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PART I--FINANCIAL INFORMATION

ITEM I--FINANCIAL STATEMENTS

INTEVAC, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS
Current Assets:
Cash and cash equivalents.....................
Short-term investments.................c.....
Accounts receivable, net of allowances of $708
and December 31, 1995, respectively......
INVENLONIES....ccvvveieeeeeieiieiiiies
Short-term note receivable....................
Prepaid expenses and other current assets.....
Deferred tax asset.............ccccvvvvvnnns
Net current assets of discontinued operations.

Total current assets.............ccceevvvvvvnennns

Property, plant and equipment, net.................
INVEStMENTS......ovviiiiiiiiiieieeeiee

Goodwill and other intangibles...
Deferred tax and other assets......................

Total asSetS......ccvveeveveiiiiciiiiieieeeeeen.

LIABILITIES AND SHAREHOLDERS

Current liabilities:

Notes payable...........ccccvvvviieeienennnn.
Accounts payable............ccccvvvieiennnnn.
Accrued payroll and related liabilities.......
Other accrued liabilities..
Customer advances..........ccccevvveeeennns

Net liabilities of discontinued operations....
Total current liabilities..............ccccceeenee

Long-term notes payable.............ccccevvennne
Deferred tax liability..........ccoocveieiinnes

Shareholders' equity:
Common StOCK.........vvvverriiieeeiireennn
Retained earnings...........ccccovveeeenunnen.

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

Total liabilities and shareholders' equity.........

See accompanying notes.

(In thousands)

Jun. 29, Dec.
1996 199

(Unaudited)

........................ $ 6,696 $ 20
........................ 1,000

and $461 at June 29, 1996
........................ 6,292 4

EQUITY

$

2

1

4

14

1

24
........................ 730
........................ 835
........................ 15,327 15
........................ 10,688 12
........................ 26,015 27
........................ $ 59,368 $ 51

31,

422

439

944

479
431

83

,937

,304
,016

,320

,937



INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(In thousands, except per share amounts)

(Unaudited)
Three Months Ended Six Months Ended
Jun. 29, Jul. 1, Jun. 29, Jul. 1,
1996 1995 1996 1995
Net revenues:
Disk, flat panel, and other................... .. $20,235 $ 11,105 $ 35361 $ 15,779
MBE ....oiiiiiiiieee e . 695
Total net revenuUes.........cceeeeeviieeeeennines . 20,235 11,105 35,361 16,474
Cost of net revenues:
Disk, flat panel, and other................... . 12,228 7,116 21,431 10,360
MBE ...ooiiiiiiiiieee e . 434
Total cost of net revenues............cccccceeeee . 12,228 7,116 21,431 10,794
Gross Profit.......cccceeeeeiiieeiieeiieeee. . 8,007 3,989 13,930 5,680
Operating expenses:
Research and development..............cc...... . 2,006 580 3,385 920
Selling, general and administrative........... . 1,958 1,130 3,845 2,001
Acquired in-process research & development.... . 5,835 5,835
Total operating expenses.................. . 9,799 1,710 13,065 2,921
Operating income (I0SS)........cceeiriiieeeenunns . (1,792) 2,279 865 2,759
Other income, Net..........cccovveiiiiieecinins . 193 274 454 508
Income (loss) from continuing operations
before income taxes..............ccccvvnnns . (1,599) 2,553 1,319 3,267
Provision for income taxes............cccoeuveeee. . 1,626 916 2,647 1,163
Income (loss) from continuing operations........... . (3,225) 1,637 (1,328) 2,104
Income from discontinued operations................ . 1,335
Net income (I0SS).....ccceeevireeiieiiiieanen. . $(3225) $ 1,637 $ (1,328) $ 3,439
Per share:
Income (loss) from continuing operations ... . $(0.26) $ 0.16 $ (0.11) $ 0.20
Net income (10SS)......ccccovveevveennnenn. .. $(0.26) $ 0.16 $ (0.11) $ 0.33
Shares used in per share amounts................... . 12,256 10,293 12,252 10,294

See accompanying notes.



INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)
Six Months Ended
Jun. 29, Jul 1,
1996 199 5

OPERATING ACTIVITIES
Net income (I0SS)....ccovvveiiieiiiiiiieeeeeee e $(1,328) $ 3 ,439
Adjustments to reconcile net income to net cash and cash equivalents
provided by (used in) operating activities:

Depreciation and amortization................. . 953 498

Acquired in-process research & development.... L 5,835

Loss on disposal of equipment................. 22

Gain on disposition of discontinued operations (1 ,398)

Changes in assets and liabilities............. (4,433) (126)
Total adjuStMeNtS.....cvvviiiiiiiiiieeeeeeiieieeeee e 2,355 (1 ,004)
Net cash and cash equivalents provided by operating activities............. 1,027 2 435
INVESTING ACTIVITIES
Purchase of short-term investments................. (2,571) 3 ,001)
Proceeds from sale of short-term investments....... 1,571 5 ,079
Proceeds from sale of discontinued operation....... 7 ,546
Investment in CT corporation....................... (1,074)
Investment in San Jose Technology Corporation...... (2,270)
Investment in Lotus Technologies, Inc (8,135)
Purchase of property and equipment................. (2,297) 1 ,071)
Net cash and cash equivalents provided by (used in) investing activities... (14,776) 8 ,553
FINANCING ACTIVITIES
Proceeds from issuance of common stock............. 23 162
Repurchase of common stocK................c..... 7)
Redemption of redeemable Series 1 Preferred Stock.. (1 ,525)
Net cash and cash equivalents provided by (used in) financing activities... 23 1 ,370)
Net increase (decrease) in cash and cash equivalent Sttt (13,726) 9 ,618
Cash and cash equivalents at beginning of period... 20,422 9 ,268
Cash and cash equivalents at end of period......... 6,696 18 ,886
SUPPLEMENTAL SCHEDULE OF CASH FLOW INFORMATION
Cash paid (received) for:

INEEIeSt....vivveeeiieie e $ - $

Income taxes 3,095 300

Income tax refund (250)
Other non-cash changes:

Investment in CT corporation through assumptio n of notes payable...... $ 1,980 $

See accompanying notes.



