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This Annual Report on Form 10-K contains forwarddmg statements which involve risks and unceriggniWords such as “believes,”
“expects,” “anticipates” and the like indicate foravd-looking statements. Intevac’s actual results/rdéfer materially from the results
discussed in the forward-looking statements foarety of reasons, including those set forth untd€ertain Factors Which May Affect Futt
Operating Results.”

PART |
ltem 1. Business
Overview

Intevac, Inc.’s businesses are the designufaature and sale of complex capital equipmend isenanufacture products such as flat
panel displays, thin-film disks and electro-optidalices (“Equipment”) and the development of highénsitive electro-optical devices and
systems (“Photonics”).

Systems sold by the Equipment Division apdglly used to deposit highly engineered thin-flof material on a substrate, or to modify
the characteristics and properties of thin-filnreatly deposited on a substrate. Systems manufddiyrdne Equipment Division generally
utilize proprietary manufacturing techniques anocpsses and operate under high levels of vacuuesyidtems are designed for high-
volume continuous operation and use precision folatomputerized controls and complex softwarggams to fully automate and control
the production process. Products manufacturedtivtbe systems include color cell phone displaygnaotive displays, computer monitors,
and thin-film disks for computer hard disk drivéfie Equipment Division has also designed ultra-hgtuum automated equipment for the
manufacture of low-cost low-light level cameras @leped by the Photonics Division and for sale teeomanufacturers of electro-optical
devices. The Equipment Division recorded sales4@ B million in 2001, an increase from $28.8 mitlim 2000. Equipment Division
revenues in 2001 resulted primarily from the safasew flat panel display (“FPD”) manufacturing s and technology upgrades, spare
parts and consumables for disk manufacturing egeiim

The Photonics Division is developing eleabptical devices and systems that permit highly iseasdetection of photons in the visible
and short wave infrared portions of the spectruhis Gevelopment work is aimed at creating new petslfor both military and industrial
applications. Products include LIVAR® systems fosjpive target identification at long range, lowsttow-light-level cameras for use in
security and military applications and photodioftgsuse in high-speed fiber optic systems. Pho®biwision sales increased to $8.8 million
in 2001 from $7.3 million in 2000 and consistechparily of contract research and development. Thatdttics Division has completed
approximately $30 million of government-sponsoresiiarch and development since 1994.

Equipment
Technology and Strate

The Equipment Division’s systems utilize sisfibated vacuum process technologies that argratted with precision robotics and
automated process and system controls. The Compangtems are designed for high volume manufagtanaplications and are commonly
operated 24 hours a day 7 days a week with higimepProcess technologies include physical vapposi&on, chemical vapor deposition,
fast cooling, rapid thermal processing and ultghhiacuum level processing. Intevac’s equipmeategy is to expand into growing
equipment markets where its existing technologyelwa be leveraged to reduce the cost of entnpartitipation in those markets. For
example, the deposition and rapid thermal procgssiuipment developed to address the FPD markethanequipment developed to
manufacture Photonics Division low-cost low-lighvél cameras, incorporate many of the manufactugolgnologies previously developed
by the Company for high volume manufacturing oftfiim disks and night vision devices.
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Deposition Equipment for Flat Panel Display Manufamng

The manufacture of several types of flat pdisplays, such as active matrix liquid crystalplays, require the deposition of thin-film
layers of different materials onto a glass substiatevac’s D-Star sputtering systems are desigmediformly coat thin films on substrates
as large as a meter square. Deposition materigllgdi@ metals such as aluminum and chromium (usedraductors), indium tin oxide (used
as transparent conductors) and complex oxides térmabs such as magnesium (used in plasma displaygplum and silicon. Process
modules are positioned around a central handlinduleodesigned to provide high throughput. Up ta fleack-to-back modules, each
containing two vacuum isolated chambers, can laelad directly to the central handler unit. Addiibback-to-back modules may also be
attached in series to provide further processliié® and capacity. Typically one module is dewbte load/unload and the remaining
positions are configured as dedicated proces®ptatSubstrates are loaded into the system withat and then held on edge in a vertical
orientation as they are processed. Vertical sutestrandling allows for a relatively small footpreystem, optimizes particulate control and
reduces flexing of the substrate.

Rapid Thermal Processing Equipment for Flat Panisplay Manufacturing

Intevac’s rapid thermal processing (“RTBYstems rapidly modify the characteristics of ffilims deposited on glass substrates used i
manufacture of flat panel displays. Intevac’s padrRTP technology enables manufacturers to chdmegproperties of these thin-films by
thermally processing the film layer at temperatuhes would otherwise distort or destroy the unglad glass substrate. The RTP system
employs rapid transient heating, rather than bublstate heating, which provides lower cost of awhi and higher throughput as compared
to furnace and laser processing techniques. Iisigahheating, a uniform line of radiation is foednto a moving substrate, which brings
only a narrow stripe of the substrate up to peakess temperature at any time. The substrate remaitistorted because the large majority
of its area is relatively cool and acts to stabilize overall panel. Intevac’s RTP systems areayi used for thin-film activation after ion
implant in the manufacture of low temperature piily@n displays. Intevas RTP system customers include Sanyo, Sharp, Soppoly anc
a joint venture of Sony and Toyota.

Equipment for Disk Manufacturir

Intevac has delivered approximately 110 ®MDP-250 disk manufacturing systems to custommisiding Fuji Electric, Fujitsu Limited,
Hitachi, Komag, Maxtor, Mitsubishi, Nippon Sheet&s, Seagate Technology, Sony and Trace Storagedlegy. Intevac’s systems are
used by disk manufacturers to apply thin layersrafercoats, magnetic alloys and protective ovescimalboth aluminum and glass thin-film
disks used in computer hard disk drives. The Compatieves that Intevac systems are used to matméaapproximately half the worldwi
supply of these disks. The mechanical design oMBé&-250 family has characteristics similar to thester tools widely used in
semiconductor manufacturing in that each of thdwaprocess stations is separately vacuum pumpadacuum isolated. The MDP-250
does not require a carrier or pallet to transpisiktgthrough the system. Rather, disks are autcaibtioaded into the system from cassettes,
processed, and then automatically returned todksatte. A number of process station options deeenf, including multiple options for the
deposition of thin-films and carbon overcoats, imgpstations, cooling stations and cleaning statiéiurthermore, these twelve process
stations can be easily reconfigured to accommautateess changes.

The rapid increase in areal density in compaotemory storage is requiring the thin-films defgosby our MDP-250 series of equipment
to become more complex. This complexity is leadmthe need for both new process capabilities amekeal for more than twelve process
stations. Intevac continues to develop new procepabilities for its installed base of systems.sEheew capabilities include processes that
permit the deposition of ultra-thin diamond-like'lean overcoats, vapor lubrication and, currentlgé@velopment, multiayer sources and st
underlayer sources necessary for perpendiculardexp To answer the need for more process statlotevac introduced the MDP-200, a
modular add-on system that allows manufacturesg#mmlessly integrate additional process statiotstheir MDP-250 system. The MDP-
200 provides the capability to process disks thnopigpcess stations serially or in parallel, givimgnufacturers flexibility to integrate process
steps with different process times. Intevac has déveloped a suite of system upgrades
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(MDP-250B+ Upgrades) that allow manufacturers tgrage the vacuum level, speed and control systémheio installed base of MDP-250
systems.

The process and system technologies thatdotdeveloped for its MDR50 systems have been designed to be backwardsatibreand
in many cases, field installable. Intevac beliethes the primary demand for disk manufacturing pment for the next few years will be for
upgrades to the installed base of systems, ratherfor sales of new systems to add capacity. fe\strategy is to provide its customers
with a cost-effective solution that significantlpgrades and extends the capabilities of their liestdase of equipment.

Electron Beam Processing Equipm

In December 1999, Intevac implemented a faerminate its electron beam product line. Trephcluded the delivery of the three
electron beam systems on order, closure of the dey¥acility where the systems were manufacturetiaa$il.6 million charge related to the
plan. In March 2000, the Company sold the eleclreaim business to Quemex Technology, Ltd. and Quassxmed responsibility for
Intevac’'s Hayward facility. Intevac retained rightsthe three systems on order, which were subsgigusold during 2000 and 2001.

Photonics

History

Intevac’s Photonics products have been deeeldy a team that initially began working togetinethe 1980’s in the Varian central
research labs and night vision business unit. Whiavac was formed in 1991, it acquired Varianghivision business, and the related
Varian central research lab activities and techgwld he central research lab group became pahieolR&D department for Intevac’s night
vision business and continued to develop Intevpletstocathode technology. In 1995, Intevac soldigét vision business to Litton
Industries. However, the technical team remainddtavac and formed the Photonics Division. Sin@85Lthe Photonics Division has been
further developing its technology, with the majpief its activities being funded by R&D contracterh the United States Government and its
contractors. During this period the Photonics Darishas also worked collaboratively with other s organizations, including Stanford
University, Lawrence Livermore National Laborataiyd The Charles Stark Draper Laboratory.

Technology and Strate

The Photonics Division develops and manufast@éompact electro-optical devices that permitlgigensitive detection of photons in the
visible and short wave infrared portions of thectpen. One of these sensors is an Electron BomHdattarge Coupled Device (‘EBCCD”)
which was originally developed under a cost-shafiaghnology Development Agreement with the Defehdeanced Research Projects
Agency (“DARPA”) from 1996 to 1998.

The sensor has a transparent glass windasnerside through which photons are focused ontw#opathode grown on the vacuum side
of the window. When photons strike the photocathtbdeugh the window, electrons are emitted intowheuum. These electrons are then
electrically accelerated through the vacuum ariklestr charge coupled device (“CCD”) imager, whighurn outputs a high resolution, low
noise video signal. These devices are extraordynsensitive to infrared light with frequenciestjlieyond the visible spectrum and are used
in the Company’s LIVAR target identification system

A second type of sensor incorporates the dzasie technology described above; however, theuteazbntains a Complementary Metal-
Oxide-Semiconductor (“CMOS”) imager instead of aOC¢hip. This Electron Bombarded Active Pixel Sen&&BAPS ™ ) imager
development was initially funded under a cost stgaproject awarded to Intevac by the National totiof Standards and Technology
(“NIST").

Both of these sensors offer both high serisitand high resolution and work well in the vilgtas well as the near infrared range of the
spectrum. The output is high-resolution video, eatihhan the low-resolution direct view green imggaoduced by traditional night vision
devices. This frees the user from having to hold
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the device to the eye and permits remote viewinjiarage processing. The Company believes it haability and features not possible with
the direct view night vision devices currently iseuby the military.

LIVAR Target Identification Systel

Intevac integrated its EBCCD sensor withseetalluminator to create its Laser llluminated Wirg and Ranging system (“LIVAR”). The
LIVAR system is similar to RADAR, but with a numbefimprovements. The illuminator is an eye saéefarather than a longer wavelength
microwave source, and the reflected signal is digd as a digital video image, rather than aspa bhis enables real time, high-resolution
imagery for target identification at much longengas than was previously possible.

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

Currently the military uses several meanddoget location and identification including fomaldooking infrared (“FLIR”) systems and
RADAR. While these systems can sense targetsattwely long ranges, the resolution is poor, ansifpee identification is difficult, or
impossible. The LIVAR system complements the emgs&LIR and RADAR technology and enables long raiagget identification in
addition to target sensing.

The first military program planning the wigesad deployment of LIVAR was approved late in 2d@fevac is under contract for the
development phase of the program and volume pramuist expected to commence in late 2003. In Felgrd@02 Intevac delivered a porta
LIVAR targeting and surveillance system to the LA8Ny.

Low Cost Low Light Level Camer

Today'’s low light level cameras, derived framiitary night vision technology, are too experesfer most commercial applications.
Intevac’s objective is to reduce this cost to $0,08r camera, a cost at which the Company belitwatdarge available markets for
commercial security cameras, law enforcement auitional military night vision tubes could be adsised. Intevac is currently developing
this low light level video camera with National Seonductor under a program sponsored by NIST. TI&INbrogram involves the
development of a CMOS chip that integrates an aqtixel imaging sensor with camera electronics hyidthal Semiconductor, photocathode
design, product integration and packaging and dgweént of low cost manufacturing processes by BesvPhotonics Division, and
development of ultra-high vacuum automated proogsand assembly equipment by Intevac’s Equipmewisdn. Intevac plans to begin
commercial sales late in 2002.

Photodiodes for Fiber Optic Communicatic

Photodiodes are an essential part of tod#dyes optic communication systems. These systearstnit huge volumes of data at high speed
in the form of light pulses transmitted down a tfiber optic strand. A critical element of thesestgyns is the photodiode that converts light
pulses from the fiber optic into electrical signafgevac has applied its patented technology eadtvelopment of 10 gigabit per second and
40 gigabit per second Indium Gallium Arsenide —iungd Phosphide photodiodes. These photodiodes siffeificant advantages over
conventional Indium Gallium Arsenide detectors bynbining high operating speed, good responsivity, dark current, and high output.
Intevac began furnishing samples of these devitdsei form to fiber optic system component manufests during 2001.
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Competition

We believe that the principal competitivetéas affecting the markets for our products inclpdee, product performance and
functionality, integration and manageability of guats, customer support and service, reputatiorraiability. Intevac’s equipment products
experience intense competition worldwide from cotitpes including Anelva Corporation, Ulvac Japaitg.Land Unaxis Holdings, Ltd., each
of which have sold substantial numbers of systemddwide. Anelva, Ulvac and Unaxis all have substdly greater financial, technical,
marketing, manufacturing and other resources thesvac. There can be no assurance that Intevacipetitors will not develop
enhancements to, or future generations of, conigefiroducts that offer superior price or perforcafeatures or that new competitors will
not enter Intevac’s markets and develop such emtbhpmducts.

Given the lengthy sales cycle and the sigaift investment required to integrate equipment tiné manufacturing process, Intevac
believes that once a manufacturer has selectediaypar supplier's equipment for a specific apption, that manufacturer generally relies
upon that supplier’s equipment and frequently wdlhtinue to purchase any additional equipmenttfat application from the same supplier.
Accordingly, competition for customers in the eqngnt industry is intense, and suppliers of equigmeay offer substantial pricing
concessions and incentives to attract new custoarertain existing customers.

Intevac believes that its Photonics prodactssignificantly differentiated from and offer sificant advantages over other competing
products and technologies and that the Companfalvasable patent protection for much of its Photsrtechnology. However, the Company
believes that competitors will arise for its Phatsrproducts, and that these competitors may heaegey resources than the Company.

Research and Development

Intevac’s products serve markets charactetigerapid technological change and evolving industandards. Intevac routinely invests
substantial amounts in research and developmengxretts to continue an active development proghatevac’s research and development
expenses were $14.5 million, $10.6 million and $Million, respectively, in 2001, 2000 and 1999s&ach and development expenses
represented 28%, 29% and 33%, respectively, ofevetnues in 2001, 2000 and 1999. Intevac expeatsekearch and development spen
will decline during 2002 as the result of the coatigin during 2001 of the majority of the designiaties related to development of the D-
STAR, RTP and MDP-200 platforms.

Research and development expenses do natiscbsts of $8.0 million, $6.0 million and $5.9lmn in 2001, 2000 and 1999,
respectively, related to Photonics contract reseantl development which are included in cost ofdgasnld. Research and development
expenses also do not include costs of $0.5 millk@n7 million and $1.1 million incurred by Intever2001, 2000 and 1999, respectively, and
reimbursed under the terms of research and developoost sharing agreements related to developafielisk and flat panel manufacturing
equipment.

Sales Channel, Customers and Marketing

Domestic sales are made by the Company’stdiades force, whereas international sales areradlistributors and representatives that
provide services such as sales, installation, warrand customer support. The Company also habsidiary in Singapore to support
customers in Southeast Asia. Through the secondeguat 2000, Intevac marketed its flat panel maotiring equipment to the Far East
through its Japanese joint venture, IMAT. During third quarter of 2000 the Company and its jogriture partner, Matsubo, transferred
IMAT’s activities and employees to Matsubo, whidthme a distributor of the Company’s flat panetipats, and shut down the operations
of IMAT.

The selling process for Intevac’s equipmendpcts is often a multi-level and long-term pracesolving individuals from marketing,
engineering, operations, customer service and seraoagement. The process involves making samptebd prospective customer and
responding to individual needs for moderate leeéimachine customization. Installing and integrgtirew equipment requires a substantial
investment by a customer. Sales of Intevac’s syst@@pend, in significant part, upon the decisioa pfospective

5




Table of Contents

customer to replace obsolete equipment or to isere@anufacturing capacity by upgrading or expandkigting manufacturing facilities or
constructing new manufacturing facilities, all dhish typically involve a significant capital commmient. Therefore, customers often requi
significant number of product presentations andalestrations before making a purchasing decisiorofdingly, Intevac’s systems typically
have a lengthy sales cycle, during which Intevag exgpend substantial funds and management timefiod with no assurance that a sale
will result.

