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NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K of FormFactac. and its consolidated subsidiaries (the “Camy) contains forward-looking
statements within the meaning of the SecuritieshBrge Act of 1934 and the Securities Act of 1933ctv are subject to risks, uncertainties
and assumptions that are difficult to predict. T¢revard-looking statements include statements, aagher things, concerning our business
strategy (including anticipated trends and develapi®in, and management plans for, our businesthantharkets in which we operate,
financial results, operating results, revenuessgroargin, operating expenses, products, projecsts and capital expenditures, research anc
development programs, sales and marketing inigatand competition. In some cases, you can idahifye statements by forward-looking
words, such as “may,” “might,” “will,” “could,” “sbuld,” “expect,” “plan,” “anticipate,” “believe,” &stimate,” “predict,” “intend” and
“continue,” the negative or plural of these wordsl @ther comparable terminology. The forwémdking statements are only predictions bz
on our current expectation and our projections ahdure events. All forward-looking statementslied in this Annual Report on Form 10-
K are based upon information available to us abh@filing date of this Form 10-K. You should néage undue reliance on these forward-
looking statements. We undertake no obligationpdate any of these statements for any reason. Toesard-looking statements involve
known and unknown risks, uncertainties and othetiofa that may cause our actual results, levetivity, performance or achievements to
differ materially from those expressed or impligdthese statements. These factors include the raaligcussed in the section entitled
“ltem 7: Management’s Discussion and Analysis afdricial Condition and Results of Operations — TseiiRisks and Uncertainties,” and
elsewhere in this Form 10-K. You should carefuliysider the numerous risks and uncertainties destinder such section.

PART |

ltem 1. Business

FormFactor designs, develops, manufactuedls, and supports precision, high performance ack@isemiconductor wafer probe cards.
Semiconductor manufacturers use the Company’s vpafdre cards to perform wafer probe test on thelevivafer in the front end of the
semiconductor manufacturing process.

The Company introduced its first wafer praled based on its MicroSpring interconnect techgywia 1995, and, by the end of 2000,
became a leading supplier of advanced wafer pral@scbased on revenues, according to VLS| Reseandndependent research firm. The
Company offers its customers high parallelism,daaigea array wafer probe cards to reduce theiatharst of test.

Products

FormFactor’s products are based on its petgny technologies, including its MicroSpring it@nnect technology and proprietary design
tools. The Company’s MicroSpring interconnect teathgy, which includes resilient spring-like contat¢ments, enables the Company to
produce wafer probe cards for applications thatiregeliability, speed, precision and signal imigg FormFactor manufactures its
MicroSpring contact elements through precision oticrachining and scalable semiconductor-like wadéritation processes. The
Company’s MicroSpring contacts are springs thaihaige the relative amounts of force on, and acradmnd pad during the test process and
maintain their shape and position over a rangeofpression. These characteristics allow FormFaotachieve reliable, electrical contact on
either clean or oxidized surfaces, including boadgon a wafer. MicroSpring contacts enable the zmy's wafer probe cards to make
hundreds of thousands of touchdowns with minimahteaance. The MicroSpring contact can be attathedany surfaces, or substrates,
including printed circuit boards, silicon wafergramics and various metalized surfaces.

Since its original conception, the MicroSgrcontact has evolved into a library of spring &saand technologies. The Company’s
designers use this library to design an optimiaestam wafer probe card for each application. Sa@eeloping this fundamental technology,
FormFactor has broadened and refined it to
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respond to the increasing demands of smaller,rfasigd more complex semiconductors. The Company&ddipring contacts have scaled in
size with the evolution of semiconductors.

FormFactor MicroSpring contacts include getsioally precise tip structures. These tip struetuare the parts of the Company’s wafer
probe cards that contact the chips, and are matwuéatusing proprietary semiconductor-like proces$ese tip structures enable precise
contact with small bond pad sizes and pitches.Qtmpany’s technology allows it to specifically dgsthe geometries of the contact tip in
order to ensure the most precise and predictabtaridal contact is achieved for a customer’s paldir application.

The Company’s wafer probe cards are custadymts that are designed to order for its custonuaigue wafer designs. Contacting up to
256 chips in parallel requires large area contaetyssizes because they must accommodate over@ &i@Qiltaneous contacts. This
requirement poses fundamental challenges thatdedie planarity of the array, the force needanake contact and the need to touch all
bond pads with equal accuracy. FormFactor has dpgdlwafer probe cards that use array sizes rafiging50 mm x 50 mm up to greater
than 150 mm x 100 mm, in combination with complexitilayer printed circuit boards designed by thenhany’s design team. While
leading edge DRAM designs use larger array sizekiffnly-parallel applications, smaller array sizes usedi@AM applications a few yea
ago can be used for today’s leading edge applitsiivthe flash memory and logic markets. The Camisacurrent DRAM contacting
technology allows its products to contact up to P36AM chips in parallel. FormFactor’s current flasdntacting technology allows its wafer
probe cards to contact up to 144 flash chips ialfsr

The Company has invested and intends tommaatio invest considerable resources in its wafgng card design tools and processes.
These tools and processes enable automated rauéhtzace length adjustment within the Companyiisted circuit boards and greatly
enhance the Company’s ability to rapidly design kaydout complex printed circuit board structufésrmFactor’s proprietary design tools
also enable it to design wafer probe cards pagitusuited for testing today’s low voltage, higbwer chips. Low voltage, high power chips
require superior power supply performance, andCtipanys MicroSpring interconnect technology is used wvjate a very low inductanc
low resistance electrical path between the powercgoand the chip under test.

In July 2003, the Company publicly announited/licroForce ™probing technology. This MicroForce probing tectogyl combines a lo
probe force with stable low resistance electricaitact to address wafer test challenges for higfepaance, flip chip applications, thereby
reducing the risk of damage to both interconneatfmiand the low-k dielectrics that lie beneath thByncombining the Company’s new
BladeRunner MicroSpring contact structure with proprietary technology directed to the automatetéwarober chuck, FormFactor
believes that its MicroForce probing technologyl wilable FormFactor’'s customers to achieve a hilgived of test accuracy, potentially
increasing overall electrical yields by minimizifajse failures. In July 2003, the Company also jgljphnnounced its MicroLign™alignmen
technology. The MicroLign alignment technology imbés a proprietary probe tip design method develop®ptimize automated optical
alignment during wafer probing. When implementéds technology enables a faster, more accurateadtiignment process, which reduces
instances of optical alignment errors and can dmeaufacturing efficiencies for high volume wafesttoperations.

In November 2003, the Company introduce®®260™ high speed test technology, which combingis-bpeed signal performance with
high parallelism to create a cost effective solufior full-speed functional test of mobile dynamamdom access memory, or DRAM, die in
wafer form. FormFactor’'s S200 technology enablesufecturers of multi-chip packages to perform fulquency production test on each
memory die at data sheet specification speedsdéierdie is singulated from the wafer and assedribte the multi-chip package. In
November 2003, the Company also introduced v-level burn-in (WLBI) wafer probe cards. FormFatdd/VLBI wafer probe cards enable
DRAM chip manufacturers to perform burn-in typeest testing on die while still on the wafer andvsemuently, improve final yields and
reduce or completely eliminate the need for packege burn-in.

Because FormFactor customers typically useCibmpany’s wafer probe cards in a wide range efaijng temperatures, as opposed to
conducting wafer probe test at one predeterminegéeature, the Company has designed complex th@wngpensation characteristics into
its products. The Company selects




Table of Contents

its wafer probe card materials after careful comsition of the potential range of test operatimggeratures and designs its wafer probe cards
to provide for a precise match with the thermalasgion characteristics of the wafer under testa Assult, FormFactor wafer probe cards
generally are able to accurately probe over a leagge of operating temperatures. This featurelesabe Company’s customers to use the
same wafer probe card for both low and high temipegaesting without a loss of performance. In &ddj for those testing situations that
require positional accuracy at a specific tempeeatine Company has designed wafer probe cardsiaptl for testing at such temperatures.

FormFactor’'s many spring shapes, differeningetrically-precise tip structures, various arrags and diverse printed circuit board
layouts enable a wide variety of solutions forcistomers. The Company’s designers select the appsopriate of these elements, or modify
or improve upon such existing elements, and integteem with the Company’s other technologies livelea custom solution optimized for
the customer’s requirements.

Customers

FormFactor’s customers include manufacturetse DRAM, flash and logic markets. The Compamguistomers use its wafer probe c:
to test DRAM chips including DDR, RDRAM, SDRAM ailtDRAM, static RAM chips, NOR and NAND flash mematyips, Serial Data
devices, chipsets, microprocessors and microcdetsol

In fiscal 2003, sales to four customers antedi for 66.2% of the Company’s revenues, with 8Dattributable to Intel Corporation,
13.4% attributable to Spirox Corporation, the Compadistributor, 12.4% attributable to Elpida at@l3% attributable to Infineon
Technologies AG. In fiscal 2002, sales to thred¢amers accounted for 67.9% of the Company’s revenuigh 26.9% attributable to Intel
Corporation, 20.9% attributable to Spirox Corpamatand 20.1% attributable to Infineon Technolodi€s In fiscal 2001, sales to four
customers accounted for approximately 75.1% ofXbmpany’s revenues, with 26.4% attributable to @porporation, 20.2% attributable
to Samsung Electronics Industries Co., Ltd., 16at&tbutable to Infineon Technologies AG and 12 d#fibutable to Intel Corporation. No
other customer accounted for more than 10% of tragany’s revenues in any of these referenced period

Backlog

FormFactor’s backlog increased from $13.8iomlat December 28, 2002 to $25.3 million at Deben?7, 2003. FormFactor
manufactures its wafer probe cards based on oalldg and customer commitments. Backlog includdg orders for which written
authorizations have been accepted, shipment ddtteis W2 months have been assigned and revenuedidmeen recognized. In addition,
backlog includes service revenue for existing pobdervice agreements to be earned within the I#&xhonths.

Manufacturing

FormFactor’s wafer probe cards are custondymsts that the Company designs to order for itsorners’ unique wafer designs. The
Company manufactures its products at its facilitielsivermore, California. FormFactor’s proprietananufacturing processes include
wirebonding, photolithography, plating and metajiaal processes, dry and electro-deposition, angpbex interconnection system design.
The critical steps in the Company’s manufacturingepss are performed in a Class 100 clean roomm@maent. FormFactor also expends
resources on the assembly and test of its wafdrepecards and on quality control.

The Company has deployed state of the ag fibor controls and systems that allow its opeiato monitor and optimize manufacturing
flows and capacity. FormFactor also uses statigic@xess control to further enhance the qualititsoproduction processes.

FormFactor depends upon suppliers for some comp®woéits manufacturing processes, including cecasnbstrates and complex prin
circuit boards, and for materials used in its mantifring processes. Some of these components aedgiamare supplied by a single vendor.
Generally, the Company relies on
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purchase orders rather than long-term contracts itgitsuppliers, which subjects the Company tosrigkluding price increases and
component shortages. Management continues to égalliarnative sources of supply for these comptsnamd for materials.

FormFactor maintains a repair and service capgliilitivermore, California. The Company providesvége and maintenance capabilit
in its service center in Seoul, South Korea. Then@any also has a repair and service center in Bres@ermany. Management plans to
expand or enhance these capabilities to providerfassponse time to its customers, maximizinguiteme of its wafer probe cards.

Research, Development and Engineering

The semiconductor industry is subject toadpthnological change and new product introdust&md enhancements. Management
believes that the Company’s continued commitmeneésearch and development and timely introductfamesy and enhanced wafer probe
test solutions and other technologies relatedstMitroSpring interconnect technology is integtahtaintaining its competitive position.
FormFactor is investing considerable time and resauin creating structured processes for undergakiacking and completing the
Company’s development projects, and plans to implarthose developments into new product or teclgyobdferings. Management expects
to continue to allocate significant resources asthefforts and to use automation and informatchriology to provide additional efficienci
in the Company’s research and development actvitie

FormFactor has historically devoted on averaggproximately 20% of its revenues to researchdawdlopment programs. Research and
development expenses were $15.6 million for fi€83, $14.6 million for fiscal 2002 and $14.6 naillifor fiscal 2001.

The Company’s research and development amilipt engineering activities are directed by indiindls with significant expertise and
industry experience. As of December 27, 2003, thm@any had 74 employees in research and developofemhich 62 worked on the
design and development of new interconnect andacbtéchnologies related to its core MicroSpringriconnect technology. Of these
employees, 54 are engineers and 29 have PhD ordgiek.

Sales and Marketing

FormFactor sells its products primarily thghua sales model that emphasizes the customealsctigt of ownership as it relates to test
costs. With this sales model, the Company strigetemonstrate how test costs can be reduced byadingithe customer’s test floor
environment, including testers and probers, utiizits product and comparing the overall cost sf te that of conventional wafer probe
cards.

The Company sells its products worldwide primattigough its direct sales force, a distributor amdependent sales representatives. /
December 27, 2003, FormFactor had 14 sales professi In North America, the Company sells its pieid through its direct sales force. In
Europe, the Company’s local sales team works widlependent sales representatives. In South Kdre&ampany sells its products through
its direct sales force, while in Taiwan, China &idgapore FormFactor sells through Spirox Corponatihe Company’s distributor in the
region. In Japan, effective April 1, 2002, the Camyp converted from a distributor arrangement tirectisales team that is based in Tokyo,
Japan.

The Company’s marketing staff, located indrimore, California and Tokyo, Japan, works closéth customers to understand their
businesses, anticipate trends and define produatsill provide significant technical and econoraitvantages to its customers.

FormFactor also utilizes a highly skilledrteaf field application engineers that support tlerany’s customers as they integrate its
products into their manufacturing processes. Thindbgs process, the Company develops a close uadeing of product and customer
requirements, accelerating its customers’ prodnationps. The Company plans to expand its custoupgrost by adding engineering
services. Management believes that this expandedte®ffering will enable the Comparsytustomers to more fully benefit from its prodt
and technology and create new business opportsifiitieFormFactor.

4
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Environmental Matters

FormFactor is subject to U.S. federal antestad foreign governmental laws and regulatioteding to the protection of the environment.
Management believes that the Company compliesaliittnaterial environmental laws and regulationg #pply to FormFactor. In late 2003
and early 2004 FormFactor received notices fromChlifornia Department of Toxic Substances Cordrad the Bay Area Air Quality
Management District regarding violations of certanvironmental regulations. FormFactor promptlyktappropriate steps to address all of
the violations noted, believes that all such violat were addressed, and sent correspondence agéineies confirming such corrective ste
In 2003, the Company resolved a Notice of Violatimm the Bay Area Air Quality Management Distiilcstough its corrective action and a
payment of $2,100. At the present time it is neaclwhether any monetary penalty will be imposethieyapplicable agencies for the
unresolved notices, and if so, the relative sigaifice of the penalty, or whether the Company magdpeired to take further action.

It is possible that in the future, the Comparay receive environmental violation notices, &t final resolution of the violations
identified by these notices could harm its operatesults. New laws and regulations, stricter esg@orent of existing laws and regulations,
discovery of previously unknown contamination @& @ompany’s or others’ sites or the imposition @fvrcleanup requirements could have a
negative effect on the Company’s operating results.

Competition

The highly competitive wafer probe card maikeecomprised of many domestic and foreign comgmrind has historically been
fragmented with many local suppliers servicing widiial customers. Current and potential competitothe wafer probe card market include
Advantest Corporation, AMST Co., Ltd., Cascade Miiech, Inc., ESJ Corporation, Feinmetall GmbH, ddpactronic Materials
Corporation, Kulicke and Soffa Industries, Inc. ckinics Japan Co., Ltd., MicroProbe, Inc., NanoNele., Phicom Corporation, SCS
Hightech, Inc., Tokyo Cathode Laboratory Co., ladd Wentworth Laboratories, Inc., among othergddition to the ability to address we
probe card performance issues, the primary conngefactors in the Company’s industry include pradguality and reliability, price, total
cost of ownership, lead times, the ability to pdevprompt and effective customer service, fieldiappons support and timeliness of
delivery.

Some of FormFactor’'s competitors are als@bens of other types of test equipment or othenisenductor equipment, or offer both
advanced wafer probe cards and needle probe @ardsnay have greater financial and other resouhegsthe Company does. Management
expects that the Company’s competitors will enhdahe& current wafer probe products and that thay mtroduce new products that will be
competitive with FormFactos’wafer probe cards. In addition, it is possibkg thew competitors, including test equipment maciufers, ma’
offer new technologies that reduce the value ofGbmpany’s wafer probe cards.

Additionally, semiconductor manufacturers nmraplement chip designs that include built-in gel§t capabilities or similar functions or
methodologies that increase test throughput antiredite some or all of the Company'’s current contipetadvantages. The Company’s
ability to compete favorably is also negatively aofed by low volume orders that do not meet itsgméminimum volume requirements, by
very short cycle time requirements that the Compamnot meet because of its design or manufactpriogesses, by long-standing
relationships between its competitors and certamisonductor manufacturers, and by semiconductoufiaaturer test strategies that include
low performance semiconductor testers.

Intellectual Property

FormFactor’s success depends in part up@bitidy to maintain and protect its proprietarghaology and to conduct the Company’s
business without infringing the proprietary righfsothers. The Company relies on a combinationadépts, trade secret laws, trademarks and
contractual restrictions on disclosure to proteiritellectual property rights.

5




Table of Contents

As of December 27, 2003, the Company hadid88d patents, of which 102 are United Statestm#ad 87 are foreign patents. The
expiration dates of these patents range from 20 2822. FormFactor’s issued patents cover the Coypaore interconnect technology, as
well as some of its inventions related to wafertygreards and testing, wafer-level packaging artdgeskets and assemblies and chips. In
addition, as of December 27, 2003, FormFactor H&dp&tent applications pending worldwide, includiid United States applications, 177
foreign national or regional stage applications 2@dPatent Cooperation Treaty applications. Managemoes not know whether the
Companys current patent applications, or any future paapplications that the Company may file, will reésola patent being issued with
scope of the claims FormFactor seeks, or at aljt@mther any patents that the Company may receiVbevchallenged or invalidated. Ever
additional patents are issued, FormFactor’s pataight not provide sufficiently broad coverage totpct its proprietary rights or to avoid a
third party claim against one or more of its praduar technologies.

FormFactor has both registered and unregidteademarks, including FormFactor, MicroSpring¢idForce, MicroLign, MOST, TRE
and the FormFactor logo.

FormFactor routinely requires its employeesstomers, suppliers and potential business partoernter into confidentiality and non-
disclosure agreements before the Company disctosbem any sensitive or proprietary informatiogameling its products, technology or
business plans. The Company requires employeessigrato it proprietary information, inventions asttier intellectual property they create,
modify or improve.

Legal protections afford only limited protiect for the Company’s proprietary rights. Despite Company’s efforts to protect its
proprietary rights, unauthorized parties may attetmgopy aspects of its products or to obtain aselinformation that the Company regards
as proprietary. Others might independently devsloplar or competing technologies or methods oigiearound the Company’s patents. In
addition, leading companies in the semiconductdustry have extensive patent portfolios and othillectual property with respect to
semiconductor technology. In the future, FormFantaht receive claims that it is infringing intedteial property rights of others or that its
patents or other intellectual property rights anealid. FormFactor has received in the past, angdmeeive in the future, communications
from third parties inquiring about our interestigensing certain of their intellectual propertyroore generally identifying intellectual
property that may be of interest to the Company.

FormFactor has invested significant time eegburces in its technology, and as a part ofrigoong efforts to protect the intellectual
property embodied in its proprietary technologyluding its MicroSpring interconnect technologye tompany will be required to enforce
its intellectual property rights against any ingring third parties. On February 24, 2004, the Camgdded in the Seoul Southern District
Court, located in Seoul, South Korea, two separamaplaints against Phicom Corporation, a Koreapa@tion, alleging infringement of a
total of four Korean patents issued to FormFa&nd, is seeking injunctive relief. Litigation may hecessary to defend against claims of
infringement or invalidity, to determine the vatidand scope of the Company’s proprietary rightthose of others, to enforce the Company’
intellectual property rights or to protect its teagkcrets. If FormFactor threatens or initiatégditon, the Company may be subject to claims
by third parties against which it must defend. lletgual property litigation, whether or not itnssolved in the Company’s favor, is expensive
and time-consuming and could divert managementemnaon from running FormFactor’s business. If afingement claim against the
Company resulted in a ruling adverse to it, Forndétacould be required to pay substantial damagessesthe use or sale of infringing
products, spend significant resources to developinfringing technology, discontinue the use oftairtechnology or obtain a license to the
technology. Management cannot predict whetherem$ie agreement would be available, or whetheretinestand conditions would be
acceptable to the Company. In addition, many ofricactor customer contracts contain provisionsriggire the Company to indemnify its
customers for third party intellectual propertyrinffement claims, which would increase the co$tdonFactor of an adverse ruling in such a
claim. An adverse determination could also preveatCompany from licensing its technologies andhmes to others.
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Employees

As of December 27, 2003, FormFactor had 8dldtine employees, including 74 in research andettpment, 45 in sales and marketing,
26 in general and administrative functions, and itS@perations. By region, 306 of the Company'’s kyges were in North America, 20 in
Japan, 11 in South Korea and 4 in Europe. No enagi®ware currently covered by a collective barggiaigreement. The Company believes
that its relations with its employees is good.

Executive Officers

The names of the Company’s executive officésir ages as of December 27, 2003 and theitiposiwith FormFactor are set forth
below.

Name Age Position

Dr. Igor Y. Khandros 49 President, Chief Executive Officer and Direc

Benjamin N. Eldridge 42 Senior Vice President of Development and Chief Tzl
Officer

Yoshikazu Hatsukano 64 Senior Vice President of Asiacific Operations and Presiden
FormFactor K.K,

Peter B. Mathew 41 Senior Vice President of Worldwide Sa

Stuart L. Merkadea 42 Senior Vice President, General Counsel and Segr

Jens Meyerhot 39 Senior Vice President of Operations and Chief FersdrOfficer

Michael M. Ludwig 42 Vice President of Finance, and Contro

Dr. Igor Y. Khandrogounded FormFactor in April 1993. Dr. Khandros basved as the CompaisyPresident and Chief Executive Offi
as well as a Director since April 1993. From 19890992, Dr. Khandros served as the Vice Presidebtwelopment of Tessera, Inc., a
provider of chip scale packaging technology thatéxdounded. From 1986 to 1990, he was employéldea¥ orktown Research Center of
IBM Corporation as a member of the technical staff a manager. From 1979 to 1985, Dr. Khandrosengdoyed at ABEX Corporation, a
casting foundry and composite parts producer,rasearch metallurgist and a manager, and he wasgineer from 1977 to 1978 at the
Institute of Casting Research in Kiev, Russia.Kdrandros holds a M.S. equivalent degree in megiltai engineering from Kiev Polytechr
Institute in Kiev, Russia, and a Ph.D. in metaljufigom Stevens Institute of Technology.

Benjamin N. Eldridgéas served as the Company’s Senior Vice Presidéwelopment and Chief Technical Officer since t8epber
2000. Mr. Eldridge also served as the Company'& Heesident of Development from June 1997 to Sdpe000, as our Director of
Development from June 1995 to June 1997 and ablanager of Development Engineering from Novemb&41® May 1995. From 1984
October 1994, he was employed at the TJ WatsonaRgs€enter of IBM Corporation, where he held vasiengineering positions in the
Physical Sciences and Computer Science departnMntg&ldridge holds a B.S. in electrical enginegrfrom Union College and a M.S. in
physics from Rensselaer Polytechnic Institute.

Yoshikazu Hatsukartas served as the Company’s Senior Vice Presidékgia-Pacific Operations since April 2001, andlzes President
of FormFactor K.K., a wholly owned subsidiary, grfidgecember 1998. From 1961 to October 1998, Mrsitkaino was employed by various
companies affiliated with Hitachi, Ltd., where heldhseveral management positions including theitkas of Hitachi Micro Systems, Inc.
from 1991 to October 1998 and the Vice General Manaf the Hitachi Semiconductor Design and Devalept Center from 1990 to 1991.
Mr. Hatsukano holds a B.S. in electronics from Kybhiversity in Kyoto, Japan.

Peter B. Mathewhas served as the Company’s Senior Vice Presidéffoddwide Sales since October 2003. Mr. Mathewived as the
Company’s Vice President of Worldwide Sales fronTiAp099 to September 2003, and as our DirectorfltMade Sales and Business
Development from March 1997 to April
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1999. From May 1992 to March 1997, Mr. Mathews wamployed at MicroModule Systems, a manufacturenoitichip modules and
interconnect test products, where he most recéwelly the position of Director of Marketing and Baess Development. From 1989 to May
1992, he served as the U.S. Sales Manager fordlhafced Packaging Systems Division of Raychem Catjpm, a component manufacturer
for electronic and energy applications that wasiaed by Tyco Electronics Ltd. Mr. Mathews holdB.&. in chemical engineering from
Cornell University.

Stuart L. Merkadeahas served as a Senior Vice President since Oc2fl@d and as the Company’s General Counsel an@t@ecsince
October 2002. Mr. Merkadeau served as one of threpg@aay’s Vice Presidents from October 2002 to Sep&rd003, and as the Company’s
Vice President of Intellectual Property from JuBOP to October 2002. From 1990 to July 2000, MrriMdeau practiced law as an associate
and then a partner with Graham & James LLP, whergpecialized in licensing and strategic counsetirigtellectual property matters.

Mr. Merkadeau is admitted to practice in Califoraizd registered to practice before the U.S. PateahfTrademark Office. Mr. Merkadeau
holds a B.S. in industrial engineering from Nortlsteen University and a J.D. from the UniversityGa#lifornia at Los Angeles.

Jens Meyerhoffhas served as the Company’s Senior Vice Presidédperations since January 2003 and as the Comp&iyief
Financial Officer since August 2000. He served &gaior Vice President from August 2000 to Jan28§3, and as the CompasySecretar
from April 2002 to October 2002. From March 1998\agust 2000, Mr. Meyerhoff served as the Chiefaficial Officer and the Senior Vice
President, Materials at Siliconix Incorporated, anofacturer of power and analog semiconductor prtsdérom 1991 to February 1998,
Mr. Meyerhoff was employed in various corporatetealter and financial positions with the North Arreamn subsidiaries as well as the
German headquarters of Daimler-Benz AG. Mr. Mey#rholds a German Wirtschaftsinformatiker degrehick is the equivalent of a
finance and information technology degree, fromnillar-Benz’s Executive Training program.

Michael M. Ludwighas served as the Company’s Vice President of E@madontroller and Chief Accounting Officer sinced@mber
2003. From March 2001 to November 2003, Mr. Ludségved as Vice President of Human Resources armah&énand Controller. From
January 1999 to March 2001, Mr. Ludwig was emplogeBlo TouchSystems, Inc., a touch screen manufagtcompany, where he most
recently served as the Vice President, System$andces Group. From 1989 to January 1999, Mr. ligdwas employed by Beckman
Coulter, Inc., a medical diagnostics and life scenequipment manufacturer, and various of itsidigvges, holding positions including
Finance Director, Clinical Chemistry Division; Dater, Strategic Planning and Finance; and Conirdifie. Ludwig holds a B.S. in business
administration from California State Polytechnicit#rsity at Pomona.

Available Information

FormFactor’s Internet website is locatedtgi:Hwww.formfactor.com. Please note that inforimaton the Company’s website is not
incorporated by reference in this Form 10-K. ForgtBamakes available free of charge on its webtstannual report on Form 10-K,
quarterly reports on Form 10-Q, current report$-orm 8-K and amendments to those reports filediari$hed pursuant to Section 13(a) or
15(d) of the Exchange Act, as soon as reasonahbtipable after the Company electronically fileshsmaterial with, or furnishes it to, the
Securities and Exchange Commission.

The public may also read and copy any masettiet FormFactor files with the SEC at the SERUblic Reference Room at 450 Fifth
Street, N.W., Washington, D.C. 20549. The publiymltain information on the operation of the Pulitieference Room by calling the SEC
at 1-800-SEC-0330. The SEC also maintains an latevebsite that contains reports, proxy and infaimmestatements and other information
regarding issuers, such as FormFactor, that fdetednically with the SEC. The SEC's Internet webss located at http://www.sec.gov.
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Item 2:  Properties

FormFactor’s corporate headquarters is lacetéivermore, California and includes administrat manufacturing, engineering, and
research and development facilities. The Compaasele its corporate headquarters. In addition, FactoF also leases office, repair and
service, and/or research and development spaceatitenally. Management plans to move FormFactopsrations to a new facility in
Livermore, California in 2004. The new facility,rcently under construction, will be comprised afeanpus of three buildings totaling
approximately 119,000 square feet. The Companyepthsleases these three buildings. The leasesesapiarious times through 2012. We
believe that our existing and planned facilities switable for our current needs.

Information concerning FormFactor’s principabperties as of December 27, 2003 is set forkbmbe

Square
Location Principal Use Footage Ownership
Livermore, CA Corporate headquarters, product design, manufagiuengineering, 266,59 Lease!
distribution, research and developm
Munich, Germany Sales office 162 Lease!
Dresden, German Service and repair cent 75& Lease!
Tokyo, Japan Sales office, marketing, research and developnpeotiuct design 8,891 Lease!
and field service
Seoul, Koret Sales office, product design, field service, senaad repair centt 2,95: Lease!

ltem 3:  Legal Proceeding:

From time to time, the Company may be sulifettgal proceedings and claims in the ordinawyrse of business. As of the date of this
Form 10-K, the Company was not involved in any matéegal proceedings, other than as set fortiowel

On February 24, 2004, the Company filed s $®oul Southern District Court, located in SeBoljth Korea, two separate complaints
against Phicom Corporation, a Korean corporatibegimg infringement of a total of four Korean pate issued to FormFactor. One
Complaint alleges that Phicom is infringing Formiea’s Korean Patent Nos. 252,457, entitlédiethod of Fabricating Interconnections Us
Cantilever Elements and Sacrificial Substratesd’ 324,064, entitled “Contact Tip Structures for Miglectronic Interconnection Elements
and Methods of Making Same.” The other Complaileigas Phicom is infringing FormFactor’'s Korean Raidos. 278,342, entitledvtethod
of Altering the Orientation of Probe Elements iRr@be Card Assembly,” and 399,210, entitled “Probed Assembly.” Both of the
Complaints seek injunctive relief. The court acti@ne a part of FormFactor’s ongoing efforts tagubthe intellectual property embodied in
its proprietary technology, including its MicroSpgiinterconnect technology. FormFactor could imoaterial expenses in these litigations.

ltem 4.  Submission of Matters to a Vote of Security Hold¢

None.
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PART II
ltem 5:  Market for Registran'’s Common Equity and Related Stockholder Matt
Price Range of Common Stock

The Common Stock of FormFactor has beerdlistethe Nasdaqg National Market under the symb@RM” since June 12, 2003. Prior
this time, there was no public market for FormFdst@ommon Stock. The following table sets fortk thnge of high and low sales prices
per share as reported on the Nasdaq National Méoké#te periods indicated.

Fiscal Year 2003 High Low
Second Quarter (from June 12, 20 $21.0C $16.21
Third Quartel 23.07 17.0C
Fourth Quarte 27.6¢ 17.5¢

The closing sales price of FormFactor's ComrStock on the Nasdaq National Market was $18.9&Ipare on March 19, 2004. As of
March 19, 2004, there were approximately 258 regest holders of record of the Company’s Commonkstoc

Dividend Policy

FormFactor has never declared or paid castatids on its capital stock. FormFactor curreaf{pects to retain all available funds and
any future earnings for use in the operation aneldpment of its business. Accordingly, FormFactoes not anticipate declaring or paying
cash dividends on its Common Stock in the forededakture.

Unregistered Sales of Securities

In November 2003 and December 2003, FormF#sdaed 45,338 shares of common stock to two campawhich held warrants of the
Company, pursuant to cashless net exercises efah@nts by such companies. The sales and thenisssi@f such securities were determi
to be exempt from registration under Section 4(2he Securities Act or Regulation D thereundetrassactions by an issuer not involving a
public offering.

Use of Initial Public Offering Proceeds

The Securities and Exchange Commission dettlaormFactor’s first registration statement, whidiled on Form S-1 (Registration
No. 333-86738) under the Securities Act of 1933 in conieactvith the initial public offering of its commastock, effective on June 11, 2003.
Through this registration statement, FormFactoisteged 6,505,305 shares on its behalf and 39468Ees on behalf of certain stockholders
of FormFactor. All of the shares of FormFactor'sneoon stock that it registered were sold for an eggte public offering price of
$96.6 million. The net proceeds to the Companyr gféging underwriting discounts and commissions @fifeting costs was approximately
$82.0 million. In addition, the selling stockholdgraid approximately $2.7 million to FormFactomfrtheir net proceeds in the offering to
repay loans from FormFactor. As of December 273208 Company invested the net proceeds of tlezinff in short-term and long-term
investment-grade, interest bearing instruments.
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Item 6:  Selected Financial Dat:

The following selected consolidated finandata are derived from FormFactor’s consolidatedrftial statements. This data should be
read in conjunction with FormFactor’s consolidatiédncial statements and the related notes, aeth“[t: Management’s Discussion and
Analysis of Financial Condition and Results of Ggiems.”

Fiscal Year Ended

Dec. 25, Dec. 30, Dec. 29, Dec. 28, Dec. 27,
1999 2000 2001 2002 2003

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

Revenue: $ 35,72: $ 56,40¢ $ 73,43 $ 78,68¢ $ 98,30:
Cost of revenue 20,42( 28,24: 38,38¢ 39,45¢ 49,92¢
Gross margir 15,30: 28,16: 35,04¢ 39,22¢ 48,37:
Operating expenst
Research and developm 9,46¢ 11,99t 14,61¢ 14,59: 15,56¢
Selling, general and administrati 11,02( 15,43 18,50( 17,00¢ 19,04
Stoclk-based compensatic 341 25¢ 46¢ 1,03¢ 1,48¢
Restructuring charge — — 1,38(C — —
Total operating expens 20,827 27,68t¢ 34,96¢ 32,63¢ 36,09"
Operating income (los! (5,52%) 47¢ 80 6,592 12,27¢
Interest and other income (expense), (119 1,71¢ A77 642 1,56¢€
Income (loss) before income tax (5,649 2,19¢ 557 7,23¢ 13,84:
Benefit (provision) for income taxt — (11%) (307) 3,12¢ (5,289
Net income (loss $ (5,644 $ 2,07¢ $ 25C $ 10,35¢ $ 8,55¢
L] I I I L]
Net income (loss) per shal
Basic $ (2.1¢) $ 0.61 $ 0.0¢€ $ 2.3¢ $ 041
Diluted $ (2.1¢) $ 0.0¢ $ 0.01 $ 0.3t $ 0.2t
Weighted-average number of shares used in per sha
calculation
Basic 2,60¢ 3,40¢ 4,02¢ 4,44¢ 21,04°
Diluted 2,60¢ 26,82 28,65¢ 29,55¢ 34,16
Consolidated Balance Sheet Data:
Cash, cash equivalents, restricted cash and mat&eta
securities $ 19,24¢ $ 16,89° $ 27,57¢ $ 37,17¢ $181,82(
Working capital 17,69 23,39: 31,07 40,53¢ 190,58:
Total asset 38,33: 47,49¢ 62,26¢ 77,51¢ 236,11:
Long-term debt, less current porti 2,18: 521 1,167 62& —
Redeemable convertible preferred stock and war 47,91 55,12¢ 65,20: 65,20: —
Deferred stock based compensation, (184 (189 (4,077 (12,299 (11,249
Total stockholdel' equity (deficit) (21,28¢) (18,58¢) (17,587 (5,037 213,94
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ltem 7:  Managemen's Discussion and Analysis of Financial Condition driResults of Operation

The following discussion and analysis of our finahcondition and results of operations should kad in conjunction with our
consolidated financial statements and the relate@s included elsewhere in this Annual Report omb0-K. In addition to historical
consolidated financial information, the followingsdussion and analysis contains forward-lookingestgents that involve risks, uncertainties
and assumptions as described under the “Note Reéggueorward-Looking Statements” that appears earirethis Form 10-K. Our actual
results could differ materially from those anticipd by these forwartboking statements as a result of many factorduiing those discuss
under “Trends, Risks and Uncertainties” and elserehia this Form 10-K.