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

Intevac, Inc. ("Intevac” or the "Company") is a pligr of static sputtering systems used to manufadhin-film disks for computer hard disk
drives. The Company's principal product, the MDRRSystem enables disk manufacturers to achiewedugrcivities, high signal-to-noise
ratios, minimal disk defects, durability and unifoty, all of which are necessary in the productidmigh performance, high capacity disks.
The Company sells its static sputtering systenimtb captive and merchant thin-film disk manufaetar The Company sells and markets its
products directly in the United States, and throegtiusive distributors in Japan, Taiwan and Kofidee Company supports its customers in
Southeast Asia through its wholly owned subsidiargingapore.

The financial information at June 29, 1996 andtfier three- and six-month periods ended June 2% 468 July 1, 1995 is unaudited, but
includes all adjustments (consisting only of normeglurring adjustments) that the Company considecgssary for a fair presentation of the
financial information set forth herein, in accordarwith generally accepted accounting principledrfterim financial information, the
instructions to Form 10-Q and Article 10 of RegidatS-X. Accordingly, they do not include all ofetinformation and footnotes required by
generally accepted accounting principles for anfinahcial statements. For further information ereto the Consolidated Financial
Statements and footnotes thereto included or irwatpd by reference in the Company's Annual Repoform 10-K for the fiscal year
ended December 31, 1995.

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdassats and liabilities and disclosure of contihgssets and liabilities at the date of the
financial statements and 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 six-month periodtednJune 29, 1996 are not considered indicativheofesults to be expected for any future
period or for the entire year.

2. INVENTORIES

The components of inventory consist of the follogvin

Jun. 29, De c. 31,

(in thousands) 1996 1995
Raw Materials $6,050 $2,900
Work in Progress 16,627 10,818
Finished Goods 2,558 2,750
$252235 $ 16,468

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

3. INCOME TAXES

The effective tax rates used for the six-monthqatsiending June 29, 1996 and July 1, 1995 were(@f% excluding the $5.8 million of
non-tax deductible acquisition related in-procesearch & development expense) and 36% of pretaxria, respectively. This rate is based
on the estimated annual tax rate complying wittaRaial Accounting Standards No. 109, "Accountinglfcome Taxes".

6.



INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
4. NET INCOME PER SHARE

Net income per share is computed using the weightedage number of shares of common stock andwtilabmmon equivalent shares fr
convertible preferred stock (using the if-convemeethod) and from stock options and warrants (ugiegreasury stock method). Pursuant to
the Securities and Exchange Commission Staff ActogiBulletins, common stock and common equivasares issued by the Company at
prices below the assumed initial public offerinB@) price during the twelve-month period precedmgdate of the initial filing of the
registration statement have been included in theulzdion of common equivalent shares, using teadury stock method based on an
assumed IPO price, as if they were outstandinglfqeriods presented prior to the IPO date.

5. ACQUISITION OF SAN JOSE TECHNOLOGY CORP.

On May 3, 1996, the Company completed the acqosiif the outstanding stock of San Jose TechndGmy. ("SJT"), a supplier of thin-
film disk lubrication systems. The total purchaseg@was $3,715,000, including a cash payment gf® 88000 and related acquisition cost
$15,000. The transaction was accounted for aséhpse.

The purchase price, including related acquisitiostg, has been allocated based on an independeaisg obtained by the Company of the
tangible and intangible assets acquired and lts@slassumed based on their respective date ofsddgu as follows (in thousands):

L 1 o $ 1,445
Accounts receivable.........ccccccovvveenneeeees 467
INVENEOIY oo e 679
Property & eqUIPMENt.....ccccovviiiieiiiciees e 164
Other current @ssets.......ccccovvvvveenncciccees e 24
Other @SSetS.....cccccvvviiiiiiiiieienecs s 1
Intangibles:

Current technology.....cccccevvcveeeeencceees e 785

Non-compete agreement......cccccceveeeeeeees 100

Acquired in-process research & development.... 1,740

GOOAWilleeoiiiiiiiiiiiieiieeieeeees e 375 3,000
Total ASSetS..uvvveiiiiiii e e 5,780
Liabilities assumed.......cccccvcvveevvveees e (2,065)

Net assets acquired.......ccccoceevceeeeeees e $ 3,715

To determine the value of the current technololgg,expected future cash flow of each existing pcodias discounted, taking into account
risks related to the characteristics and applicadibeach product, existing and future markets, aswkssment of the life cycle of each proc
This analysis resulted in a valuation of $785,0@0clrrent technology, which is being amortizedaastraight-line basis over a two year
period.

To determine the value of the products in the dgvelent stage, the Company considered, among @birs, the stage of development of
each project, the time and resources needed toletergach project, expected income and assocites! Associated risks include the
inherent difficulties and uncertainties in compigtieach project and thereby achieving technolodézaibility, and risks related to the
viability of potential changes in future target ets. This analysis resulted in a valuation of 80,800 for products in the development stage
that had not yet reached technological feasibélitgd did not have alternative future uses. Thereforaccordance with generally accepted
accounting principles, the $1,740,000 of producthée development stage was expensed in May 1986cpsred in-process research &
development.

Other intangible assets will be amortized on agfttdine basis over their estimated useful liwehjch range from two to five years.

7.



INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
6. ACQUISITION OF LOTUS TECHNOLOGIES, INC.

On June 6, 1996, the Company completed the acguisif the outstanding stock of Lotus Technologias, ("LTI"), a supplier of contact
stop/start test equipment for computer hard diskedrand components. The total purchase price &@3%,000, including a cash payment of
$8,320,000 and related acquisition costs of $15,086 transaction was accounted for as a purchase.

The purchase price, including related acquisitiosig, has been allocated based on an independmaissg obtained by the Company of the
tangible and intangible assets acquired and lts@slassumed based on their respective date ofsdoou as follows (in thousands):

Cash..i e e $ 200
Accounts receivable..............cccoocieiiiins 320
Inventory.........ccccvvevennns 300
Property & equipment............ccccceeeiiinnenn. 41
Other assets........ccccoecvieeiiiiiieeeeien. 7
Intangibles:

Current technology...cccvvvvveveeeiiieieeeeee e 1,015

Non-compete agreement.......cccccceeeeees s 136

Acquired in-process research & development.... e 4,095

GOOAWIll.cevieiiiiiiei e e 3,324 8,570
Total ASSetS..uevieiiiiiiii e e 9,438
Liabilities assumed........ccoccvevviieenneeeee e (1,103)

Net assets acquired.........ccoceevveeeeeees e, $ 8,335

To determine the value of the current technololyg,expected future cash flow of each existing pcodias discounted, taking into account
risks related to the characteristics and applicabibeach product, existing and future markets, @aswbssment of the life cycle of each proc
This analysis resulted in a valuation of $1,015,fi0Gurrent technology, which is being amortizedaostraight-line basis over a three year
period.