The selling process for Intevac’s Photonigsibess primarily involves the solicitation of a@uts and subcontracts from government
agencies and from government contractors and stiaobors. Some contracts are bid at a fixed pgo&je contracts are bid at cost plus a fee
and some contracts are bid on a cost-sharing Bdséssales process involves government procureragotations and is dependant on the
continuing availability of government funding fdret Company’s research programs. Future productibers for Intevac’s military products
depend on the government funding of weapons systemsvill utilize Intevac products such as LIVAR.

Historically, a significant portion of the @gany’s revenues in any particular period have laggibutable to sales to a limited number of
customers. In 2001, Equipment sales through MatsineoCompanys Japanese distributor, accounted for 49% of vetiges. In 2000, MM
Technology, Seagate, Westt and Matsubo each aamiot more than 10% of Intevactonsolidated revenues and in aggregate accofan
56% of net revenues. In 1999, Matsubo, Seagaté ackheed Martin each accounted for more than 10%tef/ac’s consolidated revenues
and in aggregate accounted for 66% of net revemniesiacs largest customers change from period to periddtas expected that sales of
products to relatively few customers will contirteeaccount for a high percentage of its net revemu¢he foreseeable future.

Foreign sales accounted for 73% of revenu@901, 27% of revenues in 2000 and 60% of revemu&899. The majority of Intevac’s
foreign sales are to companies in the Far Eastraadac anticipates that sales to customers ifréneEast will continue to be a significant
portion of its Equipment revenues.

Customer Support

Intevac provides process and applicationgsrtipcustomer training, installation, start-upistssice and emergency service support to its
customers. Process and applications support isgad\by Intevac’s equipment process engineers Wdmw\wasit customers at their plants to
assist in process development projects. Intevadwia training classes for process engineers, maaperators and machine service
personnel. Additional training is also given durthg machine installation. Installation and starsupport is generally provided within the
United States by the Intevac customer service dzgtian. This group also assists with the installatind start up of systems in overseas
locations as required.

Intevac generally provides a one-year wayrantits equipment. During this warranty period aegessary non-consumable parts are
supplied and installed. Intevac employees provield Eervice support primarily in the United Stat8mgapore and Malaysia. In other
countries, field service support is provided byelrac’s distributors and sales representatives, supplemidry Intevac factory support. Inte\
and its distributors stock consumables and spate fmsupport the installed base of systems. Thasgs are available on a 24-hour per day
basis.

Manufacturing

All of Intevac’s manufacturing is conducteddta facility in Santa Clara, California. Intevadquipment manufacturing operations include
electromechanical assembly, mechanical and vacssengbly, fabrication of the sputter sources antbaysissembly, alignment and testing.
Intevac’s Photonics manufacturing operations inelgtbwth of advanced photocathodes and assemlolynaplex vacuum devices under
clean room conditions utilizing a number of advahpeocessing techniques. Intevac makes extensevefube infrastructure serving the
semiconductor equipment business. Intevac purchas®gim pumps, valves, instrumentation and fittipgsver supplies, printed wiring
board assemblies, computers and control circuitdy@istom mechanical parts made by forging, maeiand welding. Intevac has a well-
equipped
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fabrication center that manufactures a portiorheffabricated parts used in Intevac products amdctates parts for commercial customers.

Intevac’s manufacturing strategy is to opewith low fixed costs, to produce high qualitysteffective systems and low cost
replacement parts and to be able to respond efédgtio changes in volume. To do this, Intevac ently designs its products to use standard
parts where possible. Intevac performs manufaauastivities that add value or that require unitpehnology or specialized knowledge and,
taking advantage of its Silicon Valley locationilinés subcontractors to perform other manufactugntivities.

Backlog

Intevac’s backlog was $30.6 million and $4&illion at December 31, 2001 and December 31, 2pectively. Intevac includes in its
backlog only those customer orders for systems poorant parts and contract research and develogoremhich it has accepted signed
purchase orders with assigned delivery dates. Gihment requirements of Intevac’s customers cabaatetermined with accuracy, and
therefore Intevac’s backlog at any certain date matybe indicative of future demand for Intevad'equcts.

The reduction in backlog was primarily dueteeduction in the number of FPD deposition systemorder. The Company delivered
5 systems in 2001 and has 1 system in backlog e¢reer 31, 2001. Intevachacklog at December 31, 2001 is mostly schedoledelivery
or customer acceptance during the first half of200

Patents and Licensing

Intevac currently holds 36 patents issued in th#ddrStates and 22 patents issued in foreign casni@nd has patent applications pen
in the United States and foreign countries. Of36&J.S. patents, 12 relate to disk equipment, [He¢o flat panel equipment and 12 relate to
photonics. Four foreign patents relate to disk popaint, 5 relate to flat panel equipment and 13edtaphotonics. In addition, Intevac has the
right to utilize certain patents under licensinthagements with Litton Industries, Stanford Uniitgtd_awrence Livermore Laboratories and
Alum Rock Technology.

Employees

At December 31, 2001, Intevac had 183 em@syimcluding 7 contract employees. 84 of thesel@yaps were in research and
development, 67 in manufacturing, and 32 in adrai®n, customer support and marketing.

Certain Factors Which May Affect Future Operating Results

$37.5 Million of convertible notes are outstandargd will mature in 2004

In connection with the sale of $57.5 milliohits 6 1/2% Convertible Subordinated Notes Du@£2@he “Convertible Notes”) in February
1997, Intevac incurred a substantial increaseerraiio of long-term debt to total capitalizatiehg@reholders’ equity plus long-term debt). At
the noteholder’s option, the Convertible Notes fhayexchanged, prior to maturity, into Intevac comrebares at a price of $20.625 per
share, which is substantially above current mapkiee. During 2001 and 1999 Intevac spent a tdt&d.9 million to repurchase
$20.0 million of the Convertible Notes. The $37.8lion of the Convertible Notes that remain outsteny as of December 31, 2001 commit
Intevac to substantial principal and interest dadligns that are significantly in excess of the Camyps $18.2 million cash balance at
December 31, 2001. Intevac may, from time to timpurchase and retire additional Convertible Nptés to their maturity date.

The degree to which Intevac is leveragedatbalve an adverse effect on Intevac’s ability ttaiwbadditional financing for working
capital, acquisitions or other purposes, and cod#te it more vulnerable to industry downturns amhpetitive pressures. Intevac’s ability to
meet its debt service obligations will be dependenintevac’s future performance, which will be gab to financial, business and other
factors affecting the operations of Intevac, mahwloich are beyond its control. In the event thet Company’s noteholders do not choose to
exchange their Convertible Notes for Intevac comistock prior to the
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Convertible Notes 2004 maturity date, then the Camypwill be required to repay the Convertible Nadesaturity. If this is the case, then
there can be no assurance that the Company widl hamerated sufficient cash from operations toyréipa Convertible Notes without raising
additional capital through the sale of additionalbtdor equity. Additionally, there can be no assoeathat the Company will be able to secure
additional equity and/or debt financing on termsofable to the Company and its shareholders.

The majority of Intevé’'s new products address new and emerging mai

Intevac has invested heavily in the develapnoé products that address new markets. The EcgpiDivision has developed a flexible
deposition tool and a rapid thermal processing toalddress growing segments of the FPD equipmarkenthat are intended to displace
products offered by competing manufacturers. Thadtics Division’s LIVAR target identification sye and low-cost low-light level
camera products are designed to offer significantlyroved capability relative to any products cathe offered in the marketplace.
Additionally, the Photonics Division is enteringhaw market for the Company with its photodiodesfitoer optic communication systems.
Failure of these products to perform as intendeid successfully penetrate these new markets arelafeinto profitable product lines will
have an adverse effect on Intevac’s business.

Demand for capital equipment is cyclic

Intevac’s sells capital equipment to capitéénsive industries, which sell commodity produsiish as flat panel displays and disk drives.
These industries operate with high fixed costs. kMtemand for these commodity products exceeds itgpen demand for new capital
equipment such as Intevac’s tends to be amplifiéoen supply of these commaodity products exceedadigp then demand for new capital
equipment such as Intevac’s tends to be depre$hedyclical nature of the capital equipment industeans that in some years sales of new
systems by the Company will be unusually high, #ad in other years sales of new systems by thegaasnwill be severely depressed.
Failure to anticipate or respond quickly to theusidly business cycle could have an adverse effetittevac’s business.

The Equipment Business is subject to rapid techelzange.

Intevac’s ability to remain competitive rems substantial investments in research and dewelop The failure to develop, manufacture
and market new systems, or to enhance existingmgstwill have an adverse effect on Intevac’s lessnFrom time to time in the past,
Intevac has experienced delays in the introduaifpand technical difficulties with, some of itsssgms and enhancements. Intevac’s future
success in developing and selling equipment witleshel upon a variety of factors, including accupassiction of future customer
requirements, technology advances, cost of owngrsitroduction of new products on schedule, céfgeive manufacturing and product
performance in the field. Intevac’s new productisiecs and development commitments must anticipat¢inuously evolving industry
requirements significantly in advance of sales. failure to accurately predict customer requireraamd to develop new generations of
products to meet those requirements would havaleerse effect on Intevac’s business.

Our products are complex, constantly evolving arelaiten designed and manufactured to individuatamer requirements that require
additional engineering

Intevac’s Equipment Division products havarge number of components and are highly compiggvac may experience delays and
technical and manufacturing difficulties in futunéroductions or volume production of new systemsithancements. In addition, some of
systems built by Intevac must be customized to nmgitidual customer site or operating requiremelttevac has limited manufacturing
capacity and engineering resources and may be eitabbmplete the development, manufacture andrshipof its products, or to meet the
required technical specifications for its produnta timely manner. Such delays could lead to redaling of orders in backlog, or in extreme
situations, to cancellation of orders. In additibrievac may incur substantial unanticipated ceatty in a product’s life cycle, such as
increased engineering, manufacturing, installaéind support costs which may not be able to be dass¢o the customer. In some instances,
Intevac is dependent upon a sole supplier or ddutimiumber of suppliers for
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complex components or sub-assemblies utilizecsipridducts. Any of these factors could adversdicaintevac’s business.

The Photonics Business does not yet generateisgmifrevenues from product sal

To date the activities of the Photonics Oaishave concentrated on the development of itsrnt@logy and prototype products that
demonstrate this technology. Revenues have beearedgarimarily from research and development carisréunded by the United States
Government and its contractors. The Company coesito develop standard Photonics products forteatslitary and commercial
customers. The Photonics Division will require gabsal further investment in sales and marketinggroduct development and in additional
production facilities to support the planned tréosito volume sales of Photonics products to amjitand commercial customers. There can
be no assurance that the Company will succeedesethctivities and generate significant salesadymets based on its Photonics technology.

The sales of our Equipment products are dependestibstantial capital investment by our custom

The purchase of Intevac’s systems, along thighpurchase of other related equipment and fiasilirequires extremely large capital
expenditures by our customers. These costs ane ¢acess of the cost of the Intevac systems albine magnitude of such capital
expenditures requires that our customers have satgdarge amounts of capital and that they bangilto invest that capital over long periods
of time to be able to purchase our equipment. Sofhoeir customers may not be willing, or able, takméhe magnitude of capital investment
required.

Rapid increases in areal density are reducing theber of thi-film disks required per disk driv

Over the past few years the amount of dathdan be stored on a single thin-film computek dias been increasing at approximately
100% per year. Although the number of disk drivesdpced has continued to increase each year, tivglyin areal density has resulted in a
reduction in the number of disks required per disite. TrendFocus, a market research firm spedamgin the disk drive industry, projects
that the number of thin-film disks used worldwidectined in 2001 from 2000 levels and are expeaeadrain at the same level in 2002.
Without a significant technological change or atréase in the number of disks required, Intevaisk dquipment sales are largely limited to
upgrades of existing systems, rather than capegjignsion or system replacement.

Our competitors are large and well financed and petition is intense

Intevac experiences intense competition énEljuipment Division. For example, Intevac’s equépirproducts experience competition
worldwide from competitors including Anelva Corptiom, Ulvac Japan, Ltd. and Unaxis Holdings, L&h¢ch of which have sold substantial
numbers of systems worldwide. Anelva, Ulvac andXigmall have substantially greater financial, tachh marketing, manufacturing and
other resources than Intevac. There can be noas=uthat Intevac’'s competitors will not developamements to, or future generations of,
competitive products that will offer superior priseperformance features or that new competitolisnet enter Intevas markets and devel
such enhanced products.

Given the lengthy sales cycle and the sigaift investment required to integrate equipment tiné manufacturing process, Intevac
believes that once a manufacturer has selectediaypar supplier’s equipment for a specific apption, that manufacturer generally relies
upon that supplier’'s equipment and frequently wdlhtinue to purchase any additional equipmenttfat &pplication from the same supplier.
Accordingly, competition for customers in the eqngnt industry is intense, and suppliers of equigmeay offer substantial pricing
concessions and incentives to attract new custoareetain existing customers.
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Inteva('s business is dependent on its intellectual prop

There can be no assurance that:

« any of Intevac’s pending or future patent applmasi will be allowed or that any of the allowed apgions will be issued as patents, or
* any patent owned by Intevac will not be invalidatdégemed unenforceable, circumvented or challermed,

« the rights granted under our patents will providepetitive advantages to Intevac, or

« any of Intevac’s pending or future patent applmasi will be issued with claims of the scope soumhintevac, if at all, or

« others will not develop similar products, duplichteevac’s products or design around the patentsedivby Intevac, or

* patent rights, intellectual property laws or Inte'gaagreements will adequately protect Intevadsliectual property rights.

Failure to adequately protect Intevac’s letdlial property rights could have an adverse effpon Intevac’s business.

From time to time Intevac has received cldihad it is infringing third parties’ intellectualoperty rights. There can be no assurance that
third parties will not in the future claim infringeent by Intevac with respect to current or futuaéepts, trademarks, or other proprietary rit
relating to Intevac’s disk sputtering systems, flabel manufacturing equipment or other products; present or future claims, with or
without merit, could be time-consuming, result astty litigation, cause product shipment delaysequire Intevac to enter into royalty or
licensing agreements. Such royalty or licensingeaigrents, if required, may not be available on texcceptable to Intevac, or at all. Any of
the foregoing could have an adverse effect upavad's business.

Our operating results fluctuate significant

Over the last eight quarters Intevac’s oplegdbss as a percentage of net revenues hasdhectibetween approximately (59%) and (1%)
of net revenues. Over the same period sales petegirave fluctuated between $23.6 million and $6ifion. Intevac anticipates that its se
and operating margins will continue to fluctuate. &result, period-to-period comparisons of itsilitsf operations are not necessarily
meaningful and should not be relied upon as indinatof future performance.

Operating costs in northern California are hig

Intevac’s operations are located in SantasC@alifornia. The cost of living in northern Gatinia is extremely high, which increases both
the cost of doing business and the cost and dif§iaf recruiting new employees. Intevac’s opergtiesults depend in significant part upon
its ability to effectively manage costs and to irend attract qualified management, engineerirayketing, manufacturing, customer supg
sales and administrative personnel. The failureotuirol costs and to attract and retain qualifiedspnnel could have an adverse effect on
Intevac’s business.

Business interruptions could adversely affect ausibess

Intevac’s operations are vulnerable to intetion by fire, earthquake, power loss, telecommations failure and other events beyond our
control. Additionally, the costs of electricity andtural gas have increased significantly. AnyHertcost increases will impact the Company’
ability to achieve profitability.
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A majority of our sales are to international custns

Sales and operating activities outside ofdhéed States are subject to inherent risks, ol fluctuations in the value of the United
States dollar relative to foreign currencies, fayifluotas, taxes and other market barriers, paliind economic instability, restrictions on the
export or import of technology, potentially limitéutellectual property protection, difficulties étaffing and managing international operat
and potentially adverse tax consequences. Intesas @ significant portion of its revenue from intgional sales, and there can be no
assurance that any of these factors will not havadverse effect on Intevac’s business.

Intevac generally quotes and sells its pr&glicUS dollars. However, in some cases, Inteecduoted and sold its products in Japanese
Yen. In those cases Intevac may enter into foreigrency contracts in an effort to reduce the dveisk of currency fluctuations to Intevac’s
business. However, there can be no assurancénthaffer and sale of products denominated in foreigrrencies, and the related foreign
currency hedging activities will not adversely affintevac’s business.

