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

CONDENSED CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS)

ASSETS
SEPTEMBER 27, DECEMBER 31,
1997 1996
(UNAUDITED)
Current assets:
Cash and cash equivalents..........ccccceeeeeeee. e, $ 1,813 $ 938
Short-term investments...........cccceeeveeeeeees. L, 63,669 --
Accounts receivable, net of allowances of $1,384 and $1,024 at
September 27, 1997 and December 31, 1996, resp ectively........ 14,401 17,570
LN Z=T 01 (0 1= 34,185 25,666
Short-term note receivable, net of allowance of $ 395 and $1,180
at September 27, 1997 and December 31, 1996, r espectively..... - --
Prepaid expenses and other current assets........ e 504 507
Deferred tax asset.......ccccoevecvvvvvvveeees s 5,521 4,397

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

Total assets.......ccceeeeeeeeeeieennns

LIABILITIES AND SHAR
Current liabilities:

Notes payable......
Accounts payable
Accrued payroll and related liabilities..........
Other accrued liabilities...............c........
Customer advances
Net liabilities of discontinued operations.......

Total current liabilities................
Convertible NOtes..........cccveeeiiiiieeeeiis
Long-term notes payable.
Deferred tax liability.........ccccccceeeerinnnnns
Shareholders' equity:

Common stock, no par value.........ccceeeeeeeeee e 17,648 16,747

Retained earnings.....cccccecveeeevvevevcccceeee s 25,910 16,989
Total shareholders' equity......c........ . L 43,558 33,736
Total liabilities and shareholders' equit Yerreneeennnes $ 143,711 $ 68,085

See accompanying notes.




INTEVAC, INC.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

(UNAUDITED)

THRE E MONTHS ENDED NINE MONTHS ENDED
SEPTEMBER 27, SEPTEMBER 28, SEPTEMBER 27, SEPTEMB ER 28,
1997 1996 1997 199 6
Net revenues...........ccceeeen. . $24,603 $95,254 $59, 964
Cost of net revenues 16,043 65,805 37, 474
Gross profit........ccccceeevenenne 9,164 8,560 29,449 22, 490
Operating expenses:
Research and development............. 3,225 2,406 7,687 5, 790
Selling, general and
administrative.................... 2,907 2,235 8,328 6, 081
Acquired in-process research and
development..........cccceeee.... -- - -- 5, 835
Total operating expenses 4,641 16,015 17, 706
Operating income 3,919 13,434 4, 784
Interest expense..........cccceeeenee ) (35) (2,494) (90)
Interest income and other, net......... 816 558 2,789 1, 067
Income from continuing operations
before income taxes.................. 4,442 13,729 5, 761
Provision for income taxes 1,643 4,805 4, 290
Net income........cccevevvrerrnenne $2,799 $ 8,924 $1, 471
Primary earnings per share . $ 0.22 $ 0.68 $0 A1
Shares used in per share amounts....... 13,104 12,956 13,097 12, 858
Fully diluted earnings per share....... $ 0.15 $ 0.21 $ 0.67 $0 A1
Shares used in per share amounts....... 13,138 13,027 15,305 12, 881

See accompanying notes.



INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES

Net iNnCOMe.......ccevveiiriieeeeeec e

Adjustments to reconcile net income to net cash and
equivalents provided by (used in) operating activ
Depreciation and amortization....................
Acquired in-process research and development.....
Gain on sale of Chorus investment................
Loss on IMAT investment.................
Loss on disposal of equipment
Changes in assets and liabilities................

Total adjustments..........cccooeeeveeeeninnenn.

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

INVESTING ACTIVITIES

Purchase of investments...............ccccceeeee

Proceeds from sale of investments..................

Proceeds from sale of Chorus investment............

Investment in Cathode Technology Corporation.......

Investment in San Jose Technology Corporation......

Investment in Lotus Technologies, Inc..............

Investment in IMAT ..o,

Purchase of leasehold improvements and equipment...

Net cash and cash equivalents used in investing act
FINANCING ACTIVITIES

Net borrowings under line of credit agreement......
Notes payable repayments..............ccccvvveene
Proceeds from issuance of common stock.............
Proceeds from convertible bond offering............

Net cash and cash equivalents provided by financing

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

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

(IN THOUSANDS)

(UNAUDITED)

NINE MONTHS ENDED

SEPTEMBER 27,

SEPTEMBER 28,

SUPPLEMENTAL SCHEDULE OF CASH FLOW INFORMATION

Cash paid (received) for:
INterest..........oooevcciiieee
Income taxes.......
Income tax refund

Other non-cash changes:

Investment in Cathode Technology Corporation thro
of notes payable.........cccccccvveeeennnnn.
Inventories capitalized for internal use.........

See accompanying notes.

1997 1996
............... $ 8,924 $ 1,471
cash
ities:
............... 3,632 1,886
............... - 5,835
............... (785) -
39 -
38 5
............... 1,290 (17,903)
............... 4,214 (10,177)
operating
............... 13,138 (8,706)
(95,442) (2,571)
31,773 2,571
785 177
- (1,074)
- (2,270)
- (8,135)
(436) -
(5,014) (3,022)
ivities........ (68,334) (14,324)
............... 2 3,501
............... (25) --
............... 901 360
............... 55,197 -
activities.... 56,071 3,861
Serieeaieen 875 (19,169)
............... 938 20,422
............... $ 1,813 $ 1,253
$ 53
7,500
(250)
ugh assumption
............... $ -



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

Intevac, Inc. ("Intevac” or the "Company") is adewy supplier of static sputtering systems andieelananufacturing 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 ohbjexts to be the industry leader in supplying digkittering equipment by providing disk
sputtering systems which have both the highestadivgerformance and the lowest cost of ownershifnéindustry. The Company's principal
product, the MDP-250B, enables disk manufactueechieve high coercivities, high signal-to-noiagas, minimal disk defects, durability
and uniformity, all of which are necessary in theduction of high performance, high capacity diskse Company sells its static sputtering
systems and related manufacturing equipment to d¢egitive and merchant thin-film disk manufacturditse Company sells and markets its
products directly in the United States, and throegtlusive distributors in Japan and Korea. The gamy has established subsidiaries in
Singapore and Malaysia and a branch office in Taiteasupport its customers in Southeast Asia.