To determine the value of the products in the dgvalent stage, the Company considered, among abirs, the stage of development of
each project, the time and resources needed toletergach project, expected income and associatex] Associated risks include the
inherent difficulties and uncertainties in compigtieach project and thereby achieving technolodézaibility, and risks related to the
viability of potential changes in future target kets. This analysis resulted in a valuation of $8,000 for products in the development stage
that had not yet reached technological feasibéitg did not have alternative future uses. Thereforaccordance with generally accepted
accounting principles, the $4,095,000 of productthe development stage was expensed in June 5 &jaired in-process research &
development.

Other intangible assets will be amortized on agltitdine basis over their estimated useful liwghjch range from three to five years.
7. PUBLIC OFFERING

During the second quarter of 1996, the Company fileegistration statement for a public offeringtef Company's common stock. At June
29, 1996, approximately $66,000 related to theipudffering was included in prepaid expenses ingbeompanying balance sheet. Total
costs of the public offering, including the $66,08€e estimated at between $200,000 and $250,0@9tdmarket conditions, the offering
was put on hold. If the Company elects to termitlagepublic offering in the third quarter of 19%96e costs would be charged to expense
during the third quarter of 1996.



ITEM 2 -- MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This Quarterly Report on Form 10-Q contains forwaxking statements that are accompanied by caatyostatements that identify
important factors that could cause actual resaltdiffer materially from those in the forward lookj statement as a result of certain of the risk
factors set forth elsewhere in this Quarterly ReparForm 10-Q.

OVERVIEW

Intevac is a leading supplier of static sputtesggtems used to manufacture thin film-disks for potar hard disk drives. Sputtering is a
complex vacuum deposition process used to depasiipte thin-film layers on a disk. The Company llasee primary sources of net
revenues: sales of disk sputtering systems antbdethsk manufacturing equipment; sales of systemponents; and contract research and
development activities. The Company's disk sputtesiystems, which generally represent the majofithe Company's revenue, are sold to
vertically integrated disk drive manufacturers amdriginal equipment manufacturers that sell adisdia to disk drive manufacturers.
Intevac's systems component business consistsnisirasales of spare parts and after-sale setaqmrchasers of the Company's disk
sputtering systems, as well as sales of componewitier manufacturers of vacuum equipment. Contemearch and development revenues
have been primarily derived from contracts with ARfer development projects for the flat panel indysRevenues from the sale of FPD
products have not been material.

Through the first quarter of 1995, the Company atseived revenues from the sales of molecular begzEtaxi ("MBE") systems. The
Company acquired the MBE business from Varian ior&kary 1991 and sold the business to a third par@ctober 1993. MBE revenues in
the first quarter of 1995 were derived from theesaif used MBE equipment that had not been sdlteimcquisition. The Company does not
expect any MBE revenues in the future.

Income from discontinued operations representdteefom the sales of night vision products, priityanf night vision goggles and devices
and the sale of the night vision business to Ligstems, Inc. in May 1995.

In the first quarter of 1996, Intevac acquired ©ah Technology Corporation ("CTC"), a developead¥anced sputter source technology for
the production of disks used in computer hard diskes, for $1.1 million in cash and $2.0 milliannotes.

On May 3, 1996, Intevac acquired San Jose Techpdlagp. ("SJT"), a supplier of thifikm disk lubrication systems, for $3.7 million @ash

On June 6, 1996, Intevac acquired Lotus Technatpgne. ("LTI"), a supplier of contact stop/staast equipment for computer hard disk
drives and components, for $8.3 million.

The Company's backlog was $68.2 million and $22l6am at June 29, 1996 and July 1, 1995 respeltive
RESULTS OF OPERATIONS
THREE MONTHS ENDED JUNE 29, 1996 AND JULY 1, 1995

Net revenues. Disk, flat panel and other net regsmonsist primarily of sales of the Company's digkitering systems and related equipr
used to manufacture thin-film disks for computerdhdisk drives, and to a lesser extent, system ooipts and contract research and
development. Net revenues from the sales of syséeengecognized upon customer acceptance. Systeiporent sales are recognized upon
product shipment, and contract research and dewmopis recognized in accordance with contract setgpically as costs are incurred. M
net revenues consist primarily of system sales.rélanues increased by 82% to $20.2 million forttiree

9.



months ended June 29, 1996 from $11.1 million ltheet months ended July 1, 1995. The increase iremehues was primarily due to an
increase in the sales of disk sputtering systerns [Esser extent, revenues increased as a résalies of new products acquired in the
acquisitions of SJT and LTI and increased salesystem components.

International sales increased by 115% to $7.0 onilfor the three months ended June 29, 1996 fraf i&8lion for the three months ended
July 1, 1995. The increase in revenues from inteynal sales was primarily due to an increase énstles of disk sputtering systems.
International sales constituted 35% of net reverioethe three months ended June 29, 1996 and 30%t oevenues for the three months
ended July 1, 1995.

Gross margin. Cost of net revenues consists priynafrpurchased materials, fabrication, assemiglst, installation, international distributor
costs, warranty costs and, to a lesser extents etstbutable to contract research and developn@oiss margin from disk, flat panel and
other sales was 39.6% for the three months endesl 28, 1996 as compared to 35.9% for the threelmsanded July 1, 1995. The
improvement in gross margins was primarily duentowéased manufacturing efficiencies resulting flagher production volume. The
Company believes that gross margins experienctteisecond quarter of 1996 were higher than shgenarally be expected and are not
indicative of margins in future periods.

Research and development. Research and developwymarse consists primarily of prototype materisddaries and related costs of
employees engaged in ongoing research, designen@dogpment activities for disk sputtering equipmdiat panel manufacturing equipment,
and research by the Company's Advanced Technologgiin. Company funded research and developmgmtrese increased to $2.0 million
for the three months ended June 29, 1996 from®@lén for the three months ended July 1, 199%resenting 9.9% and 5.2%, respectiv
of net revenue. The increase was primarily thelresuncreased development expense in disk manufiag products and, to a lesser extent,
increased development expense in flat panel dispkayufacturing products.

