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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

INTEVAC, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:
Cash and cash equivalents...............ccc......
Short-term investments...............ccccvveeee
Accounts receivable, net of allowances of $1,256
March 29, 1997 and December 31, 1996, respecti
INVENLONIES. . .viviveieeeee e
Short-term note receivable, net of allowance of $
March 29, 1997 and December 31, 1996, respecti
Prepaid expenses and other current assets........
Deferred tax asset...........cccccvvvvvvevnennns

Total current assets....................
Property, plant, and equipment, net................
Long-term investments.............cccceeeeeennnen.
Investment in 601 California Avenue LLC............
Goodwill and other intangibles.....................
Debt issuance costs...........ccccvvvveeeennn.

Deferred tax assets and other assets...............

Total assetS......cccccvvveeeeveriennnns

LIABILITIES AND SHARE
Current liabilities:

Notes payable.........ccccoovvvviiiiiiiiinenns
Accounts payable...........cccccoriiiiinnns
Accrued payroll and related liabilities..........
Other accrued liabilities........................
Customer advancCes.........ccccccveevveeeenrnnne.
Net liabilities of discontinued operations.......

Total current liabilities................
Convertible notes .
Long-term notes payable............ccccoeeennns
Deferred tax liability.............ccceeennnnnen.
Shareholders' equity:

Common stock, no par value.......................
Retained earnings..........ccccoevveeeeninennn.

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

Total liabilities and shareholders' equit

See accompanying notes.

(IN THOUSANDS)

MARCH 29,
1997

1996

$ 938
58,537 -

12,487
28,617
790 and $1,180 at

17,570
25,666

507

DECEMBER 31,




INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(IN THOUSANDS

Net revenues
Cost of net revenues

Gross profit

Operating expenses:
Research and development
Selling, general, and administrative

Total operating expenses

Operating iINCOMe.........cccovvviicinviiiiiinenns
Interest expense

Interest income and other, net

Income from continuing operations before income tax
Provision for income taxes

Net income

Net income per share
Shares used in per share amounts

See accompanying notes.

, EXCEPT PER SHARE AMOUNTS)
(UNAUDITED)

THREE MONTHS ENDED

March 29, March 30,
1997 1996
................. $31,141 $15,126

................. 20,997 9,203
................. 10,144 5,923
................. 2,560 1,379
................. 2,600 1,887
................. 5,160 3,266
2,657

(26)

287

€S.iiiiiiiannns 5,339 2,918

................. 1,923 1,021

$0.15
12,631

$0.26
13,114



INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

(UNAUDITED)
THREE MONTHS ENDED
March 29, March 30,
1997 1996
OPERATING ACTIVITIES
NEtiNCOME....coiiiiiiiiciie e e, $ 3,416 $1,897
Adjustments to reconcile net income to net cash and cash
equivalents provided by (used in) operating activ ities:
Depreciation and amortization.........cccccc.c... L 1,131 335
Gain on sale of Chorus Investment................. . (390) -
Loss on disposal of equipment.......ccccceeeeeee. L 16 --
Changes in assets and liabilities............... . ... 5,442 (3,506)
Total adjustments.......ccocceevvvieeiiiceeeeees e 6,199 (3,171)
Net cash and cash equivalents provided by (used in) operating
ACHVILIES.evvie i e 9,615 (1,274)
INVESTING ACTIVITIES
Purchase of investments...........ccoccvvvvccceeeee. s (60,618) (2,571)
Proceeds from sale of Chorus Investment............ 390 --
Investment in Cathode Technology Corporation....... - (1,074)
Purchase of leasehold improvements and equipment... (1,268) (1,385)
Net cash and cash equivalents used in investing act ivities......... (61,496) (5,030)
FINANCING ACTIVITIES
Net borrowings under line of credit agreement...... 2) -
Notes payable repayments...........cccceeeennen. (20) -
Proceeds from issuance of common stock............. 422 1
Proceeds from convertible bond offering............ 55,175 --
Net cash and cash equivalents provided by financing 55,575 1
Net increase (decrease) in cash and cash equivalent [T 3,694 (6,303)
Cash and cash equivalents at beginning of period... ... 938 20,422
Cash and cash equivalents at end of period......... ... $ 4,632 $14,119
SUPPLEMENTAL SCHEDULE OF CASH FLOW INFORMATION
Cash paid (received) for:
INEEIESt. e $ 46 $ -
INCOME tAXES....ovvviiiiiiceeiece v s 300 1,850
Other non-cash changes:
Investment in Cathode Technology Corporation thro ugh assumption
of notes payable......cc.cccoevvvveveeeee. e, $ - $ 1,980

See accompanying notes.



INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. BUSINESS ACTIVITIES AND BASIS OF PRESENTATION

Intevac, Inc. ("Intevac” or the "Company") is adewy supplier of static sputtering systems andieelaanufacturing equipment used to
manufacture thin-film disks for computer hard dikkves. Sputtering is a complex vacuum depositimtess used to deposit multiple thin-
film layers on a disk. The Company's primary objexts to be the industry leader in supplying digkittering equipment by providing disk
sputtering systems which have both the highestadivygerformance and the lowest cost of ownershifnéindustry. The Company's principal
product, the MDP-250B, which is the fourth genenatdf the Company's Magnetic Disk Processing ("MD#y5tem, enables disk
manufacturers to achieve high coercivities, higimal-to-noise ratios, minimal disk defects, duriabénd uniformity, all of which are
necessary in the production of high performanagh leapacity disks. The Company sells its stati¢tepng systems and related
manufacturing equipment to both captive and merctiman-film disk manufacturers. The Company sefigl anarkets its products directly in
the United States, and through exclusive distritsuito Japan and Korea. The Company has establébatsidiary in Singapore and a branch
office in Taiwan to support its customers in SoasteAsia.

The Company also realizes revenues from the salgstem components and from contract researcldanelopment activities. Intevac's
system component business consists primarily essail spare parts and after-sale service to puechas the Company's disk sputtering
systems, as well as sales of components to otheufimeturers of vacuum equipment. Contract reseamchdevelopment revenues have been
primarily derived from contracts with ARPA for déepment projects for the flat panel display ("FPDigustry.

The financial information at March 29, 1997 andtfoe three-month periods ended March 29, 1997 aativi30, 1996 is unaudited, but
includes all adjustments (consisting only of normealurring accruals) that the Company considersssy for a fair presentation of the
financial information set forth herein, in accordarwith generally accepted accounting principlesriterim financial information, the
instructions to Form 10-Q and Article 10 of RegidatS-X. Accordingly, they do not include all ofetinformation and footnotes required by
generally accepted accounting principles for anfinahcial statements. For further information ereo the Consolidated Financial
Statements and footnotes thereto included or irwzatpd by reference in the Company's Annual Repofform 10-K for the fiscal year
ended December 31, 1996.

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

The results for the three-month period ended M2&;H.997 are not considered indicative of the tegalbe expected for any future period or
for the entire year.

2. INVESTMENTS

The Company invests its excess cash in high-quadibt instruments. Management determines the apateglassification of debt securities
at the time of purchase and reevaluates such degigras of each balance sheet date. At March@®7 all of the Company's marketable
investments were designated as available-for-salenuStatement of Financial Accounting StandardsINg, "Accounting for Certain
Investments in Debt and Equity Securities". The dined cost of available-for-sale debt securiteeadjusted for the amortization and
accretion of discounts to maturity. Such amort@ais included in investment income. Realized gaimd losses and declines in value judged
to be other-than-temporary on available-for-sataigties are included in other income and expenBes.cost of securities sold is based on
the specific identification method. Interest anddtnds on the investments are included in interestme.
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
The following is a summary of the Company's avadebr-sale securities:

MARCH 29,
1997

(IN THOUSANDS)

Tax-exempt municipal bonds...........cccoccvceeeeee. Ll $ 60,618

Amounts included in short-term investments......... ... $ 58,537

Amounts included in long-term investments.......... .. 2,081
$ 60,618

At March 29, 1997, the carrying amount of secusi@proximated the fair value (quoted market priaeyl the amount of unrealized gain or
loss was not significant. Gross realized gainslassks for the first quarter of 1997 were not digant. The long-term investments are due
within one year to fourteen months.

3. INVENTORIES
The components of inventory consist of the follogvin

MARCH 29, DECEMBER 31,

1997 1996
(IN THOUSANDS)
Raw materials.........cccccoeeviiiiiinininenns .. $9,531 $ 6,953
WOrk-in-progressS.......cccveeeeeeeieeienccnvnennns .. 14,345 11,728
Finished goods............coooeiiiviiiiiienennn. . 4,741 6,985

$28,617 $ 25,666

A significant portion of the finished goods inventds represented by completed units at custontes sindergoing installation and accepte
testing.

4. CONVERTIBLE NOTES

During the first quarter of 1997, the Company ccetend an offering of $57.5 million of its 6 1/2% Gentible Subordinated Notes, which
mature on March 1, 2004. The notes are conveiiiiddeshares of the Company's common stock at $80062 share. Expenses associated
with the offering of approximately $2.3 million adeferred. Such expenses are being amortizedaresitexpense over the term of the note.

5. INCOME TAXES

The effective tax rate used for the three-monthoplsrending March 29, 1997 and March 30, 1996 \8éfé and 35% of pretax income,
respectively. This rate is based on the estimatedal tax rate complying with Statement of Finah8iecounting Standards No. 109,
"Accounting for Income Taxes".

6. NET INCOME PER SHARE

Net income per share is computed using the weightedage number of shares of common stock and coneapaivalent shares, whi
dilutive, from convertible notes (using the as<fwerted method) and from stock options (usingiasury stock method). During the first
quarter of 1997, the Company issued subordinatadestible notes. These securities are includedliy iluted earnings per share
computations for the period outstanding under thecdhverted" method. Dual presentation of primang fully diluted earnings per share is
not shown on the face of the income statement lsectine difference is insignificant.

In February 1997, the Financial Accounting Standd@dard issued Statement No. 128, "Earnings peeS(&FAS 128"), which is required
to be adopted on December 31, 1997. At that tieeCtompany will be required to change the metharkatly used to compute earnings per
share and to restate all prior



INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

periods. Under the new requirements for calculapirignary earnings per share, the dilutive effecstotk options will be excluded. The
impact is expected to result in primary earningsstere for the three-month periods ended Marci297 and March 30, 1996 of $0.27 and
$0.15 per share, respectively. The impact of SF2%dn the calculation of fully diluted earnings géare for these periods is not expected to
be material.

7. COMMITMENTS

During the first quarter of 1997 the Company erdeénto an amended lease with respect to its Salata €acilities. Under the terms of the
lease amendment, the Company agreed to lease diomald’ 3,000 square feet from April 1997 throughrch 2002. In addition, the leases
for the remaining space in Santa Clara were extktiteugh March 2002.

Future minimum rental payments under all of the @any's leases at March 29, 1997 are as followth¢insands):

. $1,527
. 2,057
. 2,180
. 2,380
. 2,445
615

8. SUBSEQUENT EVENTS

On April 30, 1997 the Company entered into a Lih€xedit Agreement with a bank which provides fdotl of $10.0 million in available
borrowings. This agreement replaced the Compamigs lme of credit which expired on May 1, 199 h&agreement is for a unsecured,
revolving line of credit, which is available uniiilay 1, 1998, when the outstanding principal willgeyable. The line of credit bears interest,
at the option of the Company, at the bank's priate or the London Interbank Offering Rate (LIBOR)sp175 basis points. Interest on
advances is due monthly. In the event of defanlérest on the outstanding loan increases to 54l8%e the interest rate applicable prior to
the default. At March 29, 1997, no amounts werstanding under the expired agreement. The Comamguired to maintain certain
financial ratios and other financial conditionslirding restrictions on its ability to pay dividends
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

This Quarterly Report on Form 10-Q contains forwlmaking statements which involve risks and undatias. The Company's actual results
may differ materially from those discussed in tbenard-looking statements. Factors that might causé a difference, include but are not
limited to, the risk factors set forth elsewherehis Quarterly Report on Form 10-Q and other doentsithe Company files from time to time
with the Securities and Exchange Commission, innfyithe Company's Annual Report on Form 10-K filedrebruary 1997, Form 10-Q's
and Form 8-K's.

OVERVIEW

Intevac is a leading supplier of static sputtesggtems and related manufacturing equipment usethtmfacture thin film disks for comput
hard disk drives. Sputtering is a complex vacuupogéion process used to deposit multiple thin-fizyers on a disk. The Company has
three primary sources of net revenues: sales kfsgisttering systems and related disk manufactiemgpment; sales of system components;
and contract research and development activitiesk gputtering systems and related disk manufagjueguipment generally represent the
majority of the Company's revenue and are solcettically integrated disk drive manufacturers amatiginal equipment manufacturers that
sell disk media to disk drive manufacturers. Intevygystem component business consists primarggalek of spare parts and after-sale
service to purchasers of the Company's disk sjgtsystems, as well as sales of components to othaufacturers of vacuum equipment.
Contract research and development revenues hawnepbi@sarily derived from contracts with ARPA forvddopment projects for the flat pa
display ("FPD") industry. During the first quarter1997 the Company received its first order far tlesign and delivery of a scaled up
version of its D-Star FPD sputtering machine. Ttedeevenue from the sale of FPD sputtering equipirhas not been.

In the first quarter of 1996, the Company acquitathode Technology Corporation ("CTC"), a desigaret manufacturer of magnetron
sputter sources for use in the Company's disk eyindt systems. In the second quarter of 1996, ttragany acquired San Jose Technology
Corp. ("SJT") and Lotus Technologies, Inc. ("Lous$JT is a manufacturer of systems used to lueritan film disks. Lotus is a
manufacturer of contact stop/start test equipmandisk drives and drive components.

In the first quarter of 1997, the Company compleatexisale of $57.5 million of its 6 1/2% Convertit8ubordinated Notes Due 2004 (the
"Convertible Notes").

