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NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K of FormFagctac. and its consolidated subsidiaries containgdrd-looking statements within the
meaning of the Securities Exchange Act of 1934thadSecurities Act of 1933, which are subject $&gj uncertainties and assumptions that
are difficult to predict. The forward-looking statents include statements, among other things, ecoimgeour business strategy (including
anticipated trends and developments in, and managgeptans for, our business and the markets intwivie operate) financial results,
operating results, revenues, gross margin, operatipenses, products, projected costs and cagjiahditures, research and development
programs, sales and marketing initiatives and caitigre In some cases, you can identify these statés by forward-looking words, such as
“may,” “might,” “will,” “could,” “should,” “expect,” “plan,” “anticipate,” “believe,” “estimate,” “prdict,” “intend” and “continue,” the
negative or plural of these words and other contgar@rminology. The forward-looking statements @mty predictions based on our current
expectation and our projections about future evexit§orward-looking statements included in thisidual Report are based upon information
available to us as of its filing date. 10-K. Yowshd not place undue reliance on these forwardilgpktatements. We undertake no
obligation to update any of these statements fgraason. These forward-looking statements invihavn and unknown risks, uncertainties
and other factors that may cause our actual reseisls of activity, performance or achievementditfer materially from those expressed or
implied by these statements. These factors inciundieyou should carefully consider the risks ancettainties discussed in the section ent
“ltem 7: Management’s Discussion and Analysis afdricial Condition and Results of Operations — TseiiRisks and Uncertainties,” and
elsewhere in this Annual Report.

PART |

ltem 1. Business

FormFactor designs, develops, manufactusls, and supports precision, high performance ack@usemiconductor wafer probe cards.
Semiconductor manufacturers use the Company’s vpaddre cards to perform wafer probe test on thelewwafer in the front end of the
semiconductor manufacturing process. The Companyduaced its first wafer probe card based on iterbpring interconnect technology in
1995. The Company offers products that are custesigded for semiconductor manufacturers’ uniqueewdésigns and enable them to
reduce their overall cost of test.

In fiscal 2004, we benefited from semiconduchanufacturers’ ongoing transition to 300mm wéédarication facilities and to transitions
to new chip designs and architectures. As a rasuiscal 2004 our revenues grew by 81% and oumirgs grew by over 300% as compared
to fiscal 2003, demonstrating significant operatiemerage for the Company’s business activitiediscal 2004, the Company also moved its
corporate headquarters to its new campus facttitystarted the transition of its manufacturing agiens. This transition is ongoing and
includes the funding and bring-up of a new manufidgey clean room facility. While this transitionseesulted in significant start-up costs, in
fiscal 2004 we were able to fund these costs framoperating cash flows.

Products

FormFactor’s products are based on its petgmy technologies, including its MicroSpring it@nnect technology and design tools. The
Company’s MicroSpring interconnect technology, whiccludes resilient sprintike contact elements, enables the Company to pmdafe
probe cards for applications that require relighilspeed, precision and signal integrity. FormBantanufactures its MicroSpring contact
elements through precision micro-machining andaditalsemiconductor-like wafer fabrication proces¥és Company’s MicroSpring
contacts are springs that optimize the relativewtsof force on, and across, a bond pad duringetfteprocess and maintain their shape and
position over a range of compression. These chemiatits allow FormFactor to achieve reliable, #leal contact on either clean or oxidized
surfaces, including bond pads on a wafer. For ntawce applications, the MicroSpring contacts eadlk Company’s wafer probe cards to
make hundreds of thousands of touchdowns with nahimaintenance. The
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MicroSpring contact can be attached to many susfamesubstrates, including printed circuit boasiligzon wafers, ceramics and various
metalized surfaces.

Since its original conception, the MicroSgritontact has evolved into a library of spring #sagnd technologies. The Company’s
designers use this library to design an optimiaestam wafer probe card for each application. Saeeeloping this fundamental technology,
FormFactor has broadened and refined it to respmiite increasing demands of smaller, faster ane momplex semiconductors. The
Company continues to invest in research and dewedop activities around its interconnect technolagyhe Company’s MicroSpring
contacts have scaled in size with the evolutiosemhiconductors.

FormFactor MicroSpring contacts include getrioally precise tip structures. These tip struetuare the parts of the Company’s wafer
probe cards that come into contact with the chaps, are manufactured using proprietary semicondiik®s processes. These tip structures
enable precise contact with small bond pad sizdgi#iohes. The Company'’s technology allows it tecsfically design the geometries of the
contact tip in order to ensure the most precisepradictable electrical contact is achieved foustemer’s particular application.

The Company’s wafer probe cards are custadymts that are designed to order for its custono@igue wafer designs. For certain high
parallelism test applications, the Company’s prdsluequire large area contact array sizes becheygariust accommodate over 13,000
simultaneous contacts. This requirement poses foadtal challenges that include the planarity ofatray, the force needed to make contact
and the need to touch all bond pads with equalracguFormFactor has developed wafer probe caataue array sizes ranging from 50 mm
x 50 mm up to greater than 160 mm x 160 mm, in doatlon with complex multi-layer printed circuit als designed by the Company. The
Company’s current DRAM contacting technology allatgsproducts to contact up to 256 DRAM chips imghial. FormFactor’s current flash
contacting technology allows its wafer probe cdodsontact up to 796 flash chips in parallel.

The Company has invested and intends tomaatio invest considerable resources in its wafgngcard design tools and processes.
These tools and processes enable automated rauméhtyace length adjustment within the Companyiisted circuit boards and greatly
enhance the Company'’s ability to rapidly design kaycout complex printed circuit board structufésrmFactor’s proprietary design tools
also enable it to design wafer probe cards pagibubuited for testing today’s low voltage, higbwer chips. Low voltage, high frequency
chips require superior power supply performancd,the Company’s MicroSpring interconnect technoliggysed to provide a very low
inductance, low resistance electrical path betwkempower source and the chip under test.

In July 2004, the Company publicly announitedPH150S™ wafer probe card. The PH150S wafer probe card e the Company’s
proprietary technologies, including its MicroSpriogntact and design technologies and its precisi@no machining manufacturing
processes, to test 300 mm DRAM or Flash memory iwafeas few as four touchdowns. The PH150S waf#vgcard addresses the test
issues and expands test capacity of capital equiphbyeenabling higher test throughput, producingveer total cost of test for memory
manufacturers.

Because FormFactor customers typically useCtbhmpany’s wafer probe cards in a wide range efatng temperatures, as opposed to
conducting wafer probe test at one predeterminegéeature, the Company has designed thermal compemsharacteristics into its
products. The Company selects its wafer probe weigrials after careful consideration of the paggmange of test operating temperatures
and designs its wafer probe cards to provide faregise match with the thermal expansion charatiesiof the wafer under test. As a result,
FormFactor wafer probe cards generally are abéetorately probe over a large range of operatimpézatures. This feature enables the
Company’s customers to use the same wafer probef@aboth low and high temperature testing withalibss of performance. In addition,
for those testing situations that require positi@tzuracy at a specific temperature, the Compasydesigned wafer probe cards optimized
for testing at such temperatures.

FormFactor’'s many spring shapes, differeongetrically-precise tip structures, various arrags and diverse printed circuit board
layouts enable a wide variety of solutions forciistomers. The Company’s
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designers select the most appropriate of theseeslsmor modify or improve upon such existing eletegand integrate them with the
Company’s other technologies to deliver a custoltiem 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 atDRAM, static RAM chips, NOR and NAND flash memanyips, serial data
devices, chipsets, microprocessors and microcoetsol

In fiscal 2004, sales to four customers anted for 64.8% of the Company’s revenues. In fitHl3, sales to four customers accounted
for 66.2% of the Company'’s revenues. In fiscal 2C@#es to three customers accounted for approglyn&?.9% of the Company’s revenues.

The customers accounting for these revenees as follows:

Fiscal 2004 Fiscal 2003 Fiscal 2002
Intel Corporatior 14.5% 30.1% 26.%
Spirox Corporatior 20.(% 13.4% 20.%
Elpida 18.7% 12.8% *
Infineon Technologies A( 11.€% 10.2% 20.1%

* Less than 10% of revenue

Except as identified above, no customer actsalifor more than 10% of the Company’s revenuemduany of the last three fiscal years.

Manufacturing

The Company manufactures its products dadgities in Livermore, California. FormFactor'sqprietary manufacturing processes
include wirebonding, photolithography, plating andtallurgical processes, dry and electro-depositiod complex interconnection system
design. The critical steps in the Company’s martufag process are performed in a Class 100 cleamrenvironment. FormFactor also
expends resources on the assembly and test o&fes wrobe cards and on quality control.

In 2004 the Company started transitioningriemufacturing operations to its new campus fgcitnce the Company completes the bring-
up of its new manufacturing facility and any reeudirhird party qualification requirements, the rfagility is expected to increase the
efficiency of the Company’s manufacturing operagion

FormFactor depends upon suppliers for sofitieadrcomponents of its manufacturing processeduiding ceramic substrates and com|
printed circuit boards, and for materials usedsmanufacturing processes. Some of these compmardtmaterials are supplied by a single
vendor. Generally, the Company relies on purchaders rather than long-term contracts with its $iepp which subjects the Company to
risks including price increases and component aged. Management continues to evaluate alternsaiwees of supply for these compone
and for materials.

FormFactor maintains a repair and servicals#ipy in Livermore, California. The Company prdeis service and maintenance capabil
in its service center in Seoul, South Korea. Then@any also has a repair and service center in Bres@ermany and Tokyo, Japan.
Research, Development and Engineering

The semiconductor industry is subject todapthnological 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 related to
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its MicroSpring interconnect technology is integ@maintaining its competitive position. FormFadtas and is continuing to invest
considerable time and resources in creating stredtprocesses for undertaking, tracking and conmgiéhe Company’s development
projects, and plans to implement those developrietdsiew product or technology offerings. The Campexpects to continue to allocate
significant resources to these efforts and to usenaation and information technology to provide iiddal efficiencies in the Company’s
research and development activities.

FormFactor has historically devoted on averaggproximately 15% of its revenues to researchdawdlopment programs. Research and
development expenses were $19.8 million for fi@€44, $15.6 million for fiscal 2003 and $14.6 naitlifor fiscal 2002.

The Company’s research and development amilipt engineering activities are directed by indlixls with significant expertise and
industry experience. As of December 25, 2004, thm@any had 91 employees in research and development

Sales and Marketing

FormFactor sells its products utilizing agmietary sales model that emphasizes the custortwegkcost of ownership as it relates to the
costs of test. With this sales model, the Companiyes to demonstrate how test costs can be redugsimulating the customer’s test floor
environment, including testers and probers, ukiiziis products and comparing the overall cosesf to that of conventional wafer probe
cards.

The Company sells its products worldwide priity through its direct sales force, a distribuamid independent sales representatives. .
December 25, 2004, FormFactor had 13 sales profeasi In North America, the Company sells its picid 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. In Taiwan, China and SimgepFormFactor sells through Spirox Corporatibe, Company’s regional distributor. In
Japan, the Company sells its products throughdksyd-based direct sales force.

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 tleepany’s customers as they integrate the
Company’s products into their manufacturing proess3hrough this process, the Company developssa cinderstanding of product and
customer requirements, accelerating its custonpeegiuction ramps.

Environmental Matters

FormFactor is subject to U.S. federal antestad foreign governmental laws and regulatiotading 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 promptlhyktappropriate 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. In 2004, the Company resolvidtice of Violation from the California DepartmesftToxic Substances Control through
its corrective action and payment in the amour8¥50, resolved a Notice of Violation from the Baga Air Quality Management District
through its corrective action and payment in theant of $1,000, and resolved a Citation and Naitfin of Penalty from the California
Division of Occupational Safety and Health throighcorrective action and payment in the amour81d0. In February and April 2004, the
Company received a total of four notices from tlitg Gf Livermore Water Resources Division regardinglations of Applicable Discharge
Limits in relation to certain of its Wastewater
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Discharge/ Chemical Storage permits. In March 2@8& Company reported to appropriate authorititsase of a fuel/water mixture resulti
in a Notice of Violation from the City of LivermoMater Resources Division. The Company believesstituted appropriate corrective
actions in all cases. Notwithstanding the Compangtsective action, the Notices of Violation remaimresolved and the Company may be
subject to a penalty or additional enforcementactibased thereupon. In August 2004, the Comparoytesl to the appropriate authorities
overflow of wastewater. The Company has not yegikex any formal notices from an agency or govemtaieuthority regarding any
potential violation or notice of violation; and theatter, to date, remains unresolved.

In the future, the Company may receive emuitental violation notices, and that final resolataf the violations identified by these
notices could harm its operating results. New langd regulations, stricter enforcement of existangd and regulations, the discovery of
previously unknown contamination at the Company’stbers’ sites or the imposition of new cleanuguieements also could harm the
Company’s operating results.

Competition

The highly competitive wafer probe card maikecomprised 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 Miech, Inc., Feinmetall GmbH, Japan Electronic Make Corporation, Kulicke and
Soffa Industries, Inc., Micronics Japan Co., LRhjcom Corporation, SCS Hightech, Inc., and Toklecfon Ltd., among others. In addition
to the ability to address wafer probe card perfarceassues, the primary competitive factors inGoenpany’s industry include product
quality and reliability, price, total cost of owséip, lead times, the ability to provide prompt a&figéctive customer service, field applications
support and timeliness of delivery.

Some of FormFactor’'s competitors are als@bens of other types of test equipment or oth@nisenductor equipment, or offer both
advanced wafer probe cards and needle probe @ardsnay have greater financial and other resouheasthe Company does. The Company
expects that its competitors will enhance theirentrwafer probe products and may introduce newlymts that will be competitive with
FormFactors wafer probe cards. In addition, new competitoiduding test equipment manufacturers, may offax technologies that redu
the value of the Company’s wafer probe cards.

Additionally, semiconductor manufacturers nraplement chip designs that include built-in del$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 cert@misonductor manufacturers, and by semiconductaufaaturer test strategies that include
low performance semiconductor testers.

Intellectual Property

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

As of December 25, 2004, the Company hadigé6d patents, of which 142 are United Statestsasnd 124 are foreign patents. The
expiration dates of these patents range from 20 2823. FormFactor’s issued patents cover the Coypaore interconnect technology, as
well as some of its inventions related to wafegroards and testing, wafer-level packaging artdseskets and assemblies and chips. In
addition, as of December 25, 2004, FormFactor I2&dp&atent applications pending worldwide, includirig United States applications, 200
foreign national or regional stage applications d&@dPatent Cooperation Treaty applications. The @om cannot predict whether its current
patent applications, or any future patent
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applications that the Company may file, will resalea patent being issued with the scope of thenddormFactor seeks, or at all, or whether
any patents that the Company may receive will l@lehged or invalidated. Even if additional pateats issued, FormFactor’'s patents might
not provide sufficiently broad coverage to protieciproprietary rights or to avoid a third partgpioh against one or more of its products or
technologies.

FormFactor has both registered and unregidteademarks, including FormFactor, MicroSpringeidForce, MicroLign, MOST,
PH150S, S200, TRE and the FormFactor logo.

FormFactor routinely requires its employerstomers, suppliers and potential business partoenter into confidentiality and non-
disclosure agreements before the Company disctosbem any sensitive or proprietary informatiogaeling 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 devslaplar 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, ang meeive in the future, communications
from third parties inquiring about our interestigensing certain of their intellectual propertyraore generally identifying intellectual
property that may be of interest to the Company.

FormFactor has invested significant time sggburces in its technology, and as a part ofrigpong efforts to protect the intellectual
property embodied in its proprietary technologyluding its MicroSpring interconnect technologye ompany will be required to enforce
its intellectual property rights against any infjing third parties. In February 2004, the Compaleglfin the Seoul Southern District Court,
located in Seoul, South Korea, two separate comiglaigainst Phicom Corporation, a Korean corpanatiieging infringement of a total of
four Korean patents issued to FormFactor, andakisg injunctive relief. In March 2004, Phicom filén the Korean Intellectual Property
Office invalidity actions challenging the validibf some or all of the claims of each of the foun@any patents at issue. In November 2004,
the Korean Intellectual Property Office dismisséicBm’s challenges against three of the patentssate, but did not rule on the fourth.
Phicom has appealed the dismissals of the chakenge

On March 4, 2005, the Company filed a pateiningement lawsuit in federal district court irr€gon against Phicom charging that it is
willfully infringing four U.S. patents that coveely aspects of FormFactor’'s wafer probe cards. Bhaptaint in this action alleges that
Phicom has incorporated the Company’s proprieteiiriology into its products and seeks both injweatelief and monetary damages. As of
the date of this Annual Report, Phicom had noteedpd to this complaint.

Other third parties have initiated challengefreign patent offices against other Compangps. While the Company does not have a
monetary damages exposure in these various ingapdbceedings, it is possible the Company willinmaterial expenses in defending its
intellectual property at issue. Litigation may lexassary to defend against claims of infringememalidity, to determine the validity and
scope of the Company’s proprietary rights or thafsethers, to enforce the Company’s intellectualgerty rights or to protect its trade
secrets. If FormFactor threatens or initiatesditign, the Company may be subject to claims bytharties against which it must defend.
Intellectual property litigation, whether or nosodved in the Company’s favor, is expensive aneétoonsuming and could divert
management’s attention from running FormFactor'sitess. If an infringement claim against the Congpasulted in an adverse ruling,
FormFactor could be required to pay substantialadpes, cease the use or sale of infringing prodsp&nd significant resources to develop
non-infringing technology, discontinue the use eitain technology or obtain a license to the tetdmo Management cannot predict whether
a license agreement would be available, or whehieeterms and conditions would be acceptable t€thrapany. In addition, many of
FormFactor
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customer contracts contain provisions that recitieeCompany to indemnify its customers for thirdtypantellectual property infringement
claims, which would increase the cost to FormFast@n adverse ruling in such a claim. An adveesemhination could also prevent the
Company from licensing its technologies and methodsthers.

Employees

As of December 25, 2004, FormFactor had 488ifne employees, including 91 in research andettgpment, 52 in sales and marketing,
38 in general and administrative functions, and iBOdperations. By region, 447 of the Company'’s kyges were in North America, 22 in
Japan, 11 in South Korea and 5 in Europe. No ensgi®ware currently covered by a collective barggiaigreement. The Company believes
that its relations with its employees is good.

Available Information

Our Internet website is located at http://wfonmfactor.com. Please note that information onwebsite is not incorporated by reference
in this Annual Report on Form 10-K. We make avdéddee of charge on our website our annual repoftorm 10-K, quarterly reports on
Form 10-Q, current reports on FornK8&nd amendments to those reports filed or furmighesuant to Section 13(a) or 15(d) of the Excle
Act, as soon as reasonably practicable after wetreldcally file such material with, or furnishtd, the Securities and Exchange Commission.

The public may also read and copy any mdsetti@t we file with the SEC at the SEC’s Publiddkence Room at 450 Fifth Street, N.W.,
Washington, D.C. 20549. The public may obtain infation on the operation of the Public ReferencerRby calling the SEC at 1-800-SEC-
0330. The SEC also maintains an Internet websitedbntains reports, proxy and information statasand other information regarding us
and other issuers that file electronically with 8FeC. The SEC'’s Internet website is located athipw.sec.gov.

Item 1A: Our Executive Officers

The names of the Company’s executive officésir ages as of December 25, 2004 and theitipos with FormFactor are set forth
below.

Name Age Position

Dr. Igor Y. Khandros 50 Chief Executive Officer and Direct

Joseph R. Bronson 56 President, Member of the Office of the Chief ExeauOfficer
and Directol

Jens Meyerhot 40 Chief Operating Officer and Chief Financial Offic

Benjamin N. Eldridge 45 Senior Vice President of Development and Chief gzl
Officer

Yoshikazu Hatsukano 65 Senior Vice President of AsRacific Operations and Presiden
FormFactor K.K,

Peter B. Mathew 42 Senior Vice President of Worldwide Sa

Stuart L. Merkadea 43 Senior Vice President, General Counsel and Segr

Richard Mittermaie 42 Principal Accounting Office

Dr. Igor Y. Khandrogounded FormFactor in April 1993. Dr. Khandros basved as the CompamyPresident and Chief Executive Offi
and as Director since April 1993. He also serveBrasident from April 1993 to November 2004. Fra@®@ to 1992, Dr. Khandros served as
the Vice President of Development of Tessera, mprovider of chip scale packaging technology teato-founded. From 1986 to 1990, he
was employed at the Yorktown Research Center of Bivporation as a member of the technical staffanthnager. From 1979 to 1985,
Dr. Khandros was employed at ABEX Corporation, stiog foundry and
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composite parts producer, as a research metallangisa manager, and he was an engineer from D978 at the Institute of Casting
Research in Kiev, Russia. Dr. Khandros holds a Mdsivalent degree in metallurgical engineeringnfigiev Polytechnic Institute in Kiev,
Russia, and a Ph.D. in metallurgy from Stevenstuistof Technology.

Joseph R. Bronsdmas served as our President and a member of time@ffthe Chief Executive Officer since Novemb@02.

Mr. Bronson has also served as a Director sincd 2p02. He was an executive Vice President of AggpMaterials, Inc., a manufacturer of
semiconductor wafer fabrication equipment from Deler 2000 to October 2004, and a member of the@®#df the President and the Chief
Financial Officer of Applied Materials from Janudar998 to October 2004. Mr. Bronson served as acb&fice President and as the Chief
Administrative Officer of Applied Materials from daary 1998 to December 2002, and as a Group Viesidemt of Applied Materials from
April 1994 to January 1998. Mr. Bronson servestanBoard of Directors of two publicly traded comiesn Jacob Engineering Group Inc.
and Advanced Energy Industries, Inc. Mr. Bronsoa @ertified Public Accountant and holds a B.Sadnounting from Fairfield University
and a M.B.A. from the University of Connecticut.

Benjamin N. Eldridgéas served as the Company’s Senior Vice Presidéwelopment and Chief Technical Officer since t8agber
2000. Mr. Eldridge also served as the Company'& Heesident of Development from June 1997 to Sdpe000, as the Company’s
Director of Development from June 1995 to June 188 as the Company’s Manager of Development Ergimg from November 1994 to
May 1995. From 1984 to October 1994, he was emplayehe TJ Watson Research Center of IBM Corpamatvhere he held various
engineering positions in the Physical SciencesG@mputer Science departments. Mr. Eldridge hol#sXa in electrical engineering from
Union College and a M.S. in physics from RenssdPadytechnic 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, gridgecember 1998. From 1961 to October 1998, Mrsitkaino was employed by various
companies affiliated with Hitachi, Ltd., where heldhseveral management positions including theitReas 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 Kybiversity in Kyoto, Japan.

Peter B. Mathewhas served as the Company’s Senior Vice Presidéiibddwide Sales since October 2003. Mr. Mathewrved as the
Company’s Vice President of Worldwide Sales frontiAp999 to September 2003, and as the Companysciir, Worldwide Sales and
Business Development from March 1997 to April 199&m May 1992 to March 1997, Mr. Mathews was erygtbat MicroModule
Systems, a manufacturer of multichip modules aret@onnect test products, where he most recenltthe position of Director of
Marketing and Business Development. From 1989 tg W92, he served as the U.S. Sales Manager fakdiianced Packaging Systems
Division of Raychem Corporation, a component mactufi@r for electronic and energy applications thas acquired by Tyco Electronics
Ltd. Mr. Mathews holds a B.S. in chemical enginegifrom Cornell University.

Stuart L. Merkadeahas served as a Senior Vice President since Oc2l@d and as the Company’s General Counsel an@t@ecsince
October 2002. Mr. Merkadeau served as one of threpgaay’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, whergplecialized in licensing and strategic counsetirigtellectual property matters.

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

Jens Meyerhotfias served as the Company’s Chief Operating Officere April 2004 and as the Company’s Chief Fimar@fficer since
August 2000. He served as the Senior Vice Presmfe@perations from January 2003 to April 2004.ddeved as a Senior Vice President
from August 2000 to January 2003, and as the Coyp&ecretary from April 2002 to October 2002. Frivtarch 1998 to August 2000,
Mr. Meyerhoff served as the Chief Financial Offieerd the Senior Vice President, Materials at Silixo
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Incorporated, a manufacturer of power and analagamnductor products. From 1991 to February 1998,Meyerhoff was employed in
various corporate controller and financial posisiavith the North American subsidiaries as wellles&erman headquarters of Daimler-Benz
AG. Mr. Meyerhoff holds a German Wirtschaftsinfotikar degree, which is the equivalent of a finaand information technology degree,
from Daimler-Benz’s Executive Training program.

Richard Mittermaiethas served as the Company’s Principal Accountirfgg€@fand Director of Accounting since November 208e
joined the Company in November 2000 as Senior Acting Manager and has 10 years of accou-related experience in the United States
and, prior to that, 5 years of accountirdated experience with Daimler Benz AG in Germawy. Mittermaier will transition from his interil
role as the Company’s Principal Accounting Offiedren Ronald C. Foster assumes his role as the Guonispdedicated Chief Financial
Officer and Principal Accounting Officer in Marc9@5.

Item 2:  Properties

FormFactor’s corporate headquarters is locatd.ivermore, California and includes administrai 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. FormFactor’s started moving operatitma new facility in Livermore,
California in the fourth quarter of 2004. The nexifity is comprised of a campus of four buildirtgaling approximately 131,000 square
feet. The Company presently leases all or pati@de four buildings. The leases expire at varimoeg through 2012. We believe that our
existing and planned facilities are suitable for current needs.

Information concerning FormFactor’s principabperties as of December 25, 2004 is set fagtbvin

Square
Location Principal Use Footage Ownership
Livermore, CA Corporate headquarters, product des 278,59° Leasec
(includes the new facility and all manufacturing, engineering, distribution, research
other Livermore, CA spaci and developmer
Tokyo, Japan Sales office, marketing, research and developi 8,891 Leased
product design and field servi
Seoul, Korea Sales office, product design, field service, sarvic 7,60¢ Leased
and repair cente
Dresden, German Service and repair cent 75E Leasec
Munich, German Sales office 162 Leasec

ltem 3:  Legal Proceeding:

From time to time, the Company may be sulietgal proceedings and claims in the ordinanyrse of business. As of the date of this
Annual Report, the Company was not involved in araterial legal proceedings, other than as set fogtbw.

On February 24, 2004, the Company filed @ $®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 Formtea's Korean Patent Nos. 252,457, entitlddiethod of Fabricating Interconnections Us
Cantilever Elements and Sacrificial Substratesg’ 324,064, entitled “Contact Tip Structures for Mielectronic 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.
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On or about March 19, 2004, Phicom filedhia Korean Intellectual Property Office invaliditgtens challenging the validity of some or
all of the claims of each of the four Company ptaet issue. The Korean Intellectual Property @ffias dismissed Phicom’s challenges
against three of the patents-at-issue, and hasileot on the fourth. Phicom has appealed the dgatsof the challenges.

On March 4, 2005, the Company filed a pateiningement lawsuit in federal district court irr€gon against Phicom charging that it is
willfully infringing four U.S. patents that coveely aspects of the Company’s wafer probe cardscoh®laint in this action alleges that
Phicom has incorporated FormFactor proprietaryrteldgy into its products and seeks both injuncteleef and monetary damages. The
U.S. patents identified in the complaint are U.&eRt No. 5,974,662, entitled “Method of Plananiifips of Probe Elements of a Probe Card
Assembly”, U.S. Patent No. 6,246,247, entitled ter&ard Assembly and Kit, and Methods of Using Saklss. Patent No. 6,624,648,
entitled “Probe Card Assembly” and U.S. Patent 894,152, entitled “Fabricating Interconnects @b Using Sacrificial Substrates”. As
of the date of this Annual Report, Phicom had regtrgsponded to this complaint.

