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This Annual Report on Form 10-K contains forwardlimg statements which involve risks and unceri@intThe Company's actual results
may differ materially from the results discussedhia forward-looking statements.

PART |
ITEM 1. BUSINESS
OVERVIEW

Intevac, Inc. ("Intevac” or the "Company") is ade@ay supplier of static sputtering systems andiedlananufacturing 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 ohjexts to be the industry leader in supplying digkittering equipment by providing disk
sputtering systems which have both the highestadivgerformance and the lowest cost of ownershigh@industry. 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, duriébénd uniformity, all of which are
necessary in the production of high performanagh lsepacity disks. Additionally, the Company'sistaystems allow disk manufacturers to
achieve low production costs through high yieldhhiiptime, and low acquisition, operating and fed costs.

To leverage its expertise in thin-film disk prodoat the Company has acquired and intends to aequidevelop related businesses, products
and technologies that enable it to expand its atipeoduct offerings. For example, in 1996 the Campcompleted three acquisitions
including a company that manufactures disk lubidcaequipment and a company that manufactures costiap/start test equipment for hard
disk drives and components, and the Company iedidevelopment of a disk laser-texturing producaddition, the Company believes that
its expertise and technology may have applicataher than for thin-film disk manufacturing andnishe process of expanding its product
offerings to other areas, such as flat panel dysplanufacturing equipment and electro-optical potsiu

Market demand for disk drives is growing rapidiyrrailated by demand for new and more powerful cotes, the growing use of
sophisticated network servers and the developnfenboe memory intensive software, such as WindowsaNd multimedia applications.
The strong growth in unit shipments of disk drites in turn stimulated the growth of the thin-fitisk market. With the increasing demand
for reliable, rapid access storage and the inteas®etitiveness in the disk drive industry, thimafidisk manufacturers continually seek to
produce higher capacity thin-film disks at a lowest per megabyte of storage. Traditionally, thiim-tisk manufacturers used in-line
systems for disk sputtering. In 1982, Varian formadolisiness unit to design a disk sputtering systemaddress certain inherent limitations of
the in-line sputtering architecture. That businassyuired by the Company in 1991, developed aaidigk, multiple chamber static sputtering
system, similar in concept to the single wafer pesing machines used by the semiconductor indudtey Company's static systems differ
from in-line systems in that static sputtering pdes for deposition with no relative movement bedwéhe sputtering source and the disk
being coated. This provides advantages in diskoumity and precise control of process parametdrs.enefits of the static approach have
caused a number of leading disk manufacturers ichpge the Company's static systems. Additionelignging requirements in thin-film
disk technology, such as the trend towards higtstr ebercivity, lower flying heights, reduced sitict and the use of MR heads, as well as
production of disks in new locations has createded for the purchase of new sputtering systems.

The Company typically offers its static sputtergygtems to both captive and merchant filin-disk manufacturers at list prices ranging fr
$2.0 million to $3.5 million depending on configtica. Since 1991, Intevac systems have been iestédr or ordered by the following
customers: Akashic Memories, Fuji Electric, HitadhMT Technology, IBM, Komag, MaxMedia, Mitsubist8eagate Technology, Sony,
Stormedia, Tae Il Media Co., Trace Storage Techgybnd Western Digital. Based on data publishe@nepndFOCUS in March 1996, an
independent market research firm, the Company\esié has the largest number of installed statidtering systems worldwide. Based uj
MDP shipments, the Company believes it had 99 sysiastalled as of December 31, 1996. The Compelfyand markets its products
directly in the United States, and through exclegiistributors in Japan and Korea. The Companyeh&blished a subsidiary in Singapore
and a branch office in Taiwan to support custormefoutheast Asia. The Company's backlog was $68libn at December 31, 1996.
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DISK MEDIA TECHNOLOGY

The disks in a hard disk drive are substratestthe¢ been coated with several thin-film layers aredused as a storage medium for digital
data. A thin magnetic film on the disk is capaldistoring information in the form of magnetic patte written and read by the disk drive
recording head. The production of thin-film disksadlves several complex process steps requiringi@iEed and expensive manufacturing
equipment and facilities. The following briefly sorarizes the steps in this manufacturing process:

- Plating, polishing and texturing. The disk suatgr(typically aluminum), which must be flat, sntoaind free of surface defects, is plated
with a non-magnetic layer for strength and durghillhe substrate is then polished and texturgataduce a controlled roughness on the
disk's surface. This improves the friction chardsties so that the disk drive head will not sttokhe disk when the drive is turned off.

- Sputtering. Sputtering is a complex vacuum dedjorsprocess used to deposit multiple thin-filmstioa disk. The initial thin-film layers are
various alloys that produce the magnetic qualities disk. The final thin-film layer is a proteaticarbon overcoat. The layers vary in
thickness but are all very thin, typically lessrita2,000th the thickness of a piece of paper.

- Lubrication. After thin-film sputtering, a microspic layer of lubricant is applied to the diskisface to improve durability and reduce
surface friction.

- Test and certification. In the test and certifica process, each disk is electronically scanoedbdth film integrity and asperity control and
to ensure that the disk operates to the custoseefications.

Improvements in the disk sputtering process hawdribmted significantly to increases in disk st@agpacity through increasing areal der
(the number of bits of data stored per unit of aréhe most significant advances in disk mediatetdgy have been the achievement of
better magnetic characteristics and improved machbproperties permitting lower flying heightsyfig height, the distance between the
head and the disk while the disk drive is operatilgpends on the smoothness and flatness of thesuliface.

CHALLENGES FACING THIN-FILM DISK MANUFACTURERS

Disk drive manufacturers continually seek to pradhigher capacity disk drives at a lower cost pegafyte of storage. Because of the
increasing demand for reliable, rapid access stoaag the intense competitiveness in the disk dinigrestry, many thin-film disk
manufacturers address this requirement by produdiiger capacity disks capable of higher arealitiessAs thin-film disk manufacturers
do this, they face technical and operational chghis that fall into two principal categories: thieduction of high performance disks and the
control of disk production costs.

Production of high performance disks.

The ability of thin-film disk manufacturers to puek disks capable of high areal density is direelgted to the manufacturer's ability to
consistently control disk attributes that are largketermined in the sputtering process. The disibates include the following:

- Coercivity. Coercivity, a measure of the magnstiength of the disk, is expressed in Oersted'(j:ade magnetic strength of the disk is
determined by the types of disk substrate andftrmmaterials used; substrate surface conditicafete disk sputtering; and the conditions
that exist during the sputtering process, includamgperature, vacuum and possible sources of distamination. Coercivity is increasingly
important as areal density increases because higleecivity permits sharper transitions between metiged regions, essentially allowing bits
of data to be closer together and therefore mai@ tdebe stored in the same disk area. Advancee designs today require coercivities in
range of 2,000 to 2,200 Oes compared to a ran§8®fo 1,200 Oes required five years ago. The Cognpalieves coercivity requirements
will continue to increase significantly over thexhseveral years.



- Signal-to-noise ratio. The proper choice of maigreloy material and the uniform deposition ostinaterial on the disk help to reduce
"noise" (unwanted signals), thereby improving tlgmal-to-noise ratio of the data that is read fita disk. Higher signal-to-noise ratios
permit higher recording density and better datestat

- Defects. Suitability of the disks for use in ditkves with high areal density is dependent upaith the number and the size of surface
imperfections on the disk. Surface imperfectiorsuliefrom a variety of factors, including preexigtisubstrate surface imperfections, minor
damage, contaminants trapped in the sputteredafiichnon-uniform sputtering of the thin-film layefs more data is stored in the same disk
space, the number and size of disk defects thabedolerated must be reduced.

- Smoothness and flatness. As areal density ineseassmaller magnetized region stores each ditaf The lower the disk head flying
height, the more accurately the head can read #umetic signal. The smoother and flatter the difies]Jower the flying height that can be
achieved without the head contacting the disk.

- Durability. Because the head and disk come itgsjzal contact when the disk drive is turned affirotective carbon overcoat is sputtered
over the magnetic layer to minimize wear on thé&,dis protect the information stored on the disll émincrease the useful life of the disk
drive. The thickness of this overcoat must nevéedsbe minimized in order to allow the head tcaflyclose as possible to the magnetic I

- Uniformity. The performance of a disk is affectgdthe uniformity of all of the above charactadstacross the entire surface of the disk.
Such uniformity is substantially affected by thelify of the disk sputtering process.

Control of disk production costs

It is important for thinfilm disk manufacturers to control disk producticssts in order to be competitive. Some of the reimgtificant costs i
the disk manufacturing process are influenced bydikk sputtering equipment. Disk manufacturer seéower their per disk manufacturing
costs as part of the sputtering process by attetdio

- Yield. Overall yield significantly affects perski manufacturing costs. The capability and perforeeaof the sputtering equipment can
significantly affect overall yield.

- Equipment acquisition and operating costs. Altitoacquisition costs are substantial, the cossimfgithe sputtering equipment, including
operators, maintenance, spare parts and consuntaaethe life of the equipment is more significant

- Increasing uptime and throughput. Operating pestdisk produced is directly related to the uptamed throughput realized from the
equipment.

- Facilities costs. The loading and unloading poriof the sputtering machine must be in a cleamrd@lean room space is very expensiv
build, operate and maintain. Both the size andpidot of sputtering systems affect the amount efinlroom space required to house then
the degree to which the manufacturing facility mustcustomized to accommodate the sputtering egripm

- Time and cost of making process adjustmentsimdég during the production of disks it is hecessarglesirable to add, remove or make
adjustments to certain process steps. To the etktanprocess engineers are able to do so quicidyefficiently, the disk manufacturer is able
to reduce equipment and line downtime and therefmace its per disk manufacturing cost.

- Flexible production scheduling. OEM customer sfpeations for disks and the mix of different diskoduced by thin-film disk
manufacturers vary. To the extent that the diskufezturer has the flexibility to quickly and efféitly alter the product mix and volume of
disks produced through its production lines, trek dhanufacturer is able to rapidly respond to chapgustomer requirements.
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INTEVAC'S STATIC MANUFACTURING APPROACH

The Company's static systems differ from in-linsteyns in that static sputtering provides for degmsiwith no relative movement between
the sputtering source and the disk being coatech Besk is placed sequentially in fully isolatedantbers in which various process steps are
performed. The initial, first-generation static tgys, introduced by Varian in 1985, produced higifgrenance disks but had low throughput
compared with in-line systems. The Company's ctyfenrth-generation static system has a througbpapproximately 450 disks per hour,
more than three times the throughput of the fiestegation system. The Company believes this syist@mmpetitive with inline systems on
cost per disk basis. The capability for making higihformance disks has also been improved. For pbearthe current system has twelve
process chambers compared to six chambers fonitiied model. These improvements have led to a rmmobthin-film disk manufacturers
adopting the static sputtering approach much ascemauctor manufacturers have moved away from batobessing systems to single we
multiple chamber processing systems.

The Company's static sputtering system enables faetawers to achieve high coercivities, high sigioahoise ratios, minimal defects, high
durability and high uniformity, all of which are cessary in the production of high performance, laigdal density disks. Additionally,
Intevac's static system allows the disk manufactierachieve low production costs through highdiiébw equipment acquisition and
operating costs, high uptime and low facilitiestsos

The key features and benefits of the Intevac stgtittering approach are:

- Isolated process chambers. The Company's spufteystems have isolated vacuum process chambech wdun be separately controlled
optimized for each process step, enabling manufarstto more efficiently achieve high levels of @ety.

- Single disk processing. Each disk substratedwidually processed under the same process pagasrietthe Company's system. Disk to
disk repeatability is high in the Company's spuittgsystems because every disk is subjected tdyridantical static process conditions, and
the thin-film coating is uniform due to the cylinchl shape and other design features of the spdteces.

- Reduced contamination. In an Intevac system tiseme pallet that is exposed to the atmospherdlaintroduced into the process
chambers; thus no absorbed gas on a pallet frosideuthe vacuum system can contaminate the spwgtprocess. The short time intervals
between process steps further minimizes contamimati the disk surface and makes it possible ferGbmpany's disk sputtering systems to
produce thin-film disks with high coercivity.

- Precise temperature control. Intevac's sputtesysems afford precise temperature control and i@dpnges in substrate temperature. This
permits optimization of the conditions for depasitiof the magnetic film in order to achieve higkeiivity, while creating different process
conditions for the top coat deposition in ordemtaximize durability.

- Rapid process development. The Company's sygtemsit rapid and precise change in process parasa&tability of process conditions is
achieved quickly, which significantly shortens pres development time and new product qualificad®mell as disk production ramp up.

- Cost-effective, high throughput. The Companystems have short transport time intervals and sghtering rates, which enable high disk
production throughput. Intevac has designed itstepaources for high target utilization; this @&, together with the ability to use either
platinum or non-platinum alloy targets to produgghtcoercivity disks, significantly reduces opemgtcosts.

- Flexible manufacturing. The Company's multi-chamlstatic systems fit well into relatively smathse production lines that can be
installed, modified or expanded relatively quicklyd comparatively inexpensively. This allows thekdnanufacturer to incrementally char
production levels and mix, to rapidly adapt mantifdng equipment to new product technology andctuieve fast production ramp up. The
Company's static manufacturing systems thus alteathin-film disk manufacturer to meet its custogh@rcreasingly rapid time-to-market
demands.



- Reduced facilities costs. The Company's systetnies approximately 370 square feet of factorgrflspace, including less than 30 square
feet of clean room space. A critical cost factardizsk manufacturers is clean room facilities, vihi@n cost several hundred dollars per sc
foot for initial construction and are very expermste operate. The size of the Company's systemsftiie reduces the cost of building and
operating the manufacturing facilities.

The Company has continuously introduced statictspgng systems that give manufacturers more coofrtiie disk manufacturing process
thereby allowing manufacturers to produce highgremfince, high density disks. The advanced techgadtagrporated in the static system
design has allowed Intevac to meet the rapidly glmnneeds of the disk drive industry. For instaree design of the Intevac system allows
the manufacture of disks that can be used withgis@ontact recording and with magneto-resistiv& disve heads as well as the sputtering
of thin-films onto alternative substrates.

PRODUCTS
The MDP-250B Disk Sputtering System

The Company's principal product, the MDP-250B, whgthe fourth generation of the Company's "Magreisk Processing" system, is
fully automated, has 12 independent process statod achieves throughput of approximately 450sdigk hour. The Company offers its
static sputtering systems for list prices rangirogrf $2.0 million to $3.5 million, depending upoméiguration, to both captive and merchant
thin-film disk manufacturers.

The MDP-250B was designed by the Company to meetgurequirements for the production of media tngrovide the capability to meet
future requirements. The MDP-250B is capable oflpoing disks with coercivity in excess of 2,500W@th or without a costly platinum
based magnetic layer. In addition, the MDP-250Bthascapability to sputter multi-layers (multiplegnetic layers with interspersed non-
magnetic layers) onto alternative substrates (ssaflass and ceramic), as well as conventionalialumsubstrates, and also to make media
with the appropriate characteristics for use witR Reads.

The mechanical design of the MDP-250B has chaiiatitr which are similar to the cluster tools wharle widely used in semiconductor
manufacturing since each process station is segarstcuum pumped and is vacuum isolated duringgesing. The MDP-250B does not
require a carrier or pallet to transport disks tigfo the system. Cassettes containing 25 substegesitomatically moved one at a time to
pedestals located on the rim of the disk transfegel. This wheel moves up and down and rotatesingdkie disks sequentially into and out
of the process chambers. When the wheel is imifsasition, each process chamber is vacuum isofedetthe transport chamber and from
other process stations. The disks pass through WP process stations, and are then placed insgttaswhich when full, moves into the exit
load lock, from which it moves onto the exit congey

Any number of process steps, up to 12, can bettmgfas the customer requires. The process stapitions include the direct current ("DC")
or radio frequency ("RF") sputter process statiamsinfrared substrate heating station, a gas atiwtusubstrate cooling station and a sputter
etch cleaning station. The Company designed its AB8B with twelve stations, more than current needgire, in order to support future,
more complex manufacturing processes. The 12 inatkpre process stations make it possible to prodiskes with multilayers, which reduc
noise and thereby increase the signal to noisé¢ tévihe data stream that is read from the disks Permits higher recording density and data
rates. Furthermore, process stations can be moeeddny machine process position to any other sdyeaccommodate process changes.

The sputtering sources have been designed to gréeichigh utilization of the target material tmeslucing the cost of depositing the various
thin films. The Company has redesigned its CM-GUthd, sputtering source currently used in the MDPB256 provide for greater target
utilization and longer target life. The Companyianning to offer the ES-GUN sputtering source &eglfrom Cathode Technology
Company for use in the MDP-250B. The ES-GUN eleatly sweeps plasma radially at the target whichilts in greater target utilization
and longer target life and permits the depositibtwo different materials
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sequentially in the same chamber. In addition@bmpany has introduced the RM-GUN sputtering soutieh uses a special rotating
magnet assembly designed to achieve greater tatitipation and longer target life for both magreetind non-magnetic targets.

MDP-250B operation is controlled by a computer pang which displays commands and process informatioa color monitor. A user
interface is provided which allows an operator tmnitor process and to access the programmableatientrA color display unit and a
keyboard located in the clean room enable an opeoatengineer to access the computer programrtsaaleposition or other processes
through appropriate menu choices, to monitor dejoosdata, or to call up certain access-protecéedice mode subroutines. A data logging
feature of the system enables users to transmihimst computer the values of the parameters egiatieach process station, providing
valuable quality control information.

A "top coat" is sputtered onto the disk immediatgr the magnetic recording layer to protect geording layer from corrosion and
mechanical damage due to head contact and to grevédirface condition that in conjunction with lillgrication layer minimizes "stiction,"
the tendency of the head to stick to the disk setfahe top coat is typically carbon or a carbasebssubstance. The Company believes that
optimum deposition of carbon occurs at a lower terajure than is required for the magnetic layee MDP-250B incorporates a patented
cooling station which permits the required redutiid disk temperature to be achieved within a fesosnds. The Company believes that this
feature plus the capability to sputter carbon injaonction with hydrogen or nitrogen makes it poksior the MDP250B to produce disks tt
are highly durable.

Related Disk Manufacturing and Test Equipment

In 1996, the Company acquired two companies witlipct lines that complement the MDP-250B. In Még, Company acquired San Jose
Technology Corp. ("SJT"), a leading supplier ofteyss used to lubricate thin-film disks. Lubricatisrthe production step that typically
follows disk sputtering in the manufacture of tfilm disks. During lubrication, a microscopic layafrlubricant is applied to the disk's surfi
to improve durability and reduce surface fricti®IT's products allow thin-film disk manufactureyaihiformly lubricate disks in a
temperature controlled, low vibration, contaminatfcee environment with a minimal amount of solviass. In June, the Company acquired
Lotus Technologies, Inc. ("Lotus"), a leading mautfirer of contact stop/start ("CSS") test equipnfi@nhard disk drives and components.
The Lotus family of PC-based CSS test equipmerfbpes precise measurements of disk wear, frictiostion and start-stop torques related
to the interface of the read-write head with tha-fiim disk. The Company intends to use the Laupertise in head-disk interface and CSS
testing to further improve the Company's disk sty and disk lubrication equipment.

FPD MANUFACTURING EQUIPMENT DEVELOPMENT PROJECTS

In recent years, flat panel displays ("FPDs") haneerged as a display technology for a variety pfieptions such as PCs, workstations and
video displays. The manufacture of several typetabpanel displays such as STN, AMLCD and FEDuiegjthe use of a sputtering process
to deposit thin-film layers of different materiagsto a glass substrate.

In 1992, after evaluating the dynamics of the lamel display market and the technical requiremeitseeting that market need, the
Company initiated a program to develop a sputtesigiem for this market as the first step to ethtisrbusiness area. The Company believes
that the skills and technologies that it has dgwetbfor the thin-film disk manufacturing industmealirectly applicable to the FPD
manufacturing industry. These skills and techn@sgnclude its expertise and experience in spagerapid heating, high vacuum, isolated
process chambers and material handling. In addiisnvith the thin-film disk manufacturing industtiie FPD industry involves providing
complex, expensive capital equipment to a smalllbemof customers worldwide.

Since inception, the Company has invested apprdrimn&11.5 million in the flat panel sputtering ééapment effort, of which approximat:
half has been paid by Ebara Corporation ("Ebaf#e Company entered into its agreement with Eba&eptember 1992. Under the
agreement, as amended, Ebara has agreed to pdnalbioéthe development costs of the flat panektgping system, up to a maximum
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amount of $5.5 million, in exchange for joint owsleip of the intellectual property rights and thelasive right to manufacture and sell in
Japan the flat panel sputtering systems developddrihe agreement. The Company has retained thesase right to manufacture and sell
such flat panel sputtering systems outside of Japach party is required to pay royalties to theeoparty on its flat panel sputtering system
sales. The agreement expires five years followompletion of the joint development project. The Qamy has not yet completed
development of its flat panel sputtering systems.

In 1994, the Company identified an additional oppoity in the FPD market. Certain advanced FPDsirecamorphous silicon deposited on
the substrate to be converted into poly-silicon.effiective way to accomplish this is to rapidly hwee amorphous silicon to a high
temperature. In 1994, the Company acquired ceatssets of Aktis Corporation and certain patents fBaccarat Electronics, Inc. and
continued a project to develop a rapid thermal @ssing ("RTP") system for converting amorphousailiinto poly-silicon. The Company
has sold two RTP systems. Also in 1994, the goventis1 Advanced Research Project Agency ("ARPA")rded the Company a contract to
develop an "All Sputtered Thin Film Transistor".

The Company currently has contracts with ARPA patang for maximum funding over the lives of the aaists of approximately $3.3
million. As of December 31, 1996, the cumulativitifgs were approximately $2.1 million, unspent klag under these contracts was
approximately $0.3 million and approximately $0.Blion had not yet been funded under the contrdat4996, the Company spent $12.8
million on research and development funded intéyraaid through customer sponsored research andagewent, which included $5.3
million that was spent on research and developmsdatted to the Company's FPD efforts. Of the anm®apént on FPD projects during 1996,
approximately 59% of the funding was provided bgtomer sponsored research and development contirgabhsr cost sharing agreements.

The Company has limited experience in the developmmeanufacture, sale and marketing of flat parmgldy manufacturing equipment,
having sold only two RTP systems to date and hanotg/et completed development of its FPD sputtesiypstem. There can be no assurance
that the market for flat panel display manufactgréguipment targeted by the Company will developuaskly or to the degree the Company
currently anticipates, or that the Company's preddsPD manufacturing equipment will achieve custoaceeptance or that the Company
will achieve any net revenues from the sale gpitsposed FPD manufacturing equipment. There camlassurance the Company will
receive additional customer sponsored researclilenelopment funding in the future. The failure éogive additional customer sponsored
research and development funds could result il€trapany internally funding the development of sB&fD manufacturing equipment, and
the costs of such research and development mayshmagerial adverse effect on the Company's busifieancial condition and results of
operations. There can be no assurance that the &gmmll continue to fund research and developnietite FPD area.

INTEVAC TECHNOLOGY AND SKILLS

The design and fabrication of sputtering systemshim film disk production requires a broad ramjeéechnologies and skills, including:

- Sputtering processes - Thermal systems design

- Sputter source design - Design of complex electromechanical systems
- Thin-film characterization - Materia | transport systems and robotics

- Vacuum system design - Compute r based control systems

The Company's scientists and engineers are knoegdxg about disk manufacturing processes and wibhktle Company's customers to
design hardware and software systems to meet 8terners' requirements. The Company has a MDP-2508 laboratories to run various
process tests for customers to determine the dlititadf the machine for their production proceasd also for the Company's design
engineering department to test newly designed grocapabilities. The Company believes that itsggsexpertise, and the ability to
communicate with its customer's process scientistes it an important competitive advantage.

