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SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

Form 10-Q
(Mark One)
4 QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended September 28, 200
or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE

SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 0-26946

Intevac, Inc.

(Exact name of registrant as specified in its cegrt

California 94-3125814
(State or other jurisdiction of (IRS Employer Identification No.)
incorporation or organization

3560 Bassett Street
Santa Clara, California 95054
(Address of principal executive office, includirig Zode)

Registrant’s telephone number, including area code:
(408) 986-9888

Indicate by check mark whether the registtahhas filed all reports required to be filed®gction 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsiech shorter period that the registrant was reduodile such reports), and (2) has been
subject to such filing requirements for the pastf@s. Yesv NoO

APPLICABLE ONLY TO CORPORATE ISSUERS:

On September 28, 2002 12,111,642 sharesed®&gistrant’s Common Stock, no par value, werstantling.
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PART I.  FINANCIAL INFORMATION

Item 1. Financial Statements

INTEVAC, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands)

ASSETS
Current asset:
Cash and cash equivalel

September 28,

December 31,

Accounts receivable, net of allowances of $112$2#b at September 2¢

2002 and December 31, 2001, respecti
Inventories
Prepaid expenses and other current a:

Total current asse
Property, plant and equipment, |
Investment in 601 California Avenue LL
Debt issuance costs and other |-term asset

Total asset

LIABILITIES AND SHAREHOLDERS
Current liabilities:
Accounts payabl
Accrued payroll and related liabiliti¢
Other accrued liabilitie
Customer advance

Total current liabilities
Convertible note
Shareholder equity (deficit):
Common stock, no par val
Accumulated other comprehensive incc
Accumulated defici

Total shareholde’ equity (deficit)

Total liabilities and sharehold¢ equity (deficit)

See accompanying notes.

2

2002 2001
(Unaudited)
$ 14,29 $ 18,157
7,174 8,04¢
22,35 21,691
697 478
44 51¢ 48,37
7,07¢ 8,86¢
2,431 2,431
607 49¢
$ 54,63 $ 60,16
I I
' EQUITY (DEFICIT)

$ 2,32¢ $ 2,62¢
1,87¢ 1,57z
3,762 3,54
19,28: 13,46¢
27,24 21,21
30,81¢ 37,54¢
19,37( 19,09:
13€ 122
(22,939 (17,807
(3,43)) 1,40¢
$ 54,63 $ 60,16
I I
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CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
AND COMPREHENSIVE LOSS

INTEVAC, INC.

(Unaudited)

(In thousands, except per share amounts)

Net revenues
Systems and componel
Technology developmel

Total net revenue
Cost of net revenue
Systems and componel
Technology developmel
Inventory provision:

Total cost of net revenu

Gross profit

Operating expense
Research and developmt
Selling, general and administrati

Total operating expens

Operating los!
Interest expens
Interest income and other, r

Loss before income tax
Provision for (benefit from) income tax

Net loss

Other comprehensive income (los
Unrealized foreign currency translation adjustn

Total comprehensive lo:

Basic earnings (loss) per sha
Net loss
Shares used in per share amol
Diluted earnings (loss) per sha
Net loss
Shares used in per share amol

Three Months Ended

Nine Months Ended

Sept. 28, Sept. 29, Sept. 28, Sept. 29,
2002 2001 2002 2001
$ 4,94¢ $ 6,591 $16,79( $ 21,26¢
1,78¢ 1,81 5,00z 6,641
6,731 8,41« 21,79: 27,90¢
3,99¢ 4,85¢ 12,63( 12,66¢
1,41¢ 1,58¢ 4,17¢ 7,13¢
(18) 29C 67¢ 3,20(
5,39¢ 6,732 17,48« 23,00¢
1,342 1,68: 4,30¢ 4,901
2,28t 3,84t 8,391 10,95(
1,97¢ 1,641 5,522 5,097
4,261 5,48¢ 13,91 16,04
(2,919 (3,809 (9,60%) (11,146
(1,117) (729 (2,44 (2,199
194 48t 54¢ 1,00(
(3,842 (4,042 (11,50 (12,339
— 1,30( (6,36¢) 1,30¢
$(3,847) $(5,347) $ (5,137 $(13,639)
| | | |
4 (14) 16 (47)
$(3,84¢) $(5,356) $ (5,116 $(13,68()
— — — —
$ (0.32) $ (0.45 $ (0.42 $ (1.15
12,09: 11,98: 12,06¢ 11,93¢
$ (0.32) $ (0.45 $ (0.42) $ (1.19
12,09: 11,98 12,06 11,93¢

See accompanying notes.
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INTEVAC, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
(In thousands)

Nine Months Ended

Sept. 28, Sept. 29,
2002 2001

Operating activities
Net loss $(5,137) $(13,63¢)
Adjustments to reconcile net loss to net cash asth equivalents provided

(used in) operating activitie

Depreciation and amortizatic 2,84¢ 3,19t
Inventory provision: 67¢ 3,20(
Deferred income taxe — 1,30(
Compensation expense in the form of common s 4 —
Foreign currency los 1 (35
Loss on disposal of investme — 803
Changes operating in assets and liabili 6,05¢ (5,99
Total adjustment 9,58 2,47:
Net cash and cash equivalents provided by (usegpi@jating activitie: 4,45k (11,167

Investing activities
Purchase of investmer — (5,467
Proceeds from sale of investme — 38,44
Purchase of leasehold improvements and equip (1,129 (3,579
Net cash and cash equivalents provided by (usedve}ting activities (1,129 29,41(

Financing activities
Proceeds from issuance of common sl 273 41¢
Exchange of Intevac convertible notes due 2 (7,489 —
Net cash and cash equivalents provided by (usefthemcing activities (7,210 41¢
Effect of exchange rate changes on ¢ 16 (471)
Net increase (decrease) in cash and cash equis (3,862 18,62(
Cash and cash equivalents at beginning of pe 18,151 4,61¢
Cash and cash equivalents at end of pe $14,29¢ $ 23,23¢
| |

Supplemental Schedule of Cash Flow Informatiol
Cash paid (received) fc

Interest $ 2,381 $ 2,71¢

Income tax refuni (6,369 —
Other nori-cash change:

Inventories transferred from property, plant andigopent $ — $ 1,51¢

See accompanying notes.

4




Table of Contents

INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

1. Business Activities and Basis of Presentation

Intevac, Inc.’s businesses are the designufaature and sale of complex capital equipmend tsenanufacture products such as flat
panel displays and thin-film disks and the desiganufacture and sale of commercial products basedahnology developed by the
Photonics Technology Division (the “Products Grougiid the development of highly sensitive eleciptieal devices and systems for the US
military and its allies (the “Photonics Technoldgivision”).

Systems sold by the Products Group’s (foryniéwd Equipment Division) Memory and Flat Panelday Divisions are typically used to
deposit highly engineered thin-films of materialasubstrate, or to modify the characteristics @nogerties of thirfilms already deposited
a substrate. These systems generally utilize ptgesi manufacturing techniques and processes, tepemder high levels of vacuum, are
designed for high-volume continuous operation as& precision robotics, computerized controls andpiex software programs to fully
automate and control the production process. Ptednanufactured with these systems include celhphomlor displays, automotive displa
computer monitors and disks for computer hard diskes. The Products Group’s Intensified Imagingi§lion was formed during the second
quarter of 2002 to design, manufacture and sellnsernial products based on extreme low-light-leaghera technology developed by the
Photonics Technology Division.

The Photonics Technology Division is devehgpelectro-optical devices and systems that périgitly sensitive detection of photons in
the visible and short wave infrared portions ofspectrum. This development work is aimed at angatiew products for both military and
industrial applications. Products include Lasarriinated Viewing and Ranging (“LIVAR®§ystems for positive target identification at Ic
range and low-cost extreme low-light-level camdoaisise in security and military applications.

The financial information at September 28)2@nd for the three- and nine-month periods e&grember 28, 2002 and September 29,
2001 is unaudited, but includes all adjustmentagisting only of normal recurring accruals) tha @ompany considers necessary for a fair
presentation of the financial information set fdmdrein, in accordance with accounting principlesagally accepted in the United States of
America (“U.S. GAAP?) for interim financial infornteon, the instructions to Form 10-Q and ArticledftRegulation S-X. Accordingly, it
does not include all of the information and foot®otequired by U.S. GAAP for annual financial stagats. For further information, refer to
the Consolidated Financial Statements and footrtbereto included in the Company’s Annual ReporForm 10-K for the fiscal year ended
December 31, 2001.