Intevac’s two principal competitors for disputtering equipment are based in foreign counsmeshave cost structures based on foreign
currencies. Accordingly, currency fluctuations @boause Intevac’s products to be more, or lesspetitive than its competitors’ products.
Currency fluctuations will decrease, or increastgvac’s cost structure relative to those of itsipetitors, which could impact Intevac’s
competitive position.

Intevac's stock price is volatile

Intevac’s stock price has experienced bahiicant increases in valuation, and significaetigases in valuation, over short periods of
time. Intevac believes that factors such as anremeats of developments related to Intevac’s busjrfestuations in Intevac’s operating
results, failure to meet securities analysts’ efgt@ns, general conditions in the disk drive dmd-film media manufacturing industries and
the worldwide economy, announcements of technot@movations, new systems or product enhancenimnitstevac or its competitors,
fluctuations in the level of cooperative developtfemding, acquisitions, changes in governmentglif&ions, developments in patents or
other intellectual property rights and changesievac’s relationships with customers and supptietdd cause the price of Intevac’s
Common Stock to continue to fluctuate substantidfiyaddition, in recent years the stock markegeneral, and the market for small
capitalization and high technology stocks in paitc, has experienced extreme price fluctuationghvhave often been unrelated to the
operating performance of affected companies. Anhese factors could adversely affect the markeemf Intevac’'s Common Stock.

Intevac routinely evaluates acquisition candidaad other diversification strategie

Intevac has completed multiple acquisitioapart of its efforts to expand and diversify itsimess. For example, Intevac's business was
initially acquired from Varian Associates in 19%ditionally, Intevac acquired its current gravityprication, CSS test equipment and rapid
thermal processing product lines in three acquiséti Intevac also acquired its RPC electron beammassing business in late 1997, and
subsequently closed this business. Intevac intendsntinue to evaluate new acquisition candidatesdiversification strategies. Any
acquisition will involve numerous risks, includidgficulties in the assimilation of the acquiredepany’s employees, operations and
products, uncertainties associated with operatingeiv markets and working with new customers, &edobtential loss of the acquired
company’s key employees. Additionally, unanticipbéxpenses, difficulties and consequences maydugriad relating to the integration of
technologies, research and development, and adrainig functions. Any future acquisitions may rié$u potentially dilutive issuance of
equity securities, acquisition related write-offalahe assumption of debt and contingent liabditiény of the above factors could adversely
affect Intevac’s business.

Intevac uses hazardous materi:

Intevac is subject to a variety of governmaéregulations relating to the use, storage, digghéhandling, emission, generation,
manufacture, treatment and disposal of toxic oewtise hazardous substances, chemicals, materialaste. Any failure to comply with
current or future regulations could result
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in substantial civil penalties or criminal finesitgimposed on Intevac or its officers, directoremployees, suspension of production,
alteration of its manufacturing process or cesaatfooperations. Such regulations could requirevat to acquire expensive remediation or
abatement equipment or to incur substantial exgetosseomply with environmental regulations. Anyldaé by Intevac to properly manage
use, disposal or storage of, or adequately reskrictelease of, hazardous or toxic substancesl soject Intevac to significant liabilities.

A majority of the Common Stock outstanding is aileld by the directors and executive officers oévac.

Based on the shares outstanding on Decenihb@081, the current directors and their affilizd@sl executive officers, in the aggregate,
beneficially own a majority of the outstanding sfsmof Common Stock. These shareholders, actinghtegeare able to effectively control all
matters requiring approval by the shareholdersitgac, including the election of a majority of tieectors and approval of significant
corporate transactions. The Company'’s directois latdd 7% of the outstanding Convertible Notes.

Item 2.  Properties

Intevac leases its 119,583 square foot fgdili Santa Clara, California. The lease for thidding expires in March 2007. Intevac has an
option to extend the lease for an additional fieatyperiod, with a monthly base rent to be negadiaty Intevac and the lessor. If Intevac and
the lessor are unable to reach agreement with cespsuch monthly base rent, an appraisal progetstorth in the lease will determine the
monthly base rent for the extension. Intevac adssés a facility of approximately 2,400 square ife&ingapore to house the Singapore
customer support organization. This lease expiréeicember 2002. Intevac believes that its curfiaailities are suitable and adequate for its
current and foreseeable operations. Intevac opgevédtk one full manufacturing shift and one parti@nufacturing shift. Intevac believes that
it currently has sufficient productive capacitynbeet its current needs.

Item 3. Legal Proceedings

On June 12, 1996 two Australian Army Blackn#teaHelicopters collided in midair during nighttinmeaneuvers. Eighteen Australian
servicemen perished and twelve were injured. Tha@amy was named as a defendant in a lawsuit refatiis crash. The lawsuit was filed
in Stamford, Connecticut Superior Court on Junel®@9 by Mark Durkin, the administrator of the és$aof the deceased crewmembers, the
injured crewmembers and the spouses of the deceaskar injured crewmembers. Included in the sailflsgations are assertions that the
crash was caused by defective night vision goggdles.suit names three US manufacturers of militégit vision goggles, of which Intevac
was one. The suit also nhames the manufactureegfitbt’'s helmets, two manufacturers of night visBystem test equipment and the
manufacturer of the helicopter. The suit claims dges for 13 personnel killed in the crash, 5 perebmjured in the crash and spouses of
those killed or injured. It is known that the Awdtan Army established a Board of Inquiry to invgate the accident and that the Board of
Inquiry concluded that the accident was not calmsedefective night vision goggles.

On July 27, 2000 the Connecticut Superiorr€disallowed the defendants’ motion to dismissl#vesuit. That decision was appealed to
the Connecticut Supreme Court. On October 30, 200 Connecticut Supreme Court reversed the Sup@dart’s decision and remanded
case to the trial court with the direction to grimg defendants’ motions to dismiss the suit sultgeconditions already agreed to by the
defendants. These conditions agreed to by the dafés include (1) consenting to jurisdiction in &ala; (2) accepting service of process in
connection with an action in Australia; (3) makihgir personnel and records available for litigatio Australia; (4) waiving any applicable
statutes of limitation in Australia up to six mostinom the date of dismissal of this action ordoch other reasonable time as may be req
as a condition of dismissing this action; (5) $giingy any judgement that may be entered againsh timeAustralia; and (6) consenting to the
reopening of the action in Connecticut in the ewbatabove conditions are not met as to any prdgemdant in the action. At this time, the
plaintiffs have not chosen to
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recommence litigation against the Company in Alistrény such action could expose Intevac to furttiek, plus the expense and
uncertainties of defending the matter in a distargign jurisdiction.

On June 12, 2001 the Company filed a compiaiSanta Clara County Superior Court, State dif@aia, against Intarsia Corporation.
The complaint related to Intarsia’s cancellatioranforder for a customized sputtering system andtgadamages of at least $3.3 million. On
July 26, 2001 Intarsia filed a cross-complaint agathe Company in the Santa Clara County Sup&aairt. On August 14, 2001, the
Company filed a demurrer to the cross-complaind, @m October 11, 2001, Intarsia filed an amendedszcomplaint. The amended cross-
complaint included allegations of fraud, negligemsrepresentation, breach of contract and breachw#nant of good faith and fair dealing,
and sought damages in the amount of $349,000 gilif@nal relief as may have been deemed appr@pbiathe court. On February 1, 2002
the Company and Intarsia executed a stipulatiosdtitement which resolved the matter. The ternth@stipulation will not result in any
material effect on the Company’s financial results.

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

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

EXECUTIVE OFFICERS AND DIRECTORS

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

Name Age Position

Executive Officers and Director

Norman H. Pont 63 Chairman of the Boar

Kevin Fairbairn 48 President, Chief Executive Officer and Direc

Verle Aebi 47 President of Photonics Divisic

Charles B. Eddy I 51 Vice President, Finance and Administration, ChiefRcial
Officer, Treasurer and Secret:

Edward Durbin(1 74 Director

George L. Farinsky(1 67 Director

Robert D. Hempstez 58 Director

David N. Lambeth(1)(2 54 Director

H. Joseph Smead( 76 Director

(1) Member of Audit Committe
(2) Member of Compensation Committ

Mr. Pondis a founder of Intevac and has served as Chaiohtre Board since February 1991. Mr. Pond sergddrasident and Chief
Executive Officer from February 1991 until July 208nd again from September 2001 through Januarg. B¥fore joining Intevac, from
1988 to 1990, Mr. Pond served as President and Olpierating Officer of Varian Associates, Inc.,ubficly held manufacturer of
semiconductor, communication, defense and medrcalyzts where he was responsible for overall mamage of Varian’s operations. From
1984 to 1988, Mr. Pond was President of Varian&cEbn Device and Systems Group and became a BiretYarian in 1986. Mr. Pond
holds a BS in physics from the University of Miss@t Rolla and a MS in physics from the UniversifyCalifornia at Los Angeles.

Mr. Fairbairn joined Intevac as President and Chief Executivec®ffin January 2002 and was appointed a DiredtdredCompany in
February 2002. Before joining Intevac, from Jul\8%90 January 2002, Mr. Fairbairn was employed pplied Materials, most recently as
Vice-President and General Manager of the Condugtichr Organization with responsibility for the 8dn and Metal Etch Divisions. From
1996 to 1999, Mr. Fairbairn was General Managekpylied’s Plasma Enhanced Chemical Vapor Deposition
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Business Unit and from 1993 to 1996, he was Geméaalager of Applied’s Plasma Silane CVD ProductiBess Unit. Mr. Fairbairn holds a
MA in Engineering Sciences from Cambridge Universit

Mr. Aebihas served as President of the Photonics Divisimesluly 2000. Mr. Aebi served as General Manaféne Photonics Division
since May 1995 and was elected as a Vice Presidéhe Company in September 1995. From 1988 thrd@$i4, Mr. Aebi was the
Engineering Manager of the Compasyiight vision business, where he was responsiblegw product development in the areas of adva
photocathodes and image intensifiers. Mr. Aebi 8@®BS in physics and an MS in electrical engimgefiom Stanford University.

Mr. Eddyhas served as Vice President, Finance and Adnatitst;, Chief Financial Officer, Treasurer and Stameof Intevac since Apr
1991. Mr. Eddy served as Chief Financial OfficeMadeonics, Inc., a manufacturer of consumer vidditing equipment, from 1987 to 1991
and served as Chief Financial Officer of Paralleh@uters, Inc., a startup computer company, fro8818 1987. Mr. Eddy was with Intel
Corporation from 1974 to 1983 where he servedvargety of positions, including controller and plananager. Mr. Eddy holds a BS in
engineering science from the University of Virgimiad a MBA from Dartmouth College.

Mr. Durbin has served as a Director of Intevac since Febri@®yt. Mr. Durbin joined Kaiser Aerospace and Elgutts Corporation, a
privately held manufacturer of electronic and efeaptical systems, in 1975 and served as Vice i@ta with responsibility for marketing
and business development until January 2001. MrbiDtholds a BS in electrical engineering from Twoper Union and a MS in electrical
engineering from the Polytechnic Institute of Briyok

Mr. Farinskyhas served as a Director of Intevac since May 2001Farinsky has been an investor and consulianeshe retired as a
corporate financial executive in 1991. From 19871981 he was Executive Vice President and Chiedriral Officer of Ashton-Tate
Corporation. Prior to joining Ashton-Tate, he heldcutive management positions at the Bank ofdri@olumbia, Dysan Corporation,
Kaiser Resources, Ltd, Kaiser Industries Corponatidattel, Inc. and Teledyne, Inc. Mr. Farinskyd®h BS in business administration from
the University of San Francisco and is a Certiffedblic Accountant licensed in California, but ig Bagaged in public practice. Mr. Farinsky
is also a director of Broadcom Corporation.

Dr. Hempsteadhas served as a Director of Intevac since Marclr 3@l served as Chief Operating Officer of Intefvam April 1996
through June 1999. Before joining Intevac, Dr. Hetepd served as Executive Vice President of Ce@siqr., a manufacturer of computer
disk drive heads and disks, from November 1994etarrary 1996. He was a self-employed consultant 1889 to November 1994.

Dr. Hempstead is currently Chief Technology Offiaeéieeco Instruments. Dr. Hempstead holds a BSVi®iéh electrical engineering from
Massachusetts Institute of Technology and a Pmphysics from the University of lllinois.

Dr. Lambethhas served as a Director of Intevac since May 1B86L.ambeth has been Professor of both Electandl Computer
Engineering and Material Science Engineering ah€gie Mellon University since 1989. Dr. Lambeth wasociate Director of the Data
Storage Systems at Carnegie Mellon University fac®89 to 1999. Since 1988, Dr. Lambeth has beepwmmer of Lambeth Systems, an
engineering consulting and research firm. From 167388, Dr. Lambeth worked at Eastman Kodak CamsaResearch Laboratories, m
recently as the head of the Magnetic Materials katooy. Dr. Lambeth holds a BS in electrical engitireg from the University of Missouri
and a Ph.D. in physics from the Massachusettsustof Technology.

Dr. Smeachas served as a Director of Intevac since Febrl@®¢. Dr. Smead joined Kaiser Aerospace and EleictsdCorporation
(“Kaiser”) in 1974 and served as Kaiser's Presideoth 1974 until October 1997. Dr. Smead serveBrasident and Chairman of the Board
of Directors of K Systems, Inc., Kaiser’s parentngany, from 1977 until October 1997. Dr. Smeadegas Chairman of the Board of
Directors of Kaiser until December 1999. Dr. Smesgigned as a director of Kaiser and its subsilan December 2000. Dr. Smead holds a
BS in electrical engineering from the University@dlorado, a MS in electrical engineering from thaversity of Washington and a Ph.D. in
electrical engineering from Purdue University.
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PART Il
Item 5. Market for Registrant's Common Equity and Relateth&eholder Matters

Intevac’s Common Stock commenced tradingheNasdaq National Market on November 21, 1995atrdded under the symbol
“IVAC.” As of December 31, 2001, there were approately 2,000 holders of record of the Common Stdtle following table sets forth for
the periods indicated the high and low closing paiees for the Common Stock as reported on thel&adlational Market.

High Low

Fiscal 200(C

First Quartel $8.00C  $3.50(

Second Quarte $4.62F  $2.68¢

Third Quartel $7.09C $3.31:

Fourth Quarte $5.13(  $3.13(
Fiscal 2001

First Quarte! $5.89(  $3.50(

Second Quarte $5.95(  $4.40(

Third Quartel $4.98(  $1.95(

Fourth Quarte $4.24(  $2.38(

Dividend Policy

Intevac currently anticipates that it wiltain its earnings, if any, for use in the operatdits business and does not expect to pay cash
dividends on its capital stock in the foreseeabtare.
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ltem 6. Selected Consolidated Financial Data

The following selected financial data of hde is qualified by reference to and should be irambnjunction with the consolidated
financial statements of Intevac, including the sdteereto, and Management's Discussion and Anatfdignancial Condition and Results of
Operations, each appearing elsewhere in this report

Year Ended December 31,

2001 2000 1999 1998 1997

(In thousands, except per share data)
Consolidated Statement of Operations Data:

Net revenue: $ 51,48« $ 36,04¢ $ 42,96: $ 95,97t $133,20°
Cost of net revenue 41,72¢ 34,05¢ 40,41( 71,71% 91,25¢
Gross profit 9,75k 1,99( 2,552 24,25¢ 41,95:
Operating expense

Research and developm 14,47¢ 10,57¢ 14,13¢ 12,47: 10,71¢
Selling, general and administrati 6,74¢ 4,41¢ 7,22¢ 10,87¢ 11,39¢
Restructuring and otht — (63€) 3,06¢ 1,08¢ —
Acquired ir-process research and developn — — — — 29¢
Total operating expens 21,22 14,35 24,43 24,71( 22,41«
Operating income (los! (11,469 (12,367 (21,879 (452) 19,53¢
Interest expens (2,917) (3,039 (3,71 (4,187 (3,58))
Interest income and other income, 1,06t 3,07z 3,63z 3,17¢ 3,26¢

Income (loss) from continuing operations before
income taxe: (13,31Y (12,329 (21,959 (1,463 19,22t
Provision for (benefit from) income tax 4,42¢ — (8,349 (882) 6,72¢
Income (loss) from continuing operatic (17,739 (12,329 (13,619 (587) 12,497
Income from discontinued operations, — — — 1,00t —
Income from repurchase of convertible notes, 80:3 — 3,84« — —
Net income (loss $(16,93¢) $(12,329) $ (9,770) $ 424 $ 12,49°
| | | | |

Basic earnings per sha

Income (loss) from continuing operatic $ (1.4¢ $ (1.09 $ (1.16) $ (0.0%) $ 1.0C

Net income (loss $ (1.42) $ (1.09 $ (0.89) $ 0.0¢ $ 1.0C

Shares used in per share calculati 11,95¢ 11,80: 11,777 12,05: 12,51
Diluted earnings per shar

Income (loss) from continuing operatic $ (1.49) $ (1.09 $ (1.1¢) $ (0.0%) $ 0.9/

Net income (loss $ (1.42) $ (1.09 $ (0.89 $ 0.0c $ 0.9/

Shares used in per share calculati 11,95¢ 11,80: 11,777 12,35 15,38¢
Consolidated Balance Sheet Date
Cash, cash equivalents and s-term investment $ 18,157 $ 38,40 $ 40,89t $ 60,91¢ $ 71,14.
Working capital 27,16( 41,09: 51,57¢ 77,77¢ 78,02t
Total asset 60,16¢ 83,93¢ 94,38: 122,97t 147,79:
Long-term debt 37,54¢ 41,24 43,18¢ 59,46 59,48(
Total shareholde’ equity 1,40¢ 17,80« 29,62 40,43t 42,43¢
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Item 7. Management’s Discussion and Analysis of Financiab@dition and Results of Operations

The following discussion and analysis contains fodMooking statements which involve risks and utadeties. Words such as
“believes,” “expects,” “anticipates” and the likeridicate forward-looking statements. Intevac’s atteaults may differ materially from the
results discussed in the forward-looking stateméats variety of reasons, including those sethHarhder “Certain Factors Which May Affe
Future Operating Resu” and should be read in conjunction with the Condaled Financial Statements and related Notes doath
elsewhere in this Annual Report on Form 10-K.