The Company's backlog was $65.0 million and $4516om at March 29, 1997 and March 30, 1996, resipety.
RESULTS OF OPERATIONS
Three Months Ended March 29, 1997 and March 30, 199

Net revenues. Net revenues consist primarily afssaf the Company's disk sputtering systems amatieekequipment used to manufact
thin-film disks for computer hard disk drives, anda lesser extent, system components and comésearch and development. Net revenues
from the sales of sputtering systems are recogniped customer acceptance. Sales of related eqotpand system components are
recognized upon product shipment, and contracarebeand development is recognized in accordaniteomntract terms, typically as costs
are incurred. Net revenues increased by 106% td $8ilion for the three months ended March 29,7.6®m $15.1 million for the three
months ended March 30, 1996. The increase in nehrees was primarily due to an increase in thessafldisk sputtering systems, and to a
lesser extent the sales of related equipment sotdebSJT and Lotus divisions, which were both @&eguby the Company during the second
quarter of 1996.

International sales increased by 118% to $14.7aniflor the three months ended March 29, 1997 f&@n7 million for the three months
ended March 30, 1996. The increase in revenuesifrmational sales was primarily due to an insesia the sales of disk sputtering
systems and to a lesser extent the sales of redgigigment by the SJT and Lotus divisions. Intéomat sales constituted 47% of net rever
for the three months ended March 29, 1997 and 4b8étaevenues for the three months ended Marcii 38%5.

9



Gross margin. Cost of net revenues consists priynafrpurchased materials, fabrication, assemiglst, installation, international distributor
costs, warranty costs, scrap and costs attributaldentract research and development. Gross mes@sn32.6% for the three months ended
March 29, 1997 as compared to 39.2% for the threetins ended March 30, 1996. Overall gross margietireed primarily as the result of
lower gross margins on disk sputtering system sales to a lesser extent as the result of goodmilbrtization relating to the purchase of
CTC, SJT and Lotus and an increased level of contessearch and development.

Research and development. Research and developwymarse consists primarily of prototype materisddaries and related costs of
employees engaged in ongoing research, designev@dogpment activities for disk sputtering equipmdiat panel manufacturing equipment,
laser texturing equipment, contact stop-startegsipment, disk lubrication equipment and resebscthe Advanced Technology Division.
Company funded research and development expensaged by 86% to $2.6 million for the three momthded March 29, 1997 from $1.4
million for the three months ended March 30, 198presenting 8.2% and 9.1%, respectively, of netnmae. This increase was primarily the
result of increased expense for the developmedis&fsputtering products, flat panel display mantiféng machines, contact stop start test
equipment and company funded research and develdgpmine Advanced Technology Division.

Research and development expenses do not inclste afd$0.4 million in the three months ended M&@8h1996, reimbursed under the
terms of a research and development cost shariegiagnt with the Company's Japanese flat panel faetnung equipment ("D-Star")
development partner. Under the terms of the devedop agreement, Intevac and its development pagaer paid half of D-Star
development costs. At December 31, 1996 there wdsalance remaining under the development agreerfieatCompany is currently
discussing further cost sharing agreements wittidteelopment partner, but there can be no assuthatany further cost sharing agreements
will be made.

Selling, general and administrative. Selling, gahand administrative expense consists primarilgedling, marketing, customer support,
financial, travel, management, legal and profesdiearvices. The Company sells and markets it mtsdiirectly in the United States, and
through exclusive distributors in Japan and KoBdatributors typically provide services such assalnstallation, warranty and ongoing
customer support. International distributor cosesiacluded in cost of net revenues. The Compasyahsubsidiary in Singapore and a branch
office in Taiwan to support customers in Southéasa. Selling, general and administrative expensegiased by 38% to $2.6 million for the
three months ended March 29, 1997 from $1.9 millmrthe three months ended March 30, 1996 reptiege8.3% and 12.5%, respectively,
of net revenue. The increase in selling, generdlaiministrative expense in absolute dollars wamaptly the result of increased expense
associated with the marketing and support of digktering systems, and to a lesser extent, incdeaggense associated with the marketing
and support of related equipment by the SJT andd.divisions. Selling, general and administratieadcount grew to 85 employees at Mz
29, 1997 from 55 employees at March 30, 1996.

Other income, net. Other income consists primanilyncome related to the sale of the Company's #@ééest in the capital stock of Chorus,
interest income on the Company's investments artg payment discounts on the purchase of invergpgeods and services, offset by
interest expense. Other income, net increased #yt8650.4 million for the three months ended Ma28h 1997 from $0.3 million for the
three months ended March 30, 1996 as the resiritm#ased income related to the sale of the Comp@@W6 interest in the capital stock of
Chorus which was partially offset by an increaseehinterest expense as the result of the Companie of its Convertible Notes in the first
quarter of 1997.

Provision for income taxes. Income tax expense@ereentage of pretax income for the three montde@ March 29, 1997 and March 30,
1996, was 36% and 35%, respectively. The Compaay'sate for these periods differs from the appliesstatutory rates primarily due to tax
exempt interest income and state income taxes.

LIQUIDITY AND CAPITAL RESOURCES

The Company's operating activities provided casp9ob million for the three months ended MarchZ®97. The cash provided in 1997 was
due primarily to net income, increased accrued es@and accounts
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payable, decreased accounts receivable and dewacihich was partially offset by increased invagtand reduced customer advances.

The Company's investing activities used cash of3#6iillion for the three months ended March 29,7L88e primarily to the purchase of
investments, and to a lesser extent, the purcHasapial equipment and leasehold improvements.

The Company's financing activities provided casB%8.6 million for the three months ended March®97, primarily due to the sale by the
Company of its Convertible Notes.

CERTAIN FACTORS WHICH MAY AFFECT FUTURE OPERATING R ESULTS
Fluctuations of Results of Operations

The Company's operating results have historicadrbsubject to significant quarterly and annuatttlations. The Company derives most of
its net revenues from the sale of a relatively $mamnber of sputtering systems. The number of systaccepted by customers in any
particular quarter has varied from zero to ten asda result, the Company's net revenues and ogerasults for a particular period could be
materially adversely affected if an anticipatedesrbr even one system is not received in timeetanit shipment and customer acceptance
during that accounting period. The Company's bagklkihe beginning of a quarter may not includesydtem orders needed to achieve the
Company's revenue objectives for that quarter. Briotebacklog are subject to cancellation, andoaigfin in some cases the Company requires
a deposit on orders for its systems, such depmsiisnot be sufficient to cover the expenses incuibgethe Company for the manufacture of
the canceled systems or fixed operating expensesiased with such systems to the date of canmgilaErom time to time, in order to meet
anticipated customer demand, the Company has mauougd disk sputtering systems in advance of theipé of orders for such systems. 7
Company expects to continue this practice in theréu In the event that anticipated orders areextived as expected, the Company cou
materially adversely affected by higher inventaydls and increased exposure to surplus and obsolatntory write-offs. Orders may be
subject to cancellation, delay, deferral or resaling by a customer. From the date the Companyivesan order, it often takes more than
six months before the net revenues from such aerecognized and even longer before final paynseartceived. The relatively long
manufacturing cycles of many of the Company's petglhave caused and could cause shipments of sodhqts to be delayed from one
quarter to the next, which could materially advBrsdfect the Company's business, financial conditind results of operations for a
particular quarter. Announcements by the Comparigs@mompetitors of new products and technologmdd:cause customers to defer
purchases of the Company's existing systems, whdathd have a material adverse effect on the Conipdiysiness, financial condition and
results of operations.

Installing and integrating new sputtering systents the thinfilm disk manufacturing process requires a subi&himvestment by a custom
Therefore, customers often require a significambiper of product presentations and demonstratianaedl as substantial interaction with the
Company's senior management, before making a pgirghdecision. Accordingly, the Company's systeypgally have a lengthy sales cy
during which the Company may expend substantial§tand management time and effort with no assurdiate sale will result.
Furthermore, the Company's expense levels are biasgdrt, on its expectations as to future neenexes. If revenue levels are below
expectations, operating results are likely to beceskly affected. Net income, if any, may be digprtionately affected by a reduction in net
revenues because a proportionately smaller amduhé Company's expenses varies with its net res®nlhe impact of these and other
factors on the Company's revenues and operatindfges any future period cannot be forecasted witttainty. Due to all of the foregoing
factors, the Company expects it quarterly operat@sglts to fluctuate significantly and may in eéntquarters be below the expectations of
securities analysts and investors. In such evasifikely the price of the Company's Common Staduld be materially adversely affected.

The Company believes that its operating resultsasitinue to fluctuate on a quarterly and annaali® due to a variety of factors. These
factors include the cyclicality of the thin-filmsk manufacturing and disk drive industries, patterhcapital spending by customers, the
timing of significant orders, order cancellations
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and shipment reschedulings, market acceptanced@dmpany's products, unanticipated delays in desiggineering or production or in
customer acceptance of product shipments, changatcing by the Company or its competitors, timeitig of product announcements or
introductions by the Company or its competitorscdunts offered by the Company to sell demonstratiats, the mix of systems sold, the
relative proportions of sputtering systems, systemponents and subassemblies, and contract resssatadevelopment net revenues, the
availability and cost of components and subassesbthanges in product development costs, expassesiated with acquisitions and
exchange rate fluctuations. Over the last ninetgumathe Company's gross margin and operating ieddmss) as a percentage of net revenues
has fluctuated from approximately 31% to 40% ofre@enues and (9)% to 21% of net revenues, respdctiThe Company anticipates that

its gross and operating margin will continue tafiiate. As a result, the Company believes thabgdn-period comparisons of its results of
operations are not necessarily meaningful and shoad be relied upon as indications of future penance.

Cyclicality of the Media Industry

The Company's business depends upon capital expesglby manufacturers of thin-film disks, incluglimanufacturers that are opening new
fabrication facilities, expanding or upgrading ¢ixig facilities or replacing obsolete equipmentjebhin turn depend upon the current and
anticipated market demand for hard disk drives. disk drive industry is cyclical and historicallpdiexperienced periods of oversupply.
Within the past year, many media manufacturers liadertaken programs to increase capacity. Iniadditlyundai has announced plans to
commence media manufacturing. This industry-widedase in capacity may lead to a period of ovetdgugfthin-film disks, resulting in
significantly reduced demand for thin-film disk drection and for the capital equipment used in gurdlduction, including the systems
manufactured and marketed by the Company. In reesns, particularly in very recent periods, thekdirive industry has experienced
significant growth, which, in turn, has caused #gigant growth in the capital equipment industrpplying manufacturers of thin-film disks.
There can be no assurance that such growth witirmeen The Company anticipates that a significamtipn of new orders will depend upon
demand from thin-film disk manufacturers buildingexpanding fabrication facilities, and there camio assurance that such demand will
exist. The Company's business, financial conditiod results of operations could be materially asilgraffected by downturns or slowdov
in the disk drive market.

Sales of the Company's systems depend, in signiffzart, upon the decision of a prospective custdmeeplace obsolete equipment or to
increase manufacturing capacity by upgrading oaegng existing manufacturing facilities or constimg new manufacturing facilities, all

of which typically involve a significant capital gonitment. In addition, the cyclicality of the didkive industry, among other factors, may
cause prospective customers to postpone decisgasding major capital expenditures, including pases of the Company's systems. In the
event customers delay the purchase of the Compsystems, the Company's business, financial camdénd results of operations could be
materially adversely affected.

Intense Competition

The Company experiences intense competition woddviiom three principal competitors, Ulvac Japan, 'Ulvac”), Balzars A.G.
("Balzars") and Anelva Corporation ("Anelva"), easfhwhich is a large manufacturer of complex vaciegquipment and thin-film disk
manufacturing systems and has sold a substantiabeuof thin-film disk sputtering machines worldwidcach of Ulvac, Balzars and Anelva
is a manufacturer of in-line and static sputtesggtems, and each has substantially greater fialatechnical, marketing, manufacturing and
other resources than the Company. The Companyeajsgriences competition from other manufactureig-tihe sputtering systems used in
thin-film disk fabrication facilities as well asghmanufacturers of thin-film disks that have depeltbthe capability to manufacture their own
sputtering systems. There can be no assuranctheéh@ompany's competitors will not develop enhares@mto, or future generations of,
competitive products that will offer superior priceperformance features or that new competitolisnet enter the Company's markets and
develop such enhanced products. Furthermore, tluesfaf manufacturers of thin-film disks currentiging in-line machines and
manufacturers using internally

12



developed sputtering systems to switch to statittspng systems in the future could adverselyatffee Company's ability to increase its
sputtering system market share.

In addition, the Company's three principal compesitare based in foreign countries and have casgttates and system prices based on
foreign currencies. Accordingly, currency fluctwaas could cause the Company's dollar-priced predodbe less competitive than its
competitors' products priced in other currenciagréhcy fluctuations could also increase the Comijgacost structure relative to those of its
competitors, which could make it more difficult fille Company to maintain its competitiveness.

Given the lengthy sales cycle and the significamestment required to integrate a disk sputterysgesn into the manufacturing process, the
Company believes that once a thin-film disk mantufee has selected a particular supplier's disktepng equipment, the manufacturer
generally relies upon that equipment for the spepifoduction line application and frequently witintinue to purchase its other disk
sputtering equipment from the same supplier. They@my expects to experience difficulty in sellingatparticular customer for a significant
period of time if that customer selects a compesitdisk sputtering equipment. Accordingly, comieti for customers in the disk sputtering
equipment industry is particularly intense, andpdigps of disk sputtering equipment may offer prigiconcessions and incentives to attract
customers, which could adversely affect the Comisdmysiness, financial condition, gross marginsrasdlts of operations. Because of these
competitive factors, there can be no assurancdeitbatompany will be able to compete successfualye future.

Customer Concentration

Historically, a significant portion of the Compasiyevenues in any particular period have beerbattble to sales to a limited number of
customers. The Company's largest customers chamgepieriod to period as large thin-film disk protion facilities are completed and new
projects are initiated. Matsubo, the Company's dapadistributor, Seagate Technology ("Seagat& HMT Technology accounted for 32
32% and 13%, respectively, of the Company's tatalevenues in 1996; Seagate, HMT Technology, aatsiuo accounted for 40%, 20%
and 17%, respectively, of the Company's total eeémnues in 1995; and Trace Storage Technology ¢éTyaMatsubo, Seagate, Varian
Associates and Komag accounted for 25%, 15%, 12%, dnd 10%, respectively, of the Company's totatesenues during 1994.