The preparation of financial statements infoomity with U.S. GAAP requires management to makBmates and assumptions that affect
the reported amounts of assets and liabilitiesdisclosure of contingent assets and liabilitiethatdate of the financial statements and
reported amounts of revenue and expenses durimgplogting period. Actual results inevitably wilffér from those estimates, and such
differences may be material to the financial staets.

The Company evaluates the collectibilityrafde receivables on an ongoing basis and provatesves against potential losses when
appropriate.

The results for the three- and nine-monthogsrended September 28, 2002 are not considedézhiive of the results to be expected for
any future period or for the entire year.
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

2. Inventories

Inventories of systems and components atedstd the lower of standard cost or market. Inmées consist of the following:

September 28, December 31,
2002 2001

(In thousands)

Raw material $ 4,697 $ 5,65¢
Work-in-progress 4,99¢ 11,96:
Finished good 12,65¢ 4,07(
$22,35: $21,69:

| |

Finished goods inventory consists solelyarfipleted systems at both Intevac’s factory andotnet sites that are undergoing installation
and acceptance testing.

Inventory reserves included in the above nensilvere $9.1 million and $13.0 million at Septenits 2002 and December 31, 2001,
respectively. Each quarter, we analyze our invgn@w materials, WIP and finished goods) againstforecast demand for the next
12 months. Parts with no forecast requirementhahperiod are considered excess and inventoryigioms are established to write those
parts down to zero net book value. During this pss¢ some inventory is identified as having norutise or value to us and is disposed of
against the reserves. During the nine months eSdptember 28, 2002, $5.3 million of inventory waspdsed of and charged to the reserve.
Most of the discarded inventory related to two MEBDK Disk Sputtering systems which had been writtewn to estimated salvage value in
2000.

3. NetIncome (Loss) Per Shar

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

Three-Months Ended Nine Months Ended
Sept. 28, Sept. 29, Sept. 28, Sept. 29,
2002 2001 2002 2001

(In thousands)

Numerator:
Loss from continuing operatiol $(3,847) $(5,347) $(5,137) $(13,639
| | | |
Net loss $(3,847) $(5,34%) $(5,137) $(13,639)
| | | |

Numerator for basic earnings per sh— loss available to common
stockholder (3,847 (5,347) (5,132 (13,639
Effect of dilutive securities
6 1/2% convertible notes(. — — — —

Numerator for diluted earnings per sh— loss available to commor
stockholders after assumed conversi $(3,847) $(5,347) $(5,137) $(13,639)
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INTEVAC, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

Three-Months Ended Nine Months Ended
Sept. 28, Sept. 29, Sept. 28, Sept. 29,
2002 2001 2002 2001

(In thousands)

Denominator

Denominator for basic earnings per share —

weighte-average share 12,09: 11,98: 12,06¢ 11,93¢

Effect of dilutive securities

Employee stock options(. — — — _
6 1/2% convertible notes( — — — _

Dilutive potential common shar: — — — —

Denominator for diluted earnings per share — adjlisteighted-

average shares and assumed conver: 12,09: 11,98: 12,06¢ 11,93¢

1)

(2)

Diluted EPS for the three- and nine-month gesiended September 28, 2002 and September 29e6ltles “as converted” treatment
of the Convertible Notes as their inclusion wouddamti-dilutive. The number of “as converted” sisae&cluded for the three-month
periods ended September 28, 2002 and Septemb20@9 was 4,282,247 and 1,999,758, respectivelyttdumber of “as converted”
shares excluded for the nine-month periods endpteBder 28, 2002 and September 29, 2001 was 2%2a,ad 1,999,758,
respectively

Diluted EPS for the three- and nine-month gesiended September 28, 2002 and September 29eR6ltes the effect of shares
issuable pursuant to employee stock options asiti@usion would be anti-dilutive. The number ofijgloyee stock option shares
excluded for the three-month periods ended Septe2$e2002 and September 29, 2001 was 128,391 @Aad 4 respectively, and the
number of employee stock option shares excludethfonine-month periods ended September 28, 200&Zaptember 29, 2001 was
130,222 and 141,095, respective

Segment Reporting

Segment Descriptic

Intevac, Inc. has two reportable segmentsPitoducts Group and the Photonics Technology BiviSThe Company’s Products Group

sells complex capital equipment primarily usedia manufacturing of thin-film disks and flat padedplays and commercial products based
on technology developed by the Photonics Technoldigision. The Company’s Photonics Technology Dimisis developing military
products utilizing electron sources that permithigsensitive detection of photons in the visibhel &hort-wave infrared spectrum.

Included in corporate activities are general coapmexpenses less an allocation of corporate egpaaperating units equal to 1% of

revenues.




Table of Contents

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

Business Segment Net Rever

Sept. 28, Sept. 29, Sept. 28, Sept. 29,
2002 2001 2002 2001
(In thousands)
Products Grou $4,76 $6,54 $16,31: $20,66:
Photonics Technology Divisic 1,97(C 1,867 5,47¢ 7,247
Total $6,73i $8,41¢ $21,79: $27,90¢
| | | |
Business Segment Profit & Loss and Reconciliatto@dnsolidated Pi-tax Profit (Loss,
Three Months Ended Nine Months Ended
Sept. 28, Sept. 29, Sept. 28, Sept. 29,
2002 2001 2002 2001
(In thousands)

Products Grou $(2,21¢) $(2,407) $ (6,920) $ (7,65€)

Photonics Technology Divisic (167) (97€) (1,077 (2,039

Corporate activitie (539 (42€¢) (1,619 (1,452)

Operating los! (2,919 (3,809 (9,605 (11,14¢)

Interest expens (1,117 (729 (2,445 (2,199

Interest incomt 58 20¢ 19¢ 1,121

Other income and expense, 13t 27¢€ 35C (121

Loss from continuing operations before income te $(3,847) $(4,047) $(11,50)) $(12,339)

| | I I

Geographic Area Net Trade Reven
Three Months Ended Nine Months Ended
Sept. 28, Sept. 29, Sept. 28, Sept. 29,
2002 2001 2002 2001
(In thousands)

United State: $2,61¢ $2,88¢ $ 9,38¢ $11,97¢
Far Eas 4,117 4,75¢ 12,10¢ 14,96¢
Europe 1 767 30C 827
Rest of World — — 1 14C
Total $6,73i $8,41¢ $21,79: $27,90¢
| | | |

5. Income Taxes

INTEVAC, INC.

Three Months Ended

Nine Months Ended

The Company accrued a tax benefit of $6.4ianifor the ninemonth period ended September 28, 2002. This rekfiben federal tax la
changes made in early 2002 that allow losses iadurr 2001 and 2002 to be carried back 5 years Cdmpany paid federal income taxes of
approximately $5.2 million for 1996, $0.9 millionrf1997 and $0.5 million for 1998. The Company neee the $6.4 million refund early in

the third quarter of 2002. The Compasijederal tax returns, and any refunds resultiogpfthem, are subject to audit for 3 years fromdite
filed.

For the three- and nine-month periods endgade®nber 29, 2001, the Company did not accrue bengfit due to the inability at that time
to realize additional refunds from loss carry-badkased on
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INTEVAC, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

management’s review, the Company increased itsrdeféax asset valuation reserve by $1.3 milliorirduthe three-month period ended
September 29, 2001.

The Company’s $14.5 million deferred tax asséully offset by a $14.5 million valuation all@nce, resulting in a net deferred tax asset
of zero at September 28, 2002.

6. Convertible Note Exchange

On July 12, 2002 the Company completed tleb@xge of $36,270,000 in aggregate principal amotits 6 1/2% convertible notes due
2004 for $29,543,000 of its new 6 1/2% convertilbordinated notes due 2009 and $7,585,000 in radhding $858,000 for accrued
interest. The new 6 1/2% convertible subordinat@gsdue 2009 are convertible, at the holdersbopinto Intevac common shares at a
conversion price of $7.00 per share. $1,275,0G®gregate principal amount of the 6 1/2% convertshibordinated notes due 2004 remain
outstanding after the closing of the exchange offer

In accounting for the exchange of the cornbkrnotes, the Company wrote off $368,000 of defance costs related to the Convertible
Notes due 2004, reflecting the portion of suchsasfributable to the convertible notes exchangied.remaining debt issuance costs wil
amortized to interest expense over the remainfagfithe Convertible Notes due 2004. In connectidth the exchange offer, the Company
incurred $756,000 of offering costs. Of this amo&i40,000 represented the cash portion of theamgshoffer and was expensed during the
3 months ended September 28, 2002. The $616,080debf the exchange offering costs will be amedito interest expense over the term
of the new notes. There was no gain or loss agsdcwith this transaction as $36,270,000 of CorilvierfNotes due 2004 were exchanged for
$36,270,000 of cash and new securities.