The Company could incur material expensedkése litigations.

Item 4:  Submission of Matters to a Vote of Security Hold¢
None.

PART Il

ltem 5:  Market for Registran's Common Equity, Related Stockholder Matters anduser Purchases of Equity Securitie
Price Range of Common Stock
The Common Stock of FormFactor has beerdlistethe Nasdaq National Market under the symb@RM” since June 12, 2003. Prior

this time, there was no public market for FormFest@ommon Stock. The following table sets fortk tange of high and low sales prices
per share as reported on the Nasdaqg National Méokéte periods indicated.

Fiscal Year 2004 High Low

First Quartel $ 21.9C $ 17.61
Second Quarte 22.52 17.22
Third Quartel 22.4% 16.3¢
Fourth Quarte 28.51 18.8(
Fiscal Year 2003 High Low

Second Quarter (from June 12, 20 $ 21.0C $ 16.21
Third Quartel 23.01% 17.0C
Fourth Quarte 27.6¢ 17.5¢

As of March 7, 2005, there were approximafd@ registered holders of record of the Compa@gmmon Stock.

Dividend Policy

FormFactor has never declared or paid castietids on its common stock. Because of certaitufea of our preferred stock outstanding
prior to our initial public offering in June 2008¢ were required to record non-cash dividends emptkferred stock. FormFactor currently
expects to retain all available funds and any futarnings for use in the operation and developwieitg business. Accordingly, FormFactor
does not anticipate declaring or paying cash diddeon its common stock in the foreseeable future.
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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 394688es on behalf of certain stockholders
of FormFactor. All of the shares of FormFactor'sncoon stock that it registered were sold for an egate public offering price of
$96.6 million. The net proceeds to the Company @iéeing underwriting discounts and commissions @fifefing 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 FormFactor had made to them. As of Mbee 25, 2004, the Company invested the net precefkithe offering in short-term
investment-grade, interest bearing instruments.
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Item 6:  Selected Financial Dat:

The following selected consolidated financiata are derived from FormFactor’'s consolidatadrftial statements. This data should be
read in conjunction with FormFactor’'s consolidafi@@ncial statements and the related notes, ardh“lt: Management's Discussion and
Analysis of Financial Condition and Results of Grms.”

Dec. 30, Dec. 29, Dec. 28, Dec. 27, Dec. 25,
2000 2001 2002 2003 2004

(In thousands, except per share data)

Consolidated Statement of Operations Datz

Revenue! $ 56,40¢ $ 73,43 $ 78,68¢ $ 98,30 $ 177,76
Cost of revenue 28,24: 38,38t 39,45¢ 49,92¢ 90,15¢
Stocl-based compensatic — 73 42€ 612 62€
Gross margir 28,16: 34,97t 38,80: 47,76 86,971
Operating expense
Research and developmt 11,99t 14,61¢ 14,59: 15,56¢ 19,81
Selling, general and administrati 15,43« 18,50( 17,00¢ 19,04« 29,01¢
Stocl-based compensatic 25¢ 601 2,03¢ 2,55( 2,03:
Restructuring charge — 1,38( — — —
Total operating expens 27,68¢ 35,10( 33,63¢ 37,16 50,86+
Operating income (lost 47¢ (125) 5,16¢ 10,59¢ 36,11:
Interest and other income (expense), 1,71¢ 477 642 1,56¢ 2,95(
Income before income tax 2,194 352 5,80¢ 12,16+ 39,06:
Benefit (provision) for income taxt (115) (307) 3,55¢ (4,649 (13,885
Net income 2,07¢ 45 9,36¢ 7,51¢ 25,17¢
Preferred stock dividen (3,989 (4,830 (5,272) (2,340 —
Amount allocated to participating preferred stodkleos — — (3,479 (10 —
Net income (loss) available to common stockhols $ (1909 $ 478y $ 61E $ 5,16¢ $ 25,17¢

Net income (loss) per share available to com
stockholders

Basic $ (057 $ 1.199 $ 0.14 $ 0.2t $ 0.67

Diluted $ 0.5 % 1.199 $ 0.1c $ 0.1¢ $ 0.6:
Weighted-average number of shares used in per share

calculations

Basic 3,37( 4,03: 4,41: 21,01: 37,647

Diluted 3,37( 4,032 5,90¢ 29,28( 40,05¢

Consolidated Balance Sheet Date
Cash, cash equivalents, marketable securities and

restricted cas $ 16,897 $ 27,57¢ $ 37,17¢ $ 181,82( $ 193,73
Working capital 23,39: 31,07« 40,64 190,84 205,10¢
Total asset 47,49¢ 62,26¢ 77,95¢ 239,23t 302,56t
Long-term debt, less current portir 521 1,165 625 — —
Redeemable convertible preferred stock and war 55,12¢ 65,20 65,20 — —
Deferred stock based compensation, (1849 (4,057 (10,78 (7,902 (5,419
Total stockholder equity (deficit) (18,58¢) (17,587 (4,609 215,01« 265,17"
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Item 7:  Managemen's Discussion and Analysis of Financial Conditionnal Results of Operations

The following discussion and analysis of our firahcondition and results of operations should kad in conjunction with our
consolidated financial statements and the relatetés 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 factorduding those discuss
under “Trends, Risks and Uncertainties” and elserehia this Form 10-K.

Overview

We design, develop, manufacture, sell angastiprecision, high performance advanced semicciodwvafer probe cards. Semiconduc
manufacturers use our wafer probe cards to perfeafar probe test on the whole semiconductor waféné front end of the semiconductor
manufacturing process. After the fabrication oemgonductor wafer, the chips on the wafer areextitip wafer probe test. During wafer
probe test, a wafer probe card is mounted in agurothich is in turn connected to a semiconduastetr, and the wafer probe card is used as
an interface to connect electronically with and tedividual chips on a wafer. At the core of owoguct offering are our proprietary
technologies, including our MicroSpring interconnschnology and design processes. Our MicroSpnitegconnect technology includes a
resilient contact element manufactured at our prtidn facilities in Livermore, California.

We operate in a single industry segmentfferdesign, development, manufacture, sale and sugforecision, high performance
advanced semiconductor wafer probe cards, anditeovde have derived our revenues primarily fromstile of wafer probe cards
incorporating our MicroSpring interconnect techrgylo

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 deviicgarallel. Our revenues increased from $1.1ianiin fiscal 1995 to $177.8 million in
fiscal 2004. Management focuses on various extenealsures that impact our performance, includingtample, semiconductor
manufacturer technology transitions, semiconduttanufacturing wafer fabrication facility expansipeemiconductor device architecture
changes and implementations, and new market davelofs.

We work closely with our customers to desidgyelop 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. Our customers, in turn, opérathe highly cyclical semiconductor
industry and are subject to severe fluctuatiorthéndemand for their products. Because of the aaifiour customers and our business, our
revenue growth is driven in significant part by thenber of new semiconductor designs, that ouocusts develop, the technology
transitions involved in these designs and our e¢asts’ production volumes. In the past, this haslted in our being subject to demand
fluctuations that have resulted in significant gticns of revenues, expenses and results of opesati the periods presented. We expect-
fluctuations, and the resulting variations in daahcial results, to continue in future periods.

The majority of our sales are directly to ssnductor manufacturers. In fiscal 2004, sale®tw customers accounted for 64.8% of the
Company'’s revenues. Because the semiconductortiydas relatively concentrated industry, we bedi¢hat sales to a limited number of
customers will continue to account for a substhptiat of our business. We generally have limitadkdiog and therefore we rely upon orders
that are booked and shipped in the same quarterfaajority of our revenues. Our backlog incredseah $25.3 million at December 27,
2003 to $32.9 million at December 25, 2004. We nfacture our wafer probe cards based on order bgakdd customer commitments.
Backlog includes only orders for which written aarlaations have been accepted, shipment datesmiithmonths have been assigned and
revenue has not been recognized. In addition, bgdkicludes service revenue for existing produntise agreements to be earned within the
next 12 months. In addition to direct sales we &bsee significant sales to our distributor in Taiw8&ales to our distributor were 20.0% of
revenues in fiscal 2004. Sales to our distributeran1 3.4% of revenues in fiscal 2003 and 22.6%wémues in fiscal 2002. We sold our
products in Japan through a
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distributor until March 31, 2002, when we begamséd directly in Japan. Currently, we have oneritigtor, Spirox Corporation, which serves
Taiwan, Singapore and China. We also have thetyahilisell our products directly to customers iattregion.

We believe the following information is key winderstanding our business, our financial statésrend the remainder of this discussion
and analysis of our financial condition:

Fiscal YearOur fiscal year ends on the last Saturday in Deegnithe fiscal years ended December 25, 2004, Deeefty, 2003 and
December 28, 2002 had 52 weeks each.

RevenuesNe derive our revenues from product sales, licamskdevelopment fees and royalties. Wafer probe sales accounted for
99.9% of our revenues in fiscal 2004, 99.8% ofrewenues in fiscal 2003 and 99.9% of our revenuidis¢al 2002. Revenues from licensing
of our design and manufacturing technologies hastetically been insignificant. Increases in revesiiave resulted from increased demand
for our existing products, the introduction of nemgre complex products and the penetration of newkets. Revenues from our customers
are subject to both quarterly, annual and othetdlations due to design cycles, technology adopttes and cyclicality of the different end
markets into which our customers’ products are.Sld expect that revenues from the sale of wafebgrcards will continue to account for
substantially all of our revenues for the foreséeélture.

Cost of Revenue€ost of revenues consists primarily of manufacwrimaterials, payroll and manufacturing-related bead. Our
manufacturing operations rely upon a limited numifesuppliers to provide key components and mdsefia our products, some of which
are sole source suppliers. We order materials applies based on backlog and forecasted custordersorTooling and setup costs related to
changing manufacturing lots at our suppliers ase aicluded in the cost of revenues. We expenseaalianty costs and inventory reserves or
write-offs of inventory as cost of revenues.

We design, manufacture and sell a fully cospsoduct into a market that is subject to sigaificcyclicality and demand fluctuations.
Wafer probe cards are complex products, custormegoyespecific chip design and have to be delivenedead-times of most manufacturers’
cycle times. It is therefore common to start prdtucand to acquire production materials aheadhefréceipt of an actual purchase order.
Wafer probe cards are manufactured in low volurttesefore, material purchases are often subjettinémum purchase order quantities in
excess of our actual demand. Inventory valuatigasiishents for these factors are considered a nararmaponent of cost of revenues.

Research and DevelopmeResearch and development expenses include expefates to product development, engineering and
material costs. All research and development arstexpensed as incurred. We devoted 11.2%, 1518%&5% of our revenues to research
and development programs in fiscal 2004, 2003 &2 2respectively. We plan to continue to invesigaificant amount in research and
development activities to develop new technolofpesurrent and new markets and new applications.

Selling, General and AdministrativBelling, general and administrative expenses irckipenses 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 atp@ns, as well as from the additional costs ohgei publicly traded company including
compliance with Sarbanes-Oxley. As revenues inere@s expect selling, general and administratiygeages to decline as a percentage of
revenues.

Stock-Based Compensatidn.connection with the grant of stock options topbmgees in fiscal 2001, fiscal 2002, and in fis2@03
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. In &iditve recorded an aggregate of $1.0 million ifedled stock-based compensation in fiscal
2004 related to the issuance of restricted stoskoffDecember 25, 2004, we had an aggregate ofrillidn of deferred stock-based
compensation remaining to be amortized. This defestock-based compensation balance would be a®dytbsent adoption of FASB
123R, as follows:
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$2.8 million during fiscal 2005; $1.7 million dugrfiscal 2006; $831,000 during fiscal 2007. We arertizing this deferred stock-based
compensation on a straight-line basis over thenggteriod of the related options, which is gergrur to five years. For options granted to
employees to date, the amount of stbelsed compensation amortization to be recognizéstune periods could decrease if options for wi
deferred but unvested compensation has been retarddorfeited.

Provision for Income Taxe€n October 22, 2004, President Bush signed the isaredobs Creation Act (“the Act”) into law. ThetAc
contains provisions that might affect our futurieefive tax rate. Among other things, the Act wilbvide a one-time dividends received
deduction for certain foreign earnings repatriatedng a one-year period and the replacement oftihent extraterritorial income exclusion
with a deduction with respect to income of certdi. manufacturing activities. The provisions af #hct do not impact the fiscal year 2004
financial statements under current accounting riidsile we are currently evaluating the future iripaf the Act, we do not anticipate the
impact from the provision of a one-time dividendse&ived deduction on the 2005 effective tax rataeld/be material due to immaterial
accumulated amount of foreign earnings. We areeatiyr evaluating the impact from the provision aBUmanufacturing activities on the
2005 effective tax rate.

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 our Notes to
Consolidated Financial Statements describes tméfisignt accounting policies used in the preparatbour consolidated financial
statements. Certain of these significant accouribigies are considered to be critical accounfinticies. A critical accounting policy is
defined as a policy that is both material to thespntation of our consolidated financial statemantsrequires management to apply
judgments that could have a material effect onfimancial condition and results of operatio

Our discussion and analysis of our financ@idition and results of operations are based vporonsolidated financial statements, wt
have been prepared in accordance with accountingiples generally accepted in the United State&roérica. The preparation of these
financial statements requires us to make estinmtdgudgments that affect the reported amount sétasliabilities, revenues and expenses,
and related disclosure of contingent assets abdiies. On an on-going basis, we evaluate ouneges, including those related to allowance
for doubtful receivables, inventories, investmeirtspme taxes, warranty obligations, contingendi#igation and accrual for other liabilities.
We base our estimates on historical experienceoandirious other assumptions that are believe@ teebsonable under the circumstances,
the results of which form the basis for making jugmts about the carrying values of assets andifiebithat are not readily apparent from
other sources. For excess component costs, tmeaget are dependent on our expected use of sugtocemis and the size of the minimum
order quantity imposed by the vendor in relatioodo inventory requirements. Because this can iraeach situation, actual results may
differ from these estimates under different assionptor conditions.

Estimates and assumptions about future ewentsheir effects cannot be determined with cetyaiThese estimates may change as new
events occur, as additional information is obtaiard as our operating environment changes. Thesegels have historically been minor and
have been included in the consolidated financekstents as soon as they became known. In additeare 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 “TrendskRiand Uncertainties.” Based on a critical assessof our accounting policies and the
underlying judgments and uncertainties affectirggapplication of those policies, we believe that@ansolidated 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.
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We believe that the following are criticabaanting policies:

Revenue RecognitioWWe recognize revenue in accordance with SecuatiesExchange Commission Staff Accounting Bulletm 104,
“Revenue Recognition in Financial Statements,” Wwigapersedes SAB 101. SAB 104 requires that fosiclzaiteria must be met before
revenue can be recognized: (1) persuasive evidefrme arrangement exists; (2) delivery has occuorezkrvices 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 deteth@se criteria are not met for certain future geartions, revenue for those transactions
could be deferred and revenue recognized for curegrorting periods could be adversely affected.

Revenues from product sales to customers tihe distributors are recognized upon shipmemletivery depending upon the terms of
sale and reserves are provided for estimated afioms We defer recognition of revenues on saldgstdbutors until the distributor confirms
an order from its customer. Revenues from licensingur design and manufacturing technology, wtiiiakie been insignificant to date, are
recognized over the term of the license agreemewhen the significant contractual obligations haeen fulfilled.

Warranty ReservalVe provide for the estimated cost of product waiesrat the time revenue is recognized. While wgage in extensi\
product quality programs and processes, includatiyely monitoring and evaluating the quality ofr@momponent suppliers, our warranty
obligation is affected by product failure rates tenal usage and service delivery costs incurrezbimecting a product failure. We
continuously monitor product returns for warrantylanaintain a reserve for the related expensesihgsm 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 produtts,estimated warranty period, which is
generally 9 to 18 months, as well as various cdissumptions that we believe to be reasonable dhed@ircumstances. Should actual product
failure rates, material usage or service delivast differ from our estimates, revisions to thinested warranty liability would be required.

From time to time, we may be subject to addél costs related to warranty claims from ourtteoers. If and when this occurs, we
generally make significant judgments and estimaiestablishing the related warranty liability. $hastimating 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 theligidnal cost was identified.

Inventory Reservéle state our inventories at the lower of cost, coteg 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 &ss favorable than those projected
by management, additional inventory reserve woelddguired. Inventory reserves once established@reeversed until the related invent
has been scrapped or sold.

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

Significant judgments and assumptions araired in the forecast of future operating resuttediin the preparation of the estimated fu
cash flows, including profit margins, long-termdoasts of the amounts
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and timing of overall market growth and our peregetof that market, groupings of assets, discatasrand terminal growth rates. In
addition, significant estimates and assumptionsexqaired in the determination of the fair valueoaf tangible long-lived assets, including
replacement cost, economic obsolescence, and the treat could be realized in orderly liquidati@hanges in these estimates could have a
material adverse effect on the assessment of agrlleed assets, thereby requiring us to write délenassets. Our net long-lived assets as of
December 25, 2004 and December 27, 2003, includggepty and equipment of $59.4 million and $22.8iam, respectively.

Accounting for Income Taxed/e account for income taxes under the provisiorSFAS 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 year'arfaial 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 pre-tax financial incdorea year and between the tax bases of
assets or liabilities and their reported amountiénfinancial statements. Because it is assunadhi reported amounts of assets and
liabilities will be recovered and settled, respesty, a difference between the tax basis of antassz liability and its reported amount in the
balance sheet will result in a taxable or a detletamount in some future years when the relatddliies are settled or the reported amounts
of the assets are recovered, hence giving riseltdeared tax asset. We must then assess théhbioelithat our deferred tax assets will be
recovered from future taxable income and to therexve believe that recovery is not likely, we mestablish a valuation allowance.

As part of the process of preparing our cbdated financial statements, we are required tionnege 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 dedetax 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 incomeragming prudent and feasible tax planning strate@i assessing the need for the
valuation allowance, if we were to determine thatwould not be able to realize all or part of oet deferred tax assets in the future, an
adjustment to the deferred tax assets would rasaliditional income tax expense in such period.

In fiscal 2002, we released our valuationwaince because, based upon our recurring levebfifgbility, we believed that it was more
likely than not that we would be able to utilizer aleferred tax assets before they expired. In fi8883 and 2004, given our increasing levels
of profitability, we concluded that it is more lilgghan not that we will be able to utilize our ded tax assets before they expire.

We calculate our current and deferred taxigion based on estimates and assumptions thad différ from the actual results reflectec
income tax returns filed. Differences between teovjsion and tax return may occur and such adjustsnare recorded when identified, wh
is generally in the third quarter of the subseqyeitr for U.S. federal and state provisions.

The amount of income taxes we pay is sultgeohgoing audits by federal, state and foreignatathorities which might result in proposed
assessments. Our estimate for the potential outéonany uncertain tax issue is judgmental in ratifowever, we believe we have
adequately provided for any reasonable foreseenlitome related to those matters. Our future resodty include favorable or unfavorable
adjustments to our estimated tax liabilities in pleeiod the assessments are made or resolved or stdueites of limitation on potential
assessments expire.
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Results of Operations
The following table presents our historicpeoating results for the periods indicated as agregage of revenues:

Fiscal Year Ended

Dec. 28, Dec. 27, Dec. 25,
2002 2003 2004
Revenue! 100.% 100.(% 100.(%
Cost of revenue 50.1 50.¢ 50.7
Stocl-based compensatic 0.5 0.€ 0.4
Gross margir 49.4 48.€ 48.¢
Operating expense
Research and developm 18.t 15.¢ 11.2
Selling, general and administrati 21.€ 19.4 16.2
Stocl-based compensatic 2.€ 2.€ 1.1
Total operating expens 421 37.¢ 28.€
Operating incom: 6.7 10.¢ 20.2
Interest and other income, r 0.8 1.€ 1.7
Income before income tax 7.t 12.4 22.C
Benefit (provision) for income taxt 4.5 (4.7 (7.9
Net income 12.C 7.7 14.2
Preferred stock dividen (6.7) (2.9 —
Amount allocated to participating preferred stodkleos (4.4 — —
Net income available to common stockholc 0.% 5.2% 14.2%

Fiscal Years Ended December 25, 2004 and Decem@e203

Revenueskevenues for fiscal 2004 were $177.8 million coregawith $98.3 million for fiscal 2003, an increade$79.5 million, or
80.9%. The $79.5 million increase was due primddlgn increase of $62.3 million in revenues froRAM manufacturers, an increase of
$20.9 million from manufacturers of flash memoryides and an increase of $613,000 in other reveanés decrease of $4.3 million in
revenues from manufacturers of flip chip devicesvéhues continued to grow across all regions agetdional probe cards continue to be
replaced by advanced wafer test technologies and test was performed at the wafer level. The baiilof 300mm wafer production
capacity brought additional demand for wafer pro@els as part of our customers overall capacitgesion. New applications like mobile
RAM, the transition to 110 nanometer technologésswell as design wins in Flash memory contribtitetthe overall growth in revenues.

Revenues for the fourth quarter of 2004 wergatively impacted by approximately $5.0 milliamedo a severe decline in our production
yields caused by contamination of our existing waf@duction line at our old production facilit

The majority of revenues for fiscal 2004 wgemerated by sales of wafer probe cards to manuéas of DRAM devices. Sales of wafer
probe cards to test DRAM devices accounted for $L&#llion, or 69.0% of revenues for fiscal 2004mquared to $60.3 million, or 61.3% of
revenues, for fiscal 2003. The increase was prigndtie to a general increase in customer bit prodnwolume as well as the continued
execution of major DRAM transitions to 110 and 416 nanometer technology, 512 megabit density, 30@apacity ramps, DDR I
architecture and mobile RAM applications.

Revenues generated from sales to flash medeige manufacturers increased from $18.1 milt@rfiscal 2003 to $39.0 million for
fiscal 2004. The increase was driven by strongmtvth and the demand for
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high parallelism flash memory test products as aelthe continued ramp in 300mm capacity. We de@uotntly expect to continue to
realize a 100% growth rate in future fiscal years.

Revenues from manufacturers of flip chip todévices decreased to $14.5 million for fiscal260m $18.8 million for fiscal 2003 due to
design and mix shift at our customers as well asoatinued capacity constraints during 2004.

Revenues by geographic region for fiscal 2804 percentage of revenues were 35.8% in Northridm 13.3% in Europe, 25.5% in
Japan and 25.4% in Asia Pacific. Revenues by gebgraegion for fiscal 2003 as a percentage ofmees were 50.1% in North America,
10.3% in Europe, 20.1% in Japan and 19.5% in Aadfie. The increase in the percentage of revermudapan was primarily due to
increased sales to a manufacturer of DRAM devitks.decrease in the percentage for revenues imMaonerica was primarily due to the
decrease in sales to manufacturers for flip chijicldevices.

The following customers accounted for momntth0% of our revenues for fiscal 2004 or fiscd)20

Fiscal 2004 Fiscal 2003
Intel Corporatior 14.5% 30.1%
Spirox Corporatior 20.(% 13.4%
Elpida 18.7% 12.2%
Infineon Technologies A( 11.€% 10.2%

Gross Margin.Gross margin as a percentage of revenues was 48rd¥cal 2004 compared with 48.6% for fiscal 20@0ss margin
remained stable due to higher revenues despiterilion of start up costs for our new factory. Gsanargin was negatively impacted by
approximately 1.1% due a severe decline in our mgédds caused by contamination in our existingdorction line at our old production
facility during the fourth quarter. We will contiaudo incur startup expenses relating to our newofgdn 2005, including non-recurring
personnel and material expenses required for thesite ramp and qualification as well as redundasusts for maintaining two production
sites in parallel.

Research and DevelopmeResearch and development expenses increased ®riilon, or 11.2% of revenues, for fiscal 2004
compared to $15.6 million, or 15.8% of revenuesfiiral 2003. The increase in absolute dollars mamly due to an increase of
approximately $2.3 million in personnel costs andreerease of approximately $1.9 million in devetemnt program materials and related
costs. During fiscal 2004, we continued our develept of next generation parallelism products, fiteh memory and logic products,
advanced MicroSpring interconnect technology and pecess technologies. We are currently buildimgdicated research and developn
line as part of our new site project, as we beliei®critical to continue to make significant stments in research and development.

Selling, General and AdministrativBelling, general and administrative expenses wage0$million for fiscal 2004, or 16.3% of revenu
compared to $19.0 million, or 19.4% of revenuesfiiral 2003. The increase in absolute dollars mamly due to an increase of
approximately $4.2 million in personnel related exges, an increase of $547,000 in commissionsrteabes representatives driven by the
increase in revenues and an increase of $3.4 mili@utside professional services that primagliated to patent litigation and Sarbanes—
Oxley Act of 2002 compliance expenses.

Interest and Other Income (Expense), M#kerest and other income (expense), net was $Rli®mrfor fiscal 2004 compared with
$1.6 million for fiscal 2003. We generated greatéerest income in 2004 resulting from a largehcasash equivalents and marketable
securities balance throughout fiscal 2004 as dtreSthe completion of our initial public offeringnd follow-on public offering in 2003,
partially offset by approximately $270,000 in fapeicurrency losses. In addition, we recognizedia gantingency relating to a cash refund
of consumption tax paid in Japan of approximatély$nillion.

Benefit (Provision) for Income Taxd&.ovision for income taxes was $13.9 million fackl 2004 compared to $4.6 million for 2003. The
higher income tax expense for 2004 was primarily ttuan increase of consolidated pretax earnirgys $12.1 million for 2003 to
$39.1 million for 2004. Our annual effective tax
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rate for 2004 was 35.5% compared to 38.2% for 2008.decrease in our 2004 effective tax rate wimsgsily due to our shifting investmer
from taxable to tax-exempt interest-bearing sei@ibeginning in fiscal 2004 and a decrease imondeductible stock-based compensation
expense in fiscal 2004.

Fiscal Years Ended December 27, 2003 and DecemBeR02

RevenueskRevenues for fiscal 2003 were $98.3 million comdame$78.7 million for fiscal 2002, an increase$bdB.6 million, or 24.9%.
The $19.6 million increase was due primarily tararease of $5.5 million in revenues from DRAM mEauturers, an increase of
$8.9 million from manufacturers of flash memory weg, an increase of $5.1 million in revenues feomanufacturer of chipsets and an
increase of $200,000 in other revenues.

The majority of revenues for fiscal 2003 wgemerated by sales of wafer probe cards to maiwiés of DRAM devices. Sales of wafer
probe cards to test DRAM devices accounted for6llion, 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 tghwer device density, new advanced technology nad&)0 mm wafer size and new
architectures, like DDR 1.

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 millimn 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 benefftedn new product introductions, such as our 178hpMicroSpring contact technology and
MicroForce probing technology solutions for flipighogic applications introduced in the second tgranf 2003 with production shipments
occurring in the third quarter of 2003. The sigrafit customer concentration for these productsoeiiitinue 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 gebgraegion for fiscal 2002 as a percentage ofmees 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 revenulepan 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 13.4% 20.9%
Elpida 12.4% *
Infineon Technologies A( 10.2% 20.1%

* Less than 10% of revenu

Gross Margin.Gross margin as a percentage of revenues was 48r@¥%cal 2003 compared with 49.4% for fiscal 200Be decrease in
gross margin percentage was primarily due to iregédixed costs and a change in product mix. Wieeased our manufacturing fixed costs
in response to a continued positive demand fopooducts and continued design wins. The fixed twstase was primarily due to an
increase in headcount, which we needed to conuerperations to a 7 day, 24 hour manufacturingj structure. We began implementing
this new manufacturing shift structure during teeand quarter of 2003 and completed the implemientat the third quarter of 2003. This
structure further increased our capacity and edalseto be in a position to transfer our manufactuprocesses into our new production
facility.
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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 18.5% of revenuesfiiral 2002. The increase in absolute dollarsénly 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 products, fine pitch memamg logic products, advanced MicroSpring intercantechnology and higher speed wafer
probe. We introduced our new S200 technology, wiiehhigh parallelism, high frequency probe candftilly tested memory die, and also
introduced our new wafer-level burn-in technology dertain DRAM device applications.