The Company expects that sales of its productslatively few customers will continue to account fohigh percentage of its net revenues in
the foreseeable future. For example, 61% of the gamy's backlog at March 29, 1997 was represententdsrs from three customers for ¢
sputtering systems, with each representing 10%averaf the Company's backlog at March 29, 1997.eNafrthe Company's customers has
entered into a long-term agreement requiring fidcchase the Company's products. As purchasesdédlat particular new or expanded
fabrication facility are completed, sales to thastomer may decrease sharply or cease altogetlvtempleted contracts are not replaced on a
timely basis by new orders from the same or othstamers, the Company's net revenues could besalyeffected. The loss of a significi
customer, any reduction in orders from any sigaiftccustomer or the cancellation of a significaneo from a customer, including reductic

or cancellations due to customer departures fra@ntbuying patterns, financial difficulties of astomer or market, economic or competi
conditions in the disk drive industry, could maadyi adversely affect the Company's business, firrdrrondition and results of operations.

Limited Number of Opportunities

The Company's business depends upon capital expesglby manufacturers of thin-film disks, of whitiere are a limited number
worldwide. According to a April 1997 report by TFOCUS, an independent market research firm, #seoénd of 1996 there were 231
installed disk sputtering lines (sputtering systemd related equipment such as plating, polishaguring, lubrication and test equipment as
well as related handling equipment) worldwide antyd5 companies in the world with five or moretaiked disk sputtering lines. Therefore,
winning or losing an order from any particular aumser could significantly affect the Company's opiagaresults. In addition, the Company's
opportunities to sell its systems are further ladiby the fact that many of the manufacturers ioftitm disks have adopted an in-line
approach as opposed to
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the Company's static approach to thin-film disk ofanturing. These manufacturers have investedfsignt amounts of capital in their in-
line systems, and there may be significant resigtém change to a static approach in the futureirdgs the Company has derived a
significant proportion of its net revenues fromesabf its systems to manufacturers constructing thawfilm disk fabrication facilities. The
construction of new thin-film disk fabrication féities involves extremely large capital expendigjnesulting in few thirfilm disk fabricatior
facilities being constructed worldwide at any partar time. A substantial investment is also reegliny disk manufacturers to install and
integrate additional thin-film disk manufacturingugoment in connection with upgrading or expandhmgjr existing fabrication facilities.
These costs are far in excess of the cost of pairepaghe Company's system. The magnitude of sugitat@xpenditures has caused certain
thin-film disk manufacturers to forego purchasiigngficant additional thin-film disk manufacturiregiuipment. Consequently, only a limited
number of opportunities for the Company to selkitstems may exist at any given time.

Rapid Technological Change; New Products

The disk drive industry in general, and the thimfdisk manufacturing industry in particular, ateatacterized by rapid technological change
and evolving industry standards. As a result, tbem@any must continue to enhance its existing systam to develop and manufacture new
systems with improved capabilities. This has regglimnd will continue to require substantial invesstts by the Company in research and
development to advance its technologies. The failardevelop, manufacture and market new systemes,enhance existing systems, would
have a material adverse effect on the Companyiadsss financial condition and results of operatidn the past, the Company has
experienced delays from time to time in the intrthn of, and certain technical difficulties wittgrtain of its systems and enhancements. In
addition, the Company's competitors can be expdotedntinue to develop and introduce new and etdthproducts, any of which could
cause a decline in market demand for the Compaggtems or a reduction in the Company's margirsrasult of intensified price
competition.

Changes in the manufacturing processes for thin-diisks could also have a material adverse effethe Company's business, financial
condition and results of operations. The Compattigigates continued changes in the requirementisenflisk drive industry and thin-film
disk manufacturing technologies. There can be sarasce that the Company will be able to develgmufacture and sell systems that
respond adequately to such changes. In additienddka storage industry is subject to constantbvawg technological standards. There can
be no assurance that future technological innomatwill not reduce demand for thin-film disks. TBempany's business, financial condition
and results of operations could be materially agklgraffected by any trend toward technology thatild replace thin-film disks as a storage
medium.

The Company has expended significant amounts fmareh and development for its disk sputteringesyst flat panel display manufacturing
equipment and other new products under developraaah, as laser-texturing equipment and electrazalppiroducts.

The Company's success in developing and sellingresdu disk sputtering systems and other new prsdisgends upon a variety of factors,
including accurate prediction of future customeyuieements, technology advances, cost of ownersitimduction of new products on
schedule, cost-effective manufacturing and progactormance in the field. The Company's new prodecisions and development
commitments must anticipate the requirements ferctintinuously evolving disk drive industry approztely two or more years in advance
of sales. Any failure to accurately predict customeguirements and to develop new generationsaafymts to meet those requirements wc
have a sustained material adverse effect on thep@oys business, financial condition and resultspafrations. New product transitions
could adversely affect sales of existing systemd,@oduct introductions could contribute to qudyt8uctuations in operating results as
orders for new products commence and orders fatiagi products decline. There can be no assurématéhite Company will be successful in
selecting, developing, manufacturing and marketieqy products or enhancements of existing products.

14



Flat Panel Display Manufacturing Equipment Risks

In 1996, the Company spent approximately $5.3 amlbn various programs to fund the developmentaffenent for use in the flat panel
display ("FPD") industry, approximately 59% whiclasvwpaid for by the Company's development partheescchange for certain
development funding, the Company has granted tabiie development partners the exclusive rightsianufacture and market the
Company's FPD sputtering systems in Japan. As oéiber 31, 1996, all of the approximately $5.5ionlladvanced by the Company's
development partner had been applied to qualifgmgs. The Company has limited experience in threldpment, manufacture, sale and
marketing of FPD manufacturing equipment, havinld $@o rapid thermal processing ("RTP") systemddte and having not yet completed
development of its FPD sputtering system. Althodghing the first quarter of 1997 the Company reediits first order for the design and
delivery of a scaled up version of its D-Star FRDtgering machine, there can be no assurancehthaarket for FPD manufacturing
equipment targeted by the Company will developuasidy or to the degree the Company currently apdites, or that the Company's
proposed FPD manufacturing equipment will achiav&amer acceptance or that the Company will achéewenet revenues from the sale of
its proposed FPD manufacturing equipment. Therebeamo assurance the Company will receive additicustomer sponsored research and
development funding in the future. The failure ¢ceive additional customer sponsored researchevelapment funds could result in the
Company internally funding the development of sE&D manufacturing equipment, and the costs of sesbarch and development may
have a material adverse effect on the Companylgsédnrss financial condition and results of operatiofhere can be no assurance that the
Company in any event will continue to fund reseant development in the FPD area.

Leverage

In connection with the sale of the Convertible Npthe Company incurred approximately $57.5 millimimdebtedness which resulted in a
substantial increase in the Company's ratio of femm debt to total capitalization (shareholdegsligy plus long-term debt). The ratio at
March 29, 1997 and December 31, 1996 was approglyné0.8% and 2.1%, respectively. As a result of imdebtedness, the Company
incurred substantial principal and interest obliyad. The degree to which the Company is leveragett have a material adverse effect on
the Company's ability to obtain additional finargciior working capital, acquisitions or other purpssind could make it more vulnerable to
industry downturns and competitive pressures. Tom@any's ability to meet its debt service obligagiavill be dependent on the Company's
future performance, which will be subject to finehcbusiness and other factors affecting the dpmrs of the Company, many of which are
beyond its control.

Management of Expanding Operations

The Company has recently experienced a periodpid expansion in its operations that has placed,cauld continue to place, a significant
strain on the Company's management and other @=0urhe Company's ability to manage its expandpegations effectively will require it
to continue to improve its operational, financald management information systems, and to tramtivate and manage its employees. If the
Company's management is unable to manage its eixgpoperations effectively, the Company's resuitsperations could be adversely
affected.

The Company's operating results will depend inificant part upon its ability to retain and attrgctalified management, engineering,
marketing, customer support and sales personnabp€tition for such personnel is intense and the @om has difficulties attracting such
personnel, and there can be no assurance thabtheahy will be successful in attracting and retagrsuch personnel. The failure to attract
and retain such personnel could make it difficoiltithdertake or could significantly delay the Compsnesearch and development efforts and
the expansion of its manufacturing capabilitiesthier activities, which could have a material adeezffect on the Company's business,
financial condition and results of operations.

15



Manufacturing Risks

The Company's systems have a large number of caenpoand are highly complex. The Company may egpee delays and technical and
manufacturing difficulties in future introductions volume production of new systems or enhanceméntsddition, some of the systems b
by the Company must be customized to meet individustomer site or operating requirements. The Gowihas limited manufacturing
capacity and may be unable to complete the devedapor meet the technical specifications of its sggtems or enhancements or to
manufacture and ship these systems or enhancementsnely manner. Such an occurrence would matgradversely affect the Company's
business, financial condition and results of openatas well as its relationships with customarsaddition, the Company may incur
substantial unanticipated costs early in a prodlift’ cycle, such as increased cost of materiaéstd expediting charges, other purchasing
inefficiencies and greater than expected instaltasind support costs which cannot be passed ¢ toustomer. Any of such events could
materially adversely affect the Company's busin@sancial condition and results of operations. Daueecent increases in demand, the
average time between order and shipment of the @oypsystems may increase substantially in theduThe Company's ability to quickly
increase its manufacturing capacity in responghaot-term increases in demand could be limite@mithe complexity of the manufacturing
process, the lengthy lead times necessary to obtiical components and manufacturing space aadhéed for highly skilled personnel. The
failure of the Company to satisfy any such shamitencreases in demand and to keep pace with cestdemand would lead to further
extensions of delivery times, which could deterteoers from placing additional orders, and couldeaisiely affect product quality, which
could have a materially adverse effect on the Camyppabusiness, financial condition and resultspsration.

In certain instances, the Company is dependent agsmlie supplier or a limited number of suppliershas qualified only a single or limited
number of suppliers, for certain complex componentsub-assemblies utilized in its products. Thenfany has implemented a key supplier
program in which it appoints certain key vendorsale suppliers for certain parts with the goahgbroving response time and reducing
costs. In addition, the Company makes extensivefisappliers serving the semiconductor equipmestriess and such suppliers may
choose to give priority to their semiconductor @guént customers that are much larger than the Caynpany prolonged inability to obtain
adequate deliveries could require the Company yanpare for inventory, parts and other suppliesksdternative sources of supply, delay its
ability to ship its products and damage relatiopshiith current and prospective customers. Any slatay or damage could have a material
adverse effect on the Company's business, finaoeradition and results of operations.

The Company conducts substantially all of its mantufring activities at its leased facilities in &a@lara, San Jose and Los Gatos,
California. The Company's Santa Clara, San José.an@batos facilities are located in a seismicalifive area. A major catastrophe (such as
an earthquake or other natural disaster) couldtrigsa prolonged interruption of the Company'sibass.

Acquisitions

The Company's business strategy includes acquielaged businesses, products or technologies. Dngp@ny completed three acquisitions
during 1996 and expects that it may pursue additianquisitions in the future. Any future acquimitimay result in potentially dilutive
issuance of equity securities, the write-off ofirocess research and development, the incurrerdebdiand contingent liabilities and
amortization expense related to intangible assetsieed, any of which could materially adverselfeaef the Company's business, financial
condition and results of operations. In particulhe, Company will not be able to use the "poolihghterests" method of accounting due to a
shareholder being greater than a 50% holder o€tmapany's Common Stock prior to the Company'sainitiiblic offering, in connection
with any acquisition consummated prior to Novermitier1997 and the Company will therefore be requioegimortize any intangible assets
acquired in connection with any acquisition constated during that period.

The Company incurred a charge to operations of 88ll®n in the second quarter of 1996 to refldw purchase of in-process research and
development related to the two acquisitions conepléb that quarter. In addition, the Company is diriag intangible assets of
approximately $8.8 million of costs relating to the
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three acquisitions completed in 1996. The amoitimgberiod for such costs is over the useful liwelsich range from two years to seven
years. Additionally, unanticipated expenses mainbarred relating to the integration of technolagind research and development
administrative functions. Any acquisition will inlv@ numerous risks, including difficulties in thesamilation of the acquired company's
employees, operations and products, uncertains@scéated with operating in new markets and workiith new customers, the potential |
of the acquired company's key employees as wéell@sosts associated with completing the acquisdind integrating the acquired compe

Risks Associated With International Sales and Opettions

Sales to customers in countries other than theedr8tates accounted for 41%, 20% and 40% of regenuEd96, 1995 and 1994,
respectively. The Company anticipates that intéonat sales will continue to account for a subsémiortion of net revenues in the future. In
order to effectively service customers locatediimg&pore and the surrounding region, the Compasyektablished sales and service
operations in Singapore and Taiwan. Sales and tipgactivities outside of the United States angjestt to certain inherent risks, including
fluctuations in the value of the United States alotklative to foreign currencies, tariffs, quotases and other market barriers, political and
economic instability, restrictions on the exporiraport of technology, potentially limited intelle@l property protection, difficulties in
staffing and managing international operations oténtially adverse tax consequences. There cawo bssurance that any of these factors
will not have a material adverse effect on the Canys business, financial condition or resultsperations. In particular, although the
Company's international sales have been denomiiratddited States dollars, such sales and expanagaot be denominated in dollars in
the future, and currency exchange fluctuationoimtries where the Company does business couldialbtadversely affect the Company's
business, financial condition and results of openst

Patents and Other Intellectual Property

The Company currently has 23 patents issued iblthited States, and has pending patent applicatiotie United States and foreign
countries. Of the 23 patents, 7 relate to sputgerl® relate to RTP, 1 relates to lubrication syst@and 5 relate to other areas not in Intevac's
mainstream business. In addition, the Companyhmsght to utilize certain patents under licensamgingements with Litton Industries,
Varian Associates, Stanford University, Lawrenceelimore Laboratories and Alum Rock Technology. €hen be no assurance that any of
the Company's patent applications will be allowethat any of the allowed applications will be isduas patents. There can be no assurance
that any patent owned by the Company will not balidated, deemed unenforceable, circumvented alteriged, that the rights granted
thereunder will provide competitive advantagedi®@ompany or that any of the Company's pendirfgtare patent applications will be
issued with claims of the scope sought by the Camwppiéat all. Furthermore, there can be no asstedhat others will not develop similar
products, duplicate the Company's products or demigund the patents owned by the Company. Iniaddihere can be no assurance that
foreign patent rights, intellectual property lawshee Company's agreements will protect the Comigantellectual property rights. Failure to
protect the Company's intellectual property rigidald have a material adverse effect upon the Cagipdusiness, financial condition and
results of operations.