Critical Accounting Policies and Estimates

Management’s discussion and analysis of imantial condition and results of operations argeldaupon our consolidated financial
statements, which have been prepared in accordgititaccounting principles generally accepted m thnited States of America
(“US GAAP"). We review the accounting policies we use in repgrbur financial results on a regular basis. Tteparation of these financ
statements requires us to make estimates and judgrtat affect the reported amounts of assetsilitias, revenues and expenses and re
disclosure of contingent assets and liabilities.a@@rongoing basis, we evaluate our estimates,dirgjuthose related to revenue recognition,
accounts receivable, inventories, income taxestaméy obligations, long-lived assets, contingeneied litigation. We base our estimates on
historical experience and on various other assumgtihat are believed to be reasonable under thanestances, the results of which form
basis for making judgments about the carrying valugssets and liabilities. Results may differ friirase estimates due to actual outcomes
being different from those on which we based osuagptions. These estimates and judgments are regiew management on an ongoing
basis. The Audit Committee and our auditors re\dgmificant estimates and judgements at the erholfi quarter prior to the public release
of our financial results.

Our significant accounting policies are dém in Note 2 to the consolidated financial staeta included in Item 8 of this Form 10-K.
We believe the following critical accounting poésiaffect the more significant judgments and esémmade in the preparation of our
consolidated financial statements.

Revenue Recognition #atevac recognizes revenue using the guidance 8B@ Staff Accounting Bulletin No. 101 “Revenue
Recognition in Financial Statements.” Intevac’serawe recognition policy requires that there beyssive evidence of a sales contract, that
the price is fixed, that title has transferred hraduct payment is not contingent on any facémd is reasonably assured, and that the
Company has completed all the material tasks aligedables required by the contract.

Revenues for systems are recognized upoonroestacceptance. For large deposition and RTPragssbipped through a distributor,
revenue is typically recognized after the distriisutas accepted the system at Intevac’s factonttedystem has been shipped. For large
deposition and RTP systems sold direct to end mests, revenue is recognized after installationaruptance of the system at the customer
site. When the Company believes that there mayidieehthan normal end user installation and aceegtéssues for systems shipped through
a distributor, such as when the first unit of a lyedesigned system is delivered, then the Compafgrd revenue recognition until the
distributor’s customer has also accepted the sydRawenues for technology upgrades, spare parisuotable and prototype products built
by the Photonics Division are generally recognigpdn shipment. Service and maintenance contraentey which to date has been
insignificant, is recognized ratably over appli@bbntract periods or as the service is performed.

The Company performs best efforts researdhdawelopment work under various research contrRetgenue on these contracts is
recognized in accordance with contract terms, glpji@as costs are incurred. Typically, for eachtcact, the Company commits to perform
certain research and development efforts up taggagea upon amount. In connection with these cotstrite Company receives funding or
incremental basis up to a ceiling. Some of thesdraots are cost sharing in nature, where Intevaeimbursed for a portion of the total costs
expended. In addition, the Company has, from tionénte, negotiated with a third party to fund atmor of the Company’s costs in return for
a joint interest to the Company’s rights at the efithe contract. In the event a particular contoaer-runs its agreed upon amount, the
Company may be liable for the additional costs.
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Inventories — Intevac makes provisions for potentially excasd obsolete inventory based on backlog and foredaemand. However,
order backlog is subject to revisions, cancellaj@and rescheduling. Actual demand will inevitadhiffer from forecasted demand due to a
number of factors. For example, the tfilm disk industry has suffered from over capactd poor financial results, which has led to indc
consolidation. Consolidation can lead to the abdits of used equipment that competes at very figes with the Company’s products.
Financial stress and consolidation in the Compaoy&omer base can also lead to the cancellationdefs for products after the Company
has incurred substantial costs related to thoserer&uch problems have resulted, and may continresult, in excess and obsolete
inventory, and the provision of related reserves.

Warranty — The Company’s standard warranty is twelve mofiti® customer acceptance. During this warrantyogesiny necessary
non-consumable parts are supplied and installgatofision for the estimated warranty cost is reedrdt the time revenue is recognized.

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

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

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

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

« our market capitalization relative to net book ealu

When we determine that the carrying valubofdived assets, intangibles or goodwill may not beokerable based upon the existenc
one or more of the above indicators of impairmesmt,measure any impairment based on a projectedudised cash flow method using a
discount rate determined by our management to immamsurate with the risk inherent in our currerdibess model.

Results of Operations

Net revenuesNet revenues consist primarily of sales of equipnused to manufacture flat panel displays, equigrased to manufacture
thin-film disks, related equipment and system congmts, and contract research and developmentdetatbe development of electoptical
devices and systems. Net revenues totaled $51li5m$36.0 million and $43.0 million in 2001, 20@6d 1999, respectively.

Equipment revenues totaled $42.7 million,.828illion and $36.0 million in 2001, 2000 and 198Sspectively. Equipment revenues
increased in 2001 due to an increase in salesppdinel manufacturing systems, partially offsealecrease in sales of disk manufacturing
systems, disk system upgrades and components. Bgoipevenues decreased in 2000 from 1999 primauidyto a decrease in sales of disk
manufacturing systems, and to a lesser extenpdlia¢l manufacturing systems, partially offset lyréased sales of disk system upgrades and
components. Intevac believes that the market f@ B€position equipment has significant growth pténThe Company delivered five of
D-STAR deposition systems during 2001 and at tltea$r2001 had backlog for upgrades to the fiveaystand one new D-STAR.
Nonetheless, the Company will need to broaderuigsomer base and secure addition-STAR orders during the first half of 2002 to bdeab
increase D-STAR sales in 2002. Additionally, therke&for the Company’s disk manufacturing equipn@nitinues to face overapacity an
is undergoing consolidation. Future growth in thiarket will depend on the overall health of theusitly, the availability of used equipment
and technical obsolescence of the installed basgstéms.

Photonics revenues totaled $8.8 million, $#iion and $7.0 million in 2001, 2000 and 1998spectively. Photonics revenues increased
in 2001 over 2000 as the result of increased resgifrom contract
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research and development. Photonics revenues gsettdeom 1999 to 2000 as the result of an incraaskipments of prototype products,
which was partially offset by a lower level of renes from contract research and development. Piestogvenues in 2002 are expected to be
primarily from contract research and developmerhWinited revenue from products such as LIVAR #riglentification systems, EBAPS
low-cost low-light-level cameras and photodiodagtue growth in Photonics is dependent on the Caryipasuccess in capitalizing on its
base of technology by bringing products such as EBAnd photodiodes into commercial production antiferating LIVAR into additional
major military weapons programs.

Intevac’s backlog of orders at December 3D12was $30.6 million as compared to a Decembe2@10) backlog of $42.1 million. The
reduction in backlog was primarily due to a reduetin the number of FPD deposition systems on oldest of Intevac’s backlog at
December 31, 2001 is scheduled for either cust@oezptance or delivery during the first half of 200he Company needs to book
substantial orders with delivery scheduled in theosid half of 2002 to cause 2002 sales to meetaareel 2001 sales.

Significant portions of the Compasy’evenues in any particular period have beerbatable to sales to a limited number of custonier
2001, Equipment sales through Matsubo, the Compgalapanese distributor, accounted for 49% of nvetnges. In 2000, MMC Technology,
Seagate, Westt and Matsubo each accounted fortimamel 0% of Intevac’s consolidated revenues argjgregate accounted for 56% of net
revenues. In 1999, Matsubo, Seagate and LockheetihMach accounted for more than 10% of Intevaoissolidated revenues and in
aggregate accounted for 66% of net revenues. Thep@oy’s largest customers tend to change from geo@eriod as a function of each
customer’s plans to renovate or to expand prodna#pacity.

International sales totaled $37.3 million,@illion and $25.7 million in 2001, 2000 and 198&spectively. International sales accounted
for 73%, 27% and 60% of net revenues in 2001, 20@D1999, respectively. The increase in internatisales in 2001 over 2000 was
primarily due to an increase in net revenues friadanel manufacturing systems. The decreasdemiational sales from 1999 to 2000 was
primarily due to a decrease in net revenues fr@k dianufacturing equipment. Substantially all déUac’s international sales are to
customers in the Far East.

Gross marginCost of net revenues consists primarily of purctiasaterials, fabrication, assembly, test and ifedgtah labor and
overhead, warranty costs, royalties, provisiondrfeentory reserves, scrap and costs attributabé@mntract research and development. Gross
margin was 19%, 6% and 6% in 2001, 2000 and 1%3®ectively.

Gross margin in the Equipment Division wa%2232% and 7% in 2001, 2000 and 1999, respecti&gyipment gross margin improved
in 2001, but was tempered by high initial costeanufacture Intevac’s redesigned flat panel marufig systems and establishment of
$2.4 million of inventory reserves related to acelled order for a custom flat panel system. 20qaifEment gross margin excluding the
effect of the inventory reserve would have been 2B8ipment gross margin in 2000 was negativelyaiotbgd by establishment of
$5.1 million of reserves related to slow moving ipguent inventory and a $0.8 million write-off of gdwill related to electronically swept
source technology, which was acquired in 1996 amdequently abandoned. 2000 Equipment gross mexglading the effect of these two
items would have been 32%. Gross margin in 1999aaasrsely impacted by the under-absorption of rfeanturing overhead due to low
manufacturing volume, the sale of four used disktgping systems at heavily discounted prices, mghal costs of two new systems, write-
down of RPC inventory related to the plan to digtnre RPC operations, payment of $0.5 million a$ pathe settlement of a patent claim
and establishment of a $0.4 million cost to markeerve on a used MDP-250B disk sputtering systenaining in inventory.

Gross margin in the Photonics Division was (2%%)&nd 7% in 2001, 2000 and 1999, respectivelytdttics gross margins in 2001 ¢
2000 have been negatively impacted by a signifipantion of revenue being derived from cost-shareggarch and development contracts
versus fully funded research and development cotstia years prior to 2000. The Company expectsRhatonics gross margins will
fluctuate based on the relative mix of sales derivem prototype products, from fully funded resdgaand development contracts and from
cost-shared research and development contracts.
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Research and developmeResearch and development expense consists prirohplptotype materials, salaries and related aufsts
employees engaged in ongoing research, designevedogppment activities for flat panel manufacturaguipment, disk manufacturing
equipment and research by the Photonics Divisiem@any funded research and development expensed&d4.5 million, $10.6 million
and $14.1 million in 2001, 2000 and 1999, respetfivThe increase from 2000 to 2001 was primahby tesult of increased expenses related
to the development and redesign of flat panel matufing equipment and, to a lesser extent, theldpwment of Photonics products. The
decrease from 1999 to 2000 was primarily the rexfutiwer expenses related to the developmentsif dianufacturing equipment.

Research and development expenses do natiscbsts of $8.0 million, $6.0 million and $5.9lmn in 2001, 2000 and 1999,
respectively, related to Photonics contract reseant development which are included in cost ofdgasnld. Research and development
expenses also do not include costs of $0.5 millk@n7 million and $1.1 million incurred by Intevec2001, 2000 and 1999, respectively, and
reimbursed under the terms of research and developoost sharing agreements related to developaofielisk and flat panel manufacturing
equipment.

Selling, general and administrativBelling, general and administrative expense capisinarily of selling, marketing, customer support
financial, travel, management, legal and profesdiearvices and bad debt expense. Domestic saanade by the Company’s direct sales
force, whereas international sales are made byilnlisbtrs and representatives that provide sensoeb as sales, installation, warranty and
customer support. The Company also has a subsidi&ingapore to support customers in Southeast. A$irough the second quarter of
2000, Intevac marketed its flat panel manufactueggipment to the Far East through its Japanese\jenture, IMAT. During the third
quarter of 2000 the Company and its joint ventuarer, Matsubo, transferred IMAT's activities agmdployees to Matsubo, which became a
distributor of the Company’s flat panel productsd &hut down the operations of IMAT.

Selling, general and administrative expeonsaed $6.7 million, $4.4 million and $7.2 milliam 2001, 2000 and 1999, respectively,
representing 13%, 12% and 17% of net revenue. Atrease from 2000 to 2001 was primarily due to.& #illion credit to bad debt exper
recognized in 2000. The primary reasons for theedese from 1999 to 2000 were the $1.5 million ¢redbad debt expense and a
$1.2 million reduction in expense from 1999 relaeelimination of the electron beam processingm@gent product line.

Restructuring and other expense (gaRgstructuring and other expense (gain) was ($0iGpmand $3.1 million in 2000 and 1999,
respectively.

During the fourth quarter of 1999, the Compadopted a plan to discontinue operations atR€ Rechnologies, Inc. electron beam
processing equipment subsidiary and to close RREIibty in Hayward, California and incurred a cbarof $1.6 million in 1999 related to
this plan. The employment of 26 employees was teated as a result. In the first quarter of 200@Jac sold certain assets of the RPC
Technologies, Inc. subsidiary to Quemex Technol®ygceeds from the sale included a cash paymentygstion of the Hayward facility
lease and the assumption of certain other liabditExcluded from the sale were two previouslyddas/stems and three completed systems
remaining in inventory. The Company was able terse the portions of the restructuring reservebéisteed to provide for future rents due
the facility and for the closure of the facilityolever, since Intevac retained ownership of thelemsed systems, the Company established
an equivalent reserve to provide for any residaile at the end of the leases.

During the third quarter of 1999, the Compadgpted an expense reduction plan that includesing one of the buildings at its Santa
Clara facility and a reduction in force of 7 emmeg. The Company incurred a charge of $2.2 milkialB99 related to the expense reduction
plan. In the fourth quarter of 1999, $0.1 milliohtlee restructuring reserve was reversed due teiddhan expected costs on the closure of the
facility. During the first quarter of 2000, the Cpeany vacated the building and negotiated a leasdrtation for that space with its landlord,
which released the Company from the obligationayp gny rent after April 30, 2000. As a result, G@mpany reversed $0.6 million of the
restructuring reserve during the first quarter @@. During the third quarter of 2000, the Compeompleted all activities related to closing
the vacated portion of the building and reversedrémaining $23,000 of the restructuring reserve.
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During the first quarter of 1999, the Companplemented a reduction in force of 27 employaebiacurred a charge of $0.1 million
related to severance costs for the affected emptoye

Interest expensénterest expense consists primarily of interesthrenConvertible Notes issued in the first quarfet397, and, to a lesser
extent, interest on approximately $2.0 million @fig-term debt related to the purchase of Cathodbri@ogy in 1996. Interest expense
totaled $2.9 million, $3.0 million and $3.7 million 2001, 2000 and 1999, respectively. The dedfiriaterest expense was primarily the
result of the repurchase by Intevac of $3.7 milkond $16.3 million of the Convertible Notes durR@D1 and 1999, respectively, and, to a
lesser extent, the repayment of the Cathode Teoppalebt in January 2001.

