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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
Form 10-K

(Mark One)

p ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2009

or

0 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 charter)

Delaware 94-3125814
(State or other jurisdiction of incorporation or (LR.S. Employer ldentification No.)
organization)
3560 Bassett Street
Santa Clara, California 95054
(Address of principal executive office, including Zip Code)
Registrant s telephone number, including area code: (408) 986-9888

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered

Common Stock ($0.001 par value) The Nasdaq Stock Market LLC (NASDAQ Global
Select)

Securities registered pursuant to Section 12(g) of the Act:
None.

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. o Yes pNo

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. o Yes pNo
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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. p Yes o No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T

(§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). o Yes o No

Indicate by a check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer p Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). o Yes p No

The aggregate market value of voting stock held by non-affiliates of the Registrant, as of June 27, 2009 was
approximately $104,262,779 (based on the closing price for shares of the Registrant s Common Stock as reported by
the Nasdaq Stock Market for the last trading day prior to that date). Shares of Common Stock held by each executive
officer, director, and holder of 5% or more of the outstanding Common Stock have been excluded in that such persons
may be deemed to be affiliates. This determination of affiliate status is not necessarily a conclusive determination for
other purposes.

On February 24, 2010, 22,220,746 shares of the Registrant s Common Stock, $0.001 par value, were outstanding.
DOCUMENTS INCORPORATED BY REFERENCE.
Portions of the Registrant s Proxy Statement for the 2010 Annual Meeting of Stockholders are incorporated by

reference into Part III. Such proxy statement will be filed within 120 days after the end of the fiscal year covered by
this Annual Report on Form 10-K.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain information in this Annual Report on Form 10-K (report or Form 10-K) of Intevac, Inc. and its subsidiaries

(Intevac or the Company), including Management s Discussion and Analysis of Financial Condition and Results of

Operations in Item 7, is forward-looking in nature. All statements in this report, including those made by the

management of Intevac, other than statements of historical fact, are forward-looking statements. Examples of

forward-looking statements include statements regarding Intevac s future financial results, operating results, cash flows

and cash deployment strategies, business strategies, costs, products, working capital, competitive positions,

management s plans and objectives for future operations, research and development, acquisitions and joint ventures,

growth opportunities, customer contracts, investments, liquidity, declaration of dividends, compensation practices, and

legal proceedings, as well as market conditions and industry trends. These forward-looking statements are based on

management s estimates, projections and assumptions as of the date hereof and include the assumptions that underlie

such statements. Forward-looking statements may contain words such as may, will, should, could, would, expc
plan, anticipate, believe, estimate, predict, potential and continue, the negative of these terms, or other cor

terminology. Any expectations based on these forward-looking statements are subject to risks and uncertainties and

other important factors, including those discussed in Item 1A, Risk Factors, below and elsewhere in this report. Other

risks and uncertainties may be disclosed in Intevac s prior Securities and Exchange Commission (SEC) filings. These

and many other factors could affect Intevac s future financial condition and operating results and could cause actual

results to differ materially from expectations based on forward-looking statements made in this report or elsewhere by

Intevac or on its behalf. Intevac undertakes no obligation to revise or update any forward-looking statements.

The following information should be read in conjunction with the Consolidated Financial Statements and the
accompanying Notes to Consolidated Financial Statements included in this report.

PART I

Item 1. Business

Overview

Intevac s business consists of two reportable segments:

Equipment: Intevac is a leader in the design, development and marketing of high-productivity magnetic media
processing systems to the hard drive industry, and offers high-productivity technology solutions to the photovoltaic
( PV ) and semiconductor industries.

Intevac Photonics: Intevac is a leader in the development and manufacture of leading edge, high-sensitivity imaging
products and vision systems, as well as table-top and handheld Raman instruments. Markets addressed include

military, law enforcement, industrial, medical and scientific.

Intevac was incorporated in October 1990 in California and completed a leveraged buyout of a number of divisions of
Varian Associates in February 1991. Intevac was reincorporated in Delaware in 2007.