Selling, General and AdministrativBelling, general and administrative expenses wg8e0dmillion for fiscal 2003, or 19.4% of revenu
compared to $17.0 million, or 21.6% of revenuesfikral 2002. The increase in absolute dollars mamly due to increased personnel cc
higher sales and marketing spending, in line wigiinér revenues and new product introductions, astscassociated with being a public
company.

Interest and Other Income (Expense), M#kerest and other income (expense), net was $illi6mrfor 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, our increased bussnelume in Japan combined with the weaker dgkaerated foreign currency gains
$758,000 in fiscal 2003 compared to foreign curyegains of $22,000 in fiscal 2002.

Benefit (Provision) for Income Taxd&.ovision for income taxes was $4.6 million foics2003 compared to a benefit of $3.6 million for
fiscal 2002. The $3.6 million benefit for fiscal@resulted from the release of the valuation adioge against our deferred tax assets in the
amount of $5.9 million. The effective tax rate fiscal 2003 was 38.2%.

Liquidity and Capital Resources

As of December 25, 2004, we had $193.7 milllocash, cash equivalents, marketable secuatidgestricted cash, compared with
$181.8 million as of December 27, 2003. Duringdls2004 we reclassified certain investments, indgduction rate securities, from cash
and cash equivalents to marketable securities.r€Bidted in a reclassification from cash and eagjeivts to short-term marketable securities
of approximately $103.4 million on the December 2003 balance sheet (see Note 2).

Net cash provided by operating activities $a5.7 million for fiscal 2004 compared with neshgrovided by operating activities of
$15.0 million for fiscal 2003 and $12.9 million ffiscal 2002. The increase in net cash providedg®rations in fiscal 2004 compared to
fiscal 2003 and 2002 resulted primarily from arr@ase in net income for fiscal 2004, as well adgribeeased tax benefits from employee
stock option plans in 2004.

Accounts receivable increased by $5.3 milfirmm fiscal 2003 to fiscal 2004 due to an increimseorldwide revenues, particularly to
customers in Japan, where we typically experieangdr payment terms. Accounts receivable increbgek¥.6 million from fiscal 2002 to
fiscal 2003. Our days sales outstanding from red#es (DSO) decreased from 51 days at Decemb&0B3,to 50 days at December 25,
2004.

Net inventories increased by $3.2 millionmnfréiscal 2003 to fiscal 2004 due to an increasevm materials and work-iprocess to suppc
revenue growth. Net inventories increased by $3l8omfrom fiscal 2002 to fiscal 2003 to suppogvenue growth.

Accrued liabilities increased by $4.6 millitor fiscal 2004 due primarily to the increase 8fZsmillion in accrued compensation and
benefits. Accrued liabilities increased by $2.3liarl in fiscal 2003. The increase was due to tlvedase in accrued incentive compensatic
part of our shift to more variable compensationvaf as an increase in warranty costs reflectirgiér revenue levels.

Net cash used by investing activities was. &28illion for fiscal 2004, compared to $158.6 fiscal 2003 and $18.5 million for fiscal
2002. Net cash used by investing activities redystémarily from the net purchase of marketableusdies and capital expenditures in eacl
these periods. In fiscal 2003, we invested thegeds from its initial public offering and follow-aifering into short-term marketable
securities. Capital
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expenditures were $37.7 million for fiscal 2004181million for fiscal 2003 and $4.2 million forsfial 2002. In fiscal 2004 and fiscal 2003
we invested in the expansion of manufacturing itéedl as well as in leasehold improvements to @w headquarters and manufacturing
facility.

Net cash provided by financing activities 44.5 million for fiscal 2004 compared with nesharovided by financing activities of
$140.6 million for fiscal 2003. Net cash providedfimancing activities was $863,000 for fiscal 2002t cash provided by financing
activities for fiscal 2004 was mainly due to prodgeeceived from the exercise of employee stociongt In June 2003, we completed our
initial public offering in which we sold 6,505,3@hares of our common stock. The sale of sharesrofron stock by us, including 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 approxatya$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 868hares 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 2002.

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. In October 2004, we
signed a ten-year lease for an additional 12,00@rsgfeet of research and development space. Tddeadat obligation over the term of the
lease is $1.0 million and is accounted for as araiing lease. We invested approximately $28.0anilin leasehold improvements for our
new headquarters and manufacturing facility throR@4.

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 oftai$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.

The following table describes our commitmentsettle contractual obligations in cash as atddeber 25, 2004.

Payments Due by Fiscal Year

2005 2006-2007 2008-2009 After 2009 Total
(In thousands)
Operating lease $ 3021 $ 4,70¢ $ 4,98 $ 7,93( $ 20,64«

In Fiscal 2004 and 2003, our net cash pravigeoperations exceeded our capital expenditurdsas a result, our existing cash balance,
cash equivalents and marketable securities wowld mcreased even without our financing activit@ar future capital requirements will
depend on many factors, including our rate of rereegrowth, the timing and extent of spending topsupproduct development efforts, the
expansion of sales and marketing activities, tméntj of introductions of new products and enhang#rteexisting products, the costs to
ensure access to adequate manufacturing capauityha continuing market acceptance of our prodédtsough we are currently not a pa
to any agreement or letter of intent with respegidtential investments in, or acquisitions of, ptementary businesses, products or
technologies, we may enter into these types ohgaments in the future, which could also requiréouseek additional equity or debt
financing. Additional funds may not be availableterms favorable to us or at 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 &irastured finance or special purpose entitie§REs, which would have been established for
the purpose of facilitating off-balance

24




Table of Contents

sheet arrangements or other contractually narrolimited purposes. As of December 25, 2004, wenaténvolved in any unconsolidated
SPE transactions.

Recent Accounting Pronouncements

In March 2004, the FASB issued EITF Issue 081 (“EITF 03-1"), “The Meaning of Other-Than-Teorary Impairment and Its
Application to Certain Investments” which providesw guidance for assessing impairment losses @siments. Additionally, EITF 03-1
includes new disclosure requirements for investsiémdt are deemed to be temporarily impaired. pteSeber 2004, the FASB delayed the
accounting provisions of EITF 03-1; however thecltisure requirements remain effective for annuébpls ending after June 15, 2004. We
have complied with the disclosure requirementswiticevaluate the impact of EITF 03-1 once the figaidance is issued.

On November 15, 2004, the FASB issued FASHf Bosition No. 109-2, “Accounting and Disclos@aidance for Foreign Earnings
Repatriation Provision within the American Jobsafien Act of 2004 Act."The Jobs Act was enacted on October 22, 2004 whinvides fo
a temporary 85% dividends received deduction otaireforeign earnings repatriated during a one-ypegiod. This pronouncement provides
guidance under FASB Statement No. 109, “Accountiimgncome Taxes,” with respect to recording théeptial impact of the repatriation
provisions of the Act. We have determined the pummmement does not impact the Company’s 2004 fimhstatements.

In November 2004, the FASB issued Financiatdunting Standard No. 151, “Inventory Costs — aneftddment of ARB No. 43,
Chapter 4” (SFAS 151). SFAS 151 amends ARB 43, @ah to clarify that abnormal amounts of idleiliacexpense, freight, handling
costs, and wasted materials (spoilage) shoulddmgrézed as current-period charges. In additias, $Skatement requires that allocation of
fixed production overheads to the costs of converbie based on the normal capacity of the produd#oailities. The provisions of this
Statement are effective for inventory costs inadigtaring fiscal years beginning after June 15, 200t adoption of the provisions of
SFAS 151 is not expected to have a material impactur consolidated result of operations.

In December 2004, the FASB issued SFAS N8R12Share-Based PaymenSFAS No. 123R requires employee stock options myinds
to purchase shares under stock participation pitabs accounted for under the fair value method,aiminates the ability to account for
these instruments under the intrinsic value metiredcribed by APB Opinion No. 25, and allowed urtteroriginal provisions of
SFAS No. 123. SFAS No. 123R requires the use afption pricing model for estimating fair value, whiis amortized to expense over the
service periods. The requirements of SFAS No. 12@Reffective for fiscal periods beginning aftendd5, 2005. SFAS No. 123R allows for
either prospective recognition of compensation agper retrospective recognition, which may be liadke original issuance of
SFAS No. 123 or only to interim periods in the yehadoption. Management believes the adoptionF@dfSNo. 123 will have a significant
impact on net income and net income per share.

In December 2004, the FASB issued SFAS N8, Exchange of Nonmonetary Assets, an amendmekiPBfNo. 29, Accounting for
Nonmonetary Transaction“SFAS 153"). SFAS 153 amends APB No. 29 to eliménite exception for nonmonetary exchanges of simila
productive assets and replaces it with a genea@ption for exchanges of nonmonetary assets thabtlbave commercial substance. A
nonmonetary exchange has commercial substance ffitre cash flows of the entity are expectedimnge significantly as a result of the
exchange. The Company is required to adopt SFASdba prospective basis, for nonmonetary exchabggimning after June 15, 2005. 7
adoption of SFAS No. 153 is not expected to haviergract on our consolidated result of operations.

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 anyeffbllowing risks actually occur, our businessaficial condition and results of operations
would suffer. Accordingly, the trading price of csommon stock would likely decline and you may leer part of your investment in our
common stock. The
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risks and uncertainties described below are nobiity ones we face. Additional risks that we cutisedo not know about or that we curren
believe to be immaterial may also impair our busineperations.

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

Our operating results are likely to fluctuais a result, we believe you should not rely oriqukto-period comparisons of our financial
results as indicator of our future performance. 8afthe important factors that could cause ouemeres and operating results to fluctuate
from period-to-period include:

« customer demand for our produc

« our ability to deliver reliable, cc-effective products in a timely mann

« the reduction, rescheduling or cancellation of csd®y our customer:

* the timing and success of new product introducteom$ new technologies by our competitors anc
* our product and customer sales mix and geograpsédes mix

« changes in the level of our operating expensesatetdsupport our anticipated grow

« a reduction in the price or the profitability ofrquroducts

« changes in our production capacity or the availgbilr the cost of components and materi

« our ability to bring new products into volume pretlan efficiently;

* our ability to add manufacturing capacity and tbgize production yields and ramp production vody
« our ability to efficiently build out and move inits new manufacturing facility

« our relationships with customers and companiesrtaatufacture semiconductor test equipm

« the timing of and return on our investments in agske and developmer

« our ability to collect accounts receivak

« seasonality, principally due to our custon’ purchasing cycles; ar

» market conditions in our industry, the semiconduaidustry and the economy as a wh

The occurrence of one or more of these factors huighse our operating results to vary widely. B@meple, we recently announced that, due
to contamination in our manufacturing process #fteicted our ability to timely ship product, oureaues in the fourth quarter of fiscal 2004
were below our previous guidance and declinedivelab the third quarter of fiscal 2004. If our eewes or operating results fall below the
expectations of market analysts or investors, theket price of our common stock could decline satislly.

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 declimgsneral economic conditions. This cyclicalityuldbcause 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 mamtisd December 28, 2002. Our business dependidyhaaon the development of new
semiconductors and semiconductor designs, the whbfrproduction by semiconductor manufacturersthadverall financial strength of o
customers, which, in turn, depend upon the cumedtanticipated market demand for
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semiconductors and products, such as personal derspthat use semiconductors. Semiconductor metwiéas generally sharply curtail
their spending during industry downturns and histidly have lowered their spending disproportiohataore than the decline in their
revenues. As a result, if we are unable to adjustevels of manufacturing and human resourcesarage our costs and deliveries from
suppliers in response to lower spending by semigctiod manufacturers, our gross margin might declimeé cause us to experience operating
losses.

If we are unable to manufacture our products effaitly, our operating results could suffe

We must continuously modify our manufacturprgcesses in an effort to improve yields and pcogerformance, lower our costs and
reduce the time it takes us to design and produc@mducts. We also may be subject to eventsbgatively affect our manufacturing
processes and impact our business and operatinkgstgsor example, during our fiscal quarter enddegember 25, 2004, we experienced a
contamination problem in our manufacturing lineisT¢ontamination problem caused a yield decling ithaurn, resulted in our inability to
timely ship products to our customers. We will insignificant start-up costs associated with im@ating new manufacturing technologies,
methods and processes and purchasing new equipnigah could negatively impact our gross margin. dald experience manufacturing
delays and inefficiencies as we refine new manufawg technologies, methods and processes, implethem in volume production and
qualify them with customers, which could cause @perating results to decline. The risk of encountedelays or difficulties increases as we
manufacture more complex products. In additiodgifnand for our products increases, we will neeskftand our operations to manufacture
sufficient quantities of products without increasimur production times or our unit costs. As a ltesfusuch expansion, we could be required
to purchase new equipment, upgrade existing equiprdevelop and implement new manufacturing praeeasd hire additional technical
personnel. Further, new or expanded manufactudaijtfes could be subject to qualification by @ustomers. In the past, we have
experienced difficulties in expanding our operasiom manufacture our products in volume on time aratceptable cost. Any difficulties in
expanding our manufacturing operations could causéuct delivery delays and lost sales. If demamaiir products decreases, we could
have excess manufacturing capacity. The fixed @ssteciated with excess manufacturing capacitydcoalise our operating results to
decline. If we are unable to achieve further mactufigng efficiencies and cost reductions, partidyld we are experiencing pricing pressu
in the marketplace, our operating results couldesuf

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

We must continue to invest in research aneld@ment to improve our competitive position andrteet the needs of our customers. Our
future growth depends, in significant part, upon akility to work effectively with and anticipatbe testing needs of our customers, and on
our ability to develop and support new products pirmdiuct enhancements to meet these needs onlg tinecost-effective basis. Our
customers’ testing needs are becoming more chétigrag the semiconductor industry continues to e&pee rapid technological change
driven by the demand for complex circuits thatgtranking in size and at the same time are incnggisi speed and functionality and
becoming less expensive to produce. Examples ehtdrends driving demand for technological redeartd development include
semiconductor manufacturers’ transitions to 110onaeter and 90 nanometer technology nodes, to 5falitedensity devices and to Double
Date Rate II, or DDR I, architecture devices. Bytfier example, the anticipated transition to Deubata Rate Ill, or DDR lll, architecture
devices will be a technological change for the semiluctor industry. Our customers expect that thiyoe able to integrate our wafer probe
cards into any manufacturing process as soonisisié@ployed. Therefore, to meet these expectatdiadsemain competitive, we must
continually design, develop and introduce on a fyjnbasis new products and product enhancementsimjiloved features. Successful
product design, development and introduction dmaly basis require that we:

« design innovative and performarenhancing features that differentiate our prodfrois those of our competitor
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« transition our products to new manufacturing te¢bgies;

« identify emerging technological trends in our tangarkets;

» maintain effective marketing strategi

« respond effectively to technological changes odpob announcements by others; i
« adjust to changing market conditions quickly ansi-effectively.

We must devote significant research and dgwveént 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. Iaweeunable to timely predict industry
changes, or if we are unable to modify our prodoats: 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 montinue the conversion to 300 mm wafers, our gtbweould be impedec

The growth of our business for the foreses#lure depends in large part upon sales of ofenmobe cards to manufacturers of
dynamic random access memory, or DRAM, and flasmang 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 fabdoaiVe believe that the decision to convert t®@ Bim wafer fabrication facility is ma
by each manufacturer based upon both internal stednal factors, such as:

« current and projected chip price

« projected price erosion for the manufact’s particular chips

« supply and demand issut

« overall manufacturing capability within the manutaer' s target market(s
« the availability of funds to the manufactur

« the technology roadmap of the manufacturer;

« the price and availability of equipment needed inithe 300 mm facility

One or more of these internal and exterrabfa, as well as other factors, including factbet a manufacturer may choose to not pub
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 their current 300 mm wafer conversion, or middeetransition more slowly than we
currently expect, our growth and profitability cdlde 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. Our operatiegults could be adversely affected by unfavorghibal economic conditions and redur
capital spending by semiconductor
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manufacturers. Such adverse conditions could resaldecrease in the demand for semiconductorprattlicts using semiconductors, an
a sharp reduction in the development of new sengdigotors and semiconductor designs. As a resultoutd experience a decrease in the
demand for our wafer probe cards.

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 probaeds. We anticipate that sales of our wafer
probe cards will represent a substantial majoriityur revenues for the foreseeable future. Ourrtess depends in large part upon continued
demand in current markets for, and adoption in newkets of, current and future generations of cafiewprobe cards. Large-scale market
adoption depends upon our ability to increase costaawareness of the benefits of our wafer probéscand to prove their reliability, ability
to increase yields and cost effectiveness. We meaynable to sell our wafer probe cards to certatermial customers unless those customers
change their device test strategies, change thadgrnvprobe card and capital equipment buying sif@se or change or upgrade their existing
test equipment. We might not be able to sustainaease our revenues from sales of our wafer pcab#s, particularly if conditions in the
semiconductor market deteriorate or do not impmvi¢ the market enters into another downturn i 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 manufactuweBRAM memory and flash memory
devices and manufacturers of microprocessor, chgwother logic devices. In the microprocessoipset and other logic device markets,
our products are primarily used for devices empig¥lip chip packaging, which devices are commaslgrred to as flip chip logic devices.
In fiscal 2004, sales to manufacturers of DRAM desiaccounted for 69.0% of our revenues, salestmfacturers of flip chip logic devices
accounted for 8.1% of our revenues, and sales tufaeturers of flash memory devices accounted 8% of our revenues. For fiscal 2003,
sales to manufacturers of DRAM devices accounte@1d@% of our revenues, sales to manufacturefigpathip logic devices accounted for
19.1% of our revenues, and sales to manufactufdlash memory devices accounted for 18.4% of ewenues. Therefore, our success
depends in part upon the continued acceptancergiroducts within these markets and our abilitgdatinue to develop and introduce new
products on a timely basis for these markets. kample, the market might not accept an increasihigi parallelism wafer test solution.

A substantial portion of these semicondudwrices is sold to manufacturers of personal coerpwnd computer-related products and to
manufacturers of personal electronic devices. Bodtpersonal computer market and the personarefectdevices market have historically
been characterized by significant fluctuationsemdnd and continuous efforts to reduce costs, whitlrn have affected the demand for .
price of memory devices and microprocessors. Theopal computer market might not grow in the futatrdistorical rates or at all and
design activity in the personal computer markethhigcrease, which could negatively affect our nexes and operating results.

The markets in which we participate are highly comtgiive, and if we do not compete effectively, ayerating 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 argesiource of supply. As a result, our
customers will likely purchase
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products from our competitors. Current and potéobanpetitors include Advantest Corporation, AMSd.d td., Cascade Microtech, Inc.,
Feinmetall GmbH, Japan Electronic Materials Corfilora Kulicke and Soffa Industries, Inc., Micronigapan Co., Ltd., Phicom Corporation,
SCS Hightech, Inc. and Tokyo Electron, Ltd., amotigers. Many of our current and potential compegittave greater name recognition,
larger customer bases, more established customagionships or greater financial, technical, matieing, marketing and other resources
than we do. As a result, they might be able tooadpmore quickly to new or emerging technologied eflmanges in customer requirements,
devote greater resources to the development, piromaiale and support of their products, and reqioes to increase market share. Sorr
our competitors also supply other types of testmyant, or offer both advanced wafer probe cardsraedle probe cards. Those competitors
that offer both advanced wafer probe cards andlegedbe cards might have strong, existing relatigms with our customers or with
potential customers. Because we do not offer alag@dbe card or other conventional technology wpfebe card for less advanced
applications, it may be difficult for us to introtiiour advanced wafer probe cards to these cussamdrpotential customers for certain wi
test applications. It is possible that existingiew competitors, including test equipment manui&et) may 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 hasoamted for a significant portion of our revenugsiny particular period. In fiscal 2004, four
customers accounted for 64.8% of our revenuessdéalf2003, four customers accounted for 66.2%uofrevenues. Our ten largest customers
accounted for 98.0% of our revenues in fiscal 289d 93.5% of our revenues in fiscal 2003. We gudita 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 couldeaur revenues to decline in any particular quaft&@umber of factors could cause
customers to cancel or defer orders, including rfenturing delays, interruptions to our customepm@ations 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@llpart of an invoice. In some situations,
our customers might be able to cancel orders withaignificant penalty. In addition, the contingiilnend toward consolidation in the
semiconductor industry, particularly among manufests of DRAMs, could reduce our customer basel@adito lost or delayed sales and
reduced demand for our wafer probe cards. Indestingolidation also could result in pricing pressuae larger DRAM manufacturers could
have sufficient bargaining power to demand redyrézes 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 customers and compas that manufacture semiconductor test equipmentedierate, our product
development activities could be harme

The success of our product development efidepends upon our ability to anticipate marketdseand to collaborate closely with our
customers and with companies that manufacture semicctor 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, whitiprove 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 Eahat allows us to offer wafer probe cards forwih their products when they are
introduced to the market. Our relationships with customers and test equipment companies couldiciete if they:

» become concerned about our ability to protect timé@llectual property
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« become concerned with our ability to deliver qyatitoducts on a timely basi
« develop their own solutions to address the neetekiing improvemen

« implement chip designs that include enhanced-in selftest capabilities
 regard us as a competits

« introduce their own wafer probe card prodi

« establish relationships with others in our industny

« attempt to restrict our ability to enter into r@atships with their competitor

Many of our customers and the test equiproenmtpanies we work with are large companies. Theeguences 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 tqatgment companies deteriorate, or if we are untbtievelop similar collaborative
relationships with important customers and tesigrgant companies in the future, our long-term &pith produce commercially successful
products could be impaired.

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

Our revenues are difficult to forecast beeaus generally do not have a sufficient backlogrdilled orders to meet our quarterly revel
targets at the beginning of a quarter. Ratherpatantial percentage of our revenues in any qudeeends upon customer orders for our
wafer probe cards that we receive and fulfill iattquarter. Because our expense levels are bageadtion our expectations as to future
revenues and to a large extent are fixed in thet $&iom, we might be unable to adjust spendingniretto compensate for any unexpected
shortfall in revenues. Accordingly, any significatortfall of revenues in relation to our expectasi could hurt our operating results.

We rely upon a distributor for a substantial porticof our revenues, and a disruption or other changeour relationship with our
distributor could have a negative impact on our Bwes.

We rely on Spirox Corporation, our distribuito Taiwan, Singapore and China, for a substaptiafion of our revenues. Sales to Spirox
accounted for 20.0% of our revenues in fiscal 280d 13.4% of our revenues in fiscal 2003. Spirep @irovides customer support. A
reduction in the sales or service efforts or finaheability 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 customerhedistributor’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 negsentatives 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 elents of final test to wafer probe test, market actapre of other applications ¢
our technology could be delaye

We intend to work with our customers to migralements of final test from the device leveth® wafer level. This migration will involve
a change in semiconductor test strategies fromergrating final test at the individual device let@increasing the amount of test at the w
level. Semiconductor manufacturers

31




Table of Contents

typically take time to qualify new strategies théfect their testing operations. As a result, gahacceptance of wafer-level final test might
not occur in the near term or at all. In additisemiconductor manufacturers might not accept anduader-level final test in a way that uses
our technology. If the migration of elements ofalitest to wafer probe test does not grow as wieipate, or if semiconductor manufacturers
do not adopt our technology for their wafer prokst requirements, market acceptance of other apiolics for our technology could be
delayed.

Changes in test strategies, equipment and processedd cause us to lose revenu

The demand for wafer probe cards dependagelpart upon the number of semiconductor desigdshe overall semiconductor unit
volume. The time it takes to test a wafer depemasuhe number of devices being tested, the coriplekthese devices, the test software
program and the test equipment itself. As testanmg become increasingly effective and test thrpugincreases, the number of wafer pr
cards required to test a given volume of devicedires. Therefore, advances in the test procedsl cawse 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 chigee implemented that require less, or even nousésg wafer probe cards, or significantly
reduce wafer test complexity our revenues couliripacted. Further, if new chip designs are implet@@&rvhich we are unable to test, or
which we are unable to test efficiently and prowide customers with an acceptably low overall @fsest, our revenues could be negatively
impacted.

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 or the declination of mantifeers to adopt a new test platform.
Because our customers require both test equiprmeinivafer probe cards, any delay or disruption efittiroduction of new test equipment
platforms would negatively affect our 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 wafebgroards require sophisticated and costly equiper@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 contamination in our manufacturing preceeschnical or labor difficulties,
destruction or damage from fire or earthquakeastfiucture failures such as power or water shoragey other reason, could interrupt our
manufacturing operations, impair critical systedisfupt communications with our customers and samphnd cause us to write off invent
and to lose sales. In addition, if the previousrgyerises in California that resulted in disrupgan power supply and increases in utility
costs were to recur, we might experience powerrmpgions and shortages, which could disrupt ounuficturing operations. This could
subject us to loss of revenues as well as sigmifigdnigher costs of energy. Further, current aotéptial customers might not purchase our
products if they perceive our lack of an altermatnufacturing facility to be a risk to their conting source of supply.

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

We moved into our new facility in Livermone 2004. The costs of starting up our new manufaruacility, including capital costs such
as equipment and fixed costs such as rent, aréasiiad. We might not be able to shift from ourreut production facility to the new
production facility efficiently or effectively. Ouwurrent transition plan will require us to havetbour existing and new manufacturing
facilities operational through our third fiscal gqtea of 2005. This will cause us to incur signifit@osts due to redundancy of infrastructure at
both sites. Furthermore, the qualification of teevrmanufacturing facility will require us to
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use materials and build product and product commpisrtbat will not be sold to our customers, causiigdner than normal material spending.
The transition might also lead to manufacturinginiptions, which could mean delayed deliverielst sales. Some or all of our customers
could require a full qualification of our new fatjl Any qualification process could take longeanhwe anticipate. Any difficulties with the
transition or with bringing the new manufacturirgifity to full capacity and volume production cduhcrease our costs, disrupt our
production process and cause delays in produactatgland lost sales, which would harm our operatasults.

If we are unable to continue to reduce the timeakes for us to design and produce a wafer probed¢aur growth could be impede!