There have also been substantial amounts of litigén the technology industry regarding intelledtproperty rights. The Company has from
time to time received claims that it is infringitigrd parties' intellectual property rights. In Augy 1993, Rockwell International Corporation
("Rockwell") sued the Federal government alleginfgingement of certain patent rights with respedtie contracts the Federal government
has had with a number of companies, including latein the first quarter of 1997, Rockwell's pat@rsuit was held invalid. However,
Rockwell has the right to appeal that decision. Faderal government has notified Intevac that ¥ tmaliable in connection with contracts
for certain products from the Company's discontihoight vision business. Although the Company lveleit will have no material liability
under these contracts, there can be no assuraatchétresolution of the claims by Rockwell witle thederal government will not have a
material adverse effect on the Company's busimg&sating results and financial condition. In aiddif a third party has sent correspondence
to a consortium, of which the
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Company is a party, in a government sponsored refsead development program claiming that the worke done under this program may
infringe patents owned by this third party. The @amy and its subcontractors have reviewed the gporelence and patents and believe
these claims are without merit; however, therelmano assurance that litigation will not resulnfreuch development program. There can be
no assurance that other third parties will notia future claim infringement by the Company withpect to current or future patents,
trademarks, or other proprietary rights relatinght® Company's disk sputtering systems, flat paraiufacturing equipment or other produ
Any present or future claims, with or without medbuld be time-consuming, result in costly litigat cause product shipment delays or
require the Company to enter into royalty or lidegsagreements. Such royalty or licensing agreesmémequired, may not be available on
terms acceptable to the Company, or at all. Anthefforegoing could have a material adverse etipon the Company's business, operating
results and financial condition.

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

Environmental Regulations

The Company is subject to a variety of governmemglilations relating to the use, storage, disahargndling, emission, generation,
manufacture, treatment and disposal of toxic oeoktazardous substances, chemicals, materialsste wany failure to comply with current
or future regulations could result in substantiall penalties or criminal fines being imposed tve Company, or its officers, directors or
employees, suspension of production, alteratiagtsahanufacturing process or cessation of operstiSach regulations could require the
Company to acquire expensive remediation or abateetpiipment or to incur substantial expenses toptyp with environmental regulation
Any failure by the Company to properly manage tbe, wlisposal or storage of, or adequately reshéctelease of, hazardous or toxic
substances could subject the Company to significainitities.

Dependence on Key Employees

The Company's operating results will depend sigaiftly upon the continued contributions of its offis and key management, engineering,
marketing, customer support and sales personnely mfavhom would be difficult to replace. The Compaloes not have an employment
agreement with any of its employees or maintaingengon life insurance with respect to any employée loss of any key employee could
have a material adverse effect on the Companyiadrss financial condition and results of operaidimployees of the Company are
currently required to enter into a confidentiabilyreement as a condition of their employment. Harehese agreements do not expressly
prohibit the employees from competing with the Campafter leaving its employ.
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PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
There are no material legal proceedings to whiehGbmpany is a party or to which any of its propétsubject.
ITEM 2. CHANGES IN SECURITIES
Recent Sales of Unregistered Securities.

(@) On February 25, 1997, the Registrant sold $80AD0 of 6 1/2% Convertible Subordinated Notesid®904 (the "Convertible Notes").
On March 5, 1997, the Registrant sold an additi®7a00,000 of the Convertible Notes.

(b) The initial purchasers of the Convertible Notese Salomon Brothers Inc., Hambrecht & Quist Lar@& Robertson, Stephens & Comp
LLC (the "Initial Purchasers").

(c) The total offering price of the Convertible Mstwas $57,500,000 with an aggregate discoungetinttial Purchasers of $2,012,500.

(d) The Registrant relied upon the exemption sehfim Section 4(2) of the Securities Act of 19388,amended (the "Securities Act"), for the
sale of the Convertible Notes to the Initial Pus#ra. The Initial Purchasers intend to resell thev@rtible Notes in the United States to
qualified institutional buyers under Rule 144A unttee Securities Act and to a limited number ofestimstitutional "accredited investors" as
defined in Rule 501 of the Securities Act and algghe United States to non-U.S. persons in rediapon Regulation S under the Securities
Act.

(e) The Convertible Notes, unless previously redsgeor repurchased, are convertible at the optidheholder at any time after 90 days
following the last day of original issuance theraafl prior to maturity into shares of Common Statk conversion price of $20.625 per
share, subject to adjustment in certain events.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

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

ITEM 5. OTHER INFORMATION

None.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) The following exhibits are filed herewith:

EXHIBIT

NUMBER DESCRIP TION

10.1  Amendment to Loan and Security Agreement dated February 19, 1997.
10.2  Amendment to Lease effective April 1, 19 97.

10.3  Line of Credit Agreement dated April 30, 1997.

11.1  Computation of Net Income Per Share.
27.1  Financial Data Schedule.
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The following exhibits were previously filed as éits to a Registration Statement on Form S-3 (388-24275) dated March 31, 1997 and
are incorporated herein by reference:

EXHIBIT
NUMBER DESCRIP TION
4.2 Indenture, dated as of February 15, 1997 , between the Company and State Street
Bank and Trust Company of California, N. A. as Trustee, including the form of
the Convertible Notes.
4.3  Registration Agreement, dated as of Febr uary 15, 1997, among the Company,
Salomon Brothers Inc., Robertson, Stephe ns & Company LLC and Hambrecht & Quist
LLC.

(b) Reports on Form 8-K:
On February 20, 1997, the registrant filed a reporForm 8-K, regarding the offering of the Conildet Notes.
On March 11, 1997, the registrant filed a reporfFonm 8-K, regarding the sale of $57,500,000 ofGloavertible Notes.
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SIGNATURES

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

INTEVAC, INC.

Date: May 8, 1997 By: /'s/ NORVAN H. POND
Nor man H. Pond
Chai rman of the Board, President and
Chi ef Executive O ficer (Principal
Executive O ficer)

Date: May 8, 1997 By: /'s/ CHARLES B. EDDY |11

Charles B. Eddy II1

Vi ce President, Finance and
Admi ni stration, Chief

Fi nancial Oficer, Treasurer and
Secretary

(Principal Financial and Accounting
O ficer)
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NUMBER
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10.2 Amendment to Lease effective April 1, 1997 .
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EXHIBIT 10.1
[LOGO]
SILICON VALLEY BANK 3003 Tasman Drive Santa Cla@A 95054-1191 408/654-7400

Charlie Eddy February 19, 1997 Intevac, Inc.
3550 Bassett Dr.
Santa Clara, CA 95054-2758

Re: Loan from Silicon Valley Bank
Dear Charlie:

This letter is written in connection with that @rt Loan and Security Agreement between SilicoreyaBank and Bank of Hawaii (jointly,
"Bank") and Intevac, Inc. ("Borrower"), dated Sepber 3, 1996, and related loan documents (as arddrata time to time, collectively, the
"Loan Agreement"). Borrower has informed Bank efifttent to incur certain indebtedness evidenceth&y.5% Convertible Subordinated
Notes due 2004 issued by Borrower under that cehtaienture dated as of February 25, 1997 exeheétdeen Borrower and State Str
Bank and Trust Company of California, N.A., as tees(the "Indenture Transaction"). Borrower hasiested that Bank (1) consent to the
Indenture and related transaction and

(2) confirm that all indebtedness incurred pursuarihe Indenture shall be deemed "Subordinated"Debthe purposes of the Loan
Agreement.

Bank hereby grants consent to the Indenture amatkktransactions and confirms that all indebteslivesurred in connection with the
Indenture shall be deemed "Subordinated Debt"Hempurposes of the Loan Agreement, subject to Bars agreement to deliver
concurrently to Bank copies of any notices of repgiéom delivered to the holders pursuant to Sec3i@3 of the Indenture in connection with
any optional redemptions to be made pursuant to

Section 3.07 of the Indenture.

By signing below and returning a copy of this leteeBank, Borrower acknowledges that the Loan &grent is hereby modified in
accordance with the provisions set forth aboverd@®woer further understands and agrees that in miodjfthe Loan Agreement, Bank is
relying upon Borrower's representations, warraniesl agreements, as set forth in the Loan Agreergenept as expressly modified
pursuant to this letter, the terms of the Loan A&grent remain unchanged and in full force and effgéabk's agreement to modify the Loan
Agreement in accordance with the provisions sehfir this letter in no way shall obligate Bankmiake any future modifications to the Loan
Agreement or to consent to any future indebtedo&B®rrower not otherwise in accordance with thente of the Loan Agreement. Nothing
this letter shall constitute a satisfaction of Barower's indebtedness to Bank. It is the inteantbBank and Borrower to retain as liable
parties all makers and endorsers of the Loan Agee¢nminless the party is expressly released byriting. No maker
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or endorser will be released by virtue of thisdetThe terms of this paragraph apply not onhyhts lketter, but also to all subsequent loan
modification agreements.

This letter may be executed and countersigned énoormore counterparts which together shall cartstibne document. Each such
counterpart shall be deemed to be an original veloeexecuted and delivered to the other party tolétier.

The provisions of this letter shall not be deemigelcéive until such time as Borrower shall haveuraed two (2) countersigned copies to
Silicon Valley Bank.

Very truly yours,
SILICON VALLEY BANK BANK OF HAWAII

By: [SIG] By: [SIG]

Its Senior Vice President Its Officer

By executing below, the undersigned acknowledgescanfirms the effectiveness of this letter to athére Loan Agreement.
INTEVAC, INC.

By: [SIG]

Its Chief Financial Officer

Dated: March 5, 199



EXHIBIT 10.2

ADDENDUM TO
THE KONTRABECKI GROUP
INDUSTRIAL LEASE

This Addendum V is executed by and between KONTRERBEASSOCIATES I, a California limited partnershag Landlord, and
INTEVAC CORPORATION, a California Corporation, asriant with respect to those certain Premises corynkoown as 3550, 3560,
3570 and 3580 Bassett Street, Santa Clara, CA.abddendum is an integral part of the printed l¢asehich it is attached; provided, the
provisions of this Addendum VI supersede the piiowis of the printed lease and the addendum théodtee extent inconsistent therewith.

1. Premises - Effective April 1, 1997, the termérses"” as defined in paragraph 1.3 of the Leaaiélsh modified to include the area
outlined on the site plan attached hereto as ExXM&" containing seventy-three thousand and nirthtge (73,093) square feet. Effective
April 1, 1997, the Premises Gross Leasable Arelhlsbaqual to one hundred sixty-seven thousandsatg-three (167,063) square feet
(49,080 square feet plus 44,890 square feet ph@93R

2. Term - The term as set forth in paragraph 2 thef_ease shall be modified as follows:

Additional Commencement/
Address Premises Term Expiration Date
3570-3580 Bassett St. 44,890 s.f. 33 months 711/99-3/31/02
3560 Bassett St. 73,093 s.f. 60 months 4/1/97-3/31/02
3550 Bassett St. 49,080 s.f. 33 months 7/1/99-3/31/02

3. Rent - The term "Base Rent" as defined in pazyB.1 of the Lease shall be modified as follows:

Rent - 3560 Bassett Street:

Year Rent/Mo/NNN Per Square Foot
1 $80,402.30 $1.10
2 $82,595.09 $1.13
3 $84,787.88 $1.16
4 $87,711.60 $1.20
5 $89,904.39 $1.23

Upon expiration of the original lease terms for 353570, and 3580 Bassett Street (June 30, 1989hdw rent, per square foot, will
correspond to the schedule set forth above, sdhbatnt per square foot is the same each montilfproperties.

4. Operating Expenses - Effective April 1, 1997ndmt's Share of Direct Operating Expenses as dhtifoand estimated pursuant to
Paragraph 6.4 of the Lease shall increase fronttanesand two hundred and no/100's dollars ($1,2)@dtwo thousand two hundred and
no/100's dollars ($2,200.00).

5. Sublease Rights - Tenant will have the righgublease the new premises in accordance with @ariadrs, 15.1 and 15.2 of the original
lease. It is understood that Tenant will have thbktrto sublease the 3560 Bassett Street premidely $or the purpose of controlling Tenant's
expansion space needs without Landlord's permisaimhwithout triggering Landlord's terminationhig, providing that any rent received by
Tenant that is in excess of Tenant's rent obligatiger square foot hereunder shall be paid to lbaddiy Tenant, after Tenant recovers any
costs incurred in subleasing.

6. Option - At the expiration of the term of thedse on March 31, 2002, Tenant may extend the téthisoLease for the Premises known as
3550, 3560, 3570, and 3580 Bassett Street for diti@ukal period of sixty (60) months commencing ieufiately following the Expiration
Date (the "Extended Term"). Tenant shall exerdisedption, if at all, by giving Landlord notice ®&nant's intention to do so at least one
hundred eighty (180) days prior to the Expiraticet® In no event shall any purported exercise o gn option by Tenant be effective if (i)
an Event of Default (as defined in Paragraph 1€xists at the time of such exercise or at the tmeExtended Term would otherwise have
commenced, or (ii) more than three (3) Events dabDi¢ have occurred during the Lease term prigdhtodate the Extended Term would
otherwise have commenced. Unless expressly meutiang approved in the written consent of Landl@fénred to in Paragraph 15 of this
Lease, the option rights of Tenant under this pansiy are granted for Tenant's personal benefinaagnot be assigned or transferred by
Tenant. Such Extended Term shall be upon all ofehms and conditions hereof, except that the mpmémtal and methods of rental
adjustment for the Extended Term shall be deterthaseset forth below.