Equipment Segment

Hard Disk Drive Equipment Market
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Intevac designs, manufactures, markets and services complex capital equipment used to deposit thin films onto
magnetic disks that are used in hard disk drives, and also equipment to lubricate these disks. Disk and disk drive
manufacturers produce magnetic disks in a sophisticated manufacturing process involving many steps, including
plating, annealing, polishing, texturing, sputtering, etching, stripping and lubrication. Intevac believes its systems
represent approximately 60% of the installed capacity of disk sputtering systems worldwide. Intevac s systems are
used by manufacturers such as Fuji Electric, Hitachi Global Storage Technologies, Seagate Technology, Showa
Denko and Western Digital.
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Hard disk drives are a primary storage medium for digital data and are used in products and applications such as
personal computers, enterprise data storage, personal audio and video players and video game platforms. Intevac
believes that hard disk drive shipments will continue to grow over time, driven by growth in digital storage, by new
and emerging applications, and by the proliferation of personal computers into emerging economies. Continued
growth in hard disk drive shipments is a key factor in determining demand for magnetic disks used in hard disk drives.

Demand for Intevac s disk manufacturing products is driven by a number of factors, including unit demand for hard
disk drives, market share, the average number of magnetic disks used in each hard drive, utilization and productivity
of disk manufacturers installed base of magnetic disk manufacturing equipment and obsolescence of the installed
base. The introduction of perpendicular recording technology by disk manufacturers had a significant impact on the
equipment market, and increased demand both for new equipment, such as Intevac s 200 Leafi disk sputtering system,
and for technology upgrades to the installed base of Intevac s legacy MDP-250 systems from 2005 through 2007.

Intevac expects that hard disk drive manufacturers will extend planar perpendicular media for the next several years
and the next major media technology for the hard drive industry will be patterned media. The transition to patterned
media by disk manufacturers, which introduces new processes and requires new equipment, will result in increased
demand for Intevac s equipment. Although Intevac does not expect this transition to occur for several years, Intevac
introduced the 200 Lean Gen II etch and deposition system in 2009 which is being used by the industry for patterned
media application development.

Hard Disk Drive Equipment Products
Disk Sputtering Systems

Disk sputtering is the process of depositing a thin film of various materials on a substrate. Intevac equipment deposits
magnetic, non-magnetic and protective carbon-based overcoat using sputtering or chemical vapor deposition ( CVD )
technologies.

Intevac s first generation 200 Lean systems began shipping in 2003 with the installed base reaching over 120 systems
by the end of 2009. Intevac estimates that approximately 90% of these systems are used in production with the
balance used for research and development.

In 2008, Intevac shipped the first 200 Lean Gen II, Intevac s latest generation disk sputtering system. It is designed to
deliver 25% higher throughput than the original 200 Lean. This increase in throughput enables Intevac customers to
manufacture more magnetic disks per square foot of factory floor space, further reducing overall cost per disk.

In 2009, Intevac shipped the first 200 Lean Gen II etch and deposition system to be used for patterned media. Intevac
provides a cost-effective solution for high-volume manufacturing by providing new etch and associated process
modules on the high-productivity 200 Lean Gen II platform.

From 1994 through 2005, Intevac shipped approximately 110 MDP-250 s. As of the end of 2009, Intevac believes that
approximately 65% of these systems are still being used for production. The balance of these systems are being used
by customers for research and development, are in storage or have been retired from service.

Disk Lubrication Systems

Disk lubrication is the manufacturing step that follows deposition of thin films. During lubrication, a microscopic

layer of lubricant is applied to the disk s surface to improve durability and reduce surface friction between the disk and
the read/write head assembly.
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The Intevac DLS-100 disk lubrication system provides Intevac s customers with a lubrication process by dipping disks
into a lubricant/solvent mixture. Intevac has been manufacturing dip lubrication systems similar to the DLS-100 since
1996.
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The Intevac AcculLuber™ disk lubrication system lubricates disks by depositing a thin film of lubricant on the disk
while it is under vacuum. This eliminates the use of solvents during the lubrication process, which are
environmentally hazardous and are expensive to procure, store and dispose.