Interest income and other, nétterest income and other, net totaled $1.1 miJl&& 1 million and $3.6 million in 2001, 2000 argb9,
respectively. Interest income and other, net inl2€thsisted of $1.2 million of interest income omastments, $0.4 million of dividends on
Intevac’s interest in 601 California Avenue LLC$@8 million loss on the disposition of Pacific Gasl Electric commercial paper and
$0.3 million of early payment discounts and otm&ome. Interest income and other, net in 2000 statsiof $2.3 million of interest income
on investments, $0.4 million of dividends on Inte'ganterest in 601 California Avenue LLC, $0.2 lwih of gains on foreign currency
forward contracts and $0.2 million of early paymeiscounts and other income. Interest income aherphet in 1999 consisted of
$2.1 million of interest income on Intevac’s inveasnts, $1.1 million of dividends on Intevac’s imsfrin 601 California Avenue LLC, and
$0.5 million of gains on foreign currency forwarahntracts.

6 1/2% Convertible Subordinated Notes Due 2002001, Intevac repurchased $3.7 million of its@ertible Notes and recognized a
gain of $0.8 million, net of applicable taxes. B99, Intevac repurchased $16.3 million of its Catilske Notes from which it recognized a
gain of $3.8 million, net of applicable taxes.

Provision for (benefit from) income taxés.2001, the Company recorded $5.0 million of ineotaix expense to provide additional
valuation allowance against deferred tax assets.ddmpany’s net deferred tax assets totaled zdde@mber 31, 2001 net of a
$16.9 million valuation allowance.

Intevacs estimated effective tax rate for 2000 was 0%. Campany did not accrue a tax benefit during 2008t the inability to realiz
additional refunds from loss carry-backs. The Comyfsanet deferred tax assets totaled $7.7 millibDecember 31, 2000, net of a
$3.6 million valuation allowance established duéhuncertainty of realizing certain tax creditsl doss carry-forwards.

For the year ended December 31, 1999, Intee@irded an $8.3 million tax benefit provisionpmmuted at a 38% annual tax rate, on a
pretax loss from continuing operations of $22.0ionil Intevac’'s 1999 effective tax rate differedrfr the applicable statutory rates primarily
due to benefits from tax-exempt interest incomeictvivere partially offset by nondeductible goodwithortization.

Liquidity and Capital Resources

Operating activities in 2001 used cash of. $hiillion, primarily due to the net loss incurreehich was patrtially offset by depreciation,
amortization and an increase in the valuation aloee against deferred tax assets. Investing aesivit 2001 provided cash of $28.9 million
as a result of the net sale of investments, whiab partially offset by the purchase of property aqdipment. Financing activities in 2001
used cash of $3.7 million due to the repurchasemirtion of the Convertible Notes and the repaytméthe Cathode Technology debt,
partially offset by the sale of Intevac’s stocletoployees under its stock option and employee gtaoshase plans.

At December 31, 2001, Intevac had $18.2 anilbf cash and cash equivalents. Intevac intendadertake approximately $4.0 million in
capital expenditures during the next 12 monthshkaigves the existing cash and cash equivalenhbasawill be sufficient to meet its cash
requirements for the next twelve months.

Intevac has incurred operating losses eaahsiace 1998 and the Company cannot predict veittamty when it will return to
profitability. We anticipate generating positiveshalow during the 2002 fiscal year, but that ipeledent on continued growth in the business
and our continued ability to obtain advances
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from our customers. Additionally, as of December 3101 we had $37.5 million of outstanding Coni@etiNotes, which mature in March
2004. We do not currently have the funds availableepay the debt and there can be no assuraricthéh@ompany will be able to restruct
the debt or secure additional equity and/or detatrfcing to redeem the Convertible Notes on termsréble to the Company and its
shareholders, if the Convertible Notes are not eaced by their holders into Intevac common stog&rgo their maturity.

ltem 7A.  Quantitative and Qualitative Disclosure About Mark®&isk

Interest rate riskThe table below presents principal amounts ande@laeighted-average interest rates by year of mitafor the
Company’s debt obligations.

Fair
2002 2003 2004 2005 2006 Beyond Total Value
(Dollars in thousands)
Long-term debi
Fixed rate — — $37,54¢ — — — $37,54¢ $20,08"
Average rate 6.5(% 6.5(% 6.5(% — — —

Foreign exchange riskerom time to time, the Company enters into foraigrrency forward exchange contracts to hedge patied
foreign currency transaction, translation and resoeement exposures. The objective of these casfisato minimize the impact of foreign
currency exchange rate movements on the Compapgisting results. At December 31, 2001, the Computishyot have any foreign
currency forward exchange contracts.
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REPORT OF GRANT THORNTON LLP, INDEPENDENT AUDITORS

The Board of Directors and Shareholders
Intevac, Inc.

We have audited the accompanying consolidad¢ahce sheets of Intevac, Inc. as of Decembe2@11 and 2000 and the related
consolidated statements of operations and compseleeloss, shareholders’ equity and cash flows&mh of the two years in the period
ended December 31, 2001. Our audits also incluge@®00 and 2001 data in the financial statemdrddide listed in the Index at Item 14
These financial statements and schedule are thensibility of the Company’s management. Our resfility is to express an opinion on
these financial statements and schedule basedraudiis.

We conducted our audits in accordance with auditagdards generally accepted in the United Stdtdsnerica. Those standards reqt
that we plan and perform the audit to obtain reabtassurance about whether the financial statisnaea free of material misstatements.
audit includes examining, on a test basis, evidesnpporting the amounts and disclosures in then6igh statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well agatirgg the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the consolidated financiatsments referred to above present fairly, in altarial respects, the consolidated financial
position of Intevac, Inc. at December 31, 2001 2000, and the consolidated results of its operatand its cash flows for each of the two
years in the period ended December 31, 2001, ifoocmity with accounting principles generally acasgin the United States of Americ
Also, in our opinion, the 2000 and 2001 data inrated financial statement schedule, when consitdie relation to the basic financial
statements taken as a whole, presents fairly imaterial respects the information set forth therei

GRANT THORNTON LLP

San Jose, California
January 25, 2002
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS

The Board of Directors and Shareholders
Intevac, Inc.

We have audited the accompanying consolidstetéments of operations and comprehensive lbaggisolders’ equity and cash flows for
the year ended December 31, 1999. Our audit atdodad the 1999 data in the financial statemereduale listed in the Index at Item 14(a).
These financial statements and schedule are thensibility of the Company’s management. Our resfiility is to express an opinion on
these financial statements and schedule basedraudit.

We conducted our audit in accordance with audistegndards generally accepted in the United Statesse standards require that we |
and perform the audit to obtain reasonable assarabeut whether the financial statements are fregaterial misstatements. An audit
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarsteements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well agatirgg the overall financial statement
presentation. We believe that our audit providesagonable basis for our opinion.

In our opinion, the consolidated financiatstments referred to above present fairly, in altarial respects, the consolidated results of
operations of Intevac, Inc. and its cash flowstfar year ended December 31, 1999, in conformiti aitcounting principles generally
accepted in the United States. Also, in our opintbe 1999 data in the related financial statersehédule, when considered in relation to the
basic financial statements taken as a whole, ptes$ainly in all material respects the informatiest forth therein.

ERNST & YOUNG LLP

San Jose, California
January 21, 2000
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INTEVAC, INC.

CONSOLIDATED BALANCE SHEETS
(In thousands)

ASSETS
Current asset:

Cash and cash equivalel

Shor-term investment

Trade and other accounts receivable, net of alloasiof $225 and
$114 at December 31, 2001 and 2!

Inventories, including $4,070 and $3,033 held atemer locations
at December 31, 2001 and 2C

Prepaid expenses and other current a:

Deferred tax asse

Total current asse

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

Less accumulated depreciation and amortize

Investment in 601 California Avenue LL

Intangible assets, net of amortization of $2,44d $2,434 at
December 31, 2001 and 20

Debt issuance costs, net of amortization of $1808$1,529 at
December 31, 2001 and 20

Deferred tax assets and other long term a:

Total asset

December 31,

LIABILITIES AND SHAREHOLDERS ’ EQUITY

Current liabilities:
Book overdraft
Notes payabli
Accounts payabl
Accrued payroll and related liabilitit
Other accrued liabilitie
Customer advance

Total current liabilities
Convertible note
Commitments
Shareholder equity:
Undesignated preferred stock, no par value, 10sbades
authorized, no shares issued and outstar
Common stock, no par valu
Authorized share— 50,000
Issued and outstanding shares — 12,004 and 111844 a
December 31, 2001 and 20
Accumulated other comprehensive incc
Retained earnings (accumulated defi

Total shareholde’ equity

Total liabilities and sharehold¢ equity

2001 2000
$18,157  $ 4,61¢
— 33,78’
8,04¢ 9,59:
21,69: 15,83:
47¢ 844
— 1,307
48,37. 65,98
5,87¢ 5,70¢
21,00¢ 19,83¢
26,96¢ 25,54
18,10t 14,48:
8,86¢ 11,06(
2,431 2,431
— 7
495 774
3 3,68¢
$60,168  $83,93¢
| |
$ 24z $ 814
— 1,90¢
2,38¢ 1,94¢
1,57¢ 1,53¢
3,547 2,37¢
13,46¢ 16,31"
21,21: 24,88’
37,54 41,24
19,09: 18,67¢
127 —
(17,807 (871)
1,40¢ 17,80:
$60,16]  $83,93¢
| |



See accompanying notes.
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INTEVAC, INC.

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

Years Ended December 31,

2001 2000 1999
Net revenue: $ 51,48 $ 36,04¢ $ 42,96
Cost of net revenue 41,72¢ 34,05¢ 40,41(
Gross profit 9,75¢ 1,99( 2,552
Operating expense
Research and developmt 14,47¢ 10,57¢ 14,13¢
Selling, general and administrati 6,74t 4,41°F 7,22¢
Restructuring and othi — (63¢) 3,06¢
Total operating expens 21,22 14,35: 24,43
Operating los: (11,46%) (12,369 (21,879
Interest expens (2,917) (3,039 (3,71))
Interest incom 1,24¢ 2,341 2,10(
Other income and expense, (180 731 1,53
Loss from continuing operations before income t: (13,319 (12,329 (21,959
Provision for (benefit from) income tax 4,42¢ — (8,349
Loss before extraordinary ite (17,739 (12,329 (13,619
Extraordinary item
Gain from repurchase of convertible notes, netppiiaable income
taxes of $605 and $2,355 in 2001 and 1999, resphe 802 — 3,84¢
Net loss $(16,93¢) $(12,329) $ (9,770
Other comprehensive incon
Foreign currency translation adjustme 122 — —
Total adjustment 122 — —
Total comprehensive lo: $(16,819) $(12,329) $ (9,770
I I I
Basic and diluted loss per sha
Loss from continuing operatiol $ (1.4¢ $ (1.09 $ (1.16)
Net loss $ (142 $ (1.09 $ (0.89
Shares used in per share amol 11,95¢ 11,80: 11,777

See accompanying notes.
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INTEVAC, INC.

CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY
(In thousands)

Accumulated Retained
Common Stock Other Earnings Total
Comprehensive (Accum. Shareholders’
Shares Amount Income Deficit) Equity

Balance at December 31, 1¢ 11,88: $17,91° $ 122 $ 22,391 $ 40,43¢
Shares issued in connection wi

Exercise of stock optior 27 38 — — 38

Employee stock purchase pl 122 684 — — 684

Repurchase of common sta (321) (491) — (1,179 (1,66%)

Income tax benefits realized from activity in

employee stock plar — 22 — — 22

Change in foreign currency translation adjustm — — (122) — (122)

Net loss — — — (9,770 (9,770

Balance at December 31, 1¢ 11,71¢ $18,17( $ — $ 11,45 $ 29,62:
Shares issued in connection wi

Exercise of stock optior 20 58 — — 58

Employee stock purchase pl 10¢ 41¢ — — 41¢

Income tax benefits realized from activity in

employee stock plar — 29 — — 29

Net loss — — — (12,329 (12,329

Balance at December 31, 2C 11,84« $18,67" $ — $ (87) $ 17,80
Shares issued in connection wi

Exercise of stock optior 41 13 — — 13

Employee stock purchase pl 11¢ 40¢ — — 40¢

Change in foreign currency translation adjustm — — 122 — 122

Net loss — — — (16,936 (16,936

Balance at December 31, 2C 12,00« $19,09: $ 122 $(17,807) $ 1,40¢

I I | I |

See accompanying notes.
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INTEVAC, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Years Ending December 31,

2001 2000 1999
Operating activities
Loss from continuing operatiol $(17,739)  $ (12,329 $(13,619)
Net gain from repurchase of convertible nc 803 — 3,84¢
Net loss (16,936 (12,329 (9,770
Adjustments to reconcile net loss to net cash asti equivalents
provided by (used in) operating activitit
Depreciatior 3,91¢ 3,721 3,80¢
Deferred income tax asset valuation allowa 4,98¢ 2,73¢ —
Amortization of intangible: 251 2,34z 1,57¢
Gain on purchase of convertible no (1,409 — (6,199
(Gain)/loss on IMAT investmer — 12t (39
Restructuring and other char¢c— nor-cash portior — 85€ 42¢
Loss on disposal of investme 80:3 — —
Loss on disposal of equipme 8 2 33€
Changes in assets and liabiliti
Accounts receivabl 1,545 1,614 (1,039
Inventory (3,536 (343 4,14
Prepaid expenses and other as 36¢€ (332 58€
Accounts payabl 44z 92¢ (1,020
Accrued payroll and other accrued liabilit 63¢ (5,76¢) 1,28
Customer advance (2,859 6,46¢ 2,779
Total adjustment 5,16¢ 12,34¢ 2,092
Net cash and cash equivalents provided by (usegpi@jating
activities (11,779 22 (7,679
Investing activities
Purchase of investmer (5,467 (116,27) (50,88()
Proceeds from sales and maturities of investn 38,44 120,08: 70,20¢
Purchase of equipme (4,050 (2,990 (1,736
Net cash and cash equivalents provided by invesiitigities 28,93« 823 17,58¢
Financing activities
Proceeds from issuance of common sl 41¢ 47€ 722
Repurchase of common sta — — (1,665
Repurchase of Intevac convertible nc (2,257%) — (9,669
Repayment of notes payal (1,909 — —
Net cash and cash equivalents provided by (usefthamcing
activities (3,749 47¢€ (20,607
Effect of foreign currency translation adjustme 12z — —
Net increase (decrease) in cash and cash equis 13,54: 1,321 (69€)
Cash and cash equivalents at beginning of p¢ 4,61¢ 3,29 3,991
Cash and cash equivalents at end of pe $ 18,157 $ 4,61¢ $ 3,29t
L] | L]
Cash paid (received) fc
Interest $ 2,71t $ 2,78¢ $ 3,55t
Income taxe: 2 2 —
Income tax refun: — (5,807%) (3,099
Other noi-cash change:
Inventories transferred to (from) property, pland &quipmen $(2,32) % 304 $ 1,947

Income tax benefit realized from activity in empdaystock plan — 29 22



See accompanying notes.
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1. Business and Nature of Operations

Intevac, Inc.’s businesses are the designufaature and sale of complex capital equipmend isenanufacture products such as flat
panel displays and thin-film disks (“Equipment”)daile development of highly sensitive electro-agtievices and systems (“Photonics”).

Systems sold by the Equipment Division apdglly used to deposit highly engineered thin-flof material on a substrate, or to modify
the characteristics and properties of thin-filnreatly deposited on a substrate. Systems manufddiyrdne Equipment Division generally
utilize proprietary manufacturing techniques anocpsses and operate under high levels of vacuuesyidtems are designed for high-
volume continuous operation and use precision folatomputerized controls and complex softwargams to fully automate and control
the production process. Products manufacturedtiébe systems include color cell phone displaygnaotive displays, computer monitors
and disks for computer hard disk drives. The EqeipnDivision has also designed ultra high vacuutoraated equipment for Photonics to
be used for the future manufacture of low-cost lmght-level cameras.

The Photonics Division is developing eleabptical devices and systems that permit highly iigasdetection of photons in the visible
and short wave infrared portions of the spectruhis Bievelopment work is aimed at creating new petslfor both military and industrial
applications. Products include LIVAR systems fositige target identification at long range, low-ttmwv-light-level cameras for use in
security and military applications and photodioftgsuse in high-speed fiber optic systems.