As the commencement of the Extended Term, the moB#se Rent and the method of rental adjustmentyding the timing of the
adjustments and the basis for calculating the &msts) for the Extended Term shall be subjecetgotiations between Landlord and Ten
with an effort to determine a fair market rental ioee Premises, as improved, and a method of radjaktment consistent with ren



adjustment practices for comparable lease spatte imicinity of the Premises. In the event the ipartail to agree upon the amount of the
monthly Base Rent and the methods of rental adgstiior the Extended Term prior to the commencerttesreof, the monthly Base Rent
and the method of rental adjustment for the Extdricerm shall be determined by appraisal in the raahereafter set forth; provided,
however, that in no event shall the monthly BasetRa the Extended Term be less than the monthlgeBRent payable hereunder for the
full month of the Lease term immediately precedingymencement of the Extended Term.

In the event it becomes necessary under this sabpgh to determine the fair market monthly BasetRad the method of rental adjustment
of the Premises by appraisal, Landlord and Tenactt shall appoint a real estate appraiser who bhal member of the American Institute
Real Estate Appraisers ("AIREA") and such apprai



shall each determine the fair market monthly BasetRor the Premises, and the methods of rentakédents taking into account the valu
the premises and the amenities provided by theiddufsreas, the Building, and prevailing comparaieletals and rental adjustment practices
in the area. Such appraisers shall, within tweBR@) pusiness days after their appointment, compietie appraisals and submit their appraisal
reports to Landlord and Tenant. If the fair mankemnthly Base Rent of the Premises establishedeivib (2) appraisals varies by more than
five percent (5%) or less of the higher rental,dkierage of the two shall be controlling. If sad market monthly Base Rent varies by more
than five percent (5%) of the higher rental, saidraisers, within ten (10) days after submissiotheflast appraisal, shall appoint a third
appraiser who shall be a member of the AIREA and slmall also be experienced in the appraisal dhfemalues and adjustment practices for
commercial properties in the vicinity of the PreesisSuch third appraiser shall, within twenty (B03iness days after his appointment,
determine by appraisal the fair market monthly BReat of the Premises, taking into account the dawters referred to above, and submit
his appraisal report to Landlord and Tenant. Tlrenfiarket monthly Base Rent determined by the thdraiser for the Premises shall be
controlling, unless it is less than set forth ia tbwer appraisal previously obtained, in whichectige value set forth in said lower appraisal
shall be controlling, or unless it is greater tltizat set forth in the higher appraisal previoudiyamed, in which case the rental set forth in
higher appraisal shall be controlling. The methbddjusting rental periodically, including the manmnd timing of such adjustments, sha

as determined by the initial two appraisers, if/tagree on a single method; otherwise, it shatldtermined by the third appraiser. If either
Landlord or Tenant fails to appoint an appraiseif an appraiser appointed by either of them faifter his appointment, to submit his
appraisal within the required period in accordanith the forgoing, the appraisal submitted by tppraiser properly appointed and timely
submitting his appraisal shall be controlling.Héttwo appraisers appointed by Landlord and Teammtinable to agree upon a third appraiser
within the required period in accordance with thegbing, application shall be made within twent@)@ays thereafter by either Landlord or
Tenant to the AIREA, which shall appoint a membiesaid institute willing to serve as appraiser. Thet of all appraisals under this
subparagraph shall be borne equally by LandlordTardant.

7. Parking - Effective April 1, 1997, parking fdret Premises, as set forth in Paragraph 2.1 of¢lsé, shall increase from three hundred
fifteen (315) spaces to five hundred sixty sevedv|Spaces. One hundred seventy one (171) spazefi@rated to the Building known as
3550 Bassett Street, Santa Clara, California, twradhed fifty two (252) spaces are allocated toBhéding known as 3560 Bassett Street,
Santa Clara, California, and one hundred forty {d4#) spaces are allocated to the Building knos/8%70-3580 Bassett Street, Santa Clara,
California.

8. Except as provided herein, all other terms amtitions of the Lease shall be as previously @ghfand are hereby ratified, affirmed, an
full force and effect.

LANDLORD
KONTRABECKI ASSOCIATES |

By: /s/ J. T. KONTRABECKI

Its: General Partner Date: March 18, 1997

TENANT

INTEVAC CORPORATION

By: [SIG]
Its: Chief Financial Officer Date: March 19, 19



EXHIBIT 10.3
[WELLS FARGO BANK LETTERHEAD]

Commercial Banking Group
Santa Clara Valley Region
121 Park Center Plaza
P.O. Box 720010

San Jose, CA 95172

April 30, 1997

Intevac, INC.
3560 Bassett Street
Santa Clara, CA 95054

Dear Sir:

This letter is to confirm that Wells Fargo Bank,tidaal Association ("Bank"), subject to all termsdaconditions contained herein, has agreed
to make available to Intevac, Inc. ("Borrower")eaolving line of credit under which Bank will makevances to Borrower from time to time
up to and including May 1, 1998, not to exceedngttame the maximum principal amount of Ten Milli@vllars ($10,000,000.00) ("Line of
Credit"), the proceeds of which shall be used fupsut Borrower's working capital requirements.

|. CREDIT TERMS:
1. LINE OF CREDIT:

(a) Line of Credit Note. Borrower's obligation &pay advances under the Line of Credit shall béesied by a promissory note substanti
in the form of Exhibit A attached hereto ("Line ©fedit Note"), all terms of which are incorporateztein by this reference.

(b) Borrowing and Repayment. Borrower may from titméime during the term of the Line of Credit bmar, partially or wholly repay its
outstanding borrowings, and reborrow, subject tofahe limitations, terms and conditions contaifeerein or in the Line of Credit Note;
provided however, that the total outstanding boimgs under the Line of Credit shall not at any tiexeeed the maximum principal amount
available thereunder, as set forth above.

Il. INTEREST/FEES:

1. Interest. The outstanding principal balancéhefltine of Credit shall bear interest at the rdtimterest set forth in the Line of Credit No
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2. Computation and Payment. Interest shall be coatben the basis of a 360-day year, actual dayseth Interest shall be payable at the
times and place set forth in the Line of Creditéot

3. Commitment Fee. Borrower shall pay to Bank a-refandable commitment fee for the Line of Credjual to $13,000.00, which fee shall
be due and payable in full upon execution of teitel.

[ll. REPRESENTATIONS AND WARRANTIES:

Borrower makes the following representations andavdies to Bank, which representations and waearshall survive the execution of this
letter and shall continue in full force and effeatil the full and final payment, and satisfactamd discharge, of all obligations of Borrowe
Bank subject to this letter.

1. Legal Status. Borrower is a corporation, dulyamized and existing and in good standing undelatle of the state of California, and is
qualified or licensed to do business in all jurisidins in which such qualification or licensingéquired or in which the failure to so qualify
to be so licensed could have a material adversetsfh Borrower.

2. Authorization and Validity. This letter, the leirof Credit Note, and each other document, contnaictstrument deemed necessary by Bank
to evidence any extension of credit to Borrowerspant to the terms and conditions hereof, or noat @any time hereafter required by or
delivered to Bank in connection with this letteol{ectively, the "Loan Documents") have been dultharized, and upon their execution and
delivery in accordance with the provisions hereif eonstitute legal, valid and binding agreemeantsl obligations of Borrower or the party
which executes the same, enforceable in accordaiticgéheir respective terms.

3. No Violation. The execution, delivery and penfiance by Borrower of each of the Loan Documentsatosiolate any provision of any law
or regulation, or contravene any provision of théiddes of Incorporation or By-Laws of Borrower, @sult in a breach of or constitute a
default under any contract, obligation, indenturetber instrument to which Borrower is a partyogrwhich Borrower may be boun
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4. Litigation. There are no pending, or to the lm®Borrower's knowledge threatened, actions, cdaimvestigations, suits or proceedings by
or before any governmental authority, arbitratoyrt or administrative agency which could have demal adverse effect on the financial
condition or operation of Borrower other than thdselosed by Borrower to Bank in writing priorttee date hereof.

5. Correctness of Financial Statement. The findstéement of Borrower dated December 31, 199&jeacopy of which has been delivered
by Borrower to Bank prior to the date hereof, é&ydmplete and correct and presents fairly thenfiizh condition of Borrower, (b) discloses
all liabilities of Borrower that are required to teflected or reserved against under generallymedeaccounting principles, whether
liquidated or unliquidated, fixed or contingentdae) has been prepared in accordance with geperaediepted accounting principles
consistently applied. Since the date of such fir@rstatement there has been no material adveesggehn the financial condition of
Borrower, nor has Borrower mortgaged, pledged, tgdha security interest in or otherwise encumbargdof its assets or properties excej
favor of Bank or as otherwise permitted by Bankviiting.

6. Income Tax Returns. Borrower has no knowledgengfpending assessments or adjustments of itei@¢ax payable with respect to any
year.

7. No Subordination. There is no agreement, indentontract or instrument to which Borrower isaaty or by which Borrower may be
bound that requires the subordination in rightafmpent of any of Borrower's obligations subjecthis letter to any other obligation of
Borrower.

8. Permits, Franchises. Borrower possesses, ahexdafter possess, all permits, consents, aplsrdvanchises and licenses required and all
rights to trademarks, trade names, patents aritidict names, if any, necessary to enable it taloohthe business in which it is now enga
in compliance with applicable law.

9. ERISA. Borrower is in compliance in all mateniaspects with all applicable provisions of the Egpe Retirement Income Security Act
1974, as amended or recodified from time to tinkeRISA"); Borrower has not violated any provisionasfy defined employee pension
benefit plan (as defined in ERISA) maintained antdbuted to by Borrower (each, a "Plan"); no Reable Event, as defined in ERISA, has
occurred and is continuing with respect to any #rated by Borrower
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Borrower has met its minimum funding requirememidar ERISA with respect to each Plan; and eachWilhbe able to fulfill its benefit
obligations as they come due in accordance witlPtha documents and under generally accepted attogurinciples.

10. Other Obligations. Borrower is not in defauitany obligation for borrowed money, any purchasaey obligation or any other material
lease, commitment, contract, instrument or oblagati

11. Environmental Matters. Except as disclosed bgr@ver to Bank in writing prior to the date hereBbrrower is in compliance in all
material respects with all applicable federal atesenvironmental, hazardous waste, health antysstfgutes, and any rules or regulations
adopted pursuant thereto, which govern or affegtadrBorrower's operations and/or properties, idoig without limitation, the
Comprehensive Environmental Response, Compensatidh iability Act of 1980, the Superfund Amendmeaitel Reauthorization Act of
1986, the Federal Resource Conservation and Recéwtiof 1976, and the Federal Toxic SubstancesiGbAct, as any of the same may be
amended, modified or supplemented from time to tiN@ne of the operations of Borrower is the subgéeiny federal or state investigation
evaluating whether any remedial action involvingaterial expenditure is needed to respond to aselef any toxic or hazardous waste or
substance into the environment. Borrower has nen@hcontingent liability in connection with anglease of any toxic or hazardous wast
substance into the environment.

V. CONDITIONS:

1. Conditions of Initial Extension of Credit. Thbligation of Bank to extend any credit contemplabgahis letter is subject to fulfillment to
Bank's satisfaction of all of the following conditis:

(a) Documentation. Bank shall have received eathef.oan Documents, duly executed and in formsarzstance satisfactory to Bank.

(b) Financial Condition. There shall have been ravemal adverse change, as determined by Bankeifinancial condition or business of
Borrower, nor any material decline, as determing@ank, in the market value of any collateral regdihereunder or a substantial or mate
portion of the assets of Borrow:
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2. Conditions of Each Extension of Credit. The gélion of Bank to make each extension of creditiested by Borrower hereunder shall be
subject to the fulfilment to Bank's satisfactidneach of the following conditions:

(a) Compliance. The representations and warraotingined herein and in each of the other Loan Bweus shall be true on and as of the
date of the signing of this letter and on the aditeach extension of credit by Bank pursuant hereith the same effect as though such
representations and warranties had been made oasawiteach such date, and on each such datefandtdeereunder, and no condition, ev
or act which with the giving of notice or the pagsaf time or both would constitute such a defaligll have occurred and be continuing or
shall exist.

(b) Documentation. Bank shall have received allitimithl documents which may be required in conmectvith such extension of credit.
V. COVENANTS:

Borrower covenants that so long as Bank remaingwitied to extend credit to Borrower pursuant heretany liabilities (whether direct or
contingent, liquidated or unliquidated) of BorrowerBank under any of the Loan Documents remaistanotling, and until payment in full of
all obligations of Borrower subject hereto, Borrawhall, unless Bank otherwise consents in writing:

1. Punctual Payment. Punctually pay all principekrest, fees or other liabilities due under ahthe Loan Documents at the times and place
and in the manner specified therein.

2. Accounting Records. Maintain adequate booksraodrds in accordance with generally accepted adomiprinciples consistently applie
and permit any representative of Bank, at any resle time, to inspect, audit and examine such $aokl records, to make copies of the
same, and inspect the properties of Borrower.

3. Financial Statements. Provide to Bank all offti®wing, in form and detail satisfactory to Bank

(a) not later than 120 days after and as of theodméch fiscal year, an unqualified audited finahstatement of Borrower, prepared by an
independent certified public account
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acceptable to Bank, to include balance sheet amaivie statement;

(b) not later than 60 days after and as of theadrghch fiscal quarter, a financial statement afrBwer, prepared by Borrower, to include
balance sheet and income statement;

(c) contemporaneously with each annual and eachlftpiarter financial statements of Borrower regghinereby, a certificate of the chief
executive officer or chief financial officer of Bower that said financial statements are accuradetfzat there exists no default hereunder nor
any condition, act or event which with the givinghotice or the passage of time or both would atutstsuch a default;

(d) from time to time such other information as Bamay reasonably request.

4. Compliance. Preserve and maintain all licensesnits, governmental approvals, rights, privileged franchises necessary for the conduct
of its business; and comply with the provisionsibfdocuments pursuant to which Borrower is orgediand/or which govern Borrower's
continued existence and with the requirementsld&asks, rules, regulations and orders of a govemtaleagency applicable to Borrower
and/or its business.