Research and development expenses do not inclste @d$0.4 million and $0.2 million in the thre@mths ended June 29, 1996 and July 1,
1995, respectively, reimbursed to the Company utfdeterms of a research and development cosinghagreement with the Company's
Japanese flat panel manufacturing equipment ("D-“Sdavelopment partner.

Selling, general and administrative. Selling, gahand administrative expense consists primarilgedling, marketing, financial, travel,
management, legal and professional services. Daorszdes are made by the Company's direct sales fehereas international sales are
made by distributors that typically provide salestallation, warranty and ongoing customer suppoternational distributor costs are
included in cost of net revenues. Selling, genanal administrative expense increased by 73% torifllian for the three months ended June
29, 1996 from $1.1 million for the three months eshduly 1, 1995 representing 9.7% and 10.2%, réispg of net revenue. The increase in
selling, general and administrative expense wasagrily the result of increased expense associatttdtiae marketing and support of disk
sputtering systems, and to a lesser extent, inedgasblic company costs subsequent to the Compiaityéd public offering in November
1995. Administrative headcount grew to 69 employaeRine 29, 1996 from 38 employees at July 1, 1995

Acquired In-Process Research and development.ridredase of $5.8 million was the result of a writeed acquired in-process research &
development related to the acquisitions of SJTlard

Other income, net. Other income consists primandlinterest income on the Company's short-termstments, and to a lesser extent, early
payment discounts on the purchase of inventori@sdg and services. Other income decreased by 3@ 2amillion for the three months
ended June 29, 1996 from $0.3 million for the thremths ended July 1, 1995 primarily as the resfuliecreased interest income from lower
cash balances.

Provision for income taxes. Income tax expense@reentage of pretax income for the three montdge June 29, 1996 and July 1, 1995,
was 38% (after excluding the $5.8 million of nom-tleductible acquisition related in-process redearal development expense) and 36%,
respectively. The increase in the tax rate wasm, the result of the Company increasing its 1&ér-to-date tax rate from 35% to 37% of
pretax income during the three month period endee 29, 1996. The Company's tax rate for thesegediffers from the applicable
statutory rates primarily due to tax exempt inteiregsome and state income taxes.

10.



SIX MONTHS ENDED JUNE 29, 1996 AND JULY 1, 1995

Net revenues. Net revenues increased by 115% td $38ion for the six months ended June 29, 1996nf$16.5 million the six montt
ended July 1, 1995. The increase in net revenusgvimarily due to an increase in the sales of dpktering systems and to a lesser extent
as the result of new products acquired in the aitipns of SJT and LTI.

There were no net revenues from the sale of MBEegys for the six months ended June 29, 1996 asamupo net revenues of $0.7 million
for the six months ended July 1, 1995. The Compenynd down the MBE business following the exchaofggubstantially all of the assets
related to this business with a third party forcktm late 1993.

International sales increased by 240% to $13.8anifor the six months ended June 29, 1996 fror $llion for the six months ended July
1, 1995. The increase in revenues from internakisalas was primarily due to an increase in thessaf disk sputtering systems. International
sales constituted 39% of net revenues for the simths ended June 29, 1996 and 25% of net revenuésef six months ended July 1, 1995.

Gross margin. Gross margin from disk, flat panel ather sales was 39.4% for the six months endee 29, 1996 as compared to 34.3% for
the six months ended July 1, 1995. The improvermegtoss margins was primarily due to increasedufaturing efficiencies resulting frc
higher production volume. The Company believes ginass margins experienced in the first six mowfhE996 were higher than should
generally be expected and are not indicative ofyinarin future periods.

Research and development. Company funded reseadatleaelopment expense increased to $3.4 milliothi® six months ended June 29,
1996 from $0.9 million for the six months endedyJul 1995, representing 9.6% and 5.6%, respectieélyet revenue. The increase was
primarily the result of increased development exgen disk manufacturing products and, to a lesstnt, increased development expen:
flat panel display manufacturing products.

Research and development expenses do not inclste @d$0.8 million and $0.5 million in the six mbe ended June 29, 1996 and July 1,
1995, respectively, reimbursed to the Company utideterms of a research and development costnghagreement with the Company's
Japanese D-Star development partner. On Februa9®8, this research and development cost shagreement was amended to increase
the development partner's total funding commitnfierh $4.3 million to $5.5 million. Under the terroéthe research and development cost
sharing agreement, Intevac and its developmem@aeach pay half of all D-Star development castsune 29, 1996, $0.6 million of the
$5.5 million development funding committed by then@pany's development partner remained to be spethteoD-Star development project.
In addition, research and development expensestiaciude expenditures in connection with contrasiearch and development activities
since these are charged to cost of sales.

Selling, general and administrative. Selling, gahand administrative expense increased by 9298 ® fillion for the six months ended
June 29, 1996 from $2.0 million for the six monémsled July 1, 1995 representing 10.9% and 12.18pectively, of net revenue. The
increase in selling, general and administrativeeesp was primarily the result of increased expasseciated with the marketing and support
of disk sputtering systems, and to a lesser exigereased public company costs subsequent todhgp@ny's initial public offering in
November 1995. Administrative headcount grew t@Btployees at June 29, 1996 from 38 employeesaflJ1995.

Acquired In-Process Research and development.ridredase of $5.8 million was the result of a writeed acquired in-process research &
development related to the acquisitions of SITGI.

Other income, net. Other income consists primandlinterest income on the Company's short-termstments and, to a lesser extent, early
payment discounts on the purchase of inventoriesgg and services. Other income decreased by 13B%46 million for the six months
ended June 29, 1996 from $0.5 million for the sbnihhs ended July 1, 1995, primarily as the redultecreased interest income from lower
cash balances.
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Discontinued operations. In March 1995, the Compadgpted a formal plan to discontinue its nightoridusiness. The Company sold its
night vision business to Litton Systems, Inc. inyMé 1995. Accordingly, the results of operatiordéadfor the six months ended July 1, 1995
reflect the night vision business as a discontinygeration. Net revenues included in discontinyaerations for the six months ended July 1,
1995 were $4.2 million. Included in income fromatiatinued operations for the six months ended July995 is a net gain after taxes of
approximately $1.4 million, net of a reserve of epgimately $2.6 million to provide for estimateasing, environmental remediation and
warranty costs from the sale of the night visiosibass. As of June 29, 1996, the Company had coeaptdosure of the night vision busine
Palo Alto facility and $0.8 million remained in tlB®mpany's closure reserve to provide for any amtit expenses which may be incurred.