The Company has the expertise to design apparmatuagid, uniform substrate heating and coolingpsttate cleaning using glow discharge
and sputter etch techniques, as well as both DQR&nsputtering. A



particular area of Company expertise is computedatiog, as well as practical design of the elecagnetic magnetron sputtering sources
which are at the heart of the system. The Compaiig\es that the ability to control magnetic fisldength using electromagnetic magneti
is an advantage in maintaining tight process canfitte Company's computer programs also are usealtalate the uniformity of sputtered
film thickness and magnetic characteristics andtrezall utilization of target materials.

SALES CHANNEL, CUSTOMERS AND MARKETING

The selling process for the Company's product$téna multi-level and longerm process involving individuals from marketieggineering
operations, customer service and senior manageiearocess is lengthy and involves making sartyitefilm disks for the prospective
customer and responding to individual needs forenaté levels of machine customization. Intevacssghtic sputtering systems to both
captive and merchant thin-film disk manufactur€@aptive thin-film disk manufacturers produce digk®e used in disk drives they
manufacture, and merchant thin-film disk manufaatsiproduce disks to be included in disk drivesufectured by third parties. The
Company sells and markets its products directthénUnited States, and through exclusive distritsuito Japan (Matsubo) and Korea (Chung
Song). The Company has established a wholly-ownbsligiary in Singapore and a branch office in Taiw@support its customers in
Southeast Asia.

Historically, a significant portion of the Compasiyevenues in any particular period have beerbattible to sales to a limited number of
customers. For example, Matsubo, Seagate and HMANDbogy accounted for 32%, 32% and 13%, respdgtioéthe Company's total net
revenues in 1996, and Seagate, HMT TechnologyMatdubo accounted for 40%, 20% and 17%, respegtieéthe Company's total net
revenues in 1995. Trace Storage Technology, Matstbagate, Varian Associates and Komag accounteéb$6, 15%, 13%, 12% and 10%,
respectively, of the Company's total net revenugsd 1994. Historically, a significant portion thfe Company's revenues in any particular
period have been attributable to sales to a limitember of customers. The Company's largest customange from period to period as l¢
thin-film disk fabrication facilities are complet@thd new projects are initiated. The Company exptbeit sales of its products to relatively
few customers will continue to account for a higiigentage of its net revenues in the foreseeahlesfu~or example, 64% of the Company's
backlog at December 31, 1996 was represented bg tustomers for disk sputtering systems, with eagtesenting 10% or more of the
Company's backlog at December 31, 1996. None oftrepany's customers has entered into a long-tgreement requiring it to purchase
the Company's products. As purchases related &otezglar new or expanded fabrication facility ammpleted, sales to that customer may
decrease sharply or cease altogether. If comptetettacts are not replaced on a timely basis by arelers from the same or other customers,
the Company's net revenues could be adverselyteffe€he loss of a significant customer, any reédadn orders from any significant
customer or the cancellation of a significant orffdlem a customer, including reductions or cancieltet due to customer departures from
recent buying patterns, financial difficulties ofastomer or market, economic or competitive caoé in the disk drive industry, could
materially adversely affect the Company's busin@sancial condition and results of operations.

Foreign sales accounted for 41% of revenues in,12@% in 1995 and 40% in 1994. The Company antiegthat foreign sales will continue
to be a significant portion of its revenues in thieseeable future. In order to effectively sendastomers located in Southeast Asia, the
Company has established sales and service opevati®ingapore and in Taiwan. Sales and operatitigities outside of the United States
are subject to certain inherent risks, includingfilations in the value of the United States dokéative to foreign currencies, tariffs, quotas,
taxes and other market barriers, political and eodno instability, restrictions on the export or ianpof technology, potentially limited
intellectual property protection, difficulties ita$fing and managing international operations aoigptially adverse tax consequences. There
can be no assurance that any of these factoraetithave a material adverse effect on the Compangimess, financial condition or results
operations. In particular, although the Compamytsrnational sales have been denominated in USitatgs dollars, such sales and expenses
may not be denominated in dollars in the futurel esrrency exchange fluctuations in countries witleeeCompany does business could
materially adversely affect the Company's busin@sancial condition and results of operations.
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Installing and integrating new sputtering systents the thinfilm disk manufacturing process requires a subi&himvestment by a custom
Sales of the Company's systems depend, in signiffgart, 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. Therefore, customers often require aifioigimt number of product presentations
and demonstrations, as well as substantial inferaetith the Company's senior management, befolenga purchasing decision.
Accordingly, the Company's systems typically havergthy sales cycle during which the Company m@ead substantial funds and
management time and effort with no assurance teateawill result. Furthermore, the Company's expdavels are based, in part, on its
expectations as to future net revenues. If revéaweds are below expectations, operating resuéidileely to be adversely affected. Net
income, if any, may be disproportionately affedbyca reduction in net revenues because a propatébnsmaller amount of the Company's
expenses varies with its net revenues. The imgabese and other factors on the Company's sattgperating results in any future period
cannot be forecasted with certainty.

CUSTOMER SUPPORT

Since media production lines are often operatedd@#s per day, seven days per week, continuingcgesupport is of vital importance and
thus the Company provides process and applicasiopgort, customer training, installation and stgrtassistance and emergency service
support to its customers. Over the past two yehesCompany has taken several steps to substgntigltove customer support including
expanding the training program, increasing the remalf service engineers, adding product supporineeging capability, reducing delivery
times for spare parts and providing 24 hour perréaponse.

Process and applications support is provided bypetwgnt process scientists who have access to aatediMDP-250B in the Company's
applications laboratory, and who also visit custmsva their plants to assist in process developimesects.

The Company conducts training classes for proagestssts, machine operators and machine servic®peel. Additional training is also
given during machine installation.

Installation and start up of the sputtering systenesprovided within the United States by the |ategustomer service organization. This
group also assists with the installation and starof sputtering systems in overseas locationgauined.

The Company provides a standard warranty for upvédve months from customer acceptance or 2,00@shafuoperation, whichever occurs
first. During this warranty period any necessargHtonsumable parts are supplied and installed.e@tly, the Company has trained field
service technicians located in the United Stategyapore and Taiwan. In addition, service in Jagach Korea is provided by the Company's
distributors and representatives using personnelave received training at Intevac. Intevac asdigtributors stock consumables and spare
parts to support the installed base of systemss& parts are available on a 24 hour per day basis.

Consistent with the Company's strategy to provigeindustry's highest level of service to its costes, the Company has established
operations in Singapore and in Taiwan to providg@mer training, installation, start-up assistaispare parts and service support to
customers in Southeast Asia.

RESEARCH AND DEVELOPMENT

The disk drive industry in general, and the thimfdisk manufacturing industry in particular, atecacterized by rapid technological change
and evolving industry standards. The Company hassited substantial amounts in research and develupior its disk sputtering systems
and flat panel display manufacturing equipment. Toepany's research and development expenses &) 1995 and 1994 were $8.4
million, $2.6 million and $3.5 million, respectiyeland represented 9.5%, 6.1% and 17.2%, respBgtofenet revenues. Research and
development expenses do not include costs of $illidm$1.1 million and
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$2.0 million that were incurred by the Company @96, 1995 and 1994 respectively, and were reimbdurseer the terms of a cost sharing
agreement.

The Company expects to continue an active develappregram to make sputter system improvementsaease machine throughput, add
additional capabilities that will improve disk penfnance, permit optimum utilization of alternatsugbstrates, lower cost of ownership and
respond to future market requirements. The Compaabyjlity to remain competitive has required antl @gntinue to require substantial
investments in research and development to advigmtzehnologies. The failure to develop, manufecand market new systems, or to
enhance existing systems, would have a materiaradweffect on the Company's business, financradition and results of operations. In the
past, the Company has experienced delays fromtartime in the introduction of, and certain teclahidifficulties with, certain of its systems
and enhancements. In addition, the Company's catmgetan be expected to continue to develop atmddnce new and enhanced products,
any of which could cause a decline in market denfanthe Company's systems or a reduction in the@oy's margins as a result 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 Comparigigates continued changes in the requirementsenflisk 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 additierddka storage industry is subject to constantivévg technological standards. There can
be no assurance that future technological innoratwill not reduce demand for thin-film disks. TBempany's business, financial condition
and results of operations could be materially askigraffected by any trend toward technology thatil replace thin-film disks as a storage
medium.

The Company has expended significant amounts gmareh and development for its disk sputteringesgst FPD manufacturing equipment
and other new products under development, suciskdader-texturing equipment and electro-opticaldoicts.

The Company's success in developing and sellingresgd disk sputtering systems and other new prediggends upon a variety of factors,
including accurate prediction of future customeyuieements, technology advances, cost of ownersftimduction 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 generationsaxfymts to meet those requirements wc
have a sustained material adverse effect on thep@ows 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 assurdatéite Company will be successful in
selecting, developing, manufacturing and marketieqy products or enhancements of existing products.

MANUFACTURING

Substantially all of the Company's manufacturingaaducted at its headquarters facility in Sant&;ICalifornia. The Company's
manufacturing operations include electromecharmisaémbly, mechanical and vacuum assembly, fatoicafithe sputter sources, and
system assembly, alignment and testing. The Compeakes extensive use of the infrastructure serfiegsemiconductor equipment
business. The Company purchases vacuum pumpssyaiggumentation and fittings, power suppliested wiring board assemblies,
computers and control circuitry and specialized ma@écal parts made by forging, machining and wejdirhe Company has a well-equipped
fabrication center that is capable of producing hodshe fabricated metal parts. This capabilitysed primarily for quick reaction
requirements for design work or to cover shortagebmost of the parts required for production anelpased from outside suppliers.

The Company's manufacturing strategy is to prodhgle quality, cost-effective systems and low cegiacement parts and to be able to
respond effectively to changes in volume. To de,ttlie Company

10



currently designs its products to use standard penere possible. The Company performs manufagaitivities that add value or that
require unigue technology or specialized knowlealge, taking advantage of its Silicon Valley locatiatilizes subcontractors to perform
other manufacturing activities.

In certain instances, the Company is dependent agsalie 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 equipmesiriess 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 suppliesksdtrnative sources of supply, delay its
ability to ship its products and damage relatiopshwvith current and prospective customers. Any slethy or damage could have a material
adverse effect on the Company's business, finaoeralition and results of operations.

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 Gomihas 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 metgradversely 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 produié¢' 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.

BACKLOG

The Company's backlog was $63.7 million and $42IBom at December 31, 1996 and December 31, 18&pectively. The Company
includes in its backlog only those customer ordersystems, component parts and contract reseandthievelopment for which it has
accepted signed purchase orders with assignecedglilates. In the case of a cancellation of a sysieler, the Company's system sales
contracts generally provide for a non-refundableodé, depending upon when the order is cancelld.efuipment requirements for tHitm
disk manufacturers cannot be determined with acguind therefore the Company's backlog at angicediate may not be indicative of
future demand for the Company's manufacturing syste

Due to possible delays in obtaining materials,aierage time between order and shipment of the @og'p systems may increase
substantially in the future. The Company's abtiityjuickly increase its manufacturing capacityesponse to short-term increases in demand
could be limited given the complexity of the maraiaing process, the lengthy lead times necessaoptiain critical components and the
need for highly skilled personnel. The failure loé tCompany to satisfy any such short-term increimséemand and to keep pace with
customer demand would lead to further extensiordetivery times, which could deter customers frdatimg additional orders. There can be
no assurance that the Company will be successfatieasing its manufacturing capacity.

Orders in backlog are subject to cancellation, @titbugh the Company generally requires a depaositrders for its systems, such deposits
may not be sufficient to cover the expenses incubyethe Company for the manufacture of the cacsystems or fixed operating expenses
associated with such systems to the date of catiogil The Company may from time to time manufaetusystem in anticipation of an order
that may not be placed during the period or atalany given quarter in which such system is maatufred, the Company will not receive
funds to cover the manufacturing costs. Orders b@agubject to delay, deferral or rescheduling bystomer. From the date the Company
receives an order, it often takes more than six
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months before the net revenues from such ordeneamggnized and even longer before final paymerddsived. The relatively long
manufacturing cycles of many of the Company's petglhas caused and could cause shipments of sodhgts to be delayed from one
quarter to the next, which could materially advbrséfect the Company's business, financial conditind results of operations for a
particular quarter. Announcements by the Compangsaompetitors of new products and technologmddcause customers to defer
purchases of the Company's existing systems, whithHd have a material adverse effect on the Conipdysiness, financial condition and
results of operations.

COMPETITION

The Company believes that the principal competitagtors are system performance and featuresbilljaand uptime, overall cost of
ownership and customer support. The Company balithat it competes favorably with respect to eddhese factors. The Company
believes it is the principal United States-basqzbar of sputtering systems for thin-film disks.

The Company experiences intense competition woddwiiom three principal competitors, Ulvac Japad, ['Ulvac"), Balzars A.G.
("Balzars") and Anelva Corporation ("Anelva"), easfhwhich is a large manufacturer of complex vaclweguipment and thin-film disk
manufacturing systems and has sold a substantiabeuof thin-film disk sputtering machines worldeictach of Ulvac, Balzars and Anelva
is a manufacturer of in-line and static sputtesggtems, and each has substantially greater fialtechnical, marketing, manufacturing and
other resources than the Company. The Companyeajseriences competition from other manufactureig-tihe sputtering systems used in
thin-film disk fabrication facilities as well asg¢hmanufacturers of thin-film disks that have depelbthe capability to manufacture their own
sputtering systems. There can be no assurancthth@ompany's competitors will not develop enharer@sito, or future generations of,
competitive products that will offer superior priseperformance features or that new competitolisnet enter the Company's markets and
develop such enhanced products. Furthermore, tliesf@f manufacturers of thin-film disks currentiging in-line machines and
manufacturers using internally developed sputtesygjems to switch to static sputtering systentkérfuture could adversely affect the
Company's ability to increase its sputtering systeanket 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 fluctweits could cause the Company's dollar-priced prediodbe less competitive than its
competitors' products priced in other currenciasréhcy 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 significaméstment required to integrate a disk sputterysgesn into the manufacturing process, the
Company believes that once a thin-film disk mantufer has selected a particular supplier's disktepng equipment, the manufacturer
generally relies upon that equipment for the spepifoduction line application and frequently watintinue 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 prggiconcessions and incentives to attract
new customers, which could adversely affect the @amg's business, financial condition and resultspefrations. Because of these
competitive factors, there can be no assurancdattbatompany will be able to compete successfualye future.

PATENTS, INTELLECTUAL PROPERTY AND LICENSING

The Company places a high value on intellectugb@rty and has an active program to seek patentagedor discoveries and designs that
are believed to have significant value. The Compaepgnizes patentable inventions by employeesiffirincentive payments to inventors.
The Company currently has 23 patents issued ittieed States, and has patent applications in thited States and foreign countries. Of
23 patents, seven relate to sputtering, 10 retel®TP, one relates to lubrication systems andridate
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to other areas not in Intevac's mainstream busifémsCompany has the right to utilize certain pet@inder licensing arrangements with
Litton Industries, Varian Associates, Stanford UWmsity, Lawerence Livermore Laboratories and AluatRTechnology.

There can be no assurance that any of the Compaaigst applications will be allowed or that anythed allowed applications will be issued
as patents. There can be no assurance that am¢ pateed by the Company will not be invalidatedemied unenforceable, circumvented or
challenged, that the rights granted thereunderpmilVide competitive advantages to the Companyhatrany of the Company's pending or
future patent applications will be issued with glaiof the scope sought by the Company, if at altttfermore, there can be no assurance that
others will not develop similar products, duplicdie Company's products or design around the matemted by the Company. In addition,
there can be no assurance that foreign patensrigtiellectual property laws or the Company's agrents will protect the Company's
intellectual property rights. Failure to protect tBompany's intellectual property rights could haveaterial adverse effect upon the
Company's business, financial condition and regidltserations.

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 Augj 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 lemteWhe Federal government has notified Intevacitimay be liable in connection with
contracts for certain products from the Companigeahtinued night vision business. Although the @any believes it will have no material
liability under these contracts, there can be soi@sce that the resolution of the claims by Rodkwi¢h the Federal government will not
have a material adverse effect on the Companyiadsss operating results and financial conditionaddition, a third party has sent
correspondence to a consortium, of which the Compma party, in a government sponsored researdldanelopment program claiming tl
the work to be done under this program may infripgents owned by this third party. The Companyitmslubcontractors have reviewed the
correspondence and patents and believe these @da@wgithout merit; however, there can be no assgrghat litigation will not result from
such development program. There can be no assuttaaicinird parties will not in the future claimfiimgement by the Company with respect
to current or future patents, trademarks, or ofineprietary rights relating to the Company's diglttering systems, flat panel manufacturing
equipment or other products. Any present or futlaéns, with or without merit, could be time-condog) result in costly litigation, cause
product shipment delays or require the Companyterento royalty or licensing agreements. Suchahiyyor licensing agreements, if
required, may not be available on terms acceptallee Company, or at all. Any of the foregoing lcoliave a material adverse effect upon
the Company's business, operating results anddialacondition.

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

EMPLOYEES

At December 31, 1996, the Company had 292 emplo@®esf whom are contract employees. 282 of theg@@yees are located in
California, with 82 in research and developmen§ tBmanufacturing, and 65 in administration, costo support and marketing. The
Company has 8 employees at its operation in Simgagnad 2 employees at its operation in Taiwan.
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The Company believes that it has good relationk itstemployees. None of the Company's employeepigsented by a labor union, and
Company has never experienced a work stoppageCohmpany believes that attracting and motivatintjeskitechnical talent is vital to its
success.

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 signifiiainitities.

OTHER FACTORS AFFECTING THE COMPANY'S BUSINESS
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 inifiant part upon its ability to retain and attractalified management, engineering,
marketing, customer support and sales personnetpétition for such personnel is intense the Compesydifficulties attracting such
personnel, and there can be no assurance thabthpahy will be successful in attracting and retagrsuch personnel. The failure to attract
and retain such personnel could make it difficolubdertake or could significantly delay the Compsnesearch and development efforts and
the expansion of its manufacturing capabilitiesther activities, which could have a material adeezffect on the Company's business,
financial condition and results of operations.

Potential Acquisitions

The Company's business strategy includes acquielated businesses, products or technologies. Bngp@ny completed three acquisitions
in 1996 and expects that it may pursue additiooglisitions in the future. Any future acquisitioraynresult in potentially dilutive issuance of
equity securities, the write-off of in-process i@®sh and development, the incurrence of debt antdrggent liabilities and amortization
expense related to intangible assets acquiredofwhich could materially adversely affect the Canp's business, financial condition and
results of operations. In particular, the Compaiiy/nvet be able to use the "pooling of intereststhrod of accounting due to a shareholder
being greater than a 50% holder of the Companytar@an Stock prior to the Company's initial publiéesing, in connection with any
acquisition consummated prior to November 21, 1883 the Company will therefore be required to ain@rny intangible assets acquirer
connection with any acquisition consummated dutirag period.

The Company incurred a charge to operations of $fll®n in the quarter ended June 29, 1996, ttentfthe purchase of in-process research
and development pursuant to the two acquisitiomspdeted in the second quarter. In addition, the @amy is amortizing intangible assets of
approximately $8.8 million of costs relating to theee acquisitions completed in 1996. The amditingoeriod for such costs will be over
useful lives, which range from two years to sevearg. Additional, unanticipated expenses may heried relating to the integration of
technologies and research and development and adirative functions. Any acquisition will involveumerous risks, including difficulties in
the assimilation of the acquired company's empleyeperations and products, uncertainties assooreth operating in new markets and
working with new customers, and the potential lofsthe acquired company's key employees.
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Possible Volatility of Stock Price

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

Concentration of Stock Ownership

Based on shares outstanding on December 31, 1896résent directors and their affiliates and etreewfficers, in the aggregate, own
beneficially approximately 76% of the Company'sstannding shares of Common Stock. As a result, thleaseeholders, acting together, are
able to effectively control all matters requiringpaoval by the shareholders of the Company, inclgdihe election of a majority of the
directors and approval of significant corporat@s$actions.

ITEM 2. PROPERTIES

The Company leases all of its facilities, includaggproximately 101,900 square feet in Santa C@atifornia. These buildings house the
manufacturing, research and development, marketidgadministration, and the Company's headquastiices. The leases for these
buildings expire in June 1999 (93,600 square faed) October 1999 (8,300 square feet). The Compasyh option to extend the lease with
respect to 44,000 square feet for an additionalfigar period, with a monthly base rent to be riatgat by the Company and the lessor. If the
Company and the lessor are unable to reach agreeviteimespect to such monthly base rent, the nigrthse rent for the extension will be
determined by an appraisal process set forth imetre.

The Company leases a 5,000 square-foot buildifRpicklin, California. This building houses the RTBRshess. This lease expires in April
1997. The Company has an option to extend the asemonth by month basis. The Company is cugr@vihluating the extension of this
lease while also reviewing alternate sites foRi1$® Business.

The Company leases approximately 8,400 squarénfé&zn Jose, California to house its San Jose Déogy Division. The lease expires in
November 1997

The Company leases a facility of approximately 8,8Guare feet in Los Gatos, California to housd.tites Technology Division. The lease
expires in December 1997.

The Company leases a facility of approximately @,4Quare feet in Singapore to house the Singapsterner support organization. This
leases expires in December 1997. The Company hagtim to extend the lease for an additional twarg at market rates.

The Company leases approximately 1,400 squarénfetiwan to house the Taiwan customer supportrorgéion. The lease expires in
October 1999.

The Company believes that its current facilities suitable and adequate for its current and foedde@perations. The Company currently
operates with one full manufacturing shift and paetial manufacturing shift and has sufficient mfasturing capacity to produce 4-5 static
sputtering systems per month. The Company belithagst has sufficient productive capacity to méeturrent needs. Further increases in
demand for the Company's products may require tmegany to further expand its facilities during 199fere can be no assurance that the
Company will be able to secure suitable expansiats if necessary.
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ITEM 3. LEGAL PROCEEDINGS
There are no material legal proceedings to whiehGbmpany is a party or to which any of its propétsubject.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY -HOLDERS

No matters were submitted to a vote of securitydi@diuring the fourth quarter of the fiscal yearared by this Annual Report on Form-
K.

EXECUTIVE OFFICERS AND DIRECTORS

Certain information about the Company's directois executive officers is listed below:

NAME AGE POSITION
Executive Officers and
Directors:

Norman H. Pond.................. 58 Chairman of the Board, President and Chief Executive Officer

Charles B. Eddy Ill............. 46 Vice Presid ent, Finance and Administration, Chief Financial
Officer, Treasurer and Secretary

Robert D. Hempstead............. 53 Chief Opera ting Officer and General Manager of the Vacuum
Systems D ivision

John R. Dougery(1)(2)........... 56 Director

Edward Durbin(1)................ 69 Director

David N. Lambeth(1)............. 49 Director

H. Joseph Smead(2).............. 71 Director

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

Mr. Pond is a founder of the Company and has semgddhairman of the Board, President and Chief tkex Officer since February 1991.
Before joining the Company, from 1988 to 1990, Mond served as President and Chief Operating @fficéarian, a publicly held
manufacturer of semiconductor, communication, defeand medical products where he was responsibte/éall management of Varian's
operations. From 1984 to 1988, Mr. Pond was PrasioieVarian's Electron Device and Systems Grouplatame a Director of Varian in
1986. Prior to joining Varian, Mr. Pond was empldyey Teledyne, a diversified electronics companymf 1963 to 1984 where he served in
various positions, including as Group Executive. Riond holds a B.S. in physics from the Universitissouri at Rolla and an M.S. in
physics from the University of California at Los deles.