Deposition System

The Intevac LithoPrime'™ is used in patterned media applications and deposits a priming film on the disk before it
goes into a third party lithography tool which deposits resist track patterns on the disk. This tool enables patterning on
hard disks by providing an adhesion layer between the disk and the resist. In 2009, Intevac shipped three LithoPrime
tools.

Non-Systems Business

Intevac also provides installation, maintenance and repair services, technology upgrades, spare parts and consumables
to Intevac s system customers. Non-system business as a percentage of Equipment revenues was 36% in 2007, 45% in
2008 and 51% in 2009.

Semiconductor Equipment Market

A wide range of manufacturing equipment is used to fabricate semiconductor chips including: atomic layer deposition,
chemical vapor deposition, physical vapor deposition, electrochemical plating, etch, ion implantation, rapid thermal
processing, chemical mechanical planarization, wafer wet cleaning, wafer metrology and inspection, and systems that
etch, measure and inspect circuit patterns on masks used in the photolithography process.

Most chips are built on a silicon wafer base and include a variety of circuit components, such as transistors and other
devices, that are connected by multiple layers of wiring (interconnects). To build a chip, the transistors, capacitors and
other circuit components are first created on the surface of the wafer by performing a series of processes to deposit
and selectively remove successive film layers. Similar processes are then used to build the layers of wiring structures
on the wafer.

Most chips are currently fabricated using 65 nanometer (nm) and larger linewidth dimensions. Over time, Intevac
believes that 45 nm, and then 32 nm, are likely to be the next line width nodes to be implemented as manufacturers
work to squeeze more and more components onto each chip. As the density of the circuit components increases to
enable greater computing power in the same or smaller area, the complexity of building the chip also increases,
necessitating more process steps to form smaller structures and more intricate wiring schemes.

Intevac is utilizing its expertise in the design, manufacturing, and marketing of complex manufacturing equipment and
the prior experience of Intevac s management team in the semiconductor manufacturing equipment business to develop
products for the semiconductor manufacturing market.

Semiconductor Manufacturing Products

In 2007, Intevac announced the dielectric etch semiconductor manufacturing system, the Lean Etch™. The Lean Etch
is a 300 mm system designed to address the need for significant productivity improvement and provide enabling etch
technology at 45 nm nodes and below. During 2009, Intevac delivered an evaluation system to its alliance partner,
TES Co., Ltd. ( TES ), a Korean equipment company and TES actively demonstrated the system to semiconductor

manufacturers in the Korean market.

Intevac is in the early stages of offering its wafer handling mainframe to third parties.
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To date, Intevac has not yet recognized any revenue from shipments of any of its semiconductor products.
Solar Market

A related application for Intevac is in the solar market. In 2009 Intevac began offering 200 Lean tools to
manufacturers of Copper indium gallium (di)selenide ( CIGS ) thin film solar cells. A significant amount of new
research and spending is required to develop solar technologies as an alternative energy solution. The solar industry
requires massive investment to create solar cell manufacturing infrastructure. Today, without government subsidies,
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solar power cannot compete effectively with conventional sources of electrical energy. For solar power to become an
effective competitor, a more efficient solar manufacturing process must be implemented. While many of today s solar
panels are based upon older silicon technologies, thin film CIGS offers the potential for lower manufacturing costs,
has the highest efficiency of the thin film technologies and can be manufactured on rigid or flexible substrates. Since
PV manufacturers often build their own equipment, there is a market opportunity emerging for equipment suppliers
such as Intevac. CIGS solar panels have broad-based end market applications for solar farms, integrated building PV,
rooftop grids and portable devices.

Thin film PV manufacturing processes can be used in the solar industry by combining state-of-the-art, magnetic media
thin film manufacturing technologies used by the hard disk drive industry with proven thin film PV processes. Thin
film technology is a lower cost alternative to solar cell production using silicon wafer technologies. Intevac believes
thin film manufacturing technologies will increase cell efficiency, improve production speeds and yields, and lower
the cost for solar cells.