7. Capital Transactions

During the nine-month period ending Septen#8r2002, Intevac sold stock to its employees utttee Company’s Stock Option and
Employee Stock Purchase Plans. A total of 108,020es were issued for which the Company receiv@@ $20.

8. Subsequent Event:

On October 21, 2002 the Company made a payofi&@82,000 to Lawrence Livermore National Laborgtto settle an expired royalty
agreement. Of the total payment, $73,000 relatgutaduct on which revenue has already been recedrg of September 28, 2002, which
was recorded in cost of net revenues resultingdaaease to earnings per share of $0.01 for tee thonths ending September 28, 2002.
remainder of the payment was recorded as a prepg@iehse. The financial statements included inRbisn 10-Q are updated from the
statements that Intevac issued in a press relea€eber 22, 2002.

On November 1, 2002 the Company completedahe of its rapid thermal processing equipmeninass to Photon Dynamics, Inc. of
San Jose, CA. Photon Dynamics paid $20.0 milli@h@nd assumed certain liabilities. $2.0 millioritaf cash payment will be held in
escrow for one year and is subject to a numbeonditions. Photon Dynamics hired 23 of Intevac'ptayees as a result of the transaction
and will relocate them to Photon Dynamics’ San Jas#ity.

9.  Financial Presentation
Certain prior year amounts in the CondenseasGlidated Financial Statements have been refitassd conform to 2002 presentation.

9
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Item 2. Management’s Discussion and Analysis of Financiab@dition and Results of Operations

This Quarterly Report on Form 10-Q contains forwdodking statements, which involve risks and uraeties. Words such as
“believes”, “expects”, “anticipates” and the likeridicate forward-looking statements. The Compangtaal results may differ materially
from those discussed in the forw-looking statements. Factors that might cause sudtiference include, but are not limited to, thekr
factors set forth elsewhere in this Quarterly Remar Form 1-Q under “Certain Factors Which May Affect Futur@&ating Results’and in
other documents the Company files from time to tititle the Securities and Exchange Commission, dietuthe Company’s Annual Report

on Form 10-K filed in March 2002, Form 10-Q’s andrf 8-K's.
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 accordgititeaccounting 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
disclosures of contingent assets and liabilities.a® ongoing basis, we evaluate our estimatesjdimgy those 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 frtirase 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\dgymificant estimates and judgements prior to thiglip release of our financial results.

Our significant accounting policies are dést in Note 2 to the consolidated financial staeta included in Item 8 of the Company’s
Annual Report on Form 10-K. We believe the followiritical accounting policies affect the more gfigant judgments and estimates made
in the preparation of our consolidated financiatetents.

Revenue Recognition ¥e recognize revenue using the guidance from SBE Stcounting Bulletin No. 101 “Revenue Recognitio
Financial Statements.” Our revenue recognitiongyalequires that there is persuasive evidencesafes contract, that the price is fixed, that
product title has transferred, that product paynnbt contingent on any factors and is reasonas$yred, and that we have completed all
the material tasks and deliverables required bytimract.

Revenues for systems are recognized upoonrestacceptance. For large deposition and raprdidigorocessing systems shipped
through a distributor, revenue is typically recag after the distributor has accepted the systarardactory and the system has been
shipped. For large deposition and RTP systemsdimddt to end customers, revenue is recognized iafttallation and acceptance of the
system at the customer site.

There is a written acceptance and test proeeATP”) for each system, which is specifiediie customer purchase order. The ATP
includes a detailed set of criteria that are remflis a condition of customer acceptance. The ATyically conducted over one or more
days during which the system is subjected to a murabtests to validate that the system is perfogimn a repeatable fashion, reliably and to
specification. If material issues or problems aseavered during the ATP process, then they aneectad prior to customer acceptance.

In the case of a direct end user sale, thereypically two ATP’s performed. The first ATPpsrformed at Intevac’s factory with the
customer in attendance and must be approved bgugtemer prior to shipment of the system. The s#&FP is performed after the system
has been installed at the customer’s factory, agiinthe customer in attendance. Once the secdrfelif approved by the customer, and the
customer

10
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has accepted the system in writing and agreed k& rmay remaining payments due on the system, treesytstem is recognized as a sale and
revenue for the entire system is recorded.

In the case of a shipment through a distabwtn ATP is performed at Intevac’s factory witle distributor in attendance. Upon
completion of the ATP, and after the distributos la@cepted the system in writing and agreed to raakegemaining payments due on the
system, then the system is recognized as a saleesedue for the entire system is recorded. Thteilgigor then completes customer factory
installation and ATP at its cost. When we beligvat there may be higher than normal end-user lastal and acceptance issues for systems
shipped through a distributor, such as when a nragar version of a product is delivered for thetfinme, then the acceptance and revenue
recognition process follows the model describedvalfor a direct end user sale. The primary diffeeeim this case is that revenue recogni
is dependent on the Company obtaining acceptantegfroduct by both its customer (the distributomdl its distributor’'s customer (the end
user).

During the period that a system is undergaimgtomer acceptance (either distributor or end)uge value of the system remains in
inventory and any payments received, or amounisi¢ed, related to the system are included in custaadvances. When revenue is
recognized on the system, the inventory is chatgedst of net revenues, the customer advancequglhted and the customer is billed for the
unpaid balance of the system revenue.

As of September 28, 2002 the Company rep&12d7 million of finished goods (see Note 2) whatmsisted of five capacity upgrades to
FPD deposition systems undergoing final accepttesteng at the end user’s facility, a FPD silica@pdsition system undergoing final
acceptance testing at the end user’s facility padrthermal processing system undergoing final pizoece testing at our customer’s factory,
and a disk manufacturing system that was purchasgidce by Companyg’customer during the third quarter of 2002. Thek daanufacturing
system has not yet been delivered as the custenséf ipreparing their facility to accept the srst Taken as a whole, the above systems
represent $16.0 million of the Company’s $30.3 imillorder backlog, and $14.5 million of the Compar$19.3 million of customer
advances (see Condensed Consolidated Balance Sheets

Revenues for technology upgrades, spare, ganisumables and prototype products built by tihadhics Technology Division are
generally recognized upon shipment. Service andit@@ance contract revenue, which to date has Ibs@mificant, is recognized ratably
over applicable contract periods or as the sefgiperformed.

We perform best efforts research and devedspiiwork under various government-sponsored reeamatracts. Typically, for each
contract, we commit to perform certain researchdagelopment efforts up to an agreed upon amonrmohnection with these contracts, we
receive funding on an incremental basis up to ngeiSome of these contracts are cost sharingiara, where Intevac is reimbursed for a
portion of the total costs expended. Revenue osetiientracts is recognized in accordance with aohterms, typically as costs are incurred.
In addition, we have, from time to time, negotiateth a third party to fund a portion of our costseturn for a joint interest to our rights at
the end of the contract. In the event that a pagiccontract over-runs its agreed upon amountnag be liable for the additional costs.

These contracts are accounted for under ARB4N, Chapter 11, Section A, which addresses Bhost-Fixed-Fee Contracts. The
contracts are all cost-type, with financial termnattare a mixture of fixed fee, incentive fee, @e &nd cost-sharing. The deliverables under
each contract range from reports to prototype hardwin none of the contracts is there an obligdfio either party to continue the program
once the funds have been expended. The effortbet@rminated at any time for convenience, in wigase we would be reimbursed for our
actual incurred costs, plus fee if applicable tfer completed effort. We own the entire rightgetiind interest to each invention discovered
under the contract, unless we specifically givehagt right. The US Government has a paid-up licénsese any invention/intellectual
property for government purposes only.

Our shipping terms are customarily FOB shipggboint. For systems sold directly to the end ,user obligations remaining after shipment
include installation, end user factory acceptamzbwarranty. For
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systems sold to distributors, typically the distitdr assumes responsibility for installation and aser customer acceptance. In some cases,
the distributor will assume some or all of the aaty liability. For products other than systemsynamty is the only obligation we have after
shipment.