Our customers continuously seek to reducditie it takes them to introduce new products tokeia The cyclicality of the semiconduc
industry, coupled with changing demands for sendeator devices, requires our customers to be flexand 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 mext swanufacturers’ relatively short cycle time regmients. If we are unable to reduce the
time it takes for us to design, manufacture angd shr products in response to the needs of oubmests, 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 masauied 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 pseabvalers rather than long-term contracts wittnilgority of our suppliers, we cannot
predict with certainty our ability to obtain compants and materials in the longer term. A soleraitéd 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 adetgugaupply of materials, late deliveries and poanponent quality. Disruption or termination
of the supply of components or materials could ylskipments of our products, damage our custontatiorships and reduce our revenues.
For example, if we were unable to obtain an adegsapply of a component or material, we might havese a substitute component or
material, which could require us to make changesiimmanufacturing process. From time to time mphst, we have experienced difficulties
in receiving shipments from one or more of our digpp, especially during periods of high demanddor products. If we cannot obtain an
adequate supply of the components and materiateguére, or do not receive them in a timely manner might be required to identify new
suppliers. We might not be able to identify newigrs on a timely basis or at all. Our customerd we would also need to qualify any new
suppliers. The lead-time required to identify andlify new suppliers could affect our ability tongely ship our products and cause our
operating results to suffer. Further, a sole oitéohsource supplier could require us to enter ian-cancelable purchase commitments or pay
in advance to ensure our source of supply. In dasiry downturn, commitments of this type coulduie® charges for excess inventory of
parts. If we are unable to predict our componedtraaterials needs accurately, or if our supplyissuprted, we might miss market
opportunities by not being able to meet the denfandur products.
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Wafer probe cards that do not meet specificatiomghat contain defects could damage our reputatiatecrease 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#uincreases 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 adserin our manufacturing yields or has resultachanticipated stregglated failures whe
our wafer probe cards are being used in the maturfag test environment. A further example is tthating our fiscal quarter ending
December 25, 2004, we experienced a contaminatimvigm in our manufacturing line. This contaminatmroblem caused a yield decline
that, in turn, resulted in our inability to timedpip products to our customers. Manufacturing desigors such as the miswiring of a wafer
probe card or the incorrect placement of probeairdlements have caused us to repeat manufactiesign steps. In addition to these
examples, problems might result from a number dfivis, including design defects, materials failugemtamination in the manufacturing
environment, impurities in the materials used, wvkin sensitivities to process conditions, such agptrature and humidity, and equipment
failures. As a result, our products have in thd pastained and might in the future contain undegkerrors or defects. Any errors or defects
could:

« cause lower than anticipated yields and lengtheafrdglivery schedule:

« cause delays in product shipmel

« cause delays in new product introductic

e cause us to incur warranty expens

e result in increased costs and diversion of devetagmesources

e cause us to incur increased charges due to unusableory;

« require design modifications;

« decrease market acceptance or customer satisfadgtiothese product:

The occurrence of any one or more of thesatsvwcould hurt our operating results.

In addition, if any of our products failsieet specifications or has reliability, qualityommpatibility problems, our reputation could be
damaged significantly and customers might be raehtdb buy our products, which could result in alishe in revenues, an increase in product
returns or warranty costs and the loss of existirggomers or the failure to attract new custonf@rs.customers use our products with test
equipment and software in their manufacturing faed. Our products must be compatible with the@mers’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 cbitreOur current or potential customers also rhggek to recover from us any losses
resulting from defects or failures in our produttsbility claims could require us to spend sigcéfint time and money in litigation or to pay
significant damages.

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

Each semiconductor chip design requires toousvafer probe card. Because our products arguiagiecific, demand for our products is
difficult to forecast. Due to our customers’ shaetivery time requirements, we often design, preauaterials and, at times, produce our
products in anticipation of demand for our produatber than in response to an order. Due to teertainty inherent in forecasts, we are,
expect to continue to be, subject to inventory.rislwe do not obtain orders as we anticipate, agld have excess inventory for a specific
customer design that we would not be able to sedhty other customer, which would likely resultimentory write-offs.
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If we fail to effectively manage our service cergepur business might be harme

In 2002, we expanded our repair and sergeger in Seoul, South Korea. In 2003, we openegpair and service center in Dresden,
Germany. In 2004 we opened a repair and serviceicenTokyo, Japan. These service centers areoparir strategy to, among other things,
provide our customers with more efficient serviod sepair of our wafer probe cards. If we are uaableffectively manage our service
centers, do not expand or enhance our servicersaoteneet customer demand, or if the work undertak the service centers is not
equivalent to the level and quality provided byaiep and services performed by our North Ameriegrair and service operations, which are
part of our manufacturing facility in Livermore, i@arnia, we could incur higher wafer probe cargae and service costs, which could harm
our operating results.

If we do not effectively manage changes in our messs, these changes could place a significant st 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 domestically internationally. For example, we have leaseevafacility in Livermore, California and
moved our corporate headquarters and startedahsition of our manufacturing operations into flaislity in 2004. Our growth could place
significant strain on our management systems, stiftiature and other resources. To manage our greffigbtively, we must invest the
necessary capital and continue to improve and ekpansystems and infrastructure in a timely arfidieht manner. Those resources might
not be available when we need them, which wouldt limar growth. Our officers have limited experienoananaging large or rapidly growil
businesses. In addition, the majority of our manag® has no experience in managing a public compangmmunicating with securities
analysts and public company investors. Our contsyistems and procedures might not be adequatgpms a growing public company. If
our management fails to respond effectively to ¢gl@anin our 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 upondhérued service of our key management, technécal,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 busiassproducts or technologies in the past, we nalgeracquisitions of complementary
businesses, products or technologies in the futotegrating newly acquired businesses, producteamologies into our company could put
a strain on our resources, could be expensiveiareddonsuming, and might not be successful. Fugaggiisitions could divert our
management’s attention from other business con@rd®xpose our business to unforeseen liabibtigsks associated with entering new
markets. In addition, we might lose key employe&g#enintegrating new organizations. Consequentky,might not be successful in
integrating any acquired businesses, productscontdogies, and might not achieve anticipated ragsrand cost benefits. In addition, future
acquisitions could result in customer dissatistattperformance problems with an acquired comppotgntially dilutive issuances of equity
securities or the incurrence of debt, contingeatiilities, possible impairment charges relatedaodyvill or other intangible assets or other
unanticipated events or circumstances, any of wbothd harm our business.
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As part of our sales process, we could incur sulbgial sales and engineering expenses that do naulein revenues, which woul
harm our operating results

Our customers generally expend significafuref evaluating and qualifying our products ptimplacing an order. The time that our
customers require to evaluate and qualify our wpfebe 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 educatingprospective customers regarding the uses anditseokour wafer probe cards and
developing wafer probe cards customized to therpiaiecustomer’s needs, for which we might not dienbursed. Although we commit
substantial resources to our sales efforts, we thmgher receive any revenues from a customer. ¥ample, many semiconductor designs
never reach production, including designs for whiehhave expended design effort and expense. lii@ddorospective customers might
decide not to use our wafer probe cards. The leofgtime that it takes for the evaluation procesd for us to make a sale depends upon r
factors including:

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

« the complexity of the custon’s fabrication processe

« the internal technical capabilities of the custonaexd

« the custom¢'s budgetary constraints and, in particular, théarner's ability to devote resources to the evaluatiorc@ss.

In addition, product purchases are frequesilyject to delays, particularly with respect t@éacustomers for which our products may
represent a small percentage of their overall @geh. As a result, our sales cycles are unpretictélive 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 rightspr to claims that our intellectual
property rights are invalid or unenforceable, whiatould result in significant expense and loss otétlectual 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 unerdeable. 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 rece$usdh 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 Februan20with 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 anticipate that this dialog will tone. In August 2002, subsequent to our
initiating correspondence with Japan Electronicdviats Corporation regarding the scope of our lat&lial property rights and the potential
applicability of those rights to certain of its wafrobe cards, Japan Electronic Materials Cororatffered that precedent technologies €
as to one of our foreign patents that we had ifledtiand also referenced a U.S. patent in whiskeited we might take interest. For the
inquiries we have received to date, we do not belige infringe any of the identified patents anzht®logy. The semiconductor industry is
characterized by uncertain and conflicting intellet property claims and vigorous protection andspit of these rights. The resolution of :
claims of this nature, with or without merit, coldd time consuming, result in costly litigationaause product shipment delays. In the event
of an adverse ruling, we might be required to paystantial damages, cease the use or sale ofgifgproducts, spend significant resources
to develop non-infringing technology, discontinbie use of certain technology or enter into liceagp®ements. License agreements, if
required,
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might not be available on terms acceptable to w& all. The loss of access to any of our intellatproperty or the ability to 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 ayerating results

If we fail to protect our proprietary righaglequately, our competitors might gain access tdeminology. Unauthorized parties might
attempt to copy aspects of our products or to atdad use information that we regard as proprietathers might independently develop
similar or competing technologies or methods ofgiearound our patents. In addition, the laws ohynoreign countries in which we or our
customers do business do not protect our intelégxoperty rights to the same extent as the latiseoUnited States. As a result, our
competitors might offer similar products and we htigot be able to compete successfully. We alsoaamssure 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 bdisieht in scope or strength to provide any meafiihgrotection or commercial
advantage to u

e any patent, trademark or other intellectual propeght that we own will not be invalidated, circuemted or challenged in the United
States or foreign countries;

« others will not misappropriate our proprietary teclogies or independently develop similar techng]atyplicate our products or desi
around any patent or other intellectual propeigints that we owr

We might be required to spend significanbueses to monitor and protect our intellectual oy rights. 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 propeigits. See the “Legal Proceedings” section of #inual report for a description of the
infringement actions we have brought against PhiGmrporation, one of our competitors, and the ity proceedings that Phicom has fi
with the Korean Intellectual Property Office agaiosrtain of our patents. In addition to Phiconmestthird parties have initiated challenge
foreign patent offices against other of our pateWthile we do not have a monetary damages expastinese various invalidity proceedings,
it is possible we will incur material expenses ur tigation with Phicom or in defending our intedtual property more broadly. Any
litigation, whether or not it is resolved in ouréa, 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 requireoliademnify our customers for third
party intellectual property infringement claims,ialihwould increase the cost to us of an adverseguh such a claim. An adverse
determination could also prevent us from licengingtechnologies and methods to others.

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

We are subject to various and frequently gianU.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 WaadpWe 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.

In 2004, the Company resolved a Notice ofldtion from the California Department of Toxic Stdrsces Control through its corrective
action and payment in the amount of $7,750, resbdvblotice of
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Violation from the Bay Area Air Quality Managemadbistrict through its corrective action and paymienthe amount of $1,000, and resolved
a Citation and Notification of Penalty from the {B@inia Division of Occupational Safety and Heattihough its corrective action and
payment in the amount of $150. In February and 14804 the Company received a total of four notitem the City of Livermore Water
Resources Division regarding violations of Applieabischarge Limits in relation to certain of itsdéfewater Discharge/ Chemical Storage
permits. In March 2004 the Company reported to @jppate authorities release of a fuel/water mixn@®ulting in a Notice of Violation from
the City of Livermore Water Resources Division. T&mpany believes it instituted appropriate coivecactions in all cases.
Notwithstanding the Compa’s corrective action, the Notices of Violation remanresolved and the Company may be subject tnalfy or
additional enforcement actions based thereupoAuljust 2004, the Company reported to the apprapaathorities overflow of wastewater.
The Company has not yet received any formal nofioes an agency or governmental authority regarding potential violation or notice of
violation; and the matter, to date, remains unrestl

These laws, regulations and permits alsoccreduire the installation of costly pollution caritequipment 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 ouothers’ sites or the imposition of
new cleanup requirements could require us to dwtaioperations, restrict our future expansiorject us to liability and cause us to incur
future costs that would have a negative effectumoperating results and cash flow.

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 outsideJthited States have accounted for an importantybaur revenues. Our international sales
as a percentage of our revenues were 64.2% fal 2904 and 49.9% for fiscal 2003. In the future, @xpect international sales, particularly
into Europe, Japan, South Korea and Taiwan, tameato account for a significant percentage ofrewenues. Accordingly, we will be
subject to risks and challenges that we would tigrevise face if we conducted our business onth@nUnited States. These risks and
challenges include:

« compliance with a wide variety of foreign laws aedulations

« legal uncertainties regarding taxes, tariffs, gepgxport controls, export licenses and other tladeers;

« political and economic instability in, or foreigorflicts that involve or affect, the countries afr@ustomers
« difficulties in collecting accounts receivable dodger accounts receivable payment cyc

« difficulties in staffing and managing personnektdbutors and representativi

« reduced protection for intellectual property rigimtsome countries

e currency exchange rate fluctuations, which coufdcfthe value of our assets denominated in logakacy, as well as the price of our
products relative to locally produced produt

« seasonal fluctuations in purchasing patterns igrotbuntries; an

« fluctuations in freight rates and transportatiosrdptions.

Any of these factors could harm our exisiimgrnational operations and business or impairatility to continue expanding into
international markets.
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We might require additional capital to support bugiss growth, and such capital might not be avaikabl

We intend to continue to make investmentsugaport business growth and may require additifumals 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 termisfeattory to us, our ability to continue to suppaut business growth and to respond to
business challenges could be significantly limited.

Our reported financial results may be adverselyedfed by changes in accounting principles generalcepted in the United State

We prepare our financial statements in conftyrwith accounting principles generally accepitethe United States. These accounting
principles are subject to interpretation by theaicial Accounting Standards Board, the Americatitliie of Certified Public Accountants,
the Securities and Exchange Commission and valiodies formed to interpret and create approprieteunting 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.

The Sarbane-Oxley Act of 2002 and related changes in securiti@&'s and regulations are likely to increase ourats.

The Sarbanes-Oxley Act of 2002 that becamednaluly 2002, as well as new rules and regulatsubsequently implemented by the
Securities and Exchange Commission, have requivadges to some of our corporate governance praciite Act also required us to
implement additional disclosure and financial colstr These rules and regulations have increaseaviintbntinue to increase our legal and
financial compliance costs, and to make some dietsvmore difficult, time consuming and/or cosllye also expect these new rules and
regulations to make it more difficult and more exgige for us to obtain director and officer liabjilinsurance, and we may be required to
accept reduced coverage or incur substantiallydanigbsts to obtain coverage. These new rules andatéons could also make it more
difficult for us to attract and retain qualified mbers of our board of directors, particularly toveeon our 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 coulddulersely affected by changes in the mix of
earnings in countries with different statutory taies, changes in the valuation of deferred tagtasmnd liabilities, changes in tax laws
including pending tax law changes such as the litefn@fn export sales and the research and developanedit, and 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 profitéip.

The trading price of our common stock has been dadikely to continue to be volatile, and you mighbt be able to sell your shares at
or above the price that you paid for thel

The trading prices of the securities of tetbhgy companies have been highly volatile, and ftbendate of our initial public offering in
June 2003 through December 25, 2004, our stock pias ranged from $16.21 a share to $29.08 a shezerdingly, the trading price of our
common stock is likely to be subject to wide
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fluctuations. Further, our securities have a liohiteading history. Factors affecting the trading@iof our common stock include:
* variations in our operating resul

« announcements of technological innovations, newlyets or product enhancements, strategic alliaocegnificant agreements by us
or by our competitors

« recruitment or departure of key personi
« the gain or loss of significant orders or custom

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

» market conditions in our industry, the industri€®ar customers and the economy as a whole
« sales or perceived sales of substantial amourdarafommon stock held by existing stockhold

In addition, if the market for technology aite or the stock market in general experiencesmmeed or greater loss of investor confidence,
the trading price of our common stock could decforereasons unrelated to our business, operagiswgts 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 or stop puiiling research or reports about our business, otock price could decline

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 \ityilril the market, which in turn could
cause our stock price to decline. If securitiedyemts do not publish research or reports abouboasmess, our stock price could decline.

The concentration of our capital stock ownershiptviinsiders will likely limit your ability to influence corporate matters.

Our executive officers, directors, current 88greater stockholders and entities affiliatethvainy of them together beneficially own a
large percentage of our outstanding common stoska Pesult, these stockholders, acting togeth&g babstantial influence over all matters
that require approval by our stockholders, inclgdime election of directors and approval of siguaifit 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 vievbaneficial.

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, tHfere, 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 tlatal members of our board are elected at one;t
« provide that directors may only be remov‘for caus” and only with the approval of €/ 3% of our stockholder:

* require supe-majority voting to amend some provisions in outifieate of incorporation and bylaw
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« authorize the issuance of “blank check” preferredisthat our board could issue to increase thebmurof outstanding shares and to
discourage a takeover attem

« limit the ability of our stockholders to call spacmeetings of stockholder
« prohibit stockholder action by written consent, @rhiequires all stockholder actions to be takemmaeeting of our stockholde!
* provide that the board of directors is expressihatized to make, alter or repeal our bylaws;

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

In addition, Section 203 of the Delaware GenerapOmtion Law may discourage, delay or preventangk in control of our company. In
addition, on December 8, 2004, our Compensationr@itkee approved entering into Change of Controlesance Agreements with each of
its named executive officers and certain other etrees. The Company adopted these agreements taf fiigrreview of compensation and
benefits of the Company.

ltem 7A:  Quantitative and Qualitative Disclosures about MakRisk

Foreign Currency Exchange RisRur revenues, except in Japan, and our expensaptehose expenses related to our operations in
Germany, United Kingdom, Japan and Korea opergtamesdenominated in U.S. dollars. Revenues anouats receivable from our Japan
customers are denominated in Japanese Yen. We unelygse from time to time forward exchange congrechedge certain existing foreign
currency denominated receivable. Gains and losséisese contracts are generally recognized in iecatmen the related transactions being
hedged are recognized.

As of December 25, 2004, we had outstandingigin currency exchange forward contracts 010,893,000 Yen for $1,697,851 with
contract rates ranging from 103.87 Yen to 110.15 per U.S. dollar. Fluctuations in foreign curreexghange rates throughout fiscal 2004
and the unrealized loss or fair value on theseraots totaled $43,142 as of December 25, 2004 asdr@cognized in income. The fair value
on these foreign currency forward exchange corgrastof December 25, 2004 would have changed b¥,$Q4d if the foreign currency
exchange rate for the Japanese Yen to the U.Srdwllthese forward contracts had changed by 10&cdd\hot use derivative financial
instruments for trading or speculative purposes.

Interest Rate Riskhe primary objective of our investment activitisgo preserve principal while at the same time im&ing the incomi
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 minimized 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 Statemefts}. risk associated with fluctuating
interest rates is limited to our investment poitf@nd we do not believe that a 10% change inésterates will have a significant impact on
our interest income. As of December 25, 2004, falluy investments were in money market accountsificates of deposit or high quality
corporate debt obligations and U.S. governmentrgezsi
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Iltem 8:  Consolidated Financial Statements and SupplementBgta
Consolidated Financial Statements

The consolidated financial statements of Feaotor required by this item are included in thetise entitled “Consolidated Financial
Statements” of this Annual Report on Form 10-K. Seen 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 FormFactooasolidated financial statements and the
related notes and “Item 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 state this information wherdreaconjunction with FormFactor’'s consolidatedsfiicial statements and the related notes
appearing in the section entitled “ConsolidatechRiial StatementsThe results of operations for any quarter are roessarily indicative ¢
the results to be expected for any future period.

Mar. 29, June 28, Sept. 27, Dec. 27, Mar. 27, June 26, Sept. 25, Dec. 25,
2003 2003 2003 2003 2004 2004 2004 2004
(In thousands, except per share date
Revenue! $ 18,66¢ $ 22,09 $ 26,07¢ $ 31,46 $37,11¢ $ 43,15¢ $ 51,377 $ 46,11t
Cost of revenue 9,80( 11,46¢ 13,21 15,447 18,02¢ 20,15¢ 25,47 26,50¢
Stock-based compensatic 13¢€ 15C 162 161 15E 157 154 16C
Gross Margir 8,731 10,47¢ 12,70( 15,85¢ 18,931 22,83¢ 25,75 19,44¢
Operating Expense
Research and Developme 3,52¢ 3,831 3,96¢ 4,247 4,34¢ 4,51¢ 5,55k 5,392
Selling, general and administrati 4,01z 4,47¢ 4,98( 5,57 5,87¢ 6,862 7,90¢ 8,37¢
Stocl-based compensatic 63€ 623 63€ 653 552 564 45t 462
Total operating expens 8,174 8,93: 9,58/ 10,47: 10,77¢ 11,94: 13,91« 14,23:
Operating incom: 557 1,54 3,11¢ 5,38 8,16: 10,891 11,83¢ 5,21¢
Interest and other income, r 12¢ 131 52C 78¢€ 13€ 32E 47¢ 2,00¢
Income before income tax 68€ 1,67¢ 3,63¢ 6,16¢ 8,30( 11,22 12,317 7,22¢
Provision for income taxe (263 (642) (1,395 (2,349 (3,199 (4,466 (4,820 (1,409
Net income 428 1,03z 2,241 3,81¢ 5,10z 6,75¢ 7,497 5,822
Preferred stock dividen (1,319 (1,027 — — — — — —
Amount allocated to participating
preferred stockholdel — (10) — — — — — —
Net income (loss) availabe to comrr
stockholder $ (899 8 — $ 2,241 $ 3,81¢ $ 5,10: $ 6,75¢€ $ 7,49 $ 5,822
Net income (loss) available to comm
stockholders per shar
Basic $ (020 $ — $ 0.07 $ 0.11 $ 0.14 $ 0.1¢ $ 0.2 $ 0.1F
Diluted $ (020 % — $ 0.0¢ $ 0.1C $ 0.12 $ 0.7 $ 0.1¢ $ 014
Weightedaverage number of shares u
in per share calculation
Basic 4,50¢ 10,85¢ 34,08: 35,58: 37,08 37,381 37,63: 38,37¢
Diluted 4,504 10,85¢ 37,09( 38,78¢ 40,23: 40,60¢ 40,49¢ 40,64:
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Iltem 9:  Changes in and Disagreements with Accountants orcégnting and Financial Disclosure

None.

Item 9A: Controls and Procedure
Disclosure Controls and Procedures

As required by Rule 13a-15(b) of the Secesittxchange Act of 1934, FormFactor’'s managemaeciyding the Chief Executive Officer
and Chief Financial Officer, conducted an evaluatis of December 25, 2004, of the effectivene$®ahFactor’s “disclosure controls and
procedures” as defined in Exchange Act Rule 13&)15(

In the light of two restatements of previguskued financial statements and audit adjustmamdsevisions made in the fourth quarter to
the 2004 financial statements, as described in i@mant’'s Report on Internal Control over FinanBiaporting presented elsewhere in this
Annual Report, FormFactor's management has condltlt the Company’s disclosure controls and proeesiwere not effective as of
December 25, 2004. To address the deficiency, FachoF has taken and expects to take the remedistéms described below. In addition
connection with the preparation of this Annual Re&pmanagement of the Company undertook and coegbleticonciliations, analyses,
reviews and control procedures in addition to tHusworically completed to confirm that this AnndRéport fairly presents in all material
respects the financial condition, results of operatand cash flows of the Company as of, andlfierperiods presented in accordance with
generally accepted accounting principles applicable

Internal Control over Financial Reporting

As required by Rule 13a-15(d) of the Secesittxchange 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 2004 that materially affected, or arsmnably likely to materially affect, FormFactorisernal 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 pravidiereasonable, 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 beaafuseanges in conditions, or the dec
of compliance with the policies or procedures metedorate. In addition, the design of any consgatem is based in part upon certain
assumptions about the likelihood of future events.

Management’s Report on Internal Control over Finandal Reporting

Management’s Report on Internal Control dvi@ancial Reporting appears on page 48 of this alnmyort and is incorporated by
reference herein.

Item 9B:  Other Information

None.
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PART 1lI

Iltem 10:  Directors and Executive Officers of the Registrs

Except for the information regarding execetofficers required by Item 401 of Regulation SaKiich is included in Part | of this Annual
Report on Form 10-K as Item 1A, we incorporateittiermation required by this item by reference tw definitive proxy statement for our
2005 annual meeting of stockholders. We refer iogloxy statement as our 2005 Proxy Statement.200% Proxy Statement will be filed
with the Securities and Exchange Commission oretore April 24, 2005.
ltem 11: Executive Compensatio

We incorporate the information required big itkem by reference to our 2005 Proxy Statement.

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

We incorporate the information required big item by reference to our 2005 Proxy Statement.

Item 13:  Certain Relationships and Related Transactio

We incorporate the information required big item by reference to our 2005 Proxy Statement.

ltem 14:  Principal Accountant Fees and Servict

We incorporate the information required big itkem by reference to our 2005 Proxy Statement.

PART IV

Item 15:  Exhibits, Financial Statement Schedules, and Repoon Form 8-K
(a) The following documents are filed as dithis Annual Report on Form 10-K:

(1) Consolidated Financial Statemer
Report of Independent Registered Public AccourfEing
Consolidated Balance She:
Consolidated Income Stateme
Consolidated Statements of Stockhol’ Equity (Deficit)
Consolidated Statements of Cash Fl
Notes to Consolidated Financial Stateme

(2) Financial Statement Schedt
Schedule I— Valuation and Qualifying Accoun

All other schedules are omitted as the requinéarination is inapplicable or the information iepented in the Consolidated
Financial Statement or Notes to Consolidated FiiaduStatements under Item 8 of this Annual ReparForm 1-K.

(3) Exhibits:
The exhibits listed in the accompanying IntteExhibits are filed or incorporated by refereasepart of this Annual Report on Form 10-
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(b) 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 Decetiter
2003

10.45* Probe Card Purchase Agreement by and between BMfgdaory, Inc. and FormFactor dated April 1, 2008 an
Agreement by and between Elpida Memory, Inc. ananFactor dated August 18, 20

10.46 Written description of material definitive agreerh&mincrease director compensation entered into on
February 16, 200

10.47 Intel Agreement Amendment

10.48 Form of Change of Control Severance Agreen

10.49 Joseph R. Bronson offer let

10.50 Ronald Foster offer lette

23.01 Consent of Independent Registered Public Accourking

31.01 Certification of Chief Executive Officer pursuant15 U.S.C. Section 7241, as adopted pursuantcibio8e302 o
the Sarbane«Oxley Act of 200z

31.02 Certification of Chief Financial Officer pursuant15 U.S.C. Section 7241, as adopted pursuantdiioBe302 of
the Sarban«Oxley Act of 200z

32.01** Certification of Chief Executive Officer and Chigihancial Officer pursuant to 18 U.S.C. Section(,3%

adopted pursuant to Section 906 of the Sart-Oxley Act of 200z

* Confidential treatment has been requestegdotions of this exhibit. These portions have besnitted from this Form 10-K and have
been filed separately with the Securities and EmgeaCommissior

**  This exhibit shall not be deemed “filed” for guoses of Section 18 of the Securities ExchangeoAt834 or otherwise subject to the
liabilities of that section, nor shall it be deeniecorporated by reference in any filing under 8ezurities Act of 1933 or the Securities
Exchange Act of 1934, whether made before or #tfiedate hereof and irrespective of any generakparation language in any filing
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SIGNATURES

Pursuant to the requirements of Section 1B5¢d) of the Securities Exchange Act of 1934, Rlegistrant has duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized, in the City of Livermore, StateGdlifornia, on the 11th day of March
2005.

FORMFACTOR, INC.

By: /s/ JENS MEYERHOFI

Jens Meyerhot
Chief Operating Officer an
Chief Financial Officel

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 StuariMerkadeau, and each of them, his true and lawfal@tys-in-fact and agents with full
power of substitution, for him and in his name cgland stead, in any and all capacities, to sigread all amendments to this Annual Report
on Form 10-K and any other documents in connettierewith, 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 edhect 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 agentdyisror their substitute or substitutes, may
lawfully do or cause to be done by virtue hereof.

IN WITNESS WHEREOQOF, each of the undersignas éxecuted this Power of Attorney as of the datizated.

Pursuant to the requirements of the Secariichange 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 and Director March 11, 2005
Dr. Igor Y. Khandros

Principal Financial Officer

/sl JENS MEYERHOFF Chief Operating Officer and March 11, 2005
Jens Meyerhoft Chief Financial Officer

Principal Accounting Officer

/sl RICHARD MITTERMAIER Principal Accounting Officer March 11, 2005
Richard Mittermaie

Additional Directors

/sl HOMA BAHRAMI Director March 11, 2005
Homa Bahram

46




Table of Contents

Signature

Title

Date

/sl JOSEPH R. BRONSON

Joseph R. Bronsc

/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

/sl HARVEY A. WAGNER

Harvey A. Wagne

President, member of the Office of the Chief

Executive Officer and Director

Director

Director

Director

Director
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CONSOLIDATED FINANCIAL STATEMENTS

As required under “Item 8: Consolidated FitiahStatements and Supplementary Data,” the cafatel financial statements of
FormFactor are provided in this section as follows:

Management’s Report on Internal Control over Finandal Reporting

The Companyg management is responsible for establishing andtaiising adequate internal control over financegorting as defined i
Rules 13a-15(f) and 15d-15(f) under the Securkieshange Act of 1934. The Company'’s internal cdraver financial reporting is a process
designed to provide reasonable assurance regatdingliability of financial reporting and the perption of financial statements for external
purposes in accordance with generally accepteduatiog principles.