Solar Manufacturing Product

In 2009, Intevac began offering a high-efficiency, low-cost thin film solar cell equipment solution for PV applications,
LEAN SOLAR"™ which performs single substrate processing for precise process control. LEAN SOLAR s sequential
processing performs deposition and processes standard cell sizes for glass, silicon, and metal substrates. LEAN
SOLAR can be used in CIGS applications, on glass or stainless steel substrates, as well as depositing front and back
conductive layer coatings for crystalline silicon PV cells. Intevac did not recognize any revenue from LEAN SOLAR
shipments in 2009.

Intevac Photonics Segment
Intevac Photonics Market

Intevac develops, manufactures and sells compact, cost-effective, high-sensitivity digital-optical products for the
capture and display of low-light images and the optical analysis of materials. Intevac provides sensors, cameras,
near-eye displays and systems for military applications such as night vision, long-range target identification and
simulation training. Intevac also provides commercial products that include compact Raman instruments and cameras
for commercial applications in the inspection, medical, and scientific markets, and for government applications in law
enforcement and in the chemical, biological and explosives threat-detection markets. The majority of Intevac s
Photonics revenue has been derived from contracts related to the development of low-light electro-optical sensors and
cameras, funded by the U.S. government, its agencies and contractors. However, the percentage of Intevac Photonics
revenue derived from product sales grew from 29% in 2007 to 37% in 2008 and 40% in 2009.

Military Products
Night Vision Systems

Since 1995, the U.S. military has funded Intevac s development of digital night vision sensor technology based on
Intevac s patented Electron Bombarded Active Pixel Sensor ( EBAPS) design. The EBAPS design utilizes
Complementary Metal-Oxide-Semiconductor ( CMOS ) technology to produce a compact, lightweight, low-light level
digital sensor, which provides the U.S. military size and weight advantages, as well as the many benefits associated
with digital imaging compared to analog Generation-III night vision tubes. During 2009, Intevac reached agreement
with a major NATO defense contractor for high volume production, with a ramp that began in late 2009, and is
expected to continue for the next five years. Intevac completed the development of a two-megapixel digital night

vision sensor and delivered cameras using this sensor to multiple branches of the U.S. military for evaluation in a
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number of ground and avionics applications. Additionally, Intevac won the first product-based contract for this sensor
to be built into a camera and evaluated for deployment as a digital upgrade for a large-volume, existing avionics
platform. Intevac Photonics also received initial funding for a next-generation four-megapixel digital low-light sensor
for panoramic night vision viewing applications.
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Digital Enhanced Night Vision Goggle

The U.S. military is also funding development of a compact, head-mounted digital imaging system, or Digital

Enhanced Night Vision Goggle ( DENVG ). DENVG integrates a visible imager, a thermal imager and a video display.
This approach allows low-light level and thermal imagery to be viewed individually, or to be overlaid ( digitally

fused ), and enables connectivity to a wireless network for distribution of the imagery and other information. The

U.S. Army plans to begin procurement of this type of system in 2013. Intevac is developing the DENVG goggle

system along with its partner DRS. In addition, Intevac s sensor is being used in a competitor s system.

Night Port

In 2008, Intevac began the development of Night Port'™, the first digital night vision viewer utilizing Intevac s EBAPS
technology. Night Port combines digital sensor and near-eye display technology to create a compact, monocular
system that provides full digital night vision viewing and recording capabilities. The Night Port system is designed to
replace legacy night vision goggles for military and commercial applications for ground and avionics night vision. In
2009, Intevac Photonics received several contracts for development of Night Port derivative products, including a
digital binocular and target identification system for use by ground troops.

LIVAR

Intevac Photonics Laser Illuminated Viewing and Ranging ( LIVAR) camera enables the development of long range
military nighttime surveillance systems which can identify targets at distances of up to twenty kilometers. Presently,
Intevac Photonics LIVAR camera is being incorporated into U.S. military programs that deploy long-range target
identification in land-based and airborne applications. During 2008, Intevac delivered pre-production LIVAR cameras
for both land-based and airborne applications and received an initial low-level production order for LIVAR for an
airborne application. During 2009, Intevac received a production order for an airborne application and began
delivering production quantities against this order. Intevac also received an initial LIVAR camera order for a second
airborne application, which is expected to lead to production orders.