Provision for income taxes. Income tax expensereentage of pretax income for the six monthedriine 29, 1996 and July 1, 1995,
37% (after excluding the $5.8 million of non-taxddetible acquisition related in-process researchdavelopment expense) and 36%,
respectively. The Company's tax rate for theseogerdiffers from the applicable statutory ratesnarily due to tax exempt interest income
and state income taxes.

LIQUIDITY AND CAPITAL RESOURCES

The Company's operating activities provided cashlo® million for the six months ended June 29,619%e Company incurred a $1.3
million net loss and increased working capital By4smillion. This was more than offset by a $5.8iom non-cash acquisition related write-
off of acquired in-process research and developrauedit$1.0 million of depreciation and amortization.

The Company's investing activities used cash of&#llion for the six months ended June 29, 199& use of cash was due to $11.5
million of investments in LTI, SJT and CTC, the ghase of $2.3 million of fixed assets and net pasels of $1.0 million of short-term
investments.

The Company's financing activities provided cas#28,000 for the six months ended June 29, 1996 pdmarily to the exercise of stock
options by employees.

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 most of
its net revenues from the sale of a small numbepaftering systems. The number of systems accéptedstomers in any particular quarter
has varied from zero to six and, as a result, i@ @any's net revenues and operating results fartecplar period could be materially
adversely affected if an anticipated order for espa system is not received in time to permit st@phand customer acceptance during that
accounting period. The Company's backlog at thénbétgy of a quarter may not include all system osdeeeded to achieve the Company's
sales objectives for that quarter. Orders in barkle subject to cancellation, and although the fizom generally requires a deposit on or
for its systems, such deposits may not be suffidiecover the expenses incurred by the CompanthBomanufacture of the canceled syst
or fixed operating expenses associated with sustes)s to the date of cancellation. From time tetim order to meet anticipated customer
demand, the Company has manufactured disk spugtsyistems in advance of the receipt of ordersdoh systems. The Company expects to
continue this practice in the future. In the evbat anticipated orders are not received as exgettten the Company could be materially
adversely affected as the result of higher invgnievels and increased exposure to surplus andetbsaventory write-offs. Orders may be
subject to delay, deferral or rescheduling by damasr. From the date the Company receives an dtdgten takes more than six months
before the net revenues from such order are reezedraind even longer before final payment is receiVle relatively long manufacturing
cycles of many of the Company's products have chasd could cause shipments of such products telaged from one quarter to the next,
which could materially adversely affect the Compamusiness, financial condition and results ofrapens for a particular quarter.
Announcements by the Company or its competitorse@f products and technologies could cause custamelefer purchases of the
Company's existing systems, which would have a nahi@dverse effect on the Company's businessndiafcondition 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
Therefore, customers often require a significambiper of product presentations and demonstratianaesl 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 assurdiate sale will result.
Furthermore, the Company's expense levels are biasgdrt, on its expectations as to future neenexes. If revenue levels are below
expectations, operating results are likely to beceskly affected. Net income, if any, may be digprtionately affected by a reduction in net
revenues because a proportionately smaller amduhéCompany's expenses varies with its net reenbhe impact of these and other
factors on the Company's sales and operating seisudiny future period cannot be forecasted wittagaty. 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
public market analysts and investors. In such eiéslikely the price of the Company's Commoncktavould be materially adversely
affected.

The Company believes that its operating resultsagitinue to fluctuate on a quarterly and anna@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 d@dnepany'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 announcementstvoductions by the Company or its competitang, mix of systems sold, the relative
proportions of sputtering systems, system companamti subassemblies, and contract research anlbplent net revenues, the availability
and cost of components and subassemblies, chamgesduct development costs, expenses associate@my acquisitions and exchange
fluctuations. Over the last ten quarters the Comisaoperating income (loss) as a percentage akewenues has fluctuated from
approximately (32)% to 27% of net revenues. The gamy anticipates that its operating margin will thiawme to fluctuate. As a result, the
Company believes that period-to-period comparigdnts results of operations are not necessarilgmireggful and should not be relied upon
as indications of future performance.

CYCLICALITY OF THE MEDIA MANUFACTURING INDUSTRY

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

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

of which typically involve a significant capital conitment. 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 camdénd results of operations could be
materially adversely affected.

INTENSE COMPETITION

The Company experiences intense competition woddwiiom three principal competitors, Ulvac Japa, ['Ulvac"), Leybold A.G.
("Leybold") and Anelva Corporation ("Anelva"), eachwhich is a large
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manufacturer of complex vacuum equipment and tiin-disk manufacturing systems and has sold a anbiat number of thin-film disk
sputtering machines worldwide. Ulvac is a manufatof in-line systems, Leybold is a manufacturiestatic and in-line sputtering systems
and Anelva is a manufacturer of static systems,emuth has substantially greater financial, tectnicarketing, manufacturing and other
resources than the Company. The Company also expes competition from other manufacturers ofrie-Bputtering systems used in thin-
film disk fabrication facilities as well as the mdacturers of thin-film disks that have developld tapability 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 priceperformance features or that new competitolisnet enter the Company's markets and
develop such enhanced products. Furthermore, tluesfaf manufacturers of thin-film disks currentiging in-line machines and
manufacturers using internally 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 casttates and system prices based on
foreign currencies. Accordingly, currency fluctwais could cause the Company's dollar-priced predodbe less competitive than its
competitors' products priced in other currenciagréhcy fluctuations could also increase the Comjgacost 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 sputterysfiesn into the manufacturing process, the
Company believes that once a thin-film disk mantufee has selected a particular supplier's disktepng equipment, the manufacturer
generally relies upon that equipment for the spepifoduction line application and frequently 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, competi for customers in the disk sputtering
equipment industry is particularly intense, andpdigps of disk sputtering equipment may offer prigiconcessions 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 assurancetthatompany will be able to compete successfalhe 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 chamgepieriod to period as large thin-film disk fatation facilities are completed and new
projects are initiated. Seagate, HMT Technology, Miatsubo accounted for 40%, 20% and 17%, respdgtiof the Company's total net
revenues in 1995, and Trace Storage TechnologysWat Seagate, Varian Associates and Komag acabfort@5%, 15%, 13%, 12% and
10%, respectively, of the Company's total net reesrduring 1994. Western Digital, Matsubo and Ti&toeage Technology accounted for
21%, 14% and 11%, respectively, of the Company& tet revenues during 1993.