Because of its inherent limitations, interoahtrol over financial reporting may not preventietect misstatements. Also, projections of
any evaluation of effectiveness to future periagssaubject to the risk that controls may becomdeqaate because of changes in conditions,
or the degree of compliance with the policies acpdures may deteriorate.

Under the supervision of the Company’s VPaRte — Corporate Controller, and with the partiggraof management, including the
Chief Executive Officer, President and Chief Finah©fficer, the Company conducted an evaluatiothefeffectiveness of its internal
control over financial reporting as of December 2804. This evaluation was based on the framewohktérnal Control — Integrated
Frameworkissued by the Committee of Sponsoring Organizatifriee Treadway Commission.

As of December 25, 2004, the Company didhmaintain effective controls over the financial repay process because the Company
lacked a sufficient complement of personnel witawel of technical accounting expertise that is oensurate with the Company’s financial
reporting requirements. This control deficiencyuteesd in two restatements of prior period finanai@tements. In July 2004, the Company
restated its financial statements for 2001, 20022003 and for the first quarter of 2004 and cqroesling period in 2003 to correct stock-
based compensation expense due to a change imtiréization schedule of deferred stock-based cosatéan recorded in connection with
the Company’s June 2003 initial public offering dodeclassify a portion of stock-based compensaipense from operating expenses to
cost of revenues. In November 2004, the Compartgtegbits financial statements for 2001, 2002 ab@B2and for the first, second and third
quarters of 2004 and corresponding periods in 20@®rrect its calculations of net income (loss) gieare to reflect the impact of cumulative
dividend rights and participating dividend righfdte redeemable convertible preferred stock ircékulation of net income (loss) per share.
This control deficiency also resulted in audit atijnents in the fourth quarter 2004 financial staets and revisions to the financial staten
disclosures as of December 25, 2004.

A material weakness is a control deficieraycombination of control deficiencies, that resut more than a remote likelihood that a
material misstatement of the annual or interimritial statements may not be prevented or dete€tezllack of a sufficient complement of
personnel with a level of technical accounting etipe that is commensurate with the Company’s fiareporting requirements is a
material weakness that could result in a materiastatement of annual or interim financial statetedinat would not be prevented or detec
Because of the material weakness, management dwmatcthat the Company did not maintain effectiverimal control over financial
exporting as of December 25, 2004, based on aitetnternal Control — Integrated Framework.

Management’s assessment of the effectivesfebe Company’s internal control over financigboeting as of December 25, 2004, has
been audited by PricewaterhouseCoopers LLP, thep@owis independent registered public accounting,fas stated in their report which
appears herein.

Remediation Steps to Address Material Weakness

During fiscal year 2004, the Company tookesai/steps toward remediation of the material weagrdescribed above, including hiring an
Internal Audit Director and a Tax Director. Howeyas of December 25, 2004 the hiring of a dedic&tei@¢f Financial Officer and additional
technical accounting
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resources were significant steps in the remedigtian that were not completed. Although the Compgargd Ronald C. Foster on March 2,
2005, who will become the Company’s dedicated Chiencial Officer on March 14, 2005, managemeassessment relates to the

effectiveness of internal control over financighogting as of December 25, 2004, at which time iégerial weakness had not been
remediated.

The Company is continuing to improve its intd control over financial reporting, by implemiegt appropriate remediation steps that

may be required, including educating and traintsgemployees, and recruiting and retaining qualifechnical expertise to staff the
Company’s finance function.
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Report of Independent Registered Public Accountindrirm

To the Board of Directors and Stockholders of FormBctor, Inc.:

We have completed an integrated audit of Fattor, Inc.’s 2004 consolidated financial statetmamd of its internal control over
financial reporting as of December 25, 2004 andtaud its 2003 and 2002 consolidated financialesteents in accordance with the standards
of the Public Company Accounting Oversight Boarai(eld States). Our opinions, based on our audigspaesented below.

Consolidated financial statements and financial stement schedule

In our opinion, the consolidated financiatsements listed in the index appearing under Itér(a] (1) present fairly, in all material
respects, the financial position of FormFactor, brad its subsidiaries at December 25, 2004 an@mber 27, 2003, and the results of their
operations and their cash flows for each of thedlyears in the period ended December 25, 200dnifoiamity with accounting principles
generally accepted in the United States of Ametitaddition, in our opinion, the financial statamhechedule listed in the index appearing
under Item 15 (a) (2) presents fairly, in all meterespects, the information set forth therein whead in conjunction with the related
consolidated financial statements. These finamst&Eements and financial statement schedule arespensibility of the Company’s
management. Our responsibility is to express aniopion these financial statements and financé#éstent schedule based on our audits
conducted our audits of these statements in aceoedaith the standards of the Public Company ActingrOversight Board (United States).
Those standards require that we plan and perfoenatidit to obtain reasonable assurance about whb#hénancial statements are free of
material misstatement. An audit of financial statets includes examining, on a test basis, evidsapporting the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made agyagement, and evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

Internal control over financial reporting

Also, we have audited management’s assessineluded in Management's Report on Internal Calntwer Financial Reporting
appearing under Item 8, that FormFactor, Inc. didmaintain effective internal control over finaalcieporting as of December 25, 2004,
because of the effect of the material weaknessimglto the lack of a sufficient complement of mersel with a level of technical accounting
expertise that is commensurate with the Comparirg&tial reporting requirements, based on critestablished ihnternal Control —
Integrated Frameworissued by the Committee of Sponsoring Organizatidrike Treadway Commission (COSO). The Company’s
management is responsible for maintaining effeatiternal control over financial reporting and fter assessment of the effectiveness of
internal control over financial reporting. Our resgibility is to express opinions on managemerg&asment and on the effectiveness of the
Company’s internal control over financial reportingsed on our audit.

We conducted our audit of internal controbiofinancial reporting in accordance with the sedd of the Public Company Accounting
Oversight Board (United States). Those standamgisinethat we plan and perform the audit to obtaasonable assurance about whether
effective internal control over financial reportingis maintained in all material respects. An aaflibternal control over financial reporting
includes obtaining an understanding of internatie@rover financial reporting, evaluating managetiseeassessment, testing and evaluating
the design and operating effectiveness of intezaatrol, and performing such other procedures asamsider necessary in the circumstan
We believe that our audit provides a reasonablestf@sour opinions.

A company’s internal control over financiaporting is a process designed to provide reaserasiurance regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting
principles. A company'’s internal control over firgad reporting includes those policies and proceduhat (i) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainly reflect the transactions and dispositionshaf assets of the company;
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(i) provide reasonable assurance that transactiomsecorded as necessary to permit preparatifinasfcial statements in accordance with
generally accepted accounting principles, andrdwipts and expenditures of the company are bmadg only in accordance with
authorizations of management and directors of dmepany; and (iii) provide reasonable assurancerdaggprevention or timely detection of
unauthorized acquisition, use, or disposition ef¢tbmpany’s assets that could have a materialtaffethe financial statements.

Because of its inherent limitations, interoahtrol over financial reporting may not preventletect misstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdeqaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

A material weakness is a control deficieraygombination of control deficiencies, that resuft more than a remote likelihood that a
material misstatement of the annual or interimririal statements will not be prevented or detectde. following material weakness has
been identified and included in management’s ags&ss The lack of a sufficient complement of persgiwith a level of technical
accounting expertise that is commensurate wittCinapany’s financial reporting requirements is aariat weakness that could result in a
material misstatement of annual and interim finahsiatements that would not be prevented or dededthis material weakness was
considered in determining the nature, timing, axtérg of audit tests applied in our audit of th€®2@onsolidated financial statements, and
our opinion regarding the effectiveness of the Canys internal control over financial reporting da®t affect our opinion on those
consolidated financial statements.

In our opinion, management’s assessmenfiahFactor, Inc. did not maintain effective intdroantrol over financial reporting as of
December 25, 2004, is fairly stated, in all mategapects, based on criteria establishedt@rnal Control — Integrated Framewoissued
by the COSO. Also, in our opinion, because of tifece of the material weakness described abovéerathievement of the objectives of the
control criteria, FormFactor, Inc. has not mainegireffective internal control over financial repogtas of December 25, 2004, based on
criteria established imternal Control — Integrated Framewoiksued by the COSO.

/s| PRRICEWATERHOUSECOOPERSLLP
PricewaterhouseCoopers LLP

San Jose, California
March 11, 2005
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FORMFACTOR, INC.
CONSOLIDATED BALANCE SHEETS

December 27, December 25,

2003

2004

(In thousands, except shar
and per share data)

ASSETS
Current asset:
Cash and cash equivale $ 12,85t $ 34,83¢
Marketable securitie 166,41! 156,64
Accounts receivable, net of allowance for doub#ftdounts of $103 in 2003 and
$41 in 2004 19,69¢ 25,05¢
Inventories, ne 8,02¢ 11,23:
Deferred tax asse 2,82% 7,58
Prepaid expenses and other current a: 2,744 4,76(
Total current asse 212,56 240,11¢
Restricted cas 2,55( 2,25(
Property and equipment, r 22,56¢ 59,35¢
Deferred tax asse 1,202 57C
Other asset 35€ 274
Total asset $ 239,23t $ 302,56t
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl $ 10,57¢ $ 17,55¢
Accrued liabilities 10,13¢ 14,68t
Deferred revenue and customer advail 1,00¢ 2,77(
Total current liabilities 21,71¢ 35,01:
Deferred revenue and customer advat 433 19t
Deferred ren 2,071 2,18¢
Total liabilities 24,22 37,39:
Commitments and contingencies (Note
Stockholder equity
Preferred stock, $0.001 par vali
Authorized: 10,000,000 shares issued and outstgndame in 2003 and 20( — —
Common stock, $0.001 par valt
Authorized: 250,000,000 shares issued and outsignd6,808,906 shares in
2003 and 38,885,637 shares in 2! 37 39
Additional paic¢-in capital 226,59: 249,14¢
Notes receivable from stockholde (661) —
Deferred stoc-based compensation, r (7,902 (5,419
Accumulated other comprehensive |i 4 (730
Retained earnings (defic (3,04%) 22,13(
Total stockholder equity: 215,01 265,17!
Total liabilities and stockholde’ equity $ 239,23¢ $ 302,56¢

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

CONSOLIDATED STATEMENTS OF INCOME

Revenue:

Cost of revenue

Stocl-based compensatic

Gross margir

Operating expense
Research and development
Selling, general and administrative
Stocl-based compensatic

Total operating expens

Operating incom:

Interest incom:

Interest expens

Other income (expense), r

Income before income tax

Benefit (provision) for income tax:

Net income

Preferred stock dividen

Amount allocated to participating preferred stodkleos
Net income available to common stockholc

Net income per share available to common stockhsl
Basic

Diluted

Weighte-average number of shares used in per share cabridz
Basic

Diluted

(1) Amounts exclude sto-based compensation, as follov
Research and developmt
Selling, general and administrati
Total

The accompanying notes are an integral part oktheasolidated financial statements.

Years Ended

December 28,

December 27,

December 25,

2002 2003 2004
(In thousands, except per share data)

$ 78,68¢ 98,30: $ 177,76:
39,45¢ 49,92¢ 90,15¢
42€ 612 62€
38,80: 47,76 86,97
14,59: 15,56¢ 19,81
17,00¢ 19,04« 29,01¢
2,03¢ 2,55( 2,038
33,63¢ 37,16 50,86¢
5,16¢€ 10,59¢ 36,11
80¢ 1,041 2,45(
(79 (39 —
(87) 565 50C
642 1,56¢ 2,95(
5,80¢ 12,16¢ 39,06:
3,55¢ (4,649 (13,885
9,36¢ 7,51¢ 25,17¢
(5,277) (2,340 —
(3,479 (10) —
$ 61t 5,16¢ $ 25,17¢
$ 0.14 0.2t $ 0.67
$ 0.1C 0.1¢ $ 0.6
441 21,017 37,64
5,90¢ 29,28( 40,05¢
$ 70¢€ 892 $ 83C
1,331 1,657 1,20z
$ 2,03¢ 2,55( $ 2,03¢
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FORMFACTOR, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY (DE FICIT)
For the Years Ended December 28, 2002,
December 27, 2003 and December 25, 2004

Notes Accumulated
Common Stock Additional Receivable Deferred Other Retained
Paid-In from Stock-Based Comprehensive  Earnings
Shares Amount Capital Stockholders Compensation Loss (Deficit) Total
(In thousands, except share date

Balances, December 29, 20 457845 $ 5 $ 10,21: $ (3,81 % (4,05) % — $(19,929 $ (17,587
Repayment of notes receivable from

stockholder: — — — 26 — — — 26
Issuance of common stock pursuant to

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

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

and in connection with cancellation

notes receivable from stockhold: (128,98) — (35)) 34t — — — (6)
Deferred stock-based compensation, net

of cancellation: — — 9,19¢ — (9,19¢) — — —
Recognition of stock-based

compensatiol — — — — 2,46¢ — — 2,46¢
Net income — — — — — 9,36¢ 9,36¢
Balances, December 28, 20 4,680,11: 5 20,18¢ (3,449 (10,789 — (10,569) (4,609
Repurchase of common sto (100,001) — (200 — — — (200
Issuance of common stock in connec

with initial public offering and follow-

on offering, net of issuance co 8,755,17. 9 137,82¢ — — — — 137,83!
Conversion of redeemable convertible

preferred stock into common stock

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

preferred stock warrants into comrr

stock warrant: — — 30¢€ — — — — 30¢€
Issuance of common stock pursuant to

net exercise of common stock

warrants 45,33¢ — — — — — — —
Repayment of notes receivable from

stockholder: — — — 2,78¢ — — — 2,78¢
Issuance of common stock pursuant to

exercise of options for ca: 425,65! — 1,65t — — — — 1,65¢
Tax benefit from exercise of common

stock option: — — 1,66¢ — — — — 1,66¢
Deferred stock-based compensation, net

of cancellation: — — 282 — (282) — — —
Recognition of deferred stock-based

compensatiol — — — — 3,162 — — 3,162
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Components of other comprehensive
income:
Change in unrealized gain on
marketable securities, net of t
Translation adjustmen
Net income
Comprehensive incorr
Balances, December 27, 20
Repayment of notes receivable from
stockholder:
Issuance of common stock pursuar
exercise of options for ca:
Issuance of common stock under the
Employee Stock Purchase P
Tax benefit from exercise of common
stock option:
Deferred stock-based compensation,
net of cancellation
Recognition of deferred stock-based
compensatiol
Components of other comprehensive
income:
Change in unrealized loss on
marketable securities, net of t
Translation adjustmen
Net income
Comprehensive incornr

Balances, December 25, 20

The accompanying notes are an integral part oktheasolidated financial statements.
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Notes Accumulated
Common Stock Additional Receivable Deferred Other Retained
Paid-In from Stock-Based Comprehensive Earnings
Shares Amount Capital Stockholders Compensation Loss (Deficit) Total
(In thousands, except share date
— — — — — 47 — 47
— — — — — (51) — (51)
_ — — — — — 7,51¢ 7,51¢
7,511
36,808,90 37 226,59 (661) (7,902 (4 (3,046 215,01
— — — 661 — — — 661
1,789,49! 2 10,39: — — — — 10,39
287,23t — 3,43¢ — — — — 3,43¢
— — 8,55¢ — — — — 8,55¢
— — 17¢ — (170 — — —
— — — — 2,65¢ — — 2,65¢
— — — — — (49€) — (49€)
— — — — — (230) — (230)
— — — — — — 25,17¢ 25,17¢
24,45;
38,885,663 $ 39 $ 249,14¢ 3 — $ (5,419 $ (730 $22,13(  $265,17!
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Cash flows from operating activities:
Net income

FORMFACTOR, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended

December 28,

December 27,

December 25,

Adjustments to reconcile net income to net cashigeal by operating

activities:
Depreciation and amortizatic
Stocl-based compensation expel
Common stock issued for services provir
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 equipn
Changes in assets and liabiliti
Accounts receivabl
Inventories
Prepaids and other current as¢
Accounts payabl
Accrued liabilities
Deferred ren
Deferred revenue
Net cash provided by operating activit
Cash flows from investing activities:
Acquisition of property and equipme
Purchase of marketable securi
Proceeds from maturities and sales of marketaliarities
Restricted cas
Other asset
Net cash used in investing activiti
Cash flows from financing activities:
Proceeds from issuance of common stock
Repayment of notes receivable from stockhols
Repurchase of common stc
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 casia&mnts
Net increase (decrease) in cash and cash equis
Cash and cash equivalents, beginning of
Cash and cash equivalents, end of

Non-cash financing activities:

Repurchase of common stock in connection with déatmn of notes

receivable from stockholde

Conversion of redeemable convertible preferredkstod warrants to

common stocl
Deferred stoc-based compensatic

Purchases of property and equipment through acsqayable

Supplemental disclosure of cash flow information
Interest paic
Income taxes pai

The accompanying notes are an integral part oktheasolidated financial statements.

2002 2003 2004
(In thousands)

$ 9,36¢ 7,51¢ $ 25,17¢
5,392 5,147 6,987
2,46% 3,16: 2,65¢
57 — —
(4,072 1,45¢ (4,130
— 1,66¢ 8,55¢
(23§ (260) —
(161) (150 (61)
1,27¢ 1,95¢ 4,462
322 10 —
38 (7,547 (5,294
(3,119 (5,755 (7,66¢)
(1,419 91¢ (1,905
1,162 3,84: 804
1,82¢ 93¢ 4,44¢
— 2,071 114
(55) (28) 1,527
12,85:¢ 15,04: 35,67¢
(4,177) (11,15) (37,727
(34,11) (257,09) (138,69))
22,59( 109,25! 147,96¢
(2,835 28t 30C
63 83 (40)
(18,47() (158,619 (28,199
1,07(¢ 139,49( 13,83:
26 2,78¢ 661
(6) (200 _
37¢ 1,00( —
(602) (1,125 —
— (1,375 —
862 140,57¢ 14,49«
_ 44 6
(4,759 (2,956 21,98
20,56¢ 15,81; 12,85t
$ 15,811 12,85¢ $ 34,83¢
$ 34t 20C $ _
$ — 65,20: $ —
$ 9,19¢ 282 $ 17C
— — $ 6,157
$ 79 38 $ —
$ 17¢ 2,57: $ 10,27:
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FORMFACTOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1—Formation and Business of the Company

FormFactor, Inc. (the “Company”) was incogted 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 latatithe Company has offices in California, Japamdéry, Germany and South Korea.

Fiscal Year

Our fiscal year ends on the last Saturddyaenember. The fiscal years ended December 25, ZfEmber 27, 2003 and December 28,
2002 had 52 weeks each.

Initial Public Offering

The Securities and Exchange Commission dettlidre Company’s first registration statement, Whiee Company filed on Form S-1
(Registration No. 333-86738) under the Securities& 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 oy, including a director and certain
officers of the Company.

In June 2003 the Company completed its irptidolic offering in which it sold 5,605,305 shardthe Company’s common stock that it
registered on its behalf and 394,695 shares onfuafithe selling stockholders. The shares werd ol 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 shptesuant to the exercise of the over-allotmetibofoy 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 atebel 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 appt@dnderwriting discounts and commissions. As teslué 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 statemeiitich the Company filed on Form -
(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 statairthe Company and certain stockholders of theg2my offered 5,750,000 shares of
Company’s common stock, including 750,000 sharbgestito the underwriters’ oveaHotment option, with an aggregate public offerprece
of $149,500,000. The Company registered 2,249,8@6ese shares, including 750,000 shares subjebetanderwriters’ over-allotment
option, on its behalf and 3,500,134 of these shamgsehalf 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@@any’s common stock. The
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FORMFACTOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

sale of shares of common stock by the Companyydirag) the sale of 750,000 shares pursuant to teece of the over-allotment option by
the underwriters, resulted in aggregate gross pasef approximately $58,500,000, approximatel$®@,000 of which the Company appl
to underwriting discounts and commissions. As altethe Company received approximately $55,900@0be offering proceeds.

The sale of shares of common stock by thengedtockholders 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 incligeaccounts of the Company and its wholly ownéssgliaries. All material intercompany
balances and transactions have been eliminated.

Translation gains and losses resulting froengrocess of remeasuring into the United Statégradrica dollar the foreign currency
financial statements of the Company’s wholly owsalsidiaries, for which the United States of Amedollar is the functional currency, are
included in operations. For the Company’s inteoral subsidiaries which use their local currencyhag functional currency, assets and
liabilities are translated at exchange rates iaatfht the balance sheet date and revenue andsexpecounts at average exchange rates d
the period. Resulting translation adjustments ecended directly to accumulated other compreherisix@me (loss).

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, inventories, Btagents, income taxes, warranty obligations, cgeticies, litigation and accrual for other
liabilities. Actual results could differ from thosstimates.

Cash and Cash Equivalent
The Company considers all highly liquid inaents with original maturities or remaining matigs of three months or less, at the date of
purchase, to be cash equivalents. Cash and caslakes include money market and various depasibants.

Marketable Securities

The Company has classified its marketablersies as “available-for-sale.” All marketable geties represent the investment of funds
available for current operations, notwithstandimgjiit contractual maturities. Such marketable séearare recorded at fair value and
unrealized gains and losses, if material, are osmbas a separate component of stockholders’ equityrealized. Realized gains and losses
on sale of all such securities are reported iniegsp computed using the specific identificatiostamethod.

Reclassification

Certain amounts in the prior year consoliddieancial statements were reclassified to confiorthe current year’s presentation. In
particular, the Company has reclassified certattien rate securities, for which interest rateet@s less than 90 days, but for which the
maturity date is longer than 90 days, and certdirroshort term investments where original or rerimg maturity, at the date of purchase was
longer
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than 90 days from cash and cash equivalents td-sron marketable securities. This resulted incdasesification from cash and cash
equivalents to short-term marketable securitieb1®3.4 million on the December 27, 2003 balancetsfigne Company also made
corresponding adjustments to the statement of ftasis for the years ended December 28, 2002 an@mber 27, 2003, to reflect the gross
purchases and sales of these securities as ingestiivities rather than as a component of cashcasll equivalents. For the years ended
December 28, 2002 and December 27, 2003, bef@edblassification, net cash used in investingviies related to these current
investments of $7.5 million and $64.1 million, restively, were included in cash and cash equivalenthe statement of cash flows. These
reclassifications had no impact on the previousported net income or cash flow from operations.

Restricted Casl

Under the terms of one of its facility leashe Company provides security to the landlorthanform of letters of credit. In fiscal 2003 ¢
fiscal 2004, the letters of credit were securea logrtificate of deposit of $2,550,000 and $2,280,0espectively, which was classified as
restricted cash as of December 27, 2003 and Dece2bb@004.

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 ptedagstom to a specific chip design and have tddhigered 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. Probe cards are manufadtuted volumes, therefore, material purchasesoften subject to minimum purchase
order quantities in excess of the actual demands@lfiactors make inventory valuation adjustmentsqfahe normally occurring cost of
revenue. The aggregate inventory valuation adjustsnequal the additions to the inventory reservesveere $1,279,000, $1,959,000 and
$4,462,000 for the years ended December 28, 208@mber 27, 2003, and for December 25, 2004, régplyc The Company retains the
excess inventory until the customer’s design isaisinued. The inventory may be used to satisfyorusr warranty demand. When the
customer’s design is discontinued, the Companyodiep of any excess inventory. The Company disposedentories of $2,436,000 in
fiscal year 2002 and $994,000 in fiscal year 2004did not dispose of any inventories in fiscaliy2@03.

Property and Equipmen

Property and equipment are stated at costlesumulated depreciation and amortization. Déguien 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, ter is less. Upon sale or retirement of asdescast and related accumulated depreciation
or amortization are removed from the balance sae@the resulting gain or loss is reflected in apens.

Impairment of Lon¢-Lived Assets and Long-Lived Assets to be Dispasfed

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 Lohfred Assets”. SFAS No. 144 establishes a unifoaecoanting 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. Recoverabiliaggséts to
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be held and used is measured by comparing theiecgraynount of an asset to estimated undiscountedefunet cash flows expected to be
generated by the asset. If the carrying amourti@btset exceeds its estimated future cash flowimy@airment charge is recognized by the
amount by which the carrying amount of the asse¢eds the fair value of the asset.

Warranty Accrual

The Company offers warranties on certain petg&land records a liability for the estimated fatcosts associated with warranty claims,
which is based upon historical experience and tha@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 Decemb@&r 2003 an
December 25, 2004 follows (in thousands):

Warranty accrual at December 28, 2( $ 67¢
Reserve for warranties issued during the 722
Settlements made during the y: (959
Warranty accrual at December 27, 2( 44¢€
Reserve for warranticissued during the ye: 93¢
Settlements made during the y: (822)
Warranty accrual at December 25, 2( $ 56C

Management believes that the accrual balanBecember 25, 2004 is adequate to cover estinfiatieitd 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 wheresglifries operate. Deposits in these banks mayeexite amounts of insurance provided
on such deposits. The Company has not experiengelbsses on its deposits of cash and cash equigale

Carrying amounts of certain of the Compariiyiancial instruments including cash and cash eajaivts, accounts receivable and accounts
payable approximate fair value due to their shaturities. Estimated fair values for marketableusities, which are separately disclosed
elsewhere, are based on quoted market pricesd@aime or similar instruments.

The Company markets and sells its productsrtarrow base of customers and generally doeeqaire collateral. In fiscal year 2002,
three customers accounted for approximately 27%q atd 20% of revenues. In fiscal 2003, four custsmaecounted for approximately
30%, 13%, 12% and 10% of revenues. In fiscal 2684, customers accounted for approximately 20%, 18886 and 12% of revenues. At
December 27, 2003, three customers accounted fooxipately 38%, 10% and 10% of accounts receivalli®ecember 25, 2004, three
customers accounted for approximately 32%, 18%1&%d of accounts receivable.

The Company operates in the intensely conpegemiconductor 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 devedppimd manufacturing products with short lifecyatesy intensify these risks. The inability
to obtain components as required, or to develop
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alternative sources, if and as required in ther&toould result in delays or reductions in prodiiipments, which in turn could have a
material adverse effect on the Company’s busirfesmcial condition, results of operations or clslws.

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 toroessoother than distributors are recognized
upon shipment or delivery depending on the termsadd. Although the Company’s distributor has nogoprotection rights or rights to return
product, other than for warranty claims, the Conyp@efers recognition of revenue and related cos¢wénues, on a gross basis, from its
distributor until the distributor confirms an ordesm its customer, given the lack of visibilitytinthe distributor’s inventory levels. Revenues
from the licensing of the Comparsytlesign and manufacturing technology, which haenbnsignificant to date, are recognized overtéhm
of the license agreement or when the significantrectual obligations have been fulfilled.

Research and Developme

Research and development costs are expegaseduared.

Advertising Cost:

Advertising costs, included in sales and ratinig expenses, are expensed as incurred. Adveresipenses in fiscal years 2002, 2003 and
2004 were approximately $114,000, $210,000 and $D8%respectively.