The Company also realizes revenues from the s&l®stem components, contract research and developactivities and rapid thermal
processing equipment for flat panel display ("FPB®gnufacturing. Intevac's system component busic@ssists primarily of sales of spare
parts and after-sale service to purchasers of tmepany's disk sputtering systems, as well as sélesmponents to other manufacturers of
vacuum equipment. Contract research and developreeahues have been derived primarily from primgtiats awarded by and
subcontracts awarded under various Department fefri3e ("DOD") and NASA development projects for BRD industry and various
electro-optical products. During the first qua€i997 the Company received its first order far tlesign and delivery of a scaled up version
of its D-STAR FPD sputtering machine.

The financial information at September 27, 1997 famdhe three- and nine-month periods ended SepteRi7, 1997 and September 28, 1996
is unaudited, but includes all adjustments (coimgjstnly of normal recurring accruals) that the Qamy considers necessary for a fair
presentation of the financial information set fdndérein, in accordance with generally acceptedwating principles for interim financial
information, the instructions to Form 10-Q and &lgi10 of Regulation S-X. Accordingly, they do mutlude all of the information and
footnotes required by generally accepted accoumtiimgiples for annual financial statements. Fotifer information, refer to the
Consolidated Financial Statements and footnoteetihiéncluded or incorporated by reference in teenfany's Annual Report on Form 10-K
for the fiscal year ended December 31, 1996.

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

The results for the three- and nine-month periodied September 27, 1997 are not considered inekcatithe results to be expected for any
future period or for the entire year.

2. INVESTMENTS

The Company invests its excess cash in high-quadibt instruments. Management determines the apateglassification of debt securities
at the time of purchase and reevaluates such daigras of each balance sheet date. At Septerib@927 all of the Company's marketable
investments were designated as available-for-sadenStatement of Financial Accounting StandardsING, "Accounting for Certain
Investments in Debt and Equity Securities." Semgritlassified as available-for-sale are reportddiamarket value with the related
unrealized gains and losses included in retainedregs. Realized gains and
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (CONTINUED)

losses and declines in value judged to be other-thmporary on available-for-sale securities actuited in other income and expenses. The
cost of securities sold is based on the speciéatification method. Interest and dividends onitivestments are included in interest income.
At September 27, 1997 the Company's availabledt@-short-term securities consisted of $63,669anilbf tax-exempt municipal bonds.

At September 27, 1997, the carrying amount of séesiapproximated the fair value (quoted marké&e)r and the amount of unrealized gain
or loss was not significant. Gross realized gamslasses for the first nine months of 1997 weresignificant.

3. INVENTORIES
The components of inventory consist of the follogvin

SEPTEMBER 27, DECEMBER 31,

1997 1996
(IN THOUSANDS)
Raw materials.........coccevverererenennenns $ 8,893 $ 6,953
WOrK-in-progress. ......cueeeeevuveeeeeenivneeens 23,735 11,728
Finished goods..........ccccoeviiieiiiiiieeens 1,557 6,985

$34,185 $ 25,666

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

4. CONVERTIBLE NOTES

During the first quarter of 1997, the Company coetgrdl an offering of $57.5 million of its 6 1/2% Gentible Subordinated Notes, which
mature on March 1, 2004. The notes are conveiiilideshares of the Company's common stock at $300@2 share. Expenses associated
with the offering of approximately $2.3 million adeferred. Such expenses are being amortizeddmesitexpense over the term of the notes.

5. INCOME TAXES

The effective tax rates used for the nine-monthoplsrending September 27, 1997 and September 28,W8re 35% and 37% (after
excluding the $5.8 million of non-tax deductibleatsition related in-process research and developexense) of pretax income,
respectively. These rates are based on the estiraateial tax rate complying with Statement of FaianAccounting Standards No. 109,
"Accounting for Income Taxes."

6. NET INCOME PER SHARE

Net income per share is computed using the weightedage number of shares of common stock and coneapaivalent shares, whi
dilutive, from convertible notes (using the as<fwerted method) and from stock options (usingasury stock method). During the first
quarter of 1997, the Company issued subordinatadestible notes. These securities are includedijutive, in fully diluted earnings per
share computations for the period outstanding uttaelif converted"” method. For the three monthdeehSeptember 27, 1997, the
subordinated convertible note was antidilutive, Hretefore, was not considered in the computatfdnolly diluted earnings per share.

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



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

periods. Under the new requirements for calculabiasjc earnings per share, the dilutive effectadlsoptions will be excluded. The impact
is expected to result in basic earnings per shafellws:

THRE E MONTHS ENDED NINE MONTHS ENDED
SEPTEMBER 27, SEPTEMBER 28, SEPTEMBER 27, SEPTEMB ER 28,
1997 1996 1997 199 6
Basic earnings per share............... $0.15 $0.23 $0.71 $0. 12

The impact of SFAS 128 on the calculation of difigarnings per share for these periods is not ¢xgeo be material.
7. RESEARCH AND DEVELOPMENT COST SHARING AGREEMENT

The Company entered into an agreement with a Japarempany to perform best efforts joint reseanthdevelopment work. The nature of
the project is to develop a glass coating machorigetused in the production of flat panel displayse Company was funded for one-half of
the actual costs of the project up to a ceilin§®#50,000. During the second quarter of 1997 thm@any amended this agreement with its
Japanese development partner to provide furthetifignof the joint research and development workrimuthe third quarter of 1997 the
Company received an additional $300,000 advancenthé amended agreement, bringing the total a@gareceived under the agreement to
$6,750,000. Offsets against research and develapempense of $300,000 were recognized under thededeagreement during the third
quarter of 1997. The Company does not expect mgraze significant additional credits against reskeand development expense under the
amended agreement until 1998.

8. SUBSEQUENT EVENTS

On October 20, 1997 the Company announced the mgitation of an employee profit sharing plan. Ttafipsharing plan will allocate a
percentage of Intevac's annual pretax profits tuahcash bonuses and annual 401(k) retirementcolatiibutions. All full-time regular U.S.
employees will be eligible to participate in theupl The plan will be implemented for 1998 results.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

This Quarterly Report on Form 10-Q contains forwlmaking statements which involve risks and undatias. The Company's actual results
may differ materially from those discussed in tbenard-looking statements. Factors that might causé a difference, include but are not
limited to, the risk factors set forth elsewherghis Quarterly Report on Form 10-Q under "Certedictors Which May Affect Future
Operating Results" and in other documents the Comfikes from time to time with the Securities adchange Commission, including the
Company's Annual Report on Form 10-K filed in Febyu1997, Form 10-Q's and Form 8-K's.