During the fourth quarter of 1999, the Compadopted a plan to discontinue its electron besrogssing equipment product line and to
close the facility in Hayward, California where tleguipment was built.

2. Summary of Significant Accounting Policies

Basis of Presentatio

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

Revenue Recognitic

Intevac recognizes revenue using the guidémoe SEC Staff Accounting Bulletin No. 101 “RevenRecognition in Financial
Statements.” Intevac’s revenue recognition poleguires that there be persuasive evidence of a caidract, that the price is fixed, that title
has transferred, that product payment is not cgatihon any factors and is reasonably assuredhabthe Company has completed all the
material tasks and deliverables required by théraon

Systems and components Revenues for systems are recognized upon custaeneptance. For large deposition and RTP systems
shipped through a distributor, revenue is typicedigognized after the distributor has acceptedylseem at Intevac’s factory and the system
has been shipped. For large deposition and RTRragssold direct to end customers, revenue is réoedjafter installation and acceptanci
the system at the customer site. When the Compeligvies that there may be higher than normal eediastallation and acceptance issues
for systems shipped through a distributor, sucltaen the first unit of a newly designed systemebvéred, then the Company defers reve
recognition until the distributor’'s customer hascehccepted the system. Revenues for technologwdes, spare parts, consumable and
prototype products built by the Photonics Divisame generally recognized upon shipment.

Service and Maintenance- Service and maintenance contract revenue, wbidate has been insignificant, is recognized ratawer
applicable contract periods or as services ar@padd.
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Technology Development- The Company performs best efforts research amdldpment work under various research contracts.
Revenue on these contracts is recognized in accoedaith contract terms, typically as costs araiired. Typically, for each contract, the
Company commits to perform certain research aneéldpment efforts up to an agreed upon amount. tmection with these contracts, the
Company receives funding on an incremental basie @pceiling. Upon completion of each contractheparty will typically receive certain
rights to the technical and computer software dataeloped under the contract. Some of these castaae cost sharing in nature, where
Intevac is reimbursed for a portion of the totadtscexpended. In addition, the Company has, from tb time, negotiated with a third party
fund a portion of the Company’s costs in returndgoint interest to the Company’s rights at thd ehthe contract. In the event a particular
contract over-runs its agreed upon amount, the @ommay be liable for the additional costs.

Net revenues and related cost of net reveasssciated with these contracts were $7,885,00$8,782,000, respectively for 2001,
$5,975,000 and $7,090,000, respectively for 2008,%v,067,000 and $7,071,000, respectively for 1999

Warranty

The Company’s standard warranty is twelve th®from customer acceptance. During this warrpetyod any necessary naonsumabl
parts are supplied and installed. A provision far €stimated warranty cost is recorded upon custanteptance for systems and upon
shipment for non-system products.

International Distribution Cost

The Company makes payments to agents andsematives under agreements related to interdsates in return for obtaining orders
and providing installation and warranty servicelse3e payments to agents and representatives &ardeddn selling, general and
administrative expenses. These amounts totaledxziopately $141,000, $0 and $0 for the years endecehber 31, 2001, 2000 and 1999,
respectively.

Customer Advance

Customer advances generally represent namtahle deposits invoiced by the Company in conagatiith receiving customer purchase
orders and other events preceding acceptance tehsysCustomer advances related to products thatiat been shipped to customers, and
included in accounts receivable were $857,000 &,019,000 at December 31, 2001 and 2000, respBctive

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

Short-term investments consist principalhhighly rated debt instruments with maturities gaiig between one and twelve months and
are carried at fair value. These investments aoieajly short-term in nature and therefore bearimi risk.

Management determines the appropriate cleagdn of debt securities at the time of purchaise reevaluates such designation as of eact
balance sheet date. At December 31, 2000, allstahtrities were classified as available-for-sakdenrstatement of Financial Accounting
Standards No. 115 “Accounting for Certain Investtaén Debt and Equity Securities.” Securities dféexs as available-for-sale are reported
at fair market value with the related unrealizeshgand losses included in retained earnings. Reljains and losses and declines in value
judged to be oth-than-temporary on available-for-sale securitiesiacluded in other income and expenses. The d¢astaurities sold is
based on the specific identification method.
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Cash and cash equivalents represent cashrascand money market funds. Short-term investmafirs83,787,000 at December 31, 2000
consisted primarily of investments in commercighgraand market auction rate bonds. Fair valuebased on quoted market prices. The
amount of unrealized gain or loss was not significi December 31, 2000 and 1999. Gross realized gad losses for the years ended
December 31, 2000 and 1999 were not significant.

Valuation of Lon-lived and Intangible Assets and Good\

We assess the impairment of identifiablerigthles, long-lived assets and goodwill whenevemnés or changes in circumstances indicate
that the carrying value may not be recoverabletdfaave consider important which could trigger mpairment review include the followin

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

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

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

« our market capitalization relative to net book ealu

When we determine that the carrying valubofdived assets, intangibles or goodwill may not beokerable based upon the existenc
one or more of the above indicators of impairmes,measure any impairment based on a projectedudised cash flow method using a
discount rate determined by our management to tremamsurate with the risk inherent in our currergibess model. In 2000, the Company
determined that the intangible assets relatedagtiichase of Cathode Technology Corporation (“@#h) and Lotus Technologies, Inc. had
become impaired. At December 31, 2000 the remaigatgwill related to those purchases, amountirf§lt656,000, was written off.

Foreign Exchange Contrac

The Company may enter into foreign curreraryhird exchange contracts to hedge certain obitsign currency transaction, translation
and re-measurement exposures. The Company’s acegunadicies for some of these instruments are dasethe Company’s designation of
such instruments as hedging transactions. Instrtemen designated as a hedge transaction will eeKed to market” at the end of each
accounting period. The criteria the Company usesldégignating an instrument as a hedge includetefmess in exposure reduction and
one-to-one matching of the derivative financiatinment to the underlying transaction being hed@ains and losses on foreign currency
forward exchange contracts that are designatecttiective as hedges of existing transactions aregmized in income in the same period as
losses and gains on the underlying transactioneeamgnized and generally offset.

During fiscal 2000 and 1999, the Company entertmlyan denominated foreign currency forward exclear@ntracts to hedge anticipa
yen denominated sales. The Company did not desighase foreign currency forward contracts as hédgesactions; therefore, the contre
were “marked to market.” As of December 31, 206&, Company had no foreign currency forward exchaogéracts outstanding. In fiscal
2000 the Company realized gains of $111,000 rel@mtéareign currency forward exchange contracts, iarfiscal 1999 the Company
recorded transaction losses of $251,000 relatéatéogn currency forward exchange contracts.

While the notional amounts of foreign exchaegntracts are often used to express the volurtteesé transactions, the potential
accounting loss on these transactions if all copatgies failed to perform is limited

32




Table of Contents
INTEVAC, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
to the amounts, if any, by which the counterpartibtigations exceed the Company’s obligation te dounterparties.
Financial Instrument:

The carrying amount of the short-term finah@istruments (cash and cash equivalents, shantitesestments, accounts receivable and
certain other liabilities) approximates fair vallige to the short-term maturity of those instrumeB#sed on the quoted market prices for the
same or similar issues or on the current ratesaxfféor debt of the same remaining maturities féirevalue of the $37.5 million of
outstanding Convertible Notes as of December 30126 $20.1 million.

Inventories

Inventories for systems and components atedt the lower of standard cost or market. Itoréas consist of the following:

December 31,

2001 2000

(In thousands)

Raw material $ 565¢ $ 4,591
Work-in-progress 11,96: 8,20¢
Finished good 4,07( 3,03:

$21,69: $15,83:

Intevac makes provisions for potentially esscand obsolete inventory based on backlog anddsted demand. However, order backlog
is subject to revisions, cancellations, and rescliregl Actual demand will inevitably differ from fecasted demand due to a number of
factors. For example, the thin-film disk industmstsuffered from over capacity and poor finan@auits, which has led to industry
consolidation. Consolidation can lead to the abdlits of used equipment that competes at very fpoiges with the Company’s products.
Financial stress and consolidation in the Compaoy&omer base can also lead to the cancellationdefs for products after the Company
has incurred substantial costs related to thoserer&uch problems have resulted, and may contintesult, in excess and obsolete
inventory, and the provision of related reservegehtory reserves included in the above table $&&7 million at December 31, 2001 and
$8.7 million at December 31, 2000.

Property, Plant and Equipme

Equipment and leasehold improvements are carriedsitless allowances for accumulated depreciatimhamortization. Gains and los
on dispositions are reflected in the consolidatatesments of operations.

Depreciation for machinery and equipmenbisiputed using the straight-line method over theneged useful lives of the assets, which
are generally three to seven years. Amortizatioleadehold improvements is computed using the shoftthe remaining terms of the leases
or the estimated economic useful lives of the iniproents.

Intangible Asset
The Company amortizes intangible assetssiragght-line basis over the estimated useful livasich range from two to seven years.
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Comprehensive Incon

SFAS No. 130, “Reporting Comprehensive Incbrequires unrealized gains or losses on the Coyipavailable-for-sale securities and
the foreign currency translation adjustments, wigidbr to the adoption were reported separateshareholders’ equity, to be included in
other comprehensive income. As of December 31, 20@1$122,000 balance of accumulated other corepsgbe income is comprised
entirely of accumulated foreign currency translataljustments. There was no accumulated other amapsive income as of December 31,
2000 or 1999.

Employee Stock Plai

The Company accounts for its stock optiomgland its employee stock purchase plan in accoedaith provisions of the Accounting
Principles Board’s Opinion No. 25 (“APB 25"), “Acuaating For Stock Issued to Employees.” SFAS 123;c@unting for Stock Based
Compensation” provides a fair value-based altevaath APB 25. The Company is continuing to accdantts employee stock plans in
accordance with the provisions of APB 25. Under APB because the exercise prices of the Compatgck sptions granted to employees
equal the market prices of the underlying stoclkihendate of grant, no compensation expense is niexd)

Financial Presentatiol
Certain prior year amounts in the Consoliddtmancial Statements have been reclassifiedriom to 2001 presentation.
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Net loss Per Shar

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

2001 2000 1999
(In thousands)
Numerator:

Loss from continuing operatiol $(17,739)  $(12,32¢9  $(13,619)

Gain from repurchase of convertible notes, netfppliaable income
taxes 803 — 3,84¢
Net loss $(16,93¢)  $(12,329 $ (9,770
| I |

Numerator for basic loss per sh— loss available to common
stockholders $(16,93¢)  $(12,329  $ (9,770

Effect of dilutive securities
6 1/2% convertible notes( —

Numerator for diluted loss per sh— loss available to common
stockholders after assumed conversi $(16,93¢)  $(12,329 $ (9,770

Denominator
Denominator for basic loss per sh— weightec-average share 11,95¢ 11,80: 11,777

Effect of dilutive securities
Employee stock options(.
6 1/2% convertible notes(. —

Dilutive potential common shar

Denominator for diluted loss per share — adjustetyttedaverage

shares and assumed conversi 11,95t 11,80: 11,777

(1) Diluted EPS for the twelve-month periods enBedember 31, 2001, 2000 and 1999 excludes “asectad/ treatment of the
Convertible Notes as their inclusion would be diltitive. The number of “as converted” shares eaetlifrom the twelve-month
periods ended December 31, 2001, 2000 and 1999 @&4,910, 1,999,758 and 2,345,273, respecti

(2) Diluted EPS for the twelve-month periods enBedember 31, 2001, 2000 and 1999 excludes theteffemployee stock options as
their inclusion would be anti-dilutive. The numldremployee stock options excluded from the twetwanth periods ended

December 31, 2001, 2000 and 1999 was 114,017,04645%d 169,564, respective

Use of Estimate
The preparation of financial statements infoomity with accounting principles generally act=pin the United States of America
requires management to make estimates and assas it affect the reported amounts of assetsiabitities and disclosure of contingent

assets and liabilities at the date of the finarstialements and the reported amounts of revenuexgahses during the reporting period.
Actual results inevitably will differ from thosetasates, and such differences may be materialdditfancial statements.

New Accounting Pronouncemel

In June 2001, the Financial Accounting Stadsi®oard (“FASB”) issued Statement of Financiatédenting Standards (“SFASNo. 141
“Business Combinations.” Under SFAS 141, all busine
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combinations are to be accounted for using thehase method. SFAS 141 is effective for all busimessbinations initiated after June 30,
2001.

In August 2001, the FASB issued SFAS No. XAdcounting for the Impairment or Disposal of Lehiyed Assets.” SFAS 144 requires
that one accounting model be used for long-livesttssto be disposed of by sale, whether previcuely and used or newly acquired.
SFAS 144 is effective for financial statements ésbtor fiscal years beginning after December 1912@nd interim periods within those
fiscal years. The Company believes that the adomfSFAS 144 will not have a material effect @dgbnsolidated financial statements.

3. Concentrations

Credit Risk and Significant Custome

Financial instruments that potentially subjpe Company to significant concentrations of @ragk consist of cash equivalents, short-
term investments, accounts receivable and foreighange forward contracts. The Company generallgsts its excess cash in money
market funds and in commercial paper, which haveéracted maturities generally within one year. BJiqy, the Company’s investments in
commercial paper, certificates of deposit, Euradiime deposits, or banker’'s acceptances are Adtéeil or better. In 2001, the Company
recorded a loss of $803,000 on its investment mroercial paper issued by Pacific Gas & Electric.

The Company’s largest customers tend to ah&mgn period to period as a function of each austds plans to renovate, or expand
production capacity. Historically, a significantrpon of the Company’s revenues in any particulaiqal have been attributable to sales to a
limited number of customers. In 2001, one custoateopunted for 49% of the Company’s consolidatedeatnues. In 2000, four customers
accounted for 17%, 16%, 12% and 11%, respectieélthe Company’s consolidated revenues and in gageeaccounted for 56% of net
revenues. In 1999 three customers accounted for 34% and 11%, respectively, of the Company’s clidated revenues and in aggregate
accounted for 66% of net revenues. The Companypesf credit evaluations of its customers’ financ@ahditions and requires deposits on
system orders but does not generally require eslihbr other security to support customer recdasb

Products

Flat panel and disk manufacturing equipmegéther contributed a significant portion of then@any’s revenues in 2001, while disk
manufacturing equipment alone contributed a sigaift portion of the Company’s revenues in 2000E98D. The Company expects that its
ability to maintain or expand its current levelge¥enues and to return to profitability in theuiwt will depend upon its success in enhancing
its existing systems and developing and manufawompetitive flat panel and disk manufacturingipment and its success in developing
other products such as photonics devices and sgstem

4.  Equity Investments

601 California Avenue LLt

In 1995, the Company entered into a Limitéability Company Operating Agreement (the “Opergthgreement”), which expires
December 31, 2015, with 601 California Avenue Lltke(“LLC"), a California limited liability companjormed and owned by the Company
and certain shareholders of the Company at that titlmder the Operating Agreement, the Company feenesl its leasehold interest in the
of the Company’s discontinued night vision businglse “Site”) in exchange for a preferred sharéhim LLC with a face value of $3,900,000.
The Company is accounting for the investment utlteicost method and has recorded its investmeheihLC at $2,431,000, which
represents the Company’s historical carrying value
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the leasehold interest in the Site. The preferhedesin the LLC pays a 10% annual cumulative pretedividend.

During 1996, the LLC formed a joint venturghwStanford University (the “Stanford JV”) to déep the property. The project was
completed and leased in August 1998. The Compareived dividends of $390,000, $390,000 and $1,@0rfom the LLC in 2001, 2000
and 1999, respectively. The dividends receivednduti999 consisted of the annual $390,000 dividéus! fhe cumulative dividends earned in
prior years. As of December 31, 2001 all outstagaimmulative dividends on the preferred share teghlpaid. These dividends are included
in other income and expense.

IMAT Inc.

On June 27, 1997, the Company entered insga@ement with Matsubo to form a joint venturgogsible for the sales and service of
Intevac’s flat panel display equipment in Japan ather Asian countries. The Company invested $486{6r 49% of the voting stock of the
joint venture. The joint venture was accountedbfpthe equity method. Gains and losses relatedet@bmpan’s share of the joint venture
were reflected in other income and expense, néh@onsolidated statements of income. The Compasity in the net income or (loss) of
IMAT, Inc. was ($125,000) and $15,000 in 2000 aB89, respectively. During the third quarter of 200@ Company and its joint venture
partner, Matsubo, transferred IMAT’s activities amdployees to Matsubo and terminated the operatibhdAT.