Inventories —We make provisions for potentially excess and adtsdhventory based on backlog and forecasted dénibowever, order
backlog is subject to revisions, cancellations, mstheduling. Actual demand will inevitably diffeom forecasted demand due to a number
of factors. For example, the thin-film disk indysltras suffered from over-capacity and poor finadnesults, which has led to industry
consolidation. Consolidation can lead to the abdits of used equipment that competes at very fpoiges with our products. Financial stress
and consolidation in the Company’s customer bareatso lead to the cancellation of orders for potslafter we have incurred substantial
costs related to those orders. Such problems lesudted, and may continue to result, in excessohsdlete inventory, and the provision of
related reserves.

Warranty —The Company'’s standard warranty is twelve montbsfcustomer acceptance. During this warranty peaipdnecessary
non-consumable parts are supplied and installgatofision for the estimated warranty cost is reedrdt the time revenue is recognized.

Results of Operations

Three Months Ended September 28, 2002 and Sept@ab2001

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 development ratatbe development of electro-optical
devices and systems. Net revenues decreased bya28847 million for the three-month period endegt®eber 28, 2002 from $8.4 million
for the three-month period ended September 29,.208trevenues from the Products Group declinek#t8 million for the three-month
period ended September 28, 2002 from $6.5 mill@rttie three-month period ended September 29, 2084 decrease in Products Group
sales was due primarily to lower sales of disk nfiacturing equipment during the third quarter of 208nd, to a lesser extent, the sale of an
electron beam processing system during the thiedtgquof 2001, partially offset by an increaseates of flat panel manufacturing equipment
in the 2002 quarter. Net revenues for the threetimpariods ended September 28, 2002 and Septerib20@1 include $2.5 million and
$1.8 million, respectively, of sales of Rapid Thal®rocessing equipment, a product line which tbm@any sold in November 2002. Dur|
the third quarter of 2002, Intevac drastically reellithe size of its fabrication center and stopgm@pting orders for outside business. The
fabrication center contributed sales of $0.3 millio both the three-month periods ended Septene2@?2 and September 29, 2001. Net
revenues from the Photonics Technology Divisiomeased to $2.0 million for the three-month periaderl September 28, 2002 from
$1.9 million for the three-month period ended Seqyiter 29, 2001.

International sales decreased by 25% to $Mllibn for the three-month period ended Septen#8r2002 from $5.5 million for the three-
month period ended September 29, 2001. The deciragernational sales was primarily due to a dase in net revenues from disk
manufacturing and electron beam processing equiprirgarnational sales constituted 61% of net rexesrfor the three-month period ended
September 28, 2002 and 66% of net revenues fahthe-month period ended September 29, 2001.

Backlog.The Company’s backlog of orders for its products %80.3 million at September 28, 2002 and $42.lianiat September 29,
2001. The reduction was primarily due to a loweskbag of flat panel deposition systems, five of ethivere included in fourth quarter 2001
revenues. The Company includes in backlog the vaiflpeirchase orders for its products that havechdee delivery dates.

Gross marginCost of net revenues consists primarily of purctiamaterials, fabrication, assembly, test and ifetah labor and
overhead, customer-specific engineering costs,améyrcosts, royalties, provisions for inventoryer®®s, scrap and costs attributable to
contract research and development. Gross margir2@fsfor both the three-month periods ended Septe2®, 2002 and September 29,
2001.

Products Group gross margins decreased tof@0gle three-month period ended September 28 2@ 32% for the three-month
period ended September 29, 2001. The reductionossgnargin was due
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primarily to lower shipments of higher margin teology upgrades, retrofit reserves establishedystesns in the field and under-utilization
of the factory.

Photonics Technology Division gross margimgeéased to 23% in the three months ended Sept&28b2002 from (22%) in the three
months ended September 29, 2001. Photonics graggmaavere favorably impacted by an increase irstiipment of prototype products and
by a reduction in the portion of Photonics revegaperated from cost-sharing research and develdproatracts. The Company expects that
gross margins in the Photonics Technology Divisidhfluctuate from quarter to quarter based onthlative mix of sales derived from
prototype products, from fully funded research dadelopment contracts and from cost-shared reseadtidevelopment contracts.

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 Techn@aggion. Company funded research and developmepdrese decreased to $2.3 million
for the three-month period ended September 28, 8002 $3.8 million for the three-month period endgebtember 29, 2001, representing
34% and 46%, respectively, of net revenue. Theedeser was primarily the result of lower spendinglierdevelopment of flat panel and disk
manufacturing equipment, partially offset by resbaand development spending in the Company'’s comiaidntensified Imaging Division
that was formed in the second quarter of 2002.20¢4 spending was driven by development of the MD® system and a flat panel
deposition system.

Research and development expenses do natilcbsts of $1.4 million and $1.6 million, respeay, for the three-month periods ended
September 28, 2002 and September 29, 2001 relatahtract research and development performeddZtdmpanys Photonics Technolog
Division. These expenses are included in cost bfevenues.

Research and development expense for the-thomths period ended September 28, 2002 alsondbé@sclude costs of $0.1 million
reimbursed under the terms of various researctdaadlopment cost sharing agreements.

Selling, general and administrativBelling, general and administrative expense canpisinarily of selling, marketing, customer support
production of customer samples, financial, tramenagement, legal and professional services andddatdexpense. Domestic sales and
international sales of thin-film disk manufacturipgpducts in Singapore, Malaysia and Taiwan areentgtthe Company'’s direct sales force,
whereas other international sales of thin-film disknufacturing and other products are made byilgigstrs and representatives that provide
services such as sales, installation, warrantycastbmer support. The Company also has a subsidi&ingapore to support customers in
Southeast Asia.

Selling, general and administrative expenseeciased to $2.0 million for the three-month pegaded September 28, 2002 from
$1.6 million for the three-month period ended Seiter 29, 2001, representing 29% and 20%, respégtivenet revenue. The increase was
primarily the result of a representative commissiae for the sale of a flat panel manufacturingesysand an increase in selling, general and
administrative personnel in the Products Group.

Interest expensénterest expense consists primarily of interestrenCompany’s Convertible Notes. Interest experasg $i..1 million and
$0.7 million, respectively, in the three-month pels ended September 28, 2002 and September 29,1868&st expense increased in 2002
due to the write-off of $0.4 million of the debsisnce costs related to the Company’s convertititlesrdue in 2004 and the write-off of
$0.1 million of the offering costs related to tleneertible note exchange.

Interest income and other, nétterest income and other, net totaled $0.2 mildod $0.5 million for the three months ended
September 28, 2002 and September 29, 2001, resggctnterest income and other, net in 2002 cdedigrimarily of interest and dividend
income on investments. Interest income and otherinn2001 consisted primarily of interest and diénd income on investments and foreign
currency hedging gains.
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Provision for (benefit from) income tax&®r the three-month period ended September 28,,208Zompany did not accrue a tax benefit
due to the inability to realize additional refurfdsm loss carry-backs. Based on management’s rewfewCompany increased its deferred tax
asset valuation reserve by $1.3 million duringttiree-month period ended September 29, 2001. Thep@oy's $14.5 million deferred tax
asset is fully offset by a $14.5 million valuatiattowance, resulting in a net deferred tax asseead at September 29, 2002.

Nine Months Ended September 28, 2002 and Sept&2fp2001

Net revenuedNet revenues decreased 22% to $21.8 million fonthe months ended September 28, 2002 from $27l@mor the nine
months ended September 29, 2001. Net revenuestfi®froducts Group decreased to $16.3 millionHertine months ended September
2002 from $20.7 million for nine months ended Seyier 29, 2001. The decrease in net revenues frerRrbducts Group was due primarily
to lower revenues in 2002 from technology upgradesspare parts and the sale of two electron beamufacturing systems during the nine
months ended September 29, 2001, partially offgetrbincrease in the sales of disk and flat paraiufacturing systems in 2002. Net
revenues for the nine-month periods ended SepteBh&002 and September 29, 2001 include $5.0anitind $3.3 million, respectively, of
sales of Rapid Thermal Processing equipment, auptdishe which the Company sold in November 2002evac’s fabrication center
contributed sales of $0.6 million and $1.5 milliorthe nine month periods ended September 28, 28685 eptember 29, 2001, respectively.
Net revenues from the Photonics Technology Divisleoreased to $5.5 million for the nine months erSeptember 28, 2002 fro
$7.2 million for the nine months ended Septembei2P91. The decrease in Photonics net revenuegrivaarily the result of decreased
contract R&D activities during 2002.