OVERVIEW

Intevac is a leading supplier of static sputtesggtems and related manufacturing equipment usethtmfacture thin film disks for comput
hard disk drives. Sputtering is a complex vacuupogéion process used to deposit multiple thin-fizyers on a disk. The Company has
three primary sources of net revenues: sales kfsgisttering systems and related disk manufactiemgpment; sales of system components;
and contract research and development activitiesk gputtering systems and related disk manufagjueguipment generally represent the
majority of the Company's revenue and are solcettically integrated disk drive manufacturers amatiginal equipment manufacturers that
sell disk media to disk drive manufacturers. Intevagystem component business consists primargglel of spare parts and aftersale service
to purchasers of the Company's disk sputteringeaystas well as sales of components to other metuuséas of vacuum equipment. Contract
research and development revenues have been deriveatily from prime contracts awarded by and suttracts awarded under various
DOD and NASA development projects for the FPD induand various electroptical products. During the first quarter of 138 Compan
received its first order for the design and deljvefa scaled up version of its BFAR FPD sputtering machine. To date, revenue fitorsale

of FPD sputtering equipment has not been material.

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

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

The Company's backlog was $71.1 million and $66lllom at September 27, 1997 and September 28, 1@3pectively. The Company
includes in backlog the value of purchase orderg#$gproducts with scheduled delivery dates. Daljvdates may be rescheduled from tim
time. The Company's backlog at the beginning afi@igr may not include all system orders neededhieve the Company's revenue
objectives for that quarter.

RESULTS OF OPERATIONS
THREE MONTHS ENDED SEPTEMBER 27, 1997 AND SEPTEMBER28, 1996

Net revenues. Net revenues consist primarily afssaf the Company's disk sputtering systems aatetequipment used to manufact
thin-film disks for computer hard disk drives, and lesser extent, system components, contrasanels and development and rapid thermal
processing systems for flat panel display manufagjuNet revenues from the sales of sputteringesys are recognized upon customer
acceptance. System component and other systemasalescognized upon product shipment, and comteaearch and development is
recognized in accordance with contract terms, glfji@as costs are incurred. Net revenues increag@8% to $30.4 million for the three
months ended September 27, 1997 from $24.6 milbothe three months ended September 28, 1996irithease in net revenues was
primarily due to an increase in the sales of dmkttering systems, and to a lesser extent fronsdke of a rapid thermal processing system.
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International sales increased by 197% to $22.0anifor the three months ended September 27, 1987 $7.4 million for the three months
ended September 28, 1996. The increase in revdérmmsnternational sales was primarily due to acréase in the sales of disk sputtering

systems, and to a lesser extent from the saleayid thermal processing system. Internationalssedbmstituted 72% of net revenues for the
three months ended September 27, 1997 and 30% cfvenues for the three months ended Septembédr928,

Gross margin. Cost of net revenues consists priynafrpurchased materials, fabrication, assemiglst, installation, international distributor
costs, warranty costs and, to a lesser extents atstbutable to contract research and developn@olss margin as a percentage of net
revenues was 30.2% for the three months endedr8bpte27, 1997 as compared to 34.8% for the thregthmaended September 28, 1996.
The reduction in gross margins was primarily dueettuced margins on disk sputtering systems foclwproduct costs increased more than
the Company's ability to increase prices.

Research and development. Research and developwymarse consists primarily of prototype materisddaries and related costs of
employees engaged in ongoing research, designenadogpyment activities for disk sputtering equipmdat panel display manufacturing
equipment, and research by the Company's Advaneelrblogy Division. Research and development expanseased to $3.2 million for
the three months ended September 27, 1997 fromr§ilidn for the three months ended September 2961 representing 10.6% and 9.8%,
respectively, of net revenues. The increase wasquily the result of reduced transfers of D-STARe&ch and development expense to cost
of sales under a Defense Advanced Research PAgjecicy ("DARPA™) development contract and reducest sharing from the Company's
D-STAR development partner. The Company does nmebsignificant additional credits to research dedelopment expense under either
of these programs during 1997.

Research and development expenses do not inclete ao$0.3 million and $0.6 million in the thre@mths ended September 27, 1997 and
September 28, 1996, respectively, reimbursed t&€trapany under the terms of a research and develaiprost sharing agreement with the
Company's Japanese flat panel display manufactedqngpment ("DSTAR") development partner, nor do they includetisa$ $0.7 million ir
the three months ended September 28, 1996 reimbtoshe Company under a DARPA development confrating development of the D-
STAR and delivery of a beta-site unit. In additiogsearch and development expenses do not incagie af $0.9 million and $0.6 million in
the three months ended September 27, 1997 andnBegt@8, 1996, respectively, in connection withtcaet research and development
activities that are charged to cost of sales.

Selling, general and administrative. Selling, gahand administrative expense consists primarilgedling, marketing, financial, travel,
management, legal and professional services ddstaestic sales are made by the Company's direxs $aidce, whereas international sales
are made by distributors that typically provideesainstallation, warranty and ongoing customepseup Selling, general and administrative
expense increased by 30% to $2.9 million for theg¢hmonths ended September 27, 1997 from $2.2omiltir the three months ended
September 28, 1996 representing 9.6% and 9.1%gecteply, of net revenues. The increase in selljgmeral and administrative expense
primarily the result of increased expense assatiatth the marketing and support of disk sputtesggtems. Administrative headcount grew
to 89 employees at September 27, 1997 from 71 graptoat September 28, 1996.

Interest expense. Interest expense increased@aillion for the three months ended Septembel23y7 from $35,000 for the three months
ended September 28, 1996. Interest expense copsisrily of interest on the Convertible Notesuied in the first quarter of 1997.

Interest and other income, net. Interest and dtteame consists primarily of interest income on @wmnpany's investments, income relate
the sale of the Company's 20% interest in the abglibck of Chorus, early payment discounts orptitrehase of inventories, goods and
services and the Company's 49% share of operatssgs in its Japanese joint venture, IMAT. Intesest other income, net increased to $0.8
million for the three months ended September 297f8om $0.6 million for the three months endedt8eyber 28, 1996 as the result of an
increase in interest income which was partiallyseffoy a reduction in income related to the sath@Company's 20% interest in the capital
stock of Chorus. The sale of Chorus

10



stock represented $0.4 million for the three moeiided September 28, 1996 and the Company dicccognize any gain on the sale of the
Chorus stock in the corresponding quarter of 1997.