Overview

We design, develop, manufacture, sell angatiprecision, high performance advanced semicciodwvafer probe cards. At the core of
our product offering is our proprietary MicroSpriimgerconnect technology. Our MicroSpring interceaintechnology includes a resilient
contact element manufactured at our productiodifiasi in Livermore, California. To date, we haveridged our revenues primarily from the
sale of wafer probe cards incorporating our Micni@pinterconnect technology.

We operate in a single industry segmentfferdesign, development, manufacture, sale and sugforecision, high performance
advanced semiconductor wafer probe cards.

We were formed in 1993 and in 1995 introdusedfirst commercial product. During 1996, we attuced the industry’s first memory
wafer probe card capable of testing up to 32 devie@arallel. Our revenues increased from $1.1ianiin fiscal 1995 to $98.3 million in
fiscal 2003.

We work closely with our customers to desigyelop and manufacture custom wafer probe c&atsh wafer probe card is a custom
product that is specific to the chip and wafer gesiof the customer. As a result, our revenue drasvtiriven by the number of new
semiconductor designs, technology transitions antkased semiconductor production volumes.

While the majority of our sales are diredtysemiconductor manufacturers, we also have sgnif sales to our distributor in Taiwan.
Sales to our distributor were 13.4% of revenudssital 2003. Sales to our distributors were 22.6%gwenues in fiscal 2002 and 32.9% of
revenues in fiscal 2001. We sold our products padao a distributor until March 31, 2002, whenlegan to sell directly in Japan. Currer
we have one distributor, Spirox Corporation, whielves Taiwan, Singapore and China. We also havaliitity to sell our products directly
to customers in that region.

Because our products serve the highly cylciemiconductor industry, our business is subjgcemand fluctuations that have resulted in
significant variations of revenues, expenses asdlt®of operations in the periods presented. Eaizins are likely to continue in future
periods. Due to a high concentration of large aust® in the semiconductor industry, we believe $ladds to a limited number of customers
will continue to account for a substantial parbaf business. We generally have limited backlogtaedefore we rely upon orders that are
booked and shipped in the same quarter for a nyjofriour revenues.

Fiscal YearOur fiscal year ends on the last Saturday in Deegnithe fiscal years ended December 27, 2003, Deeef8, 2002 and
December 29, 2001 had 52 weeks each.

RevenuesNe derive our revenues from product sales, licamskedevelopment fees and royalties. To date, watdye card sales have
comprised substantially all of our revenues. Wafebe card sales accounted for 99.8% of our revemufiscal 2003, 99.9% of our revenues
in fiscal 2002 and 99.2% of our revenues in fiss#)1. Revenues from license and development fesbsognalties have historically not been
significant. Increases in revenues have resulteu fncreased demand for our existing productsirttieduction of new, more complex
products and the penetration of new markets. Resfrom our customers are subject to both quargertiyannual fluctuations due to design
cycles, technology adoption rates and cyclicalftthe different end markets into which our custosheroducts are sold. We expect that
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revenues from the sale of wafer probe cards wiltiooie to account for substantially all of our reues for the foreseeable future.

Cost of Revenue€ost of revenues consists primarily of manufactrmaterials, payroll and manufacturing-related bead. Our
manufacturing operations rely upon a limited numdfesuppliers to provide key components and mdgefoa our products, some of which
are sole source. We order materials and suppligsdban backlog and forecasted customer ordersinfoahd setup costs related to changing
manufacturing lots at our suppliers are also inetlioh the cost of revenues. We expense all wareodts and inventory reserves or wités
as cost of revenues.

We design, manufacture and sell a fully cospsoduct into a market that has been subjectd¢boality and significant demand
fluctuations. Wafer probe cards are complex pragumistom to every specific chip design and haveetdelivered on lead-times shorter than
most manufacturers’ cycle times. It is thereformomon to start production and to acquire productiaterials ahead of the receipt of an
actual purchase order. Wafer probe cards are metounéal in low volumes, therefore, material purckam® often subject to minimum
purchase order quantities in excess of our actralathd. Inventory valuation adjustments for thestofa are considered a normal component
of cost of revenues.

Research and DevelopmeResearch and development expenses include expefsiesi to product development, engineering and
material costs. All research and development argtexpensed as incurred. We plan to invest afgignt amount in research and
development activities to develop new technolofpesurrent and new markets and new applicatiorthérfuture. We expect research and
development expenses to increase in absolute goliat to decline as a percentage of revenues.

Selling, General and AdministrativBelling, general and administrative expenses irckxpenses related to sales, marketing and
administrative personnel, internal and outsidessapresentatives’ commissions, market researclt@amsllting, and other marketing and
sales activities. We expect that selling expensisnerease as revenues increase, and we expactigmeral and administrative expenses will
increase in absolute dollars to support future af@ns, as well as from the additional costs ohgei publicly traded company. As revenues
increase, we expect selling, general and admitigtraxpenses to decline as a percentage of resenue

Stock-Based Compensatidn.connection with the grant of stock options topbmgees in fiscal 2001, fiscal 2002, and in fis2a03
through our initial public offering in June 2003¢wecorded an aggregate of $14.3 million in defesteck-based compensation. These
options are considered compensatory because theafae of our stock determined for financial repuay purposes is greater than the fair
value determined on the date of the grant. As afdb@er 27, 2003, we had an aggregate of $11.2omiilf deferred stock-based
compensation remaining to be amortized. This defestock-based compensation balance will be anedris follows: $2.4 million during
fiscal 2004; $4.0 million during fiscal 2005; $3rllion during fiscal 2006; and $1.1 million duririgcal 2007. We are amortizing the
deferred stock-based compensation on a straightblasis over the vesting period of the relatedagtiwhich is generally four years. For
options granted to employees to date, the amoustbckbased compensation amortization to be recognizédune periods could decreas
options for which deferred but unvested compensdtias been recorded are forfeited.

Provision for Income Taxefs of December 27, 2003, we had state net operkisgycarryforwards of approximately $825,000. $tae
net operating loss carryforwards will expire atiwas dates from 2006 through 2013. We also hadireBeand development tax credit
carryforwards of approximately $108,000 and $1,006 for federal and state income tax purposesentisly. The federal research and
development tax credit carryforward will expirevatious dates from 2021 through 2023. The statareh credit can be carried forward
indefinitely.

Under the Internal Revenue Code, as amersshebisimilar state provisions, certain substantiaihges in our ownership could result in an
annual limitation on the amount of net operatingsland credit carryforwards that can be utilizeflifore years to offset future taxable
income. Annual limitations may result in the expiza of net operating loss and credit carryforwardfore they are used.
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In the third quarter of fiscal 2002, we raled our valuation allowance recorded against of@rl tax assets because we believe that it i
more likely than not that our deferred tax assélisbe realized.

Use of Estimate©ur discussion and analysis of our financial cdoditind results of operations are based upon msatiolated financial
statements, which have been prepared in accordeititaccounting principles generally accepted i thnited States of America. The
preparation of these financial statements requise® make estimates and judgments that affecet@rted amount of assets, liabilities,
revenues and expenses, and related disclosuratifigent assets and liabilities. On an on-goingshage evaluate our estimates, including
those related to uncollectible receivables, invaas investments, intangible assets, income tdiescing operations, warranty obligations,
excess component and order cancellation costsycéisting, and contingencies and litigation. Weebasr estimates on historical experience
and on various other assumptions that are beligved reasonable under the circumstances, theasegwhich form the basis for making
judgments about the carrying values of assetsiahilities that are not readily apparent from otkeurces. For excess component costs
estimates are dependent on our expected use otengbonents and the size of the minimum order dyanmposed by the vendor in relation
to our inventory requirements. Because this cap waeach situation, actual results may differ friirase estimates under different
assumptions or conditions.

Critical Accounting Policies and Estimates

The preparation of financial statements atated disclosures in conformity with accountingnpiples generally accepted in the United
States of America requires us to make judgmenssimagtions and estimates that affect the amountstexh Note 2 of Notes to Consolidated
Financial Statements describes the significant@utiog policies used in the preparation of our odidated financial statements. Certain of
these significant accounting policies are considi¢oebe critical accounting policies, as definetbhe

A critical accounting policy is defined apalicy that is both material to the presentatiomarf consolidated financial statements and
requires management to apply judgments that ccaNeé b material effect on our financial conditionl aesults of operations.

Estimates and assumptions about future ewentsheir effects cannot be determined with cetyal/e base our estimates on historical
experience and on various other assumptions belitevbe applicable and reasonable under the cirzumoss. These estimates may change a:
new events occur, as additional information is ioletd and as our operating environment changes eltlenges have historically been minor
and have been included in the consolidated finhstaéements as soon as they became known. In@udite are periodically faced with
uncertainties, the outcomes of which are not within control and will not be known for prolongedipds of time. These uncertainties are
discussed in the section below entitled “TrendskRand Uncertainties.” Based on a critical assessof our accounting policies and the
underlying judgments and uncertainties affectirggapplication of those policies, we believe that@nsolidated financial statements are
fairly stated in accordance with accounting pritespgenerally accepted in the United States of Agagand provide a meaningful
presentation of our financial condition and resafteperations.

We believe that the following are criticataanting policies:

Revenue RecognitioWe recognize revenue in accordance with SecuatiesExchange Commission Staff Accounting Bulletm 104,
“Revenue Recognition in Financial Statements,” Wwhiapersedes SAB 101. SAB 104 requires that fosiclzaiteria must be met before
revenue can be recognized: (1) persuasive evidefrme arrangement exists; (2) delivery has occuoregkrvices have been rendered; (3) the
fee is fixed or determinable; and (4) collectilyilis reasonably assured. Determination of crité&t)eand (4) are based on management’s
judgments regarding the fixed nature of the feegdd for services rendered and products delivenddlze collectibility of those fees. Shot
changes in conditions cause management to detethese criteria are not met for certain future geations, revenue recognized for any
reporting period could be adversely affected.
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Revenues from product sales to customers the distributors are recognized upon shipmedtraserves are provided for estimated
allowances. We defer recognition of revenues oessi@l distributors until the distributor confirms arder from its customer. Revenues from
licensing of our desigh and manufacturing techngleghich have been insignificant to date, are reied over the term of the license
agreement or when the significant contractual @lilims have been fulfilled.

Warranty ReservalVe provide for the estimated cost of product waiesrat the time revenue is recognized. While wgagp in extensiy
product quality programs and processes, includatiyely monitoring and evaluating the quality ofr@momponent suppliers, our warranty
obligation is affected by product failure ratesten@l usage and service delivery costs incurrezbimecting a product failure. We
continuously monitor product returns for warrantylanaintain a reserve for the related expensesihgs®n our historical experience and .
specifically identified field failures. As we selew products to our customers, we must exercissiderable judgment in estimating the
expected failure rates. This estimating processis®d on historical experience of similar prodastsvell as various other assumptions the
believe to be reasonable under the circumstantesil@actual product failure rates, material usagservice delivery costs differ from our
estimates, revisions to the estimated warrantyliiglvould be required.

From time to time, we may be subject to addél costs related to warranty claims from ourteoeers. If and when this occurs, we
generally make significant judgments and estimatestablishing the related warranty liability. $tEstimating process is based on historical
experience, communication with our customers, aribus assumptions that we believe to be reasonaldler the circumstances. This
additional warranty would be recorded in the deteation of net income in the period in which thelgidnal cost was identified.

Inventory Reservéle state our inventories at the lower of cost, cot@g on a first in, first out basis, or market. Y¥eord inventory
reserve for estimated obsolescence or unmarketal@atories equal to the difference between thé @bventories and the estimated ma
value based upon assumptions about future demahtharket conditions. If actual market conditions ass favorable than those projected
by management, additional inventory reserve marehaired.

Impairment of Long-Lived Assets and Long-Lived &dgebe Disposed dfVe account for the impairment of long-lived assets
accordance with Statement of Financial Accountitepm&ard, or SFAS, No. 144, “Accounting for the linpeent or Disposal of Long-Lived
Assets”. We evaluate the carrying value of our Hingd assets whenever certain events or changesciimstances indicate that the carrying
amount of these assets may not be recoverable.eévectts or circumstances include, but are notdichib, a prolonged industry downturn, a
significant decline in our market value or sigriiint reductions in projected future cash flows.

Significant judgments and assumptions are requirdide forecast of future operating results usetthépreparation of the estimated fut
cash flows, including profit margins, long-termédoasts of the amounts and timing of overall magkewth and our percentage of that
market, groupings of assets, discount rates andrat growth rates. In addition, significant esttemand assumptions are required in the
determination of the fair value of our tangibledelived assets, including replacement cost, econambsolescence, and the value that could
be realized in orderly liquidation. Changes in thestimates could have a material adverse effetttamassessment of our long-lived assets,
thereby requiring us to write down the assets. i@tilong-lived assets as of December 27, 2003 aw@imber 28, 2002, included property
and equipment of $20.5 million and $16.5 millioespectively.

Accounting for Income Taxedéle account for income taxes under the provisiorS8FAS No. 109, “Accounting for Income Taxebliider
this method, we determine deferred tax assetsiabitities based upon the difference between tharfcial statement and tax bases of assets
and liabilities using enacted tax rates in effectthe year in which the differences are expeateaffect taxable income. The tax conseque
of most events recognized in the current yeararfaial statements are included in determining inetemes currently payable. However,
because tax laws and financial accounting stand#iffés in their recognition and measurement oessdliabilities, equity, revenue, expens
gains and losses, differences arise between thargmbtaxable income and pretax financial incowresf year and between the tax bases of
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assets or liabilities and their reported amounthénfinancial statements. Because it is assunadhk reported amounts of assets and
liabilities will be recovered and settled, respesly, a difference between the tax basis of antassz liability and its reported amount in the
balance sheet will result in a taxable or a detieetimount in some future years when the relagdililies are settled or the reported amounts
of the assets are recovered, hence giving riseltdeared tax asset. We must then assess théhbikelithat our deferred tax assets will be
recovered from future taxable income and to therexive believe that recovery is not likely, we mestiablish a valuation allowance.

As part of the process of preparing our cbdated financial statements, we are required tonede our income taxes. This process
involves estimating our actual current tax exposagether with assessing temporary differencesrttet result in deferred tax assets.
Management judgment is required in determining\aalyation allowance recorded against our net defetax assets. Any such valuation
allowance would be based on our estimates of texabbme and the period over which our deferredatsets would be recoverable. While
management has considered future taxable incomeragaing prudent and feasible tax planning strategi assessing the need for the
valuation allowance, if we were to determine thatrecrease in our valuation allowance in the fuigreecessary, an adjustment to the
deferred tax asset would result in additional inedax expense in such period.

As of December 29, 2001, we had recordedl adluation allowance of $9.1 million against aleferred tax assets, due to uncertainties
related to our ability to utilize our deferred t@ssets, primarily consisting of certain net oparpldosses carried forward, before they expire
fiscal 2002, we released our valuation allowanambsee, based upon our recurring level of profitigbive believe that it is more likely than
not that we will be able to utilize our deferred tssets before they expire. In fiscal 2003, gimenincreasing levels of profitability, we
continue to believe that it is more likely than tiwat we will be able to utilize our deferred tasats before they expire.

Results of Operations

The following table presents our historicaboating results for the periods indicated as agregage of revenues:

Fiscal Year Ended

Dec. 29, Dec. 28, Dec. 27,
2001 2002 2003

Revenue: 100.(% 100.(% 100.(%
Cost of revenue 52.2 50.1 50.¢
Gross margir 47.7 49.¢ 49.2

Operating expense

Research and developm 19.€ 18.€ 15.¢
Selling, general and administrati 25.2 21.¢ 19.4
Stoclk-based compensatic 0.€ 1.3 1.8
Restructuring charge 1.6 — —
Total operating expens: 47.€ 41.5 36.7
Operating incom: 0.1 8.4 12.t
Interest and other income, r 0.€ 0.8 1€
Income before income tax 0.7 9.2 14.1
Benefit (provision) for income taxt (0.4 4.0 (5.9

Net income 0.2% 13.2% 8.7%
| | |
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Fiscal Years Ended December 27, 2003 and DecemBeR02

Revenueskevenues for fiscal 2003 were $98.3 million comgdawith $78.7 million, an increase of $19.6 milliar,24.9%. The
$19.6 million increase was due primarily to an @age of $5.5 million in revenues from DRAM manufizets, an increase of $8.9 million
from manufacturers of flash memory devices, anease of $5.1 million in revenues from a manufactafehipsets and an increase of
$200,000 in other revenues.

The majority of revenues for fiscal 2003 wgemerated by sales of wafer probe cards to manuéas of DRAM devices. Sales of wafer
probe cards to test DRAM devices accounted for36dllion, or 61.3% of revenues for fiscal 2003 quared to $54.8 million, or 69.6% of
revenues, for fiscal 2002. The increase in revefroes DRAM manufacturers was driven primarily by iaoreased demand from the
continued transitioning of DRAM manufacturers tgher device density, new advanced technology nade&)0 mm wafer size and new
architectures, like DDR II.

Continued business momentum, increased dasidrtustomer wins at manufacturers of flash merdewyces increased our revenues in
the market segment for fiscal 2003 compared t@fig002. Revenues generated from sales to flashonyedevice manufacturers for fiscal
2003 were $18.1 million compared with $9.2 milli@n fiscal 2002, an increase of 97%.

Revenues from manufacturers of microproceasdrother flip chip devices increased to $18.8ionilfor fiscal 2003 from $13.7 million
for fiscal 2002. Revenues for fiscal 2003 benefftedh new product introductions, such as ourlpch MicroSpring contact technology
and MicroForce probing technology solutions fop fihip logic applications introduced in the secgndrter of 2003 with production
shipments occurring in the third quarter of 2008e Bignificant customer concentration for thesalpets will continue to drive quarter to
quarter cyclicality from these tooling cycles.

Revenues by geographic region for fiscal 2802 percentage of revenues were 50.1% in Northridm 10.3% in Europe, 20.1% in
Japan and 19.5% in Asia Pacific. Revenues by gebaraegion for fiscal 2002 as a percentage ofmeaes were 55.6% in North America,
15.5% in Europe, 21.8% in Asia Pacific and 7.1%apan. The increase in the percentage of revenulegpan was primarily due to increased
sales to a manufacturer of DRAM devices.

The following customers accounted for moentth0% of our revenues for fiscal 2003 or fiscd)20

Fiscal 2003 Fiscal 2002
Intel Corporatior 30.1% 26.%
Spirox Corporatior 13.2% 20.9%
Elpida 12.0% *
Infineon Technologies A( 10.2% 20.1%

* Less than 10% of revenue

Gross Margin.Gross margin as a percentage of revenues was 46rd¥cal 2003 compared with 49.9% for fiscal 200Re decrease in
gross margin percentage was primarily due to irsgrédixed costs and a change in product mix. Wieeasad our manufacturing fixed costs
in response to a continued positive demand fopooducts and continued design wins. This investim@irharily in headcount, has been
essential to convert our operations to a 7 dajnd@# manufacturing shift structure, which begathim second quarter of 2003 and completed
in the third quarter of 2003. This structure furthrereased our capacity and supports the firgissite establishing the required staffing levels
to transfer our manufacturing processes into our m@duction facility in 2004.

Gross margin performance will be impacte@@04 as we begin to incur non-recurring expendagetto the bring-up of our new
production facility, as well as we invest in funtfiapacity increases in our existing productioa.sit
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Research and DevelopmeResearch and development expenses increased riilkon, or 15.8% of revenues, for fiscal 2003
compared to $14.6 million, or 18.6% of revenuesfiiral 2002. The increase in absolute dollaraénly due to increased personnel costs
associated with an increase of product developmaetntities in fiscal 2003. During fiscal 2003, wentinued our development of next
generation parallelism product, fine pitch memany &gic products, advanced MicroSpring intercomtechnology and higher speed wafer
probe. We introduced our new S200 technology, wiiehhigh parallelism, high frequency probe candftilly tested memory die, and also
our new wafer-level burn-in technology for certBiRAM device applications.

Selling, General and AdministrativBelling, general and administrative expenses wgge0$million for fiscal 2003, or 19.4% of revenu
compared to $17.0 million, or 21.6% of revenuesfigzal 2002. The increase in absolute dollars mamly due to increased personnel cc
higher sales and marketing spending, in line wighér revenues and new product introductions, astsassociated with being a public
company.

Interest and Other Income (Expense), Merest and other income (expense), net was $illibmfor fiscal 2003 compared with
$642,000 for fiscal 2002. We generated greateréstencome in 2003 resulting from a larger casBhaequivalents and marketable securities
balance throughout the second half of fiscal 2608 eesult of our initial public offering in Juné2003 and our follow-on offering in
November of 2003. In addition, the increased bissirie Japan combined with the weaker dollar geedrfaireign currency gains of $758,C
in fiscal 2003 compared to foreign currency gaih$22,000 in fiscal 2002.

Benefit (Provision) for Income Taxd&ovision for income taxes was $5.3 million forcs2003 compared to a benefit of $3.1 million for
fiscal 2002. The $3.1 million benefit for fiscal@resulted from the release of the valuation adiloge against our deferred tax assets in the
amount of $5.9 million. The effective tax rate fizcal 2003 was 38%. Our future effective incomertte depends on various factors, suc
pending tax law changes including but not limitedte tax benefit from export sales and researdhdanelopment credits and the geogra)
composition of our pre-tax income.

Fiscal Years Ended December 28, 2002 and DecemBe201

Revenueskevenues were $78.7 million for fiscal 2002 comgawéth $73.4 million for fiscal 2001, an increase’/a@2%. The $5.3 million
increase was due primarily to an increase of $3llfomin revenues from manufacturers of flash meyndevices and an increase of
$3.5 million in revenues from a manufacturer ofpsleits, offset in part by a reduction of $1.6 miilia revenues from DRAM manufacturers.

In fiscal 2001, we introduced our wafer praleds to manufacturers of flash memory devices.désign wins and penetration at these
customers, combined with increased demand for ditaste devices, generated the increased flash med®swice related revenues in fiscal
2002.

The industry trend of faster and smaller desiresulting in increased power handling requirdmias caused large scale integrated logic
devices to migrate from wirebond-based packagentdolgies to flip chip packaging. Our capabilitiedlip chip microprocessor wafer probe
cards enabled us to qualify and sell our wafer @rcdrds for chipset device probing applicationshsas memory controller integrated
circuits, in fiscal 2002. We generated minimal rave from sales to chipset device manufacturersaalf2001.

Consistent with fiscal 2001, the majorityfistal 2002 revenues were generated by sales @rywabbe cards to manufacturers of DRAM
devices. The decrease in revenues from DRAM matwies in fiscal 2002 was due primarily to redudedign activity and weaker bit
growth. In addition, sales of Rambus DRAM, or RDRAN&fer probe cards declined in fiscal 2002 comgpaoeiscal 2001. During the first
two quarters of fiscal 2001, parts of the semicatoluindustry adopted RDRAM architecture-based mgmdevices for higher speed
applications. This adoption drove increased deaivity and demand for wafer probe cards. Durlmg$econd half of fiscal 2001, demand
for Rambus-based chipsets and RDRAM devices demtleasrend that persisted through fiscal 2002s Tégulted in declining overall sales
due to a significant decline in demand for RDRAMfevgrobe cards. For fiscal 2002, our sales of RIMR#&afer probe cards decreased by
$8.7 million compared to fiscal 2001 while sale®tifer DRAM wafer probe cards increased by $7.lionil The increase in our other
DRAM wafer probe card revenues was primarily treuteof increased
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sales of our DRAM large area array wafer probesart the industry’s conversion to DDR based DRAMicks in the second half of fiscal
2002.

Revenues by geographic region for fiscal 2802 percentage of total revenues were 55.6% ithManerica, 15.5% in Europe, 21.8% in
Asia Pacific and 7.1% in Japan. Revenues by gebgralregion for fiscal 2001 as a percentage @ fltavenues were 52.7% in North
America, 13.8% in Europe, 26.6% in Asia Pacific &@P6 in Japan. The increase in the percentagevehues in North America was due
primarily to increased sales to a manufacturefastf memory and chipset devices. The decreasademage of revenues in Asia Pacific was
due primarily to decreased sales to our distribafddRAM wafer probe cards.

The following customers accounted for 10%narre of our revenues in fiscal 2001 or fiscal 2002;

Fiscal 2001 Fiscal 2002
Intel Corporatior 12.0% 26.9%
Spirox Corporatior 26.4 20.¢
Infineon Technologies A( 16.1 20.1
Samsung Electronics Industries Co., 20.2 *

* Less than 10% of revenu

The increase in revenues from certain ofdtoesstomers for fiscal 2002 resulted from increasdds of microprocessor and flash memory
wafer probe cards to one of these customers amedsed sales of large area array DRAM devicesdthanone of these customers. In fiscal
2002, sales to certain customers were negativghaated by an overall decreased demand for DRAM myafebe cards.

Gross Margin.Gross margin as a percentage of revenues was 46rd¥cal 2002 compared with 47.7% for fiscal 200he increase in
gross margin percentage was primarily due to aahiction actions associated with our restructuirintpe third quarter of fiscal 2001,
continued reductions in the cost of materials, stigments of high complexity products incorporatiregver technology. These benefits were
partially offset by a generally less favorable pricenvironment due to the overall decline in dechaile also experienced an increase in
warranty expenses caused primarily by an increafield failures at one of our customers. Grossgimain absolute dollars and as a
percentage of revenues will be subject to fluctretias we continue to introduce new technologitsdnr manufacturing processes and to
experience cyclicality in our end markets.

Research and DevelopmeResearch and development expenses remained #4844 million, equivalent to 18.6% of revenuesffecal
2002 compared to 19.9% of revenues for fiscal 20@tsonnel costs for fiscal 2002 increased by aqpiately $230,000 from fiscal 2001
and were partially offset by a reduction of appnoadely $175,000 for development program materiatsralated costs. During the first half
of fiscal 2001, we completed the development ofMigroSpring Contact on Silicon Technology, or MO&thnology. During the second
half of fiscal 2001, we reduced spending while &nog our research and development efforts on dpirejovafer probe card products.
Through fiscal 2002, we continued our developmémeov large area array memory products and finghpagic products.

Selling, General and AdministrativBelling, general and administrative expenses dsetet $17.0 million, or 21.6% of revenues, for
fiscal 2002 compared to $18.5 million, or 25.2%efenues, for fiscal 2001. The decrease was dugapty to a reduction of approximately
$611,000 in personnel and recruiting costs andlacteon of approximately $752,000 in advertisimgdeshow and travel related expenses
resulting from cost reduction actions taken ingeeond half of fiscal 2001.

Restructuring Charge®uring the third quarter of fiscal 2001, we recatderestructuring charge of $1.4 million. We impéatted the
restructuring plan to better align our infrastruetwith the market conditions in the semiconduatdustry and to further focus the company
on the wafer probe card business. The restructatiagge consisted of $880,000 for headcount reshigttovering 14 employees in research
and development, 23 employees in operations arerployees in selling, general and administrative fhajority of the affected employees
were based in Livermore, California. Further, weoreled charges of
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$223,000 for the consolidation of excess facilifesl $277,000 for asset write-offs, primarily fooperty and equipment. The consolidation
of excess facilities included the closure of cer@rporate facilities that had been vacated. Haege of $223,000 primarily related to lease
termination and noncancelable lease costs. Thgelwi$277,000 primarily related to the disposgbmperty and equipment, which prima
consisted of leasehold improvements for the exfaesliities. As of December 28, 2002, the restruamiplan had been fully executed.

Interest and Other Income, Nétterest and other income, net for fiscal 2002 $642,000 compared to $477,000 for fiscal 2001,
reflecting lower currency losses from the revaliatnd translation of certain receivables and askiominated in foreign currencies.

Benefit (Provision) for Income Tax&¥e recorded a benefit for income taxes for fis@020f $3.1 million compared to the provision of
$307,000 for fiscal 2001. The benefit resulted fribve release of the valuation allowance recordedhagdeferred tax assets, partially offset
by the provision for income taxes on pre-tax psofithe valuation allowance was released becaudmlieve that it is more likely than not
that the deferred tax assets will be realized.

Liquidity and Capital Resources

As of December 27, 2003, we had $181.8 mnilliocash, cash equivalents, marketable secuatidsestricted cash, compared with
$37.2 million as of December 28, 2002. On June20®3, we completed our initial public offering irhigh we sold 5,605,305 shares of our
common stock and we subsequently sold an additRB@000 shares pursuant to the exercise of theramiers’ over-allotment option.
These sales resulted in net proceeds of approxXiyr®82.0 million. On November 10, 2003 we compleded follow-on public offering in
which we sold 2,249,866 shares of our common stockjding 750,000 shares sold pursuant to the mwriters’ over-allotment option. We
received net proceeds of approximately $55.9 nnillio

Net cash provided by operating activities w48.0 million for fiscal 2003 compared with neshgrovided by operating activities of
$12.9 million for fiscal 2002 and $10.3 million ffiscal 2001. The increase in net cash providedg®rations in fiscal 2003 compared to
fiscal 2002 and 2001 resulted primarily from arr@ase in net income for fiscal 2003, when adjuitedny non-cash items, offset by
increases in working capital in fiscal 2003 complaxefiscal 2002 and 2001.

Significant non-cash adjustments that imphatet income for fiscal 2002 were the release efluation allowance against our deferred
tax assets and inventory write-offs. Working cdpitareases in fiscal 2003 resulted primarily fromareases in accounts receivables and
inventories, partially offset by increases in acgusypayable and accrued liabilities.

Accounts receivable increased by $7.5 milfamnfiscal 2003 due to an increase in worldwideeraies, particularly to customers in Japan,
which typically have longer payment terms. Revertoelapanese customers increased from $5.6 mitlifiacal 2002 to $19.7 million in
fiscal 2003. Accounts receivable remained flatfiecal 2002, compared to a decline of $501,00Gifwal 2001.

The $5.8 million increase in inventories fiscal 2003 reflected an increase in raw mategaal$ work-in-process to support revenue
growth. Accounts payable increased as a resuhteniricreased inventory purchases to support thencevgrowth. Inventories increased in
fiscal 2002 and 2001 to meet the expected demamablifoproducts.

Accrued liabilities increased by $2.4 millifor fiscal 2003 due primarily to the increase acraied income taxes and accrued incentive
compensation. Accrued liabilities increased fronB%illion in fiscal 2001 to $7.7 million in fisc&002. The increase was due to the incr
in accrued incentive compensation as part of oifir tsthmore variable compensation as well as angiase in warranty costs reflecting higher
revenue levels.

Net cash used by investing activities was. $@dillion for fiscal 2003, compared to $7.5 millieised by investing activities for fiscal
2002. Net cash used by investing activities was6iffillion for fiscal 2001. Net cash used by inwegtactivities resulted primarily from the
net purchase of marketable securities and capital
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expenditures in each of these periods. Capitalrdipgres were $9.1 million for fiscal 2003, $4.2lan for fiscal 2002 and $9.4 million for
fiscal 2001. We invested in the expansion of mattufing facilities as well as in leasehold improents to our new headquarters and
manufacturing facility.

Net cash provided by financing activities 440.6 million for fiscal 2003 compared with nash provided by financing activities of
$863,000 for fiscal 2002. Net cash provided byritiag activities was $10.0 million for fiscal 200h.June 2003, we completed our initial
public offering in which we sold 6,505,305 of oumemon stock. The sale of shares of common stoaksbincluding the sale of
900,000 shares pursuant to the exercise of theall@ment option by the underwriters resulted ggregate gross proceeds of approximately
$91.1 million, approximately $6.4 million of whiake applied to underwriting discounts and approxetya$2.7 million of which we applied
to related costs. As a result, we received apprateip $82.0 million of the offering proceeds. OnMdmber 10, 2003 we completed our
follow-on public offering in which we sold 2,249 88hares of our common stock, including an ovest@ént of 750,000 shares of our
common stock. We received approximately $55.9 amillbf the offering proceeds. Net cash providedihgricing activities was primarily due
to the issuance of common stock in fiscal 2002tarttie sale of our redeemable convertible prefestedk in fiscal 2001, partially offset by
debt repayments in each of these periods.

In May 2001, we signed a ten-year lease ficadditional 119,000 square feet of manufactuniegearch and development and office
space. The total rent obligation over the termheflease is $21.8 million and is accounted fomasperating lease. We expect to invest
approximately $25.0 million in leasehold improvengefor our new headquarters and manufacturingifa¢iirough 2004. Of this amount,
approximately $18.0 million relates to the desigd aonstruction of a new manufacturing facility,ilwlihe remaining amount relates to the
build out and infrastructure of research and dgwmlent and office space.

In February 2003, we entered into an ameiagheldrestated loan and security agreement with GoenBank. Our loan and security
agreement provided a revolving line of credit ofta$16.0 million. In April 2003, we borrowed fundader the revolving line of credit to p
down the outstanding amounts under the expiringpegent line of credit and term loan under our pagreement with Comerica. We repaid
the outstanding amounts under the line of credBeéptember 2003 and the amended and restatedrdaseaurity agreement with Comerica
Bank was terminated in December 2003. We have hbal#igations that have not been recorded in ousolidated financial statements.

The following table describes our commitmentsettle contractual obligations in cash as ofddeber 27, 2003.

Payments Due by Fiscal Year

2004 2005-2006 2007-2008 After 2008 Total

(In thousands)
Operating lease $3,41¢ $5,05¢ $5,23: $11,16( $24,86"

On January 20, 2004, we announced our f&@@B annual results. Subsequently, we have congltide all of our available-for-sale
securities, regardless of their contractual maagiitshould be classified as current assets becamgmlicy is to consider all marketable
securities as available for use in the currentatpey cycle.

As a result we have reclassified $48.8 millad our marketable securities to current assetfsimvour balance sheet. The above
reclassification had no impact on our total asgets] liabilities, or stockholders’ equity as oé&ember 27, 2003 or on our net income for
fiscal 2003 as previously announced.

We believe our existing cash balance, casiivalgnts and marketable securities will be suéfitito meet our anticipated cash needs for at
least the next 12 months. Our future capital rexjuents will depend on many factors, including @te 1of revenue growth, the timing and
extent of spending to support product developm#atts, the expansion of sales and marketing aati the timing of introductions of new
products and enhancement to existing products;dhis to ensure access to adequate manufactupagityg and the continuing market
acceptance of our products. Although we are cugrewt a party to any
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agreement or letter of intent with respect to ptiééimvestments in, or acquisitions of, complenagntbusinesses, products or technologies,
we may enter into these types of arrangementseirfutiire, which could also require us to seek &ufthi equity or debt financing. Additional
funds may not be available on terms favorable torus all.

Off-Balance Sheet Arrangements

As part of our ongoing business, we do ndtigipate in transactions that generate relatigmskith unconsolidated entities or financial
partnerships, such as entities often referred girastured finance or special purpose entitie§REs, which would have been established for
the purpose of facilitating off-balance sheet ageaments or other contractually narrow or limitedpmses. As of December 27, 2003, we are
not involved in any unconsolidated SPE transactions

Recent Accounting Pronouncements

In December 2003, the Financial Accountingn8rds Board, or FASB, issued a revised FASBpné¢ation No. 46, or FIN 46R,
“Consolidation of Variable Interest Entities, abeirpretation of ARB No. 51.” The FASB published tiegision to clarify and amend some of
the original provisions of FIN 46, which was issuedanuary 2003, and to exempt certain entities fits requirements. A variable interest
entity, or (VIE) refers to an entity subject to sofidation according to the provisions of this Ipretation. FIN 46R applies to entities whose
equity investment at risk is insufficient to finanthat entity’s activities without receiving additial subordinated financial support provided
by any parties, including equity holders, or whigre equity investors (if any) do not have a cofitrglfinancial interest. FIN 46R provides
that if an entity is the primary beneficiary of #Eythe assets, liabilities, and results of operetiof the VIE should be consolidated in the
entity’s financial statements. In addition, FIN 46R reesithat both the primary beneficiary and all otrgerprises with a significant varial
interest in a VIE provide additional disclosurebeTprovisions of FIN 46R are effective for the Camy's fiscal 2004 first quarter. We do r
expect the adoption of FIN46R to have a materigaot on our financial position or on our result®pérations.

Trends, Risks and Uncertainties

You should carefully consider the followirigkr factors, as well as the other information iis hnnual Report on Form 10-K, in
evaluating FormFactor and our business. If anyeffollowing risks actually occur, our busineseaficial condition and results of operations
would suffer. Accordingly, the trading price of cwommon stock would likely decline and you may lafleor part of your investment in our
common stock. The risks and uncertainties desctiledalv are not the only ones we face. Additionsitsithat we currently do not know ab
or that we currently believe to be immaterial mepampair our business operations.