5. Insurance. Maintain and keep in force insurarfabe types and in amounts customarily carrielihies of business similar to that of
Borrower, including but not limited to fire, extezd coverage, public liability, flood, property dagesand workers' compensation, with all
such insurance carried with companies and in ans@atisfactory to Bank, and deliver to Bank fromdito time at Bank's request schedules
setting forth all insurance then in effect.

6. Facilities. Keep all properties useful or neaeg$o Borrower's business in good repair and d@mrdiand from time to time make necess
repairs, renewals and replacements thereto satichtproperties shall be fully and efficiently pre®d and maintained.

7. Taxes and Other Liabilities. Pay and discharpemdue any and all indebtedness, obligationssasmnts and taxes, both real or personal,
including without limitation federal and state imee taxes and state an local property taxes andsamsats, except (a) such as Borrower may
in good faith contest or as to which a bona fidgdte may arise, and (b) for which Borrower hasem@dvision, to Bank's satisfaction, -
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eventual payment thereof in the event that Borragebligated to make such payment.

8. FINANCIAL CONDITION. Maintain Borrower's finanal condition as follows using generally acceptecbaating principles consistently
applied and used consistently with prior practi@gsept to the extent modified by the definitiorsdin):

(a) Tangible Net Worth not at any time less thah,8@0,000.00, plus one hundred percent (100%) wfeguity and seventy percent (70%
net profit, with "Tangible Net Worth" defined asthggregate of total stockholders' equity plus silibated debt less any intangible assets.

(b) Total Liabilities divided by Tangible Net Worttot at any time greater than .70 to 1.0, with &bfabilities” defined as the aggregate of
current liabilities and non-current liabilities $esubordinated debt, and with "Tangible Net Woeb'tefined above.

(c) Quick Ratio not at any time less than 1.35.f dvith "Quick Ratio" defined as the aggregatemfestricted cash, unrestricted marketable
securities and receivables convertible into casiudd by total current liabilities.

(d) Maintain annual profitability and no more thame quarter of loss in any consecutive four quaméeiod.

9. CAPITAL EXPENDITURES. Not make any additionav@stment in fixed assets in any fiscal year in exad an aggregate of
$10,000,000.00 without prior written consent of Ban

10. OTHER INDEBTEDNESS. Not create, incur, assumpesmit to exist any indebtedness or liabilitiesulting from borrowings, loans or
advances, whether secured or unsecured, maturethaatured, liquidated or unliquidated, joint or eel, except (a) the liabilities of
Borrower to Bank, and (b) any other liabilitiesBdrrower existing as of, and disclosed to Bank g the date hereof.

11. MERGER, CONSOLIDATION, TRANSFER OF ASSETS. Natrge into or consolidate with any other entityeptdn connection with
Permitted Acquisition, as hereinafter defined, anty if Borrower is the surviving entity and remaiim compliance with all provisions of this
Agreement; nor make any substantial change indhgre of Borrower's business as conducted as afdteehereof, nor acquire all or
substantially all of the assets of ¢
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other entity except in a Permitted Acquisition; sell, lease, transfer or otherwise dispose afradl substantial or material portion of
Borrower's assets except in the ordinary courses fusiness. Permitted Acquisition means the aitipim by Borrower of (i) all or
substantially all of the assets, or (ii) a contngllinterest in the stock of any entity, in exchaifgr consideration (other than Borrower's equity
securities) valued at less than $15,000,000.0taraggregate for all such acquisitions in eaatafigear.

12. Loans, Advances, Investments. Not make anysloamdvances to or investments in any persontdy eexcept any of the foregoing
existing as of, and disclosed to Bank prior to,dhte hereof and additional investments, pursuaBetmitted Acquisitions.

13. Dividends, Distributions. Not declare or pay aividend or distribution either in cash, stockaoiy other property on Borrower's stock
now or hereafter outstanding, nor redeem, retipurchase or otherwise acquire any shares of asg of Borrower's stock now or hereafter
outstanding.

14. Pledge of Assets. Not mortgage, pledge, grapeomit to exist a security interest in, or ligoon, all or any portion of Borrower's assets
now owned or hereafter acquired, except any ofdregoing in favor of Bank or which is existing @fs and disclosed to Bank in writing pr
to, the date hereof.

VI. DEFAULT, REMEDIES:

1. Default, Remedies. Upon the violation of anyrter condition of any of the Loan Documents, ormugite occurrence of any default or
defined event of default under any of the Loan Doents: (a) all indebtedness of Borrower under @fi¢he Loan Documents, any term
thereof to the contrary notwithstanding, shall ahBs option and without notice become immediadiely and payable without presentment,
demand, protest or notice of dishonor, all of whach expressly waived by Borrower; (b) the obligatiif any, of Bank to extend any further
credit under any of the Loan Documents shall immaedly cease and terminate; and (c) Bank shall Blivights, powers and remedies
available under each of the Loan Documents, orrdecbby law, including without limitation the righd resort to any or all security for any
credit extended by Bank to Borrower under any efltban Documents and to exercise any or all ofigtes of a beneficiary or secured party
pursuant to the applicable law. All rights, powansl remedies of Bank may be exercised at any
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by Bank and from time to time after the occurreatany such breach or default, are cumulative ateerclusive, and shall be in addition to
any other rights, powers or remedies provided taydaequity.

2. No Waiver. No delay, failure or discontinuané¢@ank in exercising any right, power or remedy enadny of the Loan Documents shall
affect or operate as a waiver of such right, poeveeemedy; nor shall any single or partial exercisany such right, power or remedy
preclude, waive or otherwise affect any other othier exercise thereof or the exercise of any atight, power or remedy. Any waiver,
permit, consent or approval of any kind by Bankuoy breach of or default under any of the Loan Doents must be in writing and shall be
effective only to the extent set forth in such imgt

VIl. MISCELLANEOUS:

1. Notices. All notices, requests and demands waighparty is required or may desire to give to aiier party under any provision of this
letter must be in writing delivered to each paitjt@address first set forth above, or to sucleo#ddress as any party may designate by
written notice to all other parties. Each suchae®mtrequest and demand shall be deemed given @ asafbllows: (a) if sent by hand delive
upon delivery; (b) if sent by mail, upon the eartiéthe date of receipt or three (3) days aftgrodét in the U.S. mail, first class and postage
prepaid; and (c) if sent by telecopy, upon receipt.

2. Costs, Expenses and Attorneys' Fees. Borrovedir sy to Bank immediately upon demand the fulbamt of all payments, advances,
charges, costs and expenses, including reasonaneeys' fees (to include outside counsel feesadirallocated costs of Bank's in-house
counsel), expended or incurred by Bank in conngatiith (a) the negotiation and preparation of tatter and the other Loan Documents,
Bank's continued administration hereof and therand, the preparation of amendments and waiverschanel thereto, (b) the enforcement of
Bank's rights and/or the collection of any amouvitich become due to Bank under any of the Loan Bwis, and (c) the prosecution or
defense of any action in any way related to anhefLoan Documents, including without limitatiomyaaction for declaratory relief, whether
incurred at the trial or appellate level, in anigabion proceeding or otherwise, and including afithe foregoing incurred in connection with
any bankruptcy proceeding (including without linib, any adversary proceeding, contested matteration brought by Bank or ar
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other person) relating to any Borrower or any offenson or entity.

3. Successors, Assignment. This letter shall bdibgnupon and inure to the benefit of the heirgoetors, administrators, legal
representatives, successors and assigns of thesparovided however, that Borrower may not assigmmansfer its interest hereunder with
Bank's prior written consent. Bank reserves thetrig sell, assign, transfer, negotiate or grantigipations in all or any part of, or any
interest in, Bank's rights and benefits under edc¢he Loan Documents. In connection therewith Baray disclose all documents and
information which Bank now has or hereafter mayusregrelating to any credit extended by Bank torBwer, Borrower or its business, or
any collateral required hereunder.

4. Entire Agreement; Amendment. This letter andatier Loan Documents constitute the entire agreéimtween Borrower and Bank with
respect to any extension of credit by Bank sulfjeceto and supersede all prior negotiations, conatians, discussions and correspond:
concerning the subject matter hereof. This lettay ime amended or modified only in writing signeddaygh party hereto.

5. No Third Party Beneficiaries. This letter is mahd entered into for the sole protection and fitevfethe parties hereto and their respective
permitted successors and assigns, and no othemrpersntity shall be a third party beneficiary @f have any direct or indirect cause of
action or claim in connection with, this letterammy other of the Loan Documents to which it is agiarty.

6. Severability of Provisions. If any provisiontbfs letter shall be prohibited by or invalid undgplicable law, such provision shall be
ineffective only to the extent of such prohibitioninvalidity without invalidating the remainder sfich provision or any remaining provisions
of this letter.

7. Governing Law. This letter shall be governedaby construed in accordance with the laws of thteSif California.
8. Arbitration.

(a) Arbitration. Upon the demand of any party, &igpute shall be resolved by binding arbitratioxc@pt as set forth in (e) below) in
accordance with the terms of this letter. A "Digiughall mean any action, dispute, claim or cordrey of
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any kind, whether in contract or tort, statutorscommon law, legal or equitable, now existing oreladter arising under or in connection w
or in any way pertaining to, any of the Loan Docutsgor any past, present or future extensionseaficand other activities, transactions or
obligations of any kind related directly or inditlgato any of the Loan Documents, including withdiatitation, any of the foregoing arising
connection with the exercise of any self-help, Bangi or other remedies pursuant to any of the LDasuments. Any party may by summary
proceedings bring an action in court to compelteabon of a Dispute. Any party who fails or refage submit to arbitration following a
lawful demand by any other party shall bear alteasd expenses incurred by such other party irpetimg arbitration of any Dispute.

(b) Governing Rules. Arbitration proceedings shalladministered by the American Arbitration Asstora("AAA") or such other
administrator as the parties shall mutually agenun accordance with the AAA Commercial ArbiteatiRules. All Disputes submitted to
arbitration shall be resolved in accordance withFlederal Arbitration Act (Title 9 of the UnitedaBs Code), notwithstanding any conflicting
choice of law provision in any of the Loan Docungefithe arbitration shall be conducted at a locatioBalifornia selected by the AAA or
other administrator. If there is any inconsisteheyween the terms hereof and any such rules, tims t@nd procedures set forth herein shall
control. All statutes of limitation applicable tayaDispute shall apply to any arbitration procegdifll discovery activities shall be expressly
limited to matters directly relevant to the DispbtEng arbitrated. Judgment upon any award rendarad arbitration may be entered in any
court having jurisdiction; provided however, thathing contained herein shall be deemed to be weraly any party that is a bank of the
protections afforded to it under 12 U.S.C. Secfl@ror any similar applicable state law.

(c) No Waiver; Provisional Remedies, Self-Help &udeclosure. No provision hereof shall limit thghti of any party to exercise self-help
remedies such as setoff, foreclosure against erafany real or personal property collateral @usiy, or to obtain provisional or ancillary
remedies, including without limitation injunctivelief, sequestration, attachment, garnishmenteagpointment of a receiver, fron
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court of competent jurisdiction before, after oridg the pendency of any arbitration or other peatieg. The exercise of any such remedy
shall not waive the right of any party to compdditxation or reference hereunder.

(d) Arbitrator Qualifications and Powers; Awardgbfrators must be active members of the CalifoStiate Bar or retired judges of the state
or federal judiciary of California, with expertigethe substantive law applicable to the subjedten®f the Dispute. Arbitrators are
empowered to resolve Disputes by summary rulingesponse to motions filed prior to the final anditibn hearing. Arbitrators (i) shall
resolve all Disputes in accordance with the sultstataw of the state of California, (i) may graamy remedy or relief that a court of the s
of California could order or grant within the scdpereof and such ancillary relief as is necessampake effective any award, and (iii) shall
have the power to award recovery of all costs aed,fto impose sanctions and to take such othienacs they deem necessary to the same
extent a judge could pursuant to the Federal Rafl€vil Procedure, the California Rules of Civild@edure or other applicable law. Any
Dispute in which the amount in controversy is $8,000 or less shall be decided by a single arbitraho shall not render an award of
greater than $5,000,000 (including damages, cfests,and expenses). By submission to a singleraidnit each party expressly waives any
right or claim to recover more than $5,000,000. Aigpute in which the amount in controversy exce&8{§00,000 shall be decided by
majority vote of a panel of three arbitrators; pded however, that all three arbitrators must &tyiyparticipate in all hearings and
deliberations.

(e) Judicial Review. Notwithstanding anything hartg the contrary, in any arbitration in which #imount in controversy exceeds
$25,000,000, the arbitrators shall be required axerspecific, written findings of fact and concars of law. In such arbitrations (i) the
arbitrators shall not have the power to make angrdwhich is not supported by substantial evidesraghich is based on legal error, (ii) an
award shall not be binding upon the parties urtlessindings of fact are supported by substantralence and the conclusions of law are not
erroneous under the substantive law of the sta@atifornia, and (iii) the parties shall have irdaibn to the grounds referred to in the Fed
Arbitration Act for vacating, modifying or correngy an award the right to judici
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review of (A) whether the findings of fact rendef®dthe arbitrators are supported by substantiglesxe, and (B) whether the conclusions of
law are erroneous under the substantive law o$tiiie of California. Judgment confirming an awarduch a proceeding may be entered

if a court determines the award is supported bgtautial evidence and not based on legal errornihéesubstantive law of the state of
California.