Provision for income taxes. Income tax expenseere@entage of pretax income decreased to 31%éathtee months ended September 27,
1997 from 37% for the three months ended Septe2®et996. The 31% rate during the three monthscBaptember 27, 1997 resulted
from a reduction in the Company's 1997 year-to-titeate to 35% from the 36% rate used duringsthenonths ended June 28, 1997. The
decrease in the tax rate was the result of incteimsernational sales and increased tax exemptisitéthcome. The Company's tax rate for
these periods differs from the applicable statutatgs primarily due to tax exempt interest inca@nd state income taxes.

NINE MONTHS ENDED SEPTEMBER 27, 1997 AND SEPTEMBER28, 1996

Net revenues. Net revenues increased by 59% t@ $8iflion for the nine months ended September 88,71from $60.0 million for the nin
months ended September 28, 1996. The increase isvenues was primarily due to an increase irséthes of disk sputtering systems. To a
lesser extent, revenues increased as a resultwoprolucts acquired in the acquisitions of SJT laotdis and increased contract research and
development.

International sales increased by 150% to $53.danifor the nine months ended September 27, 199% $21.3 million for the nine months
ended September 28, 1996. The increase in revérmmsnternational sales was primarily due to arréase in the sales of disk sputtering
systems, and to a lesser extent from increasesd shtlisk lubrication equipment, contact stop/stest equipment and rapid thermal
processing systems. International sales consti®étl of net revenues for the nine months endedeSdr 27, 1997 and 36% of net
revenues for the nine months ended September 28, 19

Gross margin. Gross margin was 30.9% for the niaeths ended September 27, 1997 as compared to 3Gr3ke nine months ended
September 28, 1996. The reduction in gross magassprimarily due to reduced margins on disk spinigesystems for which product costs
increased more than the Company's ability to ire@qaices. To a lesser extent, margins decreagbe assult of lower margin contract
research and development activities representlaggar percentage of total revenue for the ninetirwanded September 27, 1997.

Research and development. Research and developwpiise increased to $7.7 million for the nine msm®inded September 27, 1997 from
$5.8 million for the nine months ended Septemberl®86, representing 8.1% and 9.7%, respectivélgebrevenues. The increase was
primarily the result of increased development eggen disk manufacturing products and flat pangbldly manufacturing products which v
partially offset by increased reimbursements toGbenpany under a DARPA development contract fundiexglopment of the D-STAR and
delivery of a beta-site unit.

Research and development expenses do not inclste ao$1.3 million and $1.3 million in the nine nibs ended September 27, 1997 and
September 28, 1996, respectively, reimbursed t&€trapany under the terms of a research and develaiprost sharing agreement with the
Company's Japanese D-STAR development partnedmtirey include costs of $1.5 million and $0.7 ioillin the nine months ended
September 27, 1997 and September 28, 1996, regggctieimbursed to the Company under a DARPA dgwakent contract funding
development of the D-STAR and delivery of a beta-gnit. In addition, research and development egeg do not include costs of $2.4
million and $1.5 million in the nine months endeghfmber 27, 1997 and September 28, 1996, resplyctin connection with contract
research and development activities charged toafastles.

Selling, general and administrative. Selling, gahand administrative expense increased by 3798 .® Willion for the nine months ended
September 27, 1997 from $6.1 million for the ninentins ended September 28, 1996 representing 8.@d%MGh%, respectively, of net
revenues. The increase in selling, general andrésirative expense was primarily the result of @asred expense associated with the
marketing and support of disk sputtering systemd,ta a lesser extent, increased costs of markatidgsupport of the Company's other
products.
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Acquired in-process research and development. Tmep@ny recognized a charge for acquired in-proassarch and development of $5.8
million for the nine months ended September 286188 a result of the acquisitions of SJT and Ldtlassimilar charge was incurred during
the nine months ended September 27, 1997.

Interest expense. Interest expense increased%a$iRion for the nine months ended September 2871from $0.1 million for the nine
months ended September 28, 1996. Interest expensésts primarily of interest on the Company's B/4./Convertible Notes issued in the
first quarter of 1997.

Interest and other income, net. Interest and dtteeme, net increased to $2.8 million for the nimenths ended September 27, 1997 from
$1.1 million for the nine months ended Septemberl286 as the result of increased interest incamerecreased income related to the sale
of the Company's 20% interest in the capital stafckhorus.

Provision for income taxes. Income tax expense@re@entage of pretax income for the nine montldeérseptember 27, 1997 and
September 28, 1996 was 35% and 37% (after exclum§5.8 million of non-tax deductible acquisitiebated in-process research and
development expense), respectively. The decreabe itax rate was the result of increased intesnatisales and increased tax exempt
interest income. The Company's tax rate for theswgs differs from the applicable statutory rgtémarily due to tax exempt interest inca
and state income taxes.

LIQUIDITY AND CAPITAL RESOURCES

The Company's operating activities provided caspl@.1 million for the nine months ended Septen®er1997. The cash provided was due
primarily to net income, adjusted for non-cash geprimarily amortization and depreciation.

The Company's investing activities used cash of$68llion for the nine months ended Septemberl®B,7 due primarily to the net purchase
of investments, and to a lesser extent, the puecbBsapital equipment and leasehold improvements.

The Company's financing activities provided casB%8.1 million for the nine months ended Septen#¥erl997, primarily due to the sale by
the Company of its Convertible Notes.

In July 1997, the Company announced a common sgqukchase plan. The repurchased shares will libtosaeeet the Company's current
and near-term stock requirements for its employeekdssuance plans. The Company did not repurchiageshares during the three-month
period ended September 27, 1997.

CERTAIN FACTORS WHICH MAY AFFECT FUTURE OPERATING R ESULTS
FLUCTUATIONS OF RESULTS OF OPERATIONS

The Company's operating results have historicadgrbsubject to significant quarterly and annuatttlations. The Company derives the
majority of its net revenues from the sale of atieély small number of sputtering systems. The peinof systems accepted by customers in
any particular quarter has varied from zero to@beand, as a result, the Company's net revenuespandting results for a particular period
could be materially adversely affected if an aptted order for even one system is not receivéithie to permit shipment and customer
acceptance during that accounting period. The Cowipdacklog at the beginning of a quarter mayimgtide all system orders needed to
achieve the Company's revenue objectives for thaittgr.

