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COMPANY
PROFILE
We are the world’s leading provider of disk sputtering equipment to manufacturers of magnetic media used in
hard disk drives and we are developing equipment that we plan to sell to semiconductor manufacturers. We also
develop and provide leading technology for extreme low light imaging sensors, cameras and systems. We operate
two businesses: Equipment and Imaging.
Our Equipment business designs, manufactures, markets and services complex capital equipment which deposits,
or sputters, highly engineered thin-films onto magnetic disks used in hard disk drives. We believe our systems
represent approximately 60% of the installed capacity of disk sputtering systems worldwide. Our customers
are manufacturers of magnetic disks for hard disk drives, and include Fuji Electric, Hitachi Global Storage
Technologies and Seagate Technology. We believe the rapid growth of the storage of digital data, including
new consumer applications, such as personal audio and video recorders, emerging HDTV applications, streaming
video and video game platforms; increasing enterprise data storage requirements; the proliferation of personal
computers into emerging markets in Asia and Eastern Europe; along with new technology advances in the industry,
provide us with a significant opportunity to sell magnetic media manufacturing equipment. In addition, we plan to
enter the market for complex capital equipment sold to the semiconductor manufacturing industry. The vast majority
of our revenue is currently derived from our Equipment business, and we expect that the majority of our revenues
for the next several years will continue to be derived from our Equipment business.
Our Imaging business develops and manufactures electro-optical sensors, cameras, and systems that permit
highly sensitive detection of photons in the visible and near infrared portions of the spectrum, allowing imaging
or analytical detection in extreme low light situations. We develop imaging technology and equipment for military
applications. To date, our revenues have been derived primarily from research and development contracts funded
by the U.S. government, rather than product sales. Applications for our imaging technology include sensors and
cameras for use in extreme low light situations and systems for positive identification of targets at long range.
We also develop and market commercial cameras and systems addressing markets within life science, physical
science, industrial inspection and security.
FORWARD LOOKING STATEMENTS
This annual shareholder letter comments upon future events and expectations and makes projections about our future performance, including statements related to our projected revenues, gross margin,
profitability and cash flow; Asian expansion plans; timing of the introduction of new products and the estimated size and growth of markets they address; the transition to perpendicular media and the effect it will
have on sales of the 200 Lean; and 2007 priorities. We wish to caution you that these are forward looking statements that are based upon our current expectations, and that actual results could differ materially as
a result of various risks and uncertainties, including, without limitation, the following: inability to develop and deliver our new products such as our new semiconductor equipment product line or our imaging
products for military and commercial markets; inability to accurately forecast and develop new markets for our products; inability to achieve cost reduction goals, gross margin improvement goals or revenue growth
goals; a delay in the expected timing of the introduction of perpendicular technology into volume production, a decrease in the rate of growth in the market for hard disk drives, inability to continue to fund our
growth out of retained earnings and other risk factors discussed in documents filed by us with the Securities and Exchange Commission, including our Annual report on form 10-K, which should be read together
with this letter. Intevac undertakes no obligation to update these forward-looking statements..
Intevac® MDP-250B, 200 Lean®, LIVAR®, and MOSIRTM are trademarks of Intevac, Inc. Microsoft® and Windows VistaTM are trademarks of Microsoft Corporation.
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We continued to make excellent progress in our Equipment business
during 2006.

We began to transition from a
government contract research and
development based business to a product
based business with product revenues up
89% and contract R&D revenues up 38%.
Gross margin improved to 33% from 12%
in 2005 as a result of an increasing
contribution from higher margin product
sales, more favorable terms on our development contracts and favorable
revenue adjustments related to closing out 2003 and 2004 government
rate audits.

Our operations team proved they could produce as many systems as the
market needed and shipped a total of 46 200 Lean systems, all on time.
In Q3, our Singapore manufacturing facility became operational and played
a key role in helping us achieve our record revenue. We plan to continue
increasing production levels in Singapore and focus our Santa Clara
operations team on the introduction of new products.
We continued to strengthen our global customer support teams. New field
offices were opened in Malaysia, Korea and Japan. During 2006, the
percentage of our employees based in Asia increased to 26%, up from 14%
in 2005. We also added staff in our existing Singapore and Shenzhen,
China locations.
Significant progress was made developing a dielectric etch system to
address the semiconductor equipment market. Feedback from
semiconductor manufacturers on this new system platform, and the
advanced etch process chamber, has been very encouraging.