International sales decreased 22% to $12lbmfor the nine months ended September 28, 2082 $15.9 million for the nine months
ended September 29, 2001. The decrease in int@nahtales during the nine months ended Septen8h@0P2 was primarily due to a
decrease in revenue from disk manufacturing antirele beam processing equipment. Internationabsadestituted 57% of net revenues for
both of the nine-month periods ended Septembe2@® and September 29, 2001.

Gross marginGross margin was 20% for the nine months endede8dr 28, 2002 as compared to 18% for the ninemsaTided
September 29, 2001. Gross margin in the Produasgsdeclined to 22% in the nine months ended SdpeB, 2002 from 26% in the nine
months ended September 29, 2001. Products Growsp grargin in the nine months ended September 22, ®@s negatively impacted by
high initial costs to complete Intevac’s first M2BO system and by under-utilization of the factéyoducts Group gross margin in the nine
months ended September 29, 2001 was negativelycteghdy the provision of a $2.4 million inventosserve related to a custom multi-chip
module system manufactured for a customer thaedeagerations and by the sale of an electron beaoegsing system at a low gross
margin.

Photonics Technology Division gross margicréased to 14% for the nine months ended Septe28)@002 from (5%) for the nine
months ended September 29, 2001 due primarilyréalaction in the portion of Photonics revenue gatael from cost-sharing research and
development contracts. The Company expects thasgnargins in the Photonics Technology Divisiod fhilctuate from quarter to quarter
based on the relative mix of revenues derived fsalas of prototype products, from fully funded eesh and development contracts and f
cost shared research and development contracts.

Research and developme@bmpany funded research and development expenseaded 23% to $8.4 million for the nine months ende
September 28, 2002 from $11.0 million for the nimenths ended September 29, 2001, representing 88% cevenue in each period. The
decrease was primarily the result of lower spenétinghe development of flat panel and disk mantufidag equipment, partially offset by
accelerated depreciation of $0.5 million on a digknufacturing system that was disposed of duriegsétond quarter of 2002 and by rese
and development spending in the Company’s Intextsifinaging Division that was formed in the secoudrter of 2002.

Research and development expenses do natlcbsts of $4.2 million and $7.1 million, respeay, for the nine-month periods ended
September 28, 2002 and September 29, 2001 retatamhtract research
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and development performed by the Company’s Phasohéchnology Division. These expenses are incliiedst of net revenues.

Research and development expenses also dochade costs of $0.3 million and $0.4 millionspectively, in the nine-month periods
ended September 28, 2002 and September 29, 20@bursed under the terms of various research avelalement cost sharing agreements.

Selling, general and administrativBelling, general and administrative expense was #fllion and $5.1 million for the nine-month
periods ended September 28, 2002 and Septemb20@9, representing 25% and 18%, respectively, bfexvenue. The increase was
primarily due to commissions paid on the sale aif flanel manufacturing systems.

Interest expensénterest expense increased to $2.4 million formime months ended September 28, 2002 from $2.2milh the nine
months ended September 29, 2001. The increasteieat expense was due to the write-off of $0.%ianilof debt issuance and offering costs
related to the successful exchange of the Compaayigertible notes due 2004.

Interest income and other, nétterest income and other, net totaled $0.6 mildod $1.0 million for the nine months ended
September 28, 2002 and September 29, 2001, resggctnterest income and other, net in 2002 cdedigrimarily of interest and dividend
income on investments. Interest and other incoreinn2001 consisted of a $0.8 million loss ondigposition of Pacific Gas & Electric
commercial paper, which was offset primarily byergist and dividend income on other investments.

Provision for (benefit from) income taxd@he Company accrued a tax benefit of $6.4 millionthe nine-month period ended
September 28, 2002. This resulted from federalaaxchanges early in 2002 that increased the leofgtime over which losses incurred in
2001 and 2002 could be carried back from 2 yeatsytears. The Company paid federal income taxeppfoximately $5.2 million for 1996,
$0.9 million for 1997 and $0.5 million for 1998. e nine months ended September 29, 2001, thep@ayrdid not accrue a tax benefit due
to the inability at that time to realize additiomafunds from loss carry-backs. Based on managésmaview, the Company increased its
deferred tax asset valuation reserve by $1.3 millioring the nine-month period ended Septembe2@®1. The Company’s $14.5 million
deferred tax asset is fully offset by a $14.5 millvaluation allowance, resulting in a net defeteedasset of zero at September 29, 2002.

Liquidity and Capital Resources

The Company’s operating activities providedttof $4.5 million for the nine months ended Sapier 28, 2002. The cash provided was
due primarily to increases in customer advances@ndn-cash charges for depreciation and amaidgizatvhich were partially offset by the
net loss incurred by the Company. In the nine moetided September 29, 2001, the Company’s opeltingties used cash of
$11.2 million due primarily to inventory increasssd the net loss incurred by the Company. Lowéingg during the three months ended
September 28, 2002 led to a reduction in accowtsivable at that date as compared to the balarizece@mber 31, 2001. Inventories
increased slightly overall from December 31, 200 $¢ptember 28, 2002, however the mix of inventeag quite different. At September,
2002 more than half of the Company’s inventory wegsesented by systems undergoing installatioreandptance testing at customer sites.
Work-in-progress inventory was sharply lower asdewew systems were in production at Septembe2@®, than were in production at
December 31, 2001.

The Company’s investing activities used aafshl.1 million for the nine months ended Septen#t®r2002 as a result of the purchase of
fixed assets. In the nine months ended Septemh&024, the Company’s investing activities providegh of $29.4 million as a result of the
net sale of investments, which was partially offsethe purchase of fixed assets. During the ninathrs ended September 29, 2001, the
Company converted all of its short-term investmémiis cash or cash equivalents.

The Company’s financing activities used cafs$i7.2 million for the nine months ended Septen#t®r2002 as a result of the exchange of
most of the Company’s convertible notes due 2004éwv convertible notes due 2009 and cash. Salecfompany’s common stock to its
employees through the Company’s
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employee benefit plans provided cash of $0.3 mmilliothe nine months September 28, 2002. The Coypéinancing activities provided
cash of $0.4 million for the nine-month period esh@eptember 29, 2001 as the result of the saleeo€bmpany’s common stock to its
employees through the Company’s employee beneiitspl

Certain Factors Which May Affect Future Operating Results

Revenue generated by our businesses during @@y not provide sufficient gross profit to coaperating
and interest expenses.

A significant increase in the sales of thimfdisk manufacturing equipment and/or depositguipment for the manufacture of flat panel
displays and/or photonics based revenues will lsessary for the Company to be able to generatisuff gross profit to offset expected
operating and interest expenses of $17 millionli® &illion during 2003. The majority of our revesuend gross profit have historically been
derived from sales of thin-film disk manufacturiaguipment and deposition and rapid thermal prongssguipment for the manufacture of
flat panel displays. The Company’s sales of thim-filisk manufacturing equipment have been seveteyessed since the middle of 1998.
While the Company believes that the thin-film disknufacturing industry will need to make substdmigestments to upgrade its productive
capacity within the next year, there can be norasme that this will happen, or that the Company/bvéi selected to provide these upgrades.
The Company sold its Rapid Thermal Processing ptéhe to Photon Dynamics in November of 2002r@dpcct line which accounted for
$5.0 million of the Company’s net revenues durimg nine month period ended September 28, 2002 tiaddlly, other than for products that
are shipped and undergoing installation and acoepttesting, the Company has no current backlaydsrs for deposition products for the
manufacture of flat panel displays. Photonics Tetdgy Division has yet to earn an annual profitilifa to generate sufficient net revenues
and gross profit in 2003 to offset operating ardriést expenses would have an adverse effect opusimess, net worth and cash.

We may not have the financial resources to repusetmur convertible notes if one of certain desigdat
events gives holders the right to require us tairepase their notes

Certain events give holders of our convegtitbtes, including both our convertible notes dd@42(existing notes) and convertible notes
due 2009 (exchange notes), the right to requite uspurchase their notes. These events includmadction that results in a change of
control, which is described very broadly, or ifeamination of trading of our common stock occursjmthe case of the exchange notes only,
a distribution to all of the holders of our comnsinck of all the capital stock of a subsidiary ththe time constitutes our Photonics
business. If one of these designated events weyeciar, we may not have enough funds to pay therckase price for all notes for which
repurchase is requested. Any future credit agretsrrother debt agreements may prohibit the rdyase, or may provide that such a
repurchase constitutes an event of default undemdbt agreement. If we are put in a position @lwere of these designated events has
occurred but we are prohibited from repurchasimgekchange notes, we could seek the consent déders to repurchase the existing notes
or exchange notes, as the case may be, or coaldtto refinance the debt agreements. If we dwbtatin the lenders consent, we could not
repurchase the existing or exchange notes. Owréaib repurchase the existing notes or exchanges meould constitute an event of default
under the particular indenture governing such netééch might in turn also constitute an event efadilt under the terms of our other debt.

