice to the holafeany Security designated for Automatic
Conversion in whole or in part shall not affect #adidity of the proceedings for the Automatic Cernsion of any such Security. The Company
shall also deliver a copy of each Automatic Coniegrdlotice given by it to the Trustee.

ARTICLE VI
Subordination

SECTION 6.01 Agreement to Subordinate. The Compmyitself and its successors, and each Seculitghoby his acceptance of Securities,
agree that the payment of the principal of, premiifrany, or interest or any other amounts duetenSecurities is subordinated in right of
payment, to the extent and in the manner statéusrArticle VI, to the prior payment in full of laéxisting and future Senior Debt.

SECTION 6.02 No Payment on Securities if Seniortlelefault. Anything in this Indenture to the ¢a@ry notwithstanding, no payment on
account of principal of, premium, if any, or intsteor any other amounts due on the Securitietu@ig, without limitation, any Designated
Event Payments), and no redemption, purchaseher acquisition of the Securities (including, witthdimitation, pursuant to a Designated
Event Offer or Repurchase Offer), shall be maderbyn behalf of the Company (i) unless full paymefitamounts then due for principal and
interest and of all other amounts then due onei@& Debt has been made or duly provided for pansto the terms of the instrument
governing such Senior Debt, (ii) if, at the timesoth payment, redemption, purchase or other atiqunisor immediately after giving effect
thereto, there shall exist under any Senior Delbany agreement pursuant to which any Senior Beissued, any default, which default shall
not have been cured or waived and which default bhge resulted in the full amount of such Semebt being declared due and payable or
(iii) if, at the time of such payment, redemptipairchase or other acquisition, the Trustee shak maceived written notice from the holders of
Designated Senior Debt or a Representative of Battters (a "Payment Blockage Notice") that thelistexunder such Designated Senior Debt,
or any agreement pursuant to which such Desigrigéaibr Debt is issued, any default, which defaudillsnot have been cured or waived,
permitting the holders thereof to declare any anmohsuch Designated Senior Debt due and payhbteynly for the period (the "Payment
Blockage Period") commencing on the date of reagfiphe Payment Blockage Notice and ending (urdesker terminated by notice given to
the Trustee by the Representative of the holdessicli Designated Senior Debt) on the earlier ofh@date on which such event of default
shall have been cured or waived or (b) 180 dayws fitee receipt of the Payment Blockage Notice. Ntbtstanding the provisions described in
the immediately preceding sentence (other thahamses (i) and (ii)), unless the holders of sucki@®ated Senior
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Debt or the Representative of such holders shak laacelerated the maturity of such Designatedds@wbt, the Company may resume
payments on the Securities after the end of sugmBat Blockage Period. Not more than one Paymentkaige Notice may be given in any
consecutive 360-day period, irrespective of the lpeinof defaults with respect to Senior Debt dusngh period.

In the event that, notwithstanding the provisiohths Section 6.02, payments are made by or omlbehthe Company in contravention of the
provisions of this Section 6.02, such paymentsl &leaheld by the Trustee, any Paying Agent or thldérs, as applicable, in trust for the
benefit of, and shall be paid over to and delivarethe holders of Senior Debt or the Represergativder the indenture or other agreement (if
any) pursuant to which any instruments evidencimg®enior Debt may have been issued for applicatidghe payment of all Senior Debt
ratably according to the aggregate amounts rengaumipaid to the extent necessary to pay all Sédédnt in full in accordance with the terms
of such Senior Debt, after giving effect to any @oment payment or distribution to or for the haklef Senior Debt.

The Company shall give prompt written notice to Tmestee and any Paying Agent of any default onewédefault under any Senior Debt or
under any agreement pursuant to which any Senibt Day have been issued. The Trustee and the PAgiegt may assume that all payme
have been made with respect to all Senior Debtssrilee Trustee or the Paying Agent, as the caseébmayas received written notice that
payment has not been made and three (3) BusingssHaae expired.

SECTION 6.03 Distribution on Acceleration of Seties; Dissolution and Reorganization: SubrogatibS8ecurities. (a) If the Securities are
declared due and payable because of the occuroérmeeEvent of Default, the Company shall give ppomritten notice to the holders of all
Senior Debt or to the trustee(s) for such Senidst@é such acceleration. The Company may not paytincipal of or interest or any other
amounts due on the Securities until five Busineagdafter such holders or trustee(s) of Senior Det#tive such notice and, thereafter, the
Company may pay the principal of or interest or ather amounts due on the Securities only if tlewigions of this Article VI permit such
payment.

(b) Upon (i) any acceleration of the principal ambdue on the Securities because of an Event aiudedr (ii) any direct or indirect
distribution of assets of the Company upon anyaddlig®n, winding up, liquidation or reorganizatiohthe Company (whether in bankruptcy,
insolvency or receivership proceedings or uponsaigament for the benefit of creditors or any ottlissolution, winding up, liquidation or
reorganization of the Company):

(1) the holders of all Senior Debt shall first lmetitted to receive payment in full of the princighkreof, the interest thereon and any other
amounts due thereon before the holders are ent@lesteive payment on account of the principadrahterest or any other amounts due on the
Securities;

(2) any payment or distribution of assets of thenPany of any kind or character, whether in casbperty or securities (other than securitie
the Company as
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reorganized or readjusted or securities of the Gomr any other corporation provided for by a pdneorganization or readjustment the
payment of which is subordinate, at least to thteredprovided in this Article with respect to thecBrities, to the payment in full without
diminution or modification by such plan of all SenDebt), to which the holders or the Trustee wdiddentitled except for the provisions of
this Article, shall be paid by the liquidating tteis or agent or other person making such a payaratistribution, directly to the holders of
Senior Debt (or Representative acting on their Bghatably according to the aggregate amountsaiaing unpaid on account of the principal
of or interest on and other amounts due on thedB&rebt held or represented by each, to the exierdssary to make payment in full of all
Senior Debt remaining unpaid, after giving effectihy concurrent payment or distribution to thedkea of such Senior Debt; and

(3) in the event that, notwithstanding the foregoiany payment or distribution of assets of the Gany of any kind or character, whether in
cash, property or securities (other than securitfdke Company as reorganized or readjusted,arrities of the Company or any other
corporation provided for by a plan of reorganizat readjustment the payment of which is subotdinat least to the extent provided in this
Article with respect to the Securities, to the paytin full without diminution or modification byush plan of Senior Debt), shall be received
by the Trustee or the holders before all Seniortpaid in full, such payment or distribution Bliee held in trust for the benefit of, and be
paid over to upon request by a holder of the Seédst, the holders of the Senior Debt remainingaishifor their Representative acting on tl
behalf), ratably as aforesaid, for applicationhte payment of such Senior Debt until all such Sebibt shall have been paid in full, after
giving effect to any concurrent payment or disttibn to the holders of such Senior Debt.

Subiject to the payment in full of all Senior Detbe holders shall be subrogated to the rights@htblders of Senior Debt to receive payments
or distributions of cash, property or securitieshef Company applicable to the Senior Debt unélghincipal of and interest shall be paid in
and, for purposes of such subrogation, no such patgror distributions to the holders of Senior Daflitash, property or securities which
otherwise would have been payable or distributebleolders shall, as among the Company, its credather than the holders of Senior Debt,
and the holders, be deemed to be a payment bydimp&ny to or on account of the Senior Debt, it einderstood that the provisions of this
Article are and are intended solely for the purpafsgefining the relative rights of the holders,tbe one hand, and the holders of Senior Debt,
on the other hand.

Nothing contained in this Article or elsewheretiistindenture or in the Securities is intendedrtst@ll (i) impair, as between the Comp:

and its creditors other than the holders of Seblt, the obligation of the Company, which is abshnd unconditional, to pay to the holders
the principal of, and interest as and when the sstma# become due and payable in accordance wetketims of the Securities, (ii) affect the
relative rights of the holders and creditors of @@npany other than holders of Senior Debt or,edwden the Company and the Trustee, the
obligations of the Company to the Trustee, or fii@vent the Trustee or the holders from exerciaihgemedies otherwise permitted by
applicable law upon default under this Indentuodject to the
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rights, if any, under this Article of the holdersSenior Debt in respect of cash, property and i$ées of the Company received upon the
exercise of any such remedy.

Upon distribution of assets of the Company refetoeith this Article, the Trustee, subject to theyisions of Section 9.01 hereof, and the
holders shall be entitled to rely upon a certifcat the liquidating trustee or agent or other penmaking any distribution to the Trustee or to
the holders for the purpose of ascertaining theqges entitled to participate in such distributithe holders of the Senior Debt and other
indebtedness of the Company, the amount therepdyable thereon, the amount or amounts paid ailelistd thereon and all other facts
pertinent thereto or to this Article. The TrustBewever, shall not be deemed to owe any fiduciaity tb the holders of Senior Debt. Nothing
contained in this Article or elsewhere in this Intlee, or in any of the Securities, shall prevéetgood faith application by the Trustee of any
moneys which were deposited with it hereunder,rgdats receipt of written notice of facts whictould prohibit such application, for the
purpose of the payment of or on account of theciad of, or interest unless, prior to the dateadmch such application is made by the Trus
the Trustee shall be charged with actual noticeeuection 6.03(d) hereof of the facts which waquiohibit the making of such application.

(c) The provisions of this Article shall not be &ipable to any cash, properties or securities saxkby the Trustee or by any holder when
received as a holder of Senior Debt and nothirgdation 9.11 hereof or elsewhere in this Indernshad! deprive the Trustee or such holder of
any of its rights as such holder of Senior Debt.