In addition, orders in backlog are subject to cliatien, and although in some cases the Companyiresja deposit on orders for its systems,
such deposits may not be sufficient to cover theeases incurred by the Company for the manufactttiee canceled systems or fixed
operating expenses associated with such systethe ttate of cancellation. From time to time, inesrtb meet anticipated customer demand,
the Company has manufactured disk sputtering systemdvance of the receipt of orders for suchesgst The Company expects to continue
this practice in the future. In the event that@ptted orders are not received as expected, thgp@uy could be materially adversely affected
by higher inventory levels and increased
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exposure to surplus and obsolete inventory wrife-@rders may be subject to cancellation, delefemal or rescheduling by a customer.
From the date the Company receives an order,@hdéikes more than six months before the net regefnam such order are recognized and
even longer before final payment is received. Eiatively long manufacturing cycles of many of ®empany's products have caused and
could cause shipments of such products to be delagen one quarter to the next, which could matgradversely affect the Company's
business, financial condition and results of openatfor a particular quarter. Announcements byGbenpany or its competitors of new
products and technologies could cause custometsfér purchases of the Company's existing systetnish would have a material adverse
effect on the Company's business, financial coowliéind results of operations.

Installing and integrating new sputtering systems the thinfilm disk manufacturing process requires a subi&himnvestment by a custome
Therefore, customers often require a significambiber of product presentations and demonstratianwedl as substantial interaction with the
Company's senior management, before making a psirghdecision. Accordingly, the Company's systeypgcally have a lengthy sales cy
during which the Company may expend substantiad§tand management time and effort with no assurtiate sale will result.
Furthermore, the Company's expense levels are piasgdrt, on its expectations as to future neenexes. If revenue levels are below
expectations, operating results are likely to beeeskly affected. Net income, if any, may be dipprtionately affected by a reduction in net
revenues because a proportionately smaller amduhé Company's expenses varies with its net resenrbhe impact of these and other
factors on the Company's revenues and operatingtses any future period cannot be forecasted witttainty. Due to all of the foregoing
factors, the Company expects its quarterly opegatsults to fluctuate significantly and may inte@r quarters be below the expectations of
securities analysts and investors. In such evasifikely the price of the Company's Common Staauld be materially adversely affected.

The Company believes that its operating resultsagitinue to fluctuate on a quarterly and ann@ali® due to a variety of factors. These
factors include the cyclicality of the thin-filmsk manufacturing and disk drive industries, patterhcapital spending by customers, the
timing of significant orders, order cancellatiomslahipment reschedulings, market acceptance dtonepany's products, unanticipated
delays in design, engineering or production origstomer acceptance of product shipments, changetcing by the Company or its
competitors, the timing of product announcementgsitboductions by the Company or its competitoiscdunts offered by the Company to
sell demonstration units, the mix of systems sibld relative proportions of sputtering systemstesyscomponents and subassemblies, and
contract research and development net revenueay#ikability and cost of components and subassesithanges in product development
costs, expenses associated with acquisitions actthage rate fluctuations. Over the last eleventguamthe Company's gross margin and
operating income (loss) as a percentage of nethtmsehas fluctuated from approximately 30% to 4@%eb revenues and (9)% to 21% of
revenues, respectively. The Company anticipatadtthgross and operating margins will continuétctuate. As a result, the Company
believes that period-to-period comparisons ofésutts of operations are not necessarily meanirggfdlshould not be relied upon as
indications of future performance.

CYCLICALITY OF THE MEDIA INDUSTRY

The Company's business depends upon capital expesgiby manufacturers of thin-film disks, incluglimanufacturers that are opening new
fabrication facilities, expanding or upgrading ¢ixig facilities or replacing obsolete equipmentjebhin turn depend upon the current and
anticipated market demand for hard disk drives. digk drive industry is cyclical and historicallpdiexperienced periods of oversupply.
Within the past year, many media manufacturers zareased capacity. In addition, Hyundai has anned plans to commence media
manufacturing. This industry-wide increase in cityanay lead to a period of oversupply of thin-fiblisks, resulting in significantly reduced
demand for thin-film disk production and for thepital equipment used in such production, includimg systems manufactured and marketed
by the Company. In recent years, particularly inywecent periods, the disk drive industry has egmeed significant growth, which, in turn,
has caused significant growth in the capital eqaipnindustry supplying manufacturers of tfilm disks. There can be no assurance that
growth will continue. The Company
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anticipates that a significant portion of new osdeill depend upon demand from thin-film disk maaeifirers building or expanding
fabrication facilities, and there can be no asstedhat such demand will exist. The Company's lassinfinancial condition and results of
operations could be materially adversely affectgdidownturns or slowdowns in the disk drive market.

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 konitment. In addition, the cyclicality of the didkive industry, among other factors, may
cause prospective customers to postpone decisigasding major capital expenditures, including pases of the Company's systems. In the
event customers delay the purchase of the Compsystems, the Company's business, financial camdéthd results of operations could be
materially adversely affected.

INTENSE COMPETITION

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 worldeiccach of Ulvac, Balzars and Anelva
has substantially greater financial, technical,keting, manufacturing and other resources thai€dmapany. The Company also experiences
competition from other manufacturers of in-line #pring systems used in thin-film disk fabricati@gilities as well as from the
manufacturers of thin-film disks that have devetbfiee capability to manufacture their own sputig@sgstems. There can be no assurance
that the Company's competitors will not developardements to, or future generations of, competgireglucts that will offer superior price

or performance features or that new competitorsnet enter the Company's markets and develop snbbhnced products. Furthermore, the
failure of manufacturers of thin-film disks currgntising in-line machines and manufacturers usigrnally developed sputtering systems to
switch to static sputtering systems in the futweld adversely affect the Company's ability to @age its sputtering system market share.

In addition, the Company's three principal compesitare based in foreign countries and have casgttates and system prices based on
foreign currencies. Accordingly, currency fluctweits could cause the Company's dollar-priced prediodbe less competitive than its
competitors' products priced in other currenciagréhcy fluctuations could also increase the Comjsacost structure relative to those of its
competitors, which could make it more difficult filre 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
customers, which could adversely affect the Comisdmysiness, financial condition, gross marginsrasdlts of operations. Because of these
competitive factors, there can be no assurancdattbatompany will be able to compete successfualype future.

CUSTOMER CONCENTRATION

Historically, a significant portion of the Compasiyevenues in any particular period have beerbattible to sales to a limited number of
customers. The Company's largest customers chamgepleriod to period as large thin-film disk protion facilities are completed and new
projects are initiated. Matsubo, the Company's depadistributor, Seagate Technology ("Seagate' T Technology accounted for 32
32% and 13%, respectively, of the Company's tatarevenues in 1996; Seagate, HMT Technology, and
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Matsubo accounted for 40%, 20% and 17%, respegtioéthe Company's total net revenues in 1995;nmade Storage Technology,
Matsubo, Seagate, Varian Associates and Komag atethior 25%, 15%, 13%, 12% and 10%, respectivdlyhe Company's total net
revenues during 1994.