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 determb@sd on the difference between the financial si@té and tax bases of assets and liabilities
using enacted tax rates in effect for the yeartictvthe differences are expected to affect taxetdeme. Valuation allowances are
established when necessary to reduce deferregsatsato the amounts expected to be realized.

Segments

The Company operates in one segment fordébigd, development, manufacture, sale and supppreoision, high performance advan
semiconductor wafer probe cards, using one measuntenh profitability to manage its business.

Stoclk-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
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Company'’s net income and net income available tormon stockholders per share would have been changhld pro-forma amounts as
follows (in thousands, except per share data):

Years Ended

December 28, December 27, December 25,
2002 2003 2004
Reported net incom $ 9,36¢ $ 7,51¢ $ 25,17¢
Add: Stock-based employee compensation expensedied!in
reported net income available to common stockhe|dest of ta> 1,91( 2,44( 2,10¢
Deduct: Total stock-based employee compensatioarese
determined under the minimum and fair value basethads for
all awards, net of ta (3,619 (7,37%) (9,299
Pro forma net incom $ 7,661 $ 2,58( $ 17,98¢
Net income per share available to common stockhslder shar
Basic:
As reportec $ 0.14 $ 0.2t $ 0.67
Pro forma $ 0.0¢ $ 0.01 $ 0.4¢
Diluted:
As reportec $ 0.1C $ 0.1¢ $ 0.6
Pro forma $ 0.0¢ $ 0.01 $ 0.4¢

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 metrogdrascribed by SFAS No. 123.
Therefore, the pro forma net income and pro foretamcome per share may not be representativeuford periods. The assumptions used
are as follows:

ESPP Year ESPP Year
Stock Options Years Ended Ended Ended
December 28, December 27, December 25, December 27, December 25,
__ 2002 2003 2004 2003 2004
Risk-free interest rat 4.48% 3.00% 3.4% 0.8% 1.64%
Expected life (in years 5 5 5 0.t 0.t
Dividend yield — — — — —
Expected volatility 67% 67% 46% 67% 56%

The weightedwverage per share grant date fair value of optioasted during the years ended December 28, 208&ber 27, 2003 a
December 25, 2004 was $7.77, $8.76 and $9.40 riasplgc The weighted average estimated fair valipuschase rights granted under the
2002 Employee Stock Purchase Plan was $6.39 a8 $@r share for fiscal 2003 and fiscal 2004, retpely.

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

62




Table of Contents

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

Net Income Per Shar:

Basic net income per share available to comstockholders is computed by dividing net incomailable to common stockholders by
weighted-average number of common shares outstguficlirihe period. Diluted net income per sharevimputed giving effect to all potential
dilutive common stock, including options, warrarmsmmon stock subject to repurchase and redeeroablertible preferred stock.

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

Years Ended

December 28, December 27, December 25,
2002 2003 2004

Basic net income per shari
Numerator:

Net income available to common stockholc $ 61EF $ 5,16¢ $ 25,17¢
Denominator

Weightec-average common stock outstand 4,63¢ 21,18( 37,76:

Less: Weighte-average shares subject to repurct (225) (16€) (115)
Weighted-average shares used in computing basiac@ne per

share 4,41: 21,01: 37,641
Diluted net income per share
Numerator:
Net income available to common stockholc $ 61E $ 5,16¢ $ 25,17¢
Add preferred dividends for each Series considdiedive — 31C —
Net income available to common stockholc $ 61 $ 5,47¢ $ 25,17¢
Denominator
Weighted-average shares used in computing basiac@ne per

share 4,41: 21,01: 37,641
Add stock options, warrants and common stock stilbjeepurchas 1,49: 2,422 2,407
Add convertible preferred shares for each Seriesidered dilutive — 5,84¢ —
Weighted-average shares used in computing dilutéthnome per

share 5,90¢ 29,28( 40,05¢

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

December 28, December 27, December 2&

2002 2003 2004
Options to purchase common st¢ 1,43¢ 1,122 70¢
Warrants 46 — —
Convertible preferred stoc 22,99¢ 17,15¢ —
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Comprehensive Income (Los

Comprehensive income (loss) includes foreigmency translation adjustments and unrealizedsg@dsses) on available-for-sale
securities, the impact of which has been excludah net income and reflected as components of tddkr’'s equity. The changes in the
components of comprehensive income (loss) is redarh the Company’s consolidated statements oklstdders’ equity (in thousands):

Years Ended

December 28, December 27, December 25,
2002 2003 2004
Net income $ 9,36¢ $ 7,51t $ 25,17¢
Change in unrealized gain (loss) on marketablergexs) net of tay — 47 (49€)
Foreign currency translation adjustme — (57) (230
Comprehensive incon — $ 7,511 $ 24,45:

Accumulated balances of comprehensive loss @& follows (in thousands):

December 27, 2003 December 25, 2004
Unrealized gain on marketable securities, netx $ 47 $ (44¢)
Cumulative translation adjustmel (57) (282)
Accumulated other comprehensive | $ 4 $ (730)

Recent Accounting Pronouncemen

In March 2004, the FASB issued EITF Issue 081 (“EITF 03-1"), “The Meaning of Other-Than-Teorary Impairment and Its
Application to Certain Investments” which provideswy guidance for assessing impairment losses @siments. Additionally, EITF 03-1
includes new disclosure requirements for investmérdt are deemed to be temporarily impaired. rteSeber 2004, the FASB delayed the
accounting provisions of EITF 03-1; however thecldisure requirements remain effective for annuabpls ending after June 15, 2004. The
Company has complied with the disclosure requirdmand will evaluate the impact of EITF 03-1 ortee final guidance is issued.

On November 15, 2004, the FASB issued FASHf Bosition No. 109-2, “Accounting and Disclos@aidance for Foreign Earnings
Repatriation Provision within the American Jobsa®i@n Act of 2004 Act. The Jobs Act was enactedeotober 22, 2004 which provides for
a temporary 85% dividends received deduction otaireforeign earnings repatriated during a one-ypesiod. This pronouncement provides
guidance under FASB Statement No. 109, “Accounfiimdncome Taxes,” with respect to recording théeptial impact of the repatriation
provisions of the Act. The Company has determitedaronouncement does not impact the Company’s 208Acial statements.

In November 2004, the FASB issued Financiatdunting Standard No. 151, “Inventory Costs — ameftddment of ARB No. 43,
Chapter 4” (SFAS 151). SFAS 151 amends ARB 43, @hap to clarify that abnormal amounts of idleiliacexpense, freight, handling
costs, and wasted materials (spoilage) shoulddmgrézed as current-period charges. In additias, $tatement requires that allocation of
fixed production overheads to the costs of coneerbie based on the normal capacity of the produd#oailities. The provisions of this
Statement are effective for inventory costs inadidtaring fiscal years beginning after June 15, 200t adoption of the provisions of
SFAS 151 is not expected to have a material impat¢he Company’s consolidated result of operations.
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In December 2004, the FASB issued SFAS N8R12Share-Based PaymenSFAS No. 123R requires employee stock options mynds
to purchase shares under stock participation pgtabs accounted for under the fair value method,eiminates the ability to account for
these instruments under the intrinsic value mefiredcribed by APB Opinion No. 25, and allowed urttieroriginal provisions of
SFAS No. 123. SFAS No. 123R requires the use afpgion pricing model for estimating fair value, whiis amortized to expense over the
service periods. The requirements of SFAS No. 12&Reffective for fiscal periods beginning aftendld5, 2005. SFAS No. 123R allows for
either prospective recognition of compensation agpeor retrospective recognition, which may be badke original issuance of
SFAS No. 123 or only to interim periods in the yehadoption. Management believes the adoptionFé&SNo. 123R will have a significant
impact on net income and net income per share.

In December 2004, the FASB issued SFAS N8, Exchange of Nonmonetary Assets, an amendmeXiPBfNo. 29, Accounting for
Nonmonetary Transaction“SFAS 153"). SFAS 153 amends APB No. 29 to eliméntte exception for nonmonetary exchanges of simila
productive assets and replaces it with a genersmion for exchanges of nonmonetary assets thabtlhave commercial substance. A
nonmonetary exchange has commercial substance flithre cash flows of the entity are expectedhtange significantly as a result of the
exchange. The Company is required to adopt SFASdba prospective basis, for nonmonetary exchabnggsning after June 15, 2005. 1
adoption of SFAS No. 153 is not expected to haviergract on the Company’s consolidated result ofafiens.

Note 3—Balance Sheet Components
Marketable securities at December 25, 200%isted of the following (in thousands):

Gross Gross
Unrealized Unrealized Market
Cost Gains Losses Value
Corporate bonds and not $ 3,11¢ $ — 3 (23 $ 3,092
Municipal bonds 121,48: 4 (162 121,32
U.S. government agenci 32,49¢ — (267) 32,23:
Total $ 157,09 $ 4 3 (459 $ 156,64

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

Gross Gross
Unrealized Unrealized Market
Cost Gains Losses Value
Corporate bonds and not $ 3,251 $ 4 $ — $ 3,25¢
Municipal bonds 147,11¢ 10 ()] 147,11:
U.S. government agenci 16,00( 49 — 16,04¢
Total $ 166,36¢ $ 63 $ 17) $ 166,41

The Company’s unrealized losses of $452,00Marketable securities in fiscal 2004 were dumarily to interest rate movements.
Management does not believe that any of the uzezhlosses represented an other-than-temporaryrimgrat based upon its evaluation of
available evidence as of December 25, 2004.
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Contractual maturities of marketable secesitis of December 25, 2004 were as follows (inghods):

Market

Cost Value
Due in one year or le: $ 44,65 $  44,45¢
Due after one year through 5 ye 44,12: 43,86:
Due after 10 yeat 68,32: 68,32¢

$ 157,09 $ 156,64

For fiscal 2002 realized gains and realizexés on sales or maturities of marketable sexsifitere not material. For fiscal 2003 and
2004, the Company did not incur any realized gam®alized losses on sales of marketable seauritie

Accounts Receivable and Allowance for Doubtful Acsus

Accounts receivable consisted of trade actsorgteivable at December 27, 2003 and Decemb&(®8,. Trade accounts receivable are
recorded at the invoiced amount and do not bearrdagest. The Company estimates allowances fobtfioluaccounts based primarily on
analysis of historical trends and experience. Weeve our allowance for doubtful accounts monthlgsPdue balances over 90 days and over
a specified amount are reviewed individually folectibility. We do not have any off-balance-shertdit exposure related to our customers.

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

December 27, December 25,
2003 2004
Raw materialt $ 3,12¢ $ 4,58¢
Work-in-progress 4,62¢ 6,174
Finished good 26¢ 472
$ 8,02¢ $ 11,23:
Property and equipment consisted of the falig (in thousands):
December 27 December 25
2008 2004
Machinery and equipme $ 24,76¢ $ 30,03:
Computer equipment and softwi 6,86¢ 8,70¢
Furniture and fixture 632 2,10(
Leasehold improvemen 3,12 29,81«
35,39¢ 70,65
Less: Accumulated depreciation and amortiza (22,66%) (29,787
Constructiorin-progress 9,841 18,48’
$ 22,56¢ $ 59,35¢

Depreciation expense of property and equigrfeerthe years ended December 28, 2002, Decentheé®3 and December 25, 2004 was
approximately $5,315,000, $5,086,000 and $6,987 @&pectively. Amortization for the years ended¢&aber 28, 2002, December 27, 2
and December 25, 2004 was approximately $77,000086 and none, respectively.
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Accrued liabilities consisted of the followgiifin thousands):

December 27, December 25,
2003 2004
Accrued compensation and bene $ 7,18( $ 10,40:
Accrued commission 387 55€
Other accrued expens 2,567 3,72¢
$ 10,13¢ $ 14,68t

Note 4 —Notes Payable and Bank Line of Credit:

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 ofidreo pay down the outstanding amounts under fpériag 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 5 —Hedging

The Company purchases forward exchange adstiahedge certain existing foreign currency aeinated accounts receivable. These
hedges do not qualify for hedge accounting treatrpenthe provisions of Statement of Financial Againg Standards No. 133, “Accounting
for Derivative Instruments and Hedging ActivitieHe Company recognizes gains or losses from tloeution in foreign exchange rates
and the valuation of these hedge contracts in @keense. The Company does not use derivativediakbinstruments for trading or
speculative purposes.

As of December 25, 2004, the Company hacetfomvard exchange contracts outstanding, allovliegCompany to sell 181 million Yen
for $1.7 million with contract rates ranging fror@3l87 Yen to 110.15 Yen per U.S. dollar. The edtmidiair value for these contracts was
$1.7 million as of December 25, 2004. These cotgrae due between January 2005 and April 2005.

Note 6—Commitments and Contingencies
Environmental Matters

The Company is subject to U.S. federal aatbsind foreign governmental laws and regulatietating to the protection of the
environment. Management believes that the Compampties with all material environmental laws andulations that apply to the
Company. In late 2003 and early 2004 the Compacsived notices from the California Department okitdSubstances Control and the Bay
Area Air Quality Management District regarding d@tibns of certain environmental regulations. ThenPany promptly took appropriate
steps to address all of the violations noted, elighat all such violations were addressed, antdcegrespondence to the agencies confirr
such corrective steps. In 2003, the Company redavdotice of Violation from the Bay Area Air QugliManagement District through its
corrective action and a payment of $2,100. In 2884 Company resolved a Notice of Violation frora talifornia Department of Toxic
Substances Control through its corrective actiahayment in the amount of $7,750, resolved a MaifcViolation from the Bay Area Air
Quality Management District through its correctaation and payment in the amount of $1,000, andlved a Citation and Notification of
Penalty from the California Division of Occupatioi@afety and Health through its corrective actiod payment in the amount of $150. In
February and April 2004 the Company received d tdtbour notices from the City of Livermore WatResources
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Division regarding violations of Applicable Disclgar Limits in relation to certain of its Wastewafdscharge/ Chemical Storage permits. In
March 2004, the Company reported to appropriateaities release of a fuel/water mixture resultimg Notice of Violation from the City of
Livermore Water Resources Division. The Companyebes it instituted appropriate corrective actiNotwithstanding the Company’s
corrective action, the Notices of Violation remaimresolved and the Company may be subject to dtpemaadditional enforcement actions
based thereupon. In August 2004, the Company reghéotthe appropriate authorities overflow of wastier. The Company has not yet
received any formal notices from an agency or govental authority regarding any potential violat@mmotice of violation; and the matter,
to date, remains unresolved.

In the future, the Company may receive emvitental violation notices, and that final resolntaf the violations identified by these
notices could harm its operating results. New landg regulations, stricter enforcement of existengd and regulations, the discovery of
previously unknown contamination at the Company’stbers’ sites or the imposition of new cleanuguisements could also harm the
Company’s operating results.

Leases

The Company leases its facilities under wagioperating leases which expire through DecembE2.2n 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 DecembeR@®4, aggregate future minimum lease paymentasafellows (in thousands):

2005 $ 3,027
2006 2,33¢
2007 2,36¢
2008 2,45(
2009 2,53¢
Thereaftel 7,92¢

$ 20,64

Rent expense for the years ended Decemb@0P2, December 27, 2003 and December 25, 2004ap@meximately $2,902,000,
$3,417,000 and $3,505 ,000, respectively.

Indemnification Arrangements

The Company enters into indemnification agements 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 th@r@any’s products made against those third pafiesse arrangements may limit the
time within which an indemnification claim can bade, the type of the claim and the total amourttttteeCompany can be required to pa
connection with the indemnification obligation.dddition, the Company has entered into indemnificaagreements with its directors and
officers, and the Company’s bylaws contain indematfon obligations in favor of the Company’s dii@s, officers and agents. It is not
possible to determine or reasonably estimate thérman potential amount of future payments undes¢h@demnification arrangements due
to the varying terms of such arrangements, thetisif prior indemnification claims and the unidgfaets and circumstances involved in each
particular arrangement and in each potential futlaien for indemnification. The Company is not awaf any requests for indemnification
under these arrangements. The Company has notlegtany liabilities for these
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indemnification arrangements on the Company'’s citesied balance sheet as of December 27, 2003 andriiber 25, 2004 and believes the
estimated fair value of these arrangements is n@him

Legal Matters

In February 2004, the Company filed in theBé&outhern District Court, located in Seoul, $oiibrea, two separate complaints against
Phicom Corporation (“Phicom”), a Korean corporatiateging infringement of a total of four Koreaatents issued to the Company. One
complaint alleges that Phicom is infringing the Qxamy’s Korean Patent Nos. 252,457, entitled “MetbbHBabricating Interconnections
Using Cantilever Elements and Sacrificial Subsgdtand 324,064, entitled “Contact Tip StructuresMicroelectronic 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 ongoffats to protect the intellectual property
embodied in its proprietary technology, includitgyMicroSpring interconnect technology.

In March 2004, Phicom filed in the Koreaneligctual Property Office invalidity actions chalfgng the validity of some or all of the
claims of each of the four Company patents-at-issulovember 2004, the Korean Intellectual Prop€rfice dismissed Phicom’s
challenges against three of the patents-at-issuehas but did not rule on the fourth. Phicom hgzealed the dismissals of the challenges.
Other third parties have initiated challenges iriign patent offices against other Company patéifts.Company does not have a monetary
damages exposure in these various invalidity prdicgs.

On March 4, 2005, the Company filed a pateiningement lawsuit in federal district court irr€gon against Phicom charging that it is
willfully infringing four U.S. patents that coveely aspects of the Company’s wafer probe cardscoh®laint in this action alleges that
Phicom has incorporated FormFactor proprietaryrteldgy into its products and seeks both injunctelef and monetary damages. The
U.S. patents identified in the complaint are U.&eRt No. 5,974,662, entitled “Method of Plananiifips of Probe Elements of a Probe Card
Assembly”, U.S. Patent No. 6,246,247, entitled Hr&€ard Assembly and Kit, and Methods of Using Saki&s. Patent No. 6,624,648,
entitled “Probe Card Assembly” and U.S. Patent®894,152, entitled “Fabricating Interconnects &ips Using Sacrificial Substrates”. As
of the date of this Annual Report, Phicom had esponded to this complaint.

The Company could incur material expensedkése litigations.

From time to time, the Company may becomelied 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

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.

Prior to our initial public offering in Jur®03, holders of redeemable convertible prefertecksSeries B-G and Series A were entitled to
cumulative dividends and non-cumulative dividerrdspectively, which were payable when and as dedlby the Board of Directors. No
dividends on common stock could be paid until alidends on the redeemable convertible preferreckstvere paid. Also, the holders of
redeemable convertible preferred stock were edttteparticipate on an as converted basis in avigelnds paid on common stock.
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Note 8—Stockholders’ Equity (Deficit):
Preferred Stock

The Company has authorized 10,000,000 sldinasdesignated preferred stock, $0.001 par valaee of which is issued and outstand
The Company’s Board of Directors shall determirerights, preferences, privileges and restrictmithe preferred stock, including
dividends rights, conversion rights, voting righitsms of redemption, liquidation preferences, isigkund terms and the number of shares
constituting any series or the designation of aries.

Common Stocl

Each share of common stock has the righhtowwote. The holders of common stock are alsoledtib receive dividends whenever funds
are legally available and when declared by the 8o&Directors, subject to the prior rights of haddl of all classes of stock outstanding
having priority rights as to dividends. No dividenaave been declared or paid as of December 28, 200

During fiscal 2002, the Company issued fulbgted unrestricted common stock in exchange fodgor services from non-employees.
The Company believes that the fair value of thermom stock is more reliably measurable than theviaine of the consideration received.
The Company has measured these transactions beirfigit value of the unrestricted common stoclhattime of issuance and has recogn
the related expenses immediately.

Warrants

In September 2000, the Company entered istevan 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 af@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 22,75@eshan March 22, 2003 if, on or bef
that date, the warrant holder had achieved spdaifienmercial milestones. Further, the warrant agitome exercisable immediately with
respect to all 45,500 shares if the warrant hdhderachieved certain higher commercial milestoAs®f December 25, 2004, 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 capitalizesh ather asset, and is being amortized againshuevesing the straight-line method over
the expected life of the technology of five yedrise 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 &inissuance under the 1996 Stock Option Placgrtive Option Plan and
Management Incentive Option Plan (the “Plans”). &mnall 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 optiongxan 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 adddichree years. The options have a maximum term
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of ten years. Unvested option exercises are sutgjgeipurchase upon termination of the holder’tustas an employee or consultant. At
December 27, 2003 and December 25, 2004, 154,&rgsbf common stock and 33,895 shares of commogR,sEespectively, were subject
to the Company’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 ofaliCompany’s common stock. The 2002 Plan providethfagrant of both incentive stock
options and nonqualified stock options, restrictmtk and stock bonuses. The incentive stock optiaay 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 stations must be at least equal to the fair mark&teszof common stock on the date of grant.
The exercise price of incentive stock options grdrib 10% stockholders must be at least equal@®61df the fair market value of common
stock on the date of grant and vest over 5 yegrsofs granted under the 2002 Plan are exercisabtetermined by the Board of Directors,
and generally expire ten years from date of graéiné. Company has reserved 500,000 shares of commckfsr issuance under the 2002
Plan plus any shares which have been reservedobigsued under the Company’s existing Plans, ghysshares repurchased at the original
purchase price and any options which expire, thHemeaVith the effectiveness of the 2002 Plan,@menpany will not grant any options under
the 1996 Stock Option Plan, the Incentive OpticamRind the Management Incentive Option Plan. litiaddon each January 1, the number
of shares available for issuance under the 2002 Wil be increased by an amount equal to 5.0%efdutstanding shares of common stock
on the preceding day.

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

Outstanding Options and Awards

Weighted

Average

Shares Number of Aggregate Exercise

Available Shares Exercise Price Price Price

Balances, December 29, 20 1,497,93! 4,162,45.  $ 0.10-6.5C $ 21,22 $ 5.1C
Additional shares reservt 3,500,001 — — — —
Options grante: (1,999,24) 1,999,24. 6.5(-8.0C 13,36+ 6.6¢
Options exercise — (223,11) 0.10-6.5C (1,070 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 32,12t 5.6t
Additional shares reservt 500,00( — — —
Options grante: (1,807,54) 1,807,54 6.5(-26.07 29,57 16.3¢
Options exercise — (425,65 0.1¢-9.0C (1,65%) 3.8¢
Options cancele 399,99¢ (399,996 2.5(-19.5( (2,579 6.44
Balances, December 27, 20 2,325,70I 6,685,92 0.1(-26.07 57,46¢ 8.6(
Additional shares reservt 1,840,50: — — — —
Options grante: (1,287,32) 1,287,32! 17.0€-27.1¢ 26,67« 20.7:
Restricted stock grante (38,437 — — — —
Options exercise — (1,789,49) 0.17%-20.4¢ (10,39 5.8C
Options cancele 361,00° (361,007 3.25-21.8¢ (4,560) 12.6°
Balances, December 25, 20 3,201,45: 5822,74 % 0.1(-$27.1¢ $ 69,18¢ $ 11.8¢

The number of options outstanding and veatddiecember 25, 2004 was 1,893,540 shares.

71




Table of Contents

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

The options outstanding and vested by exemie at December 25, 2004 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( 0.41 $ 0.1C 15,000 $ 0.1¢
$0.50 50C 2.8t 0.5C 50C 0.5C
$0.80 22,33¢ 2.9¢ 0.8C 22,33¢ 0.8(
$1.25 8,06( 3.3C 1.2t 8,06( 1.2
$1.50 1,35( 3.87 1.5C 1,35( 1.5C
$2.50 10,67t 4.21 2.5C 10,67t 2.5(C
$3.25 284,67: 4.4¢€ 3.2t 284,67. 3.2t
$3.75 632 4.57 3.7t 632 3.7¢
$4.25 1,18¢ 4.7t 4.2t 1,18¢ 4.2¢
$5.50 396,34! 5.7C 5.5C 396,34! 5.5C
$6.00 245,26¢ 6.11 6.0C 222,41 6.0C
$6.50 1,975,60. 7.1¢€ 6.5C 418,33. 6.5(C
$7.50— $8.00 134,63t 7.3¢ 7.8¢ 57,84¢ 7.8
$9.00 240,67. 8.3¢ 9.0C 64,32: 9.0C
$14.00 276,44¢ 8.4¢ 14.0(C 276,44¢ 14.0(
$17.06— $18.45 385,53! 9.4% 17.7¢ 16,49« 17.7¢
$18.55— $19.50 1,003,44. 8.7t 19.3¢ 70,92 19.15
$19.74— $20.49 425,68: 9,47 20.0¢ 16,78¢ 20.1¢
$20.64— $24.49 101,50( 9,3: 21.7¢ 2,291 22.0(
$24.93— $26.02 256,00( 9,82 25.9¢ 6,31¢ 25.4:
$26.07— $27.16 37,20( 9.92 26.9¢ 603 26.2¢
5,822,74i 7.7:% $ 11.8¢ 1,89354 $ 7.57

Deferred stoc-based compensatic

During fiscal 2001 and fiscal 2002, and tlylothe Company’s initial public offering in June0®) 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 deeraidrfarket value of the Company’s stock at the grahis deferred stock-based
compensation is being amortized to expense ora@Btrline basis from the date of grant throughwuésting period, generally four years to
five years. During the years ended December 28 2D8cember 27, 2003, and December 25, 2004, thegp@oy has recorded deferred
stock-based compensation (cancellation), relatékese options in the amounts of $9,153,000, $282ahd $(830,000) respectively, of
which $2,465,000, $3,162,000 and $2,639,000 had Be®rtized to expense during fiscal 2002, 2003208, respectively.
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Restricted Stock Unit

During fiscal 2004, the Company issued 38 gi3&es of restricted stock to its new presideiaasof his initial compensation package.
The closing market price of the Company’s commanlstvas $26.02 per share on the date of grantrdstected stock units vest in four
equal installments on January 1 of each of 2008722008 and 2009. The Company recorded an aggref&tL.0 million in deferred stock-
based compensation which will be amortized as cosgieon expense over the vesting period. The Coynpaoognized $20,000 in stock-
based compensation expense in fiscal 2004 relatesktricted stock.

2002 Employee Stock Purchase PI

On April 18, 2002, the Board of Directors epged 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 basisutifrgayroll deductions or through a
single lump sum cash payment in the case of teedifering period. Except for the first offeringniod which had a seven-month duration,
each offering period is be for two years and cassi§four six-month purchase periods. The pricthefcommon stock purchased is 85% of
the lesser of the fair market value of the comntonkson the first day of the applicable offeringipd or the last day of each purchase pel
1,500,000 shares of common stock are reserveddoance under the 2002 ESPP and will be increasedah January 1 by an amount equal
to 1.0% of the outstanding shares of common stocthe preceding day. No shares had been purchasked the 2002 ESPP as of
December 27, 2003. As of December 25, 2004 287%B3a6es had been purchased under this programeigated average purchase price of
$11.87.

Notes receivabl

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 isteede, ranging from 4.46% to 6.60%, and haveddues 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 notes, or both, in event of default. The natescollateralized by the underlying shares of comstock. As of December 25, 2004, the
notes receivable had been fully paid.

Note 9—Income Taxes:
The components of income (loss) before inctares were as follows (in thousands):

Years Ended

December 28, December 27, December 25,
2002 2003 2004
u.s. $ 7,013 $ 13,02¢ $ 39,64
Foreign (1,205 (867) (579
$ 5,80¢ $ 12,16¢ $ 39,06:
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The components of the (provision) benefitifmome taxes are as follows (in thousands):
Years Ended

December 28, December 27, December 25,
2002 2003 2004
Current:
Federa $ (385) $ (3,03)) $ (15,87¢)
State 14 2 (1,887
Foreign (149 (15¢) (252)
(5149 (3,197 (18,01%)
Deferred:
Federa 2,457 (1,085 3,67¢
State 1,61¢ (379 451
4,07z (1,459 4,13(
Benefit (provision) for income taxe $ 3,55¢ $ (4,649 $ (13,88%)

At December 25, 2004, the Company had rebeaedit carryforwards of approximately $1,024,8600state income tax purposes. The
state research credit can be carried forward indely.