(f) Real Property Collateral; Judicial Referencetwthstanding anything herein to the contrary Dispute shall be submitted to arbitration if
the Dispute concerns indebtedness secured dicihdirectly, in whole or in part, by any real pesty unless (i) the holder of the mortgage,
lien or security interest specifically elects initimg to proceed with the arbitration, or (ii) @lhrties to the arbitration waive any rights or
benefits that might accrue to them by virtue ofs¢hwgle action rule statute of California, therelgyeeing that all indebtedness and obligat

of the parties, and all mortgages, liens and scimtierests securing such indebtedness and olgigatshall remain fully valid and
enforceable. If any such Dispute is not submittedrbitration, the Dispute shall be referred teferee in accordance with California Code of
Civil Procedure Section 638 et seq., and this gdmeference agreement is intended to be spedjfieaforceable in accordance with said
Section 638. A referee with the qualifications riegd herein for arbitrators shall be selected pamsto the AAA's selection procedures.
Judgment upon the decision rendered by a refeaelshentered in the court in which such procegditas commenced in accordance with
California Code of Civil Procedure Sections 644 &48.

(9) Miscellaneous. To the maximum extent practieatlie AAA, the arbitrators and the parties staetall action required to conclude any
arbitration proceeding within 180 days of the filiof the Dispute with the AAA. No arbitrator or ethparty to an arbitration proceeding may
disclose the existence, content or results theeeakpt for disclosures of information by a padguired in the ordinary course of its busin

by applicable law or regulation, or to the exteetessary to exercise any judicial review rightf@eh herein. If more than one agreement
arbitration by or between the parties potentiafiplees to a Dispute, the arbitration provision mdisectly related to the Loan Documents or
the subject matter of the Dispute shall controisrbitration provision shall survive terminati@mendment or expiration of any of the Loan
Documents or any relationship between the pai
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Your acknowledgment of this letter shall constitabeeptance of the foregoing terms and conditiBagk's commitment to extend any credit
to Borrower pursuant to the terms of this lettalisterminate on May 2, 1997, unless this lettexdknowledged by Borrower and returned to
Bank on or before that date.

The Borrower's indebtedness under this Agreemdrerisby deemed to constitute Designated Senior Idebtl purposes with respect to the
Indenture dated as of February 15, 1997 betweewdot Inc. and State Street Bank and Trust Compa@galifornia, N.A., as amended from
time to time.

Sincerely,

WELLS FARGO BANK,
NATIONAL ASSOCIATION

By: /s/ ROSA S. APPLE for

John Adans
Vi ce President

Acknowledged and accepted as of 4-30-97:
INTEVAC, INC.

By: /s/ CHARLES EDDY

Char | es Eddy
Chi ef Financial Oficer



WELLS FARGO BANK, N.A.

ACCOUNT OF:

Intevac, Inc. Santa Clara Valley #2690
3560 Bassett Street  office
Santa Clara, CA 95054 Commercial Banking
Department
121 Park Center Plaza
San Jose, CA 95115
Address
April 30, 1997
Date

#440-178-8691
Loan Fee for the $10,000,000.00 $13,000.00

Line of Credit —=========

[ X ] Check is attached for payment in full of thkove amount.

[ ] Wells Fargo Bank is authorized to charge ac¢oun for the above ama



WELLS FARGO BANK CERTIFICATE OF INCUMBENCY

TO: WELLS FARGO BANK, NATIONAL ASSOCIATION

The undersigned, Charles B. Eddy Il, SecretarfNGEHVAC, INC., a corporation created and existinglenthe laws of the state of
CALIFORNIA, hereby certifies to Wells Fargo Bankafibnal Association ("Bank") that the following nathpersons are those duly elected

officers of this corporation specified in the Comgie Resolution attached hereto and that the siggembpposite their names are their true
signatures:

Title Name Signature
Chief Financial Officer, Charles Eddy [SIG]
Secretary, Treasurer e
Vice President, Finance Charles Eddy [SIG]
President, Chairman, CEO Norman H. Pon d [SIG]

The undersigned further certifies that should anye above-named officers change, or should tipeasure requirements of said Corporate
Resolution change, this corporation shall provid@iBimmediately with a new Certificate of IncumbgnBank is hereby authorized to rely
on this Certificate until a new Certificate cexiiby the Secretary of this corporation is recelwg@ank.

IN TESTIMONY WHEREOF, | have hereunto set my hand affixed the corporate seal of said corporat®ofad-29-97.

[SIG] CHARLES EDDY

[SEAL]

Secretary



WELLS FARGO BANK COR PORATE RESOLUTION: BORROWING

TO: WELLS FARGO BANK, NATIONAL ASSOCIATION

RESOLVED: That this corporation, INTEVAC, INC., grases to obtain credit form time to time, or hatainted credit from Wells Fargo
Bank, National Association ("Bank").

BE IT FURTHER RESOLVED, that any one of the follogiofficers:

Charles Eddy, CFO

together with any one of the following officers:

Norman Pond, President

of this corporation be and they are hereby autkdrand empowered for and on behalf of and in tineenaf this corporation and as its
corporate act and deed:

(&) To borrow money from Bank and to assume arjlii@s of any other person or entity to Banksinch form and on such terms and
conditions as shall be agreed upon by those aattsbabove and Bank, and to sign and deliver summissory notes and other evidences of
indebtedness for money borrowed or advanced afm/imndebtedness assumed as bank shall requirk;momissory notes or other
evidences of indebtedness may provide that advdreesquested by telephone communication and byfiicgr, employee or agent of this
corporation so long as the advances are depositeciny deposit account of this corporation withlhahis corporation shall be bound to
Bank by, and Bank may rely upon, any communicatioact, including telephone communications, puipgrto be done by any officer,
employee or agent of this corporation provided baatk believes, in good faith, that the same issdmnsuch person.

(b) To contract for the issuance by Bank of lettdrsredit, to discount with Bank notes, acceptaraed evidences of indebtedness payable tc
or due this corporation, to endorse the same aeduta such contracts and instruments for repaythergof to Bank as Bank shall require,
and to enter into foreign exchange transactionk withrough Bank.

(c) To mortgage, encumber, pledge, convey, grasiga or otherwise transfer all or any part of ttagporation's real or personal property for
the purpose of securing the payment of any of thenssory notes, contracts, instruments and otvideaces of indebtedness authorized
hereby, and to execute and deliver to Bank sucektrust, mortgages, pledge agreements andier security agreements as Bank shall
require.

(d) To perform all acts and to execute and delaledocuments described above and all other caistaatd instruments which Bank deems
necessary or convenient to accomplish the purpaisthés resolution and/or to perfect or continue tlghts, remedies and security interests to
be given to Bank hereunder, including without letiibn, any modifications, renewals and/or extersiafiany of this corporation's obligatic

to Bank, however evidenced; provided that the agageeprincipal amount of all sums borrowed anditsezstablished pursuant to this
resolution shall not at any time exceed the su§il6f000,000.00 outstanding and unpaid.

Loans made pursuant to a special resolution antsloede by offices of Bank other than the officevkich this resolution is delivered shall
be in addition to foregoing limitation.

BE IT FURTHER RESOLVED, that the authority herelmnferred is in addition to that conferred by anlyestresolution heretofore or
hereafter delivered to Bank and shall continuaulhférce and effect until Bank shall have receivedice in writing, certified by the Secret:
of this corporation, of the revocation hereof ngsolution duly adopted by the Board of Directdrthis corporation. Any such revocation
shall be effective only as to credit which is exted or committed by Bank, or actions which are maixg this corporation pursuant to the
resolutions contained herein, subsequent to Baek&ipt of such notice. The authority hereby caefgshall be deemed
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retroactive, and any and all acts authorized hewbiich were performed prior to the passage ofrégslution are hereby approved and
ratified.

CERTIFICATION

I, Charles B. Eddy, lll, Secretary of INTEVAC, ING corporation created and existing under the #vlse state of CALIFORNIA, do
hereby certify and declare that the foregoingfigllatrue and correct copy of the resolutions dpfssed and adopted by the Board of
Directors of said corporation, by written consehalb Directors of said corporation or at a meetafgaid Board duly and regularly called,
noticed and held on April 17, 1997, at which megtnquorum of the Board of Directors was presedtwnted in favor of said resolutions;
that said resolutions are now in full force anaeeff that there is no provision in the Articledmdorporation or Bylaws of said corporation, or
any shareholder agreement, limiting the power efBbard of Directors of said corporation to passftiregoing resolutions and that such
resolutions are in conformity with the provisiorfssach Articles of Incorporation and Bylaws; andttho approval by the shareholders of, or
of the outstanding shares of, said corporatioedgliired with respect to the matters which are tigest of the foregoing resolutions.

IN TESTIMONY WHEREOF, | have hereunto set my hand affixed the corporate seal of said corporat®wfaApril 29, 1997.

CHARLES B. EDDY
Secretary

(SEAL)
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EXHIBIT A

WELLS FARGO BANK R EVOLVING LINE OF CREDIT NOTE
$10,000,000.00 San Jose, California
April 30, 1997

FOR VALUE RECEIVED, the undersigned INTEVAC, INCBprrower") promises to pay to the order of WELLSRGO BANK,
NATIONAL ASSOCIATION ("Bank") at its office at SaatClara Valley RCBO, 121 Park Center Plaza 3rd$dn Jose, CA 95115, or
such other place as the holder hereof may desigmatwful money of the United States of Americadan immediately available funds, the
principal sum of $10,000,000.00, or so much theesofay be advanced and be outstanding, with sttérereon, to be computed on each
advance from the date of its disbursement as st fierein.

DEFINITIONS:

As used herein, the following terms shall havertfganings set forth after each, and any other tefinetl in this Note shall have the mear
set forth at the place defined:

(a) "Business Day" means any day except a Satugiayjay or any other day on which commercial bamkzalifornia are authorized or
required by law to close.

(b) "Fixed Rate Term" means a period commencing Buisiness Day and continuing for 1, 2 or 3 mordkgjesignated by Borrower, during
which all or a portion of the outstanding principalance of this Note bears interest determinedlation to LIBOR; provided however, that
no Fixed Rate Term may be selected for a prin@padunt less than $500,000.00; and provided furthat,no Fixed Rate Term shall extend
beyond the scheduled maturity date hereof. If drgd-Rate Term would end on a day which is not aifBss Day, the such Fixed Rate Tt
shall be extended to the next succeeding Businags D

(c) "LIBOR" means the rate per annum (rounded upwidnecessary, to the nearest whole 1/8 of 1%grd@ned by dividing Base LIBOR t
a percentage equal to 100% less any LIBOR ResamaeRtage.

(i) "Base LIBOR" means the rate per annum for UhiBates dollar deposits quoted by Bank as the-Baek Market Offered Rate, with the
understanding that such rate is quoted by Bankh®purpose of calculating effective rates of ies¢for loans making reference thereto, on
the first day of a Fixed Rate Term for delivenfahds on said date for a period of time approximyatdgual to the number of days in such
Fixed Rate Term and in an amount approximately leiguaie principal amount to which such Fixed Ra¢em applies. Borrower understands
and agrees that Bank may base its quotation dhtee-Bank Market Offered Rate upon such offersther market indicators of the Inter-
Bank Market as Bank in its discretion deems appatpincluding, but not limited to, the rate offér®r U.S. dollar deposits on the London
Inter-Bank Market.

(i) "LIBOR Reserve Percentage" means the reseevegmtage prescribed by the Board of Governorseofederal Reserve System (or any
successor) for "Eurocurrency Liabilities" (as definn Regulation D of the Federal Reserve Boardnasnded), adjusted by Bank for
expected changes in such reserve percentage dberapplicable Fixed Rate Term.

(d) "Prime Rate" means at any time the rate of@siemost recently announced within Bank at itagpial office as its Prime Rate, with the
understanding that the Prime Rate is one of Baydss rates and serves as the basis upon whichiveffestes of interest are calculated for
those loans making reference thereto, and is ev@tkhy the recording thereof after its announcernmestich internal publication or
publications as Bank may designate.

INTEREST:

(a) Interest. The outstanding principal balancthisf Note shall bear interest (computed on thesbafsa 360-day year, actual days elapsed)
either (i) at a fluctuating rate per annum equah®Prime Rate in effect from time to time, oy ét a fixed rate per annum determined by
Bank to be 1.75000% above LIBOR in effect on thst filay of the applicable Fixed Rate Term. Wheergst is determined in relation to the
Prime Rate, each change in the rate of interesulneler shall become effective on the date eacheFRate change is announced within Bank.
With respect to each LIBOR selection option sekgttereunder, Bank is hereby authorized to noteldéte, principal amount, interest rate and
Fixed Rate Term applicable thereto and any paymmaatie thereon on Bank's books and records (eithaually or by electronic entry)

and/or on any schedule attached to this Note, whdthtions shall be prima facie evidence of theiexy of the information noted.

(b) Selection of Interest Rate Options. At any tiamg portion of this Note bears interest determinelation to LIBOR, it may be continued
by Borrower at the end of the Fixed Rate Term applie thereto so that all or a portion thereof é@aerest determined in relation to the
Prime Rate or to LIBOR for a new Fixed Rate Terrsigieated by Borrower. At any time any portion détNote bears interest determined in
relation to the Prime Rate, Borrower may convdrbah portion thereof so that it bears interesedurined in relation to LIBOR for a Fixed
Rate Term designated by Borrower. At such time @sdver requests an advance hereunder or wishssdot a LIBOR option for all or
portion of the outstanding principal balance heraofl at the end of each Fixed Rate Term, Borr@lvell give Bank notice specifying: (i) tl
interest rate option selected by Borrower; (ii)
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principal amount subject thereto; and (iii) for kadBOR selection, the length of the applicabledeixRate Term. Any such notice may be
given by telephone so long as, with respect to €#BDR selection, (A) Bank receives written confation from Borrower not later than 3
Business Days after such telephone notice is gaved,(B) such notice is given to Bank prior to D0a0m., California time, on the first day of
the Fixed Rate Term. For each LIBOR option requkbtreunder, Bank will quote the applicable fixatkrto Borrower at approximately
10:00 a.m., California time, on the first day oé thixed Rate Term. If Borrower does not immediatalgept the rate quoted by Bank, any
subsequent acceptance by Borrower shall be subjectedetermination by Bank of the applicabledixate; provided however, that if
Borrower fails to accept any such rate by 11:00 aCalifornia time, on the Business Day such quaaits given, then the quoted rate shall
expire and Bank shall have no obligation to pearliiBOR option to be selected on such day. If nectfir designation of interest is made at
the time any advance is requested hereunder be &rd of any Fixed Rate Term, Borrower shall kg to have made a Prime Rate
interest selection for such advance or the prin@p#ount to which such Fixed Rate Term applied.