The Company expects that sales of its productslatively few customers will continue to account fohigh percentage of its net revenues in
the foreseeable future. For example, nearly 63%hefCompany's backlog at September 27, 1997 wassepted by orders from three
customers for disk sputtering systems, with eaphersenting 10% or more of the Company's backl&@patember 27, 1997. None of the
Company's customers has entered into a long-tereeagent requiring it to purchase the Company'syartsd As purchases related to a
particular new or expanded fabrication facility aenpleted, sales to that customer may decreasplgloa cease altogether. If completed
contracts are not replaced on a timely basis by avelers from the same or other customers, the Coy'gaet revenues could be adversely
affected. The loss of a significant customer, adurction in orders from any significant customethar cancellation of a significant order
from a customer, including reductions or cancellaidue to customer departures from recent buyatignms, financial difficulties of a
customer or market, economic or competitive condgiin the disk drive industry, could materiallwadsely affect the Company's business,
financial condition and results of operations.

LIMITED NUMBER OF OPPORTUNITIES

The Company's business depends upon capital expesglby manufacturers of thin-film disks, of whitiere are a limited number
worldwide. According to a April 1997 report by Tdffocus, an independent market research firm, #seafnd of 1996 there were 231
installed disk sputtering lines (sputtering systemd related equipment such as plating, polishaguring, lubrication and test equipment as
well as related handling equipment) worldwide antyd5 companies in the world with five or moretaiied disk sputtering lines. Therefore,
winning or losing an order from any particular @umser could significantly affect the Company's opiagaresults. In addition, the Company's
opportunities to sell its systems are further ladiby the fact that some of the manufacturersiofftim disks have adopted an inline appro
as opposed to the Company's static approach tditimmisk manufacturing. These manufacturers havested significant amounts of cap
in their indine systems, and there may be significant resigtéam change to a static approach in the futur¢infgs the Company has derive
significant proportion of its net revenues fromesabf its systems to manufacturers constructing thawfilm disk fabrication facilities. The
construction of new thinfilm disk fabrication fatiés involves extremely large capital expendituresulting in few thin-film disk fabrication
facilities being constructed worldwide at any partar time. A substantial investment is also reeginy disk manufacturers to install and
integrate additional thin-film disk manufacturingugoment in connection with upgrading or expandhmgjr existing fabrication facilities.
These costs are far in excess of the cost of pairepadhe Company's system. The magnitude of sugitat@xpenditures has caused certain
thin-film disk manufacturers to forego purchasiigngficant additional thin-film disk manufacturiregiuipment. Consequently, only a limited
number of opportunities for the Company to selkitstems may exist at any given time.

RAPID TECHNOLOGICAL CHANGE; NEW PRODUCTS

The disk drive industry in general, and the thimfdisk manufacturing industry in particular, ateatacterized by rapid technological change
and evolving industry standards. As a result, tbem@any must continue to enhance its existing systam to develop and manufacture new
systems with improved capabilities. This has regglisnd will continue to require substantial invesstts by the Company in research and
development to advance its technologies. The failardevelop, manufacture and market new systemes,enhance existing systems, would
have a material adverse effect on the Companyiadrss financial condition and results of operatidn the past, the Company has
experienced delays from time to time in the intrthn of, and certain technical difficulties wittertain of its systems and enhancements. In
addition, the Company's competitors can be expdotedntinue to develop and introduce new and etdthproducts, any of which could
cause a decline in market demand for the Compaggtems or a reduction in the Company's margirsrasult of intensified price
competition.
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Changes in the manufacturing processes for thin-disks could also have a material adverse effethe Company's business, financial
condition and results of operations. The Compattigigates continued changes in the requirementisenflisk drive industry and thin-film
disk manufacturing technologies. There can be sarasce that the Company will be able to develgmufacture and sell systems that
respond adequately to such changes. In additienddka storage industry is subject to constanthvawg technological standards. There can
be no assurance that future technological innomatwill not reduce demand for thin-film disks. TBempany's business, financial condition
and results of operations could be materially asklgraffected by any trend toward technology thatild replace thinfilm disks as a storage
medium.

The Company has expended significant amounts &mareh and development for its disk sputteringesyst flat panel display manufacturing
equipment and other new products under developraaah, as laser-texturing equipment and electrazalpgiroducts. In July of 1997 the
Company terminated its program to develop a laesdrting system for thin-film disks for disk drives

The Company's success in developing and sellingresdu disk sputtering systems and other new prsdisgends upon a variety of factors,
including accurate prediction of future customejuieements, 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 qudytéuctuations in operating results as
orders for new products commence and orders fatiagi products decline. There can be no assurdwatéhite Company will be successful in
selecting, developing, manufacturing and marketieqy products or enhancements of existing products.

FLAT PANEL DISPLAY MANUFACTURING EQUIPMENT RISKS

In 1996, the Company spent approximately $5.3 anilbn various programs to fund the developmentjafpenent for use in the FPD
industry, of which approximately 59% was paid fgrtbe Company's development partners. In exchamgeeftain development funding, the
Company has granted to one of its development @arthe exclusive rights to manufacture and mahHeCompany's FPD sputtering syst:

in Japan. As of December 31, 1996, all of the axiprately $5.5 million advanced by the Company'sedepment partner had been applied to
qualifying costs. The Company has limited expereimcthe development, manufacture, sale and magkefiFPD manufacturing equipment,
having sold three rapid thermal processing ("R&¥%tems to date and having not yet completed deredat of its FPD sputtering system.
Although during the first quarter of 1997 the Compaeceived its first order for the design and\daly of a scaled up version of its D-STAR
FPD sputtering machine, there can be no assurhatéhe market for FPD manufacturing equipmentetag) by the Company will develop
quickly or to the degree the Company currentlycpétes, or that the Company's proposed FPD matuuniiag equipment will achieve
customer acceptance or that the Company will aehéey net revenues from the sale of its proposé&lmBnufacturing equipment. There

be no assurance the Company will receive additionsiomer sponsored research and development fyindthe future. The failure to
receive additional customer sponsored researctidevelopment funds could result in the Company ey funding the development of
such FPD manufacturing equipment, and the costsi research and development may have a matdviaise effect on the Company's
business, financial condition and results of openat There can be no assurance that the Compamyirvent will continue to fund research
and development in the FPD area.