Our operating results are likely to fluctuate, whiccould cause us to miss expectations about thesailts and cause the trading price
of our common stock to declin

Our operating results are likely to fluctugdeme of the important factors that could cause@tenues and operating results to fluctuate
from period-to-period include:

« customer demand for our products;

« our ability to deliver reliable, cost-effective phacts in a timely manner;

« the reduction, rescheduling or cancellation of csd®y our customers;

« the timing and success of new product introductenms new technologies by our competitors and us;
* our product and customer sales mix and geograpides mix;

« changes in the level of our operating expensesatetedsupport our anticipated growth;

« a reduction in the price or the profitability ofrqaroducts;

« changes in our production capacity or the availghilr the cost of components and materials;
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« our ability to bring new products into volume pretlan efficiently;
« the timing of and return on our investments in agske and development;
« our ability to collect accounts receivable;
« seasonality, principally due to our customers’ pasing cycles; and
» market conditions in our industry, the semiconduatdustry and the economy as a whole.

The occurrence of one or more of these factors huighse our operating results to vary widely. Assalt, we believe that you should not
on period-to-period comparisons of our financialules as an indication of our future performan€eur revenues or operating results fall
below the expectations of market analysts or iroresthe market price of our common stock couldidesubstantially.

Cyclicality in the semiconductor industry historitlg has affected our sales and might do so in theure, and as a result we could
experience reduced revenues or operating rest

The semiconductor industry has historicatgi cyclical and is characterized by wide fluctuadiin product supply and demand. From
time to time, this industry has experienced sigatiiit downturns, often in connection with, or inieipaition of, maturing product and
technology cycles, excess inventories and decimgseneral economic conditions. This cyclicalityubcause our operating results to decline
dramatically from one period to the next. For exlmpur revenues in the three months ended Septe28b2001 declined by 25.5%
compared to our revenues in the three months ehateel 30, 2001, and our revenues in the three mentted March 29, 2003 declined by
15.7% compared to our revenues in the three mamtied December 28, 2002. Our business dependsyhepwn the development of new
semiconductors and semiconductor designs, the whbfrproduction by semiconductor manufacturersthadverall financial strength of o
customers, which, in turn, depend upon the cumadtanticipated market demand for semiconductatgansducts, such as personal
computers, that use semiconductors. Semiconducaufacturers generally sharply curtail their spegdiuring industry downturns and
historically have lowered their spending disprojmorately more than the decline in their revenuesakesult, if we are unable to adjust our
levels of manufacturing and human resources or geoar costs and deliveries from suppliers in raspdo lower spending by
semiconductor manufacturers, our gross margin ntgbline and cause us to experience operatingdosse

If we do not keep pace with technological developiisen the semiconductor industry, our products rhignot be competitive and ot
revenues and operating results could suff

We must continue to invest in research angld@ment to improve our competitive position andrteet the needs of our customers. Our
future growth depends, in significant part, upon alility to work effectively with and anticipatbe testing needs of our customers, and on
our ability to develop and support new products pradiuct enhancements to meet these needs onlg sinee cost-effective basis. Our
customers’ testing needs are becoming more chétigrag the semiconductor industry continues to B&pee rapid technological change
driven by the demand for complex circuits thatgranking in size and at the same time are incnggisi speed and functionality and
becoming less expensive to produce. Examples ehtdoends driving demand for technological redeartd development include
semiconductor manufacturers’ transitions to 110onagter and 90 nanometer technology nodes, to 5alnitedensity devices and to Double
Date Rate Il, or DDR I, architecture devices. @ustomers expect that they will be able to integoatr wafer probe cards into any
manufacturing process as soon as it is deployeer€eftre, to meet these expectations and remain efitimp, we must continually design,
develop and introduce on a timely basis new pradant product enhancements with improved feat®wescessful product design,
development and introduction on a timely basis ireghat we:

« design innovative and performance-enhancing festina differentiate our products from those of competitors;
« transition our products to new manufacturing te¢bgies;
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« identify emerging technological trends in our tdangarkets;
« maintain effective marketing strategies;
« respond effectively to technological changes odpob announcements by others; and
« adjust to changing market conditions quickly anstezffectively.

We must devote significant research and dgveént resources to keep up with the rapidly emglvechnologies used in semiconductor
manufacturing processes. Not only do we need tfenteal expertise to implement the changes necgss&eep our technologies current,
we must also rely heavily on the judgment of ounagement to anticipate future market trends. Iweeunable to timely predict industry
changes, or if we are unable to modify our prodoots timely basis, we might lose customers or etaskare. In addition, we might not be
able to recover our research and development ekpessl which could harm our operating results.

If semiconductor memory device manufacturers do monvert to 300 mm wafers, our growth could be irdpd.

The growth of our business for the foreses#lure depends in large part upon sales of ofenpmobe cards to manufacturers of
dynamic random access memory, or DRAM, and flasmamg devices. The recent downturn in the semicotmtucdustry caused various
chip manufacturers to readdress their respectiagesfies for converting existing 200 mm wafer fahtion facilities to 300 mm wafer
fabrication, or for building new 300 mm wafer fataiion facilities. Some manufacturers have delagadgcelled or postponed previously
announced plans to convert to 300 mm wafer falidoaiVe believe that the decision to convert t®@ Bim wafer fabrication facility is ma
by each manufacturer based upon both internal stedrel factors, such as:

e current and projected chip prices;

« projected price erosion for the manufacturer’'sipalar chips;

« supply and demand issues;

« overall manufacturing capability within the manutaer’s target market(s);
« the availability of funds to the manufacturer;

« the technology roadmap of the manufacturer; and

« the price and availability of equipment needed imithe 300 mm facility.

One or more of these internal and external factsyell as other factors, including factors thatamufacturer may choose to not publi
disclose, can impact the decision to maintain arB@0conversion schedule, to delay the conversibadde for a period of time, or to cancel
the conversion. It is also possible that the casiverto 300 mm wafers will occur on different schieg for DRAM chip manufacturers and
flash memory chip manufacturers. We have invesgpuficant resources to develop technology thatresises the market for 300 mm wafers.
If manufacturers of memory devices delay or disicrg the transition to 300 mm wafers, or make thedition more slowly than we
currently expect, our growth and profitability cdude impeded. In addition, any delay in large-sealeption of manufacturing based upon
300 mm wafers would provide time for other compan@develop and market products that compete avith, which could harm our
competitive position.

We are subject to general economic and market ctinds.

Our business is subject to the effects obgareconomic conditions in the United States anddwide, and to market conditions in the
semiconductor industry in particular. For exampidijscal 2001, our operating results were advgraéflected by unfavorable global
economic conditions and reduced capital spendinggbyiconductor manufacturers. These adverse conglitesulted in a decrease in the
demand for semiconductors and products using semticziors, and in a sharp reduction in the developroenew
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semiconductors and semiconductor designs. As &t rasiexperienced a decrease in the demand fowafer probe cards. If the economic
conditions in the United States and worldwide dbimprove, or if they worsen from current levels aould experience material negative
effects on our business.

We depend upon the sale of our wafer probe cardssigbstantially all of our revenues, and a downtum demand for our products
could have a more disproportionate impact on ouvemues than if we derived revenues from a more diifeed product offering.

Historically, we have derived substantiallyod our revenues from the sale of our wafer probeds. We anticipate that sales of our wafer
probe cards will represent a substantial majorityur revenues for the foreseeable future. Ourrtassi depends in large part upon continued
demand in current markets for, and adoption in mekets of, current and future generations of cafiewprobe cards. Large-scale market
adoption depends upon our ability to increase costawareness of the benefits of our wafer probgscand to prove their reliability, ability
to increase yields and cost effectiveness. We reaynable to sell our wafer probe cards to certatengtial customers unless those customers
change their device test strategies, change thedgrnvprobe card and capital equipment buying sifese or change or upgrade their existing
test equipment. We might not be able to sustainaease our revenues from sales of our wafer pcabds, particularly if conditions in the
semiconductor market deteriorate or do not impmavié the market enters into another downturn ia filture. Any decrease in revenues from
sales of our wafer probe cards could harm our legsimore than it would if we offered a more divierdiline of products.

If demand for our products in the memory device afiigh chip logic markets declines or fails to groas we anticipate, our revenut
could decline.

We derive substantially all of our revenuesyf wafer probe cards that we sell to manufactuweBBRAM memory and flash memory
devices and manufacturers of microprocessor, chgwtother logic devices. In the microprocessipset and other logic device markets,
our products are primarily used for devices empig¥lip chip packaging, which devices are commaelgrred to as flip chip logic devices.
In fiscal 2003, sales to manufacturers of DRAM desiaccounted for 61.3% of our revenues, salestwfacturers of flip chip logic devices
accounted for 19.1% of our revenues, and salesataufacturers of flash memory devices accounted8ot% of our revenues. For fiscal
2002, sales to manufacturers of DRAM devices acealifor 69.6% of our revenues, sales to manufaturflip chip logic devices
accounted for 17.4% of our revenues, and salesatafacturers of flash memory devices accounted ¥or% of our revenues. Therefore, our
success depends in part upon the continued acoceptdiour products within these markets and oditylbd continue to develop and
introduce new products on a timely basis for threaekets. For example, the market might not acce@easingly high parallelism wafer
test solution.

A substantial portion of these semicondudwrices is sold to manufacturers of personal coerputnd computer-related products. The
personal computer market has historically beenadtarized by significant fluctuations in demand andtinuous efforts to reduce costs,
which in turn have affected the demand for andepotDRAM devices and microprocessors. The persoo@lputer market might not grow
the future at historical rates or at all and desigtivity in the personal computer market mightrédase, which could negatively affect our
revenues and operating results.

The markets in which we participate are intenselynepetitive, and if we do not compete effectivelyr operating results could be
harmed.

The wafer probe card market is highly comtpeti With the introduction of new technologies andrket entrants, we expect competition
to intensify in the future. In the past, increasechpetition has resulted in price reductions, redugross margins or loss of market share, and
could do so in the future. Competitors might introd new competitive products for the same marketisdur products currently serve. These
products may have better performance, lower pagesbroader acceptance than our products. In addftr products such as wafer probe
cards, semiconductor manufacturers typically quatibre than one source, to avoid dependence argesource of supply. As a result, our
customers will likely purchase products from oumgeetitors. Current and potential competitors inelddMST Co., Ltd., Cascade
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Microtech, Inc., ESJ Corporation, Feinmetall GmBkpan Electronic Materials Corporation, Kulicke &udfa Industries, Inc., Micronics
Japan Co., Ltd., MicroProbe, Inc., NanoNexus IRbicom Corporation, SCS Hightech, Inc., Tokyo Cdthbaboratory Co., Ltd. and
Wentworth Laboratories, Inc., among others. Manguwfcurrent and potential competitors have graadene recognition, larger customer
bases, more established customer relationshipseateg financial, technical, manufacturing, mankgind other resources than we do. As a
result, they might be able to respond more quitklgew or emerging technologies and changes immestrequirements, devote greater
resources to the development, promotion, sale applst of their products, and reduce prices todase market share. Some of our
competitors also supply other types of test equipia offer both advanced wafer probe cards ardileeprobe cards. Those competitors
offer both advanced wafer probe cards and needlgeprards might have strong, existing relationshiils our customers or with potential
customers. Because we do not offer a needle praoeor other conventional technology wafer prohbel éar less advanced applications, it
may be difficult for us to introduce our advanceafev probe cards to these customers and potenstmers for certain wafer test
applications. It is possible that existing or newmpetitors, including test equipment manufactunersy offer new technologies that reduce
the value of our wafer probe cards.

We derive a substantial portion of our revenuestita small number of customers, and our revenues|dodecline significantly if any
major customer cancels, reduces or delays a purehakour products.

A relatively small number of customers hasoanted for a significant portion of our revenuegimy particular period. In fiscal 2003, four
customers accounted for 66.2% of our revenuess¢alf2002, four customers accounted for 77.2%uofrevenues. Our ten largest customers
accounted for 93.5% of our revenues in fiscal 2808 97.4% of our revenues in fiscal 2002. We guditel that sales of our products to a
relatively small number of customers will contineeaccount for a significant portion of our revesu€he cancellation or deferral of even a
small number of purchases of our products couldeawr revenues to decline in any particular quat@umber of factors could cause
customers to cancel or defer orders, including rfearturing delays, interruptions to our customepm@tions due to fire, natural disasters or
other events or a downturn in the semiconductaustrg. Our agreements with our customers do natademinimum purchase commitmer
and our customers could cease purchasing our piodith short or no notice to us or fail to pay@ilpart of an invoice. In some situations,
our customers might be able to cancel orders withaignificant penalty. In addition, the contingiitnend toward consolidation in the
semiconductor industry, particularly among manufeats of DRAMs, could reduce our customer basel@adito lost or delayed sales and
reduced demand for our wafer probe cards. Indusimgolidation also could result in pricing pressuaes larger DRAM manufacturers could
have sufficient bargaining power to demand redymrézks and favorable nonstandard terms. Additignalrtain customers may not want to
rely entirely or substantially on a single wafeolpe card supplier and, as a result, such custoroeid reduce their purchases of our wafer
probe cards.

If our relationships with our ctiemers and companies that manufacture semicondudtst equipment deteriorate, our product
development activities could be harmed.

The success of our product development efidepends upon our ability to anticipate marketdseand to collaborate closely with our
customers and with companies that manufacture sewictor test equipment. Our relationships wittséheustomers and companies provide
us with access to valuable information regardinguf@cturing and process technology trends in th@@s@ductor industry, which enables us
to better plan our product development activitidsese relationships also provide us with opportesito understand the performance and
functionality requirements of our customers, whiiprove our ability to customize our products ttifitheir needs. Our relationships with
test equipment companies are important to us bedass equipment companies can design our waféepards into their equipment and
provide us with the insight into their product @ahat allows us to offer wafer probe cards forwih their products
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when they are introduced to the market. Our rafatigps with our customers and test equipment corapaould deteriorate if they:
» become concerned about our ability to protect timé&llectual property;
« develop their own solutions to address the neetekiing improvement;
« regard us as a competitor;
« establish relationships with others in our industiy
« attempt to restrict our ability to enter into r@atships with their competitors.

Many of our customers and the test equiproentpanies we work with are large companies. Theepmences of a deterioration in our
relationship with any of these companies couldxaeerbated due to the significant influence thesepanies can exert in our markets. If our
current relationships with our customers and tgat@ment companies deteriorate, or if we are untbbievelop similar collaborative
relationships with important customers and tesimgant companies in the future, our long-term abtld produce commercially successful
products could be impaired.

Because we generally do not have a sufficient bagkbf unfilled orders to meet our quarterly revent&rgets, revenues in any quart:
are substantially dependent upon customer ordersaiged and fulfilled in that quarter.

Our revenues are difficult to forecast because @reerplly do not have a sufficient backlog of uefillorders to meet our quarterly reve
targets at the beginning of a quarter. Rather, janityaof our revenues in any quarter depends upgtomer orders for our wafer probe cards
that we receive and fulfill in that quarter. Becawsir expense levels are based in part on our t&atfets as to future revenues and to a large
extent are fixed in the short term, we might belble#o adjust spending in time to compensate fygruarexpected shortfall in revenues.
Accordingly, any significant shortfall of revenuesrelation to our expectations could hurt our gpieg results.

We rely upon a distributor for a substantial porticof our revenues, and a disruption in our relatiship with our distributor could
have a negative impact on our revenu

We rely on Spirox Corporation, our distribuito Taiwan, Singapore and China, for a substaptiaiion of our revenues. Sales to Spirox
accounted for 13.4% of our revenues in fiscal 2808 20.9% of our revenues in fiscal 2002. Spirew @irovides customer support. A
reduction in the sales or service efforts or finahaability of our distributor, or deterioratian, or termination of, our relationship with our
distributor could harm our revenues, our operatasylts and our ability to support our customerhendistributor’s territory. In addition,
establishing alternative sales channels in theoregould consume substantial time and resourcesease our revenues and increase our
expenses.

If our relationships with our independent sales regsentatives change, our business could be harn

We currently rely on independent sales represgives to assist us in the sale of our produactarious geographic regions. If we make the
business decision to terminate or modify our retaghips with one or more of our independent sapeesentatives, or if an independent sales
representative decides to disengage from us, ardbwet effectively and efficiently manage suchharmge, we could lose sales to existing
customers and fail to obtain new customers.

If semiconductor manufacturers do not migrate elente of final test to wafer probe test, market actagce of other applications ¢
our technology could be delaye

We intend to work with our customers to migralements of final test from the device leveht® wafer level. This migration will involve
a change in semiconductor test strategies fromemarating final test at the individual device let@increasing the amount of test at the w
level. Semiconductor manufacturers typically tdkeetto qualify new strategies that affect theititesoperations. As a result, general
acceptance
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of wafer-level final test might not occur in theanéerm or at all. In addition, semiconductor maetxirers might not accept and use wafer-
level final test in a way that uses our technoldfithe migration of elements of final test to wafgobe test does not grow as we anticipat
if semiconductor manufacturers do not adopt ounrietogy for their wafer probe test requirementstkabacceptance of other applications
for our technology could be delayed.

Changes in test strategies, equémt and processes could cause us to lose revenues.

The demand for wafer probe cards depends@gelpart upon the number of semiconductor desigdghe overall semiconductor unit
volume. The time it takes to test a wafer depempimuhe number of devices being tested, the coritplekthese devices, the test software
program and the test equipment itself. As test nog become increasingly effective and test thrpughncreases, the number of wafer pr
cards required to test a given volume of devicesires. Therefore, advances in the test proceds cawise us to lose sales.

If semiconductor manufacturers implement alépigns that include increased built-in self-tegiabilities, or similar functions or
methodologies that increase test throughput, itdcoagatively impact our sales or the migratioreleiments of final test to the wafer level.
Additionally, if new chip designs or types of chi® implemented that require less, or even nbusisg wafer probe cards, our revenues
could be impacted. Further, if new chip designsimpdemented which we are unable to test, or wiiehare unable to test efficiently and
provide our customers with an acceptably low ovedt of test, our revenues could be negativelyaoted.

We incur significant research and developnegpenses in conjunction with the introduction efwproduct platforms. Often, we time our
product introductions to the introduction of newttequipment platforms. Because our customersnmegoih test equipment and wafer probe
cards, any delay or disruption of the introductidmew test equipment platforms would negativefgetfour growth.

We manufacture all of our products at a single féity, and any disruption in the operations of th&cility could adversely impact our
business and operating result

Our processes for manufacturing our wafebereards require sophisticated and costly equipem@shia specially designed facility,
including a semiconductor clean room. We manufactlirof our wafer probe cards at one facility kechin Livermore, California. Any
disruption in the operation of that facility, whettdue to technical or labor difficulties, destraotor damage from fire or earthquake,
infrastructure failures such as power or water tstyer or any other reason, could interrupt our meetufing operations, impair critical
systems, disrupt communications with our custoraassuppliers and cause us to write off inventowy @ lose sales. In addition, if the
recent energy crises in California that resultedigmuptions in power supply and increases intytdbsts were to recur, we might experience
power interruptions and shortages, which couldugisour manufacturing operations. This could suhjsco loss of revenues as well as
significantly higher costs of energy. Further, emtrand potential customers might not purchas@mducts if they perceive our lack of an
alternate manufacturing facility to be a risk teithcontinuing source of supply.

If we do not transition effectively to our new omions and manufacturing site, our manufacturing gacity will be negativel
impacted.

We plan to move our manufacturing operatiots a new facility in Livermore in 2004. The cosfisstarting up our new manufacturing
facility, including capital costs such as equipmand fixed costs such as rent, will be substanfied.might not be able to shift from our
current production facility to the new productiacility efficiently or effectively. The transitiowill require us to have both our existing and
new manufacturing facilities operational for seVepaarters, including into 2005. This will causetasncur significant costs due to
redundancy of infrastructure at both sites. Furtitee, the qualification of the new manufacturingilfey will require us to use materials and
build product and product components that will petsold to our customers, causing higher than nlamaterial spending. The transition
might also lead to manufacturing interruptions, etthtould mean delayed deliveries or lost sales.eSonall of our customers
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could require a full qualification of our new fatjl Any qualification process could take longeahwe anticipate. Any difficulties with the
transition or with bringing the new manufacturimgifity to full capacity and volume production cduhcrease our costs, disrupt our
production process and cause delays in produatatgland lost sales, which would harm our operatasults.

If we are unable to manufactureroproducts efficiently, our operating results cadisuffer.

We must continuously modify our manufacturprgcesses in an effort to improve yields and peogerformance, lower our costs and
reduce the time it takes us to design and produc@rducts. We will incur significant start-up t®associated with implementing new
manufacturing technologies, methods and procesgbpw@chasing new equipment, which could negatiirajyact our gross margin. We
could experience manufacturing delays and inefiicies as we refine new manufacturing technologiethods and processes, implement
them in volume production and qualify them with tomsers, which could cause our operating resultetdine. The risk of encountering
delays or difficulties increases as we manufaatuoee complex products. In addition, if demand for products increases, we will need to
expand our operations to manufacture sufficienntjtias of products without increasing our prodanttimes or our unit costs. As a result of
such expansion, we could be required to purchasesgeipment, upgrade existing equipment, develapiplement new manufacturing
processes and hire additional technical persofiether, new or expanded manufacturing facilitiesld be subject to qualification by our
customers. In the past, we have experienced difigsLin expanding our operations to manufacturepsaducts in volume on time and at
acceptable cost. Any difficulties in expanding auanufacturing operations could cause product dslidelays and lost sales. If demand for
our products decreases, we could have excess ncaunirfigg capacity. The fixed costs associated wiitees manufacturing capacity could
cause our operating results to decline. If we aable to achieve further manufacturing efficien@ad cost reductions, particularly if we are
experiencing pricing pressures in the marketplaoepperating results could suffer.

If we are unable to continue to reduce the timdakes for us to design and produce a wafer probedgaur growth could be impede:

Our customers continuously seek to reduce theitita&es them to introduce new products to markke cyclicality of the semiconduct
industry, coupled with changing demands for sendoetor devices, requires our customers to be flexdbd highly adaptable to changes in
the volume and mix of products they must produeehEof those changes requires a new design andheactesign requires a new wafer
probe card. For some existing semiconductor deytbesmanufacturers’ volume and mix of product iezgraents are such that we are unable
to design, manufacture and ship products to mextt swanufacturers’ relatively short cycle time regmients. If we are unable to reduce the
time it takes for us to design, manufacture ang ehr products in response to the needs of ouomests, our competitive position could be
harmed. If we are unable to meet a customer’s sdbddr wafer probe cards for a particular desmr, customer might purchase wafer probe
cards from a competitor and we might lose sales.

We obtain some of the components and materials we in our products from a single or sole sourcealimited group of suppliers,
and the partial or complete loss of one of thes@gliers could cause production delays and a subsi@ross of revenues.

We obtain some of the components and masangdd in our products, such as printed circuitdbaasemblies, plating materials and
ceramic substrates, from a single or sole soureelionited group of suppliers. Alternative sourees not currently available for sole source
components and materials. Because we rely on pseabvaers rather than long-term contracts withmbgority of our suppliers, we cannot
predict with certainty our ability to obtain compants and materials in the longer term. A solernitéd source supplier could increase prices,
which could lead to a decline in our gross mar@uar dependence upon sole or limited source sugpdigposes us to several other risks,
including a potential inability to obtain an adetpuaupply of materials, late deliveries and poanponent quality. Disruption or termination
of the supply of components or materials could ylslipments of our products, damage our custontaigeships and reduce our revenues.
For example, if we were unable to obtain an adegsiapply of a component or
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material, we might have to use a substitute compomematerial, which could require us to make gfganin our manufacturing process. Fi
time to time in the past, we have experienceddliffies in receiving shipments from one or morewf suppliers, especially during periods
high demand for our products. If we cannot obtairmdequate supply of the components and materalequire, or do not receive them in a
timely manner, we might be required to identify newppliers. We might not be able to identify newdiers on a timely basis or at all. Our
customers and we would also need to qualify any sigwpliers. The lead-time required to identify ajodlify new suppliers could affect our
ability to timely ship our products and cause operating results to suffer. Further, a sole ortialisource supplier could require us to enter
into non-cancelable purchase commitments or pagliance to ensure our source of supply. In an tnddswnturn, commitments of this
type could result in charges for excess inventdmyants. If we are unable to predict our comporatt materials needs accurately, or if our
supply is disrupted, we might miss market oppottesiby not being able to meet the demand for codyrcts.

Wafer probe cards that do not meet specificatiomgtat contain defects could damage our reputatiaecrease market acceptance of
our technology, cause us to lose customers and meres, and result in liability to us.

The complexity and ongoing development ofwafer probe card manufacturing process, combin#dincreases in wafer probe card
production volumes, have in the past and coultiénftiture lead to design or manufacturing probldras.example, the presence of
contaminants in our plating baths has caused adsgerin our manufacturing yields or has resultachanticipated stregglated failures whe
our wafer probe cards are being used in the maturfag test environment. Manufacturing design exuch as the miswiring of a wafer
probe card or the incorrect placement of probeaxirdlements have caused us to repeat manufactiesign steps. In addition to these
examples, problems might result from a number afioiss, including design defects, materials failugtamination in the manufacturing
environment, impurities in the materials used, wvkn sensitivities to process conditions, such agptrature and humidity, and equipment
failures. As a result, our products have in the pastained and might in the future contain undegerrors or defects. Any errors or defects
could:

« cause lower than anticipated yields and lengtheaofrdglivery schedules;
« cause delays in product shipments;
« cause delays in new product introductions;
* cause us to incur warranty expenses;
« result in increased costs and diversion of devetgmesources;
e cause us to incur increased charges due to unusableory;
« require design modifications; or
» decrease market acceptance or customer satisfadgtiothese products.
The occurrence of any one or more of these evenilsl tiurt our operating results.

In addition, if any of our products failsneet specifications or has reliability, qualityammpatibility problems, our reputation could be
damaged significantly and customers might be rehtdb buy our products, which could result in alishe in revenues, an increase in product
returns or warranty costs and the loss of existiurggomers or the failure to attract new custonm@us.customers use our products with test
equipment and software in their manufacturing faed. Our products must be compatible with the@uers’equipment and software to fo
an integrated system. If the system does not fangiroperly, we could be required to provide fiafiplication engineers to locate the
problem, which can take time and resources. Iptioblem relates to our wafer probe cards, we ntigle to invest significant capital,
manufacturing capacity and other resources to coitreOur current or potential customers also riggek to recover from us any losses
resulting from defects or failures in our produtisbility claims could require us to spend sigcéfint time and money in litigation or to pay
significant damages.

30




Table of Contents

If we fail to forecast demand for our products ac@itely, we could incur inventory losse

Each semiconductor chip design requires toonusvafer probe card. Because our products argulegiecific, demand for our products is
difficult to forecast. Due to our customessiort delivery time requirements, we often desagmg at times produce, our products in anticipe
of demand for our products rather than in respémsa order. Due to the uncertainty inherent iedaists, we are and expect to continue to be
subject to inventory risk. If we do not obtain aislas we anticipate, we could have excess inveriborg specific customer design that we
would not be able to sell to any other customeiictvivould likely result in inventory write-offs.

If we fail to effectively manage our service cendepur business might be harme

In 2002, we expanded our repair and senaecger in Seoul, South Korea, and in 2003, we openegbair and service center in Dresden,
Germany. These service centers are part of ouegirao, among other things, provide our custometis more efficient service and repair of
our wafer probe cards. If we are unable to effetyiymnanage our service centers, do not expandt@re® our service centers to meet
customer demand, or if the work undertaken in grgise centers is not equivalent to the level amality provided by repairs and services
performed by our North American repair and sera@perations, which are part of our manufacturinglitgén Livermore, California, we
could incur higher wafer probe card repair andisergosts, which could harm our operating results.

If we do not effectively manage changes in our messs, these changes could place a significant str@m our management an
operations and, as a result, our business might satceed

Our ability to grow successfully requiresedfective planning and management process. Wetplarcrease the scope of our operations
and the size of our direct sales force domesti@aily internationally. For example, we have leaseevafacility in Livermore, California and
plan to move our corporate headquarters and matouiiag operations into this facility in 2004. Ouogvth could place a significant strain on
our management systems, infrastructure and otseurees. To manage our growth effectively, we rnmsst the necessary capital and
continue to improve and expand our systems andstrfrcture in a timely and efficient manner. Thes®ources might not be available when
we need them, which would limit our growth. Ouriofrs have limited experience in managing largeapidly growing businesses. In
addition, the majority of our management has neeagpce in managing a public company or communmigatiith securities analysts and
public company investors. Our controls, systemsmodedures might not be adequate to support aiggopublic company. If our
management fails to respond effectively to chamgesir business, our business might not succeed.

If we fail to attract, integrate and retain qualifid personnel, our business might be harm

Our future success depends largely upondhérwed service of our key management, technéecal,sales and marketing personnel, and
on our continued ability to hire, integrate andietgualified individuals, particularly engineersdasales and marketing personnel in order to
increase market awareness of our products anatease revenues. For example, in the future, watmiged technical personnel experier
in competencies that we do not currently have quire. Competition for qualified individuals may to¢ense, and we might not be successful
in retaining our employees or attracting new pengbrThe loss of any key employee, the inabilitgtacessfully integrate replacement
personnel, the failure of any key employee to perfim his or her current position or our inabilttyattract and retain skilled employees as
needed could impair our ability to meet customet 'chnological demands. All of our key personnghie United States are employees at-
will. We have no employment contracts with any of personnel in the United States.

We may make acquisitions, which could put a strain our resources, cause ownership dilution to odoskholders and adversely
affect our financial results.

While we have made no acquisitions of busieesproducts or technologies in the past, we maeracquisitions of complementary
businesses, products or technologies in the futotegrating newly acquired
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businesses, products or technologies into our cagnpauld put a strain on our resources, could Ipeergive and time consuming, and might
not be successful. Future acquisitions could digartmanagement’s attention from other businessams and expose our business to
unforeseen liabilities or risks associated withreeiny new markets. In addition, we might lose kepkyees while integrating new
organizations. Consequently, we might not be stk integrating any acquired businesses, prisdoctechnologies, and might not
achieve anticipated revenues and cost benefitddition, future acquisitions could result in cus&y dissatisfaction, performance problems
with an acquired company, potentially dilutive iaeues of equity securities or the incurrence of,d@ntingent liabilities, possible
impairment charges related to goodwill or otheamgfible assets or other unanticipated events ourmistances, any of which could harm our
business.

As part of our sales process, we could incur sulpsi@ sales and engineering expenses that do natulein revenues, which woul
harm our operating results

Our customers generally expend significafdref evaluating and qualifying our products ptioplacing an order. The time that our
customers require to evaluate and qualify our wafebe cards is typically between three and 12 hwahd sometimes longer. While our
customers are evaluating our products, we mightrisabstantial sales, marketing, and research emelabment expenses. For example, we
typically expend significant resources educatingmospective customers regarding the uses anditseakour wafer probe cards and
developing wafer probe cards customized to therpiaiecustomer’s needs, for which we might not &enbursed. Although we commit
substantial resources to our sales efforts, we hmgher receive any revenues from a customer. fample, many semiconductor designs
never reach production, including designs for whighhave expended design effort and expense. liti@ddorospective customers might
decide not to use our wafer probe cards. The leofgtime that it takes for the evaluation process for us to make a sale depends upon r
factors including:

« the efforts of our sales force and our distrib@od independent sales representatives;

« the complexity of the customer’s fabrication proes

« the internal technical capabilities of the custonaexd

« the customer’s budgetary constraints and, in pdefcthe customer’s ability to devote resourcethéoevaluation process.

In addition, product purchases are frequestlyject to delays, particularly with respect t@écustomers for which our products may
represent a small percentage of their overall mseh. As a result, our sales cycles are unpretiictélve incur substantial sales and
engineering expenses without generating revenwesyperating results could be harmed.

From time to time, we might be subject to claimsinfringement of other parties’ proprietary rightsr to claims that our intellectual
property rights are invalid or unenforceable, whiatould result in significant expense and loss otétiectual property rights

In the future, we might receive claims that ave infringing intellectual property rights ohets, or claims that our patents or other
intellectual property rights are invalid or unerdfeable. We have received in the past, and mayweaeihe future, communications from
third parties inquiring about our interest in lisérg certain of their intellectual property or magrenerally identifying intellectual property tt
may be of interest to us. For example, we recesumih a communication from Microelectronics and CorapTechnology Corporation in
October 2001, with a follow-up letter in Januar¥20inquiring about our interest in acquiring a&hse to certain of their patents and
technology, and from IBM Corporation in Februanp20with a follow-up letter in August 2003, inquig about our interest and need to
acquire a license to IBM patents and technologgteel to high density integrated probes. We havengaged in a dialog with
Microelectronics and Computer Technology CorporatilWe have engaged in a dialog with IBM Corporatiegarding our companies’
respective intellectual property portfolios andhealogies, and presently anticipate that this dialdl continue. In August 2002, subsequent
to our initiating correspondence with Japan
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Electronic Materials Corporation regarding the sopour intellectual property rights and the padrapplicability of those rights to certain
of its wafer probe cards, Japan Electronic Matet@rporation offered that precedent technologiést as to one of our foreign patents that
we had identified, and also referenced a U.S. patemhich it stated we might take interest. Far thquiries we have received to date, we do
not believe we infringe any of the identified pateand technology. The semiconductor industry &satterized by uncertain and conflicting
intellectual property claims and vigorous protectamd pursuit of these rights. The resolution of elaims of this nature, with or without
merit, could be time consuming, result in costlightion or cause product shipment delays. In treneof an adverse ruling, we might be
required to pay substantial damages, cease therssde of infringing products, spend significaegaurces to develop non-infringing
technology, discontinue the use of certain techolir enter into license agreements. License ageatanif required, might not be available
on terms acceptable to us or at all. The loss oésto any of our intellectual property or thdighio use any of our technology could harm
our business.

If we fail to protect our proprietary rights, our@ampetitors might gain access to our technology, ethcould adversely affect our abili
to compete successfully in our markets and harm ayoerating results

If we fail to protect our proprietary righaglequately, our competitors might gain access taeminology. Unauthorized parties might
attempt to copy aspects of our products or to akdad use information that we regard as propriefatigers might independently develop
similar or competing technologies or methods oigiearound our patents. In addition, the laws ohynforeign countries in which we or our
customers do business do not protect our intelé@roperty rights to the same extent as the ldtiseoUnited States. As a result, our
competitors might offer similar products and we htigot be able to compete successfully. We alsoaaassure that:

« our means of protecting our proprietary rights Wwél adequate;
« patents will be issued from our currently pendinduture applications;

* our existing patents or any new patents will béisieht in scope or strength to provide any meahihgrotection or commercial
advantage to u

« any patent, trademark or other intellectual propaght that we own will not be invalidated, circuented or challenged in the United
States or foreign countries;

« others will not misappropriate our proprietary teclogies or independently develop similar techngatyplicate our products or desi
around any patent or other intellectual propeigits that we owr

We might be required to spend significanbteses to monitor and protect our intellectual grbprights. We presently believe that it is
likely that one or more of our competitors are gsimethodologies or have implemented structuresdettain of their products that are
covered by one or more of our intellectual propeidits. On February 24, 2004, we filed in the S&nuthern District Court, located in
Seoul, South Korea, two separate complaints agBimsbm Corporation, a Korean corporation, allegifigngement of a total of four Kore
patents issued to FormFactor. One Complaint alldggisPhicom is infringing our Korean Patent Nds2,257, entitled “Method of
Fabricating Interconnections Using Cantilever Elate@nd Sacrificial Substrates,” and 324,064, ledtitContact Tip Structures for
Microelectronic Interconnection Elements and Me#hotiIMaking Same.The other Complaint alleges Phicom is infringing Korean Patel
Nos. 278,342, entitle“Method of Altering the Orientation of Probe Elentem a Probe Card Assembly,” and 399,210, entitRrdbe Card
Assembly.” Both of the Complaints seek injunctieief. The court actions are a part of our ongaffgrts to protect the intellectual property
embodied in our proprietary technology, including MicroSpring interconnect technology. We couldunmaterial expenses in these
litigations. We may initiate other claims or litiizn against third parties for infringement of quoprietary rights or to establish the validity
our proprietary rights. If we threaten or initiditegation, we may be subject to claims by thirdtms against which we must defend. Any
litigation, whether or not it is resolved in ourvéa, could result in significant expense to us divert the efforts of our technical and
management personnel. In addition, many of ourocost contracts contain provisions that requireousdemnify our
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customers for third party intellectual propertyrinffement claims, which would increase the coststof an adverse ruling in such a claim.
adverse determination could also prevent us freambing our technologies and methods to others.