(c) Additional LIBOR Provisions.

(i) If Bank at any time shall determine that foyapason adequate and reasonable means do nofogxastertaining LIBOR, then Bank shall
promptly give notice thereof to Borrower. If suadbtine is given and until such notice has been withwh by Bank, then (A) no new LIBOR
option may be selected by Borrower, and (B) anyigoof the outstanding principal balance hereofohtbears interest determined in rela
to LIBOR, subsequent to the end of the Fixed RatenTapplicable thereto, shall bear interest deteethin relation to the Prime Rate.

(i) If any law, treaty, rule, regulation or detdamation of a court or governmental authority or @mange therein or in the interpretation or
application thereof (each a "Change in Law") shadke it unlawful for Bank (A) to make LIBOR optioasailable hereunder, or (B) to
maintain interest rates based on LIBOR, then irféheer event, any obligation of Bank to make aafali¢ such unlawful LIBOR options sh
immediately be cancelled, and in the latter evamy, such unlawful LIBOR-based interest rates théstanding shall be converted, at Bank's
option, so that interest on the portion of the taunding principal balance subject thereto is deiteehin relation to the Prime Rate; provided
however, that if any such Change in Law shall peany LIBOR-based interest rates to remain in efietil the expiration of the Fixed Rate
Term applicable thereto, then such permitted LIBG¥Red interest rates shall continue in effect timéilexpiration of such Fixed Rate Term.
Upon the occurrence of any of the foregoing eveBdsrower shall pay to Bank immediately upon demsmch amounts as may be necessary
to compensate Bank for any fines, fees, chargeslipes or other costs incurred or payable by Bask result thereof and which are
attributable to any LIBOR options made availabl®trower hereunder, and any reasonable allocatiatie by Bank among its operations
shall be conclusive and binding upon Borrower.

(iii) If any Change in Law or compliance by Banktlvany request or directive (whether or not hathegforce of law) from any central bank
or other governmental authority shall:

(A) subject Bank to any tax, duty or other chargéwespect to any LIBOR options, or change theshaitaxation of payments to Bank of
principal, interest, fees or any other amount pleyhbreunder (except for changes in the rate obiathe overall net income of Bank); or

(B) impose, modify or hold applicable any resesfgcial deposit, compulsory loan or similar requieat against assets held by, deposits or
other liabilities in or for the account of, advasa# loans by, or any other acquisition of fundsahy office of Bank; or

(C) impose on Bank any other condition;

and the result of any of the foregoing is to inseethe cost to Bank of making, renewing or maimagimny LIBOR options hereunder and/or
to reduce any amount receivable by Bank in conaedtierewith, then in any such case, Borrower gfallto Bank immediately upon
demand such amounts as may be necessary to cortgpBasék for additional costs incurred by Bank andéaluctions in amounts received
Bank which are attributable to such LIBOR optiomsdetermining which costs incurred by Bank andéatuctions in amounts received by
Bank are attributable to any LIBOR options madelatse to Borrower hereunder, any reasonable dilocanade by Bank among its
operations shall be conclusive and binding uporrd@eer.

(d) Payment of Interest. Interest accrued on tlutelghall be payable on the 1st day of each manthmencing May 1, 1997.

(e) Default Interest. From and after the maturdyedof this Note, or such earlier date as all ppimlcowing hereunder becomes due and
payable by acceleration or otherwise, the outstangdrincipal balance of this Note shall bear irgerentil paid in full at an increased rate per
annum (computed on the basis of a 86§-year, actual days elapsed) equal to 4% abeveath of interest from time to time applicableHis
Note.

BORROWING AND REPAYMENT:

(a) Borrowing and Repayment. Borrower may from timéime during the term of this Note borrow, palfyi or wholly repay its outstanding
borrowings, and reborrow, subject to all of theifations, terms and conditions of this Note andmy document executed in connection with
or governing this Note; provided however, thattiital outstanding borrowings under this Note shatlat any time exceed the principal
amount stated above. The unpaid principal balaht@sobligation at any time shall be the totalamts advanced hereunder by the holder
hereof less the amount of principal payments madedn by or for any Borrower, which balance maghbdorsed hereon
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from time to time by the holder. The outstandinimpg@ipal balance of this Note shall be due and plyebfull on May 1, 1998.

(b) Advances. Advances hereunder, to the total amafithe principal sum available hereunder, maynagle by the holder at the oral or
written request of (i) Ruth Updegruff, Charley BgdKevin Soulsby, Norman Pond, any one acting glert® are authorized to request
advances and direct the disposition of any advamegkwritten notice of the revocation of such lzartity is received by the holder at the
office designated above, or (ii) any person, wihpect to advances deposited to the credit of ecyuat of any Borrower with the holder,
which advances, when so deposited, shall be camelygpresumed to have been made to or for thefiiefeeach Borrower regardless of the
fact that persons other than those authorizedgiwast advances may have authority to draw agaicst account. The holder shall have no
obligation to determine whether any person requngsth advance is or has been authorized by anyp®err

(c) Application of Payments. Each payment madeh@mNote shall be credited first, to any interé&nt due and second, to the outstanding
principal balance hereof. All payments creditegtincipal shall be applied first, to the outstamdprincipal balance of this Note which bears
interest determined in relation to the Prime Rét&ny, and second, to the outstanding principédmee of this Note which bears interest
determined in relation to LIBOR, with such paymeayplied to the oldest Fixed Rate Term first.

PREPAYMENT:

(a) Prime Rate. Borrower may prepay principal oy portion of this Note which bears interest detewi in relation to the Prime Rate at any
time, in any amount and without penalty.

(b) LIBOR. Borrower may prepay principal on any toam of this Note which bears interest determinedeiation to LIBOR at any time and
the minimum amount of $10,000.00; provided howetret if the outstanding principal balance of sportion of this Note is less than said
amount, the minimum prepayment amount shall betitiee outstanding principal balance thereof. Insideration of Bank providing this
prepayment option to Borrower, or if any such mmrtof this Note shall become due and payable atiemg/prior to the last day of the Fixed
Rate Term applicable thereto by acceleration oermgttse. Borrower shall pay to Bank immediately ugemand a fee which is the sum of
discounted monthly differences for each month ftaemmonth of prepayment through the month in wisieth Fixed Rate Term matures,
calculated as follows for each such month:

(i) Determine the amount of interest which woulddaccrued each month on the amount prepaid attérest rate applicable to such amc
had it remained outstanding until the last dayhefEixed Rate Term applicable thereto.

(i) Subtract from the amount determined in (i) edohe amount of interest which would have accfoethe same month on the amount
prepaid for the remaining term of such Fixed RaenTat LIBOR in effect on the date of prepaymentfew loans made for such term and in
a principal amount equal to the amount prepaid.

(iii) If the result obtained in (ii) for any month greater than zero, discount that difference BBQOR used in (ii) above.

Each Borrower acknowledges that prepayment of anobunt may result in Bank incurring additional spsixpenses and/or liabilities, and
that it is difficult to ascertain the full extent such costs, expenses and/or liabilities. Eachrdegr, therefore, agrees to pay the above-
described prepayment fee and agrees that said amegarasents a reasonable estimate of the prepayosts, expenses and/or liabilities of
Bank. If Borrower fails to pay any prepayment fegew due, the amount of such prepayment fee skeabafter bear interest until paid at a
rate per annum 2.000% above the Prime Rate intdffen time to time (computed on the basis of a-86¢ year, actual days elapsed). Each
change in the rate of interest on any such pasptegayment fee shall become effective on the elath Prime Rate change is announced
within Bank.

EVENTS OF DEFAULT:
The occurrence of any of the following shall congé an "Event of Default" under this Note:

(a) The failure to pay any principal, interest,S@e other charges when due hereunder or undecartyact, instrument or document executed
in connection with this Note.

(b) The filing of a petition by or against any Boarer, any guarantor of this Note or any generaingairor joint venturer in any Borrower
which is a partnership or a joint venture (withfeaach guarantor, general partner and/or jointwentreferred to herein as a "Third Party
Obligor") under any provisions of the Bankruptcyféten Act, Title 11 of the United States Code, agaded or recodified from time to time,
or under any similar or other law relating to bankcy, insolvency, reorganization or other religf debtors; the appointment of a receiver,
trustee, custodian or liquidator of or for any pafrthe assets or property of any Borrower or THedty Obligor; any Borrower or Third Party
Obligor becomes insolvent, makes a general assighfoethe benefit of creditors or is generally paying its debts as they become due; or
any attachment or like levy on any property of &wyrower or Third Party Obligor.

(c) The death or incapacity of any individual Bavey or Third Party Obligor, or the dissolution muidation of any Borrower or Third Party
Obligor which is a corporation, partnership, jorenture or other type of entit
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(d) Any default in the payment or performance of ahligation, or any defined event of default, undey provisions of any contract,
instrument or document pursuant to which any Boemwer Third Party Obligor has incurred any obligatfor borrowed money, any purch:
obligation, or any other liability of any kind tma person or entity, including the holder.

(e) Any financial statement provided by any BorroweThird Party Obligor to Bank proves to be ineat, false or misleading in any
material respect.

(f) Any sale or transfer of all or a substantiahaaiterial part of the assets of any Borrower ord Riarty Obligor other than in the ordinary
course of its business.

(9) Any violation or breach of any provision of, amy defined event of default under, any addenduthis Note or any loan agreement,
guaranty, security agreement, deed of trust, mgetga other document executed in connection witheouring this Note.

MISCELLANEOUS:

(a) Remedies. Upon the occurrence of any Evented&llt, the holder of this Note, at the holder's@p may declare all sums of principal
and interest outstanding hereunder to be immeglidiet and payable without presentment, demand;enofinonperformance, notice of
protest, protest or notice of dishonor, all of whare expressly waived by each Borrower, and ttigation, if any, of the holder to extend
any further credit hereunder shall immediately eemsd terminate. Each Borrower shall pay to thddraimmediately upon demand the full
amount of all payments, advances, charges, codtexpenses, including reasonable attorneys' feéaciude outside counsel fees and alll
allocated costs of the holder's in-house counegpended or incurred by the holder in connectiaih Wie enforcement of the holder's rights
and/or the collection of any amounts which beconme t the holder under this Note, and the prosecwdr defense of any action in any way
related to this Note, including without limitatioany action for declaratory relief, whether incdred the trial or appellate level, in an
arbitration proceeding or otherwise, and includamg of the foregoing incurred in connection witly dnkruptcy proceeding (including
without limitation, any adversary proceeding, cebtdée matter or motion brought by Bank or any otfeson) relating to any Borrower or ¢
other person or entity.

(b) Obligations Joint and Several. Should more tbra@ person or entity sign this Note as a Borrother obligations of each such Borrower
shall be joint and several.

(c) Governing Law. This Note shall be governed bg aonstrued in accordance with the laws of thee sihCalifornia.
IN WITNESS WHEREOF, the undersigned has executisd\tbte as of the date first written above.

INTEVAC, INC.

CHARLES EDDY
CHI EF FI NANCI AL OFFI CER
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EXHIBIT 11.1
INTEVAC, INC.

COMPUTATION OF NET INCOME PER SHARE
(UNAUDITED)

THREE MONTHS ENDED
MARCH 29, MARCH 30,
1997 1996
(IN THOUSANDS, EXCEPT PER
SHARE DATA)
PRIMARY EARNINGS PER SHARE:
Shares used in Calculation of Net Income Per Share:

(1) Fully diluted earnings per share are not presskan the face of the Condensed ConsolidatedrS¢ais of Income since they are not

materially

Average common shares outstanding................ L. 12,505 12,249
Net effect of dilutive stock options............ L 609 382
Total equivalent common shares..........cccceeee. L 13,114 12,631
NEtINCOME....ooiiiiiiiiiiieiieeceeeeee s $ 3,416 $1,897
Netincome per share........ccccccevveeviveeeeees e, $ 0.26 $ 0.15
FULLY DILUTED EARNINGS PER SHARE(1):
Shares used in Calculation of Net Income Per Share:
Average common shares outstanding................ L. 12,505 12,249
Net effect of dilutive stock options 609 382
Conversion of convertible debt................... 1,014 --
Total equivalent common shares..........cccceeee. L 14,128 12,631
NEtINCOME....oiiiiiiiiiiiiieiieeceeeeee s $ 3,416 $1,897
Add interest expense, net of tax effect on converti ble debt.......... 198 -
Adjusted netincome.........ccccevevveevveeeeeees e, $3,614 $1,897
Netincome per share.......ccccceevceevccenees e $ 0.26 $ 0.15

different from primary earnings per sha




ARTICLE 5

This schedule contains summary financial infornragatracted from (a) the Condensed Consolidatedri8al Sheet at March 29, 1997
(unaudited) and the Condensed Consolidated Stateshércome (unaudited) for the three months endedch 29, 1997 and is qualified in

its entirety by reference to such (b) financiatestaents.

MULTIPLIER: 1,000
CURRENCY: U.D. DOLLARS

PERIOD TYPE 3 MOS
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END MAR 29 199°
EXCHANGE RATE 1
CASH 4,63:
SECURITIES 60,61¢
RECEIVABLES 13,74
ALLOWANCES 1,25¢
INVENTORY 28,617
CURRENT ASSET¢ 109,42
PP&E 14,38¢
DEPRECIATION 4,42¢
TOTAL ASSETS 132,95¢
CURRENT LIABILITIES 36,74¢
BONDS 58,23(
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 17,16¢
OTHER SE 20,40¢
TOTAL LIABILITY AND EQUITY 132,95¢
SALES 31,14:
TOTAL REVENUES 31,14:
CGS 20,99°
TOTAL COSTS 20,99°
OTHER EXPENSE¢ 4,927
LOSS PROVISION 237
INTEREST EXPENSE 40C
INCOME PRETAX 5,33¢
INCOME TAX 1,92:
INCOME CONTINUING 3,41¢
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 3,41¢
EPS PRIMARY 0.2¢
EPS DILUTED 0.2¢
End of Filing
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