5.  Commitments

The Company leases certain facilities unaercancelable operating leases that expire atwsitimes up to 2007. The facility leases
require the Company to pay for all normal mainteeacosts. The lease for the primary facility in taaB@lara includes an option to extend the
lease for an additional five-year period.

Future minimum rental payments under theasds at December 31, 2001 are as follows (in timois3a

2002 $ 2,63«
2003 2,95:
2004 3,07(C
2005 3,192
2006 3,31¢
Thereafter (through March 200 83¢
Total $16,00¢

I

Gross rental expense was approximately $20083$1,596,000 and $2,652,000 for the years ebdedmber 31, 2001, 2000 and 1999,
respectively. Offsetting rental expense for theéqur ending December 31, 2000 and 1999 was suhiees@e of $62,000 and $238,000,
respectively.

6. Employee Benefit Plan

In 1991, the Company established a definediritaution retirement plan with 401(k) plan featswr@he plan covers all United States
employees eighteen years and older. Employees ralig nontributions by a percentage reduction irr thedaries, not to exceed the
statutorily prescribed annual limit. The Companydmaash contributions of $301,000, $123,000 an®$0D for the years ended
December 31, 2001, 2000 and 1999, respectively.l®mps may choose among eleven investment optartedir contributions and their
share of the Company contributions, and they aletatmove funds between investment options attimmg. Administrative expenses relati
to the plan are insignificant.
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7. Notes Payable

In 1996, the Company issued notes relatéde@urchase of Cathode. The notes bore inter&b5&% compounded monthly and payable
quarterly. Principal payments on the note were ntpdeterly based on unit sales of the Cathode apsiurces. The remaining balance or
notes was paid in full in January 2001.

8. Convertible Notes

During the first quarter of 1997, the Companynpleted an offering of $57.5 million of its % Convertible Subordinated Notes (the
“Convertible Notes”)which mature March 1, 2004. Interest is payabldn@darch 1st and September 1st. The notes are dilrleanto share
of the Company’s common stock at $20.625 per sltiageenses associated with the offering of approteéiga2.3 million were deferred.
Such expenses are being amortized to interest egparer the term of the notes.

During 2001, the Company repurchased $3,700,0@@,alue, of its Convertible Notes. The repurchasalted in a gain of $803,000 (
of income taxes). During 1999, the Company repwetd&16,255,000, face value, of its ConvertibleeNoThe repurchase resulted in a gain
of $3,844,000 (net of income taxes).

9. Segment Reporting

Segment Descriptic

Intevac, Inc. has two reportable operatirgneents: Equipment and Photonics. The Company’spgagemt Division sells complex capital
equipment used in the manufacturing of flat pamgbldys and thin-film disks. The Company’s Photsrivision is developing devices and
systems utilizing electron sources that permit lyiglensitive detection of photons in the visiblel éime short-wave infrared spectrum.

Included in corporate activities are genemporate expenses, the equity in net loss of giuiestee (see Note 4), amortization expenses
related to certain intangible assets and the raler2000 of a portion of a restructuring reseegéablished in September 1999, less an
allocation of corporate expenses to operating wtjteal to 1% of net revenues. Assets of corpoateities include unallocated cash and
short-term investments, deferred income tax agadtieh were written off in 2001) and certain int#élslgs and other assets.

Segment Profit or Loss and Segment A

The Company evaluates performance and alleaasources based on profit or loss from opemtiefiore interest, other income and
expense and income taxes. The accounting poli€iteaeportable segments are the same as thosghdekin the summary of significant
accounting policies.

Business Segment Net Rever

2001 2000 1999

(In thousands)

Equipment $42,72: $28,797  $36,00¢
Photonics 8,761 7,25z 6,954
Total $51,48:¢ $36,04¢ $42,96:
I | I
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Business Segment Profit & Lc

2001 2000 1999
(In thousands)
Equipment(1’ $ (7,23  $(8,04f  $(16,667)
Photonics (2,595 (2,169 (93%)
Corporate activities(z (1,639 (2,15)) (4,277
Operating los! (11,469 (12,367 (21,879
Interest expens (2,917 (3,037 (3,71
Interest incom 1,24¢ 2,341 2,10
Other income and expense, (180) 731 1,53
Loss from continuing operations before income te $(13,315)  $(12,32¢9)  $(21,959
| | I
(1) Includes restructuring and other charge of $1,&3B999.
(2) Includes restructuring and other charge of $2,1h2B9i99.
Business Segment Ass
2001 2000 1999
(In thousands)
Equipment $31,84: $32,207  $29,87:
Photonics 7,25: 4,40 4,48:
Corporate activitie 21,06¢ 47,32¢ 60,02¢
Total asset $60,16: $83,93¢  $94,38:
I | I
Business Segment Property, Plant & Equipn
Additions 2001 2000 1999
(In thousands)
Equipment(1’ $ 692 $2,23i $4,23(
Photonics 3,01(C 65€ 794
Corporate activitie 34¢ 401 27¢
Total additions $4,05( $3,29¢ $5,30z
| | |
(1) Includes inventory transferred to fixed assets3ff4pand $1,942 in 2000 and 1999, respecti\
Depreciation 2001 2000 1999
(In thousands)
Equipment $2,55¢ $2,381 $2,80¢
Photonics 79¢ 71€ 512
Corporate activitie 55¢ 61¢ 48t
Total depreciatiol $3,91¢ $3,721 $3,80¢
| | |
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Geographic Area Net Trade Reven

2001 2000 1999

(In thousands)

United State: $14,15¢ $26,46¢  $17,25¢
Far Eas 36,36: 9,41¢ 25,37z
Europe 827 49 234
Rest of World 14C 12C 102
Total revenue $51,48¢ $36,04¢  $42,96:

[ | [ | [ |

10. Shareholders’ Equity

The Company’s Articles of Incorporation auike 10,000,000 shares of Preferred Stock. ThedofDirectors has the authority to issue
the Preferred Stock in one or more series andctthé price, rights, preferences, privileges amstrigtions thereof, including dividend rights,
dividend rates, conversion rights, voting righésnis of redemption, redemption prices, liquidapoeferences and the number of shares
constituting any series or the designation of serfies, without further vote or action by the shatéers.

Stock Option/ Stock Issuance Pl

The Board of Directors approved the 1991 ISption/ Stock Issuance Plan (the “1991 Plan”’}%91. The maximum number of shares
that may be issued over the term of the 1991 RI&)666,667 shares.

The 1991 Plan is divided into two separat@ponents: the Option Grant Program and the Statlatsce Program. Under the Option
Grant Program, the Company may grant either ingersiock options or nonqualified options or implengtock appreciation rights
provisions at the discretion of the Board of Dicgst Exercisability, option price, and other terans determined by the Board of Directors,
but the option price shall not be less than 85%a$6 of the fair market value for nonqualifiediops and incentive stock options,
respectively, as determined by the Board of Dinect@ptions granted under the 1991 Plan are imrteddiaxercisable; however, unexercised
options and shares purchased upon the exercibe options are subject to vesting over a five-ypegiod. The Company may repurchase
shares that are not vested. No shares were stbjespiurchase at December 31, 2001, 2000 and 1999.

In 1995, the Board of Directors approved dwopof (i) the 1995 Stock Option/ Stock IssuantanRthe “1995 Plan”) under which
employees, non-employee directors and consultaaysba granted stock options to purchase stocksaedsshares of stock at not less than
85% of fair market value on the grant/ issuance;datd (ii) the Employee Stock Purchase Plan. B85 Plan, as amended in 2000, serve
the successor equity incentive program to the Coryipal991 Plan. Upon adoption of the 1995 Plansiadires available for issuance under
the 1991 Plan were transferred to the 1995 PlamfAxcember 31, 2001, 2,079,251 shares of comrumk sire authorized for future
issuance under the 1995 Plan. Options granted uhder995 Plan are exercisable upon vesting anergiyvest over a five-year period.
Options currently expire no later than ten yeavsifthe date of grant.

Options to purchase 1,062,742, 878,157 a@#69 shares were vested at December 31, 2001,&2@D0999, respectively.

Pro forma information regarding net incomed aarnings per share is required by SFAS 123, wdilt requires that the information be
determined as if the Company has accounted fenifgsloyee stock options granted subsequent to Dezreddh 1994 under the fair value
method of this Statement. The fair value for thgstions was estimated at the date of grant usBigek-Scholes multiple option pricing
model with the following weighted average assumpitor 2001, 2000 and 1999, respectively: risk-freerest rates of
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3.03%, 5.17% and 6.15%; dividend yields of 0.0%8%®and 0.0%; volatility factors of the expected kedprice of the Company’s common
stock of 0.946, 0.936 and 0.855; and a weiglateerage expected life of the option of 0.25, 0.28 @.25 years beyond each respective ve
period.

The Black-Scholes option valuation model wasgeloped for use in estimating the fair valuerafiéd options which have no vesting
restrictions and are fully transferable. In additioption models require the input of highly sulijgeassumptions including the expected
stock price volatility. Because the Company’s ergpiostock options have characteristics signifigatifferent from those of traded options,
and because changes in the subjective assumptonsaterially affect the fair value estimate, im@gement’s opinion, the existing models
do not necessarily provide a reliable single measiithe fair value of its employee stock options.

Under the 1995 Employee Stock Purchase Blaamended in 1999, (the “ESPP”), the Companytioaued to issue up to 1,000,000
shares of common stock to participating employeesler the terms of the ESPP, employees can chodseve up to 10% of their annual
base earnings withheld to purchase the Company'srmmn stock. The purchase price of the stock is 85%e lower of the subscription date
fair market value or the purchase date fair mavkéie. Approximately 70% of eligible employees haegticipated in the ESPP. Under the
ESPP, the Company sold 118,904, 108,784 and 123}g2®s to employees in 2001, 2000 and 1999, réagplgc As of December 31, 2001,
293,696 shares remained reserved for issuance threl&SPP. The Company does not recognize comp@msastt related to employee
purchase rights under the Plan. To comply withpiteeforma reporting requirements of SFAS 123, camspéion cost is estimated for the fair
value of the employees’ purchase rights using thelBScholes model with the following assumptiooisthose rights granted in 2001, 2000
and 1999, respectively: risk-free interest rate$.88%, 5.36% and 5.78%; dividend yield of 0.09%9%0.and 0.0%; expected volatility of
0.946, 0.936 and 0.855; and an expected life d¥,2M0 and 1.99 years (the offering period entis3JL, 2003 for the subscription period t
began in August 2001). The weighted average fdirevaf those purchase rights granted in 2001, 201@D1999 were $2.47, $2.78 and $2.94,
respectively per share.

Had compensation cost for the Company’s stiaded compensation plans been determined bagbé fair value at the grant dates for
awards under those plans consistent with the medh&#FAS 123, the Company’s net loss and earniegsipare would have been reduced to
the pro forma amounts indicated below:

2001 2000 1999

(In thousands, except per share data)

Pro forma net loss from continuing operatis $(18,63¢) $(13,147) $(14,877)
Pro forma net los $(17,837) $(13,147) $(11,027)
Pro forma basic and diluted loss per st
Net loss from continuing operatio $ (1.56€) $ (1.1) $ (1.2¢)
Net loss $ (1.49 $ (1.1) $ (0.99
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A summary of the Company’s stock option attiand related information for the years endedddeiser 31 follows:

Outstanding — beginnin
of year
Granted
Exercisec
Forfeited

Outstanding — end of
year

Exercisable at end of ye

Weighted-average per
share fair value of
options granted during
the yeal

Range of
Exercise Prices

INTEVAC, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

2001

2000

1999

Weighted-Average

Weighted-Average

Weighted-Average

Options Exercise Price Options Exercise Price Optits Exercise Price
1,570,29 $5.3¢ 1,496,37! $5.82 1,599,76. $6.92
341,90( 3.9C 336,10( 3.7 399,10( 4.7
(41,149 0.3( (20,26)) 2.8€ (26,49 1.4¢
(66,526) 5.27 (241,91 5.9¢ (475,99) 8.82
1,804,52. 5.2t 1,570,29 5.3¢ 1,496,37! 5.82
1,062,74. $5.8¢ 878,15’ $5.84 797,47( $5.81
$1.9¢ $2.2C $2.6¢

Outstanding and Exercisable by Price Range as of bember 31, 2001

Options Outstanding

Options Exercisable

Number
Outstanding As of
December 31, 2001

Weighted Average
Remaining
Contractual Life

Weighted
Average
Exercise Price

Number

Exersable As of
December 31, 2001

Weighted
Average
Exercise Price

$0.750- $ 3.063
$3.200- $ 3.20C
$3.375- $ 3.375
$3.550- $ 4.19C
$4.315- $ 5.69C
$6.000- $ 6.00C
$6.063- $ 6.625
$6.750- $ 7.625
$7.688- $21.25C

$0.750- $21.250

101,31
206,40(
220,00(
191,95(
260,30(
353,16:
189,00(
181,89¢
100,50(

1,804,52.

3.40 yr:
9.80 yr:
8.47 yr:
8.14 yr:
8.41 yr:
3.61 yrt
6.74 yr:
4.88 yr:
6.14 yr:

6.67 yr:
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$ 2.0Z
$ 3.2C
$ 3.3¢
$ 3.8t
$ 5.1
$ 6.0C
$ 6.4¢€
$ 7.4¢
$10.4¢

$ 5.2t

96,11:
50C
60,00(
68,07(
131,00(
353,16:
119,76(
164,43¢
69,70(

1,062,74.

$ 1.97
$ 3.2C
$ 3.3¢
$ 3.84
$ 5.1¢
$ 6.0C
$ 6.47
$ 7.51
$11.4¢

$ 5.8¢
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11. Income Taxes

The provision for (benefit from) income tax@sincome from continuing operations consistsheffbllowing (in thousands):

Years Ended December 31,

2001 2000 1999
Federal:
Current $ (492) $— $(8,552)
Deferred 3,771 — 843
3,27¢ — (7,709
State:
Current (113 — 2
Deferred 1,217 — (637)
1,104 — (635)
Foreign:
Current 41 — —
Total $4,42¢ $— $(8,34¢)
| | |

The tax benefits associated with exercisesafjualified stock options and disqualifying dispions of stock acquired through the
incentive stock option and employee stock purcipteses reduced taxes currently payable for 2001020@ 1999 as shown above by $0,
$29,000 and $22,000, respectively. Such benefite weedited to additional paid-in capital when iz=d.

Deferred income taxes reflect the net taga@ff of temporary differences between losses regp@md the carrying amounts of assets and
liabilities for financial reporting purposes ane thmounts used for income tax purposes. Significamponents of the Company’s deferred
tax assets computed in accordance with SFAS 108saf@lows (in thousands):

December 31,

2001 2000
Deferred tax asset
Vacation accrual, rent accrual and warranty res $ 1,26C $ 81z
Depreciatior 1,237 89¢
Inventory valuatior 5,50¢ 3,95¢
Research, AMT and other tax credit ci-forwards 1,767 73E
Federal and State NOL ca-forward 6,74¢ 4,902
Other 42¢ 222
16,94: 11,52¢
Valuation allowance for deferred tax ass (16,890 (6,339
Total deferred tax asse $ 52 $ 5,19(
Deferred tax liabilities
Other $ 52 $ 202
Total deferred tax liabilitie $ 52 $ 202
Net deferred tax asse $ — $ 4,98¢
| |
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The valuation allowance increased by $10@31 and $3,605,000 during 2001 and 2000, respégtishee to the uncertainty of realizing
certain tax credit and loss carry-forwards, anaégpteferred tax assets. The Federal and State M@®Y-forwards of $17,831,000 and
$7,607,000 expire at various dates through 202128dd, respectively, if not previously utilized.eTAMT credit carry-forwards do not
expire.

A reconciliation of the income tax provision income from continuing operations at the fedstautory rate of 35% to the income tax
provision at the effective tax rate is as followsthousands):

Years Ended December 31,

2001 2000 1999

Income taxes (benefit) computed at the federalisint rate $(4,730) $(4,319) $(7,685)
State taxes (net of federal bene (408) (640 (413
Tax exempt incom — (14) (467)
Goodwill amortizatior — 713 36€
Research and other tax crec (1,037 — —
Effect of tax rate changes and other permanergrdiffce: 44 65C (145
Valuation allowanct 10,55: 3,60t —
Total $ 4,42¢ $ — $(8,349)
I | |

12. Research and Development Cost Sharing Agreents

The Company entered into an agreement withpanese company to perform best efforts joinrebeand development work. The nature
of the project is to develop a glass-coating maehinbe used in the production of flat panel digpld he Company was funded for one-half
of the actual costs of the project up to a ceibfi$9,450,000. At December 31, 1999, the Compalrbeeived the entire amount under the
contract. Qualifying costs of approximately $3, D08 and $1,467,000 for the years ended Decemb&@0BD, and 1999, respectively, were
incurred on this project, resulting in offsets agairesearch and development costs of approxim$&ig,000 and $736,000 in 2000 and 1
respectively. As of December 31, 2000, the entireaace had been applied to qualifying costs.