LEVERAGE

In connection with the sale of the Convertible Nothe Company incurred approximately $57.5 millimimdebtedness which resulted in a
substantial increase in the Company's ratio of femm debt to total capitalization (shareholdegsligy plus long-term debt). The ratio at
September 27, 1997 and December 31,
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1996 was approximately 57.7% and 2.1%, respectividya result of this indebtedness, the Companyried substantial principal and
interest obligations. The degree to which the Campa leveraged could have a material adverse tefiethe Company's ability to obtain
additional financing for working capital, acquisitis or other purposes and could make it more vablerto industry downturns and
competitive pressures. The Company's ability totriie@ebt service obligations will be dependenttoe Company's future performance,
which will be subject to financial, business anldestfactors affecting the operations of the Compamgny of which are beyond its control.

MANAGEMENT OF EXPANDING OPERATIONS

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

The Company's operating results will depend inificant part upon its ability to retain and attrgctalified management, engineering,
marketing, customer support and sales personnebp€tition for such personnel is intense and the @om has difficulties attracting such
personnel, and there can be no assurance thabtheahy will be successful in attracting and retagrsuch personnel. The failure to attract
and retain such personnel could make it difficoiltithdertake or could significantly delay the Compsinesearch 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.

MANUFACTURING RISKS

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

In certain instances, the Company is dependent agsmlie supplier or a limited number of suppliershas qualified only a single or limited
number of suppliers, for certain complex componentsub-assemblies utilized in its products. Thenfany has implemented a key supplier
program in which it appoints certain key vendorsals suppliers for certain parts with the goahgbroving response time and reducing
costs. In addition, the Company makes extensivefisappliers serving the semiconductor equipmestrigss 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 yo pa
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more for inventory, parts and other supplies, sdtenative sources of supply, delay its abilitystap its products and damage relationships
with current and prospective customers. Any sudayder damage could have a material adverse effethe Company's business, financial
condition and results of operations.

The Company conducts substantially all of its mantufring activities at its leased facilities in 8a@lara, Los Gatos and Rocklin, California.
The Company's Santa Clara and Los Gatos faciliiedocated in a seismically active area. A magtastrophe (such as an earthquake or
other natural disaster) could result in a prolonigeerruption of the Company's business.

ACQUISITIONS

The Company's business strategy includes acquielaged businesses, products or technologies. Dngp@ny completed three acquisitions
during 1996 and expects that it may pursue additianquisitions in the future. Any future acquisitimay result in potentially dilutive
issuance of equity securities, the write-off ofpirocess research and development, the incurrerdebdfand contingent liabilities and
amortization expense related to intangible assetsieed, any of which could materially adverselfeaef the Company's business, financial
condition and results of operations. In particulhe, Company will not be able to use the "poolifighterests” method of accounting, due to a
shareholder being greater than a 50% holder o€timapany's Common Stock prior to the Company'saingtiiblic offering, in connection

with any acquisition consummated prior to Novermitiker1997 and the Company will therefore be requioegimortize any intangible assets
acquired in connection with any acquisition constated during that period.

The Company incurred a charge to operations of 88ll®n in the second quarter of 1996 to refldw purchase of in-process research and
development related to the two acquisitions conepléh that quarter. In addition, the Company is diriag intangible assets of
approximately $8.8 million of costs relating to theee acquisitions completed in 1996. The amditingperiod for such costs is over the
useful lives, which range from two years to sevearyg. Additionally, unanticipated expenses maynbarired relating to the integration of
technologies, research and development and adnaitivgt functions. Any acquisition will involve numaais risks, including difficulties in the
assimilation of the acquired company's employegsrations and products, uncertainties associatddoperating in new markets and
working with new customers, the potential losshaf &cquired company's key employees as well asots associated with completing the
acquisition and integrating the acquired company.

RISKS ASSOCIATED WITH INTERNATIONAL SALES AND OPERA TIONS

Sales to customers in countries other than theedr8tates accounted for 41%, 20% and 40% of regenuE996, 1995 and 1994,
respectively. The Company anticipates that intéonat sales will continue to account for a subsémiortion of net revenues in the future. In
order to effectively service customers locatediimg&pore and the surrounding region, the Compasyektablished sales and service
operations in Singapore, Taiwan and Malaysia. Saelsoperating activities outside of the United&tare subject to certain inherent risks,
including fluctuations in the value of the Unitethtes dollar relative to foreign currencies, tatiffjuotas, taxes and other market barriers,
political and economic instability, restrictions thre export or import of technology, potentiallyited intellectual property protection,
difficulties in staffing and managing internatiorgierations and potentially adverse tax conseq@efi¢gre can be no assurance that any of
these factors will not have a material adversecefia the Company's business, financial conditioresults of operations. In particular,
although the Company's international sales have derominated in United States dollars, such saldsxpenses may not be denominated
in dollars in the future, and currency exchangettlations in countries where the Company does basinould materially adversely affect
Company's business, financial condition and regifltsperations.

PATENTS AND OTHER INTELLECTUAL PROPERTY

The Company currently has 23 patents issued ittited States and 2 patents issued in Japan, anpemaling patent applications in the
United States and foreign countries. Of the 23 ga®ents, 7 relate to sputtering, 10 relate to RiTik¢Jates to lubrication systems and 5 relate
to other areas not in Intevac's
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mainstream business. The 2 Japanese patentsteetatattering. In addition, the Company has thbtrig utilize certain patents under
licensing arrangements with Litton Industries, darAssociates, Stanford University, Lawrence LiverenLaboratories and Alum Rock
Technology. There can be no assurance that amedtdompany's patent applications will be allowethat any of the allowed applications
will be issued as patents. There can be no assthatany patent owned by the Company will nonbalidated, deemed unenforceable,
circumvented or challenged, that the rights grattedeunder will provide competitive advantagethioCompany or that any of the
Company's pending or future patent applicationshvelissued with claims of the scope sought byGbmpany, if at all. Furthermore, there
can be no assurance that others will not develofasi products, duplicate the Company's producidesign around the patents owned by the
Company. In addition, there can be no assuran¢ddiredgn patent rights, intellectual property lasrshe Company's agreements will protect
the Company's intellectual property rights. Failtor@rotect the Company's intellectual propertyisgcould have a material adverse effect
upon the Company's business, financial conditiahrasults of operations.