Ouir failure to comply with environmental laws anagulations could subject us to significant fines @fiabilities, and new laws and
regulations or changes in regulatory interpretatiaor enforcement could make compliance more diffitaind costly.

We are subject to various and frequently ghanU.S. federal, state and local, and foreignegomental laws and regulations relating to
the protection of the environment, including thgs&erning the discharge of pollutants into theasid water, the management and disposal of
hazardous substances and wastes, the cleanuptafiinated sites and the maintenance of a safe Wead&pWe could incur substantial costs,
including cleanup costs, civil or criminal finessanctions and third-party claims for property dgenar personal injury, as a result of
violations of or liabilities under environmentals and regulations or non-compliance with the emnnental permits required at our
facilities.

For instance, in May 2003, we received a ¢éotf Violation from the Bay Area Air Quality Manament District, or BAAQMD,
regarding our record keeping relating to our usafgeipe cleaning solvent. We introduced correctigéion to prevent any continued or
recurrent record keeping violation, and we resolvedNotice of Violation with a monetary paymentigthwas not significant. It is possible
that in the future, we may receive environmentalation notices, and that final resolution of thelations identified by these notices could
harm our operating results. By way of further exlanm December 2003, we received an InspectioroRdmm the Department of Toxic
Substances Control, or DTSC, in connection witlinapection conducted in August 2003 of the Compafgtilities. The DTSC Report
reflects certain violations that had not been resily addressed by us in correspondence with tHe@We promptly took appropriate steps
to address all of the violations noted, believe #ilesuch violations were addressed, and senespandence to the DTSC confirming such
corrective steps. At the present time it is noaclkehether any monetary penalty will be imposedhgyDTSC for the violations, and if so, the
relative significance of the penalty. In Januar@£0wve received a Notice of Violation from the BAMD for “Failure to Meet Permit
Condition” during a routine inspection of our fétiils conducted by an Inspector with the Compliatdenforcement Division of the
BAAQMD. The January BAAQMD Notice reflects that wexently exceeded permissible usage limits oroiigesit bench operations. The
limit was exceeded only recently, in November 200@. have identified appropriate corrective actiad are also continuing our efforts to
the permit modified to reflect the current usagguieements. Notwithstanding our contemplated caire@ction, the January BAAQMD
Notice remains unresolved and we may be subjezienalty based upon the unresolved January BAAQIdiice. In view of the Ma;
BAAQMD Notice discussed above and the fact thaaynment was associated with the resolution thexeefpresently believe that it is likely
the January BAAQMD Notice will result in the imptisn of a monetary penalty. At the present timis itot clear whether any monetary
payment would be significant. In February 2004¢atactor at our manufacturing facility dischargedtain diesel fuel mixed with water into
a storm drain. We notified the appropriate agenassisted in their investigation and in the atiégiof a third party to assist with the cleanup
activities. We have not yet been notified as totheany financial penalties will be imposed bagpdn the incident and, if imposed, whet
such penalties would be significant.

These laws, regulations and permits alsoccmduire the installation of costly pollution casitequipment or operational changes to limit
pollution emissions or decrease the likelihoodatfidental releases of hazardous substances. Itiagdiew laws and regulations, stricter
enforcement of existing laws and regulations, tiseavery of previously unknown contamination at oupthers’ sites or the imposition of
new cleanup requirements could require us to dutaioperations, restrict our future expansiotject us to liability and cause us to incur
future costs that would have a negative effectunoperating results and cash flow.
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Because we conduct some of our business internaibn we are subject to operational, economic, fir@al and political risks abroad

Sales of our products to customers outsiddhited States have accounted for an importantobaur revenues. Our international sales
as a percentage of our revenues were 49.9% fal 2003 and 44.4% for fiscal 2002. In the future, expect international sales, particularly
into Europe, Japan, South Korea and Taiwan, tameato account for a significant percentage ofrenenues. Accordingly, we will be
subject to risks and challenges that we would ti¢rvise face if we conducted our business onth@nUnited States. These risks and
challenges include:

« compliance with a wide variety of foreign laws amedulations;

« legal uncertainties regarding taxes, tariffs, gap¢xport controls, export licenses and other ttmdgers;

« political and economic instability in, or foreigordlicts that involve or affect, the countries afr@customers;
« difficulties in collecting accounts receivable dodger accounts receivable payment cycles;

« difficulties in staffing and managing personnektdbutors and representatives;

« reduced protection for intellectual property rigintsome countries;

* currency exchange rate fluctuations, which couldcifthe value of our assets denominated in loaakacy, as well as the price of our
products relative to locally produced produ

« seasonal fluctuations in purchasing patterns ierotbuntries; and
« fluctuations in freight rates and transportatiosrajptions.

Any of these factors could harm our exisiimgrnational operations and business or impairatility to continue expanding into
international markets.

We might require additional capital to support bugiss growth, and such capital might not be availkat

We intend to continue to make investmentsugmport business growth and may require additibmals to respond to business challenges,
which include the need to develop new productsbaace existing products, enhance our operatimgstrficture and acquire complement
businesses and technologies. Accordingly, we may @ engage in equity or debt financing to seaudditional funds. Equity and debt
financing, however, might not be available whendsekor, if available, might not be available omtersatisfactory to us. If we are unable to
obtain adequate financing or financing on termisfadtory to us, our ability to continue to suppautr business growth and to respond to
business challenges could be significantly limited.

Our reported financial results may be adverselyaffed by changes in accounting principles generaltcepted in the United States.

We prepare our financial statements in conftyrwith accounting principles generally accepitethe United States. These accounting
principles are subject to interpretation by theaRitial Accounting Standards Board, the Americatitlrte of Certified Public Accountants,
the Securities and Exchange Commission and vabodies formed to interpret and create approprietewnting principles. A change in
these principles or interpretations could havegaiBtant effect on our reported financial resusted could affect the reporting of transactions
completed before the announcement of a change.

Recently enacted and proposed changes in securiies and regulations are likely to increase oursts.

The Sarbanes-Oxley Act of 2002 that becamweanaluly 2002, as well as new rules and regulatsubsequently implemented by the
Securities and Exchange Commission, have requiradges to some of our corporate governance praciite Act also requires the
Securities and Exchange Commission to promulgate
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additional new rules on a variety of subjects.ddition to final rules and rule proposals alreadyde by the Securities and Exchange
Commission, Nasdag has adopted revisions to itsnemgents for companies, such as us, that are Nd&iad. We expect these new rules
and regulations to increase our legal and finarw@alpliance costs, and to make some activities miffieult, time consuming and/or costly.
We also expect these new rules and regulationsaterit more difficult and more expensive for ushtain director and officer liability
insurance, and we may be required to accept recimegtage or incur substantially higher costs taiolcoverage. These new rules and
regulations could also make it more difficult far to attract and retain qualified members of owarb@f directors, particularly to serve on
audit committee, and qualified executive officers.

Unanticipated changes in our tax rates or exposuoeadditional income tax liabilities could affectun profitability.

We are subject to income taxes in both thitddrStates and various foreign jurisdictions, anddomestic and international tax liabilities
are subject to the allocation of expenses in difiejurisdictions. Our effective tax rate coulddukersely affected by changes in the mix of
earnings in countries with different statutory taies, changes in the valuation of deferred tagtasmd liabilities, changes in tax laws
including pending tax law changes, such as theflidram export sales and the research and devedopreredit by material audit
assessments. In particular, the carrying valueetdrded tax assets, which are predominantly irlthiged States, is dependent on our abilit
generate future taxable income in the United Statesddition, the amount of income taxes we payld&de subject to ongoing audits in
various jurisdictions and a material assessmeiat ¢gverning tax authority could affect our profiteip.

The trading price of our common stock is likely be volatile, and you might not be able to sell yalvares at or above the price that
you paid for them

The trading prices of the securities of tetbgy companies have been highly volatile. Accogtiinthe trading price of our common stock
is likely to be subject to wide fluctuations. Fuathour securities have a limited trading histéigctors affecting the trading price of our
common stock include:

* variations in our operating results;

» announcements of technological innovations, newlgets or product enhancements, strategic alliaocse®nificant agreements by us
or by our competitors

« recruitment or departure of key personnel;
« the gain or loss of significant orders or customers

« changes in the estimates of our operating resulth@anges in recommendations by any securitieystsahat elect to follow our
common stock

» market conditions in our industry, the industrié®r customers and the economy as a whole; and
« sales or perceived sales of substantial amourdarofommon stock held by existing stockholders.

In addition, if the market for technology aite or the stock market in general experiencesrmoed or greater loss of investor confidence,
the trading price of our common stock could decforereasons unrelated to our business, operagigigits or financial condition. The trading
price of our common stock also might decline irctiem to events that affect other companies iniodustry even if these events do not
directly affect us.

If securities analysts do not publish research @ports about our business, our stock price couldlae.

The trading market for our common stock welly in part on the research and reports that imgus financial analysts publish about us or
our business. We do not control these analystméfor more of the analysts who cover us downgoadetock, our stock price would likely
decline rapidly. If one or more of these analystase coverage of our company, we could lose \ityill the market, which in turn could
cause
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our stock price to decline. If securities analydisnot publish research or reports about our basjmmur stock price could decline.

The concentration of our capital stock ownershipttvinsiders will likely limit your ability to influence corporate matter:

Our executive officers, directors, current Bfgreater stockholders and entities affiliatethvainy of them together beneficially own a
large percentage of our outstanding common stosla Pesult, these stockholders, acting togethege babstantial influence over all matters
that require approval by our stockholders, inclgdime election of directors and approval of siguifit corporate transactions. As a result,
corporate actions might be taken even if otheridtoltlers, including you, oppose them. This conegitin of ownership might also have the
effect of delaying or preventing a change of cdrifmur company that other stockholders may vievibeneficial.

Our management has broad discretion over the us¢hef proceeds to us from our public offerings oframon stock and might not
apply the proceeds of our public offerings in walyst enhance our results of operation

Our management has broad discretion to wesaehproceeds from our public offerings, whicHude our initial public offering and our
follow-on public offering, and you will be relyingn the judgment of our management regarding thécapipn of these proceeds. We intend
to use a portion of the net proceeds from ourahfiublic offering for leasehold improvements at new corporate headquarters and
manufacturing facility. Although we expect our mgaement to use the remaining net proceeds from whliqofferings for general corporate
purposes, including working capital and for potenstrategic investments or acquisitions, we haxteatiocated these net proceeds for spe
purposes. Our management might not be able to gisignificant return, if any, on any investmentlidse net proceeds.

Provisions of our certificate of incorporation andylaws or Delaware law might discourage, delay oeyent a change of control ¢
our company or changes in our management and, tere, depress the trading price of our common sto

Delaware corporate law and our certificaténobrporation and bylaws contain provisions traild discourage, delay or prevent a change
in control of our company or changes in our managerthat the stockholders of our company may deshrargageous. These provisions:

« establish a classified board of directors so tleatati members of our board are elected at one;time
« provide that directors may only be removed “forgelland only with the approval of 66 2/3% of owcktholders;
* require super-majority voting to amend some prowisiin our certificate of incorporation and bylaws;

« authorize the issuance of “blank check” prefertedlsthat our board could issue to increase thebeurof outstanding shares and to
discourage a takeover attem

« authorize the issuance of “blank check” prefertedisthat our board could issue to increase thebaurof outstanding shares and to
discourage a takeover attem

« limit the ability of our stockholders to call spatmeetings of stockholders;
« prohibit stockholder action by written consent, @hiequires all stockholder actions to be takemmateting of our stockholders;
* provide that the board of directors is expressiphatized to make, alter or repeal our bylaws; and

« establish advance notice requirements for nominatior election to our board or for proposing niatthat can be acted upon by
stockholders at stockholder meetin

37




Table of Contents

In addition, Section 203 of the Delaware GenerapGmtion Law may discourage, delay or preventangk in control of our company.

ltem 7A:  Quantitative and Qualitative Disclosures about MakRisk

Foreign Currency Exchange RisRur revenues, except in Japan, and our expensaptekiose expenses related to our operations in
Germany, United Kingdom, Japan and Korea opergtamesdenominated in U.S. dollars. Revenues anouats receivable from our Japan
customers, which are denominated in Japanese tegaised significantly in fiscal 2003. As a reswit, are exposed to foreign currency
fluctuations. We recorded the resulting currendpgar losses in our consolidated income staternfenaf December 27, 2003 we did not
enter into forward exchange contracts to hedge ®xgodenominated in foreign currencies or any atfleerative financial instruments for
trading or speculative purposes.

In March of 2004, we entered into three favexchange contracts to hedge a portion of, bualcexisting and anticipated foreign
currency transactions denominated in Japanese M®tted to occur within six months. These outstagdibreign currency forward exchar
contracts allow us to sell 605.5 million Yen forSJdollar $5.4 million with contract rates rangingm 112.49 Yen to 112.62 Yen per
U.S. dollar. These contracts expire on variousgtiteough July 2004. We do not use derivative fomrinstruments for trading or
speculative purposes.

Interest Rate Risk'he primary objective of our investment activitiedo preserve principal while at the same time im&ing the incom:
we receive from our investments without signifidamcreasing risk. Some of the securities in whighinvest may be subject to market risk.
This means that a change in prevailing interesisratay cause the principal amount of the investroeifictuate. For example, if we hold a
security that was issued with an interest ratedfixethe then-prevailing rate and the prevailirtigriest rate later rises, the principal amount of
our investment will probably decline. To minimizeg risk in the future, we intend to maintain oortfolio of cash equivalents, and
marketable securities in a variety of securitias|iding commercial paper, money market funds, guwent and non-government debt
securities and certificates of deposit (see NatétBe Notes to Consolidated Financial Statemefmts}. risk associated with fluctuating
interest rates is limited to our investment poitf@ind we do not believe that a 10% change inéstarates will have a significant impact on
our interest income. As of December 27, 2003, falluy investments were in money market accountsificates of deposit or high quality
corporate debt obligations and U.S. governmentrgezsi
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Item 8:  Consolidated Financial Statements and Supplement&gta
Consolidated Financial Statements

The consolidated financial statements of Feaator required by this item are included in thetisa entitled “Consolidated Financial
Statements” of this Annual Report on Form 10-K. See 15(a)(1) for a list of FormFactor’s consotield financial statements.

Selected Quarterly Financial Dat

The following selected quarterly financiatalahould be read in conjunction with FormFactoossolidated financial statements and the
related notes and “ltem 7: Management'’s Discusai@hAnalysis of Financial Condition and Result©gkrations.” This information has
been derived from unaudited consolidated finarst@iements of FormFactor that, in the Company’siopj reflect all recurring adjustments
necessary to fairly present this information wheadrin conjunction with FormFactor’s consolidatgificial statements and the related notes
appearing in the section entitled “ConsolidatedaRial StatementsThe results of operations for any quarter are Botasarily indicative ¢
the results to be expected for any future period.

Mar. 31, June 30 Sept. 29, Dec. 29 Mar. 30, June 29 Sept. 28, Dec. 28 Mar. 29, June 28 Sept. 27, Dec. 27,
2001 2001 2001 2001 2002 2002 2002 2002 2003 2003 0032 2003
Revenues $19,84¢ $21,507 $16,02: $16,05¢ $17,28¢ $18,51( $20,72¢ $22,157 $18,66¢ $22,09: $26,07¢ $31,46:
Cost of revenues 10,41( 11,26¢ 8,471 8,22¢ 8,85¢ 9,422 10,25¢ 10,91¢ 9,80( 11,46¢ 13,21 15,445
Gross margir 9,43¢ 10,23¢ 7,54¢ 7,827 8,42¢ 9,08¢ 10,47( 11,241 8,86¢ 10,62 12,86: 16,01¢
Operating expenses:
Research and
developmen 4,07 4,32 3,05¢ 3,16¢ 3,24¢ 3,57¢ 3,82¢ 3,93¢ 3,52¢ 3,831 3,96¢ 4,247
Selling, general
and
administrative 4,73( 5,23( 4,34¢ 4,19¢ 3,992 4,172 4,26¢ 4,57¢ 4,01 4,47¢ 4,98( 5,57
Stock-based
compensation 58 10z 102 20€ 165 30z 282 28¢ 333 371 39€ 384
Restructuring
charges — — 1,38( — — — — — — — — —
Total
operating
expenses 8,861 9,65¢ 8,881 7,571 7,40€ 8,052 8,37¢ 8,801 7,871 8,68( 9,34z 10,20+

Operating income

(loss) 57€ 582 (1,337) 25€ 1,02¢ 1,03t 2,094 2,44( 99€ 1,94¢ 3,521 5,81z
Interest and other

income (expense

net (74) 94 22¢ 22€ 165 164 85 238 12¢ 131 52(C 78€
Income (loss) befor

income taxe: 504 677 (1,109%) 484 1,17¢ 1,19¢ 2,17¢ 2,67¢ 1,127 2,07¢ 4,041 6,59¢
Benefit (provision)

for income taxes (207) (297) 42¢ (235) (332 (485) 5,031 (1,089 (428 (789) (1,53€) (2,530)
Net income (loss $ 297 $ 38€ $ (682) $  24¢ $ 84€ $ 714 $ 7,21( $ 1,58¢ $  69¢ $ 1,287 $ 2,50t $ 4,06¢

— — — — — — — — — — — —

Net income (loss

per share

Basic $ .08 $ .1C $ (.16 $ .06 $ .19 $ 1€ $ 1.61 $ .35 $ .15 $ 12 $ .07 $ .11

Diluted $ .01 $ .01 $ (.16 $ .01 $ .03 $ .02 $ 24 $ .05 $ .02 $ .04 $ .07 $ .10

Weighted-average
number of shares
used in per share

calculations
Basic 3,79( 3,941 4,137 4,24¢ 4,391 4,43¢ 4,47¢ 4,52¢ 4,53¢ 10,89 34,117 35,617
Diluted 27,92« 28,35: 4,137 29,03¢ 29,82: 29,53¢ 29,57¢ 29,227 29,26¢ 31,17( 37,90t 39,46(
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Item 9:  Changes in and Disagreements with Accountants orcénting and Financial Disclosure

None.

Iltem 9A:  Controls and Procedures
Disclosure Controls and Procedures

As required by Rule 13a-15(b) of the Secesittxchange Act of 1934, FormFactor managementidimg the Chief Executive Officer
and Chief Financial Officer, conducted an evaluas of the end of the period covered by this AhRegort on Form 10-K, of the
effectiveness of FormFactor’s “disclosure contantsl procedures” as defined in Exchange Act RulelB{a). Based on that evaluation, the
Chief Executive Officer and Chief Financial Offiancluded that as of December 27, 2003, FormFaal@closure controls and procedures
were effective for ensuring that information reedito be disclosed in the reports that FormFadas 6ér submits under the Securities
Exchange Act of 1934 are recorded, processed, suzadaand reported within the time periods spedifiethe Securities and Exchange
Commission’s rules and forms.

Internal Control over Financial Reporting

As required by Rule 13a-15(d) of the Seaesittxchange Act of 1934, FormFactor managementdimg the Chief Executive Officer
and Chief Financial Officer, also conducted an eaabn of FormFactor’s “internal control over fir@al reporting” as defined in Exchange
Act Rule 13a-15(f) to determine whether any changérmFactor’s internal control over financiapogting occurred during the fourth
quarter of 2003 that materially affected, or ai@smably likely to materially affect, FormFactorigernal control over financial reporting.
Based on that evaluation, there has been no sutgelduring the fourth fiscal quarter.

Limitations on Effectiveness of Controls

It should be noted that any system of coatlabwever well designed and operated, can pravidereasonable, and not absolute,
assurance that the objectives of the system withbe The design of any control system is basegaity upon the benefits of the control
system relative to its costs. Control systems @oittumvented by the individual acts of some pessby collusion of two or more people,
by management override of the control. In additmrer time, controls may become inadequate beasfusganges in conditions, or the dec
of compliance with the policies or procedures matedorate. In addition, the design of any consgdtem is based in part upon certain
assumptions about the likelihood of future events.
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PART IlI

Iltem 10:  Directors and Executive Officers of the Registrs

Information concerning FormFactor’s directangluding FormFactor’s audit committee and agdinmittee financial expert, appear in
FormFactor's Proxy Statement, under the sectioleht'Election of Directors.” Such information this portion of the Proxy Statement is
incorporated herein by reference.

For information with respect to FormFactasecutive officers, see Part I, Iltem 1 of this Aahdeport on Form 10-K under the section
entitled “Executive Officers.”

Information concerning Section 16(a) benafiownership reporting compliance appears in Footdfs Proxy Statement under the
section entitled “Section 16(a) Beneficial OwnepsRieporting Compliance.” Such information in thegon of the Proxy Statement is
incorporated herein by reference.

FormFactor has adopted a Statement of Cap@ade of Business Conduct that applies to adlatlins, officers and employees of
FormFactor and a Statement of Financial Code atEkthat applies to our chief executive officerie€tinancial officer, chief accounting
officer and other employees in our finance depantmeformation concerning these codes appearsimFactors Proxy Statement under 1
section entitled “Election of Directors — Corpor&edes.” Such information in this portion of the@®r Statement is incorporated herein by
reference.

ltem 11:  Executive Compensatio

Information concerning executive compensatind related information appears in FormFactoraxpiStatement under the section
entitled “Executive Compensation and Related Infation.” Such information in this portion of the RyoStatement is incorporated herein by
reference.

Item 12:  Security Ownership of Certain Beneficial Owners ahMbBnagement and Related Stockholder Mattt

Information concerning the security ownerstifigertain beneficial owners and management alatek stockholder matters, including
information regarding FormFactor’'s equity compeiwsaplans, appears in FormFactor’s Proxy Statemaedér the section entitled “Security
Ownership of Certain Beneficial Owners and Manageraad Related Stockholder Matters.” Such infororatn this portion of the Proxy
Statement is incorporated herein by reference.

ltem 13:  Certain Relationships and Related Transactio

Information concerning certain relationshésl related transactions appears in FormFactoosyP8tatement under the section entitled
“Certain Relationships and Related TransactionachInformation in this portion of the Proxy Stamhis incorporated by reference.

ltem 14:  Principal Accountant Fees and Servict

Information concerning principal accountaggd and services and the audit committee’s presgpppolicies and procedures appear in
FormFactor's Proxy Statement under the sectiorledtiRatification of Selection of Independent Awmts.” Such information in this portion
of the Proxy Statement is incorporated herein fgremce
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PART IV

Item 15:  Exhibits, Financial Statement Schedules, and Repgoon Form &K
(a) The following documents are filed as mdithis Annual Report on Form 10-K:

(1) Consolidated Financial Statements:
Report of Independent Auditors
Consolidated Balance Sheets
Consolidated Income Statements
Consolidated Statements of igtolders’ Equity (Deficit)
Consolidated Statements of Gdetvs
Notes to Consolidated Finan&i@tements

(2) Financial Statement Schedule:
Report of Independent Auditors

Schedule Il — Valuation and @fyang Accounts

(3) Exhibits:
The exhibits listed in the acg@anying Index to Exhibits are filed or incorpodatey reference as part of this Annual Report
on Form 10-K.

(b) Reports on Form 8-K

Date of Report Iltem(s) Description
10/16/0: 7,12 FormFactor announced earnings for the quarter eS8éptember 27, 200
10/16/0: 57 FormFactor announced its intention to file a Forh Begistration Statement with the SEC
for a proposed public follo-on offering.
10/20/0: 57 FormFactor announced the filing of a Form S-1 Regfion Statement with the SEC for a
proposed public follo-on offering.
11/04/0: 57 FormFactor announced the pricing of its publicda-on offering.

(c) Exhibits: The following exhibits are fileas part of this Annual Report on Form 10-K:

Exhibit
Number Exhibit Description

10.11* Key Management Bonus Plan (20(

10.12* Sales Incentive Plan (first half 20C

10.35 Letter Agreement by and between Infineon Technelediktiengesellschaft and FormFactor dated Decede200z

10.45* Probe Card Purchase Agreement by and between BMfgdaory, Inc. and FormFactor dated April 1, 2002 an
Agreement by and between Elpida Memory, Inc. ananFactor dated August 18, 20

23.01 Consent of Independent Accounta

31.01 Certification of Chief Executive Officer pursuant15 U.S.C. Section 7241, as adopted pursuantdiioBe302 of the
Sarbane-Oxley Act of 200z

31.02 Certification of Chief Financial Officer pursuant15 U.S.C. Section 7241, as adopted pursuantdiioBe302 of the

Sarbane-Oxley Act of 2002
32.01* Certification of Chief Executive Officer and Chigfhancial Officer pursuant to 18 U.S.C. Section(,3% adopted
pursuant to Section 906 of the Sarbi-Oxley Act of 200z

* Confidential treatment has been requested fotiquus of this exhibit. These portions have beerittea from this Form 10-K and have been
filed separately with the Securities and Exchangm@ission.

** This exhibit shall not be deemed “filed” for puoses of Section 18 of the Securities ExchangeoAt034 or otherwise subject to the
liabilities of that section, nor shall it be deeniecorporated by reference in any filing under eeurities Act of 1933 or the Securities
Exchange Act of 1934, whether made before or #tfiedate hereof and irrespective of any generarparation language in any filing
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SIGNATURES

Pursuant to the requirements of Section 185¢d) of the Securities Exchange Act of 1934, Rlegistrant has duly caused this report to be
signed on its behalf by the undersigned, thereduatyp authorized, in the City of Livermore, StateGilifornia, on the 19th day of March
2004.

FORMFACTOR, INC.

By: /sl JENS MEYERHOFF

Jens Meyerhoff
Senior Vice President of Operations and
and Chief Financial Officer

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that eatthe undersigned whose signature appears belogtitutes and appoints
Dr. Igor Y. Khandros, Jens Meyerhoff and StuarMerkadeau, and each of them, his true and lawfatrays-in-fact and agents with full
power of substitution, for him and in his name cpland stead, in any and all capacities, to sigread all amendments to this Annual Report
on Form 10-K and any other documents in connectierewith, and to file the same, with all exhilifisreto, with the Securities and
Exchange Commission, granting unto said attorneyfadt and agents, and each of them, full poweraartority to do and perform each and
every act requisite and necessary to be done edghect to this Annual Report on Form 10-K, as ftdhall intents and purposes as he might
or could do in person, hereby ratifying and confirgnall that said attorneys-in-fact and agentdjisror their substitute or substitutes, may
lawfully do or cause to be done by virtue hereof.

IN WITNESS WHEREOF, each of the undersignas éxecuted this Power of Attorney as of the datieated.

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

Signature Title Date

Principal Executive Officer and Directc

/s/ DR. IGOR Y. KHANDROS Chief Executive Officer, President and Director March 19,
2004

Dr. Igor Y. Khandros
Principal Financial Officer

/sl JENS MEYERHOFF Senior Vice President of Operations and Chief March 19,
Financial Officer 2004

Jens Meyerhot
Principal Accounting Officer

/s MICHAEL M. LUDWIG Vice-President of Human Resources and Finance, March 19,
and Controller 2004

Michael M. Ludwig
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Signature

Title

Date

Additional Directors

/s/ JOSEPH R. BRONSON

Joseph R. Bronsc

/sl DR. THOMAS J. CAMPBELL

Dr. Thomas J. Campbe

/s/ DR. WILLIAM H. DAVIDOW

Dr. William H. Davidow

/sl G. CARL EVERETT, JR.

G. Carl Everett, Ji

/sl JAMES A. PRESTRIDGE

James A. Prestridc
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CONSOLIDATED FINANCIAL STATEMENTS

As required under “Item 8: Consolidated FiriahStatements and Supplementary Data,” the cafeel financial statements of
FormFactor are provided in this section as follows:
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Report of Independent Auditors
The Board of Directors and Stockholders of Forméadhc.:

In our opinion, the accompanying consoliddiathnce sheets and the related consolidated statemf income, of stockholders’ equity
(deficit) and of cash flows present fairly, in alhterial respects, the financial position of Foratbg Inc. (the “Company”) and its
subsidiaries at December 28, 2002 and Decemb&(®B, and the results of their operations and ttesh flows for each of the three year
the period ended December 27, 2003 in conformiti atcounting principles generally accepted inUhéed States of America. These
financial statements are the responsibility of@mempany’s management; our responsibility is to egpran opinion on these financial
statements based on our audits. We conducted dits af these statements in accordance with agd#iandards generally accepted in the
United States of America, which require that wen@ad perform the audit to obtain reasonable assarabout whether the financial
statements are free of material misstatement. Alit mcludes examining, on a test basis, evidenpparting the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made agagement, and evaluating the overall
financial statement presentation. We believe thatadits provide a reasonable basis for our opinio

/sl PRICEWATERHOUSECOOPERS LLP

San Jose, California
March 17, 2004
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FORMFACTOR, INC.

CONSOLIDATED BALANCE SHEETS

ASSETS
Current asset:
Cash and cash equivalel
Marketable securitie
Accounts receivable, net of allowance for doub#fttounts of $253 in
2002 and $103 in 20C
Inventories, ne
Deferred tax asse
Prepaid expenses and other current a:

Total current asse
Restricted cas
Property and equipment, r
Deferred tax asse
Other asset

Total asset

LIABILITIES, REDEEMABLE CONVERTIBLE PREFERRED STOCK
(DEFICIT)
Current liabilities:

Bank line of credi

Notes payable, current portii

Accounts payabl

Accrued liabilities

Deferred revenue and customer advai

Total current liabilities
Notes payable, less current port
Deferred revenue and customer advai

Total liabilities

Commitments and contingencies (Note
Redeemable convertible preferred stock, $0.00V plaie:
Authorized: 23,126,983 shares for 2002 and norg9d8
Issued and outstanding: 23,002,626 shares in 20@2@ne in 2003
(Liguidation preferences: $66,263 at December 2822and none at
December 27, 200!
Redeemable convertible preferred stock warr

Stockholder' equity (deficit):
Preferred stock, $0.001 par vali
Authorized: 10,000,000 shar
Issued and outstanding: none in 2002 and :
Common stock, $0.001 par valt
Authorized: 250,000,000 shar
Issued and outstanding: 4,680,118 shares in 2082 an
36,808,906 shares in 20
Additional paic-in capital
Notes receivable from stockholde
Deferred stoc-based compensation, r
Accumulated other comprehensive |
Accumulated defici

December 28,

2002

December 27,

2003

(In thousands, except share

$ 26,78¢
7,551

11,98¢
4,23C
2,571
3,46:

56,59
2,83t
16,53¢
1,06¢
484

$ 77,51¢

and per share data)

$116,30!
62,96¢

19,69¢
8,02t
2,57
2,744

212,31
2,55(
20,49¢
39¢

35¢€

$236,11:

AND STOCKHOLDERS’ EQUITY

$ 37t
50C
6,712
7,671
798

16,057
62¢
672

17,35¢

64,89:
30¢€

65,20

5
20,06«
(3,447

(12,29:)

(9,369

$ —

10,57¢
10,14
1,00¢

21,731

43:

22,16¢

37
226,63(
(661)
(11,249
(4)

(806)




Total stockholder equity (deficit) (5,03%) 213,94°

Total liabilities, redeemable convertible preferstdck and
stockholder’ equity (deficit) $ 77,51¢ $236,11:

The accompanying notes are an integral part oktheasolidated financial statements.

a7




Table of Contents

FORMFACTOR, INC.

CONSOLIDATED STATEMENTS OF INCOME

Years Ended

December 29, December 28, December 27,
2001 2002 2003

(In thousands, except per share data)

Revenue: $73,43: $78,68¢ $98,30:
Cost of revenues(! 38,38t 39,45¢ 49,92¢
Gross margir 35,04¢ 39,22¢ 48,37
Operating expense
Research and development 14,61¢ 14,59: 15,56¢
Selling, general and administrative 18,50( 17,00¢ 19,04«
Stoclk-based compensatic 46¢ 1,03¢ 1,48¢
Restructuring charge 1,38( — —
Total operating expens: 34,96¢ 32,63¢t 36,09"
Operating incom: 80 6,592 12,27¢
Interest incom 98¢ 80¢ 1,041
Interest expens (270) (79 (38)
Other income (expense), r (342) (87) 563
477 64z 1,56¢
Income before income tax 557 7,234 13,84:
Benefit (provision) for income Taxt (307) 3,12¢ (5,287%)
Net income $ 25C $10,35¢ $ 8,55¢
| | |

Net income per shar

Basic $ 0.0¢ $ 2.3¢ $ 041
| | |
Diluted $ 0.01 $ 0.3t $ 0.2t
| | |

Weightec-average number of shares used in per share cabridz
Basic 4,02¢ 4,44¢ 21,04°
| | |
Diluted 28,65¢ 29,55¢ 34,16¢
| | |

(1) Amounts exclude sto-based compensation, as folloy

Cost of revenues $ 27 $ 172 $ 22:
Research and development 13¢ 217 46(
Selling, general and administrative 30¢ 65C 801
Total $ 46¢ $ 1,03¢ $ 1,48¢
| | |

The accompanying notes are an integral part oktheasolidated financial statements.
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FORMFACTOR, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (DE FICIT)
For the Years Ended December 29, 2001,
December 28, 2002 and December 27, 2003

Notes Accumulated
Common Stock Additional Receivable Deferred Other
Paid-in from Stock-based =~ Comprehensive Accumulated
Shares Amount Capital Stockholders  Compensation Loss Deficit Tofa

(In thousands, except share data)
Balances, December 30, 2000 4,458,28 $ 4 $ 5,52¢ $(3,96)) $ (189 $— $(19,979) $(18,58¢)
Issuance of common stock pursuant to
exercise of options for cash and notes

receivable 168,22¢ 1 34C (43 — — — 29¢
Issuance of common stock for services
provided 2,462 — 15 — — = — 15

Repurchase of common stock for cash and
in connection with cancellation of notes

receivable from stockholde (50,52%) — (214 18€ — — — (28)
Deferred stock-based compensation — — 4,35¢ — (4,35€) — — —
Recognition of stock-based compensation — — — — 468 — — 46¢
Net income — — — — — — 25C 25C
Balances, December 29, 2001 4,578,45! 5 10,02¢ (3,819 (4,07)) — 19,72 (17,587)
Repayment of notes receivable from

stockholders — — — 26 — — — 26
Issuance of common stock pursuant to

exercise of options for cash 223,11: — 1,07C — — — — 1,07C
Issuance of common stock for services

provided 7,53¢ — 57 — — — — 57
Repurchase of common stock for cash and

in connection with cancellation of notes

receivable from stockholde (128,98)) — (35)) 34t — — — (6)
Deferred stock-based compensation, ne

cancellations — — 9,262 — (9,262) — — —
Recognition of stoc-based compensatic — — — — 1,03¢ — — 1,03¢
Net income — — — — — — 10,35¢ 10,35¢
Balances, December 28, 20 4,680,11. 5 20,06¢ (3,447 (12,299 — (9,36%) (5,03%)
Repurchase of common stock (100,000) — (200) — — — — (200)

Issuance of common stock in connection

with initial public offering and followen

offering, net of issuance cos 8,755,17. 9 137,82t — — — — 137,83!
Conversion of redeemable convertible

preferred stock into common stock up

initial public offering 23,002,62 23 64,87: — — — — 64,89
Conversion of redeemable convertible

preferred stock warrants into common

stock warrant: — — 30€ — — — — 30¢€
Issuance of common stock pursuant to r
exercise of common stock warrants 45,33¢ — — — — — — —
Repayment of notes receivable from
stockholders — — — 2,78¢ — — — 2,78¢
Issuance of common stock pursuant to
exercise of options for ca: 425,65: — 1,65% — — — — 1,65%
Tax benefit from exercise of common st
options — — 1,66¢ — — — — 1,66¢
Deferred stock-based compensation, ne
cancellation: — — 43¢ — (439 — — —
Recognition of deferred stock-based
compensation — — — — 1,48¢ — — 1,48¢
Components of other comprehensive
income:
Change in unrealized gain on
marketable securities, net of t — — — — — 47 — 47
Translation adjustments — — — — — (51) — (51)
Net income — — — — — — 8,55¢ 8,55¢
Comprehensive incomr 8,55¢
Balances, December 27, 2003 36,808,90 $ 37 $226,63( $ (661]) $(11,249) $ 4 $ (80€) $213.94°
— — — — — [ — —

The accompanying notes are an integral part oktheasolidated financial statements.
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FORMFACTOR, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:

Net income
Adjustments to reconcile net income to net caskigsea by
operating activities
Depreciation and amortizatic
Stocl-based compensation expel
Common stock issued for services provii
Deferred tax asse
Tax benefits from employee stock option pl
Interest income from stockhold’ notes receivabl
Provision for doubtful accoun
Provision for excess and obsolete inventc
Loss on disposal of property and equiprr
Non-cash restructuring expens
Changes in assets and liabiliti
Accounts receivabl
Inventories
Prepaids and other current as:
Accounts payabl
Accrued liabilities
Deferred revenue

Net cash provided by operating activit

Cash flows from investing activities:

Acquisition of property and equipme
Purchase of marketable securil

Proceeds from maturities of marketable secur
Restricted cas

Other asset

Net cash used in investing activit|

Cash flows from financing activities:

Proceeds from issuance of redeemable convertibfemped stock,
net

Proceeds from issuance of common stock

Repayment of notes receivable from stockholi

Repurchase of common sta

Proceeds from issuance of notes pay

Proceeds from issuance of bank line of cr

Repayment of notes payal

Repayment of bank line of cre«

Net cash provided by financing activiti

Effect of exchange rate changes on cash and cashelients
Net increase in cash and cash equival
Cash and cash equivalents, beginning of

Cash and cash equivalents, end of \

Non-cash financing activities:

Common stock issued for notes receive
Repurchase of common stock in connection with déattn of
notes receivable from stockholdt

Years Ended

December 29,
2001

December 28,
2002

December 27,
2003

$ 25C

4,74
46¢
15

(257)
(16€)
96¢
194
277

501
(522)
(26¢)

1,24¢

2,307

501

10,26:

(9,356)
(17,86%)
15,81"

(209)

(11,60

10,07z
29¢

(28)
2,00(

(2,369

9,971

8,631
11,93¢

$ 20,56¢

$ 43

$ 18¢€

(In thousands)

$ 10,35¢

5,39:
1,03¢
57
(3,639

(23¢)
(161)
(1,157
32z

38
(682)
(1,412)
1,16%
1,82¢
(55)

12,85

(4,177
(23,13¢)
22,59(
(2,835)
63

(7,495)

1,07¢
26
(6)
37t
(602)

863

6,221
20,56¢

$ 8,55¢

5,147
1,48¢
66€
1,66¢
(160)
(150)
1,95¢

(7,547
(5,75¢)
1€
3,842
2,35¢
(28)

12,97

(9,080)
(153,64:)
98,28(
28E

83

(64,079

139,49(
2,78¢
(200)

1,00¢
(1,125)
(1,375)
140,57¢
44
89,51¢
26,78¢

$ 116,30!