Mr. Eddy has served as Vice President, Financefamainistration, Chief Financial Officer, Treasumerd Secretary of the Company since
April 1991. Mr. Eddy served as Chief Financial ©fi of Videonics, Inc., a manufacturer of consumiéeo editing equipment, from 1987 to
1991 and served as Chief Financial Officer of Rar@omputers, Inc., a startup computer compammfL983 to 1987. Mr. Eddy was with
Intel Corporation from 1974 to 1983 where he selivea variety of positions, including controllercaplant manager. Mr. Eddy holds a B.<
engineering science from the University of Virgiaiad an M.B.A. from Dartmouth College.

Dr. Hempstead has served as Chief Operating OffindrGeneral Manager of the Vacuum Systems Divisfahe Company since April
1996. Before joining the Company, Dr. Hempsteadexntas Executive Vice President of Censtor Cormaaufacturer of computer disk dr
heads and disks, from November 1994 to Februarg.198 was a self-employed consultant from 1989 dudWnber 1994. Dr. Hempstead
holds a B.S. and M.S. in electrical engineeringrffdassachusetts Institute of Technology and a Fh.physics from the University of
lllinois.
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Mr. Dougery has served as a Director of the Comzamge February 1991. Mr. Dougery has been a gepar@mer of Dougery & Wilder, a
venture capital firm, since 1981. Mr. Dougery cuathg serves as a director of Printronix and In Ro8ystems, both publicly held companies,
as well as several privately held technology congmmrMr. Dougery holds an A.B. in Mathematics frtme University of California, Berkele
and an M.B.A. from Stanford University Graduate &ulof Business.

Mr. Durbin has served as a Director of the Compsinge February 1991. Mr. Durbin has been a Senioe President of Kaiser Aerospace
and Electronics Corporation ("Kaiser"), a privateBld manufacturer of electronic and electro-optgatems, responsible for marketing and
business development since joining Kaiser in 1815 Durbin currently serves as a director for dlKaiser's subsidiaries. Mr. Durbin hold
B.S. in electrical engineering from The Cooper Wnamd an M.S. in electrical engineering from thé/fchnic Institute of Brooklyn.

Dr. Lambeth has served as a Director of the Comgarme May 1996. Dr. Lambeth has been Professelectrical and computer engineering
and Associate Director of the Data Storage Systn@arnegie Mellon University since 1989. Since8 8. Lambeth has been the owner of
Lambeth Systems, an engineering consulting firmnF1973 to 1988, Dr. Lambeth worked at Eastman Kd@ttampany's Research
Laboratories, most recently as the head of the MagMaterial Laboratory. Dr. Lambeth holds a BrSelectrical engineering from the
University of Missouri and a Ph.D. in physics fréne Massachusetts Institute of Technology.

Dr. Smead has served as a Director of the Compang &February 1991. Dr. Smead has been Presiddisér since joining Kaiser in 197
Since 1977, Dr. Smead has been President and Giraofithe Board of Directors of K Systems, Inc.ijd¢€&s parent company. Dr. Smead
currently serves as Chairman of the Board of Dinecof Kaiser and as a director for all of Kaisstbsidiaries. Dr. Smead holds a B.S. in
electrical engineering from the University of C@db, an M.S. in electrical engineering from theudnsity of Washington and a Ph.D. in
electrical engineering from Purdue University.

PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED SHAREHOLDER MATTERS

The Company's Common Stock commenced trading oNdlseaq National Market on November 21, 1995 amchded under the symbol
"IVAC." As of December 31, 1996, there were appnaxiely 700 holders of record of the Common Stodie following table sets forth for
the periods indicted the high and low closing salees for the Common Stock as reported on the &tadthtional Market.

HIGH LOW

Year Ended December 31, 1995

Fourth Quarter (from November 21, 1995).......... . ... $ 7.000 $6.250
Fiscal 1996

First Quarter........coccoovvvvviveeeivneeeees $8.250 $6.125

Second QUArer......ccceevvveviveeciieeeceeee $26.000 $6.625

Third Quarter......cccooveeeevvvieeciiiieeeees $17.500 $11.250

Fourth Quarter......cccccoevvvveeevcieeeeeeee $19.500 $11.000
Fiscal 1997

First Quarter (through February 5, 1997)......... ... $22.500 $16.000

DIVIDEND POLICY

In August 1995, the Company paid a cash divider80o495 on each share of Common Stock outstandirg #oe August 25, 1995 record
date. The Company currently anticipates that it sgilain its earnings, if any, for use in the opieraof its business and does not expect to pay
cash dividends on its capital stock in the forebBeetuture. The Company's line of credit prohiltite payment of cash dividends on the
Company's capital stock.
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

YEAR ENDED DECEMBER 31,

1996 1995(3) 1994 1993 1992

(IN THOUSANDS, EXCEPT PER SHARE DATA)
CONSOLIDATED STATEMENTS OF INCOME DATA:
Net Revenues:
$88,232 $42,187 $18,266 $16,026 $17,744

MBE(L)..ecivvieiiieeiieeeiee e - 695 2,185 6,370 9,606

Total net revenues..................... 88,232 42,882 20,451 22,396 27,350
Cost of net revenues:

Disk, flat panel and other..................... 55,652 27,280 11,799 9,749 10,946
MBE(L)..eeeivieiiieesiiie e - 434 858 5,417 6,564

Total cost of net revenues............. 55,652 27,714 12,657 15,166 17,510
Gross Profite......eeeeeeeeiiicciiiiiieenns 32,580 15,168 7,794 7,230 9,840
Operating expenses:

Research and development.................c..... 8,425 2,603 3,515 3,142 2,887
Selling, general and administrative............ 8,391 4,550 2,248 3,896 3,743
Acquired in-process research and development... 5,835 -- -- -- --

Total operating expenses............... 22,651 7,153 5,763 7,038 6,630
Operating iINCOMe.........cooovvviiciiviiriiennns 9,929 8,015 2,031 192 3,210
Interest eXPense.........ccvveevnuieeeennenen. (175) (13) (63) (113) (216)
Interest income and other income (expense), 1,569 942 533 (88) 1,042

NEL i
Income (loss) from continuing operations before 11,323 8,944 2,501 (9) 4,036
INCOME tAXES...cceeiiiiiieeeiiiie e
Provision for (benefit from) income taxes........ 6,350 3,179 826 (75) 1,655
Income from continuing operations................ 4,973 5,765 1,675 66 2,381
Income (loss) from discontinued operations....... - 1,335 (267) 1,457 2,610
Net iNCOME......coovveveerierieceereeiene $4,973 $7,100 $1,408 $1,523 $4,991
PER SHARE:
Income from continuing operations.............. $ 039 $054 $016 $ 001 $ 0.24
Net inCome.......cocoveviieiiiieiie e, $ 039 $ 067 $ 014 $ 0.15 $ 0.50
Shares used in per share calculations(2)......... 12,901 10,606 10,285 10,305 10,056
CONSOLIDATED BALANCE SHEET DATA:
Cash, cash equivalents and short-term $ 938 $20,422 $13,347 $19,877 $6,114
INVEStMENtS.......ocovviiieiiiieceee
Working capital.......cccccevveveieeeeennnnnnnn. 15,847 21,327 23,229 21,792 16,021
Total asSets......ccocveviiiieiiiiieiieeeen 68,085 51,160 42,749 44,233 45,624
Long-term debt.........ccooviiiiiiiiiiieee 730 - - - 1,375
Redeemable Series 1 Preferred Stock.............. -- -- 6,100 6,100 6,100
Total shareholders' equity...........cccveeeens 33,736 27,320 22,987 21,588 20,051
Cash dividends declared per common share......... -~ 0.495 -- - --

(1) In the fourth quarter of 1993, the Company stddMBE operations and acquired 20% of the outlitamcapital stock of Chorus, a
manufacturer of MBE products. The Company retaimgiuts to sell certain other residual used systehtke MBE business that were not
exchanged with Chorus. The sale of these usedmsgstes completed during the first quarter of 1995.

(2) See Note 2 of Notes to Consolidated Finandiaeshents.
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(3) During 1995, the Company (a) effected a readipétion in which each outstanding share of Seki€seferred Stock was exchanged for
two thirds of a share of Common Stock and $0.769(&éllion in aggregate), (b) paid $4.9 milliondif/idends to the common shareholders,
(c) paid $6.1 million to redeem the Series 1 PrefStock, and (d) received approximately $12.0ionilffrom the sale of common stock
during the Initial Public Offering. See Notes 1@dr of Notes to Consolidated Financial Statements.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis contains Bmadooking statements which involve risks and uncettes. The Company's actual res
may differ materially from the results discussedhie forward-looking statements and should be ne@dnjunction with the Consolidated
Financial Statements and related Notes contairssdvblere in this Annual Report on Form 10-K.

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 vacuupogdéion process used to deposit multiple thin-fizyers on a disk. The Company has
three primary sources of net revenues: sales kfsgigttering systems and related disk manufactweidpment, sales of system components
and contract research and development activities.Jompany's disk sputtering systems, which reptéke majority of the Company's
revenue, are sold to vertically integrated disk@ranufacturers and to original equipment manufacs that sell disk media to disk drive
manufacturers. Intevac's system component busauesssts primarily of sales of spare parts and-afide service to purchasers of the
Company's disk sputtering systems, as well as sdle@mponents to other manufacturers of vacuunipeggnt. Contract research and
development revenues have been primarily derivea tontracts with ARPA for development projectstfor flat panel display industry.

Through the first quarter of 1995, the Company atseived revenues from sales of molecular beataxgp{"MBE") systems. MBE systems
are used for the design and manufacture of magenaling the characteristics of a semiconductdrareused to produce transistors, opto-
electronic devices and integrated circuits. The gamy acquired the MBE business from Varian in 188d sold the business to a third party
in October 1993. MBE revenues in 1994 and throbgHfitst quarter of 1995 were derived from saleasid#d MBE equipment that had not
been sold in the acquisition and from other agésiin connection with the winding down of the MBEsiness. The Company does not ex
any MBE revenues in future periods.

Income (loss) from discontinued operations reprssegsults from the Company's sales of night vigimducts, primarily sales of night visi
goggles and devices. The Company sold the nighdrvisusiness to a third party in May 1995.

The Company's operating results have historicadlgnbsubject to significant quarterly and annuaittlations. The Company believes that its
operating results will continue to fluctuate onuaderly and annual basis due to a variety of factbhese factors include the cyclicality of
thin-film disk manufacturing and disk drive indus#, patterns of capital spending by customerstithieg of significant orders, order
cancellations and shipment reschedulings, marlapance of the Company's products, unanticipagtal/d in design, engineering or
production or in customer acceptance of produgirabits, changes in pricing by the Company or itspetitors, the timing of product
announcements or introductions by the Companysardmpetitors, the mix of systems sold, the redagikoportions of sputtering systems,
system components and subassemblies, changesducpaevelopment costs, expenses associated vgjthsitions and exchange rate
fluctuations. Over the last eight quarters the Canyfs operating income (loss) as a percentagetoéumenues has fluctuated from
approximately (9)% to 21% of net revenues. The Caomyanticipates that its operating margin will ¢oné to fluctuate. As a result, the
Company believes that period-to-period comparisdrits results of operations are not necessarilgmregful and should not be relied upon
as indications of future performance.
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The Company has derived a significant proportioitsofiet revenues from sales of its systems to faatwrers constructing new thin-film
disk fabrication facilities. The construction ofméhin-film disk fabrication facilities involves éxemely large capital expenditures, resulting
in few thin-film disk fabrication facilities beingonstructed worldwide at any particular time. A stalntial investment is also required by disk
manufacturers to install and integrate additiohad-film disk manufacturing equipment in connectigith upgrading or expanding their
existing fabrication facilities. These costs aneiffieexcess of the cost of purchasing the Compaygtem. The magnitude of such capital
expenditures has caused certain thin-film disk rfeesturers to forego purchasing significant addiiothin-film disk manufacturing
equipment. Consequently, only a limited numberpggartunities for the Company to sell its systemy st at any given time. According
a March 1996 report by TrendFOCUS, an independanket research firm, as of December 31, 1995 tivere 187 installed disk sputtering
lines worldwide and only 14 companies in the wavlth five or more installed disk sputtering linG$herefore, winning or losing an order
from any particular customer can significantly affthe Company's operating results. In additioa,@lompany's opportunities to sell its
systems are further limited by the fact that a il majority of the manufacturers of thin-filiisks have adopted an in-line approach as
opposed to the Company's static approach to thinefisk manufacturing. Many of these manufactuherge invested significant amounts of
capital in their in-line systems, and as such tineag be significant resistance to change to acsaégiproach in the future.

The disk drive industry is cyclical and historigalias experienced periods of oversupply, resultirgignificantly reduced demand for thin-
film disks and for the capital equipment used tonofacture such disks, including the systems manwfed and marketed by the Company
recent years, the disk drive industry has expeeérsignificant growth, which, in turn, has causigghisicant growth in the capital equipment
industry supplying manufacturers of thin-film disk$ere can be no assurance that such growth evitimue. The Company anticipates that a
significant portion of new orders will depend uptemand from thin-film disk manufacturers buildingexpanding fabrication facilities, and
there can be no assurance that such demand vgtl @kie Company's business, financial conditionrasdlts of operations could be
materially adversely affected by downturns or slowds in the disk drive market.

Due to all of the foregoing factors, the Companpgests its quarterly operating results to fluctusagmificantly and may in certain quarters be
below the expectations of public market analystsiamestors. In such event it is likely the pridalee Company's Common Stock would be
materially adversely affected.

RESULTS OF OPERATIONS

Net revenues. Net revenues totaled $88.2 millid2,$ million, and $20.5 million in 1996, 1995 ar@P#, respectively. Net revenu

increased from 1995 to 1996 primarily due to ameéase in net revenues from disk sputtering systemddo a lesser extent as the result of the
acquisition of SJT in May 1996 and Lotus in JunB6l.Net revenues increased from 1994 to 1995 pilyrdue to a $23.9 million increase in
net revenues from disk sputtering systems and ath@ponents partially offset by a $1.5 million deelin MBE sales. Matsubo, Seagate and
HMT Technology accounted for 32%, 32% and 13% retbpely, of the Company's total net revenues dufif§6. Seagate, HMT Technolc
and Matsubo accounted for 40%, 20% and 17%, reispgtof the Company's total net revenues durif§5l Trace Storage Technology,
Matsubo, Seagate, Varian Associates and Komag atethior 25%, 15% 13%, 12% and 10%, respectivdélth@ Company's total net
revenues during 1994.

MBE accounted for $0.7 million and $2.2 millionmdt revenues in 1995 and 1994, respectively. Thapaoy sold substantially all of the
assets related to its MBE operation in October l1fi%Xchange for 20% of the outstanding stock ofi@h Corporation. This investment is
accounted for under the equity method. The Companginued to dispose of residual assets of the MBginess through the first quarter of
1995. In the third quarter of 1995, the Compand #slinvestment interest in Chorus.

Foreign sales totaled $36.4 million, $8.7 milliomde$8.2 million in 1996, 1995 and 1994, respecyivEbreign sales accounted for 41%, 20%
and 40% of net revenues in 1996, 1995 and 199@ectisely. Substantially all of the Company's salese denominated in US dollars.
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Gross margin. Gross margin for disk, flat panel atigbr was 36.9%, 35.3%, and 35.4% in 1996, 19951894, respectively. Gross margin
increased in 1996 as the result of higher margingdisk sputtering systems during the first two ¢er@rof 1996. The Company believes the
historical margins experienced in 1994, 1995 astitl#o quarters of 1996 are more indicative of fetonargins than the gross margins
attained in the first two quarters of 1996. Grossgm for MBE was 37.6% and 60.7% in 1995 and 198dgpectively. MBE gross margin w
above historical levels at 60.7% in 1994 and 37i6%095 due to the resale at high margins of usedtivhachines that the Company retai
after the sale of the MBE business.

Research and development. Company funded reseadafieaelopment expense increased from $2.6 miitidi®95 to $8.4 million in 1996.
The $5.8 million increase was caused primarily byrecrease in expenses related to the developnfigiglosputtering equipment and to a
lesser extent increases in net expenses relatdel/edopment of flat panel manufacturing equipmiasier texturing equipment and contact
stop/start test equipment. Company funded researdldevelopment expense decreased from $3.5 milliat694 to $2.6 million in 1995.
The $0.9 million decrease was caused by a $1.lomillecrease in expenses related to the developpherftat panel display machine and a
$0.2 million decrease in MBE research and develapiregpenses, which were partially offset by a $0ikion increase in research and
development spending on disk sputtering equipmedtiae advanced technology division.

Research and development expenses do not inclste afdbl.3 million, $1.1 million, and $2.0 millidhat were incurred by the Company in
1996, 1995 and 1994, respectively, and reimburseénthe terms of a research and development sashg agreement with the Company's
Japanese development partner. At December 31, 248286,the $5.5 million of funds available undhrstcost sharing agreement had been
used. Future joint development under this agreemeamgntingent upon the Company's ability to negetfurther amendments to the
development agreement. There can be no assuraatabehCompany will obtain further amendments odhvelopment agreement.

Selling, general and administrative. Selling, gahand administrative expense totaled $8.4 millihg million and $2.2 million in 1996,
1995 and 1994, respectively, representing 9.5%6%G@nd 11.0% of revenue. The $3.8 million increaselling, general and administrative
expenses from 1995 to 1996 was primarily the resfudin increase in marketing and administrativascoelated to increased sales of disk
sputtering systems and, to a lesser extent, inedei@sirketing and administrative costs at the Corylpdmotus Technology Division,
Advanced Technology Division, and San Jose Teclyyolivision, approximately $282,000 of costs redate the cancellation of its propos
secondary stock offering in August 1996, and tleeeased costs of administering and insuring a pwoimpany as a result of the Company's
November 21, 1995 initial public offering. The $2llion increase in selling, general and admirittre expenses from 1994 to 1995\
primarily the result of increased marketing and estrative expenses related to increased saldsbkfsputtering systems and, to a lesser
extent, the increased costs of administering asaring a public company as a result of the Comgadgvember 21, 1995 initial public
offering. These costs were driven by an increagelininistrative headcount to support the Compangreased level of business and
administrative activities.

Other income (expense), net. Other income (expensejotaled $1.4 million, $0.9 million, and $0rfllion, in 1996, 1995 and 1994,
respectively. Other income during 1996 consistaagrily of deferred income recognized on the séithe Company's interest in Chorus
Corporation and interest income, and to a lesseengrarly payment discounts, which were partiaffget by interest expense. Other income
during 1995 consisted primarily of interest incoamel, to a lesser extent, deferred income recogmindtie sale of the Company's interest in
Chorus Corporation. Other income during 1994 resutrimarily from interest income.

Discontinued operations. In March 1995, the Compadgpted a formal plan to discontinue the nighibvidusiness. The Company sold its
night vision business to Litton Systems, Inc. inyM#&95. Accordingly, the results of operations datahe years ended December 31, 1996,
1995 and 1994 reflects the night vision business @discontinued operation. Net revenues includetisoontinued operations for the years
ended December 31, 1995 and 1994 were $4.2 maineh$18.4 million, respectively.
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Provision for (benefit from) income taxes. Incorag éxpense as a percentage of pretax income was3%oand 33% in 1996, 1995 and
1994, respectively. The Company's tax rate diffiens the applicable statutory rates primarily do@on deductible expenses for acquired in-
process research and development and goodwill @ation, state income taxes, the utilization oeash and development tax credits,
benefits from the Company's foreign sales corponadind tax exempt interest income.

A net deferred tax asset of $4.0 million is reféetin the financial statements at December 31, 1B86ed on the Company's historical
taxable income and projected future earnings, mamagt believes that it is more likely than not tia Company will realize the benefit of
this asset.

LIQUIDITY AND CAPITAL RESOURCES

The Company's operating activities in 1996 usetl ch$5.7 million primarily due to aggregate inses in accounts receivable and
inventories of $23.7 million, which were partiatijfset by net income of $5.0 million, $5.8 millimn-cash expense for the write-off of
acquired in-process research and developmenti$ifli8n of depreciation and amortization and a $%llion increase in customer advances.

Investing activities in 1996 used cash of $14.8ionldue to the net investment of $11.5 millioncakh in the acquisitions of Cathode
Technology Corporation, San Jose Technology Cotjporaand Lotus Technologies, Inc. and the purclod38.9 million of property and
equipment which was partially offset by $0.8 mifliof proceeds from the sale of the Company's Chiomestment.

Financing activities in 1996 generated $0.8 millafrcash from the proceeds of the sale of the Carylp&ommon stock under its employee
stock option and employee stock purchase plans.

At December 31, 1996, the Company had $0.9 milliboash and cash equivalents. In addition, the Gomas a $20.0 million revolving
line of credit which expires May 1, 1997. Borrowingnder the agreement are based on eligible rd#essand inventory. Borrowings based
on receivables bear interest at prime rate or tBOR rate plus 250 basis points and borrowings thaseinventory bear interest at Prime rate
plus 1% or the LIBOR rate plus 350 basis pointgr@wsings under the line of credit are secured Wystantially all the Company's assets.
line of credit agreement requires the Company tmtai certain financial ratios and other finanaahditions.

The Company intends to undertake approximately ##bmin capital expenditures during the next 18mths. The Company believes the
existing cash and cash equivalent balances ani taetlities will be sufficient to meets its casbquirements for at least the next twelve
months. While operating activities may provide casbertain periods, to the extent the Company experience growth in the future, the
Company anticipates that its operating and invgdittivities may use cash and, consequently, staity may require the Company to
obtain additional sources of financing. The Compamray also from time to time consider the acquisitif related businesses, products or
technologies, which may require additional finagcin
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS

The Board of Directors and Shareholders
Intevac, Inc.

We have audited the accompanying consolidated balsineets of Intevac, Inc. as of December 31, 49861995, and the related
consolidated statements of income, shareholdeugtyeand cash flows for each of the three yearthénperiod ended December 31, 1996. Our
audits also included the financial statement scledikted in the index at Item 14(a). These finahstatements and schedule are the
responsibility of the Company's management. Oyarsibility is to express an opinion on these fahstatements and schedule based on
our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedbhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatésném audit includes examining, on a
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenéspects, the consolidated financial posi
of Intevac, Inc. at December 31, 1996 and 1995 thedonsolidated results of its operations andah flows for each of the three years in
the period ended December 31, 1996, in conformitly generally accepted accounting principles. Ala@ur opinion, the related financial
statement schedule, when considered in relatidinetdasic financial statements taken as a whobsepits fairly in all material respects the
information set forth therein.

Ernst & Young LLP San Jose, California
January 20, 1997
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INTEVAC, INC.

CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS)

ASSETS
Current assets:
Cash and cash equivalents..............cccc......
Accounts receivable, net of allowances of $1,024
31, 1996 and 1995, respectively, and includes
receivables of $199 at
December 31, 1995.........ccoccvveeininnnnn.
Inventories, including $6,735 and $2,579 at custo
1996
and 1995, respectively..........cccoccuueeeen.
Short-term note receivable, arising from the sale
Chorus Corporation, net of allowance of $1,180
31, 1996
and 1995, respectively..........cccoccuueeeen.
Prepaid expenses and other current assets........
Deferred tax assets........c.ccoccvvveerniunennn.

Total current assetsS.........ccceeeeviiieeeennes

Equipment and leasehold improvements, at cost:
Leasehold improvements..........ccccccceeeeennn.
Machinery and equipment............ccccccceeneee

Accumulated depreciation and amortization........

Long-term note receivable, arising from sale of the
Corporation, net of allowance of $0 and $1,180 at
and 1995, respectively.........cccccvveeeerennn.

Investment in 601 California Avenue LLC............

Goodwill, net of amortization of $951..............

Other intangibles, net of amortization of $539.....

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

Total assets.......cccceeeeeeeeeiieennns

LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities:
Notes payable..........cccoviieiiiiienenne
Accounts payable..........cccccceveviniennnnnn.
Accrued payroll and related liabilities..........
Accrued iINCOMe taxes.........cccveeerriivneeenns
Accrued product warranties.............cc..o.....
Other accrued liabilities...
Customer advanCes.........cccceevvvveeeeeriinns
Net liabilities of discontinued operations.......

Total current liabilities.............cccceevenee
Long-term debt
Deferred tax liability............ccceeennnnen.
Commitments and contingencies......................
Shareholders' equity:
Undesignated Preferred Stock, no par value, 10,00
no shares issued and outstanding..............
Common stock, no par value:
Authorized shares -- 50,000
Issued and outstanding shares -- 12,449 and 12
1996 and 1995, respectively..................
Retained earnings..........ccccocvveeeeninennn.

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

Total liabilities and shareholders' equit

See accompanying notes.

DECEMBER 31,

...................... $ 938 $20,422
and $461 at December
related party

...................... 17,570 4,439
mers at December 31,

...................... 25,666 16,468
of the investment in
and $593 at December

-- 177
507 503
4,397 3,158

...................... 2,872 1,416
...................... 10,269 3,909
13,141 5,325

...................... 3,868 1,846
9,273 3,479

investment in Chorus
December 31, 1996

5,603 -
1,698 --
2 83

...................... 16,747 15,304



INTEVAC, INC.

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

Net revenues:
Disk, flat panel, and other.....................

Total net revenues (includes related party revenues
and $2,897 for the years ended December 31, 1995
respectively). ...

Cost of net revenues:

Disk, flat panel, and other.....................

Total cost of net revenues...........ccccceeee....

Gross profit.......ccceoeceeeeeiniieieniiieen,

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

Total operating eXpenses.........cccvvvveeeeeeenn..
Operating iNCOME.........coccueeieriiiiieeeenis

Interest expense.... .
Interest income and other, net.....................

Income from continuing operations before income tax
Provision for income taxes..............ccccc.....

Income from continuing operations..................
Discontinued operations:
(Loss) from discontinued operations, net of appli
INCOME taXES....covvrevieiriieee e
Gain on disposal of discontinued operations inclu
provision of $2,622 for estimated closing, env
remediation and warranty costs, net of applica

Income (loss) from discontinued operations.........
Net inCome.........cccooviiiiiiiiiei,
Per share:

Income from continuing operations................

Net iNCOMEe........ooociiviiiiiiieeeeee
Shares used in per share amounts...................

See accompanying notes.
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YEARS ENDED DECEMBER 31,

1996 1995 1994
........... $88,232 $42,187 $18,266
........... -- 695 2,185
of $1,856
and 1994,
........... 88,232 42,882 20,451
........... 55,652 27,280 11,799
........... - 434 858
........... 55,652 27,714 12,657
........... 32,580 15,168 7,794
2,603 3,515
4,550 2,248
7,153 5,763
8,015 2,031
(13) (63)
942 533
€S......... 11,323 8,944 2,501
........... 6,350 3,179 826
........... 4,973 5,765 1,675
cable
........... -- (63) (267)
ding
ironmental
ble income
........... -- 1,398 -
........... - 1,335 (267)
........... $4973 $7,100 $1,408
........... $ 039 $054 $0.16
.$039 $067 $ 014
12,901 10,606 10,285




INTEVAC, INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

SERIES
CONVERT
PREFERRED

Balance at January 1, 1994.............. 13,020
Sale of common stock under stock
option plan.........cccceeeennne -
Repurchase of common stock under stock
option plan...........ccccveveees --
Netincome.........ccoccvveeennnnnn. --
Balance at December 31, 199%4............ 13,020
Exchange of Series A Preferred Stock
for common stock................... (13,020)
Common stock dividend................. -
Redeemable Series 1 Preferred Stock
dividend..........cccoceerinnnnn. -
Sale of common stock under stock
option plan.........cccceeeennne -
Repurchase of common stock under stock
option plan...........ccccveeeees --
Sale of common stock through initial
public offering.................... -
Netincome........cccocovveeennnnnn. --
Balance at December 31, 1995............ --
Initial public offering costs......... -
Sale of common stock under stock
option plan.........cccceeeennns -
Sale of common stock under employee
stock purchase plan................ --
Income tax benefits realized from
activity in employee stock plans... -
Netincome.........ccoccvveeennnnen. --

See accompanying notes.

(IN THOUSANDS)

A
IBLE

STOCK  COMMON STOCK TOTAL
----------------------- RETAINED SHAREHOLDER
AMOUNT SHARES AMOUNT EARNINGS EQUITY

$13,020 706 $ 113 $ 8,455  $21,588

- 37 14 - 14
- (299 (23 - (23)
- = = 1408 1,408

13,020 714 104 9,863 22,987

(13,020) 8,680 3,125 ~  (9,895)
— - (4922)  (4,922)
- - = (25 (25)
~ 557 174 - 174
- 3 @ - (4)
~ 2,300 11,905 ~ 11,905
- -~ -~ 7200 7,100
-~ 12,248 15304 12016 27,320
N ) B ()
~ 139 438 - 438
- 62 322 - 322
-~ 690 - 690

~  —  — 4973 4973

$ - 12,449 $16,747 $16,989  $33,736
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INTEVAC, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

YEARS ENDING DECEMBER 31

OPERATING ACTIVITIES
Income from continuing operations..................
Income (loss) from discontinued operations.........

Net iNCOME......cooviiiiiiiiiiii e
Adjustments to reconcile net income to net cash and
provided by (used in) operating activities:
Depreciation..........ccooovveiiiiiiiiininennns
Amortization of intangibles......................
Acquired in-process research and development.....
Gain on sale of Chorus Investment................
Gain on disposition of discontinued operations...
Loss on disposal of equipment....................
Changes in assets and liabilities:
Accounts receivable..............ccccereene
INVENLONIES. ...ovvveiiieec e
Prepaid expenses and other assets..............
Accounts payable.............cccoiiinnn
Accrued payroll and other accrued liabilities..
Customer advancCes.........ccccceevvveeeennnes
Discontinued operations -- noncash changes and
Changes.......cccovviieeiiiiieie e,

Total adjustments...........cccccevveeeeeerininnns

Net cash and cash equivalents provided by (used in)
ACHVILIES....veeeeieiiee e
INVESTING ACTIVITIES
Purchase of short-term investments.................
Proceeds from maturities of short-term investments.
Purchase of equipment............cccoociiieennes
Investment in Cathode Technology Corporation.......
Investment in San Jose Technology Corporation......
Investment in Lotus Technologies, Inc
Payment for non-compete covenant...................
Proceeds from sale of discontinued operations......
Proceeds from sale of Chorus Investment............

Net cash and cash equivalents provided by (used in)
ACHIVItIES. ..o

FINANCING ACTIVITIES

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

Repurchase of common stock.............cccceueeee.

Dividends on common StocK...........ccccveeeennn.

Dividends on redeemable Series 1 Preferred Stock...

Exchange of Series A Preferred Stock for common sto

Redemption of redeemable Series 1 Preferred Stock..

Net cash and cash equivalents provided by (used in)
ACHVILIES....veeieiiiiie e

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

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

Cash paid (received) for:
INterest.......coociiie
INCOME taXEesS.....cvvvveieiiiiiiiiiiiiieeeees
Income tax refund...........cccoveeviiineeenne
Other noncash changes:
Investment in Cathode Technology Corporation thro
notes payable..........ccoceeiiiiiiiinnins
Inventories capitalized for internal use.........
Income tax benefit realized from activity in empl

See accompanying notes.

1996 1995 199

..................... $ 4,973 $ 5765 $1,
..................... - 1,33 (
..................... 4,973 7,100 1,
cash equivalents

1,490 -
5,835 -
(593) -

..................... ~ (1,398)

..................... 5 219

..................... (12,344) 5,055 (3,
..................... (11,313) (9,116) (3,
. (132 942 1,
. 1464 1276 (
..................... (284) 676 (3,
..................... 5251 7,641 1,

..................... (380) (2,770)

..................... (10,647) 3,408 (8,

..................... (5,674) 10,508 (5,

..................... (2,571) (3,001) (9,
2,571 7,080 6,

(3,854) (3,042) (
(1,074) -
(2,270) -
(8,135) -

~ 7546

770 930

..................... (14,563) 9,513 (4,

..................... 753 12,079
- @

~ (4,922
. - (25)
Koo, -~ (9,895)
..................... -~ (6,100)

..................... 753  (8,867)

S (19,484) 11,154 (9,
..................... 20,422 9,268 18,

$ 149 $ - $
9,321 3,487
(250) (727) (1,

ugh assumption of
..................... $198 $ - $
..................... 3,094 -
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. BUSINESS AND NATURE OF OPERATIONS

Intevac, Inc. ("Intevac” or the "Company") was feann October 1990 for the purpose of acquiringatetbusiness assets and liabilities from
Varian Associates, Inc. ("Varian"). In February 198ertain agreements were entered into betweearvand the Company which provided
for the transfer of the assets and business o aridisk sputtering equipment business, nightwidievice business and molecular beam
epitaxy ("MBE") equipment business to Intevac.

In October 1993, certain assets of the MBE businese exchanged for a 20% ownership in the outstgratock of Chorus Corporation
("Chorus"), a manufacturer of MBE products. The @amy retained the rights to sell certain residsakts of the MBE business not
exchanged with Chorus Corporation. Dispositionhelse assets was completed during the first quairte395. In the third quarter of 1995,
Company sold its investment interest in Chorus.

In 1994, the Company purchased certain assetsAtdie Corporation and purchased certain patents fiBaccarat Electronics, Inc. for
$182,000 which formed the genesis of its Rapid aiProcessing Operation ("RTP"). RTP developeab#rthermal system for use in the
production of flat panel displays under Advanceddech Project Agency ("ARPA") contracts. RTP datdd and sold its first RTP systen
the first quarter of 1995 and a second RTP systetine first quarter of 1996.

In the second quarter of 1995, the Company conbkite sale of its night vision business to Littgrst®8ms, Inc. for cash. The Company
retained certain engineering personnel from thatnigsion business as well as some government actstfor research and development w
in photocathodes, various applications of thattetdgy, and development of processes for makingfihi transistors with sputtered
materials. This activity was organized with the RitBiness to form the Advanced Technology Divigi#gxIrD"). ATD expects to continue
this type of work and will seek continued custors@pport for research and development activities.

In the first quarter of 1996, the Company purchadkedf the outstanding stock of Cathode TechnolGgyporation ("Cathode"). Cathode
designs and manufactures magnetron sputter solacese in the Company's disk sputtering systerhgs acquisition was accounted for
under the purchase method. See Note 16 of Not€srisolidated Financial Statements.

In the second quarter of 1996, the Company purchaléef the outstanding stock of San Jose Techyyol@orp. ("SJT"). SJT is a
manufacturer of systems used to lubricate thin-flisks. This acquisition was accounted for undemtrchase method. See Note 16 of Notes
to Consolidated Financial Statements.

In the second quarter of 1996, the Company purchaléef the outstanding stock of Lotus Technolsgiac. ("Lotus”). Lotus is a
manufacturer of contact stop/start test equipmeandisk drives and drive components. This acquisitvas accounted for under the purchase
method. See Note 16 of Notes to Consolidated FinhBtatements.

The Company is a leading supplier of static spintesystems and related manufacturing equipment tssmanufacture thin-film disks for
computer hard disk drives. The Company's pringypatiuct, the MDP-250B system, enables disk manurfaxt to achieve high coercivities,
high signal-to-noise ratios, minimal disk defeckstability and uniformity, all of which are necessan the production of high performance,
high capacity disks. The Company sells its statigtering systems to both captive and merchantfthmdisk manufacturers. The Company
sells and markets its products directly in the BahiBtates, and through exclusive distributors padand Korea. The Company supports its
customers in Southeast Asia through its wholly adveigbsidiary in Singapore and a branch office iiwaa.
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The consolidated financial statements include tw®ants of Intevac and its subsidiaries. All intenpany transactions and balances have
been eliminated.

Revenue Recognition

Systems and Components -- Revenue for disk spuftsgistem sales is recognized upon customer acoeptRevenue for other systems and
for system component sales is recognized upon sripm

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

Technology Development -- The Company performs bffstts research and development work under vaniegearch contracts. Revenue on
these contracts is recognized in accordance witlract terms, typically as costs are incurred.

These contracts cover such projects as developspgitbering process for thin-film transistors, depég technology for rapid thermal
processing of glass substrates and developingbhtdogy in the areas of EBCCD's, TE photocathashesElectron Beam Sources.

Typically, for each contract, the Company comnutpérform certain research and development eftgto an agreed upon amount. In
connection with these contracts, the Company reseiunding on an incremental basis up to a ceilifgnn completion of each contract, ei
party will typically receive certain rights to thechnical and computer software data developedrthdecontract. Some of these contracts are
cost-sharing in nature, where Intevac is reimbufeed portion of the total costs expended. In tiddj the Company has, from time to time,
negotiated with a third party to fund a portiortled Company's costs in return for a joint intetegshe Company's rights at the end of the
contract.

Net revenues and related cost of net revenuesiatsbaevith these contracts were $3,265,000 andb830D0 for 1996, respectivel
$1,210,000 and $1,358,000 for 1995, respectivelg,%258,000 and $373,000 for 1994, respectively.

Warranty

The Company's standard warranty provides for wayrom 2,000 hours of operation or up to twelve ri@from customer acceptance,
whichever occurs first. During this warranty permty necessary non-consumable parts are suppliethstalled. Non-system products are
warranted for a period of up to twenty-four monfttean shipment. A provision for the estimated cdsivarranty is recorded upon customer
acceptance for systems and upon shipment for nstersyproducts.

International Distribution Costs

The Company makes payments to agents and distrébutmler certain agreements related to interndt&ales in return for obtaining orders
and providing installation and warranty servicesyents to these agents and distributors are iadludcost of net revenues. These amounts
totaled approximately $3,743,000, $1,866,000 an@8gL,000 for the years ended December 31, 1996 488 1994, respectively.

Advertising Expenses

The Company accounts for advertising costs as eepiernthe period in which they are incurred. Adigarg expense for 1996, 1995 and 1994
were insignificant.
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
Customer Advances

Customer advances generally represent nonrefundabplesits invoiced by the Company in connectiowéceiving customer purchase
orders and shipment of the systems. Customer adsaptated to systems that have not been shippagstomers included in accounts
receivable represent $804,000 and $806,000 at DieeBi, 1996 and 1995, respectively.

Cash and Cash Equivalents
The Company considers all highly liquid investmenith a maturity of three months or less when pasg to be cash equivalents.
Short-Term Investments

Short-term investments consist principally of digistruments with maturities between three and tevetonths and are carried at fair value.
These investments are typically short-term in reaand therefore bear minimal risk.

Management determines the appropriate classifitatfialebt securities at the time of purchase aadaleates such designation as of each
balance sheet date.

Cash and cash equivalents represent cash accowhisaney market funds.
Inventories

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

DECEMBER 31,

1996 1995

(IN THOUSANDS)
Raw materialS....cccccovvvvvcvniieiiieiieiceaeee e $6,953 $2,900
WOrK-in-progressS.....cccceeeeeeeeieiiiiiieee s 11,728 10,818
Finished goods......cccccccoviiiiiiniiiieeeeneee . 6,985 2,750

$25,666 $16,468

Equipment and Leasehold Improvements

Equipment and leasehold improvements are carriedsitless allowances for accumulated depreciafoofits and losses on dispositions are
reflected in current operations.

Depreciation is computed using the straityie-method over the estimated useful lives ofabgets, which are generally five to seven yea
machinery and equipment. Amortization of leaselwigrovements is computed using the shorter of ¢éh@aining terms of the leases or the
estimated economic useful lives of the improvements

Intangible Assets
The Company amortizes intangible assets on a ktrlige basis over the estimated useful lives, Whiange from 2 to 7 years.
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
Income Taxes

The Company uses the liability method of accountorgncome taxes as required by Statement of Fiadwccounting Standards No. 109
("SFAS 109").

Net Income Per Share

Net income per share is computed using the weightedage number of shares of common stock and conepaivalent shares, wh
dilutive, from convertible preferred stock (usitg tas-if-converted method) and from stock optiasng the treasury stock method).
Pursuant to the Securities and Exchange Commi&tafh Accounting Bulletins, common and common eqlént shares issued by the
Company at prices below the initial public offeripdgce during the twelve-month period prior to tféering have been included in the
calculation as if they were outstanding for allipgs presented. Dividends paid to Series 1 predesteckholders through the redemption of
the Series 1 Preferred Stock in the third quaté&i985 were $25,000. The impact on net income paresand net income applicable to
common stock was not material.

Employee Stock Plans

The Company accounts for its stock option plansieneémployee stock purchase plan in accordande pravisions of the Accounting
Principles Board's Opinion No. 25 ("APB 25"), "Aaotding For Stock Issued to Employees.” In 1995 Rimancial Accounting Standards
Board released the Statement of Financial Accogr8iandard No. 123 ("SFAS 123"), "Accounting fooc Based Compensation." SFAS
123 provides an alternative to APB 25 and is eifffedior fiscal years beginning after December 1995 The Company is continuing to
account for its employee stock plans in accordavittethe provisions of APB 25.

Use of Estimates

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

Financial Presentation
Certain prior year amounts on the Consolidatedriiz Statements have been reclassified to confortihe 1996 presentation.
3. CONCENTRATIONS
Credit Risk and Significant Customers

Financial instruments that potentially subject @@mmpany to significant concentrations of credik @ensist of cash equivalents and accounts
receivable. The Company generally invests its excash in money market funds and in variable rateicipal bonds, which have contracted
maturities within one year. By policy, the Comparpvestments in commercial paper, certificatedegfosit, Eurodollar time deposits, or
bankers acceptances are rated A1/P1, or betterstiments in tax exempt or tax advantaged instrisnenth as variable rate municipal bonds
are rated A, or better. To date, the Company hasnarred losses related to these investments.
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

The Company operates primarily in one business sag(subsequent to the discontinuance of the wigidn business), which is to design,
manufacture, and sell capital equipment used ih téghnology manufacturing and research activitistorically, a significant portion of the
Company's revenues in any particular period haea lagtributable to sales to a limited number otauers. The Company performs credit
evaluations of its customers' financial conditiansl requires deposits on system orders but doegenetally require collateral or other
security to support customer receivables. MatsGeagate and HMT Technology accounted for 32%, 328418% respectively, of the
Company's total net revenues during 1996. Seagdi&, Technology and Matsubo accounted for 40%, 20 B/ %, respectively, of the
Company's total net revenues during 1995. Tracea§¢oTechnology, Matsubo, Seagate, Varian Assactatd Komag accounted for 25%,
15% 13%, 12% and 10%, respectively, of the Comgatoyal net revenues during 1994. The Companygesarcustomers purchase disk-
sputtering systems and change from period to pexsatthin-film disk fabrication facilities are budt expanded.

Products

Disk sputtering equipment contributed a significaottion of the Company's revenues and profits9ia6l The Company expects that its
ability to maintain or expand its current levelsge¥enues and profits in the future will dependnufie success in enhancing its existing
systems and developing and manufacturing competitisk sputtering equipment.

Markets

The market for the Company's products is charasdrby rapid technological developments, evolvimdpstry standards, changes in custc
requirements, new product introductions and enhraeoés. The market for disk sputtering systemsiiaamily dependent upon the decisior

a prospective customer to replace obsolete equipardn increase manufacturing capacity by upgmrgadinexpanding existing manufacturing
facilities or constructing new manufacturing faess, all of which typically involve a significactpital commitment. In addition, the
cyclicality of the disk drive industry, among ottfactors, may cause prospective customers to poestgecisions regarding major capital
expenditures, including purchases of the Compaygtems.

Materials

In certain instances, the Company is dependent apmte supplier or a limited number of suppliershas qualified only a single or limited
number of suppliers, for certain complex componentsub-assemblies utilized in its products. ThenBany has implemented a key supplier
program in which it appoints certain key vendorsals suppliers for certain parts with the goahgbroving response time and reducing
costs. In addition, the Company makes extensivefisappliers serving the semiconductor equipmesiriess and such suppliers may
choose to give priority to their semiconductor @guént customers that are much larger than the Caoypany 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, finaoecralition and results of operations.

Inventories

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

33



INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
Competition

The Company experiences intense competition woddwiiom three principal competitors, each of whiels substantially greater financial,
technical, marketing, manufacturing and other resmaithan the Company. There can be no assurasict¢hCompany's competitors will r
develop enhancements to, or future generationsoafpetitive products that will offer superior priceperformance features or that new
competitors will not enter the Company's market$ @evelop such enhanced products. Because of tbhageetitive factors, there can be no
assurance that the Company will be able to competeessfully in the future. Increased competitiresgure could cause the Company to
lower prices for its products, thereby adversefgaing the Company's business, financial conditind results of operations.

Export Net Revenues

Export net revenues by geographic region were lasafe (in thousands):

YEAR ENDED FAR REST OF
DECEMBER 31, EAST WORLD TOTAL
1996..cciiiiiiiiiii $36,315 $ 57 $36,372
1995 7,954 723 8,677
1994, i 8,231 13 8,244

Export sales do not include systems purchased medtic corporations, but delivered to internatidoahtions. Those shipments accounted
for approximately 28% of revenue in 1996. Expolésare likely to continue to account for a subaéhportion of net revenues in the future.
Sales and operating activities outside of the Win8tates are subject to certain inherent riskéudlieg fluctuations in the value of the United
States dollar relative to foreign currencies, fasifluotas, taxes and other market barriers, paliind economic instability, restrictions on the
export or import of technology, potentially limitéutellectual property protection, difficulties #taffing and managing international operat
and potentially adverse tax consequences. Therbeao assurance that any of these factors wilhawge a material adverse effect on the
Company's business, financial condition or resafitsperations. In particular, although the Compsuexport sales have been denominated in
United States dollars, such sales and expensesiatdye denominated in dollars in the future, andency exchange fluctuations in countries
where the Company does business could materiallgradly affect the Company's business, financiatlitn and results of operations.