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, a signifipantion of the Company's backlog at June 29, 1@@8asented orders from Seagate for a
facility Seagate is constructing in Singapore h@ ¢vent Seagate experiences a delay in the cotistrof the new facility or defers the
completion of its construction, the Company's eeenues and operating results could be materidilgraely affected. In addition, Seagate
recently acquired Conner Peripherals, Inc. ("Cofjn€@onner has significant disk media manufactudpgrations, uses an internally
developed in-line disk sputtering system, and la&npurchased a system from the Company. Therbeao assurance that the combined
entity will not favor Conner's internally developdidk sputtering system over the Company's sysbemelay, reduce or cease purchases of
the Company's products for other reasons, or tiwacquisition will not otherwise have a mateadVerse effect on the Company's business,
financial condition and results of operations. Nohéhe Company's customers has entered into atlmng agreement 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 orfdlem a customer, including reductions or cancieltet due to customer departures from
recent buying patterns, financial difficulties ofastomer or market, economic or
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competitive conditions in the disk drive industcguld materially adversely affect the Company'dress, financial condition and results of
operations.

LIMITED NUMBER OF OPPORTUNITIES

The Company's business depends upon capital expesslby manufacturers of thin-film disks, of whitkere are a limited number
worldwide. According to TrendFOCUS, an independeatket research firm, as of the end of 1995 thenewi 87 installed disk sputtering
lines (sputtering systems and related equipmerit aa@lating, polishing, texturing, lubrication aedt equipment as well as related handling
equipment) worldwide and only 14 companies in tloelevwith five or more installed disk sputteringdis. Therefore, winning or losing an
order from any particular customer could signifitpaffect the Company's operating results. In iddj the Company's opportunities to sell
its systems are further limited by the fact thahgnaf the manufacturers of thin-film disks have pigal an in-line approach as opposed to the
Company's static approach to thin-film disk mantifeing. These manufacturers have invested sigmifiaenounts of capital in their in-line
systems, and there may be significant resistanchdnge to a static approach in the future. Atsithe Company has derived a significant
proportion of its net revenues from sales of itst@yns to manufacturers constructing new thin-filek dabrication facilities. The construction
of new thin-film disk fabrication facilities invobs extremely large capital expenditures, resuitifigw thin-film disk fabrication facilities
being constructed worldwide at any particular tiiesubstantial investment is also required by diglnufacturers to install and integrate
additional thin-film disk manufacturing equipmentdonnection with upgrading or expanding their gxgsfabrication facilities. These costs
are far in excess of the cost of purchasing the jgi2omy's system. The magnitude of such capital experd has caused certain thin-film disk
manufacturers to forego purchasing significant taiaial thin-film disk manufacturing equipment. Censiently, only a limited number of
opportunities for the Company to sell its systenay mxist at any given time.

RAPID TECHNOLOGICAL CHANGE

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 system to develop and manufacture new
systems with improved capabilities. This has regglimnd will continue to require substantial invesstts by the Company in research and
development to advance its technologies. The failardevelop, manufacture and market new systems,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 intrtthn of, and certain technical difficulties wittgrtain of its systems and enhancements. In
addition, the Company's competitors can be expdotedntinue to develop and introduce new and etdthproducts, any of which could
cause a decline in market demand for the Compaggtems or a reduction in the Company's margirsrasult of intensified price
competition.

Changes in the manufacturing processes for thin-diisks could also have a material adverse effethe Company's business, financial
condition and results of operations. The Compattigigates continued changes in the requirementisenflisk drive industry and thin-film
disk manufacturing technologies. There can be sarasce that the Company will be able to develgmufacture and sell systems that
respond adequately to such changes. In additienddka storage industry is subject to constantvawg 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 thin-film disks as a storage
medium.

The Company's success in developing and sellingamehenhanced systems depends upon a varietytof§amcluding accurate prediction

of future customer requirements, technology advanoast of ownership, introduction of new produmtsschedule, cost-effective
manufacturing and product performance in the fi€élte Company's new product decisions and developomenmitments must anticipate the
requirements for the continuously evolving diskvdrindustry approximately two or more years in aaaof sales. Any failure to accurately
predict customer requirements and to develop newergdions of products to meet those requirementdditave a sustained material adverse
effect on the Company's business, financial coowligind results of operations. New product transiticould adversely affect sales of existing
systems, and product introductions could contribatguarterly fluctuations in operating resultagers for new products commence and
orders for
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existing products decline. There can be no assartnat the Company will be successful in selectileyeloping, manufacturing and
marketing new products or enhancements of exigtingucts.

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 i@uFhe Company's ability to manage its expandpggations effectively will require it
to continue to improve its operational, financald management information systems, and to tradtivate and manage its employees. If the
Company's management is unable to manage its eixgpoperations effectively, the Company's resultsperations could be adversely
affected.

The Company's operating results will depend inifigant part upon its ability to retain and attrgctalified management, engineering,
manufacturing, marketing, customer support ancssadesonnel. The Company has recently undertaketiempt to hire a significant number
of qualified technical and marketing personnel. @etition for such personnel is intense and the Gomhas difficulties attracting such
personnel, and there can be no assurance thabtheaby 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 capabilitiesthier 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 coeng®and 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 devadaopor meet the technical specifications of its isg8tems 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. Daueecent increases in demand, the
average time between order and shipment of the @oyp systems may increase substantially in theduThe Company's ability to quickly
increase its manufacturing capacity in responshéot-term increases in demand could be limiteémithe complexity of the manufacturing
process, the lengthy lead times necessary to obtiical components and the need for highly skilfeersonnel. The failure of the Compan
satisfy any such short-term increases in demandakeep pace with customer demand would leadrtbdu extensions of delivery times,
which could deter customers from placing additiamalers, and could adversely affect product qualityich could have a materially adverse
effect on the Company's business, financial coowliéind results of operations.