Conversion of redeemable convertible preferredkséma warrants

to common stoc $ — $ — $ 65,20:
Deferred stoc-based compensatic $ 4,35¢ $ 9,26 $ 43¢
Supplemental disclosure of cash flow information
Interest paic $ 17C $ 79 $ 38
Income taxes pai $ 271 $ 17¢ $ 2,57

The accompanying notes are an integral part oktheasolidated financial statements.
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FORMFACTOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 — Formation and Business of the Company:

FormFactor, Inc. (the “Company”) was incomged on April 15, 1993 to design, develop, manufi@;tsell and support precision, high
performance advanced semiconductor wafer probescalge Company is based in Livermore, Californ@nk to its corporate offices,
research and development, and manufacturing lotwatithe Company has offices in California, Japamddry, Germany and South Korea.

Initial Public Offering

The Securities and Exchange Commission dettidre Company’s first registration statement, Whiee Company filed on Form S-1
(Registration No. 333-86738) under the Securitiesd% 1933 in connection with the initial publicfefing of its common stock, effective on
June 11, 2003. Under this registration statembatCtompany registered 6,900,000 shares of its canstoek, including 900,000 shares
subject to the underwriter’s over-allotment optiatith an aggregate public offering price of $96,800. The Company registered 6,505,305
of these shares on its behalf and 394,695 of thiemees on behalf of certain stockholders of the @ory, including a director and certain
officers of the Company.

In June 2003 the Company completed its intidolic offering in which it sold 5,605,305 sha@f¢he Company’s common stock that it
registered on its behalf and 394,695 shares onfuafithe selling stockholders. The shares werd $oi the aggregate public offering price of
$84,000,000. The underwriters exercised their @ietment option to purchase 900,000 shares on 20n2003 and in connection with the
option’s exercise, the Company sold 900,000 shares fagheegate public offering price of $12,600,000e Bhle of shares of common st
by the Company, including the sale of 900,000 shpresuant to the exercise of the over-allotmetibofhy the underwriters, resulted in
aggregate gross proceeds of approximately $91,000dpproximately $6,400,000 of which the Compagppliad to underwriting discounts
and commissions and approximately $2,700,000 offwttie Company applied to related costs. As at;ebel Company received
approximately $82,000,000 of the offering proceeds.

The sale of shares of common stock by thengedtockholders resulted in aggregate gross pasef approximately $5,500,000,
approximately $2,700,000 of which the selling stuaklers paid to the Company to repay loans fronCtbepany and approximately
$387,000 of which the selling stockholders appteednderwriting discounts and commissions. As tesiue selling stockholders received
approximately $2,400,000 of the offering proceeds.

Follow-On Public Offering

The Securities and Exchange Commission dettlidre Company’s follow-on registration statemeititich the Company filed on Form5-
(Registration No. 333-109815) under the Securiietsof 1933 in connection with the follown public offering of its common stock, effect
on November 4, 2003. Under this registration statarthe Company and certain stockholders of theg2my offered 5,750,000 shares of
Company’s common stock, including 750,000 sharbgestito the underwriters’ oveHotment option, with an aggregate public offerprgce
of $149,500,000. The Company registered 2,249,886ese shares, including 750,000 shares subjebetanderwriters’ over-allotment
option, on its behalf and 3,500,134 of these shamdsehalf of certain stockholders of the Compamgiuding certain officers of the Compa
and an officer who is also a director of the Conypan

On November 10, 2003, the Company complégefibilow-on offering in which it sold 2,249,866&skes of its common stock and the
selling stockholders sold 3,500,134 shares of th@@iany’s common stock. The sale of shares of constamk by the Company, including
the sale of 750,000 shares pursuant to the exestibe over-allotment option by the underwriteesulted in aggregate gross proceeds of
approximately $58,500,000, approximately $2,600,680&@hich the Company applied to underwriting disets and commissions. As a result,
the Company received approximately $55,900,000®bffering proceeds.
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FORMFACTOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

The sale of shares of common stock by tHangedtockholders resulted in aggregate gross pasef approximately $91,000,000, of
which $4,100,000 was applied to underwriting distswand commissions. As a result, the selling s$toltlers received approximately
$86,900,000 of the offering proceeds.

Note 2 — Summary of Significant Accounting Policies

Basis of Consolidation and Foreign Currency Trangian

The consolidated financial statements inclilndeaccounts of the Company and its wholly ownédssgliaries. All material intercompany
balances and transactions have been eliminated.

Translation adjustments resulting from thecpss of remeasuring into the United States of Araelollar the foreign currency financial
statements of the Company’s wholly owned subsieatfior which the United States of America doltathie functional currency, are included
in operations. For the Company’s international gliases which use their local currency as theirdiional currency, assets and liabilities are
translated at exchange rates in effect at the balaheet date and revenue and expense accoumesageaexchange rates during the period.
Resulting translation adjustments are recordecttiijréo cumulative comprehensive income.

Use of Estimate:

In accordance with accounting principles galgaccepted in the United States of America, ag@ment utilizes certain estimates and
assumptions that affect the reported amounts eftassd liabilities at the date of the financiatsments and the reported amounts of
revenues and expenses during the reporting pérloelprimary estimates underlying the Company’srfaial statements include allowance
for doubtful accounts receivable, reserves for pobavarranty, reserves for obsolete and slow moinrgntory, income taxes and accrual for
other liabilities. Actual results could differ frothose estimates.

Cash and Cash Equivalent

The Company considers all highly liquid inveents with original or remaining maturities oféermonths or less, at the date of purchase,
to be cash equivalents. Cash and cash equivatesitele money market and various deposit accounts.

Marketable Securitie:

The Company has classified its marketablersies as “available-for-sale.” All marketable geties represent the investment of funds
available for current operations, notwithstandimgjirt contractual maturities. Such marketable séearare recorded at fair value and
unrealized gains and losses, if material, are dsmbas a separate component of stockhol@epsty (deficit) until realized. Realized gains
losses on sale of all such securities are repamtedrnings, computed using the specific identifiacost method. Both realized and
unrealized gains have not been significant to date.

Restricted Casl

Under the terms of one of its facility legsh® Company provides security to the landlorthinform of six letters of credit totaling
$2,830,000 (see Note 5). In July 2002, the lettérgedit were secured by a certificate of depok#2,835,000, which was classified as
restricted cash as of December 28, 2002. In Ju@,2be letters of credit were secured by a depositmoney market account of $2,550,(
which has been classified as restricted cash Beoémber 27, 2003.
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FORMFACTOR, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Inventories

Inventories are stated at the lower of cpsth€ipally standard cost which approximates actwak on a first-in, first-out basis) or market
value. Reserves for potentially excess and obsoieentory are made based on management’s analfygisentory levels and future sales
forecasts.

The Company designs, manufactures and séilfyacustom product into a market that has badrject to cyclicality and significant
demand fluctuations. Probe cards are complex pitsdagstom to a specific chip design and have tddtigered on lead-times shorter than
most manufacturers’ cycle times. It is thereforeomon to start production and to acquire productiaterials ahead of the receipt of an
actual purchase order. Probe cards are manufadtuted volumes, therefore, material purchasesofien subject to minimum purchase
order quantities in excess of the actual demandsé ffiactors make inventory valuation adjustmentsgfahe normally occurring cost of
revenue. The aggregate inventory valuation adjustsnequal the additions to the inventory reservekveere $4,504,000, $1,279,000 and
$3,687,000 for the years ended December 29, 208dember 28, 2002, and for December 27, 2003, régplyc The Company retains the
excess inventory until the customer’s design isaiginued. The inventory may be used to satisfyorusr warranty demand. When the
customer’s design is discontinued, the Companyodisp of any excess inventory. The Company wrot&weéntories of $3,535,000 in fiscal
year 2001 and $2,436,000 in fiscal year 2002 kaindt write-off any inventories in fiscal year 2003.

Property and Equipmen

Property and equipment are stated at costlesumulated depreciation and amortization. Dégaien is provided on a straight-line
method over the estimated useful lives of the asgenerally two to five years. Leasehold improvetsi@are amortized over their estimated
useful lives or the term of the related lease, wner is less. Upon sale or retirement of asdes;ast and related accumulated depreciation
or amortization are removed from the balance saegthe resulting gain or loss is reflected in apens.

Impairment of Lon¢-Lived Assets and Lor-Lived Assets to be Disposed

The Company accounts for impairment of lowgd assets in accordance with Statement of FiahAgicounting Standards (“SFAS”)
No. 144 ,“Accounting for the Impairment or Disposal of Lohgred Assets”. SFAS No. 144 establishes a unifoacoanting model for long-
lived assets to be disposed of. SFAS No. 144 algoires that long-lived assets be reviewed for impent whenever events or changes in
circumstances indicate that the carrying amouincdisset may not be recoverable. Recoverabiliaggeéts to be held and used is measur
comparing the carrying amount of an asset to estidnandiscounted future net cash flows expectdxtgenerated by the asset. If the
carrying amount of the asset exceeds its estinfatack cash flows, an impairment charge is recagphizy the amount by which the carrying
amount of the asset exceeds the fair value ofgketa
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Warranty Accrual

The Company offers warranties on certain petsland records a liability for the estimated fatcosts associated with warranty claims,
which is based upon historical experience and th@@any’s estimate of the level of future costs. ifatly costs are reflected in the income
statement as a cost of revenues. A reconciliatidheochanges in the Compasyvarranty liability for the year ending Decemb8r 2002 an
December 27, 2003 follows (in thousands):

Warranty accrual at December 29, 2( $ 43C
Reserve for warranties issued during the 1,68¢
Settlements made during the y: (1,439
Warranty accrual at December 28, 2( 67¢
Reserve for warranties issued during the 722
Settlements made during the y: (95%)
Warranty accrual at December 27, 2( $ 44¢€

|

Management believes that the accrual balahBecember 27, 2003 is adequate to cover estinfiatieed costs associated with warranty
claims.

Concentration of Credit Risk and Other Risks and thkrtainties

The Company maintains its cash, cash equit&tnd marketable securities in accounts withetimajor financial institutions in the
United States of America and in countries wheresgliries operate, in the form of demand depositsraoney market accounts. Deposits in
these banks may exceed the amounts of insurang&ledoon such deposits. The Company has not expexicany losses on its deposits of
cash and cash equivalents.

Carrying amounts of certain of the Compairiiyiancial instruments including cash and cash eajaivs, accounts receivable and accounts
payable approximate fair value due to their shatumties. Based on borrowing rates currently aldéd to the Company for loans with
similar terms, the carrying value of notes payalnd the bank line of credit at December 28, 20qQ2@pmate fair value. Estimated fair
values for marketable securities, which are sepbrdisclosed elsewhere, are based on quoted nyaikes for the same or similar
instruments.

The Company markets and sells its productsrtarrow base of customers and generally doeseqatre collateral. In fiscal year 2001,
four customers accounted for approximately 26%, 208%6 and 12% of revenues. In fiscal year 2002¢gtwustomers accounted for
approximately 27%, 21% and 20% of revenues. Irafi2g003, four customers accounted for approximadébp, 13%, 12% and 10% of
revenues. At December 28, 2002, three customemsuated for approximately 26%, 25% and 19% of actoteceivable. At December 27,
2003, three customers accounted for approxima®dy,30% and 10% of accounts receivable.

The Company operates in the intensely conipetsemiconductor industry, primarily dynamic randaccess memory, or DRAM, which
has been characterized by price erosion, rapicht#obical change, short product life, cyclical netrpatterns and heightened foreign and
domestic competition. Significant technological mpes in the industry could affect operating resadbgersely.

Certain components that meet the Compangsirements are available only from a limited numisesuppliers. The rapid rate of
technological change and the necessity of devejpaimd manufacturing products with short lifecyctesy intensify these risks. The inability
to obtain components as required, or to develaprative sources, if and as required in the futtweld result in delays or reductions in
product shipments,
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which in turn could have a material adverse effecthe Company’s business, financial condition, masdilts of operations.

Revenue Recoghnitio

The Company recognizes revenue upon shipmieate there is a contract or purchase order, #hésféxed or determinable and where
collectibility of the resulting receivable is reasdly assured. Revenues from product sales toressoother than distributors are recognized
upon shipment and reserves are provided for estimaturns and allowances. Although the Compangtsildutor has no price protection
rights or rights to return product, other thanvi@rranty claims, the Company defers recognitioreg&nue from its distributor until the
distributor confirms an order from its customegegi the lack of visibility into the distributor'aventory levels. Revenues from the licensing
of the Company’s design and manufacturing technolog recognized over the term of the license ages¢ or when the significant
contractual obligations have been fulfilled.

Research and Developme

Research and development costs are charggzbtations as incurred.

Advertising Cost:

Advertising costs, included in sales and ratinlg expenses, are expensed as incurred. Adveresipenses in fiscal years 2001, 2002 and
2003 were approximately $328,000, $114,000 and $200respectively.

Income Taxes

The Company accounts for income taxes urgeptovisions of SFAS No. 109, “Accounting for Imoe Taxes.” Under this method,
deferred tax assets and liabilities are determbeesd on the difference between the financialrsiate and tax bases of assets and liabilities
using enacted tax rates in effect for the yearliictvthe differences are expected to affect taxaitgeme. Valuation allowances are
established when necessary to reduce deferregsatsato the amounts expected to be realized.

Segment:

The Company operates in one segment for the dedéyelopment, manufacture, sale and support ofgioec high performance advant
semiconductor wafer probe cards, using one measuntenf profitability to manage its business.

Stock-based Compensatic

The Company uses the intrinsic value mettfodlcoounting Principles Board Opinion No. 25 (“ARB. 25”), “Accounting for Stock
Issued to Employees,” in accounting for its empéogtock options, and presents disclosure of prmddnformation required under
SFAS No. 123 (“SFAS No. 123"), “Accounting for SkeBased Compensation.”

Had compensation cost for the Company’s stptlon grants to employees been determined baséuedair values of the stock option at
the date of grant consistent with the provisionSBAS No. 123, the

55




Table of Contents
FORMFACTOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Company’s net income would have been changed tprtivéorma amounts as follows (in thousands, expepshare data):

Years Ended
December 29, December 28, December 27,
2001 2002 2003
Net income, as reporte $ 25C $10,35¢ $ 8,55¢
Add: Stockbased employee compensation expense incluc
reported net income, net of t 19t 61€ 91¢
Deduct: Total stock-based employee compensatioarese
determined under fair value based method for adlrde; ne
of tax (1,269 (1,316 (2,897
Pro forma net income (los $ (829 $ 9,65¢ $ 6,58¢
| | [ |
Net income (loss) per sha
Basic:
As reportec $ 0.0¢ $ 2.3t $ 041
| | [ |
Pro forma $ (0.20) $ 217 $ 0.31
| | ]
Diluted:
As reportec $ 0.01 $ 0.3t $ 0.2t
| | ]
Pro forma $ (0.20) $ 0.3¢ $ 0.2C
| | ]

The Company has adopted the disclosure aolyigions of SFAS No. 123. Prior to the Companiyiitial public offering in June 2003, tl
Company calculated the fair value of each optiothendate of grant using the minimum value mettogdrascribed by SFAS No. 123. Since
June 12, 2003, the Company includes an expectatilitglfactor of 67% in addition to the factorssteibed in the following table in
determining the fair value of all options grant&tierefore, the pro forma net income and pro foret@mcome per share may not be
representative for future periods. The assumptisesl are as follows:

Stock Options Years Ended ESPP Year Ended
December 29, December 28, December 27, December 27,
2001 2002 2003 2003
Risk-free interest rat 4.58% 4.48% 3.0(% 0.8%
Expected life (in years 5 5 5 0.5
Dividend yield — — — —
Expected volatility — — 67% 67%

The weightedwverage per share grant date fair value of optioasted during the years ended December 29, 208derbber 28, 2002 a
December 27, 2003 was $1.06, $1.32 and $7.55,cteple. The weighted average estimated fair valipurchase rights granted under the
2002 Employee Stock Purchase Plan was $6.63 pex fhrdiscal 2003.

The Company accounts for equity instrumesgaéd to non-employees in accordance with the giomg of SFAS No. 123 and Emerging
Issues Task Force (“EITF”) Issue No. 96-18, “Acctng for Equity Instruments That Are Issued to Qtiiean Employees for Acquiring, or
in Conjunction with Selling, Goods or Services” ainirequire that such equity instruments are reabad¢heir fair value on the measurement
date. The measurement of stock-based compensatsuiject to periodic adjustment as the underlgigjty instruments vest.
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Net Income Per Shar

Basic net income per share is computed biglidig net income by the weighted-average numbeoaimon shares outstanding for the
period. Diluted net income per share is computethgieffect to all potential dilutive common stodgkc¢luding options, warrants, common
stock subject to repurchase and redeemable coblegptieferred stock.

A reconciliation of the numerator and dencamdn used in the calculation of basic and dilutetincome per share follows (in thousands):

Years Ended
December 29, December 28, December 27,
2001 2002 2003
Numerator:
Net income $ 25C $10,35¢ $ 8,55¢
| | |
Denominator
Weightec-average common stock outstand 4,55 4,67¢ 21,21¢
Less: Weighte-average shares subject to repurct (52¢) (227) ()
Weighted-average shares used in computing basiocmne
per share 4,02¢ 4,44¢ 21,045
Dilutive potential common shares used in computiihgted ne
income per shar 24,62¢ 25,10¢ 13,11¢
Total weighted-average number of shares used irpating
diluted net income per sha 28,65¢ 29,55« 34,16
| | |

The following outstanding options and warsanere excluded from the computation of dilutedinebme per share as they had an
antidilutive effect (in thousands):

December 29, December 28, December 27,
2001 2002 2003
Options to purchase common stc 1,164 25¢ 25C
Warrants 46 46 —

Comprehensive Income (Los

Comprehensive income (loss) includes foreigmency translation adjustments and unrealizedsg@ddsses) on available-for-sale
securities, the impact of which has been excludah fnet income and reflected as components of ydtiite component of comprehensive
income (loss) is reported on the Company’s conatdid statements of stockholders’ equity (deficit).

Recent Accounting Pronouncemen

In December 2003, the Financial Accountingngirds Board (“FASB”) issued a revised FASB Intetigtion No. 46 (“FIN 46R"),
“Consolidation of Variable Interest Entities, abeirpretation of ARB No. 51.” The FASB published tieeision to clarify and amend some of
the original provisions of FIN 46, which was issuedanuary 2003, and to exempt certain entities fits requirements. A variable interest
entity (“VIE") refers to an entity subject to codislation according to the provisions of this Interfation. FIN 46R applies to entities whose
equity investment at risk is insufficient to finanthat entity’s activities without receiving addital subordinated financial support provided
by any parties, including equity holders, or whigre equity investors (if any) do not have a cofitrglfinancial interest. FIN 46R provides
that if an entity is the primary beneficiary of #Eythe assets, liabilities, and results of operegiof the VIE should be
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consolidated in the entity’s financial statememtsaddition, FIN 46R requires that both the primaeneficiary and all other enterprises with a
significant variable interest in a VIE provide atilotial disclosures. The provisions of FIN 46R dfeaive for the Company’s fiscal 2004

first quarter. The Company does not expect the ialopf FIN 46R to have a material impact on tharpany’s financial position or results
of operations.

Note 3 — Balance Sheet Components:

Marketable securities at December 27, 200Bisted of the following (in thousands):

Gross Gross
Unrealized Unrealized Market
Cost Gains Losses Value
Corporate bonds and not $17,131 $5 $ (4 $17,13¢
Municipal bonds 29,78 9 12 29,77¢
U.S. government agenci 16,00( 48 — 16,04¢
Total $62,91¢ $62 $(16) $62,96¢
| | ] |

Marketable securities at December 28, 200Bisted of the following (in thousands):

Gross Gross
Unrealized Unrealized Market
Cost Gains Losses Value
Corporate bonds and not $1,51( $ 2 $— $1,517
Foreign Debt Securitie 1,502 1 — 1,50¢
Municipal bonds 1,04: — — 1,04:
U.S. government agenci 3,49¢ 4 — 3,49¢
Total $7,55( $ 7 $— $7,551
I ] ] I

Contractual maturities of marketable secesitis of December 27, 2003 were as follows (indhods):

Market

Cost Value
Due in one year or le: $14,14¢ $14,13¢
Due after one through three ye 48,77 48,82¢

$62,91¢ $62,96¢

For fiscal 2001 and 2002 gross realized gamsales or maturities of marketable securitieewet material. For fiscal 2003, the
Company did not incur any gains or losses on salesaturities of marketable securities.

Inventories, net of reserves, consisted efftlowing (in thousands):

December 28, December 27,
2002 2003
Raw materials $1,52( $3,12¢
Work-in-progress 2,31¢ 4,62¢
Finished good 391 26¢
$4,23( $8,02¢
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Property and equipment consisted of the ¥alg (in thousands):

December 28, December 27,
2002 2003

Machinery and equipme $ 19,26¢ $ 24,76¢
Computer equipment and softwi 6,04¢ 6,86¢
Furniture and fixture 682 632
Leasehold improvemen 3,04 3,12
Constructiorin-progress 5,04¢ 7,77(C
34,08¢ 43,16:

Less: Accumulated depreciation and amortiza (17,549 (22,669
$ 16,53¢ $ 20,49t

| |

Depreciation and amortization of property aadipment for the years ended December 29, 208dember 28, 2002 and December 27,
2003 was approximately $4,433,000, $5,315,000 &7@8%6,000, respectively.

Accrued liabilities consisted of the followgiiiin thousands):

December 28, December 27,
2002 2003
Accrued compensation and bene $4,74¢ $ 6,94¢
Accrued commission 402 387
Other accrued expens 2,52¢ 2,811
$7,671 $10,14"
| |

Note 4 — Restructuring Charges and Expenses:

During fiscal 2001, the Company recordedsaroeturing charge of approximately $1,400,000. Toenpany implemented the
restructuring plan to better align the infrastruetwith the market conditions in the semicondueatdustry and to further focus the Company
on the wafer probe card business. The restructatiagge consisted of $880,000 for headcount reshisttovering 14 employees in research
and development, 23 employees in operations areployees in selling, general and administrativee fhajority of the affected employees
were based in Livermore, California. Further, th@rpany recorded $223,000 for the consolidatiornxoéss facilities and $277,000 for asset
write-offs, primarily for property and equipmentd consolidation of excess facilities included ¢tesure of certain corporate facilities that
had been vacated. The charge of $223,000 primaii#yed to lease termination and noncancelable leasts. Property and equipment that
was disposed of resulted in a charge of $277,08Qamarily consisted of leasehold improvementstfier excess facilities. As of

December 28, 2002, the restructuring plan had bdgnexecuted and there were no remaining paymienke made in respect of the
restructuring.
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Information related to the restructuring pfatiows (in thousands):

Lease

Workforce Contractual
Reductions Commitments Facilities Total
Restructuring provisions at August 16, 2( $ 88C $ 22¢ $ 277 $1,38(
Utilized:
Non-cash — — (277 (277)
Cash (615) 47 — (662)
Restructuring liability at December 29, 2C 26& 17¢€ — 441
Utilized:
Cash (26E) (7€) — (441
Restructuring liability at December 28, 2C $ — $ — $ — $ —
| | | |

Note 5 — Notes Payable and Bank Line of Credit:

In March 2001, the Company entered into arfaging agreement with Comerica Bank which provifiedotal borrowings up to
$16,000,000. The terms of the agreement provida fevolving line of credit, up to the commitmemaunt of $12,000,000 for working
capital requirements and the issuance of lettecsetfit, an equipment line of credit, which prowdder borrowings up to $2,000,000, and a
term loan of $2,000,000, to be used only to codatdi and refund other existing long-term debt. Thenpany executed the term loan of
$2,000,000, and as of December 28, 2002, had atanding balance of $1,125,000. In March 2002CQbmpany drew down $375,000
against the equipment line of credit. Borrowingslemthe equipment line of credit accrued interesinaannual rate of 4.25%. As of
December 28, 2002, the Company had an outstandilagde of $375,000 under the equipment line ofigrethich has been classified as a
current liability. In addition, six letters of criédotaling $2,830,000 have been issued to theoteskthe Company’s facilities. All borrowings
under the financing agreements are collateralizealllof the Company’s assets.

In February 2003, the Company amended andteekits loan and security agreement with Comdsmak. The loan and security
agreement provided a revolving line of credit towlfor a maximum commitment amount of up to $16,000. In April 2003, the Company
borrowed $1,000,000 under the revolving line ofldreo pay down the outstanding amounts under xipériag equipment line of credit and
term loan under the Company'’s prior agreement @iimerica Bank. The Company repaid the outstandimguats under the line of credit in
September 2003 and the restated loan and secgrigment with Comerica Bank was terminated in Ddxara003.

Note 6 — Commitments and Contingencies:
Environmental Matters

The Company is subject to U.S. federal aatesind foreign governmental laws and regulatietading to the protection of the
environment. Management believes that the Compamypties with all material environmental laws andutations that apply to the
Company. In May 2003, the Company received a Natfdéiolation from the Bay Area Air Quality Managemt District, or “BAAQMD,”
regarding its record keeping relating to its usafg@ipe cleaning solvent. The Company introducedamiive action to prevent any continued
or recurrent record keeping violation, and the Canypresolved the Notice of Violation with a mongtpayment that was not significant. In
connection with an inspection conducted in Aug@iof the Company'’s facilities, the Company reediin December 2003 an Inspection
Report from the Department of Toxic Substances ©@ardr “DTSC.” The DTSC report reflects certain violations thad hat been previous
addressed by the Company in correspondence witbTi®C. The Company promptly took
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appropriate steps to address all of the violatiwoted, believes that all such violations were askird, and sent correspondence to the DTSC
confirming such corrective steps. At the presanetit is not clear whether any monetary penalty beélimposed by the DTSC for the
violations, and if so, the relative significancetloé penalty. In January 2004, the Company receaviddtice of Violation from the BAAQMD
for “Failure to Meet Permit Condition” during a tine inspection of the Company’s facilities conautby an Inspector with the

Compliance & Enforcement Division of the BAAQMD. &lanuary BAAQMD Notice reflects that the Compasgently exceeded
permissible usage limits on its solvent bench dpara. The limit was exceeded only recently, in Bioer 2003. The Company has
identified appropriate corrective action and idiso continuing its efforts to get the permit maatifto reflect the current usage requirements.
Notwithstanding the Compa’s contemplated corrective action, the January BAAQNotice remains unresolved and the Company may be
subject to a penalty based upon the unresolvecrsatét forth in the January BAAQMD Notice. In vieithe May BAQMD Notice
discussed above and the fact that a payment wasiates] with the resolution thereof, the Comparespntly believes that it is likely that the
January BAAQMD Notice will result in the impositiaf a monetary penalty. At the present time itas clear whether any monetary payn
would be significant.

It is possible that in the future, the Comparay receive environmental violation notices, &t final resolution of the violations
identified by these notices could harm its operptasults. New laws and regulations, stricter exd@orent of existing laws and regulations,
discovery of previously unknown contamination @& @ompany’s or others’ sites or the imposition @fvrcleanup requirements could have a
negative effect on the Company’s operating results.

Leases

The Company leases its facilities under vegioperating leases which expire through Decem®2.2n addition to the base rental, the
Company is responsible for certain taxes, insuramcemaintenance costs. Under the terms of the gieements, the Company has the
option to extend the term leases. As of DecembgR@U3, aggregate future minimum lease paymentasafellows (in thousands):

2004 $ 3,41¢
2005 2,56¢
2006 2,481
2007 2,572
2008 2,66(
Thereaftel 11,16(
$24,86°

[ |

Rent expense for the years ended Decemb&@0P4, December 28, 2002 and December 27, 200&ap@eximately $1,016,000,
$2,902,000 and $3,417,000, respectively.

Indemnification Arrangements

The Company enters into indemnification ageanents with third parties, including customersibess partners and lessors, from time to
time in the ordinary course of its business. Urilese arrangements, the Company has agreed taddefdemnify and hold the third party
harmless from and against losses arising from adbref representations or covenants of the Compgemy, claims of intellectual property
infringement, or from other claims concerning thar@any’s products made against those third paffiesse arrangements may limit the
time within which an indemnification claim can bade, the type of the claim and the total amourttttteCompany can be required to pa
connection with the indemnification obligation.dddition, the Company has entered into indemnificaigreements with its
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directors and officers, and the Company’s bylaw#aio indemnification obligations in favor of th@@pany’s directors, officers and agents.
It is not possible to determine or reasonably estiinthe maximum potential amount of future paymantier these indemnification
arrangements due to the varying terms of such geraents, the history of prior indemnification claiand the unique facts and circumstau
involved in each particular arrangement and in gaatkntial future claim for indemnification. The @pany is not aware of any requests for
indemnification under these arrangements. The Cagnpas not recorded any liabilities for these ind#itation arrangements on the
Company’s consolidated balance sheet as of Dece2Th&003.

Legal Matters

On February 24, 2004, the Company filed @ $®oul Southern District Court, located in SeBoljth Korea, two separate complaints
against Phicom Corporation (“Phicom”), a Koreanpawation, alleging infringement of a total of fdgiorean patents issued to the Company.
One complaint alleges that Phicom is infringing @@mmpany’s Korean Patent Nos. 252,457, entitledtlidé of Fabricating Interconnections
Using Cantilever Elements and Sacrificial Subssidtend 324,064, entitled “Contact Tip StructurasNlicroelectronic Interconnection
Elements and Methods of Making Same.” The otherpiaimt alleges Phicom is infringing the Company'sr&an Patent Nos. 278,342,
entitled “Method of Altering the Orientation of Br® Elements in a Probe Card Assembly,” and 399 &1iitjed “Probe Card Assembly.”
Both of the complaints seek injunctive relief. Tdrairt actions are a part of the Company’s ongoffayts to protect the intellectual property
embodied in its proprietary technology, includitgyMicroSpring interconnect technology. The Companwyld incur material expenses in
these litigations.

From time to time, the Company may becomelired in litigation relating to additional claimssing from the ordinary course of
business. Other than previously disclosed, manageafiehe Company is not currently aware of anytaratthat will have a material adverse
affect on the financial position, results of opinas or cash flows of the Company.

Note 7 — Redeemable Convertible Preferred Stock:

From April through December 1995, the Compswig 6,389,103 shares of Series A redeemable cilvieepreferred stock to new
investors for net cash proceeds of $349,000.

In December 1995, the Company sold 3,448sP@Bes of Series B redeemable convertible prefetk to new investors for net cash
proceeds of $2,967,000.

From May through July 1996, the Company $h#988,161 shares of Series C redeemable conveptibferred stock to existing and 60%
to new investors for net cash proceeds of $5,426,00

From April 1997 through October 1998, the @amy sold 5,552,973 shares of Series D redeemabiedible preferred stock to existing
and 84% to new investors for net cash proceed4®P®1,000. In October 2000, the Company issueatlditional 326,545 shares of Serie
redeemable convertible preferred stock pursuatitd@xercise of a warrant. In June 2002, the Comjssued an additional 8,083 shares of
Series D redeemable convertible preferred stockyaunt to the exercise of a warrant.

From August through October 1999, the Comsolgt 2,666,666 shares of Series E redeemable ddnegreferred stock to existing and
80% to new investors for net cash proceeds of $090D0.

From September through November 2000, thegamm sold 633,130 shares of Series F redeemableridnie preferred stock to existing
and 94% to new investors for net cash proceed$ 68f1$,000.

From July through September 2001, the Compatt/ 679,672 shares of Series G redeemable cdniegoteferred stock to an existing
and 98% to new investors for net cash proceed4@0$2,000.
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As of December 29, 2001, the redeemable atibiepreferred stock comprised (in thousandsepkshare and per share data):

Number of Proceeds,
Number of Shares Net of Liquidation Annual
Shares Issued and Issuance Preference Dividends
Authorized Outstanding Cost Per Share Per Share
Series A 6,389,10: 6,389,10: $ 34¢ $ — $0.042¢
Series B 3,527,25! 3,448,29 2,96 0.87 0.069¢
Series C 3,300,00! 3,298,16: 5,42¢ 1.6% 0.132(
Series C 6,376,81. 5,879,51 19,22 3.4t 0.276(
Series E 2,866,66 2,666,66! 19,95( 7.5C 0.600(
Series F 750,00( 633,13( 6,91( 11.0C 0.880(
Series C 1,470,001 679,67 10,07 15.0C 1.200(
24,679,84 22,994,54 $64,89:
.| .| |

As of December 28, 2002 the redeemable ctibleepreferred stock comprised (in thousands, pixskare and per share data):

Number of Proceeds,
Number of Shares Net of Liquidation Annual
Shares Issued and Issuance Preference Dividends
Authorized Outstanding Cost Per Share Per Share
Series A 6,389,10: 6,389,10: $ 34c¢ $ — $0.042¢
Series B 3,521,02I 3,448,29. 2,96 0.87 0.069¢
Series C 3,298,16: 3,298,16: 5,42¢ 1.6 0.132(
Series C 5,893,73: 5,887,60: 19,22: 3.4t 0.276(
Series E 2,666,66! 2,666,66! 19,95( 7.5C 0.600(
Series F 678,63( 633,13( 6,91( 11.0C 0.880(
Series C 679,67 679,67 10,07 15.0C 1.200(
23,126,98 23,002,62 $64,89¢
— — —

Upon the closing of the Company’s initial paffering in June 2003, all outstanding sharesedeemable convertible preferred stock
converted into an equal number of shares of comstmrk.

Note 8 — Stockholders’ Equity (Deficit):

Preferred Stock

The Company has authorized 10,000,000 shares @efsigrthted preferred stock, $0.001 par value, nbadnizh is issued and outstandi
The Company’s Board of Directors shall determirerights, preferences, privileges and restrictminthe preferred stock, including
dividends rights, conversion rights, voting righiesms of redemption, liquidation preferences, sigkund terms and the number of shares
constituting any series or the designation of aries.