Upon completion of the research and developmerk, if successful, each party will receiveta@r manufacturing and marketing rights
for separate regions of the world. The agreemesat @dlls for certain royalty payments by each partihe other party, based on production
and sales. The royalty rate will be 5% for eachypar

13. Restructuring and Other

During the fourth quarter of 1999, the Compadopted a plan to discontinue operations atRR€ Rechnologies, Inc. electron beam
processing equipment subsidiary and to close RRCIkty in Hayward, California and incurred a charof $1,639,000 in 1999 related to this
plan. The employment of 26 employees was termindthd significant components of this charge inctu8679,000 for inventory write-
downs which were charged to cost of sales, $264@0fixed asset write-offs, $200,000 for closufdtee facility, $163,000 for employee
severance costs, $161,000 for future rent due @ffettility and $152,000 for write-off of intangilsleln the first quarter of 2000, Intevac sold
certain assets of the RPC Technologies, Inc. siangitb Quemex Technology. Proceeds from the sallidled a cash payment, assumptic
the Hayward facility lease and the assumption dfdae other liabilities. Excluded from the sale wéwo previously leased systems and three
completed systems remaining in inventory. The Campeas able to reverse the portions of the resiring reserve established to provide
future rents due on the facility and for the cl@saf the facility. However, since Intevac retairmehership of the two leased systems, the
Company established an equivalent reserve to pedeidany residual value at the end of the leaéthe three systems in inventory,
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two were included in 2000 revenues and one is dexduin 2001 revenues. One of the two leased systemsold to the lessee in 2001.

During the third quarter of 1999, the Compadppted an expense reduction plan that includesing one of the buildings at its Santa
Clara facility and a reduction in force of 7 empdeg. The Company incurred a charge of $2,225,00098 related to the expense reduction
plan. The significant components of this chargéuited $873,000 for future rent due on the buildinet of expected sublease income),
$160,000 for costs associated with operating thielihg through May 2000 and $1,192,000 for the e#dff of leasehold improvements and
other costs associated with restructuring. In theth quarter of 1999, $97,000 of the restructuresgerve was reversed due to lower than
expected costs on the closure of the facility. Bgithe first quarter of 2000, the Company vacateduilding and negotiated a lease
termination for that space with its landlord, whigleased the Company from the obligation to payrant after April 30, 2000. As a result,
the Company reversed $615,000 of the restructugsgrve during the first quarter of 2000. During third quarter of 2000, the Company
completed all activities related to closing thelding. As a result, the Company reversed the reimgi$i23,000 of the restructuring reserve
during the third quarter of 2000.

During the first quarter of 1999, the Companplemented a reduction in force of 17 employ&@é® reductions took place at the
Company’s facilities in Santa Clara, California.€ef@ompany incurred a charge of $115,000 in 1938edlto severance costs for the affected
employees. As of December 31, 1999, all of the e had been paid.

The following table displays the activitytime building closure restructuring reserve, essaleld in the third quarter of 1999, and in the
RPC operation discontinuance restructuring resestablished in the fourth quarter of 1999, throDglcember 31, 2000.

Building RPC Operation
Closure Discontinuance
Restructuring Restructuring

(In thousands)

Original restructuring charg $2,22¢ $1,63¢
Actual expense incurre (511 (851)
Reversal of restructuring char (97) —

Balance at December 31, 1¢ 1,617 78¢€
Actual expense incurre (81%) (365)
Valuation reserv— leased systen — (367)
Reversal of restructuring char (615) —

Balance at April 1, 200 187 62
Actual expense incurre (162) (612)

Balance at July 1, 20C 25 1
Actual expense incurre 2 @
Reversal of restructuring char (23 —

Balance at December 31, 2C $ — $ —

I I
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14. Other Accrued Liabilities

Accrued income taxe
Accrued product warrantie
Accrued interest expen:
Accrued rent expens
Other

Total other accrued liabilitie

15. Quarterly Consolidated Results of Operation (Unaudited)

December 31,

2001

2000

(In thousands)

$ — $ 351
90¢ 74¢
812 894

1,241 26¢
58t 11€
$3,547 $2,37¢
| |

Three Months Ended

March 31, June 30, Sept. 29, Dec. 31,

2001 2001 2001 2001
(In thousands, except per share data)
Net sales $10,00¢ $9,49( $ 8,41 $23,57¢
Gross profit 3,40( (181) 1,68 4,85¢
Net loss (3,789 (4,540) (5,35¢6) (3,256)
Basic and diluted loss per shi $ (0.39 $ (0.3¢) $ (0.45) $ (0.29)
Three Months Ended

April 1, July 1, Sept. 30, Dec. 31,

2000 2000 2000 2000
(In thousands, except per share data)

Net sales $ 5,892 $9,191 $11,03¢ $ 9,93(
Gross profit 651 1,80¢ 604 (1,079
Net loss (2,861) (701) (3,409 (5,352
Basic and diluted loss per shi $ (0.29) $(0.0€) $ (0.29 $ (0.45)
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Item 9. Changes In and Disagreements With Accountants orcAganting and Financial Disclosure

The information required by this item is idéd under the caption “Ratification of Independeuilic Auditors” in the Company’s Proxy
Statement for the 2002 Annual Meeting of Sharehslded is incorporated herein by reference.

PART IlI
Iltem 10. Directors and Officers of the Registrant

The information required by this item relatito the Company’s directors and nominees andatigc relating to compliance with
Section 16(a) of the Securities Exchange Act o#41i83ncluded under the captions “Election of Dicgs” and “Compliance with Section 16
(a) of the Securities Exchange Act of 1934” in @@mpany’s Proxy Statement for the 2002 Annual Megtif Shareholders and is
incorporated herein by reference. The informatiguired by this item relating to the Company’s exize officers and key employees is
included under the caption “Executive Officers &itectors” under Item 4 in Part | of this Annual et on Form 10-K.

ltem 11. Executive Compensation

The information required by this item is imdéd under the caption “Executive CompensationReldted Information” in the Company’s
Proxy Statement for the 2002 Annual Meeting of 8halders and is incorporated herein by reference.

Item 12.  Security Ownership of Certain Beneficial Owners attanagement

The information required by this item is idéd under the caption “Ownership of Securitieshim Company’s Proxy Statement for the
2002 Annual Meeting of Shareholders and is incafeat herein by reference.

Iltem 13. Certain Relationships and Related Transactions

The information required by this item is imdéd under the caption “Certain Transactions” em@ompany’s Proxy Statement for the 2002
Annual Meeting of Shareholders and is incorporéteetin by reference.

PART IV
Item 14.  Exhibits, Financial Statement Schedules, and Repoon Form 8-K

(a) List of Documents filed as part of this Annual R¢épa Form 10-K.
1. The following consolidated financial staterseof Intevac, Inc. are filed in Part Il, Item Bthis Report on Form 10-K:
Report of Grant Thornton LLP, Independent Auditors
Report of Ernst & Young LLP, Independent Auditors
Consolidated Balance Sheets — December 31, 2002G0f!
Consolidated Statements of Operations and Compseheshoss for the years ended December 31, 20@0 aAd 1999
Consolidated Statement of Shareholders’ EquityHeryears ended December 31, 2001, 2000 and 1999
Consolidated Statements of Cash Flows for the yeadled December 31, 2001, 2000 and 1999
Notes to Consolidated Financial Stateme— Years Ended December 31, 2001, 2000 and 1999
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2. Financial Statement Schedules.

The following financial statement schedule of lr&eyinc. is filed in Part IV, ltem 14(a) of this Amal Report on Form 10-K:

Schedule Il — Valuation and Qualifying Accounts

All other schedules have been omitted since theired) information is not present in amounts suffitito require submission of the
schedule or because the information required isidted in the consolidated financial statementsabes theretc

3. Exhibits

Exhibit
Number Description

*3.1 Amended and Restated Articles of Incorporatiorhef Registran
*3.2 Bylaws of the Registrat
**x4 2 Indenture, dated as of February 15, 1997, betwseCbmpany and State Street Bank and Trust Comgfany
California, N.A. as Trustee, including the formtbhé Convertible Note
*10.1 The Registrars 1991 Stock Option/ Stock Issuance F
*10.2 The Registrars 1995 Stock Option/ Stock Issuance Plan, as ande
*10.3 The Registrar s Employee Stock Purchase Plan, as ame
***%10.5 Lease, dated February 5, 2001 regarding the spaateld at 3560, 3570 and 3580 Bassett Street, Stanta,
California
*10.8 601 California Avenue LLC Limited Liability Operaiyj Agreement, dated July 28, 1¢
*10.9 The Registrars 401(k) Profit Sharing Ple
**10.13  Stock Purchase Agreement by and among Lotus Teodiesl, Inc., Lewis Lipton, Dennis Stark, Steve Roegnand
Intevac, Inc., dated June 6, 1¢
21.1 Subsidiaries of the Registre
23.1 Consent of Grant Thornton LLP, Independent Audi
23.2 Consent of Ernst & Young LLP, Independent Audit
24.1 Power of Attorney (see page ¢

*  Previously filed as an exhibit to the Registrat®tatement on Form-1 (No. 3:-97806)
**  Previously filed as an exhibit to the Registrat®tatement on Form-1 (No. 33:-05531)
***  Previously filed as an exhibit to the Registrat®tatement on Form-3 (No. 33:-24275)

—

Incorporated by reference to the Comy’s Annual Report on Form -K for the year ended December 31, 2|

(b) Reports on Form 8-K
No reports on Form 8-K were filed during thst quarter of the fiscal year covered by this éalrReport on Form 10-K.
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SIGNATURES

Pursuant to the requirements of Section 185¢d) of the Securities Exchange Act of 1934, Rlegistrant has duly caused this report to be
signed on its behalf by the undersigned, theredutyp authorized, on March 18, 2002.

INTEVAC, INC.

BY: /s/ CHARLES B. EDDY Il

Charles B. Eddy, llI

Vice President, Finance and Administration, Chigfdacial Officer, Treasurer and
Secretary (Principal Financial and Accounting O#ig

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that epehson whose signature appears below constitateagpoints Kevin
Fairbairn and Charles B. Eddy lll, and each of thashis true and lawful attorneys-in-fact and agjemith full power of substitution and
resubstitution, for him and in his name, place steéd, in any and all capacities, to sign any dirmh@&ndments (including post-effective
amendments) to this Report on Form 10-K, and éotfie same, with all exhibits thereto, and oth@&udtents in connection therewith, with
the Securities and Exchange Commission, grantihg said attorneys-in-fact and agents, and eacheoh full power and authority to do and
perform each and every act and thing requisitere@ssary to be done in connection therewith, lastéuall intents and purposes as he m
or could do in person, hereby ratifying and confirgnall that said attorneys-in-fact and agentsaror of them, or their or his substitute or
substitutes, may lawfully do or cause to be dongitiye hereof.

Pursuant to the requirements of the Secsriiichange Act of 1934, this report has been sitpedmlv by the following persons on behalf
of the Registrant and in the capacities and ord#tes indicated.

Signature Title Date

/s KEVIN FAIRBAIRN President, Chief Executive Officer and Director March 18, 2002
(Principal Executive Officer)

(Kevin Fairbairn)

/s NORMAN H. POND Chairman of the Board March 18, 2002
(Norman H. Pond
/sl CHARLES B. EDDY llI Vice President, Finance and Administration, Chief March 18, 2002
Financial Officer Treasurer and Secretary
(Charles B. Eddy I (Principal Financial and Accounting Officer)
/sl EDWARD DURBIN Director March 18, 2002

(Edward Durbin)
/sl GEORGE L. FARINSKY Director March 18, 2002

(George L. Farinsky
/sl ROBERT D. HEMPSTEAD Director March 18, 2002

(Robert D. Hempstea
/s/ DAVID N. LAMBETH Director March 18, 2002

(David N. Lambeth
/s/ H. JOSEPH SMEAD Director March 18, 2002

(H. Joseph Smea
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SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS

INTEVAC, INC.

Additions (Reductions)

Charged Charged
Balance at (Credited) (Credited) Balance at
Beginning to Costs and to Other End
Description of Period Expenses Accounts DeductionDescribe(1) of Period
Year ended December 31, 19
Deducted from asset accour
Allowance for doubtful
accounts $1,629,34 $ 151,80: $ 0 $68,07 $1,713,07
Year ended December 31, 20!
Deducted from asset accour
Allowance for doubtful
accounts $1,713,07 $(1,544,17) $(2,892) $52,50( $ 113,51.
Year ended December 31, 20!
Deducted from asset accour
Allowance for doubtful
accounts $ 113,51. $ 40,41F $70,83: $ (489 $ 225,34«

(1) Typically includes writ-offs of amounts deemed uncollectik
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EXHIBIT INDEX
Exhibit
Number Description
*3.1 Amended and Restated Articles of Incorporatiorhef Registran
*3.2 Bylaws of the Registrar
**x 4.2 Indenture, dated as of February 15, 1997, betweeCbmpany and State Street Bank and Trust Comgfany
California, N.A. as Trustee, including the formtbé& Convertible Note
*10.1 The Registrars 1991 Stock Option/ Stock Issuance F
*10.2 The Registrars 1995 Stock Option/ Stock Issuance Plan, as ande
*10.3 The Registrar s Employee Stock Purchase Plan, as ame
**x% 10.5 Lease, dated February 5, 2001 regarding the spaaéeld at 3560, 3570 and 3580 Bassett Street, Stanta,
California
*10.8 601 California Avenue LLC Limited Liability Operaty Agreement, dated July 28, 1¢
*10.9 The Registrars 401(k) Profit Sharing Ple
**10.13 Stock Purchase Agreement by and among Lotus Teofiegl, Inc., Lewis Lipton, Dennis Stark, Steve Roani
and Intevac, Inc., dated June 6, 1!
21.1 Subsidiaries of the Registre
23.1 Consent of Grant Thornton LLP, Independent Audi
23.2 Consent of Ernst & Young LLP, Independent Audit
24.1 Power of Attorney (see page ¢

*  Previously filed as an exhibit to the Registrat®&tatement on Form-1 (No. 3:-97806)

**  Previously filed as an exhibit to the Registrat®tatement on Form-1 (No. 33:-05531)

***  Previously filed as an exhibit to the Registrat®tatement on Form-3 (No. 33:-24275)

****  |ncorporated by reference to the Comf’s Annual Report on Form -K for the year ended December 31, 2C
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SUBSIDIARIES OF THE REGISTRANT
Lotus Technologies, Inc. — California
Intevac Foreign Sales Corporation — Bddsa
Intevac Asia Private Limited — Singapore

Intevac Malaysia Sdn Bhd — Malaysia

. IRPC, Inc— California

EXHIBIT 21.1



EXHIBIT 23.1
CONSENT OF GRANT THORNTON LLP, INDEPENDENT AUDITORS

We consent to the incorporation by referdndbe Registration Statements (Form S-8 Nos. 33489333-35801, 333-65421, 333-96529
and 333-50166) pertaining to the 1995 Stock Opt&intk Issuance Plan and the Employee Stock Puedblas and in the Registration
Statement (Form S-3 No. 323275) of Intevac, Inc. of our report dated Janiry2002, with respect to the consolidated finalnsiatemen
and schedule of Intevac, Inc. included in the AhfReport on Form 10-K for the year ended Decemlie2801.

/sl GRANT THORNTON LLP

San Jose, California
March 11, 200:



EXHIBIT 23.2
CONSENT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS

We consent to the incorporation by referdndbe Registration Statements (Form S-8 Nos. 33489333-35801, 333-65421, 333-96529
and 333-50166) pertaining to the 1995 Stock Opt&intk Issuance Plan and the Employee Stock PuedPlas and in the Registration
Statement (Form S-3 No. 323275) of Intevac, Inc. of our report dated Jandry2000, with respect to the consolidated finalstiatemen:
and schedule for the year ended December 31, 1f998ewac, Inc. included in its Annual Report (Foii+-K) for the year ended
December 31, 2001, filed with the Securities andiaxge Commission.

/s/ ERNST & YOUNG LLP

San Jose, California
March 19, 2002

End of Filing
Pawered By EDCAR
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