(d) The Company shall give prompt written noticehe Trustee of any fact known to the Company wkiclild prohibit the making of any
payment of money to or by the Trustee in respett®fSecurities pursuant to the provisions of Arigcle. The Trustee, subject to the
provisions of Section 9.01 hereof, shall be erditleassume that no such fact exists unless thep@oynor any holder of Senior Debt or any
Representative therefor has given written notieegf to the Trustee. Notwithstanding the provisiofthis Article or any other provisions of
this Indenture, the Trustee shall not be charged kviowledge of the existence of any fact which ldqarohibit the making of any payment of
moneys to or by the Trustee in respect of the S@sIpursuant to the provisions in this Articleless, and until three Business Days after, the
Trustee shall have received written notice thefeh the Company or any holder or holders of Sebiebt or from any Representative
therefor; and, prior to the receipt of any suchtten notice, the Trustee, subject to the provisimiSection 9.01 hereof, shall be entitled in all
respects conclusively to assume that no such éxé§ provided that if on a date not less thar¢HBusiness Days immediately preceding the
date upon which, by the terms hereof, any such yonmey become payable for any purpose (includintpowut limitation, the principal of or
interest), the Trustee shall not have received veiipect to such moneys the notice provided fthis

Section 6.03(d), then anything herein containeitthéocontrary notwithstanding, the Trustee shallehfay power and authority to receive such
moneys and to apply the same to the purpose facthwthey were received, and shall not be affectedryynotice to the contrary which may be
received by it on or after such prior date.
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The Trustee shall be entitled to conclusively tythe delivery to it of a written notice by a pargepresenting himself to be a holder of Se
Debt (or a Representative on behalf of such holidegstablish that such notice has been givenhmlder of Senior Debt (or a Representative
on behalf of any such holder or holders). In thergthat the Trustee determines in good faithfilndiher evidence is required with respect to
the right of any person as a holder of Senior Delparticipate in any payment or distribution pansuto this Article, the Trustee may request
such person to furnish evidence to the reasonaltilfaction of the Trustee as to the amount of &ddebt held by such person, the extent to
which such person is entitled to participate inhspayment or distribution and any other facts pertt to the rights of such person under this
Article, and, if such evidence is not furnished; frustee may defer any payment to such persorimepdliicial determination as to the righ
such person to receive such payment; nor shallithstee be charged with knowledge or the curinga@ring of any default of the character
specified in Section 6.02 hereof or that any ewerany condition preventing any payment in respéthe Securities shall have ceased to exist,
unless and until the Trustee shall have receivétienrnotice to such effect.

(e) The provisions of this Section 6.03 applicabléhe Trustee shall (unless the context requitiesrwise) also apply to any Paying Agent for
the Company.

SECTION 6.04 Reliance by Holders of Senior DebBoibordination Provisions. Each holder of any Séglny his acceptance thereof
acknowledges and agrees that the foregoing sulaiioinprovisions are, and are intended to be, dndement and a consideration for each
holder of any Senior Debt, whether such Senior Dedst created or acquired before or after the ismiahthe Securities, to acquire and
continue to hold, or to continue to hold, such 8ebiebt, and such holder of Senior Debt shall benderl conclusively to have relied on such
subordination provisions in acquiring and contirguia hold, or in continuing to hold, such SeniobbéNotice of any default in the payment of
any Senior Debt, except as expressly stated irAtttisle, and notice of acceptance of the provisibereof are hereby expressly waived. Ex
as otherwise expressly provided herein, no wafegbearance or release by any holder of Senior Debtér such Senior Debt or under this
Article shall constitute a release of any of thégattions or liabilities of the Trustee or holdefsthe Securities provided in this Article.

SECTION 6.05 No Waiver of Subordination ProvisioBgcept as otherwise expressly provided hereimigia of any present or future holder
of any Senior Debt to enforce subordination asihgmovided shall at any time in any way be pregedi or impaired by any act or failure to
on the part of the Company or by any act or faitoract, in good faith, by any such holder, or hy aoncompliance by the Company with the
terms, provisions and covenants of this Indentiegardless of any knowledge thereof any such hatdgr have or be otherwise charged with.

Without in any way limiting the generality of therégoing paragraph, the holders of Senior Debt mbgny time and from time to time,
without the consent of, or notice to, the Trustethe holders of the Securities, without incurriegponsibility to the holders of the Securities
and without impairing or releasing the subordimatwovided in this Article VI or the obligationsteeinder of the holders of the Securities to
the holders of Senior Debt, do any one or moréeffbllowing:
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(i) change the manner, place or terms of paymerdgraenew or alter, Senior Debt, or otherwise adnensupplement in any manner Senior
Debt or any instrument evidencing the same or gmgeanent under which Senior Debt is outstandimgsé€il, exchange, release or otherwise
dispose of any property pledged, mortgaged or atisersecuring Senior Debt; (iii) release any pelgie in any manner for the collection of
Senior Debt; and (iv) exercise or refrain from ei&ng any rights against the Company or any opleeson.

SECTION 6.06 Trustee's Relation to Senior Debt. Thestee in its individual capacity shall be estitlito all the rights set forth in this Article
in respect of any Senior Debt at any time heldtptpithe same extent as any holder of Senior Betat,nothing in Section 9.11 hereof or
elsewhere in this Indenture shall deprive the Beistf any of its rights as such holder.

With respect to the holders of Senior Debt, thesTee undertakes to perform or to observe only sifiitis covenants and obligations, as are
specifically set forth in this Article, and no inigad covenants or obligations with respect to thieléws of Senior Debt shall be read into this
Indenture against the Trustee. The Trustee shathwe any fiduciary duty to the holders of Seni@bDbut shall have only such obligations to
such holders as are expressly set forth in thiglart

Each holder of a Security by his acceptance thexethforizes and directs the Trustee on his beba#fke such action as may be necessary or
appropriate to effectuate the subordination praviatethis Article and appoints the Trustee hisraity-in-fact for any and all such purposes,
including, in the event of any dissolution, winding or liquidation or reorganization under any &ghle bankruptcy law of the Company
(whether in bankruptcy, insolvency or receiverghipceedings or otherwise), the timely filing oflaim for the unpaid balance of such holder's
Securities in the form required in such proceedenys the causing of such claim to be approvedheflfrustee does not file a claim or proof of
debt in the form required in such proceedings pod0 days before the expiration of the time k® $uch claims or proofs, then any holder or
holders of Senior Debt or their Representative epriesentatives shall have the right to demandfasueollect, receive and receipt for the
payments and distributions in respect of the Séeanwhich are required to be paid or deliverethwholders of Senior Debt as provided in
Article and to file and prove all claims therefordeto take all such other action in the name ofthlelers or otherwise, as such holders of
Senior Debt or Representative thereof may determoife necessary or appropriate for the enforcewfeiie provisions of this Article.

SECTION 6.07 Other Provisions Subject Hereto. Ekespexpressly stated in this Article, notwithsiagdanything contained in this Indenture
to the contrary, all the provisions of this Indeetand the Securities are subject to the provisidrisis Article. However, nothing in this Artic
shall apply to or adversely affect the claims ofpayment to, the Trustee pursuant to Section NO#withstanding the foregoing, the failure to
make a payment on account of principal of or irdeby reason of any provision of this Article Viadlnot be construed as preventing the
occurrence of an Event of Default under Sectio1 8.0

SECTION 6.08 Certain Conversions and Repurchasembeé Payment. For the purposes of this Article ofilthe issuance and delivery of
junior securities upon conversion of Securitieadgordance with Article V shall not be deemed tostibute a payment or distributic
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on account of the principal of or premium or inttrer on account of the purchase or other acquisif Securities, and (ii) the payment,
issuance or delivery of cash (except in satisfaabibfractional shares pursuant to

Section 5.03), property or securities (other thamgr securities) upon conversion of a Securitfldfedeemed to constitute payment on
account of the principal of such Security. For plueposes of this Section, the term "junior secesltimeans (a) shares of any stock of any class
of the Company and securities into which the Séegrare convertible pursuant to Article V and

(b) securities of the Company which are subordohateight of payment to all Senior Debt which mzgy outstanding at the time of issuance or
delivery of such securities to substantially thengaextent as, or to a greater extent than, therifiesuare so subordinated as provided in this
Article. Nothing contained in this Article or elsbere in this Indenture or in the Securities isnied to or shall impair, as among the
Company, its creditors other than holders of Sebielnt and the holders of the Securities, the righich is absolute and unconditional, of the
holder of any Security to convert such Securitpéeordance with Article V.

ARTICLE VII
Successors

SECTION 7.01 Merger, Consolidation or Sale of Ass&he Company may not consolidate or merge withtorany person (whether or not
the Company is the surviving entity), or sell, gasitransfer, lease, convey or otherwise disposdl of substantially all of its properties or
assets unless:

(a) the Company is the surviving Corporate Entityhe Corporate Entity formed by or surviving amgls consolidation or merger (if other tt
the Company) or to which such sale, assignmentstes, lease, conveyance or other disposition $iaaié been made is a Corporate Entity
organized or existing under the laws of the Uni¢ates, any state thereof or the District of Colianb

(b) the Corporate Entity formed by or surviving auch consolidation or merger (if other than thenPany) or the Corporate Entity to which
such sale, assignment, transfer, lease, conveyaratber disposition will have been made assunigb@lObligations of the Company,
pursuant to a supplemental indenture in a formareasly satisfactory to the Trustee, under the Séesiand the Indenture;

(c) immediately after such transaction no DefauEwent of Default exists; and

(d) the Company or such person shall have deliverglde Trustee an Officers' Certificate and ann@pi of Counsel, each stating that such
transaction and the supplemental indenture comjily te Indenture and that all conditions precedefthe Indenture relating to such
transaction have been satisfied.

SECTION 7.02 Successor Corporate Entity Substitutgbn any consolidation or merger, or any salsigasnent, transfer, lease, conveyance
or other disposition of all or substantially alltbe assets of the Company in accordance with @eétD1 hereof, the successor
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Corporate Entity formed by such consolidation @o ior with which the Company is merged or the petsowhich such sale, assignment,
transfer, lease, conveyance or other dispositionade shall succeed to, and be substituted fomaydexercise every right and power of, the
Company under this Indenture with the same effedt such successor Corporate Entity has been nasméte Company herein; provided,
however, that the predecessor Company in the deseale, assignment, transfer, lease, conveyanother disposition shall not be released
from the obligation to pay the principal of andeirgst.