We made significant progress in the head mounted night vision market
where traditional analog direct view night vision goggles are expected to be
replaced by digital sensor solutions. The size of this market today is in
excess of $600 million and is expected to remain at a similar level in future.
We entered into a purchasing agreement with a major NATO defense
contractor, whose customer will be the first to deploy this new digital
technology. The agreement calls for delivery of 32,000 camera modules over
seven years, valued in excess of $50 million. Export approval was obtained
to ship initial pre-production camera modules for field-testing in Q1 2007.
We also established a joint program with DRS Technologies to develop a
head-mounted night vision goggle for the U.S. Army. Several prototypes
were delivered to the U.S. Army for field-testing in Q1 2007.
Improving sensor yields and releasing products to production were major
activities for our operations group in 2006 in support of our product margin
improvement plans. We released our MOSIRTM spectroscopy camera into
production in late 2006.
In January 2007, we completed the acquisition of DeltaNu, a company that
pioneered development of miniature, low cost Raman spectrometer systems.
DeltaNu products enable the real-time, non-destructive identification of
liquids and solids outside of the laboratory and are well suited to
applications such as hazardous materials, forensics, homeland security,
geology, gemology, medical, pharmaceutical, and industrial quality
assurance. The combination of DeltaNu’s Raman system design with our
capabilities in near infrared sensors should enable a new class of portable,
high-performance Raman systems.
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Equipment sales in 2007 will be principally derived from new 200 Lean sales
supporting growth in demand for hard drives and retooling of the installed
base of legacy systems to support the transition to “perpendicular”
magnetic media technology. Revenues from semiconductor equipment are
expected in 2008 with 2007 being a year of product qualification.

We will continue our transition from a technology development focus to a
product-centric business. We expect Imaging revenues to double in 2007 as
we begin shipping internally developed commercial and military products in
volume and ramp production at our new DeltaNu subsidiary.

The end market for hard drives continues to grow and means more
equipment like our 200 Lean will be needed. Demand for digital storage is
growing at a faster rate than improvements in areal density (bits stored per
area), which leads to continuing demand for more and more hard drives.
End markets driving this increasing demand are information technology, the
sale of Microsoft® Windows Vista operating system based computers in
2007/2008, and consumer hard drive applications such as video storage.
TM

The hard drive industry is transitioning to perpendicular magnetic media
technology. Historically, hard drives used longitudinal media technology,
where magnetic bits are recorded horizontally on the disk. In order to
continue increasing areal density, and the resulting storage capacity of
disks, perpendicular media technology has been developed, where the
magnetic bits are placed perpendicular to the surface of the disk. The
tighter packing made possible by the perpendicular orientation enables
substantially higher storage capacity.
Optimal production of perpendicular media requires equipment, like our
200 Lean, that can economically deposit the thicker magnetic films required
by perpendicular recording. The majority of the installed base of legacy
equipment, primarily Intevac® MDP-250B and other manufacturers’ systems,
is not well suited for economic production of these thicker films. Use of
legacy equipment leads to a reduction in throughput and more system
downtime as the sputter targets have to be replaced more frequently
compared to longitudinal production. Net output can be potentially halved,
resulting in a significant reduction in plant capacity.
We expect to begin shipping a new dielectric etch system to leading
semiconductor manufacturers for qualification in 2007. Modest success in
this market would lead to very meaningful revenues for Intevac starting in
2008, as the dielectric etch market is estimated to be approximately $2 billion
per year. We plan to add new applications to our reusable system platform
over the next few years and believe we can address a market of
approximately $8 billion per year.
The semiconductor equipment market is new to Intevac. However,
the market and customers are well known to the majority of Intevac
management, most of whom have previously worked at other large
semiconductor equipment companies. In their prior careers, our
management team has been responsible for many of the successful
products currently generating billions of dollars per year for other
semiconductor equipment companies. We believe we have created a
unique and differentiated product that will be very competitive.