The majority of our new products address new anergimg markets

We have invested heavily in the developmémrroducts that address new markets. The Photdmicknology Division’s LIVAR® target
identification system and low-cost low-light lexemera products are designed to offer significantlyroved capability to military
customers. The Products Group has developed &l#gedeposition tool to address growing segmenteeflat panel display equipment
market that is intended to displace products offdng competing manufacturers. Additionally, thedRrcts Group’s Intensified Imaging
Division is developing commercial products basedhentechnology developed by the Photonics Teclyyodivision. The Photonics
Technology and Intensified Imaging Divisions willquire
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substantial further investment in sales and mangetn product development and in additional prdiuncfacilities to support the planned
transition to volume sales of photonics productiitary and commercial customers. There can bagsurance that we will succeed in these
activities and generate significant sales of prégelbased on our photonics technology. Failure gfadrthese products to perform as intended
or to successfully penetrate these new marketslawnelop into profitable product lines would havesaiverse effect on our business.

Demand for capital equipment is cyclical.

Our Products Group sells capital equipmermtafaital intensive industries, which sell commodgiitpducts such as flat panel displays and
disk drives. These industries operate with highdixosts. When demand for these commodity proéuxaiseds capacity, then demand for
new capital equipment such as ours tends to beifadpMWhen supply of these commodity products exisedemand, then the demand for
new capital equipment such as ours tends to beegegd. The cyclical nature of the capital equiprmahistry means that in some years sales
of new systems by us will be unusually high, arat th other years sales of new systems by us wifldwerely depressed. We are currently in
a period where sales of new systems for disk prtimluare depressed. Failure to anticipate or respckly to the industry business cycle
could have an adverse effect on our business.

Our significant amount of debt could have gative effect on us and on our security holders.

After completing the exchange of our cony@etinotes early in the third quarter of 2002, weeh®1.3 million of convertible notes due in
2004 (the “existing notes”) and $29.5 million ofheertible notes due 2009 (the “exchange noteat}tanding. The aggregate $30.8 millio
notes commit us to substantial principal and irgeobligations. Our significant amount of debt ecbinhrm Intevac and holders of our
common stock and convertible notes in many wayduding:

* reducing the funds available to finance our busireserations and for other corporate purposes Beaaportion of our cash flow from
operations must be dedicated to the payment o€ipahand interest on our del

« impairing our ability to obtain additional finangror working capital, capital expenditures, acdigas or general corporate purposes;
« placing us at a competitive disadvantage becausareveubstantially more leveraged than certairuotompetitors;
« hindering our ability to adjust rapidly to changimgrket conditions; and

» making us more vulnerable financially in the eveind further downturn in general economic condgian in our business.

Our ability to meet our debt service obligas will be dependent on our future operating perémce and cash flow. Our operating
performance and cash flow, in part, are subjebusiness, financial and economic factors beyondontrol.

We may undertake significant additional finagctransactions in order to maintain sufficientstato
conduct our operations.

Our cash and cash equivalents was approxiyrdid.3 million as of September 28, 2002. The séleur Rapid Thermal Processing
Equipment product line in November 2002 increasadcash by approximately $18.0 million. We may n&edbtain additional financing to
fund our future operations, and we may seek teragilitional funds through a variety of alternateerces, including the sale of additional
securities or
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from other financing arrangements or asset salesb@ard of directors has from time to time consdea number of possible transactions.
Such transactions might include:

« attempting to raise additional equity through pailoli private offerings,

« attempting to raise additional debt financing,

« undertaking a rights offering to obtain financimgrh our existing shareholders,
« selling off a portion of our assets to raise addil capital, or

« obtaining a line of credit.

We may undertake one or more of these traiosasc We do not know whether we will be able tonpdete any of these transactions on a
timely basis, on terms satisfactory to us, or atlr example, we may not have access to newalapithe public or private markets until our
results of operations improve, if at all. In adulitji some of these transactions may result in sggmif dilution to our existing security holders
or impairment of their rights. Nonetheless, if we anable to complete one or more of these traiasegtour ability to maintain our ongoing
operations, and to pay principal and interest Bhaan our outstanding notes when due, may be jdineal.

Our business is subject to rapid technicalraa

Our ability to remain competitive requiredstantial investments in research and developriiéet failure to develop, manufacture and
market new systems, or to enhance existing systemdd have an adverse effect on our business. Eiromto time, we have experienced
delays in the introduction of, and technical diffiies with, some of our systems and enhanceme@nisfuture success in developing and
selling equipment will depend upon a variety oftéas, including our ability to accurately prediatdre customer requirements, technological
advances, cost of ownership, our introduction ef peoducts on schedule, cost-effective manufactuaind product performance in the field.
Our new product decisions and development commitsn@anist anticipate continuously evolving industguirements significantly in
advance of sales. Any failure to accurately preclistomer requirements and to develop new genagtibproducts to meet those
requirements would have an adverse effect on osinbss.

Our products are complex, constantly evohangd are often designed and manufactured to indalidu
customer requirements that require additional eeeiting.

Our Products Group systems have a large nuaflsmmponents and are highly complex. We may ggpee delays and technical and
manufacturing difficulties in future introductions volume production of new systems or enhanceménteddition, some of the systems that
we manufacture must be customized to meet indiVidustomer site or operating requirements. We Hiavited manufacturing capacity and
engineering resources and may be unable to contpletdevelopment, manufacture and shipment of thesducts, or to meet the required
technical specifications for these products imeety manner. Such delays could lead to reschedolfimgders in backlog, or in extreme
situations, to cancellation of orders. In additiae, may incur substantial unanticipated costs earyproduct’s life cycle, such as increased
engineering, manufacturing, installation and supposts that we may be unable to pass on to thHeres. In some instances, we depend
upon a sole supplier or a limited number of supplfer complex components or sub-assemblies utili@éts products. Any of these factors
could adversely affect our business.

The sales of our disk and flat panel prodactsdependent on substantial capital investmerdury
customers.

The purchase of our systems, and the purdifasther related equipment and facilities, reqaiegtremely large capital expenditures by
our customers. These costs are far in excess abtteof our systems alone. The magnitude of sapital expenditures requires that our
customers have access to large amounts of capiahat they are willing to invest that capital plang periods of time to be able to purct
our
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equipment. Some of our customers, particularlyéhbat would otherwise purchase our disk manufamyroducts, may not be willing, or
able, to make the magnitude of capital investmeaqtiired.

Our competitors are large and well financed and petition is intense

We experience intense competition in the Productai@ For example, our disk and flat panel prodesfserience competition worldwir
from competitors including Anelva Corporation, Utvdapan, Ltd. and Unaxis Holdings, Ltd., each oftivinas sold substantial numbers of
systems worldwide. Anelva, Ulvac and Unaxis alléaubstantially greater financial, technical, mérige manufacturing and other resources
than we do. There can be no assurance that ouratiorp will not develop enhancements to, or fuyeaerations of, competitive products
that will offer superior price or performance fa&tsior that new competitors will not enter our nedgskand develop such enhanced products.

Given the lengthy sales cycle and the significameéstment required to integrate equipment intath@ufacturing process, we believe
once a manufacturer has selected a particular isnjisptquipment for a specific application, thatmafacturer generally relies upon that
supplier's equipment and frequently will contineepurchase any additional equipment for that appiio from the same supplier.
Accordingly, competition for customers in the eqngnt industry is intense, and suppliers of equigmsay offer substantial pricing
concessions and incentives to attract new custoareetain existing customers.

Our business depends on the integrity of our ietéllal property rights

There can be no assurance that:

« any of our pending or future patent applicationt laé allowed or that any of the allowed applicagawill be issued as patents;
« any of our patents will not be invalidated, deeraednforceable, circumvented or challenged;

« the rights granted under our patents will providepetitive advantages to us;

« any of our pending or future patent applicationt is$ue with claims of the scope sought by ust iéll;

« others will not develop similar products, duplicate products or design around our patents; or

* patent rights, intellectual property laws or ouresgnents will adequately protect our intellectualpgrty rights.