ARTICLE VIII
Defaults and Remedies
SECTION 8.01 Events of Default. An "Event of Defdwlccurs if:

(a) the Company defaults in the payment of intend®tn the same becomes due and payable, and thalDagntinues for a period of 30 days
after the date due and payable;

(b) the Company defaults in the payment of theqppial of any Security when the same becomes dugayable at maturity, upon redemption
or otherwise;

(c) the Company defaults in the payment of the @remtied Event Payment when the same becomes dymgable, whether or not such
payment may be prohibited by Article VI,

(d) the Company fails to provide timely notice ofyaDesignated Event in accordance with Section;4.08

(e) the Company fails to observe or perform angpotovenant or agreement contained in this Inderdguthe Securities required by it to be
performed and the Default continues for a perio@®tiays after the receipt of written notice frdma Trustee to the Company or from the
holders of 25% in aggregate principal amount ofttiem outstanding Securities to the Company and thstee stating that such notice is a
"Notice of Default";

(f) there is a default under any mortgage, indenturinstrument under which there may be issudsyarhich there may be secured or
evidenced any Indebtedness for money borroweddytmpany or any Subsidiary of the Company (optyenent of which is guaranteed by
the Company or any Subsidiary of the Company), dresuch Indebtedness or guarantee now existscoeased after the Issuance Date, w
default (i) is caused by a failure to pay when driacipal of or interest on such Indebtedness withe grace period provided for in such
Indebtedness (which failure continues beyond ampjiegble grace period) (a "Payment Default”) oy @sults in the acceleration of such
Indebtedness prior to its express maturity (witteugh acceleration being rescinded or annulled) iarebch case, the principal amount of any
such Indebtedness, together with the principal arhotiany other such Indebtedness under which tiseaedPayment Default or the maturity of
which has been so accelerated, aggregates $10muitimore;
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(9) a final non-appealable judgment or final nopegdable judgments (other than any judgment ashiohna reputable insurance company has
accepted full liability) for the payment of monegantered by a court or courts of competent jiciszh against the Company or any
Subsidiary of the Company and remain undischarged period (during which execution shall not bieetively stayed) of 60 days, provided
that the aggregate of all such judgments excee@srtilion;

(h) the Company or any Material Subsidiary purstarr within the meaning of any Bankruptcy Law:qommences a voluntary case, (ii)
consents to the entry of an order for relief agairia an involuntary case in which it is the deht(iii) consents to the appointment of a
Bankruptcy Custodian of it or for all or substatyiall of its property, (iv) makes a general assigent for the benefit of its creditors, or (v)
makes the admission in writing that it generallymable to pay its debts as the same become due; or

(i) a court of competent jurisdiction enters anesrdr decree under any Bankruptcy Law that: (fpigelief against the Company or any
Material Subsidiary in an involuntary case, (iipamts a Bankruptcy Custodian of the Company orMayerial Subsidiary or for all or
substantially all of its property, and the ordedecree remains unstayed and in effect for 60 days

(iii) orders the liquidation of the Company or avaterial Subsidiary, and the order or decree remairstayed and in effect for 60 days.

The term "Bankruptcy Law" means Title 11, U.S. Codeany similar Federal or state law for the retiefiebtors. The term "Bankruptcy
Custodian" means any receiver, trustee, assigigeigdator or similar official under any Bankruptbgaw.

SECTION 8.02 Acceleration. If an Event of Defauther than an Event of Default specified in clau$gsnd (i) of Section 8.01 hereof with
respect to the Company) occurs and is continulmy;Trustee by notice to the Company, or the Setwridlers of at least 25% in principal
amount of the then-outstanding Securities by ndtidhe Company and the Trustee, may declare @lStturities to be due and payable. Upon
such declaration, the principal of, premium, if aagd accrued and unpaid interest shall be dugayable immediately. If an Event of Default
specified in clause (h) or (i) of

Section 8.01 hereof occurs with respect to the Gompsuch an amount shall ipso facto become anhinediately due and payable without
any declaration or other act on the part of thes@e or any Securityholder. The Securityholders wfajority in aggregate principal amount of
the then-outstanding Securities by notice to thestere may rescind an acceleration and its consegséfithe rescission would not conflict

with any judgment or decree, if all amounts payablthe Trustee pursuant to Section 9.07 hereoé haen paid and if all existing Events of
Default have been cured or waived except honpayofgmtincipal or interest that has become due gdietause of the acceleration.

SECTION 8.03 Other Remedies. If an Event of Defaatturs and is continuing, the Trustee may pursyeasailable remedy to collect the
payment of principal or interest or to enforce pleeformance of any provision of the Securitieshis tndenture.
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The Trustee may maintain a proceeding even ifésdwot possess any of the Securities or does adupe any of them in the proceeding. A
delay or omission by the Trustee or any Security#ioin exercising any right or remedy accruing upareEvent of Default shall not impair the
right or remedy or constitute a waiver of or acguence in the Event of Default. All remedies ammalative to the extent permitted by law.

SECTION 8.04 Waiver of Past Defaults. The Secudtglars of a majority in aggregate principal amoofrthe then-outstanding Securities by
notice to the Trustee may waive an existing DefauEvent of Default and its consequences excepnénuing Default or Event of Default in
the payment of the Designated Event Payment gpiineipal of, or interest. When a Default or EvehDefault is waived, it is cured and
ceases; but no such waiver shall extend to anyesuiest or other Default or impair any right consaguhereon.

SECTION 8.05 Control by Majority. The Securityhalsl®f a majority in principal amount of the thentsianding Securities may direct the
time, method and place of conducting any proceeftingny remedy available to the Trustee or exargiany trust or power conferred on it.
However, the Trustee may refuse to follow any diogcthat conflicts with law or this Indenture,uaduly prejudicial to the rights of other
Securityholders, or would involve the Trustee inspaal liability.

SECTION 8.06 Limitation on Suits. A Securityholdeay pursue a remedy with respect to this Inderduthe Securities only if:

(a) the Securityholder gives to the Trustee natica continuing Event of Default;

(b) the Securityholders of at least 25% in printgraount of the thewutstanding Securities make a request to the Teustpursue the remec
(c) such Securityholder or Securityholders offethte Trustee indemnity satisfactory to the Trustgainst any loss, liability or expense;

(d) the Trustee does not comply with the requestiwi60 days after receipt of the request and ffex of indemnity; and

(e) during such 60-day period the Securityholdés majority in principal amount of the then-outeling Securities do not give the Trustee a
direction inconsistent with the request.

A Securityholder may not use this Indenture toyatigje the rights of another Securityholder or ttadba preference or priority over another
Securityholder.

SECTION 8.07 Rights of Securityholders to ReceiagrRent. Notwithstanding any other provision of timdenture, the right of any
Securityholder of a Security to receive paymerriicipal and interest on or after the respective dates expressed in the Security, or to |
suit for the enforcement of any such payment oaft@r such respective dates, shall not be impairedfected without the consent of the
Securityholder made pursuant to this Section.
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SECTION 8.08 Collection Suit by Trustee. If an EivehDefault specified in Section 8.01 (a), (b)Y oy occurs and is continuing, the Trustee
may recover judgment in its own name and as trustee express trust against the Company for thelevamount of principal and interest and
such further amount as shall be sufficient to cakiercosts and, to the extent lawful, expensesitdation, including the reasonable
compensation, expenses, disbursements and adwaiitbesTrustee, its agents and counsel.

SECTION 8.09 Trustee May File Proofs of Claim. Tirastee may file such proofs of claim and othergoar documents as may be
necessary or advisable in order to have the clafise Trustee and the Securityholders allowechinjadicial proceedings relative to the
Company, its creditors or its property. Nothing tadmed herein shall be deemed to authorize thetdeus authorize or consent to or accept or
adopt on behalf of any Securityholder any planeofrganization, arrangement, adjustment or compaoséffecting the Securities or the rights
of any Securityholder thereof, or to authorize Thestee to vote in respect of the claim of any &gdwlder in any such proceeding.

SECTION 8.10 Priorities. If the Trustee collecty amoney pursuant to this Article, it shall pay the money in the following order:
First: to the Trustee for amounts due under Se&ibi hereof;
Second: to the holders of Senior Debt to the extsiired by Article VI,

Third: to the Securityholders, for amounts due anpaid on the Securities for principal and interestiably, according to the amounts due and
payable on the Securities for principal and intenespectively; and

Fourth: to the Company.

Except as otherwise provided in Section 2.12 heteefTrustee may fix a record date and paymemt fdatany payment to Securityholders
made pursuant to this Section.

SECTION 8.11 Undertaking for Costs. In any suittftg enforcement of any right or remedy under linienture or in any suit against the
Trustee for any action taken or omitted by it &3@stee, a court in its discretion may requirefilieg by any party litigant in the suit of an
undertaking to pay the costs of the suit, and thetdn its discretion may assess reasonable dostsding reasonable attorneys' fees, against
any party litigant in the suit, having due regardite merits and good faith of the claims or dedsnwade by the party litigant. This Section
does not apply to a suit by the Trustee, a su# hyglder pursuant to Section 8.07 hereof, or alguecurityholders of more than 10% in
principal amount of the then-outstanding Securities

ARTICLE IX
Trustee
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SECTION 9.01 Duties of Trustee.

(a) If an Event of Default has occurred and is taring, the Trustee shall exercise such of thetsigind powers vested in it by this Indenture,
and use the same degree of care and skill in ¢xeircise, as a prudent man would exercise or useruhe circumstances in the conduct of his
own affairs.

(b) Except during the continuance of an Event diaDk: (i) the Trustee need perform only those eithat are specifically set forth in this
Indenture and no others and (ii) in the absendmadffaith on its part, the Trustee may conclusively, as to the truth of the statements and the
correctness of the opinions expressed therein, gpdificates or opinions furnished to the Trusded, if required by the terms hereof,
conforming to the requirements of this Indenturewdver, the Trustee shall examine the certificatesopinions to determine whether or not
they conform to the requirements of this Indenture.

(c) The Trustee may not be relieved from liabifily its own negligent action, its own negligentdiaé to act, or its own willful misconduct,
except that: (i) this paragraph does not limitéffect of paragraph (b) of this Section 9.01,; tfiig¢ Trustee shall not be liable for any error of
judgment made in good faith by a Trust Officer,asslit is proved that the Trustee was negligeasaertaining the pertinent facts and (iii)
Trustee shall not be liable with respect to anyoact takes or omits to take in good faith in actance with a direction received by it pursuant
to Section 8.05 hereof.