Intensified Photodiodes

Intevac continues to develop, under a number of research and development contracts, intensified photodiode
technology that enables single photon detection at extremely high data rates, which is designed for use in target
identification and other military applications.

Near-Eye Display Systems

Intevac provides high-performance, micro-display products for near-eye, portable viewing of video in military and
commercial markets. Intevac s eyeglass-mounted display systems provide high definition and a wide field-of-view in
miniaturized light-weight and portable designs. I-Port™ is a removable display module which snaps onto eyewear via
a novel ball/socket mount to ensure optimum placement of the image to the viewer s eye through simple adjustments.
I-Port provides digital night vision solutions for such diverse markets as medical, industrial, commercial, and military,
including training and simulation.

Commercial Products
Raman spectrometer systems are used to identify the chemical composition of solid materials, powders and liquids by

illuminating the sample with a laser and measuring the characteristic spectrum of light scattered from the tested
sample. Raman spectroscopy is used in HAZMAT, forensics, homeland security, geology, gemology, medical,
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pharmaceutical and industrial quality assurance applications. Intevac provides bench-top and handheld Raman
instruments, designed by DeltaNu®, that perform non-destructive identification of liquids and solids in the field and in
the laboratory. In 2009, Intevac received contract awards for the development of handheld Raman instruments which
will incorporate Intevac s core near infrared ( NIR ) sensors to enable the detection of critical materials in the growing
chemical, biological, and explosives threat detection market.

6
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Handheld Raman Materials Identification Instruments

ReporteR™ is a palm-sized spectrometer that identifies materials for the HAZMAT and law enforcement industries.
ReporteR identifies substances by comparing unique molecular fingerprints to reference materials stored in its library.
RAPID IPris a palm-sized, lightweight materials identification tool designed to analyze and identify industrial
plastics for use in the automotive, consumer products and medical device industries. Observer™ is a stand-off
materials identification tool that operates at distances from three meters to twenty meters.

Laboratory Instruments

The Advantage product line of low-cost, high-performance bench-top spectrometers are available at 532 nm, 633 nm,
785 nm NIR or 1064 nm excitation wavelengths for education and research use. ExamineR"™ is a modular Raman
microscopy system designed for applications that require precise spectral characterization at 532 nm, 785 nm, or 1064
nm wavelengths.

Low-Light Cameras

Intevac Photonics MicroVistli product line of commercial low-light CMOS cameras provides high sensitivity in the
ultraviolet, visible, or NIR regions of the spectrum by using proprietary fabrication technology in back-thinning

CMOS sensors. MicroVista s compact and lightweight camera design is used in industrial inspection, bio-medical, and
scientific applications. Intevac also provides a high-sensitivity NIR MOSIR® camera that is used in scientific
spectroscopy applications where high signal-to-noise is achieved through Intevac s EBAPS design.

Backlog

Intevac s backlog of orders at December 31, 2009 was $73.8 million, as compared to $20.2 million at December 31,
2008. Backlog at December 31, 2009 consisted of $57.5 million of Equipment backlog and $16.3 million of Intevac
Photonics backlog. Backlog at December 31, 2008 consisted of $11.4 million of Equipment backlog and $8.8 million
of Intevac Photonics backlog. The increase in Equipment backlog was primarily the result of increased orders for 200
Lean disk sputtering systems. Backlog at December 31, 2009 includes ten 200 Lean systems, as compared to one 200
Lean system in backlog at December 31, 2008. Backlog includes only customer orders with scheduled delivery dates.

Customer Concentration

Historically, a significant portion of Intevac s revenue in any particular period has been attributable to sales to a limited
number of customers. In both 2009 and 2008 sales to Seagate and Hitachi Global Storage Technologies each

accounted for more than 10% of Intevac s revenues. In 2007 sales to Seagate, Matsubo -Intevac s Japanese distributor,
Hitachi Global Storage Technologies, and Fuji Electric each accounted for more than 10% of Intevac s revenues. In the
aggregate sales to these customers accounted for 58%, 80% and 90% of revenues in 2009, 2008 and 2007,

respectively. Intevac expects that sales of Intevac s products to relatively few customers will continue to account for a
high percentage of Intevac s revenues in the foreseeable future.