4. DISCONTINUED OPERATIONS

In 1992, the Company was notified by the U.S. Attt the night vision business had not been awattedext phase of a significant
production contract that was critical to the bus@e

In the first quarter of 1995, the Company adoptéatiaal plan to discontinue the operations of itghbvision business. Accordingly, the
consolidated statements of operations and casts flomall periods presented reflect the night visiperations as discontinued. In the second
quarter of 1995, the Company sold its night vidioisiness to Litton Systems, Inc. for cash of $7,3d®. The terms of the sale of the night
vision business required the Company to indemnifiph Systems, Inc. for certain potential warraatyl environmental claims. In connect
with this sale, the Company recorded a net gaidismosal of $2,254,000 ($1,398,000 after tax, ot $@er share) as follows:

Gain on sale, less applicable income taxes of $1,00 7,000............... $1,645,000
Operating losses from April 1, 1995 to May 5, 1995, net of applicable
benefit from income taxes of $151,000........... L. (247,000)
$1,398,000
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

In connection with this sale, the Company redubedgain by a charge of $2,622,000 ($1,626,000 tdteror $0.15 per share) for costs
associated with the sale. The significant companehthis charge included $795,000 for warrantyt,d8680,000 for estimated
environmental remediation costs associated withsiteeof the night vision operations, and $476,fa00vrite-offs of certain prepaid expenses
and other assets. Remediation efforts were largatypleted in 1996. Warranty on all products shippgthe business will expire in
November 1997. The remaining accrual associatdd aldising the business is $745,000 at Decembet@6. Although manageme

believes that the reserves remaining will cover @loljgations the Company may have, with respettg¢might vision operations and its
occupancy of the Palo Alto site, there can be isarasice that such reserves will be adequate, btttlige will not be a material impact in the
near term on the financial statements presented.

Net revenues of the night vision business includetiscontinued operations were $4,221,000 and35B3000 for the years ended Decernr
31, 1995 and 1994, respectively. The income (lves) discontinued operations were net of a proviglmenefit) for income taxes of
$(163,000) and $893,000 for the years ended Deae®ihd 995 and 1994, respectively.

5. INVESTMENT IN 601 CALIFORNIA AVENUE LLC

In the third quarter of 1995, the Company enten¢d & Limited Liability Company Operating Agreemétibhe Operating Agreement") which
expires December 31, 2015 with 601 California AvehuC (the "LLC"), a California limited liability ampany formed and owned by the
Company and certain shareholders of the Comparg/LL was formed for the purpose of removing thidings, remediation and the
development of an office building at the site af thompany's discontinued night vision business"@ie"). Under the Operating Agreeme
the Company transferred its leasehold interediénSite in exchange for a preferred share in thg,lllaving an aggregate liquidation
preference equal to $3,900,000 (unaudited), andetimaining shareholders of the LLC contributed aafstpproximately $1,053,000
(unaudited). The Company's preferred share votdsthe common shares and has one vote out of 1e8@#&pt for votes on the sale, transfer
or lease of the Site, the LLC or changes to thetsigf the preferred share as to which approvét@holder of the preferred share is required.
The leasehold interest in the Site is with the BazrTrustees of the Leland Stanford Junior UniigrgStanford"). The leasehold interest is
fully paid and expires in the year 2053. The faarket value of the leasehold interest in the Sis determined by an independent appraiser
to be $3,900,000 (unaudited). The Company is adoayfor the investment under the cost recoveryhmétand has recorded its investment
in the LLC at approximately $2,431,000, which reserets the Company's historical carrying value efl@asehold interest in the Site which
the Company believes is less than the net reaézadlue. The Company and the LLC have cross- indf@dreach other for potential
environmental claims relating to acts prior to antisequent to the transfer of the Site, respegtifRer the Operating Agreement, the
Company is not required to contribute additiongditzd to the

LLC. The preferred share in the LLC accrues an ahh0% cumulative preferred return. The cumulagixeferred return is not payable until
the property is developed and generating positperating cash flow, which among other factors gpehdent on the LLC obtaining
additional financing, performing site environmen&inediation for which Varian has made certain indiications, developing the Site, and
negotiating a favorable lease(s).

During 1996, the buildings on the Site were remediaclosed and demolished, the LLC formed a je@mture with Stanford ("Stanford JV")
to develop the property, the Stanford JV receiygataval from the City of Palo Alto for its redevploent plans, and the Stanford JV signed
an 11 year lease with a tenant for 75% of the pedaedevelopment (unaudited).
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INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
6. INVESTMENT IN CHORUS CORPORATION

In 1993, the Company sold its MBE operations arquaied 20% of the outstanding capital stock of @lspa manufacturer of MBE products.
The investment is accounted for under the equitthote The net effect of the Company's share of @iaret income (loss) is included in
other income (expense), net and was $165,000 &h@8Ck)) for the years ended December 31, 1995 a@d, I8spectively.

Certain MBE inventory, sufficient to fill MBE's bklog, was not sold to Chorus. However, Chorus akedinventory to complete the backl
sales and reimbursed the Company for the cost®frthentory upon completion of the sale. A recbleaof $249,000 was recorded in the
Company's financial statements at December 31, i®@%he cost of such inventory. In addition, then@pany retained the rights to sell cer
other residual used systems of the MBE businesswbi@ not exchanged with Chorus. The sale of thesd systems was completed during
the first quarter of 1995.

In the third quarter of 1995, the Company sol®@%6 investment interest in Chorus, which represeht250,000 shares of Chorus stock t
individual for $500,000 in cash and a note for 88,800. This note bears interest at 12.5% perwéhrprincipal and interest payable in
installments through August 1997. The note is sstibry 1,033,000 shares of Chorus stock. The sales @f the Chorus stock exceeded the
net carrying value of the Company's investmenthior@s by approximately $1,800,000. Due to the ieheuncertainties regarding the
performance of an individual making the remainingtallment payments on the note, the Company aefehe gain on the sale and is
recognizing it under the cost recovery method. Wit cost-recovery method, no profit is recogniaetl cash payments by the individual
buyer, including principal and interest on debt tluéhe Company, exceed the Company's net carmahge of its investment. The December
31, 1996 note receivable reserve of approximat&|§ 80,000 represents the deferred gain under tterecovery method.

7. LINE OF CREDIT

In September 1996, the Company entered into a Bssihoan Agreement with two banks which providesaftotal of $20.0 million in
available borrowings based on eligible receivahles inventory. This agreement replaces the Compagmigr line of credit. The agreement is
for a revolving line of credit, which is availablatil May 1, 1997, when the outstanding principdl ae payable. The line of credit bears
interest, at the option of the Company, at the pniate, or the London Interbank Offering Rate (LB(lus 250 basis points for receivable
advances and at the prime rate plus one percetite@iBOR plus 350 basis points for inventory attwes. Interest on outstanding Prime F
Advances is due monthly and interest on LIBOR Ademnis due at the end of the Interest Period aseeldy the borrower. The Interest
Period can be one, three or six months. In thetesfetiefault, interest on the outstanding loanéases to 5.00% above the interest rate
applicable immediately prior to the default.

As of December 31, 1996, the Company had secus&k?j000,000 note related to the purchase of Cathith a stand-by letter of credit
under its Business Loan Agreement. No additionaluts were outstanding under the agreement. The&oyris required to maintain
certain financial ratios and other financial coidis including restrictions on its ability to pagyadividends. Borrowings under the line of
credit are secured by substantially all of the Canys assets.

8. COMMITMENTS AND CONTINGENCIES
Commitments

The Company leases certain facilities under norce&laible operating leases that expire at variousdgiop to 1999. The facility leases require
the Company to pay for all normal maintenance costs
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Future minimum rental payments under these lead@s@@mber 31, 1996 are as follows (in thousands):

$1,195
1,074
519

Gross rental expense was approximately $1,16638{%),000 and $1,212,000 for the years ended Deae®ibhd996, 1995, and 1994,
respectively. Offsetting rental expense for theéqur ending December 31, 1995 and 1994 was suhbiees@e of $14,000 and $739,000,
respectively.

Contingencies

In August 1993, Rockwell International Corporat{®@Rockwell") sued the Federal government alleginfgingement of certain patent rights
with respect to the contracts the Federal governimas had with a number of companies, includingvat. The Federal government has
notified the Company that it may be liable in coctien with contracts for certain products from tbempany's discontinued night vision
business. There can be no assurance that thetiesadfithe claims by Rockwell with the Federal gavment will not have a material adve
effect on the Company's financial position or resof operations. However, the Company believesttigaultimate resolution of this matter
will not have a material adverse effect on its fiicial position, results of operations or cash flows

9. EMPLOYEE BENEFIT PLAN

In 1991, the Company established a defined coritdbuetirement plan with 401(k) plan features. Pien covers all United States
employees eighteen years and older. Employees ralg pontributions by a percentage reduction irr thedaries, not to exceed the
statutorily prescribed annual limit. The Companydmaontributions of $109,000, $112,000 and $134f6bthe years ended December 31,
1996, 1995 and 1994, respectively. Administrativpemses relating to the plan are insignificant.

10. REDEEMABLE PREFERRED STOCK

On February 15, 1991, Intevac issued 610,000 sldumesnvoting redeemable Series 1 Preferred Sto&farian. In 1995, the Company
redeemed the shares of nonvoting redeemable SeResferred Stock held by Varian for $6,100,000 paid dividends of $25,000 prior to
the redemption.

11. SHAREHOLDERS' EQUITY

The Company's Articles of Incorporation authori8g000,000 shares of Preferred Stock. The BoaRirettors has the authority to issue
Preferred Stock in one or more series and to fixtice, rights, preferences, privileges and resdris thereof, including dividend rights,
dividend rates, conversion rights, voting rightsnts of redemption, redemption prices, liquidatoeferences and the number of shares
constituting any series or the designation of serfies, without further vote or action by the shatéers.

Convertible Preferred Stock

In the third quarter of 1995, the Series A contdetpreferred shareholders of the Company exchaaljed the outstanding shares of Series
A convertible preferred stock of the Company fomeooon stock and cash. Each share of preferred staslexchanged for two-thirds of a
share of common stock and a cash payment of $0hfghwvas based on a valuation from an independpraéser. As a result of the
exchange, 13,020,000 shares of convertible prefatack were exchanged for 8,680,000 shares of @mstock, and the Company's total
cash payment was approximately $9,895,000 to thiesSA convertible preferred shareholders. TheeSeti and B preferred stock were
convertible into two-thirds of a share of commawckt at the option of the holder, subject to ceraitidilution adjustments.
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Common Stock Dividend

In 1995, subsequent to the convertible preferredkstxchange described above, the Company paié &iroe dividend of $0.495 per
outstanding share of common stock. The Companyaaiksh dividend on 9,929,303 shares of approxlyn&te922,000 to the common
shareholders. The Company has no plans to payatidilin the future.

Stock Option/Stock Issuance Plans

The Board of Directors approved the 1991 Stock @y8tock Issuance Plan (the "1991 Plan™) in 199t maximum number of shares that
may be issued over the term of the 1991 Plan 862667 shares.

The 1991 Plan is divided into two separate comptaéine Option Grant Program and the Stock IssuBnagram. Under the Option Grant
Program, the Company may grant either incentivekstgptions or nonqualified options or implement&tappreciation rights provisions at
the discretion of the Board of Directors. Exercikh option price, and other terms are determibgdhe Board of Directors, but the option
price shall not be less than 85% and 100% of tinerfarket value for nonqualified options and inéeaistock options, respectively, as
determined by the Board of Directors.

In 1995, the Board of Directors approved adoptibi)dhe 1995 Stock Option/Stock Issuance Planennchich employees, nonemployee
directors, and consultants may be granted stodkropto purchase stock or issued shares of stootdess than 85% of fair market value on
the grant/issuance date, and

(i) the 1995 Employee Stock Purchase Plan. Th& Ei8ck Option/Stock Issuance Plan is intendeeiteesas the successor equity incentive
program to the Company's 1991 Stock Option/Stoskdsce Plan. 1,882,013 shares of common stocklieereauthorized for issuance,
comprised of the shares which remain availabléskwance under the 1991 Stock Option/Stock Issultze including the shares subject to
outstanding options and an additional increasgpfaimately 515,000 shares. Options granted utiaei 995 Stock Option/Stock Issuance
Plan are exercisable upon vesting and generallyoxes a five-year period. Options currently expicelater than ten years from the date of
grant.

Options granted under the 1991 Stock Option/Steskdnce Plan are immediately exercisable, howawexercised options and shares
purchased upon the exercise of the options aresttg vesting over a five-year period. Sharesdhainot vested may be repurchased by the
Company. Options to purchase 167,438, 129,135 @8@l57 shares were vested at December 31, 1996,ak8P1994, respectively. Shares
totaling 21,750, 50,667 and 212,043 were subjemtparchase at December 31, 1996, 1995 and 199k ctvely.

The Company has elected to follow APB 25 and rdl&téerpretations in accounting for its employescktoptions because, as discussed
below, the alternative fair value accounting preddor under SFAS 123, "Accounting for StaBksed Compensation,” requires use of of
valuation models that were not developed for usalning employee stock options. Under APB 25, heeahe exercise price of the
Company's stock options equals the market pri¢eeotinderlying stock on the date of grant, no campson expense is recognized.

Pro forma information regarding net income and is@sper share is required by SFAS 123, which edgaires that the information be
determined as if the Company has accounted fenifgsloyee stock options granted subsequent to Dezreddh 1994 under the fair value
method of this Statement. The fair value for thesions was estimated at the date of grant usiBigek-Scholes multiple option pricing
model with the following weighted average assumio

risk-free interest rates ranging from 5.32% to &2&nd from 5.26% to 6.37% for 1995 and 1996, respedy; a dividend yield of 0.0%, a
volatility factor of the expected market price bétCompany's common stock of 0.67, and a weightedage expected life of the option of
0.25 years beyond each respective vesting periptio granted prior to the Company's Initial Pal@iffering in November 1995 have a
volatility factor of 0.0.
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The Black-Scholes option valuation model was deuetbfor use in estimating the fair value of tradptions which have no vesting
restrictions and are fully transferable. In addifioption models require the input of highly sulijezassumptions including the expected
stock price volatility. Because the Company's erygdostock options have characteristics signifigadifferent from those of traded options,
and because changes in the subjective assumptonsaterially affect the fair value estimate, imagement's opinion, the existing models
do not necessarily provide a reliable single measfithe fair value of its employee stock options.

Under the 1995 Employee Stock Purchase Plan, thg@&oy is authorized to issue up to 250,000 shdresmomon stock to participating
employees. Under the terms of the Plan, employae<icoose to have up to 10% of their annual basénga withheld to purchase the
Company's common stock. The purchase price ofttuk $s 85% of the lower of the subscription datie fharket value and the purchase date
fair market value. Approximately 80% of eligible ployees have participated in the Plan in 1995 @&861Under the Plan, the Company ¢
62,467 shares to employees in 1996. The Comparg/miterecognize compensation cost related to ereplpurchase rights under the Plan.
To comply with the pro forma reporting requiremenit SFAS 123, compensation cost is estimated #®fdlr value of the employees'
purchase rights using the Black-Scholes model thighfollowing assumptions for those rights grarte#l995 and 1996: dividend yield of
0.0%; an expected life ranging up to 2.2 years ¢ffering period ends January 31, 1998 for all stiption periods); expected volatility fac

of 0.67; and a risk free interest rate of 5.77%e Weighted average fair value of those purchasdsigranted in November 1995, February
1996 and August 1996 were $3.04, $3.80 and $5&s5pectively.

Had compensation cost for the Company's stock-besegensation plans been determined based onithafiae at the grant dates for
awards under those plans consistent with the meth&FAS 123, the Company's net income and earmiagshare would have been reduced
to the pro forma amounts indicated below:

1996 1995

(IN THOUSANDS,
EXCEPT PER SHARE

DATA)
Pro forma netincome...........ccccoevveivennns $3,878  $6,985
Pro forma earnings per share....................... $0.30 $0.66

Because SFAS 123 is applicable only to optionstgrhaubsequent to December 31, 1994, its pro feffieat will not be fully reflected until
1999.

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

1996 1995 1994
WEIGHTED-AVERA GE WEIGHTED-AVERAGE WEIGHTED -AVERAGE
OPTIONS EXERCISE PRIC E OPTIONS EXERCISE PRICE OPTIONS EXERCIS E PRICE
Outstanding -- beginning
of year............... 931,637 $4.25 797,144 $0.53 741,151 $0 .30
Granted............... 585,000 12.13 707,980 5.28 99,992 2 .18
Exercised............. (138,444) 3.16 (556,822) 0.31 (37,333) 0 .36
Forfeited............. (112,251) 5.43 (16,665) 1.28 (6,666) 0 75
Outstanding -- end of
Year.....ccoeuienne 1,265,942 7.91 931,637 4.25 797,144 0 .53
Exercisable at end of
Year....ooueenienne 667,942 $4.40 888,637 $4.16 797,144 $0 .53

Weighted-average fair
value of options
granted during the
year......cooe... $5.87 $1.01
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OUTSTANDING AND EXERCISABLE BY PRICE RANGE AS OF DE CEMBER 31, 1996

OPTIONS OUTSTANDING OPTIONS EXERCISABLE
NUMBER WEIGH TED AVERAGE WEIGHTED NUMBER WEIGHTED
RANGE OF OUTSTANDING AS OF RE MAINING AVERAGE EXERCISABLE AS O F AVERAGE
EXERCISE PRICES DECEMBER 31, 1996 CONTR ACTUAL LIFE EXERCISE PRICE DECEMBER 31, 199 6 EXERCISE PRICE
$0.150 - $2.175 239,120 7.09 $1.47 239,120 $1.47
$6.000 --$6.000 441,322 8.62 $6.00 418,822 $6.00
$7.500 --$7.625 260,000 9.25 $7.62 10,000 $7.50
$11.000 -- $16.000 155,500 9.70 $12.04 - --
$17.750 -- $21.250 170,000 9.42 $18.58
$0.150 -- $21.250 1,265,942 8.70 $7.91 667,942 $4.40

12. RELATED PARTY TRANSACTIONS

Kaiser Aerospace & Electronics Corporation ("Kalsés a related party resulting from their stockeiest in the Company. Kaiser owned
approximately 45% and 46% of the outstanding comstook at December 31, 1996 and December 31, ¥88pectively. Varian was a
related party until August 1995 when the nonvopingferred stock was redeemed.

The Company had system and product sales to Vafiéih,844,000 and $2,491,000 for the years endedmber 31, 1995 and 1994,
respectively. The Company paid rent to Varian gfragimately $1,056,000 during the year ended Deeer8lh, 1994. No rent was paid to
Varian in 1995. At December 31, 1995, $199,000 dwesfrom Varian. The Company has been a subcoatraxKaiser on certain
government contracts and recognized revenues obsippately $12,000 and $406,000 for the years emkstember 31, 1995 and 1994,
respectively. Gross margins on these contractthéoyears ended December 31, 1995 and 1994 weégaificant. In 1995, final settlement
was reached on a caype contract, which resulted in the Company rengi$12,000 from Kaiser. The Company has not besubaontractc
to Kaiser during 1996.

Gross margins realized on related party transesti@ve not been materially different from the grosggins realized on similar types of
transactions with unaffiliated customers. Managerbetfieves rent paid to Varian was made on termsiace favorable to the Company than
could have been obtained from an unaffiliated tpiady.

13. INCOME TAXES
The provision for income taxes attributable to @anhg operations consists of the following (in tisands):

YEARS ENDED DECEMBER 31,

Federal:

CUIMENL e $5,761 $2,853 $76
Deferred....ccccoovveeiiiiiiiiiiieeeeeeee (292) (109) 633
5,469 2,744 709
State:

CUIMTEN . i 1,362 99 --

Deferred....ccccooveeiiiiiiiieeeeeee (481) 336 117
881 435 117

Totaleooiiiiee e $6,350 $3,17 $826

40



INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

The tax benefits associated with exercises of nalifipd stock options and disqualifying dispositsoof stock acquired through the incentive
stock option and employee stock purchase plansestixes currently payable for 1996 as shown abg\#690,000. Such benefits are
credited to shareholders' equity when realized.

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

DECEMBER 31,

1996 1995
Deferred tax assets:
Discontinued operations reserve.................. $ 316 $ 809
Vacation accrual.........c.cccccoeevevininnnns 333 264
Warranty reserve................ 1,011 454
Deferred investment gain............ccccceeeen. 168 202
Bad debt reserve...........cooveviiiiiiiennnnn 447 235
Inventory valuation............ccocceeveeeennnne 2,110 1,051
Other......cooiiiiiiiiee e 344 683
4,729 3,698
Valuation allowance for deferred tax assets........ L. - (462)
Total deferred tax assets......cccccevevvveeeeees e $4,729  $3,236
Deferred tax liabilities:
Purchased technology.......ccccocevvvevcvevcee e, $569 $ -
Other e e, 151 --
Total deferred tax liabilities..................... . $720 $ --
Net deferred tax assets........coccevvvvevvcees e, $4,009 $3,236

The valuation allowance of $462,000 at Decembed 995 relates to certain future state income taludions. The valuation allowance for
the years ended December 31, 1996 and 1995 dedrep$262,000 and $400,000, respectively.

A reconciliation of the income tax provision at fleeleral statutory rate of 35% in 1996 and 199534 in 1994 to the income tax provision

at the effective tax rate is as follows (in thowdsn

YEARS ENDED DECEMBER 31,

1996 1995 1994
Income taxes computed at the federal statutory rate ... $3,963 $3,130 $850
State taxes (net of federal benefit).............. ..~ .. 573 283 90
Acquired in-process research and development....... ... 2,042 - -
Foreign Sales Corporation benefit.........cc........ .. (525) (140) -
Tax exempt iNCOME......coevvvvvvviiiiiiiiieeeeee (56) (92) (125)
Goodwill amortization.......ccccccovecvveeenneeees L 335 - -
Research credit........cccocvevviinecvcceeeee. - - (51)

........ 18 2 62

$3,179

$826
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The Company's effective tax rates for the yearedmdkecember 31, 1996, 1995 and 1994 were 56.1%%3a8nd 33.0%, respectively.
14. RESEARCH AND DEVELOPMENT COST SHARING AGREEMENT

The Company entered into an agreement with a Japarmnpany to perform best efforts joint researchdevelopment work. The nature of
the project is to develop a glass coating machirgetused in the production of flat panel displayse Company was funded for one-half of
the actual costs of the project up to a ceiling®#50,000. At December 31, 1996, the Company éegived $5,450,000 under the contract.
Qualifying costs of approximately $3,283,000, $8,890 and $3,994,000 for the years ended Decenihdr986, 1995, and 1994,
respectively, were incurred on this project, résglin offsets against research and developmens cdspproximately $1,347,000,
$1,130,000 and $1,997,000 in 1996, 1995 and 1@3fectively.

As of December 31, 1996, all of the $5,450,000 adgehad been applied to qualifying costs. The Compad its Japanese partner are
discussing further joint development work on thejgct. There can be no assurance that the Compahigsadevelopment partner will reach
agreement on further joint funding or cooperation.