(d) Every provision of this Indenture that in angywrelates to the Trustee is subject to paragrémhgb) and (c) of this Section 9.01. No
provision of this Indenture shall require the Tegsto expend or risk its own funds or otherwiselirany financial liability in the performance

of any of its duties hereunder, or in the exeroisany of its rights or powers, if it shall havasenable grounds for believing that repayment of
such funds or adequate indemnity against suclorigiability is not reasonably assured to it.

(e) The Trustee may refuse to perform any dutyxerase any right or power unless it receives indigyrsatisfactory to it against any loss,
liability or expense.

(f) The Trustee shall not be liable for interestamy money received by it except as the Trusteeagase in writing with the Company. Money
held in trust by the Trustee need not be segredaiadother funds except to the extent requiredbly

SECTION 9.02 Rights of Trustee.

(a) The Trustee may rely on any document belieweitl fo be genuine and to have been signed or pteddy the proper person. The Trustee
need not investigate any fact or matter statetierdbcument.

(b) Before the Trustee acts or refrains from actinfunless other evidence be herein specifigatBscribed) may require an Officers' Certific
or an Opinion of Counsel, or both. The
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Trustee shall not be liable for any action it takesmits to take in good faith in reliance on s@fficers' Certificate or Opinion of Counsel.

(c) The Trustee may act through agents and nomaxegshall not be responsible for the misconductegitigence of any agent appointed with
due care.

(d) The Trustee shall not be liable for any actidakes or omits to take in good faith which itibees to be authorized or within its rights or
powers.

(e) The Trustee shall not be charged with knowleafgeny Event of Default under subsection (d), (8),(9), (h) or (i) of Section 8.01 unless
either (1) a Trust Officer assigned to its Corperatust Department shall have actual knowledgeetifeor (2) the Trustee shall have received
notice thereof in accordance with Section 12.02bffrom the Company or any holder.

SECTION 9.03 Individual Rights of Trustee. The Teagsin its individual or any other capacity maydree the owner or pledgee of Securities
and may otherwise deal with the Company or an iafél with the same rights it would have if it wera Trustee. Any Agent may do the same
with like rights. However, the Trustee is subjecBections 9.10 and 9.11 hereof.

SECTION 9.04 Trustee's Disclaimer. The Trustee makerepresentation as to the validity or adequéclyis Indenture or the Securities, it
shall not be accountable for the Company's uskeoptoceeds from the Securities, and it shall raelsponsible for any statement of the
Company in the Indenture or any statement in tleei®iées other than its authentication.

SECTION 9.05 Notice of Defaults. If a Default ordat of Default occurs and is continuing and isikhown to the Trustee, the Trustee shall
mail to Securityholders a notice of the Defaul&went of Default within 90 days after it occurs.cEgt in the case of a Default or Event of
Default in payment on any Security, the Trustee miglyhold the notice if and so long as a commitiéés Trust Officers in good faith
determines that withholding the notice is in thieiasts of Securityholders.

SECTION 9.06 Reports by Trustee to Securityholdéfishin 60 days after the reporting date stateB8eation 12.10, the Trustee shall mail to
Securityholders a brief report dated as of sucbntepy date that complies with TIA Section 313(fand to the extent required by such Section
313(a). The Trustee also shall comply with TIA SatB13(b)(2). The Trustee shall also transmit kajlrall reports as required by TIA Section
313(c).

A copy of each report at the time of its mailingecurityholders shall be filed with the SEC anchestock exchange on which the Securities
are listed. The Company shall notify the Trusteemvthe Securities are listed on any stock exchangetomated quotation system.

SECTION 9.07 Compensation and Indemnity. The Comséall pay to the Trustee from time to time readid@ compensation for its services
hereunder. The Trustee's compensation shall niitited by any law on compensation of a trustearoexpress trust. The Company shall
reimburse the Trustee upon request for all readertifbursements, expenses and advances
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incurred or made by it. Such disbursements andresggemay include the reasonable disbursements,ezmagon and expenses of the Trus!
agents and counsel.

The Company shall indemnify the Trustee and itkef§, directors, employees and agents againsioasyor liability incurred by it except as
set forth in the next paragraph. The Trustee stadify the Company promptly of any claim for whithmay seek indemnity. The Company

shall defend the claim and the Trustee shall cadpen the defense. The Trustee may have separatsel and the Company shall pay the
reasonable fees, disbursements and expenses of@uesel. The Company need not pay for any settiemade without its consent, which

consent shall not be unreasonably withheld.

The Company need not reimburse any expense or mifleagainst any loss or liability incurred by theustee through negligence, bad faith or
willful misconduct.

To secure the Company's payment obligations inSbigtion, the Trustee shall have a lien prior &oSecurities on all money or property held
or collected by the Trustee, except money or ptggezld in trust to pay principal and interest.

When the Trustee incurs expenses or renders ssriter an Event of Default specified in Sectio®il@h) or (i) occurs, the expenses and the
compensation for the services are intended to itotesexpenses of administration under any Banksupaw.

The provisions of this Section 9.07 shall survive termination of this Indenture, as provided bygt®a 10.01 hereof.

SECTION 9.08 Replacement of Trustee. A resignadioremoval of the Trustee and appointment of aessgar Trustee shall become effective
only upon the successor Trustee's acceptance ofrapent as provided in this Section.

The Trustee may resign by so notifying the Compdaime Securityholders of a majority in principal ambof the then-outstanding Securities
may remove the Trustee by so notifying the Truarethe Company. The Company may remove the Trifstee

(a) the Trustee fails to comply with Section 9.Hddwof, unless the Trustee's duty to resign is gtageprovided in TIA Section 310(b);

(b) the Trustee is adjudged a bankrupt or an irsdler an order for relief is entered with resgedhe Trustee under any Bankruptcy Law;
(c) a Bankruptcy Custodian or public officer takbarge of the Trustee or its property, or

(d) the Trustee becomes incapable of acting.
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If the Trustee resigns or is removed or if a vagasdsts in the office of Trustee for any reastwe, Company shall promptly appoint a
successor Trustee. Within one year after the sgocdsustee takes office, the Securityholders wiggority in principal amount of the then-
outstanding Securities may appoint a successotdeus replace the successor Trustee appointeaeb@ampany.

If a successor Trustee does not take office wildirdays after the retiring Trustee resigns ormsaeed, the retiring Trustee, the Company or
the Securityholders of at least 10% in principabant of the then-outstanding Securities may petiny court of competent jurisdiction for
the appointment of a successor Trustee.

If the Trustee fails to comply with Section 9.10dw, unless the Trustee's duty to resign is stagegrovided in TIA Section 310(b), any
Securityholder who has been a bona fide holder@éeurity for at least six months may petition aoyrt of competent jurisdiction for the
removal of the Trustee and the appointment of aessor Trustee.

A successor Trustee shall deliver a written acce@af its appointment to the retiring Trustee tmthe Company. Thereupon the resignation
or removal of the retiring Trustee shall becomedif’e, the Company shall promptly pay all amouwhus and payable to the retiring Trustee,
and the successor Trustee shall have all the rightgers and duties of the Trustee under this IwtenThe successor Trustee shall mail a
notice of its succession to Securityholders. Thieimg Trustee shall promptly transfer all propehigid by it as Trustee to the successor Tru
subject to the lien provided for in

Section 9.07 hereof. Notwithstanding the resigmatioreplacement of the Trustee pursuant to thisi&e9.08, the Company's obligations
under Section 9.07 hereof shall continue for theefieof the retiring Trustee with respect to expesiand liabilities incurred by it prior to such
resignation or replacement.

SECTION 9.09 Successor Trustee by Merger, Ethdffirustee consolidates, merges or converts intbansfers all or substantially all of its
corporate trust business (including the adminigmadf the Indenture) to, another corporation,thecessor corporation without any further act
shall be the successor Trustee.

SECTION 9.10 Eligibility; Disqualification. This tlenture shall always have a Trustee who satidfiesequirements of TIA Section 310(a)(1)
and (5). The Trustee (or if the Trustee is a menobarbank holding system, its bank holding compamall always have a combined capital
and surplus as stated in Section 12.10 hereof TTingtee is subject to TIA Section 310(b).

SECTION 9.11 Preferential Collection of Claims AggtiCompany. The Trustee is subject to TIA Sec3ibh(a), excluding any credit or
relationship listed in TIA Section 311(b). A Trustesho has resigned or been removed shall be subjd@tA Section 311(a) to the extent
indicated therein.

SECTION 9.12 Sections Applicable to Registrar, Rgyhgent and Conversion Agent.
The term "Trustee” as used in Sections 6.3, 921,93, 9.4 and 9.7 hereof shall (unless the
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context requires otherwise) be construed as extgrtdiand including the Trustee acting in its céyad any, as Registrar, Paying Agent and
Conversion Agent.

ARTICLE X
Discharge of Indenture

SECTION 10.01 Termination of Company's Obligatidhis Indenture shall cease to be of further effegtept that the Company's obligations
under Sections 9.07 and 10.02 hereof shall survivn all outstanding Securities theretofore autbated and issued have been delivered to
the Trustee for cancellation and the Company hakglasums payable hereunder.

Thereupon, the Trustee upon request of the Compséiayl, acknowledge in writing the discharge of @@mpany's obligations under this
Indenture, except for those surviving obligatiopsdfied above.

SECTION 10.02 Repayment to Company. The Trustedtenéaying Agent shall promptly pay to the Compapgn request any excess mc
or securities held by them at any time.

The Trustee and the Paying Agent shall pay to th@@ny upon request any money held by them fop#lyenent of principal or interest that
remains unclaimed for two years after the date wplbich such payment shall have become due; proyigedever, that the Company shall
have first caused notice of such payment to the fzmy to be mailed to each Securityholder entitheatdéto no less than 30 days prior to such
payment. After payment to the Company, the Truatebthe Paying Agent shall have no further liapiWith respect to such money and
Securityholders entitled to the money must looth® Company for payment as general creditors ualegspplicable abandoned property law
designates another person.