Foreign sales accounted for 50% of revenue in 2009, 69% of revenue in 2008, and 82% of revenue in 2007. The

majority of Intevac s foreign sales are to companies in Asia or to U.S. companies for use in their Asian manufacturing
or development operations. Intevac anticipates that sales to these international customers will continue to be a

significant portion of Intevac s Equipment revenues. Intevac s disk sputtering equipment customers include magnetic
disk manufacturers, such as Fuji Electric and Showa Denko, and vertically integrated hard disk drive manufacturers,

such as Hitachi Global Storage Technology, Seagate, and Western Digital. Intevac s customers manufacturing facilities
are primarily located in California, China, Japan, Malaysia and Singapore.
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Competition

The principal competitive factors affecting the markets for Intevac Equipment products include price, product
performance and functionality, ease of integration, customer support and service, reputation and reliability. Intevac
has historically experienced intense worldwide competition for magnetic disk sputtering equipment from

7
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companies that have sold substantial numbers of systems worldwide, including Anelva Corporation. Intevac is
attempting to enter the semiconductor equipment market, and Intevac faces competition from large established
competitors including Applied Materials, LAM Research and Tokyo Electron. Intevac is attempting to enter the PV
equipment market, and faces competition from large established competitors including Veeco Instruments,
Centrotherm Photovoltaics, Von Ardenne as well as cell module manufacturers that are internally developing
manufacturing equipment that may be sold externally in the future. These competitors all have substantially greater
financial, technical, marketing, manufacturing and other resources as compared to Intevac. Furthermore, any of
Intevac s competitors may develop enhancements to, or future generations of, competitive products that offer superior
price or performance features. In addition, new competitors with enhanced products may enter the markets that
Intevac currently serves.

The principal competitive factors affecting Intevac Photonics products include price, extreme low-light level detection
performance, power consumption, resolution, size, ease of integration, reliability, reputation and customer support and
service. Intevac faces substantial competition for Intevac Photonics products, many with substantially greater
resources and brand recognition. In the military market, ITT Industries, is a large and well-established defense
contractor and is a primary U.S. manufacturer of image intensifier tubes used in Generation-III night vision devices
and their derivative products. Intevac s digital night vision sensors, cameras and systems are intended to displace
Generation-III night vision based products. Intevac expects that ITT, Fairchild Imaging and other companies will
develop digital night vision products and aggressively promote their sales. Furthermore, Intevac s LIVAR target
identification sensors and cameras face competition from CMC Electronics, DRS, FLIR Systems, Goodrich and
Raytheon, established companies that manufacture infrared sensors and cameras which are presently used in
long-range target identification systems. Within the near-eye display market, Intevac also faces competition from
Rockwell-Collins, Vuzix and Oasys, all of which can offer cost-competitive products. In the commercial markets,
companies such as Andor, Dalsa, E2V, Hamamatsu, Texas Instruments and Roper offer competitive sensor and
camera products, and companies such as Ahura, B&W Tek, GE Security, Horiba-Jobin Yvon, Ocean Optics,
Renishaw, Thermo Scientific and Smiths Detection offer competitive Raman spectrometer products.

Marketing and Sales

Equipment sales are made through Intevac s direct sales force, with the exception of in Japan, where Intevac sells its
products through a distributor, Matsubo. Sales of Intevac s Lean Etch system will be made by TES, Intevac s alliance
partner, in Korea and China and by Intevac s direct sales force elsewhere. The selling process for Intevac s Equipment
products is multi-level and long-term, involving individuals from marketing, engineering, operations, customer

service and senior management. The process involves making sample disks or wafers for the prospective customer and
responding to their needs for moderate levels of machine customization. Customers often require a significant number
of product presentations and demonstrations before making a purchasing decision.