There has been substantial litigation in the tetdmoindustry regarding intellectual property righThe Company has from time to time
received claims that it is infringing third parti@stellectual property rights. In August 1993, Raell International Corporation ("Rockwell")
sued the Federal government alleging infringeménedain patent rights with respect to the conrdice Federal government has had with a
number of companies, including Intevac. The Fedgoakernment has notified Intevac that it may bbléan connection with contracts for
certain products from the Company's discontinugtitnvision business. Although the Company beligv@éll have no material liability

under these contracts, there can be no assuraatdbh¢hresolution of the claims by Rockwell witle thederal government will not have a
material adverse effect on the Company's busimgssating results and financial condition. In tmstfquarter of 1997, Rockwell's patent in
suit was held invalid. Rockwell has appealed tlemision. These issues are now pending before thellape court.

There can be no assurance that other third pavtiesot in the future claim infringement by the @pany with respect to current or future
patents, trademarks, or other proprietary rightstireg to the Company's disk sputtering systenas,fanel display manufacturing equipment
or other products. Any present or future claimghwir without merit, could be time-consuming, résulcostly litigation, cause product
shipment delays or require the Company to enterrioyalty or licensing agreements. Such royaltliaensing agreements, if required, may
not be available on terms acceptable to the Comparst all. Any of the foregoing could have a miateadverse effect upon the Company's
business, operating results and financial condition

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

ENVIRONMENTAL REGULATIONS

The Company is subject to a variety of governmemtglilations relating to the use, storage, disahargndling, emission, generation,
manufacture, treatment and disposal of toxic 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 redhéctelease of, hazardous or toxic
substances could subject the Company to significainitities.
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DEPENDENCE ON KEY EMPLOYEES

The Company's operating results will depend sigaiftly upon the continued contributions of its offis and key management, engineering,
marketing, customer support and sales personnely mfavhom would be difficult to replace. The Compaloes not have an employment
agreement with any of its employees or maintaingengon life insurance with respect to any employée loss of any key employee could
have a material adverse effect on the Companyiadrss financial condition and results of operaidimployees of the Company are
currently required to enter into a confidentiabilyreement as a condition of their employment. Harehese agreements do not expressly
prohibit the employees from competing with the Campafter leaving its employ.
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PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
There are no material legal proceedings to whiehGbmpany is a party or to which any of its propétsubject.
ITEM 2. CHANGES IN SECURITIES
None.
ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY -HOLDERS
None.
ITEM 5. OTHER INFORMATION
None.
ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K
(a) The following exhibits are filed herewith:

EXHIBIT
NUMBER DESCRIPTION

11.1  Computation of Net Income Per Share
27.1  Financial Data Schedule

(b) Reports on Form 8-K:
None.
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SIGNATURES

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

INTEVAC, INC.

Dat e: Novenber 10, 1997 By: /'s/ NORVAN H. POND

Nor man H. Pond

Chai rman of the Board, President and
Chi ef

Executive Oficer (Principal
Executive O ficer)

Dat e: Novenber 10, 1997 By: /'s/ CHARLES B. EDDY |11

Charles B. Eddy II1

Vi ce President, Finance and
Admi ni stration,

Chief Financial Oficer, Treasurer
and Secretary

(Principal Financial and Accounting
O ficer)
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EXHIBIT INDEX

EXHIBIT
NUMBER

11.1  Computation of Net Income Per Share
27.1 Financial Data Schedule
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EXHIBIT 11.1
INTEVAC, INC.

COMPUTATION OF NET INCOME PER SHARE
(IN THOUSANDS, EXCEPT PER SHARE DATA)

(UNAUDITED)

THRE E MONTHS ENDED NINE MONTHS ENDED
SEPTEMBER 27, SEPTEMBER 28, SEPTEMBER 27, SEPTEMB ER 28,
1997 1996 1997 199 6

PRIMARY EARNINGS PER SHARE:
Shares used in Calculation of Net
Income Per Share:

Average common shares outstanding.... 12,586 12,314 12,541 12, 273
Net effect of dilutive stock
[o] o) [o] 4 I 518 642 556 585
12,956 13,097 12, 858
$2,799 $ 8,924 $1, 471
$ 0.22 $ 0.68 $0 11
FULLY DILUTED EARNINGS PER SHARE:
Shares used in Calculation of Net
Income Per Share:
Average common shares outstanding.... 12,586 12,315 12,541 12, 273
Net effect of dilutive stock
[o] o) [0] 4 I 552 712 568 608
Conversion of convertible debt....... - - 2,196 -
Total equivalent common
shares........ccccoevene. 13,138 13,027 15,305 12, 881
Net income (10SS).......ccccveeenneee. $1,931 $2,799 $ 8,924 $1, 471
Add interest expense, net of tax effect
on convertible debt.................. - - 1,324 -
Adjusted net income (loss)............. $2,799 $10,248 $1, 471
Net income (loss) per share... $ 0.21 $ 0.67 $0 A1
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ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE CONDENSED CONSOLIDATE
BALANCE SHEET OF SEP. 27, 1997 (UNAUDITED) AND THEONDENSED CONSOLIDATED STATEMENT OF INCOME
(UNAUDITED) FOR THE 9 MONTHS ENDED SEP 27, 1997 ANB QUALIFIED IN ITS ENTIRETY BY REFERENCE TO SUCH

FINANCIAL STATEMENTS.
MULTIPLIER: 1,000

PERIOD TYPE 9 MOS
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END SEP 27 199
CASH 1,81z
SECURITIES 63,66¢
RECEIVABLES 15,78¢
ALLOWANCES 1,38¢
INVENTORY 34,18¢
CURRENT ASSET¢ 120,09:
PP&E 18,627
DEPRECIATION 5,632
TOTAL ASSETS 143,71:
CURRENT LIABILITIES 40,28¢
BONDS 59,45¢
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 17,64¢
OTHER SE 25,91
TOTAL LIABILITY AND EQUITY 143,71:
SALES 95,25¢
TOTAL REVENUES 95,25¢
CGS 65,80¢
TOTAL COSTS 65,80¢
OTHER EXPENSES 15,60¢
LOSS PROVISION 40¢
INTEREST EXPENSE 2,49¢
INCOME PRETAX 13,72¢
INCOME TAX 4,80%
INCOME CONTINUING 8,92¢
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 8,92¢
EPS PRIMARY 0.6¢
EPS DILUTED 0.67
End of Filing
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