Under the Internal Revenue Code, as amerahetisimilar state provisions, certain substantiaihges in the Company’s ownership could
result in an annual limitation on the amount ofestaredit and state net operating loss carryfors/étndt can be utilized in future years to of
future taxable income. Annual limitations may résmithe expiration of net operating loss and drediryforwards before they are used.

Components of the Company’s net deferrecatmets are as follows (in thousands):

December 27, December 25,
2003 2004
Net operating losse $ 38 $ —
Tax credits 84t 1,024
Depreciation and amortizatic (59 (85%)
Non-statutory stock option 1,052 1,40:
Inventory reservi 1,65¢ 4,98¢
Other reserves and accru 492 1,60(
$ 4,027 $ 8,157

Management periodically evaluates the recbiéty of the deferred tax assets and recognizeddx benefit only as reassessment
demonstrates that they are realizable. At such, tihitds determined that it is more likely thaotrthat all U.S. deferred tax assets are
realizable, the valuation allowance will be adjdstés of December 27, 2003 and December 25, 206@4Cbmpany has not provided a
valuation allowance because it believes it is nligedy than not that all deferred tax assets wéllrealized in the foreseeable future.

Tax benefits of $8,556,000, $1,668,000 anteria fiscal 2004, 2003 and 2002, respectivelyoeiated with the exercise of employee
stock options and other employee stock programs a#wcated to stockholders’ equity.
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The items accounting for the difference bemvimcome taxes computed at the federal statusdeyand the (provision) benefit for income
taxes consisted of:

Years Ended

December 28, December 27, December 25,
2002 2003 2004
Federal statutory ra: $ (1,979 $ (4,25%) $ (13,677)
State income tax, net of credits and federal be (99) (365) (1,169
Non-deductible deferred sto-based compensatic (47¢€) (53%) (255)
Foreign earnings taxed at a different 1 (567) 53 (165)
Foreign losses not utilize (2,619 (396 (219)
Extraterritorial income exclusic 192 53t 83¢
Tax credits 3432 32¢ 543
Tax exempt interes — — 617
Permanent items and othe (308 12 (415)
Change in valuation allowan: 9,061 — —
Total $ 3,55¢ $ (4,649 $ (13,88%)

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 compéng, not to exceed the statutory
amount, and the Company may make matching conimitsit The Company made no contributions to theengient plan in fiscal 2002 and
2003. The Company recorded expenses for matchimigilsotions for fiscal 2004 of $128,000.

The Company provides a tax-qualified prdfidisng retirement plan for the benefit of eligikelaployees in the U.S. This defined
contribution plan is designed to provide employw#h an accumulation of funds for retirement orme-tleferred basis and provide for annual
discretionary employer contributions. The Compaxyessed $1,092,000 for the qualified U.S. profdrghg retirement plan in fiscal 2004.

Note 11—Operating Segment and Geographic Information:

The Company operates in one segment regatidéndesign, development, manufacture, sale angbsupf precision, high performance
advanced semiconductor wafer probe cards. In aanoedwith SFAS No. 131 (“SFAS No. 131"), “DisclossrAbout Segments of an
Enterprise and Related Information,” the Compaiyiief operating decision-maker have been identéigthe Chief Executive Officer and
the President, who review operating results to ntiasions about allocating resources and assegsifgrmance for the entire company.
Since the Company operates in one segment anceigroup of similar products and services, all feiahsegment and product line
information required by SFAS No. 131 can be foumthie consolidated financial statements.

Geographic revenue information for the threars ended December 25, 2004 is based on thecingdocation of the customer. Property
and equipment information is based on the physication of the assets at the end of each of Hualfiyears.
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The following table summarizes revenue byggaphic region based upon invoicing location:

Years Ended

December 28, December 27, December 25,
2002 2003 2004
United State! 55.6% 50.1% 35.8%
Taiwan 20.¢ 13.F 20.C
Japar 7.1 20.1 25.k
Asia (excluding Japan and Taiwe 0.¢ 6.C 5.4
Europe 15.F 10.5 13.5
Total 100.(% 100.(% 100.(%
Net property and equipment by country wasllas (in thousands):
Years Ended
December 27 December 25
2003 2004
United State: $ 21,74« $ 58,24¢
Japar 35 67€
Asia (excluding Japatr 434 30¢€
Europe 358 12¢
Total property and equipment, r $ 22,56¢ $ 59,35¢

Revenues to Intel Corporation representefl9aef the Company’s fiscal 2002 revenues, 30.1%tsoal 2003 revenues and 14.5% of
fiscal 2004 revenues. Revenues to Spirox Corparagpresented 20.9% of the Company'’s fiscal 2008mees, 13.4% of fiscal 2003
revenues and 20.0% of fiscal 2004 revenues. Regdaonuafineon Technologies AG represented 20.1%h@fCompany’s fiscal 2002
revenues, 10.3% of fiscal 2003 revenues and 11f&¥%oal 2004 revenues. Elpida represented 12.4%eCompany’s fiscal 2003 revenues
and 18.7% of fiscal 2004 revenues. No other custoapesented greater than 10% of the Company&negas in fiscal 2002, 2003 and 2004.

Note 12 —Related Party Transactions:

The Company provided services or sold praltactelated parties, who are also stockholdetseCompany’s common stock. For the
years ended December 28, 2002 and December 23 r2@nue recognized from these related partieshd@$539,000 and 42,676,0(
respectively. At December 27, 2003, the Compamydtzounts receivable of $3,707,752 from theseaelparties. There were no such
transactions with related parties as of Decembgef@864.

The Company purchased inventories from rdlpteties, and paid commissions to related pantibis, are also stockholders of the
Company’s common stock. For the years ended Deae@)@002, December 27, 2003 and December 25, 2@0¥%actions with these
related parties were $9,767,000, $13,155,000 arPZH00, respectively. At December 27, 2003 anckboer 25, 2004, the Company had
accounts payable of $2,627,000 and $3,764,000ectsply, 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 was also aiceffof that company. This transaction was negadiat arms 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.

76




Table of Contents

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

Note 13— Restatement of Financial Statements

On July 20, 2004, the Company restatedntsnitial results for fiscal years 2001, 2002, 2063 the three months ended March 27, 2004
to reflect an adjustment to the amortization scheedtideferred stock-based compensation recordedninection with its June 2003 initial
public offering. In connection with this adjustmetite Company reclassified a portion of the stoakdnl compensation expense from
operating expenses to cost of revenues and haeckits provision for income taxes accordingly. @hgregate amount of deferred stock-
based compensation initially recorded remained angad.

The adjustment to the amortization schedeiited to pre-IPO “refresh” stock option grantsigssin 2001 and 2002. These option grants
were designed to add an additional year on to #séing period of the employees’ existing optiomngra his provides employees’ with
consistent option compensation following full vagtiof their original option grants, which generailycurs four years after grant. In
connection with its IPO, the Company recorded $8ilBon of deferred stock-based compensation festh“refresh” grants to be amortized
over their future one year vesting period. During second quarter of 2004, the Company'’s indepéradetitors indicated that deferred stock
based compensation relating to these “refresh”tgratmould have been amortized from the date oftghaough the vesting period rather than
during the vesting period. At the recommendatioitaudit committee, the Company disclosed thaen&ab the SEC, Office of the Chief
Accountant, to report and confirm that the amotiimashould begin from the grant date. The adjustmesulted in higher stock based
compensation expense for the years fiscal 200Lgfrdiscal 2004, and lower stock-based compensatipense in fiscal 2005 through fiscal
2007 related to these “refresh” grants.

The periods affected by the restatement dedufiscal years ended December 29, 2001, Deced®@002, December 27, 2003 and the
three months ended March 27, 2004. The restatelmaghio impact on the Company’s net cash flows foperating activities or on the
Company’s cash and cash equivalents in the coradeticsstatements of cash flows for the periods texsta

On November 30, 2004, the Company restasgfthiancial results for fiscal years 2001, 2002 2663 and the three months ended
March 27, 2004, June 26, 2004 and September 23, 200eflect an adjustment to its calculation aie and diluted net income (loss) per
share available to common stockholders. The restaiedid not affect the Company’s reported netine®r its balance sheet or cash flow
statements for any period. The Company did notipusly reflect the impact of cumulative dividendhts and participating dividend rights
its redeemable convertible preferred stock indtisulation for either basic or diluted net incorfees§) available to common stockholders per
share has adjusted its calculations according f&S83%0. 128 “Earnings Per Share” and EITF Topic D-®fect of Participating Convertibl
Securities on the Computation of Basic EarningsSiere”.

Note 14 —Subsequent Events:

On February 15, 2005, the Company approvedthnt of options to purchase 579,620 sharesrmofraan stock under the Plans at an
exercise price of $23.56 per share.
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FORMFACTOR, INC.
VALUATION AND QUALIFYING ACCOUNTS
For the Years Ended December 28, 2002, December 2003 and December 25, 2004

Balance at Balance
Beginning at End of
Description of Year Additions Deductions Year

(In thousands)
Allowance for doubtful accounts receival

Year ended December 28, 2C $ 414 $ 16E $ 32€ $ 25%

Year ended December 27, 2C $ 255 $ — $ 15C $ 10z

Year ended December 25, 2C $ 103 $ — $ 62 $ 41
Reserve for excess and obsolete inven

Year ended December 28, 2C $ 8,61¢ $ 1,27¢ $ 2,43¢ $ 7,45¢

Year ended December 27, 2C $ 7,45¢ $ 1,95¢ $ — $ 9,41t

Year ended December 25, 2C $ 9,41¢ $ 4,462 $ 994 $ 12,88t
Allowance against deferred tax ass

Year ended December 28, 2C $ 9,061 $ — $ 9,061 $ —

Year ended December 27, 2C $ — $ — % — $ —

Year ended December 25, 2C $ — $ — % — $ —
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Set forth below is a list of exhibits that dreing filed or incorporated by reference ints tReport 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
Incorporation of the Registrant as filed with the
Delaware Secretary of State on June 17, 2 S-1 33310981 10/20/0: 3.01
3.02 Amended and Restated Bylaws of the
Registrant S1 33310981 10/20/0: 3.0Z
4.01 Specimen Common Stock Certifica S-1/A 333-8673¢ 5/28/0: 4.01
4.02 Sixth Amended and Restated Rights Agreer
by and among the Registrant and certain
stockholders of the Registrant dated July 13,
2001. S1 333-8673¢ 4/22/0: 4.0z
4.02 Stockholders Agreement by and among the
Registrant, Dr. Igor Y. Khandros, Susan Bloch
and Richard Hoffman dated February 9, 1¢ S-1 333-8673¢ 4/22/0z 4.0z
4.04 Stockholders Agreement by and among the
Registrant, Dr. Igor Y. Khandros, Susan Bloch
and Milton Ohring dated April 11, 199 S-1 333-8673¢ 4/22/0z 4.04
4.0t Stockholders Agreement by and among the
Registrant, Dr. Igor Y. Khandros, Susan Bloch
and Benjamin Eldridge dated August 12, 1¢ S-1 333-8673¢ 4/22/0z 4.0t
4.0€ Stockholders Agreement by and among the
Registrant, Dr. Igor Y. Khandros, Susan Bloch
and Charles Baxley, P.C. dated September 8,
1994. S1 33:-8673¢ 4/22/0: 4.0¢
10.01 Form of Indemnity Agreemen S-1/A 333-8673¢ 5/28/0: 10.01
10.02 1995 Stock Plan, and form of option gre S-1 333-8673¢ 4/22/0z 10.0z
10.03 1996 Stock Option Plan, and form of option
grant. S1 33:-8673¢ 4/22/0: 10.0z
10.04 Incentive Option Plan, and form of option gr: S-1 333-8673¢ 4/22/0z 10.0¢
10.05 Management Incentive Option Plan, and form
of option grant S-1 333-8673¢ 4/22/0z 10.0¢
10.0€ 2002 Equity Incentive Plan, and forms of op
grant. S-1/A 33:-8673¢ 6/10/0: 10.0¢
10.07 2002 Employee Stock Purchase P S-1/A 333-8673¢ 6/10/0: 10.07
10.08 Key Management Bonus Plan (20C S-1/A 333-8673¢ 6/10/0: 10.08.:
10.0¢ Sales Incentive Plan (first half 200 S-1/A 333-8673¢ 6/10/0: 10.09.:
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Sales Incentive Plan (second half 20( S-1

10.11* Key Management Bonus Plan (20C 10-K

10.12* Sales Incentive Plan (first half 200. 10-K

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

Employment Offer Letter dated October 29,
1998 to Yoshikazu Hatsukar S-1

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

First Option to Extend Lease Term by and

between Paul E. lacono and the Registrant (
October 4, 2002 for the Lease between the

parties dated June 26, 19! S-1/A

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

First Option to Extend Lease Term by and

between Paul E. lacono and the Registrant (
October 4, 2002 for the Lease between the

parties dated April 12, 199 S-1/A

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

First Option to Extend Lease Term by and

between Paul E. lacono and the Registrant (
October 4, 2002 for the Lease between the

parties dated November 20, 19 S-1/A

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

First Option to Extend Lease Term by and

between Paul E. lacono and the Registrant (
October 4, 2002 for the Lease between the

parties dated April 24, 199 S-1/A

Lease by and between Richard K. and Pamela

K. Corbett, Robert and Cheryl Rumberger,

Connie Duke and the Registrant dated

March 12, 1998 S1
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10.28

10.2¢€

10.3C

10.31

10.32
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First Amendment to Standard Industrial/ Single
Tenant Lease —Net by and between Richard

Corbett and Pamela K. Corbett, Robert

Rumberger and Cheryl Rumberger, and the
Registrant dated April 30, 200 S-1/A

Lease by and between L One and the Registrant
dated March 25, 199 S-1

Pacific Corporate Center Lease by and between
Greenville Investors, L.P. and the Registrant
dated May 3, 2001 S-1/A

First Amendment to Pacific Corporate Center
Lease by and between Greenville Investors,
and the Registrant dated January 31, 2 S-1/A

Pacific Corporate Center Lease by and between
Greenville Investors, L.P. and the Registrant
dated May 3, 2001 S-1/A

First Amendment to Pacific Corporate Center
Lease by and between Greenville Investors,
and the Registrant dated January 31, 2 S-1/A

Pacific Corporate Center Lease by and between
Greenville Investors, L.P. and the Registrant
dated May 3, 2001 S-1/A

First Amendment to Pacific Corporate Center
Lease by and between Greenville Investors,
and the Registrant dated January 31, 2 S-1/A

Third Amended and Restated Loan and Sec
Agreement by and between Comerica Bank —
California and the Registrant dated February

2003. S-1/A

Basic Purchase Agreement by and among

Infineon Technologies Aktiengesellschaft,

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

July 9, 1999 S-1/A

Letter Agreement by and between Infineon

Technologies Aktiengesellschaft and the
Registrant dated July 19, 20( S-1/A
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10.34

10.3¢

10.3€

10.37

10.38

10.3¢

10.4C

1041

1042

10.43

Letter Agreement by and between Infineon
Technologies Aktiengesellschaft and the
Registrant dated July 1, 20( S-1

Letter Agreement by and between Infineon
Technologies Aktiengesellschaft and the
Registrant dated December 10, 2C 10-K

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

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

2003. S-1

Probecard Purchase Agreement by and between
Samsung Electronics Industries Co., Ltd. and
the Registrant dated November 22, 2( S-1/A

Agreement by and between Samsung

Electronics Industries Co., Ltd. and the

Registrant dated October 31, 2001,Agreement

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

Registrant dated January 22, 20 S-1/A

Intel Corporation Purchase Agreement —

Capital Equipment and Services by and bet

Intel Corporation and the Registrant dated

January 8, 2001, and as amended on Janua

2001, on March 1, 2001,and on April 1, 20 S-1/A

Amendment to Intel Corporation Purchase
Agreement by and between Intel Corporation
and the Registrant dated May 22, 2C S-1/A

Amendment to Intel Corporation Purchase
Agreement by and between Intel Corporation
and the Registrant dated June 30, 2I S-1

Production and Development Materials and
Services Purchase Agreement by and between
Harbor Electronics and the Registrant dated

April 17, 2002. S-1/A
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10.44 Production and Development Materials and
Services Purchase Agreement by and between
NTK Technologies and the Registrant de
June 25, 200z S-1/A 33:-8673¢ 6/10/0: 10.2¢

10.45* Probe Card Purchase Agreement by and
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, 20l 10-K 00C-50307 3/22/0¢ 10.4¢

10.46 Written description of material definitive
agreement to increase director compensation

entered into on February 16, 20! 8-K 00C-50307 2/16/0¢ —
10.47 Intel Agreement Amendment — — — — X
10.48 Form of Change of Control Severance

Agreement — — — — X
10.49 Joseph Bronson offer lette — — — — X
10.50 Ronald Foster offer lette — — — — X
21.01 List of Registrant's subsidiaries S-1 333-8673¢ 4/22/0z 21.01

23.01 Consent of Independent Registered Public
Accounting Firm. — — — — X

31.01 Certification of Chief Executive Officer
pursuant to 15 U.S.C. Section 7241, as adopted
pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002. — — — — X

31.02 Certification of Chief Financial Officer

pursuant to 15 U.S.C. Section 7241, as adopted

pursuant to Section 302 of the Sarbanes-Oxley

Act of 2002. — — — — X
32.01** 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 Sarbar-Oxley Act of 200z — — — — X

* Confidential treatment has been requesteghdotions of this exhibit. These portions have besgritted from this Form 10-K and have
been filed separately with the Securities and EmgeaCommissior

** This exhibit shall not be deemed “filed” for guoses of Section 18 of the Securities ExchangeoAt834 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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Exhibit 10.47
AMENDMENT “V” TO THE
CAPITAL EQUIPMENT AND SERVICE AGREEMENT
between
INTEL CORPORATION
and
FORMFACTOR INC.
INTEL AGREEMENT NUMBER C_-05673
Amendment Effective Date: 1/08/2005

WHEREAS , Intel Corporation and FormFactor, Inc. (“Selleffipve entered into a Capital Equipment and SeAgreement, Intel
Agreement No. C-05673 (hereinafter called “Agreethatated 1/8/01, as amended by Amendment(s) Qddkt22-01, Amendment P dated
4-23-01, Amendment Q dated 9-3-01, Amendment Rdd2#/02, Amendment S dated 6/30/03; Amendmenttédda/8/04, and by
Amendment U dated 9/1/04 and

WHEREAS , the parties wish to amend the Agreement to extiead erm of the Agreement through 7/8/2005 ashforthis Amendment
“V.

THEREFORE , for valuable consideration, the adequacy andpeoéwhich are hereby acknowledged, the partgrea as follows:

1. PRE-ESTABLISHED TERMS

All Terms and conditions of the Agreement remaifuihforce and effect and apply to this Amendmemtless specifically modified belo

2. AGREEMENT MODIFICATIONS

The parties agree to extend the Term of the Agregnrecluding all of the aforementioned amendmdinéseto, through July 8, 2005.

AGREED:

INTEL CORPORATION FORMFACTOR, INC.

By: /s/ MIKE DICKEN By: /s/ PETER B. MATTHEW¢
Mike Dicken Peter B. Mathew

(Printed Name) (Printed Name)

Commodity Manage VP — Worldwide Sale:

(Title) (Title)

Dec 131, 2004 January ¥4, 2005

(Date) (Date)



Exhibit 10.48

FORMFACTOR, INC.

CHANGE OF CONTROL SEVERANCE AGREEMENT

This Change of Control Severance Agreemest‘{thgreement) is made and entered into effective as of (the “ Effective
Date”), by and between (the “ Employe€’) and FormFactor, Inc., a Delaware corporatiom (ttCompany’).
RECITALS

WHEREAS, the Company considers it essentitthédbest interests of its shareholders to foltcontinuous employment of key
management personnel;

WHEREAS, the Board of Directors of the Compéme “ Board") recognizes that, as is the case with many plybheld corporations, tt
possibility of a Change in Control (as defined bélexists and that such possibility, and the uraiety and questions which it may raise
among management, could result in the departudéstraction of management personnel to the detrirokthe Company and its
shareholders; and

WHEREAS, the Board has determined that apjatssteps should be taken to reinforce and engette continued attention and
dedication of members of the Company’s managenmaitiding the Employee, to their assigned dutigheit distraction in light of the
possibility of a Change in Control;

NOW THEREFORE, in consideration of the premiaad the mutual covenants herein contained, tnep@oy and the Employee hereby
agree as follows.

ARTICLES
1. Definitions. The following terms referred to in this Agreemshall have the following meanings.

“ Caus¥€ shall mean (i) any act of personal dishonesteitely the Employee in connection with his or hepomsibilities as an
employee which is intended to result in substap@gsonal enrichment of the Employee and is reddpitiiely to result in material harm
to the Company, (ii) the Employee’s conviction debony, (iii) a willful act by the Employee whidatonstitutes misconduct and is
materially injurious to the Company, or (iv) contéd willful violations by the Employee of the Empé®’s obligations to the Company
after the Employee has received a written demangddormance from the Company which described#sis for the Company’s belief
that the Employee has not substantially performieadhher duties.
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“ Change of Contrdlshall mean the first to occur of any of the feliog events after the date hereof:

(i) the consummation of a merger or consoiatabf the Company with any other corporation, otifian a merger or consolidati
which would result in the voting securities of thiempany outstanding immediately prior thereto aaritig to represent (either by
remaining outstanding or by being converted intexathanged for voting securities of the survivingitg) more than sixty percent
(60%) of the total voting power represented bywbeng securities of the Company or such survivengity outstanding immediately
after such merger or consolidation; or

(i) (A) any approval by the shareholdersted Company of a plan of complete liquidation of @@mpany, other than as a result
of insolvency or (B) the consummation of the saléisposition (or the last in a series of saledispositions) by the Company of all
or substantially all of the Company’s assets, othan a sale or disposition to a wholly-owned dimdndirect subsidiary of the
Company and other than a sale or disposition whighld result in the voting securities of the Compantstanding immediately
prior thereto continuing to represent (by beingwasted into or exchanged for voting securitieshaf ¢ntity to which such sale or
disposition was made) more than sixty percent (668te total voting power represented by the \@8ecurities of the entity to
which such sale or disposition was made after saédor disposition; or

(i) any “ persori (as such term is used in Sections 13(d) and 1df(the Securities Exchange Act of 1934, as amended
becoming the “ beneficial ownéKas defined in Rule 13d-3 under said Act), dikeor indirectly, of securities of the Company
representing 40% or more of the total voting poregresented by the Company’s then outstanding gatturities; or

(iv) during any period of two consecutive y&after the Effective Date, Incumbent Directorsseefor any reason to constitute a
majority of the Board.

“ Compensation Continuation Peribghall mean the period of time commencing with dag¢e of the Employee’s Involuntary
Termination at any time within twelve (12) montliteaa Change of Control and ending with the exjgraof twelve (12) months
following the date of the Employee’s Involuntaryrifenation.

“ Good Reasohshall mean the occurrence of any of the followifigwithout the Employee’s express written cortsermaterial
reduction of the Employee’s duties, position opessibilities relative to the Employee’s dutiessipion or responsibilities in effect
immediately prior to the Change of Control; (iijeluction by the Company of the Employee’s basargar bonus opportunity as in
effect immediately prior to such reduction; (iiiyreaterial reduction by the Company in the kindemel of employee benefits to which the
Employee is entitled immediately prior to such retthn with the result that the Employee’s overahbfits package is materially
reduced; (iv) without the




Employee’s express written consent, the relocaifadhe Employee to a facility or a location moraritfive (5) miles from his or her
current facility and the new location is more tliidty (50) miles the Employee’s current residence(v) the failure of the Company to
obtain the assumption of this Agreement by a sistres

“ Incumbent Directors shall mean directors who either (A) are directdrihe Company as of the Effective Date, or (B) elexted, o
nominated for election, to the Board with the affative votes of at least a majority of those dwexthen still in office who either were
directors on the Effective Date or whose electionamination for election was so approved.

“ Involuntary Terminatiori shall mean a termination of the Employee by the gamy without Cause or a resignation by the Empl
within 90 days of any event constituting Good Reaso

2. Term of AgreementThis Agreement shall be in effect for the peradnmencing on the Effective Date and ending orifitrd
anniversary of the Effective Dapeovidedthat if a Change of Control shall have occurredrduthe term of this Agreement, this Agreement
shall remain in effect to give effect to its prawoiss.

3. At-Will Employment The Company and the Employee acknowledge thaEmmgloyee’s employment is and shall continue tathe
will, as defined under applicable law. If the Emy#e’s employment terminates for any reason, thel&mp shall not be entitled to any
payments, benefits, damages, awards or compengdtienthan as provided by this Agreement, or ag otlderwise be established under the
Company’s then existing employee benefit plansaticigs at the time of termination.

4. Change of Control and Severance Benefits; Non-iatiicn .

(a)Involuntary Termination Following Change of Contrdf the Employee’s employment with the Companyrtieiates as a result of
an Involuntary Termination at any time within twel{12) months after a Change of Control, then timplByee shall be entitled to rece
from the Company the following benefits, contingepbn the Employee’s execution of a release satmfato the Company.

(i) Cash Severance Paymentmployee shall receive an aggregate amount (Bevérance Amourij equal to one times the st
of (A) the Employee’s annual base salary in eftecthe date of termination plus (B) the greatefxdthe Employee’s annual target
bonus amount for the year of termination assumith@G®o payout on all objectives under the Compahgisus plan in effect on the
date of termination or (y) such annual target bamsunt times the average rate of annual bonustpadch executive officer
(compared to such officer’s target bonus) covergaeu a change of control severance agreement siibdiiasimilar to this
Agreement averaged over the two most recently cetaglfiscal years preceding the date of terminafitie Company shall pay the
Severance Amount to the Employee in a lump sum ptignfiollowing an execution of a release by the Hogpe.

(ii) Health Benefits ContinuationDuring the Compensation
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Continuation Period, through COBRA or otherwis@ @ompany shall continue to make available to tingleyee and Employee’s
spouse and dependents covered under any group péais of the Company on the date of such termoimaif employment, all
group health insurance plans in which Employeaioh<Covered Dependents participate on the dateedEmployee’s termination at
the same cost to the Employee as the Employed@asdich benefits prior to termination of employrélro the extent the Company
cannot continue to provide such benefits througBBR® or otherwise, it will pay the Employee an ambtirat would be sufficient 1
enable the Employee to purchase such benefits drdmrd party at the same cost to the Employeencafter-tax basis as the
Employee paid for such benefits prior to the temtion of employment.

(i) Forfeiture upon Breach of Covenantlotwithstanding any of the foregoing, if the Exmyge breaches his or her obligations
under paragraph (e) or (f) of this Article 4, frand after the date of such breach, (x) the Emplayik@o longer be entitled to, and
the Company will no longer be obligated to pay, esyaining unpaid portion of the Severance Amout ) the Employee will no
longer be entitled to, and the Company will no lenge obligated to make available to Employee oplégee’s spouse or
dependents, any group health insurance plans opayment in respect of such plans to the exten€Ctirapany cannot continue to
provide such benefits.