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. Ini@oid, the Company makes extensive use
of suppliers serving the semiconductor equipmesin@ss and such suppliers may choose to give fyrioritheir semiconductor equipment
customers that are much larger than the Company pAsionged inability to obtain adequate delivegesid require the Company to pay
more for inventory, parts and other supplies, sdteknative sources of supply, delay its abilityskdp its products and damage relationships
with current and prospective customers. Any sudayder damage could have a material adverse affethe 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, California. The Company's Santa
Clara facility is located in a seismically activea A major catastrophe (such as an earthquasher natural disaster) could result in a
prolonged interruption of the Company's business.
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FLAT PANEL DISPLAY MANUFACTURING EQUIPMENT

In 1995, the Company spent approximately $2.5 amlbbn various programs to fund the developmentaffenent and processes for use in
the flat panel display ("FPD") industry, approximlgt72% which was paid for by the Company's develept partners. In exchange for
certain development funding, the Company has gdatiat®ne of its development partners the exclusglgs to manufacture and market the
Company's FPD sputtering systems in Japan. The @oyripas limited experience in the development, fzarure, sale and marketing of
FPD manufacturing equipment, having sold two Rapidrmal Processing ("RTP") systems to date andigavot yet completed developm
of its FPD sputtering system. There can be no asserthat the market for FPD manufacturing equigrteggeted by the Company will
develop as quickly or to the degree the Companseatly anticipates, or that the Company's propdded manufacturing equipment will
achieve customer acceptance or that the Compahgatileve any net revenues from the sale of itpgsed FPD manufacturing equipment.
There can be no assurance the Company will re@eldéional customer sponsored research and develapitnding in the future. The
failure to receive additional customer sponsorasgaech and development funds could result in thegamy internally funding the
development of such FPD manufacturing equipmernt,tha costs of such research and development megyehmaterial adverse effect on
Company's results of operations. There can be surasce that the Company in any event will contitauind research and development in
the FPD area.

RISKS ASSOCIATED WITH INTERNATIONAL SALES AND OPERA TIONS

Sales to customers in countries other than theedr8tates accounted for 32%, 40% and 20% of reganuk993, 1994 and 1995,
respectively. The Company anticipates that intéonat sales will continue to account for a substmortion of net revenues in the future. In
addition, the Company has orders from Seagatemesiic customer, to deliver and install a significaumber of machines in Seagate's
manufacturing facility in Singapore. In order tdeetively service customers located in Singaporktae surrounding region, the Company
has established a sales and service operatiomgafore. Sales and operating activities outsidénited States are subject to certain inherent
risks, including fluctuations in the value of thaitéd States dollar relative to foreign currenctesffs, quotas, taxes and other market
barriers, political and economic instability, résions on the export or import of technology, puially limited intellectual property

protection, difficulties in staffing and managingdrnational operations and potentially adversectmsequences. There can be no assurance
that any of these factors will not have a mateadhlerse effect on the Company's business, finaocoraition or results of operations. In
particular, although the Company's internationldsaave been denominated in United States do#lac sales and expenses may not be
denominated in dollars in the future, and curreexghange fluctuations in countries where the Complaes business could materially
adversely affect the Company's business, finagoiatlition and results of operations.

PATENTS AND OTHER INTELLECTUAL PROPERTY

The Company currently has 23 patents issued ibthited States, and has pending patent applicatiotie United States and foreign
countries. Of the 23 patents, seven relate toapugf, 11 relate to RTP, one relates to lubricatigstems and four relate to other areas not in
Intevac's mainstream business. The Company haggtiteo utilize certain patents under licensinthagements with Litton Industries, Vari
Associates, Stanford University, Lawrence Livermioaporatories and Alum Rock Technology. There camd assurance that any of the
Company's patent applications will be allowed @t t#ny of the allowed applications will be issusgatents. There can be no assurance that
any patent owned by the Company will not be in\&tkdl, deemed unenforceable, circumvented or clgatbrthat the rights granted
thereunder will provide competitive advantagedi®@ompany or that any of the Company's pendirfgtare patent applications will be
issued with claims of the scope sought by the Cawppiéat all. Furthermore, there can be no asstedhat others will not develop similar
products, duplicate the Company's products or demigund the patents owned by the Company. Iniaddihere can be no assurance that
foreign patent rights, intellectual property lawgtlee Company's agreements will protect the Comigantellectual property rights. Failure to
protect the Company's intellectual property rigidald have a material adverse effect upon the Cagipdusiness, financial condition and
results of operations.

There have also been substantial amounts of litigén the technology industry regarding intellexdtproperty rights. The Company has from
time to time received claims that it is infringitigrd parties' intellectual property rights. In Augy 1993, Rockwell International Corporation
("Rockwell") sued the Federal government alleginfgingement of certain patent rights with respedtie contracts the Federal government
has had with a number of companies, including leteWhe Federal government has notified Intevatitimaay be liable to the
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Federal government in connection with contractscéatain products from the Company's discontinugttrvision business. Although the
Company believes it will have no material liabilitythe Federal government under these contrénetss tan be no assurance that the
resolution of the claims by Rockwell with the Fealegovernment will not have a material adverseatfém the Company's business, opera
results and financial condition. In addition, then@pany has recently become aware that a third patysent correspondence to a consort

of which the Company is a party, in a proposed gawent sponsored research and development prodeamirg that the work to be done
under this program may infringe patents owned lg/tthird party. The Company and its subcontradbange reviewed the correspondence and
patents and believe these claims are without meitiever, there can be no assurance that litigatibmot result from such development
program. There can be no assurance that otherghitees will not in the future claim infringemdny the Company with respect to current or
future patents, trademarks, or other proprietayhits relating to the Company's disk sputteringesyst flat panel manufacturing equipment or
other products. Any present or future claims, withwithout merit, could be timeensuming, result in costly litigation, cause pratdshipmer
delays or require the Company to enter into royaitiicensing agreements. Such royalty or licensiggeements, if required, may not be
available on terms acceptable to the Company, all.aany of the foregoing could have a materialeide effect upon the Company's
business, operating results and financial condition

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 gaiogs, the Company has informed
this competitor that the Company believes its patights are being infringed and that the Compasy nndertake litigation to protect its
patent rights if necessary. If undertaken, sudgeliton could be costly, time-consuming and resulegal claims being made against the
Company. This could have a material adverse effeche Company's business, operating results aaddial condition, and, in addition,
there could be no assurance that the Company wutindately prevail in any such litigation.