ARTICLE XI
Amendments, Supplements and Waivers

SECTION 11.01 Without Consent of Securityholdefise Tompany and the Trustee may amend or supplahistihdenture or the Securities
without the consent of any Securityholder:

(a) to cure any ambiguity, defect or inconsistency;

(b) to comply with Sections 5.13 and 7.01 hereof;

(c) to provide for uncertificated Securities in #ftoh to certificated Securities;

(d) to make any change that does not adverselgtaffe legal rights hereunder of any Securityhglder
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(e) to qualify this Indenture under the TIA or toneply with the requirements of the SEC in ordemt@intain the qualification of the Indenture
under the TIA; or

(f) to make any change that provides any additioigalts or benefits to the holders of Securities.

An amendment under this Section may not make aaggdhthat adversely affects the rights under Agtidl of any holder of Senior Debt then
outstanding unless the holders of such Senior Releny group or Representative thereof authoriaegive a consent) consent to such change.

SECTION 11.02 With Consent of Securityholders. 8abjo Section 8.07 hereof, the Company and thet&eumay amend or supplement this
Indenture or the Securities with the written congarciuding consents obtained in connection witly sender or exchange offer for Securities)
of the Securityholders of at least a majority impipal amount of the then-outstanding Securit®&ashject to Sections 8.04 and 8.07 hereof, the
Securityholders of a majority in principal amoufitlte Securities then outstanding may also by thveiiten consent (including consents
obtained in connection with any tender offer ortexttge offer for Securities) waive any existing dtfas provided in Section 8.04 or waive
compliance in a particular instance by the Compaitly any provision of this Indenture or the Sedast However, without the consent of each
Securityholder affected, an amendment, supplemeanaiver under this Section may not (with respecry Securities held by a
nonconsenting Securityholder):

(a) reduce the amount of Securities whose Secuwliigihs must consent to an amendment, supplemevdiver;

(b) reduce the rate of or change the time for paytroginterest on any Security;

(c) reduce the principal of or change the fixedurigt of any Security or alter the redemption peiwns with respect thereto;
(d) make any Security payable in money other thahdtated in the Security;

(e) make any change in Section 8.04, 8.07 or 1ieb2of (this sentence);

(f) waive a default in the payment of principal pfemium, if any, or interest (other than as prediéh Section 8.04);

(g) waive a redemption payment payable on any Sgcur

(h) make any change that impairs the right of Sgdwlders to convert Securities into Common Stotkhe Company; or

(i) modify the conversion or subordination provisscset forth in Article V and Article VI, respeatly, in a manner adverse to the holders o
Securities.
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To secure a consent of the Securityholders undeStction 11.02, it shall not be necessary foiSeurityholders to approve the particular
form of any proposed amendment, supplement or wddg it shall be sufficient if such consent apm@® the substance thereof.

An amendment under this Section may not make aagpg#that adversely affects the rights under Axtidl of any holder of Senior Debt then
outstanding unless the holders of such Senior RElEny group or Representative thereof authoriaegive a consent) consent to such change.

Neither the Company nor any of its Subsidiariedlstimectly or indirectly, pay or cause to be paidy consideration, whether by way

interest, fee or otherwise, to any holder of Se@sior as an inducement to any consent, waivanm@ndment of any of the terms or provisions
of this Indenture or the Securities unless suctsiciemation is offered to be paid or agreed to hid fmaall holders of the Securities that consent,
waive or agree to amend in the time frame set fiorthe solicitation documents relating to suchsamt, waiver or agreement.

After an amendment, supplement or waiver underS3kigtion becomes effective, the Company shall toelecurityholders a notice briefly
describing the amendment or waiver.

SECTION 11.03 Compliance with Trust Indenture Abtery amendment to this Indenture or the Securstied| be set forth in a supplemental
indenture that complies with the TIA as then ireeff

SECTION 11.04 Revocation and Effect of Consentdillan amendment, supplement or waiver becomestifés a consent to it by a
Securityholder of a Security is a continuing condsnthe Securityholder and every subsequent Sgbotder of a Security or portion of a
Security that evidences the same debt as the camg&ecurityholder's Security, even if notatiortled consent is not made on any Security.
However, any such Securityholder or subsequentrigicolder may revoke the consent as to such Sitwider's Security or portion of a
Security if the Trustee receives the notice of oaimn before the date on which the Trustee reseaweOfficers' Certificate certifying that the
Securityholders of the requisite principal amounBecurities have consented to the amendment, songpit or waiver.

The Company may, but shall not be obligated toafirecord date for the purpose of determining #seugtyholders entitled to consent to any
amendment, supplement or waiver. If a record dafixéd, then notwithstanding the provisions of ittnenediately preceding paragraph, those
persons who were Securityholders at such recoed(datheir duly designated proxies), and only éhpsrsons, shall be entitled to consent to
such amendment, supplement or waiver or to revagecansent previously given, whether or not suaisques continue to be Securityholders
after such record date. No consent shall be val&ffective for more than 90 days after such recat® unless consents from Securityholders
of the principal amount of Securities required edger for such amendment or waiver to be effecthadl have also been given and not
revoked within such 90-day period.

After an amendment, supplement or waiver beconfestefe it shall bind every Securityholder, unléss of the type described in any of
clauses (a) through (i) of Section 11.02
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hereof. In such case, the amendment or waiver bimalleach Securityholder who has consented toditevery subsequent Securityholder that
evidences the same debt as the consenting Sealdéyts Security.

SECTION 11.05 Notation on or Exchange of Securifidge Trustee may place an appropriate notationtsdro amendment or waiver on any
Security thereafter authenticated. The Companyxaha@&nge for all Securities may issue and the Teuslall authenticate new Securities that
reflect the amendment or waiver.

SECTION 11.06 Trustee Protected. The Trustee shmllall supplemental indentures, except that thust€e may, but need not, sign any
supplemental indenture that adversely affectdgtets. As a condition to executing, or accepting aldditional trusts created by, any
supplemental indenture permitted by this Articler@ modifications thereby of the trust createdtyy Indenture, the Trustee shall be entitled
to receive (in addition to those documents requine&ection 12.04), and (subject to Section 31thefTIA) shall be fully protected in relying
upon, an Opinion of Counsel stating that the exenutf such supplemental indenture is authorizegesmitted by this Indenture.

ARTICLE XIlI
Miscellaneous

SECTION 12.01 Trust Indenture Act Controls. If gmgvision of this Indenture limits, qualifies orrdbicts with another provision which is
deemed to be incorporated in this Indenture byTiiAe the incorporated provision shall control.

SECTION 12.02 Notices. Any notice or communicatignthe Company or the Trustee to the other is divgn if in writing and delivered in
person or mailed by first-class mail or overnigélivery to the other's address stated in SectiohQLBereof. The Company or the Trustee by
notice to the other may designate additional dedéit addresses for subsequent notices or comationis.

Any notice or communication to a Securityholderlisha mailed by first-class mail or overnight deliy to his address shown on the register
kept by the Registrar. Failure to mail a notice@mmunication to a Securityholder or any defedt ghall not affect its sufficiency with respt
to other Securityholders.

If a notice or communication is mailed in the manm®vided above within the time prescribed, itigdy given, whether or not the addressee
receives it.

If the Company mails a notice or communication égBityholders, it shall mail a copy to the Trusteel each Agent at the same time.
All other notices or communications shall be intimg.
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In case by reason of the suspension of regularseaiice, or by reason of any other cause, it $fminpossible to mail any notice as required
by the Indenture, then such method of notificatisrshall be made with the approval of the Trustedl sonstitute a sufficient mailing of such
notice.

SECTION 12.03 Communication by Securityholders v@tiher Securityholders.

Securityholders may communicate pursuant to TIALBr@E12(b) with other Securityholders with respiectheir rights under this Indenture or
the Securities. The Company, the Trustee, the Ragasnd anyone else shall have the protectionAfSection 312(c).

SECTION 12.04 Certificate and Opinion as to Cowndisi Precedent. Upon any request or applicatioméyompany to the Trustee to take any
action under this Indenture, the Company shallifilrto the Trustee:

(a) an Officers' Certificate stating that, in th@rgon of the signers, all conditions precedengnf, provided for in this Indenture relating te th
proposed action have been complied with; and

(b) an Opinion of Counsel stating that, in the aminof such counsel, all such conditions precettent been complied with.

SECTION 12.05 Statements Required in Certificat®pinion. Each certificate or opinion with respertompliance with a condition or
covenant provided for in this Indenture (other tpansuant to Section 4.03) shall include:

(a) a statement that the person signing such icatéfor rendering such opinion has read such @esr condition;

(b) a brief statement as to the nature and scofigeaxamination or investigation upon which tfeeshents or opinions contained in such
certificate or opinion are based,;

(c) a statement that, in the opinion of such persanh person has made such examination or inedistigas is necessary to enable such persor
to express an informed opinion as to whether osnoh covenant or condition has been complied vaitid,

(d) a statement as to whether or not, in the opioiosuch person, such condition or covenant haa bemplied with.

SECTION 12.06 Rules by Trustee and Agents. Thet@eusiay make reasonable rules for action by, oeetimg of, the Securityholders. The
Registrar or Paying Agent may make reasonable andsset reasonable requirements for its functions.

SECTION 12.07 Legal Holidays. A "Legal Holiday"dasSaturday, a Sunday or a day on which bankingutisns in the State of New York or
the State of California are not required to be opfem payment date is a Legal Holiday at a plafcpayment, payment may be made at that
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place on the next succeeding day that is not alltégiéday, and no interest shall accrue for theiméning period. If any other operative date
for purposes of this Indenture shall occur on adlétpliday then for all purposes the next succegdiay that is not a Legal Holiday shall be
such operative date.

SECTION 12.08 No Recourse Against Others. A dineaifficer, employee or shareholder, as such, ef@ompany shall not have any liability
for any obligations of the Company under the S¢iesror the Indenture or for any claim based omgspect of or by reason of such obligati
or their creation. Each Securityholder by accep#irgecurity waives and releases all such liabilitye waiver and release are part of the
consideration for the issue of the Securities.