Failure to adequately protect our intelletpraperty rights could have an adverse effect upanbusiness.

From time to time, we have received claina the are infringing third parties’ intellectualoperty rights. There can be no assurance that
third parties will not in the future claim infringeent by us with respect to current or future patetnademarks, or other proprietary rights
relating to our disk sputtering systems, flat panehufacturing equipment or other products. Anyseng or future claims, with or without
merit, could be time-consuming, result in costlightion, cause product shipment delays or requsrto enter into royalty or licensing
agreements. Such royalty or licensing agreemdnisguired, may not be available on terms acceptabuls, or at all. Any of the foregoing
could have an adverse effect upon our business.

Our operating results fluctuate significant

Over the last eleven quarters our operatisg hs a percentage of net revenues has fluctoeteden approximately 59% and 1% of net
revenues. Over the same period our sales per ghiarte fluctuated between $23.6 million and $5.Bioni. We anticipate that our sales and
operating margins will continue to fluctuate. Aseault, period-to-period comparisons of our resoltsperations are not necessarily
meaningful and should not be relied upon as indinatof future performance.
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Operating costs in northern California are hic

Our operations are located in Santa Clarbfd@aia. The cost of living in northern California extremely high, which increases both the
cost of doing business and the cost and difficoftyecruiting new employees. Our operating resigsend in significant part upon our ability
to effectively manage costs and to retain anddttraalified management, engineering, marketingjyufecturing, customer support, sales
administrative personnel. The failure to contradtsaand to attract and retain qualified personaelcchave an adverse effect on our business.

Business interruptions could adversely affect ausibess

Our operations are vulnerable to interrupbgrfire, earthquake, power loss, telecommunicati@iure and other events beyond our
control. Additionally, the costs of electricity andtural gas have increased significantly. AnyHertcost increases will impact our ability to
achieve profitability.

A majority of our sales are made to internationastomers

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, fasifluotas, taxes and other market barriers, paliind economic instability, restrictions on the
export or import of technology, potentially limitéutellectual property protection, difficulties #taffing and managing international operat
and potentially adverse tax consequences. We esigmidicant portion of our revenue from internaid sales, and there can be no assurance
that any of these factors will not have an adveffect on our business.

We generally quote and sell our products $hddllars. However, for some Japanese customerguate and sell our products in Japanese
Yen. From time to time, we enter into foreign caag contracts in an effort to reduce the overak of currency fluctuations to our business.
However, there can be no assurance that the aftesale of products denominated in foreign cures)and the related foreign currency
hedging activities will not adversely affect oursimess.

Our two principal competitors for disk spuittg equipment are based in foreign countries anekltost structures based on foreign
currencies. Accordingly, currency fluctuations @bohuse the price of our products to be more,ss, leompetitive than our competitors’
products. Currency fluctuations will decrease haréase, Intevac’s cost structure relative to tludses competitors, which could impact our
competitive position.

We expect the market price of our common stoclcandertible notes to be volatil

The market price of our common stock has B&peed both significant increases in valuation sigdificant decreases in valuation, over
short periods of time. We believe that factors saslannouncements of developments related to @imdss, fluctuations in our operating
results, failure to meet securities analysts’ etqu@mns, general conditions in the disk drive amd-film media manufacturing industries and
the worldwide economy, announcements of technot@movations, new systems or product enhancentns or our competitors,
fluctuations in the level of cooperative developiriending, acquisitions, changes in governmentglilgions, developments in patents or
other intellectual property rights and changesunrelationships with customers and suppliers cealase the price of our common stock to
continue to fluctuate substantially. In additiomyécent years the stock market in general, anchtiriet for small capitalization and high
technology stocks in particular, have experiencdckee price fluctuations that have often been lated to the operating performance of
affected companies. Any of these factors could esbhe affect the market price of our common stoott the market price of our notes that
are convertible into such common stock.

We routinely evaluate acquisition candidates ariteodiversification strategie:

We have completed multiple acquisitions as padwfefforts to expand and diversify our business.dxample, our business was initi
acquired from Varian Associates in 1991. Additibpalve acquired our
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gravity lubrication and rapid thermal processingdurct lines in two acquisitions. We also acquitesl RPC electron beam processing
business in late 1997, and subsequently closedbtisiness. We sold the rapid thermal processindyatdine in November 2002. We intend
to continue to evaluate new acquisition candidate®stiture and diversification strategies. Angaisition will involve numerous risks,
including difficulties in the assimilation of theguired companyg employees, operations and products, uncertamsgsciated with operatil
in new markets and working with new customers, thedootential loss of the acquired company’s keplegees. Additionally, unanticipated
expenses, difficulties and consequences may berettrelating to the integration of technologiesaarch and development, and
administrative and other functions. Any future asiions may result in potentially dilutive issuanaf equity securities, acquisition or
divestiture related writeffs and the assumption of debt and contingentlii@s. Any of the above factors could adversdlget our busines:

We use hazardous materie

We are subject to a variety of governmerggliations relating to the use, storage, dischdrgedling, emission, generation, manufacture,
treatment and disposal of toxic or otherwise hamasdsubstances, chemicals, materials or wastefaiioye to comply with current or future
regulations could result in substantial civil peigsl or criminal fines being imposed on us or dficers, directors or employees, suspension
of production, alteration of our manufacturing @ss or cessation of operations. Such regulationlsl cequire us to acquire expensive
remediation or abatement equipment or to incurtsmbisl expenses to comply with environmental ragjohs. Any failure by us to properly
manage the use, disposal or storage of, or addguestrict the release of, hazardous or toxic tarxses could subject us to significant
liabilities.

Our directors and executive officers control a nmajoof our outstanding common stos

Based on the shares outstanding on Septe28b@002, our current directors and their affilsaged our executive officers, in the
aggregate, beneficially own a majority of the catsling shares of common stock. These sharehoklitdisg together, are able to effectively
control all matters requiring approval by our shalders, including the election of a majority oéttlirectors and approval of significant
corporate transactions. Two of our directors alsld 7% of the outstanding convertible notes.

ltem 3. Quantitative and Qualitative Disclosure About Market Risk

Interest rate riskThe table below presents principal amounts ande@laeighted-average interest rates by year of mityafor our debt
obligations as of September 28, 2002.

Fair
2002 2003 2004 2005 2006 Beyond Total Value
(In thousands)
Long-term debi
Fixed rate — — $1,27¢ — — $29,54: $30,81¢ $30,18:
Average rat¢ 6.5(% 6.5(% 6.5(% 6.5(% 6.5(% 6.5(%

Foreign exchange rislErom time to time, we enter into foreign currenogwfard exchange contracts to economically heddgmicesf our
anticipated foreign currency transaction, transtaind re-measurement exposures. The objectiesétcontracts is to minimize the impact
of foreign currency exchange rate movements oroparating results. At September 28, 2002, we hafdmign currency forward exchange
contracts.

ltem 4. Controls and Procedures

Evaluation of disclosure controls and proceduMéthin 90 days prior to the filing date of this Qtexly Report on Form 10-Q (the
“Evaluation Date”), we evaluated, under the supsovi of our chief executive officer and our chiiefaincial officer, the effectiveness of our
disclosure controls and procedures. Based on taisiation, our chief executive officer and chiefdncial officer concluded that our
disclosure controls and procedures are effectiangture that information we are required to disclogeports that we
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file or submit under the Securities Exchange Act®84 is recorded, processed, summarized and ezpwaithin the time periods specified in
Securities and Exchange Commission rules and forms.

Changes in internal control§ubsequent to the Evaluation Date, there weregrofigiant changes in our internal controls or ihegt
factors that could significantly affect such cofgrancluding any corrective actions with regardsignificant deficiencies and material
weaknesses.