ACQUISITIONS

The Company's business strategy includes acquiettynologies or businesses that enable it to exjpsiedrrent product offerings in the thin-
film disk manufacturing market. The Company has pleted three acquisitions during 1996 and expéetsit may pursue additional
acquisitions in the future. Any future acquisitimray result in potentially dilutive issuance of dgsecurities, the incurrence of debt and
contingent liabilities and amortization expensated to intangible assets acquired, any of whichccmaterially adversely affect the
Company's business, financial condition and resiltperations. In particular, the Company will betable to use the "pooling of interests"
method of accounting due to a shareholder beingtgréhan a 50% holder of the Company's CommonrkStoor to the Company's initial
public offering, in connection with any acquisitioansummated prior to November 21, 1997 and thep@omwill therefore be required to
amortize any intangible assets acquired in conoeetith any acquisition consummated during thaiquker

The Company incurred a charge to operations of 88ll&n in the quarter ended June 29, 1996, tteotfthe purchase of in-process research
and development pursuant to the two acquisitiomspdeted in the second quarter. In addition, the @amy intends to amortize intangible
assets of approximately $8.8 million of costs iato the two acquisitions completed in the secgudrter as well as the acquisition
completed during the first quarter of 1996. The dination period for such costs will be over usdiuts, which range from two years to
seven years. Additional, unanticipated expenseshmagcurred relating to the integration of teclugaés and research and development and
administrative functions. Any acquisition will inlw@ numerous risks, including difficulties in thesamilation of the acquired company's
employees, operations and products, uncertains@scéated with operating in new markets and workiith new customers, the potential |

of the acquired company's key employees as wéelle@sosts associated with completing the acquisdind integrating the acquired compe

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 twe 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
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environmental regulations. Any failure by the Compé#o properly manage the use, disposal or stovfger adequately restrict the release of,
hazardous or toxic substances could subject thep@oynto significant liabilities.
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PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDING
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.

The Company's annual meeting of shareholders wdsheMay 14, 1996. The following actions were tale this meeting:

Abstentions
Affirmative Negative Votes and Broker
Votes Votes Withheld Non-Votes
(a) Election of Directors

Norman H. Pond 11,639,109 100 - 611,752
John R. Dougery 11,639,109 100 - 611,752
Edward Durbin 11,639,109 100 -- 611,752
David N. Lambeth 11,639,109 100 - 611,752
H. Joseph Smead 11,639,109 100 - 611,752
(b) Ratification of Ernst 11,634,809 4,000 612,152

& Young LLP as
independent accountants

ITEM 5. OTHER INFORMATION.
None.
ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K
(a) The following exhibits are filed herewith:
Exhibit 11.1 Computation of Net Income Per Share
Exhibit 27 Financial Data Schedule
(b) On May 3, 1996 the registrant filed a reportramm 8-K regarding the acquisition of San Joseéhmetogy Corp.

(c) The registrant incorporates herein by refergheeStock Purchase Agreement by and among Lotcisribéogies, Inc., Lewis Lipton,
Dennis Stark, Steven Romine and Intevac, Inc.,ddatme 6, 1996, filed as an exhibit to the RegdisineStatement on Form S-1 (No. 333-
05531) filed by the registrant on June 7, 1996.
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SIGNATURES

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

INTEVAC, INC.

Date: August 12, 1996 By: /s/ Norman H Pond

Nor man H. Pond
Chai rman of the Board, President and Chief

Executive Officer (Principal Executive Officer)

Date: August 12, 1996 By: /s/ Charles B. Eddy III
Charles B. Eddy |11
Vi ce President, Finance and Adm nistration,
Chi ef 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 Financial Data Schedule
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INTEVAC, INC. EXHIBIT 11.1

COMPUTATION OF NET INCOME PER SHARE
(In thousands, except per share amounts)

(Unaudited)
Three Months Ended Six Month s Ended
Jun. 29, Jul. 1, Jun. 29, Jul. 1,
1996 1995 1996 1995
Shares used in Calculation of Net Income Per Share:
Average common shares outstanding.............. ... 12,256 688 12,252 689
Net effect of dilutive stock options.......... . ... 129 129
Shares related to SAB Nos. 55, 64 and 83:
Stock options.......cccovvcvievvieeeeee. 217 217
Ordinary shares issued.........cccccoeee.. . 579 579
Series A convertible preferred shares
as-if-converted..........ccooevvvvenneeee. L 8,680 8,680
12,256 10,293 12,252 10,294
Income (loss) from continuing operations........... ... $ (3,225) $ 1,637 $ (1,328) $ 2,104
Netincome (I0SS)......cocevvvvevvveevieeiieee $ (3,225) $ 1,637 $ (1,328) $ 3,439
Income (loss) per share from continuing operations. ... $ (0.26) $ 0.16 $ (0.11) $ 0.20

Net income (loss) per share........c.cccocveeeeeee. L $ (0.26) $ 0.16 $ (0.11) $ 0.33



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE CONDENSED CONSOLIDATE
BALANCE SHEET AT JUNE 29, 1996 (UNAUDITED) AND THEONDENSED CONSOLIDATED STATEMENT OF INCOME
(UNAUDITED) FOR THE SIX MONTHS ENDED JUNE 29, 1996\D IS QUALIFIED IN ITS ENTIRETY BY REFERENCE TO SCH
FINANCIAL STATEMENTS.

MULTIPLIER: 1000

PERIOD TYPE 6 MOS
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END JUN 29 199
CASH 669¢
SECURITIES 100C
RECEIVABLES 700(
ALLOWANCES 70€
INVENTORY 2523t
CURRENT ASSET¢ 4303:
PP&E 776¢
DEPRECIATION 232¢
TOTAL ASSETS 5936¢
CURRENT LIABILITIES 3178¢
BONDS 73C
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 1532
OTHER SE 1068¢
TOTAL LIABILITY AND EQUITY 5936¢
SALES 35361
TOTAL REVENUES 35361
CGS 21431
TOTAL COSTS 21431
OTHER EXPENSES 1279¢
LOSS PROVISION 267
INTEREST EXPENSE 55
INCOME PRETAX 131¢
INCOME TAX 264
INCOME CONTINUING (1328
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME (1328
EPS PRIMARY (0.11
EPS DILUTED (0.11
End of Filing
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