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

15. QUARTERLY CONSOLIDATED RESULTS OF OPERATIONSNAUDITED)

THREE MONTHS ENDED

MARCH 30, JUNE 29, SEPTEMBER 28, DECEMBER 31,
1996 1996 1996 1996

(IN THOUSANDS, EXCEPT PER SHARE DATA)
Net sales......cocoeevieieniiennnn. $15,1 26 $20,235 $24,603 $ 28,268

Gross profit....... . 5,9 23 8,007 8,560 10,090

Net income (l0SS).............. . 1,8 97  (3,225) 2,799 3,502

Net income (loss) per share.............. $ 0. 15 $ (0.26) $ 0.22 $ 0.27

THREE MONTHS ENDED

APRIL 1, JULY 1, SEPTEMBER 30, DECEMBER 31,
1995 1995 1995 1995
(IN THOUSANDS, EXCEPT PER SHARE DATA)
Net sales.......ccovvvereerveneenennns $5,3 69 $11,105 $12,071 $ 14,337
Gross profit......ccceeeviveereeiiines 1,6 91 3,989 4,369 5,119
Netincome.........cccocvvvvvveveenennen. 1,8 02 1,637 1,730 1,931
Net income per share..................... $ 0. 18 $ 0.16 $ 0.16 $ 0.17

16. ACQUISITIONS

In January, 1996, the Company acquired Cathod®f@60,000 cash and notes in the aggregate amb#8tG900,000, secured by a
$2,000,000 standby letter of credit payable updawdeof the note, and acquisitions costs of $1@,0the notes bear interest at 5.58%
compounded monthly and payable quarterly. Pringiagments on the note are made quarterly basedibsales of the Cathode sputter
sources. Any remaining balance on the notes onadprd4, 2001 is due in full regardless of sputtarrse sales. Cathode licenses its patented
magnetron sputter source technology from Alum Rbe&hnology, Inc. ("Alum Rock") for a royalty of 2&o0f sales of Cathode sputter
sources. As part of the transaction the Comparsived from
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Alum Rock: (1) an exclusive license to use Alum Redechnology in the disk sputtering businessa(Bpn-exclusive license to use Alum
Rock's technology in other business, and (3) ailopd purchase Alum Rock's patents for $1,000,00@ Company has also entered into
five year non-compete agreements with the prinsip&lCathode and Alum Rock.

Goodwill of $2,855,000 related to the Cathode asitjon is being amortized over seven years and $®00assigned to a non-compete
agreement will be amortized over 5 years. Accunedl@mortization at December 31, 1996 is $442,00€hfzse intangible assets.

On May 3, 1996, the Company completed the acqoisiif the outstanding stock of SJT. The total pasehprice was $3,700,000 and
acquisition costs were $15,000. Current technolufg}786,000 related to the SJT acquisition is baimprtized over 2 years and $100,000
assigned to a non-compete agreement will be amnedrbzer 5 years. Goodwill of $375,000 created leydéferred tax liability on the SJT
acquisition is being amortized over 2 years. Acclatead amortization at December 31, 1996 is $400f60these intangible assets.

On June 6, 1996, the Company completed the adguisif the outstanding stock of Lotus. The totalghase price was $8,320,000 and
acquisition costs were $15,000. Goodwill of $2,868, related to the Lotus acquisition is being aimed over 5 years while $1,015,000
assigned to current technology and $136,000 assigna non-compete agreement will be amortized 8werars. Goodwill of $461,000
created by the deferred tax liability on the Lodggjuisition is being amortized over 3 years. Acclatead amortization at December 31, 1996
is $648,000 for these intangible assets.

Results for SJT and Lotus are included in the Clichesied Statements of Income beginning in May 1886 June 1996, respectively. The
following unaudited pro forma information assumes acquisitions occurred at the beginning of ear presented:

YEARS ENDED
DECEMBER 31,

(IN THOUSANDS,
EXCEPT PER SHARE
DATA)

Net SAlES.....coovviiiiiiiciieicieceeeee e $91,938  $48,290
Income from continuing operations.........cccceeee.. e 10,608 4,656
NetinComMe.......ocovvviiiiiiciicicies 10,608 5,991
Per share:
Income from continuing operations................. $ 082 $ 044
NELINCOME. ..o e $ 082 $ 0.56

The pro forma information excludes the $5.8 milliente-off of acquired in process research and tipraent.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
Not Applicable.
PART IlI
ITEM 10. DIRECTORS AND OFFICERS OF THE REGISTRANT

The information required by this item relating e tCompany's directors and nominees and discloslagng to compliance with Section 16
(a) of the Securities Exchange Act of 1934 is ideldi under the captions "Election of Directors" a@dmpliance with Section 16(a) of the
Securities Exchange Act of 1934" in the Companyt{ Statement for the 1997 Annual Meeting of Shatgers and is incorporated herein
by reference. The information required by this itesiating to the Company's executive officers aeg &mployees is included under the
caption "Executive Officers and Directors" undentt4 in

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

The information required by this item is includetter the caption "Executive Compensation and Retletrmation” in the Company's
Proxy Statement for the 1997 Annual Meeting of 8halders and is incorporated herein by reference.

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

The information required by this item is includetter the caption "Ownership of Securities" in tl@pany's Proxy Statement for the 1997
Annual Meeting of Shareholders and is incorpordieetin by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information required by this item is includetter the caption "Certain Transactions" in the Cany{s Proxy Statement for the 1997
Annual Meeting of Shareholders and is incorporéteetin by reference.

PART IV

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

Report of Ernst & Young, LLP, Independent Auditors

Consolidated Balance Sheets -- December 31, 199@1dr995

Consolidated Statements of Income for the years@dicember 31, 1996, 1995 and 1994
Consolidated Statements of Shareholders' Equitthfoyears ended December 31, 1996, 1995 and 1994
Consolidated Statements of Cash Flows for the yaaded December 31, 1996, 1995 and 1994
Notes to Consolidated Financial Stateme- Years Ended December 31, 1996, 1995 and 1994
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2. Financial Statement Schedules.
The following financial statement schedule of Ir@eyinc. is filed pursuant to Part IV, ltem 14(&ftos Annual Report on Form 10-K:
Schedule Il -- Valuation and Qualifying Accounts

All other schedules have been omitted since theired) information is not present in amounts suffitito require submission of the schedule
or because the information required is includeth@éconsolidated financial statements or notestber

3. Exhibits.
EXHIBIT
NUMBER DESCRI PTION
10.1 Stock Purchase Agreement by and among Lotu s Technologies, Inc., Lewis Lipton, Dennis
Stork, Steve Romine & Intevac, Inc., dated June 6, 1996

11.1 Computation of Net Income Per Share

21.1 Subsidiaries of the Registrant

23.1 Consent of Ernst & Young LLP, Independent Auditors
24.1 Power of Attorney (see page 46)

27.1 Financial Data Schedule

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

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigthas duly caused this report to be
signed on its behalf by the undersigned, theredalp authorized, on February 6, 1997.

INTEVAC, INC.

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

Charles B. Eddy |11

Vi ce President, Finance and
Admi ni stration,

Chief Financial Oficer, Treasurer
and Secretary

(Principal Financial and Accounting
O ficer)

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each pemsbose signature appears below constitutes amargpNorman H. Pond
and Charles B. Eddy Ill, and each of them, asrhis &nd lawful attorneys-in-fact and agents, with gower of substitution and
resubstitution, for him and in his name, place stead, in any and all capacities, to sign any dreheendments (including post-effective
amendments) to this Report on Form 10-K, and éotfie same, with all exhibits thereto, and othe&udtents in connection therewith, with
the Securities and Exchange Commission, granting said attorneys-in-fact and agents, and eacheshf full power and authority to do and
perform each and every act and thing requisitersaogssary to be done in connection therewith, Ipstéuall intents and purposes as he m
or could do in person, hereby ratifying and confirgnall that said attorneys-in-fact and agentsgror of them, or their or his substitute or
substitutes, may lawfully do or cause to be dongitiye hereof.

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

SIGNATURE TITLE DATE
/sl NORMAN H. POND Chairman of th e Board, President and February 6, 1997
- Chief Exec utive Officer (Principal
(Norman H. Pond) Executive Of ficer)
/s CHARLES B. EDDY Il Vice President , Finance and February 6, 1997
- Administra tion, Chief Financial
(Charles B. Eddy IIl) Officer Trea surer and Secretary
(Principal F inancial and Accounting
Officer)
/sl JOHN R. DOUGERY Director February 6, 1997

(John R. Dougery)

/sl EDWARD DURBIN Director February 6, 1997

(Edward Durbin)

/s DAVID N. LAMBETH Director February 6, 1997

(David N. Lambeth)

/sl H. JOSEPH SMEAD Director February 6, 1997

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

BALANCE

AT -

BEGINNING CHARGE
DESCRIPTION OF PERIOD AND

Year ended December 31, 1994:
Deducted from asset accounts:
Allowance for doubtful
accounts................ $ 193,762 $
Year ended December 31, 1995:
Deducted from asset accounts:
Allowance for doubtful
accounts................ $ 105,585 $5
Year ended December 31, 1996:
Deducted from asset accounts:
Allowance for doubtful
accounts................ $ 460,629 $5

INTEVAC, INC.
ADDITIONS
BALANCE AT
D TO COSTS CHARGED TO OTHER END

EXPENSES ACCOUNTS-DESCRIBE DEDUCTIONS-DESCRIB E OF PERIOD

13,689 $0 $ 101,866 $ 105,585
24,953 $0 $ 169,909(1) $ 460,629
89,712 $0 $ 25,900 $1,024,441

(1) Includes $95,000 transferred to net assetssebdtinued operations.
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STOCK PURCHASE AGREEMENT

THIS STOCK PURCHASE AGREEMENT (this "Agreement"ngde as of June 6, 1996, by and among Lotus Téadies, Inc., a
California corporation (the "Company"), Lewis Tpton, Trustee for the Lipton Separate Property fldated January 12, 1993 ("Mr.
Lipton"), Dennis C. Stark, an individual ("Mr. Skdy, Steven Romine, an individual ("Mr. Romine")damtevac, Inc., a California
corporation (the "Purchaser").

THE PARTIES HEREBY AGREE AS FOLLOWS:
1. Purchase and Sale of Stock.

1.1 Purchase and Sale. Subject to the terms artitioms of this Agreement, at the Closing (as deditbelow) the Purchaser shall purchase
from each of Mr. Lipton, Mr. Stark and Mr. Romineo(lectively, the "Selling Shareholders" and eantividually, a "Selling Shareholder")
that number of shares of Lotus Technologies, Inmmon stock, without par value (the "Common Stock&} forth opposite each Selling
Shareholder's name on Schedule A hereto for aregge price of $8,025,000 (the "Purchase Price").

1.2 Closing. The purchase and sale of the CommaockSthall take place at the offices of BrobeckeBhl & Harrison LLP, Two
Embarcadero Place, 2200 Geng Road, Palo Alto,&aid 94303, at 11:00 a.m., on June 6, 1996 auclt sther location and time as the
Company, the Selling Shareholders and the Purclhaserally agree upon (which time and place aregieged as the "Closing"). At the
Closing, each Selling Shareholder shall deliveah®Purchaser a certificate representing the Conatock that the Purchaser is purchasing
from such Selling Shareholder, properly endorsdulank for transfer and accompanied by a duly eteztatock power in proper form,
against delivery to such Selling Shareholder byRhechaser of a check or a bank wire transfereérathount of the purchase price therefor.

2. Representations and Warranties of the CompatiyhenSelling Shareholders. In this Agreement,rafgrence to a "Material Adverse
Effect” with respect to any entity means any evenénge or effect that is materially adverse toctvdition (financial or otherwise),
properties, assets, liabilities, business, oparaticesults of operations or prospects of suclyemdiken as a whole. Each of the Company and
the Selling Shareholders hereby represents anémiarto the Purchaser that, except as set forth@chedule of Exceptions attached hereto
as Schedule B specifically identifying the relevaettion or subsection hereof:

1.



2.1 Organization, Good Standing and Qualificatibime Company is a corporation duly organized, valelisting and in good standing under
the laws of the State of California and has alliisite corporate power and authority to carry srbiisiness as now conducted. The Company
is duly qualified to transact business and is iadystanding in each jurisdiction in which the faéldo so qualify would have a Material
Adverse Effect on the Company.

2.2 Capitalization.

(a) Common Stock. The authorized capital of the

Company consists of 10,000,000 shares of CommarkS30780,000 shares of which are issued and aalistg.
(b) Rights. There are no outstanding options,

warrants, subscriptions, rights (including convemsdr preemptive rights or first refusal rights)agreements for the purchase or acquisition
from the Company, or from any shareholder, of drgras of the Company's capital stock or securitiewertible into its capital stock.

Neither the Company nor any Selling Shareholdarparty or subject to any agreement or understgndind there is no agreemen
understanding between any persons and/or entiiasaffects or relates to the voting or givingaaitten consents with respect to any security
or by a director of the Company.

(c) Holders. All holders of securities of the Compa

and all persons who have a right to hold securifdhe Company are set forth by name and the apgeamount of securities and/or other
rights so held in Schedule A.

2.3 Subsidiaries. The Company does not presenttyaveontrol, and has never owned or controlledsaty or indirectly, any interest in any
other corporation, association, partnership ormlisiness or investment entity.

2.4 Authorization. All corporate action on the pafrthe Company, its officers, directors and shal@drs necessary for the authorization,
execution and delivery of this Agreement and thegactions contemplated herein, and the performafraieobligations of the Company
hereunder, has been taken or will be taken pritiédClosing. This Agreement has been duly execaelddelivered by the Company and
constitutes a valid and legally binding obligatmfrthe Company, enforceable in accordance witteit®is, subject, as to the enforcement of
remedies, to applicable bankruptcy, insolvency,atwium, reorganization or similar laws affectirrgditors' rights generally, to general
equitable principles and to limitations on the eoéability of indemnification provisions as appli@dcertain types of claims arising hereafter,
if any, under the federal securities law.

2.5 Common Stock. The outstanding shares of Contock are duly and validly authorized and issueel fally paid and nonassessable,
were issued in compliance with all applicable fafland state securities laws.

2.



2.6 Governmental Consents. No consent, approvéérar authorization of, or registration, qualifioa, designation, declaration or filing
with, any federal, regional, state or local goveental authority on the part of the Company is reggliin connection with the consummation
of the transactions contemplated by this Agreent@ased in part on the representations of the Paechia Sections 4.3 and 4.5 of this
Agreement, the offer and sale of the Common Stackyant to the terms of this Agreement are exenopt the registration requirements of
Section 5 of the Securities Act of 1933, as amerfthezl"Act").

2.7 Returns. The Company has not had any of itdymts returned by a purchaser or user thereofy ttha for minor, nonrecurring warranty
problems. The Company is not aware of any pendiagamty claims other than those that arise in tdénary course of business and which
will not require a bulk recall or modification ofg@ucts currently sold to customers.

2.8 Litigation. There are no actions, suits, proiegs and investigations pending or, to the Comfzamythe Selling Shareholders' knowlec
currently threatened against the Company. Theme isction, suit, proceeding, or investigation pagdir, to the Company's or the Selling
Shareholders' knowledge, currently threatened ag#ie Company which questions the validity of thigeement or the right of the
Company to enter into such Agreement, or to consataitine transactions contemplated hereby, or whight result, either individually or
the aggregate, in a Material Adverse Effect onGbenpany, or any change in the current equity ownersf the Company. The Company is
not a party to or subject to the provisions of arger, writ, injunction, judgment or decree of amurt or government agency or
instrumentality. There is no legal action, lawslggal proceeding or investigation related to ahthe foregoing by the Company currently
pending or which the Company intends to initiate.

2.9 Intellectual Property.

(a) The Company owns, or licenses or otherwisegqeses legally enforceable rights to use all patématdemarks, trade names, service marks,
copyrights, and any applications therefor, schessatechnology, know-how, trade secrets, inventioisas, algorithms, processes, computer
software programs or applications (in both soua#ecand object code form), and tangible or intaegaboprietary information or material
("Intellectual Property") that are used in the bess of the Company as currently conducted, exoepe extent that the failure to have such
rights have not had and would not reasonably bea®g to have a Material Adverse Effect on the Camp

(b) The Schedule of Exceptions lists (i) all pasesmtd patent applications and all registered anelgistered trademarks, trade names, service
marks, and copyrights, which the Company consitteb®e material its business and included in thelledttual Property, including the
jurisdictions in which each such Intellectual Pnapeight has been issued or registered or in whia application for such issuance «
registration has been filed, (ii) all material lses, sublicenses and other agreements as to thiich
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Company is a party and pursuant to which any peissanthorized to use any Intellectual Property @in) all material licenses, sublicenses
and other agreements as to which the Companyasta @nd pursuant to which the Company is authdriause any third party patents,
trademarks or registered copyrights, includingwafe ("Third Party Intellectual Property Rights"hish are incorporated in, are, or form a
part of any Company product that is material tditsiness.

(c) To the best of the Company's knowledge, trereimaterial unauthorized use, disclosure, inéingnt or misappropriation of any
Intellectual Property rights of the Company, amade secret material to the Company, or any Intel&droperty right of any third party to
the extent licensed by or through the Company,ryythird party, including any employee or formermayee of the Company. The Comp:
has not entered into any agreement to indemnifycdingr person against any charge of infringemeagfintellectual Property, other than
indemnification provisions contained in purchasgeos arising in the ordinary course of business.

(d) The Company is not, nor will it as a resultteé execution and delivery of this Agreement orgbhgormance of its obligations under this
Agreement, be in breach of any license, sublicensgther agreement relating to the Intellectualprty or Third Party Intellectual Property
Rights, the breach of which would have a MateridVvérse Effect on the Company.

(e) All patents and registered trademarks, senmviagks and copyrights held by the Company and listethe Schedule of Exceptions are v
and existing. The Company (i) has not been suedhynsuit, action or proceeding which involves arglaf infringement of any patents,
trademarks, service marks, copyrights or violatbany trade secret or other proprietary rightmf third party and (ii) has not brought any
action, suit or proceeding for infringement of lieetual Property or breach of any license or agrea involving Intellectual Property agail
any third party. To the best of the Company's kealge, the manufacture, marketing, licensing or abtbe Company 's products does not
infringe any patent, trademark, service mark, cigbyr trade secret or other proprietary right of #mrd party, except where such
infringement would not have a Material Adverse Effen the Company.

(f) The Company has secured valid written assigrisigam all consultants and employees who conteithub the creation or development of
Intellectual Property of the rights to such conitibns that the Company does not already own byatios of law.

(9) The Company has taken reasonable and apprestigs to protect and preserve the confidentiafigll Intellectual Property not
otherwise protected by patents or copyright ("Caerfitial Information™). All use,
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disclosure or appropriation of Confidential Infortioa owned by the Company by or to a third party haen pursuant to the terms of a
written agreement between the Company and suah phity. All use, disclosure or appropriation ofnfidential Information not owned by
the Company has been pursuant to the terms ofteweagreement between the Company and the owrsercbfConfidential Information, or
is otherwise lawful.

2.10 Proprietary Information and Inventions AgreaiseEach employee, officer, director and consulbéthe Company has executed a non-
disclosure agreement in the form provided to coluosthe Purchaser. The Company is not aware thabésuch employees, officers,
directors or consultants are in material violatioareof, and the Company will use its best efftotprevent any such violation.

2.11 Compliance With Other Instruments. The Com@ampt in violation of any provision of its Artee of Incorporation or Bylaws or in
violation or default of any provision of any instnent, judgment, order, writ, decree or contraathich it is a party or by which it is bound
any provision of any federal or state statute, auleegulation applicable to the Company, whicHation or default would have a Material
Adverse Effect on the Company. The execution, égjiand performance of this Agreement and the aonsation of the transactions
contemplated hereby will not result in any sucHation or default or require any consent undereirbconflict with or constitute, with or
without the passage of time and giving of noti¢thex a violation or default under any such prasisiinstrument, judgment, order, writ,
decree or contract, or an event which resultsaénctieation of any lien, charge or encumbrance @pgrassets of the Company where any
such event would have a Material Adverse EffecthenCompany.

2.12 Agreements; Action.

(a) Any agreements, understandings, instrumentdracis or proposed transactions to which the Comsa party or by which it is bound
which involve obligations of or payments to the Gmamy in excess of $5,000 are listed on Scheduler€td.

(b) No defaults exist with respect to the Companty o the Company's knowledge, any other partgleamny contract or agreement to which
the Company is a party that would have a Materilékse Effect on the Company, either individualyrothe aggregate.

(c) Since May 17, 1996, dividends and distributioresde by the Company to its shareholders and bermpasd by the Company to its
employees have not exceeded, in the aggregateGEEB0,

(d) The Company has no obligation and is not aygara contract, oral or written, which would resalthe payment of a bonus to any
employee or shareholder subsequent to the datefhere



2.13 Disclosure. The Company has fully providedRiechaser and the Purchaser's legal counsel ivttieanformation in the Company's
possession that the Purchaser has requested imifeétey whether to purchase the Common Stock aoffériethe Selling Shareholders.
Neither Section 2 of this Agreement nor any schedulexhibit attached to this Agreement nor anyifeeate delivered pursuant hereto thal
any such case, has been or will be provided byndrahalf of the Company contains any untrue statéwiea material fact or omits to state a
material fact necessary to make the statements herée or therein not misleading in light of theeemstances under which they were
made.

2.14 Title to Property and Assets. The Company atensroperty and assets free and clear of all gages, liens, loans and encumbrances,
except such encumbrances and liens which arigeinrdinary course of business and do not matgiialjpair the Company's ownership or
use of such property or assets. With respect tprbgerty and assets it leases, the Company ismplance with such leases in all material
respects and holds a valid leasehold interestdir@@y material liens, claims or encumbrances. droperty and assets of the Company that
are used in the operation of its business are @l @perating condition and repair.

2.15 Financial Statements. The Company has detiver®urchaser its audited financial statementshi@fiscal year ended January 31, 1996,
and its unaudited financial statements (balancetsb&atement of operations and statement of ¢asis¥at, and for the two-month period
ended March 31, 1996 (collectively, the "Finan8tdtements"). The Financial Statements have begraprd in accordance with generally
accepted accounting principles (except that theidited financial statements do not have notes theapplied on a consistent basis
throughout the periods indicated and with eachrofiiee Financial Statements are complete and ddmed! material respects and accurately
set out and describe the financial condition angfajing results of the Company as of the datesf@mithe periods, indicated therein, subject
to normal year-end audit adjustments. The Compamgt'®ook value (total assets minus total liakiijias of the date hereof is not less than
$0.

2.16 Changes. Since March 31, 1996, except as ftedny
Section 2.12(c), there has not been:

(a) any change in the financial condition or oparatesults of the Company from that reflectechia Financial Statements, except changes in
the ordinary course of business which have not hieghe aggregate, materially adverse;

(b) any damage, destruction or loss, whether ocaegred by insurance, which would have a Mat&ihlerse Effect on the Company (as its
business is currently conducted);



(c) any sale, exchange, or other disposition of@bmpany's assets or rights, other than in thenardicourse of business, or any waiver by
Company of a valuable right or of a material deléd to it, or any material change or amendment tdedault under a material contract or
arrangement by which the Company or any of itstasseproperties is bound or subject;

(d) any declaration, authorization or payment of dividend or other distribution of the assetstf Company, or any agreement to declare,
authorize or pay any such dividend or distribution;

(e) any satisfaction or discharge of any lien,mlar encumbrance or payment of any obligation leyGbompany, except in the ordinary cot
of business and which is not material to the aspetperties, financial condition, operating reswt business of the Company;

(f) any commitments entered into by the Companylwing capital expenditures in excess of $5,00Gmy debt obligation or liability
(whether absolute or contingent), incurred by tloen@any in excess of $5,000 or that would be reduireder generally accepted accounting
principles to be reflected in the Company's finahstatements (whether or not presently outstanairgept current liabilities incurred, and
obligations under agreements entered into, in tbaary course of business;

(9) any increase in the compensation or rate ofp@msation or commissions payable or to become paypgithe Company to any of its
directors or officers, or any payment of any boruefit-sharing amount or other extraordinary congagion to any such person or any
change in any then existing bonus, profit-shanagrement or other similar plan, agreement orragesment or any adoption of or entry into
any new bonus, profit-sharing, group life or heatiburance, or other similar plan, agreement arayement;

(h) any loans made by the Company to any of the gamy's directors, officers or employees, or antheir affiliates, other than travel
advances made in the ordinary course of business;

(i) to the Company's and the Selling Shareholdersvledge, any other event or condition internghe Company (e.g., other than external
events or conditions, including without limitatiamarket conditions and trends, competitive progunctouncements, etc.) of any character
which might have a Material Adverse Effect on tt@r@any (as its business is currently conducted);

() any material increase in the returns or rafagturns by consumers or distributors of any prtswf the Company, any termination or
failure to renew by a distributor of any materiahtract or arrangement for the sale or distributibn

7.



the Company's products or any material and adwdraege in the terms of any such contracts or aeraegts; or

(k) any termination or failure to renew by a supplf any material contract or arrangement forsthie or supply of parts necessary for the
manufacture of the Company's products or any nadtend adverse change in the terms of any suchamnt

2.17 Employee Benefit Plans. The Company does ane hny Employee Benefit Plan as defined in thelByee Retirement Income Secul
Act of 1974, as amended.