Common Stoc}

Each share of common stock has the righhtowote. The holders of common stock are alsoledtib receive dividends whenever funds
are legally available and when declared by the o&Directors, subject to the prior rights of heisl of all classes of stock outstanding
having priority rights as to dividends. No dividenaave been declared or paid as of December 23, 200
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During fiscal 2001 and 2002, the Companyassiully vested unrestricted common stock in exgedfior goods or services from non-
employees. The Company believes that the fair valilke common stock is more reliably measurakéa titne fair value of the consideration
received. The Company has measured these tranmsaoting the fair value of the unrestricted commimek at the time of issuance and has
recognized the related expenses immediately.

Warrants

In connection with a financing agreement eedénto by the Company in April 1996, the Compésued warrants to purchase an
aggregate of 72,727 shares of Series B redeemabletible preferred stock, now common stock, agxercise price of $1.65 per share.
These warrants expire in June 2008. The valueesfthvarrants determined using a Black-Scholes nvealehot material.

In September 2000, the Company entered istvan year technology license agreement to tratesfenology to a related party. In
connection with the license agreement, the Compssued a warrant to purchase 45,500 shares ofsSeriedeemable convertible preferred
stock, now common stock, at an exercise price @f@Lper share. The warrant was fully vested upantgand nonforfeitable. This warrant
exercisable on September 22, 2005 and would has@nie exercisable earlier with respect to 22,750eshan March 22, 2003 if, on or bef
that date, the warrant holder had achieved spdaifienmercial milestones. Further, the warrant bétome exercisable immediately with
respect to all 45,500 shares if the warrant hdhderachieved certain higher commercial milestoAssf December 27, 2003, no shares are
exercisable. This warrant expires upon the eanfi@eptember 23, 2005 or immediately prior to agquésition of the Company. The Compe
reserved 45,500 shares of common stock in the e@fentercise. The fair value of this warrant, estied on the date of grant using a Black-
Scholes model, of $306,220 has been capitalizes ather asset, and is being amortized againshuevesing the straight-line method over
the expected life of the technology of five yedilse assumptions used in the calculation were: dividyield of 0%; expected volatility of
67%; an expected term of 5 years; risk free inteade of 6.00%.

Stock Option Plan

The Company has reserved shares of commok &ipissuance under the 1996 Stock Option Plaecentive Option Plan and
Management Incentive Option Plan (the “Plans”). &mall Plans, the Board of Directors may issueritigve stock options to employees and
nonqualified stock options and stock purchase signiconsultants or employees of the Company. TdegdBof Directors has the authority to
determine to whom options will be granted, the nandf shares, the term and exercise price (whidnatbe less than fair market value at
date of grant for incentive stock options or 85%adf market value for nonqualified stock option§yan employee owns stock representing
more than 10% of the outstanding shares, the pfieach share shall be at least 110% of the faiketaalue, as determined by the Board of
Directors. Generally, all options are immediatetgreisable and vest 25% on the first anniversamhefvesting commencement date and on a
monthly basis thereafter for a period of an adddidhree years. The options have a maximum tertarofears. Unvested option exercise:
subject to repurchase upon termination of the hitdd#atus as an employee or consultant. At Dece@®e2002 and December 27, 2003,
189,849 shares of common stock and 154,811 shaossronon stock, respectively, were subject to tbenfany’s right of repurchase.

On April 18, 2002, the Board of Directors ptenl the 2002 Equity Incentive Plan (2002 Plawhich became effective upon the
effective date of the initial public offering oféfCompany’s common stock. The 2002 Plan provideth@égrant of both incentive stock
options and nonqualified stock options, restrictimtk and stock bonuses. The incentive stock optiealy be granted to the employees and
the nonqualified stock options, and all awards othan incentive stock options, may be grantechipleyees, officers, directors and
consultants. The exercise price of incentive styations must be at least equal to the fair markftersof
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common stock on the date of grant. The exercise i incentive stock options granted to 10% stottkérs must be at least equal to 110¢
the fair market value of common stock on the déigrant and vest over 5 years. Options granted uth@e2002 Plan are exercisable as
determined by the Board of Directors, and genesatlyire ten years from date of grant. The Compaasyreserved 500,000 shares of com
stock for issuance under the 2002 Plan plus ameshehich have been reserved but not issued uhdeZampany’s existing Plans, plus any
shares repurchased at the original purchase pnit@y options which expire, thereafter. With tifeativeness of the 2002 Plan, the
Company will not grant any options under the 198&6 Option Plan, the Incentive Option Plan andNfamagement Incentive Option Plan.
In addition, on each January 1, the number of shavailable for issuance under the 2002 Plan wiincreased by an amount equal to 5.0%
of the outstanding shares of common stock on teegaling day.

Activity under the Plans and the 2002 Plaseisforth below (in thousands, except share andhsre data):

Outstanding Options

Weighted

Average

Shares Number of Aggregate Exercise

Available Shares Exercise Price Price Price

Balances, December 30, 20 687,73( 3,264,58. $ 0.1¢-$6.0C $13,69¢ $ 4.2C
Additional shares reservt 1,840,001 — — — —
Options grante (1,952,07) 1,952,07. 6.00-6.5(C 12,30¢ 6.31
Options exercise — (168,229 0.1¢-6.0C (347 2.0
Options canceled/shares repurche 922,27¢ (885,97) 0.5C-6.5(C (4,449 5.02
Balances, December 29, 20 1,497,93! 4,162,45. 0.1¢-6.5C 21,22 5.1C
Additional shares reservt 3,500,00!I — — — —
Options grante: (1,999,243 1,999,24. 6.5(-8.0C 13,36¢ 6.6¢
Options exercise — (223,11 0.1¢-6.5C (2,070 4.7¢
Options cancele 234,55¢ (234,559 1.5¢-8.0C (1,390 5.9
Balances, December 28, 20 3,233,25! 5,704,02! 0.1¢-8.0C 32,12¢ 5.6%
Additional shares reservt¢ 500,00( — — —
Options grante (1,807,54) 1,807,54 6.5(-26.07% 29,57 16.3¢
Options exercise — (425,657 0.1¢-9.0C (1,655 3.8¢
Options cancele 399,99¢ (399,999 2.5(-19.5( (2,575 6.44
Balances, December 27, 20 2,325,70I 6,685,92 $0.1(-$26.0" $57,46¢ $ 8.6C
| | | [ | [ |

The number of options outstanding and veatddlecember 28, 2002 was 1,691,430 shares.
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The options outstanding and vested by exemike at December 27, 2003 are as follows:

Options Outstanding

Options Vested
Weighted

Average Weighted Weighted

Number of Remaining Average Average

Options Contractual Exercise Number Exercise
Range of Exercise Prices Outstanding Life in Years Price Vested Price
$0.10 15,00( 1.4C $ 0.1C 15,00( $ 0.1C
$0.17 12,00: 3.27 0.17 12,00z 0.17
$0.50 11,31¢ 3.84 0.5C 11,31¢ 0.5C
$0.80 76,12( 3.9¢ 0.8C 76,12( 0.8C
$1.25 9,15( 4.2¢ 1.2t 9,15( 1.2t
$1.50 52,25 4.81 1.5C 52,25 1.5C
$2.50 12,38¢ 5.22 2.5C 12,38¢ 2.5C
$3.25 561,66: 5.4t 3.2t 524,22 3.2t
$3.75- $5.00 23,75¢ 5.6¢ 4.11 23,75¢ 4.11
$5.50 824,26( 6.6¢€ 5.5C 624,10: 5.5C
$6.00 651,89¢ 7.1C 6.0C 461,90: 6.0C
$6.50 2,471,99: 8.1¢ 6.5C 349,56t 6.5C
$7.50- $8.00 224,90: 8.37 7.8¢ 92,46¢ 7.817
$9.00 299,70: 9.3¢ 9.0C 76¢ 9.0C
$14.00 314,58t 9.4t 14.0C 314,58¢ 14.0(C
$17.95- $19.43 158,65( 9.61 18.62 5,20¢ 18.72
$19.50 838,58t 9.65 19.5C 6,89¢ 19.5(C
$19.67- $26.07 127,701 9.7¢ 20.9¢ — —

6,685,92. 2,591,70!
— —

Deferred stoc-based compensatic

During fiscal 2001 and fiscal 2002, and tlylothe Company'’s initial public offering in June02) the Company issued options to certain
employees under the Plan with exercise prices btievdeemed fair market value of the Company’s comstock at the date of grant. In
accordance with the requirements of APB No. 25Qbmpany has recorded deferred stbeked compensation for the difference betwee
exercise price of the stock option and the deeragdrfarket value of the Company’s stock at the grahis deferred stock-based
compensation is amortized to expense on a stréifghbasis over the period during which the Compgright to repurchase the stock lapses
or the options become vested, generally four y&ausing the years ended December 29, 2001, DeceB®he&002, and December 27, 2003,
the Company has recorded deferred stoaked compensation related to these options iartteaints of $4,265,000, $9,262,000 and $439
net of cancellations, respectively, of which $198,06997,000 and $1,484,000 had been amortizexpense during fiscal 2001, 2002 and
2003, respectively.
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Stock-based compensation expense relateéddk sptions granted to non-employees is recognized straight-line basis, as the stock
options are earned. During fiscal 2001, the Compssiyed options to non-employees. The options géiperest ratably over four years. The
values attributable to these options are amortixend the service period and the unvested portidhese options were remeasured at each
vesting date. The Company believes that the fdirevaf the stock options is more reliably measwrdban the fair value of the services
received. The fair value of the stock options gedntere revalued at each reporting date using lhekEScholes option pricing model as
prescribed by SFAS No. 123 using the following agstions:

Year Ended
December 29,
2001
Risk-free interest rat 5.7%%
Expected life (in years 10
Dividend yield —
Expected volatility 67%

The stock-based compensation expense wilifaie as the deemed fair market value of the camstuxk fluctuates. In connection with
the grant of stock options to non-employees, then@any recorded deferred stock-based compensati$258,000, $91,000 and none for the
years ended December 29, 2001, December 28, 2802paDecember 27, 2003, respectively. S-based compensation expenses related to

options granted to non-employees were allocatedgearch and development, selling, general andrastnaitive expenses as follows (in
thousands):

Years Ended

December 29, December 28,
2001 2002
Research and developmt $ 70 $—
Selling, general and administrati 204 42
$274 $ 42
| |

2002 Employee Stock Purchase Plan

On April 18, 2002, the Board of Directors epyed the 2002 Employee Stock Purchase Plan (“EHERP”). The 2002 ESPP is designed
to enable eligible employees to purchase sharesrmofmon stock at a discount on a periodic basisitifrgayroll deductions or through a
single lump sum cash payment in the case of teedffering period. Except for the first offeringniod which had a seven-month duration,
each offering period will be for two years and weitinsist of four six-month purchase periods. Theepof the common stock purchased shall
be 85% of the lesser of the fair market value efdbmmon stock on the first day of the applicalfiermg period or the last day of each
purchase period. 1,500,000 shares of common stecteaerved for issuance under the 2002 ESPP dindewncreased on each January 1 by

an amount equal to 1.0% of the outstanding shdresmomon stock on the preceding day. No shares parghased under the 2002 ESPP as
of December 27, 2003.

Notes receivabli

In fiscal 2000 and 2001, the Company recefudldecourse notes receivable from certain empésyin exchange for common stock. The
notes bear interest at the applicable market isteate, ranging from 4.46% to 6.60%, and havedéies through May 2007. Under the terms

of the full recourse notes receivable, the Compaay proceed against any assets of the holder ofdtes, or against the collateral securing
the
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notes, or both, in event of default. The notescatkateralized by the underlying shares of comntorks During fiscal 2003, the majority of
the notes receivable had been fully paid.

Note 9 — Income Taxes:

The components of income before income tavege as follows (in thousands):

Years Ended
December 29, December 28, December 27,
2001 2002 2003
u.S. $ (965) $ 8,43¢ $14,70:
Foreign 1,52z (1,20%) (861)
$ 557 $ 7,234 $13,84:
| | I
The components of the provision (benefit)ifmome taxes are as follows (in thousands):
Years Ended
December 29, December 28, December 27,
2001 2002 2003
Current:
Federa $15¢ $ 38t $3,031
State 10¢ (14 2
Foreign 41 14z 15¢
307 514 3,191
Deferred:
Federa — (2,079 1,64t
State — (1,56€) 447
— (3,639 2,092
Total provision (benefit) for income tax $307 $(3,125) $5,28°
| | |

At December 27, 2003, the Company had s&iteperating loss carryforward of approximately %8P0 available to offset future taxable
income. This carryforward begins to expire in 2Q@fess utilized.

At December 27, 2003, the Company had rebeaedlit carryforwards of approximately $108,000 &i,126,000 for federal and state
income tax purposes, respectively. If not utilizéd, federal carryforwards will expire in various@unts beginning in 2021. The state
research credit can be carried forward indefinitely

Under the Internal Revenue Code, as amerhelisimilar state provisions, certain substantiahges in the Company’s ownership could
result in an annual limitation on the amount ofdér@et operating loss and carryforwards that camftilized in future years to offset future
taxable income. Annual limitations may result ie xpiration of net operating loss and credit darwards before they are used.
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Components of the Company’s deferred taxtasse as follows (in thousands):

December 28, December 27,
2002 2003
Net operating losse $ 37 $ 38
Tax credits 2,291 84kt
Depreciation and amortizatic (19¢) (59
Other reserves and accru 1,501 2,14¢
$3,63¢ $2,97:
I I

Management periodically evaluates the recaibity of the deferred tax assets and recognizesdx benefit only as reassessment
demonstrates that they are realizable. At such, tifitds determined that it is more likely thantrthat the deferred tax assets are realizable,
the valuation allowance will be adjusted. As of Baber 28, 2002 and December 27, 2003, the Compasmdt provided a valuation
allowance because it believes it is more likelynthat that all deferred tax assets will be realirethe foreseeable future.

Tax benefits of $1,668,000 in fiscal 2003catsted with the exercise of employee stock optemd other employee stock programs were
allocated to stockholders’ equity.

The items accounting for the difference bemvacome taxes computed at the federal statuttdeyand the provision (benefit) for income
taxes consisted of:

Years Ended
December 29, December 28, December 27,

2001 2002 2003

Federal statutory ra: 34.(% 34.(% 35.(%
State taxes and credits, net of federal be (77.9 2.C 3.2
Non-deductible deferred sto-based compensatic 28.€ 4.7 3.6
No tax benefit of foreign loss: 183.¢ 44.¢ 2.€
Extraterritorial income exclusic (35.0 (2.6) (3.9
Tax credits (132.9) 4.7 (2.9
Change in valuation allowan: 56.C (125.9) —
Permanent items and ott (2.7 4.2 0.1

Total 55.1% (43.1% 38.2%
| | |

Note 10 — Employee Benefit Plan:

In 1996, the Company adopted a retirememt phaich is qualified under Section 401(k) of théehmal Revenue Code of 1986. Eligible
employees may make voluntary contributions to gteement plan of up to 25% of their annual compéing, not to exceed the statutory
amount, and the Company may make matching coniiteit The Company made no contributions to theengint plan in fiscal 2001, 2002

and 2003.
Note 11 — Operating Segment and Geographic Informain:

The Company operates in one segment regatidéndesign, development, manufacture, sale angbsupf precision, high performance
advanced semiconductor wafer probe cards. In aanosdwith SFAS No. 131 (“SFAS No. 131"), “DisclossrAbout Segments of an
Enterprise and Related Information,” the Compayiief operating decision-maker has been identdiethe President and Chief Executive
Officer, who reviews operating results to make siecis about allocating resources and assessingrpenfice for the entire company. Since

the Company operates in one segment and in on@ gfasimilar products and services, all
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financial segment and product line information rieggl by SFAS No. 131 can be found in the consatiddinancial statements.

As of December 28, 2002 and December 27, ,290% and 96% of long-lived assets are maintaingte United States of America,
respectively.

The following table summarizes revenue byggaphic region based upon invoicing location:

Years Ended

December 29, December 28, December 27,

2001 2002 2003

North America 52.71% 55.6% 50.1%
Taiwan 26.4 20.¢ 13.t
Japar 6.€ 7.1 20.1
Asia (excluding Japan and Taiwe 0.2 0.€ 6.C
Europe 13.¢ 15.5 10.2

Total 100.(% 100.(% 100.(%
| I I

Revenues to Intel Corporation represented @P#te Company’s fiscal 2001 revenues, 27% ofli002 revenues and 30% of fiscal
2003 revenues. Revenues to Spirox Corporation septed 26% of the Company'’s fiscal 2001 revenukX, @f fiscal 2002 revenues and
13% of fiscal 2003 revenues.

Revenues to Infineon Technologies AG represkh6% of the Company’s fiscal 2001 revenues, 20%scal 2002 revenues and 10% of
fiscal 2003 revenues.

Samsung Electronic Industries Co., Ltd. repneed 20% of the Company’s fiscal 2001 revenulgsd&represented 12% of the
Company’s fiscal 2003 revenues. No other customyatesented greater than 10% of the Company’s re@genuiscal 2001, 2002 and 2003.

Note 12 — Related Party Transactions:

The Company provided services or sold pratatelated parties, who are also stockholdetseCompany’s common stock. For the
years ended December 29, 2001, December 28, 2@Recember 27, 2003 revenue recognized from tredated parties was $46,042,0
$50,639,000 and 42,676,000, respectively. At DeezraB, 2002 and December 27, 2003, the Companwdt@alints receivable of
$8,593,000 and $3,707,752, respectively, from thelsted parties.

The Company purchased inventories from rdlptaties, and paid commissions to related pantis, are also stockholders of the
Company’s common stock. For the years ended Deae2®h@001, December 28, 2002 and December 27,, 2@0%actions with these
related parties were $11,458,000, $9,767,000 aBdl$%,000, respectively. At December 28, 2002 aadehber 27, 2003, the Company had
accounts payable of $2,903,000 and $2,627,000ecésply, to these related parties.

In July 2003, the Company purchased approein®3,151,000 of manufacturing equipment fronompany where one of the members
of the Company’s Board of Directors is also ana#fiof that company. This transaction was negatiatearms length and the supplier was
selected after a comprehensive, competitive biddhogess. As of December 27, 2003 the Company bathpaid amounts with respect to
this equipment purchase.
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Note 13 — Subsequent Events:

In January and February 2004, three stocldns]dully repaid outstanding notes receivableté@amount of $661,000. As of February 21,
2004 the Company no longer has any notes recewétam stockholders outstanding.

In February 2004, a contractor at the Comfgamanufacturing facility discharged certain diefsedl mixed with water into a storm drain.
The Company notified the appropriate agenciessteskin their investigation and in the activitiésadhird party to assist with the cleanup
activities. The Company has not yet been notifietbavhether any financial penalties will be immbbased upon the incident and, if
imposed, whether such penalties would be significan

In March 2004, the Company entered into tfioe@ard exchange contracts to hedge a portiobwfnot all, existing and anticipated
foreign currency transactions denominated in Jagmiven expected to occur within six months. Thegstanding foreign currency forward
exchange contracts allow the Company to sell 6@5(BD Yen for $5,400,000 with contract rates ragdimom 112.49 Yen to 112.62 Yen per
U.S. dollar. These contracts expire on variousgtiteough July 2004. The Company does not useataré/financial instruments for trading
or speculative purposes.
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REPORT OF INDEPENDENT AUDITORS ON
FINANCIAL STATEMENT SCHEDULE

To the Board of Directors
of FormFactor, Inc.:

Our audits of the consolidated financial statemesfisrred to in our report dated March 17, 2004eaping in this Annual Report on Form 10-
K also included an audit of the financial statensaitedule listed in Item 15(a)(2) of this Form 10kKour opinion, the financial statement
schedule presents fairly, in all material respdtis information set forth therein when read injoantion with the related consolidated
financial statements.

/sl PricewaterhouseCoopers LLP

San Jose, California
March 22, 2004
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SCHEDULE Il

FORMFACTOR, INC.

VALUATION AND QUALIFYING ACCOUNTS

For the Years Ended December 29, 2001, December 2802 and December 27, 2003

(in thousands)

Balance at Balance
Beginning at End of
Description of Year Additions Deductions Year
Allowance for doubtful accounts receival
Year ended December 29, 2C $ 58C $ — $ 16¢€ $ 414
Year ended December 28, 2C $ 414 $ 16t $ 32¢ $ 252
Year ended December 27, 2C $ 25:& $ — $ 15C $ 10:<
Reserve for excess and obsolete inven
Year ended December 29, 2C $7,647 $4,50¢ $3,53¢ $8,61¢
Year ended December 28, 2C $8,61¢ $1,27¢ $2,43¢ $7,45¢
Year ended December 27, 2C $7,45¢ $3,687 $1,72¢ $9,41¢
Allowance against deferred tax ass
Year ended December 29, 2C $8,74¢ $ 31z $ — $9,061
Year ended December 28, 2C $9,061 $ — $9,061 $ —
Year ended December 27, 2C $ — $ — $ — $ —
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Set forth below is a list of exhibits thage dreing filed or incorporated by reference ints fReport on Form 10-K:

INDEX TO EXHIBITS

Incorporated by Reference

Exhibit Date of Exhibit Filed
Number Exhibit Description Form File No. First Filing Number Herewith
3.01 Amended and Restated Certificate of S 333-10981! 10/20/0: 3.01
Incorporation of the Registrant as filed with
Delaware Secretary of State on June 17, 2
3.02 Amended and Restated Bylaws of the S 333-10981! 10/20/0: 3.02
Registrant
4.01 Specimen Common Stock Certifica S-1/A 333-8673¢ 5/28/0z 4.01
4.02 Sixth Amended and Restated Rights Agreet S-1 3338673¢ 4/22/0z 4.0z
by and among the Registrant and certain
stockholders of the Registrant dated July 13,
2001.
4.03 Stockholders Agreement by and among the S 3338673¢ 4/22/0z 4.0
Registrant, Dr. Igor Y. Khandros, Susan Bloch
and Richard Hoffman dated February 9, 1¢
4.04 Stockholders Agreement by and among the S-1 3338673¢ 4/22/0z 4.04
Registrant, Dr. Igor Y. Khandros, Susan Bloch
and Milton Ohring dated April 11, 199
4.05 Stockholders Agreement by and among the S 3338673¢ 4/22/0z 4.0t
Registrant, Dr. Igor Y. Khandros, Susan Bloch
and Benjamin Eldridge dated August 12, 1¢
4.06 Stockholders Agreement by and among the S-1 3338673¢ 4/22/0z 4.0¢€
Registrant, Dr. Igor Y. Khandros, Susan Bloch
and Charles Baxley, P.C. dated September 8,
1994.
1C.01 Form of Indemnity Agreemen S-1/A 333-8673¢ 5/28/0z 10.01
1C.02 1995 Stock Plan, and form of option gre S-1 333-8673¢ 4/22/0z 10.0z
1C.03 1996 Stock Option Plan, and form of option S-1 3338673¢ 4/22/0z 10.0:
grant.
1C.04 Incentive Option Plan, and form of option S-1 3338673¢ 4/22/0z 10.0¢
grant.
1C.05 Management Incentive Option Plan, and form  S-1 3338673¢ 4/22/0z 10.0¢
of option grant
1C.06 2002 Equity Incentive Plan, and forms of S-1/A 3338673¢ 6/10/0: 10.0¢
option grant
10.07 2002 Employee Stock Purchase P S-1/A 333-8673¢ 6/10/0: 10.0%
1C.08 Key Management Bonus Plan (200 S-1/A 333-8673¢ 6/10/0: 10.08.:
1C.09 Sales Incentive Plan (first half 200: S-1/A 333-8673¢ 6/10/0: 10.09.:
1C.10 Sales Incentive Plan (second half 20( S-1 33310981 10/20/0: 10.2(C
1C.11* Key Management Bonus Plan (200 — — — — X
1C.12* Sales Incentive Plan (first half 200. — — — — X
10.13 Employment Offer Letter dated October 29, S-1 3338673¢ 4/22/0z 10.11

1998 to Yoshikazu Hatsukan
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Exhibit
Number

Incorporated by Reference

Exhibit Description Form

File No.

Date of
First Filing

Exhibit
Number

Filed
Herewith

1C.14

1C.15

1C.16

1C.17

1C.18

1C.19

10.20

1C.21

10.22

1C.23

1C.24

1C.25

10.26

1C.27

10.28

Lease by and between Paul E. lacono and the S-1
Registrant dated June 26, 19

First Option to Extend Lease Term by and S-1/A
between Paul E. lacono and the Registrant

dated October 4, 2002 for the Lease between

the parties dated June 26, 19

Lease by and between Paul E. lacono and the S-1
Registrant dated April 12, 199

First Option to Extend Lease Term by and S-1/A
between Paul E. lacono and the Registrant

dated October 4, 2002 for the Lease between

the parties dated April 12, 19¢

Lease by and between Paul E. lacono and the S-1
Registrant dated November 20, 19

First Option to Extend Lease Term by and S-1/A
between Paul E. lacono and the Registrant

dated October 4, 2002 for the Lease between

the parties dated November 20, 19

Lease by and between Paul E. lacono and the S-1
Registrant dated April 24, 199

First Option to Extend Lease Term by and S-1/A
between Paul E. lacono and the Registrant

dated October 4, 2002 for the Lease between

the parties dated April 24, 19¢

Lease by and between Richard K. and Pamela S-1
K. Corbett, Robert and Cheryl Rumberger,

Connie Duke and the Registrant dated

March 12, 1998

First Amendment to Standard Industrial/ Sir ~ S-1/A
Tenant Lease — Net by and between Richard

K. Corbett and Pamela K. Corbett, Robert
Rumberger and Cheryl Rumberger, and the
Registrant dated April 30, 200

Lease by and between L One and the Regis S
dated March 25, 199

Pacific Corporate Center Lease by and betv ~ S-1/A
Greenville Investors, L.P. and the Registrant

dated May 3, 2001

First Amendment to Pacific Corporate Center S-1/A
Lease by and between Greenville Investors,

L.P. and the Registrant dated January 31, 2

Pacific Corporate Center Lease by and betv ~ S-1/A
Greenville Investors, L.P. and the Registrant

dated May 3, 2001

First Amendment to Pacific Corporate Center S-1/A
Lease by and between Greenville Investors,

L.P. and the Registrant dated January 31, 2
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3338673¢

3338673¢

3338673¢

3338673¢

3338673¢

3338673¢

3338673¢

3338673¢

3338673¢

3338673¢

3338673¢

3338673¢

3338673¢

3338673¢

4/22/0:

12/18/0:

4/22/0z:

12/18/0:

4/22/0z:

12/18/0:

4/22/0%

12/18/0:

4/22/0%

5/21/0:

4/22/0:

6/10/0:

5/07/0%

6/10/0:

5/07/0%

10.1z2

10.12.:

10.13

10.13.:

10.1¢4

10.14.:

10.1¢

10.15.:

10.1¢

10.16.:

10.1%

10.1¢

10.18.:

10.1¢

10.19.:
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Exhibit
Number
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Exhibit Description Form

File No.

Date of
First Filing

Exhibit
Number

Filed
Herewith

1C.29

10.30

1C.31

10.32

10.33

10.34

1C.35

10.36

1C.37

10.38

1C.39

Pacific Corporate Center Lease by and betv  S-1/A
Greenville Investors, L.P. and the Registrant

dated May 3, 2001

First Amendment to Pacific Corporate Center S-1/A
Lease by and between Greenville Investors,

L.P. and the Registrant dated January 31, 2

Third Amended and Restated Loan and S-1/A
Security Agreement by and between Comerica
Bank — California and the Registrant dated
February 21, 200:

Basic Purchase Agreement by and among S-1/A
Infineon Technologies Aktiengesellschaft,

Whiteoak Semiconductor Partnership, Promos
Technologies Inc. and the Registrant dated

July 9, 1999

Letter Agreement by and between Infineon S-1/A
Technologies Aktiengesellschaft and the

Registrant dated July 19, 20(

Letter Agreement by and between Infineon S-1
Technologies Aktiengesellschaft and the

Registrant dated July 1, 20(

Letter Agreement by and between Infineon —
Technologies Aktiengesellschaft and the

Registrant dated December 10, 2C

Authorized International Distributor Agreem:  S-1/A
by and between Spirox Corporation and the
Registrant dated June 1, 20

Amendment No. 1 to Authorized International S
Distributor Agreement by and between Spirox
Corporation and the Registrant dated July 1,

2003.

Probecard Purchase Agreement by and bet  S-1/A
Samsung Electronics Industries Co., Ltd. and

the Registrant dated November 22, 2(

Agreement by and between Samsung S-1/A
Electronics Industries Co., Ltd. and the

Registrant dated October 31, 2001, Agreement

by and between Samsung Electronics Indus

Co., Ltd. and the Registrant dated January 10,
2002, and Agreement by and between Sam
Electronics Industries Co., Ltd. and the

Registrant dated January 22, 20
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3338673¢

3338673¢

333-10981

3338673¢

333-10981!

3338673¢

3338673¢

6/10/0:

5/07/0%

5/07/0:

6/10/0:

5/07/0%

10/20/0:

6/10/0:

10/20/0:

6/10/0:
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10.2(

10.20.:

10.2¢
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10.22.:
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10.2¢
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Incorporated by Reference

Exhibit Date of Exhibit Filed
Number Exhibit Description Form File No. First Filing Number Herewith
1C.40 Intel Corporation Purchase Agreement — S-1/A 3338673¢ 6/10/0: 10.2¢

Capital Equipment and Services by and
between Intel Corporation and the Registrant
dated January 8, 2001, and as amended on
January 22, 2001, on March 1, 2001, and on
April 1, 2001.
1041 Amendment to Intel Corporation Purchase S-1/A 3338673¢ 5/07/0: 10.25.:
Agreement by and between Intel Corporation
and the Registrant dated May 22, 2C
10.42 Amendment to Intel Corporation Purchase S-1 333-10981! 10/20/0: 10.25.:
Agreement by and between Intel Corporation
and the Registrant dated June 30, 2!
1043 Production and Development Materials and  S-1/A 3338673¢ 6/10/0: 10.2%
Services Purchase Agreement by and between
Harbor Electronics and the Registrant dated
April 17, 2002.
1C.44 Production and Development Materials and  S-1/A 3338673¢ 6/10/0: 10.2¢
Services Purchase Agreement by and between
NTK Technologies and the Registrant de
June 25, 200z
1C.45* Probe Card Purchase Agreement by and — — — — X
between Elpida Memory, Inc. and the
Registrant dated April 1, 2002 and Agreement
by and between Elpida Memory, Inc. and the
Registrant dated August 18, 20!

21.01 List of the Registra’'s subsidiaries S-1 333-8673¢ 4/22/0z 21.01
23.01 Consent of Independent Accountai — — — — X
31.01 Certification of Chief Executive Officer — — — — X

pursuant to 15 U.S.C. Section 7241, as adopted
pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002.
31.02 Certification of Chief Financial Officer — — — — X
pursuant to 15 U.S.C. Section 7241, as adopted
pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002.
32.01*  Certification of Chief Executive Officer and — — — — X
Chief Financial Officer pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to
Section 906 of the Sarbar-Oxley Act of 2002

* Confidential treatment has been requested fotiquts of this exhibit. These portions have beerittea from this Form 10-K and have been
filed separately with the Securities and Exchangm@ission.

** This exhibit shall not be deemed “filed” for puoses of Section 18 of the Securities ExchangeoAt034 or otherwise subject to the
liabilities of that section, nor shall it be deenecorporated by reference in any filing under eeurities Act of 1933 or the Securities
Exchange Act of 1934, whether made before or #tfiedate hereof and irrespective of any generarparation language in any filing
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EXHIBIT 10.11
CONFIDENTIAL TREATMENT REQUESTED

FORMFACTOR, INC.

KEY MANAGEMENT BONUS PLAN



(2004)
l. PURPOSE

To further the success of FormFactor, Inc. (heftgnaeferred to as the "COMPANY") by enabling thempany to be competitive with the
rest of the industry in attracting and retaining ka#lent and to provide an incentive, in additiorbase salary compensation, to those key
professionals of the Company who will have a sutigthopportunity to influence achievement of majorporate objectives and subsequent
Company growth. This will 1) more closely assoct#ie personal interests of such key professioniéls @ompany interests, 2) encourage
such key professionals to continue as employediseo€ompany; and 3) position the Company as a coynibeat provides better-than-market
rewards for better-than-market performance.

[I. DETERMINATION OF BONUS PAYMENT

Actual bonus award amounts are based on a comtiinatispecific percentage achievement of corparbjectives and specific percentage
achievement of personal objectives. Percentageipation rates are established for each individizeded on level of responsibility and scope
of work in the organization. Specific bonus targetcentages will be established for each plan year.

[ll. CORPORATE OBJECTIVES
Attachment A lists the indicators used to measuhgewement of the corporate objectives componarnE¥2004 plan.

Each objective has equal weight (1/3). The mininthreshold equals 80% of the target (i.e., no payrforthat indicator unless 80% of the
target is reached.) The maximum threshold equal&@6f the target (i.e., for any single indicatas,more than 200% of the bonus target
amount will be paid).

IV. PERSONAL OBJECTIVES

Participants will work with their Managers to idénipersonal objectives to be used as achievermelitators for each individual participati

in the Plan. These objectives should be criticahtosuccess of the individual and should tie theoverall Company business priorities. The
maximum threshold equals 125% of the target fioe.any single personal objective, no more thar?a 2% the bonus target amount will be
paid). The applicable Senior Manager must appraeh éndividual's personal objectives and the wénghtf each within the total percentage
for personal objectives. The personal objectivesmanent will constitute a pre-determined percente#ghe total award depending upon the
degree of each participant's actual achievemepéisonal goals as determined by the appropriate Riesident (or higher).

* * * Confidential treatment has been requestedportions of this exhibit. The copy filed herewihits the information subject to the
confidentiality request. Omissions are designateti’a*. A complete version of this exhibit has lbeiled separately with the Securities and
Exchange Commissiol



V. ALLOCATION OF INCENTIVE BONUS
A. DEFINITIONS:

1. CAF = Corporate Achievement Factor defined asatferage of the percentage achievement of the tdomporate objectives (with a
minimum of 80% and a maximum of 200% for each dibjecachieved; if the percentage achievement stlesn 80% for a corporate
objective, it counts as zero in computing the CAF):

Percentage of Bookings Target achieved = % PergerdiNet Sales Target achieved = % Percentaggefdaiing Margin Target achieved =
%

Total = %
CAF = Total
3
2. PPS = Participant's Proportional Share (%) éefims:
Participant's Partici pant's
Bonus % x (CAF x #***p +  Perso nal x #***0)
Object ives
Achieve ment
# percentage see Attachment A
3. PIB = Participant's Incentive Bonus defined(agample)
Participant's
Individual x PPS = PERSONALINCE NTIVE BONUS
Base Salary (subject to O verride calculation)

B. EXAMPLE ONLY:

Director-BU at $* * * base with * * *% bonus % arkrsonal objectives achievement of 89%. HYPOTHETILCA

* * * Confidential treatment has been requestedportions of this exhibit. The copy filed herewidhits the information subject to the
confidentiality request. Omissions are designateti’a*. A complete version of this exhibit has lpefled separately with the Securities and
Exchange Commissiol



AOP RESULT ACHIEVE MENT % CAF

Bookings $r** $64.3M  Fx* %

Net Sales $r*xx  $75.0M K r* % * % 4y
Operating Margin ~ $***  $1.1M  *** %

PPS:(***%)X(***%X***%+89%X***%) (***%)X(***%+***%):***%
PIB = $* * * X * * *0p = $* * * - = PERSONAL INCENTI VE BONUS
VI. DEFINITION OF BASE PAY

An individual's eligible gross earnings for therP¥ear (exclusive of overtime, shift premiums, allowance, bonuses, etc.) will be used in
calculating the bonus payment. Participants wherghte KMBP during the year will receive a pro-thpayout based on the number of
completed weeks in the plan year.

VII. PLAN YEAR

The Plan Year nets from December 28, 2003 - Decemi#bs, 2004.
VIIl. MISCELLANEOUS PROVISIONS
A. ADMINISTRATION

The Chairman of the Board of Directors and the B&@ompensation Committee shall have full power authority to administer and

interpret the plan and to adopt such rules andlagigns consistent with the terms of the Plan ay theem necessary or advisable to carry out
the provisions of the Plan. The CEO/President npgpoit an Administrator of the Plan and delegatsuch Administrator power to
administer and interpret the Plan as to such nsattethe CEO/President may deem necessary.