SECTION 12.09 Counterparts. This Indenture mayxseeted in any number of counterparts and by tingegehereto in separate counterparts,
each of which when so executed shall be deemed &mtoriginal and all of which taken together shafistitute one and the same agreement.

SECTION 12.10 Variable Provisions. "Officer" medhe Chairman of the Board, the President, any VAesident (whether or not designated
by a number or a word or words added before or #itetitle "Vice President"), the Chief Financ@fficer, the Treasurer, the Secretary, any
Assistant Treasurer or any Assistant Secretareflompany.

The first certificate pursuant to Section 4.03 béshall be for the fiscal year ending on Decengtigr2002.
The reporting date for Section 9.06 hereof is Mdstof each year. The first reporting date is MatBh2003.

The Trustee (or if the Trustee is a member of & theniding company system, its bank holding compamgll always have a combined capital
and surplus of at least $50,000,000 as set foritls imost recent published annual report of coaditi

The Company's address for purposes of the Indergure

Chief Financial Officer

Intevac, Inc.

3550 Bassett Street

Santa Clara, California 95054 Telephone Number8Y2@6-9888 Telefax Number: (408) 988-8145

The Trustee's address is:
State Street Bank and Trust Company of CaliforNiaA.

633 West 5th Street, 12th Floor
Los Angeles, CA 90071
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Attention: Corporate Trust Administration

(Intevac, Inc. 6-1/2% Convertible Subordinated Satae 2009)
Telephone Number: (213) 362-7334 Telefax Number3362-7357
The Company or the Trustee may change its addoegmifposes of this Indenture by written noticéhi® other.

SECTION 12.11 GOVERNING LAW. THIS INDENTURE AND THEECURITIES ISSUED HEREUNDER SHALL BE GOVERNED BY
AND CONSTRUED IN ACCORDANCE WITH THE LAWS OF THE SNTE OF NEW YORK.

SECTION 12.12 No Adverse Interpretation of Otherdgments. This Indenture may not be used to irgegorother indenture, loan or debt
agreement of the Company or an Affiliate. Any siratenture, loan or debt agreement may not be usetddrpret this Indenture.

SECTION 12.13 Successors. All agreements of the@omin this Indenture and the Securities shall liis) successor. All agreements of the
Trustee in this Indenture shall bind its successor.

SECTION 12.14 Severability. In case any provisiothis Indenture or in the Securities shall be lidvallegal or unenforceable, the validity,
legality and enforceability of the remaining praweiss shall not in any way be affected or impaiteereby.

SECTION 12.15 Table of Contents, Headings, Etc. Télgle of Contents and headings of the Articles @edtions of this Indenture have been
inserted for convenience of reference only, areémbie considered a part hereof, and shall in npmwadify or restrict any of the terms or
provisions hereof.

ARTICLE Xl
Repurchase Offer
SECTION 13.01 Repurchase Offer.

(a) In the event that, pursuant to Section 4.0@dfethe Company shall commence a Repurchase @feCompany shall follow the
procedures in this Section 13.01.

(b) The Repurchase Offer shall remain open forreogespecified by the Company which shall be ng lisn 30 calendar days and no more
than 40 calendar days prior to the Repurchase RaybDete, except to the extent that a longer pegadquired by applicable law. The first c
of such period is referred to as the "Repurchasar@encement Date". On the Repurchase Payment Datedimpany shall purchase the
principal amount of any Securities required to bechased pursuant to Section 4.09 hereof (the "Rbpge Offer Amount").
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(c) If the Repurchase Payment Date is on or afiénterest payment record date and on or beforeetaged interest payment date, any accrued
interest, to the related interest payment dateheilpaid to the person in whose nhame a Secuniggistered at the close of business on such
record date, and no additional interest, will bggtde to Securityholders who tender Securitiesymnmsto the Repurchase Offer.

SECTION 13.02 Repurchase Notice.

(a) The Company shall provide the Trustee withtemitnotice of the Repurchase Offer at least 10ri&ss Days prior to the mailing of the
notice of the Repurchase Offer to the Securityhrslde

(b) On or before the date that is 90 days pridh&oRepurchase Payment Date, the Company or thsteErat the request and expense of the
Company) shall send, by first class mail, a naticeach of the Securityholders, which shall gouemterms of the Repurchase Offer and shall
state:

(i) that the Repurchase Offer is being made purstean
Section 13.01 and Section 4.09 hereof and th&eadurities tendered will be accepted for payment;

(i) the Repurchase Payment (as determined in decce with
Section 4.09 hereof), the length of time the Rejpase Offer will remain open and the Repurchase BayDate;

(iii) that any Security or portion thereof not temed or accepted for payment will continue to aeénterest;

(iv) that, unless the Company defaults in the paynoéthe Repurchase Payment, any Security orquottiereof accepted for payment purst
to the Repurchase Offer shall cease to accrueesttafter the Repurchase Payment Date;

(v) that Securityholders electing to have a Segumitportion thereof purchased pursuant to any Regase Offer will be required to surrender
the Security, with the form entitled "Option of Seityholder To Elect Purchase" on the reverse ef3bcurity completed, to the Paying Agent
at the address specified in the notice prior toctbee of business on the third Business Day piegdtie Repurchase Payment Date;

(vi) that Securityholders will be entitled to wittaav their election if the Paying Agent receives later than the close of business on the se
Business Day preceding the Repurchase Payment @aech longer period as may be required by lalettar or a telegram, telex, facsimile
transmission (receipt of which is confirmed andrpptly followed by a letter) setting forth the nawfehe Securityholder, the principal amount
of the Security or portion thereof the Securitytesldelivered for purchase and a statement that Saechrityholder is withdrawing his election
to have the Security or portion thereof purchased;
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(vii) that Securityholders whose Securities arefgiurchased only in part will be issued new Séiegrequal in principal amount to the
unpurchased portion of the Securities surrendevaith unpurchased portion must be equal to $1,8GFincipal amount or an integral
multiple thereof.

In addition, the notice shall contain all instracis and materials that the Company shall reasomkgayn necessary to enable such
Securityholders to tender Securities pursuantédlepurchase Offer.

SECTION 13.03 Deposit of Repurchase Offer Amount.

On or prior to the Repurchase Payment Date, thep@asnshall irrevocably deposit with the Trustea étaying Agent in immediately availa
funds an amount equal to the Repurchase Payméetheld for payment in accordance with the ternthisfSection13.03. On the Repurchase
Payment Date, the Company shall, to the extentub\{ij accept for payment the Securities or parsithereof tendered pursuant to the
Repurchase Offer, (ii) deliver or cause to be dekd to the Trustee Securities so accepted ahddliver to the Trustee an Officers' Certific
stating that such Securities or portions therewkHzeen accepted for payment by the Company inrdanoe with the terms of this
Section13.03. The Paying Agent shall promptly (buny case not later than five calendar days #feeRepurchase Payment Date) mail or
deliver to each tendering Securityholder an amegnial to the Repurchase Payment of the Securigieted by such Securityholder, and the
Trustee shall promptly authenticate and mail oiveelto such Securityholders a new Security equalrincipal amount to any unpurchased
portion of the Security surrendered, if any; pr@ddthat each new Security shall be in a princpabdunt of $1,000 or an integral multiple
thereof. Any Securities not so accepted shall benptly mailed or delivered by or on behalf of thengpany to the holder thereof. The
Company will publicly announce the results of trepRrchase Offer on, or as soon as practicable #fe2Repurchase Payment Date.

SECTION 13.04 Compliance with Applicable Laws.

The Repurchase Offer shall be made by the Compaogmpliance with all applicable provisions of techange Act, and all applicable ter
offer rules promulgated thereunder, and shall iskelall instructions and materials that the Compsrafl reasonably deem necessary to enable
such Securityholders to tender their Securities.

[Remainder of page intentionally left blank]
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IN WITNESS WHEREOF, the parties hereto have catisisdndenture to be duly executed, all as of thtedirst written above.

INTEVAC, INC.,
AS COMPANY,

By: /s/ Charles B. Eddy Il

Name: Charles Eddy
Title: CFO

STATE STREET BANK AND TRUST
COMPANY OF CALIFORNIA, N.A.,
AS TRUSTEE,

By: /s/ Joni D'Amico

Name: Joni D'Amico
Title: Vice President



EXHIBIT A
FORM OF CONVERTIBLE SUBORDINATED NOTE
[FORM OF FACE OF NOTE]
[GLOBAL SECURITIES LEGEND]

UNLESS THIS CERTIFICATE IS PRESENTED BY AN AUTHORED REPRESENTATIVE OF THE DEPOSITORY TRUST COMPAN
A NEW YORK CORPORATION ("DTC"), TO THE COMPANY ORTIS AGENT FOR REGISTRATION OF TRANSFER, EXCHANGE (
PAYMENT, AND ANY CERTIFICATE ISSUED IS REGISTEREDNI THE NAME OF CEDE & CO. OR SUCH OTHER NAME AS IS
REQUESTED BY AN AUTHORIZED REPRESENTATIVE OF DTC D ANY PAYMENT IS MADE TO CEDE & CO., OR TO SUCH
OTHER ENTITY AS IS REQUESTED BY AN AUTHORIZED REPFREENTATIVE OF DTC) ANY TRANSFER, PLEDGE OR OTHER
USE HEREOF FOR VALUE OR OTHERWISE BY OR TO ANY PEBR IS WRONGFUL INASMUCH AS THE REGISTERED OWNER
HEREOF, CEDE & CO., HAS AN INTEREST HEREIN.