2.18 Taxes. The Company has filed all income téaxrns (federal, state, foreign and local) requiete filed by it, and all income taxes
shown to be due and payable on such returns onpassessments received by the Company and ail tattes (federal, state, foreign and
local) due and payable by the Company on or beafealate hereof have been paid. The income tarefiled by the Company are true and
correct in all material respects. There are noegeants, waivers or other arrangements providingufioextension of time with respect to the
assessment of any tax or deficiency against thepaagn nor are there any actions, suits, proceedingsstigations or claims now pending
against the Company in respect of any tax or ass®¥s or, to the Company's knowledge, any mattedeudiscussion with any federal, sti
foreign or local authority relating to any taxesassessments, or any claims for additional taxes®gssments asserted by any such authority
The provisions made for income taxes on the Firg8tatements are expected to be sufficient fopthenent of all unpaid federal, state,
foreign and local income taxes of the Company fiopexiods prior to such date.

2.19 Bank Accounts. The Schedule of Exceptionsfeets the names and locations of all banks, tcastpanies, savings and loan
associations and other financial institutions atclvlthe Company maintains accounts of any natudettasm names of all persons authorized to
draw thereon or make withdrawals therefrom.

2.20 Insurance. The Company has in full force dfetefire and casualty insurance policies as tistethe Schedule of Exceptions. The
Company has in full force and effect products ligpand errors and omissions insurance in amosetgorth in the Schedule of Exceptions.

2.21 Minute Books. The minute books of the Compeamytain a record of all meetings of directors amarsholders since the time of
incorporation and reflect all material transactiogferred to in such minutes accurately in all mateespects.

2.22 Labor Agreements and Actions. The Companyidound by or subject to any written or oral, @gsror implied, contract, commitment
or arrangement with any labor union, and no lalmom has requested or has sought to representfahg employees, representatives or
agents of the Company.



2.23 Brokers' or Finders' Fees. The Company hamootred and will not incur, directly or indiregtlany liability for brokers' or finders' fee
agents' commissions or other similar charges imeotion with this Agreement or the transactionstemplated hereby other than the fee to
be paid by the Purchaser to Broadview Associatds, ((Broadview") in connection with the transansaontemplated by this Agreement.

2.24 Accounts Receivable. Subject to any resemefogh in the Financial Statements, the accoratdsivable shown on the Financial
Statements represent and will represent bona fadms against debtors for sales and other chaagekare not subject to discount except for
normal cash and immaterial trade discounts. Theuatnzarried for doubtful accounts and allowancesldsed in the Financial Statements is
sufficient to provide for any losses which may bstained on realization of the receivables.

2.25 Related Party Transactions. No employee,affic director of the Company or member of his@rimmediate family is indebted to the
Company, nor is the Company indebted (or committedake loans or extend or guarantee credit) toodusyich persons. None of such
persons has any direct or indirect ownership istareany firm or corporation with which the Compas affiliated or with which the
Company has a business relationship, or any fircogooration that competes with the Company, exttegitthe employees, officers or
directors of the Company and members of their imatedamilies may own stock in publicly traded canijes that may compete with the
Company. No member of the immediate family of afficer or director of the Company is directly inésted in any material contract with -
Company.

2.26 Manufacturing and Marketing. The Company fatgranted rights to manufacture, produce, assetitdmse, market or to sell its
products to any other person and is not bound gyagreement that affects the Company's exclusgh to develop, manufacture, assemble,
distribute, market or sell its products.

2.27 Inventory. The inventories shown on the Fiier8tatements or thereafter acquired by the Compansisted of items of a quantity and
quality usable or salable in the ordinary coursbusiness. Since March 31, 1996, the Company hamoed to replenish inventories in a
normal and customary manner consistent with pasttipes. The Company has not received written alrrastice that it will experience in the
foreseeable future any difficulty in obtaining,thre desired quantity and quality and at a reasenaddte and upon reasonable terms and
conditions, the raw materials, supplies or compopenducts required for the manufacture, assembjyr@duction of its products. The values
at which inventories are carried reflect the ineeptvaluation policy of the Company, which is catent with its past practice and in
accordance with generally accepted accounting ipleeapplied on a consistent basis. Since Mar¢ii 836, due provision was made on the
books of the Company in the ordinary course ofess consistent with past practices to providalialow-moving, obsolete, or unusable
inventories to their estimated useful or scrap esland such inventory reserves are adequate taprfor such slow-moving, obsolete or
unusable inventory and inventory shrinkage.



2.28 Customers and Suppliers. As of the date heneofustomer which individually accounted for mtran 5% of the Company's gross
revenues during the 12 month period preceding #te ldereof, and no supplier of the Company, haseted or otherwise terminated, or m
any written threat to the Company to cancel or tise terminate its relationship with the Compamiyhas at any time on or after March 31,
1996 decreased materially its services or suppi¢ise Company in the case of any such suppligtsarsage of the services or products of
the Company in the case of such customer, ancet@timpany's knowledge, no such supplier or custambemds to cancel or otherwise
terminate its relationship with the Company or ¢zrtase materially its services or supplies tdbeapany or its usage of the services or
products of the Company, as the case may be. Thg&uwy has not engaged in any fraudulent condubtn@gpect to any customer or
supplier of the Company.

2.29 Employee Matters. There are no claims pendinty the Company's or Selling Shareholder's kedge, currently threatened, resulting
from the Company's violation of any employmentplabr wage laws. All payments due from the Compamyaccount of employee health
and welfare insurance have been paid and all seeeraick or vacation payments by the Company waietor were due under the terms of
any agreement or otherwise have been paid. All eyegls of the Company have been hired on an "dt bélis.

3. Representations and Warranties of the Sellirgedtolders. Each of the Selling Shareholders henggimgsents and warrants to the
Purchaser for himself and not for the other Selhgreholders, that:

3.1 Authorization. All acts and conditions requitadlaw on the part of the Selling Shareholderutharize the execution and delivery of this
Agreement by such Selling Shareholder and the adims contemplated herein and the performaned obligations of such Selling
Shareholder hereunder have been duly performedlatathed, and this Agreement constitutes a valailagally binding obligation of the
Selling Shareholder, enforceable in accordance igtterms, subject, as to the enforcement of réasetb applicable bankruptcy, insolven
moratorium, reorganization or similar laws affegtitreditors' rights generally, to general equitadsiaciples and to limitations on the
enforceability of indemnification provisions as &pg to certain types of claims arising hereafifeany, under the federal securities laws.

3.2 Compliance With Other Instruments. The exeeytielivery and performance of this Agreement dreddonsummation of the transactit
contemplated hereby will not result in any violatior default of any provision of any instrumentjgment, order, writ, decree or contract to
which such Selling Shareholder is a party or byolthiie or she is bound, or require any consent umdee in conflict with or constitute, with
or without the passage of time and giving of nqtaither a violation or default under any such [Bion.
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3.3 Governmental Consents. No consent, approvédrar authorization of, or registration, qualifioa, designation, declaration or filing
with, any federal, regional, state or local goveental authority of the United States on the padguath Selling Shareholder is required in
connection with the consummation of the transastimomtemplated by this Agreement, except for fin§any, required pursuant to
applicable federal and state securities laws, whiiicigs will be made within the required statutqegriod.

3.4 Litigation. There is no action, suit, proceegliar investigation pending or, to such Selling®halders' knowledge, currently threatened
against such Selling Shareholder which questioav#tidity of this Agreement or the right of suchllifhg Shareholder to enter into this
Agreement or to consummate the transactions coriééeaphereby.

3.5 Title to Stock. Such Selling Shareholder hasdgitle to the Common Stock to be transferredumhsSelling Shareholder to the Purchaser
under this Agreement, free and clear of any liéeige, security interest or other encumbrance (dtfen restrictions on transfer arising ur
applicable securities laws) and, upon deliveryhef shares of Common Stock at the Closing as prdvioiein this Agreement, and assuming
the Purchaser is acquiring the Common Stock in daitd and without notice of any adverse claim, Brugchaser will acquire good title
thereto, free and clear of any lien, pledge, sécurterest or encumbrance (other than restrictmm$ransfer arising under applicable
securities laws).

3.6 Disclosure. Such Selling Shareholder has fulgvided the Purchaser and the Purchaser's legakebwith all the information in such
Selling Shareholders' possession that the Purchasarequested in determining whether to purchies€bmmon Stock offered by such
Selling Shareholder. Neither Section 3 of this Agnent nor any schedule or exhibit attached toAgigement nor any certificate delivered
pursuant hereto that, in any such case, has begill be provided by or on behalf of such Sellinga&holder contains any untrue statement
of a material fact or omits to state a materiat faacessary to make the statements made herdierirt not misleading in light of the
circumstances under which they were made.

3.7 Intellectual Property of the Selling Sharehadd&ach of the Selling Shareholders individuadlgresents and warrants to the Purchaser as
follows:

(&) The conduct of the Company's business as nodumted and as now proposed to be conducted doe®taie, conflict with or infringe
any Intellectual Property of the Selling Shareholgleany affiliate of the Selling Shareholder.

(b) The Selling Shareholder does not now condugtharsiness that violates, conflicts with or infrasgany Intellectual Property of the
Company and does not now propose to conduct artytmuginess, directly or through an affiliate.
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(c) Neither the Selling Shareholder nor any afiaf the Selling Shareholder (other than the Compis a party to or otherwise bound by
any option, license or agreement of any kind (wletbrmal or informal) to which the Company is atgar by which the Company is bout
which, in any such case (i) conflicts with the Camyp's representation in

Section 2.9 hereof or (ii) would give the Sellinga®eholder any continuing interest in, or wouldegilie Company any continuing payment
obligation to the Selling Shareholder with resgectiny Intellectual Property formerly owned by $elling Shareholder and currently used
by the Company.

(d) The non-disclosure agreement between the §eéflivareholder and the Company is in full force effielct, has not been amended or
modified in any respect and no provision of sucteament has been waived.

4. Representations and Warranties of the Purch@erPurchaser hereby represents and warrants todimpany and the Selling
Shareholders that:

4.1 Organization, Good Standing and Qualificatibime Purchaser is a corporation duly organizeddiyaéxisting and in good standing under
the laws of the State of California and has allisite corporate power and authority to carry emiisiness as now conducted. The Purchase
is duly qualified to transact business and is iadystanding in each jurisdiction in which the fedluo so qualify would have a Material
Adverse Effect on the Purchaser.

4.2 Authorization. All corporate action on the pafrthe Purchaser, its officers, directors and ahalders necessary for the authorization,
execution and delivery of this Agreement and thegactions contemplated herein, and the performafnaiéobligations of the Purchaser
hereunder, has been taken or will be taken pritmeécClosing. This Agreement has been duly execameddelivered by the Purchaser and
constitutes a valid and legally binding obligatmfrthe Purchaser, enforceable in accordance vétteitms, subject, as to the enforcement of
remedies, to applicable bankruptcy, insolvency,atwium, reorganization or similar laws affectirrgditors' rights generally, to general
equitable principles and to limitations on the eoéability of indemnification provisions as applidcertain types of claims arising hereafter,
if any, under the federal securities law.

4.3 Purchase for Investment. This Agreement is miétlethe Purchaser in reliance upon the Purchasgpresentation which, by the
Purchaser's execution of this Agreement, the Paeshzereby confirms, that the Common Stock to beived by the Purchaser will be
acquired for investment and not with a view todisribution of any part thereof, and that the Paser has no present intention of selling,
granting any participation in, or otherwise distiting the same in a manner contrary to the Actpplieable state securities laws.

4.4 Disclosure of Information; Due Diligence. Tharéhaser represents that it has made an indepeim¢estigation and has had an
opportunity to ask questions of
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and receive answers from the Company and the §&lirareholders regarding the Company and the tanchgonditions of the offering of

the Common Stock offered hereby and to obtain gwhdit information necessary to verify the accuratthe information supplied or to whi

it had access. The foregoing, however, does ndt inmodify the representations and warrantiethefCompany or the Selling Shareholders
contained herein.

4.5 Investment Experience; Accredited Investorustathe Purchaser is able to fend for itself inttaasactions contemplated by this
Agreement, can bear the economic risk of its imaesit (including possible complete loss of such stiveent) for an indefinite period of time
and has such knowledge and experience in finaocilisiness matters that it is capable of evalgdtie merits and risks of the investment in
the Common Stock. The Purchaser represents itdtdseen organized for the purpose of acquiringdbmmon Stock. The Purchaser
understands that the Common Stock has not beestesgd under the Act, or under the securities lavemy jurisdiction by reason of reliance
upon certain exemptions, and that the reliancé®fdompany and the Selling Shareholders on suahpians is predicated upon the
accuracy of the Purchaser's representations amdmvis in this Section 4. The Purchaser is anréalited investor” as defined in Rule 501

of Regulation D. The Purchaser acknowledges tleatéhntificates representing the stock to be receyePurchaser will bear legends
repeating the restrictions on resale containegplieable securities laws.

4.6 Governmental Consents. No consent, approvaérar authorization of, or registration, qualifioa, designation, declaration or filing
with, any federal, regional, state or local goveental authority on the part of the Purchaser isiired in connection with the consummation
of the transactions contemplated by this Agreement.

4.7 Insolvency. The consummation of the transastmomtemplated by this Agreement will not render Burchaser insolvent or bankrupt
under any federal or state insolvency or bankrufzay

5. Conditions of the Purchaser's Obligations aiGlosing. The obligations of the Purchaser undeti®e 1.1 of this Agreement are subject to
the fulfillment at or before the Closing of eachtloé following conditions, unless waived by the ¢haser.

5.1 Representations and Warranties. The repregemgatnd warranties of (i) the Company and theirf@eBhareholders contained in Sectic
hereof and (ii) each of the Selling Shareholdergaioed in Section 3 hereof, shall be true andembron and as of the Closing with the same
effect as though such representations and warsanéié been made as of the date of the Closing.

5.2 Performance. The Company and the Selling Sbitefs shall have performed and complied with gteaments, obligations and
conditions contained in this
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Agreement that are required to be performed or ¢iechpvith by them on or before the Closing.

5.3 Compliance Certificate. The President of thenany shall have delivered to the Purchaser atlbsing a certificate certifying that the
conditions specified in Sections 5.1 and 5.2, asdltonditions relate to the Company, have bedili€dland stating that there has been no
material adverse change in the assets, conditiosppcts or business of the Company, financiatieeravise, since March 31, 1996. Each of
the Selling Shareholders shall have delivered eédthrchaser at the Closing a certificate certifyhrag the conditions specified in Sections 5.1
and 5.2, as those conditions relate to the SeBimgreholders, respectively, have been fulfilled.

5.4 Securities Laws Qualifications. The offer aatbof the Common Stock to the Purchaser pursoahis Agreement shall be registered or
qualified or exempt from registration or qualifiat under all applicable securities laws.

5.5 Proceedings and Documents. All corporate ahergiroceedings of the Company in connection vhighttansactions contemplated at the
Closing and all documents incident thereto, shaltdasonably satisfactory in form and substandegtdurchaser's counsel, and the Purct
and its counsel shall have received all such copattoriginal and certified or other copies ofls@mcuments as they may reasonably rec

5.6 Share Certificates. The Selling Shareholdeafi bhve delivered to the Purchaser share cettéficeepresenting the shares of Common
Stock to be purchased hereunder by the Purchasgenty endorsed in blank for transfer and accorigghhy a duly executed stock power in
proper form.

5.7 Government and Third-Party Consents. The Cognphall deliver to the Purchaser at or prior to@esing all government and third-
party consents, releases, authorizations and aglgroecessary for the consummation of the trargectiontemplated by this Agreement.

5.8 Company Options. As of the date of the Closihgre will not be outstanding any options to pasghshares of the Company's stock.
5.9 Company Warrants. As of the date of the Clggimgre will not be outstanding any warrants tochase shares of the Company's stock.

5.10 Selling Shareholder Non-Competition and Nogeldisure Agreement. Mr. Lipton, Mr. Stark and Morfine shall have entered into a
non- competition and non-disclosure agreement Ritichaser in the form attached hereto as of ExAibit
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5.11 Opinion of Company Counsel. The Purchaset Bhak received from Graham & James LLP, coungethfie Company, an opinion,
dated as of the date of the Closing, substantialtile form attached hereto as Exhibit B.

5.12 Opinion of Selling Shareholder Counsel. ThecRaser shall have received from Graham & James tbaénsel to the Selling
Shareholders, an opinion, dated as of the dateeo€tosing, substantially in the form attached toeas Exhibit C.

6. Conditions of the Company's and Selling Shadsdws Obligations at Closing. The obligations & @ompany and the Selling Shareholi
under this Agreement are subject to the fulfillmentor before the Closing of each of the followaanditions:

6.1 Representations and Warranties. The repregergatnd warranties of the Purchaser containe@ati® 4 hereof, shall be true and cor
on and as of the Closing with the same effect asgh such representations and warranties had bade as of the date of the Closing.

6.2 Performance. The Purchaser shall have perfoeméaomplied with all agreements, obligations emaditions contained in this
Agreement that are required to be performed or ¢iechpvith by it on or before the Closing.

6.3 Compliance Certificate. The President or CRiaancial Officer of the Purchaser shall have dglad to the Company at the Closing a
certificate stating that the conditions specifieBections 6.1 and 6.2 have been fulfilled.

6.4 Securities Laws Qualification. The offer antbga the Purchaser of the Common Stock shall gistered, qualified or exempt from
registration or qualification under all applicalskecurities laws.

6.5 Proceedings and Documents. All corporate ahergiroceedings of the Purchaser in connection tivé#hiransactions contemplated at the
Closing and all documents incident thereto, shaltdasonably satisfactory in form and substanteet@Company's and Selling Shareholders'
counsel, and the Company, the Selling Shareholteigheir counsel shall have received all such tepart original and certified or other
copies of such documents as they may reasonahigseq

6.6 Government Consents. The Purchaser shall détitbe Company and the Selling Shareholders ptior to the Closing all government
consents, releases, authorizations and approve¢ssary for the consummation of the transactiongecaplated by this Agreement.

6.7 Payment of Purchase Price. The Purchasertshadl delivered to each Selling Shareholder thehase price with respect to the Common
Stock to be purchased
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from such Selling Shareholder in the form of a ghecbank wire transfer of immediately availablads.

6.8 Payment of Finder's Fee. As soon as practidalieving the Closing, Purchaser shall pay to Bhdaw a finder's fee of $295,000 in
connection with the transactions contemplated @nsto this Agreement.

6.9 Opinion of Purchaser Counsel. The Company laa&elling Shareholders shall have received froab&ek, Phleger & Harrison LLP,
counsel to the Purchaser, an opinion dated asdElbsing, substantially in the form attached heest Exhibit D.

7. Indemnification.

7.1 Right to Indemnification. Each of the Sellinga®eholders, jointly and severally, agrees to imi&rand hold harmless the Purchaser (for
purposes of Sections 7.1, 7.2 and 7.3 hereof,Itieemnified Party") from the date of the Closindilthe date three (3) months after the date
of the Closing and each of the Selling Shareho]dergerally, agrees to indemnify and hold harmieedndemified Party from the date three
(3) months after the date of the Closing until fingt anniversary of the date of the Closing frond against and shall reimburse the
Indemnified Party against and in respect of anyahlbsses, claims, damages, costs, expensegatiblis, liabilities, remedies or penalties
(collectively, "Losses") that the Indemnified Pastyall suffer or incur relating to, arising outasfin connection with any breach or inaccur

of the representations and warranties made by gmep@ny and Selling Shareholders in Sections 2 asfdf#s Agreement; including any
expenses reasonably incurred by the Indemnifiety Faconnection with defending any such actiorclaim (including, without limitation,
reasonable fees and disbursements of counsetigation to which the Indemnified Party is a paltyith respect to the foregoing, the Selling
Shareholders will not, however, be responsibleafor Losses that are finally judicially determinechtive resulted from the bad faith or gross
negligence of the Indemnified Party.

7.2 Limitation. The liability of each Selling Shaader under this Section 7 and for any other Lesetating to, arising out of or in
connection with this Agreement or other transactioontemplated hereby shall be limited to the PaselPrice set forth opposite each Selling
Shareholder's name on Schedule A hereto and ma @aiindemnification hereunder shall be asserteil Losses exceed $100,000 in the
aggregate and such Losses exceed $100,000, atyfeine Indemnified Party may be made for all addiil Losses above $100,000. A
written notice specifying the specific basis foclsiclaim must be delivered to the Selling Sharedraidhefore the first anniversary of the date
of the Closing. Section 7 is the exclusive remefdhe Purchaser with respect to any Losses incuaseal result of the matters specified in
Section 7.1, provided, however, nothing in thistiec7 shall limit, in any manner, any remedy at lar in equity to which the
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Purchaser shall be entitled against the Sellingedtudders as a result of wilful fraud or intentibmasrepresentation by any Selling
Shareholders.

In any case in which claims have been asserteddae/hen required hereunder, the Selling Shareheled the Indemnified Party agree that
the indemnity obligations of the Selling Sharehaddeith respect to such matters shall continualinférce and effect until such matters have
been settled by agreement of the Selling Sharefolied the Indemnified Party.

7.3 Natification, Etc. In case any proceeding (igthg any governmental investigation) shall beitattd involving the Indemnified Party, t
Indemnified Party shall promptly notify the Selli&pareholders in writing and the Selling Sharehsldgpon request of the Indemnified
Party, shall retain counsel reasonably satisfadtwiiie Indemnified Party to represent the InderadiParty and any others the Selling
Shareholders may designate in such proceedingha@és and disbursements of such counsel relasech proceeding shall be paid by the
Selling Shareholders which shall thereupon redoeebligations of the Selling Shareholders in $&ct.2 hereof. In any such proceeding,
the Indemnified Party shall have the right to mreits own counsel, but the fees and expenses bf suensel shall be at the expense of the
Indemnified Party. It is understood that the SeliBhareholders shall not, in connection with arpcpeding or related proceedings in the
same jurisdiction, be liable for the reasonable feed expenses of more than one separate firndditi@n to any local counsel) for the
Indemnified Party. The Selling Shareholders shaillre liable for any settlement of any proceedifigoted without the written consent of all
of them, but if settled with such consent or ifrthbe a final judgment for the plaintiff, the Set/iShareholders agree to indemnify the
Indemnified Party from and against any loss oriliigthy reason of such settlement or judgment. Tigats of the Indemnified Party to
indemnification under this Section 7 are exclusjwevided, however, that any rights or remediesrasd against the Selling Shareholder ¢
be subject to the limitation set forth in Sectiof Fereof.