(iv) Equity Acceleration The vesting and exercisability of each optiostnieted stock award, restricted stock unit or o#teck
based award (each, a “ Stock Awdydghall be automatically accelerated in full ahé forfeiture provisions and/or Company right of
repurchase of each Stock Award shall automatidafige in full. If this clause (iv) would subjecetBtock Awards to Section 409A
the Code (as defined below), the Company and thel@&me will cooperate to take any such action thatCompany deems
appropriate to put the Employee in the same posi®if Section 409A of the Code did not applynénevent shall the Stock Awards
be amended to reflect this clause (iv) unless antitithere has been an Involuntary Terminationradt€hange of Control.

(b)Other Termination in Connection with a Change ofittal. If the Employee’s employment with the Company teraés other

than as a result of an Involuntary Terminationrgt time within twelve (12) months after a Change&ontrol, then the Employee shall
not be entitled to receive the Severance Amouptltoer benefits hereunder, but may be eligibleiosé benefits (if any) as may then be
established under the Company’s then existing seweerand benefits plans and policies.

(c)Termination Apart from a Change of Contrdf the Employee’s employment with the Companyrtieates for any or no reason

other than within twelve (12) months following a&@lge of Control, then the Employee shall not béledtto receive the Severance
Amount or other benefits hereunder, but may beldigor those benefits (if any) as may then baladghed under the Company’s then
existing severance and benefits plans and polatiéise time of such termination.
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(d)Accrued Wages and Vacation; Expens@éthout regard to the reason for, or the timifigamployee’s termination of
employment: (i) the Company shall pay the Emplaogeg unpaid base salary due for periods prior taltite of termination; (ii) the
Company shall pay the Employee all of the Employeecrued and unused vacation through the daggrofitation; and (jii) following
submission of proper expense reports by the Emplayxe Company shall reimburse the Employee fagxalenses reasonably and
necessarily incurred by the Employee in conneatiith the business of the Company prior to the datermination. These payments
shall be made promptly upon termination and withim period of time mandated by law.

(e)Non-solicitation.In consideration of the benefits and protectionsfewed under this Agreement, Employee agreeddinaihe Non-
solicit Period (as defined below), the EmployedIsiat either directly or indirectly solicit, indeg recruit or encourage any of the
Company'’s Personnel (as defined below) to leavie #gmeployment, or take away such Personnel, omgdteo solicit, induce, recruit,
encourage or take away such Personnel, eithehéoEmployee or for any other person or entity. ¥fsBanel’ means any of the
Company’s employees and any former employees whe tesiminated their employment with the Companyimisix months of the date
of the purported solicitation, in each case execlgdhe Employee’s administrative assistant. “ Molicit Period’ means the period
commencing on the date of a Change of Control adihg immediately after the end of the Compensafiontinuation Period.

(f) Confidentiality. In consideration of the benefits and protectiomsferred under this Agreement, the Employee agresshe or she
will continue to abide by the confidentiality prsions in the Company’s Employment, Confidentiabmfiation and Invention
Assignment Agreement, as executed by the Employee.

5. Limitation on Benefits

(a) Notwithstanding anything contained in tAgreement to the contrary, to the extent thafpdgments and benefits provided under
this Agreement and benefits provided to, or fortibaefit of, the Employee under any other empl@jan or agreement (such payments
or benefits are collectively referred to as theehBfits”) would be subject to the excise tax (the “ Excig”) imposed under
Section 4999 of the Internal Revenue Code of 188&mended (the * Codg the Benefits shall be reduced (but not below ziéra)d to
the extent that a reduction in the Benefits woelsliit in Employee retaining a larger amount, oaféer-tax basis (taking into account
federal, state and local income taxes and the EXi@as), than if Employee received all of the Betsefsuch reduced amount is hereine
referred to as the “ Limited Benefit Amouit Unless Employee shall have given prior writtestice specifying a different order to the
Company to effectuate the Limited Benefit Amouhg Company shall reduce or eliminate the Bendditdirst reducing or eliminating
those payments or benefits which are not payahtash and then by reducing or eliminating cash pays; in each case in reverse order
beginning with payments or benefits which are tpail the farthest in time from the “ Determinatiofas hereinafter defined). Any
notice given by the Employee pursuant to the priegesentence shall take precedence
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over the provisions of any other plan, arrangememtgreement governing the Employee’s rights ail@ments to any benefits or
compensation.

(b) A determination as to whether the Beneditall be reduced to the Limited Benefit Amountguamt to this Agreement and the
amount of such Limited Benefit Amount shall be magidhe Company’s independent public accountangnother certified public
accounting firm of national reputation designatgdhie Company (the “ Accounting Firfhat the Company’s expense. The Accounting
Firm shall provide its determination (the “ Detenation”), together with detailed supporting calculati@s documentation to the
Company and Employee within five (5) days of theedz termination of Employee’s employment, if dppble, or such other time as
requested by the Company or by Employee (providegdl&yee reasonably believes that any of the Benefiy be subject to the Excise
Tax) and if the Accounting Firm determines thattxzise Tax is payable by Employee with respectipBenefits, it shall furnish
Employee with an opinion reasonably acceptableniplByee that no Excise Tax will be imposed withpess to any such Benefits.
Within ten (10) days of the delivery of the Detenation to the Employee, the Employee shall haveigid to dispute the Determination
(the “ Dispute’). If there is no Dispute, the Determination shadl binding, final and conclusive upon the Compamng the Employee.

6. Successors

(a)Company’s Successoré\ny successor to the Company (whether direchdiréct) to all or substantially all of the Company
business and/or assets shall assume the Compdiigiatns under this Agreement and agree expreégghgerform the Company’s
obligations under this Agreement in the same maandrto the same extent as the Company would hereelgto perform such
obligations in the absence of a succession. Fauagioses under this Agreement, the term “ Compamall include any successor to the
Company’s business and/or assets.

(b)Employee’s SuccessargVithout the written consent of the Company, Ermgpkshall not assign or transfer this Agreemeiaingr
right or obligation under this Agreement to anyestherson or entity. Notwithstanding the foregoiting, terms of this Agreement and all
rights of Employee hereunder shall inure to theefieof, and be enforceable by, Employee’s person&tgal representatives, executors,
administrators, successors, heirs, distributeesseles and legatees.

7. Notices.

(a)General. Notices and all other communications contemplatethis Agreement shall be in writing and shalldeemed to have
been duly given when personally delivered or whailed by U.S. registered or certified mail, retueceipt requested and postage
prepaid. In the case of the Employee, mailed nstitwll be addressed to him or her at the homesssldhat he or she most recently
communicated to the Company in writing. In the cafsthe Company, mailed notices shall be addresséd corporate headquarters, and
all notices shall be directed to the attentiont®f3eneral Counsel, or to the Chief Financial @ffii€ the notice to the Company is from
the




General Counsel.

(b)Notice of Termination Any termination by the Company or by the Emplogkall be communicated by a notice of terminat@n t
the other party hereto given in accordance with Article.

8. Arbitration .

(a) Any dispute or controversy arising outrefating to, or in connection with this Agreemamtthe interpretation, validity,
construction, performance, breach, or terminati@rgof, shall be settled by binding arbitratiodéheld in San Francisco, California, in
accordance with the National Rules for the Resotutif Employment Disputes then in effect of the Aicen Arbitration Association (tk
“ Rules”). The arbitrator(s) may grant injunctions or athelief in such dispute or controversy. The derisf the arbitrator shall be
final, conclusive and binding on the parties todhgitration. Judgment may be entered on the atbitls decision in any court having
jurisdiction.

(b) The arbitrator(s) shall apply Californégau to the merits of any dispute or claim, withaeference to conflicts of law rules. The
arbitral proceedings shall be governed by fedetdtration law and by the Rules, without referetestate arbitration law. Employee
hereby consents to the personal jurisdiction ofstiaée and federal courts located in Californiaafioy action or proceeding arising from
relating to this Agreement or relating to any adiibn in which the parties are participants.

(c) EMPLOYEE HAS READ AND UNDERSTANDS THIS ARTLE, WHICH DISCUSSES ARBITRATION. EMPLOYEE
UNDERSTANDS THAT SUBMITTING ANY CLAIMS ARISING OUTOF, RELATING TO, OR IN CONNECTION WITH THIS
AGREEMENT, OR THE INTERPRETATION, VALIDITY, CONSTROTION, PERFORMANCE, BREACH OR TERMINATION
THEREOF TO BINDING ARBITRATION, CONSTITUTES A WAIVR OF EMPLOYEE’S RIGHT TO A JURY TRIAL AND
RELATES TO THE RESOLUTION OF ALL DISPUTES RELATINGO ALL ASPECTS OF THE EMPLOYER/EMPLOYEE
RELATIONSHIP, INCLUDING BUT NOT LIMITED TO, THE FOILOWING CLAIMS:

(i) ANY AND ALL CLAIMS FOR WRONGFUL DISCHARGEOF EMPLOYMENT; BREACH OF CONTRACT, BOTH
EXPRESS AND IMPLIED; BREACH OF THE COVENANT OF GOORAITH AND FAIR DEALING, BOTH EXPRESS AND
IMPLIED; NEGLIGENT OR INTENTIONAL INFLICTION OF EMOIONAL DISTRESS; NEGLIGENT OR INTENTIONAL
MISREPRESENTATION; NEGLIGENT OR INTENTIONAL INTERAEENCE WITH CONTRACT OR PROSPECTIVE
ECONOMIC ADVANTAGE; AND DEFAMATION.

(i) ANY AND ALL CLAIMS FOR VIOLATION OF ANY FEDERAL, STATE OR MUNICIPAL STATUTE, INCLUDING,
BUT NOT




LIMITED TO, TITLE VIl OF THE CIVIL RIGHTS ACT OF 1%4, THE CIVIL RIGHTS ACT OF 1991, THE AGE
DISCRIMINATION IN EMPLOYMENT ACT OF 1967, THE AMERTANS WITH DISABILITIES ACT OF 1990, THE FAIR
LABOR STANDARDS ACT, THE CALIFORNIA FAIR EMPLOYMENTAND HOUSING ACT, AND LABOR CODE SECTION
201, et seq.;

(iii) ANY AND ALL CLAIMS ARISING OUT OF ANY OTHER LAWS AND REGULATIONS RELATING TO
EMPLOYMENT OR EMPLOYMENT DISCRIMINATION.

9. Miscellaneous Provisions

(a)No Duty to Mitigate The Employee shall not be required to mitigageaimount of any payment contemplated by this Agesgm
nor shall any such payment be reduced by any egsnirat the Employee may receive from any othercgou

(b)Waiver. No provision of this Agreement may be modifiedived or discharged unless the modification, wadredtischarge is
agreed to in writing and signed by the Employeelandn authorized officer of the Company other tttenEmployee. No waiver by
either party of any breach of, or of compliancehwiny condition or provision of this Agreementthg other party shall be considered a
waiver of any other condition or provision or oétkame condition or provision at another time.

(c)Integration. This Agreement represents the entire agreemehtiagierstanding between the parties as to the gubpgtter herein
and supersede all prior or contemporaneous agraspvemether written or oral.

(d)Choice of Law The validity, interpretation, construction andfpemance of this Agreement shall be governed lyititernal
substantive laws, but not the conflicts of law sylef the State of California.

(e)Severability. The invalidity or unenforceability of any provsi or provisions of this Agreement shall not affibhet validity or
enforceability of any other provision hereof, whitall remain in full force and effect.

(f) Withholding Taxes All payments made pursuant to this Agreementl §feasubject to withholding of applicable incomelan
employment taxes.

[rest of page intentionally blank]
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(g)Counterparts This Agreement may be executed in counterpaaitsh ef which shall be deemed an original, but &il/bich
together will constitute one and the same instrumen

IN WITNESS WHEREOF, each of the parties &&scuted this Agreement, in the case of the Cognpgrits duly authorized officer, as
of the day and year first above written.

FORMFACTOR, INC.

By:

[Name of Employee

9



Exhibit 10.48
[Letterhead of FormFactor, Inc.]
November 17, 200

Joseph R. Bronson
6838 Rockview Ct.
San Jose, Ca. 95120

Dear Joe,

We welcome the opportunity to offer you a gald exempt position with FormFactor, Inc. (theof@pany”) as President and a member of
the Office of the CEOQ, starting Wednesday, Novenif’er2004. We look forward to having you join ushas exciting time for the Company.

In your capacity as President, you will regortgor Khandros, Chief Executive Officer, andlwdceive an annual salary of $300,000,
which will be paid bi-weekly in accordance with desubject to, the Company’s normal payroll procedulyou will also be eligible to
participate in the annual Key Management Bonus Biantarget rate of 100% of your earned annuahgal his bonus is conditioned upon
the company’s performance and your individual agdeent of objectives, and will be prorated baseashumur start date through the end of
the fiscal year.

The Company will pay you a $20,000 bonus, Wihyicu will receive as a separate check includet war first paycheck. This number i
gross dollar figure. Please be aware you will lspoasible for all personal income taxes relatethitosign-on bonus. We advise that you
consult your tax consultant on this matter.

The Company will pay you a $3,000 per monthding allowance beginning when you start incurergenses for housing in the local ¢
and will continue as long as the housing expensegaurred.

As long as you remain a regular ftithe employee of the Company, you are eligiblesiteive certain employee benefits that are offewt
our regular full-time employees, which may froméitto time change at the Company’s discretion. Tleasently include:

- Medical, Dental and Vision Insurance Bene

- Shor-Term and Lon-Term Disability Insurance Covera
- Group Life Insuranc

- Paid TimeOff

- 401k Plan with Company Matc

- Section 125 Flex Spending Pl

- Employee Assistance Progr:

Employee Stock Purchase P

Coverage for the above-mentioned medical,agewision, disability and life insurance benefigin on your date of hire. Dependent
coverage is also available through this plan. Egygsoand dependent contributions to the plan adeedtin our employee benefits guide
(“Benefactor”).

You will be entitled to fifteen days (15) adip time-off annually. Paid time-off will accrue thie rate of 4.62 hours per pay period starting
from your first day of employment. Paid time-off yniae used for vacation or sick leave.




Employment Offer Letter
Joseph R. Bronson
November 17, 200

Page 2

Following your employment commencement dabe, will be granted a stock option, entitling youptarchase 200,000 shares of common
stock of the Company. The exercise price of youioopwill be set at the fair market value of then@fmany’s common stock as determined by
the closing price on the Nasdaqg National Markethendate of grant, which will be your date of hifée “Vesting Commencement Date” will
also be your date of hire. The option shall be etiitp the terms and conditions of the Company@2Bquity Incentive Plan. The option
vests over a four-year period. On the first anrsaey of the Vesting Commencement Date, the optiatl be vested as to twenty-five percent
(25%) of the shares covered by the option. The @@ Shares subject to the option shall then sast monthly basis commencing one year
after the Vesting Commencement Date in increment$3® of the remaining shares subject to the optio

You will also be granted under the Plan, as ofdhte you commence employment with the Companyrictsd stock units (“RSUs”) which
represent the right to receive 38,432 shares offfamy stock upon vesting. The RSUs shall vest in égual installments on January 1 of
each of 2006, 2007, 2008 and 2009.

Your agreement to accept this offer is continggaruyour ability to show proof of your legal rigiotwork for the Company in the United
States.

You should be aware that your employment withCompany is for no specified period and contsti#t@at will employment. As a result,
you are free to resign at any time, for any reasdior no reason. Similarly, the Company is freedoclude its employment relationship w
you at any time, with or without cause. The Compéine Committee of the Board of Directors has degitb implement a change of cont
arrangement for the Executive Officers of the Comyp#s President, you will be entitled to receilie benefits of this change of control
arrangement, which will be finalized on or aboutBmber 8, 2004.

| have enclosed our standard Agreement Raggfginployment, Confidential Information, Inventidssignment, and Arbitration as a
condition of your employment. We will not be abéecommence your employment until we have receiveidr@ed copy of this document. If
you accept this offer, please return a signed ¢opge. That Agreement requires, among other thithgs,in the event of any dispute or cle
relating to or arising out of our employment redaghip, you and the Company agree that all sugiutés shall be fully and finally resolved
by final and binding arbitration conducted by theadrican Arbitration Association in Alameda Cour®glifornia. However, the parties shall
continue to have the right to seek judicial reliethe form of injunctive and/or equitable religfcluding but not limited to relief for
threatened or actual misappropriation of tradeete@r other unfair competition.

Additionally, you will be required to comply all times with the Company'’s various rules, p@gand procedures, including those set
forth in our Employee Handbook, our Statement ofp@oate Code of Business Conduct (“Corporate Codeil our Statement of Policy
regarding Insider Trading (“Insider Trading PolifyCopies of these three documents, and all oucipsland procedures will be available in
hard copy and on Zunou - our internal intranet $iéhin 30 days of the commencement of your empplegt, you will be required to provide
the Company with signed acknowledgements relatirthe Employee Handbook, the Corporate Code anthslider Trading Policy. You
should understand that, while referenced in thisrdétter, the Company rules, policies and proceslare not incorporated by reference into
this offer letter, and they can be changed, replacavithdrawn at any time at the discretion of @@mpany.

To indicate your acceptance of the Companifer oplease sign and date this letter in the sppaoeided below and return it to me. A
duplicate original is enclosed for your recordsisTdffer, if not accepted, will expire ten (10) ddyom the offer date. This letter, along with
the agreement relating to proprietary rights betwgmu and the Company, set forth the terms of yooployment with the Company and
supersede any prior




Employment Offer Letter
Joseph R. Bronson
November 17, 200

Page 3

representations or agreements, whether writtemadr his letter may not be modified or amendedepxdby a written agreement, signed b'
officer of the Company and by you.

Joe, we look forward to your favorable repigldao a productive, fun and exciting working resaghip.

Sincerely,
FormFactor, Inc

/sl IGORY. K HANDROS
Igor Khandros

CEO
FormFactor, Inc

ACCEPTED AND AGREED TO this 1% day of November 2004

/sl JosePHR. B RONSON

Joseph R. Bronsc



Exhibit 10.50
[Letterhead of FormFactor, Inc.]
January 27, 2005

Ronald C. Foster
1530 Hillview Drive
Los Altos, CA 94024

Dear Ron,

We welcome the opportunity to offer you a galé exempt position with FormFactor, Inc. (theot@pany”) as Senior Vice President and
Chief Financial Officer. We look forward to haviggu join us at this exciting time for the Compawye are very impressed with your
background, demonstrated abilities, and fundamemt@érstanding of the challenges involved in afased, growing company, and look
forward to your participation in meeting the oppmities ahead.

In your capacity as Chief Financial Officeouywill report to both members of the Office of fBhief Executive Officer (Igor Khandros,
CEO and Joe Bronson, President) and will receivarenual salary of $275,000, which will be paid l@ekly in accordance with, and subject
to, the Company normal payroll procedures. You will also be diigito participate in the annual Key ManagementuBdRlan at a target r:
of 70% of your earned annual salary. This bonusilitioned upon the company’s performance and ywalividual achievement of
objectives, and will be prorated based upon yaant skate through the end of the bonus period

The Company will pay you a $50,000 bonus, Whjicu will receive as a separate check includefl waur first paycheck. This number i
gross dollar figure. Please be aware you will lspoasible for all personal income taxes relatethitosign-on bonus. We advise that you
consult your tax consultant on this matter.

As long as you remain a regular ftithe employee of the Company, you are eligiblesiteive certain employee benefits that are offewt
our regular full-time employees, which may from ¢ito time change at the Company’s discretion. Thasently include:

- Medical, Dental and Vision Insurance Bene

- Shor-Term and Lon-Term Disability Insurance Covera
- Group Life Insuranc

- Paid TimeOff

- 401k Plan with Company Matc

- 401k Variable Contribution Ple

- Section 125 Flex Spending Pl

- Employee Assistance Progr:

- Employee Stock Purchase P

Coverage for the above-mentioned medical,agewision, disability and life insurance benefigin on your date of hire. Dependent
coverage is also available through this plan. Egygsoand dependent contributions to the plan adeedtin our employee benefits guide
(“Benefactor”).

You will be entitled to fifteen days (15) adip time-off annually. Paid time-off will accrue thie rate of 4.62 hours per pay period starting
from your first day of employment. Paid time-off yniae used for vacation or sick leave.




Employment Offer Letter
Ronald C. Foster
January 27, 2005

Page 2 of 3

Following your employment commencement dabe, will be granted a stock option, entitling youptarchase 110,000 shares of common
stock of the Company. The exercise price of youioopwill be set at the fair market value of then@fmany’s common stock as determined by
the closing price on the Nasdaqg National Markethendate of grant, which will be your date of hifée “Vesting Commencement Date” will
also be your date of hire. The option shall be etiitp the terms and conditions of the Company@2Bquity Incentive Plan. The option
vests over a four-year period. On the first anrgaey of the Vesting Commencement Date, the optiaii be vested as to twenty-five percent
(25%) of the shares covered by the option. The @@ Shares subject to the option shall then sast monthly basis commencing one year
after the Vesting Commencement Date in increment$3® of the remaining shares subject to the optio

Your agreement to accept this offer is corgimgupon your ability to show proof of your legajht to work for the Company in the United
States.

You should be aware that your employment withCompany is for no specified period and corntsti#t@at will employment. As a result,
you are free to resign at any time, for any reasdior no reason. Similarly, the Company is freedoclude its employment relationship w
you at any time, with or without cause. The Compé&ina Committee of the Board of Directors has deditb implement a change of cont
arrangement for the Executive Officers of the Conmyp@s Chief Financial Officer, you will be entitléo receive the benefits of this change
of control arrangement.

| have enclosed our standard Agreement Raggfginployment, Confidential Information, Inventidssignment, and Arbitration as a
condition of your employment. We will not be abbecommence your employment until we have receivsigmed copy of this document. If
you accept this offer, please return a signed topge. That Agreement requires, among other thithgd,in the event of any dispute or cle
relating to or arising out of our employment redaghip, you and the Company agree that all sugiutis shall be fully and finally resolved
by final and binding arbitration conducted by theadrican Arbitration Association in Alameda Cour®glifornia. However, the parties shall
continue to have the right to seek judicial reirethe form of injunctive and/or equitable religfcluding but not limited to relief for
threatened or actual misappropriation of tradeetse@r other unfair competition.

Additionally, you will be required to comply all times with the Company'’s various rules, p@gand procedures, including those set
forth in our Employee Handbook, our Statement ofp@oate Code of Business Conduct (“Corporate Codeil our Statement of Policy
regarding Insider Trading (“Insider Trading PoligyCopies of these three documents, and all oucipsland procedures will be available in
hard copy and on Zunou - our internal intranet $i@&hin 30 days of the commencement of your empiegt, you will be required to provide
the Company with signed acknowledgements relatirthe Employee Handbook, the Corporate Code anthslider Trading Policy. You
should understand that, while referenced in thigrdétter, the Company rules, policies and proceslare not incorporated by reference into
this offer letter, and they can be changed, replacavithdrawn at any time at the discretion of @@mpany.

To indicate your acceptance of the Companffer gplease sign and date this letter in the spaoeided below and return it to me. A
duplicate original is enclosed for your recordsisTdffer, if not accepted, will expire ten (10) ddyom the offer date. This letter, along with
the agreement relating to proprietary rights betwgmu and the Company, set forth the terms of yooployment with the Company and
supersede any prior representations or agreenveimésher written or oral. This letter may not be rified or amended except by a written
agreement, signed by an officer of the Companytangbu.




Employment Offer Letter
Ronald C. Foster
January 27, 2005

Page 3 of 3

Ron, we look forward to your favorable rephdao a productive, fun and exciting work relatibips To confirm your acceptance of this
offer, please sign and date one copy of this letter return to me. The other copy is for you tairefor your records. This offer, if not
accepted, will expire ten (10) days from the offate. Please call me if you have any questions.

Sincerely,
/sl HANK F EIR
Hank Feir

Vice President, Human Resour«
FormFactor, Inc

ACCEPTED AND AGREED TO this 7th day of February030

/s/ RoNALD C. FOSTER

Ronald C. Foste



Exhibit 23.0:

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We hereby consent to the incorporation by referémt¢lee Registration Statement on Form S-8 (No33-306043 and 333-115137) of
FormFactor, Inc. of our report dated March 11, 2f¥)&ting to the financial statements, financiatement schedule, management’s

assessment of the effectiveness of internal cootret financial reporting and the effectivenesitdrnal control over financial reportin
which appears in this Form 10-K.

/s/ PRICEWATERHOUSECOOPERS LLP
PricewaterhouseCoopers LLP

San Jose, California

March 11, 200!



Exhibit 31.01
Certification of Chief Executive Officer Pursuant to 15 U.S.C. § 7241
[, Dr. Igor Y. Khandros, certify that:

1. | have reviewed this annual report on Forn-K of FormFactor, Inc.

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgtate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistadisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statements$ atimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as defin
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f)
and 15«15(f)) for the registrant and hay

a) designed such disclosure controls and proesdor caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

b) designed such internal control over finah@porting, or caused such internal control owearicial reporting to be designed under
our supervision, to provide reasonable assuramzgdeng the reliability of financial reporting attie preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) evaluated the effectiveness of the regissalisclosure controls and procedures and predentthis report our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation;

d) disclosed in this report any change in #ggstrant’s internal control over financial repodithat occurred during the registranthos!
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, iegistrant’s internal control over
financial reporting; an

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatioxterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) all significant deficiencies and materialakeesses in the design or operation of internairabaver financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

b) any fraud, whether or not material, thabiwes management or other employees who have Hisar role in the registrant’s
internal control over financial reportin

Dated: March 11, 200 By: / s/ Dr. IGORY. KHANDROS

Dr. Igor Y. Khandros
Chief Executive Office



Exhibit 31.02
Certification of Chief Financial Officer Pursuant to 15 U.S.C. § 7241
I, Jens Meyerhoff, certify that:

1. | have reviewed this annual report on Forn-K of FormFactor, Inc.

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgtate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistadisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statements$ atimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as defin
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f)
and 15«15(f)) for the registrant and hay

a) designed such disclosure controls and proesdor caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

b) designed such internal control over finah@porting, or caused such internal control owearicial reporting to be designed under
our supervision, to provide reasonable assuramzgdeng the reliability of financial reporting attie preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) evaluated the effectiveness of the regissalisclosure controls and procedures and predentthis report our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation;

d) disclosed in this report any change in #ggstrant’s internal control over financial repodithat occurred during the registranthos!
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, iegistrant’s internal control over
financial reporting; an

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatioxterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) all significant deficiencies and materialakeesses in the design or operation of internairabaver financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

b) any fraud, whether or not material, thabiwes management or other employees who have Hisar role in the registrant’s
internal control over financial reportin

Dated: March 11, 200 By: /s/JENS MEYERHOFF

Jens Meyerhot
Chief Financial Officel



Exhibit 32.01
Certification Pursuant to 18 U.S.C. 8§ 1350

The certification set forth below is bgisubmitted in connection with this annual reparterm 10-K of FormFactor, Inc. (théhnual
Report”) for the purpose of complying with Rule 1B&b) or Rule 15d-14(b) of the Securities ExchaAgeof 1934 (the “Exchange Act”)
and Section 1350 of Chapter 63 of Title 18 of thetét States Code.

Dr. Igor Y. Khandros, the Chief Execut@&icer and Jens Meyerhoff, the Chief Financiafi€fr of FormFactor, Inc., each certifies
that, to the best of their knowledge:

1. the Annual Report fully complies with the requirerteeof Section 13(a) or 15(d) of the Exchange Aog

2. the information contained in the Annual Reportljapresents, in all material respects, the finanmiadition and results of operatic
of FormFactor, Inc

/s/ DR. | GorRY. K HANDROS

Name: Dr. Igor Y. Khandra
Chief Executive Office

/s/ JENSM EYERHOFF

Name: Jens Meyerhao
Chief Financial Officel

End of Filing
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