TRANSFERS OF THIS GLOBAL SECURITY SHALL BE LIMITEODDO TRANSFERS IN WHOLE, BUT NOT IN PART, TO NOMINEES
OF DTC OR TO A SUCCESSOR THEREOF OR SUCH SUCCESSOR®MINEE AND TRANSFERS OF PORTIONS OF THIS GLOBAL
SECURITY SHALL BE LIMITED TO TRANSFERS MADE IN ACCBDANCE WITH THE RESTRICTIONS SET FORTH IN THE
INDENTURE REFERRED TO ON THE REVERSE HEREOF.
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No. Cusip Nc
INTEVAC, INC.
6-1/2% CONVERTIBLE SUBORDINATED NOTE DUE 2009

Intevac, Inc., a California corporation (the "Compg for value received promises to pay to

or its registered assigns, the principal surifated on Schedule A hereo
[of Dollars]** on March 1, 2009 at theio# or agency of the Company maintained for thappse in the Borough of Manhattan,
The City of New York, State of New York, and to daterest on said principal sum at the rate of B per annum, as more specifically
described on the reverse hereof.

Interest Payment Dates: March 1 and Septembemimemcing September 1, 2002. Record Dates: Febfiltaand August 15.

Reference is hereby made to the further provisadribis Note set forth on the reverse hereof, wiiisther provisions shall for all purposes
have the same effect as if set forth at this place.

* Applicable to Global Securities only.
** Applicable to certificated Securities only.
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IN WITNESS WHEREOF, Intevac, Inc. has caused thiteNo be signed manually or by facsimile by itb/dwthorized Officers.

Dated:

INTEVAC, INC.

By:

By:

TRUSTEE'S CERTIFICATE OF AUTHENTICATION
This is one of the 6-1/2% Convertible Subordindtiedes due 2009 described in the within-mentionetkitiure.
State Street Bank and Trust Company of CalifoiNid,., as Trustee

By:

Authorized Officer
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INTEVAC, INC.
6-1/2% CONVERTIBLE SUBORDINATED NOTE DUE 2009

1. Interest. INTEVAC, INC., a California corporatigthe "Company"), is the issuer of the 6-1/2% Gatibble Subordinated Notes due 2009
(the "Notes"), of which this Note is a part. Then@many promises to pay interest on the Notes in sasfiannually on each March 1 and
September 1, commencing on September 1, 2002 dersoof record on the immediately preceding Fetyrdd and August 15.

Interest on the Notes will accrue from the mosergaate to which interest has been paid or dudyiged for, or if no interest has been paid or
duly provided for, from July 12, 2002 until paymeftsaid principal sum has been made or duly pexvifdr. Interest will be computed on the
basis of a 360-day year of twelve 30-day monthsthEoextent lawful, the Company shall pay inte(estluding post-petition interest in any
proceeding under any Bankruptcy Law) on overdutalimsents of interest (without regard to any apgbile grace period) at the rate borne by
the Notes, compounded annually.

2. Method of Payment. The Company will pay intemasthe Notes (except defaulted interest) to threqres who are registered holders of the
Notes at the close of business on the record dathé next interest payment date even though Nwotesanceled after the record date and
before the interest payment date. The Securityihdideeof must surrender Notes to a Paying Ageobliect principal payments. The Compi
will pay principal and interest in money of the i States that at the time of payment is legaléefor payment of public and private debts.
However, the Company may pay principal and intelogstheck payable in such money. It may mail a kHecinterest to a holders' registered
address; provided that a holder of Notes with ajregate principal amount in excess of $2,000,000be&ipaid by wire transfer in immediate
available funds at the election of the holder.

3. Paying Agent and Registrar. The Trustee willimitially as Paying Agent, Registrar and Convemsfigent. The Company may change any
Paying Agent, Registrar, co-registrar or Convergigent without prior notice. The Company or anyitsfAffiliates may act in any such
capacity.

4. Indenture. The Company issued the Notes underdamture, dated as of July 12, 2002 (the "Indexijubetween the Company and State
Street Bank and Trust Company of California, N&s Trustee. The terms of the Notes include th@gedsin the Indenture and those
incorporated into the Indenture from the Trust Imdee Act of 1939, and rules and regulations thedeu. The Notes are subject to, and
qualified by, all such terms, certain of which atenmarized hereon, and Securityholders are reféoréte Indenture and such Act for a
statement of such terms. The Notes are generaturegkobligations of the Company limited to an &ggtte principal amount at maturity of
$29,543,000. The Indenture does not limit the Bbdf the Company or any of its Subsidiaries taumindebtedness or to grant security
interests or liens in respect of their assets.
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5. Optional Redemption. The Notes are subjectdemgtion at the option of the Company, in wholéom time to time in part (in any integ
multiple of $1,000), on any date on or after Mat¢t2005 at 100% of the principal amount, but exicigdhe redemption date (subject to the
right of holders of record on the relevant recoatedo receive interest due on an interest payaege). On or after the redemption date, inte
will cease to accrue on the Notes, or portion thiermealled for redemption.

6. Notice of Redemption. Notice of redemption Wil mailed at least 15 days but not more than 66 Hefore the redemption date to each
holder of the Notes to be redeemed at his addfegsord. The Notes in denominations larger tha®@@2 may be redeemed in part but only in
integral multiples of $1,000. In the event of aeexption of less than all of the Notes, the Notdkhe chosen for redemption by the Trustee in
accordance with the Indenture. Unless the Compafgudts in making such redemption payment, or gy Agent is prohibited from
making such payment pursuant to the Indentureadwydr otherwise, interest shall cease to accrub@Notes or portions of them called for
redemption on and after the redemption date. # Hote is redeemed subsequent to a record dateesjpiect to any interest payment date
specified above and on or prior to such intereghant date, then any accrued interest will be pattie person in whose name this Note is
registered at the close of business on such retatsd

7. Mandatory Redemption. The Company will not lsureed to make mandatory redemption payments \espect to the Notes. There are no
sinking fund payments with respect to the Notes.

8. Repurchase at Option of Holder. If there is aifeated Event, the Company shall be requiredfer ¢d purchase on the Designated Event
Payment Date all outstanding Notes at a purchase pqual to 101% of the principal amount theraofle date of purchase, plus accrued and
unpaid interest to the Designated Event Paymere.bédlders of Notes that are subject to an offgnchase will be mailed a Designated
Event Offer from the Company prior to any relategs@nated Event Payment Date and may elect tosuwleNotes or portions thereof in
authorized denominations purchased by completiadgdaim entitled "Option of Securityholder To El€uirchase" appearing below.
Securityholders have the right to withdraw the@ation by delivering a written notice of withdrawalthe Company or the Paying Agent in
accordance with the terms of the Indenture.

If there is a Triggering Distribution (as definedthe Indenture), the Company shall be requireaffer to purchase on the Repurchase Paymen
Date all outstanding Notes at a purchase pricelequ®)0% of the principal amount thereof togetiveth any accrued and unpaid interest to
Repurchase Payment Date. Holders of Notes thatdmject to an offer to purchase will be mailed aiRehase Offer from the Company on or
before the date that is 90 days prior to any rdl&epurchase Payment Date and may elect to haheNstes or portions thereof in authorized
denominations purchased by completing the formtledt!'Option of Securityholder To Elect Purchaspp@aring below. Securityholders have
the right to withdraw their election by deliveriagwritten notice of withdrawal to the Company o thaying Agent in accordance with the
terms of the Indenture.



9. Subordination. The payment of the principalioterest on or any other amounts due on the Netsshordinated in right of payment to all
existing and future Senior Debt of the Companyjescribed in the Indenture. Each Securityholdegdnepting a Note, agrees to such
subordination and authorizes and directs the Teusteits behalf to take such action as may be sacgsr appropriate to effectuate the
subordination so provided and appoints the Trusseiés attorney-in-fact for such purpose.

10. Conversion. The holder of any Note has thetrigkercisable at any time prior to the close dfibess on the Note's maturity, to convert the
principal amount thereof (or any portion thereddttts an integral multiple of $1,000) into sharé€ommon Stock at the initial Conversion
Price of $7.00 per share, subject to adjustmen¢uoertain circumstances, except that if a Notalked for redemption, the conversion right
will terminate at the close of business (New Yonke) on the Business Day immediately precedingitite fixed for redemption.

To convert a Note, a holder must (1) complete agwl 3 notice of election to convert substantiafiytie form set forth below, (2) surrender the
Note to a Conversion Agent, (3) furnish approprattdorsements or transfer documents if requireth&yRegistrar or Conversion Agent ¢

(4) pay any transfer or similar tax, if requirechdth conversion, no adjustment or payment will belen@r interest or dividends, but if any
Securityholder surrenders a Note for conversioerdfte close of business on the record date fopalgenent of an installment of interest and
prior to the opening of business on the next istigpayment date, then, notwithstanding such coiorerthe interest payable on such interest
payment date will be paid to the registered hotdesuch Note on such record date. In such evenh Blote, when surrendered for conversion,
must be accompanied by payment in funds acceptallee Company of an amount equal to the interagalple on such interest payment date
on the portion so converted, unless such Secuaisybieen called for redemption on or prior to smtérest payment date. The number of shares
of Common Stock issuable upon conversion of a Motketermined by dividing the principal amountlo Note converted by the Conversion
Price in effect on the Conversion Date. No fracicshares will be issued upon conversion but a adgstment will be made for any fractio
interest.

A Note in respect of which a holder has deliverad@ption of Securityholder to Elect Purchase" fappearing below exercising the optiol
such holder to require the Company to purchase otk may be converted only if the notice of exaeds withdrawn as provided above an
accordance with the terms of the Indenture. Thevaloescription of conversion of the Notes is quedifoy reference to, and is subject in its
entirety by, the more complete description themwitained in the Indenture.

11. Automatic Conversion. The Company may eleetutmmatically convert the Notes on or prior to migguf the Daily Market Price of the
Common Stock has exceeded 150% of the Conversioa for at least 20 Trading Days out of the 30 egunsive Trading Days ending within
five Trading Days prior to the Automatic Conversidatice.

12. Denominations Transfer, Exchange. The Notesamegistered form, without coupons, in denomiorasi of $1,000 and integral multiples of
$1,000. The transfer of Notes may be registered Notes may be exchanged, as provided in the lndenThe Registrar may require a
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Securityholder, among other things, to furnish appate endorsements and transfer documents guaytany taxes and fees required by la
permitted by the Indenture. The Company is notireguo exchange or register the transfer of (i) Hote for a period of 15 days next
preceding any selection of Notes to be redeemg@ny Note or portion thereof selected for redeopbr (iii) any Note or portion thereof
surrendered for repurchase (and not withdrawnpimection with a Designated Event.