8. Miscellaneous.

8.1 Survival of Warranties. The warranties, repnggtions and covenants contained in or made pursodhis Agreement shall survive the
execution and delivery of this Agreement and thes®lg until the first anniversary of the date af tblosing, notwithstanding any
investigation by the Purchaser.

8.2 Successors and Assigns. The terms and corsliothis Agreement shall inure to the benefitrod &e binding upon the respective
successors and assigns of the parties. NothifgdmAgreement, express or implied, is intendedotafer upon any party other than the parties
hereto or their respective successors and assiynsgits, remedies, obligations or liabilities enar by reason of this Agreement, except as
expressly provided in this Agreement.
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8.3 Governing Law. This Agreement shall be goverdmgdnd construed under the laws of the State bfdD@ia as applied to agreements
among California residents entered into and todyéopmed entirely within the State of California.

8.4 Counterparts. This Agreement may be executésldror more counterparts, each of which shall éended an original, but all of which
together shall constitute one and the same instnime

8.5 Titles and Subtitles. The titles and subtitised in this Agreement are used for convenienceamd are not to be considered in constr
or interpreting this Agreement.

8.6 Notices. Unless otherwise provided, any naticgiired or permitted under this Agreement shaljiben in writing and shall be deemed
effectively given upon (i) personal delivery to th&rty to be notified, or

(i) upon deposit with the United States Post @ffipostage prepaid, registered or certified withrrereceipt requested and addressed to the
party to be notified at the address indicated fmhsparty on the signature page hereof, or (iigruponfirmation of facsimile transmission at
the facsimile number indicated for such party anglgnature page hereof, or (iv) at such otheresddas such party may designate by 10
days' advance written notice to the other partiesrgin the foregoing manner.

8.7 Cost and Expense. Each of the Purchaser, CongmahSelling Shareholders will be responsibletiown costs and expenses in
connection with the negotiation and consummatiotheftransactions contemplated hereby. All legakeses of the Company in excess of
$15,000 related to the transactions contemplatesbipat to this Agreement will be the responsibitifithe Selling Shareholders.

8.8 Amendments and Waivers. After the Closing, temgn of this Agreement may be amended and the wésee of any term may be waived
(either generally or in a particular instance aitldeg retroactively or prospectively) only with theitten consent of a majority in interest of
the Selling Shareholders and the Purchaser, pravfds no such amendment would affect any Sharehatda manner different than the
other Shareholders will be treated.

8.9 Severability. If one or more provisions of thigreement are held to be unenforceable underegipé law, such provision shall be
excluded from this Agreement, and the balanceisfAlgreement shall be interpreted as if such piomisvere so excluded and shall be
enforceable in accordance with its terms.

8.10 Entire Agreement. This Agreement and the adlbeuments delivered at the Closing constitutduliend entire understanding and
agreement between the parties with respect toubjest matter hereof and supersede all prior ageegstwith respect to
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the subject matter hereof,including without limibatthe letter of intent dated May 16, 1996 amdrmgRurchaser, the Company and the
Selling Shareholders.

8.11 California Corporate Securities Law. THE SAQE THE

SECURITIES THAT IS THE SUBJECT OF THIS AGREEMENT I3ANOT BEEN QUALIFIED WITH THE COMMISSIONER OF
CORPORATIONS OF THE STATE OF CALIFORNIA, AND IN THEBSENCE OF AN EXEMPTION FROM SUCH QUALIFICATION
REQUIREMENT, THE SALE OF SUCH SECURITIES OR THE PRENT OF ANY PART OF THE CONSIDERATION FOR SUCH
SECURITIES PRIOR TO SUCH QUALIFICATION IS UNLAWFULTHE RIGHTS OF ALL PARTIES TO THIS AGREEMENT ARE
EXPRESSLY CONDITIONED UPON SUCH EXEMPTION BEING APEABLE.

8.12 Publicity. Purchaser and the Company willmake any press release or other public announceroenérning this Agreement or the
transactions contemplated hereby except with tloe ppproval of the other, except for such disctestas may be required by applicable law
or securities exchange rules and regulations. An§ebhareholder will not make any press releasgtloer public announcement concerning
this Agreement or the transactions contemplateddyeexcept with the prior approval of the Purchaser

8.13 Expenses; Attorneys' Fees. If any actionvatdain equity is necessary to enforce or interfietterms of this Agreement, the prevailing
party shall be entitled to reasonable attorneys,feosts and necessary disbursements in addit@mmytother relief to which such party may
be entitled.
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IN WITNESS WHEREOF, the parties have executedAlgissement as of the date first above written.
COMPANY

LOTUS TECHNOLOGIES, INC.

Lewis T. Lipton, President

Address: 130-C Knolls Drive
Los Gatos, CA 95030

SELLING SHAREHOLDERS

Lewis T. Lipton, Trustee for the Lipton Separatepgarty Trust dated January 12, 1993

Address: 17660 Vista Avenue Monte Sereno, CA 95030

Dennis C. Stark

Address: #5 No Name Road
Los Gatos, CA 95030

Steven Romine

Address: 671 Cresci Road
Los Gatos, CA 9503



PURCHASER

INTEVAC, INC.

Norman H. Pond, President

Address: 3550 Bassett Street
Santa Clara, CA 950t



SCHEDULE A
SCHEDULE OF SELLING SHAREHO

Number of Shares
Selling Shareholder of Common Stock

Lewis T. Lipton, Trustee for
the Lipton Separate Property

Trust dated January 12, 1993 1,260,000

Dennis C. Stark 1,260,000
Steven Romine 1,260,000
Total 3,780,000

LDERS

Purchase Price

$2,675,000.00
$2,675,000.00
$2,675,000.00

$8,025,000.00



SCHEDULE B

SCHEDULE OF EXCEPTIONS



SCHEDULE C

SCHEDULE OF MATERIAL CONTRACTS



EXHIBIT A
SELLING SHAREHOLDER
NON-COMPETITION AND NON-DISCLOSURE AGREEMENT

This SELLING SHAREHOLDER NON-COMPETITION AND NON-BICLOSURE AGREEMENT (this "Agreement”), is enteratbias of
this 6th day of June, 1996 ("Effective Date") bylaamong Intevac, Inc., a California corporatiom{&vac"), and 1~.

WHEREAS, Intevac, Mr. 2~ and certain other partiage entered into that certain Stock Purchase Aggatdated as of June 6, 1996 (the
"Purchase Agreement"), pursuant to which Intevaxauiring all of the outstanding stock of Lotusfieologies, Inc. (the "Stock Purchase");

WHEREAS, in order to induce Intevac to enter iite Purchase Agreement, the parties hereto havedgrat this Agreement shall govern
their respective rights with respect to the matsetsforth herein.

NOW, THEREFORE, in consideration of the mutual pisee and covenants set forth herein and for otbed @nd valuable consideratic
the receipt of which is hereby acknowledged, thtigmhereto hereby agree as follows:

1. Non-Competition:

1.1 Covenant Not to Compete. The parties understaddhgree that this Agreement is entered int@imection with the acquisition by
Intevac of all of the issued and outstanding capttack of Lotus Technologies, Inc. ("LTI") fromealshareholders of LTI. The parties further
understand and agree that Mr. 2~ was a key andfisagnt shareholder of LTI. Commencing upon thee€ffve Date and continuing for a
period up to and including the date that is theyéars after the Effective Date, in consideratibthe performance by Intevac of its
respective obligations under the Purchase AgreervmP~ agrees that he shall not engage in anlkiefollowing activities outside of his
employment with Intevac:

(a) Enter into or engage in the business of desggrdeveloping, manufacturing, marketing and sglbhequipment for contact stop/start
("CSS") testing, including stiction, friction, targ and lifetime aspects related to those charatitayj and track average amplitude and pulse
width 50 measurements as done on hard disks, lusadsin hard disk drives and completed hard dislesy or



(b) In any way interfere or compete with Intevadténoperation of the present business of LTI, udahg projects currently under developm
that relate to CSS testing, track average amplitudkepulse width 50 measurements done on hard, dieksls used in hard disk drives and
completed hard disk drives; or

(c) Enter into or engage in any business or agtivttiich would use LTI technology, trade secret&myw-how; or
(d) Assist any person or entity, in any mannethause of LTI patented technology, trade secneknow-how.

However, Section 1.1 of this Agreement in no wagllstestrict Mr. 2~ from working for any entity thdoes not commercially compete with
Intevac.

1.2 Covenant Not to Solicit. Commencing upon thie&ifve Date and continuing for a period that i®¢h(3) years after the Effective Date,
Mr. 2~ agrees (i) not to solicit any employee, eadt@t or other service provider of Intevac or afyts respective affiliates to terminate his,
her or its employment, consulting or other sengm@angement with Intevac or such affiliate andr{@} to solicit any business partner of
Intevac or any of its respective affiliates to terate its relationship with Intevac or such afféiar otherwise interfere with such relationship.

1.3 Covenants Not Unduly Restrictive. Mr. 2~ ackienlges, represents and warrants to Intevac thatobenants of Mr. 2~ in Sections 1.1
and 1.2 hereof are reasonably necessary for thiegtian of Intevac's interests under this Agreenagitt are not unduly restrictive upon Mr.
2~. In any event, if any restriction set forth iecBons 1.1 and 1.2 hereof is held to be unreadentiien Mr. 2~ agrees, and hereby submit
the reduction and limitation of such prohibitionsiach area or period as shall be deemed reasonable.

2. Non-Disclosure.

2.1 Proprietary Information. Mr. 2~ has in his psson or may come into his possession in theduhformation relating to LTI's business
(including, without limitation, trade secrets, camgr programs, names and expertise of employeesansliltants, designs, technology,
know-how, ideas, compositions, data, techniqueprérements, inventions (whether patentable or sot)ematics and other technical,
business, financial, customer and product developmians, forecasts, strategies and informatioh)ckvto the extent previously, presently
subsequently disclosed to Mr. 2~ is hereinaftezirefl to as "Proprietary Information."

2.2 Non-Disclosure of Proprietary Information. Mr hereby agrees, except as Intevac may otherwisgeat in writing, (i) to hold the
Proprietary Information in strict confidence andd&e all reasonable precautions to protect sucpritary



Information, (ii) not to divulge any such Proprigtéanformation or any information derived thereframany third person, (iii) not to make ¢
use whatsoever at any time of such Proprietaryriméion, except when providing services to Inteva (iv) not to copy any such
Proprietary Information except in the performantais duties to Intevac and its affiliates. Withauanting any right or license, Intevac
agrees that the foregoing clauses (i),

(i), (iii) and (iv) shall not apply with respea iny Proprietary Information after three (3) ydaosn the date hereof or any information that
Mr. 2~ can document is, through no improper actipmaction by Mr. 2~ or any affiliate, agent, catltant or employee of Mr. 2~, generally
available to the public. Mr. 2~ may make disclosuejuired by court order, provided Mr. 2~ usesoeable efforts to limit such disclosure
and to obtain confidential treatment or a protectivder, and has allowed Intevac to participathénproceeding.

3. REMEDIES.

3.1 Injunctive Relief. The parties hereto furthgree that the covenants and obligations contaiméitis Agreement relate to special, unique

and extraordinary matters and that a violationrgf @ such covenants or obligations may cause &uté@veparable injury for which adequate

remedy at law will not be available; and, therefah@at upon any such breach of any such covenastil@yation, or any threat thereof, Intevac
shall be entitled to the immediate remedy of a temagy restraining order, preliminary injunctiongarch other form of injunctive or equitable

relief in addition to whatever remedies they milgave at law.

3.2 Remedies Cumulative. Intevac's rights and réesathder this Agreement are cumulative and ageldfition to any other rights and
remedies Intevac may have at law or in equity.

4. MISCELLANEOUS.

4.1 Notices. All notices and other communicatiogguired or permitted under this Agreement shalldélevered to the parties at the address
set forth below their respective signature blocksat such other address that they designate lgertat the other party in accordance with
Section 4.1. All notices and communications mussdrg by one of the methods specified below antl sbaleemed to have been received
unless otherwise set forth herein: (i) in the aafggersonal delivery, on the date of such delivéiiyin the case of telex or facsimile
transmission, on the date on which the senderves&onfirmation by telex or facsimile transmissibat such notice was received by the
addressee, provided that a copy of such transmissiadditionally sent by mail as set forth in (pglow; (iii) in the case of overnight air
courier, on the second business day following tnesent, with receipt confirmed by the courier; &mylin the case of mailing by first class
certified or registered mail, postage prepaid,reteceipt requested, on the fifth business ddgyiohg such mailing. All notices in (i), (ii)
and (iii) must be followed by certified mail, retureceipt requested within five (5) da



4.2 Assignment. This Agreement shall be bindingasrd shall inure to the benefit of, the partiesteand their respective heirs, legal
representatives, successors and assigns; providegyver, that Mr. 2~ may not assign, transfer ¢eglete his rights or obligations hereunder
and any attempt to do so shall be null and void.

4.3 Entire Agreement. This Agreement contains titeecagreement of the parties with respect tostiigect matter hereof, and all prior
agreements, written or oral, are merged hereireaaaf no further force or effect.

4.4 Amendment. This Agreement may be modified oeraed only by a written agreement signed by theitkeat of Intevac and Mr. 2~.

4.5 Waivers. No waiver of any term or provisiorntlut Agreement will be valid unless such waivenisvriting signed by the party against
whom enforcement of the waiver is sought. The wadfeny term or provision of this Agreement shnalt apply to any subsequent breach of
this Agreement.

4.6 Counterparts. This Agreement may be executseviaral counterparts, each of which shall be ddeaneoriginal, but which together sh
constitute one and the same instrument.

4.7 Severability. The provisions of this Agreemsimall be deemed severable, and if any part of aoyigion is held illegal, void or invalid
under applicable law, such provision may be changédhke extent reasonably necessary to make thasjon, as so changed, legal, valid and
binding. If any provision of this Agreement is hdldgal, void or invalid in its entirety, the refnéng provisions of this Agreement shall no
any way be affected or impaired but shall remaidisig in accordance with their terms.

4.8 Governing Law. The terms of this Agreementidalgoverned by the laws of the State of Califamas applied to agreements among
California residents entered into and to be peréafrntirely within the State of California.

4.9 Attorneys' Fees. In the event of any proceedilagm or action being filed or instituted betwebe parties with respect to this Agreement,
the prevailing party will be entitled to receiverin the other party all costs, damages and expeinsésling reasonable attorneys' fees,
incurred by the prevailing party in connection wiltfat action or proceeding whether or not the @wetrsy is reduced to judgment or award.
The prevailing party will be that party who mayfa@ly said by the trier of fact to have prevailed the major disputed issut



IN WITNESS WHEREOF, the parties hereto have exettlis Agreement as of the day and year first alvanitten.

INTEVAC, INC.

Norman H. Pond, President

Address: 3550 Bassett Street
Santa Clara, CA 95054

Address:




EXHIBIT B

MATTERS TO BE COVERED IN THE OPINION OF COUNSEL
TO LOTUS TECHNOLOGIES, INC.

1. The Company is a corporation duly organizeddiakxisting and in good standing under the lawthe State of California, and the
Company has the requisite corporate power and atytho own its properties and to conduct its besmas presently conducted.

2. The Company is qualified to do business ase@idarcorporation in each jurisdiction of the Unitethtes where its failure to do so would
have a material adverse effect on its businessopepties.

3. The Company has the requisite corporate powerathority to execute, deliver and perform theckteurchase Agreement. The foregoing
has been duly and validly authorized by the Compédualy executed and delivered by an authorizedteffof the Company and constitutes a
legal, valid and binding obligation of the Compaagforceable against the Company according t@itag.

4. To our knowledge, the capitalization of the Campimmediately prior to the Closing is as follows:

a. Common Stock. 10,000,000 shares of common $t@dmmon Stock"), no par value, 3,780,000 sharestoth have been duly authoriz
and validly issued, are nonassessable, and tormwlkdge, fully paid.

b. There are no preemptive rights or options, wastraconversion privileges or other rights (or agnents for any such rights) outstanding to
purchase or otherwise obtain from the Company dlygeoCompany's securities.

5. The execution, delivery, performance and compkawith the terms of the Stock Purchase Agreem@mbot violate any provision of any
applicable federal or California corporate law oy arovision of the Company's Articles of Incorpiima or Bylaws and, to our knowledge,
not conflict with or constitute a default under firevisions of any judgment, writ, decree or ordethe material provisions of any material
agreement to which the Company is a party or bychitiis bound.

6. All consents, approvals, permits, orders or etitations of, and all qualifications, registratiomesignations, declarations or filings with,
any federal, or California state governmental atithon the part of the Company required in conioectvith the execution, delivery and
performance of the Stock Purchase Agreement hase



obtained, and are effective, and we are not awlaa@yproceedings, or threat thereof, which questie validity thereof.

7. Based in part upon the representations of Paerha the Stock Purchase Agreement, the offersatedof the Common Stock to Purchaser
pursuant to the terms of the Stock Purchase Agreeate exempt from the registration requirementSeaftion 5 of the Securities Act of

1933, as amended.

8. We are not aware that there is any action, jgaiog or governmental investigation pending agatmstCompany, which questions the
validity of the Stock Purchase Agreement or thétrif the Company or its officers, directors andptoyees to enter into the Stock Purchase
Agreement, or which is not referred to in the Schedf Exceptions



EXHIBIT C

MATTERS TO BE COVERED IN THE OPINION OF
COUNSEL FOR EACH OF THE SELLING SHAREHOLDERS

(i) The Stock Purchase Agreement has been dulywa@@nd delivered on behalf of the Selling Shddgro

(i) The Selling Shareholder has full power andhauity, and any approval required by law (othemnta required by State securities and blue
sky laws as to which such counsel need expresginioa), to sell, assign, transfer and deliver ploetion of the Stock to be sold by such
Selling Shareholder.

(iii) The stock power executed and delivered bySleding Shareholder is a valid and binding instemi

(iv) Upon payment for and delivery of the Commoncktwith all necessary endorsements in accordaitbethie terms of the Agreement,
assuming the Purchaser is acquiring the sharesmwih@n Stock in good faith without notice of any exbe claim, the Purchaser will be the
owner of the shares of Common Stock, free and deany adverse claim.

In rendering such opinion such counsel for theiggBhareholders may rely, as to matters govertieel than by the laws of the State of
California or Federal law on local counsel in spafisdictions and, as to the matters set forthuipparagraphs (ii), (iii) and (iv), on other
counsel representing the respective Selling Sh&dehprovided that in each case counsel for théngebhareholder shall state that they
believe that they and Intevac, Inc. are justifiedalying on such other couns



EXHIBIT D

MATTERS TO BE COVERED IN THE OPINION OF COUNSEL
TO INTEVAC, INC. (THE "PURCHASER")

1. The Purchaser is a corporation duly organizetidly existing and in good standing under the lafvthe State of California, and the
Purchaser has the requisite corporate power amdiytto own its properties and to conduct itsibass as presently conducted.

2. The Purchaser has the requisite corporate pameauthority to execute, deliver and perform tteelSPurchase Agreement. The Stock
Purchase Agreement has been duly and validly au#twby the Purchaser, duly executed and delivieyeath authorized officer of the
Purchaser and constitutes a legal, valid and bindbligation of the Purchaser, enforceable agdliresPurchaser according to its terms.

3. The execution, delivery, performance and compkawith the terms of the Stock Purchase Agreemi@mot violate any provision of any
applicable federal or California corporate law oy @rovision of the Articles of Incorporation or Bys and, to our knowledge, do not
conflict with or constitute a default under the ysions of any judgment, writ, decree or order.

4. All consents, approvals, permits, orders or attations of, and all qualifications, registratoulesignations, declarations or filings with
any federal or California state governmental auth@n the part of the Purchaser required in cotiaeavith the execution, delivery and
performance of the Stock Purchase Agreement haae dlgtained, and are effective, and we are noteafaany proceedings, or threat
thereof, which question the validity thereof.

5. We are not aware that there is any action, aiog or governmental investigation pending agatmstPurchaser, which questions the
validity of the Stock Purchase Agreement or thétrif the Purchaser or its

officers, directors and employees to enter intoSteck Purchase Agreeme



EXHIBIT 11.1
INTEVAC, INC.

COMPUTATION OF NET INCOME PER SHARE

YEAR ENDED DECEMBER 31,

(IN THOUSANDS, EXCEPT PER
SHARE DATA)

Shares used in Calculation of Net Income Per Share:
Average Common Shares outstanding
Net effect of dilutive stock options.............
Shares related to SAB Nos. 55, 64 and 83:

12,311 3,653 700
590 152 109

Stock options.........oocveeeiiiiiieies - 198 217
Ordinary Shares issued - 527 579
- 6,076 8,680

Series A convertible preferred shares as-if-conve

12,901 10,606 10,285

Income from continuing operations................... L. $4,973 $5,765 $1,675

$4,973 $7,100 $1,408

Net iNCOMEe.......cccccviiiiiiiieeieeee e

Income per share from continuing operations........ . ... $ 039 $ 054 $ 0.16

Netincome per share.......cccoceevceevcceneeees e, $ 039 $ 067 $ 0.14
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EXHIBIT 21.1
SUBSIDIARIES OF THE REGISTRANT
1. Lotus Technologies, Inc. -- California
2. Intevac Foreign Sales Corporation -- Barbados
3. Intevac Asia Private Limited -- Singapore
4. Intevac GmbH -- Germany
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EXHIBIT 23.1
CONSENT OF ERNST AND YOUNG LLP, INDEPENDENT AUDITOR S

We consent to the incorporation by reference inRbgistration Statement (Form S-8 No. 33-99648gj@ng to 1995 Stock Option/Stock
Issuance Plan and Employee Stock Purchase Plamesflc, Inc. of our report dated January 20, 188h, respect to the consolidated
financial statements and schedule of Intevac,ifrduded in the Annual Report (Form 10-K) for theay ended December 31, 1996.

/sl ERNST & YOUNG LLP
San Jose, California
February 5, 1997
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ARTICLE 5

This schedule contains summary financial infornragatracted from (a) the Consolidated Balance Sateleecember 31, 1996 and the
Consolidated Statement of Income for the year efimbmber 31, 1996 and is qualified in its entitgtyreference to such (b) financial

statements.
MULTIPLIER: 1000

PERIOD TYPE YEAR
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199i
PERIOD END DEC 31 199
CASH 93¢
SECURITIES 0
RECEIVABLES 18,59
ALLOWANCES 1,02¢
INVENTORY 25,66¢
CURRENT ASSET¢ 49,07¢
PP&E 13,14:
DEPRECIATION 3,86¢
TOTAL ASSETS 68,08t
CURRENT LIABILITIES 33,23
BONDS 73C
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 16,745
OTHER SE 16,98¢
TOTAL LIABILITY AND EQUITY 68,08t
SALES 88,23:
TOTAL REVENUES 88,23:
CGS 55,65:
TOTAL COSTS 55,65
OTHER EXPENSES 22,06!
LOSS PROVISION 59C
INTEREST EXPENSE 175
INCOME PRETAX 11,328
INCOME TAX 6,35(C
INCOME CONTINUING 4,97
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 4,97:
EPS PRIMARY 0.3¢
EPS DILUTED 0.3¢
End of Filing
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