PART Il.  OTHER INFORMATION
ltem 1. Legal Proceedings

On June 12, 1996 two Australian Army BlackntaHelicopters collided in midair during nighttirmeaneuvers. Eighteen Australian
servicemen perished and twelve were injured. Tha@my was named as a defendant in a lawsuit refatiénis 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 deceaskéar injured crewmembers. Included in the sailfsgations were assertions that the
crash was caused by defective night vision goggles.suit named three US manufacturers of militagit vision goggles, of which Intevac
was one. The suit also named the manufactureregbitbt's helmets, two manufacturers of night wisgystem test equipment and the
manufacturer of the helicopter. The suit claimenhdges for 13 personnel killed in the crash, 5 persbinjured in the crash and spouses of
those killed or injured. It is known that the Awdtan Army established a Board of Inquiry to inwgate the accident and that one of the
conclusions of the Board of Inquiry was that theiédent was not caused by defective night visiongles)

On July 27, 2000 the Connecticut Superiorr€disallowed the defendants’ motion to dismissltvesuit. On October 30, 2001 the
Connecticut Supreme Court reversed the SuperiortSaiecision and remanded the case to the triattagith the direction to grant the
defendants’ motion to dismiss the suit subjectaioditions already agreed to by the defendants. & besditions agreed to by the defendants
include (1) consenting to jurisdiction in Austral{@) accepting service of process in connectidin &n action in Australia; (3) making their
personnel and records available for litigation unskalia; (4) waiving any applicable statutes ofifation in Australia up to six months from
April 26, 2002, the date of dismissal of this astar for such other reasonable time as may be medjais a condition of dismissing this acti
(5) satisfying any judgement that may be enterexdnasgithem in Australia; and (6) consenting tordm@pening of the action in Connecticut in
the event the above conditions are not met asy@aper defendant in the action.

On October 21, 2002 a lawsuit was filed ire@usland, Australia by Gerard Bampton, a memb#reoAustralian Special Air Services
Regiment who was injured in the 1996 crash. Indudethe suits allegations are assertions that the crash waedawy defective night visi
goggles. The suit names three US manufacturerslivhmy night vision goggles, of which Intevac wase. The suit also names the
manufacturer of the helicopters. Investigations enaidthe time of the original Durkin lawsuit ledd tCompany to believe that it has
meritorious defenses against the new lawsuit. Hawdhere can be no assurance that the resolutite cuit will not have a material adve
effect on the Company’s business, operating reaulisfinancial condition.

Item 2. Changes in Securities

In connection with the completion of the exchanfjerdor its 6 1/2% convertible subordinated node® 2004 on July 12, 2002 (as furt
described in Note 6 of the Condensed Consolidaieah€ial Statements), the Company issued a totd26f543,000 principal amount of its
new 6 1/2% convertible subordinated notes due 2008.notes are convertible into the Common Stodk®iCompany at a conversion price
of $7.00 per share. The issuance of such secwiissnade in reliance on Section 3(a)(9) of theuBes Act of 1933.
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Item 3. Defaults upon Senior Securities
None.
ltem 4. Submission of Matters to a Vote of Secity-Holders
None.
Item 5.  Other Information
None.
ltem 6. Exhibits and Reports on Form 8-K
(a) The following exhibits are filed herewith

Exhibit
Number

Description

99.1 Certification Pursuant to 18 U.S.C. Section 1
(b) Reports on Form 8-K:

None.

23




Table of Contents
SIGNATURES

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

INTEVAC, INC.

Date: November 12, 2002 By: /s/ KEVIN FAIRBAIRN

Kevin Fairbairn
President, Chief Executive Officer and Direc
(Principal Executive Officer

Date: November 12, 2002 By: /s/ CHARLES B. EDDY llII

Charles B. Eddy llI

Vice President, Finance and Administration,
Chief Financial Officer, Treasurer and Secretary
(Principal Financial and Accounting Office
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I, Kevin Fairbairn certify that:
1. I have reviewed this quarterly report onrRdi0-Q of Intevac, Inc.;

2. Based on my knowledge, this quarterly redods not contain any untrue statement of a mafagaor omit to state a material
fact necessary to make the statements made, indfghe circumstances under which such statenwegits made, not misleading with
respect to the period covered by this quarterlpre

3. Based on my knowledge, the financial statégsjeand other financial information included iistuarterly report, fairly present
in all material respects the financial conditiogsults of operations and cash flows of the regista of, and for, the periods presented in
this quarterly report

4. The registrant’s other certifying officerdahare responsible for establishing and maintgimiisclosure controls and procedures
(as defined in Exchange Act Rules -14 and 15-14) for the registrant and hay

a) designed such disclosure controls and procedoessure that material information relating te thgistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in which this quarterly
report is being prepare

b) evaluated the effectiveness of the registratisslosure controls and procedures as of a datenn80 days prior to the filing
date of this quarterly report (tI*Evaluation Dat”); and

c) presented in this quarterly report our conclasiabout the effectiveness of the disclosure ctsn#od procedures based on our
evaluation as of the Evaluation Da

5. The registrant’s other certifying officerdahhave disclosed, based on our most recent el@fido the registrant’s auditors and
the audit committee of registri's board of directors (or persons performing thewedent functions)

a) all significant deficiencies in the design oemion of internal controls which could adversaffect the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s auditmg material weaknesses in
internal controls; an

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant’s
interna controls; anc

6. The registrant’s other certifying officerdahhave indicated in this quarterly report whettiare were significant changes in
internal controls or in other factors that coulgngiicantly affect internal controls subsequenttte date of our most recent evaluation,
including any corrective actions with regard tonfigant deficiencies and material weaknes

Date: November 12, 2002

/s/ KEVIN FAIRBAIRN

Kevin Fairbairn
President, Chief Executive Officer and Direc

25




Table of Contents

I, Charles B. Eddy certify that:
1. I have reviewed this quarterly report onrRdi0-Q of Intevac, Inc.;

2. Based on my knowledge, this quarterly redods not contain any untrue statement of a mafagaor omit to state a material
fact necessary to make the statements made, indfghe circumstances under which such statenwegits made, not misleading with
respect to the period covered by this quarterlpre

3. Based on my knowledge, the financial statégsjeand other financial information included iistuarterly report, fairly present
in all material respects the financial conditiogsults of operations and cash flows of the regista of, and for, the periods presented in
this quarterly report

4. The registrant’s other certifying officerdahare responsible for establishing and maintgimiisclosure controls and procedures
(as defined in Exchange Act Rules -14 and 15-14) for the registrant and hay

a) designed such disclosure controls and procedoessure that material information relating te thgistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in which this quarterly
report is being prepare

b) evaluated the effectiveness of the registratisslosure controls and procedures as of a datenn80 days prior to the filing
date of this quarterly report (tI*Evaluation Dat”); and

c) presented in this quarterly report our conclasiabout the effectiveness of the disclosure ctsn#od procedures based on our
evaluation as of the Evaluation Da

5. The registrant’s other certifying officerdahhave disclosed, based on our most recent el@fido the registrant’s auditors and
the audit committee of registri's board of directors (or persons performing thewedent functions)

a) all significant deficiencies in the design oemion of internal controls which could adversaffect the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s auditmg material weaknesses in
internal controls; an

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant’s
internal controls; an

6. The registrant’s other certifying officerdahhave indicated in this quarterly report whettiare were significant changes in
internal controls or in other factors that coulgngiicantly affect internal controls subsequenttte date of our most recent evaluation,
including any corrective actions with regard tonfigant deficiencies and material weaknes

Date: November 12, 2002

/sl CHARLES B. EDDY llI

Charles B. Eddy llI
Vice President, Finance and Administration,
Chief Financial Officer, Treasurer and Secretary
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EXHIBIT INDEX
Exhibit
Number Description
99.1 Certification Pursuant to 18 U.S.C. Section 1
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Exhibit 99.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF  FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Kevin Fairbairn, certify, pursuant to 183JC. Section 1350, as adopted pursuant to SedliéroBthe Sarbanes-Oxley Act of 2002, that
the Quarterly Report of Intevac, Inc. on Form 18e@the quarterly period ended September 28, 2002 ¢omplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in suohnfr 10-Q fairly presents in all material
respects the financial condition and results ofragens of Intevac, Inc.

By: /s/ KEVIN FAIRBAIRN

Name Kevin Fairbairn
Title: President, Chief Executive Officer and Direc

[, Charles B. Eddy lll, certify, pursuant t8 U.S.C. Section 1350, as adopted pursuant tod®e@€6 of the Sarbanes-Oxley Act of 2002,
that the Quarterly Report of Intevac, Inc. on FA®Q for the quarterly period ended September @822ully complies with the
requirements of Section 13(a) or 15(d) of the SéearExchange Act of 1934 and that informationte@med in such Form 10-Q fairly
presents in all material respects the financiab@twon and results of operations of Intevac, Inc.

By: /s/ CHARLES B. EDDY IlI

Name Charles B. Eddy Il
Title: Vice President, Finance and Administration,
Chief Financial Officer, Treasurer and Secre

End of Filing
Pawered By EDCAR
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