The longer-term outlook is positive for our Imaging business with an
estimated addressable market of approximately $2 billion split between
commercial and military markets. The commercial applications are in the
rapidly growing areas of physical science, where our products enable more
sophisticated analysis of materials, and in life sciences, where our products
enable detection of low light transient events. Military applications are the
head mounted night vision market, where our digital low light imaging
products are being developed to replace today’s analog night vision tubes
and the long distance target identification market, where our LIVAR®
products provide a cost effective and compact solution.
We are well positioned in the head mounted night vision market. We are
now shipping pre-production low light camera modules to our NATO
customer for the first major deployment of digital night vision systems.
Assuming ongoing export approval, we expect to ship pre-production units in
2007 and begin volume production in 2008. In the U.S., we are partnered with
DRS Technology to develop a digital night vision product for the U.S. Army.
This product “fuses” imagery from Intevac’s low light camera with imagery
from DRS’s thermal camera and displays it in front of the soldier’s eye. The
next phase of the program will be to deliver products with improved
performance relative to the prototypes we delivered to the Army in Q1 2007.
We plan to continue to partner with DRS Technologies as we pursue this
next phase of business. The situation is competitive and we will have to
provide a solution that is competitive on imaging performance, power
consumption and price.
Our LIVAR cameras for long distance target identification are well positioned
on multiple programs ranging from man portable to aircraft based
applications. We plan to introduce a more capable camera with a new
CMOS sensor and begin the pre-production ramp of this new product.
In the physical science market, we expect to ramp sales of our MOSIR
camera product for use in high-end spectrometer systems. We will extend
the MOSIR product line by introducing cameras that address other parts of
the light spectrum. Our DeltaNu business addresses mobile spectrometer
applications for real time, anywhere, material analysis and the laboratory
Raman spectrometry markets. We expect to ramp sales of the DeltaNu
products by expanding their sales capabilities.
We also plan to introduce a camera utilizing high performance CMOS
sensors that address applications in the life sciences and industrial
inspection markets. This camera will take advantage of our proprietary
back-thinning technology to deliver an extremely sensitive, high speed,
CMOS based camera.
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• Keep our 200 Lean customers satisfied by ensuring timely delivery of
quality product to support their capacity expansions and equipment
retooling plans.

• Develop, in partnership with DRS Technologies, a digital head-mounted
night vision system to meet the needs of the US Army.

• Introduce new capabilities on the 200 Lean to address our customers’
technology and productivity needs.
• Continue to ramp our Singapore facility to enhance our manufacturing
capability.
• Achieve customer qualification and follow on orders for our new
dielectric etch semiconductor system.

• Improve yields and ramp production of our low light camera modules in
support of our NATO customer’s head-mounted night vision program.
• Develop and release an improved LIVAR camera and proliferate LIVAR
cameras into additional military programs.
• Ramp revenues for the MOSIR spectrometer camera and introduce new
MOSIR derivative cameras.
• Ramp revenues for the DeltaNu Raman spectrometer product line by
increasing sales capabilities.
• Develop a low light imaging camera to address the life sciences market.

Summary
Intevac is well positioned for ongoing profitable growth. Our Equipment business is profitable and we have a path to
profitability in Imaging with potential for high growth. We have demonstrated our ability to significantly ramp our revenues
without the need to raise cash or take on debt. Our new product pipelines are full and positioned to deliver products in both
businesses that address new growing markets. We continue to substantially enhance the capability of our organization by
key hires, globally, in all areas of our business. Our initiative to ramp our Singapore manufacturing facility proceeded on plan
and delivered on its objectives. We greatly expanded our Asian field operations so we can better serve our Equipment
customers. We have set clear and achievable priorities in order to pursue the many identified opportunities, and we are
looking forward to realizing these opportunities in 2007 and beyond.
Finally, I would like to express my sincere appreciation and thanks to all Intevac employees for
their commitment, hard work, and creativity, as well as to our customers and shareholders
for their continuing support.

Kevin Fairbairn
President and Chief Executive Officer
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The Company does not currently anticipate paying any cash
dividends.

ANNUAL MEETING OF SHAREHOLDERS
The annual meeting of shareholders will be held at the Company’s
offices at 9:00a.m. PDT on Tuesday May 15, 2007.
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