B. TERMINATION OF EMPLOYMENT

In order to be eligible for the bonus, an employeest be employed with the Company on the date pgayouthe designated plan year occur.
If prior to the end of the award period a participmemployment terminates by way of retirementmad retirement date, death, or total and
permanent disability (as determined under the Cawyipd.ong- Term Disability Plan), and the participavould have been entitled to the
payment of the award if his/lher employment hadsaoterminated, payment of the award shall be piedreased on the number of months of
the award period during which the participant waemployee. If a participant's employment termigdtg reason of death, payment of the
award shall be made to the person(s) designatttbgmrticipant's beneficiary under the Company(KORetirement Plan, and if there is
none, to the participant's estate.

* * * Confidential treatment has been requestedprtions of this exhibit. The copy filed herewidhits the information subject to the
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C. SALE OF COMPANY

If the Company is sold, or if the Company is a paota merger or consolidation in which it is ne¢ surviving company, all awards will be
deemed to have been earned at 100% of the tarlyet fiea the current year and will be paid to thelagable participant at that point.

D. TRANSFER OF RIGHTS

The rights and interests of a participant undela® may not be assigned or transferred exceptilbgnd the laws of descent or distributit
E. RIGHT TO EMPLOYMENT

Participation in the Plan shall not confer on amptyee the right to continued employment in thesar any other capacity.

F. RIGHTS TO PLAN

No employee or other person shall have any clainigbt to be granted an award under the Plan, Inalt participation in the Plan in one ye
grant any right to participate in the Plan in anpsequent year.

G. WITHHOLDING

The Company shall have the right to deduct fronawathrds paid under the Plan any federal, statal,loc foreign taxes required by law to be
withheld with respect to such awards.

H. UNALLOCATED FUNDS

Monies that are unallocated due to the personalctilies not being satisfactorily accomplished, etemnined by the CEO/President, will
remain part of the Company's operating funds.

. AMENDMENT AND TERMINATION

The Board of Directors may amend or suspend the, Blavhole or in part, at any time with respecthe current or any subsequent Plan



ATTACHMENT A

FY2004 MANAGEMENT BONUS PLAN GUIDELINES

Title/Responsibility Target % Corpo rate Target % Personal
CEO 100 0

Senior Vice-President 80 20
Vice-President-Corp. * ok * ok
Vice-President-B.U. * ok x *ox ok
Vice-President-Tech. L.C. * ok x *ox ok

Director - BU * ok x * k%

Director - Tech. I.C. * %% * k%

FY2004 CORPORATE BONUS PLAN TARGETS
BOOKINGS: $* * *
NET SALES: $* * *
OPERATING MARGIN: $* * *

* Includes charges of $6.2M for the new site.

** * Confidential treatment has been requestedpfortions of this exhibit. The copy filed herewdhits the information subject to the
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EXHIBIT 10.12
CONFIDENTIAL TREATMENT REQUESTED

2004 1H FORMFACTOR, INC. DIRECT SALES INCENTIVE PLA N
Rev 1.0

TERM: December 28, 2003 through June 26, 2004.
DEFINITIONS:

- TARGETED COMMISSION PLAN (TC) . The amount of coensation (aka "Commissions") due to the individsaés person when 10(
of the target booking plan and MBO's are achieved.

- TARGET BOOKINGS (TB). (aka "Quota") The amountlafokings that must be achieved to receive theetdrgnus.

- TARGET BOOKINGS COMPONENT (TC-B): The portion tife Target commission plan allocated to the boakingpta achieved.
- TARGET MBO COMPONENT (TC-M): The portion of theafiget commission plan allocated to the MBO achieved

- RATE PER DOLLAR BOOKED. The percentage of comnussarned per dollar of booking achieved.

- INCENTIVE RATE (IR): The percentage of the sapesson's base salary used to calculate the TC.

DIRECT SALES INCENTIVE PLAN

The incentive plan is structured to pay 100% oftacemmission based on the following guidelines:

1. The targeted commission (TC) is separated iftoakings component and an MBO component. The lngaktomponent (TC-B) is * * *%
of the targeted commission plan and the MBO compb@EC-M) is * * *% of the TC.

2. If 0-* * *0p of the TB is achieved, a total of**% of the TC-B will be paid to the respective salperson.

3. The last * * *% of the TB achieved will resuit ¥ * *% of the targeted bookings component plaimbepaid to the respective sales person.
4. There will be no cap on this incentive plan. Fstances where the TC or TB is exceeded, theviatig will apply:

- The same rate per dollar booked as the last%*of the target income will be applied to all bauys achieved in excess of the TB.

5. The Direct Sales Incentive Plan is split int@ ti/2 year plans. There will be separate TB setfmh 1/2 year time period and separate
MBOs for each 1/2 year time period.

6. The VP of Worldwide Sales shall set the targetkings plan for each region and each individukdssperson. These plans shall be
published no later than 30 days after the beginofrthe 1st and 3rd quarters.

7. By mutual agreement with the VP of Worldwidee3aleach sales person will be assigned * * *-*MBOs for each 1/2 year. Each MBO
will be weighted. Upon approval by the VP of Worlde Sales, MBOs may be modified prior to the enthef1/2 year period.

8. The VP of Worldwide Sales, with approval frone ¥P of Finance, shall set the Incentive Rate {tReach sales person. The IR shall be
percentage of the sales person's base salary amdtéhshall be determined by the level of resjilitgi of the sales person and the size of the
region. The standard IR are:

a. Sr. VP - 95%

b. Director- ***%

* * * Confidential treatment has been requestedportions of this exhibit. The copy filed herewidhits the information subject to the
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c. Regional Manager - * * * * * *04

d. Sr. Account Manager/Major Account Manager: *-* * *%p

e. Account Manager: * * *-* * *0g

9. Changes to the Sales Compensation Plan shapfreved by the Sr. VP of Worldwide Sales and tReo¥Finance.

Example: Joe H. Salesman's base salary is $* ‘t*has IR is * * *%. For the 1/2 year, Joe's TC i&*$ ($* * *Kx* * *%x1/2 year). The TC-
Bis***0% or $* **. The TC-M is * * *% or $* * *. The TB for the 1/2 year for Joe H. Salesman i% . * * *% of the TB is $* * *M

and Joe will earn * * *% of the TC-B or $* * * ondee achieves the $* * *M in bookings (rate paid =*% on every dollar booked up to $*
**M). Once Joe exceeds $* * *M in bookings, he Mdk paid at a rate of * * *0p (* * *0p * $* * */* * *0p * $* * *M) with no cap on the
bookings. Joe will also have * * * MBOs assigned tioe half year. Each was weighted a * * *%. FocleBO achieved, Joe will earn $**
(***%X$***).

In this example, Joe books $* * * and achieves*df * * * of his MBOs. Joe will be paid in total:

$>\-**M****:$~k**
$>\-**M****:$~k**
$***M****:$***

***MBO*$***:$***
Total Incentive Due for -1/2 Year = $* * *

ADDITIONAL GUIDELINES:
1. All direct sales personnel are eligible for doenmission plan and will be paid on a pro ratadasiof the date of their employment.
2. Commissions shall be paid within 45 days ofdlose of the quarter.
3. Territories and assigned accounts will deterrtieebasis of the targeted commission plan.

4. The VP of Worldwide Sales will determine how rmucedit is awarded for account managers with madibnal accounts and split
commissions as part of their respective resporitsésil

5. Any receivables not collected will be debookemirf the salespersons totals in the following period

/sl Peter Mathews /'s/ M chael Ludwi g
Submitted & Approved Appr oved

Pet er Mat hews M chael Ludw g

VP Wor | dwi de Sal es VP Fi nance

Dat e 2/ 19/ 04 Dat e 2/ 19/ 04

* * *Confidential treatment has been requestedpfrtions of this exhibit. The copy filed herewitits the information subject to the
confidentiality request. Omissions are designateti*a*. A complete version of this exhibit has lpefled separately with the Securities and
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EXHIBIT 10.35
December 10, 2003
VIA FACSIMILE TRANSMISSION

Herr Jens Moeckel

Executive Corporate Core Commodity Manager MemaodBct Division
Infineon Technologies AG

Gustav-Heinemann-Ring 212

D-81739 Munchen

Germany

Re: Extension of Basic Purchase Agreement
Dear Herr Moeckel:

We write to confirm our companies' agreement tewedtthe term of the Basic Purchase Agreement (‘&gent”) between, on the one hand,
Infineon Technologies AG, WhiteOak Semiconductatiaship (now Infineon Technologies Richmond), 81dMOS Technologies, Inc.
and, on the other hand, FormFactor, Inc. Speciictiis letter confirms that we have agreed teeagtthe term of the Agreement to and until
June 30, 2004. All other terms and conditions efAlgreement remain unchanged.

As required by the Agreement, and in order to entfue completeness of everyone's files, we woupdemate it if you would countersign tl
letter in the space provided below and return guooffice. If you have any questions or concephsase do not hesitate to contact me.

Very truly yours,

/sl Peter B. Mathews

Pet er B. Mat hews
Sr. Vice President, Wrldw de Sal es

Accepted and agreed to on December 10, 2003

INFINEON TECHNOLOGIES AG

By: /sl i.v. [illegible] /sl i.v. [illegible]
Its: Mogel /Executive Core Kraus/ Executi ve Core
Commodi ty Manager Commodi ty Manager

bcc: M chael M Ludw g
Stuart L. Merkadeau



EXHIBIT 10.45
CONFIDENTIAL TREATMENT REQUESTED

FORMFACTOR, INC.

PROBE CARD PURCHASE AGREEMENT

FormFactor, Inc. a Delaware Elpida Memo ry, Inc., a Japanese
corporation having an office corporation having an office

located at: located at:

2140 Research Drive 2-1, Yaesu 2-chome, Chuo-ku, Tokyo
Livermore, CA 94550 104-0028

Contact: *oxx Contact: *oxx

Phone: *ok ok Phone: *okk

Fax: *oxx Fax: *xx

FormFactor K. K., a Japanese
corporation and 100% owned
subsidiary of FormFactor, Inc.,
having an office at:

Re ju Oh-i machi Bldg.
4-13-17, Oh-i, Shinagawa-ku,
Tokyo, 140-0014, Japan

Contact: * oKk
Phone: * k%
Fax: *okx

Elpida Memory, Inc. is interested in  FormFactor,
using FormFactor's WaferProbe(TM) supporting
probe cards for memory products and  supplying i
agrees to purchase them for all its ~ cards for m
** * wafer products using * * *in  to offer sp

Inc., is interested in

Elpida Memory, Inc. by

ts WaferProbe(TM) probe
emory products and agrees
ecial terms and

production. conditions described as below.

Product Pricing: ~ The multiple DUT probe cards (all collectively,
"PRODUCTS") and pricing in Ja panese Yen as set forth in
APPENDIX 1.

Forecasts: Non-binding * * * month rolli ng forecasts shall be

provided consistent with the form set forth in APPENDIX 2.

Specifications: The Products shall meet the s
APPENDICES 3.1 and 3.2 (all c
"SPECIFICATIONS").

Outgoing Inspection: FormFactor, Inc. shall perfor
acceptance check consistent w

Delivery Lead Times: The delivery date for Product
applicable accepted purchase
with the delivery schedules f
re-orders of existing designs

pecifications set forth in
ollectively,

m an outgoing product
ith APPENDIX 4.

s will be set forth in the
order, subject to compliance
or first article designs and
as set forth in APPENDIX 6.

* * * Confidential treatment has been requestedportions of this exhibit. The copy filed herewihits the information subject to the
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Warranty: FormFactor, Inc. warrants the Products as set forth in

APPENDIX 7.
Design Change: All design changes shall be s ubmitted on the Design Change
Request Form as set forth in APPENDIX 8.
Spare Parts: Spare Exchange Service shall be provided consistent with
APPENDIX 9.
Support: FormFactor, Inc. and FormFact or K. K. shall provide
technical support consistent with APPENDIX 10.
Term: April 1st, 2002, through Marc h 31st, 2004 (the "TERM").
CNDA No.: FFK-ELP0204.

In consideration of the mutual promises and obiligest contained within this Probe Card Purchase é&gent (this "AGREEMENT"),
FormFactor, Inc. (hereinafter "VENDOR") and Formfead<. K., on the one hand, and Elpida Memory, (i@reinafter "BUYER"), on the
other hand, agree as set forth above and in thengzanying General Terms and Conditions and haveechilnis Agreement to be binding ¢
effective as of April 1, 2002 ("EFFECTIVE DATE"} is hereby agreed that VENDOR may perform all ant pf its obligations, and receive
all or part of its rights, provided in this Agreemi@nd in the General Terms and Conditions by hrmligh FormFactor K. K. In that case,
VENDOR shall remain responsible for the performalogé&ormFactor K. K. and all the performance by BER/'to FormFactor K. K. shall t
deemed as the performance to VENDOR and BUYER blealéleased from such performed obligation to VEND

FORMFACTOR, | NC. ELPI DA MEMORY, | NC.
By: /'s/ 1 gor Khandros By: /sl Kenji Tokuyanma
I gor Khandros Kenji Tokuyama
Title: CEO and President Title: President
Dated: August 6, 2002 Dat ed: August 21, 2002

FORMFACTOR K. K.

By: /'s/ Yoshi kazu Hat sukano

Yoshi kazu Hat sukano
Title: President of FornFactor K K
Dat ed: August 9, 2002

Form Factor Confidential
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GENERAL TERMS AND CONDITIONS
1. PURPOSE OF THIS AGREEMENT

This Agreement serves as the basis for the purafa¢ENDOR's Multi-DUT Memory Probe Cards by BUYERhis Agreement will be an
integral part of any purchase orders for Probe §add as such will be deemed to apply to all paselorders issued by BUYER for
VENDOR's Probe Cards and associated services nadtexi referred to as "Products.”

2. INDIVIDUAL CONTRACT (PURCHASE ORDER)

2.1 The Product(s) will be manufactured and soldacordance with the purchase order(s) issued byERJand accepted by VENDOR (st
accepted purchase order(s) hereinafter referrad ttNDIVIDUAL CONTRACT(S)"). Such Individual Cordicts shall specify only the name
of the Product(s), quantity, price, delivery placdapan, and time of delivery. VENDOR offers, &idYER agrees to pay, pricing as
described in APPENDIX 1 (Probe Card Pricing). Ather terms of Individual Contracts shall be corgdiin this Agreement.

2.2 BUYER shall furnish purchase orders to VEND@RJ VENDOR shall, in any event, accept all purchasiers that comply with the
terms and conditions of this Agreement. VENDOR kstahfirm in writing such action to the responsiplgrchasing department at BUYER
within one week after receipt thereof. BUYER widlrsult with VENDOR regarding quantity, delivery pégaand time of delivery before
furnishing purchase orders to VENDOR. In the extkat BUYER does not receive VENDOR's written canfition within such one week
period, the relevant purchase order shall be de¢mkd accepted by VENDOR on the expiration of suetiod.

2.3 The conditions of this Agreement shall applaligourchase orders of BUYER regarding the Praglaad to any purchase order
acceptance by VENDOR even if such communicationsadaefer to it expressly.

2.4 If, subsequent to the acceptance of any puechiaker, BUYER requires an earlier or later delivéate than as set forth in an Individual
Contract, the parties shall use commercially reatenefforts to meet such delivery date modificatiequests. In the event BUYER requests
to postpone an agreed upon delivery date to atddte determined in the future, VENDOR shall ac¢bptrequest, or deny the request and
BUYER shall pay the applicable cancellation char@ased upon the original delivery date set fartthe Individual Contract.

2.5 Any Individual Contract may be canceled by teritnotification from BUYER. VENDOR shall notify BYER in writing of any

cancellation charges calculated as follows: Simzdéndividual Contract is unique, it shall be sajto a cancellation fee based on the actual
expenses incurred by VENDOR up to the purchase mfithe Product. Both parties agree that the iaffaesign for 1st article (new designs)
at VENDOR starts after receipt of purchase ordemfBUYER, but the clock for cancellation for the a&gticle starts after approval by

BUYER on * * * submitted by VENDOR before releasitite design to manufacturing.

* * * Confidential treatment has been requestedportions of this exhibit. The copy filed herewihits the information subject to the
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NEW DESIGNS (FIRST ARTICLE) REPEAT ORDERS

Weeks after Approval on * ** Cancellation Charge of Weeks from delivery date  Cancellation

purchase price of f irst when purchase order is Charge of
article order (* * *  canceled. purchase price of
cards plus * * *) repeat order.
(Less Than Or Equal) Approval * * %0 (Greater Than) * * * * * %04
on * % %
(Less Than Or Equal) * * * * * X0 (Greater Than) * * * and * * *0fp
(Less Than Or Equal) * * *
(Greater Than) * * * and * x x0p (Greater Than) * * * and * * *0fp
(Less Than Or Equal) * * * (Less Than Or Equal) * * *
(Greater Than) * * * * * %0 (Less Than Or Equal) * * * * * %0/

2.6 BUYER shall provide to VENDOR a * * * month tiwlg forecast for its anticipated purchases of i) in the form of APPENDIX 2
(Form Forecast). This forecast shall be updatedyawenth. This forecast shall not bind both BUYERI&/ENDOR, and VENDOR shall
build to Individual Contracts only and not to tleedcast(s).

3. DELIVERY

3.1 VENDOR shall deliver Product(s) to the locatiginere BUYER specifies in the purchase order at WBIR's cost (Incoterms 2000, DDP
(Delivery Duty Paid)). For the avoidance of doutite to Product passes to BUYER upon BUYER's necef Product.

3.2 The date for delivery of a Product is determimethe Individual Contract. All changes of ac@zptelivery dates are only valid if these
changes are mutually agreed upon by the partiesiiimg.

3.3 If any circumstances arise which would resukli delay in delivery of the Product(s), VENDORIsheomptly notify BUYER in writing

of the delay as soon as the delay is discoveredlaaltifollow BUYER's instruction to minimize thepact of this late delivery.
Notwithstanding the forgoing, in the event thatYENDOR notifies BUYER that the delivery for an imalual Contract, or portions of ¢
Individual Contract, will be delayed from the deliy date set forth in the Individual Contract, asrsas VENDOR discovers such delay, (2)
the delivery delay is due to other than one of ¢hset forth in Section 17.4, and (3) BUYER notif#&SNDOR in writing of BUYER's intent
to cancel the delayed order (or delayed portiotheforder, as the case may be), then the delayetli€xs) shall be treated as follows:

REPEAT ORDER:

If such Product(s) are Repeat Order(s) and thénaraber of weeks between the original deliveryedatthe Individual Contract (or any prior
mutually agreed extension) and the revised delidetg presented by VENDOR is more than * * * wedken BUYER has the right to can
the Individual Contract (or the delayed portiontlees case may be), without any penalty and/or éheovgancel. Notwithstanding the
foregoing, in the event BUYER desires not to exsa@uch option and desires to purchase such defageldict(s), then VENDOR shall be
subject to a late delivery charge equal to * * *$4tee purchase price for the specific product thdate per week or part thereof, up to a
maximum of * * *% of the purchase price of the dedd Product(s).

1ST ARTICLE DESIGNS:

If such Product(s) are 1st article designs anddts number of weeks between the original delivdaie in the Individual Contract (or any
prior mutually agreed extension) and the revisdively date presented by VENDOR is more than * * *

** * Confidential treatment has been requestedpfortions of this exhibit. The copy filed herewdhits the information subject to the
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weeks, then BUYER has the right to cancel the liddial Contract (or the delayed portion, as the caag be) including NRE, without any
penalty and/or charge to cancel. In this case, BRYither has a right to purchase from a thirdypalternative probe cards, at BUYER's
own expense, instead of the Product(s); providedielver, that, in the event VENDOR elects to delia¢WVENDOR's own expense, the
delayed 1st article design Product(s) to BUYERntB&IYER shall evaluate the Product(s) immediatilguch Product(s) meet the
Specifications, then BUYER shall purchase the Petddyifor Repeat Orders subject to this Agreement.

4. INVOICES AND PACKAGING

4.1 VENDOR shall issue an invoice ("INVOICE") fdret Product shipped. Each Invoice shall identify\MiisNDOR's Products, the applical
unit price, the total price, and any internal idigirig code of BUYER.

4.2 Unless otherwise stated by BUYER, each Proshall be shipped in an individual case, and th&ggiag shall protect the Product(s)
from vibrations, shocks, temperature, temperatifferdnces, humidity, pressure and radiation, ashmreasonably anticipated during

shipment. The inner packaging shall fulfill theasleroom requirements applicable at BUYER as compaied to VENDOR in writing and
the outer packaging shall be labeled in such athatythe instructions for transport (as statedelhdividual Contract) are clearly visible.

5. FINAL ACCEPTANCE

5.1 VENDOR warrants that the Product shall meetSpecifications defined in APPENDICES 3.1 and B®@uct Specifications). It is
anticipated that from time to time BUYER and VEND@Ry want to modify the Specifications. In suchesa8UYER and VENDOR shall
mutually agree in writing to such modificationsdahe agreed upon modifications shall be deemée tiocorporated as a part of
APPENDICES 3.1 and 3.2. Until BUYER and VENDOR nally agree in writing to any modifications, the thexisting Specification shall
control.

5.2 VENDOR shall perform an outgoing product acaapé check per APPENDIX 4 (Outgoing Product AcaegeaCheck) and shall include
these results with each shipment.

5.3 The Product shall be considered accepted byERJ¥nce the Product and any agreed-upon techrocaindentation, including data set
forth in the APPENDIX 4, are accepted and BUYER ¢@sfirmed that the Product is in compliance with Product Specifications in
writing. If BUYER does not provide written confirrti@n of either acceptance or non-acceptance within

*** calendar days of BUYER's receipt of the Protuhe Product shall be deemed accepted. If BUY&Ronably believes the Product fails
to be in compliance with the Product Specificatibiggering non-acceptance, then BUYER shall higt failure(s) or reason(s) for the non-
acceptance and provide to VENDOR a detailed regfdiie same. VENDOR shall work with BUYER to corréee failure(s) and place the
Product into compliance with the Product Specifarat

6. PRICES, TERMS OF PAYMENT, DELIVERY TIMES

6.1 BUYER will pay * * *% of the Invoice within * * days following the date of BUYER's acceptancecified in paragraph 5.3. All
payments will be in Japanese Yen ([YEN]). BUYER tmsify VENDOR of any disputed or questioned Ins®iwithin * * * days of
BUYER's receipt of such Invoice. VENDOR agreesdspond in good faith to BUYER's notice of a

* * * Confidential treatment has been requestedportions of this exhibit. The copy filed herewidhits the information subject to the
confidentiality request. Omissions are designateti’a*. A complete version of this exhibit has lbeled separately with the Securities and
Exchange Commission.
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disputed or questioned Invoice within * * * days\ENDOR's receipt of such notice from BUYER.

6.2 VENDOR offers 1st article and re-order delivergd times as described in APPENDIX 6 (First Aetiand Re-Order Delivery Lead
Times).

7. WARRANTY
7.1 VENDOR warrants the Product per APPENDIX 7 (v&aty).

7.2 Notwithstanding the Disclaimer clause set fantAPPENDIX 7, VENDOR represents and warrants,tttathe best of its knowledge, the
Product does not infringe any patent, copyriglatiérsecret or other intellectual property righay third party. VENDOR will indemnify ar
hold harmless BUYER from and against any claint, suproceeding (hereinafter "CLAIM") brought agsi@UYER so far as it is based o
Claim that any Product supplied hereunder infrirg@sitent, copyright, trade secret or other intali@l property right of a third party,
provided that VENDOR is notified promptly in writinof such Claim and given full and complete autiypinformation and assistance (at
VENDOR's expense) for the defense of the same. VBRWill pay all damages and costs finally awardestein against BUYER, but
VENDOR will not be responsible for any settlementompromise made without VENDOR's prior writtemsent.

7.3 If (i) a Claim mentioned in Section 7.2 abowas loccurred, or in BUYER's reasonable opinionikely to occur, and (i) BUYER or
VENDOR is subject to an impending order in which\BER's use of the Product will be enjoined, then TEDR will promptly, at its option
and its own expense, either (i) procure for BUYER tight to continue using the Product(s) or

(i) replace or modify the same so that it becomes infringing without degrading Product Specifioas defined in APPENDICES 3.1 and
3.2 and, if neither of the foregoing is reasongagsible after VENDOR uses its commercially reabtsbest efforts, then VENDOR has the
obligation to explain the reason(s) to BUYER thatians (i) and/or (ii) are not available. If BUYERjrees with VENDOR's conclusion
regarding the unavailability of either option () @), then BUYER shall have the option to purch&som a third party alternative replacem
probe cards at the best available price after daitil negotiation, and VENDOR shall pay the costdach replacement probe cards.

7.4 VENDOR shall have no obligations under Sectidn 7.2 and/or 7.3 in the event Product(s) wasifieadby BUYER.
8. CHANGES IN THE PRODUCTS

8.1 Changes in the agreed Specifications or thigide$ the Product(s), which are requested by BUY#&Hll be performed by VENDOR
within a reasonable time if VENDOR agrees to perf@euch changes and such changes from BUYER arefeguested in writing using
VENDOR's form set forth in APPENDIX 8 (Design Changequest (DCR) Form). If such changes to Spetifics will affect delivery dates
or prices of the Product(s), VENDOR shall inform BER in writing thereof, and such Specification chas will be made only after BUYER
agrees in writing to the changed delivery datesaiabs.

8.2 VENDORIinitiated substantive changes in the configuratiothe Specification of the Product(s) can be nwadg after written consent
BUYER.

9. SPARE PARTS AND ON SITE EXCHANGE SERVICE

9.1 VENDOR shall keep spare parts on stock as iestm APPENDIX 9 when BUYER chooses to purchgsees exchange service option
pursuant to APPENDIX 9 (Spare Parts Policy).

Form Factor Confidential
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10. TECHNICAL ASSISTANCE

10.1 Atthe request of BUYER, VENDOR shall provide
assistance in connection with BUYER's use of
with APPENDIX 10 (Support Structure).

10.2 Vendor shall provide adequate qualified perso
the Product as described in APPENDIX 10.

reasonable technical
the Product(s) consistent

nnel to support the use of

11. RESEARCH AND DEVELOPMENT, MANAGEMENT MEETINGS

11.1 Subject to the parties' obligations under Sec
INFORMATION AND INTELLECTUAL PROPERTY") of th
to share its Multi-DUT Memory probe card tech
a regularly scheduled basis. VENDOR hereby de
roadmap information as Confidential Informati
Agreement. BUYER agrees to provide inputs to
future product offerings.

11.2 BUYER and VENDOR agree to participate in regu
meetings to discuss BUYER product roadmap, VE
important business and technical issues.

11.3 VENDOR shall have the right to publicly annou
Agreement. BUYER shall have the right to appr
announcement

12. CONFIDENTIAL INFORMATION AND INTELLECTUAL PRO

12.1 VENDOR and BUYER agree that the Non-Disclosur
executed on April 1, 2002 (the "NDA") is here
as if fully set forth herein.

12.2 VENDOR and BUYER agree that Product price, an
associated with cancellation or delivery, pay
information contained in APPENDICES 1, 3.1, 3
this Agreement shall be deemed to be Confiden
NDA. VENDOR and BUYER further agree that each
information: (a) in confidence to its legal ¢
and financing sources as necessary in connect
from such third parties, provided such third
confidentiality no less stringent than the pr
and (b) as required by the applicable rules a
Securities Exchange Commission or equivalent
relevant jurisdiction; subject, however, to t
reasonable steps consistent with such rules a
the scope and extent of the disclosure; and (
of the disclosure to the other party.

12.3 Nothing in this Agreement is intended to gran
or to the other party's Confidential Informat
to use such Confidential Information solely f
out its obligations under this Agreement. Not
meant to grant, expressly or by implication,
copyright, trade secret, trademark or other i
owned or controlled by either party.

12.4 In the event that BUYER desires to disclose a
of this Agreement to a third party, for examp
subcontractor, BUYER shall provide VENDOR adv
proposed disclosure, and VENDOR shall provide
disclosure within five (5) days. Notwithstand
event
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Page £

tion 12 ("CONFIDENTIAL

is Agreement, VENDOR agrees
nology roadmap with BUYER on
signates all such technology

on under Section 12 of this
VENDOR for consideration in

larly scheduled management
NDOR performance, and other

nce the existence of this
ove the wording of this

PERTY

e Agreement that they
by incorporated by reference

y charges or penalties
ment terms, and that

.2, 6, 8 and 9 contained in
tial Information under the
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shall this Section 12.4 be deemed to supersed
obligations found in the NDA.

12.5 The sale of Products hereunder by VENDOR does

13.

BUYER, whether expressly or by implication, e
any patent, copyright, trade secret, trademar
property rights of VENDOR. VENDOR expressly r
with respect to such patent, copyright, trade
intellectual property rights. BUYER agrees no
disassemble or in any way modify any of the P
prior written permission of VENDOR.

TERM

13.1 This Agreement becomes effective as of the Ef

effect through March 31st, 2004, with the con
review the pricing specified in APPENDIX 1 an
February 28, 2003, and both parties agree as
following year by March 31st, 2003. Otherwise
Agreement as of March 31st, 2003. If both par
Agreement after March 31st, 2004, then they w
product prices, term of payment and delivery
conditions as are fair and reasonable between

13.2 BUYER may terminate this Agreement if VENDOR

condition of this Agreement and fails to cure
days following receipt of written notice from

this Agreement if BUYER breaches any material
Agreement and fails to cure such breach withi
receipt of written notice from VENDOR.

13.3 In the event of termination of this Agreement

14.

12, 14, 15, 16 and 17 shall remain effective,
pay all outstanding sums due and owing.

ASSIGNMENT

e the confidentiality

not convey any license to
stoppel or otherwise, under
k or other intellectual
eserves all of its rights
secret, trademark and other
t to reverse engineer,
roducts without the express

fective Date and shall be in
dition that VENDOR will

d submit new pricing by

to product prices for the

, BUYER may terminate this
ties agree to extend the

ill mutual agree as to

times, on such terms and
them.

breaches any material term or
such breach within * * *

BUYER. VENDOR may terminate
term or condition of this

n sixty * * * days following

, Sections 2.5, 3.3, 7, 10,
and BUYER shall immediately

This Agreement is not assignable by a party, anganty may delegate its duties hereunder withoaipttior written consent of the others
(except for as expressly provided in this Agreenaanbetween VENDOR and FormFactor K. K., providet VENDOR at all times remains
responsible for the performance by FormFactor Kofall provisions of this Agreement); provided wever, that a party may assign this
Agreement to any entity that acquires all or sultglly all of its liabilities and assets, so loag the non-assigning parties are given prior
written notice and, in the case of an assignméat, (g) the assignee agrees in writing to be bdayrall terms of this Agreement, and (b) the
assignor at all times remains responsible for #réopmance by the assignee of all provisions «f Agreement, including but not limited to
the protection of the other parties' Confidentidbfmation. Any attempted assignment in violatidrihas provision shall be void and the
provisions hereof will be binding upon and inurdte benefit of the parties, their successors amdhitted assigns.

15. DISPUTE RESOLUTION

The parties hereby agree that any dispute arigibg@foor relating to this Agreement that the partannot resolve themselves shall be finally
settled by arbitration pursuant to the then-apple&€ommercial Arbitration Rules of the Japan Conuiaé Arbitration Association. The

* * * Confidential treatment has been requestedportions of this exhibit. The copy filed herewidhits the information subject to the
confidentiality request. Omissions are designateti’a*. A complete version of this exhibit has lpefled separately with the Securities and
Exchange Commission.
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situs of the arbitration shall be Tokyo, Japan. &tigtration shall be conducted by a panel of ti{Berbitrators; each party selecting one
arbitrator, and the third arbitrator to be agrepdruby the two party-selected arbitrators, suljety to the arbitrator being a third party
national. The award rendered by the arbitratorfi bbdinal and binding upon the parties heretoe Bbitration shall be conducted in English.

16. APPLICABLE LAW

This Agreement shall be construed in accordande avitl governed by the laws of Japan.

17. GENERAL PROVISIONS

17.1 Except for Individual Contracts consistent wi
Agreement (together with the APPENDICES heret
complete and exclusive agreement between the
subject matter hereof, and supersedes in thei
written or oral agreements previously existin
respect to such subject matter. Additional ag
changes must be made in a writing signed by b

17.2 In the event any provision of this Agreement
such provision will be enforced to the maximu
provision and the remaining portions of this
S0 as to best meet the intentions of the part

17.3 EXCEPT FOR (1) VENDOR'S LIABILITY UNDER SECTI
PARTIES' LIABILITY FOR BREACH OF CONFIDENTIAL
EVENT WILL EITHER PARTY BE LIABLE FOR ANY LOS
OR SPECIAL, INDIRECT, CONSEQUENTIAL OR PUNITI
ANY CLAIMS THAT MAY ARISE OUT OF OR IN CONNEC
THE TERMINATION THEREOF, EVEN IF SUCH PARTY H
POSSIBILITY OF SUCH DAMAGES. In all events, B
good faith in an attempt to reach a mutually
claim.

17.4 Neither party shall be responsible for any fa
late delivery) due to unforeseen circumstance
party's reasonable control, including but not
riot, embargoes, acts of civil or military au
accidents, strikes or shortages of transporta
energy, labor or materials. In the event of a
defer the delivery date of orders for Product
time of such delay.

17.5 All notices and demands hereunder will be in
personal service, facsimile transmission or o
at the address of the receiving party set for
Agreement (or at such different address as ma
by written notice to the other party).

17.6 The waiver by one of the parties of any defau
waive subsequent defaults by the other of the
and all waivers must be in writing to be effe
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17.7 This Agreement will become effective only aft
FormFactor K. K. have signed it. Each person
represents and warrants that he or she has be
applicable party's charter documents and appl
Agreement on behalf of the applicable party.
executed in counterparts, each of which when
original, and which together will constitute
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[FORMFACTOR LOGO]

PPA Price(s) described in the table below is/apgieg to NRE and probe card unit price, under thredition of *** of all DRAM products
(*** and beyond) using *** wafer.

Yen per $=\133

FORMFACTOR,INC. CONFIDENTIAL

APPENDIX 1 PROBE CARD PRICING

STANDARD PRICE

* Kk Kk $***

* k% $***

NRE
NRE
* Kk k NRE
* ok * NRE
NOTE;

NRE will be one third of Standard Price. In otherds FormFactor will take three designs underAlgigeement to which this Appendix

attached.

PROBE CARD PRICE SCHEME

(1)***PH***,X***

PARALLELISM

STANDARD PRICE

X* & x

* Kk K $ * Kk k

(2)***PH***,X***

PARALLELISM

STANDARD PRICE

X* & x

* Kk K $ * Kk k

(3)***PH***,X***

PARALLELISM

STANDARD PRICE

X***

* k% $ * % *

(4)***PH***,X***

PARALLELISM

STANDARD PRICE

X* * x

* Kk K $ * Kk k

(5)***PH***,X***

PARALLELISM

STANDARD PRICE

X* * x

* Kk K $ * Kk K

(6)***PH***’X***

PPA PRICE

* Kk k $***

* % % $***

PPA PRICE

* Kk k $ * Kk k

PPA PRICE

* Kk k $ * Kk k

PPA PRICE

* % % $ * k%

PPA PRICE

* Kk k $ * Kk k

PPA PRICE

* Kk k $ * Kk ok




PARALLELISM STANDARD PRICE PPA PRICE

X* * x * Kk K $ * Kk K * Kk k $ * Kk k

(7) * k * PH* * *,X* * * (TRE)

PARALLELISM STANDARD PRICE PPA PRICE

X*** * k% $ * %k % * k% $ * % %

NOTE;
1. The Probe Card Unit Price depends on its spatifin (ceramic size; PHXX), pararellism, and qitgnt
2. Under PPA the discounted unit price(PPA) willapplied from the 1st Article.

3. The minimum quantity per design expected to bé.Hf the quantity is below * * * throught a yeathen the unit price for that specific
design will be quoted separately.