Installing and integrating new equipment requires a substantial investment by a customer. Sales of Intevac s systems
depend, in significant part, upon the decision of a prospective customer to replace obsolete equipment or to increase
manufacturing capacity by upgrading or expanding existing manufacturing facilities or by constructing new
manufacturing facilities, all of which typically involve a significant capital commitment. After making a decision to
select Intevac s equipment, Intevac s customers typically purchase one or more engineering systems to develop and
qualify their production process prior to ordering and taking delivery of multiple production systems. Accordingly,
Intevac s systems have a lengthy sales cycle, during which Intevac may expend substantial funds and management
time and effort with no assurance that a sale will result.

The production of large complex systems requires Intevac to make significant investments in inventory both to fulfill

customer orders and to maintain adequate supplies of spare parts to service previously shipped systems. In some cases
Intevac manufactures subsystems and/or complete systems prior to receipt of a customer order to smooth Intevac s
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production flow and/or reduce lead time.
Intevac maintains inventories of spare parts in the United States, Singapore and China to support its customers.
Intevac often requires its customers to pay for systems in three installments, with a portion of the system price billed

upon receipt of an order, a portion of the price billed upon shipment, and the balance of the price and any sales tax
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due upon completing installation and acceptance of the system at the customer s factory. All customer product
payments are recorded as customer advances, which are released into revenue in accordance with Intevac s revenue
recognition policy.

Intevac provides process and applications support, customer training, installation, start-up assistance and emergency
service support to Intevac s Equipment customers. Intevac conducts training classes for Intevac s customers process
engineers, machine operators and machine service personnel. Additional training is also given to Intevac s customers
during equipment installation. Intevac has field offices in Singapore, China, and Malaysia to support Intevac s
customers in Asia. Intevac generally adds additional support centers as necessary to maintain close proximity to
Intevac s customers factories as they deploy Intevac s systems.

Warranty for Intevac s Equipment typically ranges between 12 and 24 months from customer acceptance. During this
warranty period any necessary non-consumable parts are supplied and installed without charge. Intevac s employees
provide field service support in the United States, Singapore, Malaysia, China and Japan. In Japan, field service
support is also supplemented by Intevac s distributor, Matsubo.

Sales of Intevac Photonics products for military applications are primarily made to the end user through Intevac s
direct sales force. Intevac sells to leading defense contractors such as Lockheed Martin Corporation, Northrop
Grumman Corporation, Raytheon, DRS Technologies, BAE and Sagem.

Intevac is subject to long sales cycles in the Photonics segment because many of Intevac s products, such as Intevac s
night vision systems, typically must be designed into Intevac s customers products, which are often complex and
state-of-the-art. These development cycles are often multi-year, and Intevac s sales are contingent on Intevac s
customer successfully integrating Intevac s product into its product, completing development of its product and then
obtaining production orders for its product. Sales of these products are also often dependent on ongoing funding of
defense programs by the U.S. government and its allies. Additionally, sales to international customers are contingent
on issuance of export licenses by the U.S. government.

Sales of Intevac Photonics commercial products are made through a combination of direct sales, system integrators,
distributors and value added resellers and can also be subject to long sales cycles.

Intevac Photonics generally invoices its research and development customers either as costs are incurred, or as
program milestones are achieved, depending upon the particular contract terms. As a government contractor, Intevac
invoices customers using estimated annual rates approved by the Defense Contracts Audit Agency ( DCAA ).

Research and Development and Intellectual Property

Intevac s long-term growth strategy requires continued development of new products. Intevac works closely with
Intevac s global customers to design products that meet their planned technical and production requirements. Product
development and engineering organizations are located primarily in the United States and Singapore.

Intevac invested $28.1 million (36.0% of net revenues) in fiscal 2009, $35.1 million (31.8% of net revenues) in fiscal
2008, and $40.1 million (18.6% of net revenues) in fiscal 2007 for product development and engineering programs to
create new products and to improve existing technologies and products. Intevac has spent an average of 18.4% of net
revenues on product development and engineering over the last five years.

Intevac s competitive position significantly depends on Intevac s research, development, engineering, manufacturing

and marketing capabilities, and not just on Intevac s patent position. However, protection of Intevac s technological
assets by obtaining and enforcing intellectual property rights, including patents, is important. Therefore, Intevac s
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