13. Persons Deemed Owners. Except as providedagizgh 2 of this Note, the registered Securitybiold a Note may be treated as its owner
for all purposes.

14. Unclaimed Money. If money for the payment ahpipal or interest remains unclaimed for two ye#ne Trustee and the Paying Agent
shall pay the money back to the Company at itsesy\fter that, Securityholders of Notes entitiedhe money must look to the Company for
payment, unless an abandoned property law desgyaatgher person, and all liability of the Trusaeel such Paying Agent with respect to
such money shall cease.

15. Defaults and Remedies. The Notes shall havEtkats of Default as set forth in Section 8.01thefIndenture. Subject to certain limitatic
in the Indenture, if an Event of Default occurs @dontinuing, the Trustee by notice to the Conypamthe Securityholders of at least 25% in
aggregate principal amount of the then-outstantliotgs by notice to the Company and the Trusteedealare all the Notes to be due and
payable immediately, except that in the case dfwnt of Default arising from certain events of kramptcy or insolvency, Notes shall become
due and payable immediately without further acttomotice. Upon acceleration as described in eitfigne preceding sentences, the
subordination provisions of the Indenture precladg payment being made to Securityholders fora#tld Business Days after holders of
Senior Debt receive notice of such acceleratiorpixas otherwise provided in the Indenture.

The Securityholders of a majority in principal ambof the Notes then outstanding by written nota¢he Trustee may rescind an acceleration
and its consequences if the rescission would noflicowith any judgment or decree and if all ekigt Events of Default have been cured or
waived except nonpayment of principal or interbat has become due solely because of the acceler&gcurityholders may not enforce the
Indenture or the Notes except as provided in tderture. Subject to certain limitations, Securitdlecs of a majority in principal amount of |
then-outstanding Notes issued under the Indentasedirect the Trustee in its exercise of any targtower. The Company must furnish
compliance certificates to the Trustee annuallye @hove description of Events of Default and ree®d qualified by reference to, and sub

in its entirety by, the more complete descriptioereof contained in the Indenture.

16. Amendments, Supplements and Waivers. Subjexrtain exceptions, the Indenture or the Notes beagmended or supplemented with
consent of the Securityholders of at least a mgjamiprincipal amount of the then-outstanding MNofiecluding consents obtained in
connection with a tender offer or exchange offemMNotes), and any existing default may be waivethwie consent of the Securityholders of a
majority in principal amount of the then-outstargidotes, including consents obtained in conneatiith a tender offer or exchange offer for
Notes. Without the consent of any Securityholdeg, Ihdenture or the Notes may be amended, amoeg
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things, to cure any ambiguity, defect or inconsisig to provide for assumption of the Company'sgattions to Securityholders in the case
merger, consolidation or sale or transfer of albwbstantially all of the Company's propertiessseds pursuant to Article VII of the Indenture,
to make any change that would provide any additinghts or benefits to Securityholders or thatsloet adversely affect the legal rights ur
the Indenture of any Securityholder, to qualify thdenture under the TIA, or to comply with theuggments of the SEC in order to maintain
the qualification of the Indenture under the TIA.

17. Trustee Dealings with the Company. The Trusteis individual or any other capacity, may beeothe owner or pledgee of the Notes and
may otherwise deal with the Company or an Affiliatiéh the same rights it would have, as if it wam Trustee, subject to certain limitations
provided for in the Indenture and in the TIA. Angént may do the same with like rights.

18. No Recourse Against Others. A director, offieanployee or shareholder, as such, of the Comglaaly not have any liability for any
obligations of the Company under the Notes or tigeihture or for any claim based on, in respect &fyaeason of such obligations or their
creation. Each Securityholder, by accepting a Netgyes and releases all such liability. The waived release are part of the consideratiol
the issue of the Notes.

19. Governing Law. THE INDENTURE AND THE SECURITIHSSUED HEREUNDER SHALL BE GOVERNED BY AND CONSTRWE
IN ACCORDANCE WITH THE LAWS OF THE STATE OF NEW YOR

20. Authentication. The Notes shall not be valitillauthenticated by the manual signature of ah@uzed officer of the Trustee or an
authenticating agent.

21. Abbreviations. Customary abbreviations may $eduin the name of a Securityholder or an assignes, as: TEN COM (for tenants in
common), TENANT (for tenants by the entireties),THN (for joint tenants with right of survivorshgmd not as tenants in common), CUST
(for Custodian), and U/G/M/A (for Uniform Gifts fdinors Act).

22. Definitions. Capitalized terms not definedhistNote have the meaning given to them in therhde.

The Company will furnish to any
Securityholder of the Notes upon written request &ithout charge a copy of the Indenture and thgifteation Agreement. Request may be
made to:

Investor Relations

Intevac, Inc.

3560 Bassett Street

Santa Clara, California 95054
Telephone Number: (408) 986-9888
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ASSIGNMENT AND CERTIFICATE OF TRANSFER FORM
To assign this Note, fill in the form below:

(I) or (we) assign and transfer this Note to

(Insert assignee's social security or tax I.D. no.)

(Print or type assignee's name, address and zig) cod

and irrevocably appoint agemttwsfer this Note on the books of the Company. 8dent may substitute another to act
him.
Your Signature: (Sign exactly as your reggpears on the other side

this Note) Date:

Signhature Guarantee***:

*** Signature must be guaranteed by a commerciakb&rust company or member firm of the New Yorkdk Exchange.
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[TO BE ATTACHED TO GLOBAL SECURITIES]
SCHEDULE A

The initial principal amount at maturity of thisdblal Security shall be $29,543,000. The followingreases or decreases in the principal
amount of this Global Security have been made:

AMOUNT OF
INCREASE IN
PRINCIPAL PRI NCIPAL
AMOUNT OF THIS AMOUNT OF THIS
GLOBAL SECURITY  AMOUNT OF GL OBAL
INCLUDING UPON DECREASE IN SEC URITY SIGNATURE OF
EXERCISE OF PRINCIPAL FOLLOW ING SUCH AUTHORIZED OFFICER
OVERALLOTMENT AMOUNT OF THIS DECR EASE OR OF TRUSTEE OR

INC REASE CUSTODIAN

DATE MADE OPTION GLOBAL SECURITY
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OPTION OF SECURITYHOLDER TO ELECT PURCHASE

If you want to elect to have this Note or a portibareof repurchased by the Company pursuant ttioBe2.08 or 4.08 of the Indenture, check
the box: //

If you want to elect to have this Note or a portibareof repurchased by the Company pursuant fol&XlIll and Section 4.09 of the
Indenture, check the box: //

If the puirchase is in part, indicate the portit,000 or any integral multiple thereof) to be paged:

Your Signature: (Sign exactly as your regpears on the other side
this Note)

Date:

Signature Guarantee*:

* Signature must be guaranteed by a commercial daumnst company or member firm of the New York &té&xchange.
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ELECTION TO CONVERT

To: Intevac, Inc.

The undersigned owner of this Note hereby irreviycakercises the option to convert this Note, @ plortion below designated, into Common
Stock of Intevac, Inc. in accordance with the teohthe Indenture referred to in this Note, anckdis that the shares issuable and deliverable
upon conversion, together with any check in paym@nfractional shares, be issued in the name dfdativered to the undersigned, unless a
different name has been indicated in the assignimaotv. If shares are to be issued in the namepefrson other than the undersigned, the
undersigned will pay all transfer taxes payabléwétspect thereto.

Date:
In whole Or Portion of Not e to be converted
($1,000 or any integral multiple
thereof):
$
Your Signature: (Sign exactly as your reppears on the other side

of this Note)

Please print or typewrite name and address, inofudip code, and Social Security or other identifynumber

Signature Guarantee*:

* Signature must be guaranteed by a commercial Hamt company or member firm of the New York &t@&xchange.
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Exhibit 21.1
SUBSIDIARIES OF THE REGISTRANT
1. Lotus Technologies, Inc. — California
2. Intevac Foreign Sales Corporation — Baodsad
3. Intevac Asia Private Limited — Singapore
4. Intevac Malaysia Sdn Bhd — Malaysia

5. IRPC, Inc. — California






Exhibit 23.1
CONSENT OF GRANT THORNTON LLP, INDEPENDENT AUDITORS

We consent to the incorporation by referéndée Registration Statements (Form S-8 Nos. 3389333-35801, 333-65421, 333-96529
and 333-50166) pertaining to the 1995 Stock OptRBintk Issuance Plan and the Employee Stock Pwdblas and in the Registration
Statement (Form S-3 No. 333-24275) of Intevac, ¢fi@ur report dated January 29, 2003, with respmetite consolidated financial statements
and schedule of Intevac, Inc. included in the AhiReport on Form 10-K for the year ended Decemlie2802.

/sl GRANT THORNTON LLP

San Jose, California
March 11, 2003



Exhibit 99.1

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

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Kevin Fairbairn, certify, pursuant to 18 U.S$ction 1350, as adopted pursuant to Section 9@&dbarbanes-Oxley Act of 2002, that the
Annual Report of Intevac, Inc. on Form 10-K for fiecal year ended December 31, 2002 fully comphigh the requirements of Section 13(a)
or 15(d) of the Securities Exchange Act of 1934 thvad information contained in such Form 10-K fapkesents in all material respects the
financial condition and results of operations d&irac, Inc.

By: /s/ KEVIN FAIRBAIRN

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

I, Charles B. Eddy lll, certify, pursuant to 18 UCSSection 1350, as adopted pursuant to Secti6roBthe Sarbanes-Oxley Act of 2002, that
the Annual Report of Intevac, Inc. on Form 10-K tloe fiscal year period ended December 31, 2002 ¢oimplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in suolnfr 10-K fairly presents in all material
respects the financial condition and results ofrafiens of Intevac, Inc.

By: /s/ CHARLES B. EDDY llI

Name: Charles B. Eddy IlI
Title: Vice President, Finance and Administration,
Chief Financial Officer, Treasurer and Secre tary