4. The Products are made in USA.. When over * *fl@6tuation in currency rate occurs, pricing wi#t djusted accordingly.

** * Confidential treatment has been requestedpfortions of this exhibit. The copy filed herewdhits the information subject to the
confidentiality request. Omissions are designateti’a*. A complete version of this exhibit has lbeled separately with the Securities and
Exchange Commission.
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FORMFACTOR,INC. CONFIDENTIAL
[FORMFACTOR LOGO]
APPENDIX 2 FORM FORECAST
BUYER FORECAST FOR FORMFACTOR PROBECARDS

1. BUYER agrees to provide a good-faith forecasttpe table below for its demand for the following* month period. This forecast shall
be updated at the fixed date of every month. VENO®R the right to adjust the pricing from the taddd®ve based on the forecast received
from BUYER if the forecasted volume is substanyi&ielow the forecast at the end of March every yeathe next fiscal year..

2. This forecast shall be used for planning purpasgy.

FORECAST FOR FORM FACTOR PROBECARDS
Q UANTITY DELIVERED IN CALENDAR MONTH )
----------------- 2002
Product  DUT 'I'-(-e-s-t—(-e-r"mj;-N- FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DE -C

** * Confidential treatment has been requestedpfortions of this exhibit. The copy filed herewdhits the information subject to the
confidentiality request. Omissions are designateti’a*. A complete version of this exhibit has lbeled separately with the Securities and
Exchange Commission.

FormFactor Confidential All rights reserved pagd



FormFactor, Inc CONFIDENTIAL
[FORMFACTOR LOGO]
APPENDIX 3.1 PRODUCT SPECIFICATIONS
This Appendix describes FFI Probe Card standardifsgegion.
1. T1 specification

2. T2 specificatior



FormFactor, Inc CONFIDENTIAL
[FORMFACTOR LOGO]
LIST OF DIFFERENCE FROM FFI SPEC

FOLLOWING IS THE LIST OF DIFFERENT ITEM OF NEC/ELBA SPECIFICATION FROM FFI SPEC. IT MAY CONTAIN BOTH
DIFFERENCE AND MISSING SPEC WHICH IS NOT SPECIFIHY FFI SPEC.

PARAMETER FFI SPECIFICATION NEC / ELPI DA FFI COMMENT
INCLUDING TOLERANCE REQUESTED SPEC

* % % * % %YM * %% JM EXPRESSION DIFFERENCE

ol T1:***GF TL:*** GF EXPRESSION DIFFERENCE
T2 :***GF T2 *x** GF

PCB * * * . * % %M FFI INTERNAL SPEC

PCB * * * -- ***UM FFI INTERNAL SPEC

PCB * * * . * % %M FFI INTERNAL SPEC

** * Confidential treatment has been requestedpfortions of this exhibit. The copy filed herewdhits the information subject to the
confidentiality request. Omissions are designateti’a*. A complete version of this exhibit has lbeled separately with the Securities and
Exchange Commissiol



WAFERPROBE(TM) T1 MICROSPRING(TM) CONTACT PROBE CAR D SPECIFICATION
(* **MM PROBE HEADS)

[FORMFACTOR LOGO]
REFERENCE DOCUMENTS: SMPL0801WW - FORMFACTOR WARRAN TY POLICY

SMHBO0801U - USER HANDBOOK

PARAMETER NOMINAL TOL ERANCE COMM ENTS*
SPECIFICATION
* k ok (1) * Kk ok NO;T—-'_ inal*** * * o ; _____________________________
(millimeter) (mi limeter)
* ok * ok For reference only. ** *
(millimeter)
* ok k * ok For reference only. ** *
(millimeter)
* ok k * ok For reference only. ** *
By Design.
* ok * * ok x By - Design. * *““ ; _____________________________
* ok * ok * *(micrometer) (Less Than Or Equal) tip size ** *
(Le ss Than Or Equal) * * *(micrometer)
By Design.
* k% * *(micrometer) *x *

* * * Confidential treatment has been requestedprtions of this exhibit. The copy filed herewidhits the information subject to the
confidentiality request. Omissions are designateti*a*. A complete version of this exhibit has lpefled separately with the Securities and
Exchange Commissiol



WAFERPROBE(TM) T1 MICROSPRING(TM) CONTACT PROBE CAR D SPECIFICATION
(* **MM PROBE HEADS)

[FORMFACTOR LOGO]
REFERENCE DOCUMENTS: SMPL0801WW - FORMFACTOR WARRAN TY POLICY

SMHBO0801U - USER HANDBOOK

PARAMETER NOMINAL TOLERANCE COMMENTS
SPECIFICATION

. *** grams (Less Than Or Equal) k (Less Than Or Equal) ***

*** grams per probe

* kK * * *(micrometer) e

* ok k * % %04 Of For reference only. e
Overtravel

- *+ *(micrometer) past For reference only e
last touch

* ok x * * *(micrometer) past .
first touch

* ok ok PH* ** - * %% For reference only e
X * k Kk

* ok k ** * unless otherwise rEx B

specified by customer

* ok * * Kk ok
* ok ok e T T T *-;-; _________________
e *** (Less Than Or Equal) * * * *xx
By Design.
For reference only.
B (Less Than Or Equal) * * * * k%
***Design dependent
B (Less Than Or Equal) * * * * ok ok
***Design dependent
e (Less Than Or Equal) * * * * % %
o (Less Than Or Equal) * * *
By Design
* ok ok e T T

** * Confidential treatment has been requestedpfortions of this exhibit. The copy filed herewdhits the information subject to the
confidentiality request. Omissions are designateti’a*. A complete version of this exhibit has lbeled separately with the Securities and
Exchange Commissiol



WAFERPROBE(TM) T1 MICROSPRING(TM) CONTACT PROBE CAR D SPECIFICATION

[FORMFACTOR LOGO]

REFERENCE DOCUMENTS: SMPL0O801WW -

PARAMETER NOMINAL SPECIFICATION

* Kk k * Kk k

(* **MM PROBE HEADS)

FORMFACTOR WARRAN TY POLICY

SMHBO0801U - USER HANDBOOK

TOLERANCE Commen ts

* kK

* Kk ok

* k%

Figure 1 * * *

* k%

* k%

Figure 2 * * *

Notes

*  Drawings not to scale

**  Reference FormFactor WaferProbe
Warranty Policy

***  Unless otherwise specified at
design, and verified during
First Article Verification on
specific traces.

* * * Confidential treatment has been requestedportions of this exhibit. The copy filed herewidhits the information subject to the
confidentiality request. Omissions are designateti’a*. A complete version of this exhibit has lbeled separately with the Securities and

Exchange Commissiol



FormFactor, Inc CONFIDENTIAL
[FORMFACTOR LOGO]
APPENDIX 3.2 PRODUCT SPECIFICATIONS

This Appendix describes the difference betweendttdard specification and custom specificatioeedbetween BUYER and VENDOR.
The specifications that are not specified here feilbw FFI Probe Card standard specificati



FormFactor, Inc CONFIDENTIAL
[FORMFACTOR LOGO]
APPENDIX 3.2 LIST OF DIFFERENCE FROM FFI SPEC

FOLLOWING IS THE LIST OF DIFFERENT ITEM OF ELPIDARECIFICATION FROM FFI SPEC. IT MAY CONTAIN BOTH
DIFFERENCE AND MISSING SPEC, WHICH IS NOT SPECIFIBY FFI SPEC.

PARAMETER FFI SPECIFICATION INCLUDI NG ELPIDA REQUESTED SPEC FFI COMMENT

TOLERANCE
* * * * % %um * %k ym EXPRESSION DIFF ERENCE
*oxx T1:***gf T1:***gf EXPRESSION DIFF ERENCE
T2 :***gf T2 . ***gf
PCB * * * - ***um FFI INTERNAL SP EC
PCB * * * - ***um FFI INTERNAL SP EC
PCB * * * - ***um FFI INTERNAL SP EC

** * Confidential treatment has been requestedpfortions of this exhibit. The copy filed herewdhits the information subject to the
confidentiality request. Omissions are designateti’a*. A complete version of this exhibit has lbeiled separately with the Securities and
Exchange Commissiol



FormFactor, Inc CONFIDENTIAL
[FORMFACTOR LOGO]
APPENDIX 4 OUTGOING PRODUCT ACCEPTANCE CHECK

VENDOR will submit Data measured on commerciallpitable metrology tester such as * * *'s metallutggter PR\xx series to BUYER ¢
the result of Outgoing Test at VENDOR's factory.

* k *

** * Confidential treatment has been requestedpfortions of this exhibit. The copy filed herewdhits the information subject to the
confidentiality request. Omissions are designateti*a*. A complete version of this exhibit has lpefled separately with the Securities and
Exchange Commissiol



FormFactor, Inc CONFIDENTIAL
[FORMFACTOR LOGO]

APPENDIX 5 INTENTIONALLY OMITTED



FORMFACTOR,INC. CONFIDENTIAL
[FORMFACTOR LOGO]
APPENDIX 6 FIRST ARTICLE AND RE-ORDER DELIVERY LEAD TIMES

VENDOR WILL CONTINUE TO IMPROVE PROBE CARD LEAD TI¥ BASED ON ITS ROAD MAP. WHEN VENDOR
ESTABLISHES NEW LEAD TIME SCHEME, THEN IT WILL BE ROVIDED IN WRITING TO BUYER.

(1)1ST ARTICLE(NEW DESIGN)

PRODUCTS LEAD TIME(WEEKS)
PH* * * *
PH* * * -
PH* * * *
PH* * * T
PH* * * *
NOTE;

1. Lead time indicates the number of approximatenctar weeks from PO issued date and receipt appnoved PCIF for the 1st article
(NRE) to shipment date from FFI, Livermore. Exaelivery date will be provided in writing by VENDOR.

(2)RE-ORDER

NO FORECAST FORECAST
PRODUCTS LEAD TIME(-\—/\—/EEKS) “L—I;;\—I—D"'I-'—I;\;I-I-E—(-\;\-/-EEKS)
PH* * * * %k *-" ';-; -----------------
PH* * * - . U—
PH* * * * ok ok *- ';-; -----------------
PH* * * - . U—
PH* * * * k% *- ';-; -----------------

NOTE;

1. Lead time indicates the number of approximatenttar weeks from PO issued date to shipment dae FFI, Livermore. Exact delivery
date will be determined individually. It does notlude the number of days for transport.

2. Lead time depends on whether or not advancettdst is submitted to VENDOR.

(3)PH100 LEGEND

Differences between the PH* * *, PH* * * and PH**specifications are as below.

PH* * *; Less than * * * pins.

PH* * *: Between * * * pins and up to * * * pins wh the x* * * Tester Interface.

PH* * *: More than * * * pins with the x* * */x* * * Tester Interface (TRE; Tester Resource Enhancemgport).

This criteria may be redefined for more than * pihs when new category is crea



* * * Confidential treatment has been requestedportions of this exhibit. The copy filed herewihits the information subject to the
confidentiality request. Omissions are designateti’a*. A complete version of this exhibit has lpefled separately with the Securities and
Exchange Commissiol



WAFERPROBE(TM) WARRANTY POLICY
[FORMFACTOR LOGO]
APPENDIX 7 - WARRANTY
WARRANTY

Products are warranted to be, under normal use@mditions, free from defects in materials and wagkship either for the life of the prod
to be probed or

**x whichever comes earlier (the "WARRANTY PERDD). VENDOR warrants that Products comply with #pecification agreed by both
BUYER and VENDOR in writing. In addition, WaferPmlprobe cards are warranted to comply with VENDQ®@RBIlighed specification for X-
Y placement, planarity, and total path resistalesign parameter) over the full Warranty PeriodsTimited warranty does not cover defe
or damage due to acts of God, use or handlingmnatcordance with specifications or instructiongepair or modification by anyone other
than VENDOR or authorized agents. Without limitthg generality of the foregoing, a partial listdeffects covered and not covered by this
warranty is set forth below.

COVERED BY WARRANTY:
- Electrical or mechanical failure of any componeiProducts, when operated under normal conditiandescribed in Products specificati
- Wear due to operation when adhering to an apprMENDOR, Inc. cleaning protocol.

NOTE: Performance of VENDOR Products depends omsiee's pad material, pad structure and wafer psoard the cleaning a
maintenance protocol used to maintain the probe. 8NDOR will work with Products user to establest optimized cleaning and
maintenance program for the user's specific paémiahtstructure and wafer process. In order foNZIOR to develop the approved cleaning
protocol needed to provide this warranty, the aggees to participate in the joint work require@stablish an optimized cleaning condition
and maintenance protocol.

Not Covered by Warranty:

- Damage due to overdrive in excess of specificatio

- Damage due to improper handling.

- Any damage caused by metrology tools.

- Any damage occurring outside the prober.

- Any damage caused by loose contaminants or péates.

- Damage due to unapproved cleaning procedures.

- Operation outside the specified temperature range

- Excess electrical current or "hot stepping”, @arent VENDOR technical bulletin specifications.
- Damage due to prober malfunction.

- Damage to probe tips due to wafer material iresg®f specification.

SOLE REMEDY

** * Confidential treatment has been requestedpfortions of this exhibit. The copy filed herewdhits the information subject to the
confidentiality request. Omissions are designateti’a*. A complete version of this exhibit has lbeled separately with the Securities and
Exchange Commissiol



WAFERPROBE(TM) WARRANTY POLICY
[FORMFACTOR LOGO]

Should a Product fail to conform to the above watgrauring the Warranty Period, BUYER's sole remadyg VENDOR's sole obligation is
that VENDOR will repair or replace the Product ataharge to BUYER.

WARRANTY CLAIMS PROCESS

BUYER must notify its VENDOR sales representatiwveviriting (via e-mail, facsimile or letter) of tliefect BUYER is experiencing, and if
VENDOR, Inc. determines that repair or replacenienecessary; BUYER will receive a Service Authatian Request (SAR) number.
BUYER shall not return any WaferProbe probe carithouit an SAR. No work will be done on any returpedduct until an SAR # is
assigned. BUYER may then, at its own expense,métuENDOR Products in question, freight prepaid & the same packing conditions
in which it left VENDOR's premises, accompaniedabyrief statement explaining the claimed defecotJpeceipt of Products, VENDOR's
factory personnel will perform a failure analysistbe returned WaferProbe probe card to confirndéfect and determine the nature of the
defect. The failure analysis report will be avaldabpon BUYER request.

If VENDOR determines that the failure of Produatsdvered by the limited warranty VENDOR will repar replace the probe card.

If VENDOR determines that any returned WaferProtmbp card is fully functional and not defective, MBOR will provide a written
statement setting forth VENDOR's conclusion thatriturned WaferProbe probe card was not defedfiaenon-defective, damaged
WaferProbe probe card may be repaired, BUYER mauest that VENDOR quote price and delivery termgépair of Products. If Products
is not repairable or BUYER chooses not to havectird repaired, VENDOR will return Products to BUYBRBUYER's expense, freight
collect and BUYER agrees to pay VENDOR's reasonets¢ of handling and testing.

DISCLAIMER

THE WARRANTIES SET FORTH ABOVE ARE IN LIEU OF ALL DHERS, AND VENDOR SPECIFICALLY DISCLAIMS ANY AND
ALL OTHER WARRANTIES, WHETHER EXPRESS, IMPLIED ORTATUTORY, INCLUDING, BUT NOT LIMITED TO, THE

IMPLIED WARRANTIES OF NONINFRINGEMENT, FITNESS FOR PARTICULAR PURPOSE, OR MERCHANTABILITY. NO
PERSON IS AUTHORIZED TO MAKE ANY OTHER WARRANTY OREPRESENTATION CONCERNING THE PERFORMANCE OF
PRODUCTS OTHER THAN AS PROVIDED IN THIS SECTIO



[FORMFACTOR LOGO]
FORMFACTOR,INC. CONFIDENTIAL
APPENDIX 8 DESIGN CHANGE REQUEST(DCR) FORM

NOTE: USE THIS FORM WHEN THE CHANGE YOU ARE REQUEST ING IS NOT NORMALLY
SPECIFIED IN THE PCIF.

REQUESTOR:
DATE:
REASON FOR CHANGE:

TECHNICAL CONTACT AT FFI:
NAME:
PHONE:

TECHNICAL CONTACT AT CUSTOMER SITE:
NAME:
PHONE:

PART NUMBER TO BE CHANGED:
DESCRIBE CHANGE:

WAS THE CHANGE APPROVED BY THE CUSTOMER: YES | | NO ||
WHO APPROVED THE CHANGE:
DATE OF APPROVAL:

TO BE COMPLETED BY THE FFI DESIGN GROUP:

NEW PART #:
APPROVED: YES | |NO | |
NAME:

DATE OF APPROVAL:



FormFactor , Inc. CONFIDENTIAL
[FORMFACTOR LOGO]
APPENDIX 9 SPARE PARTS POLICY
1. PURPOSE OF THIS POLICY

This Policy will serve as the basis for exchangeise of Probe Card and Probe Head in case BUYEBSféhe situation where Wafer prob
test stops functioning due to unacceptable malfonittg of Probe Cards or Probe Head regardlessigihating party of this malfunctioning.
The spares will be returned after resolution ofrtfe@function situation. This program is to help mirzing down time of Wafer Probing Test
Station.

2. PREPARATION OF EXCHANGE SERVICE THROUGH SPARE®BE CARDS AND SPARE PROBE HEADS

2.1 BUYER purchases spares exchange service oftamh different type number of Probe Cards requresparate spare service option.
spares service option pricing is equivalent toghentity of Spare Probe Cards (SPC) and Spare Ptehds (SPH) to be prepared by the
VENDOR multiplied by discounted price of such SpBrebe Card and Spare Probe Head as specified ND@R's price list (Table 1). The
guantity is determined in Table 2 that shows tl®memended minimum numbers of SPC and or SPH tadyaped by BUYER. VENDOR
prepares adequate number of SPC and/or SPH feethice.

2.2 The purchase of the service option triggersABRDOR to prepare the SPC and SPH, and stock #idatal VENDOR location. They
remain VENDOR assets and are being utilized for 8R€CSPH exchange services as specified in theeTlaliThese exchanges are to be
performed by VENDOR's qualified service engineesupport BUYER in emergency situation. The titleSBC and SPH assets will not be
transferred to BUYER even when they are being as®UYER's production floor.

2.3 In case total number of Probe Cards to be geghin less than * * * for the life of device te probed, then VENDOR will not prepare
SPC unless BUYER pays PPA price (not discountetkpepecified in VENDOR price list.

2.4 The Probe Card or Probe Head which has malamed should be forwarded to failure analysis dhereafter, to repairing process if it is
repairable per FFI policy. Once it is repaired egtdrned to BUYER, then BUYER returns SPC or SPMEINDOR. Those returned spares
will be stocked at VENDOR's location and servenotaer emergency

* * * Confidential treatment has been requestedportions of this exhibit. The copy filed herewidhits the information subject to the
confidentiality request. Omissions are designateti’a*. A complete version of this exhibit has lpefled separately with the Securities and
Exchange Commission.
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FormFactor , Inc. CONFIDENTIAL
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situation. In case of Repaired Probe Head owneBWWYER, VENDOR will stock it at VENDOR location orebalf of BUYER if the option
specified in 2.5 is executed.

2.5 In spite of 2.4 above, BUYER has an optionuochase SPH which is being used at BUYER's prodandtoor rather than returning it to
VENDOR or which is being stored at VENDOR locatidime price of SPH in such case is full amount oAPFce in VENDOR's price list
(Table 1))

2.6 BUYER has an option not to purchase SPC ai8Pst but in such case BUYER has to accept normakpgire and turn around time for
repairing described in 5.

3. EXCHANGE SERVICE OF PROBE HEAD

3.1 VENDOR will send its qualified service enginé@BUYER's production floor to examine the stadfisnalfunctioning of the Probe Card
and exchange its Probe Head with a Spare Probe biefadlowing VENDOR's established procedure. Ineegency situations the VENDOR
will utilize assets stored in the local office. \dem's service engineer will submit a service reppBUYER after completion of exchange and
diagnosis, and then receives signature of acceptayya BUYER's appropriate engineer.

3.2 Such Exchange service of Spare Probe Headbavidffered at the expense of BUYER. Vendor willitddest effort to dispatch its service
engineer within * * * hours after receipt of requie$ exchange. The expense will be calculated basdtie formula shown in the table 3.

4. FAILURE ANALYSIS AND IDENTIFYING ITS ROOT CAUSE

VENDOR will carry failure analysis for the returnBdobe Card or Probe Head initiated by SAR prodefised by VENDOR to identify its
root cause and take corrective actions to avoidtitage occurrence of the same failure. BUYER wdlbperate with VENDOR to accelerate
such VENDOR's process by supplying enough inforomatb regenerate the failure for VENDOR to be ablanderstand the failing
phenomena under certain operating environment UBNEA and CITR, This support may include joint wakBUYER's production floor t
using the equipment if required.

VENDOR will submit a report on the failure and r@aiuse analysis and corrective actions.

** * Confidential treatment has been requestedpfortions of this exhibit. The copy filed herewdhits the information subject to the
confidentiality request. Omissions are designateti’a*. A complete version of this exhibit has lbeiled separately with the Securities and
Exchange Commission.
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5. REPAIRING SERVICE ON RETURNED PROBE CARD OR PROBEAD
Repairing Service will follow the procedure definedhe separate document.

The cost for repairing shall be charged to eithENYDOR or BUYER based on the result of the failunalgsis according to VENDOR's
Warranty Policy as set forth in APPENDIX 7.

TABLE 1: SPARE PROBE CARD (SPC) AND SPARE PROBE HEA (SPH) PRICE CALCULATION SCHEME
FULL AMOUNT OF LIST PRICE: PPA PRICE

DISCOUNTED PRICE:

CARD CONFIGURATION SPC SPH
P * ¥ %96 x * * * Price “x0x*+ % Price
Pre s e e Price #4404 x % * Price
PH* * *TRE *% 496 x *  * Price “x50x* 4% Price

TABLE 2: NUMBER OF SPARE PROBE CARDS, SPARE PROBE HEADS AND EXCHANGE SERVICE

SPARES PREPARED BY VENDOR
NUMBEROF
PURCHASED STORED AT VENDOR LOCATION EXCHANGE SERVICE BY VENDO R
PROBE CARDS -
BY BUYER MIN SPC MIN SPH PC, PH EXCHANGES RESPONSE T IME
(Less Than)* * * s PR SPC exchange ** % hr s
0 component N/a
** *(Less Than Or Equal) (Less Tha-n)* KR xx PR SPC exchange ** % hr s
SPH exchange ***hr s
** *(Less Than Or Equal) (Less Tha-n)* *rRo ok PR SPC exchange *x* hr s
SPH exchange *** hr s
** *(Less Than Or Equal) (Less Tha-n)* *rRo ok PR SPC exchange *x* hr s
SPH exchange *** hr s
** *(Less Than Or Equal) (Less Tha-n)* *rRo kX PR SPC exchange *x* hr s
SPH exchange *** hr s
»x*(Less Than Or Equal) * x PR SPC exchange *x* hr s
SPH exchange *** hr s

** * Confidential treatment has been requestedpfortions of this exhibit. The copy filed herewdhits the information subject to the
confidentiality request. Omissions are designateti’a*. A complete version of this exhibit has lbeled separately with the Securities and
Exchange Commission.
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TABLE 3: CHARGE FOR EXCHANGE SERVICE

SERVICE DAY SERVICE HOUR FOR EXPENSE
SERVICE REQUEST
MONDAY - FRIDAY 9:00 - 17:30 STANDARD EXCHANGE SERVICE CHARGE
CONTACT TO Head office TEL: ** *
Service TEL:  Ser vice Engineers' Cellular Phone
E-mail : WwWw formfactor.co.jp

* * * Confidential treatment has been requestedportions of this exhibit. The copy filed herewidhits the information subject to the
confidentiality request. Omissions are designateti’a*. A complete version of this exhibit has lbeiled separately with the Securities and
Exchange Commission.
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Appendix 10 Support Structure

SUBJECT TO THE TERMS OF THIS AGREEMENT, VENDOR SHAPROVIDE TECHNICAL SUPPORT AND ASSISTANCE TO
BUYER THROUGH A COMBINATION OF TELEPHONE SUPPORTERIODIC VISITS FROM QUALIFIED LOCAL TECHNICAL
PERSONNEL, AND QUALIFIED FACTORY-BASED TECHNICAL SBPORT PERSON, AS DESCRIBED BELOW:

Telephone Support:

IF REQUIRED, VENDOR SHALL SCHEDULE A WEEKLY CONFERY¥CE CALL BY QUALIFIED LOCAL TECHNICAL SUPPORT
PERSON AT FORMFACTOR K. K. WITH EACH BUYER SITE TOOMMUNICATE AND DISCUSS IMPORTANT TECHNICAL
ISSUES. THIS TECHNICAL SUPPORT PERSON WILL BE AVAABLE DURING NORMAL JAPANESE BUSINESS HOURS (FROM
MONDAY TO FRIDAY, 9 AM/5:30PM JAPAN TIME) AND WILLCARRY A CELL PHONE FOR EMERGENCY CASE.
ADDITIONALLY, VENDOR WILL DESIGNATE A FACTORY-BASED TECHNICAL SUPPORT PERSON AT FORMFACTOR, INC,,
AT LIVERMORE, CALIFORNIA AND IF APPROPRIATE, VENDORNILL INCLUDE A FACTORY-BASED TECHNICAL SUPPORT
PERSON IN THE WEEKLY SCHEDULED TELECONFERENCE.

On site Support

Each local technical support person shall be reduio complete a VENDOR training certification cgeirTraining and certification shall take
place annually.

Local technical support person and factory -basebrical support person, as required will visiteBYER site to provide reasonable
technical support. Such support shall include ingintrouble-shooting, and assistance in varioagepts or experiments. VENDOR local and
factory -based technical support person(s) shadllloeved reasonable access to the test areas VthWER sites so that they may assist in
technical support.

FormFactor Confidential All rights reserved

Page 1 of :



August 18, 2003
VIA HAND DELIVERY

Mr. Masaji Kubo

CAO

Elpida Memory, Inc.

2-1, Yaesu 2-chome, Chuo-ku
Tokyo, 104-0028 Japan

Re: Probe Card Pricing for Year 2003
Dear Mr. Kubo:

We write to confirm our mutual agreement to rexise product pricing set forth as Appendix 1 of vebe Card Purchase Agreement
between, on the one hand, FormFactor, Inc. and Factor K.K. and, on the other hand, Elpida Memtnyg,, and having an effective date of
April 1, 2002 (the "AGREEMENT"). Specifically, thistter confirms that we have agreed to reviserapthce the probe card pricing set fc
in Appendix 1 of the Agreement with the probe garnding attached as Appendix 1-1 to this letterjolihis applied from April 1, 2003 to
March 31, 2004. All other terms and conditionstef Agreement remain unchanged.

Consistent with Section 17.1 of the Agreement, iarmtder to ensure the completeness of each of@upany's files, we would appreciate it
if you would countersign this letter in the spacdicated below and return it to the attention cbKaNemoto at FormFactor K.K.

If you have any questions or concerns, please tlbexgitate to contact Kaoru Nemoto or either oftthdersigned.
Very truly yours,

/sl Peter B. Mthews

Pet er Mat hews
Vice President, Wrld Wde Sal es of FornfFactor, Inc.

/'s/ Yoshi kazu Hat sukano
Yoshi kazu Hat sukano

Presi dent of Fornfactor
K. K.

Accepted and agreed to on Aug. 18, 2003
Elpida Memory, Inc.

/sl Masaji Kubo

Narre: Masaj i Kubo
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No. FFIRF10127
FORMFACTOR, INC. CONFIDENTIAL

2003 2ND YEAR PPA: APPENDIX 1 PROBE CARD PRICING

PPA Price(s) described in the table below is apgpiieNRE and probe card unit price, Under the ddordiof * * * of all DRAM products (* *
* and below) using

** * wafer
Yen per $=\120
NRE
NRE STANDARD PRIC E PPA PRICE
+ % * NRE ) ek
* % k NRE * % % * * %
NOTE:

NRE will be one third of Standard Price. FormFaetdl take three designs Under this Agreement tacllithis Appendix is attache
PROBE CARD PRICE SCHEME (1) PH* * */PH* * * X* * *

PARALLELISM STANDARD PRICE 2002 PPA PRICE 2003 PPA PRICE

X* * % * * * $ * %k * * k * $ * ok * %k % $ * ok *

(2) PH* * */PH* * *, X* * %

PARALLELISM STANDARD PRICE 2002 PPA PRICE 2003 PPA PRICE
;;-;-;---- * * ;—-----; ----- * k% wwn ?s: ------ * k% * k % ----jsj ------- 'l: * %
***(***) * k * $ * Kk k

(2) PH***’ X***

PARALLELISM STANDARD PRICE 2002 PPA PRICE 2003 PPA PRICE
;;-;-;---- * % ;‘ ------- js;---- * * * * % ;----_-; _____ * k k ex e T ;------; * %
* k% * k % $ * *

(2) PH***, X***

PARALLELISM STANDARD PRICE 2002 PPA PRICE 2003 PPA PRICE
;2-6_4-_ ______ **; ------- ; o * k k wrx ?$: ------ * k% * k% _---; ------- ; * %
* k * * k * $ * k *

(2) PH* * *, X* * * (TRE)

PARALLELISM STANDARD PRICE 2002 PPA PRICE 2003 PPA PRICE
;;-;-;---- * % *-—-----; ----- * k% wwn ?s: ------ * k% * k% ----jsj ------- 'l: * %
* k * * k * $ * Kk k

(2) PH* * *, X* * * (TRE)

PARALLELISM STANDARD PRICE 2002 PPA PRICE 2003 PPA PRICE
x*** * k k $ * k% N/A N/A * k% $ * k%
* k k * k k $ * Kk k

* k%

A) * k% * k%

B)***on 1 PO *xx



C) *** Lead Time on 1 PO * ok

*** FOR EACH OF THESE CONDITIONS TO * * **,
NOTE:

1. The Probe Card Unit Price depends on its sjpetifin (ceramic size:
PHXX), parallelism, and quantity. From 2004, theli& Card Unit Price depends on the pin count bigdeéPlease see below table 1.)

2. Under PPA the discounted unit price (PPA) wdldpplied from the 1st Article.

3. The minimum quantity per design is expectedetd b*. If the quantity for a specific design iglow * * * throughout a year, then the unit
price for that specific design will be quoted sepaly.

4. The Products are made in the USA. The exchaatgaised to convert to Japanese Y will be baseébendate of FormFactor's quotation of
the specific products as calculated by referentckd@verage rate of the monthly average rate (&ekieikin) of published exchange rate
(Kouji Souba) of Mizuho Bank of the nearest 3 manth

TABLE 1) NEW CONDITION FOR HIGH PIN COUNT DESIGN.

1. Tester: *** (PH: PH*** PH*** PH***) 2. Tester * * * (PH: PH* ** PH* **)
a) ***pins, * * *% price a) ***pin, ** *0

b) ** * pins, * * *% price b) ** * pins, * * *%

C) *** pins, contact FFI c) *** pin, contact FFI

* For contract period year 2003 * * *,

** * Confidential treatment has been requestedpfortions of this exhibit. The copy filed herewdhits the information subject to the
confidentiality request. Omissions are designateti*a*. A complete version of this exhibit has lpefled separately with the Securities and
Exchange Commissic



EXHIBIT 23.01
CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by referémtlee Registration Statement on Form S-8 (No-838043) of FormFactor, Inc. of our
reports dated March 17, 2004 relating to the codatdd financial statements and financial stateraenédule, which appear in this Annual
Report on Form 10-K.

/sl PricewaterhouseCoopers LLP

San Jose, California
March 22, 2004



EXHIBIT 31.01

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO 15 U.S.C. SECTION 7241,
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANESOXLEY ACT OF 2002

I, Igor Y. Khandros, certify that:

1. I have reviewed the annual report on Form 10-RaymFactor, Inc., a Delaware corporation, for pleeiod ended December 27, 2003, as
filed with the Securities and Exchange Commission;

2. Based on my knowledge, the annual report doesamain any untrue statement of a material facinoit to state a material fact necessary
to make the statements made, in light of the cistarmces under which such statements were madmisleding with respect to the period
covered by the annual report;

3. Based on my knowledge, the financial statemems,other financial information included in thenaal report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in the annual report;

4. The registrant's other certifying officer anaré¢ responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)jHeregistrant and have:

(a) Designed such disclosure controls and procsgorecaused such disclosure controls and procsdorge designed under our supervision,
to ensure that material information relating to tégistrant, including its consolidated subsidisris made known to us by others within those
entities, particularly during the period in whidtetannual report is being prepared;

(b) Evaluated the effectiveness of the registratislosure controls and procedures and presentimiannual report our conclusions about
the effectiveness of the disclosure controls andguatures, as of the end of the period covereddwaimual report based on such evaluation;
and

(c) Disclosed in the annual report any change énrdlyistrant's internal control over financial réjpgy that occurred during the registrant's
most recent fiscal quarter that has materiallyciéfe, or is reasonably likely to materially affettie registrant's internal control over financial
reporting;

5. The registrant's other certifying officer anablve disclosed, based on our most recent evaluatiioiiernal control over financial reporting,
to the registrant's auditors and the audit committithe registrant's board of directors:

(a) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regigtsaability to record, process, summarize and rtefreaincial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sintifiole in the registrant's internal
control over financial reporting.

Date: March 19, 2004
/sl lgor Y. Khandros
I gor Y. Khandros
Chi ef Executive O ficer



EXHIBIT 31.02

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO 15 U.S.C. SECTION 7241,
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANESOXLEY ACT OF 2002

I, Jens Meyerhoff, certify that:

1. I have reviewed the annual report on Form 10-RaymFactor, Inc., a Delaware corporation, for pleeiod ended December 27, 2003, as
filed with the Securities and Exchange Commission;

2. Based on my knowledge, the annual report doesamain any untrue statement of a material facinoit to state a material fact necessary
to make the statements made, in light of the cistarmces under which such statements were madmisleding with respect to the period
covered by the annual report;

3. Based on my knowledge, the financial statememis,other financial information included in thenaal report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in the annual report;

4. The registrant's other certifying officer anaré¢ responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)jHeregistrant and have:

(a) Designed such disclosure controls and procsgorecaused such disclosure controls and procsdorge designed under our supervision,
to ensure that material information relating to tégistrant, including its consolidated subsidisris made known to us by others within those
entities, particularly during the period in whidtetannual report is being prepared;

(b) Evaluated the effectiveness of the registratislosure controls and procedures and presentimiannual report our conclusions about
the effectiveness of the disclosure controls adguatures, as of the end of the period covereddwtimual report based on such evaluation;
and

(c) Disclosed in the annual report any change énrdlgistrant's internal control over financial réjpgy that occurred during the registrant's
most recent fiscal quarter that has materiallyciéf@, or is reasonably likely to materially affettie registrant's internal control over financial
reporting;

5. The registrant's other certifying officer anablve disclosed, based on our most recent evaluatiioiiernal control over financial reporting,
to the registrant's auditors and the audit committithe registrant's board of directors:

(a) All significant deficiencies and material weakses in the design or operation of internal cooirer financial reporting which are
reasonably likely to adversely affect the regigtsaability to record, process, summarize and rtefreincial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a santifiole in the registrant's internal
control over financial reporting.

Date: March 19, 2004
/sl Jens Meyer hof f
Jens Meyer hof f
Chief Financial Oficer



EXHIBIT 32.01

The following certification shall not be deemedé'di” for purposes of Section 18 of the SecuritigsHange Act of 1934 or otherwise subject
to the liabilities of that section, nor shall it beemed incorporated by reference in any filingauritle Securities Act of 1933 or the Securities
Exchange Act of 1934, whether made before or #ftedate hereof and irrespective of any generakpuaration language in any filings.

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 SARBANESOXLEY ACT OF 2002

In connection with the annual report on Form 10fkcormFactor, Inc., a Delaware corporation, for pleeiod ended December 27, 2003, as
filed with the Securities and Exchange Commisséath of the undersigned officers of FormFactor, tectifies pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 96&darbanes-Oxley Act of 2002, that, to his retipe knowledge:

(1) the annual report fully complies with the regunents of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934, as amended; and

(2) the information contained in the annual refairty presents, in all material respects, thefiicial condition and results of operations of
FormFactor, Inc. for the periods presented therein.

Date: March 19, 2004
/sl 1gor Y. Khandros

I gor Y. Khandros
Chi ef Executive O ficer

Date: March 19, 2004
/sl Jens Meyer hof f

Jens Meyer hof f
Chi ef Financial Oficer

A signed original of the above certification hagh@rovided to FormFactor, Inc. and will be retdity FormFactor, Inc. and furnished to
Securities and Exchange Commission or its stafhupquest.

End of Filing
pmmdaylill{:ﬁ;[_{m
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